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WELCOMING ADDRESS

LEE Jung Wan, Ph.D.
[Professor, Boston University, USA]
Conference Chair
On behalf of the conference organizing committee and program committee, I take this
opportunity to welcome all of the delegates and the accompanying persons and guests for
the 2019 International Conference on Business and Economics (ICBE 2019) being held in
Yeosu city, South Korea, July 8-10, 2019. The conference is hosted by the Korea
Distribution Science Association (KODISA) and is sponsored jointly by the National
Research Foundation of the Republic of Korea, Yeosu City Government of the Republic of
Korea, and KODISA Scholarship Foundation, Korea. The conference aims to share
scholarships regarding issues of Social Science, Technology and Humanities for
Sustainability of Business, Economics, and the Environment, to offer an excellent
opportunity to meet colleagues from around the world so as to enable participants to
exchange information and ideas on the topics, and to get presented and published
scholarly papers, research notes and case studies in the Conference Program, Proceedings
and affiliated journals.
I am extremely pleased that this year we have a total of 101 presentations of full papers,
work-in-progress papers, doctoral symposiums, and special panel discussions from 170
scholars, industry leaders, and public policy makers coming from 15 countries. On July 9,
2019, after the conference opening session, an official reception of the conference will be
following for the registered delegates and their spouse or accompanying persons. As part
of this conference tradition, we will honor Best Paper Award winners with a scholarship.
You will not only meet and greet and network with your colleagues from academics and
industry but also engage in stimulating discussions based on academic research papers
and business practices.
Finally, I would like to thank our ICBE and KODISA international community members and
the National Research Foundation of Korea and Yeosu City Government of the Republic of
Korea for sponsoring this ICBE 2019 conference in many ways. I would also like to thank
all the attendees, track and session chairs, reviewers and local organizing directors for their
critical roles in bringing together success of the conference.
Sincerely,
9

WELCOMING ADDRESS

LV TAO, Ph.D.
[President, Shandong University of Political Science and Law, China]
Conference Co-chair

I would like express our warmest congratulate to the 2019 International Conference on
Business and Economics (ICBE 2019) and the Fifteenth International Conference of Korea
Distribution Science Association (KODISA) in Yeosu Expo Convention Center, Yeosu, Korea.
The KODISA international conference is co-programmed by the Korea Distribution Science
Association (KODISA) and Shandong University of Political Science and Law (SDUPSL)
since 2011.
I think that this mission of the Conference is not just a forum for academic discussion; it is
also a good chance to establish networks with outstanding scholars and academic leaders
around the world. The conference aims to share scholarships regarding issues of Social
Science, Technology and Humanities for Sustainability of Business, Economics, and the
Environment, and to offer an excellent opportunity to meet colleagues from around the
world so as to enable participants to exchange information and ideas on the topics.
Finally, I would like to express my sincere wish for the success of the conference. I hope
all of us will find new opportunities in this ever-growing realm of Challenges and
Opportunities of Management, Business and Economics in Asia.
Sincerely,
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WELCOMING ADDRESS

LEE Sang-Youn, Ph.D.
[Chairman, East Asia Business Economics Association, Korea]
Program Co-organizer
It is my great pleasure to welcome all of the distinguished professors, researchers and the
esteemed personnel and special guests for the 2019 International Conference on Business
and Economics (ICBE 2019). The conference is hosted by the Korea Distribution Science
Association (KODISA) and is sponsored jointly by the National Research Foundation of the
Republic of Korea, Yeosu City Government of the Republic of Korea, and KODISA
Scholarship Foundation, Korea and is held in Yeosu City, South Korea during July 8-10,
2019.
The KODISA together with EABEA Conference aims to provide a communication platform
for scholars, professionals, academics and graduate students not only to present their
recent and latest researches but also share their thoughts and discuss the future
development in the field of management and social sciences, including communication,
culture, economy, education, finance, law, management, politics, psychology, society, and
management. Prospective authors from universities or other educational institutes and
industry are encouraged to submit abstract and/or full paper to our summer conference. All
papers submitted before the deadline will be peer reviewed by independent specialists.
Proposals for holding tutorial, workshop, special session, and exhibition are invited from
academia and industrial bodies, and should be addressed to the conference secretariat.
The conference organizing committee is currently looking for financial sponsors from
industry, academia, and professional bodies. Conference purports to support and encourage
researches in the area of international economics, international business and foreign trade
practices & laws. Especially, my symposium welcomes theoretical and empirical papers in
the broadly-defined international trade as well as Korea trade areas in their scope and/or
implications.
I would like to express special thanks to all the participants, session chairs, reviewers and
organizing representatives who play major role to organize this brilliant summer conference.
Yours sincerely,

11

WELCOMING ADDRESS

KIM Mincheol, Ph.D.
[Head of Tourism, Business & Economic Research Institute]
Program Co-organizer
Dear Colleagues,
It is my great pleasure to welcome all of the distinguished professors, researchers and the
esteemed personnel and special guests for the 2019 International Conference on Business
and Economics (ICBE 2019). The conference is hosted by the Korea Distribution Science
Association (KODISA) and is sponsored jointly by the National Research Foundation of the
Republic of Korea, Yeosu City Government of the Republic of Korea, and KODISA
Scholarship Foundation, Korea and is held in Yeosu City, South Korea during July 8-10,
2019.
The KODISA together with ICMA Conference aims to provide a communication platform for
scholars, professionals, academics and graduate students not only to present their recent
and latest researches but also share their thoughts and discuss the future development in
the field of management and social sciences, including communication, culture, economy,
education, finance, law, management, politics, psychology, society, and management.
Prospective authors from universities or other educational institutes and industry are
encouraged to submit abstract and/or full paper to our summer conference.
The ICBE 2019 at Yeosu city, Korea will provide opportunities for discussions and meeting
space for various subjects. We welcome your paper submission and active participation in
the presentations. This conference will provide you with numerous opportunities to interact
with the latest cutting edge theories and practices.
We sincerely look forward to your participation and valuable contribution at this meaningful
gathering in Yeosu city, Korea.
With our warmest regards,
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WELCOMING ADDRESS

JUNG Myung-Hee, Ph.D.
[Chairman, Korea Welfare Convergence Association, Korea]
Program Co-organizer
Welcome to the KODISA conference!
I would like to thank Yeosu City officials and members of the KODISA for helping hold an
academic conference in Yeosu on a lively summer day in July. This conference will be an
invaluable time to explore various meanings such as economic meaning, generational
meaning, intercultural meaning, social exclusion, and global policy in this age of increasing
diversity.
Human desire is endless and desire is also diverse. Our society has become an age when
we are interested in the satisfaction of life as a longtime society looking at the age of 100
at any moment. The average life expectancy of humans due to medical development is
increasing, and every day, machine civilization is deeply embedded in our daily lives. It is
a situation that requires new thinking about the harmonious life between man and machine
civilization in the situation where we look ahead to the Alpha era. Although the government
is putting various policies on the quality of human life, it is the main duty of the society to
review and examine the direction of the government policy and the implementation effort of
the project in terms of critical and academic view. Therefore, the Welfare Convergence
Society has the responsibility of the welfare state, We have set up a place to look and
discuss each area. In addition, we discussed the welfare policy of the government, and
discussed the welfare attitudes of the local residents on the government policies such as
metropolitan city, metropolitan city, city, and county. I would like to thank all those who
participated in the conference and I would like to take this opportunity to become an
advanced conference.
We would appreciate your active interest and participation.
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WELCOMING ADDRESS

YANG Hoe-Chang, Ph.D.
[President-elect, International Convergence Management Association, KOREA]
Program Co-organizer

I am honored to participate in summer 2019 International Conference on Business and
Economics (ICBE 2019) with distinguished professors and researchers from Korea and
abroad in Yeosu. I am also pleased to be able to discuss various research topics with
distinguished professors and researchers as the next ICMA chairman.
The KODISA together with ICMA Conference aims to provide a communication platform for
scholars, professionals, academics and graduate students not only to present their recent
and latest researches but also share their thoughts and discuss the future development in
the field of management, economics, marketing and issues of importance to all aspects of
social sciences.
ICMA has a great dream to become a leading institute of convergence research in the
global era. Therefore, I expect that ICBE 2019 will provide a meaningful space and
experience for all researchers as a forum for communication of ideas in various fields.
During the conference, I hope to share information with many researchers in the beautiful
city of Yeosu, and the results of academic research will be a valuable opportunity to
provide insight to many people and company around the world.
And I would like to express special thanks to all the participants, session chairs, reviewers
and organizing representatives who play major role to organize this brilliant summer
conference.
Sincerely,
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CONFERENCE MASTER SCHEDULE
DATE

DAY

July 8

Mon

TIME

Hotel Check-in
18:00 ~
PRE-CONGRE
21:00
SS TOURS

July 9

July 10

PRE-CONGRESS TOURS (individually by participants’ own
expenses)
18:00 ~ 21:00 * Greets and Meets: International Night
Track 1
[Room 4]

Track 2
[Room 5]

Track 3
[Room 6]

Track 4
[Room 7]

9:30~11:00

Presentations
Global Session 1

Presentations
Global Session 2

Presentations
Global Session 3

Presentations
Global Session 4

11:00~12:30

Presentations
Global Session 5

Presentations
Global Session 6

Presentations
Global Session 7

Presentations
Global Session 8

12:30~13:30

Lunch Break

Lunch Break

Lunch Break

Lunch Break

Tue

13:30~15:00

Presentations
Presentations
Presentations
Global Session 9 Global Session 10 Global Session 11

15:00~16:30

Presentations
Local Session 2

16:30~18:00

CONFERENCE OPENING CEREMONIES [Convention Center]
CONGRESS AWARD CEREMONY

18:00~21:00

RECEPTION [Reception Hall]

Wed

ICBE 2019
Conference
Tour

EVENT & VENUE

Presentations
Local Session 3

Presentations
Local Session 1

Joint Symposium
Joint Symposium
KODISA – TBERI
KODISA – EABEA
KODISA – KWCA
KODISA – ICMA
Local Session 4

Duration: 8:00am ~ 4:00pm (8 hours)

ICBE 2019 Conference Tour:
Duration: 8:00am ~ 4:00pm (8 hours)
Destination: vicinities of Yeosu
8:00~16:00
Theme: Post-Adventures to Expo 2012 Yeosu Korea
(2012 麗水世界博覽會)

Departure-Return: Yeosu Venezia Hotel & Resort

Close

CONFERENCE CLOSE

17:00
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CONFERENCE PROGRAM SCHEDULE

Day 1 Schedule: Monday, July 8, 2019
PRE-CONGRESS TOURS (individually by participants own expenses)
* Greets and Meets: International Night
18:00–21:00 * place and time will be announced later.

Day 2 Schedule: Tuesday, July 9, 2019
Academic Paper Presentations
[Track 1]: Global Session 1 [Seminar Room 4]
Session G1: 9:30–11:00 Tuesday July 9
Session Chair: Mahfuzur RAHMAN, Ph.D.
(University of Malaya, MALAYSIA)
[p6j6] The Dynamic Linkage of Price Movements between Major Global and Korean Stock Exchanges
Jung Wan LEE, Boston University, USA
Tantatape BRAHMASRENE, Purdue University Northwest, USA
[ppt] Capital Structure Decisions after Credit Rating Changes by Global and Local Rating Agencies
Soku BYOUN, Baylor University, USA
Seung-Hun HAN, Korea Advanced Institute of Science and Technology – KAIST, KOREA
Yoon S. SHIN, Loyola University Maryland, USA
[ppt] External Determinants of Inflation: The Indian Experience
Abhishek ROHIT, T A Pai Management Institute, INDIA
D. Tripati RAO, Indian Institute of Management Lucknow, INDIA

Academic Paper Presentations
[Track 2]: Global Session 2 [Seminar Room 5]
Session G2: 9:30–11:00 Tuesday July 9
Session Chair: Luisa A. PINTO, Ph.D.
(Prince Sultan University, SOUDI ARABIA)
[p15j15] Factors Affecting Industrial 4.0 Adoption in Small and Medium Enterprises: An Study in Ho
Chi Minh City
Truong Xuan NGUYEN, University of Finance–Marketing, VIETNAM
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Khai Quang LUU, University of Finance–Marketing, VIETNAM
Thien Thuan Hoang NGUYEN, University of Finance – Marketing, VIETNAM
An Van HA, University of Finance – Marketing, VIETNAM
Han Bao Huynh NGUYEN, University of Finance – Marketing, VIETNAM
Anh Nhu Thi BUI, University of Finance – Marketing, VIETNAM
[ppt] Factors Inhibiting the Performance of Business Incubators in South Africa
Thobekani LOSE, Vaal University of Technology, SOUTH AFRICA
Chengedzai MAFINI, Vaal University of Technology, SOUTH AFRICA
Manilall DHURUP, Vaal University of Technology, SOUTH AFRICA
[p18] Factors Affecting Start-up Intention of Economics Students in the South of Vietnam
Truong Xuan NGUYEN, University of Finance–Marketing, VIETNAM
Thu Quynh Thi NGUYEN, University of Finance–Marketing, VIETNAM
[p20j20] Issues with Cross-Border Transactions and Financing of Small and Medium Enterprises
(SME’s): Nigeria and UAE Businesses
Khalid Yusuf AHMED, SAmerican University of Nigeria, NIGERIA
Rajasekhara Mouly POTLURI, American University of Nigeria, NIGERIA
Abubakar A. RADDA, American University of Nigeria, NIGERIA

Academic Paper Presentations
[Track 3]: Global Session 3 [Seminar Room 6]
Session G3: 9:30–11:00 Tuesday July 9
Session Chair: Young-Ei KIM, Ph.D.
(Seoul Digital University, KOREA)
[p17j17] The Factors Impacting on Revisit Intention to Korea of Vietnamese Visitors
Truong Xuan NGUYEN, University of Finance–Marketing, VIETNAM
[ppt] Cosmopolitanism and the Mediating Effect of Country Image on Consumers’ Purchase, Visit
and Investment Intentions
Ana SOUSA, School of Economics and Management (EEG), University of Minho and GOVCOOP –
University of Aveiro, PORTUGAL
Helena NOBRE, GOVCOPP, University of Aveiro, PORTUGAL
Minoo FARHANGMEHR, School of Economics and Management (EEG), University of Minho, PORTUGAL
[p22j22] The Relationship of Satisfaction, Word of Mouth, Functional Service and Technical Services
Truong Quang PHAM, Saigon International University, VIETNAM
[p23] Development of Market Consumer Interconnector to Prevent Food Poisoning in Vietnam
Eunsung KIM, RMIT University, AUSTRALIA
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Academic Paper Presentations
[Track 4]: Global Session 4 [Seminar Room 7]
Session G4: 9:30–11:00 Tuesday July 9
Session Chair: Young-Sang CHO, Ph.D.
(KongJu National University, KOREA)
[ppt] Multitasking Incentives and Employee Performance: Evidence from Call Center Field
Experiments and Laboratory Experiments
Chan Ho SONG, California State University San Bernardino, USA
[p27] The Effect of Gender Leadership with Political Capital in the CSR Performance of China
Listed Firms
Tzu-Yu LIN, Nanfang College of Sun Yat-Sen University, CHINA
Sheng-Hsiung CHIU, Nanfang College of Sun Yat-Sen University, CHINA
Ruijun WU, Nanfang College of Sun Yat-Sen University, CHINA
Ziyu XIAO, Nanfang College of Sun Yat-Sen University, CHINA
[p5] Reform of the Indonesian Civil Service: Looking for Quality
Prijono TJIPTOHERIJANTO, University of Indonesia Depok, Jakarta, INDONESIA
[p2] Challenges Faced by Isi-Xhosa Survivalist Entrepreneurs in Butterworth, South Africa
Thobekani LOSE, Vaal University of Technology, SOUTH AFRICA
Chengedzai MAFINI, Vaal University of Technology, SOUTH AFRICA
[p19] Factors Affecting Organic Food Purchasing Decisions of Kindergarten Schools in Ho Chi Minh
City, Vietnam
Hong Thi TRUONG, University of Finance – Marketing, Ho Chi Minh City, VIETNAM
Truong Xuan NGUYEN, University of Finance – Marketing, Ho Chi Minh City, VIETNAM

Academic Paper Presentations
[Track 1]: Global Session 5 [Seminar Room 4]
Session G5: 11:00–12:30 Tuesday July 9
Session Chair: Tantatape BRAHMASRENE, Ph.D.
(Purdue University Northwest, USA)
[ppt] US-china Tariff war: Anti-Globalsation Wave Blowing in the Wind
Pravakar SHAOO, Institute of Economic Growth, Delhi, INDIA
D. Tripati RAO, Indian Institute of Management Lucknow, INDIA
[p7j7] Is Malaysia Ready to go Cashless?
Mahfuzur RAHMAN, University of Malaya, MALAYSIA
Izlin ISMAIL, University of Malaya, MALAYSIA
Shamshul BAHRI, University of Malaya, MALAYSIA
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[p9] Analysis of the Interaction between China's FinTech Innovation Efficiency and Government
Supervision from the Perspective of Game Theory
Xin YANG, Business School, Nanfang College of Sun Yat-sen University, CHINA
Huiyin ZHENG, Guangzhou Pearl-River Vocation College of Technology, CHINA
Xiajun YI, Guangzhou Vocational College of Science and Technology, CHINA
[p21] Is Fintech a Solution for Financial Inclusion and Women Empowerment?
Hasnan BABER, Endicott College of International Studies, Woosong University, KOREA

Academic Paper Presentations
[Track 2]: Global Session 6 [Seminar Room 5]
Session G6: 11:00–12:30 Tuesday July 9
Session Chair: Jae-Sung LEE, Ph.D.
(Dong-eui University, KOREA)
[p13] Women across Social Groups in Kazakhstan Labor Market
Anel A. KIREYEVA, Institute of Economics, KAZAKHSTAN
Zaira T. SATPAYEVA, Institute of Economics, KAZAKHSTAN
Gaukhar K. KENZHEGULOVA, Narxoz University, KAZAKHSTAN
[p26] A Multi-Criteria Decision-Making Approach for Identifying Critical Factors of Chinese Students’
Learning in Study Abroad
Hsin-I LEE, Nanfang College of Sun Yat-Sen University, CHINA
Tzu-Yu LIN, Nanfang College of Sun Yat-Sen University, CHINA
Silin WU, Nanfang College of Sun Yat-Sen University, CHINA
Sheng-Hsiung CHIU, Nanfang College of Sun Yat-Sen University, CHINA
[p16j16] Factors Affecting Industry 4.0 Adoption on Studying of Students: A Study in Universities in
Ho Chi Minh City, Vietnam
Truong Xuan NGUYEN, University of Finance–Marketing, VIETNAM
Toan Thanh NGUYEN, University of Finance–Marketing, VIETNAM
Hai Ngoc NGUYEN, University of Finance–Marketing, VIETNAM
Linh Thuy HOANG, University of Finance–Marketing, VIETNAM
Trung Vy CHAU, University of Finance–Marketing, VIETNAM

Academic Paper Presentations
[Track 3]: Global Session 7 [Seminar Room 6]
Session G7: 11:00–12:30 Tuesday July 9
Session Chair: Jong-Ho LEE, Ph.D.
(Kongju National University, KOREA)
[p12] Digital Transformations to Improve and Optimize Government Projects in Kazakhstan
Anel A. KIREYEVA, Institute of Economics, KAZAKHSTAN
Nazerke A. ABILKAYIR, Kazakhstan Medical University - KSPH, KAZAKHSTAN
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Makpal BEKTURGANOVA, Institute of Economics, KAZAKHSTAN
Zhanna KALYMBEKOVA, Al-Farabi Kazakh National University, KAZAKHSTAN
[p10j10] Opportunities of China’s Robo-advisor in the Context of Artificial Intelligence and Big Data
Xin YANG, Nanfang College of Sun Yat-sen University, CHINA
[p1] Social Supply Chain Practices and Companies Performance: An Analysis of Portuguese Industry
Luisa A. PINTO, Prince Sultan University, SAUDI ARABIA
[p4j4] Understanding Technology Readiness Factors Influencing Customer Experience towards
Continuance Usage Intention of Grab Application in Malaysia: A Conceptual Review
Noor Aslinda Abu SEMAN, Universiti Tun Hussein Onn Malaysia, MALAYSIA
Umi Kartini RASHID, Universiti Tun Hussein Onn Malaysia, MALAYSIA
Ahmad Kaseri RAMIN, Universiti Tun Hussein Onn Malaysia, MALAYSIA
Nurazwa AHMAD, Universiti Tun Hussein Onn Malaysia, MALAYSIA

Academic Paper Presentations
[Track 4]: Global Session 8 [Seminar Room 7]
Session G8: 11:00–12:30 Tuesday July 9
Session Chair: Jin-Hwan KIM, Ph.D.
(Korea National Open University, KOREA)
[ppt] Sustainable Agriculture: Developing a Conceptual Model for Technology Transfer
Ainur BORANBAYEVA, Al-Farabi Kazakh National University, KAZAKHSTAN
[p28] Performance Evaluation of the Regional Knowledge Innovation System in China
Sheng-Hsiung CHIU, Nanfang College of Sun Yat-Sen University, CHINA
Tzu-Yu LIN, Nanfang College of Sun Yat-Sen University, CHINA
Hong CHEN, Nanfang College of Sun Yat-Sen University, CHINA
Weihua HUANG, Nanfang College of Sun Yat-Sen University, CHINA
[p11] Comparative Analysis of the Dynamics of Knowledge-intensive Industries in Eurasian Space
Farida ALZHANOVA, Institute of Economics, Al-Farabi Kazakh National University, KAZAKHSTAN
Aslanbek AMRIN, Shanghai Jiao Tong University, CHINA
Zhanar DYUSSEBAYEVA, Al-Farabi Kazakh National University, KAZAKHSTAN
Marat URDABAYEV, Al-Farabi Kazakh National University, KAZAKHSTAN
[p24] Analysis of Community Empowerment Levels in Beef Cattle Breeding Business Based on
Village Breeding Center in Karanganyar District, Indonesia
Shanti EMAWATI, Sebelas Maret University, INDONESIA
Ayu Intan SARI, Sebelas Maret University, INDONESIA
Suwarto SUWARTO, Sebelas Maret University, INDONESIA
Endang Tri RAHAYU, Sebelas Maret University, INDONESIA
Sutrisno Hadi PURNOMO, Sebelas Maret University, INDONESIA
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Lunch Break
12:30-13:30
Academic Paper Presentations
[Track 1]: Global Session 9 [Seminar Room 4]
Session G9: 13:30–15:00 Tuesday July 9
Session Chair: D. Tripati RAO, Ph.D.
(Indian Institute of Management Lucknow, INDIA)
[p14] Inclusive Development as a Basis for Reducing Spatial Inequality: Kazakhstan's Experience
Nailya K. NURLANOVA, Institute of Economics, KAZAKHSTAN
Nursaule Zh. BRIMBETOVA, Institute of Economics, KAZAKHSTAN
Akedil K. OMAROV, Al-Farabi Kazakh National University, Institute of Economics, KAZAKHSTAN
[p25] Improvement of Craftsmen Knowledge in Training of Cooperative and Micro Small and Medium
Enterprises Management of Leather Tatah Sungging Handicraft in Sukoharjo District, Indonesia
Sutrisno Hadi PURNOMO, Sebelas Maret University, INDONESIA
Endang Tri RAHAYU, Sebelas Maret University, INDONESIA
Endang Siti RAHAYU, Sebelas Maret University, INDONESIA
Shanti EMAWATI, Sebelas Maret University, INDONESIA
Ayu Intan SARI, Sebelas Maret University, INDONESIA
[p8] Factors Affecting the Income of Vietnamese Peasants: A Case in Tra Vinh Province
Ha Hong NGUYEN, Tra Vinh University, VIETNAM
Trung Thanh NGUYEN, Tra Vinh University, VIETNAM
[ppt] Blockchain Technology in Decentralized Autonomous Technology
Madhusudan SINGH, Endicott College of International Studies, Woosong University, KOREA

Academic Paper Presentations
[Track 2]: Global Session 10 [Seminar Room 5]
Session G10: 13:30–15:00 Tuesday July 9
Myung-Hee JUNG, Ph.D.
(Jungwon University, KOREA)
[G1] Short selling mechanism and enterprise innovation
Researcher: Xiaotong XU, Shandong University of Political Science and Law, CHINA
Discussant: Jeong-Hwan LEE, Hanyang University, KOREA
[G2] Capability of Enterprise and Pattern of Technology Convergence in Firms
Researcher: Fengxian YANG, Shandong University of Political Science and Law, CHINA
Discussant: Jong-Ho LEE, Kongju National University, KOREA.
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[G3] A Study on Microfinance Company and Rural Development in China
Researcher: Fengmei YANG, Nanjing University of Aeronautics and Astronautics, CHINA
Shuai SU, Shandong University of Political Science and Law, CHINA
Discussant: Jibaek LEE, Chungnam National University, KOREA
[G4] A Research on Countermeasures of Shared Bicycles in China
Researcher: Gao HANG, Shandong University of Political Science and Law, CHINA
Shuai SU, Shandong University of Political Science and Law, CHINA
Discussant: Jeong-Hwan Lee, Hanyang University, KOREA
[G5] China Securities Market Validity Test
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Day 2 Schedule: Tuesday, July 9, 2019
16:30–18:00 Tuesday, July 9
Opening Ceremonies and Welcoming Addresses
[Convention Center Grand Hall]
Master of Ceremony: Dongho KIM, Ph.D.
(State University of New York, Empire State College at Ithaca, USA)
16:30-16:40
16:40-16:50
16:50-17:00
17:00-17:20
17:20-17:30
17:30-17:50
17:50-18:00

Welcoming Address, Mayor of Yeosu City Government of the Republic of Korea
Welcoming Address, President of the Shandong University of Political Science and Law, China
Welcoming Address, Conference Chair, Boston University, USA
ICBE 2019 & KODISA EXCELLENCE AWARDS CEREMONY
BEST PAPER AWARDS AND SCHOLARSHIPS CEREMONY
SERVICE COMMENDATION AWARDS AND DISTINGUISHED RESEARCH AWARDS CEREMONY
Photo Time

18:00–21:00 Tuesday, July 9
Congress Reception and Awards Ceremony
[Grand Reception Hall]
Master of Ceremony: Jung Wan LEE, Ph.D.
(Boston University, USA)
18:20-21:00 RECEPTION AND DINNER: Networking and Collaboration for Better Scientific Research

Day 3 Schedule: Wednesday, July 10, 2019
For International Visitors/Participants/Guests
08:00-16:00 Wednesday, July 10, 2019
ICBE 2019 Congress Tour
Duration: 8:00am-4:00pm, Wednesday, July 10, 2019
Destination: vicinities of Yeosu
Theme: Post-Adventures to Expo 2012 Yeosu Korea
(2012 麗水世界博覽會)
Departure-Return: Yeosu Venezia Hotel & Resort
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2019 International Conference
on Business and Economics (ICBE 2019)
Yeosu, South Korea, July 8-10, 2019

第15回 國際統合學術大會

KODISA

·

Theme: Social Science, Technology and Humanities for Sustainability of Business,
Economics and the Environment
· Date: July 8 - 10, 2019
· Venue: Yeosu Expo Convention Center, Yeosu, South Korea
·
·

Organizer: Korea Distribution Science Association (KODISA)

Sponsors:

National Research Foundation of Korea
Yeosu City Government of Korea
KODISA Scholarship Foundation, Korea
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External Determinants of Inflation: The India Experience
Abhishek Kumar ROHIT*, D. Tripati RAO**
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Abstract
This study investigates the role of external factors in determining inflation levels in India from 2000:01 to 2016:12 in a time-varying
parameter approach of structural vector autoregressive (TVP-VAR) model. Our analysis of time-variations in the impact of foreign determinants of
inflation in India is based on a time-varying parameter approach of structural vector autoregressive (TVP-VAR) model. This model allows for
time-variations in both the coefficients and the variance-covariance matrix of theinnovations. We build five TVP-VAR models for each of the
five foreign factors to be investigated. These models contain the same set of domestic macroeconomic variables. The foreign factors enter the
system of domestic variables, one by one. The structural identification in this TVP-VAR model has been done in the following order. The
foreign factors have been ordered as the most exogenous variables in all the models, owing to the small size of the Indian economy as
compared to the global factors. We find oil price, commodity price, US monetary policy and global liquidity to be significant in explaining the
inflation level in India. Further, we also find their impact to be time-varying which may be impacted by a host of factors.
Keywords: Inflation; India; Time-varying Parameter Model; Stochastic Volatility

1. Introduction
"[T]o maintain price stability while keeping in mind the objective
of growth" is an important dimension of the objectives of the
Reserve Bank of India (RBI). In the pursuit of this objective, RBI
has now formally adopted flexible inflation targeting (FIT)
framework. While inflation levels in India have historically stayed
moderate, there have been numerous episodes of undesirable
inflationary spikes. Such unanticipated hikes in inflation, significantly
constrain the ability of central bank to achieve inflation targets and
anchor inflationary expectations. In order to understand the evolution
of inflationary pressures, comprehensively, it is important to identify
the significant determinants of inflation as well as the changing
nature and strength of their influence on inflation over time.
A major shortcoming of the existing studies on this subject is in
their singular focus on the domestic determinants of inflation only.
Even though various domestic factors such as, rising rural wages,
price supports, rural employment guarantee scheme, food price
shocks, changes in dietary habits, change in relative prices, etc., have
been found to be significant determinants of headline inflation in
India, the non-inclusion of relevant foreign variables in the
estimation, as external determinants, may fail to present a complete
picture of the changing inflationarydynamics. This becomes more
relevant for the recent decades which have witnessed a rapid rise of
trade and financial integration of the Indian economy with the rest
of the world. It is unlikely that the domestic inflation levels in India
are immune to the global shocks;which have been identified to have
* Department of Finance & Strategy, T A Pai Management Institute,
India. E-mail: abhishek.rohit@tapmi.edu.in
** Indian Institute of Management Lucknow, India.
E-mail: tripati@iiml.ac.in

strong and persistent spillovers in other economies in the world as
well. Fig. 1 presents the burgeoning trade and financial integration
of India with the rest of the world in the last few decades.

Source: World Bank data.
Figure 1: India’s Growing Trade and Financial Integration

Hence, in this study, we specifically focus on important external
factors that have a bearing on the domestic inflation in India; after
controlling for all relevant domestic factors which have been found
to be relevant in the extant literature. Furthermore, it is expected
that the strength of influence of these factors may change over time
because of multiple reasons: (i) the consideration of these factors in
the policy making by regulators, (ii) the evolution of the nature of
these shocks and their transmission channels over time, and (iii) the
changes in macroeconomic environment brought about by crisis
episodes. Therefore, we estimate a structural vector auto regression
(SVAR) model with stochastic volatility. This enables us to capture
possible changes in the underlying structure of inflation dynamics
flexibly and robustly. While Mohanty and John (2015) make a
comprehensive analysis of thedeterminants of inflation in India, they
limit their study to the variables specific to the domestic context; the
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only exception being the crude oil prices. We take one step further
in isolating the influence of a range of foreign factors on inflation.
However, to place our work under the same conceptual microscope,
we control for all the relevant domestic determinants of inflation
which have been found to be significant in the previous studies.
To summarize, our work contributes to the literature on the
determinants of inflation in India in two ways. First, to our
knowledge, this is the first comprehensive study on the external
determinants of inflation in India spanning across post-Global
financial crisis (GFC) period. Secondly, we deviate from the extant
literature that has focused on constant parameter estimations, and
hence, fails to consider the structural breaks to explain the changing
dynamics of inflation in India. We use time-varying SVAR, allowing
changes in both the coefficients, as well as the variance-covariance
matrix of the shocks.

2. A Domestic Determinants of Inflation
The literature is populated with studies investigating domestic
determinants of inflation in Indian context. Goyal (2018, 2015) and
Mohanty and John (2015) attribute relatively more emphasis on
aggregate demand factors compared to aggregate supply factors to
inflation level in India. Moreover, except for crude oil prices,
domestic demand conditions are viewed as the main drivers of
inflation. Mohanty and John (2015)1) present the most comprehensive
investigation in which they find the crude oil prices, output gap,
fiscal variables, and policy shocks to be significant in explaining a
large proportion of the inflation dynamics in India. Further, they also
find that the influence of these factors is dynamic in nature and has
undergone substantial changes in the post-GFC period. Focusing
specifically on food inflation, Sonna et al., (2014) and Chand (2010)
show that the increase in real rural wages is the most important
determinant of food inflation in India in the long run. Analyzing a
range of factors in an open-economy forward looking and a
conventional backward looking Phillips curve model, Dua and Gaur
(2010) find thatoutput gap and international competitiveness (real
exchange rate) to be important determinants of inflation in India.
These studies and many others have identified both supply as well
as demand shocks to be significant determinants of inflation in India.
Owing to its strong relevance in the Indian context, academic
literature has also focused on crude oil price shocks as an external
determinant of inflation in India on and off. We explore various
other foreign determinants of inflation in India in this study.

3. External Determinants of Inflation
Foreign factors may feed into inflation through various
mechanisms. The rise in the price of imported goods is the most
important of such factors which directly creates inflationary pressures
in an economy. Imports in India expressed as a percentage of GDP
have steadily been on a rise in the last decade peaking up to above
thirty-one percent in the year 2012. Fig. 2 presents the share of
1) To be precise, they also include crude oil prices in their analysis
which is an external factor.

various goods in imports since 1995. We can see that crude oil has
occupied the largest share in India’s imports in this period.
Moreover, even though less volatile, the share exhibits a gradually
increasing pattern. This is fuelled by the continuous rise in robust
economic growth. India was the third largest consumer of crude oil
and petroleum products in the world in 2016. As per the Indian
petroleum & natural gas statistics 2016-17, The highest share of
consumption of petroleum products is accounted for by Diesel (39%),
followed by Petrol/Motor spirit (12%), Petroleum coke (12%), LPG
(11%), Naphtha (7%), and Kerosene (3%). Further, major
consumption of Diesel is in retail/reseller sector (86%), Naphtha in
petrochemical sector (78%), and Kerosene in domestic public
distribution system (PDS)(96%). Thus, it seems plausible that shocks
to crude oil prices permeate into domestic prices quite strongly. Very
recently, Choi et al., (2018)provided evidence of the significant
impact of oil price shocks on domestic inflation in a set of 72
advanced and developing economies over the period 1970 to 2015.
However, they also found that the impact has declined over time
due to credible monetary policy and lesser reliance on oil imports.
But as can be seen from Fig. 2. that the oil imports in India did
not decline in our sample period. Hence, any evidence of the lower
spillover of oil price shocks on the domestic inflation levels in India
may be majorly attributed to a credible monetary policy.

Figure 2: Volume of Oil Imports

On a similar note, shocks to global commodity prices may inflate
the marginal cost of firms all around the globe, thereby impacting
the inflation levels in an economy. Various studies have attempted to
explore this phenomenon. Mallick and Sousa (2013) explore the
inflation persistence in BRICS economiesand find that a positive
shock to commodity prices positively impact inflation in these
economies and persists for almost 5 quarters. Thus, we also
attemptto isolate the impact of commodity price shocks on India’s
inflation in our study.
In addition to shocks to relative prices, the recent literature also
discusses the important role of monetary shocks in the center
economies like US. In a comprehensive study on the emerging
market economies (EMEs), Maækowiak (2007)suggests that inflation
in a typical emerging market rises by approximately 0.1% in
response to a U.S. monetary policy contraction of 10 basis points.
This response is larger and quicker than the response of U.S.
inflation itself. Investigating a large set of advanced and developing
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economies, Dedola et al., (2017) found that the monetary policy
shocks originating in the US affect the inflation dynamics in the
sample economies similarly. However, the dispersion and volatility is
higher for the EMEs than the advanced economies (AEs).India has
extensive trade and financial integration with the US. In the light of
this fact and the previous evidence on the spillovers of monetary
shocks to the EMEs,it seems reasonable to expect that the monetary
shocks in the US, can affect the inflation level in India.
Furthermore, India’s trade balance with China has widened over the
last few years and it has emerged as the largest trading partner of
India. Few studies like Vespignani, (2015) have also investigated the
spillover of monetary policyactions in China on the macroeconomic
conditions in the countries worldwide and have found them to be
significant. Hence, we investigate the impact of monetary actions in
the US as well as China on the inflation levels in India.
In addition to the aforementioned variables, recent studies have
also found the rise in the degree of global liquidity to have
significant spillovers all around the world. This became more
relevant in the last decade when the AEs resorted to unconventional
monetary policy actions creating a global liquidity glut. The
spillovers of such actions to the EMEs have been discussed in detail
in the studies like (Bernanke, 2013). While the rise in global
liquidity may have positive effects on the output level and stock
prices in the EMEs, it may also negatively impact the EMEs
through volatile asset markets and upward pressure on exchange
rates. Choi and Lee(2010) document the negative impact of a rise in
global liquidity on the inflation level in the EMEs. In a very recent
study, Gyu et al. (2017) provide empirical evidence that positive
pressures from expanding liquidity on output elevates consumer price
index (CPI). However, the effect is dampened over time by the
disinflationary effect of real exchange rate appreciation. Thus, we
estimate the time-varying impact and persistence of liquidity on the
inflation level in India in a comprehensive framework.
To summarize, incorporating identified domestic variables in a
system, we investigate the impact of six foreign variables on the
inflation levels in India, i.e., crude oil price, commodity price, US
monetary policy, China’s monetary policy, and the global liquidity.

inflation, we also include monthly nominal effective exchange rate
(NEER) in our specification2). Controlling for these domestic
macroeconomic variables, we estimate the impact of five foreign
variables such as, crude oil price, commodity price, US monetary
policy, China’s monetary policy, and the global liquidity, on the CPI
levels in India.
Our analysis of time-variations in the impact of foreign
determinants of inflation in India is based on a time-varying
parameter approach of structural vector autoregressive (TVP-VAR)
model as detailed in (Del Negro and Primiceri, 2015; Primiceri,
2005). This model allows for time-variations in both the coefficients
and the variance-covariance matrix of the innovations. We build five
TVP-VAR models for each of the fiveforeign factors to be
investigated. These models contain the same set of domestic
macroeconomic variables. The foreign factors enter the system of
domestic variables, one by one. Thus, we have five TVP-VAR models
in our study, which we name as ModelOil, ModelCommodity,
ModelUSrate, ModelChinarate, ModelLiquidity. The structural
identification in this TVP-VAR model has been done in the
following order. The foreign factors have been ordered as the most
exogenous variables in all the models, owing to the small size of
the Indian economy as compared to the global factors. Thus, all
variables react contemporaneously to the foreign shocks, while the
foreign shocks reactto the domestic variables with a lag. NEER, the
subsequent variable in the ordering, affects the other domestic
variables contemporaneously, however, gets affected by them with a
lag. In a similar fashion, the subsequent variables are inflation,
output gap, fiscal deficit and WACR, in that order. Thus, changes in
WACR affect all variables with a lag.
The estimation of TVP-VAR model with stochastic volatility is
done as follows. For a (n x 1) vector of endogenous variables ,
the model can be defined as:
(i)
Here, denotes the time-varying constants,
to
are (n x n)
time-varying coefficients, and
refers to the heteroskedastic
unobservable shocks with time-varying variance covariance matrix
( . This matrix can be reduced to triangular form as follows:

4. Data And Methodology
We investigate the dynamics of CPI for the time period 2000:01
to 2016:12 using monthly data. RBI shifted to the monitoring of
CPI in 2014. Prior to that, RBI used to monitor WPI for the
inflation level in India. For the set of domestic variables to be
considered, we follow the framework of Mohanty and John (2015).
Of late, the policy rates playing a key role in monetary policy
transmission mechanism in India, RBI has moved to a single policy
repo rate. Consequently, the weighted average call money rate
(WACR) has become the operating target of monetary policy. Hence,
for the monetary policy rate of the RBI, we use weighted average
call money rate (WACR). The fiscal factors have been proxied by
using fiscal deficit as a percentage of GDP. As an indicator for the
output gap, we use monthly index of industrial production (IIP) and
subtract it with its trend which we estimate using Hedrick-Prescott
(HP) filter. To capture exchange rate pass through to domestic

(ii)
Using this decomposition, we can rewrite (i) as:
(iii)

All the RHS coefficients in (iii) can be stacked in a vector
it can be further rewritten as:
,
Where,
product here)

and

(iv)
; ( denotes the Kronecker

2) For a thorough discussion on the relevance of these domestic
variables and the related literature, the reader may refer to
Mohanty and John, (2015).
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We model the time-varying parameters in (iv) as follows:
The elements of the vector
matrix
(stacked in a vector
given by:
and

, and the free elements of the
are modelled as random walks

(v)
(vi)

The diagonal elements of the matrix
, i.e, the standard
deviations (
are assumed to evolve as geometric random walks
given as:
(vii)
Further, we assume that the innovations [
follow N(0,
diag(I V U N)), where V, U, and N are the variance covariance
matrices for the innovations of the time-varying parameters. As laid
out in Primiceri (2005), we use Bayesian methods to estimate the
posterior distributions of the unobservable states,
,
, , and the
hyperparameters of the variance covariance matrices.
In the choice of priors and estimation, first, we assume that the
initial states for the- coefficients, covariances, log volatilities, and for
the hyperparameters are independent of each other. The priors for
the initial betas ( , initial covariance ( , and initial log volatility
(
), are assumed to be normally distributed. The priors for the
hyperparameters, V, S, and N are assumed to be distributed as
independent inverse-Wishart. For the choice of priors, we do not
impose any a priori restriction on its values. Rather, we follow the
approach of Primiceri(2005), in which priors are set based on the
estimates of a time-invariant VAR on the model variables. We allow
for the estimation of priors using the initial 60 months of sample
data. Further, we conduct the estimation using 2 lags of the
endogenous variables. Thus, our results start from 2005. We use
Markov Chain Monte Carlo (MCMC) algorithm as suggested in
Primiceri (2005); Del Negro and Primiceri (2015).

5. Results And Discussion
In the first step, we present the response of inflation level to

each of the foreign shocks by averaging the monthly values over
two years. This allows us to analyze the time-variations in the
persistence of shocks in the sample period. Further, this also assists
usin analyzing the delay in response and its transition over time.
The results for the oil price shock are presented in Figure 3. We
find a high initial impact of oil price shocks on the inflation levels
in India. For all the years in the sample period, the initial impact
has ranged from 0.06–0.08. Thus, a one standard deviation (s.d.) rise
in crude oil prices causes a rise of around 7bps in the CPI levels of
India in the first month of impact. Further, the impact persists for
around 2 quarters. The impact of commodity price shocks on the
inflation levels in India is very similar to the impact of oil price
shocks as presented in Figure 4. This makes sense as the correlation
between oil price and commodity price is quite high. The initial
impact of rise in commodity prices is around 0.09–0.11 for all the
years in our sample period. Similar to the oil price shock, the
impact of the commodity price shock is the lowest in the years
2005 and 2006. Further, similar to the oil price shocks, the impact
of commodity price shocks also die out in approximately 2 quarters.
The next factor investigated in our research is a shock of one s.d.
rise in US monetary policy. The results are presented in Figure 5.
We find that the response of CPI in India has varied quite a lot
over the years. The impact was the highest in the period associated
with the onset of GFC (2007 & 2008), to the tune of 0.08. In all
the periods, prior to and post-GFC, the impulse responses are around
0.02.
With regards to the impact of global liquidity, we find that its
impact on inflation levels in India is short-lived, dying out relatively
quickly, as compared to the impact of other shocks (See Figure 6).
Further, we find that the post-GFC episode, which witnessed a surge
in liquidity injections by the central banks in the AEs, had the
highest impact to the tune of 0.12 on the inflation levels in India
(in the years spanning 2013–2016). India, like other EMEs, has been
no exception to surge in capital flows in the post-GFC period and
consequent rise in inflation. The impact was relatively low to the
tune of 0.09 in the pre-GFC period. We also investigate the impact
of monetary policy shocks in China on the inflation level in India.
The results are presented in Figure 7. We find the impact to be
insignificant throughout the sample period.
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Figure 3: Oil price shock
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Figure 4: Commodity price shock
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Figure 5: FFR shock
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Figure 6: Liquidity shock

Figure 7: China MP shock
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In the next step, we investigate the time-varying dynamics of the
responses of India’s inflation to these shocks. Column 1 of Figure 8
presents the cumulative response of India’s inflation aggregated for 2
quarters1). The cumulative response of oil price shock and
commodity price shock till 2 quarters exhibit similar time-varying
paths. On a relative basis, the responses are higher for the
commodity price shocks as compared to the oil price shock. While
the impact of oil price shocks ranges between (0.1–0.15), the impact
of commodity price shocks ranges between (0.2–0.25). Four
important peaks in responses can be seen around June 2007,
November 2008, June 2010 and October 2013. This is almost similar
for both oil price as well as commodity price shocks. Importantly,
duringthe GFC period 2008-10, the responses were low being
flanked by high responses on both the sides of GFC. The
cumulative response of inflation in India to a one s.d. shock to FFR
was the highest in the second half of the year 2006. To the tune of
15 bps. This is the period that witnessed the highest degree of
financial globalization in our sample period. Extensive financial flows
in this period may have compromised the monetary autonomy of the
Reserve Bank of India (RBI), thereby, limiting its ability to respond
effectively to the domestic macroeconomic objectives of price
stability. The impact reduced with the reversal of capital flows
post-GFC. Further, the crisis period may have forced the RBI to
shift its focus to the domestic objective of stabilizing output growth
and in turn to shift its stance to accommodative monetary policy
than to the foreign influences in its monetary reaction function. The
responses are quite muted in the long period between 2009 – 2013.
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Another spike in the responses could be seen around August 2013,
around the period of taper tantrum, which had witnessed heavy
volatility in capital flows and reversals. Thereafter the responses are
greatly muted and have hardly crossed 5 bps till 2016. The response
to a shock to global liquidity as a percentage of GDP ranges
between 10 to 15 bps. The response to global liquidity has stayed
fairly stable in our study, with signs of an upward trend over the
years. Looking closely, we can see, that the impact was on the
lower end of 10 bps in the pre-GFC era. Thereafter, with the rise of
large scale asset purchases (LSAP) episodes by the AEs, which has
flushed in enormous liquidity into the system, the impact has gone
up and has stayed around 15 bps. The most insignificant variable in
our study is the monetary policy action in China. Throughout
thesample period, the responses have stayed insignificant.

5. Conclusion
The paper investigates the external determinants of inflation in
India in a time-varying SVAR framework. We find oil price shocks,
commodity price shocks, US monetary policy shocks, and global
liquidity shocks to be significant in explaining inflation changes in
India. Further, we also find time-variations in their impact. On a
cumulative basis, the strongest impact comes from commodity price
shocks, followed by oil price shocks, global liquidity shocks, and US
monetary policy shocks, in that order.
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Figure 8: Time-varying cumulative impulse response; Time-varying impulse response at different horizons.
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Factors Affecting Industrial 4.0 Adoption in Small and Medium Enterprises:
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Abstract
This study to explore and examines the factors affecting 4.0 industrial adoption in enterprises in Ho Chi Minh City. The research model
based on the two main research theories is the Technology Adaptation Model (Davis, 1989) and the Theory of Planned Behavior (Ajzen, 1991),
and previous literature on technology 4.0 to build conceptual models which appropriate to the research content. Both qualitative and quantitative
research methods are applied in the study. Qualitative research is conducted first in the form of in-depth interviews to adjust the conceptual
model. Quantitative research was then used to verify the conceptual model. Samples taken by the non-probability method and convenience
sampling technical through the official questionnaire for 380 small and medium enterprises have been applying elements of industry 4.0. The
results show that in addition to the effect of Intent to Use on Use decision, in the group of independent variables affecting Perceived Usefulness
of the business, turning Perceived Saving Cost has the strongest impact, and in the group of independent variables which influence Intent to Use,
the Business Resource variable has the strongest impact.
Keywords: Industry 4.0; Elements of Industry 4.0; Enterprises in Ho Chi Minh City

1. Introduction
The context of the industry, as well as the global economy, has
changed profoundly in the past few years due to the continuous
development and innovation of technology, revolving around the
industrial revolution 4.0. The term 4.0 industrial revolution first
appeared in 2011 by the German government as an important
initiative for its high-tech strategy (Zhou, 2016). Following the
success of the 3rd industrial revolution, the 4th industrial revolution
refers to the link between independent and autonomous devices,
capable of communicating in real time and possibly the ability to
collaborate in a smart environment with other smart devices, thereby
making decisions and implementing actions based on the information
gathered (Radziwon, 2014). With 9 core elements of industry 4.0,
they are: Big data and analytics, Autonomous robots, Simulation,
Horizontal and vertical system integration, The Industrial Internet of
Things, Cybersecurity, The Cloud, Additive manufacturing,
Augmented reality (Andreas, 2017), the connection between people
and people, people with machines and machines and machines that
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are considerable development, thereby leading to improved
productivity, efficiency of business operations as well as the quality
of human life. Accompanied by many benefits that have been
demonstrated by previous scientific studies that the Industrial
Revolution 4.0 brought business many benefits as to improve product
quality, reduce time (Szozda.N, 2016), improving cooperation
between stakeholders (Oesterreich & Teuteberg, 2016). Industry 4.0
also hides many great challenges when applying such as high
application costs, requirements for process and organizational changes,
legal uncertainty (Oesterreich & Teuteberg, 2016). And the United
Nations Industrial Development Organization (UNIDO) also
announced through its representative Karlsson (2016) that one of the
most significant challenges of the 4.0 industrial revolution is about
the awareness and understanding of businesses about the change.
Organizations must adapt and actively change their business
operations, improve skills and constantly apply technology. However,
with the acceleration of innovation and the speed of the disruption
that the 4.0 industrial revolution created, businesses are really hard
to understand or predict what will happen in the near future even if
they possess the best and best-connected information resources. Many
industries are witnessing the advent of countless new technologies
based on the foundation of the 4.0 industrial revolution, which is
significantly disrupting the current value chain of industries and
creating a whole new way to run a business. Competition is
increasingly fierce and unpredictable when digital platforms allow
start-up businesses to stand on par with large and prestigious
enterprises in the industry thanks to innovation in the way they
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operate, from production to sales, distribution to improve quality and
value brought to customers. The incredible change in demand is also
happening, as transparency is increasing thanks to the connection
between people, while digital platforms also allow consumer
participation. companies' work, expressed through co-production
trends, product co-creation, which forces businesses to change the
way they operate significantly.
In the constant transformation of the economy, the role of small
and medium enterprises has become increasingly important in many
countries around the world including Vietnam. Therefore, with the
aim of helping Vietnamese small and medium enterprises to be more
aware of the benefits, challenges, and innovations with the speed of
the Fourth Industrial Revolution, thereby improving the effectiveness
of the application Industrial 4.0, thereby helping business activities
achieve better results to contribute to the economy in the strong
growth momentum of Vietnam. This study was conducted to
determine the factors affecting the adoption of industrial 4.0 of
businesses in Ho Chi Minh City, the country's economic leader.
From that, it is the basis to help small and medium enterprises have
a panoramic awareness as well as better understand the industrial
revolution 4.0. At the same time, this is also the basis for proposing
solutions to help industrial applications 4.0 of businesses in the city
become more convenient and efficient to improve business.

2. Literature Review, Hypothesis Development, and
Conceptual Model
2.1. Industry 4.0
According to Schwab (2016), the First Industrial Revolution used
water and steam power to mechanize production. The Second used
electric power to create mass production. The Third used electronics
and information technology to automate production. Now a Fourth
Industrial Revolution is building on the Third, the digital revolution
that has been occurring since the middle of the last century. It is
characterized by a fusion of technologies that is blurring the lines
between the physical, digital, and biological spheres. the Fourth
Industrial Revolution is evolving at an exponential rather than a
linear pace. Moreover, it is disrupting almost every industry in every
country. And the breadth and depth of these changes herald the
transformation of entire systems of production, management, and
governance. The possibilities of billions of people connected by
mobile devices, with unprecedented processing power, storage
capacity, and access to knowledge, are unlimited. And these
possibilities will be multiplied by emerging technology breakthroughs
in fields such as artificial intelligence, robotics, the Internet of
Things, autonomous vehicles, 3-D printing, nanotechnology,
biotechnology, materials science, energy storage, and quantum
computing. The Industrial Revolution 4.0 includes 9 key
technological components including Big data and analytics,
Autonomous robots, Simulation, Horizontal and vertical system
integration, The Industrial Internet of Things, Cybersecurity, The
Cloud, Additive manufacturing, Augmented reality (Andreas, 2017;
Michael et al., 2015)

2.2. Perceived Saving Time (PT)
According to Szozda (2016), thanks to industry 4.0,
communication between machines and users will be disseminated by
technical connections capable of operating in real time. Operational
processes will be managed in the virtual space. Industry 4.0 is the
platform that provides solutions based on stream value to eliminate
waste, especially the waste of time (Potter, Towill, & Christopher,
2015). In addition, innovative manufacturing technologies and
concepts like Prefabrication or Additive Manufacturing enable the
construction to become faster than conventional construction methods
(Baynes & Steele, 2015). Industry 4.0 allow the product model could
simply be off to the 'printing' site nearest to the customer,
eliminating intermediate manufacturing steps, transportation, and
warehousing (Santos, Loures, Pjechnicki, Canciglieri, 2017). And
according to Technology Acceptance Model - TAM, productivity and
time savings are a group of factors that impact perceived
performance improvement - the main factor that influences Perceived
Usefulness. Therefore, the authors propose the hypothesis:
H1: Perceived Saving Time has a positive influence on Perceived
Usefulness.

2.3. Perceived Saving Cost (PC)
According to Sozozda (2016), Industry 4.0 helps companies to be
fully automated, in which the cost-effectiveness of those companies
is based on meeting individual needs of customers, custom
production in small quantities and shipped to customers in the most
reasonable way. By electronic factories, focusing on personalization
according to customer needs and remote control, companies are able
to operate on a small scale, produce limited quantities, overcome
Economic scale barriers to maintaining cost competitiveness.
Recently, the production chain procedure seems to have changed,
since additive manufacturing technology or 3D printing has
transformed its steps. Custom products with difficult geometries can
be designed and printed with the help of additive technology. Thus,
markets can be supplied without requiring companies to store or
produce commodities at great expense (Mavri, 2015). In addition,
The automation of labor-intensive processes, e.g. through the use of
robotics or automated workflows results in a reduction of labor costs
(Bruemmer, 2016). And the automated tracking of equipment and
materials by using embedded sensors can help to reduce material
costs (Majrouhi, 2012). According to Davis (1989), perceived
usefulness is defined as believing that the use of a particular system
will improve the result of work. Therefore, the authors propose a
hypothesis:
H2: Perceived Saving Cost has a positive influence on Perceived
Usefulness.

2.4. Perceived On-Time (PO)
Industry elements 4.0 are consistent with the beginning-to-end
digital integration and are described as one of the key features of
industry 4.0 (Kagermann, Wahlster, & Helbig, 2013). According to
Akanmu and Anumba (2015), this digital integration relies on
elements of industry 4.0 such as IoT (Internet of things) or cloud
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computing (The Cloud). Since then, operating systems in enterprises
have the ability to integrate with industry 4.0 for the purpose of a
two-way connection between virtual models and physical models. By
technologies such as CPS, RFID, it allows businesses to build and
use tracking systems, monitor asset management, real-time work
progress so that they can manage work progress promptly. According
to Yuchun and Mu (2017), Internet of Things technology has the
potential to be used for capturing desired data and information from
production environment in real time, and the collected data and
information can be used for adjusting production schedules
corresponding to the changing production environment. And the use
of industrial components of the 4.0 industry make the projects of
enterprises completed on time (Oesterreich & Teuteberg, 2016).
Combined with Davis's (1989) announced on the Perceived
Usefulness, the authors propose the hypothesis:
H3: Perceived On-Time has a positive influence on Perceived
Usefulness.
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cloud computing devices, companies can provide customers with an
in-depth understanding of products, thereby allowing customers to
participate in the production process, thereby improving the
relationship with customers towards sustainable, long-term.
Traditionally, co-design activities have been conducted primarily
offline and companies have to travel around the world to gather
in-depth information from stakeholders, such as customers/users,
partners, business and suppliers. But thanks to the technology of
industry 4.0, these barriers have been removed. Thanks to
collaboration platforms, which provide functions that not only support
communication but also allow them to review design works in
diverse formats (such as two-dimensional (2D) or 3D), make
immediate changes on design and preview the likely impacts of the
changes on cost and production (Yuanyaun & Sheng-feng, 2019). In
addition, platforms based on elements of industry 4.0 such as cloud
computing, can effectively improve collaboration and communication
even across company borders (Groves-Delphos, 2014). Combined
with the announcement of Davis's perceived usefulness (1989), the
authors propose the hypothesis:

2.5. Perceived Improve Product Quality (PQ)
According to Matopoulo, Vlachopoulou & Manthou (2011),
compatibility as well as increasing levels of cooperation among
business parties help to apply technologies in business operation,
increasingly popular and this helps to improve quality significantly.
And according to Szozda (2016), products and services are
increasingly improved by the adjustment of expectations and
characteristics of customers. And simultaneous planning of products
and production processes leads to improvements in product quality
(Brettel, Friederichsen, Keller, & Rosenberg, 2014). Applications of
Industry 4.0 technologies will have a significant impact of the
product design and development process, from a planning
perspective, technologies can provide an integration of comprehensive
and timely updated product data that allow design managers to
develop and optimize project plans. During the product design stage,
technologies can be used to improve design efficiency and
effectiveness. (Yuanyaun & Sheng-feng, 2019). And thanks to the
simulation technologies that businesses can improve quality thanks to
errors that can be avoided in the first stage (Allison, 2015).
Combined with Davis's (1989) announced on the Perceived
Usefulness, the authors propose the hypothesis:
H4: Perceived Improve Product Quality has a positive influence
on Perceived Usefulness.

2.6. Perceived Enhance Customer Relationship(PR)
According to Sundblad (2018), many business managers affirmed
that their relationship with customers improved markedly thanks to
the integration of data sets within the enterprise, whose elements
Industry 4.0 as IoT (Internet of Things) provides, thereby building a
consistent database. Thereby manufacturers can quickly resolve
warranty requirements or quality issues. Faster response times also
demonstrate transparency in business, increasing customer confidence
in businesses. According to Jones (2014), by applying simulation
technologies such as augmented reality, virtual reality combined with

H5: Perceived Enhance Customer Relationship has a positive
influence on Perceived Usefulness

2.7. Perceived Development of Human Resource (PH)
According to Watkins and Marsick (1997) Human Resource
Development is a field of research and practice that fosters long-term
learning capacity and is related to the work of individuals, groups
and organizational levels. As such, it includes - but is not limited to
- training, career development, and organizational development
Human Resource Development focus on theory and practice related
to training, development, and learning in organizations and
individuals in the context of forming an organization's business
strategy and competitiveness (Gourlay, 2000). Together with the
findings of the authors together with the results from in-depth
interviews with industry experts on the work that human resources in
enterprises must perform when applying elements of technology 4.0
such as understanding the principles of operation, utility, how to
correct and improve elements of industry 4.0. The authors found,
through the work that the business requires its employees to use
when using elements of industry 4.0 and the minimum requirements
for the technical skills to use the technology. Using these elements,
human resources in enterprises significantly improve their working
capacity and at the same time, it improves the competitive
advantages of the business. And combined with the announcement
of Davis's perceived usefulness, the authors proposed own hypothesis:
H6: Perceived Development of Human Resource has a positive
influence on Perceived Usefulness.

2.8. Perceived Usefulness(PU) - Perceived Ease of Use(PE)
According to Davis (1989), Perceiving Usefulness is the level that
an individual believes that using technology will improve the
performance of their work. Perceived Usefulness is one of the
Technology Acceptance Model primary key determinants for
computer acceptance behavior and its importance has been recognized
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in technology adoption (Agarwal & Prasad, 1997). In additional,
Perceived Usefulness is an important factor in the acceptance of
technology by organizations (Yusoff & Ramayah, 2011). Perceived
Ease of Use is the level at which an individual believes that using
technology will not require effort. According to Rogers (1995), it
also reflects the degree to which innovation or new technology is
perceived as better than the substitutes. Lin (2011) tested the
perceived ease of use and its impact on technology adoption and it
has been confirmed that perceived actually has a significant influence
on the application or continued use of technology According Davis
(1989) argues that people in an organization may be forced to use
information technology, because information technology has certain
benefits for the organization, despite its employees. officials like or
dislike using it. At that time, the attitude of the user no longer
accurately reflects the usage behavior but will be intentionally used.
This was also applied by Vankatesh et al. (2003) in the UTAUT
model. This paper considers individuals as businesses with the
argument that decisions in the business are always grounded, based
on various sources of information coming from the stakeholders of
the business to bring about The most benefit is business. Since then,
the attitude, like or dislike of employees will not reflect the real
behavior but will be due to the intention factor. On that basis,
combined with the announcement of Davis's perceived usefulness and
perceived ease of use the research team proposes two hypotheses:
H7: Perceived Usefulness has a positive influence on Intent to
Use, and
H8: Perceived Ease of Use has a positive influence on Intent to
Use.

2.9. Business resources (BR)
According to Ajzen (1991), intentional use includes motivational
factors, one of which is Perceived Behavioral Control. Perceived
Behavioral Control reflects how easy or difficult it is to perform the
behavior and whether the behavior is controlled or limited. And
according to a study conducted by Ying (2018) in the field of
industrial application 4.0 of the enterprise, this study uses internal
factor variables as a variable Perceived Behavioral Control to
interpret the easy or difficult when making decisions to perform
actions on behalf of the business, including observable variables such
as financial resources, corporate culture and the ability to use the
enterprise's technology. Together with the recent research results had
showed that the internal factors of enterprises affect the industrial
application behavior of enterprises such as high costs for technical
equipment, training and education for employees (Akanmu &
Anumba, 2015), external consulting fees (Smith, 2014), Higher
requirements for computer equipment, and the major challenge is to
create and develop competencies new, optimize project organization
and attract new talent for the workforce, such as employees with
shared technical knowledge and integrated experience as the main
selection criteria (Oesterreich & Teuteberg, 2016). Therefore, the
authors propose a hypothesis:
H9: Business resources have a positive influence on Intent to Use.

2.10. Conditions of business environment (CE)
According to Ajzen (1991), Subjective Norm is a motivating
factor affecting application intent. Subjective norms or social
influences are defined as "social pressures perceived to perform or
not to act". Social influence refers to the impact and impact of
important and close people who can influence behavior. As a
business, Subjective Norm can now be interpreted as the influence
and impact of stakeholders, important and can affect the behavior of
businesses such as customers, partners, and suppliers. level. A study
conducted by Ying (2018) in the field of industrial applications 4.0
of the enterprise also applied in this view, the study used variables
of external factors including the measurement items such as industrial
infrastructure, support policies and cultural fields to represent
Subjective Norm variables. Combined with recent research findings
on business environment factors that influence industrial application
4.0 of enterprises such as lack of standards and reference
architecture, legal uncertainty and contracts (Oesterreich & Teuteberg,
2016), unreliable broadband connection, or lack of high-bandwidth
connectivity for collaborative applications (Velocloud, 2015), rightsrelated restrictions privacy and data protection must be checked by
relevant legal experts right from the beginning of the process
(Kagermann et al., 2013). Therefore, the authors propose a
hypothesis: Therefore, the authors propose a hypothesis:
H10: Conditions of the business environment have a positive
influence on the Intent to Use.

2.11. Intention to Use (IU)
According to The Theory of Planned Behavior of Ajzen (1991),
behavior can be predicted or explained by the intention to carry out
that behavior. The intention to approve the use of technology is an
incentive to take action, make decisions about the adoption and use
of technology in the future. Intention to use in the information
system context is the intention of end-user to make use of the new
technology (Amoako & Salam, 2004). A study on the application of
TAM to the use of information technology by Harryanto & Ansari
(2018) has also applied these theories into the intention to use.
Research based on the theory of TRA and TAM by Bernadette
(1996) also shows a high correlation between intention to use an
actual decision. Based on this, the authors propose a hypothesis:
H11: The Intention to Use has a positive influence on the Use
Decision.

2.12. Use decision (UD)
This study considers the subject to study here as a business. And
the characteristics of the business is that this object includes many
individuals inside, related to many other objects and consciously
devised beforehand to carry out the behavior. Have reasonable
thinking and make rational decisions based on available information
sources. Therefore, the determinant of the use of enterprises to
overcome the limitations of the TPB model that Ajzen (1991) has
suggested is the factors affecting behavior such as unconscious or
unfounded behavior.
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2.13. Conceptual model
This study is based on 3 main theories which have been widely
recognized and applied in many different scientific fields, namely the
Theory of Planned Behavior - TPB of Ajzen (1991) - developed
from Theory of Reasoned Action (TRA) by Ajzen & Fishbein
(1975), Technology Acceptance Model - TAM by Davis (1989) and
C-TAM-TPB model of Taylor & Todd (1995), combining two
models TPB and TAM. The research model was built based on the
Theory of Planned Behavior-TPB by Ajzen (1985), Technology
Acceptance Model by Davis (1989) and refer to Taylor & Todd's
C-TAM-TPB model (1995) to ensure the objectivity of the research
model. The model uses 12 variables to interpret industrial application
4.0 of enterprises in Ho Chi Minh City.
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now negative, meaning the variable is removed. When the number of
participants said that "essential" is equal to the number of people
who do not think so, this time the CVR is zero, a 5% significant
level as proposed by Laewshe (1975) was adopted. Quantitative
methods are applied by using questionnaires that were checked the
reliability and validity of the content by the CRV before, the
measurement items are measured by Likert scale (1 = strongly
disagree; 5 = strongly agree). The research on applying convenient
and non-probability sampling methods include 380 enterprises in Ho
Chi Minh City, then the data is analyzed based on 2 software, SPSS
20 and AMOS 20.

4. Result
4.1. In-depth Interview
The authors used an in-depth interview method with 12 industry
experts to adjust and supplement the scale for variables in the
proposed research model before conducting formal research. The
interviewees were carefully selected to ensure representativeness for
SMEs. Subjects interviewed with different characteristics will provide
diverse and complete information of the research content to achieve
the set objectives. Experts were asked by a number of selected
questions, followed by suggestions on measurement items. From the
original conceptual model with 12 variables and 61 measurement
items developed from the theoretical basis were tested by an
intensive interview method with experts. The results of the interviews
help to eliminate 5 measurement items including PT5, PH5, PQ5,
PE5, BR5.

Figure 1: Conceptual model

4.2. Pilot Study

3. Research Method
The hypotheses needed to build the conceptual model are
examined using mixed research methods. Both methods are
qualitative research and quantitative research are applied. Qualitative
research is carried out with 12 experts in the business field, the
questionnaire consists of 2 parts which are unstructured questions
and structural questions. Unstructured questions are used to refine the
observed variables in the questionnaire. Structure questions have been
used to examine the validity of content. A total of 12 feedback
results in the in-depth interview were used to analyze the
measurement items by classifying them into three categories:
"essential", "useful but non-essential" and "not necessary". The
number of "essential" feedback results is used to calculate the
Content Validity Ratio (CVR). According to the research results of
Laewshe (1975), the formula to calculate CVR is CVR = {[Ne - (N
/ 2)] / (N / 2)}. With Ne is the number of participants who said
"essential" and N is the total number of participants. When the
number of participants said that "essential" was greater than half of
the total number of participants, the current CRV was positive,
synonymous with approved variables. Conversely, if the number of
participants who say "not necessary" is more than half, the CVR is

To change the questionnaire so that it is appropriate, accurate and
easy to understand, the author group conducted the pilot-study with
80 enterprises in the city, in which the number of enterprises
surveyed in the online form is 54. The purpose of this study is to
evaluate preliminary measurement items before taking a formal study.
Finally, the authors put out the most complete questionnaire and
conducted a formal survey.

4.3. Official Study
Descriptive Analysis
The survey collected a total of 396 responses, of which 16
invalid responses were removed. The response rate is approximately
96%. In particular, enterprises with "limited liability company" form
account for a large number with 58.15%. The results of the survey
also showed that the three technological components of industry 4.0,
most of which are "The Cloud", "Big data and analytics and
Cybersecurity, of which 84.47% of businesses. Using "The Cloud",
68.94% of businesses use "Cybersecurity and" Big data and analytics
"used by 74.47% of businesses.
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Cronbach Alpha Test
The measurement items were tested for reliability by Cronbach's
alpha coefficient before conduct exploratory factor analysis (EFA). In
this step, we eliminate 5 measurement items including PT2, PC1,
PR1, PR4, PE1, CE2, UD3. The remaining measurement items all
have Cronbach's alpha points higher than 0.7. Therefore according to
Nunnally & Bernstein (1994), the remaining measurement items are
accepted for exploratory factor analysis.

Table 1: Rotated Factor Matrix
Factor
1

2

3

4

5

6

7

8

9

10

11

12

PR1 .785
PT5 .764
PT3 .743
PT4 .736
PT1 .710

Exploratory Fator Analysis
Exploratory Fator Analysis is very effective in determining the
necessary set of variables for research problems and is used to find
the relationship between variables. The measurement items were
refined using exploratory factor analysis. Factor loadings of the
indicators for each variable were statistically significant and
sufficiently hight to demonstrate that the indicators and their
underlying construct were acceptable. This study applied extraction
method: Principal axis factoring with Rotation method: Varimax with
Kaiser normalization. In these steps, we exclude PU1, IU4, IU2
because the factor loading of these was less than 0.5. The other
measurement items were acceptable cause it was larger than 0.5(Hair
et al., 2005). The value of Kaiser-Meyer-Olkin=0.873, Bartlett's Test
of Sphericity Sig=0,000. Extraction Sums of Squared Loadings
Cumulative=62.330%.

Confirmative Factor Analysis
A model receives values of TLI, CFI≥0.9 (Bentler and Bonett,
1980); CMIN/df≤2, some cases of CMIN/df may be≤3 (Carmines &
McIver, 1981); RMSEA≤0.08 (Steiger, 1990), the model is
considered suitable for market data or compatible with market data.
The scale reaches convergence value if the standardized weights are
high(>0.5) and statistically significant P<0.05 (Gerbing & Anderson
1988). This rule will be applied by the author in the study to assess
the reliability of the scale through a combined reliability coefficient
and total extracted variance; uniqueness of measurement items;
convergence value and discriminant value of scale.
The scales of conceptual structures from the above EFA analysis
results will be subject to affirmative factor analysis (CFA) using
AMOS software. The results of this model show that Chi-square is
1697.829 with 867 degrees of freedom, statistical value P=0.000
<0.05, indicating that this model has statistical significance with
sample size 380. Chi-square ratio / df=1,958 <3, RMSEA value=0.05
<0.08; indicators GFI=0.839; TLI=0.901; CFI=0.913 shows that this
measurement model is consistent with market data. The standardized
weights are greater than 0.5 and the non-standardized weights are
statistically significant (P<0.05) so the concepts achieve validity. The
results showed that all scales have combined reliability greater than
0.6 and the total variance is greater than 50%, so the scales are
reliable and suitable for the next analysis.

PH1

.855

PH4

.721

PH2

.708

PH3

.677

PU5

.661

PU3

.645

PU2

.566

PU6

.555

PU4

.549

PU1

.537

PC5

.753

PC2

.694

PC4

.672

PC3

.626

PO3

.823

PO1

.687

PO2

.630

PO4

.583

CE5

.834

CE4

.786

CE1

.597

CE3

.567

UD2

.753

UD4

.733

UD5

.698

UD1

.572

PR2

.779

PR5

.680

PR3

.653

PR4
PQ2

.908

PQ3

.707

PQ4

.553

PE2

.758

PE4

.701

PE3

.664

IU3

.768

IU5

.742

BR3

.695

BR2

.517
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such as multiple regression, multivariate regression because it can
calculate measurement error measure. Moreover, this method allows
us to combine the concepts implicitly with our measurement and can
consider independent measures partially or in combination with
theoretical models at the same time.

Figure 3: Structural Equation Model
Figure 2: Confirmative factor analysis overall model
Table 2: Testing variable
Variable

Cronbach's
alpha
coefficient

Composite
Reliability

Average
Variance
Extracted

Convergent Discriminant
Validity
Validity

PE

0,783

0.784

0.547

Accepted

Accepted

PU

0,885

0.890

0.576

Accepted

Accepted

PH

0,866

0.872

0.631

Accepted

Accepted

PT

0,868

0.886

0.610

Accepted

Accepted

PC

0,841

0.805

0.510

Accepted

Accepted

BR

0,837

0.697

0.534

Accepted

Accepted

PO

0,857

0.864

0.615

Accepted

Accepted

CE

0,828

0.832

0.560

Accepted

Accepted

UD

0,832

0.842

0.572

Accepted

Accepted

PR

0,862

0.787

0.521

Accepted

Accepted

PQ

0,837

0.833

0.626

Accepted

Accepted

IU

0,863

0.886

0.795

Accepted

Accepted

Structual Equation Model
After analyzing CFA, the study uses the SEM structure model to
determine the relationship and the influence of factors in the model.
In hypothesis testing and research model, SEM linear structure model
has many advantages over traditional multivariate analysis methods

Results of standardized SEM structure analysis model: Chi-square
= 1725.725 with df=884 with P=0.000<0.05; Chi-square /
df=1.952<3; GFI=0.839, TLI=0.902, CFI=0.912 and RMSEA=0.05
show that the model is relatively consistent with market data and
this statistic is significant with sample size 380. Verification of
structural relationships will It is done through unconformed structural
factors, standardized and statistical P values. The results show that
the relationships between the variable in the model are statistically
significant at the 95% confidence level (P<0.05). However, there is
PR->PU variable with p=0.054 greater than 0.05, but PR is
important for PU and P value is just over 0.004 so it is acceptable.
on the other hand, the normalized structural coefficients are positive
to prove the relationship. The system between variable is positive.
All theories are supported. The independent variable are PT, PC, PO,
PQ, PR, PH affecting the dependency variable is PU, all
relationships in this model are statistically significant and impact
strength of the relationships in turn as follows (in order from strong
to weak): PC, PT, PO, PQ, PH, PR.
In the group of variable such as PU, PE, BR, CE affecting the
dependent variable is IU, all relationships also have statistical
significance and strength of relationships in the following order: BR,
CE, PE, PU. In the final structure, the variable IU has a statistically
significant effect and positive on the UD variable
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Table 3: Regression Path of Structural Model and Hypothesis Test
Unstandardized
Structural
relations

Coefficient
structure

P

Coefficient
structure Hypothesis Conclusion
standardized

PU

<--- PT

.302

***

.253

H1

Supported

PU

<--- PC

.329

***

.353

H2

Supported

PU

<--- PO

.150

.014

.140

H3

Supported

PU

<--- PQ

.132

.006

.134

H4

Supported

PU

<--- PR

.089

.054

.109

H5

Supported

PU

<--- PH

.096

.004

.133

H6

Supported

IU

<--- PU

.089

.090

.092

H7

Supported

IU

<--- PE

.166

.009

.158

H8

Supported

IU

<--- BR

.418

***

.375

H9

Supported

IU

<--- CE

.168

.002

.186

H10

Supported

UD

<--- IU

.522

***

.515

H11

Supported

Figure 4: The final conceptual model

Bootstrap Estimate Model
The difference between the average of the Bootstrap estimates and
the initial estimates is called the bias. The absolute value of these
biases is smaller, the more statistically insignificant the better the
results. In this study, bootstrap estimation is done by repeating the
sample with size N=1000. Estimated results show that the absolute
CR value is not much larger than 2, so it can be said that the bias
is very small. Thus, we can conclude that the estimates in the model
are reliable.
Table 4: Bootstrap Test
Parameter

SE

SE-SE

Mean

Bias

SE-Bias

CR

PU

<--- PH

0.052

0.001

0.131

0.002

0.002

1

PU

<--- PT

0.051

0.001

0.245

-0.002

0.002

-1

PU

<--- PC

0.062

0.001

0.303

-0.002

0.002

-1

PU

<--- PQ

0.054

0.001

0.155

0.002

0.002

1

PU

<--- PO

0.071

0.002

0.158

0.000

0.002

0

PU

<--- PR

0.065

0.001

0.12

-0.002

0.002

-1

IU

<--- BR

0.069

0.002

0.314

-0.003

0.002

-1.5

IU

<--- PE

0.069

0.002

0.153

0.004

0.002

2

IU

<--- CE

0.064

0.001

0.204

-0.003

0.002

-1.5

IU

<--- PU

0.064

0.001

0.113

0.000

0.002

0

UD

<--- IU

0.05

0.001

0.519

-0.001

0.002

-0.5

Final Conceptual Model
The final model indicated that the overall variables were
supported. All the hypotheses path was significant at less than p <
0.01 level. Overall, all the path coefficient-related hypotheses were
supported from 0.109 to 0.515.

5. Conclusions
This paper contributes to the analysis and understanding of the
factors affecting the application of industry 4.0 in Ho Chi Minh
City. Based on the SEM model and the final conceptual model,
there are some conclusions that are: Independent variables such as
Perceived Saving Time, Perceived Saving Cost, Perceived On-Time,
Perceived Improve Product Quality, Perceived Enhance Customer
Relationship, Perceived Development of Human Resource, that affect
the dependent variable here are Perceived Usefulness. Independent
variables including Perceived Ease of Use, Business Resource,
Condition of Business Environment, having an impact on the
dependent variable Intent to use and the Intent to use has an impact
on the Use decision, the decision of the applicate 4.0 industrial of
the enterprises in Ho Chi Minh city.
In terms of limitations, this study considers conducting surveys of
high-level personnel in enterprises to represent businesses such as
CEO, CMO, senior management. Therefore, the research results
affected in part by the subjective perception of these senior
personnel and not yet able to fully reflect the reality of the business.
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Factors Affecting Start-up Intention of Economics Students in the South of Vietnam
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Abstract
This study developed and tested different factors affecting startup intention of Southern economics students. These factors include reference
group, perceived risk, inspiration, fundraising method, family background and business passion. Both qualitative and quantitative methodologies
were utilized in this study. Qualitative research was first carried out with in-depth interviews, conducted to derive measurement items for the
constructs interested. Quantitative research with cross-sectional research design was developed by a pilot study and an official one. The model was
tested and developed using data collected by a questionnaire from a sample of 496 respondents by both electronic and paper surveys with
non-probability and convenience sampling techniques. SPSS 20 and AMOS 20 software were employed to analyze the data collected. The results
of structural equation modeling showed that reference group, perceived risk, inspiration, fundraising method, family foundation and passion
influenced the intermediate variables: attitude, confidence and affected behavioral intention to start-up. The findings provide government,
universities, and institutions with information, which assists the process of researching and carrying out appropriate promote start-up strategies.
Keywords: Start-up, Southern Economics Students,Vietnam.

1. Introduction
Starting-up has received enormous attention for the past decade.
According to Holmgren et al. (2004), start-up businesses had long
been seen as a motivation to foster economic growth in developed
countries. In Vietnam, the government has been encouraging starting
up as a way to not only boost economic growth but also deal with
social challenges. A start-up business was referred to as a newly
emerged business venture with a viable business model aiming to
satisfy a market need or solve a market problem (Riitta Katila, Eric
L. Chen, & Henning Piezunka, 2012). In Vietnam, business sector
has made the largest contribution to the country's economy, with its
contribution accounting for over 60% of GDP, much of which
comes from effectively-operated start-up businesses. In 2018, Vietnam
had 131,275 new firms established with a registered capital of 1,478
billion VND(Department of Business Registration Management,
Ministry of Planning and Investment Vietnam, 2018). Recently there
have been many studies investigating the factors that influence the
intention for starting up. However, in Vietnam, studies on start-ups,
especially those focusing on companies with young owners, are still
limited. Therefore, this study focuses on three possible pillars that
might affect start-up intention: personality factors, social factors, and
other factors. Main objective of this study is to understand factors
impacting attitudes towards behavior, belief, perception towards
start-up which in turn affect the start-up intention of southern
Vietnam’s students.

–
–
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2. Literature Review, Hypotheses Development, and
Conceptual Model
Fundraising (FU)
A study on small businesses in the United States (Evans and
Leighton, 1990) found out that fundraising, in addition to marital
status and education, had a positive and important influence on the
attitude of establishing a business. Financial status of a family had
an impact on the choice to start-up (Hsu, et al., 2007). Anderson
and Miller (2003) showed that having a good family background
would lead to a higher probability of running businesses. Wealthy
parents were able to provide additional financial support for their
children. Born into a privileged family, children might have less
pressure to make a living and more tendency to take risks, which
means more willing to start a business. The more external capital
sources, the higher the capital mobilization capacity, and vice versa.
In addition, the more resourceful the relatives are, the easier it is to
raise fund. It can be said that the number of external resources and
the wealthy levels of relatives has different impact on the ability to
raise fund and thereby affect the idea of business promotion.
However, a study by Davidsson and Honig (2003) showed that
fundrasing had a direct impact on the intention to start a business,
not related to attitude. To verify the difference between the research
results of Davidsson and Honig’s (2003), other studies’, and the case
with economics students in the South of Vietnam, the hypothesis H1
was established as follows:
H1: Fundraising positively affects the attitude towards start-up
businesses.
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Perceived Risk
The concept of perceived risk was defined by Dowling and
Stealin (1994) as consumer's perceptions of uncertainty and
unfavorable consequences of buying a product or service. According
to Kaplan (1974), the concept of perceived risk had a meaning
related to the uncertainty and loss of a transaction. In The Theory
of Perceived Risk (TPR), Bauer (1960) demonstrated that the factor
affecting technology consuming behavior was perceived risk. In
addition, Murphy and Enis (1986) defined perceived risk as
subjective assessment of individuals on an uncertainty which had
negative results, Mitchell (1999) said that perceived risk was
subjective thinking about the loss when performing a behavior, and
the results also proved that risk perception had an impact on an
individual's behavioral perception. The Entrepreneurial Event Model
of Shapero (1982) demonstrated that starting a business was an event
that can be explained by the combined impact of initiatives, abilities,
management, relative autonomy, and risk. There is no denying that
there was an association between the level of risk perception and the
attitude and belief of an individual: the more that individual
perceived the risks, the more uncertain he or she became. It then
lowered risk-taking, lessened determination and belief. Inheriting,
developing and verifying the hypotheses that perceived risk affects
an individual's intention to start a busines, not related to attitude, I
established my second and third hypothesis:
H2: Perceived risk positively affects attitudes towards start-up
businesses.
H3: Perceived risk positively affects belief towards start-up
businesses.

Inspiration (IA)
In the study of Bae, Qian, Miao and Fiet (2014), entrepreneurship
programs had a positive effect on entrepreneurial intentions of
learners and the impact it had was greater than that of other
programs. Delmar. F. and Davidsson. P. (2000) confirmed that
education was among the factors affecting start-up intention.
Education with many extra-curriculum activities and inspiring
business doing made students interested. Exposure to many
inspirational sources, guidance, and experience gaining from
inspirational programs easily led to a person's intention to found his
or her own company. To verify this relationship between inspiration
sources and start-up intention, this study assumed:
H4: Inspiration has a positive impact on start-up intention.

Business Passion (BP)
Business passion was defined as the attractiveness of doing
business to a person (Krueger, N. and Carsrud, A., 1993). This
factor was determined by the desire, ambition and business
motivation that urge a person to start a business. According to the
Shapero’s Entrepreneurial Event model (Shapero and Sokol, 1982)
which was widely used in entrepreneurship studies around the world,
the intention to found a company is strongly influenced by a
person's passion for business. This factor has also been verified

through the research: Factors affecting the intention to start a
business of 2nd and 3rd-year students in the Southeast Vietnam
region (Pham Cao To, 2015). Therefore, this study inherited the
previous study's results that the business passion of economics
students in the South of Vietnam influenced their intention to start a
business. However, the direction was different in a way it tested
whether business passion impacted attitude, thereby impacted belief
and finally intention to start a business. Moreover, following
Blanchflower and Oswald’s study (1990), business ideas of
interviewees in this study come from the desire to find a way to
escape the gloom of being unable to do the desired job or not
suitable to their business passion. In other words, business passion
affects the perception towards start-up business. Business passion is
not only by birth but also comes from dissatisfaction with the
current job. Studies such as Brockhaus (1980); Eisenhauer (1995)
determined that job satisfaction predicted the intention to start a
business because people who felt unsuitable for their current job
would have passion, desire to switch companies or start their own
businesses, as well as those who were passionate about pursuing
something they love. Therefore, for research, this research assumed
that:
H5: Business passion has a positive impact on attitude towards
start-up businesses.
H6: Business passion positively affects the perception towards
start-up businesses.

Family Background (FB)
In 1982, Shapero and Sokol studied the SEE Model showing that
family background played an important role in the perception
towards start-up businesses. Then Scott and Twomey (1988);
Matthews and Moser (1995) also published the research results,
suggesting that family status or family background affected the
intention to establish a business of small business owners. According
to Zachariah Mohd Zain (2010), factors including business traditions
of family members positively influenced the perception of economics
students in Malaysia towards start-up businesses and through that it
affected their intention to start a company. Besides, people living in
families with parents who started their own businesses or families
with a business tradition would easily develop entrepreneurial
intentions. In other words, the family background affected the
intention to start up through belief. This was demonstrated by David
G. Blanchflower, Jumana Saleheen, Chris Shadforth (2007). Due to
the example of self-employed parents, children having a higher
family business background tended to become self-employed.
Self-employed parents could provide additional financial support and
let their children start their own businesses. Families with
self-employed parents also promoted strong children's belief in
starting a business. Inheriting and developing from the results of past
studies, and to test the correctness of hypothesis with the economics
students in southern area of Vietnam. This study assumed:
H7: Family background positively affects start-up intention.
H8: Family background positively affects belief towards start-up
businesses.
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Reference Group (RG)
Reference group refers to a group or an individual whose
behaviors are considered standard for others. They influence our
purchasing, consuming, decision-making process. Reference groups
could be an organization, a union, a music band or a social class
(Nguyen Thu Thuy, 2015). Our belief in these influencers (reference
group) would affect subjective norms forming a behavioral intention
and true behavior (Theory of Reasoned Action– Ajzen & Fishbein,
M. & Ajzen, I., 1975). There have been many studies conducted on
the impact of reference group on start-up intention. Intention could
be based on our past experience, but usually affected by old
information coming from the experience of acquaintances or friends
(Ajzen, I., & Fishbein, M., 1978). Le Quan (2007) pointed out that
reference group played a very important role in the development of
a young entrepreneur. With start-up activities, reference group could
be either supporting or discouraging. Hence, I would expect
hypotheses that:
H9: Reference group has a positive influence on belief towards
start-up businesses.

Attitude (AT)
Autio, H. Keeley, Klofsten, G. C. Parker and Hay (2001),
emphasized the elements of individual attitudes to affect intention to
start up. From Ajzen's point of view in the TPB model (1991),
attitudes influenced behavioral intentions. This theory was proven to
be correct in most cases, and the intention to start a business was
not an exception. A person's intention to start a business changed
when their attitude changed, resulting in a change in belief and
intention. The stronger were the attitudes and belief for start-up
behavior and the greater awareness of entrepreneurship behavior, the
stronger was the intention to start a business. Attitudes influence
start up intention and business performance (De Noble, Jung &
Ehlrich, 1999). Many researchers had also recognized and
demonstrated the importance of attitudes towards entrepreneurship
(Autio et al., 1997; Kolvereid, 1996; Robinson and al., 1991).
Students were exposed to start-up education and start-up attitude; and
their start-up intention would change accordingly (Byabashaija &
Katono, 2011). According to Blanchflower and Oswald (1990),
Blanchflower
and
Meyer
(1991),
determination,
optimism,
independence and willingness to accept risks and rise to challenges
would impact the belief that they would build a successful business
and their intention to start up. This study continued to consider the
influence of attitudes on the intention to start a business through
belief. Therefore H10 is as follows:
H10: Attitudes positively affect belief towards start-up businesses.
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Lucarelli (2016), belief with their own skills affected an individual's
mood and strongly influenced that individual's perception towards
establishing a business. Belief had an impact on behavioral
perception and then on behavioral intention. With no exception for
the intention of starting a business, according to Davidsson’s model
(Davidsson, 1995), the intention might be influenced by two factors,
one of them was belief. Therefore, it could be said that belief had
an impact on perception towards start-up business. To testify for the
correctness of the above assumptions for students in the Southern
region's economic sector, H11 is proposed as follows:
H11: Belief positively affects the perception of start-up businesses.

Perception Towards Start-up businesses (PS)
Albert Bandura, 1986, Social Cognitive Theory and 1971, Social
Learning Theory emphasized that one of the three factors affecting
behavioral intent was personal perception. In a study by Yongwei
Jiang in 2016, personal perception was an irreplaceable factor in the
factors affecting customers' online shopping behavior. Ashley, C.,
Noble, S.M., Donthu, N. and Lemon, K.N. (2011) demonstrated that
an important driving force affecting the occurrence of purchase was
a person's perception. The past and then perception included doing
that behavior under certain conditions, thus, the possibility leading to
that behavior of that person was very high. From this research, we
proposed that:
H12: Perception has a positive impact on start-up intention.

Start-up Intention (SI)
The intention to start up is the state of mind to promote new
business or joint venture. Intention is the best predictor of intended
behavior, especially for difficult-to-observe or related unpredictable
time factors (Bird, 1998). Accordingly, intention shows an
individual’s willingness and a direct premise to conduct behavior
(Ajzen, 1991). The intention to start a business is a commitment to
establish and own new businesses (Krueger, 1993); or an individual's
assertion of the intention to own a new business and develop an
action plan at a certain time in the future (Thompson, 2009), or
simply the motivation to set an action plan to create a new business
(Fayolle, 2013). Starting a new business is such a kind of behavior.
This conclusion based on the results of a study by Kautonen et al.
(2015) the intention of start-up has an impact on the decision of
individual to start-up. From the idea of starting new busniess,
individuals will consider the characteristics of that incident and make
the final business decision. Inheriting and developing the above
research results for students in southern Vietnam, I put the intention
factor into this research.

Belief (BE)
Ajzen concluded that the intention-behavior generally depended on
personal awareness, social norms and feasibility (Ajzen, 1991). In
this study, the feasibility was similar to the variable of belief. In
addition, in Shapero's study, it was argued that business intentions
was determined because of personal desires, feasibility and trends in
action. Based on the analytical framework of GEM, Micozzi, and

Conceptual Model
In order to achieve the study’s objectives, the conceptual
framework was developed based on the Theory of Planned Behavior
(TPB) (Ajzen. Icek, 1991); Theory of Reasoned Action (TRA)
(Fishbein & Ajzen, 1975); Model of Entrepreneurial Potential (MEP)
(Krueger & Brazeal, 1994); Event Entrepreneur Model – EEM
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(Krueger Jr, et al., 2000) developed based on Entrepreneurial Event
Theory of Shapero and Sokol (1982) by adding three influential
factors on starting a business. They were: (1) desire to start a
business; (2) feeling about feasibility; and (3) the tendency to act.
The intention is a predictive and meaningful element of a person’s
behavior to start up. The variable "desire to start a business" had
the same meaning as the "passion" variable in Conceptual model
(Figure1), the "feeling of feasibility" and "action tendency" variable
were modified. According to the TRA model of Fishbein and Ajzen
(1975), a person's behavior could be determined by considering their
previous intention and attitude towards the behavior. The intention of
a person before deciding to perform the action might be a factor
influencing the intention to implement the behavior. In addition,
attitude was also a factor affecting a person's intention. This
conceptual framework was modified by applying 12 variables to
understand the impact of them on the intention to start a business of
economics students in southern Vietnam (Figure 1).

(1=Strongly disagree; 5=Strongly agree). The questionnaire had been
tested for the validity and reliability of the focus group and also
done before data collection. Questionnaires were distributed
electronically using Google Drive and on papers. Data for this study
were collected from an electronic survey distributed via Facebook,
email and went through a period of 50 days for direct investigation
and management. After reviewing all responses, 574 responses (203
papers & 371 e-mails) were considered valid. After screening, 496
responses were considered appropriate and valid for further analysis.

3. Results
In-depth Interview
Qualitative research was carried out by in-depth interviews with
25 participants. Based on their opinion, variables and draft
measurement items were further revised and finalized. The result of
the in-depth interview was that no measurement item was deleted
from the conceptual model.

Pilot Study
The first measurement reliability scales draft was developed by
Cronbach’s alpha. 115 responses for draft scale test by pilot study
used in reliability analysis showed the homogeneity of research
questions. Under this framework, the alpha coefficients of the
variables and survey form were as follows. Cronbach’s alpha of all
10 constructs were more than 0.6 and was acceptable exhibit high
degrees of reliability.

Official study
Figure 1: Conceptual Model

Research Methodology
The research was developed on the hypotheses which needed to
be validated empirically using a mixed research method. In order to
do this, qualitative methods and quantitative methods have been
applied. Qualitative research was conducted by interviews with 25
students. Quantitative method was carried out by questionnaires. The
qualitative method was using a cross-sectional field design, which
was the best way to determine relatively strong impacts on
dependent and intermediate variables, improving statistical results.
This was a viable approach to measure complex variables and form
hypotheses. To test the model and hypotheses, SPSS 20 and AMOS
20 software were used. This study applied probability with stratified
sampling. Stratified sampling applied with quota sampling techniques
(10% 2nd-year student; 30% 3rd-year students, and 60% 4th- year
student). The study was conducted in the southern provinces of
Vietnam including Binh Thuan and Ninh Thuan. Sample size 496
was determined to meet the criteria for the statistical validity of
descriptive and SEM statistical techniques. Data were collected using
self-management questionnaires in which the measurement of
variables was based on existing measurement tools. The form of a
question in this study applied the Likert scale of 5 points

Descriptive Analysis
There were a total of 574 responses generated from the
questionnaire. 78 invalid responses were eliminated and 496
responses were retained for further analysis. The response rate was
87,11%. In the aggregate sample, 304 respondents were males
(61,3%) and 192 were females (38,7%). 100% of them are
economics students at universities and colleges in the south of
Vietnam. 40 students (8.07%) were sophomore, 159 students (31.9%)
were third-year students, and 297 (60.03%) were in their fourth year.

Exploratory Factor Analysis
The measurement items were refined using exploratory factor
analysis (EFA) and excluding poorly fitted items. In this study, the
extraction method with Promax was used. Results of the
measurement model including standardized factor loadings, standard
errors, structure’s reliabilities, and proportions of variance extracted
for each construct were presented. Factor loadings of the indicators
for each construct were statistically significant and strong enough to
show that the indicators and their fundamental constructs were
satisfactory. The reliabilities and variance extracted for each potential
variable revealed that the measuring model was reliable and valid.
The reliabilities and variance extracted for each variable concluded
that the measurement model were reliable and valid. The result of
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the Kaiser-Meyer-Olkin (KMO) measuring method of sampling
adequacy was 0.789. Extraction sums of squared loadings are 76.654.
The test of Bartlett Sig. was 0.000. The results of the factor analysis
showed that 12 mesurement items was deleted and 38 mesurement
items of 10 constructs had been demonstrated as acceptable. All of
the factor loadings, ranging from 0.622 to 0.941, were greater than
the conventional value of 0.50 (Hair et al., 2006).
Table 1: Rotated Component Matrix
1
IA5

.872

IA3

.829

IA1

.815

IA2

.781

IA4

.745

2

BP4

.930

BP1

.926

BP2

.894

BP3

.772

3

PS4

.865

PS2

.805

PS3

.791

PS1

.682

PS5

.674

4

FU3

.866

FU4

.860

FU1

.858

FU2

.848

5

FB4

.911

FB3

.904

FB2

.744

FB1

.720

Factor
6

SI2

.843

SI5

.828

SI1

.781

SI3

.687

7

PC4

.941

PC1

.803

PC2

.783

PC3

.775

8

AT1

.877

AT3

.833

AT5

.798

9

(Steenkamp & Geyskens, 2006). These proved that adequate
convergent validity of the methods. Composite reliability and
variance extracted were calculated on the basis of standardized
weights estimated in the CFA model.
Before testing the hypothesis, the constructs of the questionnaire
were tested a number of issues of (1) construct reliability, (2)
convergence value, (3) Discriminant value should be considered. The
results in Table 2 showed that 10 scales had Cronbach’s Alpha
coefficient >0.6, and Corrected Item-Total Correlation >0.3.
Therefore, all measurement items of these 10 constructs were
acceptable. All composite reliability (CR) of constructs were from
0.843 to 0.942 (larger than 0.5) and average variance extracted
(AVE) of constructs were from 0.585 to 0.806(>0.5). Therefore, all
constructs were dependability.

Figure 2: Confirmative factor analysis (CFA) overall model

BE1

.895

BE3

.874

BE4

.622

RG3
RG1

10

67

.894
.869

Confirmative Factor Analysis
The results of confirmative factor analysis (CFA) showed that an
acceptable fit of the data (χ2=1772.129, df=606, p=0.000, χ2/df=
2.924, GFI=0.845, TLI=0.906, CFI=0.919, IFI=0.919, RMSEA=0.062).
All factors loading>0.5 significant on the expected constructs

The Discriminant value was to be considered: Discriminant
validity was evaluated through the following criteria: (1) evaluate if
the correlation coefficient between factors was different from 1, (2)
compare the square root value of AVE with the correlation
coefficients of one factor with the rest. By comparing the square
root of the AVE with the correlation coefficient between these
concepts, we can see AVE of each concept larger than squaring the
correlation coefficient between the concept and others. Consequently,
from all the above results, we could affirm that concepts or
constructs reach discriminant validity.
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Table 2: Reliability of constructs
Construct Cronbach’s Composite
alpha
reliability

Average
variance
extracted

Convergent Discriminant
validity
validity

IA

.888

.888

.615

Accepted

Accepted

BP

.942

.942

.806

Accepted

Accepted

PS

.878

.873

.585

Accepted

Accepted

FU

.905

.914

.728

Accepted

Accepted

FB

.872

.876

.650

Accepted

Accepted

SI

.845

.843

.591

Accepted

Accepted

PR

.772

.866

.626

Accepted

Accepted

AT

.863

.871

.695

Accepted

Accepted

BE

.822

.846

.654

Accepted

Accepted

RG

.890

.883

.791

Accepted

Accepted

Structural Equation Model
The results of the second SEM analysis showed that FB, IA, and
PS factors all had a positive influence on the factors of IS with
standardized regression weights of 0.115, 0.187 and 0.270
respectively. The AT, RG also had an influence on the BE with
standardized ratios reaching 0.126 and 0.561 respectively. FU had a
positive influence on AT with a coefficient of 0.360. And the PR
had a negative influence AT with standardized regression weights of
-0.109. All relationships had p<0.05. Therefore, it could be
concluded that the above relationships were statistically significant, or
accepted at the 95% confidence level.
After analyzing CFA, the study used the SEM structure model to
determine factors and influence of each factor on SI. SEM analysis
was carried out starting from the Conceptual model (figure 1), then
being corrected to get a better one. The proposed structural equation
model is shown in Figure 4. The probability ratio chi-square test
assessed the model in accordance with the overall. Chi-square was
significant in this case(Chi-square=1847.420; df=627; p=0.00).
Chi-square/df= 2.946, met the requirement of <3 criterion for a good
fit. Other indicators of model fit included all equal approximately
recommended threshold level of 0.9, excepted GFI (GFI=0.836). The
root meant square error of approximation (RMSEA) described the
difference between the proposed model and the population covariance
matrix RMSEA of 0.063, lower than the recommended level <0.08
(McKnight, Choudhury, & Kacmar, 2002; Gefen, Straub, & Boudreau,
2000), acceptable. Therefore, the overall model had a good fit. Then,
we could proceed to examine the path coefficients of the structural
model.
Analytical linear structure method required a large sample size,
but using the common estimation method took much time and
expense to get a sample (Anderson and Gerbing, 1988). The
Bootstrap method was suitable to replace (Schumacker & Lomax,
2010). Bootstrap was a repeated sampling method that replaced the
original model in population. The survey had n=496, so I decided to
choose the size n =1,000 for the theoretical model estimation test.
The estimated results showed that the absolute value of CR
(Bias/SE-Bias)>1.96 (<2) was negligible, so P-value <0.05. Therefore,
it could be noted that the bias was very small and we could draw
the conclusion that these estimates were reliable.

Figure 3: Structural equation model analysis
Table 3: Regression weights
AT
AT
BE
BE
PS
PS
PS
SI
SI
SI

<--<--<--<--<--<--<--<--<--<---

FU
PR
RG
AT
BP
FB
BE
IA
PS
FB

.360
-.109
.561
.126
.261
.145
.197
.187
.270
.115

.467
-.110
1.022
.093
.238
.141
.291
.193
.248
.103

.054
.040
.198
.035
.043
.046
.070
.046
.041
.034

8.576
-2.727
5.174
2.693
5.590
3.085
4.181
4.222
6.105
3.014

***
.006
***
.007
***
.002
***
***
***
.003

Bootstrap Estimate Model

Model Fitting and Hypotheses Testing
The final model fitting statistics indicated that all the overall
variables were supported except H3. Eleven hypotheses paths were
significant at less than the p<0.01 level. Besides, all the path
coefficient-related hypotheses were supported from 0.107 to 0.561
except PR negative influence AT with path coefficient-related –
0,109. The start-up intention (SI) was R2=0.187.

Figure 4: Final Model

Truong Xuan NGUYEN, Thu Quynh Thi NGUYEN / KODISA INTERNATIONAL CONFERENCE: ICBE 2019 63-70

4. Conclusions
This study served to prove the influence of fundraising, perceived
risk, business passion and reference group on the intention to start a
business of economics students in the south of VN. The result has
revealed that fundraising, perceived risk, inspiration, business passion,
family background, reference group are independent variables that
affect start-up intention, through intermediate variables including
attitude, belief and perception towards start-up businesses. Besides,
inspiration directly impacts intention to found a firm without passing
the intermediate variable; family background influences start-up
intention through intermediate variables: belief and perception. In
addition, this study also proves that attitude affects belief, belief
affects perception of start-up businesses. Finally, perception towards
start-up business affects intention to really establish a business.

5. Research limitations and future research
This study also has a number of limitations: we did not study
and divide by men and women, groups by age, each province in the
southern region. This omission is interesting premises for future
research.
Table 4: Summary of hypotheses testing

H1
H2
H3
H4
H5
H6
H7
H8
H9
H10
H11
H12

Hypotheses
Fundraising positively affects attitude towards
start-up businesses.
Perceived risk positively affects attitude
towards start-up businesses.
Perceived risk positively affects belief
towards start-up businesses.
Inspiration positively affects start-up intention.
Business passion positively affects attitude
towards start-up businesses.
Business passion positively affects perception
towards start-up businesses.
Family background positively affects start-up
intention.
Family background positively affects belief
towards start-up businesses.
Reference group positively affects belief
towards start-up businesses.
Attitude positively affects belief towards
start-up businesses.
Belief positively affects perception towards
start-up businesses.
Perception positively affects start-up intention.

Results of testing
Supported
Supported
Rejected
Supported
Supported
Supported
Supported
Supported
Supported
Supported
Supported
Supported
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Enterprises (SME’s): Nigeria and UAE Businesses
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Abstract
This research was carried out to explore Nigeria SMEs’ international transactions involvements particularly the challenges faced. Out of the
known SMEs involved in international business transactions between Nigeria and Dubai, 60 selected for research. Respondents included
managers, accountants, marketers/sales managers, and where possible, the owners of the businesses. A combination of a yes or no and a
Likert-type scale based questions administered to collect the required data. Cumulative percentage method was used to analyze the data. A
Z-score test statistics, at the 5% significance level was used as a decision criterion for the acceptance and rejection of the null hypotheses. The
research found that Nigerian and Dubai SMEs are involved in cross-border transactions for the sole reason of expanding their customer base(s)
in the two countries with high market potentials. The research is limited to only 300 SMEs involved in international business transactions
between Nigeria and Dubai/UAE from/in both countries, from which 60 were sampled and studied. The study findings can help the relevant
agencies in coming up with better and more favorable policies that could encourage and motivate the SMEs to do more. In return, the SMEs
will contribute back significantly to the countries’ economic development in the long run.
Keywords: Globalization, Internationalization, Financing, SMEs, Nigeria.

1. Introduction
As a result of an increased impact and appearance of the
globalization notion in the world of today, cross-border or
international business transactions or activities have taken a new
complex pattern worth looking into today. Numerous theoretical and
empirical studies have been carried out by many scholars (like
Dunning, 1995; McGraw & Lewis, 1992; Nunnenkamp et al., 1994;
UNCTAD, 1993) on the issue of globalization as a growing pattern
of production and market-base expansion of businesses around the
world. And for the past two decades, international economists have
consistently reported that business establishments have been
strategizing and re-strategizing almost all parts of their business
activities globally (such as their marketing and trading, sourcing and
producing, and financing strategies) (Schmidt, 1996). Again, Schmidt
(1996) asserts that although not much studies have been carried out
in the area of small and medium enterprises’ (SMEs) global
behavior, and it is clear nowadays that due to globalization, the
assumptions that SMEs only saw as local players no longer hold.
Firstly, globalization is viewed and defined by Dunning (1995) as a
process which “integrates the international value added activities of
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firms, in such a way that the prosperity of one firm is inextricably
bound up with that of its foreign production and marketing
activities” (Pg. 125). However, fierce competitions have been posed
to SMEs today at both their local market places by foreign rivals
coming in and from domestic and international competitors in an
international/global market place (Schmidt, 1996). Some of the
principal and significant challenges could be: (1) How do such
problems in the business world of today affect the successes and/or
failures of SMEs’ dealings on the international market place and; (2)
What could such challenges impact if at all they ever exist and are
they the same in every part of the world?
The primary purpose of this research is exploring and explaining
SMEs’ international transactions involvements; with a more precise
interest in pointing out or highlighting some major challenges, SMEs
face in their dealings internationally. Moreover, like how Mrak
(2000) pointed out that many things today have been shaping and
changing due to globalization ranging from products’ or goods’
designs to the tastes and preferences of consumers, and even to the
entire worlds’ perceptions on many different things. A very
significant number of Nigerians highly desire and are very able and
willing to pay roughly any amount for products/goods designed in,
and imported from, Dubai. And that encourages and pushes many
business people and SMEs to come and play in and possibly benefit
from the opportunities it presents by filling in the gap(s). This study
aimed to empirically look into the following points a) some of the
noteworthy reasons why Nigerian and Dubai SMEs get involved in
international business transactions (specifically between Nigeria-toDubai); b) Some of the genral challenges that comes with
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internationalization of SMEs in bot Nigeria and Dubai and; c)
Finally, some of the specific financial obstacles with respect to
access and availability of financing by/to those SMEs involved
in/from both Nigeria and Dubai. This research centered on the
following questions: i) What are some of the significant reasons why
SMEs go internationally (more particularly why do Nigerian SMEs
go to Dubai and, Dubai SMEs go to Nigeria)? ii) What are the first
challenges that the Nigerian SMEs face in going to Dubai market
place and Dubai SMEs going to Nigeria? iii) Specifically, what are
some of the substantial financial/financing constraints/limitation that
Nigerian and Dubai SMEs face while going/growing internationally
(more specifically in Nigeria and Dubai)?

So many individual scholars also differ in terms of what they
consider to be as the specific numbers of fully employed, which are
said to have qualified a firm to be categorized as an SME. Such is
Hendrawan (2012) who says that a small firm is supposed to have
less than 20, and medium-sized have from about 20-100, number of
fully employed persons. Another defines SME as a privately held
business with personnel employed ranging from 1-9 and 10-99, in
accordance to say small and medium-sized firms respectively (Van
der Wijst, 1989). Therefore for simplicity in this research, the
average overall of table 1 in connection with some of the common
factors highlighted or pointed out by individual scholars, will be
used as the determinants and characteristics of SMEs.

1.1. Hypotheses

2.2. Theoretical and Conceptual Framework: International
Business Involvements of SMEs

Following the above acknowledged questions,
hypotheses formulated:

the following

H01: Nigerian and Dubai SMEs do not go international into one
another’s country’s market(s) for the original intention to
expand their customer base(s).
H02: SMEs from both Nigeria and Dubai not faced with any
country (Nigeria and Dubai) specific differences, which may
pose a serious challenge that can constraint/limit the success
of the SMEs in both countries.
H03: Today, SMEs are not constrained and restricted in terms of
their growth both at home and internationally by external
finance availability and accessibility to the SMEs in both
Nigeria and Dubai.

2. Literature Review
2.1. Characteristics and Definition of SMEs
There is no one precise or generalized definition of SMEs today
because it varies all across different nations, institutions/organizations,
and even people’s views. Chittithaworn et al. (2011) asserts that any
specific or straightforward definition of SME is always subject and
liable to a series of criticisms as a result of the diverse nature of
the SME(s). The significant determinants/characteristics that are
mostly looked at and considered to be as the major factors in
defining what an SME is are the number of fully employed staff,
annual turnover, and value of assets held by the SME. Table 1
below shows what qualifies and defines SMEs as stipulated by some
of the world most recognized institutions; where it shows that the
number of employees, turnover, and value of assets also varies all
across many different countries and institutions.
Table 1: Characteristics of SMEs across different world institutions.

Source: Gibson and Van der Vaart (2008).

In theory, international incorporation of a firm’s activities can take
one or both of the following forms:
ⅰ. Through international trade, which considered as a shallow/
superficial incorporation/integration; this involves trading or
buying and selling of goods and services and;
ⅱ. In the global production of products and services, termed as
intense/deep integration.
By history, for over a hundred years (since early or mid
19thcentury)theblueprintsofcrossborderactivitieshaveshownthattheoperatio
ns have always been established by international trade rather than by
worldwide production (Schmidt, 1996). However, since the 1980s,
world investments patterns have taken a new shape as well as an
increase in more and more different kinds of non-equity business
involvement such as licensing and contracting. And as time passes,
changes occur in the international market place, and so also the
same go with strategies and approaches to the way firms co-ordinate
their activities internationally. As a result, Dunning (1995) also
asserts that due to the changes mentioned above in the integration
approaches to international incorporation of firms, so to do changes
occur and shape the whole global market environment as well. Some
of the drivers that cause and make such changes and alterations
possible can be:
ⅰ. The ability of firms/businesses to sell identical products in
different markets as a result of the increased connection in
consumers’ tastes and preferences worldwide;
ⅱ. The strength of firms to now simplify production processes,
take thorough quality control and to be able to synchronize
foreign activities, resulting from an increase in the presence
and use of information and telecommunication technologies
and;
ⅲ. The ability for capital and technology to move smoothly
across borders as a result of the increasing liberalization of
markets among many other factors/drivers.
Firms have always tried to optimize their activities in response to
these above mentioned forces by diversifying and expanding
internationally; to produce goods and services in many different
ways/stages and at various locations (i.e. worldwide), in an attempt
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to add, or benefit from, a bit of significant value at each of the
steps and situations. To actually understand and conceptualize this
process entirely, it will be vital to look at some of the relevant
models/theories to internationalization process of firms such as the
born-global theory and the Uppsala model among many others.

2.3. Model(s) of Internationalization of Firms
The notion of globalization or internationalization of firms’
operations has been greatly looked at and studied by many scholars
in the area of economics and international business transactions.
Those scholars determine and categorize the behavior and manners in
which firms go internationally, and come up with different academic
theories
to
explain
the
various
approaches
to
firms’
internationalization processes. The concept of internationalization
defined as the process of firms’ increasing their presence and
involvement in international operations. Firms usually internationalize
their operations to develop strategies, and follow different paths, to
support the firms to achieve improved performance and actualize
their long-term goals and objectives. Firms’ internationalization
process follows a time basis approach. And based on the time base
approach, internationalization of firms can be specifically categorized
into two distinctive ways, which may be taken either as a gradual or
dynamic process. Dynamic process/approach to internationalization
looks into, and explains, the concept of born global firms; which is
where the internationalization process occurs very rapidly and
drastically. Whereas the gradual approach follows the traditional
incremental and slow planning process. However, any or both of the
ways can apply to any firm (i.e., irrespective of whether it’s a small
or larger firm) that wishes to expand or go/grow internationally.

Born Global Theory: The Dynamic Process
Many studies such as Rennie (1993); Madsen & Servais (1997);
and Knight & Cavusgil (1996) among many others have significantly
pointed out that particular interest has drawn to the born global
companies as an area of research. Although Levitt (1983) and Yip
(1992) signify that much has done in terms of the study of
marketing strategies of larger multinational corporations (MNCs);
Knight (1997) and Gabrielsson and Gabrielsson (2003), show that
very little has been done with respect to the studies of born global
firms’ (especially SMEs’) marketing strategies and the challenges the
firms face in their international business operations and strategies. To
define the term “born global,” we looked at what or how other
scholars think of the concept of born global. McDougall et al.
(2003) and Railp et al. (2005) view and point out the process by
which firms become more increasingly present in multiple countries
at a time as the whole concept of born global theory. McDougall et
al. (2003) also assert that born global firm aims potential markets
globally to remain competitively better off within the shortest time
possible and to actualize the firm’s vision very quickly.
The concept of a born global firm sometimes refers to a firm
which is relatively small and also considered to be technology
oriented, which internationalizes its operation right from the inception
stage (which is usually supposed to be from year 1-3) (Knight &
Cavusgil, 1996). Oviatt and McDougall (1994) point out that firms
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that are deemed to be born global usually go to as many countries
possible (within their inception stage) in an attempt to significantly
drive and gain competitive advantage(s) through the utilization of
multiple countries’ resources and/or from the sales of the firms’
outputs/products in those countries. The development of born global
firms have been directly linked to some common factors by several
studies, and some of these factors categorized as the
internationalization process pace/speed. The international market
selection and scale; the importance of personal networks and psychic
distance; and the modes of entry and relationship between the
different countries of the world (Aspehind & Moen, 2001; Burgel &
Murray, 2000; Crick & Jones, 2000; Shrader et al., 2000). These
factors have been narrowed down and integrated into three different
elements put together as (a) speed/pace, (b) scale, and (c) pattern of
firm internationalization process of the born global firms (Bell et al.,
2003).

The Traditional Gradual Incremental Process to Internationalization:
Uppsala Model
The gradual, incremental process to internationalization is the
traditional and most widely used approach by many firms (mainly
SMEs) as it follows a stepwise approach also known as the Uppsala
Model developed by Johanson and Vahline (1977). The Uppsala
Model proposes that with time and experience at different stages of
business involvements, firms and entrepreneurs learn and acquire
knowledge about the many and specific markets of the world that
they can go into to utilize the opportunities present in those
international markets. This approach or process of internationalization
also upholds and acknowledges all the means of globalization,
including the practical application of Porter’s five forces framework.
Because it also holds to the principle that firms have to have a
strong base in their home market before beginning to start thinking
of trading internationally (Porter, 1990). Johanson and Vahline (1977)
stated that the model (i.e., the Uppsala model) that is on empirical
studies, it takes into account all the minor steps/stages firms take
into developing their international operations. Starting from using an
agent to export products into other countries; to having a sales
representatives/subsidiaries in their host countries; and even up to
beginning production in those countries. So, here, the first and most
crucial activity termed as the first step towards the
internationalization of SMEs is exportation.
Since the majority of lessons gotten from many studies according
to Schmidt (1996) show that, due to the limited resources at the
reach of smaller firms, this forces them to get heavily committed
into international business involvements. And that the vast majority
of SMEs are not frequently dealing with neighboring countries’
partners (i.e., they are not country-oriented exporters); for example, a
firm from Norway does not always only go to Sweden or Germany
(Schmidt, 1996). Because firms only always go international or
internationalize to grab and benefit from opportunities present in
different international markets irrespective of their proximity to those
markets. Just like Johanson and Vahline (1977) mentioned that
market knowledge contributes to the decision as to whether a firm
gets committed into any other market and internationalizes. Figure 1
below shows the basic internationalization mechanism of how firms
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use specific countries’ market knowledge as a basis for foreign
markets’ commitment/involvement decisions.
ⅱ.
ⅲ.

ⅳ.

Source: Johanson and Vahlne (1977).
Figure 1: The primary international mechanism: Market knowledge and
commitment.

As seen from the circle of activities in figure 1 above, market
knowledge is an essential factor in the whole process and cycle of
internationalization; as it affects commitment decisions and actions
performance(s), leading to the degree of market commitments as
well, and back (Aharoni, 1966). And all these internationalization
engagements by firms are all to strive at increasing their long-term
benefit/profits and also to stay competitively better off.

2.4. SMEs’ General Challenges in the International Market
Place
Despite the somewhat steady growth in the international economic
integration of the global economy due to globalization which
provides good business opportunities for firms today, SMEs face
huge challenges on one side resulting from this. Because
globalization and the whole notion of economic integration have
pushed and encourage firms to expand and grow internationally,
making it possible for foreign firms to come into an SME’s local
market, thereby posing a huge challenge for fierce competition there.
So, the things now are a) What are best possible alternative causes
of actions available out there for SMEs to embark on to respond to,
and tackle such challenges. b) What possible strategic cause of
actions are out there that will be suitable to the firms’ principles
and also contribute to the improvement or add up to the firms’
value chain?
Schmidt (1996) mentions in his study that firms in general, not
only SMEs, are always faced with considerable challenges in an
attempt to co-ordinate their activities network internationally. He
(Schmidt, 1996) also says that the most crucial problem of it all is
the lack of concrete and reliable data for decisions about the
intended foreign market(s) the firms were tapping. Because really,
globalization and internationalization involves so many dimensions
which are so difficult to gather, measure, and to empirically analyze;
as different countries have a different set of roles and problems
leading to lack of generalized way/process to internationalize. Some
of the primary reasons or contributors to the lack of hard data
availability for the SMEs’ decision of/on a good option for the
potentially viable foreign market(s) are put together and presented by
OECD (1995) working party on SMEs as follows:
ⅰ. “Very few countries maintain or keep statistical records on

ⅴ.

exporters and importers which are possibly broken down by
firm size;
“Fewer countries monitor the foreign direct investments by
SMEs;
“Some of the SMEs’ export activities may be very difficult to
monitor statistically because of the way or nature which the
activities are carried out; for example, they may be carried
out indirectly through an intermediary such as a larger firm
trading house;
“In the same way, some of the SMEs’ international activities
are in the form of intangible transactions which may have
been through alliances or joint ventures and any other type of
organizational structures; and
“Finally even where such statistics collected, they are
somewhat complicated to compare; for instance, the measures
of SMEs’ export activities based on the proportion of SMEs’
engagements in trade, cannot readily be compared with the
measures of the proportion of business (s) attributable to the
SMEs.” (Pg. 51).

Finance as a Major Determinant or Challenge for SMEs’ Success
in the International Market
In their studies, Beck & Demurguc-Kunt (2006) looked into the
nature of growth, and the business environment of SMEs. They
highlighted that in the entire business sector, SMEs are essential and
vital as they are considered to be the “engine of growth.” However,
the imperfections of the market and the weakness of the institution(s)
surrounding the SMEs’ business cycle strongly affects the SMEs’
growth ability. Nonetheless, some authors like Biggs (2002) question
the worthiness of that statement and also empirically points out that
many of such markets’ and institutional policies are almost always
size-blinded, though the majority of which may be seen to be in
favor of larger firms. Moreover, Beck et al. (2005) and Snodgrass &
Biggs (1996) studied SMEs’ activities at both the micro-economic
and cross-country level, and they pointed out that SMEs’ activities
contribute significantly positively to the economic development or
growth of any nation or economy.
By looking into the history and relationship between the existence
and the growth of SMEs around the world, and what some of the
challenges preventing their very existence/growth really are; one will
come to realize that there are more SMEs in the developed countries
and very few there are in, or from, the developing countries of the
world (Cull et al., 2006). And all these are due to the availability or
accessibility of external financing at the reach of SMEs in different
countries. The financial support from the external sources could be
because, in the developed countries, where SMEs’ existence and
growth are prominent and very possible, they have a more advanced
financial system(s) in place (Beck et al., 2004). Therefore, a
nation’s/country’s financial institutions and development plays a vital
role in the economic development of the nation; just like how
Cameron (1972) after observing the banking/financial system for
quite sometimes pointed out that a nation’s economic performance
heavily influenced by the nation’s banking system for better or
worse. Even though rocords have shown that “there is no doubt that
modern financial institutions were crucially important for the overall
growth record of many developed economies (like the United States),
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it does not necessarily follow that they played a significant role in
the finance of SMEs” (Cull et al., 2006. Pg. 3020). Generally
speaking, Cull et al. (2006) demonstrated that in reality, SMEs
everywhere in the world hardly raised fund/capital via equity
markets, nor do they secure credit from those larger financial
institutions.

3. Research Methodology
3.1. Research Design
This research is principally built on already existing literature on
SMEs’ involvements in international business transactions in
connection with the entire theory and notion and coupled
concurrently with the problems of globalization. To categorically
explore and test the formulated hypotheses and proffer answers to
the research questions, this research looked closely at the related
parties’ (i.e., SMEs’ owners and high-ranking employees or officials)
views, perceptions, and experience(s) on the issues of this research.
And it is apparent now that this research expressly falls under that
body of research categorized as qualitative research, because it is
meant to explore human perceptions, behaviors, experiences, and
motivations without translating those into numbers (Parahoo, 2006).
Just as Porter (2000) also mentioned that qualitative research is one
that has to do with the collection and analysis of words that maybe
either in written or speech form. And this justifies that this research
is ultimately a qualitative one as it does not fall into or follow, the
traditional scientific approach (i.e., the quantitative approach) (Byrne,
2001).

3.2. Sampling
Giving a total popullation of about 300 SMEs involved in
international business transactions between Nigeria and Dubai/UAE
from/in both countries. The sample subject size for this research was
decided to be 60 SMEs for ease of questionnaires distribution and
data collection. Accordingly, expert judgment deemed such a sample
size reasonably satisfactory enough to use for the study and also it
is sizeable enough to gain significant insights on the general subject
area of this type of study. A purposive sampling technique used for
the choice of specific and actual respondents that answered the
questionnaires. Fifty-one questionnaire responses duly filled out,
returned and accepted. And as earlier mentioned, the respondents to
this very research were made up of the relevant and related SMEs’
higher-ranking officials (such as the managers, accountants, marketers
or sales managers, and so forth) and possibly the owners. The
reason for this choice of respondents is that they are the best people
who are in the right positions to respond and give significantly
consistent and reliable data for this research. The questionnaire
designed for this research comprised 30 questions. Three distinct
categories with ten questions each addressing the three objectives
leading to the test and affirmation or otherwise, of the formulated
vague statements mentioned earlier. The items created in a very
logical manner; in the forms of “yes” or “no,” and also using the
likert-type scale of 1 to 5 corresponding to the options stronglydisagreed to strongly-agreed respectively.
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4. Results, Data Analysis and Discussion
From the sixty questionnaires administered, fifty-one were returned
and duly filled out and accepted. The responses to the questionnaires
administered as they relate to the stated formulated hypotheses
underlined here. Options “Yes,” “Agreed,” and Strongly-Agreed”
from the questions are grouped as a specific category for data
analysis because they serve the same purpose as they relate to, and
affects, the hypotheses in the same manner and consequence. And
same applies to options “No,” “Disagreed,” and “Strongly-Disagreed”
grouped as one specific category of criteria too. “No response” and
“Neutral” are also put together to serve the same purpose.
The data collected and used to test the first stated null hypothesis
shows that about 89.4% of the respondents agreed or answered yes
to the questions, 10% disagreed saying no, while just about 0.58%
remained neutral. The first null hypothesis states that “Nigerian and
Dubai SMEs do not go and grow internationally into one another’s
country’s market(s) for the prime intention to expand their customer
base(s).”
Similarly, in an attepmt to test the second stated hypothesis which
states that “SMEs from both Nigeria and Dubai are not faced with
any the country (Nigeria and Dubai) specific differences, which may
pose a serious challenge that can constraint/limit the success of the
SMEs in both countries.” The result shows that 98.6% of the
respondents agreed to the questions posed to them, 0% disagreed
while about 1.37% are neutral.
Likewise, in testing hypothesis 3 which says that “today, SMEs
are not constrained and restricted in terms of their growth and/or
success both at home and internationally, by external finance
availability and/or accessibility to the SMEs in both Nigeria and
Dubai,” 98.8% of the respondents answered ‘agreed,’ 0% ‘disagreed’
whereas about 1.18% remained neutral.

Data Analyses and Discussion
For the purpose and principle of simplicity, cumulative percentage
method is used to analyze the data in this research. Three
corresponding alternative hypotheses were generated to correspond to
the already formulated three null hypotheses. Questions were
designed and formed in such a manner that an answer “Yes,”
“Agreed,” and “Strongly-Agreed” to a question, will guarantee and/or
call for the rejection of the null hypotheses, consequently calling for
the acceptance of the alternative hypotheses; while an answer “No,”
“Disagreed,” and “Strongly-Disagreed,” warrants the acceptance of the
null hypotheses. Hence, a Z-score test is applied at 5% significant
level and used as decision criteria for the recognition and rejection
of the null hypotheses.

Analysis
The decision criteria for data analyses in this research is set at
the 5% significance level. Therefore,
100% - 5% = 95%
95%/2 = 47.5%
So, anything greater than or above 47.5% considered significant,
whereas anything below 47.5% is not. And from the responses
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presented above, one can see that:
A. “Yes,” “Agreed,” and “Strongly-Agreed” responses which call
for the rejection of a null hypothesis, has 89% which is way
above the 47.5% significance level making it positively
significant.
B. “No,” “Disagreed,” and “Strongly-Disagreed” responses which
guarantee the acceptance of a null hypothesis, has 10% and it
is insignificant because it falls below the set 47.5%
significance level.
C. “No Response” and “Neutral” has 1%.
And by using a normal distribution (still at a significance level of
5%), the criterion for decision here is:
100 – 5 = 95
95/2 = 47.5
47.5/100 = 0.475
As a result, the decision criterion here is determined to be that,
anything above or greater than 0.475 is considered to be significant.
Z-score:
Z = 89 – 10/100
= 0.79
So, given that 0.79 is greater than 0.475, we reject the null
hypothesis that states that “Nigerian and Dubai SMEs do not go and
grow internationally into one another’s country’s market(s) for the
prime intention to expand their customer base(s).” Hence, guides to
the acceptance of an alternative hypothesis, which states that
“Nigerian and Dubai SMEs go and grow internationally into one
another’s country’s market(s) for the prime intention to expand their
customer base(s) always due to the two countries market potentials.”

Analysis
The decision criterion for data analysis set at the 5% significance
level, therefore,
100% - 5% = 95%
95%/2 = 47.5%
So, anything greater than 47.5% is considered significant and vice
versa. And from the responses presented above, one can see that:
A. “Yes,” “Agreed,” and “Strongly-Agreed” responses which call
for the rejection of a null hypothesis, has 99% which is
clearly above the 47.5% significance level making it
significant.
B. “No,” “Disagreed,” and “Strongly-Disagreed” responses which
guarantee the acceptance of a null hypothesis, has 0% and it
is insignificant because it falls way below the 47.5%
significance level.
C. “No Response” and “Neutral” has 1%.
And by using a normal distribution (still at a significance level of
5%), the criterion for decision here is:

100 – 5 = 95
95/2 = 47.5
47.5/100 = 0.475
As a result, the decision criterion here is determined to be that,
anything greater than 0.475 is considered to be significant.
Z-score:
Z = 99 – 0/100
= 0.99
So, given that 0.99 is greater than 0.475, we reject the null
hypothesis that states that “SMEs from both Nigeria and Dubai are
not facing any the country (Nigeria and Dubai) specific differences,
which may pose a serious challenge that can constrain/limit the
success of the SMEs in both countries.” Hence, guides to the
acceptance of an alternative hypothesis, which states that “SMEs
from both Nigeria and Dubai are facing some of the country specific
differences (Nigeria and Dubai), which pose some serious challenges
that constrain/limit the success of the SMEs in both countries.”

Analysis
Again, the decision criterion for data analysis set at the 5%
significance level here, therefore,
100% - 5% = 95%
95%/2 = 47.5%
So, anything greater than 47.5% considered significant, whereas
anything below 47.5% is insignificant. And from the responses
presented above, one can see that:
A. “Yes,” “Agreed,” and “Strongly-Agreed” responses which call
for the rejection of the null hypotheses, has 99% which is
clearly above the 47.5% significance level resulting to its
significant.
B. “No,” “Disagreed,” and “Strongly-Disagreed” responses which
guarantee the acceptance of the null hypothesis, has 0% and it
is insignificant because it falls below the 47.5% benchmark
significance level.
C. “No Response” and “Neutral” has 1%.
And by using the same normal distribution (still at the 5%
significance level), the criterion for decision here is:
100 – 5 = 95
95/2 = 47.5
47.5/100 = 0.475
As a result, the decision criterion here is determined to be that,
anything above or greater than 0.475 is considered to be significant.
Z-score:
Z = 99 – 0/100
= 0.99
So, given that 0.99 is greater than 0.475, we reject the null
hypothesis that stated that “today, SMEs are not constrained and
restricted in terms of their growth and success both at home and
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internationally, by external finance availability and accessibility to the
SMEs in both Nigeria and Dubai.” Hence, guides to the acceptance
of the alternative hypothesis, which states that “today, SMEs are
more constrained and restricted in terms of their growth and success
both at home and internationally, by external finance availability and
accessibility to the SMEs in both Nigeria and Dubai.”

5. Summary and Conclusions
In conclusion, this research focused on Nigeria-to-United Arab
Emirates (UAE)/Dubai international business transactions: The issue
with/of cross-border transactions and finance of SMEs. Some of the
major reasons why SMEs from both Nigeria and Dubai grow and
expand internationally have been looked into and precisely been
outlined and stated, all together with some of the major challenges
those SMEs faces in going internationally (especially those that apply
to Nigerian and Dubai markets specifically). The reasons why
Nigerian and Dubai SMEs engage in one another’s markets, as well
as the challenges they encounter in their international involvements,
cannot be stressed. However, it is found out by this research that
some of the major reasons why both the Nigerian and Dubai SMEs
internationalize are:
ⅰ. For the SMEs to achieve their corporate goals.
ⅱ. Due to globalization (i.e., globalization pushes them to grow
and expand internationally).
ⅲ. To grasp and benefit from potential opportunities present in
the different international markets.
ⅳ. To expand their customer base (gain economies of scale).
ⅴ. To gain a competitive edge.
ⅵ. Due to the different countries’ government incentives and;
ⅶ. To gain long-term security.
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structure and accordingly leads to the easy accessibility and
availability of external finance by SMEs and;
a. That the following country specific factors, shape and
influence the accessibility and availability of external
financing by/to SMEs in both Dubai and Nigeria: a)
Information infrastructure; b) Social infrastructure; c) Legal,
judicial and bankruptcy infrastructure; d) Tax and regulatory
infrastructure and e) Financial institutions structure.
Finally, the research shows and concludes that Nigerian and Dubai
SMEs go and grow internationally into one another’s country’s
market(s) for the prime purpose or intention to expand their
customer base(s) and which are almost always due to the two
countries market potentials. But SMEs from both Nigeria and Dubai
are faced with some of the country specific differences (Nigeria and
Dubai), which pose some serious challenges that constraint and limit
the progress and success of the SMEs in both countries. And that
today, the SMEs are more constrained and restricted in terms of
their growth and prosperity both at home and internationally, by
external finance availability and accessibility to the SMEs in both
Nigeria and Dubai as well. And overall, it is believed that this is
research is the first of its kind to have ever been carried out in the
context of Nigerian and Dubai SMEs international operations or
dealing, with respect to investigating some of the reasons why
Nigerian and Dubai SMEs go/grow internationally and some of the
challenges they face in such pursuit. The usefulness of the findings
and contributions of this research is not only limited to the Nigerian
and Dubai SMEs but also the two countries’ relevant agencies (like
the Dubai department of economic development for example) and
many new intending or interested investors from both Dubai and
Nigeria.

6. Policy Recommendations and Suggestions
Though the study firmed to some general internationalization
challenges that affect SMEs in previous studies. The study found out
that SMEs are limited and constrained due to some country specific
factors that affect the successes and failures of the SMEs in both
the Nigerian and Dubai environments, which are the differences in
the countries: a) Government regulations; b) Political systems; c)
Economic systems; d) Culture or cultural systems; e) Infrastructural
systems and f) Legal systems.
And finances and access to external financing has also been
believed to be a lot of challenges to businesses; and in this research,
both Nigerian and Dubai SMEs have been found out to be facing
and dealing with the problem of finance and access to external
financing in both their home and international markets. Also, some
of the specific factors that were discovered to have been the
significant determinants and contributors to the limitations and
availability of such external finance to the reach of the SMEs at/in
both Nigeria and Dubai are:
ⅰ. That a country’s financial structure affects the financing
pattern in the country, thus changes the availability of SMEs’
financing across the world.
ⅱ. That improved and advanced banks, stock markets, and legal
systems contribute to the improvement of a country’s financial

Because of this research, the major constraints are time and
resources constrain that forced and limited the contributions of the
study as well as areas covered and the number SMEs. Accordingly,
further research is at this moment recommended on this same topic
to affirm and possibly get or generate more insights on the
challenges the Dubai and Nigerian SMEs face in their international
dealings and the reasons behind such. Additionally, if possible a
study to look into higlighted challenges found out by this study and
come up with possible solutions to them is also recommended.
Because that might not only be beneficial to the Nigerian and Dubai
SMEs in their international successes, but also the two countries’
relevant agencies or other countries’ and SMEs thinking of FDIs in
the two countries. Nonetheless, the key challenges SMEs face as
highlighted in this research is strongly recommended to be looked
into and be considered by the two countries’ relevant agencies and
policy decision makers. It believed that the findings could help the
relevant agencies in coming up with better and more favorable
policies that could encourage and motivate the SMEs to do more. In
return, the SMEs will contribute back significantly to the countries’
economic development in the long run.
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Abstract
The main purpose of this study is to explore the influences of different factors on revisit intention to Korea of Vietnamese visitors. A mixed
method including qualitative and quantitative methodologies was utilized. Focus group of 9 experts was carried out for reviewing and exploring
different factors (constructs) and the conceptual model. An in-depth interview with 19 participants was developed with an aim to develop and
correct measurement items. A pilot study to test reliability measurement items was delivered by questionnaires with a sample of 125
respondents. The conceptual model was tested and developed using data collected by questionnaire, from a sample of 462 respondents, by both
electronic and paper surveys with non-probability and convenience sampling techniques. SPSS 20 and AMOS 20 software were employed to
analyze the data. Results showed that reliability, tangibility, responsiveness, empathy and assurance had influences on tourists’ intention to revisit
a destination, especially through satisfaction mediating construct. Destination image, self-congruity, and the emergence of hallyu had influences
intension revisit through attitude and tourist motivate. The topic of this study – the intention of Vietnamese travelers to revisit Korea, has never
been investigated before in Vietnam. The findings provide Korean firms and government with data and information, which assists the process of
researching and carrying out appropriate strategies.
Keywords: Revisit Intention; Hallyu; Seft-Congruity; Destination Image; Satisfaction; Vietnamese Visitors.

1. Introduction
Tourism industry was a service sector that had been recognized to
give a greater impact to the economy of a nation (Le Na, 2010). In
the tourism literature, many scholars had acknowledged the
importance of studying the relationships of variables such as travel
motivation, destination image, visitor satisfaction, revisit intention and
destination loyalty (Huang & Hsu, 2009; Kozak, 2001; Martin & del
Bosque, 2008). Revisit intention was a concept that had interested
researchers in the field of tourism for many years. The relationship
between service quality and visitor’s satisfaction, destination image,
self-congruity, hallyu had also received considerable academic
attention in the past few years. The most popular and widely used
instruments that had been conducted by many researchers to analyze
the concepts of service quality and customer satisfaction in the
service industry were SERVQUAL model. Researchers had put their
interest and emphases on service quality as it had significantly
influenced not only business performance, customer satisfaction,
employee retention, profitability but also customer loyalty ensurement,
high return on investment and competitive advantage (Kim & Lee,
2010; Le Na, 2010). Vietnamese tourists visit Korea to experience its
uniqueness. They are attracted by a beautiful nature which is
reputative for movies industry, art and crafts, musical and cultural
activities, habitat and vernacular architecture, historical significance,
traditional food and activities, and special phenomena. However, the
* Faculty of Marketing, University of Finance–Marketing, Ho Chi Minh
City, Vietnam. Email: ts.truong@gmail.com

exact relationship between service quality and other factors and
revisit intention has still been shrouded with uncertainty. On the
basis of inheriting the previous research, the relationship between
service quality, customer satisfaction, some other factors and revisit
intention to Korea of Vietnamese visitors was investigated in this
study.

2. Literature Review and Hypotheses
Service Quality (SQ)
Service quality played an important role and had received
increasing attention in the tourism literature (Hudson., Hudson, &
Miller, 2004). Many researchers have also investigated the
relationship between service quality, tourists’ satisfaction and their
intention to revisit. According to Atilgan, Akinci, and Aksoy (2003),
service quality had become a great predictor to outcomes, such as
customer satisfaction. Tourist satisfaction was considered very
important, as it was influential in the choice of destinations and
revisit intention (Kozak & Rimmington, 2000). Bowen and Clarke
(2002) stated that determining the impact of service quality on
visitor satisfaction allowed tourism managers to provide the best
possible service. Results of some studies showed that service quality
had a direct effect on tourist satisfaction (Bowen & Clarke, 2002).
Following the SERVQUAL model (Parasuraman et al., 1988) and
SERVPERF model (Cronin & Taylor, 1992), five service quality
dimensions were tangibility, reliability, responsiveness, assurance and
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empathy. Cigdem and Berkehan (2016) found out that these five
elements were significantly correlated with tourist satisfaction.
Firstly, Reliability (RE) was referred to as the ability to perform
the promised service dependably and accurately. Reliability was the
most important factor in conventional service (Parasuraman et al.,
1988; Yang & Fang, 2004; Zeithaml, Bitner, & Gremler, 2006).
Reliability had a significantly positive effect on customer satisfaction,
(Sriyam, 2010; Yator, 2012). Secondly, Tangibility (TA) was physical
facilities, equipment, and appearance of personnel. Ananth, Ramesh,
and Prabaharan (2011) and Yator (2012) considered tangibility a
modern looking equipment and physical facility, such as well-dressed
employees and visually-appealing materials. Tangibility factors
influenced not only customers’ perceptions but also their loyalty and
could bring about more profits (Abdullah, Razak, & Marzukietal,
2013). Researchresults of Pusiran and Xiao(2013) showed that
tangibility and reliability factors influenced customer satisfaction.
Thirdly, Responsiveness (RE) was referred to as the willingness or
readiness of employees to provide service. It involved timeliness of
services. According to Kumar and Manshor (2009), responsiveness
involved understanding needs and wants of customers, opening in
convenient hours, giving individual attention, and paying attention to
problems and customers. Moreover, Assurance (AS) was defined as
the knowledge and courtesy of employees and their ability to inspire
trust and confidence. Assurance meant polite and friendly staffs,
provision of financial advice, interior comfort, eases of access to
account information and knowledgeable and experienced management
team (Saghier & Nathan, 2013). Last but not least, Empathy (EM)
was used to describe the caring and individual attention given to
customers, which involved giving individual attention; opening at
convenient business hours; showing best interest at heart and
understanding customers’ specific needs (Ananth, Ramesh, &
Prabaharan, 2011).
Results of several researches showed that reliability, tangibility,
assurance, empathy and responsiveness had positively significant
impact on customer satisfaction in service sector and tourism industry
(Boonitt & Rompho, 2012). Based on the relationship between
customer
satisfaction
with
reliability,
tangibility,
empathy,
responsiveness and assurance shown above, this study proposed five
hypotheses as followed:
H1:
H2:
H3:
H4:
H5:

Reliability has a positive impact on customer satisfaction;
Tangibility has a positive impact on customer satisfaction;
Responsiveness has a positive impact on customer satisfaction;
Empathy has a positive impact on customer satisfaction;
Assurance has a positive impact on customer satisfaction.

Price (PR)
Price was something measurable which came in several levels and
types, such as affordable price, fair price, discounted price,
competitor price, and price suitability (Kotler & Keller, 2012). Price
included all the costs that visitors needed to pay to obtain benefits
from products or services they experienced in one destination
(Lovelock & Wirtz, 2011). Cost affected customer expectation with
the service level (Zeithaml & Bitner, 2003). According to Williams
and Soutar (2009), tourists perceived positive value when the
received benefits were greater than the costs incurred. Several studies

also confirmed significant effect of perceived price fairness on
customer satisfaction (Yieh, Chiao, & Chiu, 2007). In the service
context, customer satisfaction was the key factor affecting service
loyalty. The satisfied customer was less sensitive towards the price,
purchase more products, were less influenced by the rivals and were
more loyal. Noh et al. (2017) proposed that satisfaction was an
important antecedent to visitors’ attitudinal loyalty. Wang, Wu, and
Yuan (2010) explored that visitors’ intentions to revisit depended on
their experiences and satisfaction. Previous researches also suggested
that perceived costs negatively affect perceived value. Hence, it is
hypothesized that:
H6: Price has a negative influence on customer satisfaction.

Self-Congruity (SC)
There have been various definitions related to self-congruity.
Kressmann et al. (2006) defined self-image congruence as the match
between consumers’ self-concept and user image of a given product,
brand, store, etc. Self-congruity as individuals, all the products have
their own personal images that were defined by price, physical
aspects, and advertisements (Jamal & Goode, 2001). When it came
to self-congruity, Sirgy (1982) mentioned the extension of mismatch
or match among individual’s perceptions of the brand and product.
The congruence between perceived image and self-image of a
product could impact customers’ preference and thus, resulted in
buying behavior. Self-congruity concept was developed in social
psychology and had been useful to investigate consumers’ behaviors
in recent years. Kressmann et al. (2006) used self-congruity as topic
for brand loyalty and brand preference researches. The impact of
social self-congruity on customer behavior was recorded in many
investigations in the field of retail stores, consumer products, and
tourism. In tourism, studies on the effects and relations of destination
personality and tourist behavior could be found. According to Ekinci
and Hosany (2006), destination personality had a significant effect on
tourists’ intention to recommend a certain destination. Destination
personality had a positive influence on both intention to return and
word of mouth (Ekinci et al., 2007). Usakli and Baloglu (2011)
showed that destination brand personality would have a positive
influence on the intention to recommend and return. Sirgy and Su
(2000) found that self-congruity had a positive impact on tourist
behaviors. Self-congruity was supposed to engender a motivational
tendency which in turn biased the interpretation of functional
attributes (Kressmann et al., 2006). Beerli, Meneses, and Gil (2007)
stated that self-congruity influenced leisure tourism. Applying above
results, it could be assumed that self-congruity meant that the
visitors appreciated the destination image and were motivated about
how they felt. Therefore, hypothesis is as follows:
H7:

There is a significantly positive relationship
self-congruity and tourism motivation.

between

Destination image
Destination image had been one of the most popular research
topics in the tourism academic literature (Pike & Page, 2014).
Destination represented the ultimate end of tourism (Leiper, 1979). In
this research, destination image was defined as a general impression

Truong Xuan NGUYEN / KODISA INTERNATIONAL CONFERENCE: ICBE 2019 79-87

on tourist destination and divided into cognitive image and emotional
image. Destination image could be interpreted as a pull factor which
had an influence on whether tourists selected or avoided a place to
visit (Gartner, 1993). According to Kim (2014), destination image
was a favorable image of a destination formed by a combination of
destination’s
attributes
(e.g.,
beautiful
landscape,
shopping
opportunities, cultural exchange, infrastructure, safety, and activities).
Perhaps the most comprehensive definition was the one provided by
Echtner and Ritchie (1993), which defined destination image based
on three dimensions: attributes-holistic, functional-psychological, and
common-unique. They indicated that past definitions were too vague
and thus were unlikely to be effective. Results of several studies
suggested that the destination image positively influenced the visit
intention (Jeong et al., 2009; Phau, Quintal, & Shanka, 2014). Huang
and Hsu (2009) indicated that destination image was an important
factor attracting an individual to visit and motivate repeated visits.
Studies of Gallarza, Saura, and Garcia (2002) and Page and Connell
(2009) stated that destination image had a strong impact on tourist
behavior. It also had a great impact on consumer evaluations
(Herrero, San Martín, de los Salmones, & Collado, 2016).
Destination image positively affected tourists’ attitudes toward places
they might visit (Brijs, Bloemer, & Kasper, 2011; Elliot,
Papadopoulos, & Kim, 2011; Woo, Asperin, & Wolfe, 2013). Some
studies have explored tourist’s revisit intention to predict and explain
tourists’ engagement in diverse types of tourism or visit different
destinations. Based on the previous literature, this study investigated
the relationships between destination image and attitudes toward
future revisit. Hence, the hypothesis proposed is:
H8: Destination image positively influences attitude toward a
future revisit.

Hallyu (HA)
The Hallyu (Korean Wave) referred to the cultural phenomenon in
which people in the world were willing to adopt and consume
Korean popular culture (Jung, 2006). Hallyu was a Korean cultural
production trend that comprised all Korea-related fields such as
K-pop, K-drama, K-movies, K-hi-tech-lifestyle, K-culture, together
with K-cuisine, literature and traditional language. Hallyu was at the
forefront of K-drama and K-pop as these two popular cultural
products were a catalyst to further promote other Korean culture
products. According to Kim Bok-rae (2015), hallyu 1.0 emerged with
K-drama exports in the late 1990s, then came hallyu 2.0 with
K-music, hallyu 3.0 with K-culture, and hallyu 4.0 with K-style.
Hallyu had played an important role in the steady increase of
foreign tourism in Korea and increased purchase of the related
product such as cosmetics, fashion, and Korean cuisine by foreign
customers (Yu et al., 2012). Many previous studies proved that the
Korean Wave also has positive effects on exports of Korean products
and increased tourism (Pang, 2007). Kim and Richardson (2003) had
identified the possibilities that good movies and dramas could be a
driving force behind tourism. Urry (1990) stated that the driving
force to see famous places in movies or dramas was termed the
tourist ‘gaze’. Tourist went to famous destinations in order to gaze
filming locations connected with movies, music or novels. There was
a positive and significant relationship between Hallyu and attitude
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toward Korean products and actual purchase (Kim & Park, 2004). In
2017, there were 220,675 Vietnamese visitors to Korea for tourism
purposes, 31.8% higher than that of 2016 (Korea Tourism
Organization, 2018). Vietnamese visitors have been influenced by
Hallyu and thus, have been likely to decide to travel to Korea.
Hence, hypothesis 8 is proposed as follows.
H9: Hallyu positively affects attitude toward future revisit to
Korea.

Attitude
Attitude defined the reviews, thoughts and relatively consistent
tendencies of humans against an object or an idea. It put humans
into the framework to think about things they liked or did not.
Consumers often buy when they have a positive attitude to the
product or service. The theory of reasoned action (TRA) and theory
of planned behavior (TPB) were developed focusing on trust and
attitudes as determinants of consumer buying behavior. Attitude had
long been among the most important and fervently investigated factor
in consumer-behavior research. Attitude was one of the critical
constructs in understanding tourism motivation and behavior and
tourist’s attitude toward an object was determined by his or her felt
needs and value system (Gnoth, 1997). The factors influencing travel
behavior of tourists included variables motivating them, their attitude
and various situational factors (Venkatesh, 2006; Laws, 1995).
Attitudes played an important role in the formation of travel
motivation, supporting the proposition that attitudes could influence
tourism behavior (Sirgy & Su, 2000; Luo & Deng, 2008). Attitudes
affect tourism motivation, posing the hypothesis:
H10: Attitude positively influences tourism motivation.

Tourism Motivation
Motivation was conceptually viewed as a state of need, a
condition that served as a driving force to display different kinds of
behavior toward certain types of activities, developing preferences,
arriving at some expected satisfactory outcome (Backman, 1989).
Motivation had been recognized by tourism scholars as an important
variable in explaining tourist behavior. Motivations surfaced when a
tourist wanted to satisfy a need or want and this could be seen as a
very important variable in relation to their travel decisions and their
satisfaction (Chang, 2007; Correia, Oom do Valle, & Moco, 2006).
Motivation had been demonstrated as a mediator of relationship
between destination image and visit intention (Phillips & Jang,
2007). According to George (2004) and March and Woodside (2005),
travel motivations could be considered as one of the most important
psychological influences of tourist behavior. Correia et al. (2006)
identified the motivations to travel to exotic destinations: knowledge,
facilities, leisure, socialization, landscape features and core attractions.
On the other hand, Chang (2007) indicated that the motivation for
package tour travelers were: relaxation and pleasure, social
relationships, sociopsychological needs and socio-economic factors.
Kim (2012) stated that motivation of tourism was the power shown
by tourist action. This motivation of tourism affected directly and
indirectly to satisfy needs of a decision-maker at action of making
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decision of travelling. The motivation of tourism was divided into
Push Factor promoted by the inner motivation of tourists themselves,
and Pull Factor allured by the attribute of tourist destination. Mill
and Morrison (1985) classified the motivation of tourism into 7
motivations such as rest motivation, safety motivation, love
motivation, self-esteem motivation, truth motivation, knowledgeseeking motivation, and beauty motivation. According to Noh, Lee,
and Hwang (2017), motivation to offer information had a significant
effect mainly on intentions to recommend. In addition, the motivation
to store records had a significant effect on recommendation
intentions. In this study, the specific hypothesis to be tested is:
H11: Tourism motivation positively influences revisit intention.

Satisfaction
Zeithaml et al. (2006) stated that customer satisfaction related to a
specific transaction (the difference between predicted service and
perceived service) in contrast with attitudes. In terms of tourist
satisfaction, a number of theories had been proposed including the
expectation and disconfirmation theory, the equity theory, the norm
theory and the perceived overall performance theory (Yoon & Uysal,
2005). Kozak and Rimmington (2000) stated that tourist satisfaction
was considered to be very important, as it was very influential in
the choice of destinations, the consumption of products and services,
and the tourists’ decision to revisit. Service quality would impact
customer satisfaction, stimulated repeated visits and encourage
recommendations by the tourists (Kasuma et al., 2016). Service
quality had a positive influence on tourist satisfaction and future
behavioral intentions (Ivyanno & Nila, 2012). Gour and Theingi
(2009) found that passenger satisfaction with service-quality
dimensions was very important in explaining behavioral intentions.
Ladhari (2009)’s study aimed to develop and test a conceptual model
of the relationships among the constructs of “service quality”,
“emotional satisfaction”, and “behavioral intention” in the hospitality
industry. On the other hand, customer satisfaction was defined as the
extent of pleasure or contentment level felt by the visitors as a
result from the experience of consuming a service (Severt, 2007). In
tourism context, consumers were deemed to attain satisfaction when
they perceived experiences services which were beyond their
expectations (Aliman, 2016). Customer satisfaction resulting from
high service quality in tourism would lead to positive word-of-mouth
endorsements and revisits (Ismail, Hanafiah, & Aminuddin et al.,
2016).
In tourism studies, customer satisfaction was the visitor’s state of
emotion after they experienced their tour (Sanchez et al., 2006).
Customer satisfaction was one area researched a lot due to its
importance in determining the success and the continued existence of
a tourism business (Gursoy et al., 2007). In the tourism literature, it
had generally been accepted that when the tourists felt satisfied with
services, products, and other resources provided by tourism
destinations, they tend to increase their revisit intention, visits same
as positive word of mouth effects to such as relatives and/or
colleagues. Tourist satisfaction positively influenced behavioral
intentions in the future (Kim, 2012). The study then derived
hypothesis:
H12: There is a significantly positive relationship between tourist

satisfaction and revisit intention.

Revisit Intention (RI)
Revisit was defined as the act of coming back to or visit again.
The first to reveal the importance of repeat travelers to destinations
were Gitelson and Crompton (1984). They found out that many
destinations relied heavily on the visit of repeated visitors. According
to Um, Chon, and Ro (2006), tourist revisit intention had been
considered an extension of satisfaction. In current years, the concept
of tourist’s revisit intentions has received growing attention from
several researchers. Repeated visitors were more likely than first time
visitors to return to the same destination in the future (Kozak, 2001).
Gitelson and Crompton (1984); Juaneda (1996) confirmed that
repeated tourists were expected to be more likely than first-timers to
choose the same destination for their future visit. Visitors tend to
repeat a destination when they feel satisfied with the particular
attributes during their first visit (Kozak, 2001). Although satisfaction
with a particular destination was a factor influencing repeat
visitations, visitors could not return to the same destination because
they preferred to discover other places in their next holiday (Gitelson
& Crompton, 1984). An overview of above research demonstrated
that tourist revisit intention was considered a valuable concept in
tourism industry. Revisit intention depends on many constructs.

3. Conceptual Model
The relationship between factors and revisit intention has received
considerable attention in academic literature. In this study, we
developed a conceptual model that showcased the relationship
between service quality dimensions, destination image, hallyu,
self-congruity, customer satisfaction, attitude, tourism motivation on
revisit intention. The conceptual model was developed based on the
theory of SERVQUAL model (Parasuraman et al., 1988) and
SERVPERF model (Cronin & Taylor, 1992) and MOA (Motivationopportunity-ability) model (MacInnis, Moorman, & Jaworski, 1991).
Previous researches focused on revisit intention, this conceptual
model was modified by applying 11 constructs to find out the
impact of independent construct. Price was factor added the
conceptual model from result of focus group. Therefore the
conceptual model had 13 constructs (Figure 1).

4. Research Methodology
The research model was developed on the basis of the hypotheses
and needed to be validated empirically using mixed research method
with four phases of development process. In phase I, 13 constructs
in conceptual model were identified, mainly by a focus group with 9
experts. The focus group discussion consisted of two sections. In
section 1, the discussion was based on an extensive literature review
for constructs. All constructs from literature review and explored in
section 1 were incorporated into section 2. In section 2, a content
validity test by CVR (Laewshe, 1975) was designed based on the
interview. In phase II, there was an in-depth interview with 19
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participants to develop and correct measurement items. In phase III,
the measurement items were pilot-tested using a sample size of 125
respondents, Cronbach’s alpha test with an acceptable level of 0.7
was employed.
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After the focus group, the conceptual model having 13 constructs
with 65 measurement items were continued to be tested through an
in-depth interview. The result of the in-depth interview was that
three measurement items (RE4; TM2; and PR5) were deleted because
their validation CVR < 0 was not satisfied. The 62 measurement
items were then proceeded to pilot study.

Pilot Study
Firstly, measurement items for reliability was developed by
Cronbach’s alpha. Cronbach’s alpha of 13 variables were more than
0.6, which was acceptable (Nunnally & Bernstein, 1994; Peterson,
1994; Slater, 1995), indicating high degrees of reliability. Only 2
measurement items (PR4 and AT3) having corrected item-total
correlation of lower than 0.3 were not accepted and 60 remaining
items were ready to continue in the official study.

Descriptive Analysis Result

Figure 1: Conceptual Model

In phase IV, the reliability, validity of the measurement items, the
final model and hypotheses were tested by an official study with
462 respondents. SEM was used to measure the underlying between
observed and latent constructs and test hypotheses. It combined
features of factor analysis and multiple regressions for studying both
the measurement and the structural properties of theoretical models.
For the analysis and testing, SPSS 20 and AMOS 20 software were
used. This study applied non-probability with convenience sampling.
Data was collected using a self-administered questionnaire where the
measurement of constructs was based on existing measuring
instruments. The questionnaire in this research applied a 5-point
Likert scale (1=strongly disagree; 5=strongly agree) and were
distributed both electronically using Google form and by
questionnaire paper. Bootstrap model was used for estimating the
model parameters for retesting reliability of the estimates
(Schumacker & Lomax, 2010).

5. Results of Research
Focus Group
The original conceptual model with 13 constructs was developed
from the theoretical basis, previous research was then retested with a
focus group discussion. Based on results of the focus group
discussion, 13 constructs were revised. In section 1, all participants
agreed with 13 constructs in the conceptual model. In section 2, all
constructs were tested for content validity by CVR. The result
showed 13 constructs with 65 measurement items were accepted.
In-depth interview

In the official study, there were 490 responses, in which 28
invalid responses were eliminated and 462 responses were retained
for further analysis. The response rate was, therefore, 94.29%. In the
aggregate sample, there were 185 males (40,04%) and 277 females
(59,96%). 100% of respondents were revisited to Korea. 425 visitors
(91.99%) traveling by groups were organized by travel companies.
37 visitors (8.01%) traveling by in travel o their own.

Reliability Test
Cronbach's alpha is a coefficient of reliability. It is commonly
used as a measure of the internal consistency or reliability of
measurement items. A higher Cronbach’s alpha coefficient indicated
greater reliability and its acceptable lower limit was 0.6 (Nunnally &
Bernstein, 1994). In this research, the Cronbach alpha coefficient of
constructs was between 0.620 to 0.825. Three measurement items:
RE5; RS5; and TA5 had corrected item-total correlation<0.3 so they
were removed from the study and 57 measurement items remained
to go through EFA.

Exploratory Factor Analysis
The measurement items were refined using exploratory factor
analysis (EFA) and poorly fitted items were excluded from the
study. In this study, an extraction method principal axis factoring
with Promax rotation was used. The Kaiser-Meyer-Olkin measure of
sampling adequacy (KMO)=0.768; Sig.=0.000; Extraction Sums of
Squared Loadings Cumulative=53.36%. Pattern Matrix had 13 factors
with 46 measurement items (Table 1). The result showed that the
RE3; RS4; TA4; TM4; TM5; AS5; EM1; PR3; SA5; IR2; and IR3
were not accepted because the factor loadings were <0.5. Results of
the measurement items, including standardized factor loadings,
standard errors, construct reliabilities, and proportions of variance
extracted for each construct were presented. Factor loadings of the
indicators for each construct were statistically significant and
sufficiently high to demonstrate that the indicators and their
underlying constructs were accepted. The conceptual model with 13
factors with 46 measurement items was qualified for confirmatory
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factor analysis.

RE1
PR2
PR1

Confirmatory Factor Analysis (CFA)

.592
.787
.659

The results of confirmative factor analysis (CFA) showed an
acceptable fit of data: Chi-squared=1391.147; df=906; Chi-square/df=
1.535; P=0.000; GFI=0.897; TFI=0.925; CFI=0.935; IFI=0.935;
RMSEA=0.034. Although GFI=0.887<0.9, but other mode fit indexes
were satisfied. All factor loadings of measurement items were >0.5
significant. Together, these demonstrated an adequate convergent
validity of the measures. Composite reliable and variance extracted
were calculated on the basis of standardized weights estimated in the
CFA model.
Table 1: Pattern Matrix

DI4
DI2
DI1
DI3
DI5
HA3
HA2
HA4
HA1
HA5
EM4
EM3
EM2
EM5
SC1
SC2
SC4
SC3
SC5
AS2
AS1
AS3
AS4
AT4
AT2
AT1
AT5
TM3
TM1
SA1
SA2
SA4
SA3
TA2
TA1
TA3
RS2
RS1
RS3
IR5
IR4
IR1
RE2

1
.822
.805
.673
.655
.546

2

3

4

5

6

Factor
7
8

9

10

11

12

13

.727
.711
.706
.672
.627
.808
.757
.732
.728
.739
.694
.650
.642
.578
.868
.793
.753
.516

Figure 1: The Confirmatory Factor Analysis

.775
.733
.721
.631
.959
.931
.679
.622
.612
.578
.797
.714
.609
.748
.706
.587
.667
.603
.592
.775

Before the hypothesis test, the constructs were tested for two
psychometric properties: reliability and validity. According to Bagozzi
and Kimmel (1995), a factor displayed its reliability if its composite
reliability was greater than 0.6. The Cronbach’s alpha coefficient
retested of all constructs in this study were from 0.636 to 0.954 and
the composite reliability of all constructs were 0.893 to 1.177 (Table
2).
Although variance extracted few constructs weighting nearly 0.5,
model was reliable and valid. Measurement items achieved
convergence validity if standardized regression weighted >0.5 and
regression weighted significant p<0.05 (Anderson & Gerbring, 1988).
The results of this study showed that all standardized regression
weights of 46 measurement items were from 0.503 to 0.906, larger
than 0.5 and their regression weights were significant, therefore
convergent validity of all constructs were satisfied. This model of
measurement items was consistent, there was no correlation between
the measurement error should it achieved unidimensional. The
correlation coefficient between constructs with others had to be <0.9
or p-value had to be <0.05, so that discriminant validity of all
constructs were satisfied (Table 2).
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Table 2: Construct Test
Construct
DI
HA
EM
SC
AS
AT
TM
SA
TA
RS
IR
RE
PR

Table 3: Regression Weights

Cronbach’s Composite
Alpha
Reliability
0.825
0.814
0.839
0.784
0.817
0.812
0.954
0.721
0.745
0.725
0.655
0.636
0.696
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0.815
0.802
0.841
0.784
0.816
0.814
0.465
0.723
0.745
0.727
0.661
0.661
0.701

Average
Variance
Extracted
0.477
0.450
0.570
0.424
0.541
0.523
0.920
0.396
0.494
0.473
0.399
0.502
0.542

Convergent Discriminant
Validity
Validity
Satisfied
Satisfied
Satisfied
Satisfied
Satisfied
Satisfied
Satisfied
Satisfied
Satisfied
Satisfied
Satisfied
Satisfied
Satisfied

Satisfied
Satisfied
Satisfied
Satisfied
Satisfied
Satisfied
Satisfied
Satisfied
Satisfied
Satisfied
Satisfied
Satisfied
Satisfied

Structural Equation Modeling (SEM)
To achieve this objective, AMOS 20 software was used for data
analyzing. SEM allowed the combination to be the underlying
concept with our measurement and could consider the measure
independently or in combination with theoretical models at once. In
addition, SEM is a comprehensive statistical approach for testing
hypotheses about relations between observed and latent variables. It
combines features of factor analysis and multiple regressions for
studying both the measurement and the structural properties of
theoretical models. SEM methodology accounted for independent
variable errors and model multiple relationships simultaneously, which
resulted in more powerful tests of mean differences (Martinez et al.,
2008). The first SEM order, parameter PR to SA had p-value >0.05
therefore it was deleted. Results of second SEM order obtained for
model showed excellent fit (Chi-square=1411.516; Chi-square/df=
1.645; P=0.00; CFI=0.923; IFI=0.923; TLI=0.915; GFI=0.880). The
root mean square error of approximation (RMSEA) described the
discrepancy between the proposed model and the population
covariance matrix. RMSEA=0.037, below the recommended 0.08
level (McKnight, Choudhury, & Kacmar, 2002). Thus, the overall
model had a good fit. Therefore, we could proceed to examine the
path coefficients of the structural model. The results show that all
parameters of 12 constructs in the SEM model for the P-value were
less than 0.05 so the relationships were significant. All of the
constructs were positively correlated, except intention (Table 3).

Parameter
AT
AT
SA
SA
SA
SA
SA
TM
TM
IR
IR

<--<--<--<--<--<--<--<--<--<--<---

DI
HA
RS
RE
TA
AS
EM
SC
AT
TM
SA

Standardized regression
Unstandardized regression
weights
weights
Estimate
Estimate S.E.
C.R.
P
.226
.205
.050 4.088 ***
.307
.314
.059 5.297 ***
.163
.137
.054 2.554 .011
.184
.152
.060 2.523 .012
.131
.114
.054 2.091 .037
.149
.082
.032 2.590 .010
.186
.153
.049 3.122 .002
.127
.123
.050 2.466 .014
.236
.235
.052 4.482 ***
.406
.294
.041 7.209 ***
.141
.124
.055 2.272 .023

Bootstrap Estimate Model
This study used methods Maximum Likelihood (ML) to estimate
the parameters in the model of SEM. Usually in the quantitative
research, so as to test the reliability of the estimates, researchers
have to divide it into two samples. The first half is used for
estimating the model parameters and the other half is for retesting.
The other way is to repeat the study using a different sample and
the Bootstrap method (Schumacker & Lomax, 2010) is suitable. This
study used Bootstrap method with the number of repeated sample
N=1000 to test the model in practice. The CR (bias/SE-bias)
absolute value was <2.0; therefore, the estimates could be trusted
and fit.

Model Fitting and Hypotheses Testing
The conceptual model and twelve hypotheses were tested using
regression weights in SEM. The results, shown in Figure 3 and
Table 3, indicated the value of the fit model and that the overall
variables were supported. 11 hypotheses were significant and less
than the p < 0.05 level, except for H6. Overall, all the path
coefficient-related hypotheses were supported from 0.127 to 0.406. It
was also shown that reliability, tangibility, responsiveness, empathy
and assurance positively influenced satisfaction; destination image and
hallyu positively influenced attitude; tourism motivation and
satisfaction positively influenced revisit intention. Therefore, 11
hypotheses were accepted and 1 was rejected (Table 4).
Table 4: Hypothesis Research Test Results
Results of
Testing
Reliability has a positive impact on customer satisfaction
Accepted
Tangibility has a positive impact on customer satisfaction Accepted
Responsiveness has a positive impact on customer satisfaction Accepted
Empathy has a positive impact on customer satisfaction
Accepted
Assurance has a positive impact on customer satisfaction
Accepted
Price has a negative influence on customer satisfaction
Rejected
There is a significantly positive relationship between
Accepted
self-congruity and tourism motivation
Destination image positively influences attitude toward a
Accepted
future revisit
Hallyu positively affects attitude toward future revisit to Korea Accepted
Attitude positively influences tourism motivation
Accepted
Tourism motivation positively influences revisit intention
Accepted
There is a significantly positive relationship between
Accepted
tourist satisfaction and revisit intention
Hypotheses

H1
H2
H3
H4
H5
H6
H7
H8
H9
H10
H11
H12
Figure 3: Structural Equation Modeling (Second order)
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6. Conclusion
This research was developed to find out factors influencing the
intention to revisit Korea of Vietnamese visitors. Based on the
findings above, it could be indicated that the quality of services
(including reliability, tangibility, responsiveness, empathy and
assurance) impact tourists’ intention to revisit, through satisfaction
mediating construct. Destination image, self-congruity, and hallyu
impact this intention through attitude and tourism motivation. The
path analysis showed that pricing did not have anything to do with
customer satisfaction. Thus, the conceptual model presented
relationships between only 12 constructs. The constructs of individual
including reliability, tangible, responsiveness, empathy, assurance,
self-congruity, destination image, and hallyu are believed to
positively contribute to the level of satisfaction, attitude, and
motivation. The hypotheses generated from this model were tested.
11 of the hypotheses were accepted and 1 was rejected.
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Cosmopolitanism and the Mediating Effect of Country Image on Consumers’
Purchase, Visit and Investment Intentions
Ana SOUSA*, Helena NOBRE**, Minoo FARHANGMEHR***
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Abstract
The paper aims to understandthe mediating effect of country image on the relationship between consumer cosmopolitanism and consumers’
purchase, visit and investment intentions towardsa foreign country, considering the moderating effects of ethnocentrism, materialism, product
familiarity, and visits to a country in a global market. The following research questions are investigated: (1) What is the mediating effect of
Country Image on the relationship between consumer cosmopolitanism and consumers’ purchase (PI), visit (VI) and investment (II) intentions,
considering the moderating effects of consumer ethnocentrism, materialism, product familiarity, and visits to a country?, and (2) How the effect
of the moderating variables consumer ethnocentrism, materialism, country product familiarity and visits to a country, influence the relationship
between CI dimensions and consumers’ PI, VI and II towards a foreign country? Four hundred and fifty-seven valid responses from international
consumers were collected through a questionnaire measuring country image dimensions, namely country cognitions and country affect, consumer
dispositions toward foreign countries, and consumer behavioural intentions. These results show that country cognitions and country affect have a
positive mediating effect on the relationship between consumer cosmopolitanism and consumers’ PI, VI and II. Findingsindicate that the country
image dimensions mediate the relationship between consumer cosmopolitanism and consumers’ purchase, visit and investment intentions.
Keywords: Country Image, Cosmopolitanism, Consumer Ethnocentrism, Materialism, International marketing.

1. Introduction
One possible way to conceptualise the Country Image (CI) it is
as a knowledge structure that differs in its uniqueness, favourability,
strength and salience, which means that the number of associations
as well as the number of links between the associations, will differ
between country images. White, Kiousis, Buhmann, and Ingenhoff
(2019) define CI as "the perception about a country based on a
number of individual assessments, some of which are rational and
cognitive, some of which are based on affective and emotional processes"
(p.294). The emphasis in communicating the CI should be on what
the country means to the consumer, specifically in the understanding
of their feelings and attitudes (Hankinson, 2001). This constitutes a
real challenge, since for the creation of added value for "place
customers" it is needed an effective branding to make the place
* This work was financially supported by the research unit on
Governance, Competitiveness and Public Policy (UID/CPO/04058/
2019), funded by national funds through FCT - Fundação para a
Ciência e a Tecnologia, and a Doctoral grant endorsed to the first
author (SFRH/BD/114989/2016).
** School of Economics and Management (EEG), University of Minho;
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*** DEGEIT - Economics, Management, Industrial Engineering and
Tourism, GOVCOPP, University of Aveiro, Portugal.
E-mail: hnobre2@gmail.com
**** School of Economics and Management (EEG), University of Minho,
Portugal. E-mail: minoo@eeg.uminho.pt

"visible" in a compatible way, which means creating favourable
country associations in consumers’ minds (Killingbeck & Trueman, 2002).
This investigation aims to understand the mediating effect of
country image dimensions on the relationship between consumer
cosmopolitanism and consumers’ purchase, visit and investment
intentions, considering the moderating effects of consumer
ethnocentrism, materialism, product familiarity, and visits to a country
in a Portuguese context, that is, Portuguese products and tourism.
The following research questions are investigated: (1) What is the
mediating effect of Country Image on the relationship between
consumer cosmopolitanism and consumers’ purchase (PI), visit (VI)
and investment (II) intentions, considering the moderating effects of
consumer ethnocentrism, materialism, product familiarity, and visits to
a country?, and (2) How the effect of the moderating variables
consumer ethnocentrism, materialism, country product familiarity and
visits to a country, influence the relationship between CI dimensions
and consumers’ PI, VI and II towards a foreign country?

2. Conceptual background
2.1. Consumers’positive disposition toward foreign countries:
the importance of cosmopolitanism
Riefler and Diamantopoulos (2009) described a cosmopolitan
consumer as "an open-minded individual whose consumption
orientationtranscends any particular culture, locality or community and
who appreciates diversity including trying products and services from
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a variety of countries" (p.415). In 2012, Riefler, Diamantopoulos,
and Siguaw based on this conceptualisation of consumer
cosmopolitanism developed the C-COSMO scale. The use of this
scale allows to identify cosmopolitan consumers on consumptionrelevant characteristics and provides information into their
consumption tendencies. As highlighted by Cleveland, Laroche,
Takahashi, and Erdoðan (2014), the investigation about consumers’
positive dispositions towards foreign countries is an important topic
of research that needs further investigation. Hence the following
hypothesis has been formulated:
H1: Consumer cosmopolitanism has a positive influence on
consumers’ (a) PI, (b) VI, and (c) II towards a foreign country.

2.2. The mediating roles of country cognitions and country affect
Considering the focus of this study, the objective was to evaluate
the global image that consumers have of a country. This means that
CI is formed not only by cognitive beliefs (e.g., representative
products, the level of economic and political development, the degree
of innovation and technological progress) but also by an affective
component responsible for capturing the emotions and feelings of a
particular country (Roth & Diamantopoulos, 2009). As Zeugner-Roth
and Žabkar (2015) suggested the relative influence of country
cognitions and country affect on consumer behaviour differ, and
findings from CI studies are highly important since they provide
strategic information to firms that cross borders by "exporting their
products, manufacturing abroad, and/or competing in their home
markets against foreign companies" (Laroche, Papadopoulos, Heslop,
& Mourali, 2005, p.97). Therefore, CI research is becoming more
significant and prominent due to the increasing trend of free trade
and the rapid globalisation of national economies.
This study aims to provide further knowledge about the mediating
role of CI dimensions on the relationship between consumers’
cosmopolitanism andtheir purchase, visit and investment intentions.
The hypotheses of the study are inferred as follows:
H2: Country Image has a mediating influence on the relationship
between consumer cosmopolitanism and consumers’ (a) PI,
(b) VI, and (c) II towards a foreign country.
H2a: Country cognitions have a mediating influence on the
relationship between consumer cosmopolitanism and consumers’
(a) PI, (b) VI, and (c) II towards a foreign country.
H2b: Country affect has a mediating influence on the
relationship between consumer cosmopolitanism and
consumers’ (a) PI (b) VI, and (c) II towards a foreign

country.

2.3. The moderating effect of materialism, consumer ethnocentrism
(CET), country product familiarity and visitsto a country on
the relationship between country image dimensions and
consumer behaviour
In the present study, materialism is defined as "a value that
guides people's choices and conduct in a variety of situations,
including, but not limited to, consumption arenas" (Richins &
Dawson, 1992, p.307). The authors developed a scale to measure
materialism among consumers, based on the following notions: (1)
acquisition centrality - possessions and their acquisitions assume a
major role in individuals’daily lives, (2) acquisition as the pursuit of
happiness - materialistic individual’s pursuit happiness through the
acquisition of goods rather than personal relationships or experiences,
and (3) possession-defined success –materialists measure success
through their capacity of projecting a desired image and judge their
own and other’s successes by the quantity and quality of acquired
goods.
CET is defined as consumers’ preference for domestic products
instead of foreign ones (Shimp & Sharma, 1987). Though numerous
studies have demonstrated a negative association between
ethnocentrism and cosmopolitanism (Cannon & Yaprak, 2002;
Sharma, Shimp, & Shin, 1995), there is also evidence of the
contrary, an absence of a significant relationship between them when
evaluating cultural openness (Javalgi, Khare, Gross, & Scherer, 2005;
Vida & Reardon, 2008).
According to Josiassen, Lukas, and Whitwell (2008, p.424)
product familiarity refers to "how familiar a consumer is with a
given product category" and familiarity is characterised as the
number of product-related experiences that have been accumulated by
the consumer" (Alba & Hutchinson, 1987, p.411).
The following hypotheses have been formulated:
H3: Materialism moderates the path between CI and consumers’
(a) PI, (b) VI, and (c) II towards a foreign country.
H4: CET moderates the path between CI and consumers’ (a) PI,
(b) VI, and (c) II towards a foreign country.
H5: Consumer product familiarity moderates the path between CI and
consumers’ (a) PI, (b) VI, and (c) II towards a foreign country.
H6: Consumer visits to a country moderates the path between CI
and consumers’ (a) PI, (b) VI, and (c) II towards a foreign
country.

3. Conceptual model

Figure 1: Conceptual Model
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4. Methodology
Data collection and sample description
In total 487 completed questionnaires were recorded and after the
analysis and removal of possible outliers (evaluated by the square
distance of Mahalanobis (D2)) the final sample comprised 457
consumers (Hair, Black, Babin, & Anderson, 2010).
Regarding the demographic and socio-economic profile of the
sample, 59% of the participants were female,and the average age
was 27 years old (ranging between 18 and 69 years old). Return
responses were received from fifty-seven nationalities and the most
representative were German (N=135), Spanish (N=34), Italian (N=42)
and Brazil (N=57). Forty-seven percent of the respondents have a
total household income (year) less than 20.000€� and 26.5%
between 20.000€� and 80.000. Seventy-five percent of the
participants were students and 25% were employees.

and country affect on the relation between consumer
cosmopolitanism and consumer’s purchasing, visiting, and
investing intentions towards a foreign country, a mediation
analysis was conducted using maximum likelihood estimation.
Prior to the mediation analysis the Baron and Kenny (1986)
conditions for mediation were checked. All the paths were
significant at a p< .001 level. Additionally, a mediation
analysis with bootstrapping (based on 5000 samples) was
conducted yielding 95% bias-corrected confidence intervals for
the relative indirect effects (see Table 2).
Table 2: Mediation analysis (N = 457)
Independent variable, mediators,
and dependent variables

Direct
without
mediator

Direct
with
mediator

Bootstrapping
Standardised
Indirect effects

CCOSMO → CC → PI

.283**

.105*

.064**

CCOSMO → CA → PI

.103*

.191**

CCOSMO → CC + CA → PI

102*

.249**

.223**

.054**

.213**

.244**

.209**

.288**

.032

.109**

.032

.083*

.032

.190**

CCOSMO → CC → VI

5. Empirical results and data analysis

CCOSMO → CC + CA → VI

Hypotheses testing

CCOSMO → CC → II

The measurement model achieved acceptable values of the
goodness of fit indices (CFI= .933, GFI= .858, TLI= .927 and
RMSEA= .045), resulting in an acceptable adjustment (Hair et al.,
2010). Convergent validity was evidenced by the significant
standardized loadings (average loading size was .77). Although the
AVE is less than .50 for country cognitions and consumer
ethnocentrism, composite reliability is higher than .60, and the
convergent validity of the constructs is still adequate (see Table 1).
Discriminant validity was further investigated analysing if the square
root of average variance extracted is greater than the construct
correlation between any two constructs (Fornell & Larcker, 1981).
This comparison provided evidence for good discriminant validity of
the seven constructs.
Table 1: Composite reliability (CR), the average variance extracted (AVE),
and inter-construct correlations
CR AVE 1

2

3

4

5

1. Cosmopolitanism

.785 .553 .744

2. Country Cognitions

.840 .402 .251 .634

3. Country Affect

.955 .810 .382 .544 .900

4. Purchase Intentions

.864 .680 .326 .441 .568 .825

5. Visit Intentions

.855 .665 .408 .463 .656 .466 .815

6

7

6. Consumer Ethnocentrism .836 .460 -.276 .044 -.034 .026 -.105 .679
7. Materialism

.421**

CCOSMO → CA → VI

.887 .724 -.037 -.037 -.124 -.128 -.034 .082 .851

The results pertaining to the individual hypotheses are detailed
below:
Hypothesis 1: results showed that cosmopolitanism has a
significant and positive influence on consumers’ purchasing (â=
.288, p< .001), visiting (â= .433, p< .001), and investing (â=
.173, p< .001) intentions, thus supporting hypothesis H1a, H1b
and H1c.
Hypothesis 2: concerning the mediating role of country cognitions

CCOSMO → CA → II
CCOSMO → CC + CA → II

.171**

Direct effect
CCOSMO → CC

.298**

CCOSMO → CA

.434**

CC → PI

.207**

CC → VI

.169**

CC → II

.363*

CA → PI

.431**

CA → VI

.548**

CA → II

.188**

Note: * effects are significant at p <.05; ** effects are significant at p <
.001; Indirect effects are based on 5.000 bootstrapping samples and
control for gender, age, country familiarity and visits; Consumer
Cosmopolitanism (CCOSMO); Country Cognitions (CC); Country
Affect (CA); Purchase Intentions (PI); Visit Intentions (VI);
Investment Intentions (II).

These results show that country cognitions (CC) and country
affect (CA) have a positive mediating effect on the relationship
between consumer cosmopolitanism and consumers’ PI, VI and II
supporting H2a and H2b. According to Hayes (2009) simulation
research has proved that bootstrapping is one of the more valid and
powerful methods for testing intervening variable effects. After
preforming the bootstrapping analysis, results shown a significant,
indirect effect from cosmopolitanism to purchase, visit and
investment intentions through country cognitions, thus supporting
H2aa, H2ab and H2ac. Results also show a significant, indirect effect
from cosmopolitanism to purchase, visit and investment intentions
through country affect, thus supporting H2ba, H2bb and H2bc.
To test moderation multi group SEM has been performed (Hair et
al., 2010), where the moderator or grouping factor is defined and the
different group values are assigned. To test the categorical
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moderation hypotheses, we produced the critical ratios for the
differences in regression weights between groups of consumer
materialism (low, high), CET (low, high), consumer product
familiarity (low, high), and consumer visits to a country (1=No
visits, 2=One or more visits). From these critical ratios, we
calculated p-values to determine the significance of the difference.
Hypothesis 3: the analysis of the critical ratios for differences
between individual parameters in the free model show that
materialism moderates the path between CC and VI, for the
group of low materialism consumers (â= .247; p< .05), partially
supporting hypothesis H3b. This means that for individuals that
show low levels of materialism, CC contribute to explain VI.
Hypothesis 4: the analysis of the critical ratios for differences
between individual parameters in the free model show that
ethnocentrism moderates the path between CC and VI, for the
group with high ethnocentrism (â = .266; p< .001), partially
supporting hypothesis H4b. This means that for individuals that
show high levels of ethnocentrism, CC contribute to explain
visit intentions.
Hypothesis 5: the analysis of the critical ratios for differences
between individual parameters in the free model show that
consumer product familiarity positively moderates the path
between CC and VI, for the group with high product
familiarity (â = .285; p< .001), partially supporting hypothesis
H5b.This means that CC are important to explain visit
intentions for individuals that show high levels of product
familiarity.
Hypothesis 6: the analysis of the critical ratios for differences
between individual parameters in the free model show that
consumer visits to a country positively moderates the path
between CC and VI, for the group that visited the country (â
= .276; p < .001). Although the influence of CA on VI is
significant and positive for consumers who have visited the
country (â = .423; p < .001), it is stronger for those who did
not visited the country (â= .669; p< .001) supporting H5b.
This means that both country cognitions and country affect are
important to explain visit intentions.
The R2 indicates that 35%, 52.5%, and 21.3% of the total
variation of the purchase intentions towards Portuguese products, visit
and investment intentions, respectively, may be explained by the
relationship between consumer cosmopolitanism and consumers’
purchasing, visiting and investing intentions, considering the
mediating effect of country image dimensions, controlled for the
influence of age, genderand country familiarity.
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Abstract
This study examines the relationship of satisfaction and word of mouth (WOM) in English centers in Ho Chi Minh City through a survey of
200 students. Research using Raymon scale (2006), Cronbach's Alpha reliability factor and Exploratory Factor Analysis (EFA), Confirmatory
Factor Analysis (CFA), AMOS program, Structural Equation Modeling (SEM). The results show that word of mouth (WOM) praise and WOM
Activity are strongly influenced by affective commitment factor. Satisfaction is more affected by the quality of functional services than the
quality of technical services; then satisfaction will directly and positively impact on the affective commitment factor, helping the foreign
language center to create a good image in the perception of student; leads to WOM praise and WOM activity. The authors have conducted the
EFA and CFA methods to measure Functional quality, technical quality, satisfaction, affective commitment, high-sacrifice commitment, WOM
praise and WOM activity and the results show that the components of the scale ensure reliability and validity, which can be used in English
language centers in Ho Chi Minh City, and have a high degree of applicability in Vietnam.
Keywords: Word of Mouth, Functional Service, Technical Service

1. Introduction
Nowadays, the demand for learning languages is significantly
increasing among learners from all walks of life, each of whom has
a different purpose. Most of the learners give their commitment to
the goal of enhancing their English competence while some young
learners just consider language learning as a fad. There are a large
number of foreign language centers in HCM City. According to the
website of Department of Personnel and Organization of Ho Chi
Minh City Department of Education and Training, there are 341
foreign language centers, 47 foreign language and cultural centers, 94
foreign language and informatics centers, 101 foreign language,
informatics and cultural centers. Thus, there are 583 foreign language
centers in total with over 750,000 learners.
With the explosion of social network sites, learners can share
their experience after attending a course, which is likely to greatly
affect learners’ choice of foreign language centers as well as their
decisions to continue to register for higher classes.

2. Theoretical Structure And Research Model
2.1. Theoretical basis
Word-of-mouth (WOM) is a form of informal non-commercial
communication in which information about a brand, a product, an
organization, or a service is transferred from one person to another
* School of Business Administration, Saigon International University,
Vietnam. E-mail: truonghappy@gmail.com

(Harrison-Walker, 2001), and receivers (consumers) think that this
form of communication has a greater influence on their choice than
other forms of communication (Murray, 1991). Indeed, some studies
evaluated the impact of WOM influence and indicated that its effect
is 9 times as good as advertising in the shift from unwillingness to
positive attitudes (Day, 1971). With the advances in technology,
especially in the field of electronic communications, the scope of
WOM's influence has increased significantly, showing that there has
been great interest in this form of communication and its impact on
market results.
Researchers also found that WOM exerted greater influence on
consumers’ decisions to use a service than to buy a tangible product
(Murray & Schlacter, 1990; Bristor, 1990). Bansal and Voyer (2000)
argued that the service intangibility, which makes it difficult for
consumers to make comparison before making a purchase, caused
this difference. In addition, the influence of WOM on consumers’
choice varied from service to service (Still & ctg, 1984). The market
in English teaching in HCM City is highly competitive; therefore,
the impact of WOM is inevitable.
A number of previous studies which used scales of factorial
structures (Harrison & Shaw, 2004; Fullerton & Taylor, 2002; Brady
& Robertson, 2001) showed that value-based measurement such as
management efficiency was limited. Current research has overcome
this limitation by accepting Gronroos's (1984) recommendation, which
indicated that service quality should be evaluated in two aspects:
what customers receive (technical quality), and how customers
receive it (functional quality). WOM is considered as a
two-dimensional structure which includes both WOM Activity and
WOM Praise.
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2.2. Research model
Raymond (2006) constructed a research model of how satisfaction
affects word-of-mouth on the premise of the aforementioned theories,
and this is also the research model proposed by the group of
authors.

VUS
YOLA
ACET
Dương Minh
SEAMEO
Anh văn đại học sư phạm
ILA
EQUEST

35
27
13
30
22
16
38
19

Study time
No. of participant
Under 3 months
77
From 3 to under 6 months
45
From 6 to under 12 months
31
Over 12 months
47

17,5
13,5
6,5
15,0
11,0
8,0
19,0
9,5
Percent. (%)
38,5
22,5
15,5
23,5

Source: field survey of the authors

Figure 1: Research model

The hypotheses are as follows:
H1: The higher the Affective commitment is, the more WOM is
generated.
H2: The higher the Affective commitment is, the greater WOM
Praise is created.
H3: The effect of Affective Commitment on WOM is greater than
the impact of High-sacrifice commitment on WOM behavior.
H4: The effect of Affective Commitment on WOM is greater than
the impact of High-sacrifice commitment on WOM Praise.
H5: The higher level of Satisfaction collaborates with the greater
level of Affective Commitment
H6: The effect of Satisfaction on Affective commitment is greater
than the effect on high sacrifice commitment
H7: The higher level of the perception of Technical quality
correlates with the higher level of Satisfaction
H8: The higher level of Functional quality correlates with the
higher level of Satisfaction

3.2. Measure of internal consistency
A measure of internal consistency with corrected item-total
correlation measuring less than 0.3 will be rejected, and the
reliability statistics of Cronbach's Alpha must be 0.6 or greater
(Nunnally & Burnstein, 1994). Table 2 shows all items that can be
used in Exploratory Factor Analysis (EFA).
Table 2: Results of Cronbach's Alpha
Order

Factors

Cronbach’s
alpha

1
2
3
4
5
6
7

WOM Activity
WOM Praise
Affective Commitment
High-sacrifice Commitment
Satisfaction
Functional Quality
Technical Quality

0,768
0,771
0,864
0,842
0,851
0,741
0,794

Correlation
variables - the
smallest sum
0,468
0,569
0,408
0,510
0,629
0,543
0,439

Source: calculated of the authors

3. Implementing Research

3.3. Discovery Factor Analysis

3.1. Study sample
300 direct questionnaires were distributed in English language
centers by the end of 2015 with a return of 250 samples. After
preliminary examination, 50 were rejected due to non-eligibility, 200
left were used for analysis (Table 1).
Table 1: Sample characteristics
Gender
Female
Male

No. of participant
131
69

Percent (%)
65,5
34,5

Age
Under 18
From 18 to 25
From 26 to 35
Over 35

No. of participant
91
95
11
3
English centers
No. of participant

Percent (%)
45,5
47,5
5,5
1,5
Percent (%)

Exploratory Factor Analysis (EFA) was conducted using Principals
axis factoring method in combination with Promax rotation method.
The EFA results for the WOM and WOM Praise scale show that
the modeled explanatory variance of the model was 53.096% of the
total variance of the sample, the two factors extracted at the
eigenvalues of 1,007. KMO statistic is 0.712 and Sig. is 0%. Two
important factors are: WOM Praise is formed from three observation
variables; WOM Activity is formed from two observed variables.
The EFA for the Affective Commitment and the High-sacrifice
Commitment show that the overall explanatory variance of the model
was 53.465% of the total variance of the sample, with two factors
having eigenvalues of 1,659. KMO statistic is 0.903 and Sig. is 0%,
which satisfies the condition of the analysis. Two significant factors
are: Affective Commitment is formed from 7 observation variables;
High-sacrifice Commitment is formed from 5 observation variables.
Satisfaction factor was maintained, the overall explanatory variance
of the model was 59,337%, the factor extracted at the eigenvalues of 
2.767. The coefficient of KMO is 0.788 and Sig is 0%. A
significant factor is a satisfaction which is formed from four
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Table 3: SEM model results

observation variables.

Relationships

Estimated
S.E.
Coefficient

C.R.

P

Hypothesis Conclusion

SHL

<--- CLDVKT

0,367

0,092 4,015 0,000

H1

Chấp nhận

SHL

<--- CLDVCN

0,579

0,090 6,442 0,000

H2

Chấp nhận

CKTC <---

SHL

0,883

0,094 9,406 0,000

H3

Chấp nhận

CKHSC <---

SHL

0,601

0,105 5,702 0,000

H4

Chấp nhận

HVTM <--- CKTC

0,602

0,137 4,386 0,000

H5

Chấp nhận

TMKN <--- CKTC

0,922

0,114 8,078 0,000

H6

Chấp nhận

TMKN <--- CKHSC

0,184

0,081 2,266 0,023

H7

Chấp nhận

HVTM <--- CKHSC

0,167

0,125 1,333 0,183

H8

Bác bỏ

Source: Analysed by the authors group

Figure 2: KMO

The EFA results of the Functional and Technical Quality indicate
that the explanatory total variance of the model was 50.894%, the
factor extracted at the eigenvalues of 1.26. KMO statistic is 0.788
and Sig. is 0%. Functional quality is measured by 4 observed
variables. Technical Service Quality is measured by 3 observed
variables.

Estimated results show that the H1, H2, H3, H4, H5, H6, and H7
relationships in the research model, through the non-normalized
regression table, are acceptable, H8 alone is not statistically
significant. Consequently, H8 hypothesis will be rejected for the
purpose of revising the relevant research model.
Estimated results show that the theoretical model after calibration
is quite consistent with the market data as follows: Chi-square with
a degree of freedom of 341, the probability of 0% is 609.023, GFI
reaching 0.905, TLI reaching 0.895, CFI reaching 0.905 and RMSEA
reaching 0.063.
Estimated results show that the H1, H2, H3, H4, H5, H6, and H7
relationships in the research model, through the non-normalized
regression table, are acceptable, H8 alone is not statistically
significant. Consequently, the H8 hypothesis will be rejected for the
purpose of revising the relevant research model.
Estimated results show that the theoretical model after calibration
is quite consistent with the market data: Chi-square with a degree of
freedom of 341, the probability of 0% is 609.023, GFI reaching
0.905, TLI reaching 0.895, CFI reaching 0.905 and RMSEA reaching
0.063.

3.4. Results of Structural Equation Modeling (SEM)
Confirmatory Factor Analysis (CFA) results show that the model
achieves high correlation with market data with Chi-square=582,587,
degree of freedom df=328, GFI=0.910, TLI=0.896 and CFI=0.910
(Bentler & Bonett, 1980). At the same time, the Chi-square/df
adjusted to 1,776 (Carmines & McIver, 1981) combined with
RMSEA = 0.062(Steiger, 1990) showed that the data matched the
case study (Figure 2).
Verification shows that all correlation coefficients of the concepts
are less than 1 which render them statistically significant. Thus, the
above concepts achieve distinct values (Steenkamp & Vantrijp, 1991).
Estimated results show that the theoretical model is quite suitable
for market data as follows: Chi-square with 340 degrees of freedom,
0% probability of reaching 607,525, GFI of 0.905, TLI reaching
0.894, CFI 0.905 and RMSEA 0.063. Thus, it can be concluded that
the theoretical model is appropriate and can be used to test the
expected relationships.

Figure 2: The theoretical model after calibration

Results of normalized regression coefficients show that Functional
quality factor impacts Satisfaction more than Technical quality (0.595
> 0.355); Satisfaction has a stronger impact on Affective
commitment than High-sacrifice commitment (0.907 > 0.574);
Affective commitment influences WOM praise rather than WOM
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activity.

4. Conclusion and Regulation
4.1. Administrative implications
Analytical results show that "Functional quality" has a stronger
impact than "Technical quality" on the satisfaction of the learners,
which affects the commitment; then the commitment influences word
of mouth. As a result, English language centers should focus on
improving the Functional quality.

Enhance the Functional quality
The authors suggest that English Language Centers standardize
services and service provision, control services and develop a
comprehensive quality control system with a focus on ensuring
service quality and meeting the requirements of the learners. The
steps are as follows:
- The starting point: identify the need and apply the service
quality assessment model SERVQUAL (Parasuraman & ctg,
1985).
- Organizing the specialized unit: to prepare the work of
organizing and building the quality assessment department
- Training awareness and skills in applying the methodology: train
qualified staff with basic skills of identifying the needs of the
learners, standardizing services, developing evaluation standards
and quality control methods.
- Conducting service standardization: to obtain a set of service
standards and the process of supplying and controlling service
quality.
- Developing regulations on quality assessment: to gain regulations
on evaluation standards and assessment process.
- Developing annual evaluation program and assessment plan for
each evaluation: The annual evaluation program can assess and
completely control processes and departments affecting quality.
The assessment plan for each session should identify
questionnaires, scoring methods, assessments, and work for both
assessors and assessed departments.
- Promulgating and applying service rules and service evaluation:
provide service in conjunction with quality control based on
SERVQUAL.
- Maintaining and improving: regularly assess (especially from
learners), analyze results, continue to improve quality and
standardize services and processes so that they always meet the
requirements of the learners.

4.2. Conclusion
The authors have conducted the EFA and CFA methods to
measure Functional quality, technical quality, satisfaction, affective
commitment, high-sacrifice commitment, WOM praise and WOM
activity and the results show that the components of the scale ensure
reliability and validity, which can be used in English language
centers in Ho Chi Minh City, and have a high degree of

applicability in Vietnam.
In the SEM model, WOM praise and WOM activity are strongly
influenced by affective commitment (β, is respectively at 0.798 and
0.497). Learners’ satisfaction has a strong impact on affective
commitment (β is 0.907). Satisfaction is strongly influenced by
Functional quality rather than technical service quality (β is 0.595
and 0.355, respectively). Satisfaction directly and positively affects
the affective commitment and high-sacrifice commitment, helping
English centers create a good image in learners’ feeling, which will
lead to WOM praise and the WOM activity to English centers where
learners have studied. Therefore, to increase the likelihood of WOM
activity and WOM praise of English learners, English language
centers need to have policies that have impact on all factors, but in
a certain order of preference.
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Abstract
Business model and consumer environmental sustainability performance are important drivers of food market players. The purpose of this study
is to develop the hybrid cultural value systems and market-related forces to promote consumer satisfaction for improvement based on the
business model innovation to possess a competitive advantage. Existing on consumer environmental sustainability performance and
socio-demographic variables in the food safety landscape has been reviewed to present a clear business model of the current consumer behavior
studies. Methodology: The design of the study model used in this study was developedvia cultural value systems, consumer and, market-related
forces in the development process. Market Consumer Interconnector have classified the good products safety management business model as the
regulation of inputs such as the embodiment of socio-demographic profiles and an embodiment of cultural value systems information, which
reinforcement on the consumer environmental sustainability performance to prevent food poisoning in Vietnam.
Keywords: Green Supply Chain Management (GSCM), Traditional Cultural Values, Environmental Sustainability Performance

1. Introduction
According to Dierks, Bruyère, Reginster, and Richy (2016), the
medical and pharmaceutical sector faces challenges due to economic
changes towards increasing healthcare costs and the new trend of
patents service satisfaction and behaviour. Furthermore, different
challenges such as new patents demands, economic changes, and
regulatory reforms in emerging economy are uncertain in emerging
economy countries involve an adaptation of medical and
pharmaceutical sector. As quoted by Kawai, Seki, Fuchino, and Naka
(2012), products perceived design systems have become essential for
developing high value-added products in the medical and
pharmaceutical industries. New medical and pharmaceutical business
model to new models has empowered competition in order to intense
and sales growth.
In recent years, growing awareness of environmental concerns in
combination with health concerns about safety risk management on
medical and pharmaceutical products has led patents to question
good environmental sustainability performance practices for organic
food. In Vietnam, concern about raw material safety regarding on
pesticide management in Natural Health and Supplementary Products
and their residues among consumers is elevated at the moment,
because, the increasing use of pesticides coupled with their
widespread mismanagement lead to considerable concerns about
environmental pollution in sediments, surface and drinking water the
Mekong Delta in Vietnam and its effect on human health (Toan et
* I would like to thank my fellow for their feedback, cooperation and
friendship.
** Graduate School of Business and Law, RMIT University, Australia.
E-mail: casio947@gmail.com

al., 2013).
Overall, the review of public health and environmental health
have been suggested (Curl et al., 2015; Ye et al., 2015; Ntzani et
al., 2013; Moisan et al., 2015; Van Maele-Fabry et al., 2012; Young
et al., 2005) human health risks in accordance with residues
pesticides dietary on Natural Health and Supplementary Products
such as fruits, vegetables, and the use of antibiotics in animal
production. The potential negative effects of dietary pesticide residues
on human health have been related to an increasing human health
risk (Mie et al., 2017). Some diseases such as Parkinson’s disease,
cancers, and childhood leukaemia or lymphomas are reported as a
reason linked to the exposure from dietary pesticide residue (Curl et
al., 2015; Ye et al., 2015; Ntzani et al., & Ntzani et al., 2013;
Moisan et al., 2015, 2013; Young et al., 2005; Chen, 2015; Mie et
al., 2017).
With increasing environmental concerns, the Vietnamese
government has become interested in developing a policy on good
agricultural practices for the production of fresh fruit and vegetables
in terms of food safety risk management. However, there are few
studies on consumer behavior towards organic food in the
Vietnamese retail food industry. Previous research in the consumer
buying intention literature (Gan et al., 2008; Hashmi et al., 2012;
Cong et al., 2013; Chong, 2013; Torbati, 2017; Chen, 2015; Lin &
Chen 2016; Nguyen-Viet et al., 2017b) demonstrated lower likelihood
to employ the concept of integrated models in relation to Radder
and Le Roux’s Consumer Choice Model and cultural value system in
investigating. This study will provide an overview of consumer,
market, and cultural values influencing patents buying intention in
healthcare industries market. Furthermore, this study will propose a
conceptual framework for patents buying intention on business model
in order to support selling safety products in the Vietnamese food
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sector. Factor that determining consumer buying intention have been
brought to light marketing research, however, the information of
cultural influencing, market and customer related factors still is far
away for food industries marketer engaging in the healthcare service
sector. In Vietnam, there is a variety of and medical and
pharmaceutical industries doing business in the healthcare service
sector. Some of the healthcare specialists and marketers are focusing
on different groups of socio-demographic variables on patents
consumer performance.
In the medical and pharmaceutical industries, the patents go
pharmacy and hospital to get medical service and pharmaceutical
products somewhere. So the information for the healthcare specialists
and marketers are that patients’customer expectation regarding
medical and pharmaceutical industries move upward and this study
attempts to fill the gap by examining the relationships between
cultural factor, consumer-related forces, market-related forces,
socio-demographic variables and patients’ buying intention in leading
medical and pharmaceutical products consumption in the Vietnamese
healthcare industry. Limited research has explored the ways
investigating the relationship between consumer related forces and
consumer behavior in food retail industry (Sakthirama & Venkatram,
2013; Radder, & Le Roux, 2005). However, the implementation of
Radder and Le Roux’s Consumer Food Choice Model and the
impact of food choice motives are still in a nascent stage
(Sakthirama & Venkatram, 2013) in emerging countries. With
increasing environmental concerns, the Vietnamese government has
become interested in developing a policy on good agricultural
practices for the production of fresh fruit and vegetables in terms of
food safety risk management. Most recently the World Bank (World
Bank, 2017) reports that the use of antibiotics in animal feeds is the
norm and was using as many as 15 veterinary drugs in the feed.
The awareness of green supply chain management not only restrict
the use of chemical compounds, but it also not permitted pesticides
are not permitted in certified dietary supplements, the requirements
for safe raw materials production are not nearly as stringent
(Simmons, 2008).
The USA and EU had set its own United States Department of
Agriculture (USDA)
and Council Regulation (EC) No 834/2007 to control conventional
pesticides ingredients or ionizing radiation (Tundys, 2015). However,
there are a few studies on green supply chain management in the
Vietnamese food market sector. The purpose of research is to
developthe food safety standards business model of consumer
environmental sustainability performance to promote consumer
satisfaction for safety standard services improvement for the medical
business model innovation to possess a competitive advantage in the
medical and pharmaceutical industry.

2. Problem Statement
Most recently the World Bank (2017) reports that the use by
farmers of antibiotics in animalfeeds is the norm and in addition was
using as many as 15 veterinary drugs in the feed. The guidelines of
organic agriculture not only restrict use of chemical fertilizers, but it
is also not permitted to use pesticides to use in certified organic

agriculture. The requirements for safe vegetable production are not
nearly as stringent (Simmons, 2008). The USA and EU had
authorized its own United States Department of Agriculture (USDA)
and Council Regulation (EC) No 834/2007 to control conventional
pesticide ingredients or ionizing radiation (Tundys & Andrzej, 2014).
However, there are few studies on green supply chain management
in Vietnam. The purpose of this research is to suggest the business
model for the factors affecting the Vietnamese government
implementation of food safety standards practices in the food market
sector.
The research questions are constructed below:
How may the implications of this hybrid food safety standards for
consumer interconnector develop and consumer’s environmental
sustainability performance in a more practical way toward food
safety standards in Vietnam?

2.1. Development of Hybrid Safety Standard Market
Consumer Interconnector

Figure 1: Indicates the level of business model proposed to result from
different combinations of safety standards (Performance and market related
performance in accordance with consumers’ environmental sustainability
performance).

3. Methodology
A desk top review of literature on the case study of
implementation of GSCM practices in packaging and labelling
processes was carried out. This case study of development design
applies the theoretical framework of Hybrid Vietnamese Traditional
Cultural Values and Consumer Environmental Sustainability
Performance in Figure 1 to suggest market consumer management
model.

4. Design Goals and Constraints: development processes
4.1. Vietnamese Traditional Values System
Cultural values are defined as ‘culturally-determined knowledge
from one generation to another’ by Nayeem (2012). Since cultural
dimension can be thought of as a society’s personality that is
transmitted and maintained by groups of certain specific society such
as different size members share as a collection of meanings,
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subjective norms and traditions (Peter & Olson, 2007; Nayeem,
2012). As an implementation of these meanings, marketers can also
analysis the cultural meaning as society's personality. As a cultural
value in Vietnam, Drummond and Thomas (2003) expressed
"Vietnamese Traditional Values as Endogenous Potentials". There is a
discourse against religion which stems from theories of religion, but
which partly drawn from Confucian discourses targeting competing
beliefs systems and threatening ideologies as superstition (Drummond
& Thomas, 2003). The definition of Confucian is defined by
Otmazgin and Ben-Ari (2012) as a philosophy is not common
knowledge, it is generally understood, or reduced, at the everyday
life level to patriarchal family relations. As a research of Confucian
in Vietnamese society, gender structure influences views and
expectations on religion could be seen at the beginning of the 20th
century when Vietnamese Society was struggling to modernize itself
(Drummond & Thomas, 2003).
According to Khairullah and Khairullah (2016), Vietnam that
ranks high index on traditional cultural values based on developing
long-lasting relationships in family groups consisting of more than
two generation of the same family. In addition, the traditional
Vietnamese cultural values include working with families in terms of
the hierarchical tradition places, for example, the elder male as the
primary decision maker in the family (Hess et al., 2009). The
Vietnamese cultural value system is based on four basic tenets such
as the family members to show respect to elderly and senior groups
in regards in age, status, or position (Hess, et al., 2009).
Furthermore, the general traditional Vietnamese cultural values are
regarded as a parental role model influence scale referred to
purchase intention three items are consistent with Sciences and Wiese
(2016), Khairullah (2016), Siobhan (2017).
The parental control study has been used in a previous study
regarding service performance among rural, semi-urban and urban
areas in India (Sethi & Chawla, 2014). Findings indicated that more
than 80% of the respondents chose their service provider as per their
wish which shows a lot less parental control in all areas. Despite
the influence that a cultural value system has in consumer buying
intention, many previous studies seem to have ignored this dimension
of theory and models (Nayeem, 2012). According to Peter and Olson
(2007), marketers can even analyze the shared cultural meanings of
smaller groups as a reference group or family size (people in one's
nuclear or extended family). First, culture is the meanings shared
among the groups of people (of any size), marketers can also
analyze the cultural meaning of subcultures or social class (middle
and working class). The findings indicate that the cultural value of
emerging market may lead to the development of new products and
services within the organic food products segment. The cultural
values are important to understand factor in the Radder and Le
Roux’s consumer food choice model influence consumer buying
intention in the Vietnamese Retail Food Sector. Proposition 1 will be
implemented the conceptual framework in order to examine the
correlation between Vietnamese Cultural Value System and consumer
buying intention for environmental sustainability.
Research proposition 1: Indicator for the level of business model
involves the Vietnamese traditional cultural values
systems in accordance with consumer' environmental
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sustainability.

4.2. Socio-Demographic Variables
Shukla and Banerjee (2013) examine the role played by the
socio-demographic variables of gender, age, education, income and
family size in influencing the attitude towards private label brands.
They observed that high-income consumers demonstrate lower private
label brand proneness. Nath et al. (2015) have argued that who are
the green consumers in terms of age, education, socio-economic
status, marital status and number of children. The six key
demographic variables in this study will be investigated as
independent measures: age, gender, income, education, presence of
children, and family size. In addition, Shukla and Shukla and
Banerjee (2013) measured that direct influence of socio-demographic
segments on the attitude towards private label brands. According to
research so far, Shukla and Banerjee (2013) and Nath et al. (2015)
examine the role played by the socio-demographic variables of
gender, age, education, income and family size in influencing the
attitude towards private label brands. According to Shukla and
Banerjee (2013), women are more involved in purchasing men
attempt to spend less time in retail settings, and women are more
exploration oriented in their shopping. However, Hough and Sosa
(2015) argued that the gender indicates in difference intention on
nutritional quality.
The result showed that most women in the study recognized a
strong connection betweenhealth and the nutritional qualities of foods.
However, in spite of this connection, they did not always consider
the nutritional quality when selecting foods (Wright, et al., 2001). In
a meanwhile, Nirmala and Dewi (2011) suggested that gender is
marginally significant related to consumer’s intention to shop for
fashion products online. The result shows that women then to have
lower intentions to shop for fashion products online compared to
men. The six key demographic variables in this study will be
investigated as independent measures: age, gender, income, education,
presence of children, and family size. In addition, Shukla and
Banerjee (2013) measured that direct influence of socio-demographics
segments (Gender, Age, Occupation, Education, Income) on the
attitude towards private label brands (see Figure 1). The findings
indicate that the cultural value of emerging market may lead to the
development of new products and services within the organic food
products segment. The socio-demographic variables are important to
understand factor in conceptual framework influence consumer buying
intention in the Vietnamese retail food sector. Proposition 2 will be
implemented the conceptual framework in order to examine the
correlation between socio-demographic variables and consumer buying
intention for environmental sustainability.
Research proposition 2: Indicator for the level of business model
involves the socio-demographic variables in accordance
with consumers' environments sustainability.

4.3. Environmental Management: Green Supply Chain
Management
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Ragatz, Handfield, and Scannell (1997) define supply chain
management as the application of environmental management
principles to the entire set of activities across the whole customer
order cycle. Some studies also emphasize environmental concerns in
greening a supply chain, defining it as a set of supply chain
management policies, and relationships that pay close consideration to
the natural environment when an enterprise distributes its resources
(Hervani, Helms, & Sarkis, 2005; Zhu, Sarkis, & Lai, 2008;
Thøgersen, Zhou, & Huang, 2016). In addition, Choong, Chew,
Syaiful, and Abdul (2003) stated that environmental awareness should
be integrated into SCM throughout the whole process, from
international standard of raw material to the terminal disposal of
goods to achieve minimize environmental negative effects for
environmentally sustainable.
Recently, Khoi, Dung, and Nga (2016) conducted a study on
Japanese manufacturing and found that supply chain collaboration
impact form of Research and Development (R&D) investment in
environmental technologies. Further, Negi (2016) conducted study
onthe natural environment and leading agricultural industry for
integrating environmental thinking into supply chain management.
However, four key areas in food safety management practices will
be selected as the most significant area that related to healthcare
sector. According to Settanni, Harrington, and Srai (2017),
pharmaceutical supply chain management on drugs is to ultimately
deliver medical and healthcare sector outcomes so long as medicines
are available, affordable and safe. The pharmaceutical supply chain
appears to make specific dimensions such as healthcare production,
safety storage, and safety distribution, and patents' consumer
satisfaction and national legislation of the level of complexity of
safety standard management for delivering healthcare service
outcomes on patents; consumer satisfaction. One main advantage of
supply chain management on healthcare products are that the safety
management in terms of three segmentations such as regulation,
standards and comprising the use of safety raw materials such as
green manure for pollution prevention (Mie et al., 2017).

4.4. Good Environmental Performance
In last few decades, GSCM has a strong impact on Europe and
United States.
However, the major problems of the GSCM on organic identified
in earlier research at European and Finnish levels are unbalance
between supply and demand, high operating costs, lack of
co-operation between actors of the chain, incompatibility of values
among actors of the chain, lack of information flow, and poor
supply reliability (Kottila & Rönni, 2008). The economic factors
driving the trends in the U.S. produce industry impacts organic
produce as well, especially the consolidation in the marketplace
(Tondel & Woods, 2006).
Another related study, Ali and Om (1984) published a study of
Indian manufacturing practices sustainabilityfor environmental
protection, logistics and supply chain managers are required to
reduce costs while maintaining good environmental performance
standards. As the Canadian retailer chain management and consumer
product goods business partners adopting GSCM practices for their
organization. Consequently, these retailers encourage supplies to

improve energy use, reduce waste, and recycling packaging (Retail
Council of Canada). With such Indian manufacturing practices,
GSCM is the sequence of processes involved in the materials
management, production and distribution of a product by applying
advanced technology for minimizing environmental damage
throughout the process (Pham et al., 2017). The food industry has
changed a great deal since the 1940s with increases in purchasing
power, the introduction of packaging, and extensive mechanization
and development of factory processes. It could be argued that such
developments have also increased the food industry’s dependency on
energy at the industrial manufacturing stage (Glover, Champion,
Daniels, & Dainty, 2014). The introduction of The World Bank
(2016) made a significant impact on how heavy use of fertilizer and
agro-chemicals their hazardous at the expenses of the environmental
consequences.
The regulation on hazardous material regulation creates incentives
and obligations for various players along the supply chain in Asia,
can effectively promote resource efficiency. The agricultural product
safety management makes compose of 2 global standards. First,
Hazard Analysis Critical Control Point (HACCP) is designed to help
producers identify and minimize opportunities for contamination in
their production practices, second, Good Agricultural Practices
(GAPs), which identify the best practices or industry standards
recommended for the production of a given food (and generally
based on a HACCP analysis) used to verify a farmer‘s
implementation of HACCP or GAPs (Hughes, 2010).
Safety standards certification is production systems that maintain
the environmental sustainability, using pesticides and promoting eco
packaging, for instance, the use of antibiotics and growth hormones.
The ultimately deliver medical and healthcare sector must respect
established norms in all production stages, from the seeding process
until packaging, always concerning about the process’ impact on the
natural environment (Vieira, 2013). Most of these literatures have
focused on standard regulation for hazardous in pharmaceutical
supply chain measurement. Proposition2 will be implemented the
conceptual framework in order to examine the correlation between
socio-demographic variables and consumer buying intention for
environmental sustainability.
Research proposition 3: Indicator for the level of business model
involves safety standards on performance related to
performance in accordance with consumer' environmental
sustainability.

5. Discussion and Future Research
This literature review has confirmed that there are few studies
business model in emerging market studies between cultural value
system and consumer buying intention. The hypotheses posited that
environmental consideration in GSCM practices positively effects on
green purchase intention, food safety consideration positively effects
on green purchase intention and products quality positively effects on
green purchase intention. In addition, it can be argued that supply
chain management integration will indirectly related to green
consumer behaviour by having GSCM practices. This research
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suggests the conceptual framework for the environmental
sustainability performance for the measurement model in order to
practices implementation focusing on its three factors and a
measurement scale for it.
The activating values to stimulate organic food purchase behaviour
that has been published to focus on conceptual relationship between
consumer values and pro-environmental behaviour (e.g., Zhou et al.,
2013; Hashmi, Huong, & Wee, 2012; Aslihan Nasir & Karakaya,
2014; Hempel & Hamm, 2016; Zagata, 2014; Denver & Jensen,
2014). The consumer segmentation on values and lifestyles was
assessed as higher levels of health orientation and socially
responsible consumer behaviour (Aslihan Nasir & Karakaya, 2014).
The consumer segmentation analysis on values revealed value
activation and pro-environmental purchasing intention can be
increased through the activation of six different values identified by
Schwartz's (1973) value framework-self-enhancement, biosphericselftranscendence, and altruistic self-transcendence, openness to change,
hedonism and conservation for further studies. Suppliers,
manufacturers, and retailers need to introduce innovative products
which combine green consumerism and functional attributes in
environmental sustainability performance. In this research, factors
influences consumer buying intention was not considered. Further
research may investigate the determinants of the relationships
between the suggested conceptual framework and consumer buying
intention towards friendly products
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Abstract
This paper investigates the effect of gender leadership with political connection on CSR performance using annual data of Chinese firms who
listed in China A-share stock market and had CSR rating assessed by Rankins from 2009 to 2015. In addition, we also examine whether the
foregoing question is under the influence of particular ownership structure in China. Our empirical results suggest that female chairman or CEO
would not perform well in CSR activities, while leader’s political capital acts an exacerbating force. Specifically, the negative and statistically
significant of interaction term female leadership with political capital is obviously identified for the Non-SOEs. The mandatory CSR reporting
would not encourage firms to make more effort on CSR activities to the purpose on generating positive social externalities, while the advantages
of CSR rating in firms are not obviously experience to coordinate the conflict of interest between stakeholders.
Keywords: Gender Leadership, Political Capital, CSR Performance, China.

1. Introduction
The pursuit of corporate social responsibility by Chines listed
firms are mainly mandated by the requirement of Shanghai and
Shenzhen stock exchange since 2008. It is not surprising that more
and more Chinese firms would like to go public, and therefore
voluntarily and passively disclose their effort on CSR activities for
satisfying with line of policy and having an excellent reputation at
the same time. However, we can observe that the widening of CSR
rating disparity is a worrisome phenomenon in Chinese listed firms
from the Rankins’ CSR rating report annually. Baes on the specific
political environment in China, female leadership and political capital
have become increasing important issues related to the research of
firms’ behavior. We purpose three questions which identify the
influences of management and political characteristics on CSR
performance. Gender diversity in the top management team and
boardroom have received more and more attention from industry,
official, and academy fields. Given this considerable concern, we
firstly examine whether the female leadership would advantage firm
to obtain better CSR performance. Secondly, we would like to
estimate whether the political awareness of firms’ leader in
facilitating the effort of CSR activities. Finally, a firm with female
leadership and its political connection may likely influence the
decision-making of CSR activities and the consequent impact on
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CSR rating score. We also address all questions mention above by
considering the influence of different ownership structure (i.e. SOEs
and Non-SOEs) for Chinese firms over a time-frame of 2009 to
2015.
Using panel regression with fixed effect approach, we examine
whether the change in CSR performance can be attributed to female
leadership, leader’s political capital, or female leadership with
political capital. Our findings indicate that a firm with female
leadership, and leaders’ political capital would not have priority to
change their firm behavior on CSR activity. They would rather do
spending more efficient and therefore not obtain the positive rating
of CSR performance. Obviously, our results show that these CSR
activities would not provide enough incentive to firms with economic
and social external benefit even if the CSR reporting of listed firm
is mandatory.
We next observe the effect of particular ownership structure in
China. Our results demonstrate that the non-SOE firms with female
leadership and political capital experience a worse evaluation of their
CSR behavior. Specially, the change in firms’ CSR performance is
driven by the non-SOEs with female leadership and political capital.
In other words, in spite of mandatory CSR disclosure annually
induced after 2009 the firms with female leadership and political
experience unwell outcome in CSR assessment, especially in the
non-SOEs. Our study provides several insights by examining the
effect of female leadership with political capital on firms’ rated CSR
performance.
In general, we find that the observed worse CSR performance
score in the management style belonging to female with political
capital is driven by the non-SOEs. This implies that the spending of
CSR activities in non-SOEs may be less than that of SOEs. The
mandatory CSR reporting would not encourage firms to make more
effort on CSR activities to the purpose on generating positive social
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externalities, while the advantages of CSR rating in firms are not
obviously experience to coordinate the conflict of interest between
stakeholders. The remainder of this paper is structured as follows.
Section 2 introduces the sample, variables, and methodological
framework of research design. In section 3, we present our empirical
results. Finally, section 4 offers conclusions.

2. Research Design
2.1. Sample and Data
To investigate the extent to which gender leadership with political
capital on firms’ CSR performance in the transit economy as China,
there are several steps in executing the sample collection. First, the
Chinese firms that were consistently belonged to the A-shares stock
market presence on either the Shanghai or Shenzhen Exchanges and
had CSR performance rating assessed by Rankins’ from 2009 to
2015, are to be constructed as initial sample of this study. Second,
financial and utility firms are excluded because they have specific
business model with strict regulation by government. Finally, the
completeness of data for all key variables employed is another
filtering criterion to be executed. We obtain the CSR rating data from
the Rankins’ annual CSR rating reports. The personal information of
top two leader positions (i.e. Chairman and CEO), corporate governance
information and financial data are extracted from the China Stock
Market & Accounting Research (CSMAR) database. After these
restrictions, we ultimately gather a sample of 223 firms covered over
7-year period, for a total of 1,561 balanced firm-year observations.

(McGuinness et al., 2017).

2.2.3. Independent variable
We use the managerial ability of woman on the strategic
development and performance of firms to evaluate female leadership
in the top management team (TMT). The chairman represents the
board of directors, who is ultimately responsible for the strategic
development of a given firm and review the business effectiveness of
the chief of executive officer (CEO) who is responsible for operating
management of a given firm. Therefore, an independent variable, the
gender of the chairman or CEO was introduced and measured as
follows. We use FLeadership as a dummy variable that equals to 1
if the chairman and/or the CEO is female and 0 otherwise. In
general, we choose the gender of the chairman and/or CEO as the
main explanatory variable to investigate the impact of the female
leadership on the CSR rating score.

2.2.4. Moderating Variable
According the literatures on political connection (Lin, Tan, Zhao,
& Karim, 2015; Wu, Li, Ying, & Chen, 2018), political connection
(PC) is a dummy variable, which equals 1 when a company
establishes political relation with government and/or military in the
Chinese social and economic environment. To identify the
moderating effect of political capital on the relationship between
gender leadership and CSR performance score, we must identify
whether Chairman and/or CEO with political capital or not. Hence,
chairman and/or CEO with political connection are defined as
Chairman and/or CEO who is or was officials in the central or local
government or in the military.

2.2.5. Control Variables

2.2. Empirical Model and Variable Definition
2.2.1. Empirical Model Structure
We follow the model structure proposed by McGuinness, Vieito,
and Wang (2017) and Nekhili, Nagati, Chtioui & Nekhili (2018) to
offer the following lead-leg panel regression model to estimate the
effect of gender leadership with political capital on CSR performance
as follows.

(1)

2.2.2. Dependent Variable
As in prior research, CSR rating score assessed by Rankins is
selected to be dependent variable of this study and the natural
logarithm of it will fed into the proposed model (1). Our sample
period starts in 2009 with CSR scores available from the first
publication of CSR rating report made by Rankins. It is scheduled
for release year-by-year. Through these reports, some Chinese listed
firms received a fairly and objectively opinion on their annual effort
on social responsibility (Lau, Lu, & Liang, 2016; McGuinness et al.,
2017). The advantage of Rankins’ CSR rating mechanism is that it
provides a comprehensive measurement from three categories (i.e.,
Macrocosm, Content, and Technique) to survey Chinese listed firms
who disclosed financial information and announcements about the
environmental and social consequences of their operating activities in
either annual financial report and social responsibility report

Following the previous studies related to CSR performance as
(Lin, et al., 2015), we choose several firm-level control variables that
represent different levels of corporate governance mechanism and
financial position. First, BoardSize, Duality, and IndBoard are used
to represent the supervisory ability of firm’s board. BoardSize is
measured by the number of directors on the board; Duality is a
dummy variable, which equals 1 if someone take up the position of
Chairman and CEO at the same time, and 0 if Chairman and CEO
are different person; IndBoard is the ratio of independent directors
on the board. Furthermore, we also control for a number of financial
position characteristics that may affect a firm’s effect on CSR
performance, who have a strong will to fulfillment of social
responsibility. ROA is the ratio of net income on the average assets,
which represents the accounting profitability of a given year. Cash is
the natural logarithm of cash holding, which demonstrates the cash
and cash equivalent available for use. Lastly, FirmSize is another
control variable measured by the natural logarithm of assets.

3. Empirical Results
3.1. Main results
Table 1 demonstrates the estimation results about the effect of
gender leadership with political capital on CSR performance by four
proposed panel regression model with fixed effect that we proposed.
Model 1 is built up to firstly show the effect of control variables on
CSR performance. We can observe that ROA and CASH have a
negative and significant effect on CSR performance, but on the
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contrary Duality and FirmSize have a positive and significant effect
on CSR score. This is certainly consistent with the findings in
McGuinness et al. (2015) and Zhang (2017). The direct effect of
female leadership on CRS performance score could be estimated by
Model 2, and it reveals that if a firm with female leadership has
worse CSR performance (i.e.    , t-value=-3.094). This is
consistent with the findings in Nekhili et al. (2018). We would like
to identify the direct effect of leader’s political connection on CSR
performance through Model 3. It is found that the estimation
coefficient of leader’s political connection is negative and statistically
significant (i.e.    , t-value=-2.237), meaning that if firms’
leader with political capital, making more effort on CSR activity is
not a top priority. Recall that our main propose is how CSR
performance score is affected by gender leadership with political
capital. The moderating effect of leader’s political connection is
measured by the estimation coefficient of the interaction term
between gender leadership and CSR performance score, as shown in
the results of model 4. The coefficient of Fleadership*PC is negative
and statistically significant(i.e.    , t-value=-1.847), which
indicates that firms would obtain worse CSR rating score when
female serve as the Chairman and/or CEO and have some social
network with their past political experience.

3.2. The difference between SOEs and Non-SOEs
Relative to the ownership structure of firm in developed countries
around the world, the presence of quantities of stated-owned firms
(SOEs) are particular characteristic of China’s economy. It is
necessary to answer the question whether the distinctive ownership of
Chinese firms would affect the findings from Table 1 and have
another insight to the effect of gender leadership with political
capital on CSR performance. We know that it may have a potential
conflict of interests between multiple stakeholders of SOEs, that is,

the government as the controlling shareholder who guide the SOE to
achieve their political and social policy may not consistent with the
personal profit of the minority shareholders (Chen, Hung, & Wang,
2018). As the mandatory CSR reporting can be treated as political
example, the Chairman and/or CEO of SOE, who is appointed by
the government, may make some corporate decisions (i.e. CSR
spending) under the directly natural political pressure in satisfying
the long-term planning of the Chinese government but no strong
incentives to make efficient of expenditures.
Table 1: Gender leadership with political capital on CSR performance
Variable
BoardSize
Duality
IndBoard
ROA
CASH
FirmSize
Industry
Year
Constant

Model 1
-0.049
(-0.676)
0.048*
(1.745)
0.052
(0.786)
-0.156***
(-8.314)
-0.039***
(-4.646)
0.135***
(9.139)
YES
YES
3.136***
(8.2)

Fleadership

Model 2
-0.059
(-0.827)
0.049*
(1.841)
0.042
(0.641)
-0.151***
(-8.081)
-0.039***
(-4.673)
0.134***
(9.01)
YES
YES
3.216***
(8.446)
-0.091***
(-3.094)

PC

Model 3
-0.05
(-0.68)
0.042
(1.601)
0.040
(0.603)
-0.159***
(-8.479)
-0.039***
(-4.639)
0.135***
(9.136)
YES
YES
3.19***
(8.34)

-0.05**
(-2.237)

Fleadership*PC
N
R2

1561
0.347

1561
0.351

1561
0.351

Model 4
-0.061
(-0.853)
0.045*
(1.650)
0.030
(0.455)
-0.149***
(-7.826)
-0.039***
(-4.654)
0.132***
(8.932)
YES
YES
3.279***
(8.584)
-0.089
(-1.237)
-0.034
(-1.437)
-0.13*
(-1.847)
1561
0.353

Table 2: Gender leadership with political capital on CSR performance under the difference of ownership structure
Variable
BoardSize
Duality
IndBoard
ROA
CASH
FirmSize
Industry
Year
Constant
Fleadership

Model 2
0.057
(0.629)
0.012
(0.397)
0.084
(1.191)
-0.176
(-7.943)
-0.042
(-4.978)
0.125
(7.672)
YES
YES
2.948
(6.88)
-0.042
(-1.146)

PC

***
***
***

***

SOEs
Model 3
0.059
(0.653)
0.008
(0.264)
0.086
(1.233)
-0.179 ***
(-8.118)
-0.041 ***
(-4.388)
0.125 ***
(7.697)
YES
YES
2.921 ***
(6.843)

-0.052 *
(-1.946)

Fleadership*PC
N
R2

1134
0.376

1134
0.378

Model 4
0.054
(0.597)
0.009
(0.311)
0.077
(1.098)
-0.182 ***
(-8.053)
-0.041 ***
(-4.43)
0.125 ***
(7.652)
YES
YES
2.979 ***
(6.969)
-0.005
(-0.982)
-0.052 *
(-1.885)
0.031
(0.443)
1134
0.379

Model 2
-0.264 **
(-2.446)
0.176 **
(2.312)
-0.147
(-1.001)
-0.067 **
(-2.25)
-0.024 *
(-1.801)
0.158 ***
(4.497)
YES
YES
3.793 ***
(4.866)
-0.143 ***
(-3.079)

Non-SOEs
Model 3
-0.283 **
(-2.452)
0.194 ***
(2.603)
-0.282 *
(-1.872)
-0.086 ***
(-2.847)
-0.029 *
(-1.763)
0.166 ***
(4.788)
YES
YES
4.321 ***
(5.439)

-0.054
(-1.252)

427
0.285

427
0.268

Model 4
-0.243 **
(-2.138)
0.162 **
(2.027)
-0.129
(-0.777)
-0.052 *
(-1.938)
-0.026 *
(-1.775)
0.143 ***
(3.851)
YES
YES
3.836 ***
(4.501)
-0.04
(-0.602)
0.005
(0.094)
-0.168 *
(1.772)
427
0.274
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To examine whether our empirical results differ between SOEs
and non-SOEs. All sample firms are grouped into 162 SOEs and 61
Non-SOEs. We repeat three different test separately, which
investigate the direct effect of gender leadership on CSR performance
(i.e. Model 2), the direct effect of leader’s political connection on
CSR performance (i.e. Model 3), and the moderating effect of female
leadership with political capital on CSR performance (i.e. Model 4).
The empirical results of SOEs and Non-SOEs are demonstrated in
Table 2.

4. Conclusion
In the paper, we examine the relationship between gender
leadership and political connection on CSR performance. There are
223 sample firms for total 1,561 firm-year observations in Chinese
A-share stock market from 2009 to 2015. Panel regression with fixed
effect approach is suitable to construct four models separately. We
firstly identify the direct effect of gender leadership and on CSR
performance under controlling the firm-specific characteristics of
corporate governance mechanism and financial position. In addition,
the moderating effect of leader’s political capital is further to
examine by estimating the coefficient of interaction term between
female leadership and political connection on CSR performance. The
particular firm’s ownership structure characteristic in China is also
considered, we re-estimated he relationship between gender leadership
and political connection on CSR performance under different
ownership structure as SOEs and Non-SOEs.
In summary, the empirical results reveal that both female
leadership and leader’s political capital will not be a great benefit to
execute CSR activities with higher priority in firm’s operation. If a
firm’s female chairman and/or CEO with political capital, they would
focus on other aspects of business development. Specifically, the
negative and statistically significant of interaction term female
leadership with political capital is obviously identified for the

Non-SOEs. The mandatory CSR reporting would not encourage firms
to make more effort on CSR activities to the purpose on generating
positive social externalities, while the advantages of CSR rating in
firms are not obviously experience to coordinate the conflict of
interest between stakeholders.
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Abstract
In Indonesia, as in many developing countries, allowances and in-kind benefits play a substantial role in remunerating public sector
employees, which is why determining the right balance between pay and benefits, and allowance is very important. Important aspects toward
restoring trust in government among others are the role of leadership in building the credibility of reforms implemented after 1988 in Indonesia.
Since the Reformation Era, the objectives are improving democratic and local governance, moving governance closer to the people, and
strengthening transparency and accountability of the government, and the role of bureaucracy. With respect to civil services, it is very important
to develop a modern and efficient government system. In Indonesia, civil service reform is needed to sustain the important institutional reform
result achieved over the last 20 years in various sectors and policy areas and to further consolidate Indonesia as a progressing to become
middle income country. However, in all reforms activities, the role of leadership will be key in building the credibility of new reforms,
providing the populace with an overall vision of a future, in which government earns and fully merits citizen confidence, and helping to commit
different socio-economic actors and resources to this long-term goal.
Keywords: Decentralization, Civil Service Commission, Pay System

1. Introduction
Indonesia had a large member of civil servants, approximately
4.35 million or 1.3% of the 2017 population. In adapting to the
globalization era, the Indonesian government has to improve the
structure of its bureaucracy, both in terms of enhancing the quality
of government employees, and developing a modern and efficient
government system.
Since decentralization has been implemented in 1999, Indonesian
local governments are demanded to be more creative in managing
their human resources due to their responsibility increasing
competitiveness and developing local autonomy. Local government
institutions should consist of high competent bureaucrats in order to
provide better public services and develop its local government
capacity.

2. Size of Civil Service
Size of civil servants in Indonesia was growing-up since the end
of colonialization period. At the end of the Dutch colonial rule,
around 50,000 persons were employed in the civil service, with only
a small portion of Indonesians occupying senior positions (Bintoro,
1991, p. 75). The number of civil servants increased drastically after
Indonesia gained her independence. In 1950, the civil service
employed around 303,500 persons and in 1960 around 393,000. The
number of civil servants per 1,000 inhabitants increased from an

estimated 1.1 in 1940 to 3.7 in 1950 and 4.1 in 1960. The second
large increase in the number of civil servants came in the 1970s,
when increased revenue from oil allowed the government to expand
its scope of activities. From around 525,000 in 1970, the number of
civil servants increased to more than two million in 1980. Calculated
per 1,000 inhabitants, the number increased from 4.4 to 13.9 during
the same period (Evers & Schiel, 1988). From 1986 to 1992, the
civil service grew by 25 percent, with a significant lower growth
rate in the latter years of this period. The number of civil service
reached its peak in 1993 with slightly more than four million
positions, or 21.8 civil servants per 1,000 inhabitants. This number
remains same with slightly increase to became 4.35 million in 2017.
In terms of percentages, it is around 1.9% of the total population.
These percentages are similar to those other countries in the region,
such as India (1.2%), Pakistan (1.5%), the Philippines (2.1%), and
Vietnam (3.2%) (Schiavo-Campo, 1998). The growth of civil servants
in Indonesia can be seen from Table 1.
Table 1: Growth of the Civil Servants (1950-2017)
Year

Number of civil servants

Civil servants per 1,000 inhabitants

1950

303,500

3.7

1960

393,000

4.1

1970

515,000

4.4

1980

2,047,000

13.9

1993

4,009,000

21.8

2012

4,646,357

19.7

2017

4,348,698

18.5

Source: Own calculation.
* University of Indonesia Depok, Jakarta, Indonesia.
E-mail: prijonoth@yahoo.com
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3. Educational Background and Rank
Based on data from The National Civil Service Agency
www.bkn.go.id (2017), the total number of the-public servants in
Indonesia is 4,348,698 in June 2017. However, the largest number in
Indonesian public servants is graduated from senior high school
occupied 23.5 percent. Meanwhile the percentage of civil servants
who achieved master degrees and doctoral degrees is only 6.91
percent, almost similar to the total number of those who finished
elementary school and of the junior high school (2.1 percent). Table
2 shows the educational background of public servants in Indonesia.
Table 2: Educational Background of Indonesian Public Servants per June
2017
No

Educational Background

1.

Elementary-junior high school

2.

Senior high school

3.

Diploma 1 s.d 3

4.

Diploma 4 and undergraduate degree (S1)

5. Master degree (S2) and doctoral degree (S3)
Total

Total

Percentage (%)

91,323

2.1

1,021,945

23.5

795,811

18.2

2,139,559

49.2

300,060

6.91

4,348,698

100.00

Source: The National Civil Service Website, 2017. www.bkn.go.id (2017)

In terms of golongan (rank), civil servants in Indonesia are
divided into four ranks, from I (the lowest) to IV (the highest).
Rank I through III are divided into four grades (a, b, c, and d), and
Rank IV has five grades (a, b, c, d, and e), making a total of 17
grades from I (a) to IV (e). Individual civil servants’ ranks are
based on their educational qualifications and seniority. Ranks III and
IV require and university degree, while Rank I only need an
elementary and secondary education and Rank II mostly occupied by
who has finished a senior high school.
As see in Table 3, the majority of civil servants occupy Rank III,
about 47.43 percent. It is followed by Rank II (30. 81 percent) and
Rank IV (19.11 percent). The smallest percentage is Rank I, about
2.65 percent.

of the unattractive salary system. To attract effective, efficient, and
uncorrupt government employees, they need to be provided with
appropriate salaries and benefits. Appropriate compensation will not
only have an impact on staff turnover and on employees’
productivity and quality of work, but also will reduce tendencies for
civil servants to engage in corrupt practices.
Salaries for Indonesian civil servants are determined by the level
of responsibility, the type of job, and the cost of living. The salary
system for government employees in Indonesia is classified in a
combination scale system since it combines the single scale system
and the double scale system. Under a single scale system, employees
at the same rank receive the same salary regardless of the type of
job and the level of responsibility. Under a double scale system,
salaries are determined based on employees’ level of responsibility
and type of job. Job performance is not generally taken into
account. Under the combination scale system, some civil servants
might have significantly higher salary than their colleagues at the
same rank.
The basic salary for a civil servant at Rank I (a) (primary and
junior high school graduates), regardless of the job held and the
level of responsibility is around US$114 per month, or a little over
US$4 per day.
The salary for an employee at Rank IV (e) with 32 years of
service is the less than a chief executive officer of an Indonesian
state owned enterprise. In fact, income disparities between the private
and the public sector are widening. The income earned by civil
servants in Indonesia is just one-quarter, or at best one third, of
what employees of private companies receive (Tjiptoherijanto, 1995).
Even compared to the salary in state own enterprises.
Table 4 presents a comparison of government and private pay by
education in 1998. On average, government earnings at 414,000
rps./month exceeds the national, non-government average of 274,000
rps./month. This is not surprising since government’s employee is
more education-intensive than the private wage sector.
Table 4: Monthly Earnings by Education Level, 1998 (Percent of Wage
Earners in Category)
Earnings 1,000 rupiahs/month (percent)
Education level

Private sector Government

Table 3: The Proportion of Public Servant’s Rank per June 2017
No.

Rank

Total

Percentage (%)

1.

Rank I

125,445

2.65

2.

Rank II

1,458,055

3.

Rank III

4.

Rank IV
Total

Private to government
pay ratio

Primary or lower

192 (42.2)

290 (0.7)

0.7:1

Junior high school

239 (13.7)

379 (1.2)

0.6:1

Senior high school

337 (23.5)

392 (8.2)

0.9:1

30.81

Some tertiary

530 (3.2)

458 (2.0)

1.2:1

2,244,785

47.43

University or higher

771 (3.3)

520 (2.1)

1.5:1

904,187

19.11

All levels

274 (85.8)

414 (14.2)

0.7:1

4,732,472

100.00

Source: The National Civil Service Agency Website, 2017.

4. Salary System
Even though the number of civil servants in Indonesia is
equivalent to only about 1.9 percent of the total population, the
quality of government employees is low. This is partly an outcome

Source: Authors’ analysis of Sakernas (National Manpower Survey):
Central Bureau of Statistic, 1998.

In the report from Central Bureau of Statistic in 1998, around 49
percent of workers that are engaged in the private wage sector have
a primary education or less as compared to only 5 percent for
workers employed by government. When disaggregated by education
level, a government pay premium remains at lower education levels;
close to pay parity is achieved for graduates of senior high school;
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and a private sector premium emerges for those with some tertiary
education (“Diploma I/II” or “Akademi./Diploma III”) or a university
degree (Universitas/Diploma IV).
The pattern of government pay exceeding private compensation for
less educated workers and private pay exceeding government
compensation for more educated workers—the problem of
government salary compression—is a pattern common to other civil
services (Nunberg, 1994). Indonesia’s situation does not appear
unique.
In recent years, the government has become aware of the need to
link civil servants’ salaries to those paid in the private sector if they
are to attract and retain the talent necessary to improve and sustain
public sector performance. When income inequality among staff is
deliberately increased, senior management positions become more
attractive than was previously the case. In theory, an egalitarian pay
structure is more attractive to those in the lower ranks of the civil
service, whereas a pay structure that more clearly differentiates
between staffs at different levels is conducive to recruiting and
retaining talent that might move to the private sector (United
Nations, 2005). However, Indonesia’s salary structure is moving
towards an egalitarian system, resulting in most of its best graduates
from well-known and highly-qualified universities uninterested in
becoming government employees. Moreover, the low salary tends to
encourage wrongdoings and illegal activities, such as accepting bribes
and asking for compensation for services provided.
In Indonesia, as in many developing countries, allowances and
in-kind benefits play a substantial role in remunerating public sector
employees, which is why determining the right balance between pay
and benefits, and allowance is very important. In Zambia, for
instance, permanent secretaries earn 50 times as much as the lowest
paid civil servants when in-kind benefits (housing, cars, telephones,
and so on) are taken into account, but if such benefits are excluded,
the difference is only fivefold (Kenleers, 2004). Moreover, where
“moonlighting” and corruption prevail, senior civil servants will earn
more than junior ones, as they are likely to have more opportunity
to engage in such activities. The income of civil servant in
Indonesia consists basically of three elements :
1. The basic salary which based on the rank and grade of the
civil servant.
2. Various standardized allowances, like rice and family
allowances, structural allowances (for holders of structural
positions), functional allowances (for holders of functional
allowances), and special allowances for civil servants working
in remote areas (like Papua in the past).
3. Other salary supplements in cash or kind, like Idul Fitri (the
Moslems holiday) bonuses, provisions of transport to and from
the office, housing, daily subsistence allowances for official
travel, and medical care.
As an example of the allowances given to the Indonesia’s civil
servants, who are holding structural positions, Table 5 given
information on allowance for structural positions.

Table 5: Allowance for Structural Position for Civil Servants 2017
Echelon/Rank

Allowance (IDR)

I A (4e)

5,500,000

I B (4d-4e)

4,375,000

II A (4c-4d)

3,250,000

II B (4b-4c)

2,025,000

III A (4a-4b)

1,260,000

III B (3d-4a)

980,000

IV A (3c-3d)

540,000

IV B (3b-3c)

490,000

V A (3a-3b)

360,000

Source: Government Regulation No. 26 Year 2017 dated December, 2017.

In 2017, as a result of the bureaucracy reform initiative
implemented in the Ministry of Finance, an additional allowance to
increase staff take-home pay were substantial as seen in Table 6
below.
Table 6: Monthly Special Allowances Provided Under the Additional
Grading Scheme in Presidential Decree, 2015.
No.

Position

Grade Special allowance (in Rupiah)

1

Director general

27

46,950,000

2

Secretary, Directorate general

23

24,100,000

3

Head of division

19

13,670,000

4

Head of sub division

15

7,474,000

Source: Presidential Decree number 156/2014.

5. Benefits from Decentralization
Although in principle, the conditions of service regarding salaries,
allowances, working hours, etc. are uniform throughout the
Indonesian
civil
service,
the
regional
government
since
implementation of the decentralization policy practiced attractive
compensation to the servants in respected regions.
Proponents of decentralization see it as a process that enables
more efficient allocation of resources, reduces information
asymmetries, increases transparency, promotes citizen participation,
and enhances accountability, thereby improving governance. Local
governments are often more aware of and attuned to the needs of
local populations than the central government, which means that
local government may have a clearer sense of which projects and
polices people living in their jurisdictions would favor. This will
have an impact on the duties of civil servants in different regions.
In Indonesia, the decentralization process coincided with civil
service reform, and particularly changes to pay scales for civil
servants. Prior to the implementation of decentralization measures
beginning in early 2001, one issue of concern had been the
extremely low salaries for government employees, which were
considered to give an insufficient incentive for work in public
service while minimizing the temptation of corruption. As a result of
decentralization policy, the increased ability to legislate at the local
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level has now given local governments the ability to increase salaries
employ new incentive structures to reward performance, and increase
the differential between the highest- and lowest- paid civil servants.
For example, as of December 2006, a decree by the governor of
Riau Province in West Sumatra gave the lowest-ranking civil
servants (I a) an additional Rp 1.6 million (approximately US$ 160)
per month, while the highest ranking (IV e) received a pay increase
of Rp 4.5 million (approximately US$ 450) per month.
In addition to regional civil servants being paid more in line with
their rank, functional professions are also recognized by means of
additional functional allowances. Example, in East Kutai Regency in
East Kalimantan Province, since 2006, elementary and high school
teachers have been paid an additional allowance of Rp. 1.2 million
(approximately US$ 120) per month. Consequently, teachers at the
rank of II or III now receive monthly incomes of approximately
US$ 250-290, which is significantly higher than the province’s
minimum wage, which was set by government decree at roughly
US$ 150 per month in that year.
However, the changes in salary levels at the regional and
provincial level, which relate to the resources and wealth of the
respective area, and particularly, the discrepancy between the lowestand highest- paid civil servants have created some problems.
Whereas civil servants at the regional level may receive additional
bonuses and allowances, civil servants within central government
must be satisfied with the salaries given according to the law. Thus,
the most senior civil servants in Riau are paid more than twice the
basic salary received by central government civil servants of the
same rank, which is only around US$ 207 per month. With a salary
of US$ 657 (based pay of US$ 207 plus US$ 450) per month, civil
servants in Riau earn almost as much as middle managers in the
business sector in Jakarta, the capital.
Nevertheless, despite some improvements following the
implementation of decentralization policy or regional autonomy,
Indonesia’s public sector still needs to undergo substantial change
especially with regard to human resources development programs.
Which are relevant to the civil service system, in order to have a
higher position.

6. Human Development Programs
In countries, such as Indonesia where civil servants, like
politicians, are key government decision-makers; government
employees are sometimes viewed as community leaders. In this
sense, civil servants may be expected to perform many duties in the
community where they live, following practices established during the
Dutch colonial era. Such role calls for adherences to norms and
morality meaning the civil servants must avoid irregularities and
always obey the rules when conducting their activities (Magnis,
1996; Natakusumah, 1990). Therefore, civil servants should not
engage in illegal activities, such as bribery, corruption, and other
misconducts.
Friederich (1940) noted growing importance of internal values and
moral and professional standards among bureaucrats. In their absence,
abuse of power can easily arise in the government sector.
A study by Meir and O’Toole (2006) showed that bureaucratic

values are far more important in explaining bureaucratic output and
outcomes than political factors. This should be taken to mean that
external political control is unimportant, but it does show that paying
serious attention to the values of civil servants is important.
Ensuring that civil servants give high priority to honesty,
responsibility and integrity with regard to their routine duties can be
accomplished through well-planned human resource development.
Human resource development for civil servants starts with their
recruitment and continues until they leave government service.
Recruits should undertake job and requirement analyses before
undertaking recruitment activities. Furthermore, to allow the civil
service to select the best candidates, the recruitment process should
be fair and open.
The next step in human resource development for civil servants is
education and training. This should be provided regularly for those
at every level, as is already done in the armed forces. Considering
the importance of trainings, in Indonesia, training and education
plays a major role in the effort to increase the quality of civil
service. However, training and education (pendidikan dan pelatihandiklat) aims not only at the improvement of job- and work- related
skills and knowledge. Forming the attitudinal and behavioral
characteristics of civil servants, and ensuring their political allegiance
with the program of the government has always been an integral
part of the human resources development programs of the
government.
In order to have maximum result training should be linked to
career development and personnel planning. The training process
should cover training needs identification, implementation, and
evaluation of training. Training in the Indonesian civil service can be
analyzed under different dimensions as shown in Figure 1. The
dimensions which are based on status, on career, and on tasks,
consist of :
(a) Structural training is career development training for those
civil servants holding structural positions. In order to be eligible for
promotion to the Eselon III, Eselon II, and Eselon I levels, civil
servants have to attend the respective training courses (Diklatpim III
for Eselon III, Diklatpim II for Eselon II, and Diklatpim I for
Eselon I). Attendance of these courses is by selection and
assignment. Since structural positions are general management
positions, the structural training courses cover a broad range of
subjects including functional management, general aspects of
management and leadership, management techniques, interpersonal
and communication skills as well as political and economic issues.
The main objective of the training is to increase the management
capabilities of the participants, and to build up a cadre for the
administrative (and political) leadership of the bureaucracy.
(b) Functional training is training for the holders of functional
positions. Although it has an influence on the career development of
the respective civil servants, its main purpose is to increase the
knowledge in the respective professional field. Functional training is
differentiated depending on whether it aims at improving the general
competence and knowledge of the participants (diklat fungsional
keahlian), or whether it aims at the improvement of specific skills
(diklat fungsional ketrampilan). Functional training can also be
attended by holders of structural positions, if the functions of the
structural position require that specific knowledge.
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(c) Technical training is related to the immediate tasks of a civil
service position, irrespective whether it is a structural or functional
position. While technical training linked to the direct job assignment
institution (diklat teknis substantif) is implemented by the individual
government institution, general technical training (diklat teknis umum)
(e.g., in project management, job analysis) is implemented centrally
by the National Institute for Administration (LAN).
(d) General Administration training is preparatory administrative
and management training for those civil servants who are being
promoted to the structural positions of Eselon V and IV levels. The
main purpose is to provide the participants with basic managerial
capabilities (like integrated work planning) and administrative skills.
(e) The National Leadership Training or Diklat PIMTI is a new
training course for holders of Eselon I positions, its main purpose is
to broaden the political and administrative perception of these most
senior civil servants, to increase their understanding of government
policies and of the factors influencing the policy making of the
government. Recently, the Indonesian government has introduced
another kind of leadership training so-called the Reforrn Leaders
Academy (RLA), in which the main objectives is equipping Eselon I
and Eselon II with the bureaucratic reform’s skills and expertises
which become a top priority of the government’s programs.

Source: Author. *) Reform Leader Academy (proposed recently); Each of
these training categories has its own characteristics in terms of
content, target group objectives and its link with the career
development; shown by rank or structural position (eselon) of the
participants.
Figure 1: Dimensions of civil service training.

7. Reform Initiatives
Currently, a number of new initiatives are planned to accomplish
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further changes to the incentive system, the size of the civil service,
recruitment, performance management, remuneration, and probity as
part of the coverall civil service strategy, in line with
recommendations by a World Bank report for the Indonesian
government (World Bank, 2001)
A recent development involves the establishment of a civil service
commission (CSC) in 2014. Despite the improvement that followed
implementation of the Regional Autonomy Law—Law No. 22 of
1999, revised by Law No. 32 of 2004, Indonesia’s public sector still
needs to undergo substantial change, especially towards improving
governance and enabling the country to compete in the global arena.
To have an effective and efficient public service, most governments
have set up a civil or public service commission as a special
institution responsible for human resource management. For example,
the Republic of Korea established a CSC in 1999, which has been
leading the country’s major civil service reform initiatives. In 2004,
those personnel management functions that still remained under the
purview of the Ministry of Government Administration and Home
Affairs were transferred to the CSC, thereby resulting in a single,
central personnel authority for the government (Kong, 2006). In New
Zealand, in 1999, the state service commissioner asked to be given
responsibility for developing a solution to the lack of corporate
capacity in the public service. Since that time, New Zealand’s public
service has increasingly moved to address a wide range of service
and human resource management issues from a corporate perspective
(United Nations, 2005).
In the case of Indonesia, early in 2014 with the issuance of law
No. 5 of 2014, currently have a CSC. Due to this, the division of
responsibilities in relation to human resources among line ministries
and other public sector entities is as shown in Table 7. This table
also illustrates that human resource management within the civil
service is being carried out not by an independent body that reports
directly to the president, but by institutions that are part of the
government bureaucracy. Therefore, more innovative actions are still
needed in relation to the governmental institutions setting in
Indonesia.
Once a civil service commission has been established, questions
often arise pertaining to the commission’s relationship with line
ministries and agencies. Therefore, once a government decides to
establish a CSC, it must clearly delineate the division of
responsibilities in relation to resource management among central
government departments and agencies. In many countries,
responsibilities for human resource management in the civil service
are along the lines shown in Table 8. The structure outlined in
Table 8 resembles the model prevalent in the Commonwealth of
Nations, especially with respect to the role of the CSC, but
countries, such as the Republic of Korea and Thailand have similar
arrangements in place.
A Civil Service Commission is the best central management
structure if the main issue is to protect the civil service from
political interference and other undue influence. If the issue is to
reform the civil service, the establishment of CSC within a central
government entity is more effective.
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Table 7: Institutions Responsible for Human Resource Management in
Indonesia
Agency
Office of the president
(State Secretariat and
Cabinet Secretariat)

Function
Overall government policies

Ministry of Finance

Civil service pay and pensions (state-owned
enterprises are responsible for their own pay
and pensions under the supervision of the
State Ministry for State-Owned Companies).

State Ministry of
Administrative Reforms
(MenPAN)

Supervision, coordination, monitoring, and
evaluation of all civil services matters,
including supervision and coordination of the
National Civil Service Agency, and the
National Institute of Public Administration.

National Civil Service
Agency (BKN)

Appointment, promotions (except at the
highest levels, which are managed by a team
chosen by the president), transfer and civil
service data base.

National Institute of
Public Administration
(LAN)

Education, training, organizational design, and
research for bureaucracy matters.

Civil Service
Commission (CSC)

Supervision and Control of an implementation
of the merit system and code of conduct for
civil servant

Source: Author
Table 8: Responsibility for Human Resource Management in Central
Government Agencies: A General Model
Agency

Function

Office of the Prime Minister

Overall government policy

Ministry of Finance

Pay and pensions

Ministry of Public Service

Deployment and conditions of service
for civil servants

CSC

Appointment, promotion, transfers and
discipline

National Administration Staff
College

Staff training and development

Source: Adapted from United Nations (2005, Table 6).

8. Conclusion
Since the 1980s, many countries, including Asian countries, have
engaged in major efforts to promote administrative reform, focusing
on openness, transparency, and accountability of government
administration. Each country, regardless of their economic
circumstances or development stage, requires good governance. For
some Asian countries this becomes particularly important after the
1997 Asian financial and economic crisis.
In Indonesia, following the fall of the New Order Government in
1998, a political movement emerged which pursued reforms in
relation to politics, the economy, the judicial system, and public
administration. Law No. 22/1999 on Decentralization and Law No.

43/1999 and Law No. 5/2014 on Civil Service Matters opened new
possibilities for public service reform in Indonesia, but the country
still has a long way to go in achieving a high-quality civil service.
As with any reform, strong and determined leadership is crucial.
While good governance is central for anticipating the challenges of
global competition, Indonesia must also undertake civil service
reforms to achieve a cleaner and more efficient bureaucracy.
Civil service reform is needed to sustain the important institutional
reform result achieved over the last 20 years in various sectors and
policy areas and to further consolidate Indonesia as a progressing to
become middle income country.
However, in all reforms activities, the role of leadership will be
key in building the credibility of new reforms, providing the
populace with an overall vision of a future, in which government
earns and fully merits citizen confidence, and helping to commit
different socio-economic actors and resources to this long-term goal.
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Abstract
This study sought to determine the challenges faced by IsiXhosa speaking survivalist entrepreneurs in Butterworth, South Africa. In spite of
the increasing research on entrepreneurship, there is a dearth in studies that have investigated the challenges faced by Isi-Xhosa survivalist
entrepreneurs in Butterworth, South Africa. Adopting a quantitative approach, the survey questionnaire was utilised as the primary data collection
tool, and the snowballing sampling method was employed resulting in a sample size of 75 respondents. The results indicated that the lack of
support from the government, intense competition, the lack of business skills, limited infrastructure and the lack of funding were some the key
the challenges faced by IsiXhosa speaking survivalist entrepreneurs. This study contributes to entrepreneurship literature by uncovering the
difficulties faced by survivalist entrepreneurs in small and rural towns in developing countries. The study may be used by governments in
developing countries to develop interventions aimed at facilitating the growth and development of survivalist entrepreneurs in small towns and
rural areas.
Keywords: Challenges, Entrepreneurship, IsiXhosa, Survivalist Entrepreneurs

1. Introduction and problem statement
In today’s post-modern era, survivalist entrepreneurs are simply in
business to make enough income to sustain their livelihoods. Perumal
Bozas and Perumal (2014) mention that these subsistence businesses
are often isolated from markets and the owners have to work extra
hard to sustain themselves. Nieman and Nieuweuhuizen (2009) state
that the motivation behind the startup of most survivalist businesses
is to 'simply survive', thereby persuading many to ignore their
unique contribution. Serviere (2010) highlights that survivalist
entrepreneurs’ main motivation to open a business is to at least
improve their livelihood, given their poor living conditions. Choto,
Tengeh and Iwu (2014) reiterate that besides such motivations for
engaging in survival entrepreneurial ventures, survivalist businesses
contribute to the economic development of a country, since most
communities depend on the goods and services they provide, which
give employment opportunities to local people.
Although survivalist entrepreneurs significantly contribute to the
economic development of the economy in various nations of the
world, there are various challenges that hinder their entrepreneurial
progress. According to Chinomona and Maziriri (2015),
entrepreneurial activities in South Africa have shown a gradual
decline over the years compared to other developing countries. Luiz
and Mariotti (2011) report that South Africa has consistently ranked
very poorly in the Global Entrepreneurship Monitor survey in terms
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of entrepreneurial activity. Luiz and Mariotti (2011) add that South
Africa is not producing a sufficiently entrepreneurial economy, which
challenge has to be addressed to create employment, expand markets,
increase production and revitalise communities. In view of these
insights, this study sought to determine the challenges facing
IsiXhosa speaking survivalist entrepreneurs in Butterworth, South
Africa. Moreover, it advances the understanding of the hurdles faced
by these survivalist entrepreneurs. Given that some studies (e.g.
Tengeh, 2013; Choto, 2015) acknowledge that survivalist
entrepreneurs are a vehicle for economic development and
regeneration, this study is significant in that it facilitates the growth
and development of both survivalist entrepreneurs and the South
African economy.

2. Literature
To provide a clear picture of the key concepts and the relevant
data to the research topic, secondary sources were reviewed. The
literature was reviewed under the following headings: The Town of
Butterworth, Overview of IsiXhosa; entrepreneurship and survivalist
entrepreneurs.

2.1. The Town of Butterworth
This paper aimed to gather information that can be applied in the
development of survivalist entrepreneurs in Butterworth, South Africa.
Butterworth is comparatively a small town in a predominantly rural
setting in the former Transkei homeland (The Eastern Cape
Socio-Economic Consultative Council, ECSECC, 1999). The town is
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located about a hundred kilometers to the north of East London,
formerly known as the Transkei (Eapen, 2005). It has been part of
many developmental initiatives by both the former apartheid state as
well as the present South African government (The Eastern Cape
Socio-Economic Consultative Council, ECSECC, 1999, p.13).
Butterworth is a town with diverse cultures living side by side,
which is different from its traditional set-up (Nyembezi, 2015). The
local economy faces high unemployment and the principal employer
in the area is the government sector, while manufacturing is
identified as a steadily declining employment sector (Mnquma
Municipality, 2013). According to Nhyiba (2011), the population of
Butterworth is about half a million people and the differences in
economy, gender, class and skin-colour among them are visible.
There are some few “whites” and a lot of “blacks” and the
difference between them is depressing to see (Nhyiba, 2011). The
town spreads from homeless people through townships to fancy
nightclubs and few shopping malls for the community (Nhyiba,
2011). The research respondents for this study were limited to
IsiXhosa speaking survivalist entrepreneurs in Butterworth. IsiXhosa
is the dominant tribe in the Eastern Cape Province where
Butterworth is located.

2.2. Overview of IsiXhosa
In South Africa, there are four major ethnic groups among blacks
known as Nguni, Tsonga, Sotho and Venda. According to South
African History Online (2016), the Nguni denotes almost two-thirds
of South Africa’s black population, and they can be classified into
four different groups; AmaXhosa (The Southern Nguni), AmaZulu
(The Northern and Central Nguni), AmaSwati and Amandebele.
According to Statistics South Africa (2011), there are approximately
eight million IsiXhosa speaking people in South Africa, which makes
them the second largest ethnic group after the AmaZulu. Opland
(1983) points out that the major members of the family of
isiXhosa-speaking people include the Xhosa (Gcaleka & Rharhabe,
2018), Thembu, Xesibe, Bomvana, Mpondomise and Mpondo, and
several other small ethnic groups that have been assimilated, to
varying degrees, into IsiXhosa society over several centuries.
IsiXhosa speaking people are predominantly based in the Eastern
Cape and Western Cape. Because IsiXhosa people reside near the
coast, they were among the first Bantu individuals to welcome the
European colonisers in Southern Africa.

2.3. Entrepreneurship and Survivalist entrepreneurs
In South Africa, entrepreneurship in the informal sector economy
is considerably extensive as it is in other developing economies
(Ligthelm, 2013). According to Nieman and Nieuweuhuizen (2009),
the informal sector economy consists of both the micro and
survivalist entrepreneurs, which are differentiated by their nature of
the business, the size of business, monthly turnover, number of
employees and levels of entrepreneurial sophistication. Any
organisation that has employed approximately five employees and has
a labour legislation turnover below the VAT registration levels of
R300 000 annually is considered to be a micro-entrepreneur
(Entrepreneurstoolkit, 2015). However, any organisation that generates

any amount below the above-mentioned income level is regarded as
survivalist entrepreneurs. These types of entrepreneurs generate
revenues that are lower than the minimum poverty lines. As such,
Choto (2016) views survivalist entrepreneurs as individuals who run
and manage enterprises owing to being unable to secure employment
in the formal sector, but who have to find alternative ways to
survive; employees who are not employed on a formal basis, the
business venture that they run requires minimal capital; and they
lack training and experience”.
Survivalist entrepreneurs are considered to form part of
micro-entrepreneurs, and are the least considered group of
entrepreneurs even though they are the largest in numbers amongst
the small, medium and micro-entrepreneurs (Lener & Schoar, 2010).
Usually, these entrepreneurs run their businesses in the informal
sector economy, where they are non-taxed and unregistered (Rolfe,
Woodward, Ligthelm, & Guimaraes, 2010). Their main purpose is
just to generate enough money for their daily up-keep. Hence, they
resort to starting numerous small-scale businesses that they can run
simultaneously. In many African countries, having a diversified
portfolio of income generating activities is regarded as one of the
means by which a person and families can reduce income variability
and to at least generate a minimum level of income (Alderman &
Paxson, 1992). Survivalist entrepreneurs typically prevail in
developing societies, where numerous small-scale business activities
are undertaken (Jesselyn, 2006). As such, they tend to serve the
lower class market segment (serving the bottom of the pyramid
consumers).
With black people being the largest race group in South Africa, it
is estimated that only 1.4% of the African population are
entrepreneurs compared with 7.5% among whites. The highest
percentage of involvement by the black entrepreneurs is in the
survivalist category where revenues are very little and inadequate
value is added to the economy. Blacks make up 86% of survivalist
enterprises (Luiz, 2001). Moreover, the apartheid era created an
income gap between white and black employees. The Wages Act of
1925 identified the need to increase salaries for white employees to
provide a healthier standard of living for white people in South
Africa (Qunta, 1995). In addition, the apartheid government
subsidised the private sector so that it could provide employment to
white people. This led to greater financial burdens for the black
South African population, which had to discover various creative
means of survival, through the practice of survivalist businesses
(Madi, 1997). According to Mensah and Benedict (2010), the
apartheid policy denied black South Africans the extensive exposure
to small businesses elsewhere, resulting in household traditions in
entrepreneurial activities that span generations and breeds
self-reliance.

3. Research methodology
3.1. Research Approach and Design
This study used a quantitative approach to explore the challenges
facing survivalist entrepreneurs in Butterworth. The design was
mainly an exploratory survey which was followed to obtain
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responses from a fairly large pool of respondents.

3.2. Sampling design
In this study, a sample of 75 respondents was utilised. These
respondents were identified through the snowballing sampling
method. Snowballing sampling is a non-probability sampling method
in which the researcher approaches one member who, in turn, refers
the researcher to another member (Choto et al. 2014, p.97).
Therefore, the snowball sampling method was the most appropriate
method for this study as the researchers had few individuals to
participate in the study who helped identify other potential
respondents who best matched the research. At least 20 Xhosa
speaking survivalist entrepreneurs known to the researcher were
approached, who in turn then identified relevant parties to the study
to reach a total of 75 respondents.

3.3. Data analysis
The data gathered from the questionnaires were statistically
analysed using descriptive statistics to detect the frequencies and
percentages of the variables. The Statistical Packages for the Social
Sciences (SPSS version 23) programme was used to analyse data.
All response options in the measurement scales were presented in a
five-point Likert-type scale, whereby, 1=No Importance, 2=Somewhat
important, 3=Moderately important, 4=Very important and 5=
Extremely important. All 75 questionnaires returned were processed
for analysis.

4. Research Results
4.1. Sample Description
An analysis of the collected data showed that a majority 62 per
cent of the survivalist entrepreneurs had only attained a primary
basic education. This was followed by 25 per cent who had
achieved secondary education, 10 per cent indicated they had
obtained tertiary qualifications and lastly three per cent that indicated
that they had attained postgraduate levels of education. In terms of
ethnicity, a majority 82 per cent of the respondents were
Black-Africans, followed by nine per cent who identified themselves
as coloured. Furthermore, five per cent of the respondents were
either Indian or Asian, while four per cent were white.

4.2. Motivation to start a survivalist entrepreneurial business
Besides running survivalist entrepreneurial ventures, the study also
examined other motivations behind starting survivalist entrepreneurial
businesses. This was intended to foster an understanding of what
motivated individuals to engage in entrepreneurial activities. The
reasons for engaging in entrepreneurship are indicated in Figure 1.

Figure 1: Motivation for starting a business

Figure 1 indicates that 54 per cent, which represents a majority
of the survivalist entrepreneurs were motivated to start their own
survivalist entrepreneurial businesses because they could not find
work. This may be as a result of the high levels of unemployment
in the country and the need to increase income (Anomo, 2007). At
least 17 per cent of the respondents indicated that they were
motivated by the independence associated with running their own
business as well as the exciting prospects of being self-employed.
The result finds common ground with the work of Chu et al.
(2008), who also found that “to be my own boss” and “for my own
satisfaction and growth” are important motivating reasons why most
persons go into business. Last of all, 13 per cent of the respondents
revealed that they started their businesses because of the need to
improve their finances. This view is parallel to the conclusion of a
study by Yalcin and Kapu (2008) who found that the desire to earn
more money is the most motivating factor for entrepreneurs.

4.3. Challenges Faced By Survivalist Entrepreneurs
4.3.1. Lack of government support
The first challenge that emerged in the study is the lack of
government support. The results are presented in Table 1.
Table 1: Lack of government support
Valid

Somewhat important

Frequency
1

Valid Percent
1.3

Moderately important

9

12.0
56.0

Very important

42

Extremely important

23

30.7

Total

75

100.0

Table 1 indicates that the most of the respondents, representing
56 per cent, agreed that lack of support from the government
remains a major hindrance among survivalist entrepreneurs in
Butterworth. At least 23 per cent of the respondents strongly agreed
that government support to survivalist entrepreneurs is lacking. These
results are in line with a study conducted by Maphalla,
Nieuwenhuizen, and Roberts (2012) who investigated the perceived
barriers experienced by township small-, micro-, and medium
enterprise entrepreneurs in Mamelodi. The results of their study
revealed that a lack of government support, coupled with government
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regulation and tax implications are recognised as some of the
barriers to entrepreneurship.

survivalist entrepreneurs is an important challenge affecting their
operations. The results are presented in Table 4.

4.3.2. Competition

Table 4: Lack of business skills

Stiff competition for the same customers emerged as another
important challenge faced by survivalist entrepreneurs in Butterworth.
These results are presented in Table 2.

Valid

Table 2: Competition
Valid

No Importance

Frequency
3

Valid Percent
4.0

Somewhat important

13

17.3

Moderately important

19

25.3

Very important

34

45.3

Extremely important

6

8.0

Total

75

100.0

Table 2 reveals that a significant 45 per cent of the respondents
concurred that high competition amongst survivalist businesses is a
challenge. This result is in line with the suggestion by Kanchana,
Divya, and Beegom (2013) that competition is amongst the dominant
challenges faced by an entrepreneur when starting a business. Tough
competition has a great impact on the growth of an enterprise
(Khosa & Kalitanyi, 2014), which implies that every survivalist
enterprise has to develop its own strategies of developing competitive
advantage over the myriad of existing similar businesses.

4.3.3. Lack of Education and Training
The lack of education and training amongst survivalist
entrepreneurs also emerged as an important challenge. The results are
presented in Table 3.

Valid

Frequency

Valid Percent

Somewhat important

1

1.3

Moderately important

16

21.3

Very important

29

38.7

Extremely important

29

38.7

Total

75

100.0

Table 3 indicates that at least 39 per cent of the respondents both
agreed and strongly agreed that the lack of education and training is
one of the challenges survivalist entrepreneurs face in running their
businesses. These results are consistent with the conclusion by
Herrington and Wood (2003) that the education and training system
could be regarded as the number one limiting factor for
entrepreneurship in South Africa. In a similar vein, Fatoki and
Garwe (2010) also confirmed that entrepreneurship education is still
one of the primary factors limiting the growth of the economy of
South Africa.

4.4.4. Lack of Business Skills
The study also revealed that the lack of business skills amongst

Frequency
3

Valid Percent
4.0

Moderately important

10

13.3

Very important

37

49.3

Extremely important

25

33.3

Total

75

100.0

Table 4 shows that a near majority of 49 per cent of the
respondents concurred that the lack of business skills remains a
major challenge among survivalist entrepreneurs in Butterworth. At
least 25 per cent of the respondents strongly agreed that the lack of
business skills remain a major challenge. These results are in line
with a study by Chimucheka (2013) which found that a lack of
managerial and entrepreneurial skills are among the main reasons
why new ventures fail. As put forward by Kirsty (2010), in order to
be successful in their entrepreneurial ventures, survivalist
entrepreneurs should have skills and expertise in the industry in
which they operate, and they should also be able to find gaps and
opportunities in the market and take advantage of them.

4.3.5. Lack of Funding
The study further indicated that the lack of funding was another
limiting factor encountered by survivalist entrepreneurs. These results
are reported in Table 5.
Table 5: Lack of funding
Frequency

Valid

Table 3: Lack of education and training

Somewhat important

Valid Percent

Moderately important

2

2.7

Very important

35

46.7

Extremely important

38

50.7

Total

75

100.0

Table 5 indicates that a majority 51 per cent of the respondents
strongly agreed that the lack of funding is one of the primary
challenges faced by survivalist entrepreneurs. This is in addition to
another 47 per cent of the respondents who also agreed with the
question. These results are supported by the results of two other
studies (Garba, 2011; Ihugba, Odii, & Njoku, 2013) who identified
the poor access to finance as the one of the most significant barriers
to entrepreneurial success. Moreover, the results of a study by
Mambula (2002) indicate that despite existing policies on financial
support for small businesses; very few entrepreneurs receive financial
help when they need it.

4.3.6. Infrastructural Limitations
The study also identified the lack of buildings and space as
another challenge faced by survivalist entrepreneurs in Butterworth.
These results are indicated in Table 6.
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Table 6: Limited building and space to conduct business
Valid

No Importance

Frequency
3

Valid Percent
4.0

Somewhat important

4

5.3

Moderately important

13

17.3
48.0

Very important

36

Extremely important

19

25.3

Total

75

100.0

As indicated in Table 6, a significant 58 per cent of the
respondents concurred that limited buildings and space to conduct
business were a major challenge. Additionally, another 25 per cent
of respondents also confirmed that this challenge was important.
These results show that infrastructure remains a limiting factor to the
success of survivalist enterprises in Butterworth.

5. Conclusion and Managerial Implications
This research was conducted to investigate the challenges faced by
IsiXhosa survivalist entrepreneurs in Butterworth, South Africa. From
the survey results, it can be concluded that IsiXhosa survivalist
entrepreneurs face numerous and varied challenges in their
businesses. These include the lack of government support, stiff
competition, the lack of education and training as well as business
skills, the lack of funding and infrastructural limitations. These
challenges tend to hinder the profitability and success of their
businesses.
The study has several managerial implications, based on the above
results. For survivalist entrepreneurs to function efficiently and
effectively, the government must create an enabling environment for
them by providing funding, suitable infrastructure and other forms of
support such as education and training opportunities. Such support
will enable survivalist enterprises to develop into micro-enterprises
and hopefully into small businesses until they become either medium
or large enterprises that can contribute more significantly to the
national economy. Survivalist entrepreneurs themselves should strive
to engage in networking with other more successful entrepreneurs as
this can provide them with opportunities to share important
information that they can use to develop their enterprises. Such
practices are in line with the suggestion by Xesha, Iwu, and Slabbert
(2014) that collaborative relationships enable the growth of
businesses, as participants share information as well as other
resources. They should also realise the importance of enrolling for
further training and education which is important in enhancing their
business skills. This is supported by various authors (Aniel &
Sifuna, 2007; Modisaotsile, 2012; Gyan, Mabefam, & Baffaoe, 2014)
who assert that proper education is critical to human development
and maintenance of a socially responsive economic and political
system.

6. Limitations and Future Research
This study was limited to only IsiXhosa speaking survivalist
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entrepreneurs in Butterworth in the Eastern Cape Province of South
Africa. In addition, the study only used a quantitative method to
obtain primary data. It is recommended that additional studies be
conducted on survivalist entrepreneurs of other tribes to complement
the results of this study. The scope and sample size of the study
could also be increased to enhance the generalisability of the results.
Future studies can also be conducted using a mixed method
approach in order to compare the results of this study in IsiXhosa
speaking survivalist entrepreneurs to draw more inclusive conclusions.
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Abstract
The use of organic food is important and necessary in Vietnam in contemporary society. This research aims to explore and measure the
impact of factors that influence organic food purchasing decisions of kindergarten schools in Ho Chi Minh City. The research was conducted by
a focus group of 10 participants; deep interviews with 25 responses, who are experts and teachers of kindergarten schools. A pilot study of 104
respondents; the official study of 291 respondents who are representative of kindergarten schools by both online and via paper surveys with
nonprobability and convenient sampling. The software SPSS 20, AMOS 20 and Microsoft Excel 2010 were employed to help analyze the
collected data. The results of structural equation modeling showed that: Perceived of Quality product (PQ) and Intention Behavior (IB) are
positively affected on organic food Purchase Decision (PD) of kindergarten schools. Analyses confirmed the positive effects of Brand Image
(IM) and Feeling Safe (SF) on Perceived of Quality Product (PQ). Besides, Intention Behavior (IB) is influenced by Normative Beliefs (NB);
Environment Attention (EV); Trust on Brand (TB) and Cost of meal Set (CS). The research results are the basis for providing solutions to find
and develop stable output for organic products in Vietnam, bringing organic food is popular with the community.
Keywords: Organic Food, Purchase Decision, Kindergarten School, Quality Product

1. Introduction
Reports of food safety in Vietnam (2018): In July 2018, reports
in the meeting of the Committee about key tasks development in the
final 6 months of 2018, Le Thanh Long (2018) said that check-ups
have been made since the beginning of the year, successfully going
through 351,128 facilities, have discovered 68,362 of which violated
the regulations, accounting for 19.47% of the total amount. First six
months in 2018, there have been 53 cases of food poisoning in the
country, affecting 1301 people, 1079 hospitalized, and 11 dead.
According to the report of Cao Van Trung (2018), the number of
large-scale food poisoning at schools took up about 3.7% of the
total amount. During the period between 2018 and 2019, the cases
of food poisoning happened rapidly at kindergartens and primary
schools, with some cases affecting hundreds of students. In
particular, on October 10, 2018, 279 students at Xin Cai Primary
School in Ha Giang was poisoned by the breakfast served at school.
October 10, 2018 in Ninh Binh, a case of food poisoning occurred
in the kitchen of Dinh Tien Hoang Primary School, resulting in 352
students hospitalized for treatment. November 15, 2018, at Xuan
Non-Kindergarten, 200 kids had to be hospitalized for food
poisoning after a celebration at the school’s mess hall. Multiple cases
of food poisoning happening consecutively raised an alarm about the
lack of food hygiene in kindergartens all over the country.
The state of domestic and foreign organic agricultural production:

–
–
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According to FiBL-IFOAM (2018), in the year 2016, the total
acreage of organic agriculture around the world were 57.8 million
acres, the biggest was in Oceania with 27,3 million acres, followed
by Europe (13,5 million acres), Latin America (7,1 million acres),
Asia (nearly 4.9 million acres), North America (3,1 million acres)
and Africa (1.8 million acres). Organic baby food made up to 80%
of the baby food market in many countries. In Vietnam, there are
53,348 verified acres of organic agriculture (equivalent to 0.5% of
the total area of agriculture), in addition to 58,199 acres of
organic/ecological aquaculture and 7,208 acres of primary forest to
reap natural, organic products. The retail of organic agricultural
products of Vietnam was around 18 million Euros, consumption of
organic products per capita is 0.2 Euro. The total value of Vietnam’s
exports of organic products was 77 million Euros.
Nielsen (2016) showed that up to 86% of Vietnamese consumers
would choose natural and organic products when possible. However,
access to and usage of organic food was limited due to many
problems arising from both the consumers and the suppliers. The
research objective of this topic is to determine the influencing factors
and the extent to which it affects the decision to buy organic food
of preschools in Ho Chi Minh City, thereby suggesting appropriate
management implications for Vietnamese businesses operating in the
field of organic food production and trading.

2. Literature review, hypotheses development, and
conceptual model
Organic food: Organic foods are foods produced by the methods
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and standards of organic agriculture. The standards of organic food
have the difference between regions in the world. However, organic
agriculture, in general, is geared towards farming promotes ecological
balance, diversity and biodiversity conservation. In organic
agriculture, it is possible to limit the use of certain pesticides,
herbicides and synthetic fertilizers (University Berkeley). Organic
food is also not allowed to be treated by irradiation, industrial
solvents or synthetic food additives. According to IFOAM (2005)
“The Organic agriculture is a production system that maintains the
health of soil, ecosystems, and people, based on ecological processes,
biodiversity, and cycles adapted to local conditions for availability to
benefit the environment, share and promote fair relationships, good
quality of life for all relevant people". In the study of Liu (2003),
the green or organic foods refer to foods that are safe to be
consumed, are of fine quality, are concerned with humane animal
treatment, are nutritious foods and are produced under the principle
of sustainable development.
Reference group (RG) is understood as a group of two people or
more, sharing the same rules, beliefs and having a connection that
makes their behaviors depend on one another. The reference groups
are the ones who have a direct, or indirect effect towards the
behaviors and opinions of someone else. The research results of
Robin Robert (2007) shows that the reference groups had a direct
impact on the decision of buying clean, safe food products. The
reference groups had an effect because of their opinions, advice
affected the overall purchase decision of the whole organization. In
kindergartens’ case, these groups are people or organizations that had
opinions, evaluations that affected the purchase of organic foods of
the facilities. The decision of buying said foodstuffs of these schools
were under the general advice of parents, nutritionists and other
teaching facilities. According to Park and Lessig (1977), the
reference groups affected purchases based on three key points:
emotional value, compliance, and information. The results study of
Le Thuy Huong (2014), Alipio and Larissa (2013) both showed that
these groups had an effect on purchasing safe products, dietary
supplements, and baby foods. From the aforementioned arguments,
this research has come to a theory H1: The reference groups had a
direct effect on the purchase decisions of organic products of
various kindergartens in the Ho Chi Minh City area.
The feeling of Safety (SF) is a sense of doubt in certain organic
products’ safety. In today's life, most consumers still have their
doubts about organic products, since ensuring the manufacturing
processes in Vietnam are still not quite convincing enough, as
opposed to ease of accessing ‘dirty foods’ at the moment. For
products such as foodstuffs and beverages, safety has always been
the number one concern. These products’ safety values are what the
consumers will notice the most when they’re considering a purchase
and eventually use them. In fact, food safety was highlighted as a
motive for purchasing organic food (Padel & Foster, 2005). The
consumer feeling of safety in regards to products will affect their
evaluations and reviews about the quality of these products. So, food
safety issues have driven consumers to seek safer foods whose
qualities and attributes are guaranteed (Lockie et al., 2004). Williams
and Hammitt (2001) found that consumers believe organically grown

produce poses a fewer risk to the consumer than conventional
products. If they feel safe when using the product, it would be
considered high quality or conversely. Therefore the hypothesis is set
H2: The feeling of safety has a positive influence on the perceived
of a quality product.
Certificate of Origin (CO) means a specific form identifying the
goods, in which the authority or body empowered to issue it
certifies expressly that the goods to which the certificate relates
originate in a specific country (Kyoto, 2019). This certificate may
also include a declaration by the manufacturer, producer, supplier,
exporter or another competent person”. The previous research has
found that consumers use both Certificates of Origin as cues to
product quality (Carneiro & Faria, 2016). Consumers are consistently
found to use the Certificate of Origin as a cue in product
evaluations, along with the price, brand name, and product labels
(Dekhili & Achabou, 2014). In other research, this certificate not
only a quality signal for the customer but also an important tool in
helping customers identify organic products. Without a Certificate of
Origin, the consumer might not be aware that the product is organic
because the differentiation between conventional and organic food
may not be that discernible (Van Loo et al., 2011). Hypothesis H3:
Certificate of origin affects to perceived quality product organic
food.
Trust belief on Brand (TB): Personal faiths on certain aspects can
either motivate or suppress one’s behavior (Ajzen, 2001). The
product is one of the main parts of a brand (Aaker, 1996). The
faith in a certain brand or a product is the psychological evaluation
of a customer of that brand. The brand provides the consumers with
both the product’s benefits and their psychological needs, causing the
customers to switch to the brand name merchandise (Tho Nguyen
Dinh & Mai Trang Nguyen Thi, 2002). Other, trust is one of the
most important factors leading to a positive impacting on behavior
buying (Smiciklas, 2011, Nguyen Xuan Truong, 2018). Andrew
Mitchell (1989) showing the results as the faith in a brand has an
effect on a customer’s attitude and reviews for that product, the
more they believe in the product, the more self-convincing they will
be in their purchase decisions, believing the products they’re using
are at a high quality, and vice versa. Therefore, The belief in a
certain brand or product that is their favorite also affects their
purchase decisions. To kindergartens, there aren’t any particularly
popular organic brands affecting their purchases yet, the trust in a
certain brand is only making the school board to prefer its quality
for now. So, the bigger the faith of kindergartens towards brands
and products, the products’ quality that they will perceive better.
This study hypothesizes H4: The believing in a brand affects buying
intention.
Normative Beliefs (NB) is composed of subjective norms and
Personal norms. Studies have shown that normative beliefs affect a
consumer’s attitude and purchasing intentions with regard to organic
products (Ajzen, 1991). In the study of Lee (2008) reported that of
seven predictors of behavior for purchasing green products, social inﬂ
uence had the biggest impact on purchasing behavior. Personal
norms refer to consumers’ beliefs about the actions they should
perform, which inﬂuence the actions the consumers will perform
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(Fishbein & Ajzen, 1975). Thogersen (2002) found that when
consumers were choosing whether to purchase organic or non-organic
wine, the ﬁnal choice depended on the consumer’s personal norms
once attitude and subjective norms were controlled for. Personal
norms have been found to arouse positive feelings about“doing the
right thing” when purchasing organic products. With organic food,
the actual quality is what buyers are interested in, so when they are
confident they feel good about their product quality. When they have
strong beliefs, they will assume that organic products are good and
safe, from which they choose to use and make buying decisions.
According to Rich Pirog (2007), Dickieson and Arkus (2009),
Olusola, Norsida, and Nitty (2014), the confidence in the safety of
products that affect the intention to buy, thus this research
hypothesizes that H5: Normative belief positively impacts
intention-behavior.
Environment Attention (EV) is a belief, attitude, and
preoccupation, the awakening of an individual or an organization
with an endangered environment and exhausting resources (Mat. Said,
Ahmadun, Hi Pain & Masud, 2003; Kalafatis Pollard, East, &
Tsogas, 1999). Environmental concerns play a key role in
determining the intention to purchase organic food so that the
purchases of organic food are considered environmentally friendly
behaviors (Yadav & Pathak, 2015). Responsibility in dealing with
environmental issues not only helps organizations to remain
competitive and increase their market shares but also there is
evidence indicating increased consumer loyalty toward such
organizations (Chegini & Saleh, 2016). Although environmental
awareness measurement is difficult, knowledge is recognized as the
basis for environmental beliefs (Barber et al., 2009). Therefore,
environmental and social concerns affect their intention to buy
(Olusola., Nolila., Norsida, & Nitty, 2014; Ngo Thai Hung, 2013;
Sergi., Dirceuda., Marcelo., Gabriel, & Waleska, 2014). Accordingly,
the hypothesis study is H6: Attention to environmental issues affects
the intention of buying organic foods of the Kindergarten Schools.
Brand Image (IM): Brand Image is a group of characteristics and
contiguity that consumers communicate with this brand (Bullmore
1984). Product brand is used as "a sign of quality" which affect the
perception of quality, particularly for food products. Consumers
evaluate the product brand and make purchasing decisions
(Vranesevic & Stancec, 2003). Brand image is an important factor in
the purchase decision process (Howart & Sheth, 1969; Narayana &
Markin, 1975). According to Woodside and Wilson, 1985, the higher
the customer’s brand recognition is, the higher the brand’s products
purchase intention is. With organic products, brand image is an
important factor affecting to purchase decision. According to the
research of Dickieson and Arkus (2009), Dung Ho Chi (2010),
Giang Nguyen Son (2009) showed that brand image effects to
purchase decision or purchase intention. Hence this study has
hypothesized H7: Brand image directly impacts to perceived of
quality organic food.
Cost of meal Set (CS): Cost of meal Set is the money amount
agreed between parents and the school to pay for the daily meals of
the children, ensuring the menu for children with adequate nutrition.
The results of Nguyen Thi Hoang Yen (2013); Alipio Neto &

127

Larissa (2013) and Tanja Lautiainen (2015) showed that the cost of
the meal set affects buying decisions. The results of qualitative
research through group discussions show that the children's ration
will be balanced by the school to match with the cost of each meal
that parents pay. If parents are willing to increase the cost of their
meals to match the price of organic food, then the school is ready
to buy organic food instead of normal food. Therefore, this research
makes a hypothesis H8: Cost of meal Set impacts on
intention-behavior.
Perceived of Quality product (PQ): The feeling of product quality
is the knowledge and beliefs of consumers about the quality of
products with expressions such as shape, size, color... external
expressions such as price, brand, origin, the location of sale (Olson
&Jacoby 1972; Olson 1977). This result is further supported by Dae
and Joon (2009); Tsiotsou (2006); Hoch and Banerji (1993); Choy
Johnn Yee, Ng Cheng San (2011) which indicate that perceived
quality have a positive association with the purchase decision.
Perceived quality is a critical element for consumer decision making
(Jin & Yong, 2005) that is directly related to the reputation of the
firm that manufactures the product (Davis et al., 2003). Other,
perceived quality has a direct impact on customer purchase decision
and brand loyalty, especially during the time customers have less or
no information of the products that they are going to purchase
(Aaker, 1991; Armstrong & Kotler, 2003). Regarding Kindergarten
Schools, knowledge of product quality will promote faster the
decision-making process of buying organic food. In this study, the
specific hypothesis to be tested is H9: Perceived of a quality
product affects to purchase decision.
Intention Behavior (IB) mentions the readiness of a purchase
decision, positively influences the purchase decision. The Theory of
Reasoned Action (TRA) and Technology Acceptance Model (TAM)
model shows a high correlation between intent and actual use. The
positive relationship between intention and purchase decision is
described by (Ajzen & Fishbein, 1980); Newberry, Kleinz and
Boshoff (2003); Truong Nguyen Xuan (2015). Based on the previous
literature, the hypothesis proposed H10: Intention-behavior affects in
the same direction with the purchase decision.
Purchase Decision (PD): The purchase decision is the final stage
in consumer behavior. The purchase decision is understood as the act
of buying or deciding to buy with no hesitation, just waiting for the
goods to be received and paid. Due to information and
communication technology, many people have learned about products,
prices, brands, decisions beforehand and just wait for the suitable
time to take the buying action. With not very positive information
about current "normal" food, preschools are quite confused. The
results of qualitative research have resulted in the fact that most
respondents agreed that they have decided to buy, only if it is
convenient to buy, which products are useful. In this study, the
purchase decision is understood that Kindergartens Schools purchased
or definitely decided to buy. Research by Davis, Foxall & Pallister
(2002) shows that buyers plan to do a special activity but may not
recognize it because of some external conditions. The satisfaction
positively impacts on purchase intentions and purchase intentions that
have a significant positive impact on real purchases (Akhter, 2010).
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According to Nguyen Xuan Truong (2018), intention-behavior positively
affects the purchase decision. For organic food, the purchasing
decision is also directly affected by the parents (reference group).

cross-sectional survey with 291 respondents representing preschools.
Convenient, non-probability sampling techniques are applied.
Approach to take samples by direct interview at the school
administrative office and by a self-filled survey on google doc with
respondents agreeing to participate. The questionnaire has a
clarification to ensure that the respondent representing the preschool
has bought organic food or has decided to buy, when the supply is
available, buy it immediately. The form of the questionnaire in this
research applied a 5-point Likert scale (1= strongly disagree; 5=
strongly agree). Questionnaires were distributed both electronically
and by paper. The data for this study was obtained by an electronic
survey distributed on Facebook, via email, and through a face-to-face
survey. Administration process took 30 days. SPSS 20, AMOS 20
and Microsoft excel 2010 software were used to analyze collected
data.

4. Results of research
4.1. Group Discussion
Figure 1: Conceptual model

The research model: In order to achieve the study’s objectives,
the research model “The Factors affecting Organic Food Purchasing
Decisions of Kindergarten Schools in Ho Chi Minh City” was
developed based on the theory of reasoned action (TRA), theory of
planned behavior (TPB), technology acceptance model (TAM) and
related research models showed the relationship between variables.
From the literature review and the hypotheses set out above, the
study gives a conceptual model consists of 8 independent variables,
2 mediating variables, and 1 intermediate variable (Figure 1).

3. Research methods
Qualitative research uses group discussion method with 7 people,
of which 5 experts and 2 representatives of preschool to adjust
research model and to do an in-depth interview with 25 people (15
experts and 10 people representing preschools) to supplement and
correct observed variables. Both group discussions and in-depth
interviews use structured questionnaires, in which part 1 is an outline
to explore and part 2 is structured. After the first part is collected,
they will both be grouped into tables for evaluation. CRV index is
used to evaluate reliability in part 2 according to the formula (CRV
= Ne - N:2)/N: 2. In which Ne is the number of respondents said it
is necessary; N is the total number of participants. When CRV>0,
the observed variable achieves reliability; CRV=0 should be
considered for retention and removal; CRV<0 is an unnecessary scale
that needs to be removed (Laewshe, 1975). To decide the
significance of each item, Laewshe’s proposal (1975) was used and a
5% significance level was adopted. Preliminary quantitative research
conducted with 104 respondents in order to evaluate the reliability of
observed variables via the Cronbach alpha coefficient. The observed
variables of reliability are included in the survey for official
research. Official quantitative research was conducted by a

After the focus group, the conceptual model having 11 variables
with 55 measurement items were continued to be tested through an
in-depth interview.

4.2. In-Depth Interview
The result of the in-depth interview was that 11 constructs with
51 measurement items draft were developed from theoretical basic,
which was then proceeded to pilot study, there are 4 measurement
items were deleted because their validation CVR < 0 was not
satisfied.

4.3. Pilot Study
Measurement items for reliability were developed by Cronbach’s
alpha. Cronbach’s alpha of 13 variables were more than 0.6, which
was acceptable (Nunnally and Bernstein, 1994; Peterson, 1994; Slater,
1995), indicating high degrees of reliability. Only 2 measurement
items (IM4 and PQ3) having corrected item-total correlation of lower
than 0.3 were not accepted and 49 remaining items were ready to
continue in the official study.

4.4. Descriptive Analysis Result
Official research was conducted in Ho Chi Minh City in May
2019 with the total number of votes issued was 444, the number of
votes collected was 376, of which 291 valid votes (accounting for
65.54%). A total of 291 schools responded to the survey, of which
85.9% of the surveyed schools were knowledgeable about organic
food, purchased or decided to buy, the remaining 14.1% which was
provided information by the research team decided to buy also.
Specifically, the rate of private kindergartens was about 43%; Public
preschools accounted for 38%; International preschools accounted for
11% and private preschools accounted for 8%. On average, the
school fees are 4.500.000 VNĐ/month.
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4.5. Official study
Cronbach Alpha Test
Before exploratory factor analysis (EFA), the measurement items
were tested for reliability by Cronbach’s alpha coefficients. A higher

Cronbach’s alpha score indicated greater reliability and its acceptable
lower limit was 0.6 (Nunnally & Bernstein, 1994). In our research,
the alpha scores of constructs were between 0.609 to 0.891.
Corrected item-total correlation of RG5 and PQ5 were below 0.3, so
they were removed from the conceptual model and 47 measurement
items continue to go through exploratory factor analysis.

Exploratory Factor Analysis
Table 1: Pattern Matrix – EFA
Component
1
EV3

.881

EV2

.830

EV1

.810

EV4

.802

EV5

.739

2

PD2

.813

PD3

.808

PD4

.795

PD1

.763

PD5

.658

3

NB5

.856

NB2

.731

NB4

.718

NB3

.697

NB1

.566

4

IB2

.793

IB1

.776

IB3

.734

IB4

.720

5

TB1

.845

TB2

.793

TB3

.677

6

RG3

.809

RG2

.765

RG1

.679

RG4

.585

7

CO5

.832

CO4

.750

CO3

.702

8

CS3

.830

CS2

.829

CS1

.660

9

PQ4

.710

PQ2

.693

PQ3

.662

PQ1

.541

10

IM1

.791

IM3

.779

IM5

.619

11

SF1

.691

SF2

.688
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The measurement items were refined using exploratory factor
analysis and poorly fitted items were excluded from the study. The
results of the conceptual model, which included the standardized
factor loadings, standard errors, construct reliabilities, and proportions
of variance extracted for each construct were presented. Factor
loadings of the indicators for each construct were statistically
significant and sufficiently high to demonstrate that the indicators
and their underlying constructs were acceptable. In this study,
analyze the factor of discovering EFA with the Principal component
method with the Promax element rotation, which has KMO=0,821
and Sig <0.05, so the results are reliable and acceptable. Total
extraction sums of squared loadings cumulative are 64.77%. The
measurement items have a factor loading >0.5. measurement items
have been excluded from the model because the factor loading factor
is <0.5 without meaning, the remaining model 41 measurement
items. (Table 1)

Table 2: Reliability constructs

Confirmative Factor Analysis (CFA)

The result verified Cronbach's coefficient alpha reliability,
composite reliable of the variables that had values scales meet the
request (Table 2). This model of measurement items was convergent
validity and discriminant validity. Thus, the scales and factors are
both reliable and acceptable to analyze the structural equation model
(SEM).

The results of confirmative factor analysis (CFA) showed an
acceptable fit of the data χ2= 743,271; df=484; p=0.000; χ2/df=
1,536; IFI=0.930; GFI=0.876; TLI=0.930; CFI=0.930; RMSEA=0.043
(Figure 2). All factors loading were highly 0.5 significant on the
expected constructs (Steenkamp & Geyskens, 2006). These demonstrated
adequate convergent validity of the measures. Composite reliable and
variance extracted were calculated on the basis of standardized
weights estimated in the CFA model. Before the hypotheses test, the
constructs of the questionnaire were tested for two psychometric
properties: reliability and validity.

Figure 2: Confirmative factor analysis overall model

Variable

Cronbach’s
Alpha

Composite
Reliability

Convergence
value

Distinctive
value

CS

0,772

0,772

Accepted

Accepted

IM

0,793

0,637

Accepted

Accepted

TB

0,774

0,776

Accepted

Accepted

PQ

0,586

0,600

Accepted

Accepted

SF

0,598

0,607

Accepted

Accepted

NB

0,793

0,798

Accepted

Accepted

EV

0,890

0,886

Accepted

Accepted

IB

0,842

0,847

Accepted

Accepted

PD

0,833

0,823

Accepted

Accepted

Structural Equation Model (SEM)
The Analytics Structural Equation Model (SEM) allowed
combining implicit concepts with their measurement and can consider
independent measurements or combine them with theoretical models
at the same time (Hulland, 1996). This study uses the Maximum
Likelihood method to estimate parameters in SEM models. The
Bootstrap method will be used to re-evaluate the model parameters
to test the reliability of the estimates.
The results analytic Structural Equation Model (SEM) showed that
the factors: Trust belief on Brand (TB), Environment Attention (EV),
Brand Image (IM); Cost (CS); Feeling Safe (SF); Normative Beliefs
(NB), Perceived of Quality product (PQ), Intention Behavior (IB) and
Purchase Decision (PD), all the parameters have the relationships
were significant in the model and all the construct were positively
correlated. The likelihood ratio chi-square test assessed the overall
model fit. Chi-square was significant in this case (Chi-square=
808,731; df=498; p=0.00). Chi-square/df=1.624, satisfying the
recommend < 3 criterion for a good fit. Other indices of model fit
included all exceed the recommended threshold level of 0.95, except
GFI (TLI=0.905; CFI=0.916; IFI=0.916; GFI=0.864). The root means
square error of approximation (RMSEA) described the discrepancy
between the proposed model and the population covariance matrix.
RMSEA was 0.046, below the recommend < 0.08 level (McKnight,
Choudhury, & Kacmar, 2002; Gefen, Straub, & Boudreau, 2000).
Thus, the overall model had a good fit. This model of measurement
items was consistent with market data. Therefore, we could proceed
to examine the path coefficients of the structural model.
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Figure 4: Final Model

Figure 3: Structural equation model analysis
Table 3: Regression weights
Standardized
Estimate
Regression weights

S.E.

C.R.

P

IB

<---

CS

0.368

0.384

0.075

5.113

***

IB

<---

TB

0.377

0.459

0.084

5.446

***

IB

<--- EV

0.178

0.159

0.053

2.965

0.003

IB

<--- BN

0.143

0.173

0.073

2.375

0.018

PQ

<---

IM

0.206

0.148

0.069

2.147

0.032

PQ

<---

SF

0.228

0.180

0.076

2.357

0.018

PD

<---

IB

0.247

0.205

0.059

3.468

***

PD

<---

PQ

0.392

0.465

0.107

4.369

***

The result qualitative research and the pilot study showed that
there are 11 the factor affect organic food purchasing decisions of
Kindergarten Schools in Ho Chi Minh City. The final model fit
statistics indicated that there are 8 the impact overall variables
(Figure 4). Initially set of 10 hypotheses, test results have 2 rejected
hypotheses and 8 accepted hypotheses, consistent with the research
model and market data. (Table 5).
Table 5: Summary of hypotheses testing
Hypotheses
H1
H2
H3
H4

Based on the results of regression weights table after testing
Structural Equation Model (SEM), we find that P of the elements
are less than 0.05 so the factors given in the model are statistically
significant with 95% reliability.

H5
H6
H7

4.6. Bootstrap Estimate Model

H8
H9

Table 3: Bootstrap test result
Parameter

SE

SE-SE

Mean

Bias

SE-Bias

IB

<---

EV

.081

.003

.181

-.002

.004

C.R
1.5000

IB

<---

CS

.082

.003

.393

.002

.004

0.7500

PQ

<---

SF

.109

.003

.225

-.010

.005

0.3333

PQ

<---

IM

.098

.003

.204

-.004

.004

1.6667

IB

<---

TB

.078

.002

.371

.000

.004

1.6667
-1.2500

IB

<---

NB

.070

.002

.093

.004

.003

PD

<---

PQ

.096

.003

.371

-.008

.004

0.0000

.004

-1.0000

PD

<---

IB

.083

.003

.182

-.001

This study used bootstrap methods (Schumacker & Lomax, 2010)
with the number of repeated samples N=500 to estimate the model
in practice. The CR (bias/SE-bias) absolute value was less than 2.0.
Thus, we could conclude that the estimates in the models can be
trusted and fit.

H11

The reference groups have affected to purchase
decisions of organic Products.
The feeling of safety has a positive influence on
the perceived of a quality product.
Believing in a brand affects buying intention.
Normative belief positively impacts
intention-behavior.
Normative Belief affects in the same direction with
Intention Behavior.
Attention to environmental affects the intention of
buying
The brand image directly impacts to perceived of
quality organic food.
Cost of meal set impacts on intention-behavior.
Perceived of a quality product affects to purchase
decision.
Intention-behavior affects in the same direction as
the purchase decision.

Results
of testing
Rejected
Supported
Rejected
Supported
Supported
Supported
Supported
Supported
Supported
Supported

5. Conclusions
Organic food is a matter of high interest for preschools in Ho
Chi Minh City. The results of this study show that there are 8
factors that influence the decision to buy organic foods, including:
Feeling Safe (SF); Brand Image (IM); Perceived of Quality product
(PQ); Normative Beliefs (NB); Environment Attention (EV); Trust on
Trust (TB); Cost of meal Set (CS); Intention Behavior (IB). These
factors influence the direction of the decision to buy organic food
from preschools in Ho Chi Minh City (Figure 4). There are 6
factors that indirectly affect purchasing decisions through Perceived
of Quality product (PQ) and Intention Behavior. The Safe Feeling
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(SF) and Brand Image (IM) factors directly affect Perceived of
Quality product (PQ) with a coefficient β=0.228; β=0.206. Elements
Normative Beliefs (NB); Environment Attention (EV); Trust on Trust
(TB); Cost of meal Set (CS) has a direct impact on Intention
Behavior (IB) with a coefficient: of: β=0.143, respectively; β=0.178;
β=0.377; β=0.368. Perceived of Quality product (PQ) affects the
decision to buy with β=0.392. The purchasing intention influences to
decide to buy (PD) with coefficient β=0.247.
Research results have shown that Perceived of Quality product
(PQ) has the strongest influence on purchasing decisions of school,
so businesses need to promote marketing to increase the level of
awareness and understanding of the school about values, roles, and
benefits of using organic food in the daily meals of preschool
children. The school's perception of the quality of organic food is
influenced by two factors: brand image and consumer safety
perception for the product. Therefore, promoting brand building
activities creating trust with quality products and safety for the
school is extremely necessary before they make a decision to choose
suppliers. Therefore through activities: Introducing the organic food
production process through the media and farm visits so that the
businesses demonstrate the process through organic production
certificates. The titles that businesses achieve will be the solution to
help businesses build trust with the school.
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US-China Tariff War: Anti-Globalisation Wave Blowing in the Wind
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Abstract
With the right-wing “populist nationalism” usurping across Western-World, there is a rise in anti-globalisation; mainly led by US-China tariff
war. But what we find is that the genesis of anti-globalization movement is not globalisation itself but the failure of productivity led growth in
industrial sector, particularly in Europe and failure of re-destructive policies in developed west, particularly in USA. Reviewing the history of
tariff war and welfare maxims of trade policy, we argue that the correct approach to address trade imbalances and to domestic redistributive
gorals is through multilateral negotiations but not one of resorting to an abrupt and unilateral trade distortionary measures such as tariffs or
quotas. While China must address correcting its sustained trade surplus, retaliatory imposition of tariffs by US, the major beneficiary of cheap
imports from China, are not the panacea for global trade globalisation juggernaut.
Keywords: Globalisation, Current Account Deficit, Inequality, Populism, Optimal Tariffs.

1. Anti-Globalisation Wave
In his maiden appearance at World Economic Forum at Davos in
2017, President Xi spoke like a statesman and gave a clarion call to
globalization! Continuing, in 2018 he spoke for “creating a shared
future in a fractured world”; although gave a miss to a discussion
on “fine-tune China’s global strategy”! Beginning with the shocking
success of Brexit and Donald Trump’s election to President of USA
in 2016, the rightwing “populist nationalism” is usurping across
western World is seen as a resistance to three major developments:
large-scale- immigration, integration and globalization. These
contentious factors perceived to be resulted in economic fallout of
nations with rapidly shrinking manufacturing base, en masse job
losses, livelihoods and popular unrest of the natives perceptibly
post-2008 financial meltdown. Since then the wave of
anti-globalisation engulfed the protagonists of globalization led by
USA against countries with huge trade surpluses such as, China. As
Niall Ferguson puts, global imbalance is a stable disequilibrium
between Chimerica (Ferguson, 2015). China has remained cynosure
of everyone’s eye for flooding the world market with a wide variety
of cheaper manufacturing imports ranging from toys to electronic
gadgets; beginning its ascent in world trade with the pegged and
undervalued Yuan since mid-80s, and more impressively with the
admission into WTO in the early 2000.

2. The Datum
US current account deficit during the worst 7-year period of
* Indian Institute of Management Lucknow, India.
E-mail: tripati@iiml.ac.in
** Institute of Economic Growth, New Delhi, India.
E-mail: pravakarfirst@gmail.com

deficits averaged 2.5% from 1984 to 1990. However, after China’s
entry into WTO, the trade deficit of US averaged 5.02 % during the
2002 to 2008. During the same period 2001-2008, China’s current
account surplus increased from 1.3% to 9.2 % of GDP. China’s low
cost products spread across various industries and a rise in the
consumption of US led to unprecedented trade deficits of USA since
2001. US’s trade deficit of $566 billion in 2017 is the largest trade
gap since 2008; prompting Trump administration towards a stricter
trade legislative changes particularly with China being its largest
trading partner. The trade deficit was fine with USA as long as it
was enjoying cheaper imported goods and services and issuing ‘I
Owe You’ (IOUs) notes until it realized that it has badly affected
competitiveness of its industrial base affecting employment
opportunities for native Americans. Though the earlier regimes before
Trump tried to reduce trade deficit, it is President Trump, who came
to power riding on nationalist agenda, ‘Make America Great Again’,
has taken strong protectionist measures. The latest being his boldest
step to impose tariffs on up to $50 bn annual imports from China,
apart from increasing the tariffs on aluminum and steel. US Trade
Representative (USTR) has already outlined more than 1,300
imported goods, mostly targeting semiconductors, electric vehicles
and advanced medical products that will face 25% tariff hike. Apart
from targeting China’s trade practices, the targeting of high
technology products is meant to cut down China’s dominance in
these sectors. Trump has also directed Treasury Secretary to propose
new investment restrictions on Chinese companies within 60 days to
safeguard technologies that the US views strategic. The seven-month
investigation by USTR alleges that China has violated US intellectual
property rights by following policies that force American companies
to transfer technology and also accessing of trade secrets through
hacking. Further, if USA goes ahead to restrict Chinese investments
in cutting-edge and strategic sectors like artificial intelligence and
mobile technology, the economic war between the two largest trading
nations will include investment flows as well.
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Since holding his office, Trump has taken a hard line on trade by
opting out of the 14-nation Transpacific trade pact and also
threatened to pull out of the NAFTA. Earlier this month, Trump has
announced heavy tariff on steel and aluminium imports from China
which are suffering from over capacity. Though these measures are
intended to address unfair trade practices by China, as reflected by
number of anti-dumping cases against China and under-valued Yuan,
such actions are likely to affect the members of the EU and other
developing countries like India snowballing into a trade war and in
turn affecting Multilateral trading system and globalisation. China has
already retaliated, as a response to Trump administration’s earlier
decision to impose tariffs on global imports of steel and aluminium,
by planning to impose of tariff on 128 products amounting $ 3
billion imports from US on 23rd March 2016. China’s retaliation step
of imposing tariffs on fruits, meat and other products is a muted
response and more of a statement of purpose rather than trade war.
However, President Trump has further threatened to impose tariffs on
$100 billion of Chinese imports in retaliation for China’s imports
and alleged unfair practices of China in obtaining America’s
intellectual properties. India’s also has been kept on the priority
“watch list” of USA in recent years for not giving adequate
protection to American companies due to alleged deficiencies in
intellectual property rights. Therefore, there could be possibility of
using Section 301 of Trade Act against India though Trump
administration is initially planning to go after major trading partners
having huge trade deficit. Though India’s trade constitutes less than
2 percent of US’s trade but India having trade surplus with US, one
cannot be rule out some sector specific tariff measures against India
in future.

3. Revisiting The History of Beggar Thy Neighbor
Approach
President Trump’s hegemonic vision of “America First” is
presumptuous insofar as he considers that America bring a dominant
world player in international trade can take free and independent
unilateral actions. However, such myopic vision clearly ignores the
changing world calculus of one of increasingly integrated,
interdependent and a digitally connected seamless world. Moreover,
even the history of tariff and trade wars are not very kind to
American experience.
For a brief recall, notwithstanding disapproval of many economists
of US, the infamous protectionist Smoot-Hawley Tariff Act of 1930
signed by President Herbert Hoover that raised duties on around
20,000 imported goods, ultimately resulted in debilitating
consequences of World economy stagnation. It escalated tit-for-tat
reactionary tariff impositions. Led by Canada, America’s trading
partners retaliated with tariffs on US exports and which plunged by
61 percent from 1929 to 1933, prolonged the Great Depression and
shutdown world trade. Overtime, Canada was forced to seek for
export market in Britain and Italy, resumed trade with Soviet Russia
and abandoned American imports. France countered Italy’s initial
misdemeanour with retaliatory imposition of stiff tariffs and battered
Italy for a prolonged time. The infamous “Chicken Wars” wherein
France and Germany levied tariffs on the imports of American

chickens inviting retaliation from US as it imposed tariffs on variety
of goods imported from Europe. While both continued to hold their
ground, finally US lost the trade war. Fortunately, the U.S. and the
world quickly learned a lesson from their “my country first” mistake
and agreed to promote trade through Reciprocal Trade Agreements
Act of 1934; which paved the way for tariff reduction agreements
with trading partners and made U.S. trade policy global and
strategic. This new approach was institutionalized at the international
level as the General Agreement on Tariffs and Trade in 1948 and to
its successor, the World Trade Organization, in 1995. “Reciprocity”
remains the basic principle of these edifices as each country
liberalising trade to the extent that other countries liberalize theirs.
This multinational interdependency approach makes use of
international negotiations to overcome protectionist political pressures
and with a recognition at its “core” trade is an engine of global
growth.
Once again, owing to the strong political pressure from domestic
steel industry lobby in 2002, like President Trump, President George
W. Bush imposed tariffs up to 30 percent on selected steel products
to counter rise in imports but spared Canada, Mexico and some
developing countries. The European Union dragged US to WTO and
which later proclaimed that such tariffs were illegal and
discriminatory and allowed EU to impose $2 billion in retaliatory
measures. Subsequently, the E.U. threatened imposing tariffs on a
range of American products, including on automobiles and Florida
orange imports. Finally, Mr. Bush was forced to abandon tariffs
hurriedly in December 2003 claiming that their purpose has been
served. The studies had shown not only loss of output and jobs in
other forward-linkage industries that were using costly steel as an
input but also that tariffs failed to revive the shrinking steel
industry. While more to the story would be the unintended yet more
damaging long run consequences of oligopolistic industries insulating
themselves from foreign competition by tariffs, fail to modernize,
improvise quality or reduce costs, setting the stage for a secular
decline and finally the death-knell and bankruptcy. Therefore, the
empirical evidences amply demonstrate that the correct approach to
address trade imbalances or divergences is through multilateral
negotiations but surely not one of resorting to an abrupt and
unilateral trade distortion.

4. Who Wins? The Normative Welfare Maxims
On the question of who wins, “the easy answer is to say: no one
wins a trade war”. Nevertheless, the end result of tariff wars is large
welfare costs (loss) purely borne by the consumers of all the nations
involved in trade war for that it precludes both the availability and
variety of goods to the consumers while protecting and encouraging
inefficient domestic production. Then why do countries frequently
resort to tariffs as a trade policy instruments? In international trade,
a dominant player (country) is one whose exports or imports
constitute a sizeable amount in world trade and hence its decision
on whether to export or import a good to and from rest of the
world affects the price of the traded good in the world market. Its
import demand increases the price of a good in the world market,
and vice versa, its exports supply decreases the price of a good
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significantly. Therefore, a large importing country resorts to tariff
and non-tariff barriers to perforce the trading partner to decrease the
price of its exports so as to benefit the domestic consumers. Further,
the increased tariff revenue rent collected can be redistributed in
varied ways such as, lowering taxes or increasing subsidy allocations
to the affected import competing industries as a compensation
mechanism. As long as a dominant player can extract a decrease in
the price of imports from the trading partner by imposing an
appropriate tariff equivalent to the loss due to increase in production
and consumption inefficiencies, a large country can always use tariff
as a trade protectionist instrument. This is known as “optimal tariff”
policy. However, underlying process assumes that the trading
partner(s) are smaller in size, over-dependent on your import
demand, and hence won’t retaliate. Further, following Cordon (1997),
whenever production of a good involves external economies of scale
there arises marginal divergence between private and social costs,
i.e., social benefits of the good are not considered in private costs
and hence invites policy intervention. However, in variety of cases,
normative aspects of trade policy suggest, among the hierarchical
order of policies, that the first-best policies for correcting domestic
divergence are of nontrade intervention measures, such as, a subsidy
or a tax equivalent to the divergence but not trade intervention such
as imposition of tariff or quotas. They are neither first-best nor
second- or third-best policies. Only in a handful exceptional
instances, trade policies (tariffs on imports) may turn out to be
first-best, such as, (i) if a country can improve terms of trade
through tariffs or export tax in the absence of retaliation by trading
partner (optimal tariffs), (ii) to avoid dominant foreign firm effect or
to counter short-term predatory dumping by a foreign monopoly, i.e.,
if the market for a good is dominated by a monopoly or few
oligopolistic foreign firms and the competitors are domestic firms so
that tariff can protect and foster desirable market competition, (iii) to
induce MNCs to relocate and set up domestic production facilities,
(iv) if nontrade tax collection costs (subsidy disbursement) are higher
compared to trade taxes, and (v) to prevent tax evasions through
transfer pricing by MNCs. Further, the design of optimum tax/tariff
structure should be such that a relatively higher tax/tariff rates on
goods with relatively low domestic and foreign demand and supply
elasticities for raising a given amount of revenue with minimum
distortion costs. It is to be recognised that these normative policy
prescriptions are useful guidelines but the actual policy
implementation is willy nilly guided by the political economy
considerations, i.e., the interest of domestic sectional lobby who
clamour for protection must be convincingly aligned with national
interest.
On a larger perspective, the moot point remains- should countries
resort to bullying each other raising higher tariff walls. Do tariffs
qualify first best or even second best welfare maxims? That is to
say, do tariffs result in clear winners or do tariffs efficiently achieve
domestic redistributive goals through higher income and employment.
The clear answer is no. First, tariffs create “deadweight” losses as
they encourage production and consumption inefficiencies which are
a net welfare loss to the importing country itself as well as to the
global economy. Tariffs shrink global growth. Usually, a large
importing country resorts to “optimal” tariff policy to perforce the
exporting country to cut down their prices so as to benefit its own
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consumers. But interestingly in the present instance China has
already been accused of resorting to dumping goods. Further, US
imposition of tariff on aluminium and steel having forward linkages,
will in due course hurt its final goods produced industries such as
automotive, machine tools and electronics industry, whose effective
rates of protections will turn out to be low or negative. They will
render these industries uncompetitive as has been witnessed in the
early 80s US automotive companies lost competitiveness to its
Japanese counterparts. Now targeting semiconductors, electric and
advanced medical products from China, which are inputs used for
further value addition, US will lose competitive advantages in these
industries and encourage production inefficiencies in the domestic
market on which China has gained significant competitive advantage.

5. China’s Ascent in World Trade and Its Trade
Strategy
The Chinese government decided to peg 8.28 Yuan to the US
dollar in 1994 which was viewed by many as undervalued by an
order of 15 to 35 per cent. After an intense international pressure
and allegations of dumping goods, China finally revalued Yuan by
2.1 per cent in July 2005. While Yuan remained effectively pegged
to a basket of hard currencies, it was allowed to fluctuate against
the US dollar by less than 0.3 per cent per day in either direction.
The Chinese Yuan depreciation resulted into an increasing number of
foreign companies to invest in China by shifting the production base
to China to take advantage of China’s abundant low cost labor.
China was granted membership of WTO in 2001 and this was
expected to provide China with protection from substantial trade
barriers, in particular, the removal of quotas against its textiles and
clothing exports. Since then China has experienced a sustained rise
in trade surplus.
China’s GDP grew around 11% between 2001 to 2007 on an
average and maintained an average growth rate of 8% during
post-crisis period. Moreover, almost all medium to high technology
industries have grown by more than 25% annual cumulative average
growth rate, while some high tech industries such as, integrated
circuits and electronic components have shown more than 30%. In a
way, since 2001 China’s trade structure has quickly moved towards
high technology products. The gain in specialization in high
technology and medium-high technology products comes out to be
an important factor in China’s account surplus over USA since 1996.
While as a country endowed with cheap labor, China is expected to
export labor intensive low technology products to US and US is
expected to provide high technology products to China. However,
China seems to have gained expertise in high technology products
and combined with its cheap labor it has created a trade surplus
against US in most of the tradable commodities. No wonder USA is
trying to contain China in high technology products by imposing
tariffs and alleging infringement of intellectual property rights.
Chinese governments’ FDI policies of promotional incentive, fiscal
federalism and value added tax created an investment friendly
environment in China and had attracted more Foreign Invested
Enterprises (FIEs) that in turn resulted in the increased exports from
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29% in 1994 to 40 % in 1996 to 50% in 2001 with the accession
of WTO and shooting up to 60% in the next five years. Though the
share of FIE’s in total exports slowed down to 43.2% of in 2017,
FIEs is one of the major vehicles of exports. FDI inflows to China
increased from USD 104 billion in 2005 to USD 290 in 2013,
highest so far, though the FDI inflows slowed down in last three
years reaching USD 170 billion in 2016. With the passing of FDI
related laws starting with the first corporate law of the reform
period, Chinese-Foreign Equity Joint Ventures (1979), Wholly
Foreign Owned Enterprises (1986), Technology Contract Law (1987),
Mergers and Acquisition (M&A) Law 2003 and Free Trade Zone “Open Door” policy, positioned China as a global export power and
sustained higher FDI inflows, higher exports and imports and
advanced technology (Rao 2017). These policies created a
comparative advantage between countries with otherwise similar
endowments of labor and skills. China’s variable costs in
manufacturing are one of the least in the world because of its cheap
labor cost. The low variable cost made it attractive for multi-national
companies to set up manufacturing in China and with China’s entry
into WTO, trade barriers fell and created a win-win situation for
MNC’s to set up their manufacturing base in China. China’s FDI
policies made MNC’s transfer high level technology, paving the way
for China to gain expertise in high technology product industries.
China’s global manufacturing surplus rocketed from $30.9 billion
before admission to the WTO to a remarkable $539 billion in 2008
constituting 12.7% of GDP.
China exports surprisingly comprise of large levels of high
technology products to US and this has been a major factor behind
US accumulating large trade deficit against China. Out of the 99
tradable industry products, US has a trade deficit against China in
most of the high technology industries. The number of industries in
which US has held a trade surplus with China decreased from 27 in
2001 to 21 in 2008. With China rapidly gaining specialization in
high end technology, it is difficult to visualize any dramatic reversal
of US trade deficit with China in the coming years. Currently, US
has held onto its account surplus against China in industries of
nuclear reactors, space-crafts, aircrafts, arms & ammunitions, etc.,
most of which are high technology products with a majority stake of
the US Government and sensitive intellectual property right and
technology transfer issues are involved.

6. Rise in Inequality, Populist Nationalism and A
Way Forward
One of the reasons for anti-globalisation in the west, particularly
led by USA and UK in recent years, is outcome of consistent
current account deficits (CAD) which coincided with current account
surpluses of China from early nineties till global financial crisis
(Fig-1). China has observably a surplus of current account balance
(CAB) for all years except 1993 reaching the highest of 9.94% of
GDP in 2007, which coincided with the fateful years when US
incurred deficits of US$ 681.391 billion (the highest deficits being in
the year 2006, accounting to US$ 805.963 billion). Though the CAD
of US and UK witnessed moderation immediately after GFC owing

to lack of demand and slump in commodity prices, the CAD has
increased in last few years for both US and UK. In case of UK, it
reached -5.95 % GDP in 2016. Overall global imbalance in general
and growing imbalance between China and west is one of the main
reasons leading to the crisis (Obstfeld and Rogoff, 2009).

Source: WDI, World Bank.
Figure 1: CAB of China, USA and UK

Source: WDI, World Bank.
Figure 2: Share of Merchandise Exports

The cheap imports from China before GFC stagnated the
manufacturing sector and hence seized employment opportunities for
natives in US and UK, while the post crisis recovery in USA and
UK has been threatened by over-capacity in China in certain
industries. USA and UK were the leading merchandise exporters in
the world having 11.36% and 5.54% share in 1980 respectively
where as China’s share was only 0.9% (Fig-2). In the next two and
half decades China’s share in the world merchandise exports has
increased to almost 14% (whopping 1500% rise in the share) in
2015 where as US and UK’s shares declined by 30% (9% in 2015)
and 50% (2.5% in 2015). These observations can very much explain
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the recent US-China Trade frictions and overall rise of
anti-globalisation sentiments in the western world.
One of the major reasons among others for China’s rise in
manufacturing is exchange rate misalignment or under-valued Yuan
(Thorbecke & Zhang, 2009) due to pegged exchange rate regime.
The current account surpluses and huge capital flows resulted in rise
of foreign exchange reserves of China from less than US$ 50 billion
in early nineties to US$ 3900 billion by end of 2014 but Yuan was
never allowed to appreciate accordingly. For example, US$-Yuan
exchange rate was kept at 8.18 between 1995 to 2005. After 2005
Yuan was allowed to move within a band but the appreciation of
US$-CYN from 8.18 in 2005 to 6.74 in 2017 does not reflect the
macro fundamentals. Under-valued Yuan has been one of the reasons
for the present trade war.

Source: WDI, World Bank.
Figure 3: World Trade and Growth

is witnessing an opposite trend vis a vis growth of world economy.
For example, the world economy and trade grew at 3.7% and 6.5%
respectively between 2002-2007 but at 3% and 4.2% for the period
2010-2016. The world trade ratio (world trade as % of world GDP)
which reached highest of 60.6% in 2011 declined to 56.4% in 2016
(see Fig-3). Trade facilitates capital flows and both help developing
and lower income countries to participate in the world market and
benefit from comparative advantages, specialisation and technology
transfers. However, the protectionist measures by developed countries
amounts to denying market access to developing south. So far
Chinese response has been muted, with agriculture and transport
equipment from USA being hit but targeted use of Section 301 of
trade act by USA could see further response in near future. Even
though measures like imposing tariffs may help domestic
manufacturing in USA in short run, it could as well hit American
consumers with expensive imports and exporters as countries around
the world pivot to a protectionist stance. However, it is also time
for China to understand that there is a tipping point and it cannot
have consistent trade surplus with almost all of its major trading
partners mainly owing to pegged exchange rate and truncated
domestic consumption. It’s time for China to shift to a flexible
exchange rate. Otherwise there may be another Plaza Accord type of
negotiation between China and its major trading partners.
Tariffs may not dislodge China from World trade. China’s rise in
the world trade has brought about a significant shift in the division
of labor within regional Asian production networks. Asian countries
in the region are interdependent and increasingly playing a role in
producing parts and components for the fast growing final assembly
activities in China. Moreover, contrary to usual perception, China’s
ascent in world trade has also come with associated shift in its trade
structure with exports now consisting of a growing share of
technologically sophisticated products such as, machinery and
transport equipment whereas more natural resource-based and
high-tech products are being imported.
Finally, why is the popular unrest in US and Europe? During last
two decades of globalisation, the fruits of higher economic growth
has not been passed on to the domestic citizens squarely because of
the failure of domestic macroeconomic redistributive policies with
wages being stagnant for semi-skilled workers along with higher
unemployment rates. It is easy to blame economic globalisation. The
average growth rate in both US and UK have witnessed continuous
fall since early 2000s till 2013 whereas the growth of minimum
wage is almost stagnant throughout and declined in UK (Fig-4).
Table 1: The Share of National Income in the U.S., 2014 (in US$)
Pre-Tax national Income

Source: OECD and ILO.
Figure 4: Growth of Wages in US and UK

President Trump may be right to put his policy of ‘America First’
and targeting his domestic constituencies but a momentum towards a
trade war will have serious economic consequences on world trade
and capital markets due to heightened uncertainty and currency
headwinds. In fact, it is rare instance where growth of world trade

Income Group

Average
Income

Full Population

Post-Tax national

Income Share

Average
Income

Income Share

66100

100.0%

66100

100.0%

Bottom 50%

16600

12.5%

25500

19.3%

Middle 40%

66900

40.4%

68800

41.6%

Top 10%

311000

47.0%

259000

39.1%

Top 1%

1341000

20.2%

1034000

15.7%

Source: World Inequality Report, 2018
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There has been increase in inequality in the west, particularly in
USA due to wage stagnation, corporate tax cuts, MNCs evading
taxes through transfer pricing and Europe has witnessed massive job
and wage cuts due to front loading fiscal austerity. The U.S. has the
highest income inequality among all the rich countries. As per the
World Inequality Report, 2018, the share of national income earned
by the top 1% is 20.2% in 2014, which is much greater than the
share of national income earned by the bottom 50%, 12.5% (see
Table-1). In other words, there has been a boom in the income at
the top, with the reason being mainly a capital-income phenomenon
since 2000 as against labor-income phenomenon in the 1980s and
1990s. The top 10% contributed to 47% of pre-tax national income.
The 1:19 ratio between the pre-tax incomes of bottom 50% and top
10% indicates the magnitude of income inequality in the U.S. It is
clear that the income has been very concentrated in favour of the
top 10%, and even among them approximately 20% of the income
is earned by the top 1%. One of the important observations of the
WIR is that the incomes have decreased significantly by around 20%
since 1980 for age group 20-45, reflecting lack of productive
employment opportunities. The shares of different income groups in
pre-tax national income indicate highly skewed national income.
Taxes in US have been less progressive in the last few decades
making the shares even more inequitable. The share of bottom 50%
increased by around 7%, and a similar percent decrease in the share
of top 10%. Further, the increase in the women labor force
participation rate and the reduction in the gender wage gap has been
an important counterforce to rising US inequality.
Overall, the genesis of anti-globalization movement is not
globalisation itself but the failure of productivity led growth in
industrial sector, particularly in Europe and failure of re-destructive

policies in developed west, particularly in USA. Therefore, blaming
globalization and waging trade war is no solution. Rather it will lead
to welfare loss across the board and derail the recovery of the world
economy. Therefore, Mr. Xi rightly concluded by saying “the
fundamental issue plaguing the global economy is the lack of driving
force for growth”. But certainly retaliatory imposition of tariffs by
US, the major beneficiary of cheap imports and China, the major
beneficiary of trade-led globalisation are not the panacea for either
global growth or globalisation juggernaut.
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Is Malaysia Ready to go Cashless?
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Abstract
Malaysia’s migration towards a cashless society is the main thrust toward embracing the digital economy. The study aims to determine the
factors influencing the adoption of cashless payments by consumers and businesses, and investigate issues that moderate these factors. This study
surveyed consumers and businesses based in the Klang Valley in Malaysia to understand the factors (pull and push factors) that motivate their
adoption of the various cashless payment methods. The study identifies challenges and risk factors in providing reliable and efficient cashless
payment services. The survey findings show that consumers’ willingness to adopt cashless payments is significantly related to their performance
expectancy, facilitating condition and perceived technology security. Moreover, business willingness to go cashless is positively influenced by
compatibility, top management support, technology competence, competitive pressure and critical mass. The findings of this study aim to assist
policymakers to address existing concerns of consumers and businesses to enhance the growth of cashless payments in Malaysia.
Keywords: Risk of moving, Cashless, Consumer, Malaysia

1. Introduction
Global cashless transactions volumes have grown by 11.2% during
2014-2015 to USD433.1 billion. In 2015, while the developing
markets grew by 21.6%, more mature markets grew by 6.8%. The
two leading digital instruments in 2015 were debit and credit cards
with the highest share of 46.7% and 19.5%, respectively. The usage
of cheques has globally declined by 13.4%, and the debit
card-to-credit card ratio has interestingly shifted from 59:41 to 90:10
during the last ten years as a result of Basel III and credit policy
changes1). Despite the declining share of cash in the total payment
volumes in the majority of countries over the last five years, cash in
circulation (CIC) has remained stable or increased slightly. Globally,
the CIC to GDP ratio is increasing at a higher pace except for
Denmark, the UK, Sweden, Canada, and South Africa, which may
hamper the progress towards a cashless society. Cashless transactions
globally are expected to increase at a CAGR of 10.9% from
2015-2020, while in emerging Asia growth is expected to increase
by a CAGR of 30.9% due to the sustained digital innovation and
adoption of digital payments for financial inclusion. The global
cashless wholesale transactions initiated by businesses and
corporations, including public authorities, are estimated to record a
CAGR 6.5% from 2015-20202).
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1) World Payments Report (2017), BNP Paribas, pp. 1-52.

In preparation to embrace the digital economy and the realization
of the long-term goals of the stable efficient financial system and
sound economic growth, Malaysia is migrating towards a cashless
society which requires an enhanced e-payment platform. According to
The Edge Malaysia, the European Central Bank in 2012 found that
countries with high usage of cash and cheques incurred an annual
retail payment cost of up to 1.43% of GDP, whereas countries with
high adoption of electronic payments have only incurred 0.42% of
GDP. Therefore, moving towards e-payment is expected to save
Malaysia up to 1% of GDP3). Bank Negara Malaysia has embarked
on a ten-year e-payment roadmap that started in 2011. Since then,
and till the end of 2017, the total cheque payment volume has
declined by 42% from 205 million to only 120 million. Moreover,
electronic fund transfers have increased from 66 million transactions
in 2011 to 329 million for 2017. Meanwhile, effective July 1st,
2018, Bank Negara Malaysia, has waived the instant transfer fee of
50 sen for up to RM5,000 per transaction by individuals and
small-medium enterprises (SMEs). It has been also announced that,
from January 2021, the cheque fee will be increased from 50 sen to
RM1.00 and gradually thereafter, to reflect the higher processing
cost.
Despite the government plans and Bank Negara Malaysia’s
initiatives towards making Malaysia a cashless society, cash still
remained king as can be seen from the upward increase in CIC vs
GDP (Figure 1).

2) Ibid.
3) http://www.theedgemarkets.com/article/bank-negara-malaysia-cashcostly-economy
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e-payments per capita have increased exponentially from 54.4 per
capita unit in 2012 to 71 and then to 97.5 in 2014 and 2016,
respectively (Figure 3).

Source: Bank Negara Annual Report, 23 March 2017.
Figure 1: GDP and CIC in RM million (2012-2016)

The CIC has increased from RM57,395.6 million in 2012 to
RM68,029.4 million and RM85,460.3 million in 2014 and 2016,
respectively. However, CIC is in tandem in its upward movement
with GDP (Figure 1). Hence, we can conclude that the increase in
CIC is a normal phenomenon especially given the introduction of the
new initiatives.

Source: Bank Negara Annual Report, 23 March 2017.
Figure 4: ATM cash withdrawal in Malaysia

Finally, Figure 4 illustrates ATM cash withdrawals in terms of
volume, value and average value per transactions. The value of cash
withdrawals has continuously increased from RM294,149.1 million in
2012 to RM339,725.6 and RM389,554.6 million in 2014 and 2016,
respectively, with the annual percentage change of 4.40% in 2015
and 9.80% for 2016. The average value per transaction has declined
from RM520 in 2012 to RM493.9 in 2014, while in 2016 it has
slightly increased to RM511.7. Interestingly, the annual percentage
change from 2015 to 2016 has marginally increased by 0.1% only
from 1.7% in 2015 to 1.8% in 2016.
Source: Bank Negara Annual Report, 23 March 2017.
Figure 2: Cashless E-payment Per Capita (Unit)

Cashless e-payments per capita (unit) for e-money have increased
progressively from 31 per capita units in 2012 to 38.3 and 52.5 in
2014 and 2016, respectively (Figure 2). Meanwhile, credit card per
capita unit has been the second cashless indicator during the last
five years but has increased marginally from 10.9 to 11.5 per capita
units in 2012 and 2016, respectively. While debit card per capita
unit is quietly picking up, charge cards and the other cashless
payments are still very negligible.

2. Methodology
To understand the pull and push factors towards achieving
cashless status, we surveyed consumers and businesses based in the
Klang Valley to understand the factors that motivate their adoption
of the various cashless payment methods. As the respondents are
based within the capital city, these findings should represent those
who would be able to benefit the most from the infrastructure that
supports cashless payments and, thus, that would give us feedback
from those at the forefront of this movement.

3. Findings
3.1. Adoption of cashless payments by businesses

Source: Bank Negara Annual Report, 23 March 2017.
Figure 3: Check and E-payment Per Capita (Unit)

In comparing the overall e-payments transaction volume per capita
unit to that of the cheque per capita unit, it is evident that cheque
per capita is declining slightly from 6.8 to 5.8 to 4.2 per capita
units in 2012, 2014 and 2016, respectively. Meanwhile, the

Harris et al. (2011) found that although security and privacy are
not the main priority in influencing business perception in electronic
payment systems in Malaysia, they do remain as an important factor.
Their findings also proved that the level of electronic payment
system use increases for every additional increase in the perceived
functionality, and perceived privacy and security of the system. Apart
from that, their study found that the use of electronic payment
systems in Malaysia is quite sluggish as cash and cheques still
dominate payment settlements. Firms’ perception towards the
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performance of banks with regard to e-payment is, nonetheless,
found to be satisfactory. However, their findings indicate that the
service provided by commercial banks with regard to the electronic
payment system is less satisfactory than what is expected by the
users.

3.2. Business Profile
In terms of the profile of our surveyed merchants, most have
been in business between 3 to 24 years and 79% of the businesses
have less than 10 employees. Meanwhile, businesses with revenues
of less than RM100,000 and between RM100,101-500,000, make up
42% and 37% of the respondents, respectively. Finally, 73% of the
businesses are located at shop lots (Figure 5).
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3.4. Risks of Using Cashless Payment System
Gauging the perceived riskiness of cash and cashless payment
systems, our business survey result suggests that the four cashless
payment systems with the highest risks are Bitcoin (71%),
Apple/Samsung Pay (63%), mobile phones (53%) and mobile credit
(52%). On the other hand, the least risky payment systems include
Touch ‘n Go (26%), debit cards (33%) and loyalty points (39%). In
fact, it can be said that prepaid cards such as Touch ‘n Go are
perceived to be as safe as cash. Meanwhile, both credit cards and
online internet banking were perceived to have medium risks (Figure
7).

Figure 7: Perceived Riskiness of Cashless Payment Systems
Figure 5: Top surveyed business by a number of employees, gross revenue
and location

3.3. Usage of Current Payment Systems
Our findings show (Figure 6) that most of the businesses (90%)
indicate that they accept cash as a payment method. This result
stands in stark contrast to the number of merchants that accept
cashless forms of payment. Only 36% of the businesses indicate that
they accept credit cards and slightly less than that (34%) accept
debit cards. The number is much lower for other types of cashless
payments. Only 28% of businesses accept payments online or
through the internet, 16% accept payment through mobile phones,
9% accept payment using Touch n Go (i.e. prepaid cards); only 6%
of businesses accept cheques and cash deposit machines (CDM).
These findings suggest that many businesses in Malaysia have yet to
fully embrace cashless payment systems and still rely heavily on
cash for settling transactions.

3.5. Adoption of Cashless Payments by Consumer
Adopting cashless payments has numerous advantages for
consumers. Cashless payments offer convenience and speed (Teo et
al., 2015). Unlike traditional cash transactions, cashless payments
discourage robbery and other cash related crime (Armey et al., 2014)
as people hold less physical cash when they shop. Thomas et al.’s
(2013) study of 33 countries around the world going cashless placed
Malaysia in the inception category five years ago whereby only 2%
of consumer transactions are cashless. However, within that same
grouping, Kenya, South Africa, UAE and Poland show strong growth
trajectories due to innovation in payment solutions and strong
expansion in credit and debit. Their study noted that pre-requisites
for consumers’ cashless readiness include access to financial services,
as well as macroeconomic and cultural factors. Taasim and Yusoff’s
(2017) study on e-banking perception in Malaysia found that
transaction costs, i.e. direct costs by service providers, show a
significant impact on the overall assessment of retail e-banking
performance. However, consumer satisfaction is found to mediate the
relationship that cost of the transaction has on e-banking performance
(Taasim & Yusoff, 2015).

3.6. Consumer Profile

Figure 6: Type of Payment Systems Used

In order to give a clearer picture of the adoption of the cashless
payment system, we have also conducted a survey with consumers
based in the Klang Valley. Using convenience sampling, we obtained
301 respondents whereby 52% are male and the remaining 48%
female. In terms of their educational level, the highest percentages
are of those who have obtained Bachelor degree (41%) and those
with high school certificates (Sijil Pelajaran Malaysia (SPM) or
Malaysia Certificate of Education) or its equivalent (34%). For
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income levels, the majority (45%) are those in the RM2,000 to
RM3,999 income bracket, while 27% are those with an income of
less than RM2,000 and 29% earn RM4,000 and above (Figure 8).

Figure 8: Consumer Income Profile

In terms of the age range of consumers, a large portion of the
respondents is between 21-35 years old. In other words, the majority
of the respondents (69%) represent the Gen Y category. However,
those in the 36-50 year age range (Gen X) make up 25% of the
sample. Meanwhile, with regards to the consumers’ industry profile,
the top three are those from the service (41%), education (19%) and
construction, manufacturing and oil and gas industry (16%). Finally,
with regards to the respondents’ occupations, the survey data shows
that 30% are those working as services and sales workers, whereas
15% and 16% of them are professional technicians and those that
work in other industries, respectively.

(50% and 38%), online shopping (43% and 45%), transportation
(40% and 43%), travelling including holidays (34% and 47%) and
shopping at malls (34% and 48%). However, the second group have
responded that they are somewhat likely and unlikely to use the
cashless payments for purposes of entertainment in cinema and
karaoke (39% and 32%) and shop lots and independent shops (45%
and 36%) (Figure 10). This seems to correspond to the preference
by the merchants offering those services in the former group towards
cashless payments, and also perhaps the ease of using cashless
payments methods for those transactions.
Hence, the results seem to indicate that bill payment and online
shopping are the most likely purposes for cashless adoption. On the
other hand, there is a lower likelihood for cashless payment for
entertainment purposes and in shop lots. This perhaps might indicate
some resistance to using cashless payment models in shop lots which
might benefit from some form of stimulus for businesses in this
category.

Figure 10: Likely Purpose of Using Cashless

3.7. Types of Cashless Payments System Used by Consumers
The most frequently used type of cashless payments by consumers
are prepaid cards (60%) and internet payments (51%). Meanwhile,
debit cards (46%) and payments through mobile phones (43%) are
less frequently used but still represent a significant proportion. The
least used is credit cards where at least 66% of the consumers
surveyed responded that they do not use credit cards. This could be
due to the fact that the majority of respondents are from Gen Y and
earning lower incomes. Cash is still preferred within this group of
consumers with 89% reporting frequent use of cash as a mode of
payment (Figure 9).

3.9. Current and Future Use of Payment Systems by
Businesses and Consumers
In investigating the adoption of current and future payment
systems by businesses and consumers, our results show that while
both businesses and consumers will still be using cash extensively,
consumers are more willing to adopt at least four types of cashless
payments, which are prepaid cards, internet payments, debit cards
and mobile payments. As for businesses, the three leading payment
systems are credit cards, debit cards and internet payments.
Nonetheless, while the least adopted payment system for consumers
is credit cards, for businesses, cheque payment is the least preferred
(Figure 11).

Figure 9: Types of Payments Currently Used

3.8. Likely Purpose of Using Cashless Payments
With regards to the purpose of using cashless payment systems,
the respondents were divided into two groups. The first group
indicated that they are very likely and somewhat likely to use the
cashless payments systems, respectively, for purposes of paying bills

Figure 11: Current and Future Use of Payment Systems
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3.10. Cashless Payments Drivers and Barriers
In terms of the drivers for businesses (Figure 12), the highest
number of respondents indicate that cashless payment systems will
speed up the transaction process. The second most important driver
increases in market share, while the third is an improvement in
transparency with stakeholders. The fourth is smoothening third-party
process while the fifth is ensuring compatibility of values and
infrastructure. The two least important drivers of cashless payment
systems are top management support and gaining competitive
advantage. In short, the main drivers for businesses are related to
efficiency, i.e. processes, rather than effectiveness.

Figure 12: Businesses’ Top Drivers for Cashless

For consumers, the drivers (Figure 13) to adopting the cashless
payment system are the time factor and the lack of either operational
or the attitudinal barriers. With regards to the time factor, almost on
average more than 95% of the respondents agree that cashless
payments system saves them time and enable them to conduct tasks
more quickly.
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pricing. Furthermore, the respondents find that using the cashless
payments systems is fun, and the new information technology
benefits outweigh its risks as long as it improves work performance
and makes life more exciting. However, in spite of the numerous
benefits of using cashless payments, respondents are extremely
concerned with the sharing of sensitive information in addition to the
lack of trust on all types of payments, system developers and
salespersons i.e. there are some trust barriers that may hinder
Malaysia from shifting to the cashless society.

Figure 14: Consumers’ Top Barriers to Cashless Payments

3.11. Regression Results
To identify factors influencing the intention to adopt cashless
payment system by consumers and businesses, we also conducted
multiple regression analysis. There are 11 possible factors considered
for the consumer model and seven for the business model. The
regression results for the consumer model show all the variables
listed in Table 1 have a positive influence on intention to adopt
cashless payment system.
Table 1: Summary of Multiple Regression Analyses for Variables
Predicting Consumers’ adoption of cashless payments (N = 301)
Variable

Figure 13: Consumers’ Top Drivers for Cashless Payments

With regards to the operational barriers (Figure 14), almost 90%
of consumers agree that they do not face operational barriers in
using the cashless payments system; in fact, consumers indicated that
they are easy to use, convenient for tracking records and it is a
system they are already familiar with. Moreover, they have the
available resources and is compatible with other systems they use.
Nonetheless, with regards to the attitudinal barriers, 83% of the
respondents seem to have no attitudinal barriers whether it is security
perceptions, lifestyle fit, perceived benefits or transparency. In
contrast, they indicated that it leads to more reward points and better

Performance Expectancy
Effort Expectancy
Social Influence
Facilitating Condition
Hedonic Motivation
Price Value
Innovativeness
Compatibility
Perceived Technology Security
Trust
Risk Tolerance
R2
F

Intention to adopt a cashless
payment system
β
SE
t
Sig.
.237**
.057
4.12
.000
.038
.062
.72
.471
.073
.038
1.57
.119
.216**
.063
3.61
.000
.074
.058
1.29
.197
.009
.053
.175
.861
.059
.063
1.06
.291
.027
.060
.426
.670
.182**
.058
3.23
.001
.024
.048
.480
.631
.050
.056
.972
.332
.511
27.43**

*p < .05. **p < .01

In other words, consumers would be more willing to adopt
cashless payments when each variable will be intensified. The
regression results report that only performance expectancy, facilitating
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condition and perceived technology security are statistically
significant. The results indicate that consumers who believe cashless
payments will increase their overall work performance (Performance
Expectancy) would be willing to adopt cashless payments. Similarly,
the more the consumers have knowledge and resources (Facilitating
Condition) necessary to use cashless payments, the more they would
be willing to adopt cashless payments. Finally, the more the
consumers will feel secure making cashless payments, the faster they
would adopt cashless payment system. Thus, there are three main
consumer concerns that should be addressed to enhance the growth
of cashless payments in Malaysia. First, service providers must
ensure that the cashless payment system would increase consumers’
overall work performance. Second, the regulator and system providers
need to provide available resources and implement programmes to
overcome the mindset of consumers to increase adoption of cashless
payments. Third, the regulator needs to develop an infrastructure that
will address the safety concerns of consumers.
Table 2 reports the regression results of the business model. The
findings show that compatibility, top management support, technology
competence, competitive pressure and critical mass have a positive
influence on intention to adopt cashless payment system while firm
size and information intensity have a negative influence.
Table 2: Summary of Multiple Regression Analyses for Variables
Predicting Business’s’ adoption of cashless payments (N = 200)
Variable
Compatibility
Top Management Support
Firm Size
Technology Competence
Competitive Pressure
Critical Mass
Information Intensity

Intention to adopt a cashless payment system
β

SE

t

Sig.

.343**
.166*
-.117
.014
.109
.109
-.040

.080
.070
.062
.082
.076
.077
.062

4.07
2.13
-1.70
.161
1.579
1.381
-.584

.000
.035
.092
.872
.116
.169
.560

R2

.282

F

9.38**

*p < .05. **p < .01

The results also indicate that only compatibility and top
management support are statistically significant. In other words,
businesses that have existing infrastructure (Compatibility) to
accommodate cashless payments would be more willing to adopt
cashless payment system. Similarly, the more the business has
support from the top management to involve in cashless payments
(Top management support), the more the business would be willing
to adopt cashless payment system. In contrast, if any business has a
complex process of purchasing or selling (information intensity)
products/services then it would be reluctant to adopt cashless
payment system. The results also show that the bigger the size of
the firm, the less the firm would be willing to adopt the cashless
payment system. Perhaps, the reason behind the negative effect of
firm size is that big firms need to invest more capital compare to
the small firm to develop infrastructure to adopt cashless payment
system. The regulator and system providers need to educate
businesses to overcome the problems that they face in terms of
developing supportive infrastructure to increase adoption of the

cashless payment system.

3.12. Moderating Effect Analysis: Consumer Model
To understand the factors that moderate the predictors of adopting
cashless payments for consumers, a moderation analysis was carried
out using an interaction method. In the consumer model, this study
considered consumers’ demographic profiles such as gender, age,
income, occupation and industry. The findings of moderation analysis
(Table 3) indicate consumers’ profiles do not significantly inflate or
weaken the positive relationship between performance expectancy and
intention to adopt cashless payment system.
Table 3: Performance Expectancy: Summary of Moderation Effect Analyses
for Variables Predicting Consumers’ adoption of cashless payments (N =
301)
B

SE

β

t

Sig.

Performance Expectancy

.483

.138

.490**

3.495

.001

Moderating PE_Gender

-.025

.039

-.057

-.649

.517

Moderating PE_Age

.006

.012

.038

.524

.601

Variable

Moderating PE_Income

-.018

.023

-.053

-.755

.451

Moderating PE_Education

.003

.017

.011

.194

.846

Moderating PE_Industry

.021

.015

.110

1.406

.161

Moderating PE_Occupation

.009

.011

.061

.768

.443

R2

.344

F

21.94**

a. Dependent Variable: Intention to adopt cashless payment system
Note: PE = Performance Expectancy; *p < .05. **p < .01

Nevertheless, the industry where consumers work does strengthen
the significant positive relationship between facilitating condition and
intention to adopt cashless payment system (Table 4). In other
words, if a household works in an industry that has more resources
or facilities to use cashless payment then the intention to adopt
cashless payments will be higher compared to the one who works in
an industry that has limited facilities to accommodate cashless
payments.
Table 4: Facilitating Condition: Summary of Moderation Effect Analyses for
Variables Predicting Consumers’ adoption of cashless payments (N = 301)
Variable

B

SE

β

t

Sig.

Facilitating Condition

.401

.115

.380**

3.477

.001

Moderating FC_Occupation

.006

.010

.044

.617

.538

Moderating FC_Gender

.051

.032

.110

1.596

.112

Moderating FC_Age

.005

.011

.033

.481

.631

Moderating FC_Industry

.026

.012

.140*

2.118

.035

Moderating FC_Education

.003

.014

.012

.228

.820

Moderating FC_Income

-.016

.020

-.052

-.797

.426

R2

.37

F

24.42**

a. Dependent Variable: Intention to adopt cashless payment system
*p < .05. **p < .01; Note: FC = Facilitating Condition.
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Table 5 reports that consumer’s age and the industry they work
do moderate the relationship between perceived technology security
and intention to adopt cashless payments. This means perceived
security concerns vary among different age groups and industry. A
household who works in an industry which is more regulated and
having considerable high security would be more willing to adopt
cashless payments compared to the one who works in an industry
that is less concerned about security issues. Younger consumers who
have high perceived technology security would be more willing to
adopt cashless payments compared to older consumers.
Table 5: Perceived Technology Security: Summary of Moderation Effect
Analyses for Variables Predicting Consumers’ adoption of cashless
payments (N = 301)

However, the location of the business does moderate the
relationship between top management support and intention to adopt
the cashless payments. In other words, a business that is located in
an area where most of the people like to use cashless payments and
having support from the top management support would be more
willing to adopt cashless payments compared to a business that is
located in an area where most people use cash (Table 7).
Table 7: Top Management Support: Summary of Moderation Effect
Analyses for Variables Predicting Businesses’ adoption of cashless
payments (N = 200)
Variable

B

SE

β

t

Sig.

Top Management Support

.250

.124

.277

2.021

.045

Moderating TMS_Location

.065

.026

.252*

2.536

.012

Moderating TMS_Type of industry -.037

.028

-.153

-1.299

.196

.016

.038

.036

.435

.664

Moderating TMS_ Year of operation .006

.003

.000

.005

.996

.024

.058

.728

.467

Variable

B

SE

β

t

Sig.

Perceived Technology Security

.250

.101

.243

2.485

.014

Moderating PTS_Income

-.031

.018

-.115

-1.705

.089

Moderating PTS_Gender

.046

.029

.107

1.596

.111

Moderating PTS_Education

-.001

.013

-.003

-.052

.959

Moderating PTS_Age

.026

.010

.165*

2.588

.010

Moderating PTS_Industry

.031

.011

.183**

2.954

.003

R2

.18

Moderating PTS_Occupation

.015

.009

.117

1.747

.082

F

6.934**

R2

.35

F

22.37**

Moderating TMS_Size

Moderating TMS_Revenue

.017

a. Dependent Variable: Intention to adopt cashless payment system
Note: TMS = Top Management Support; *p < .05. **p < .01

a. Dependent Variable: Intention to adopt cashless payment system
Note: PTS = Perceived Technology Security; *p < .05. **p < .01
.Moderating Effect Analysis: Business model

4. Conclusion and Recommendations

In order to identify factors that moderate the predictors of
adopting cashless payments for business, we considered some
characteristics of the business such as the type of industry, firm size,
firms age, annual revenue and location of the firm. Table 6 reports
that compatibility of the firm has a significant positive effect on
intention to adopt cashless payment system. The findings of
moderation analysis (Table 6) indicate firm characteristics do not
significantly inflate or weaken the positive relationship between the
compatibility of the firm and intention to adopt cashless payments.
Table 6: Compatibility: Summary of Moderation Effect Analyses for
Variables Predicting Businesses’ adoption of cashless payments (N = 200)
β

Variable

B

SE

t

Sig.

Compatibility

.483

.148

.510** 3.257

.001

Moderating COMP_Type of industry -.039

.030

-.154 -1.307

.193

Moderating COMP_Size of Firm

-.014

.041

-.029

-.331

.741

Moderating COMP_Revenue

.031

.027

.098

1.167

.245

Moderating COMP_Year of operation -.003

.003

-.081 -1.075

.284

.029

.141

.185

Moderating COMP_Location

.039

R2

.26

F

11.04**

1.331

a. Dependent Variable: Intention to adopt cashless payment system
Note: COMP = Compatibility; *p < .05. **p < .01

It is evident that Malaysia’s move towards a cashless society is a
function of policy direction as well as technology serving demand
from certain market segments. The trend towards going cashless is a
global one, and we should be aware that what works in one country
may not be applicable to another due to differences in infrastructure
(technology) and culture (behaviour). The economic arguments are
solid; significant gains from cost and time savings that will add
percentages toward GDP growth. Cashless payments reduce
opportunities for tax evasion4), the shadow economy5) and corruption.
However, the size of the tax gap due to tax evasion and the shadow
economy is usually hard to measure accurately. Less cash will also
lead to less crime such as burglary etc. but cashless will also lead
to cybercrime or electronic fraud and digital crime/hacking. Use of
encryption and two-factor authentication can help to reduce this.
Cashless payments will also lead to financial inclusion, especially for
the non-banked population.
However, there have been anecdotes from other countries that
have moved further along the cashless road, that certain segments of
society that may now be excluded such as the older generation that
is not so tech savvy (a generational gap) and communities with poor
internet connectivity (the digital divide). Is there a generational gap

4) Tax evasion is where a declared source of income is deliberately
understated. Usually done by people who are already tax payers.
5) The hidden or shadow economy is where an entire source of
income is not declared. Includes legal and illegal activities.
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in cashless adoption? Perhaps, but that is to be expected especially
for the unbanked and underbanked, as well as the technologically
naïve. Service providers, banks and non-banks alike, can provide
different services to cater to niche markets. Alternatively, as the
experience from developed countries show, regulators play a role to
advocate for financial inclusion.
What of the digital divide? Perhaps the way forward is not to
invest or roll out expensive infrastructure but instead to develop
cashless payment modes that leverage the current infrastructure.
Mobile payment has great potential to bridge this digital divide as
smartphones are ubiquitous even in rural areas. Mobile apps that are
easily understood and utilize can be developed to cater to this
clientele. M-Pesa is a notable example.
Is technology a wealth barrier? This issue needs to be resolved
for long-term inclusion. In Africa, India and China, technology is an
enabler for financial inclusion. Reforms are happening out of
economic necessity in developing countries. Trust is also a recurring
issue. However, it is not a problem of trusting the institutions
(regulator and service providers), but rather it refers to security
concerns with regards to the payments system and cashless products
due to scams and hackings. This is likely to lead towards a
preference of safer options as consumers choose their preferred
payment option, as we have seen in this study of consumers’
preference for debit rather than credit cards. It is likely that those
debit cards are linked to accounts with relatively low balances to
mitigate the impact of any fraudulent transactions. E-wallets and
prepaid cards are also preferred due to the lower risk of loss due to
such risk factors.
Policymakers are aware that banks have an advantage over
non-bank players in the cashless payment system, and they have
strived to provide a much more level playing field. The competition
will hopefully lead to better products and choices for consumers, and
perhaps lower costs. However, opening up Malaysia’s market for big
international service providers before local players are better
established, faces the risk that international competition will wipe
them out completely. Tencent’s recent launch of WeChat pay in
Malaysia6) is an experiment that regulators should closely monitor.
Market dominance by a large payment company may put the risk of
the payment system at the whim of an external power. Less support
for local Fintech players may lead them to relocate to other regional
countries, as has been the case with some local tech startups. This
will be a loss to Malaysia in the long term.
There could be other proposals that would help spur the cashless
movement such as to encourage government services to go cashless,
especially frontline services provided by the Home Ministry. Cash is
a public good and it is free at the point of use; cash handling costs
gets dispersed in society. E-payments cost, on the other hand, is
borne by users. If another means of payment is forced upon society,
then policymakers should ensure that a free means of payment exist
in the chain. Going 100% cashless risk society’s movement to

–

6) WeChat Pay is Now Available in Malaysia
Everything You Need to
Know, https://ringgitplus.com, (6 June 2018)

alternative payments such as digital or cryptocurrencies, gold or other
countries’ currencies e.g. USD or euro. If this movement is large
enough, then there will arise issues in terms of control over
monetary policy.
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Analysis of the Interaction between China's FinTech Innovation Efficiency and
Government Supervision from the Perspective of Game Theory*
Xin YANG**, Huiyin ZHENG***, Xiajun YI****
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Abstract
In recent years, FinTech has become a new force in the financial industry. The development of FinTech is undoubtedly an improvement in
both financial product and services. New technologies such as P2P finance, blockchain and mobile payment are gradually approaching daily life,
and the increasing demand of users also test the innovation and competitiveness of FinTech companies. Innovation efficiency directly affects the
development of finance and also affects economic development. Therefore, from the perspective of innovation efficiency and government
supervision of China's FinTech, this paper analyzes the strategic choices among financial technology enterprises and governments by means of
game theory model, and discusses the interaction between innovation efficiency of Chinese FinTech and government supervision. In summary, to
improve the innovation efficiency of China's FinTech enterprises, we need to start from two aspects, one is the financial technology enterprise
itself, and the other is the government. As the financial market is in a constantly changing environment, financial technology companies and
governments should also change from time to time and make corresponding adjustments in a timely manner. Therefore, the level of China's
financial technology innovation efficiency and regulatory issues are the core issues of China's financial technology development.
Keywords: FinTech, Innovation efficiency, Government regulation, Game theory

1. Introduction.
In recent years, financial technology has been in full swing, and
various concepts and technological innovations such as P2P finance,
Internet finance, blockchain and big data have emerged in an endless
stream, constantly innovating the traditional financial industry.
Financial technology, also known as Fintech, is an abbreviation of
Financial Technology, which can be commonly understood as
Finance plus Technology. Fintech is actually using various new
technologies to provide products and services for the traditional
financial industry and can greatly improve the efficiency of resource
allocation in the financial industry.
Financial innovation is inseparable from a healthy financial
ecosystem, and a healthy financial ecosystem relies on the organic
combination of government departments at all levels and related
Fintech companies. The supervision of the government department
guarantees the smooth operation of the Fintech industry. At present,
China's Fintech and various institutions are also in the early stages
of development and require the cooperation of all parties. To this
end, the paper analyzes the behavioral characteristics of both parties,
* This project was supported by The Innovative Young Talents
Program of Guangdong Province, China (Grant No. 2018WQNCX285)
** Business School, Nanfang College of Sun Yat-sen University, China.
Email: harryyang@outlook.com.au
*** Guangzhou Pearl-River Vocation College of Technology, China.
Email: zhycherry@126.com
**** Guangzhou Vocational College of Science and Technology, China.
Email: yixjln@foxmail.com

explains the behavior choices of both parties, and provides a better
interactive path of innovation and supervision for the development of
the Fintech industry.

2. The behavior analysis of Fintech enterprises and
government departments
Traditional financial enterprises have relatively few profits, and the
social benefits obtained by government supervision are also very
small. Therefore, the innovation of Fintech has its own far-reaching
significance. The development of the financial industry is inseparable
from technological innovation. What risks will the technological
innovation bring to the financial industry? In the face of such risks,
how should the government supervise Fintech enterprises? This has
become an important factor in the development of the Fintech
industry.
The innovation efficiency and government supervision of Fintech
enterprises are the important parts of the development of Fintech
industry. The combination of technological innovation efficiency and
supervision can achieve internal control and external control, so as to
obtain greater social benefits and optimize resource allocation.
Fintech companies and governments have their own goals. The
government is not only an administrative department but also an
economic man who represents the local economic benefits. While
gaining social benefits, the government also needs to obtain certain
economic profits. Fintech enterprises are undoubtedly rational man
who need to obtain economic benefits. At the same time, Fintech
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companies will form a certain competitive atmosphere. There is also
a game relationship between the government and Fintech companies.

Table 1: Gaming between Fintech enterprises A and B
B
A

3. The behavior analysis of competition between
Fintech enterprises, as well as gaming between
Fintech enterprises and government
The innovation and development of the FinTech is faced with
technical challenges and risks, and these key issues require the
government to coordinate and deal with.

3.1. Behavior Analysis of Competition and Gaming between
Fintech Enterprises
Fintech enterprises will have certain competitive relationships, and
the competition directly affects the innovation efficiency, which in
turn affects the development of the entire industry. Technological
innovation, resource allocation optimization and the development of
new financial products are all examples of the efficiency
improvement of Fintech companies. The strategy of Fintech
companies dealing with innovation can be explored by referring to
the "Boxed Pig Game" model in game theory.

3.1.1 Model Premise.
(1) The scale of financial technology companies is different. It is
assumed that there are two companies currently engaged in the
competition game. Among the two companies, the financial
technology enterprise A belongs to a company with strong
innovation ability and strength, while the financial technology
enterprise B belongs to a company with weak innovation ability and
strength. The two companies have the same strategic choices, namely
independent innovation and imitation innovation. On the other hand,
because the two companies have differences in terms of capital,
talents and risk management, they will face a certain degree of risk
in strategy selection.
(2) The goals of both A and B are to maximize economic profits.

3.1.2. Model parameter setting and game model analysis.
Referring to the "Boxed Pig Game" model, the strategic choices
of A and B are divided into independent innovation and imitation
innovation. The cost of independent innovation is a, the cost of
imitating innovation is b, while satisfying a>b>0, the total market
return is D.
When both A and B are innovating independently, A's return is e,
B's return is f, and e>f>0 is satisfied.
When A conducts independent innovation and B carries out
imitative innovation, A's return is g, B's return is h, as there is a
latecomer advantage, so we can get e>g and h>f.
When B conducts independent innovation, while A conducts
imitative innovation, A's return is k, B's return is l, satisfying k>g
and f>l.
When the two companies both choose to imitate innovation at the
same time, the profits will be zero.

innovation

imitation

innovation

    

     

imitation

     

 

From the game, it can be concluded that no matter how A
chooses, it will get a higher economic profit, so A has no
disadvantages. On the contrary, B will have a disadvantaged strategic
choice, that is, independent innovation. In contrast, B's choice of
“imitation innovation” is better than “independent innovation”.
Therefore, in this case, Fintech companies with higher technical level
and higher innovation efficiency will choose independent innovation,
and relatively weak enterprises will reduce operating costs to obtain
a higher corporate profit, choosing to imitate innovation. The
ultimate game equilibrium will fall on (innovation, imitation).
Through the competition and game analysis of the above two
Fintech enterprises, it can be seen that a strong Fintech enterprise
with a high market share will inevitably form a certain monopoly
advantage. Monopoly is not conducive to the improvement of
innovation efficiency, so the government needs to supervise. For
weaker Fintech companies, if they are always waiting for or
imitating innovation, it is impossible to achieve real progress, nor
can they drive the innovation efficiency of the whole industry. At
this time, the government should also prevent “free riders”.

3.2. Analysis of gaming between Fintech enterprises and the
government
The innovation of Fintech companies and government regulation
present a dynamic game. The purpose of government regulation is to
prevent risks and protect consumers, thus maintaining the stability of
the entire financial market. In order to maximize profits, enterprises
have the motivation to evade regulatory constraints. When the
innovation of Fintech companies jeopardizes the stability of the
financial market, the government will control the market by
strengthening supervision, which in turn will lead to a new round of
financial innovation.

3.2.1. Model Premise.
(1) Fintech companies and government regulatory agencies are in
an information asymmetrical environment. Businesses are very
clear about their own innovations and business activities, and
the government is not fully aware of this.
(2) Fintech enterprises and government regulatory agencies are
both “rational man”. The goal of business is to pursue the
maximization of economic profits, while the government is
pursuing the maximization of social benefits.
(3) In the process of incomplete information dynamic game, the
choices of the two participants has time sequences. In the
model, it is assumed that Fintech companies make decisions
first, and the government chooses strategies based on the
innovation efficiency of Fintech companies.
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3.2.2 Model parameter setting
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To find the first derivative q in the E(Q) equation:

It is assumed that the probability of high innovation efficiency of
Fintech enterprises is p, and the probability of low innovation
efficiency or no innovation is 1-p. In the case of high innovation
efficiency, the economic benefit that can be obtained is R, the
economic benefit of low innovation efficiency or no innovation is
 , and the loss utility brought by high innovation efficiency is  .
The expected utility of Fintech companies is E(R).
Assume that the probability of strict government supervision is q,
the probability of loose regulation is 1-q, and because of regulation,
the social benefit obtained is Q, and the cost due to strengthening
supervision is C. The government's expected utility is E(Q).

3.2.3 Dynamic game model of Fintech enterprises and government
Fintech companies choose first, and the government chooses
strategies according to the situation. Therefore, we can get the
following game matrix analysis:
Table 2: Game Matrix Analysis of Fintech Enterprises and Government
under Incomplete Information.
Fintech enterprises
Low efficiency or no
High innovation efficiency
innovation
Loose
     
Government supervision
Strict
           
supervision



Therefore, it can be concluded that, under the incomplete
information game, the innovation efficiency of Fintech enterprises is
 
  ,


and the probability that the government supervises



according to the innovation efficiency of Fintech enterprises is


 .



At the same time, it can be seen that the innovation efficiency of
Fintech enterprises and the choice of government strategies will
change with the effectiveness of the two sides, and they will be
mutually constrained. The Fintech company will improve the
efficiency of innovation in order to obtain higher economic profits. It
also means the advancement of financial technology and the progress
of the entire financial industry. However, the improvement of the
company's innovation efficiency will bring certain financial risks. In
this case, the government has to strengthen supervision to control
financial risks. When the government continues to strengthen
supervision, enterprises will choose less efficient innovation or no
innovation in order to avoid constraints. The ultimate equilibrium is
not conducive to the development of the financial industry.

   
     

When the Fintech enterprise has high innovation efficiency, it will
get the income of    . If the government chooses to relax
supervision, there will be no social benefits. If the government
chooses strict supervision, the social benefits will be      .
Therefore, (high innovation efficiency, strict supervision) will become
the game equilibrium.
On the other hand, when Fintech companies are less innovative or
do not innovate, they will receive  . At this time, if the
government chooses to relax supervision, there will be no social
benefits. If the government chooses strict supervision, there will be
social benefits of    . At this time, (low efficiency or no
innovation, strict supervision) will become a game equilibrium.
Under different strategies, the corresponding expected utility can
be calculated as follows:
Expected utility of financial technology companies:
                               

Simplified：                  
To find the first derivative of p in the E(R) equation:


 



Expected utility of the government:
                          ×       ×  

Simplified:            

 
 


4. Discussions
The development of financial technology has injected new vitality
into China's economic development. Through the multi-faceted
competition, the optimization of resource allocation in China's
financial market and the improvement of industry profits, financial
technology is also promoting the development of China's financial
industry. China is undergoing supply-side structural reforms, and
financial technology innovation will also become an important part
of China's economic reform. For the future development path of
China's financial technology, it should be analyzed from both Fintech
enterprises and the government, and the following three aspects of
policy recommendations can be drawn:
(1) Fintech companies should improve the innovation efficiency
and optimize the innovation path. The emergence of China's financial
technology, on the one hand, is to fill the gap in the market, on the
other hand, to make up for the loopholes in the traditional financial
market. Fintech companies need to reposition their product layout
and business based on the current financial innovation, improve
innovation efficiency, and provide better financial services as to
create higher social benefits. The development of Internet finance
technology since 2012 has shown a vigorous momentum. Fintech
companies produce a large amount of data. For the acquisition and
use of these data, the government should carry out legislative
supervision. At the same time, enterprises should pay attention to the
use of big data, artificial intelligence, and cloud computing
technologies for risk management and customer privacy protection.
(2) The government should provide a perfect service system for
the development of China's financial technology, thereby improving
innovation efficiency. The government needs to provide a relatively
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secure credit platform for Fintech companies to collect credit
evaluations of various Fintech companies and maintain a competitive
mechanism to protect the security of cooperative enterprises and
customers. At the same time, the use of legal means to establish and
improve the legal system of China's financial technology, as well as
the formulation of financial technology support policies, are aimed to
improve the efficiency of China's Fintech enterprises.
(3) Fintech enterprises should strengthen their own management
and form a good competitive mechanism to improve the innovation
efficiency of the financial industry. To improve innovation efficiency,
enterprises must appropriately introduce technology and talents to
develop financial products and services suitable for current social and
economic development. The government should formulate relevant
laws and regulations to timely discover the security issues of
financial markets. At the same time, it is necessary to deal with the
issues related to intellectual property categories. All Fintech
enterprises should consciously abide by the law and improve their
management.
In summary, to improve the innovation efficiency of China's
FinTech enterprises, we need to start from two aspects, one is the
financial technology enterprise itself, and the other is the
government. As the financial market is in a constantly changing

environment, financial technology companies and governments should
also change from time to time and make corresponding adjustments
in a timely manner. The innovation efficiency of financial technology
enterprises directly affects the development of China's financial
industry, and even China's macroeconomy. Therefore, the level of
China's financial technology innovation efficiency and regulatory
issues are the core issues of China's financial technology
development.
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Is Fintech a Solution for Financial Inclusion and Women Empowerment?
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Abstract
Financial Inclusion seems to be light at the end of the tunnel to achieve the millennium development goals (MDGs) which can eradicate the
poverty and help people to come out of abject poor condition. On the other hand, Financial Technology (FinTech) is spreading at a fast pace
and accessed by the masses. Thus, this technological innovation which helps to deliver financial services more conveniently and efficiently can
hold the key for financial inclusion and women empowerment through financial inclusion. This study used data from World Bank’s 2017 Global
Findex report and tried to find a relation between FinTech and financial inclusion from 144 countries. Few parameters from the report were
taken to measure the financial inclusion variable and some indicators were selected to assess the FinTech reach. The results suggested that there
is a strong relationship between independent variable FinTech and dependent variable financial inclusion for the whole population and women
population alone. The study also found that low-income countries are financially excluded while as high-income countries are more inclusive
except few exceptions. The study will help to understand the impact of FinTech on the inclusion of excluded population from the financial
system and can act as a solution for reducing poverty and women empowerment.
Keywords: Financial Technology, Global Findex Report, World Bank

1. Introduction

2. Literature Review

Fintech and financial inclusion have gained a lot of attention in
the past few decades because of persistent poverty and FinTech
applications reaching to a large population. FinTech can be seen as
a weapon to combat financial exclusion. World Bank has started an
interesting debate in support of financial inclusion which they see as
a solution for poverty eradication in developing as well in abject
poor nations. FinTechs offer indeed the similar services as banks,
perhaps more efficiently because of technological characteristic, but
in a diverse and customized way (Navaretti et al., 2018). FinTech
has the ability to help in economic inclusion. It is targeting the
segment of the population which was excluded previously. Fintech is
providing a diverse range of services which previously banks and
other financial institutes were providing and thus posing a threat to
these institutions. The extent of a danger to the financial sector is
summed up in the statement below:
“The aim is to inflict death by a thousand cuts. Fintech start-ups
are nimble piranhas, each focusing on a small part of a bank’s
business model to attack” (Financial Times, 13 November 2015).
Financial inclusion is defined as the use of the formal financial
system by the marginal and abject poor population (Beck,
Demirgu¨c-Kunt, & Levine, 2007; Bruhn & Love, 2014; Ozili,
2018). Sarma (2008) states financial inclusion as “a process that
ensures the ease of access, availability, and usage of the formal
financial system for all members of an economy”.

The term FinTech is a buzzword coined from two words
‘Financial Technology’ and defines Internet-based technologies like
cloud computing or mobile Internet- with conventional business
models of the banking and financial industry -e.g. money lending or
transaction banking. FinTech companies provide innovative financial
products, business models, financial software’s and financial customer
services under the umbrella of digital finance (Gomber et al., 2017).
More precisely, the Financial Stability Board describes FinTech as
“technologically enabled financial innovation that could result in new
business models, applications, processes or products with an
associated material effect on financial markets and institutions and
the provision of financial services”. FinTech has challenged the older
and conventional ways of raising and distributing funds through
harnessing the capability of technology and innovation (Salampasis &
Mention, 2018). There is a swing within the financial service
landscape towards the social benefits with economic benefits (Shrier
et al., 2016). Citigroup (2016) published a report stated that high
mobile penetration among the weaker and unbanked sections of
society has made FinTech so important. Crowdfunding, which is part
of FinTech, also helped to embrace a large crowd to contribute
financially towards a project or a cuase and thus increases the
inclusion of more population in Financial system (Baber, 2019).
There are various benefits of financial inclusion like persons who
were earlier financially excluded will now be able to invest in
education, save and empower to start a business, and this leads to
poverty reduction and economic growth (Ellis, Lemma, & Rud,
2010; Han & Melecky, 2013). Klapper and Singer (2014) in their
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study stated that access to the financial system can help to remove
poverty, create jobs, induce high consumption, and encourage savings
and investment and helps to absorb financial shocks. Turégano, &
Herrero (2018) used a single parameter of the percentage of adults
with a bank account for household-related financial inclusion.
Financial inclusion through technology makes provision for banks
to lower costs by reducing waiting on a branch, reduce
documentation and reduce the number of branches (Manyika et al.,
2016). The CGAP (Consultative Group to Assist the Poor) delineates
digital financial inclusion as “digital access to, and the use of,
formal financial services by the excluded and underserved
population” (CGAP, 2015). Salampasis & Mention (2018) studied
World banks’ report on Global Findex and compared the population
having a bank account in 2011 and 2014. The study found a
significant increase in the percentage of the population and credited
technology advances particularly mobile phone technology and
innovation for such inclusive change. Biggs (2016) explained the
potential of crowdfunding and digital currency to provide access to
financial services to unbanked people. FinTech could open doors for
unbanked sections of the population and for developing countries
(Vives, 2017). China which is practicing Internet Finance shows a
positive attitude towards bringing the exluded population within the
financial system and the growth of FinTech has been appreciated
while being inclusive in character (Xiang, Lina, Yun, & Chengxuan,
2017). Honohan (2008) suggested checking the financial inclusion by
measuring the percentage of the population using financial services
from formal institutions. Fungácová and Weill (2015) concluded in
their study that rich, educated and people above 35 years are more
inclusive than the poor, uneducated and young people.

use of mobile to pay bills”, “used a mobile phone or the internet to
access a financial institution account”, “made or received digital
payments in the past year” and “received wages through a mobile
phone”.

4. Results
The 144 countries are classified into 4 categories by the World
Bank report-Low income, lower middle income, upper middle
income, and high income. Majority of countries are in high income
(44) group followed by lower middle income and upper middle
income equally (38) and then low-income countries (24) as in figure 1.

Figure 1: Number of countries in four income groups

In Table. 1 the financial inclusion mean percentage and standard
deviation of each income group of countries are analyzed.
Table 1: Inclusion percentage of four income groups

3. Data
Data of 144 countries are taken from World Bank’s 2017 Global
Findex report to analyze the financial inclusion and FinTech
dimensions. The report was formed through the representatives in
every 144 countries of Gallup, Inc., which is a partner firm for
doing the survey. The data used a sample of more than 150,000
adults of 15 years and above age. The Findex report comprises the
various indicators which explain the percentage of the population
using financial services provided by the bank or financial institute.
The report shows that since 2011 around 1.2 billion populations
above 15 years of age have got an account.
For this study, financial inclusion is assessed on three parametersthe percentage of the population having account holders, savings
account and borrowing account. Account ownership means an
individual or parties having an account either at a financial
institution or through a mobile money provider. The saving account
helps people to save money for impending expenses like a big
purchase, funds for education or starting a business, needs in old
age or in emergencies. Or, at the time of immediate expenses, rather
than borrowing, people usually save money. Borrowing account is
the loan account provides money to buy a home, or any large
financial investment that people make in their life. Inclusion of
Women in the financial system will be measured on the same
parameters. FinTech is measured on four parameters which are- “the

Income level
Low income
Lower middle
income
Upper middle
income
High income
Total

Financial Inclusion
(female)
.1380
.06545
.2013
.09240
.2782
.09845
.4981
.10660
.3017
.16739

Financial Inclusion

Mean
Std. Deviation
Mean
Std. Deviation
Mean
Std. Deviation
Mean
Std. Deviation
Mean
Std. Deviation

.1628
.06841
.2239
.08410
.3013
.09405
.5179
.09619
.3240
.16243

In table 2. Correlation between variables- FinTech and income
level of countries with financial inclusion of whole population female
population is analyzed.
Table 2: Correlation between variables
Financial
Inclusion
FinTech
Income level

Financial
Income
Inclusion in
level
female

Pearson Correlation

.938**

.934**

.781**

Sig. (2-tailed)

.000

.000

.000

Pearson Correlation

.803**

.788**

Sig. (2-tailed)

.000

.000

**. Correlation is significant at the 0.01 level (2-tailed).
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Regression analysis was done on FinTech and financial inclusion
in which both dependent variables have high beta value as shown in
table 3. Figure 2 and figure 3 shows the same strong relation
graphically and the result trend line is linear and upward.
Table 3: Regression results
Sig.

R

.938

tvalue
32.270

.000*

.938

R
Square
.879

.934

31.177

.000*

.934

.872

Beta
Financial Inclusion
Financial Inclusion
(Female)

The independent variable is FinTech. *P<0.01
Financial Inclusion
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5. Discussion and Conclusion
This study was done to check whether FinTech is helping
countries to raise the percentage of the population under the ambit
of financial inclusion. The findings of this paper are in support of
(strategy, 2016) which believed that FinTech has the potential to
include the excluded people from the financial system. Women
population is more excluded from the financial system than men
population (Zins & Weill, 2016; Demirgüc¸-Kunt et al., 2013a).
Financial inclusion promotes women empowerment. (Schurmann and
Johnston, 2009; Islam et al., 2015; Siddik, 2017). In this study, it
was found that women population is almost equally influenced and
getting inclusive with the rise in FinTech as their counterpart do,
which means that FinTech has potential to reduce the gender gap in
the financial system and also help to empower women.
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Women across Social Groups in Kazakhstan Labor Market
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Abstract
This study aims is to analyze of existing concepts of gender stereotypes and gender differences in wages, defining of gender pay gap
determinants, and to evaluate the level of discrimination against women in Kazakhstan. In the proposed study, the authors explore the conceptual
framework and basic directions of the problem of gender wage differentials. In this research, authors propose the methodological tools for
presenting a standard form of evaluation of gender pay gap. The developed methodological tools will allow providing authentic and formal
analysis on gender pay gap and identifying the main determinants of gender pay differences. Further, the obtained results showed the distribution
of wage gap in Kazakhstan's regions and the Duncan's dissimilation index allows us to trace the dynamics of changes in the professional
structure between men and women. According to the results, gender pay gap is narrowing with the reduction of the job level and discrimination
is related to differences in human capital and education. Wages in the industrial sector are higher for men than for women, because men's
professions are characterized by severe and unhealthy working conditions. In addition, employers prefer male managers, but if they take woman
managers, they give them salary 3 times less.
Keywords: Gender, Gender Economy, Gender Policy, Segregation, Gender Pay Gap, Kazakhstan.

1. Introduction
At present, there is a cardinal rethinking of the social role of
women in society and the need arises to find measures to ensure
their rights and opportunities. Ensuring gender equality is one of the
factors of economic growth and the achievement of sustainable
development of the country and the region. It has been established
that equal involvement of women in political, social, economic life
of a country is considered as a necessary condition for achieving
progress in socio-economic growth, solving of urgent cultural, social,
ethnic and other issues. Thus, one of the main tasks is to ensure
equality between a man and a woman in all spheres of life and
work, including in the issues of the gender pay gap.
These days, gender differences in wages are among most debated
topics of socio-economic research. This is proved by numerous
scientific studies and publications, as well as numerous reports done
by well-known international research organizations (IMF, UN, OECD,
World Bank, etc.) for different countries. Herewith a vast number of
the researches are focused on gender analysis of women and men in
labor market, as majority of men and women are hired workers for
whom earnings and job opportunities to a large extend determines
their economic situation.
* This research have supported by the Narxoz University and Soros
Foundation (Kazakhstan).
** Institute of Economics of the Ministry Education and Science of
the Republic of Kazakhstan, Kazakhstan. E-mail: anele19@mail.ru
*** Institute of Economics of the Ministry Education and Science of
the Republic of Kazakhstan, Kazakhstan. E-mail: szt_kz@mail.ru
**** Narxoz University, Kazakhstan. E-mail: gk.world.kz@gmail.com

The relevance of this research is due to the fact that today a
woman is actively developing and goes beyond the family
environment. The current position of Kazakhstani women in the labor
market is characterized by the fact that women's labor is very much
in demand, but its payment remains low. Therefore, for Kazakhstan,
the gender pay gap has been and remains the main “female gender
issue”.
The purpose of this research is to analyze of existing concepts of
gender stereotypes and gender differences in wages, defining of
gender pay gap determinants, and to evaluate the level of
discrimination against women in Kazakhstan. This paper is among
the scientific works, which identify primary factors of gender wage
differences between men and women, and analyze the level of
gender inequality and discrimination.

2. Theoretical Background and Literature Overview
The literature review of studies on gender stereotype problems and
gender pay gap will cover the results of research conducted by
scientists from foreign and neighboring countries. The review to a
greater extend will be conducted not according to the territorial
principle (country of publication), but according to the problemthematic (orientation, conceptual basis of the study). In the proposed
literature review, the task is to explore conceptual framework and
basic directions of the problem of gender wage differences.
Some scientific researches on gender stereotyping about capability
of men and women (Pheterson et al., 1971; Kisler, 1975; Goldberg,
1983; Kunda & Thagard, 1996). They have found that, in
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accordance with gender stereotypes task performance, success
achieved by men are mostly due to their capability, whereas the
same success achieved by women is regarded as efforts, luck and so
on (Pheterson et al., 1971). At the same time, according to Kissler,
the factor of “effort” in men is regarded as a stable, necessary
condition of natural male need in achieving, as means of barrier and
difficulties overcoming, arising in the way of a goal achievement
(Kisler, 1975). In cases where a woman performs so-called “male
work”, she performs it competently, then in the perception of others
she deserves more respect that men (Goldberg, 1983).
In general, the economic theory of gender segregation presence, as
a result of the behavior of employers, is explained by several
reasons:
Firstly, this is the under-investment in the human capital of
women in comparison with investment in human capital of men due
to shorter expected return on financial investments (Becker &
Lindsay, 1994). As a result, women and men have the opportunity
to occupy jobs that impose fundamentally different requirements on
the professional qualification characteristics of an employee.
Secondly, the discriminative practice of hiring and promoting of
women, which leads to the fact that workers of different sexes are
concentrated on different positions (Wirth, 2001; Kireyeva, 2014).
Thirdly, one of the critical moments of gender segregation is
“glass ceiling” model for women. The concept “glass ceiling”
describes employment practice of women for positions, which do not
imply further career advancement (Coate & Loury, 1993). Such a
manifestation is typical enough for many CIS countries, including
Kazakhstan.
There through above mentioned causes have an impact of the
sphere of employment and lays the foundation for gender inequalities
in earnings. At the same time, discrimination against women is
detrimental to the economy due to the incomplete use of women's
abilities, reducing the attractiveness of career growth for women,
which has a negative impact on their work.

3. Analysis and Results
The difference in wages between men and women is determined
as a difference between average monthly salary between men and
women, i.e. as a percentage of men’s average monthly salary.
Gender politics of the Republic of Kazakhstan leads to situations in
which “emancipation” among women, expands for them the repertoire
of possible roles and lifestyles, but affects men little. As a result,
the role of “breadwinner” is the normative male model and does not
imply equal participation of men in homework, childcare and
nurturing.
Until recently, gender-sensitive wage statistic was absent. Now
there is a sufficient amount of static data to conduct a full analysis.
In the international context, according to the World Economic Forum
(WEF), Kazakhstan in 2018 took 60th place in the global gender
equality ranking. According to this rating, opportunities for women
in the labor market in Kazakhstan (chances for equal wages and
careers) make up 70% of men's opportunities.
The distribution of gender wage differences by economic activity
has a number of features.

Firstly, a woman has to choose low-paid areas, such as health
care, education, and social services.
Secondly, the highest level of underpayments is observed among
art workers, professional and scientific and technical activities.
Thirdly, inter-industry differences in wages among men are higher
than among women. Salaries in financial and insurance sectors for
men are 3.5 times more in comparison with the field of education.
On the one hand, this may be the reason for the separation of jobs
into “male professions” and “female professions”. On the other hand,
this may be the reason for the uneven distribution of women and
men in the economy, i.e. manifestation of gender occupational
segregation.

4. Conclusions
The problems, which related to the study of gender stereotypes
and gender gaps in the labor market are quite extensive, dynamically
developing and cover many areas of society. Generally, the analysis
of the distribution of gender wage gaps has led to the following
conclusions.
Firstly, the gender pay gap is reduced with the reduction of the
job level: it is minimal for the general group of workers and
employees, it is reduced with the transition to the middle and higher
level of qualification.
Secondly, discrimination is linked to differences in human capital
and education. Wages in the industrial sector are higher for men
than for women, because men's professions (milling in oil refining,
mechanical engineers, chemical technologist) are characterized by
severe and unhealthy working conditions. This situation is typical not
only for Kazakhstan, but also for most other countries.
Thirdly, the Duncan's dissimilation index allows us to trace the
dynamics of changes in the professional and sectoral structure of
men and women. The data obtained indicate positive trends in the
field of gender policy in Kazakhstan. However, full integration will
be achieved if 26% of men move into feminized employment, or if
26% of women move into male-dominated employment
If we compare with the indicators of number of countries, the
situation is not in favor of Kazakhstan. This is evidenced by the
data of the global ranking of gender equality of the WEF. Thus, in
Kazakhstan, income equality between men and women lags behind
developed economies by at least 10-12 years. For example, in
Norway, Sweden, Iceland and Finland, women and men who perform
the same work receive the same salary.
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A Multi-Criteria Decision-Making Approach for Identifying Critical Factors of
Chinese Students’ Learning in Study Abroad
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Abstract
China is the largest international students exporting country in the world. Base on the economic globalization and trade liberalization, the
international talents cultivation, and how to assure their quality of higher education are important to China. This paper aims at finding out the
dimensions influencing the quality of studying abroad. To obtain the weight and influential degree of the dimensions, we identify four criteria
and sub-criteria mainly from the literatures related to learning quality in higher education and cross-cultural communication. To handle the
inter-relations among the identified criteria and sub-criteria, we proposed a multi-criteria decision-making (MCDM) approach based on Decision
Making Trial and Evaluation Laboratory based Analytic Network Process (DANP). This paper established how the obtained results will help the
teachers in higher education system and Ministry of Education to optimize their improvement plans.
Keywords: Multi-Criteria Decision Making, DANP, Study Abroad

1. Introduction
According to OECD (2018), the total population of China was
1,385.6 million, accounting for 18.4% of the world total population.
Base on economic globalization and trade liberalization, most
countries have a need of talents cultivation, and the number of
students studying abroad has increased gradually. China's ministry of
education (2017) published that the number of Chinese students
studying abroad was 608,400 and China is now the largest country
which outputs international students. The total number of Chinese
students in the EU in 2010 was about 118,700. Countries reporting
the highest numbers of Chinese students were the UK (40% of
total), France (23%) and Germany (20%), indicating that France is
the second largest host country in Europe. According to statistics
from the latest Campus France report, the number of Chinese
students studying in France continued to climb, reaching almost
30,000 in the academic year of 2015–2016 (Campus France, 2017).
*
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The report also showed that the number of Chinese students studying
in France has increased by 40.9%. In recent years, reports on
international students have revealed that students are confronted with
many problems, such as cross-cultural adaptation and academic
barriers. These problems can provoke both mental and physical loss
and finally lead to low return on studying abroad. Since
inter-disciplinary language talents, especially non-universal language
ones are of great importance to China, and sustainable development
of higher education system also matters for France and China, so
this part deserves further research. The study of factors influencing
the quality of studying abroad can help governments to optimize the
relevant policies and provide a better environment for international
students. Besides, it also helps foreign language instructors to modify
their teaching arrangement so as to enhance the quality of teaching.
Most literatures conducted qualitative researches by doing
questionnaires among graduate students who have studied abroad.
This study used the expert questionnaire instead of choosing graduate
students. The respondents of this expert questionnaire were Ph.D.
students studying in France or have graduated from Ph.D. for one
year. Ph.D. students have relevant experience, and their proficiency
and comprehensive thoughts can give more accurate and valuable
messages. According to Lee (2016), there are many factors
influencing the quality of studying abroad, and this paper classified
them into four dimensions, Personal factor, Teacher effectiveness,
Campus environment and Daily environment. As any criterion may
inter-influenced, this study adopted Decision Making Trial and
Evaluation Laboratory (DEMATEL) to know the influenced structure
between the criteria. After knowing the influenced structure between
each criterion, this paper weighted them by combining the ANP
method to find the most important criterion that will influence the
quality of studying abroad. Different from previous studies, this
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paper provided the visualized ranking and not only selected the most
influential dimension and criterion but also found their interaction. In
the proposed DANP model, the measured weight in each dimension
and criterion can help teachers in higher education system and the
Ministry of Education to optimize their improvement plans.

problem can be modelled as a hierarchy, but also in cases where the
problem can be modelled as a network, so feedback and
interdependence can be included in the model.

2. Literature Review

Decision Making Trial and Evaluation Laboratory (DEMATEL) is
developed by the science and human affairs program of the Battelle
Memorial Institute of Geneva between 1972 and 1976 which is used
to estimate the direct and indirect causal relationships between
dimensions. Tzeng, Chiang and Li (2007) point out decision test and
experiment evaluation method (DEMATEL) which can effectively
solve complex tangled problems and help understand complex
causality structures by observing the influence degree, and use matrix
and correlation theory to calculate the structure relationship and
influence intensity between the criteria, and establish the system
structure model between the criteria.

Base on economic globalization and trade liberalization,
international students are becoming critically important to talents
cultivation. Therefore, knowing the dimensions influencing
international students’ quality of studying abroad and how to
improve the quality is important. Based on Lee (2016, 2018) this
paper found 4 dimensions and 20 criteria, the description of
dimensions and criteria is shown in table 1.

3.2. The Decision Making Trial and Evaluation Laboratory
(DEMATEL)

3. Methodology
3.3. Combination of ANP and DEMATEL
3.1. The Analytic Network Process (ANP)
The Analytic Network Process (ANP) is developed by Saaty
(2001). This method is used not only in cases where the decision

This paper aims at assessing the dimensions which influence the
quality of studying abroad, which usually consists of multiple
dimensions and criteria and to determine the influential weights of

Table 1: Dimensions and criteria of factors influencing the quality of studying abroad
Dimensions and criteria
(P) Personal factor
p1. Family background
p2. Family financial support
p3. Language proficiency
p4. Previous experience abroad
p5. Learning Method
(T) Teacher effectiveness
t1. Teacher-student relationships
t2. Teachers' enthusiasm

t3.
t4.
t5.
t6.

Teaching devices
Teaching modes
Course density
Organization and clarity

t7. Assessment system
(C) Campus environment
c1. Teaching equipment
c2. Administration aid
c3. Relationship with classmates
(D) Daily environment
d1. Geographical location of the city
d2.
d3.
d4.
d5.

Administration process
Housing
Health Care
Interpersonal communication

Authors
Endrizzi (2010)
Lee and Morrish (2012)
Noh and Kaspar (2003)
Souto-Otero, Huisman, Beerkens, De
Wit, and Vujić (2013)
Klineberg and Hull IV (1979)
Bouvier (2003)
Brok and Koopman (2007)
Liberante (2012)
Normand (2016)

Razmov and Anderson (2006)
Vignes (2013)
Zhou (2009)
Mangiante (2012)
Shepard (2000)
Shwu-yong and Hersh (2008)
Yan, Leong, and Huang (2018)
Caires and Almeida (2005)
Thalluri (2016)
Tseng and Newton (2002)
Bodycott (2009)
Caires and Almeida (2005)
Erlich (2012)
Zheng et al (1993)
Kosic, Mannetti, and Sam (2005)

Description of dimensions and criteria
Micro factors mainly influence the international students.
Family environment, parents' expectation, education concept and discipline.
Ability to pay.
The level of language used in host country.
Experience with other cultures.
The attitude and habit of learning.
Campus factor (teacher) among the macro ones that influence the
international students.
Mutual relation formed during the teaching-learning process.
Confronted with students with different needs and ability, teachers
offer them patient guidance and keep modifying their own teaching
in order to maximize students' learning result.
Auxiliary tools used in order to complete teaching tasks.
The way to teach and guide students in their studies.
The context and range of the course.
Teachers use well-organized way and express clearly during their
teaching.
The modes and methods used to assess students' grade.
Campus factor (other) among the macro ones that influence the
international students.
Available hardware and software resources to meet the demand of
teaching.
Aid offered to international students (administrative simplification,
personnel assistance, lectures and advanced courses).
The situation and degree of classmates' interaction.
Daily life factor among the macro ones that influence the
international students.
The location of city where students stay, containing the scale of city,
the convenience of city, crime index.
Procedures for legal residence.
Housing environment, conditions, price and etc.
Physical and mental health and access to medical care.
The situation and degree of friends and neighbors’ interaction.
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those criteria. In a traditional ANP, normalisation is set by dividing
each criterion in a column by a number of clusters so that each
column achieves exact unity. This process implicitly assumes that
each cluster has the same weight. However, it is well-known that the
effect of one cluster on the other clusters may be different in
degree. Thus, the traditional ANP assumption that each cluster is of
equal weight in obtaining a weighted supermatrix is not reasonable;
consequently, the DANP influential weights can improve this
shortcoming and obtain results based on the basic concept of the
ANP from a total-influential matrix by using the DEMATEL
technique. Therefore, the DEMATEL technique is used to build an
INRM for each criterion and dimension and also to improve the
normalisation process of the traditional ANP. The DANP is an
appropriate tool to include interaction and interdependence among the
dimensions and criteria that appear in the cases of real-world
problems. According to the concrete characteristics of objective
affairs, the methodology can verify the interdependence of variables
and attributes, building a relationship that reflects those characteristics
with an essential system and evolutionary trend.

3.3. The Research Process
This paper carried out researches of three stages. First of all, this
paper selected criteria which influence the quality of studying abroad
according to the relevant literatures. Secondly, used DANP to assess
the dimensions considered mainly by experts. Finally, found out the
degree of influence between each dimension and the relative weight
between the criteria. To understand the dimensions that experts have
taken into consideration in assessing the quality of studying abroad,
with a view to the modification of pedagogics for foreign language
instructors and the basis for the adjustment strategy of relevant
government policies.

4. Empirical Results
4.1. Participants
In this paper, analysis of the dimensions influencing the quality of
studying abroad is undertaken by the results of an expert
questionnaire. The participants were selected because they had similar
background training of at least a Ph.D. degree in Science, Art,
Philosophy, Language, Education and History. They are or they used
to be international students studying in France or working in France,
and the average of their duration is about 6 years.
Because of the long settlement in France, the participants have
more exposure to French educational process and are familiar with
education system in France. Since the participants are Ph.D. students
or have graduated from Ph.D. for one year, the academic period has
equipped them with the abilities required in the whole learning
process, which enables them to be experts and give sensible analysis
on French higher education system from a macro aspect.

4.2. Results and Discussions
Table 2 and Fig. 1 demonstrate INRM of 4 dimensions and 20
criteria. For example, dimension T affects dimensions C, D, P (T →

{C D P}); dimension C affects dimensions D and P (C→ {D P});
and dimension D affects dimension P(D→{P}). The criterion t4
affects criteria t1, t2, t3, t5, t6 and t7 (t4→{t1 t2 t3 t5 t6 t7});
criterion t2 affects criteria t1, t3, t5, t6, t7 (t2→{t1 t3 t5 t6 t7});
criterion t7 affects criteria t1, t3, t5, t6 (t7→{t1 t3 t5 t6}); criterion
t5 affects criteria t1, t3, t6 (t5 → {t1 t3 t6}); criterion t3 affects
criteria t1 and t6 (t3→{t1 t6}); and criterion t6 affects criterion t1
(t6→{t1}). In addition, criterion c1 affects criteria c2 and c3 (c1→
{c2 c3}); criterion c2 affects criterion c3 (c2→ {c3}). Criterion d1
affects d2, d3, d4, d5 (d1 → {d2 d3 d4 d5}); criterion d4 affects
d2, d3 and d5 (d4 → {d2 d3 d5}); criterion d2 affects d3 and d5
(d2→ {d3 d5}); criterion d5 affects d3 (d5→{d3}). Besides, criterion
p2 affects criteria p1, p3, p4 and p5(p2 → {p1 p3 p4 p5}); criterion
p1 affects p3, p4 and p5 (p1 → {p3 p4 p5}); criterion p4 affects
criteria p3 and p5 (p4 → {p3 p5}); criterion p3 affects criterion p5
(p3→ {p5}).
Understanding these influential relationships will enable instructors
and the government to make decisions. The instructors must meet
the demand of international students’ need and the government must
improve the current reception policy with effective and efficient ways
to achieve students’ satisfaction. Thus, this paper has proved that
DEMATEL can correctly indicate the criteria influencing the quality
of studying abroad and identify those that need to be improved first.
Generally, the dimensions that influence the quality of studying
abroad can be classified into external ones (Teacher effectiveness,
campus environment, daily environment) and internal ones (students
themselves). In view of the quality of studying abroad, personal
factor is the least impactful one among the four dimensions which
means when students are immersed in different social and cultural
settings, the micro perspective of themselves will have less effects.
According to the outcome of expert questionnaire, this dimension is
not in a dominant position and has nothing to do with the quality
of overseas experience. That is because people’s personal behaviors
and mental conditions are elastic and impacted by external
environments. Admittedly, there are many literatures on the
dimension of international students themselves viewing from
psychological, sociological or linguistic areas. For instance, language
proficiency (Furnham, 1993); previous experience abroad (Klineberg
& Hull, 1979). Large numbers of literatures indicated that
international students themselves play an essential role in their
duration abroad. However, based on the result of expert
questionnaires, and this paper is concentrated on figuring out the
degree and weight of correlation between different dimensions and
criteria. Because of the above, we can draw the conclusion that the
personal factor has no influence on the quality of studying abroad.
Table 2: Sum of influences given and received on dimensions and criteria
Dimensions/criteria
(P) Personal factor
p1. Family background
p2. Family financial support
p3. Language proficiency
p4. Previous experience abroad
p5. Learning method
(T) Teacher factor
t1. Teacher-student relationships
t2. Teachers' enthusiasm

d
1.13
0.07
0.08
0.12
0.07
0.05
1.42
0.05
0.06

r
1.91
0.02
0.02
0.15
0.05
0.09
0.97
0.09
0.05

d+r
3.04
0.09
0.10
0.27
0.12
0.14
2.38
0.14
0.12

d-r
-0.78
0.05
0.06
-0.02
0.02
-0.03
0.45
-0.03
0.01
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t3. Teaching devices
t4. Teaching modes
t5. Course density
t6. Organization and clarity
t7. Assessment system
(C) Campus environment
c1. Teaching equipment
c2. Administration aid
c3. Relationships with classmates
(D) Daily environment
d1. Geographical location of the city
d2. Administration process
d3. Housing
d4. Health care
d5. Interpersonal communication

0.05
0.07
0.04
0.04
0.03
1.31
0.04
0.04
0.05
0.79
0.05
0.02
0.03
0.02
0.05

0.05
0.05
0.03
0.04
0.03
1.01
0.02
0.02
0.07
0.75
0.04
0.05
0.07
0.04
0.08

0.09
0.12
0.07
0.08
0.06
2.32
0.06
0.06
0.12
1.54
0.10
0.07
0.10
0.06
0.14

0.00
0.01
0.00
0.00
0.01
0.30
0.03
0.01
-0.02
0.04
0.01
-0.02
-0.04
-0.02
-0.03

Figure 1: Influential network relationships map (INRM)

5. Conclusion
In this paper, the expert’s knowledge was retrieved to build the
influential criteria weights for evaluating the quality of studying
abroad (the DANP method). Most of the current literatures focus on
single or several criteria that influence the quality of studying
abroad. This paper firstly used the expert questionnaire together with
the DANP model to find out the weight of the importance of
different dimensions. In the proposed DANP model, the measured
weight in each criterion and dimension can help the instructors and
the Ministry of Education to optimize their improvement plans.
Most of the current literatures focus on single or several criteria
that influence the quality of studying abroad. This paper firstly
classified the criteria into micro and macro aspects and used the
expert questionnaire together with the DANP model to find out the
weight of the importance of different factors. Admittedly, comparing
with the qualitative researches by doing questionnaires among
graduate students, the expert questionnaire has more authority,
however, the disparity generated by experts’ majors (arts or sciences)
still should be take into consideration. Besides, the teaching
effectiveness will become the main area in the future research
instead of simply listing the criteria of this dimension.
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Factors Affecting Industry 4.0 Adoption on Studying ofSstudents:
An Study in Universities in Ho Chi Minh City, Vietnam
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Abstract
The study developed and tested the impact of occupation relevance, facility conditions, and social influence, skills on the actual use industry
4.0 on studying of students in universities in Ho Chi Minh City, Viet Nam. Both qualitative and quantitative methodologies were utilized in this
study. Qualitative research first carried out with an in-depth interview, conducted to derive measurement items for the interested variables.
Quantitative research used cross-sectional field design by pilot study and official study. The result of structural equation modeling showed that
occupation relevance, skills, facility conditions, and social influence impacted the intermediates variables relevance advantage, perceived
usefulness, behavioral intention to use, and actual to use. The occupation relevance, skills, facility conditions, and social influence are
independent variables. They impact actual to use through mediating variables such as relevance advantage, perceived usefulness, and behavioral
intention to use.
Keywords: Industry 4.0, Studying, Students in Universities, Ho Chi MinhCity, Vietnam.

1. Introduction
We’re in the midst of a significant transformation regarding the
way we produce products thanks to the digitization of manufacturing.
This transition is so compelling that it is being called industry 4.0
to represent the fourth revolution that has occurred in manufacturing.
Industry 4.0 is a name given to the current trend of automation and
data exchange in manufacturing technologies. It includes cyberphysical systems, the Internet of things, cloud computing and
cognitive computing. Industry 4.0 isn’t only about potential increases
in resource efficiency in manufacturing, or robots harvesting vast
amounts of data. It’s already happening now and it’s impacting your
life is through improved products and services, education, road
safety, better working conditions, and even healthcare. Nowadays,
universities need to align themselves with the changing faces of the
industry 4.0, and hence the education 4.0. Universities have to adopt
Education 4.0 where the learner is at the center of the education
economy. Universities are not only faced with employability
challenges but also working towards managing societal challenges.
Therefore, University 4.0 has to develop ethical business and
technology leaders for the future. Accordingly, every student now
more or less heard about the industrial revolution 4.0, about the
applications and effects that it creates as if it is somewhat accessible

–Marketing, Vietnam
–Marketing, Vietnam
–Marketing, Vietnam.
–Marketing, Vietnam
–Marketing, Vietnam

* Marketing Faculty, University of Finance
** Marketing Faculty, University of Finance
*** Marketing Faculty, University of Finance
Email: ngochai2010.98@gmail.com
**** Marketing Faculty, University of Finance
***** Marketing Faculty, University of Finance

to study in universities. Since then, the 4.0 industry has become a
very hot topic.
In Viet Nam, the research group found that there has been no
research work on this topic. Previous studies have only stopped at
raising the trend, for example, at the "Study of education model 4.0
in Vietnam" workshop, Nguyen Loc, (2018) University presented on
the topic "Higher education and industrial revolution 4.0", Nguyen
Thanh Phuong, (2018) analysts on the issue: "Building autonomous
university, new university model of the US and suggestions for
Vietnam University system". In this research, we want to think about
it in a reverse way. Instead of studying the impact of industry 4.0
on aspects of life, we want to deeply investigate about what reasons,
factors, things which affect the application of industry 4.0 in
learning. Is it merely because of media, publicity are being
mentioned so much that you have to use it or have any other
underlying cause?
This industrial revolution will take impacts on many other fields
besides manufacturing, such as workforce recruitment, information,
and communication technology (ICT), business, education, and many
more. As economic students, we find that industry 4.0 and business
management are more closely connected, the impact of industry on
workforce recruitment is expected to be quite significant since the
required to possess some basic technical qualifications in Industry
4.0, including information technology (IT) knowledge, organizational,
processual understanding, and ability to interact with modern
interfaces. Understanding the impact factors will help the higher
education system in general as well as the policy makers look
deeper into the core of the problem, understand the reasons for
personal and industrial adoption 4.0 in accordance with the real
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school. In this study, a conceptual model was developed, including
occupation relevance, skill, facility conditions, social influence
resulted from previous studies, in order to explain an individual’s
behavioral intention and the actual use of industry 4.0 in studying at
universities Ho Chi Minh city.

2. Literature Review and Hypothesis Development
2.1. Occupation Relevance (OC)
One key component of the matching process discussed above is a
potential user’s judgment of occupation relevance, which we define
as an individual’s perception regarding the degree to which the target
system is applicable to his or her job. The word “Occupation
Relevance” has on the details the full TAM2 with the additional
elements built around the original TAM. The findings of the
Venkatesh and Davis (2000) study show that the old theory still
holds for modern times, while the additional processes improve the
explanatory ability of the model. Occupation Relevance or Job
Relevance is based on the system able to support an individual‘s job
function. “An individual’s perception regarding the degree to which
the target system is applicable to the individual’s job. Job relevance
is a function of the important within one’s job of the set of tasks
the system is capable of supporting” (Venkatesh & Davis, 2000)
Kieras and Polson (1985) and Polson (1987) argued that users
possess distinct knowledge about their job situation, which they can
use as a basis for determining what tasks can be performed with a
given system. The existence of well-defined knowledge structures
regarding important job goals is supported by research from
personnel psychology (e.g., Roberson, 1989). The researchers regard
occupation relevance as a cognitive judgment that exerts a direct
effect on Relative Advantage, distinct from acceptable models. The
researchers conceptualize perceptions of occupation relevance to be
part of a compatibility test would be screened from further adoption
consideration. So, we would expect the hypothesis that H1.
Occupation relevance will have a positive effect on Relative
Advantage.

2.2. Skills (SK)
Skill is one's ability to apply knowledge and use the know-how
for the completion of well-defined tasks. Generally speaking,
identifies that an individual is able to do something within a specific
context. Skills may be cognitive (involving the use of logical,
intuitive and creative thinking) or practical (involving manual
dexterity and the use of methods, materials, and tools) (George
Chryssolouris et al., 2013). Based on the nature of Internet skills
being transferable to new Web developments (Van Deursen and
Mossberger, 2018), we expect that they will remain relevant for the
IoT. While originally most attention was on technical skills, in the
past years, several skill dimensions or multifaceted conceptualizations
have been addressed. A recent framework labeled Internet Skills
Scale (ISS) proposed dimensions encompassing not only the technical
ability but also other skill types focusing on different engagements
one can have with the Internet (Van Deursen et al., 2016). The skill

types covering the technical ability to use the Internet are operational
skills and mobile skills. Information navigation skills comprise the
ability to search the Internet, including finding, selecting, and
evaluating information sources on the Internet.
However, these skills have now been transferred to mobile
devices. Mobile skills enable investigating the distribution of skills in
using mobile devices, such as downloading and installing applications
and monitoring the data costs involved in online mobile use (Van
Deursen et al., 2016). In turn, these Web 1.0 skills are a
requirement for Web 2.0 skills: social and creative skills. Social
skills enable using online communication and interactions to
understand and exchange meaning, involving searching, selecting,
evaluating, and acting on online contacts. Creative skills are the
skills necessary to create content suitable for online display. This
content can include text, music and video, photo or image,
multimedia or remixed media. Furthermore, creative skills also
involve the basics of uploading this content (Van Deursen et al.,
2016). Students with good language skills and good technical skills
can actively understand and use technology easily. People consider
the implications of their actual behavior before they decide to engage
or not engage in a given behavior (Ajzen & Fishbein, 1980, p.5).
Higher commitment is more likely to mean that behavior would be
performed. These skills help users intend to use it in their study and
life, skills affect behavioral intentions. The hypothesis is presented as
follows H2: Skills has a positive influence on Perceived usefulness.
H5: Skills has a positive influence on Behavioral intention to use.

2.3. Facility Conditions (FC)
The construct of facility conditions refers to the extent to which
individuals believe that both technical and organizational
infrastructures exist to support the use of a particular technology
(Venkatesh et al., 2003). Facility conditions refer to technical and
organizational facilitators that help users to overcome obstacles
related to the use of technology. In fact, the effect is expected to
increase with experience as users of technology find multiple avenues
for help and support throughout the organization, thereby removing
impediments to sustained usage (Bergeron et al., 1990).
Organizational psychologists have noted that older workers attach
more importance to receiving help and assistance on the job (Hall
and Mansfield, 1975). The availability of proper facilitating
conditions (e.g., training courses, technical support, and adequate
resources, devices) is crucial for technology adoption (Aypay, Celik,
& Aypay, 2012). Consequently, guidance and technical support are
essential to facilitate students' engagement with e-learning
(Concannon, Flynn, & Combell, 2005). In particular, the functionality
of personal mobile devices and support from learning providers
appear to be vital factors. H3: Facility conditions have a positive
influence on Perceived usefulness.

2.4. Social Influence (SI)
Social influence is defined as the degree to which an individual
believes that other people whose opinion is important to themselves
think the same way about using a new system. The person
perception that people who are important to them think about
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him/her using the system(Linda Shore, Valerie Power, Adam de
Eyto, & Leonard O’Sullivan, 2018).The degree to which an
Individual perceives that important others believe they should use the
new system (Natalia Angulo Mejía, 2015). According to Mirjana
Kocaleva, Igor Stojanovic and Zoran Zdravev (2015) Social influence
is the degree to which an individual perceives that others believe
they should use a particular system. Especially the social factor items
were adapted as they strongly focused on computer systems in
organizations: “The senior management of this business has been
helpful in the use of the system” (Sebastian Osswald, Daniela
Wurhofer, Sandra Trösterer, Elke Beck, & Manfred Tscheligi, 2012).
Social influence has an impact on the student’s individual perceived
since the student themselves as well as integrated technology is often
regarded as a status symbol, we think that the representative
character and the properties and features of information technology
can foster identification and highlight the connection between
acceptance and the social environment. Therefore, hypothesis H4:
Social influence has a positive influence on Perceived usefulness.
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characteristics presented in Rogers (1995) and refined a set of
variables that could be used to study individual technology
acceptance. In an effort to operationalize the characteristics of
innovation acceptance proposed by Rogers (2003), Moore and
Benbasat (1991) developed the PCI model (Perceived Components of
Innovation). A test of PCI by Plouffe, Hulland, and Vandenbosch
(2001) showed that relative advantage is the model’s most powerful
predictor of adoption intention. Agarwal and Prasad (1998) explored
the role of these characteristics in predicting acceptance and found
that there was modest support for the predictive validity of
innovation characteristics. In terms of the overlapping variables with
other models, the relative advantage and ease of use of IDT are
similar to perceived usefulness and perceived ease of use of TAM,
and the compatibility of this model is similar to the one used in
The decomposed theory of planned behavior (DTPB) (Taylor and
Todd, 1995). Therefore, the hypothesis posing H7: The Relative
advantage has a positive influence on Behavioral intention to use.

2.8. Behavioral Intention to Use (IB)
2.5. Perceived Usefulness (PU)
Perceived usefulness is defined as the extent to which persons
believe that technology will enhance their productivity or job
performance (Davis, Bagozzi, & Warshaw, 1989).In the student
context, it is the perceived likelihood that the technology will benefit
the person in the performance of some tasks. It is concerned mainly
with perceptions of the functional outcome as a consequence of
technology usage. A significant body of TAM research has shown
that perceived usefulness is a strong determinant of user acceptance,
adoption, and usage behavior (Davis, 1989; Mathieson, 1991; Taylor
& Todd, 1995). In fact, perceived usefulness has been found to be
the most significant factor in the acceptance of technology in the
study place, even more, important than perceived ease of use (Davis,
1989; Hu et al., 1999). In the consumer context, significant positive
relationships have been found between the perceived usefulness of
new Internet services and attitudes toward these services (Childers et
al., 2001; Gentry & Calantone, 2002). Similarly, perceived usefulness
has been found to have a positive impact on attitude toward using
mobile Internet products (Bruner & Kumar, 2005. Lee, Kim, &
Chung, 2003). Therefore, the hypothesis was examined H6: The
higher Perceived usefulness, the more positive the behavioral
intention to use.

2.6. Relative Advantage (AR)
Rogers’ outlines five key factors that influence an individual’s
decision to adopt or reject an innovation: Relative Advantage,
Compatibility, Complexity/Simplicity, Trialability and Observability
(Rogers 1995). “Relative advantage” by identifying how improved an
innovation is over the previous generation. As the Relative
Advantage of an innovation increases, the rate of adoption for the
innovation also increases. The innovation diffusion theory (IDT),
Diffusion of Innovation (DOI) (Rogers, 1995) has its roots in
sociology and has been in use since the 1960s to study an array of
innovations ranging from agricultural tools to organizational
innovations. Moore and Benbasat (1991) adapted innovation

Behavioral intention to use refers to Ajzen’s theory of planned
behavior which proposes a model which can measure how human
actions are guided. According to Ajzen (1980), Nguyen Xuan Truong
(2018), intentions are assumed to capture the motivational factors
that influence actual buying. They are indications of how hard
people are willing to try, and of how much of an effort they are
planning to exert in order to perform the behavior. As a general rule
the stronger the intention to engage in a behavior, the more likely
they will perform the behavior. It predicts the occurrence of a
particular behavior, provided that behavior is intentional. Intentions
are the precursors of actual use. In other words, as Cao et al. noted,
an individual may be engaged in a less intended choice due to the
presence of some constraints (behavioral control factors). Generally,
intention tends to have a positive association with the actual choice
of that behavior. So, in this study, intention to use is defined as the
students’ intentional use of the Industry 4.0. All students in this
study have indicated that they use the Industry 4.0 in studying
nearly daily, often more than once a day. This study has indicated
that the intention to use is influenced by perceived usefulness,
perceived ease of use, relative advantage. That is, the stronger an
individual’s behavioral intention, the more likely he/she are to
perform the behavior. Taylor et al. state that thanks to the ability to
predict intentions of use, predicting behavior is made possible. Thus,
the hypothesis set out H8: Behavioral intention to use positively
impacts Actual use.

2.9. Actual Use (AU)
One’s actual use of a technology system is influenced directly or
indirectly by the user’s intention to use. TAM also proposes that
external factors affect intention and actual use through mediated
effects on perceived usefulness and perceived ease of use (Davis,
1989). Several studies have examined TAM as a model to explain
how people adopt and use e-learning. Selim (2003) stated that there
was a need to investigate TAM with industry-based learning. He
tested the relationships among perceived usefulness, perceived ease of
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use and intention to use with university students using the structural
equation modeling techniques of the LISREL program. He concluded
that the model fit the collected data and that the usefulness and ease
of use turned out to be good determinants of the acceptance and use
efficient learning technology.

3. Conceptual Model
We have covered well-established research theories and models
that have contributed to the development of the conceptual
framework of technology adoption such as Consumer Acceptance of
Technology (CAT) model, Theory of Reasoned Action (TRA)
(Fishbein, 1967, Fishbein and Ajzen, 1980), Theory of Planned
Behaviour (TPB) (Ajzen, 1991), Technology Adoption Model (TAM)
(Davis, 1989, Davis et al., 1989) and the Unified Theory of
Acceptance and Use of Technology (UTAUT) model (Venkatesh et
al. 2013). This research, in conjunction with other studies examining
the role of affect in predicting adoption intention (Bruner & Kumar,
2005; Childers et al., 2001; Dabholkar & Bagozzi, 2002), should
serve as a caution to other consumer researchers that basing their
behavioral predictions on cognition alone, as in the original TAM,
may lead to significantly deteriorated prediction ability. The influence
of industrial factors positively affects student learning, contributing to
their own skills and knowledge development. This conceptual
framework is modified by applying 8 variables to determine the
impact of occupation relevance, skills, facility conditions, a social
influence which apply industry 4.0 on relative advantage, perceived
usefulness. TAM suggests,
Perceived usefulness and relative
advantage have a significant influence on behavioral intention to use
an actual use (Davis, 1989; Mathieson, 1991 and Moore and
Benbasat, 1991).

measurement items regarding essentiality and classified them into “
not necessary”, “useful but non-essential” and “essential” category.
The researchers also conducted research at the table to have a more
multi-dimensional view. The researchers made a survey for 2 times,
the first time is a pilot study with 120 respondents, we used SPSS
20 to eliminate the non-valid respondents, then we built the official
questionnaire. For testing, the conceptual model and hypothesis,
SPSS 20 and AMOS 20 software were utilized. This study applied
non-probability with convenience sampling technique. The study was
conducted in many universities of economics in Ho Chi Minh City,
Vietnam.
Data was collected using a self-administered questionnaire where
the measurement of variables was based on existing measuring
instruments. The form of questionnaire in this research applied a
5-point Likert scale (1=strongly disagree, 2=disagree, 3=neutral, 4 =
agree, 5=strongly agree). The researchers created a form by google
form, then distributed the questionnaire to the interviewers both
electronic directly and indirectly. Administration process took 7 days.
After a review of all respondents, 605 respondents (305 by sending
through social media, 300 by sending when meeting them directly)
were considered paper. After being screened, 584 respondents were
considered proper and valid remained for further analysis.

4. Results
4.1. In-depth interview
The 8 variables (variables) with 40 measurement items draft were
developed from a theoretical basis to test by an in-depth interview
through face/content. The result of the in-depth interview was 4
measurement items that were deleted from the questionnaire and 36
measurement items were qualified to go through a pilot study.

4.2. Pilot study

Figure 1: Conceptual model

4. Research Methods
The conceptual model was developed on the basis of the
hypotheses needed to be validated empirically using mixed research
method. In order to do this, a qualitative approach and quantitative
approach were applied. Qualitative research was carried out by an
in-depth interview with 15 groups (from 2 to 5 persons). A
quantitative approach was applied by using the questionnaire. The
researchers recorded the in-depth interviews, then classified the
elements as well as the considerations of the respondents, this would
be used to make a pilot study and official questionnaire. A total of
15 respondents in the in-depth interview were to analyze each

The pilot test is a trial collection of data to detect weakness
proxy data for the selection of a probability sample. To establish the
reliability of the selected measurement instruments, this study has
conducted a pilot study with the use of a convenience sample of
120 students studying at University in Ho Chi Minh City, Viet
Nam. As evident in existing literature, this study has made use of
content reliability to determine if the hypothesized items are actually
measuring their variables (Hair et al., 2010). Theoretically, a
Cronbach’s alpha of a loading 0.70 has been suggested by Nunnally
and Bernstein (1994) as the cut off criterion. According to 36
measurement items had correct item-total correlation higher than 0.3
so they were acceptable. The results have shown that the selected
measurement items truly represent the hypothesized variables in the
research framework. The 36 measurement items were reliable as
shown in the questionnaire on the official study.

4.3. Official Study
Descriptive Analysis
This survey collected a total of 605 respondents, in which 21
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invalid respondents were eliminated and 584 respondents were
retained for analysis. The response rate was, therefore, 96.53%. In
the aggregate sample, 65.4 % of respondents were females and
34.6% of respondents were males. 100% of them belonged to 13
Universities of economics in Ho Chi Minh city, defined as people
who were born between 1996 to 2000. These universities specialize
in educating the economic sector, with many students studying and
gaining prestige. 25.8% of them is a freshman, 24.4% of them is
second-year student, 39% of them is third-year student, 7.1% of them
is fourth-year student, 3.7% is others. For their majors, 14.9% is
business administration, 6.6% is an international business, 14.4% is
finance-banking, 11.4% is accounting and audit, 19.4% is marketing,
the rests 33.3% is others in economics generally. All of them is
living in Ho Chi Minh city.

Cronbach Alpha Test
Before exploratory factor analysis (EFA), the measurements were
tested for reliability by Cronbach’s alpha coefficients. A higher
Cronbach’s alpha score indicated greater reliability and its accept
lower limit was 0.7 (Nunnally & Bernstein, 1994). In our research,
the alpha scores of variables were between 0.899 to 0.903. Corrected
item-total correlation of items is bigger than 0.3, so 36 measurement
items continue to go through exploratory factor analysis.

Exploratory Factor Analysis
The measurement items were refined using exploratory factor
analysis and poorly fitted items were excluded from the study. The
results of the conceptual model, which included the standardized
factor loadings, standard errors, variable reliabilities, and proportions
of variable extracted for each variable were statistically significant
and sufficiently high to demonstrate that the indicators and their
underlying variables were acceptable. In this study, the extraction
method principal component analysis with Kaiser Normalization was
used. the reliabilities and variable extracted for each latent variable
revealed that the measurement model was reliable and valid. The
result of the Kaiser-Meyer-Olkin Measure of Sampling Adequacy=
0.847. Extraction sums of squared loading=63.59%. Bartlett's Test of
Sphericity Sig=0.000. The results of the factor analysis showed that
the dimension proposed for each variable had been demonstrated as
acceptable. The factor loading of 36 measurement items of 8 variables
ranging from 0.526 to 0.939, was greater than the conventional value
of 0.5 and were acceptable (Hair et. al., 2006) (Table 1).
Table 1: Pattern Matrix
Factor
IB1
IB4
IB3
IB5
IB2
FC2
FC1
FC4
FC3
FC5

1
.878
.872
.759
.755
.618

2

.817
.812
.748
.707
.526

3

4

5

6

7

8

SI3
SI2
SI4
SI5
SI1
PU2
PU3
PU1
PU4
PU5
OC1
OC3
OC2
OC5
OC4
AR3
AR5
AR4
AR2
SK1
SK2
SK3
SK5
AU4
AU2

.742
.712
.683
.676
.649
.742
.728
.728
.677
.573
.795
.666
.642
.632
.616
.760
.759
.719
.708
.788
.766
.561
.557
.939
.937

Confirmatory Factor Analysis (CFA)
To begin with, fit indices that the data fit the hypothesized
measurement model well. The results of CFA showed an acceptable
fit of data (Chi-square=1166.731; df=528; P=000; Chi-square/df=
2.210; IFI=0.951; GFI=890; TFI=0.944; CFI=0.951; RMSEA=0.046)
(Figure 2). This study also explored how researchers report model fit
in light of the divergent perspectives present in the literature. All
factors loading were highly 0.5 significant on the expected variables
(Steenkamp & Geyskens, 2006). Correlations between factors were
also estimated in the confirmatory factor analysis. The factor
structure and the factor loadings obtained in previous exploratory
factor analysis with the same scale and items (Ozturk, 2010) showed
resemblance to those obtained in the present confirmatory factor
analysis, exhibiting consistency across the study, thus, providing
additional evidence for cross-validation of the scale.
Cronbach’s alpha is a measure used to assess the reliability, or
internal consistency, of a set of scale or test items. As pointed out
earlier, the number of test items, item inter-relatedness, and
dimensionality affect the value of alpha. There are different reports
about the acceptable values of alpha, ranging from 0.70 to 0.95. In
this study, deleting Table 2 would increase our Cronbach’s alpha
score to a=0. 903, so deletion should be considered. All other items
should be retained. Composite reliability values from 0.743 to 0.996,
measurement item achieved convergent validity if standardized
regression weighted >0.5 and significant p-value <0.05 (Anderson &
Gerbring, 1988).
The results of this study showed that all standardized regression
weights of 36 measurement items were from 0.506 to 1.006, bigger
than 0.5. Therefore, they were convergent validity. High-quality tests
are important to evaluate the reliability of data supplied in an
examination or a research study. Alpha is a commonly employed
index of test reliability. Alpha is affected by the test length and
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This study’s objective was to identify the relationships between
occupation relevance, skills, facility condition, social influence, as
well as relative advantage, perceived usefulness, behavioral intention
to use, actual use. To achieve this objective, the SEM was employed
to test the interrelationships among all the research constructs, and to
compare the modeled relationships with the observed scores. the
structural equation model proposed is shown in (Figure 3). The
likelihood ratio chi-squared test assessed the overall model fit.
Chi-squared was significant in this case (Chi-squared=1207.098;
df=289, p=0.00). Chi-squared/df=4.177. Other indices of model fit
included all expected the recommended threshold level of 0.9, except
GFI<0.9 (TLI=0.906, CFI=0.916, IFI=0.917; GFI=0.839) (Figure 3).
The root means a square error of approximate (RMSEA) described
the discrepancy between the proposed model and the population
covariance matrix. RMSEA was 0.074, below the recommend <0.08
level (McKnight, Choudhury, & Kacmar, 2002; Gefen, Straub, &
Boudreau, 2000). All the parameters in the SEM model for the
P-value were less than 0.05 so the relationships were significant in
the model. Thus, the overall model had a good fit. Therefore, we
could proceed to examine the path coefficients of the structural
model. The Table 3 showed that the initial part of this output
contains the familiar Estimate, S.E. (standard error), and C.R.
(Critical Ratio, the estimate divided by its standard error) quantities
that are computed assuming a normal distribution of the observed
variables. Notice that each covariance is statistically significant. In
the column labeled 'P', three stars, '***', means the p-value is less
than .001. All of the variances were positively correlated. (Table 3).

Figure 2: Confirmative factor analysis overall model

dimensionality. A high value of alpha (>0.90) may suggest
redundancies and show that the test length should be shortened. All
correlation coefficient between variables with other variable were <
0.9 and all p.value were <0.05 so that the correlation coefficient of
each pair of concepts were different from 1 to 95% confidence level
(correlation coefficient which you could infer that it followed <1)
therefore, the variables were discriminant validity. The results showed
the values of composite reliable and variable extracted of variables
were greater than 0.5 (Hair, 2000). Therefore, this variable had
satisfactory reliability and variable extracted aggregate. Cronbach’s
coefficient alpha reliability of the variables that had values greater
than 0.6 scales should also meet the requirements of reliability
coefficients. The correlation coefficient results showed that p-value =
0.000 of each pair of variable different from the one at the 95%
confidence level, the correlation coefficients were less than 1.
Therefore, the variables gained valuable distinction.

Figure 3: Structural equation model analysis

Table 2: Reliability variables
Table 3: Regression weights
Variable
IB
FC
SI
PU
OC
AR
SK
AU

Cronbach’s Composite Average variable Convergent Discriminant
Alpha
Reliability
extracted
validity
validity
0.883
0.841
0.813
0.801
0.788
0.834
0.722
0.996

0.846
0.841
0.819
0.788
0.789
0.837
0.743
0.996

Structural Equation Model

0.549
0.521
0.477
0.428
0.438
0.563
0.428
0.993

Accepted
Accepted
Accepted
Accepted
Accepted
Accepted
Accepted
Accepted

Accepted
Accepted
Accepted
Accepted
Accepted
Accepted
Accepted
Accepted

PU

<---

FC

Standardized
Regression
Weights
.263

.198

.037

5.378

***

PU

<---

SI

.383

.357

.050

7.162

***

PU

<---

SK

.292

.223

.040

5.556

***

IB

<---

SK

.170

.194

.055

3.534

***

IB

<---

PU

.221

.329

.075

4.370

***

AU

<---

IB

.296

.303

.042

7.273

***

Parameter

Estimate

S.E.

C.R.

P
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Bootstrap Estimate Model

5. Conclusions

Usually in the quantitative research, so as to test the reliability of
the estimates, researchers have to divide the two samples. The first
half is used for estimating the model parameters and the other half
is for retesting. The other way is to repeat the study using a
different sample. The Bootstrap method was suitable to replace
(Schumacker & Lomax, 2010). Bootstrap is a repeated sampling
method have replaced the original model in which,
as the
population. This study used bootstrap methods (Schumacker &
Lomax, 2010) with the number of repeated samples N=1000 to
estimate the model in practice. The CR (bias/SE-bias) absolute value
was less than 2.0. Thus, The researchers could conclude that the
estimates in the models can be trusted and fit.

Model Fitting and Hypothesis Testing
The final model fit statistics indicated that the overall variables
were supported. All the hypotheses paths were significant, which
significant at less than the p < 0.01 level except H1, H5. Overall,
all the path coefficient-related hypotheses were supported from 0.171
to 0.383. The actual use was explained by 8.7% (R2=0.087). An
important result showed that social influence strongly impacted
perceived usefulness with the path coefficient-related=0.383. Skills
influenced not only perceived usefulness but also behavioral intention
to use with the path coefficient-related = 0.171.

Table 4: Summary of hypothesis testing

H1
H2
H3
H4
H5
H6
H7
H8

Occupation relevance will have a positive effect
on Relative Advantage.
Skills have a positive influence on Perceived
Usefulness
Facility Conditions has a positive influence on
Perceived Usefulness
Social influence has a positive influence on
Perceived Usefulness.
Skills have a positive influence on Behavioral
Intention to Use
The higher Perceived Usefulness, the more
positive the Behavioral Intention to Use
The Relative Advantage has a positive influence
on Behavioral Intention to Use
Behavioral Intention to Use positively impacts
Actual Use.

The theoretical contribution of this study was to identify the
impact of facility conditions, skills, social influence on actual use
industry 4.0 of students in Ho Chi Minh City, Viet Nam. Based on
the SEM model and finally described in this study, there are some
primary conclusions: Skills, Facility Conditions, Social Influence are
independent variables. They impact actual use through 2 mediating
variables Perceived Usefulness, Behavioral Intention to Use. Two
variables: Occupation relevance and Relative advantage were not
accepted in the conceptual model based on variable elimination. This
study has shown that skills influence not only to Perceived
Usefulness but also to Behavioral Intention to Use. The study also
discovers an exciting fact that facility conditions and social influence
variables have an impact on perceived usefulness, behavioral
intention to use and actual use.

6. Research Limitations
In spite of the limitations, the finding provides tentative
conclusions which may encourage future research. Based on the
findings of the study, several additional studies could be developed.
Firstly, in this study, the amount of sample is 605 respondents
although satisfying requirements for research, may not be large for
multiple group analysis, such as differences in education programs of
universities, majors, investment in facilities, the enthusiasm of
respondents, … The limitations of this research would be an
interesting topic for future research. Secondly, with the heat of the
industrial revolution 4.0 worldwide will stimulate other research
groups to learn about related issues. For one thing, industry 4.0 will
become a trend and humanity will exploit it more.
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Digital Transformations to Improve and Optimize Government Projects in Kazakhstan
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Abstract
The purpose of this research is to contribute to the current discussions of an effective digital transformation of state services. It examines
Kazakhstan’s experience of optimizing state scholarship implementation in the conditions of digital transformation. The approach presents a digital
solution based on trust networking between the center of state scholarships programs and recipients. It argues that implementation of the
Customer Relationship Management (CRM) should contribute towards the productive operations of the Bolashak scholarship program, simplify
communication, as well as to facilitate networking among members at all levels of interaction. Based on the analysis of Kazakhstan’s experience
of digital transformation, this study suggests a concept for digital solution to optimize organizational process, create trust networking between the
center of state scholarships programs and recipients. In addition, the authors contribute to the current discussions of an effective digital
transformation of state services. Research design, data, methodology – analysis is based on the combination of both primary and secondary
materials collected during a Policy Research Project conducted in Kazakhstan in 2017. Authors suggest a concept for digital solution following
the Customer Relationship Management (CRM) principles for optimizing core business processes, communication and networking strategies of the
state scholarships program.
Keywords: Digital Transformation, Digital Solution, Smart Remote Management, Digital Policy, Kazakhstan

1. Introduction
The Bolashak program is Kazakhstan’s national proud. This
international scholarship project was established on November 5,
1993 to prevent brain drain from Kazakhstan after the dissolution of
the Soviet Union. This project offered the opportunity for talented
young people to receive free international education abroad with the
subsequent mandatory working in Kazakhstan. The main task of this
scholorships program was to train qualified personnel, to increase of
economic potential and to distribution competitive reforms throughout
Kazakhstan.
Similar scholarships programs carried out in Thailand, Korea,
China, the United Arab Emirates and others. In the post-Soviet
space, the Bolashak scholarships program first appeared in
Kazakhstan. Further, the program “Personnel of the 21st Century”
created in Kyrgyzstan (1995), the program of the “Umid” foundation
opened in Uzbekistan (1997), the state program of scholarships
formed in Azerbaijan (2007).
The transformation of scholarships programs in the conditions of
digital world becomes inevitable. The rapid development of digital
* Institute of Economics of the Ministry Education and Science of
the Republic of Kazakhstan, Kazakhstan. E-mail: anele19@mail.ru
** Kazakhstan Medical University - KSPH, Kazakhstan.
E-mail: abilkaiyr.nazerke@gmail.com
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technologies creates new opportunities for policy improvements. The
purpose of this article is to contribute to the current discussions of
an effective digital transformation of state services. It examines
Kazakhstan’s
experience
of
optimizing
state
scholarship
implementation in the conditions of digital transformation. The
approach presents a digital solution based on trust networking
between the center of state scholarships programs and recipients. It
argues that implementation of the Customer Relationship Management
(CRM) should contribute towards the productive operations of the
Bolashak scholarship program, simplify communication, as well as to
facilitate networking among members at all levels of interaction.

2. Theoretical Background and Literature Overview
One of the important features of the modernization of education
in Kazakhstan is the development of mobility of students,
undergraduates and doctoral students. Over the past decade,
opportunities for internships in foreign universities and other
organizations, participation in various international projects have
expanded. However, as practice shows, the Bolashak program focused
mainly on their organizational side in the preparation of foreign
internships. The problems of psychological and cultural nature are
not solved.
Innovative and digital technologies allow managing individuals,
which involved in transactions due to interaction with any large
scale and closer contact with business entities and government
structures (Cardona et al., 2013; Panshin, 2017). The result is formed
economy based on network services, i.e. digital or electronic
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economics (Negroponte, 1996; Katz & Koutroumpis, 2013; Varian,
2016). Innovation has defined as the successful implementation of
creative ideas within an organization (Amabile, 1983). One of the
important features of innovation is that it should be useful and
contribute to development. These arguments argue that innovation is
different from invention. Diffusion of innovations is a process by
which an innovation transmitted through distribution of information
by channels (Kireyeva et al., 2018).
Certain scientists have showed that the digital technologies can be
used during the learning situation with context-aware ubiquitous
learning (Chu et al., 2010). Further, the impact of the Internet of
Things to the concept on advanced technology learning is discussed.
In addition, some researchers discussed about the importance in
technology enhanced learning environments (Steinkuehler & Squire,
2009). They described principles, which should be address to users,
which prefer learning based on using digital platforms.
Today, the rapid development of international programs, we
propose to consider one of the problems unfairly relegated to the
background of the opened mobility opportunities. It is necessary to
form intercultural competence of training based on effective
interaction and improvement of the level of trust. It is difficult to
overestimate the importance of new approaches for successful study
abroad. The system of digital development of Kazakhstan should
change and become more flexible to new approaches.

3. Analysis and Results
Interviews with alumni of the Bolashak program conducted in
Astana and Almaty cities revealed that graduates are critical towards
current alumni relations work emphasizing the need for more
partnership relationships between CIP and Bolashak scholarship
holders (current and graduates of the program). They have underlined
problems related to mandatory return to work and lack of proper
employment opportunities in Kazakhstan; fixed period for labor
repayment and timely removal of encumbrances on collateralized
property.
Through automation, digital technology allows to simplify and
speed up processes by eliminating the delays associated with the
human factor. Simplifying and fast-tracking processes also reduce
operating costs and improve employee efficiency. Implementation of
the recommended option requires budget expenditures, which can be
covered by funding within the state program “Digital Kazakhstan”.
Thus, from a political point of view, such initiative is particularly
relevant. The window of opportunity for policy development is in
place.
These are the recommendations for key stakeholders:
1. “Smart Remote Management” for CIP – development and
implementation of a single integration platform with adaptation of
key principles of Customer Relationship Management (CRM) also
known as the customer-focused approach with direct interaction and
feedback.
2. Digital update for Bolashak scholarships program – digital
technologies offer an opportunity to control and use all forms of
digital channels and points of contact. The key factor is speed and
efficiency.

3. Training / retraining of relevant personnel and competencies –
facilitate high-impact training and development programs to retain the
right employees and attracts new ones: ICT personnel, Software
Engineers, Crisis-management and Communication analysts to identify
vulnerability and prevent potential crisis situations during the work
and distribution of the state Scholarship.
4. Cybersecurity measures – attention should be paid to the
prospects of strengthening cybersecurity by integrating new
technologies of “smart remote management” into a single
coordination center (data center) for security reasons.

4. Conclusions
The authors conclude with two perspectives: the 1st is addressed
to the academic community – that there should be always an
opportunity for cross-disciplinary collaboration of scientific studies
and technological developments. Overflow of knowledge and more
agile reciprocity should be the focus for putting digital solutions into
everyday practice for continuous problem solving. The 2nd reaches
the practitioners – a digital solution to improve the work and
distribution of state scholarships based on Kazakhstan’s experience.
The recommendations have a potential for applications in other
countries, which plan to initiate state scholarship programs. Based on
these research findings of this paper, the practical implications listed
below:
Firstly, the authors proposed an optimal policy option for
improvement of the Bolashak scholarship program in Kazakhstan.
This scenario offered a CRM model to achieve efficiency in the
implementation of the scholarship program. Main elements included
the redefinition of technologies and business processes for improving
the working environment, as well as for direct personalized
interaction of the scholarship center with graduates. Through
automation and digitization, this process facilitates simplifying and
increasing business processes by eliminating delays associated with
human factors.
Secondly, even though digital solutions are high-priced and
time-sapping projects for developing states, the process of converting
traditional approaches of state services must be accelerated. The
implementation of the key principles of Smart Remote Management
within state sectors will cultivate digital culture among citizens.
Thirdly, it can be assumed that changes in national stereotypes
are required to a lesser extent in other countries, which in
comparison with Kazakhstan, are more economically developed and
have a higher level of politeness and goodwill of everyday
communication. The main problems of education in Kazakhstan that
the systems of state programs do not meet modern challenges. This
problem indicate the need to create an integrated methodological
system to optimize the work of the Bolashak program in order to
effectively interact and increase the level of trust.
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Abstract
The development of artificial intelligence and big data technology has spawned the emergence of robo-advisor. Although prospect of
robo-advisor is promising, the development path will be more tortuous. This article analysed the development potential of robo-advisor in China
and indicated the shortcomings and barriers by comparing China's largest intelligent investment platform— ‘Machine Gene Investment’ of China
Merchant Bank—with the more mature robo-advisor platforms in the United States. It is concluded that robo-advisor has enormous opportunities
in China is of no doubt; but to seize opportunities, the robo-advisor still depends on the improvement of capital market in China and the further
advancement of artificial intelligent technology. Thanks to the rapid growth of China's wealth management sector, the future of robo-advisor
market is promising, but also face some difficulties and challenges. The low-cost strategy of robo-advisor is not a remarkable advantage due to
the undeveloped ETFs market in China. However, as the market of asset management products has gradually matured and diversified, and the
degree of internationalization of China's financial market has gradually increased, the resolution of the lacking of the investment vehicles is only a
matter of time.
Keywords: Robo-advisor, Artificial Intelligence, Big Data, China

1. Introduction
As an important part of FinTech (Financial Technology), the
robo-advisor has opened up a new era of wealth management sector.
The U.S. Securities and Exchange Commission (SEC) published a
Guidance Update on February 23, 2017 stated that “typically,
robo-advisers are registered investment advisers (RIAs) that use
technology to provide discretionary asset management services to
clients online and often using algorithmic-based programming”. More
specifically, the robo-advisor firms utilize big data and artificial
intelligent technologies rather than employ traditional financial
advisors to analyze the characteristics of investors and provide
investment planning solutions through programmed robots. On one
hand, the big data technology portraits the investor's risk preference
by analysing the investor's financial status and investment behaviours,
and then explores the investor's investment demand; on the other
hand, artificial intelligence is applied in the analysis of investment
assets and generating portfolios through deep learning algorithms.
The pioneers of American robo-advisors represented by ‘Betterment’
and ‘Wealthfront’, own reputation worldwide. With the characteristics
of low minimum investment balance, low fee rates, and efficient tax
harvesting function, these robo-advisors have swept the world almost
overnight. The explosive growth of robo-advisors shocked the
traditional wealth management institutions. In order to maintain

market share, they had to follow the trend to launch the similar
robo-advisor services, ‘FutureAdvisor’ in America, for instance,
directly competes with robo-advisor start-ups by providing
low-threshold and low-fee robo-advisory service in addition to its
traditional wealth management business.
This article analysed the status quo of China’s robo-advisor in the
wealth management sector as well as its future development
prospects and opportunities by studying the characteristics and
functions of ‘Machine Gene Investment’(MGI), which is the
robo-advisor platform of China Merchants Bank (CMB). According
to China Merchants Bank’s annual report of 2018, MGI relies on the
resources of CMB’s customer, its asset management size has reached
12.233 billion yuan (1.8 billion US dollars), which is the largest
robo-advisor platform for asset management in China.
The remainder of the paper is structured as follows. In Section 2
the author reviewed the related literature, and in Section 3 the
author analysed the characters, pros and cons of MGI by comparing
with American robo-advisors. In Section 4 the author made
conclusions. Suggestions about the future development of the
robo-advisor in China would also be discussed in this section.

2. Literature Review:
2.1. Artificial Intelligence (AI) and Big Data (BD)

* This project was supported by the Innovative Young Talents
Program of Guangdong Province, China (Grant No. 2018WQNCX285)
** Business School, Nanfang College of Sun Yat-sen University, China.
Email: harryyang@outlook.com.au

There is a synergistic relationship between AI and BD, as AI
requires data to build the intelligence. Xing (2017) explained that the
algorithm is the ‘brain’ of artificial intelligence, implementing
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functions such as human learning and thinking; data is the ‘soul’ of
artificial intelligence, and the realization of artificial intelligence is
inseparable from the data-drive. AI algorithms mainly include
Decision Tree algorithms (Breiman et al., 1984), Random Forest
algorithms (Breiman, 2001), SVM algorithms (Cortes et al., 1995),
Boosting algorithm (Dieterich, 2000), Bagging algorithm (Breiman,
1996) etc. Weak and Strong AI are two forms AI categorized by
Searle(1980): Weak AI system can only act like it thinks and has a
mind, nevertheless, strong AI system can think and have a mind
which can think independently and develop an optimal solution to
the problem. AI technologies are applied in many fields, but "One
of the optimum application fields of artificial intelligence is finance,
because finance is the only area of pure digits and money"(Kaifu
Lee 2016). AI could provide standardized, intelligent, and modeled
financial services such as decision making, early warning, and helps
prevent systemic financial risks (Cheng, 2016). The application
scenarios of AI in finance are very rich, including financial
forecasting, anti-fraud, financing credit decision making, robo-advisor,
speech recognition, portrait monitoring, etc. (Yang Tao, 2016).
Furht and Villanustre (2016) defined BD by three main
characteristics (called the 3Vs): Volume: large volumes of data are
processed; Variety: BD are generated from distributed various sources
and in multiple formats (e.g., videos, documents, logs); Velocity:
Data are generated in a fast way and should be processed rapidly.
BD analytics has strong mathematical and statistical theoretical
support, thus the results obtained are more valuable. The value chain
of Big Data consists of four parts: data acquisition, data storage,
data analysis and data application (Gustafson & Fink, 2013). Finance
sector analyze customer behaviors through big data, which helps
financial institutions to deeply understand customer requirements and
make pre-judgments when innovating wealth management models,
thereby improving business levels and improving operational
efficiency. McKinsey Research team (2011) stated that Big data
would become a key basis of competition, underpinning new waves
of productivity growth, innovation, and consumer surplus. Finance as
one of the industries with the most abundant data and the most
extensive application of technology, it will be the first to benefit
from big data.

2.2. Robo-advisor
Feng and Sun (2017) explained that robo-advisor can be applied
to five scenarios: intelligent information scenarios, intelligent analysis
scenarios, intelligent allocation scenarios, intelligent investment
scenarios, and intelligent companion scenarios. Where (1) intelligent
information scenario: provides information application scenarios as
digital forms, such as data display, intelligent dimension, and
intelligent recommendation, etc.; (2) Intelligent analysis scenario:
provides personalized recommendations through big data analysis of
users’ investment behavior; (3) Intelligent asset allocation scenario:
Provide personalized financial asset allocation advice based on the
investor's risk tolerance, risk appetite and return objectives; (4)
Intelligent trading scenario: refers to a mode in which the system
automatically completes the transaction based on intelligent analysis
and intelligent asset allocation. (5) Intelligent companion scenario:
acquire investor preferences and demands through big data analysis,
and instantly answer various questions raised by investors at anytime

and anywhere.
The robo-advisor uses computer algorithms to offer appropriate
investment selections in terms of asset allocation and diversification
based on the information provided by the client. These selections
most typically include low cost mutual funds and exchange traded
funds (ETFs). In addition, they automatically rebalance portfolios to
maintain clients’ targeted asset allocation. Pan (2017) stated that after
the stock market crash in 2015, the Chinese investment market
urgently requires products and services that can diversify asset risks.
The Robo-advisor relies on artificial intelligence and big data
technology to reduce costs and improve the quality of
decision-making, so that the wealth management services which
usually only provide to high net worth investors can be accessed by
ordinary investors at very low investment thresholds and fee rates.
Lu (2017) pointed out the important contribution of robo-advisor is
to expand the scope and reduce the cost of financial services by
using FinTech, in order that a large number of middle-class as “long
tail” users can acquire low-cost and high-quality financial services.
Some robos also harvest tax losses in taxable (Berger 2015)，which
involves selling investments that have lost value to offset the taxes
on investments with realized capital gains. Wealthfront (2019)
rebalances its customers’ portfolios in taxable accounts by reinvesting
dividends and new contributions in underweighted asset classes, so
that no tax liability is generated by selling assets to rebalance.
In light of the effectiveness of robo-advisors, Liu (2017)
empirically analysed the performance of some Chinese main-stream
robo-advisors including MGI, the result shows that excellent
robo-advisors can diversify away the investment risk through
quantitative methods, and realize the 6%~8% annual return which is
higher than the expect 4% return provided by most bank wealth
management products.

3. MGI Analysis:
Opportunities for robo-advisors in China:
Robo-advisor provides new opportunities for China's wealth
management sector. Forward-The Economists (2017) estimated that by
2022, the total asset management business in China will reach 252
trillion yuan (Figure1). According to the "Analysis Report of 2017
Individual Fund Investor Investment Survey Questionnaire" issued by
the Securities Association of China, 74% of investors have demand
for investment consultants, of which 54.4% of fund individual
investors believe that investment consultants only need to provide
advice, the other 19.9% of investors indicated that they need
investment consultants to provide the necessary asset allocation
services. However, the amount of investment advisors in China is
seriously lacking. There are only several thousands of investment
consultants in China, and the ratio of investment consultants to
investors is approximate to 1:3367. Moreover, compared to American
financial advisors with the CFA(Chartered Financial Analyst) or CFP
(Certified Financial Planner) certificates, many investment advisors in
China are more like salesperson, the proportion of them who can
provide customers with deep, personalized and complete life cycle
asset management services is still very low. The emergence of
robo-advisors has altered this situation to some extent. According to
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Statista’s estimation, the asset managed by robo-advisors will exceed
660 billion US dollars in China with more than 100 million users in
2022(Figure 2).

Table 1: Minimum Balance Requirement of U.S Robo-advisor Firms
Unit: U.S dollars

Minimum
Balance

Betterment

Wealthfront

Future
Advisor

MGI

0

500

10,000

2900

Sources: Websites of Betterment, Wealthfront, FutureAdvisor

The advantage of low minimum balance of MGI has enabled it to
satisfy the wealth management demands for long-tail customers.
According to the report of Changjiang Securities (2017), the
percentage of Chinese households with annual income less than
40,000 yuan is 50%, and these less than 150,000 yuan is as high as
90%. As the traditional advisors have limited coverage of medium
and low-net-worth investors, the long-tail market provides an
enormous opportunity for robo-advisors in China.
Source: https://www.qianzhan.com/analyst/detail/220/170612-89cf8b88.html
Figure 1: Scale Forecast for Asset Management Sector 2017-2022

Source: https://www.accenture.com/_acnmedia/D5D04FA6325249E196F3BB2
C519B1134#zoom=50
Figure 2: Scale Forecast for Robo-advisors 2016-2022

Low Minimum Balance: the basic wealth management service
provided by Chinese banks and securities companies require a
minimum investment of 50,000 yuan. Additionally, the new
regulations on asset management released by Chinese authorities on
November 17, 2017 has a new definition of “qualified investors”:
regarding to a family, the family financial assets must not be less
than 5 million yuan; the investors’ average annual income over the
past 3 years is no less than 400,000 yuan; and minimum 2 years
investment
experience
is
required.
These
high-threshold
professionalized investment services have shut the door for the
ordinary customers.
Nevertheless, the minimum balance of MGI is only 20,000 yuan,
and additional investment just require a minimum amount of 5,000
yuan. Although this minimum balance is higher than American
robo-advisor start-ups----some of which even require no minimum
balance, it is significantly lower than the robo-advisor platform of
U.S traditional financial wealth management institutions, such as
“Future Advisor” (Table 1)

Investor Portrait: MGI asks customers to identify their own risk
tolerance levels (10 levels: from 1 to 10) and investment horizons (3
horizons: less than 1 year; 1 to 3 years; more than 3 years) to
understand their investment characteristics which will be used to
match the portfolios allocated by the AI algorithms (so-called
“Investor Portraits”). This process without involving any traditional
financial advisors (no marginal cost), thus the quicker and lower-fee
services could be provided to a large number of low net-worth
customers.
However, the portrait of the customer's risk tolerance is the core
to allocate the portfolio for the client, but the MGI’s ‘questionnaire’
seems too simplified. Comparing to ‘Wealthfront’ and ‘Betterment’,
MGI’s ‘portrait’ process does not cover details such as the client's
age, after-tax income, investable assets, assets and liabilities, cash
flow, etc., nor does it have a preliminary screening of customers, for
different investors, different services may be provided. Absence of
mass data about clients’ information, it is difficult to truly identify
the risk tolerance level of them, and weaken the efficiency to match
the investor with the constructed portfolio. Moreover, by taking into
account the change in the investors’ cash flow and other situations,
the robo-advisor could regularly assess the risk of the user which
would be used to future rebalance the portfolio to maximize the
investors’ utility. Therefore, MGI is far from to reach the sector
standards as “One thousand investors should have one thousand
portraits”.
Diversified Investment: Most of MGI's portfolios are composed of
public funds. As of April 28, 2019, the fund pool includes equity
funds, fixed income funds, hybrid funds and monetary funds, a total
of 18 funds. With the exception of a few ETFs, the rest are all
active funds. By combining 3 investment horizons and 10 risk levels,
MGI generates 30 portfolios from the fund pool. Each portfolio
consists of 9 to 13 funds, each of which accounts for 1% to 35%.
These portfolios’ simulated annualized rate of return ranges from
3.76% to 11.32%, and historical volatility ranging from 1.95% to
18.82% (Table 2). Therefore, MGI has provided some extent of
diversification which cannot be achieved by investors’ own ability.
Since it is difficult for investors to analyze the relations among
different funds which is a core factor to include funds to diversify.
On the other hand, there are significant numbers of funds in the
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Chinese market (4,966 open-market funds in Chinese financial
market, by the end of the third quarter of 2018) with quite different
performance. The main factor that render such difference in
performance is the frequent switching of market risks. Under this
kind of circumstance, the advantage of robo-advisor such as MGI,
are exhibited in this process---- to efficiently construct diversified
portfolios.
In America, to build clients’ portfolio, Wealthfront selects low-cost

investments from 11 global asset classes (U.S stock, foreign stocks,
Emerging Markets Stocks, Dividend Stock, Real Estate, Treasury
Inflation-Protected Securities, Municipal Bonds, Corporate Bonds,
U.S. Government Bonds, Emerging Market Bonds, Natural
Resources), and most of them are ETF funds(Table 3). Comparing
with Wealthfront, it is obvious that portfolios from MGI include too
few funds which result in insufficient risk diversification, and may
experience large drawdown in extreme market conditions.

Table 2: MGI’s Assets Allocation Propotions of Each Classes; Simulated Return, Simulated Volatility in the Portfolios with Different levles of Risk
Tolerance and
(1) Investment horizon in 0~1 year:
(Unit: %)
Risk Level

1

2

3

4

5

6

7

8

9

10

Fixed Income

57.39

56.61

48.46

43.39

42.39

37.22

32.83

28.44

19.89

18.47

Cash /Money

30.94

28.07

30.99

27.98

26.91

27.42

27.59

30.28

33.93

32.53

Stocks

3.43

7.32

12.42

20.59

22.53

27.03

31.00

37.83

42.73

45.90

Alternatives

8.24

8.00

8.13

8.04

8.17

8.33

8.58

3.45

3.45

3.10

Simulated Return

3.76

4.60

5.39

6.22

6.99

7.74

8.55

9.28

10.08

10.79

Simulated Volatility

1.95

2.62

3.66

5.56

7.32

9.30

11.29

13.01

14.98

17.02

(2) Investment horizon in 1~3 years：
Risk Level

1

2

3

4

5

6

7

8

9

10

Fixed Income

57.26

55.57

43.32

42.87

42.15

36.70

32.11

23.96

16.88

13.92

Cash /Money

27.80

28.64

28.91

27.25

25.89

26.67

26.87

32.87

35.17

34.24

Stocks

6.94

7.79

19.57

21.73

23.94

28.54

32.80

39.95

44.78

48.79

Alternatives

8.00

8.00

8.20

8.15

8.02

8.09

8.22

3.22

3.17

3.05

Simulated Return

4.04

4.88

5.67

6.44

7.26

8.01

8.82

9.55

10.25

11.05

Simulated Volatility

2.15

2.82

4.28

6.02

7.97

9.96

11.96

13.67

15.64

17.92

(3) Investment horizon in more than 3 years：
Risk Level

1

2

3

4

5

6

7

8

9

10

Fixed Income
Cash /Money
Stocks
Alternatives

56.43
28.49
7.08
8.00

54.76
29.00
8.24
8.00

44.52
27.89
19.53
8.06

41.92
27.01
22.89
8.09

38.93
27.33
25.48
8.26

34.77
26.92
29.95
8.36

30.81
27.16
34.47
8.19

23.42
32.51
40.86
3.21

15.37
34.58
45.98
3.17

11.76
35.19
50.08
2.97

Simulated Return
Simulated Volatility

4.32
2.41

5.11
3.07

5.94
4.91

6.71
6.66

7.53
8.63

8.28
10.63

9.01
12.36

9.82
14.33

10.51
16.30

11.32
18.82

Source: China Merchant Bank Mobile App
Table 3: Wealthfront’s Allocation of ETFsin Different Risk Tolerance

Source: Dongbei Securities Company
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Automatic Rebalancing: Traditional financial advisors rebalance
their clients’ portfolios through in-depth thinking and analysis which
based on reading significant numbers of industry reports, financial
statements, news information, etc., but the effects may be affected by
their emotions. Nevertheless, MGI automatically performs 24/7
multi-dimensional market tracking and monitoring without any
emotion influence. It checks the fluctuation and the proportion of the
customers’ assets every single trading day based on the lasted market
condition. Once the proportion of the assets in the customer's
portfolio drift outside the target allocation, MGI would automatically
rebalance to optimize each asset position. This is based on its
pre-calculated purchase or redemption amount, and then just need
customers to click the permit button to rebalance-----so called
one-click-optimization. According to 2017 CMB’s annual report, the
automatically rebalance function decreased the portfolios’ volatility
but increased the cumulative return (Table 4). Therefore, one-clickoptimization function increase the portfolio diversification efficiency.
Table 4: Comparison Between One-click Rebalance and Non-one-click
Rebalance
Cumulative Return

Volatility

One-click-optimization

7.5%

3.1%

Non-one-click- optimization

4.1%

3.2%

Source: China Merchant Bank 2017 Annual Report

In light of the cost and frequency of rebalancing, ‘Betterment’
provides no additional cost for automatic rebalancing; and
‘FutureAdvisor’ has indicated on their websites that it will rebalance
portfolios four to six times per year. However, MGI implements the
pure “black box” strategy, clients have no idea about the logic and
the frequency of rebalancing. Frequently rebalance will not only
increase the trading cost, but also result in principal loss or miss the
profit opportunity in the future if market trending is upward.
Low Fee Rate: MGI itself does not charge any fees, but the
subscription and redemption fund fees of MGI’s portfolios are
charged by the fund company's actual rate. Only 10 percentages of
the fund fee will be charged for additional new fund subscription.
The estimated fund fee can only be observed when it asks
customers’ permission to optimize the portfolio, is higher than the
actual rates.
American robo-advisors’ advisory fees varies (Table 5), the range
of fund fees (expense ratio) can be obtained from their websites
(appendix).

Wealthfront

Table 6: Wealthfront Instrument Expenses VS. Industry Average
Expense Ratio
Actively Managed Mutual funds

0.75%

Wealthfront-selected ETFs

0.09%

Annual Fee Savings

0.66%

Source: Wealthfront Investment Methodology White Paper

The American robo-advisors are able to invest in significant
amounts of ETFs is because U.S owns the largest and most
developed ETF market in the world. According to the statistic from
American Investment Company Institute (ICI), by 2018, there are
1,988 ETFs in the American market which is approximately $3.4
trillion, and equivalent to 71% of the total size of the global ETF
market (figure 3). Efficient stock market and popularized passive
investment are the attributions for a booming ETF market. Whereas,
the majority investors in China are retail investors who prefer active
investment;
Chinese
ETFs
are
quite
homogeneous
and
high-operating-cost, these have rendered the Chinese financial markets
with limited amounts of ETFs and smaller size of each fund. As of
January 2018, the number of existing ETFs in China is 141, and
most of them are composted with stocks. The lack of ETFs in
sub-sectors such as bonds and commodities has restricted the
development of China's robo-advisors.

Sources: https://www.ici.org/research/stats
Figure 3: Distribution of Worldwide ETF Markets

Table 5: Robo-advisors’ Advisory Fees Rate in the U.S

Betterment

Based on related literatures, robo-advisors homed in on the
low-cost, long-term, and passive indexed investment. As MGI invest
in active funds, the portfolios that American robo-advisors provide to
investors are mainly index funds (ETFs), it is reasonable to infer
American robo-advisors have more cost advantage regarding to the
fund fees(Table 6).

Account Balance

Annual Fee Rates

Less than 10,000 U.S Dollars

0.35%

10,000 to 100,000 U.S Dollars

0.25%

Greater than 100,000 U.S Dollars

0.15%

Less than 10,000 U.S Dollars

0

Greater than 10,000 U.S Dollars

0.25%

FutureAdvisor

0.5%

MGI

0

Source: Websites of ‘Betterment’, ‘Wealthfront’, ‘FutureAdvisor’, ‘CMB’

4. Conclusions
Thanks to the rapid growth of China's wealth management sector,
the future of robo-advisor market is promising, but also face some
difficulties and challenges. The low-cost strategy of robo-advisor is
not a remarkable advantage due to the undeveloped ETFs market in
China. However, as the market of asset management products has
gradually matured and diversified, and the degree of
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internationalization of China's financial market has gradually
increased, the resolution of the lacking of the investment vehicles is
only a matter of time. Since according to reports issued by China
Everbright Bank, it is estimated that the annual compound growth
rate of China's ETF products will reach 40% from 2015 to 2020,
and will account for 4% of the total size of China's asset
management market by 2020.
On the other hand, MGI currently adopts weak artificial intelligent
technology, as it just pre-selects a range of assets and trades
automatically. MGI’s ‘advising’ process is simply to provide various
portfolios to investors based on its ‘analysis’, it is still unable to
provide comprehensive personalized investment plans. Moreover, the
investor portrait function is not advanced enough, which is set by
clients to choose their own risk preference. Some investors' potential
demand requires personalized communication to explore, but the
interaction between MGI and investors is nothing but simple.
Therefore, the current robo-advisors are far from to stand in place of
traditional financial advisors, and the ‘hybrid’ services, where human
advisors work alongside software are predicted to dwarf ‘pure’ robo
advice.
The hybrid model of human advice and seamless technologies
would address many robo-advisors’ issues, such as taking clients’
entire financial picture into account, advising clients on risks they
are taking, making people feel confident about their investment, and
helping clients understand their investments. Thus, ordinary investors
can be served by robo-advisors at low investment threshold and low
cost; regarding to high-net worth investors, the hybrid model can
enhance the precision of investor portraits, improves product
matching with specific investors, and provides investors with more
comprehensive advice.
Nevertheless,
only
AI-driven
investment
decision-making
technology (not just weak intelligence) is the industry's essential
competitiveness and what needs to be focused on if China's finance
institutions are to compete with their domestic and oversea rivals.
Tongji University has established China's first robo-advisor lab with
the mission of creating China's premier think tank platform for the
finance sector, and to cater to China's call to promote the deep
integration of the internet-based AI and big data technologies.
Therefore, it is not unreasonable to believe the wealth management
sector is moving into the next stage of development and into what
is being termed as the China's financial robo-advisors era.
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Abstract
This research aims at studying the internal and external social sustainable practices of eight Portuguese companies and the relationship with
economic and social performance. First the author identifies the different social practices based on the literature, after the study builds on the data
collected from interviews with eight Portuguese industrial companies`, through 22 semi-structured interviews with general managers, procurement
and environmental/safety managers. Secondary data collection was collected from reports, websites and companies internal documentation. Sectors
included glass, automotive, drink, wood based panels, furniture and cork. The results indicate that companies’ economic and social performance
are affected by the implementation of social practices into the supply chain, namely the internal social practices. The paper is much helpful for
the supply chain managers, policy makers to understand the internal and external social practices used by the organizations and how they
influenced economic and social performance, and act as a key tool for managers seeking to implement social sustainable supply chain
management practices.
Keywords: Social Practices, Supply Chain, Sustainability, Performance.

1. Introduction
One of the problems of humanity is that, while man is capable of
understanding the problems that he faces, he fails when it comes to
planning effective solutions. This failing is due, in large part, to an
inability to understand that the whole is larger than its parts, and
that changing one of the elements always implies change on the
other elements of the system (Meadows et al., 1972). The
21stcentury is marked by a heightened urgency to respond to
pressing global challenges. These include climate change, water and
food insecurity, ecological degradation, and poverty, which are most
pronounced in specific communities, countries and regions, but come
together at the global level.
The concept of Sustainable Development (SD), has been defined
in many ways, but the most frequently quoted definition is from Our
Common Future, also known as the Brundtland Report (1987), where
Sustainable Development is defined as “ the development that meets
the needs of the present without compromising the ability of future
generations to meet their own needs …". SD was brought to the
world political agenda by the United Nations Conference on
Environment and Development held in Rio de Janeiro in 1992. The
turning point for SD was in 2015, with the adoption of the Addis
Ababa Action Agenda on Financing for Development, the 2030
Agenda and its associated Sustainable Development Goals, and the
Paris climate conference (COP21) in December 2015, were 195
countries adopted the first-ever universal, legally binding global
* Women College of Business Administration, Prince Sultan University,
Saudi Arabia. E-mail: lpinto@psu.edu.sa

climate deal. The agreement sets out a global action plan to put the
world on track to avoid dangerous climate change by limiting global
warming to well below 2°C. SD represents a critical element that
can only be achieved through a balance between the objectives of
economic prosperity, ideals of environmental protection and
guarantees of social equality, in accordance with the triple bottom
line (TBL) perspective (Elkington, 1998), and the focus on
sustainable development must be in implementation, the time where
the concept as already left behind.
Corporations are key actors for successfully implementing
sustainability because of their impact on the environmental matrices
of soil, water, and air as well as on the world’s resources, their
leading role in society (through molding lifestyles), and their global
reach. Sustainability in supply chains refers to traditional financial
and operational performances and, simultaneously, to the social and
environmental dimensions of business activities, as prominently
conceptualized by the TBL approach (Gunasekaran et al., 2004;
Dyllick & Hockerts, 2002).
The Sustainable Supply Chain Management (SSCM) agenda uses
the term TBL to include all types of values, topics and processes
that organisations should adopt. Besides economic objectives, this
also covers environmental and social aspects, to minimise any
possible damage that results from their activities, helping create long
term economic, social and environmental value. The idea is to
balance the needs of people, the planet and the company's profits to
create long-term shareholder value (Elkington, 1998). Effective
management of the supply chain is an essential strategy for success
in global markets. The possibilities afforded by the concept of
Supply Chain Management (SCM) are being explored and applied by
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companies to increase their growth, helping develop agile supply
chains that can bring products to market more quickly and cheaply
(Gunasekaran et al., 2007).
Organisations are confronted on a daily basis with pressures from
the media, non-governmental organisations (NGO), the surrounding
communities and requirements imposed by environmental legislation.
In addition, consumers demand increased transparency and
responsibility for the conditions under which their products are
produced and distributed, and they demand more respect for the
environment and human rights. This obliges companies to rethink the
way in which they do business, as they become more conscious of
their responsibility to guarantee the long-term future for mankind
(Hay et al., 2005; Kleindorfer et al., 2005; Sarkis et al., 2011). At
the same time the world's population continues to grow from 7.6
billion in 2017 to over 9.8 billion by 2050, and 11.2 billion in
2100, there is a public concern about the sustainable supply of
natural resources (arable land, natural water sources, oil and gas,
etc.), and many firms are concerned about sustainable supply of raw
materials in developing countries (e.g., coffee beans, cocoa beans,
etc.) for their production.
Sustainable companies have to ensure the production of their
products without causing environmental damage while at the same
time complying with social standards. Choosing to ignore this
problem means they face a significant risk to their reputation and
brand, having to justify their choice of suppliers to the media and
confront NGO criticisms (Seuring, 2004; Lawrence, 2002). There are
a number of NGOs that dedicate their work to highlighting
inhumane working conditions, especially in less developed countries.
Their work helps uncover strategies used by companies based in
developed countries to profit from these unfair working conditions;
to reduce costs, companies transfer a large part of their processes
which add value, to suppliers based in countries with lower cost
bases. These companies put their image and reputation at risk,
namely due to the poor working conditions (Beske et al., 2008;
Cheung et al., 2009; Reuter et al., 2010). Consumer boycotts of
certain products or services and the attention of the media illustrate
this type of risk to a company’s reputation (Locke, 2003; Teuscher
et al., 2006).
SSCM covers numerous areas of environmental and social
responsibility, such as, the prevention of child labour and forced
labour, the substitution of toxic substances in manufacturing
processes, the excessive consumption of energy and material and also
the protection of biodiversity. To be able to manage all these areas,
companies employ universally accepted guidelines or standards, such
as international standards for certifying management systems covering
quality, the environment, occupational health and safety, social or
GRI directives (Beske et al., 2008; Bai & Sarkis, 2010; Gold et al.,
2010; Koplin et al., 2007; Seuring & Müller, 2008; Wittstruck &
Teuteberg, 2011).
The literature reviews available covering SSCM show the growing
interest in this theme, which is still dominated by the research into
environmental practices in the supply chain, namely the relationship
between economic and environmental performance. Despite the
growing number of papers, the latest literature reviews reveal that
the research of social issues in sustainable supply chain management
is still scarce and there is a call for more specific research in the

field (Carter & Easton, 2011; Carter & Rogers, 2008; Hoejmose &
Adrien-Kirby, 2012; Koksal et al., 2018; Longoni et al., 2014; Sodhi
& Tang, 2018; Pagell & Wu, 2009; Zorzini et al., 2015; Seuring,
2013; Tajbakhsh & Hassini, 2015).
Such studies do not consider the effect of individually social
practices, or the connections between individual practices and
performance measures. Therefore, the main objective of this paper is
to explore and understand the inﬂuence of SSCM practices of
different companies and sectors on economic and social performance.
In this research, a conceptual model of the inﬂuence of social
practices on focal company performance is suggested. First, and as a
result from the literature review, a theoretical framework for the inﬂ
uence of socila practices on focal company performance is presented.
Second, using eight case studies from several Portuguese
manufacturing sectors, propositions are suggested and tested, in order
to identify the most important social practices, and determine which
performance indicators are used to evaluate the influence of social
practices on focal company performance. The level of the different
social practices used by the companies was assessed, as well as the
different performance indicators used in each company. Next the
relationship between the social practices and the performance
measures was analysed.
The structure of this article is organized as follows: a literature
review concerning the social supply chain management practices
implemented and the performance indicators used, in section three a
theoretical framework is developed. In the next section the
methodology of the study is introduced, and in next section the
qualitative analysis is developed according to the eight case studies.
The findings, results and future research directions of the empirical
data analysis are presented in the final section.

2. Literature Review
A failure to correctly comply with social practices can have
serious repercussions for a company’s competitiveness and economic
performance as well as its reputation and image in the marketplace
(Schaltegger & Wagner, 2006). Several examples of companies exist
due to a failure to implement social practices in their activities saw
their image loss. This failures results in judicial proceedings and the
loss of current and potential customers, which represents large costs
for the companies involved. Several examples include Nike, who lost
thousands of dollars in sales
following accusations of having
purchased from suppliers using child labour; the largest manufacturer
of electronic components for computers in the world, producers of
the iMac, iPod, iPad and the iPhone for Apple, Foxconn Technology
Group, were accused of dozens of labour law violations on their
factories in China, including excessive working hours, not paying
salaries and salaries that did not cover minimum living standards;
Walmart, in 2006 was accused by a number of unions and
community groups of obliging workers to work more hours than
contracted, denying payment of overtime, rest periods and lunch
breaks; and Nestle in 2013, removed pasta meals from shelves in
Italy and Spain and suspended deliveries of all processed products
containing meat from German supplier, because was found that those
pasta meal contains horsemeat. In the same year, in Bangladesh the
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second largest textile exporter in the world, a building housing
various factories collapsed, causing the death of 1,229 workers and
wounding more than 2,500 people. The image of numerous
internationally recognised brand names was affected – including
H&M, Benetton, and Mango. More recently, 2016, in factories on
Turkey were found Syrian refugees children working on clothes for
Marks and Spencer and the online retailer ASOS. Adult refugees
were also found working illegally on Zara and Mango jeans. Many
clothes are now made in Turkey because it is close to Europe and
used to dealing with last-minute orders. This allows retailers to get
new designs into shops more quickly than if they are made
elsewhere.
These examples show that all members of the supply chain
(namely suppliers) need to incorporate and comply with social
criteria and the focal companies are responsible to manage their
supply chains.
The companies that are part of global supply chains face a high
level of complexity, dealing with a large number of suppliers,
constantly increasing customer expectations and facing different legal
requirements for controlling social and environmental aspects. The
pressures to effectively manage supplier relationships and the demand
for ecologically correct and socially responsible products and services
have increased in various countries worldwide. All these pressures,
coming from the different stakeholders, present a significant
challenge to company managers, encouraging them to integrate
sustainable practices into their supply chains (Carter & Jennings,
2004; Geffen & Rothenberg, 2000; Porter & Kramer, 2006).
Despite the growing number of papers, the latest literature reviews
reveal that the research of social issues in supply chain is still
scarce, and there is a call for more specific research in the field
specially in the relationship between social practices and performance,
and on theory building efforts (Carter & Easton, 2011; Carter &
Rogers, 2008; Croom et al., 2018; Hoejmose & Adrien-Kirby, 2012;
Koksal et al. 2018; Longoni et al., 2014; Sodhi & Tang, 2018;
Pagell & Wu, 2009; Zorzini et al., 2015; Seuring, 2013; Tajbakhsh
& Hassini, 2015; Tang, 2018; Yawar & Seuring, 2017; Mani et al.,
2018a, 2018b, 2018c)
Neverthles, there are several studies related with the social
dimension of the supply chain (e.g., Akamp & Muller, 2013;
Ciliberti et al., 2008; Croom et al. 2018; Das et al., 2008; De Brito
et al., 2008; Hollos et al., 2012; Gallear et al. 2012; Gimenez et al.
2012; Klassen & Vereecke, 2012; Klassen, 2010; Pagell & Gobeli,
2008; Pullman et al., 2009; Stiller & Gold, 2014; Mani et al.,
2015,2018a, 2018b; 2018c, Yawar & Seuring, 2017) .
Croom et al. (2018), in US-based companies, analysed the effect
of social sustainability orientation on operational performance by
examining the mediating roles of basic and advanced socially
sustainable supply chain practices (SSSC) and the moderating role of
long-term orientation. They found that sustainability orientation
predicts operational performance through advanced but not basic
SSSC practices. Results also indicate that the effect of sustainability
orientation on operational performance is significantly moderated by
long term orientation.
Mani et al. (2015), in the manufacturing supply chain in India,
found that the majority of social issues are child labour, bonded
labour, education, wages, housing, philanthropy and ethics. Zorzini et
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al. (2015) determined the state-of-the-art in socially responsible
sourcing. They found that further research is required for measuring
social, and a key finding of their literature review suggests the
inclusion the supplier perspective in developing countries in the
present discussion. According to Awaysheh and Klassen (2010) four
dimensions of supplier socially responsible practices were identified:
supplier human rights, supplier labor practices, supplier codes of
conduct, and supplier social audits, and they emphasize that an
increasing number of tiers in a supply chain will increase the use of
supplier labor practices, codes of conduct, and social audits. Basics
practices as, monitoring and management systems, can influence
operational performance by improving quality, reducing lead times
and improving processes (TO Jiang, 2009; Tencati et al., 2008, &
Klassen & Vereecke, 2012).
Das et al. (2008) analyzed how employee’s safety affects
operational outcomes, in particular product quality. Similarly, Pagell
and Gobeli (2009) focused also on the firm’s operational
performance and examined how it was impacted by managers’
attitudes and experiences towards sustainability. De Brito et al.
(2008) explored how firms in the fashion supply chain could
improve their economic, environmental and social levels. Pullman et
al. (2009) analyzed the impact of environmental and social programs
on the firm’s environmental, quality and cost performances. Klassen
and Vereeke (2012) developed a framework based on case studies in
which they explored the role of external practices on achieving
economic improvements. Stiller and Gold (2014) illustrates various
SSCM practices in a focal company may use for enhancing social
standards in international supply chains.
Gallear et al. (2012) found that firm’s financial performance is
affected by the way firm’s internal awareness on sustainability issues,
the monitoring of the firm’s sustainability performance, and the
sharing of best practices with suppliers. Gimenez et al. (2012)
analyzed the impact of internal and external programs on
environmental, social and economic performances. The expectation is
that implementing social practices will lead to an improvement in the
associated indicators, namely those relating to the satisfaction and
motivation of the workforce, improvements in the safety conditions
in the workplace and number of workplace accidents. Previous work,
while not being directly related to the study of internal and external
social practices (Cagliano et al., 2010; Gimenez et al., 2012; Pullman
et al., 2009), found that companies should recognise, value and
involve human resources, with practices and policies that promote
equality, career progression and equal opportunities, leading to
increased motivation and satisfaction among employees.
Cagliano et al. (2010) concluded that training is a key factor for
improving social and environmental performance, and the incentives
are positively related to social performance. In other words, social
practices, when they are not applied as part of a wider initiative, do
not contribute to performance improvements. Gimenez et al. (2012)
provide evidence that implementing social practices, such as
improvements in health and safety conditions, improve the social
reputation. Pullman et al. (2009), found that the implementation of
social practices in the food industry helps improve product quality.
According to Elkington (2004), the questions relating to the
internal environment of the organisation are linked to human
resources practices. These may include, the recognition, appreciation
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and encouragement of workforce skills with appropriate human
resources policies; practices of equality, development and well-being;
the creation and maintenance of an environment which is
participative and open to worker development; fair pay; adequate
working conditions; and training and adaptation programmes, or in
other words, a set of practices designed to bolster skills and
competencies and consequently improve worker satisfaction (Daily &
Huang 2001; Gauthier, 2005; Gimenez et al., 2012, Walker & Jones,
2012). The internal social practices refers to employment practices,
such as gender balance, discrimination, opportunities for career
advancement, and occupational health and safety in the workplace.
The external environment of the organisation refers to the
relationship with the local communities and society in general. The
objective here is to guarantee quality of life for the population and
a good relationship with the different stakeholders. This relationship
should be managed using democratic and ethical decision making
processes, showing responsibility for the products and services
offered, considering the impact on both customers and the wider
community who support the negative externalities created in the
process (Pullman et al., 2009). External social practices go beyond
the limits of the focal company, extending to the members of the
supply chain (such as suppliers and customers), and to the relations
with other stakeholders (such as local communities). In a bid to
make supply chains more socially responsible, many companies are
implementing codes of conduct for their suppliers as an integral part
of evaluative and collaborative tools (Amaeshi et al., 2008; Andersen
& Skjoett- Larsen, 2008; Mont & Leire, 2008). External social
practices consider the relationship with stakeholders, as is the case
with suppliers and customers, as well as local communities and
NGOs.
Authors described the social sustainability in supply chain in
various forms. Krause (1999), described how socially responsible
suppliers can be acquired and be enacted by socially responsible
supplier development. Purchasing social responsibility (PSR) and its
impact on supplier and buyer performance was studied and proved
that social practices has positive impacts on organization performance
(Carter & Jennings, 2000, 2002; Carter & Easton, 2011). Other
studies were done on what enables social sustainability in the supply
chain, related with ethical supplier development and its impact on
corporate social performance, and how social dimensions can be
effectively used in supplier selection and evaluation (Lu et al., 2012;
Mani et al., 2014).
Because the main objectives of this paper is identified and
understand the influence of Social Practices on company’s
performance, a review of the social practices found in the literature
is shown on table 1.
Table 1: Social Practices
Social Practices
Employment Practices: Disciplinary and safety practices, Fair
employment contracts, Discrimination, Flexible working hours,
Employment Opportunities Career Compensation and Progression,
Investigation and development
Health and safety: Injuries at work; Health and safety practices
Influence of local communities: Health, education and housing; Service
and mobility infrastructure; Support to educational institutions; Safety;
Welfare and economic growth; Social cohesion and social pathologies;
Grants and donations; Support community projects

Contracted stakeholders influence: Standardized contracts; Partnerships;
Consumer/customer education.
Other stakeholders influence: Influence of decision, Stakeholders
empowerment; Collective hearing; Stakeholders Commitment
Sources: Searcy (2012); Ciliberti (2012); Gauthier (2005); Hutchins and
Sutherland (2008); Labuschagne, Brent, &Claasen (2005); Tate,
Ellram, &Kirchoff (2010)

Once the social practices have been implemented, it is important
to evaluate their effects on focal performance.
A performance measurement system is defined as the ability that
companies have to attract and retain clients in a market that is
increasingly competitive (Neely, 1999). Measuring performance is
fundamental for any organisation to manage its activities and
operations, at the same time being an important pre-requisite for an
improvement process (Sink & Tuttle, 1989). Performance
measurement allows, for example, the efficiency and effectiveness of
an existing system to be determined or alternative systems compared,
the indicators, or performance measures, should be defined so as to
monitor the effort that the organisations put into the different
company activities designed to achieve sustainable development;
crucially, they should then be evaluated in comparison with the
competition (Hervani et al., 2005; Neely et al., 1999). Lambert
(2008) sees the lack of adequate measurements as potentially
compromising customer satisfaction, having consequences for
organisational performance and increasing the probability that
opportunities for improving supply chain performance are wasted.
Performance measurement is crucial to improving the management of
the supply chain (Wong, 2009). The use of indicators for measuring
both social and financial performance is hardly done within the
corporate social responsibility literature, especially in a supply chain
context and needs further research (Yawar & Seuring, 2017). The
financial performance is mostly mentioned in the context of
reputation loss and gaining competitive advantage, and social
performance is exemplified through better managing labour issues in
supply chains.
Drawing on the indicators found in the different studies cited in
the literature review, the indicators used on this research are:
• Economic performance, which aims to quantify the impact of
the implemented social practices on the focal firm, regarding
sales, and Earnings Before Interest, Taxes, Depreciation and
Amortization (EBITDA);
• Social performance, which aims to analyse the impact of social
practices implementation in the focal firm, in terms of
Absenteeism rate, Overall staff turnover rate, Training hours,
Workers satisfaction evaluation, Number of injuries, Accident
frequency, Number of working hours lost due to illness,
Severity index, Number of workers with professional diseases

3. Theoretical Framework
The ﬁrst step to provide a global overview and understanding of
the inﬂuence of social practices on focal company performance in an
industrial context, is the proposition of a theoretical framework.
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Figure 1 provides an overview of the proposed framework. As
can be seen in the figure, the social practices that are the focus of
this research are not only those that are internal to the company but
also the external ones which involves suppliers and customers.

Health and
safety

External
social
practices

Social
collaboration
with
customers

Social
collaboration
with suppliers
Figure 1: Theoretical Framework

The social practices considered are:
- Internal social practices: internal social management, labor
practises, and health and safety conditions.
- External social practices: social collaboration with customers and
suppliers, and community collaboration.
The theoretical framework also proposes a number of measures to
evaluate the inﬂuence of these practices on company’s focal
performance considering the economic, and social perspectives:
• Economic performance - Sales, and Earnings Before Interest,
Taxes, Depreciation and Amortization (EBITDA);
• Social performance - number of injuries, number of working
hours lost due to illness, accident frequency and severity index,
absenteeism rate, overall staff turnover rate, training hours,
customer satisfaction, number of activities with community,
number of partnerships with the community, supplier evaluation
and auditing.
The theoretical framework was developed on the basis of a range
of anecdotal and empirical evidence from the literature, as showed
on Table 2:
Table 2 :External and Internal Social Supply Chain Practices
Practices
Internal
social
practices

Practices
Internal
social
management

Employment
practices

Indicators
Commitment by top management to social
management
Support for social management by the
middle layers of management
Inter functional cooperation for social
improvements
Ethical codes and codes of conduct
SA 8000 certification and social
management systems (e.g., GRI)
Gender balance and equality of
opportunities
Flexible working regimes
Career progression opportunities
Training and education

Collaboration
with the
community
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Relationship between workers and
management
Disciplinary procedures
Opportunities for career development
Satisfaction
Flexible working hours
Rotation of workers
Benefits for part-time and full-time workers
Number of workplace accidents
Absenteeism
Compliance with standards (e.g., OSHAS
18001)
Health and safety training (hours)
Safety procedures
Customer health and safety
Labelling of products and services
Marketing communications
Customer privacy
Compliance with customer requirements
Consumer education
Codes of conduct
Health and security in the workplace (e.g.
SA 8000)
Safety procedures
Supplier evaluation, including social aspects
Support for teaching institutions
Support for community projects
Economic growth and well-being
Social cohesion
Grants and donations
Partnerships

On the basis of the proposed framework, five propositions are
derived from the collection and testing of primary data as a means
to conceptualize the inﬂuence of social practices on focal
performance in different industry sectors:
P1 - Companies implement social internal practices
P2 - Companies implement social external practices
P3 - To reflect the impact of social supply chain practices,
companies implement economic and social performance
indicators.
P4 - Companies consider that internal social practices have
positive inﬂuence on economic, and social performance
indicators.
P5 - Companies consider that external social practices have
positive inﬂuence on economic, and social performance
indicators.
To investigate the inﬂuence of social practices on companies’
performance, and the development of a conceptual model, resource
based view theory was selected because it is good to provide
explanations and new insights.
(Fellows & Liu, 2003;
Easterby-Smith et al., 1991).

4. Methodology
This study adopted a qualitative approach, using a case study
approach which was chosen as the most appropriate research method
to describe and explore new phenomena which seems applicable to
sustainable practices in the private sector. Suggestions for the number
of cases to use in multiple case study research vary, but Eisenhart
(1989) suggests eight cases as the maximum that a person can
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mentally process. Yin (2009) and others are more circumspect in
regards to hard numbers and instead suggest that data should be
collected until theoretical saturation. In operations and supply chain
management research there are numerous examples of multiple case
study research using from three to 11 cases (Pagell, 2009; Walker,
2012).
Sample is composed of eight companies. Those companies were
chosen considering their location, production plants in Portugal, the
companies size, medium and large companies have more resources to
implement environmental and social practices (González-Benito &
González-Benito, 2006), the supply chain structure, the commitment
to sustainability dimensions – economical, environmental and social,
having third party certiﬁcation and/or recognition (e.g., OHSAS18001,
ISO9001, ISO14000, PEFC, GRI). The attitude of transparency that
characterizes their activities is described in their websites, social
reports, and also through the newspaper articles, articles in the
business press and presentations at sustainability conferences.
Case studies have been developed by means of interviews
conducted on the basis of a semi-structured protocol that was
developed on the basis of the reviewed literature. The use of
protocols is advocated to enhance the reliability of case studies
(Eisenhart, 1989; Yin, 2009). Twenty two (22) semi-structured
face-to-face interviews were conducted with at least one senior
manager in each organization. Each interview lasted in average 180
minutes and was conducted on site. For six companies the
respondents were the CEO (Chief Executive Officer), Procurement
Manager, and the Environmental, Health and Safety Manager and in
some cases also other roles were involved as the Human Resource
Manager. All interviews were taped, recorded and transcribed, and
participants reviewed a draft case study report. To encourage
openness of response from interviewees the company names were
made anonymous.
To enhance the validity and reliability of the study, triangulation

with secondary data sources was conducted (Yin, 2009). Secondary
data was collected from reports and several websites, including
companies websites, including annual reports, sustainable reports,
environmental, safety and social policies, code of ethics, code of
conducts, newspaper articles and confidential internal procedures
provided by the companies in the study. Table 3 shows the main
features of the selected companies.

4. Analysis and Discussion of the Results
This section presents the similarities and differences between the
eight companies, with the regard to their internal and external social
sustainable initiatives across the supply chain, the performance
indicators used, and the relationship between the social practices and
economic, and social performance.

4.1. Internal Social Practices
Considering each company individually, it can be concluded that
each organization has different levels of implementation of internal
social practices. The interviewees were asked about the extent of
implementation of a set of social internal practices. However, no
scale was provided with respect to level requirements. The
respondents were free to provide their own assessments based on
their expertise. In this way the managers’ perceptions were collected,
and in a following step their assessments were codiﬁed on a scale
from 1 (not implemented, if the practice is not part of a company’s
operations), 2 (limited implemented, when the practice is not fully
implemented by the company) to 3 (totally implemented, when the
practice is fully implemented and is embedded in the company
processes). Table 4 contains the data obtained from the interviews
related to the social internal practices.

Table 3 : Characteristics of the Sample
Company

Industry

Annual
Turnover

Number of
employees

Number of
interviews

Role of interviews

C1

Glass

95 ME

350

3

CEO; Environmental, Health & Safety Coordinator; Procurement Manager

C2

Cork

318 ME

927

4

CEO; Environmental, Health & Safety Coordinator; Procurement
Manager; Human Resources Manager

C3

Automotive components

84,4 ME

348

4

CEO; Integrated Systems Manager; Procurement Manager; Public
Relations Manager

C4

Wood based panels

1.321 ME

177

3

CEO; Environmental, Health & Safety Manager; Procurement Manager

C5

Office and commercial furniture

8.62ME

122

1

Quality, Environmental, Health & Safety Manager

C6

Automotive assemblage

216ME

190

3

CEO, Human Resources Manager; Procurement Manager

C7

Drink

498 ME

1500

1

Environmental, Health & Safety Sustainable Manager

C8

Automotive textile

44 ME

182

3

CEO; Environmental, Health & Safety Manager; Procurement Manager

Table 4: Level of implementation of internal social practices
Internal social practices
Internal social management
Commitment by top management to social practices
Interfunctional cooperation for social improvements
Ethical codes and codes of conduct
Employment policies
Health and safety practices

C1

C2

C3

3
3
3
3
3

3
3
3
3
3

3
3
2
3
3

Companies
C4
C5
3
3
3
3
3

3
3
2
2
3

C6

C7

C8

3
3
3
3
3

3
3
3
3
3

3
3
2
2
3
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By looking at Table 4 we can conclude that, regarding, the
internal social management, commitment by top management to
social practices in all the companies is totally implemented. They
defined the vision, mission and strategy, according to the different
certified management systems and integrated management policy
regarding the quality environmental, safety and social policies (e.g.
ISO 9001, ISO 14001, ISO 22001, OSHAS18001, SA 8001) and
third party certiﬁcation depending on the activity sector (HACCP,
FSC (Forest Stewardship Council) certification, SYSTECODE
(Quality assurance system for the cork industry)).
Companies C3, C5 and C8 do not publish a Sustainability Report
according GRI guidelines, the others do, clearly making a
commitment to the three dimensions of sustainable development
(economic, environmental and social). Company C3 does not publish
a sustainability report, but publish an environmental and safety
report; this company is looking to become SA 8000 certified and,
the purpose is to publish a sustainability reporting in the near future.
Companies C2 and C6 have specific plans for sustainability,
reflecting the more direct commitment and involvement of top
management to the issue of sustainability and social practices;
company C1 is the only one certified according to the social
responsibility standards (SA 8000). Company C2 has a Balanced
Scorecard for Sustainability. All companies in the study define
annual objectives covering interfunctional cooperation for social
improvements. This ensures the involvement of those that are
responsible for the different departments by using different
management methodologies. Indicators, goals and action plans are set
out to achieve established objectives. Indicators, goals and action
plans are set out to achieve established objectives, and are monitored
on a daily and/or monthly basis, with either monthly or quarterly
analysis. Social indicators are defined with human resources,
environment and safety department managers.
Regarding the ethical codes and codes of conduct, companies C1
and C4 have ethics codes and codes of conduct which are applicable
to all employees, C1 is the only one that the code of conduct is
applicable to all suppliers, while of the C4 is applicable only to
their tier one suppliers and service providers. The ethics code of C7
covers the relationships between the organisation and the main
stakeholders in the organisation: customers, employees, suppliers,
competitors and the community.
Companies C3 and C8 do not have an ethics code or codes of
conduct, but they subscribe a set of values based on ethical and
honesty principles guiding all employees and all those that are
engaged in commercial relationships. Company C5 has a code of
conduct for its workers described in the welcome guide that is given
to all employees.
Employment policies in all companies are considering very
important, and workers are considered the most important and
fundamental resource to achieve the main goals of the organization.
The involvement and active participation of the workers in the
identification and resolution of problems related to environmental and
social issues is reflected in the large number of activities and
projects that specifically target worker awareness in this area to help,
involve and motivate the workers. Some of the companies in this
study show more evidence of worker involvement than others.
Company C2 has specific projects and plans for retaining critical
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skills, helping to ensure the sustainability of the business. Company
C8 involves its employees in a variety of activities such as Kaizen,
Jishuken, and Quality Control Circles, encouraging the creation of
working groups that cover different areas. Three of the companies,
developed numerous internal activities that involve workers and
community, to stimulate the teamwork and solidarity, such as:
collection of food products; books and waste oil; blood donation;
commemoration of Environment Day, Safety Day, and International
Women’s Day, among others. Other companies invested in more
general projects to encourage organisational culture and identity. This
was the case with companies C2 and C6, where activities seek to
stimulate interdepartmental knowledge. Two of the companies studied
(C2 and C4) make particular use of Idea Management Systems.
Covering all the companies in the group, these systems seek to
identify innovative ideas and measures for improving management,
procedures and processes. Covering all business units and including
all employees, companies rewards the workers that come up with the
best ideas and suggestions.
Companies consider communication and transparency to be
fundamental, with a variety of different types of communication
being used to improve the relationship between workers and
management. Examples include meetings, company portal, journals,
and newsletters. C6 has an internal television channel where
employees are kept up to date with the different activities of the
company in different areas.
Training is considered to be a priority initiative by all companies,
helping to encourage changes in attitudes and behaviour. To this
end, all companies invest heavily in the training of their employees,
including the areas of the environment and safety. Education is also
one of the ways that all companies use to improve the performance
of their employees, giving them the opportunity and time to improve
their qualifications. The companies do undertake an evaluation of the
satisfaction and performance of their employees.. Job rotation is a
common practice in all companies studied, to increase productivity
and to avoid accidents, and health problems.
Due to important role of human resource on organization
performance, one of the main goals of the organizations is
employees satisfaction. Satisfied employees would produce superior
performance in optimal time which leads to increase profits. When
employees are satisfied with their work, would be more creative and
innovative and offer advances that allow company to evolve
positively over time with changes in market conditions (Oshagbemi,
2003).The companies involved in this research, evaluate the
satisfaction and the performance of the collaborators, some of the
companies under study practice variable remuneration according to
individual or global performance. Companies C1, C2, C3, and C6,
to get a more independent oipnions about employees satisfaction,
outsourced this service. Career advancement is one of the most
important elements for employee satisfaction and retention at a
company. When employees perceive the availability of developmental
practices that they believe are of value to them, they are likely to
reciprocate or repay the organization through behaviors such as
working hard and delivering high‐quality work, and increase
performance (Brandes, Dharwadkar, & Wheatley, 2004). The
companies studied focus on internal recruitment rather than external
recruitment. Two companies (C3 and C8) employs workers with
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special needs in their activities, in collaboration with Non-Profit
Associations in the community.
Two companies, C3 and C8, have a large proportion of their
employees have a fixed term contract, and C8 has a significant
number of temporary workers.
The adoption of a Safety Management System (e.g. OSHAS18001)
is a form of management that reveals the risk prevention policy of a
company. The adoption is not an end in itself, but a means to
guarantee the right to effective protection of workers by improving
working conditions (Alvarez Santos et al, 2018). Health and safety
practices are fully implemented by the companies studied in this
research, even though two of the companies did not have a certified
health and safety management system, they are implementing health
and safety practices beyond the laws and regulations that are very
stricter in Portugal. Different actions were implemented to avoid
workplace accidents and work related diseases, according to different
companies sectors.
Data from Table 4 indicates which companies implement social
internal practices and also, level of implementation of those practices,
thereby supporting the first proposition:
P1 - Companies implement social internal practices.

4.2. External Social Practices
To identify the social external practices in the supply chain, as
with the internal social practices, the respondents were free to
provide their own assessments based on their expertise. In this way
the managers’ perceptions were collected, and in a following step
their assessments were codiﬁed on a scale from 1 (not implemented,
if the practice is not part of a company’s operations), 2 (limited
implemented, when the practice is not fully implemented by the
company) to 3 (totally implemented, when the practice is fully
implemented and is embedded in the company processes). Table 5
contains the data obtained from the interviews related to the social
external practices.
Table 5: Level of implementation of external social practices
External social practices
Social collaboration with the community
Social collaboration with suppliers
Social collaboration with customers

C1
3
2
2

C2
3
2
2

Companies
C3 C4 C5 C6
3 2 2 3
2 2 2 2
2 2 2 2

C7
2
2
2

C8
3
2
2

Looking at external social practices, and in particular to social
collaboration with the community, all companies are involved in
social activities within the community, but for five of the eight
companies studied the practices are embedded in the company
processes. These activities seek to raise awareness among employees
of the need to adopt social behaviours and extend to the
implementation of activities for and with the community, such as:
collecting food products and clothing; collecting school books;
financial donations; voluntary activities in the local community; visits
to educational establishments; and partnerships with non-profit
making organisations.
The relationship with the community is also implemented, but,
more at academic level. Collaboration is common with schools and

universities, leading to study visits, placements and research projects.
Competitions are also used to encourage innovation in partnership
with different associations. Companies collaborate with non-profit
organisations on projects, which, as stated by the employees, consist
of school visits that help develop entrepreneurial spirit in children
and young people. Three of the companies studied, C2, C3 and C6,
carry out charity work with a diverse range of non-profit
associations. The company employees take part in colloquia and
conferences to share best practice. In all companies, apart from C5
and C7, interaction occurs with associations linked to the area of
social sustainability, including WBCSD, BCSD Portugal, EPIS,
GRACE, the Global Compact Network Portugal and the United
Nations Global Compact.
Two of the companies studied, C2 and C8, have non-profit
foundations, designed to promote solidarity and stimulate community
initiatives of an ethical, religious, cultural and civil nature, besides
the dimension of social and cultural support. They focus on support
for children and needy young people in the company’s home region,
following their progress in school and creating opportunities for
developing successful life projects. One of the foundations awards
prizes to employees that complete any year of schooling/training in
the educational system, also paying fees and textbooks to the
orphans of employees and paying out bonuses for births and
marriages.
Company C5, collaborates financially, in a timely manner, with
the associations and institutions of social solidarity of the community
where it is inserted, and collaborate with Universities located on the
region in research. C7 interacts with the surrounding community in
requests from Associations and Schools for using their waste, and
C4 and C5 collaborate with universities, and Schools in field trips,
research, and Cooperative Training Programmes (COOP).
Social collaboration with the suppliers is based on interaction with
the organisations on the supply chain, organizations and suppliers
work together in planning activities to prevent and solve social
problems. According to table 5, for all the organizations studied,
except C1, the social collaboration with suppliers is a practice is not
fully implemented by the companies studied. All companies have
specific, very rigid regulations for service providers, requiring a
series of documents of a social, safety and environmental nature,
which is not the case for suppliers that are providing raw material,
and components. It should be stated that the majority of suppliers
companies studied have certified management systems in one or
more of the following areas: quality, environment, health and safety
in the workplace, and social responsibility. Social questions start with
the selection of suppliers and the respective auditing. Most of the
suppliers of the companies studied are from the European Union,
where the legislation is strict and the social conduct rules must be
maintained. These social conduct rules are based on fundamental
human rights found in conventions and international treaties, namely
the Universal Declaration of Human Rights from the United Nations
and the International Labor Organisation. The companies have an
image to preserve and as such do not want to be associated with
companies that use child labour, forced labour, or slavery, and that
has environmental, and social issues. Non-compliance with societal
expectations puts focal companies at risk of losing brand reputation,
legitimacy, and may subject them to unfavourable governmental
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actions. The relationship with the suppliers covering social questions
complements environmental questions. Only companies C1 and C4
has code of conducts for theirs suppliers, C1 code of conduct, is
applied to all suppliers, tier one and below, while C4 code of
conduct is applicable only to tier one suppliers. In turn, the tier one
suppliers companies assure that their suppliers comply with the
legislation and standards. None of the companies studied jointly
develop activities with their suppliers to meet social objectives.
Social collaboration with customers, make supply chains more
socially responsible. This is based on democratic and ethical decision
making, taking responsibility for the impacts created by the
company’s products and services on both customers and the wider
community (which are affected by negative externalities from other
citizens consumption). Some of the areas of action noted by
customers were: the traceability of products, packaging integrity,
product labelling, health and safety of customers, responsible
marketing, education and customer privacy. The companies studied
guaranteed their customers quality products by defining requirements
and technical specifications which are subject to rigorous quality
control and legislative compliance within the company’s activity
sector. These measures ensure the health and safety of the customers
and end consumers by controlling raw materials, components and
packaging. Some of the companies are more forthright about their
commitments in this area. This is the case of C6 which runs
responsible marketing campaigns based on commitments with
associations in the sector, such as: improvements in nutritional
information, including recommended daily intake on the label of the
products; or bringing out new products with a low glycaemia level.
Company C4 commits itself to supplying its customers and end
consumers sufficient and reliable information regarding the nature,
origin, proper use and disposal of products. Companies C2 and C3
are measuring their carbon footprint; in the case of C2, the
company’s activity is shown to benefit the planet in terms of
greenhouse gas emissions, absorbing more CO2thanitemits.
All the companies are united in their effort and dedication
towards the question of sustainability. These companies do not
consider sustainability to be just a legal obligation, but they believe
that besides making profits, they have to work to achieve benefits
for all stakeholders.
The table 5 indicates which companies implement social external
practices, and also, level of implementation of those practices, there
by supporting the second proposition:
P2 - Companies implement social external practices.

4.3. Companies Performance
The main objective of this section is to investigate which are the
performance measures that best reflect the influence of social
practices on company performance, and which of them are used by
companies in the different sectors. Managers in the case studies were
asked about which performance measures are used in their
companies.
The data gathered from the interviews makes it possible to know
which measures are actually used to evaluate economic, and social
performance (Table 7).

Table 7: Cross-case comparison of economic performance indicators
Economic Performance
Indicators
Sales Volume
EBITDA
ADT, APP
Free Cash flow
Productivity

C1
✓
✓
✓

C2
✓
✓
✓

C3
✓
✓
✓

Companies
C4 C5 C6
✓ ✓ ✓
✓
✓
✓
✓
✓

C7
✓
✓

C8
✓

✓

Total
8
6
3
2
2

It can be seen from Table 7, in a cross-case analysis, that ‘‘Sales
Volume’’ and “Earnings Before Interests Taxes and Depreciations
(EBITDA)” are the performance highlighted by respondents as the
one that best reflects the influence of social practices on companies’
performance. This measures is followed by ‘‘average delivery time
(ADT)”, “average payment period(APP), “free cash flow”, and
“productivity”.
Regarding to social performance indicators, it can be seen from
Table 8, after cross analysis, the performance indicators commonly
used by all companies to measure the impact of social supply chain
practices in companies’ performance.
Table 8: Cross-case comparison social performance indicators
Internal Social
Performance indicators
Absenteeism rate
Turnover rate
Training hours
Employee Satisfaction
Number of injuries
Accident frequency
Number of working
hours lost due to illness
Severity index
Number of workers with
professional diseases
External Social
Performance indicators
Customer Satisfaction
Number of activities
with community
Number of partnerships
with the community
Supplier Evaluation and
Auditing

C1
✓
✓
✓
✓
✓
✓

C2
✓
✓
✓
✓
✓
✓

C3
✓
✓
✓
✓
✓
✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

Companies
C4 C5
✓ ✓
✓ ✓
✓ ✓
✓
✓ ✓
✓ ✓
✓

✓

✓

✓

C6
✓
✓
✓
✓
✓
✓

C7
✓
✓
✓
✓
✓

x

C8
✓
✓
✓
✓
✓
✓

Total
8
8
8
6
8
8

✓

6

✓

6
3

✓

✓

✓

✓

✓

✓

8

✓

✓

5

✓

✓

5

✓

8

✓

✓

✓

It can be seen from Table 8, based on a single case analysis,
that, to measure social internal practices all companies are using the
absenteeism rate, turnover rate, training hours, number of injuries and
the accident frequency index. Six companies monitor employee
satisfaction, severity index, the number of working days lost due to
illness. Only companies C1, C2, and C3 monitored number of
workers with professional diseases. C3 stands out by using a
Balanced Scorecard for health and safety, with indicators defined in
four areas: accidents and workplace related illness; working
conditions; supply chain and stakeholders; and emergencies and
continuous improvement. Only one company (C3) monitors workplace
incidents which follow the same process of analysis as that for
accidents.
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To measure the social external practices, customer satisfaction is
one of the indicators used by all of the companies to measure
collaboration with customers. The five companies that measure
collaboration with the community use the number of activities carried
out, the partnerships with the community, and, more generically, the
results obtained from those activities. For social collaboration with
suppliers, the indicator used for measuring this practice is evaluating
the suppliers using different criteria, and for the most important ones
in terms of value, they are audits the companies taking into
consideration different criteria.
The analysis of Table 7 and 8 gives evidence to support the third
proposition:
P3 - To reflect the impact of social supply chain practices,
companies implement economic and social performance
indicators.

4.4. Inﬂuence of social practices on supply chain performance
The main objective of this section of the analysis is to explore
the possible relationships incorporated in the theoretical framework
described in Section 3.
The perceptions of each organization were collected in order to
investigate the relationships between social practices and performance
measures. In each case study, different perceptions were reported
with respect to each relationship between the implementation of a
practice and the respective performance measure.
Concerning to the relationship between the implementation of
internal social practices and economic performance, as can be seen
in Table 9, in spite of some trade-offs perceived by the respondents,
for all companies, opinions are unanimous, that implementing internal
social practices,
have an indirect positive impact on economic
performance indicators, increasing motivation, satisfaction and pride
among employees, increase productivity, improve quality, decrease
absenteeism rate, number of accidents and their severity, as well as
costs associated with overtime, which understandably have
considerable impacts in the economic indicators. The relationship is
positive and indirect direct, and best social internal practices suggests
better economic performance. Internal social practices and social
performance, according to the respondents perception is a win-win
relationship, with effects on economic performance. Betters social
internal practices suggests social performance increasing.
Table 9: Influence of social supply chain practices on economic and social
performance

Concerning external social practices, and the ones focused on the
community, according to respondents perceptions, even for those
companies, that these practices are limited implemented, do not have
a direct positive relationship with economic performance. The
impacts of this practices, according to the respondents, are reflected
in the recognition of companies by the wider community, such as
with awards, partnerships being forged with NGOs and participation
in different research projects with different stakeholders. Indirectly
the practices with community have a positive impact in economic
performance because afterwards workers will feel satisfied, and proud
which impacts in organizations productivity. The objective, for the
five of companies, is not to achieve an increase in economic
performance; those practices are part of the organisation culture,
intrinsic principles and values, which have repercussions on
reputation, recognition and image in the marketplace.
The companies studied guarantee to their customers a quality
product by defining technical requirements that are subject to
rigorous quality control and the legislation in the sector where the
company operates. Some companies are more forthright about their
behaviour in this area, using responsible marketing campaigns which
vary depending on the size of the company and the resources
available. For the practices related with suppliers, according to the
respondents, and data analysis, non-compliance with societal
expectations puts focal companies at risk of losing brand reputation,
legitimacy, and may subject them to judicial actions. The
respondent’s perception is that social collaboration with customers,
and suppliers, namely, the partnership with suppliers, has an indirect
and a positive impact in economic performance.
For the relationship between external social practices and social
performance indicators all the respondents had the same opinion, is
not possible to measure the direct impacts on social performance
indicators considered, some of the practices can have an indirect
impact, like the activities for the community, but it’s not possible to
evaluate.
The evidence reported in Table 9 supports the fourth but doesn’t
support the fifth proposition:
P4 - Companies consider that internal social practices have
positive inﬂuence on economic, and social performance
indicators.
P5 - Companies consider that external social practices have
positive inﬂuence on economic, and social performance
indicators.

Internal Social supply chain practices
C1

C2

C3

C4

C5

C6

C7

C8

Economic performance

+

+

+

+

+

+

+

+

Social performance

+

+

+

+

+

+

+

+

External Social supply chain practices
C1

C2

C3

C4

C5

C6

C7

C8

Economic performance

+

+

+

+

+

+

+

+

Social performance

#

#

#

#

#

#

#

#

+: positive relationship; - : negative relationship *: no relationship or
very difficult to establish a relationship; ---: doesn’t know/ no answer #
- not possible to establish a relationship

It was possible, with this qualitative research, to explore the
perceptions of this 22 managers from different sectors about the
adoption of internal and external social practices and the impact on
performance, and, more than that the performance measures which
best reﬂect the inﬂuence of those practices on companies’
performance.
Generally speaking, all companies studied were found to be
unanimous in their opinion: there is a positive relationship between
implementing internal social practices, namely the ones related with
health and safety and social performance. This positive relationship is
enhanced by drops in absenteeism, the number of accidents and their
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severity, as well as costs associated with overtime – all factors
which understandably have considerable economic impacts. It is
without doubt that a win-win relationship exists between internal
social practices and social performance, with effects on economic
performance.
External social practices, namely those focused on the community,
do not have a positive relationship with economic performance.
However, the objective is not to achieve an increase in performance;
these practices are related to the culture of the organisation, with a
set of intrinsic principles and values which have repercussions on
reputation and image in the marketplace. In other words, besides the
internal impacts, the external impacts are reflected in the recognition
of companies by the wider community, such as with awards,
partnerships being forged with NGOs and participation in different
research projects with different stakeholders. The impact of external
social practices on social performance measures is not possible to
measure considering the social indicators that companies are using.

5. Conclusion and Future Research
The main goal of this research is to analyse the relationship
between social supply chain practices and companies economic and
social performance. It was proposed a set of internal and external
social practices which could be deployed in the context of different
industrial sectors, as well as performance indicators which could be
used to evaluate the inﬂuence of these practices on companies’
performance. A comprehensive review of the literature to date was
performed in order to identify the main social practices. From
several items of anecdotal and empirical evidence presented in the
literature, a theoretical framework was constructed to represent the
relationships among companies’ performance indicators and social
practices. The conceptual model of the relationships between social
practices and companies’ performance was reﬁned using analysis of
the case-study data.
Using eight case studies belonging to the Portuguese industrial
sector, the most common social practices used by the companies
were identified, along with the economic and social key performance
indicators. A cross-case analysis was developed in order to find the
relationship between social supply chain practices and economic and
social performance indicators. It is worth noting that the commitment
to social practices varies according to the strategy and size of the
company, the financial resources and customers’ needs and demands.
This study supports, to a certain extent, that there is a positive
relationship between internal social practices implementation and
economic performance in terms of sales and EBITDA. Internal social
supply chain practices contribute to improved social performance, in
spite of some trade-offs, in all companies studied there is a positive
relationship between internal social practices and social performance
indicators. The impact of external social practices on social
performance measures is not possible to measure.
The above results support the seventh propositions made in this
research, since it is possible to conclude that the companies studied
believe that the adoption of social supply chain practices is important
for a company to be considered more profitable. They implement
internal and external social practices, economic and social
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performance measures to reflect the impact of social supply chain
practices. They consider that some performance measures reﬂect the
inﬂuence of social practices on economic performance better than
others. And they consider that internal social practices have positive
inﬂuence on social performance measures.
This study makes a signiﬁcant academic contribution to the social
supply chain practices literature. First, it contributes, through an
empirical investigation, to the adoption of social practices in different
sectors of industrial sector by examining different companies. Second,
relationships between the internal and external practices and
economic and social performance are examined and evaluated. This
results can be used by managers how to improve their social
performance and also gain economic beneﬁts through the adoption of
certain social practices.
As with any other study, there are some recognisable limitations
here which can hopefully be improved upon with future studies. In
particular, while the sample includes companies from different sectors
of the economy, it is based on a sample of eight case studies. This
limits the possibilities for generalising the results obtained to other
contexts. One of the paths for future work relates to the possibility
of generalising the conclusions obtained to other contexts. This can
be done by replicating the research using other companies in other
sectors or by applying the methodology to small and medium sized
companies from other sectors of the Portuguese economy. Another
suggestion for carrying out future work would be the use of
longitudinal case studies. Find how organizations can measure the
impact of external social practices on social performance.
This
approach would help analyse the implementation and structural
dimensions of social practices and economic and environmental
performance over time. Furthermore, the validity of the conceptual
model derived from the case studies must be tested empirically and
more fully, and accordingly future research should collect large
samples of empirical data on social supply chain practices and
economic and social performance.
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Understanding Technology Readiness Factors Influencing Customer Experience towards
Continuance Usage Intention of Grab Application in Malaysia: A Conceptual Review*
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Abstract
The emerging of e-hailing services such as Grab application gave many benefits to daily life of community nowadays, for instance providing
better service, lower fares and convenience rides to customer. However, as a new technology of mobile application in transportation sector, Grab
application also may had some failure and technical difficulties that may impact on customers’ experience while using it. Limited studies on the
adoption of Grab application based on technology readiness factors. Also, lack discussion on the overall customer experience towards the usage of
Grab application. Since the Grab application penetrated the Malaysian market five years ago in 2014, there is still a room to improve the
understanding on the adoption and customers’ satisfaction of an application among customers, thus indirectly lead customer to continue use of the
application. Therefore, this paper attempts to review and assess the Grab application using proposed structural relationship model of technology
readiness factors (TR), customer experience model (CEM) and continuance usage of intention (CUI). All related constructs were presented in the
proposed research conceptual model where research hypotheses were developed. As a conclusion, the paper brought forward suggestions for future
research.
Keywords: Technology Readiness Factor, Customer Experience, Continuance Usage of Intention, E-Hailing, Grab Application

1. Introduction
Due to traffic congestion and the environment, the demand for
public transport has increased rapidly over the years as it has
become a necessity in a consumers’ lifestyle. An online survey
conducted by Land Public Transport Commission (SPAD) Malaysia
in the year 2015 which involved more than 28,000 participants in a
survey entitled ‘General Perception of Taxi administration in
Malaysia’ revealed that most of the taxi drivers were found to
overcharge their customers without using meters, practised poor
attitude, operated unclean taxis and provided unpleasant rides (News
Straits Times, 2015). Although the Malaysia government strongly
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recommended people to use public transport to reduce traffic flow,
reduce accident rates and also encourage more savings due to rising
fuel prices (Ismail et al., 2012), the poor taxi services and often
congested public transportation systems have always stopped citizens
from utilising the available services. However, the rapid growth in
technology related to Global Positioning System (GPS) has created a
major implication on urban growth and automated transportation
system (Mason & Deakin, 2001). The emergence of e-hailing
application development in the transportation sector is considered as
one of the most beneficial technological transformations thus far.
Over the years, the development of e-hailing in Malaysia has been
continuously updated with technological changes such as using the
mobile application to conforming to customers’ demands and
changing times.
The word e-hailing can be described as a process of booking a
ride, be it a private car, cab, or any other forms of transportation
via virtual devices such as computers or smartphones by providing
certain information such as location and estimated fare charges for
customers. Then, the driver will be directed to the customers’
location to pick and drop them to the desired destination (Flores &
Rayle, 2017). In recent years, the emergence of e-hailing in Malaysia
had changed the phase of transportation services especially in large
urban cities within Malaysia. This e-hailing service was only possible
with the incorporation of advancing information technology which
has made some applications in certain areas to be excellent.
According to the Malaysian Transportation Minister Anthony Loke,
the numbers of trips recorded by e-hailing companies have increased
rapidly from six million a month in 2016 to 18 million trips in
2018 (Yun, 2018). Additionally, the online survey carried out by
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SPAD Malaysia in 2015 also demonstrated that 80 per cent of the
community preferred using Uber and GrabCar services instead of the
conventional taxis in Malaysia (Premananthini, 2016). This evolution
indicated that ordering a ride through mobile phones had become a
trend and enormously valuable to consumers searching for convenient
and reasonable choices for their mobility. In 2018, Grab officially
overthrew Uber’s Southeast Asia operations (Keeton-Olsen, 2018).
Due to the dissolution, almost all of the Uber drivers in Malaysia
have joined Grab’s ride-sharing platform where Grab recorded about
2.8 million drivers regionally operating in 25 cities in Malaysia
(Nathan, 2018).
The introduction of Grab application in Malaysia definitely gave a
huge impact on the community’s everyday lives specifically in
providing better service, lower fares and convenient rides. Following
that, customers are becoming smarter in making choices pertaining to
transportation services by not only considering high quality but also
emphasising on high proficient of the services (Balachandran &
Hamzah, 2017). Malaysian market embraced the Grab application five
years ago, 2014. The acceptance of this application definitely needs
to be studied based on the customer's opinions and experiences while
using it. As the adoption of Grab application provided more benefits
to users, it also may have some failure or technical problems that
may impact to customers’ experience. For example, in 2018, Grab
received many complaints from users due to technical difficulties and
service interruption that caused Grab application not functioning as
expected (Han, 2018; Malaymail, 2018). Thus, their mobility and
daily activities will be disturbed and give a bad impact on their
experience while using Grab.
From the empirical perspectives, previous studies on e-hailing
services were conducted on different perspectives which included
adoption and antecedents (Onyango, 2016; Kumar & Kumar, 2016;
Joia & Altieri, 2017; Lim et al., 2018; Dhawan & Yadav, 2018;
Herman & Dastane, 2018; Ruangkanjanases & Techapoolphol, 2018),
impact of e-hailing services (Zhong et al., 2018; Ye et al., 2018;
Fang et al., 2018; Ma et al., 2018), continued use intention of
e-hailing (Joia & Altieri, 2018; Weng et al., 2017), e-hailing and
customers’ satisfaction (Khuong & Dai, 2016; Balachandran &
Hamzah, 2017; Cheewathanakornkul & Jiratchot, 2018; Chen et al.,
2018; Mohd Idros et al., 2019) and also e-hailing services’
experiences (Hunaiti et al., 2018). Most of studies also explored the
adoption of e-hailing services based on Technology Acceptance
Model (e.g. Joia & Altieri, 2017; Ruangkanjanases & Techapoolphol,
2018; Suhud et al., 2019). However, several studies also found that
Technology Readiness Model could be a potential factors that
influenced users to adopt a new technology through mobile
application (e.g. Godoe & Johansen, 2012; Basgoze, 2015; Larasati,
Widyawan, & Santosa, 2017). Therefore, this study attempt to
investigate the adoption of e-hailing services in Malaysia especially
on Grab services based on Technology Readiness Model. Other than
that, there is still a room to explore the customers’ experience
including customers’ satisfaction, word-of-mouth, and customers’
emotion towards the mobile application itself and the continuance
usage intention of Grab application after the initial adoption.
There is growing attention on the online customer experience due
to the evolution of effective and synergistic e-commerce sites
incorporated within mobile applications from the usual websites

(Klaus & Maklan, 2012). Likewise, mobile applications offer an
advanced enterprising platform to peruse and shop products of
interest, but limited information is available on aspects that influence
the customers’ experience while using those applications (Pousttchi et
al., 2015). Therefore, this study aimed to adapt and modify the
customer experience model towards mobile application from McLean
et al. (2018) by employing customer’s satisfaction, word-of-mouth
and customers’ emotion as measuring customer experience while
using the online web application. Besides, the researchers in this
study are concerned about how the technological readiness factors
influencing customer experience towards Grab application in Malaysia.
Based on the points discussed above, this study aims to (1)
identify the technology readiness measures based on the Technology
Readiness Model (TRM), customer experience measures and
continuance usage intention measures towards Grab application, and
to (2) develop a research model of the technology readiness,
customer experience, and continuance usage intention measures
relationship for Grab application in Malaysia. Overall, this study
intends to investigate the effects of technology readiness on Grab
application as a digital medium and identify the customers’
experience while using the application for explaining customer’s
continuance usage intention towards Grab application. This study is
the first attempt to integrate technology readiness model and
customer experience model to explain customer’s intention to
continuous usage of Grab application. In this study, individual
technology readiness was determined based on four dimensions
including optimism, innovativeness, insecure, and discomfort, while
the aspects for customer experience model were measured through
customer satisfaction, word-of-mouth and customers’ emotion.

2. Literature Review
2.1. Grab Application as E-Hailing Services in Malaysia
E-hailing services refer to an online transportation application that
is currently becoming a trend in Southeast Asia including Malaysia,
Thailand, Vietnam, Indonesia and the Philippines. The concept of
e-hailing is also recognised as ride-booking or ride sharing (Shaheen,
Chan, & Rayle, 2017). According to the Malaysian Institute of
Language and Literature (2018), e-hailing can be described as a
procedure of requesting and reserving a vehicle through an
application by using a notebook or smartphone. The most popular
e-hailing services in Malaysia are Uber and Grab, whereby Uber has
been introduced in January 2014 while Grab in May 2014 (Ahmad,
2017). However, Grab legitimately took over Uber’s Southeast Asia
operations in the year 2018 (Keeton-Olsen, 2018).
Grab application which is a taxi-booking mobile app offers
customers unique functions, therefore, places significant importance to
apprehending the influential factors affecting the customer's
experience. The Grab e-hailing concept which facilitates the company
to reach customers via online notably contributes to great
achievement in the shared economy. Grab is a Singapore-based
company which serves as a transport service provider is available in
6 countries: Malaysia, Singapore, Indonesia, Thailand, Vietnam and
the Philippines. The functions that Grab application provides include
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GrabTaxi, GrabCar GrabShare, GrabBike, GrabExpress, GrabFood,
GrabHitch Bike, and GrabHitch Car services. For instance, Grab in
Indonesia has become one of Indonesia's outstanding transporting
power by providing ease-of-access to all areas since its introduction
in 2014 (Grab, 2018). Similarly, since Malaysia embraced Grab
application around the same year as Indonesia, this study attempts to
understand customer experience influencing factors with Grab
applications and integrate TRM with customer experience model, to
conceptually apprehend the customer experience with mobile
applications in transportation.

2.2. Technology Readiness Factors
Technology readiness is described as the degree to which users
are inclined to embracing and using new technologies to complete
their needs at home and office (Parasuraman & Colby, 2001).
Technology readiness focuses on the general beliefs regarding the
technology products and services rather than the actual perceived
characteristics of specific technology products and services (Ratchford
& Barnhart, 2012). In further to investigate the factors that influence
the adoption of technology and how they will influence customer
experience, this study uses Technological Readiness Model (TRM) to
explain the variables. According to Porter and Donthu (2006), one of
research paradigm that describe the factors of technology adoption
and technology acceptance is Technological Readiness Model.
Pioneered the development of technology readiness literature by
conceptualizing the determinants of an individual's predisposition to
adopt and use new technologies (Parasuraman, 2000). This paradigm
emphasis on latent personality dimensions to explain the use and
acceptance of new technologies (Porter & Donthu, 2006). In other
words, an individual's personality influences the potential acceptance
of technology in general. Technological Readiness Model has been
has widely been used by many researchers. This model was early
proposed by Parasuraman (2000) to measure people’s readiness to
adopt and accept a new technology.
The technology readiness is comprised of four personality
dimensions: optimism, innovativeness, discomfort, and insecurity. This
theory demonstrates that drivers and inhibitors can be well used to
predict customer’s behaviour (Chen et al., 2018; Burba et al., 2012).
Parasuraman (2000) also added that these personality dimensions
influence an individual's inclination to accept and use any new
technologies. Roy and Moorthi (2017) stressed that the first two of
technology readiness factors are related to positive feelings which are
optimism (a belief that technology will bring flexibility, control,
benefits and efficiency) and innovativeness (experiments could be
done with new technology). The other two technology readiness
factors are related to negative feelings, which are discomfort (lacking
control and confidence for using technology) and insecurity (a fear
that technology based service, product or process may not work
accurately and reliably).
The first personality characteristic or individual e-readiness factor
is an individual’s personal optimism on technology in general.
According to Kuo, Liu, and Ma (2013) and Yousafzai and
Yani-de-Soriano (2012), optimism in technology can be defined as
the positivity towards technology which translates into an assurance
that it can provide an individual increased control, flexibility, and

efficiency at home or workplace. Optimism is also a positive view
of the service and a belief that the service offers people increased
flexibility and efficiency or other benefits in the workplace.
Moreover, optimism can also be explained as the tendency to
consider that one will generally experience good versus bad
outcomes in life (Walczuch, Lemmink, & Streukens, 2007;
Xanthopoulou et al., 2009; Peters et al., 2010). The individual who
feel optimistic about technology may consider they have capability to
adopt the new technology and have trust on the ability of the
technology in improving their life and work (Chen, 2011).
The second personality characteristics are innovativeness.
Generally, innovativeness is defined as a tendency to become a
technology discoverer or explorer regarding in adopting new
technology (Liljander et al., 2006). Innovativeness is a person’s
tendency to be a pioneer and a thought leader in the development
and use of services in the work context. In other words,
innovativeness is also referred to the willingness of an individual to
experiment with any new technologies released into the market (Lee
& Allaway, 2002; Liljander et al., 2006).
The third individual e-readiness factor is discomfort. Discomfort
can be described as an individual’s lack of control over technology
along with its services and a feeling of being overwhelmed with the
emergence of the new technology (Parasuraman, 2000; Walczuch et
al., 2007). Parasuraman (2000) also added that individuals who
experience discomfort with technology assume that technology
controls them and is not designed for the general public.
Insecurity is the last factor and is defined as a sense of suspicion
towards technology and its ability to function correctly (Lai, 2008).
Insecurity includes concern over the safety of their personal details,
distrust of services and its ability to work properly (Richey et al.,
2007; Vize et al., 2013). Insecurity in an online system gives rise to
the escaping of embracing new technology. This may be caused by
individuals’ scepticisms towards the emergence of new technologies
(Hashim, 2007). Therefore, this study will investigate on how the
personality characteristics or individual e-readiness towards the
adoption of Grab application and how the factors influence the
overall customer experience in term of customers’ satisfaction,
word-of-mouth and customers’ emotion which directly influence the
continuance of Grab application.

2.3. Customer Experience towards Mobile Application
The literature on customer experience has been established from
the fundamental knowledge concept on customer’s experience
involving of all signs and interaction between a customer and an
organisation, which indirectly contributes to a comprehensive
experience (Payne, Storbacka, & Frow, 2008; Homburg, Jozić, &
Kuehnl, 2015; McLean & Wilson, 2016). Customer experience is
defined holistically as the involvement of the customer’s cognitive,
affective, emotional, social and physical responses to any direct or
indirect contact with the retailer, with multiple contact points with
the brand or product over the entire customer journey (Bolton et al.,
2014; Meyer & Schwager, 2007). Another paper defined customer
experience as, ‘the internal and subjective response that customers
have to any direct or indirect contact with a company’ (Meyer &
Schwager, 2007). Meanwhile, the customer experience is also
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described as the participation of an individual’s perception, affective,
cognitive, relational and behavioural reactions towards any products
or services through their familiarity during the shopping journey
which includes pre-purchase, purchase and post-purchase where the
journey is assessed continuously based on response thresholds of
co-occurring experiences (Homburg et al., 2015). That is to say,
customer experience is influenced by two different elements which
include variables which the service provider can control (e.g. service
interface, atmosphere, assortment, price) and also external variables
such as the word-of-mouth from other customers or electronic
gadgets they use during a particular purchasing event (McCollKennedy et al., 2015). Since, customer experience is an important
driver of business success and competitive advantage (Lemon &
Verhoef, 2016), approximately 89% of the retailers who have
incorporated online purchasing to their business plan to compete
mainly on the basis of customer experience (Gartner, 2016). Due to
the overwhelming interest in targeting customer experience, customer
experience management has branched out into a distinct profession
requiring knowledgeable expertise in the field (Fatma, 2014).
Prior to online procurement and retailing, numerous studies have
been done on customer experience in offline retailing. However,
understanding of customer experience while utilising online or mobile
applications are still limited. Some empirical research only measured
customer satisfaction while evaluating the cognitive dimension of the
customer experience (Lemke, Clark, & Wilson, 2011). Whereas, some
others stated the importance of including customer emotions as a
variable while evaluating customer experience (e.g. Edvardsson, 2005;
Juttner et al., 2013; Verhoef, Kannan, & Inman, 2015; McLean &
Wilson, 2016). Customer satisfaction can be regarded as a
consumer's sense of the use of the product giving a decision to the
standard of excitement or displeasure (Olubusola, 2016). Several
studies confirmed that satisfaction, trust, re-visit intention, re-purchase
intention and loyalty are results of effective customer experience
(Verhoef et al., 2009; Shobeiri, Mazaheri, & Laroche, 2015).
Customer experience applies to any service delivery channel, for
example, in-store, online website or mobile application which can be
be divided into good, bad or indifferent. According to Berry,
Carbone, and Haeckel (2002), customer experiences certain emotions
when purchasing a product or procuring a service from a retailer.
Verhoef et al. (2009) and Shobeiri, Mazaheri, and Laroche (2015)
emphasizes that an effective customer experience can result in
increased re-visit intention. This is indicate that better customer
experience will lead to continuance of usage intention of that mobile
application.
Besides, customer experience also can be measured through
customers’ emotion which can be assumed as a comprehensive
process which integrates both cognitive and affective evaluations
indicating the prominent elements that influence a customer’s feeling
(Edvardsson, 2005; Schembri, 2006; Verhoef et al., 2009; McLean &
Osei-Frimpong, 2017). The customer experiences a range of emotions
when using the products or services they have procured (Mick &
Fournier, 1998) and also get emotional when handling technology
(Ferreira, Rocha, & Silva, 2014). Customer experience can be
distinguished from service quality based on the appreciation of
customer emotions within the experience (Edvardsson, 2005;
Schembri, 2006). Many researchers have explained customer emotions

through the application of psychology theories, such as adapting the
Pleasure, Arousal and Dominance (PAD) model (Mehrabian &
Russell, 1974), the Positive and Negative Affect Schedule (PANAS)
theory (Watson, Clark, & Tellegen, 1988) along with the differential
emotion theory (Izard, 1977) to aid in apprehending and evaluating
the customer experience.
Moreover, a previous work by Klaus and Maklan (2012) measured
customers’ service experience through word-of-mouth. Word-of-mouth
is described as a non-commercial vocal communication between a
receiving party and a communicator regarding a brand, product, or
service (Arndt, 1967). The link between service experience and
word-of-mouth had long been discussed (e.g. Pine & Gilmore, 1998;
Zeithaml, Berry, & Parasuraman, 1996; Samson, 2006; Khan, Gargb,
& Rahman, 2015). There is important to engage customer experience
via online rather offline (Bezos, 1999) because it promotes to the
positive online word of mouth which influence other consumers to
visit the website. Hereby, it also indicated the significance to study
the customer experience through word-of-mouth in the context of
mobile application. As mentioned above, this study described
customer experience using Grab application in the form of customer
satisfaction, customer emotion and word-of-mouth in order to provide
an opportunity for long term competitive advantage to the Grab
services. Customer experience is now an important step in supporting
organizational performance.

2.4. Continuance Usage Intention
Several studies debated on the concept of continued use intention
in the context of information systems (IS) (Bhattacherjee, 2001;
Hong, Thong, & Tam, 2006; Hong & Lee, 2005; Limayem, Hirt, &
Cheung, 2007). Nonetheless, it is lack of studies in the context of
mobile application. Initial adoption of the mobile application does
not promise continuity as customers could reconsider their early
judgement or experience based on their initial experience
(Bhattacherjee, 2001; Bhattacherjee & Premkumar, 2004). Even
though several researchers had studied the adoption of mobile
application specifically Grab application, there is still a lack of
studies on continuance intention. Since the global population had
understand and adopted new technologies, there is now important to
give research attention on the changing from adoption to continued
use. Mobile application are basically downloaded and stored on
users’ mobile devices and formerly less used. A survey by Perro
(2018) showed that less than 20% of users return to the application
within 30 days after their initial installation. Therefore, it is crucial
for researchers to understand and explore more on what the users
feel of their experience using the application which in turn
underlining the user's continued use of intention (Choi et al., 2018).
Continuance intention is rooted in the term of behavioural
intention which is deemed as a dependent variable in the Theory of
Reasoned Action, Theory of Planned Behaviour and Technology of
Acceptance Model. These theories discussed the antecedents of
intentional and conscious behaviour such as subjective norms,
attitude, perceived behavioural control, perceived usefulness and
perceived ease of use. However, another theory such Expectation
Confirmation Model focused on variables that affect continuance and
retention because the practicality and accomplishment of an
information system are influenced by continuous usage than a
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one-time usage (Bhattacherjee, 2001; Liao, Palvia, & Chen, 2009).
This model also explained the continuance intention to use
information system as to conform to customers’ demands which act
as a significant parameter affecting their continued used (Weng et
al., 2017). The Technology Continuance Theory combines satisfaction
and continuance intention into one continuance model (Weng et al.,
2017). This study seeks out the potential antecedents which are
customer experience in form of customer satisfaction, customer
emotion and word-of-mouth in influencing customers towards the
continuance usage intention of Grab application in Malaysia.

3. Hypothesis Development
Previous researchers confirmed that the adoption of a novel
technology based on technology readiness factors ultimately influence
continuance usage intention. For example, the study by Chen and
Chen (2009) and Chen, Jong, and Lai (2014) found that both
optimism and innovativeness significantly and positively influenced
the continuance intention of using technology. In contrast, discomfort
and insecurity did not significantly influence the continuance
intention of using technology. Another study by Chen (2013) and
Alghamdi et al. (2018) also highlighted that customers’ technology
readiness were key determinants of the continuous use of Internet
banking. Besides, Lin, Shih, and Sher (2007) established and
investigated an integrated Technology Readiness and Acceptance
Model (TRAM) which demonstrated that technology readiness is
significantly related to behavioural intention in the e-service context.
It can be assumed that technology readiness factors could become a
key significant construct influencing the continuance usage intention
of Grab application. Thus, it can be a hypothesised that:
H1: There is a significant relationship between technology
readiness and continuance usage intention of Grab application.
Recent studies have explored the relationship between technology
readiness factors and customer experience in the form of customer
satisfaction, customer emotion and word-of-mouth. Many studies
revealed that acceptance of application based on technology readiness
factors are dependent upon overall customer experience. Several
studies also confirmed that technology readiness factors had a direct
impact on customer satisfaction (e.g. Lin & Hsieh, 2007; Thong,
Hong, & Tam, 2006; Wang, So, & Sparks, 2017; Lee & Wu., 2011;
Hemdi, Rahman, & Hanafiah, 2016; Pham et al., 2018). However,
optimism and innovativeness were positively related to satisfaction
(Thong, Hong, & Tam, 2006; Lin & Hsieh, 2007), while the other
two factors, discomfort and insecurity result in customer
dissatisfaction (Lin & Hsieh, 2007; Lee & Wu., 2011). In addition,
some studies established the relationship between technology
readiness factors and customer emotion. The study by Ferreira,
Rocha, and Silva (2014) demonstrated that technology readiness
influences customers’ emotion in term of consumers' cognitive and
affective evaluations of new technologies. However, the impact of
technology readiness through affective assessments on high-tech
innovations was greater than that of cognitive evaluations (Ferreira,
Rocha, & Silva, 2014). Moreover, Mick and Fournier (1998)

emphasised the relationship between technology and customers
‘emotion, indicating some inconsistent responses when they have
encountered with the latest technologies. Some of customers showed
their interest with the novelty of the technology, while some feared
the inability to using the technology. Hence, the feeling and
judgement of customers in adopting a novel technology involves the
aspects of cognitive and affective nature (Kulviwat et al., 2007; Ko
et al., 2009; Oh et al., 2009; Lee, Ha, & Widdows, 2011;).
Although there is a lack of studies on technology readiness and
word-of-mouth, there are a few limited studies on the relationship
between technology readiness and electronic word-of-mouth in the
context of online environment (Chen, 2011; Tribowo et al., 2014).
According to Chen (2011), technology readiness was hypothesised to
be the antecedent of both satisfaction and electronic word-of-mouth,
which impact customers’ dependability towards online shopping.
Hence, based on their positive experience of using the technology,
customers tend to increase their intention to communicate their
opinion or review to the others through word-of-mouth. Therefore,
the technology readiness is based on multidimensional psychographic
constructs where the positive and negative technology experiences are
believed to improve the customers’ experience towards continuance
usage intention of Grab application. Thus, it can be a hypothesised
that:
H2: There is a significant relationship between technology readiness
and customer experience with the usage of Grab application.
Customers will continuously use a particular application if they
have had a good experience using it. Likewise, customers are also
driven to constantly use that application to improve their livelihood
(Bhattacherjee, 2001; Bhattacherjee & Premkumar, 2004). In the
context of this study, the overall customer experience towards
continuance usage intention of Grab application is comprised of
customer satisfaction, customer emotion and word-of-mouth. The
Expectation Confirmation Model explained that the continuance usage
intention of customers was influenced by their satisfaction of using
the information system (Weng et al., 2017). This is supported by
Oliver (1993) and Lee (2010), which stressed that customers’
satisfaction was an important driver that leading to the continuance
intention of the information system. As for the Grab application, the
customers’ satisfaction with the application may develop their
continuance intention to use it if they find it satisfactory. Previous
literature also found customer satisfaction determines customers’
attitudes and continuous behaviours (Gilani et al., 2017; Iranmanesh,
Zailani, & Nikbin, 2017). According to McLean, Al-Nabhani, and
Wilson (2018), the positive customer experience in the form of
positive customer emotion would lead to the frequent use of the
mobile application. Hence, it can be suggested that differential
customers’ emotion including cognitive and effective assessment will
act differently towards the continuance usage intention of Grab
application. Besides, Klaus and Maklan (2012) recommended the
word-of-mouth to measure the overall customer experience. Weng et
al. (2017) further highlighted that several customers decided to
continue using an application if it is also used and recommended by
their friends. Prior studies also highlighted several consequences from
a successful customer experience such as re-visit intention, loyalty
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and trust (Verhoef et al., 2009; Shobeiri et al., 2015). Thus, it can
be understood that the customers with good experience using an
application will be tempted to use it frequently. With that, the third
hypothesis was designed:
H3: There is a significant relationship between customers’ experience
and continuance usage intention of Grab application.
This study also proposed to investigate the mechanism where
customer experience mediates the relationship between technology
readiness factors and continuance usage intention of Grab application.
The mediator effects are particularly investigated to aid in an
intervention strategy. A mediator variable is a variable that provides
the reproductive mechanism where an independent variable is able to
affect a dependent variable of interest (Baron & Kenny, 1986). Thus,
a mediator is also considered as a third variable or construct which
mediates the other related variables (Hair et al., 2014; Preacher &
Hayes, 2008). By studying the mediator variables, this study will
find a clearer relationship between technology readiness factors and
continuance usage intention. The literature suggested that the
adoption of any novel technology based on technology readiness
factors ultimately influence continuance intention of using that
technology. However, a mediating variable is required to measure the
effects of technology readiness factors on the continuance intention.
In short, customers’ technology readiness influences overall
customers’ experience, which in turn influences continuance usage
intention of Grab application. The relatedness is identified as the
direct and indirect effects (Hair et al., 2014; Preacher & Hayes,
2008). Thus, it can be a hypothesised that:
H4: There is a mediating effect of customer experience on the
relationship between technology readiness factors and
continuance usage intention of Grab application.

4. Research Methodology
This study will conduct quantitative research design and perform
an online survey of the experience of Grab application users in
Malaysia. Online survey questionnaire is chosen in this study because
it offers many advantages to researcher include more reachable, more
accurate, convenience for respondents in this era of technology,
besides saving time and cost (Haba & Dastane, 2018). The target
population of this study is international and local customer in
Malaysia, who use Grab application in order to fulfil their
transportation needs. The sampling method to be used in this study
is the convenience sampling technique which is a non-probability
sampling method where the respondents are selected because of their
convenient accessibility and proximity to the researcher (Etikan et al.,
2016). This study will utilize the IBM SPSS statistics to analyze
descriptive statistics such as means and frequencies on the
preliminary data. This study also will use the partial least
square-structural equation modelling (PLE-SEM) using SmartPLS to
evaluate measurement model and structural model. This study will
conduct the two-step approach recommended by Anderson and
Gerbing (1988) and Chin (1998) to analyse and interpret the PLS
results with respect to the hypotheses: (1) assessment of reliability
and validity of the measurement (outer) model and (2) testing of the
structural (inner) model. In this study, the reliability analysis
comprises of both composite reliability and Cronbach's alpha
coefficients, while the validity analysis comprises of both convergent
validity and discriminant validity. The mediating analysis will be
assessed using the bootstrapping results (i.e., with 123 observations
per subsample, 5,000 subsamples, and no sign changes) to obtain the
direct and indirect path coefficients.

5. Conclusion
Based on the discussion above, this study developed a proposed
research model as presented in Figure 1 to examine the relationship
between technology readiness, customer experience and continuance
usage intention of Grab application. Technology readiness is
conceptualized as a four-dimensional construct as well as a
three-dimensional
construct
for
customer
experience
and
unidimensional for continuance usage intention. The four dimensions
for technology readiness are optimism, innovativeness, discomfort and
insecurity while three dimensions for customer experience are
customers’ satisfaction, customers’ emotion, and customers’
word-of-mouth.

Figure 1: Proposed Research Model.

The Grab application has generated dramatic changes in the
transportation services in Malaysia by providing better services, lower
fares and convenient rides to the community. However, there is still
a lack of information on customers’ experience including customers’
satisfaction, word-of-mouth and customers’ emotion towards the
mobile application itself. Probably due to its recent introduction in
Malaysia, the continuance usage intention of Grab application has
received less attention in previous studies. This study will investigate
on the technology readiness factors (optimism, innovativeness,
discomfort, and insecurity) which may have a direct effect on the
overall consumer experience measured by customers’ satisfaction,
customers’ emotion, and customers’ word-of-mouth. These readiness
factors on overall customer experience may influence the continuance
usage intention of Grab application in Malaysia. A conceptual model
has been proposed to examine the relationships between technology
readiness factors, customers’ experience and continuance usage
intention among customers which use Grab application in Malaysia.
Based on proposed model and a previous study, research hypotheses
are being developed. The next step of this study is to design a
questionnaire, which will be used for pilot study data collection
among Grab’s users in Malaysia. Hopefully in future research
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agenda, the findings of this study can benefited to deliver a strong
contribution to current academic knowledge related to the technology
readiness model with the integration of customer experience model.
In addition, this study is hoped to establish a conceptual
understanding of customer experience with the transportation service’s
mobile application. Consequently, based on the findings of this
study, transportation service providers such as Grab can further
improve their mobile application’s features in delivering their
e-services more efficiently and effectively.
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Sustainable Agriculture: Developing a Conceptual Model for Technology Transfer*
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Abstract
Agriculture is the world’s largest industry. It is not only crucial for the well-being of the world population but also for most citizens whose
prosperity is closely connected with the level of development in the agriculture industry. However, agriculture often places significant pressure on
natural resources and the environment. According to the Food and Agriculture Organization, we pay an intolerable price in social and ecological
terms to provide food for 7.5 billion people in the world. To be sustainable, while increasing the productivity, agriculture needs to preserve the
environment and improve the social conditions of the population. The transfer of existing technology, for example, from developed countries, as
well as new technology from research and development centers, can help in achieving the right balance in essential dimensions for sustainable
agriculture. Building upon technology transfer models at the international level developed for the construction and the petroleum industries, we
propose first a set of factors. Then, for each factor, while scrutinizing other technology transfer models at the inter-firm level, relevant sub factors
were selected. The result is a conceptual model for technology transfer to be applied in the agriculture sector under a sustainable perspective.
Keywords: Technology Transfer, Agriculture, Sustainability, Channels, Performance.

1. Introduction
The agricultural sector has received far less attention in
comparison to the financial and manufacturing sectors despite its
critical role in securing food supply and the strong potential
contribution of IT in agriculture (Chiasson & Davidson, 2005). In
the long term, it is necessary to focus on agriculture to increase
productivity and achieve high profits while preserving the
environment and improving the social conditions of a population that
keeps growing. We need a sustainable agriculture.

1.1. Sustainable Agriculture
The concept of sustainable development emerged in the 1980s. In
a 1987 report, known as the Bruntland report, the World
Commission on Environment and Development defined sustainable
development as a process of change in which the exploitation of
resources,the direction of investments, the orientation of technological
development, and institutional change are all in harmony and
enhance both current and future potential to meet human needs and
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aspirations. In essence, sustainable development is development that
meets the needs of the present without compromising the ability of
future generations to meet their own needs. Agriculture should play
an important role in sustainable development.
Sustainable agriculture has been defined as a sustainable farming
system in which economic, social and ecological aspects are
counterbalanced (Rose et al., 2019). Considering those aspects,
sustainable agriculture should also promote the resilience and
persistence of productive farming landscapes (Garibaldi et al., 2017).
On the economic aspects, change in overall production and
stability of production have been the indicators used for economic
sustainability. However, research findings in the agricultural
community explain the need to balance labor productivity with social
and environmental impacts (Patidar, Kumhar, Mhaske, & Jat, 2018).
On the social aspects, a stable social system is largely based on
the proper relationship between individuals and collectives.
Individuals demand the satisfaction of requirements as health, safety
and legality. An agricultural social system is sustainable when
institutional settings allow all concerned individuals to either satisfy
or improve the satisfaction of all of their physiological, security,
social, esteem, and self-actualization needs while actors and
institutions continuously recreate a system that allows future
generations to do the same (Janker, Mann, & Rist, 2019).
On the environmental or ecological aspects, environment has to be
addressed as a set of natural capital assets (air quality, biodiversity,
etc.) particularly assuring an efficient use of non-renewal resources
while integrating appropriate natural biological cycles and controls.
Conservation efforts should reflect the efficient and sustainable
allocation of environmental assets(Aldy, Hrubovcak, & Vasavada, 1998).
As stated in by the European Sustainable Development Initiative
in Agriculture (EISA), we need an efficient, productive,
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environmentally friendly and socially responsible agriculture.
The capacity of the agricultural sector to meet economic, social
and environmental demands partially depends on the availability and
adoption of technology. We should support research and development
in sustainable technologies as well as facilitate technology transfer
while providing incentives to encourage adoption of technology in
the agricultural sector (Aldy et al., 1998).

1.2. Technology Transfer
Technology transfer is a complex process consisting of several
elements, mechanisms and stages. The concept of the transfer of
technology was used for the first time in the 1940s. Formal research
in the field of technology transfer began with a study of technology
conducted by European sociologists (Rogers, 2003).
Transfer technology can be conceptualized as a communication
process where gaps between foreign and local environments will
affect the efficiency of inter-firm communication and the overall
effectiveness of the transfer technology process (Williams and
Gibson, 1990). It is a movement of know-how and technical
knowledge from one organizational setting to another allowing for
knowledge sharing (Wang, Wang, & Liang, 2014). The effective use
and distribution of know-how is the basis for the transfer of
technology that occurs in accordance to local conditions (Kaynak,
1985). It can involve moving a technological innovation from an
R&D organization to a receptor organization (Rogers, 2003).
Overall, transfer technology is a complex process involving the
movement of technologies, knowledge, innovative services and
products at several levels: intra-firm level (within organizations,
between departments); inter-firm level (within countries, between
organizations); and international level (between countries).

2. Overview of a Selection of Technology Transfer
Models
For the several levels at which the transfer technology can take
place, we can find illustrating models in the literature. A model for
intra-firm technology transfer has been proposed having as an
example a British cable manufacturer (Malik, 2002).Typical problems
have been found showing business units not interested in R&D
developments. This could be due to cost factors or poor
communication between technology senders and receivers, or as a
result of the ‘not invented here syndrome’and problems simply
arising from lack of resources. An investigation into why intra-firm
knowledge transfers can be so difficult points to issues such as: lack
of motivation; lack of absorptive capacity; lack of retentive capacity
of recipients; formalized structures and systems; lack of numerous
individual exchanges; and an arduous (i.e., laborious and distant)
relationship between the transfer partners (Szulanski, 1996).
For the inter-firm level technology, one of the most cited models
is the contingent effectiveness model of technology transfer
(Bozeman, 2000), recently updated (Bozeman, Rimes, & Youtie,
2015). In this model, five categories of technology transfer
effectiveness determinants are considered: transfer agent, transfer
media, transfer object, demand environment and transfer recipient. To

deal with these parties with multiple goals, the effectiveness of the
process is considered in terms of multiple criteria: out-the-door (was
anything transferred?), market impact, economic development, political
advantage, development of scientific and technical human capital,
opportunity cost considerations and public value.
At the inter-firm level, circumscribed to a particular industry, the
information technology industry, another study investigates 62 Korean
firms involved in technology transfer for IT equipment to find the
factors affecting on-time completion of technology transfer. Unlike
the other studies, this one examines the stages of the processof
technology transfer to determine which factors act as barriers to the
timely completion of technology transfer for suppliers and buyers in
accordance with technology transfer agreements(Lee, Kim, Kim, Kim,
& Ahn, 2018).
For international technology transfer, literature provides studies on
some industries but not the agriculture one. A first study involves
201 petroleum industry professionals in Libya to evaluate the
technology transfer performance in a model that includes support,
infrastructure, learning capability and environment. Government
support of petroleum industry technology has been identified as an
important consideration in the success of a technology transfer
process as it has an impact on several other influential factors
(Mohamed, Sapuan, Megat Ahmad, Hamouda, & Hang Tuah Bin
Baharudin, 2012).
A second study involves 162 construction industry professionals in
Thailand to evaluate the transfer technology value added in a model
that includes transfer and learning environments, and transferor and
transferee
characteristics.
Building
relationships
(i.e.
trust,
understanding and communication) between the transferor and
transferee was determined to be the key predictor of technology
transfer-induced value creation for the construction sector (Waroonkun
& Stewart, 2008).

3. Developing a Conceptual Model to Technology
Transfer

Figure 1: Conceptual model for technology transfer in sustainable
agriculture industry
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Having studied the aforementioned models, we have a proposal
for modeling technology transfer in the agriculture sector under the
perspective of sustainable development (Fig.1.).
Not only there is a lack of proper attention to the process of
technology transfer in the agriculture sector, but also that process has
to be considered under a sustainable perspective. This means that the
outcome of the process, designated as performance or value added,
has to consider sustainability.
For our proposal, we built upon the models for international
technology transfer mentioned in the previous section, one in the
construction industry and the other in the petroleum industry. We
kept technology transfer performance for the outcome of the process,
and technology transfer support as an antecedent, both from the
model for technology transfer in the Libyan petroleum industry
(Mohamed et al., 2012). Transferor and transferee characteristics were
borrowed from the model for international technology transfer in
construction industry (Waroonkun et al., 2008).We added a new
factor, technology transfer channels, somehow related to transfer
media as presented in the contingent effectiveness model of
technology transfer (Bozeman et al., 2015). For each one ofthe
factors, we evaluated the existing set of sub factors, keeping,
removing and adding them according to their importance for
sustainable development, namely, in the agricultural sector.

process, both transferor and transferee should possess good
communication skills. In addition, the degree of experience for both
transferor and transferee in participating and fostering partnerships,
namely, at the international level, would very important (Lin &
Berg, 2001).

3.1. Technology Transfer Performance

Technology Transfer Channels should cover the most important
channels through which a technology developed in one location,
namely, a developed country, can be transferred to another location,
a developing country. Unlike other models for international
technology transfer (Mohamed et al., 2012; Waroonkun et al., 2008),
our model proposes the channels as a key ingredient for the success
of international technology transfer, somehow close to transfer media
between the transfer agent and the transfer recipient in the contingent
effectiveness model of technology transfer (Bozeman et al., 2015).
Foreign Direct Investment (FDI) and international trade can be
among the most important of those channels (Kneller, Pantea, &
Upward, 2009; Wie, 2005). Licensing technology can be also a
major channel, especially when the licensor intends to prevent the
licensee of becoming a competitor in the future and want to be in
control of the technology transfer. It can be also a way of
developing the technology in a foreign market before moving to FDI
(Raj, n.d.). A more balanced channel for both the transferor and
transferee than licensing technology can be joint ventures and
strategic alliances, legal partnerships at the international level, that
allow the transferor to better deal with regulatory, cultural, or other
complexities when entering foreign markets (Jiang, Keller, Qiu, &
Ridley, 2018).

Instead of just focusing on economic performance as shown in
the model for petroleum industry, we add the social and
environmental dimensions. The assessment of a country performance
cannot be limited to a single dimension, either economic or
non-economic (Cracolici, Cuffaro, & Nijkamp, 2010). For sustainable
development in agriculture, the three dimensions have to be
considered simultaneously. Therefore, economic, social and
environmental performances have to be assessed as a result of
technology transfer for sustainable agriculture.

3.2. Transferor and Transferee Characteristics
Transferor and Transferee Characteristics are two factors borrowed
from the Conceptual Model for International Technology Transfer in
Construction Projects (Waroonkun et al., 2008). They are similar to
what had alreadybeen proposed, respectively, as Transfer Agent and
Transfer Recipient in the Contingent Effectiveness Model of
Technology Transfer (Bozeman, 2000; Bozeman et al., 2015). As a
shared responsibility between the transferor and the transferee
(Waroonkun, Rodney, Stewart, Waroonkun, & Stewart, 2008),
technology transfer requires from them a "knowledge base" and
"resources", both to support the implementation by the transferor and
adoption and acceptance of technology by the transferee. On the side
of the transferor, we need to assure the "willingness to implement"
while on the side of the transferee, we need to assure the
"willingness to learn"on how to take advantage of the technology
(Waroonkun et al., 2008). One factor that is very important is
communication skills since the transfer technology process should be
conceptualized as a communication process. Therefore, to avoid gaps
of understanding that may affect the overall effectiveness of the

3.4. Technology Transfer Support
Technology Transfer Support is a borrowed construct from the
Conceptual Model for Technology Transfer in the Libyan oil industry
(Mohamed et al., 2012). It is a factor that addresses, in particularly,
the government support quite important to encourage the international
transfer of technology with adequate policies (Hoekman, Maskus, &
Saggi, 2005). This type of support has also been covered through
factors designated as "transfer environment" in the conceptual Model
for International Transfer Technology in construction Projects
(Waroonkun etal., 2008). Among other factors affecting on-time
completion of technology transfer, technical support and financial
support have been pointed out, required to facilitate the adoption of
what is usually presents a high level of complexity for the
transferees (Lee et al., 2018).

3.5. Technology Transfer Channels

4. Conclusion
The new, 17 Sustainable Development Goals (SDGs), unanimously
approved by more than 190 world leaders in the United Nations
Assembly, in 2015, for the year 2030, are supposed to drive
policymaking on both the national and local scale towards
sustainability in the coming years. To achieve the SDGs, agriculture
needs to be transformed under an integrated approach to
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sustainability. To achieve it at an international, global level,
technology transfer from developed to emerging and developing
economies can play a significant role as enabler and accelerator of a
desired convergence.
The proposed model for international technology transfer moves
away from the focus on profitability, financial performance, usually
used to assess the result oftechnology transfer, to include other
dimensions, the environmental and social ones. Considering only
financial performance can lead to the deterioration of the
environment as well of the living conditions of the world population.
Therefore, a successful technology transfer should balance economic,
environmental and social performances. Building upon technology
transfer models at the international level developed for the
construction and the petroleum industries, antecedents such as
technology transfer support, transferor and transferee characteristics
were borrowed, but we included transfer technology channels as
another key factor. As a research in progress, we will now work on
the operationalization of the model so it can be applied for
sustainable development, namely, in the agriculture industry.
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Abstract
This paper investigates the effect of gender leadership with political connection on CSR performance using annual data of Chinese firms who
listed in China A-share stock market and had CSR rating assessed by Rankins from 2009 to 2015. In addition, we also examine whether the
foregoing question is under the influence of particular ownership structure in China. Our empirical results suggest that female chairman or CEO
would not perform well in CSR activities, while leader’s political capital acts an exacerbating force. Specifically, the negative and statistically
significant of interaction term female leadership with political capital is obviously identified for the Non-SOEs. The mandatory CSR reporting
would not encourage firms to make more effort on CSR activities to the purpose on generating positive social externalities, while the advantages
of CSR rating in firms are not obviously experience to coordinate the conflict of interest between stakeholders.
Keywords: Knowledge Innovation, R&D Capital Stock, Performance Evaluation, Provincial Administration Region, China.

1. Introduction
For the political intention of governments, one of the long-term
administrative management objectives is to maximize the growth
momentum of economic system. It is associated with the important
duty of government that is responsible for people's welfare.
Knowledge innovation and application, by researching and creating
newly practical idea on technological development, facilitates the
production and service activities changing inherent human experience
of that and is of great worth. As China’s economic plan from 2016
to 2020 is carefully outlined in the 13th Five-year Plan, awareness
of knowledge innovation application is also embedded in it.
Following the guidelines of the 13th Five-year Plan and Made in
China 2025 of the central government, each provincial administration
regions has schemes to encourage industry, institute, and university
to do knowledge innovation activities, in order to form intellect
properties and accumulate intelligence capital.
Today, Knowledge innovation play a key role in the business
environment with highly competitive, and, as in worldwide, is
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allowed to estimate the extent of the national power. At the same
time, the China government needs to be aware of the potential threat
of aboard, such as the China-United States trade war, as its business
activities are more closely tied to worldwide. Intellect property is
used to become the best and powerful weapon they have. Hence,
based on its critical role in the economic system, researchers have
been trying to measure the innovative performance of national or
regional hierarchy (e.g., Lu, Kewh, & Huang, 2014; Li, Liu, Liu, &
Chiu, 2017).
Performance evaluation is a powerful managerial instrument to
identify who is the relatively best or worse performer within all
selected observations and where is the inefficient source arisen from
the specific evaluation framework. Data envelopment analysis (DEA)
is one of the famous methodologies applied in performance
evaluation (Lin, Chiu, 2018). It has already developed several
variations of that based on mathematic programming to model a
simple or complex framework and obtain practical instructions in
response to what the need to be decision-making of modern
management environment. A slacks-based measure approach of DEA
was firstly proposed by Tone (2001) to introduce a crucial parameter
as slacks that measures the difference of specific variables between
an efficient and an inefficient in their mathematic programming.
After that they continued to extend their concept in processing a
problem of performance evaluation with great complexity. Tone and
Tsutsui (2010), for example, incorporated the setting of time frame
into their SBM approach not only to generalize its evaluation ability
from specific time period (i.e. static analysis) to the whole evaluation
period (i.e. dynamic series analysis), but also assign some particular
characteristic on variables such as discretionary, discretionary,
desirable and undesirable. To explore the effect of innovation activity
aggressively driven by China government is the main purpose of this
paper and we, therefore, used dynamic DEA with SBM approach to
estimate the efficiency of regional’s innovation system in China from
2010 to 2016.
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The remainder of this paper is structured as follows. Section 2
introduces the methodological application of dynamic DEA with
SBM approach. The research design of this paper is presented in
Section 3. Section 4 is the empirical results for the overall
knowledge innovation performance on national, area, and provincial
level in China from 2010 to 2016. Finally, section 5 offers
conclusions and policy discussions.

When a proposed knowledge innovation performance framework is
constructed and executed by the dynamic DEA with SBM approach,
the overall knowledge innovation performance score to each DMU
over the whole evaluation period can be obtained as  , which is
calculated the optimal solution from Eq.(1) with several limited Eq.
(2) to (8). If we would like to identify the specific term knowledge
innovation performance score to each DMU as  , it can be defined
as Eq. (9) as follow:

2. Methodology
Suppose there were provincial administration regions (DMUs)
in China selected in the sample set under an
evaluation period of  years     ⋯  . At each year, inputs
in the input matrix      ⋯  were invested to produce
outputs in the output matrix      ⋯  from innovation
activities of each DMU, where  represented the good (desirable)
output as expected. In addition, a carry-over variable,
     ⋯  , was used to connect the relation between two
consecutive years. The input-output relationship of each DMU was
denoted by (         ). The non-oriented overall knowledge
    ⋯ 

innovation performance score obtained from a dynamic SBM model
proposed by Tone and Tsutsui (2010) is defined by Eq. (1) as
follow:

subject to



where the vectors 
and 
are slacks parameters particularly

in SBM framework corresponded to the excess of inputs and bad

(undesirable) output, respectively, while 
denoted the shortage of
good (desirable) output. By design, when the DMU was efficient,  =


1, and 
, 
and of that were assigned to zero. For an
inefficient DMU,    , and it must look for improvement to reduce
the excess of inputs, adjust the carry-over variable under
discretionary instruction, and creative more output as they desired.
Furthermore, was a user-specified weight for term (   ), input
(  ) and output (   ), giving flexibility in dealing with the specific
contribution of term, input and output to managerial insight.
Therefore, all user-specific weight vectors are need to satisfy the
following conditions as Equation (8) as follow:

3. Research Design
3.1. Conceptual Framework of Knowledge Innovation
Performance Model
Innovation activity is commonly treated as a useful strategy to
strengthen or sustain extant competitive advantage and then obtain
economic outcome possible whatever a nation, a region or an
enterprise expect themselves developing for the better. Investigating
the effectiveness of innovation activity is important for
decision-maker to see whether they accomplish the purpose desired
and what they must decide to do next for significant improvement.
Furthermore, realizing the uncertainty of innovation activity, past
innovative input and experience will possibly contribute to the future
success. It is not surprising that a comprehensive performance
framework with taking into account multiple indicators and time
frame for evaluating innovation activity will answer they needs well.
Therefore, a knowledge innovation performance evaluation model
with dynamic structure is proposed in this paper to portray the
desired economic benefit originated from lots of created intelligent
properties and efforts into innovation activities. China declared the
project named Made in China 2025 to pose a revolution of industrial
industry based on involving in innovation activities. We develop an
interest in each provincial administration units that play a vital role
of social-political pyramid in China and grow their policy on
innovation activities, which were also selected to be an empirical
sample in literatures (Chen, Kou, & Fu, 2018). Through the rated
score from the proposed knowledge innovation performance model,
we can identify certain provinces that perform very well and can be
seen as benchmark for the others.
As discussed above, the proposed performance evaluation model
of this paper is, given the importance of innovation activities, to
demonstrate how we can identify the knowledge innovation
performance of DMUs. The knowledge production function (KRF)
proposed by Griliches (1979) is applied to introduce the input-output
relationship of innovation activities in the spirit of production
perspective, which inspires us to develop the suitable performance
model to estimate the knowledge innovation performance on
provincial administration regions in China. In the basic innovation
process, the full-time research and development employee work for
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specific firm that is located in specific provincial administration
region and have the fund (i.e. R&D expenditure) to create newly
technological innovation output as intelligent assets (i.e. patent). The
provincial administration region will eventually gain (i.e. regional
gross product) from the innovation activity it encouraged. According
to the statement by Griliches (1979) and Chen et al. (2018), past
R&D experience and expenditure will also be a great benefit to the
novel development of technology for the production of new products
or service applications. The R&D capital stock is evaluated by the
concept of capitalization, which is accumulated by the annual R&D
expenditure of each provincial administration region and has an ideal
setting for its amortization by possible economic life. In summary,
the R&D capital stock is not the precise output of the knowledge
production as innovation activities, but it is still to play a significant
linkage function between two consecutive yearly knowledge creation
process. The conceptual framework of the proposed knowledge
innovation performance evaluation model is shown in Fig. 1.
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4. Empirical Results
4.1. Sample and Description
The basic requirement of DEA framework to sample selection is
to guarantee the homogeneity of the evaluated DMUs. We developed
an interest in the effectiveness of knowledge innovation activities in
China, who moved into the second position as a source of
international patent applications behind the united states from the
statistics of world intellectual property organization (WIPO), and
selected the provincial administration regions as homogenous DMUs
to estimate their knowledge innovation performance from 2010 to
2016. The data on full-time R&D employee and R&D expenditure
are collected from the China statistics yearbook on high technology
industry, the data on R&D capital stock is calculated from the
instruction proposed by Chen et al. (2018) as Eq. (10) to (12) as
follow.

Figure 1: Knowledge innovation performance evaluation model.

where  is the calculated R&D capital stock in the specific  th

3.2. Variables Selection

year.     is the gross R&D expenditure in the (  -1)th year, and

In the proposed model as shown in Fig. 1, knowledge innovation
performance reflects when economic outcome is one of the important
political objectives in a given region, involving the regional gross
product and the volume of granted invention patent, which were
treated as the outputs of knowledge innovation process. Full-time
R&D employee and annual R&D expenditure were treated as two
inputs. R&D capital stock was a carry-over variable to link the two
consecutive periods for showing that the cumulative effect is the
unique characteristic of knowledge innovation process. The definition
of variables selection for the knowledge innovation performance
model is summarized in Table 1.
Table 1: Definitions of the input and output variables
Variables

Name

Description

Measurement unit

R&D employee

Average full-time R&D
employed in a specific
year

Thousands people

R&D
expenditure

Amount of R&D
expenditure in a specific
year

Hundred million
RMB dollars

R&D capital

Amortization cost of
R&D capital stock

Hundred million
RMB dollars

Input

Carry-over

Output

Regional gross Amount of regional GDP
product
in a specific year
Patent

Amount of granted
invention patent

Hundred million
RMB dollars
Granted case

the is the depreciation rate. The R&D capital stock in the period
is a weighted sum of the R&D investment in the past, which is
obtained from Eq. (11),  is the growth rate measured from the
R&D expenditure during the evaluation period.
Due to the evaluation period from 2010 to 2016, we should to
estimate the R&D capital stock from 2009 to fed into the propose
model as  , which is estimated by Eq. (12). We chose the
depreciation rate is 10%. The data on regional gross product (RGP)
and invention patent are obtained from the China statistics yearbook.
There are 31 provincial administration regions in mainland China,
and Taiwan, Hong Kong, and Macau are excluded in the sample we
proposed. In addition, Tibet is also excluded because the
completeness of data for all key variables employed is another
filtering criterion to be executed. Therefore, our final sample consist
of 30 regional administration regions as DMUs.
Based on the summary of descriptive statistics in Table 2, the
average of all variables increased from 2010 to 2016. The standard
deviation of all variables increased, which show that the gap of
knowledge innovation activities and economic outcome among
regions in China are gradually widened. There is particularly
noteworthy in the deference between the maximum R&D expenditure
from 2010 to 2016.
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Table 2: Descriptive statistics
Year
2010

2016

RGP
Min.
Max.
Mean
Std.
Min.
Max.
Mean
Std.

507
46013
14098.06
11401.29
606
53210
16820.71
13216.28

Invention R&D capital
R&D
R&D
Patent
stock
expenditure employee
16
14
16
378
13691
5137
5025
228907
2381.29
1318.19
1337.42 46670.71
3325.41
1326.5
1329.82 58730.53
27
16
16
22
18242
5025
5004
346260
3413.68
1337.42
1431.48 62550.84
4582.39
1329.82
1400.84 82698.78

4.2. Regional’s Knowledge Innovation Performance
As demonstrated in Table 3, the knowledge innovation
performance evaluated by the proposed dynamic DEA with SBM
approach for all 30 provincial administration regions in China during
the period 2010-2016. The average performance score for the overall
knowledge innovation is 0.781, with a range from 0.350 to 1.000.
Generally speaking, a stable variation of the average knowledge
innovation performance over the whole period around 0.800 seems to
decision-maker an information that there is still considerable room
for improvement. What they should concern the way to deal with
this situation is to enhance the quality of knowledge innovation as
invention patent that will be great benefit. Table 3 also indicates that
all DMus are comparable in the overall knowledge innovation
performance score, while three of thirty provincial regions,
Guangdong, Beijing, and Hainan, are estimated as efficient (e.g.
score equal to 1) and seven of thirty provincial regions are almost
reaching as well (e.g. rank 4 to 10). In contrast, thirteen provincial
regions have relatively worse performances below the mean. Ningxia
is inefficient with the overall knowledge innovation performance
score at 0.350, which means it should pay more attention on these
important issue of knowledge innovation and make a lot of effort on
their policy direction to build up a suitable environment for
knowledge incubation.
Table 3: Comparisons of knowledge innovation performances from 2010 to
2016
Province
Guangdong
Beijing
Hainan
Xinjiang
Sichuan
Jiangsu
Shandong
Hebei
Neimonggol
Henan
Liaoning
Zhejiang
Guangxi
Yunnan
Hunan
Guizhou
Heilongjiang
Shanghai
Anhui
Hubei

knowledge innovation performance
Score Rank 2010 2011 2012 2013 2014 2015 2016
1.000
1 1.000 1.000 1.000 1.000 1.000 1.000 1.000
1.000
1 1.000 1.000 1.000 1.000 1.000 1.000 1.000
1.000
1 1.000 1.000 1.000 1.000 1.000 1.000 1.000
0.999
4 0.999 0.999 1.000 1.000 1.000 1.000 1.000
0.999
4 0.999 0.999 1.000 1.000 1.000 1.000 1.000
0.999
6 0.999 0.999 0.999 0.999 0.999 1.000 1.000
0.999
6 0.999 0.999 0.999 0.999 0.999 1.000 0.999
0.999
8 1.000 1.000 0.999 0.999 0.999 0.999 0.999
0.999
8 0.999 0.999 0.999 0.999 0.999 0.999 0.999
0.999 10 0.999 0.999 0.999 0.999 0.999 0.999 0.999
0.943 11 0.808 0.840 0.999 0.999 0.999 1.000 0.999
0.908 12 0.804 0.854 0.872 0.840 1.000 1.000 1.000
0.897 13 0.833 0.741 0.789 1.000 1.000 1.000 1.000
0.873 14 1.000 1.000 1.000 1.000 1.000 0.686 0.573
0.863 15 0.975 0.851 0.804 0.905 0.877 0.852 0.787
0.858 16 0.738 0.745 0.791 1.000 1.000 0.781 0.957
0.750 17 0.795 0.837 0.917 0.753 0.724 0.643 0.622
0.743 18 0.940 0.787 0.780 0.716 0.694 0.638 0.649
0.717 19 0.595 0.613 0.603 0.663 0.656 1.000 1.000
0.685 20 0.705 0.658 0.689 0.678 0.681 0.691 0.690

Jilin
Shaanxi
Fujian
Chongqing
Shanxi
Gansu
Jiangxi
Qinghai
Tianjin
Ningxia
Average

0.667
0.665
0.633
0.569
0.513
0.500
0.472
0.447
0.381
0.350
0.781

21
22
23
24
25
26
27
28
29
30

0.779
0.649
0.699
0.615
0.530
0.410
0.461
0.226
0.538
0.214
0.777

0.853
0.750
0.602
0.695
0.607
0.558
0.589
0.312
0.455
0.288
0.788

0.789
0.764
0.645
0.679
0.580
0.552
0.624
0.454
0.439
0.353
0.804

0.755
0.709
0.627
0.628
0.500
0.546
0.556
0.390
0.397
0.363
0.801

0.658
0.712
0.601
0.550
0.510
0.534
0.504
0.561
0.356
0.481
0.803

0.525
0.570
0.606
0.438
0.491
0.478
0.365
0.999
0.272
0.486
0.784

0.496
0.541
0.648
0.417
0.436
0.435
0.319
0.746
0.272
0.469
0.768

Based on the instruction of area classification from Zhang, Luo,
and Chiu (2019), we allocate all 30 provincial administration regions
(DMUs) into three areas respectively: the east, the central, and the
west. Which region belong to the east, the central or the west, as
shown in Table 4. Table 4 reports that the east do better than other
areas in the knowledge innovation activities from 2010 to 2016, with
the overall knowledge innovation performance score at 0.873.
Guangdong, Beijing, and Hainan are only three efficient regions,
which all are to be located at the east area. Obviously, the situation
of area difference on the knowledge innovation activities in China
attract my notice, but it is not surprising that talent, high-tech
enterprise, and economic activities are centralized in the east area.
Table 4: Comparisons of the overall knowledge innovation performances
by area
knowledge innovation performance
Area
Province
Score
Rank
East
Guangdong
1
1
Beijing
1
1
Hainan
1
1
Shandong
0.999
6
Jiangsu
0.999
6
Hebei
0.999
8
Liaoning
0.943
11
Zhejiang
0.908
12
Shanghai
0.743
18
Fujian
0.633
23
Tianjin
0.381
29
East (Mean)
0.873
Central
Henan
0.999
10
Hunan
0.863
15
Heilongjiang
0.750
17
Anhui
0.717
19
Hubei
0.685
20
Jilin
0.667
21
Shanxi
0.513
25
Jiangxi
0.472
27
Central (Mean)
0.708
West
Xinjiang
0.999
4
Sichuan
0.999
4
Neimonggol
0.999
8
Guangxi
0.897
13
Yunnan
0.873
14
Guizhu
0.858
16
Shaanxi
0.665
22
Chongqing
0.569
24
Gansu
0.500
26
Qinghai
0.447
28
Ningxia
0.350
30
West (Mean)
0.742
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5. Conclusion
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Abstract
The object of the research – economy of the countries of the Eurasian Space. In this study we propose a methodology for assessing the
level of knowledge driven economy, which will allow us to consider different sections and components of the knowledge-based economy. This
methodology is not intended to provide a comprehensive analysis of the knowledge-based economy. It is aimed to provide understanding of the
relationship of the main components of a knowledge-based economy for economic policy of Kazakhstan. The following approaches are proposed.
The first approach is measurement of the level of science intensity of GDP based on the share of R&D expenditure to GDP. The second
approach is estimation of the share of high - and medium-technology industries in GDP. The third approach – assessment of the share of
high-tech services in GDP. The fourth approach is the valuation of intangible assets in the structure of national wealth. The fifth approach is
the assessment of human resources employed in knowledge-intensive industries and enterprises. In this study, the evaluation produced three main
approaches.
Keywords: Science Intensive, Knowledge Economy, High Technology.

1. Introduction.
On the territory of the CIS (Commonwealth of Independent
States) the concept of creation of the general scientific and
technological space was adopted in the second half of the 1990th
years. The formation of the EEU (hereinafter – Eurasian Economic
Union) allows to carry out these processes more intensively within
integration union. An important component of these processes are
formation of scientific, technological and digital space. Still, the
question of asymmetry and opportunities of the countries of EEU in
the field of technological development, formation of the
knowledge-intensive economy, new technologies and high-tech
industries is relevant. Despite the understanding of importance of
formation of new technological capabilities as bases of dynamic and
steady growth in the countries of the region changes are not so
obvious.

2. Literature review.
In the early nineties OECD created new taxonomy of industries,
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** School of International and Public Affairs, Shanghai Jiao Tong
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proceeding from the relation of costs of research and development
that led to distribution of the concepts “R&D Intensity”
(Galindo-Rueda & Verger, 2016). The OECD defines “knowledge
economy” as economy that is directly based on production,
distribution and use of knowledge, and information that is expressed
in growth of hi-tech investments and the industries, highly skilled
labor and increase in labor productivity. The OECD focuses attention
on measurement of stocks, streams, results of knowledge (OECD,
1996). The World Bank Group in 2004 developed methodology of
assessment of economy of knowledge (Chen & Dahlman, 2006). The
European Commission offered the Indicators of economy of
knowledge (Arundel, Hansen, & Kanerva, 2008), reflecting drivers,
results and globalization of knowledge.

3. Methodology
For comparison purposes the technological capacity of the EEU
countries we allocated groups of the factors defining formation of
the knowledge-intensive economy: sociocultural factors, human factor,
structural factors. Sociocultural factors define the general cultural
background of development of science, education, understanding of
generality of scientific knowledge, and a role of science in formation
of social and humanitarian values. The human factor remains the
creator and the carrier of technological knowledge and technological
culture. Structural factors are seen in complication and change of
structure of economy. The most distinguished from types of
economic activity are productions and services which development
crucially depends on intensity of knowledge use. These are so-called
knowledge-intensive productions and services.
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For assessment of intensity of formation of knowledge-intensive
industries the composite indicator of intensity of industrialization
(UNIDO, 2017), (equation 1) is used.
  
  


(1)

Iii - Composite indicator of industrialization intensity
M - Manufacturing, value added (% of GDP);
Mmh - Medium and high-tech Industry (including construction),
(% manufacturing value added).
The quantitative assessment on indicators is carried out in the
article: costs of R&D, structure of the industry, production and
export of hi-tech productions.

4. Results and Discussion
In the EEU countries for more than two decades the improving
competitiveness, technological level, and diversification of economy is
one of the important tasks. However the steady basis for such
growth for last period has not been created. The structure of
economies of the countries of EEU has worsened. The new
industries which could provide steady economic dynamics in
manufacturing industry have not been created. The share of the
industries of production and primary processing of natural raw
materials increased in Russia and Kazakhstan. There were no
significant progressive shifts, and, on the contrary, trends of an
arkhaization of structure of the industry accrued more and more. As
a result, for example, at Kazakhstan Economic Complexity Index
decreased from 0.39 (1995) to one-0.59 (2016). (Harvard University,
2018)
In knowledge economy efforts on creation of new knowledge, in
particular, R&D are important. Along with reduction of a share of
the industries of consumers of scientific and technical innovations
there was a considerable reduction of scientific capacity of the
countries, decrease in prestige of scientific and technical activity,
absolute reduction of costs for R&D.
So, in three countries of EEU - Belarus, Kazakhstan and
Kyrgyzstan – the level of expenses on R&D was cut by half. The

leading positions are taken by Russia, however considerable
improvement in dynamics of scientific capacity of this country did
not happen (fig. 1).
To compare, according to National scientific fund of the USA in
20 years (1991-2011) 2 countries – China and South Korea had the
highest growth of financing of R&D. During this period the share of
costs of R&D to GDP increased in China by 2.5 times (from 0.73%
to 1.84% to GDP), in South Korea by 2.2 times (from 1.8% to
4.03% to GDP). At the same time absolute costs of R&D in China
increased by 27 times, in South Korea by 8 times. (NSF, 2014).
Compression of science negatively affected human resources of
science sphere. So, in Belarus number of people occupied in R&D
reduced from 32926 to 26483 during 2000-2017. (Belstat, 2019). In
Kazakhstan during the same period though there was a growth from
14756 to 22387 people, however during 1990 - 2000 number of
people occupied in science reduced by 3 times. In Russia, the
number of R&D employed people was 707,887 by 2017. Since
1995, Russia's scientific personnel has declined by more than 350
thousand people. In general, in the EEU countries, the loss of
science staff made in total more than 500 thousand people. This
represents a huge loss of knowledge-intensive jobs and the potential
for creating new knowledge.
Source of large-scale growth of innovations and employment is
traditionally manufacturing industry. The expansion of the service
sector, information technologies in the world objectively leads to a
need for adaptation and the subject environment, creation new
technics al and tools. Certainly, the main role belongs to
manufacturing industry.
So, in OECD countries the demand for R&D is mainly supported
by branches of manufacturing industry. The manufacturing industry is
a sector with a high level of R&D intensity. In the agricultural
sector, the mining industry and services, the intensity of R & D
expenditures is noticeably lower.
In Kazakhstan, the average level of intensity of expenditures on
R&D of the manufacturing industry is 0.28%. The highest indicator
among the industries of Kazakhstan is in the chemical industry 1.16%. The majority of industries in terms of the cost of R&D are
at the level of low-tech.

Source : World Development Indicators
Figure 1: Research and development expenditure (% of GDP)
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The manufacturing industry accounts for 15.7% of global GDP.
Industrialized countries of Asia and Latin America have a high share
of the manufacturing industry. The level of manufacturing industry is
traditionally high in the most developed countries – Germany and
Japan.
Extremely important is the role of manufacturing in world trade.
In global exports, its share reaches 70%.
In the EEU countries, except Belarus, the share of the
manufacturing industry in GDP below the world average – no more
than 15%; in Kazakhstan and Russia it is barely more than 11%.
(tab. 1). The share of high-tech Industry in the structure of GDP
and exports of goods is also extremely low.
The service sector in Kazakhstan has exceeded the amount of
GVA of mining and manufacturing industries, which allows us to
talk about the economy of Qazaqstan, as an economy of growing
services and de-industrialization of the economy. (UNIDO, 2017).
The narrowing of the scale of the manufacturing industry and its
predominantly low technological level does not allow Qazaqstan to
maintain sufficient economic growth rates for long periods of time.
The relatively high share of high technologies in the export of the
manufacturing industry products characterizes the fact that Kazakhstan
has relative advantages over a limited range of products. Exports of
the manufacturing industry decreased from 38% (1995) to 16%
(2017), and imports amounted to 77.9%. Traditional manufacturing
industries are extremely underdeveloped. For most items of consumer
goods, engineering products, electronics, Kazakhstan is highly
dependent on imports.
Opportunities for accelerated growth in the industrial sector of
Kazakhstan relate to the dynamics of urbanization and the mobility
of human capital. Currently, the share of the urban population in
Kazakhstan is about 55%, which, by world standards, is a relatively
low. The advantage of Kazakhstan in this regard is the presence of
a high level of able-bodied population (69%), which will continue in
the future according to UN forecasts. The low share of the
manufacturing industry, the high share of the rural and self-employed
people suggest a low quality of de-industrialization or its premature
nature. (UNIDO, 2017).

One of the main directions of development of new competitive
industries and attracting foreign investments in Kazakhstan is creation
of free economic zones (FEZ). However, the investment priorities of
the FEZ are dominated by industries of traditional specialization,
focused on the interests of the oil and gas sector, metallurgy, that is,
industries with a long life cycle, low technological dynamics.
Therefore, investments attracted in the FEZ do not have a strong
influence on the technological level of industry in Kazakhstan.
Low dynamics and technological level of manufacturing leads to
increased divergence of the EEU countries with the rest of the
world. If we consider the process of industrialization in the EEU,
then it proceeded most intensively in Belarus due to the increasing
role of more technologically complex industries. In Russia, these
processes are slower, in particular, 2 times than in China and South
Korea. The intensity of industrial processes in Qazaqstan has
practically not changed.

5. Conclusion
The EEU countries share a common past, similar problems.
Today, each of these countries is unable to compete in most
scientific and technological areas. There has been a decline in the
prestige of scientific work, aging of equipment, the immunity of
industries to the latest developments and technologies. In an effort to
stabilize national economies, improve the technical base, successfully
enter global markets, the EEU countries can become promising and
profitable partners implementing a coordinated long-term science and
technology policy that will enable them to participate in multilateral
forms of scientific and technical cooperation.
For successful modernization of the manufacturing industry, the
EEU countries should consider the possibility of exporting products
by embedding them in international technological and trade chains;
import the most advanced technologies, using foreign investments,
technological cooperation with more developed partners. Important
areas here can be cooperation in the field of space, information
technology, ecology, energy, the use of transit potential.

Table 1: Knowledge-intensive industries in in Eurasian Space, China, Korea

Researchers in R&D (per million people)

Armenia

Belarus

Kazakhstan

Kyrgyzstan

Russia

China

Korea

..

2786

688

..

2979

1206

7113

Economic Complexity Index

…

0,814

-0,519

0,111

0,235

1,16

2,03

Manufacturing, value added (% of GDP)

10,2

22,2

11,2

15,1

11,9

29,3

27,6

Medium and high-tech industry (including construction) (% of
GDP)

0,38

8,4

1,86

0,62

3,13

12,1

17,6

Medium and high-tech Industry (including construction) (%
manufacturing value added)

3,7

38,0

16,6

4,1

25,6

41,4

63,7

ICT goods exports (% of total goods exports)

0,19

0,70

0,12

0,15

0,58

27,1

24,7

High-technology exports (% of manufactured exports)

6,8

3,8

22,7

17,6

11,5

23,8

14,2

High-technology exports in export of goods and services , %

0,6

1,6

3,2

3,3

2,2

20,9

11,0

Composite indicator of industrialization intensity

6,95

30,1

13,9

9,6

18,75

35,35

45,65

Source - World Development Indicators
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Analysis of Community Empowerment Levels in Beef Cattle Breeding Business
Based on Village Breeding Center in Karanganyar District, Indonesia
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Abstract
The purpose of this study was to analyze the level of community empowerment in beef cattle breeding business based on village breeding
center in Gondangrejo District, Karanganyar Regency, Indonesia. The study was conducted in Gondangrejo Subdistrict, Karanganyar Regency,
Indonesia in April-May 2019. The selection of research locations was purposively conducted and the respondents were selected using census
methods. Data collection techniques are carried out by literature study, observation, interview and focus group discussion. The research design uses
descriptive analysis. The results showed that the level of community empowerment which included aspects of knowledge was in the medium
category, the attitude aspect was in the good category and the skill aspect was in the medium category. The conclusion in this study is the levels
of community empowerment in beef cattle breeding business based village breeding center in Gondangrejo District, Karanganyar Regency,
Indonesia is in medium category. Therefore this study can be formulated community empowerment model to optimize the result research that still
medium category through beef cattle breeding business.
Keywords : levels of empowerment, community, village breeding center, beef cattle, Sustainable Development Goals.

1. Introduction
Beef needs continue to increase in line with increasing population
and real per capita income, as well as consumer tastes. The
government's efforts to meet the adequacy of meat are by issuing
the Volume IX Economic Policy Package which focuses on ensuring
the supply and stability of beef prices. This is done to anticipate
domestic beef needs continue to increase from year to year.
In 2016 the national beef demand for the year reached 674.69
thousand tons, equivalent to 3.9 million head of cattle. The
increasing demand for beef cannot be met by the supply of beef
from local farmers. Therefore, the government is currently trying to
increase the supply of domestic beef production. Some of these
efforts were carried out, among others, through efforts to increase
population, logistics and distribution development, improvement of
cattle and beef trade systems, and institutional strengthening through
the Center for People's Animal Husbandry (SPR). Local cattle
breeder production only reaches 439.53 thousand tons per year,
equivalent to 2.5 million head of cattle. Thus, there is still a
shortage of supply of around 235.16 thousand tons so that to meet
the need for beef is imported (Ministry of Finance, 2016).
* Faculty of Agriculture, Sebelas Maret University, Indonesia.
E-mail: shanti_uns@yahoo.co.id
** Faculty of Agriculture, Sebelas Maret University, Indonesia
*** Faculty of Agriculture, Sebelas Maret University, Indonesia
**** Faculty of Agriculture, Sebelas Maret University, Indonesia
***** Faculty of Agriculture, Sebelas Maret University, Indonesia

Domestic beef supply one of them is fulfilled from farmers from
Karanganyar Regency. Karanganyar Regency is one area that has the
potential of beef cattle farming business. This can be seen from the
number of breeders reaching 31,474 people with the number of beef
cattle at 62,948. All beef cattle are bred with artificial insemination
(IB). Management of beef cattle in the region is still traditional and
not the main job (Krjogja, 2016).
The main problem faced in the production activities of beef cattle
(beef cattle) in the country is the slow growth of population caused
by many factors, including: (a) Breeding activities carried out by
farmers with very small scale of 1-3 tails female cows with
traditional technology where the ability to provide very limited feed,
(b) Artificial Insemination Services (IB) is still constrained by the
supply of superior bull cattle, costs and culture of farmers who are
not ready and (c) Cutting off productive female cattle is difficult to
control so that livestock resources continue to experience extinction
(Bappenas, 2014).
The strategy and implementation of the pattern of development of
beef cattle methodologically must pay attention to the characteristics
of the production system (Devendra, 2007 and Sodiq et al., 2007)
and consider geography, agroecosystem, land use intensity, livestock
and crop types, and production objectives (Wilson, 1995; Sere and
Steinfeld, 1996). Increasing the role and sustainability of livestock in
developing countries Sodiq et al. (2009) through optimizing the
management of natural resources in an environmentally friendly
manner. The key factor for the development of beef cattle breeding
is the improvement of the existing production system (Sodiq and
Setianto, 2005a, 2007) based on institutional groups that empower
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farmers' economies (Sodiq and Setianto, 2005b).
One of the efforts to empower the community, especially local
cattle farmers in fulfilling beef supply towards competitive
self-sufficiency in food is through the growth of rural breeding
centers. According to Tawaf (2016), in conducting beef breeding, it
is necessary to involve the corporation through partnerships between
corporations and smallholder livestock. In this partnership the
institution that becomes the core is the government which in this
case implements and optimizes the functions of the Nursery Agency
or BUMN / D in the integration business or Corporation / Private /
Cooperative, while the plasma is the beef cattle farmers around the
company core.
Village Breeding Center-based community empowerment efforts
through several innovations include (a) with various funding sources
to facilitate people who have limited capital; (b) guidance on
reproductive technology to accelerate the improvement of the quality
and quantity of livestock seedlings, by providing various types of
frozen semen; (c) forming seed bags that produce highly competitive
products; (d) mobile animal health services to prevent contracting the
disease; and (e) reduce unemployment with training and guidance for
entrepreneurship in the field of animal husbandry (Satmoko, 2014).
According to Diwyanto and Priyanti (2004) in order to realize the
independence and resilience of animal food in a sustainable manner
with the aim of improving the welfare of farmers and the
competitiveness of livestock products, Indonesia must be able to
develop models that are in accordance with the agroecological and
socio-cultural conditions of the community. The strategy of
developing beef cattle must be based on feed sources and locations.
Therefore, research is needed on the analysis of the level of
empowerment of farmers based in the village breeding center in
Jeruksawit Village, Gondangrejo District, Wonogiri Regency.

2. Literature Review
Empowerment stages
There are several stages of empowerment according to Muslim
(2012) which include:
a. Awareness and behavior formation
b. Transformation of skills and knowledge skills.
c. The stage of increasing intellectual ability and skill skills.
The stages of empowerment according to Wurangian (2015) are as
follows:
1. Preparation.
2. Development of contact with clients
3. Data collection.
4. Planning and analysis.
5. Work with community groups.
6. Shared self awareness for changes to be achieved.
7. Monitoring and evaluation.
8. Mutual agreement.

3. Research Methods and Materials
This research was conducted in Gondangrejo, Karanganyar District
in April-May 2019. The selection of research sites was done
purposively based on certain considerations taken based on previously
known characteristics or characteristics in accordance with the
objectives of the study (Singarimbun & Effendi, 2012). The selected
research location is Gondangrejo, Karanganyar District based on the
consideration that Gondangrejo, Karanganyar District was a center
area of beef cattle breeding used as research object. This location
there are beef cattle farm. The respondents were selected by
purposive sampling method. The purposive is a sampling technique
in which the sample taken is the entire population to be studied
(Singarimbun & Effendi, 2012). Data analysis using descriptive
analysis.

4. Results and Discussion
Characteristics of Respondents
Characteristics of respondents in this study include the level of
education, age of respondents, main occupation, number of family
members and number of cattle ownership.

Age of Respondents
The average age of farmers participating in this activity is 52
years. This shows that the age of the research respondents is
classified as productive to work. The results are supported by the
Manpower Act Number 13 of 2003, someone who is classified as a
workforce aged 15 to 64 years (Arsyad, 1999). The age of
productive or young breeders is generally higher in curiosity about
something and the interest in adopting technology is increasingly
high (Chamdi, 2003).

Respondent Education Level
The education level of the average trainee is elementary school.
The level of education of these farmers is low. Low education of
farmers due to economic problems. The skills and knowledge of
farmers with relatively low levels of education need to be improved
by providing non-formal education so that smallholder farmers are
not left behind by the development of times and technology,
especially in the development of livestock businesses (Tiafery, 2016).

Number of Livestock Ownership
The average number of livestock ownership respondents is 2. The
number of cattle ownership is relatively low because this business is
a traditionally managed side business. This is in accordance with the
opinion of Prawirokusumo (1990) which states that traditional
businesses are represented by farmers with a narrow land that has
1-2 animals.
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Farmer work
The main job of the average respondent is as a farm laborer,
raising livestock is a side business. According to Susanto (2003)
states that to deal with business risks such as production failures,
farmers conduct side businesses as a source of income to meet basic
family needs.
Empowerment Level Analysis
The definition of empowerment according to Sidu (2006) is the
effort of the community to recognize, explore and exploit the
potential possessed and act in accordance with the dignity as human
beings in carrying out their responsibilities and accepting and
utilizing their rights as a human community and citizens.
The aspects of knowledge in this study include the ability to
access factors of production, the ability of potential to recognize
needs and potential, the sharpness of analysis of phenomena that are
and will occur far in the future, the ability to understand elements
of management and leadership, and the ability to understand decision
making.
The knowledge / cognitive aspect of farmer in this study is in
the medium category. According to Sulistiyani (2004) that cognitive
conditions are essentially thinking skills based on one's knowledge
and insight in order to find solutions to the problems faced.
Conative conditions are an attitude of the behavior of the community
that is formed and directed at behaviors that are sensitive to the
values of community empowerment.
The ability of farmer to access the factors of production in the
medium category is because the beef cattle breeding business is a
downhill business so that the farmer already know how to obtain
production factors in the process of beef cattle breeding business.
The ability of potential farmer to recognize needs and potential in
the medium category. According to Jamasy (2004), the main
consequences and responsibilities in development programs through
empowerment approaches are the empowered community or having
the power, strength or ability. Every component of society always
has the ability or what is called potential. The integrity of this
potential can be seen if they integrate themselves and work together
to be empowered and independent.
The sharpness of the farmer analysis of the phenomenon that is
and will occur far ahead in the medium category. Farmer have long
experience in their business so they have good ability in analyzing
demand and prospects for future beef cattle breeding business.
According Suprijatna (2000) that the competencies that must be
owned by the community are, as follows: (1) able to identify
problems and needs of the community, (2) able to achieve
opportunities about the objectives to be achieved in the priority
scale, (3) able to find and agree on ways and the tool achieves
agreed goals, and (4) is able to cooperate in acting towards
achieving goals.
The ability of farmer to understand elements of management and
leadership in the medium category. Farmer have attended several
trainings related to entrepreneurship so that the farmer have
understood the elements of management and leadership for the
development of their businesses.
The ability of farmer to understand decision making in the
medium category. Farmer already have long experience in their
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business so that in decision making is always full of consideration
to produce the best decisions. According to Sulistiyani (2004) that
the goal to be achieved from community empowerment is to form
individuals and society to be independent. This independence
includes independence of thinking, acting and controlling what they
do. Community independence is a condition experienced by the
community which is characterized by the ability to think, decide and
do something that is deemed appropriate in order to achieve
solutions to the problems faced by using the power / ability
possessed.
Attitude aspects include having the desire to succeed, being
selective about the phenomena faced, honest and responsible will
speak and act, have the willingness to cooperate with others, be
open to the opinions of others and be independent in making
decisions.
Aspects of the attitude of farmer in a good category. The desire
of farmer to achieve success is in a good category. Some farmer
rely on their income from beef cattle breeding business so that the
farmer strive to achieve success in order to get a large additional
income.
Selective farmer against the phenomenon faced, honest and
responsible will speak and act in a good category. High competition
causes farmer to always pay attention to the development of the
business world and always provide the best service to consumers by
knowing the desires and needs of consumers.
Farmer are open to the opinions of others and are independent in
making decisions in a good category. According to Sidu (2006) and
Sulistiyani (2004) that community independence can be achieved
certainly requires a learning process. Communities who follow a
good learning process will gradually gain the power, strength or
ability that is useful in the decision-making process independently.
Aspects of skills include always appropriate in identifying business
techniques, always appropriate in analyzing business, can explore and
utilize information and business opportunities, can meet the needs of
life in a sustainable manner and can utilize the results of the
business optimally. The skill aspect of farmer is in good category.
According to Sulistiyani (2004) that psychomotor skills are skills that
are owned by the community as an effort to support the community
in order to carry out development activities.

5. Conclusions
The conclusion in this study is the levels of community
empowerment in beef cattle breeding business based village breeding
center in Gondangrejo District, Karanganyar Regency, Indonesia is in
medium category. Therefore this study can be formulated community
empowerment model to optimize the result research that still medium
category through beef cattle breeding business. Besides, it will be
happened to increasing population of beef cattle so community needs
for animal protein is fulfilled and created beef self-sufficiency as one
of Sustainable Development Goals (SDGs) indicators is ending
poverty, to achieve food security and improved nutrition and
proclaims sustainable agriculture. It through beef cattle business
optimalization will be increasing income and community standard of
living that it also is one of Sustainable Development Goals (SDGs)
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indicators is to guarantee healthy lifes and is increasing society
welfare in all ages.
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Abstract
This study aims is to explore of the theoretical concepts of inclusive development in relation to the spatial context, assessment the disparities
in the social and economic development of the regions of Kazakhstan and substantiate the main mechanisms for overcoming them. In this
research, authors propose the methodological tools for presenting a standard form of evaluation of social and economic development in the regions
of Kazakhstan. In this study used methods, which based on measuring disproportions between the levels of economic and social development of
the regions, as well as disproportions between the republican and regional levels. According to the author’s methodological approach, complex and
integral indexes have calculated over the period 2012–2017 for a number of indicators adapted to the conditions of Kazakhstan. The calculated
indexes proposed to use as instruments for measuring the level of the social and economic development. In addition, according the obtained
indexes and the results of their ranking can be the basis for the development of regional programs and management decisions. This will improve
the targeted support of the population in backward regions in order to ensure inclusive development and improve the quality of life of the
population.
Keywords: Region, Inclusive Development, Spatial Policy, Social Sphere, Inequality, Disproportions, Depressive Territories

1. Introduction
The global challenges is the issue of inequality of social and
economic development of countries, regions, certain territories within
countries, as well as significant differences in incomes of certain
groups of the population. High degree of regional differences means
the allocation of depressed regions, which can lead to serious social
conflicts regarding the territorial distribution of resources and
adversely affect the economic, social and political stability of the
state.
The main idea of the researchers is to overcome the territorial
imbalances and reduce inequality of people living in different regions
of the country, it is necessary to implement the principles of
inclusive development. In this article, the concept of inclusive
development is considered in the context of the spatial distribution
of the economy and society in the country.
The purpose of this research is to study theoretical ideas about
inclusive development in relation to the spatial context, assessment
the disparities in the social and economic development of the regions
of Kazakhstan and substantiate the main mechanisms for overcoming
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them.

2. Theoretical Background and Literature Overview
In recent years, the concept of inclusive growth, which has a
multifaceted nature, becomes widespread in world economic science.
Despite many studies, scientists and practitioners have not considered
the concept of inclusive economic growth in terms of the spatial
development of the national economy. Nevertheless, in our view, it
can explain many trends and phenomena in the context of spatial
development. Despite the widespread use of the term “inclusive
growth” in economic, social and environmental aspects in many
countries and many international organizations, there is no common
view among researchers on the main provisions of this concept.
Many researchers argue that inclusive development means: improving
the average standard of living of the population; increasing real per
capita income; equal access of all segments of the population to
public services and public goods; reducing the degree of property
stratification; reducing extreme poverty (Smorgunov, 2017; Novikov
& Vitkina, 2018).
Some researchers highlight that the rise in inequality in the global
community is due to the exclusion of certain groups of people from
the development process (Harrison, 2012; Storper, 2013; Raniyar &
Kanbur, 2010; Nurlanova & Brimbetova, 2017). The growth-poverty
relationship is dependent on the nature of growth, in terms of its
sectoral structure, and local context, such as initial inequality
(Ferreira, Leite, & Ravallion, 2010). Lin notes, growing inequality is
not inevitable, but the result of policy choices made as part of
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national development strategies (Lin, 2004). The inclusive growth can
have several meanings, and can be used to justify various types of
state intervention in economic development (Cornwall & Brock,
2005).
In conditions of uneven development of the economy of different
regions of the country, inclusive growth becomes a factor in
ensuring social stability of society. Our previous studies have shown
that in Kazakhstan, despite the decrease in the stratification of the
population of the regions in terms of income, the difference in
income remains significant (Nurlanova et al., 2018). In turn, the
extent to which people's needs for goods and services are met
depends on the scale of production, distribution and use of resources
in the regions, as well as on the distribution of opportunities,
particularly in the area of employment. Thus, the social stability of
society depends on the level of economic development and is related
to public administration.

3. Methods
The application of methods for measuring social and economic
imbalances in the regions was carried out according to the following
algorithm:
- Calculation of private indexes by any means included in the
study;
- Сross analysis of private indexes of social and economic
development
- Сalculation of complex indexes indicators obtained by averaging
index values for all indicators;
- On the basis of complex indices, the calculation of the integral
index characterizing the level of social and economic
development of the entire territory of the country as a whole;
- Determining the ratings of regions in terms of social and
economic development, based on integral indices.
In particular, a higher life expectancy compared with the average
national
level
observed
in
Atyrau,
Aktobe,
Mangistau,
South-Kazakhstan regions and Astana and Almaty cities. In Akmola,
Karaganda, Kostanay and North-Kazakhstan regions, women and
people of old age use more medical services; their numbers prevail
in the total population. At the same time, the death rate of men is
higher than their birth rate. In Almaty, Zhambyl, West-Kazakhstan,
Kostanay, Kyzylorda and Pavlodar regions, life expectancy is close
to the national average.
Base on the analysis of life expectancy at birth, we made the
following conclusions:
- The indicator of the life expectancy of the population is basic
for assessing the level of social development of the regions of
the country;
- There is a tendency of increasing of life expectancy at birth in
all regions of Kazakhstan, which indicates an increase in the
standard of living of the population. At the same time, it is
necessary to create conditions for the development of medical
institutions to reduce infant mortality and support the health of
the elderly and men of different ages.
The analysis of the level of social and economic development of
the regions on the basis of integrated and integral indices made it

possible to determine the territory in need of state support for the
purposes of overall development.
Monitoring of complex indices reflecting the level of the social
and economic space of the regions, the results of their rating can be
used as the basis for the development of regional programs and
management decisions. This will improve the targeted support of the
population in backward regions in order to ensure inclusive
development and improve the quality of life of the population.

4. Conclusions
This study marks a starting point for further research in the field
of methodological approaches and approbation those for evaluation of
social and economic development in the regions of Kazakhstan. It
provides some suggestions for improvement of future studies dealing
with subjects of the theoretical concepts of inclusive development,
analysis of disproportions between the levels of economic and social
development of the regions. Based on these research findings of this
paper, the practical implications listed below:
Firstly, it should be conclude that the existing views on inclusive
growth means not only sustainable and balanced growth in all
sectors of the economy, but also equitable distribution of wealth and
to poverty reduction. As a result, it should concluded that in order
to ensure inclusive development from a spatial perspective, it is
necessary to measure the existing imbalances in the development of
the economy and social sphere.
Secondly, we proposed to use methods, which based on measuring
disproportions between the levels of economic and social
development of the regions, as well as disproportions between the
republican and regional levels. In the EU countries, diversified set of
tools and methods is used to promote the development of depressed,
underdeveloped territories. These methods have made it possible to
assess the social and economic development of regions based on
complex and integrated indexes for inclusive development.
Thridly, in Kazakhstan, measures are needed to develop the most
backward rural areas in the eastern and southeastern parts of the
country bordering China. For this, according to the experience of
developed countries, it is necessary to develop a state program. For
example, like a large-scale program for the social and economic
development of the Tennessee River Valley (USA), a state aid
program for the depressive region around the Appalachian Mountains
(USA) or a program for the development of the northern
underdeveloped territories of the new Nunavut territory in Canada. In
Kazakhstan, it is advisable to develop a comprehensive program
bordering with China under the conditional name “Shygysty
Damytu”. In this program, it would be possible to envisage the
implementation of specific projects in every region bordering on
China, in every territory, in every village. At the same time, within
the framework of this program, it is important to provide benefits
and preferences to provide state support for small and medium-sized
businesses, development of transport and production infrastructure,
social facilities in underdeveloped regions bordering with China
(Almaty and East-Kazakhstan regions).
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Abstract
The purpose of this study was to analyze the level of craftsman knowledge in training of cooperative and micro small and medium
enterprises management of leather tatah sungging handicraft in Sukoharjo District, Indonesia. The research was carried out in Sukoharjo
Subdistrict, Sukoharjo Regency in April-May 2019. The selection of research locations was purposively conducted and the respondents were
taken by census method. Data collection techniques are carried out by literature study, observation, interview and focus group discussion. Data
were analyzed by: (1) descriptive statistical analysis, (2) Uji Paired test. The results of pretest and post test on knowledge showed improvement.
This looks at the value of the test before training and after training amounted to 52,00 and 56,00 to the average increase in results is 4,00.
The pre-test and post-test results the cognitive abilities controlled by craftsmen as participants training. Post-test results is greater than the
pre-test results, this means training activities affect the cognitive enhancement craftsmen.
Keywords: Craftsmen, Knowledge, Training, Leather Tatah Sungging.

1. Introduction
Sukoharjo regency is one of the development areas that involves
creative industry subsector, especially the development of sungging
leather handicraft as one of the mainstay craft of Sukoharjo
Regency. Tatah Sungging handicraft is one of art craft kind found in
leather puppet making process, wall decoration, fan, lamp shade or
handicraft made from leather. The art of sungging is more
synonymous with the process of making shadow puppets. As the
name implies, the art of tatah sungging is two activities consisting
of sculpting (sculpting) and coloring. The making of wayang kulit
requires a long process. Some stages are done such as the selection
of raw materials in the form of leather, leather processing,
retouching, coloring and finishing.
Leather-cutting craft as part of creative industries based on local
cultural heritage requires conservation attention, in line with the
National Creative Industries roadmap that contributes significantly to
exports by 18% (Disperindag, 2010). The demand for export in the
context of cross-cultural education needs and the demand of
souvenirs from several foreign countries such as Malaysia,
*
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Netherlands, Australia and Suriname are often obtained through
overseas art performances, which further orders the fulfillment of
their export requirements to SMEs puppet maker in Sonorejo Village,
Sukoharjo District, Sukoharjo District (Murtiasri et al., 2015).
One of problems that often faced by leather tatah sungging
craftsmen in Sukoharjo is management of cooperative and micro
small and medium enterprises of leather tatah sungging handicraft.
Efforts to develop leather tatah sungging handicraft business can be
through training activities organized by universities and related
agencies. According Simamora (2006) one of the development of
human resources by training to improve knowledge and skills.
Training will be successful if the training is carried out effectively ie
increasing knowledge, skill and ability to the training materials
(Hasibuan, 2005). Based on the description of the background is
needed research to analyze the level of craftsmen knowledge in
training of cooperative and micro small and medium enterprises
management of leather tatah sungging handicraft in Sukoharjo
District, Indonesia.

2. Literature Review
Community empowerment
Community empowerment is a process that develops and
strengthens the ability of the community to continue to be involved
in the development process that takes place dynamically so that the
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community can solve the problems faced and can make decisions
freely and independently (Sumaryo, 1991). Suharto (2005) states that
empowerment is a process and purpose. As a process, empowerment
is a series of activities to strengthen the power or empowerment of
weak groups in society. As an empowerment goal, it refers to the
conditions or outcomes to be achieved by a social change, namely
the community becomes empowered, has the knowledge and ability
to fulfill life needs, has self-confidence, is able to express
aspirations, has a livelihood, participates in social activities and is
independent life.

Ability of Acting Empowerment
Empowerment actors must be able to act as good motivators,
mediators and facilitators. In the current era of reform and
decentralization, the demand for empowering actors who have
adequate capabilities is getting stronger. Empowerment actors are not
only required to enrich their knowledge, but they are required to
improve their skills in designing empowerment programs. According
to Jamasy (2004) it is said that the actors of empowerment programs
must be professional and committed to realizing all principles.

leather tatah sungging handicraft. The determination of the sample is
determined by purposive method which is business actor in
Sukoharjo District who participated in training of SME development
of leather tatah sungging handicraft. Researchers considered the
selected sample to provide information in support of this research
(Sunyoto, 2009).
The type of data used is primary is data obtained from
respondents and secondary data is supporting data obtained from
books, as well as other sources published by relevant agencies. Data
collection techniques include interview, observation, literature study,
recording and pretest and post test. Data were analyzed using
descriptive analysis and paired t test.

4. Results and Discussion
4.1. Characteristics of Respondents
Characteristics of respondents in this study include age, education
level, number of family members, occupation and gender of
respondents.

Human Capital
Nasseri (2002) argues that human capital is an accumulation of
individual talents and knowledge obtained through education, training,
experience and cognition. Deninson (Nurulpaik, 2005) argues that the
development of the education sector with humans as its focus has
contributed directly to the economic growth of a country, through
increasing skills and production capabilities of the workforce.

Social Capital
Social capital is a norm or value that has been understood jointly
by the community that can strengthen social networks / positive
work, the establishment of mutually beneficial cooperation, fosters
high awareness and solidarity and can encourage the level of trust
among others in order to achieve common goals (Sidu, 2006).
Related to this, Paldam (Amin, 2002) states that the pillars of social
capital are trust, network existence, and ease of cooperation (ease of
cooperation).

3. Research Methods and Materials
This research was conducted in SukoharjoDistrict, Indonesia on
April - May 2019. The research design uses Pre-Experimental Design
with One Group Pretest and Posttest Design. The use of this design
aims to test the effectiveness of micro small medium enterprise
(SME) training development in Sukoharjo District. This design is
done by comparing the pretest and posttest results of the respondents
as trainees.
Site selection and sample research using purposive sampling
method, which is a way of determining the location of research
based on several considerations in accordance with the purpose of
research Sugiyono (2006). The location is selected in Sukoharjo
District because it is an area that has the potential to develop SMEs

Age
The age of respondents in this study is seen in Table 1.
Table 1: Age of respondents
Age (years)
15-19

Total (people)

Percentage (%)
0

0

20-54

22

73,33

55-64

6

20

>64

2
30

6,67

Total

100

Source: Primary data is processed, 2019.

Based on Table 1 shows that the highest number of respondents
is in the age group of 20-54 years as many as 22 people with a
percentage of 73.33%. The largest percentage belonged to the age
group of 20-54 years, according to Partanto (2001) that age shows
being in productive age group. It is expected that respondents in the
productive age group can develop a handicraft leather tatah sungging
business in Sukoharjo regency
Level of education
The level of education of respondents can be seen in Table 2.
Table 2: The level of education of respondents
Level of education

Total (people)

Elementary school

12

40

Yunior high school

7

23,33

Senior high school

10

33,33

University

1

3,33

Total

30

100

Source: Primary data is processed, 2019.

Percentage (%)
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Based on the data, Table 2 shows that the highest percentage of
primary and elementary school is equal to 40% and the number of
farmers is 12 people. Low educational level of responden is due to
the cost to continue their education to a higher level. Skills and
knowledge of respondents with relatively low level of education need
to be improved by providing non-formal education so that
respondents are not left behind with the development of era and
technology, especially in the development of handicraft leather tatah
sungging (Tiafery, 2016). High skills are expected to have an impact
on the performance of leather tatah sungging handicraft business that
will grow (Siregar, 2009).
Number of family members
The number of family members who are the responsibility of
respondents can be seen in Table 3 below:
Table 3: Number of family members of respondents
Number of family members (people)

Total (people)

Percentage (%)

1-3

8

26,67

4-6

20

66,67

>6

2

6,66

Total

30

100

Gender
The respondents' gender in this study can be seen in Table 5.
Table 5: The respondents' gender
Gender

Total (people)

Percentage (%)

Male

28

93,33

Female

2

6,67

Total

30

100

Source: Primary data is processed, 2019.

Based on Table 5 the majority of respondents male gender as
many as 28 people with percentage 93.33% and female sex as much
as 2 people with a percentage of 6.67%. Craftsmen in work require
physical conditions to support their work, this causes more men who
become craftsmen in leather tatah sungging because generally men
are in charge of the family's livelihood (Noviana, 2016). According
to Marmawi (2009), men are responsible for family leaders, the main
breadwinner and responsible for the survival of the child and his
wife.

4.2. Improvement Of Craftsmen Knowledge In Training
Test paired t test

Source: Primary data is processed, 2019.

Based on Table 3 shows that the number of family members who
are the most respondent responsibility on the group of 4-6 people
with the number of respondents 20 people and the percentage of
66.67%. The highest percentage indicates that the number of family
members is quite large. According to Nurcahya (2009), the number
of relatively large families is a source of labor supply, but also a
burden of life that must be borne by the head of the family.
Job of Respondents
The job of respondents in this study can be seen in Table 4.

Increased knowledge of craftsmen following training can be
measured using paired t test. This test is used to measure whether
there is a difference in craftsmen's knowledge before the training is
carried out after the training. The paired t test results are found in
Table 6.
Table 6: The paired t test results
Mean

N

Std
deviation

Thitung

P

Posttest

56

30

12,2

2,53

0,001

Pretest

52

30

8,1

Sumber : Primary data is processed, 2019.

Table 4: Respondent's job
Employment

Total (people)

Persentase (%)

Craftsmen

5

16,67

Entrepreneur

23

76,67

Farmer

1

3,33

Trader

1

3,33

Total

30

100

Source: Primary data is processed, 2019.

Based on Table 4 most of the respondents in this study have the
main employee job as many as 23 people with percentage 76.67%,
while other respondents livelihood as traders, craftsmen and farmers.
Employment status is important because it determines the amount of
time one spends on the business it undergoes. The classification of
work is divided into 2 namely the main job and side job (Tiafery,
2016). According Susanto (2003) states that to face business risks,
side business is done as one source of income to meet basic family
needs.

Based on Table 1 there is a significant difference between
knowledge before and after the training (p <0.001). The significance
value is 0.001 and is smaller than 0.05. The average value of pretest
and posttest shows an increase from 52 to 56 or an increase of 4.0
so that it can be concluded that the provision of training shows
success and is effective as indicated by an increase in knowledge of
craftsmen after training is given.
Knowledge enhancement as a benchmark in determining the
effectiveness of a training program. According to Hasibuan (2005)
that training will be said to be successful if the training conducted
is effective, namely increasing knowledge, abilities and skills in
training material.

5. Conclusions
The results of pretest and post test on knowledge showed
improvement. This looks at the value of the test before training and
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after training amounted to 52,00 and 56,00 to the average increase
in results is 4,00. The pre-test and post-test results the cognitive
abilities controlled by craftsmen as participants training. Post-test
results is greater than the pre-test results, this means training
activities affect the cognitive enhancement craftsmen.

References
Fukuyama, F.(2002). The Great Disruption: Human Nature and
the Reconstitution of Social Order. Yogyakarta: Qalam.
Hasibuan, V. (2005). Human Resource Management. Revised
Edition. Earth Script. Jakarta.
Jamasy, O. (2004). Justice, Empowerment & Poverty Reduction.
South Jakarta: Blantika, 2004.
Marmawi, G. (2009). Gender equality in self-development.
Journal Vision Science Education, 1(2), 12-14.
Noviana, D. (2016). Factors Affecting the Internet Use Decision
on Craftsmen In Goat-Calligraphy in Sukoharjo District.
Sukoharjo District, Essay, Faculty of Agriculture UNS,
Surakarta, 2016.

Partanto, P. (2001). Popular Scientific Dictionary. Arkola,
Surabaya, 2001.
Sidu, D. (2006). Community Empowerment Around Protection
Forest Jompi, Muna Regency, Southeast Sulawesi Province,
Doctoral dissertation, Post-graduate of IPB, Bogor, 2006
Sulistiyani, A.T. (2004). Partnerships and Empowerment Models.
Yogyakarta: Media Style.
Siregar, S. B. (2009). Analysis of Cattle Breeders' Income in
Stabat District Langkat Regency. Thesis S1. Faculty of
Agriculture University of North Sumatra. North Sumatra.
Sunyoto, D. (2009). Regression Analysis and Hypothesis Testing.
Media Pressindo. Yogyakarta.
Susanto, W. (2003). Farming Income Nursery and Enlargement of
Beef Cattle in Tuang Village, Grobogan Sub District,
Grobogan Regency, Central Java. Thesis S1. Faculty of Animal
Husbandry Universitas Gadjah Mada, Yogyakarta.
Tiafery, A. (2016). Empowerment Model of Smallholder Farmers
in the Development of Beef Cattle Fattening in District
Nogosari Boyolali District. Essay. Faculty of Agriculture,
Sebelas Maret University, Surakarta.

Ha Hong NGUYEN, Trung Thanh NGUYEN / KODISA INTERNATIONAL CONFERENCE: ICBE 2019 239-242

239

ICBE 2019 / ISSN: 2287-478X
https://doi.org/10.35646/kodisa.icbe.2019.7.5.239
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Abstract
Studying the factors affecting the income of Vietnamese peasants: A case in Tra Vinh province, by data collection method of 170 peasants’
households in 4 districts: Cau Ngang, Cang Long, Chau Thanh and Tieu Can in Tra Vinh province, Vietnam. The authors uses multivariate
regression analysis method. The study has found the factors such as gender of households’s heads, ages of households’ heads, education levels,
the number of family members, dependency rates, application of technical advances, production areas affecting the income of peasants in these
areas. Since then, the study has implied a policy to improve the income of peasants. For example, it could be very important for us to focus
on training science and technology in agriculture, diversify crops and livestock in agriculture, improve techniques and enhance education levels
to increase income for peasants in Tra Vinh province in the future.
Keywords: Income, Peasants, Multivariate Regression, Agriculture, Vietnam

1. Introduction
Vietnam is one of the most vulnerable countries because of
natural disasters in the world. Natural disasters include: storms, high
tides, floods in rivers and streams, landslides due to heavy rains and
droughts, saline intrusion and so on in Vietnam. The damages
caused by floods have increased significantly in recent decades. This
trend can still continue because of heavy storms and rainfall and
consequences of climate change (Viner.D and Bouwer, L. 2006). The
effects of climate change also mean that gradual changes in the
dangers of hazards can affect Vietnam's ability to achieve millennium
goals. These include poverty reduction, gender equality and rural
income targets because they have little knowledge about climate
change and resources (Monre, 2008).
Tra Vinh is a coastal province, located in Mekong Delta,
Vietnam, the majority of people depend on agriculture, while the
agricultural land fund is limited, the population is increasing, the
quality of labor is still low, labor productivity is not high, leading
to the low income of the majority of households in rural areas and
material difficulties (Ha Hong Nguyen, 2018). Natural disasters and
climate change have negatively impacted peasants' incomes in rural
* This study aims to find out the factors affecting the income of
peasants in Tra Vinh province. To conduct research, the authors
have been supported from the research group of the Faculty of
Economics, Law and Tra Vinh University, Viet Nam; Tra Vinh
Statistical Office survey group participated in a survey of 170
farmers (or farmers) in 4 districts of Tra Vinh province, Viet Nam.
The authors sincerely thanks the enthusiastic support of these
research groups.
** Department of Finance and Banking, Tra Vinh University, Viet Nam.
Email: honghaicbtv@yahoo.com.vn
*** Tra Vinh University, Viet Nam. Email: thanhtrungtvu@gmail.com

areas. Results in 2018, the province's economic growth rate reached
7.39% compared to 2017; in which: agriculture, forestry and fishery
increased by 6.21%; industry-construction sector increased by 17.1%;
service sector increased 6.9%. Regarding the economic structure of
Tra Vinh province: agriculture, forestry and fishery accounted for
33.8%; industry and construction accounted for 30.5 and service
sector 31.3%; per capita income is about 1,950 USD / person / year
(Tra Vinh Department of Statistics, 2018)
This current affair can put a great pressure on the socio-economic
development of Tra Vinh province. Peasants’ economy still reveals
many limitations: most small-scale, self-sufficient, inefficient and
inefficient peasants, peasants' living conduitions are difficult in Tra
Vinh province. Therefore, peasants and rural communities are in
great need of timely support from the government as well as
scientists, studying and proposing appropriate solutions to develop
production and improve the life of the agricultural sector. local
people (Le Khuong Ninh, 2013).

2. Literature Review
Households’ income could be a big concern of domestic and
international researchers. For foreign studies, households’ income
could be affected by many factors. For example, Hossain and Sen's
(1992) study showed that the area size, education level and number
of employees and impact on households’ incomes in Bangladesh.
Another study in China, Khan (1993) concluded that farm
households’ income has a close relationship with education levels,
capital levels and productive land. In addition, there are many other
studies such as the study of Abdulai & CroleRees (2001), Demurger
and colleagues (2010), Janvry and Sadoulet (2001), Klasen et al.
(2013), Yang (2004), Yu abd Zhu (2013) having found the factors
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affecting the income of farm households in many countries, farm
households’ income is affected by many factors, including capital,
land, education, economic production experience, the number of
employees, ability to diversify income and market access
opportunities.
Domestic studies also showed similar results. The results of the
study by Le Khuong Ninh (2013), the factors affecting the income
of the randomly selected households include: age, gender, education,
area, demographic, ethnicity, distance, distance from residence to the
city center and occupational areas of households. The analysis results
show that the factors that have a positive relationship with the
income of the households which are the age and education level of
the households’ heads, ethnicity of the households (Kinh and
Khmer), the land area of the households and occupations in which
the demographic factor has an opposite effect to the income of
households in Mekong Delta.
Besides, the study of Nguyen Quoc Nghi, Bui Van Trinh (2011)
showed that: the educational level of the households’ heads and the
level of labor in the households, the number of income-generating
activities and policy approaches are positively correlated with income
of 2 groups of households which are Cham and Khmer. In contrast,
the number of people and working age negatively affects the income
of these two groups. In addition, Nguyen Phan Hong Hanh (2015)
also showed that the factors such as education level, gender, age,
number of employees and working time, number of economic
activities and investment scale affecting households’ incomes in
Quang Ngai province. The study also showed that the more
households are engaged in agro-forestry activities and / or production
and business activities, the more incomes are generated.
Mai Van Nam et al. (2011), also showed similar results with the
above researchers, the authors demonstrated that the higher the
education level, the more income the households can earn; The
number of households in the family and the areas of cultivated land
also affects the incomes of households in Dong Thap, Tra Vinh, An
Giang and Can Tho. Some recent studies such as research by
Nguyen Lan Duyen (2014) showed that the factors of education
level, land area, residence time in the locality, distance from

residence to the city center, the amount of loans, interest rates and
the number of laborers affecting the incomes of farm households in
An Giang. On the other hand, the research results of Chu Thi Kim
Loan and Nguyen Van Huong (2015) also showed that farm
resources such as farm size, number and educational level of labor,
value production facilities are direct proportions to the incomes of
the households in which the scale of production land has the
greatest impact. In addition, accessibility to loans, gender of the
households’ heads and geographical position also impact on the
income of households in Thanh Hoa province.

3. Research Methodologies
On the basis of the literature review of domestic and foreign
empirical studies on factors affecting farmers' incomes. The author
inherits and modifies additional groups of factors affecting peasants'
incomes, the proposed research model is as follows:
INCOME = β0 + β1AGES + β2GENDER + β3EDUCATION +
β4MEMBERS + β5DEPENDENCY RATES +
β7LAND AREAS + β8VALUE MEANS + β9FIELDS
+ β10TECHNIQUES + β11EXPERIENCE + ui
- In which:
+ INCOME is the dependent variable measuring the average
annual incomes of the households in the study, the unit is
million VND.
+ β0: Intercept of the regression equation.
+ β1, β2,.... β11 are the coefficients of the independent variables.
The independent variables in the model are explained in detail in
the Table 1
The primary data are conducted via direct interviews with 170
peasants who grow rice, crops and raise shrimp in Cau Ngang, Tra
Cu, Tieu Can and Cang Long districts (Hoang Trong, Chu Nguyen
Mong Ngoc, 2008); in Tra Vinh province by a pre-designed
questionnaire by sing multivariate regression method to evaluate
factors affecting peasants' income.

Table 1: The independent variables in the model
Content

Bases on selecting variables

Expectations

AGES

Household heads’ages

Nguyen Quoc Nghi, Bui Van Trinh (2011)

+

GENDER

Household heads’ gender

Klasen and et al (2013); Mai Van Nam & Huynh Thi
Dan Xuan (2011)

+

EDUCATION

The highest number of schooling years of household
heads

Yang (2004); Hossain & Sen (1992); Khan (1993)

+

MEMBERS

Family members

Abdulai & CroleRees (2001); Demurger & et al (2010)

+

DEPENDENCY RATE

Dependency rate in the households

Janvry & Sadoulet (2001); Nguyen Lan Duyen (2014).

-

LAND AREAS

Land area of households

Chu Thi Kim Loan & Nguyen Van Huong (2015); Yu &
Zhu (2013)

+

VALUE MEANS

Currency value of means of production

Mai Van Nam & Huynh Thi Dan Xuan (2011);

+

FIELDS

Fields of agricultural production of households

Nguyen Lan Duyen (2014); Nguyen Quoc Nghi, Bui Van
Trinh (2011)

+

TECHNIQUES

Applying techniques to production

Chu Thi Kim Loan & Nguyen Van Huong (2015)

+

EXPERIENCE

Number of years involved in households’ agricultural Demurger & et al (2010); Chu Thi Kim Loan & Nguyen
production
Van Huong (2015)

Source: Author’s collection, 2019

+
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4. Research results
In order to determine the factors affecting the average annual
income of peasants in Tra Vinh province, the results of the
multivariate linear regression model are shown in Table 2 below.
Table 2: Multi-variable regression results
Variable names

Coefficients

Standard errors
Robust
2,26
0,07
0,40
0,95
6,45
0,00
2,36
0,02
0,12
2,52
6,45

Value P

VIF

Gender
-4,80
0,035**
Ages
-0,16
0,029**
Education
1,01
0,012**
Members
2,59
0,007***
Dependency rate
-21,15
0,001***
Land Areas
0,00
0,347
Techniques
8,24
0,001***
Value Means
0,01
0,553
Experience
-0,07
0,543
Fields
33,59
0,000***
Constant
47,51
0,000
Prob > F
0,000
R2 Adjusted
0,7045
Observed Number
170
Note: **; *** corresponding to 5% and 1% significance levels
Source: Extracted from research results

1,11
1,21
1,12
1,49
1,41
1,11
1,62
1,03
1,03
1,12

To ensure that the model used is appropriate, multi-line tests and
variances are implemented. The results of testing the multicollinearity
phenomenon showed that the average VIF coefficient was 1.27 <10,
so there was no multi-linear phenomenon.
The estimated results of the model show that in 10 independent
variables included in the research model, there are 7 variables that
have a statistically significant impacting on households’ income.
Variables include: Gender (household heads’gender), Ages (household
heads’ages), Education (education level of household head), members
(number of family members), dependency ratio, techniques (applying
technical progress), fields (manufacturing sector). These variables
have a statistically significant impact at 5% and 1%. Specifically,
sex variables, age and level of impact are statistically significant at
5% to household income, member variables, dependency ratio,
application of technical progress and real estate The impact is
statistically significant at 1% to household income. The remaining
variables such as the total area of agricultural production land, the
total value of production equipment and the number of years
involved in agricultural production are not statistically significant to
the average income of households.
There are 3 variables such as gender, age and dependency ratio
that adversely affect households’ income. The estimation results show
that the dependency ratio variable has a negative sign as originally
expected, the higher the dependency ratio, the lower the peasants'
ability to generate income.
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factors including the main factors which are climate and saline
intrusion. In the framework of the project to improve poverty
reduction capacity in Tra Vinh province, investment in the system of
salinity measurement and salinity forecasting is aimed at serving
agricultural and fishery production. The annual seasonal calendar is
adjusted to suit the weather forecast and saline intrusion in the
province.

5.2. Focusing on improving farming techniques:
In Tra Vinh, some vegetable production areas, peasants apply
water-saving cultivation techniques such as using coatings, drip
irrigation and rain sprinkler. The result could be improved in terms
of productivity saving water and caring time. However, this
technique has not been widely applied due to the fact that most
peasants are unable to afford this investment in production.
Therefore, the State should have a financial policy to prioritize
investment in agricultural and fishery production to adapt to climate
change.
Households that apply technical advances are more likely to earn
income than those who do not apply technical advances. Therefore,
Tra Vinh peasants need to participate in many training programs on
agricultural extension or training courses to improve agricultural
production techniques from organizations, supporting agencies or
relevant agencies. At the same time, it could be very vital for
peasants to learn about the application of technical advances of
households in neighboring areas that have successfully applied in
production. Since then, peasants can easily invest in the study and
apply technical advances in agriculture to improve income, living
conditions and spiritual life as well.

5.3. Solutions on income diversification
Diversifying income activities are solutions that contribute to
increase households’ income. When the labor factor from the main
source of production labor is limited, increasing other income sources
is an inevitable solution to bring income to the family. Diversifying
income activities will increase income for households. Therefore, to
increase income, it can be very necessary for peasants to diversify
income activities. It could be also important for low-income
households to actively participate in vocational trainings to create
income activities, especially non-agricultural activities to promote
available resources of households. It cannot be denied that local
authorities strongly develop vocational training classes for peasants
and at the same time they also have policies to support production
facilities, cooperative economic organizations, businesses, farm owners
and so on.

5.4. Supporting many more credit packages to support
households

5. Implications of policies to improve peasants'
income in Tra Vinh province
5.1. Focusing on seasonal calendar:
Seasons of agricultural production and fisheries depend on many

It could be obvious that production capital is an important factor
to decide the production scale of the households, the household
economic model to borrow capital for production development of the
bank, the model of preferential interest rate credit with the poor,
credit through Women's Union and so on have been established and
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developed widely, but not everyone can borrow because the State
has stricted regulations especially for the poor because they are not
qualified in many aspects so many households borrowing from
outside is very high, which affects production capacity. Therefore,
the credit institutions need to borrow money that means the objects
of the bank's loans must be the actual households who need capital
for production and business, use with the right purposes, not the
loan to consume, There should be preferential measures for poor
households.

5.5. Gender factors
Female household heads are more likely to earn more income, so
female households need to be more proactive in managing
households’ income and expenses. Besides, female householders need
to promote the family's production and business plans. At present,
the society is growing, the role of women increasingly occupies an
important position in the family. In spite of living in rural areas, the
ability to understand and apply the progress of science and
technology into production and life of women could not inferior to
men.

5.6. Agricultural production
Shrimp farmers have a higher income than those who grow rice
and crops. Therefore, households growing rice and crops need to
expand the production of shrimp farming and select the types of
farming and raising scale so as to suit the types and natural
conditions, economic conditions of the households. Besides, it is
necessary to regularly monitor specialized events with the advice of
professional scientists through Tra Vinh channels in order to have
the production direction according to the technical standards of
farming forms in order to contribute to increase productivity which
brings high economic efficiency for households.

5.7. Focusing on improving the level of peasants
Household heads with higher educational attainment are higher in
income. Therefore, it is very necessary for households heads to
improve their education in order to keep up with the speed of
modern scientific and technological development to apply to
production for greater efficiency. On that basis, it could be vital for
peasants to participate in many local cultural courses in order to
improve their intellectual levels and participate in mass activities to
learn more knowledge, stronger in life and improve. At the same
time, farmers can exchange knowledge in production with each other
thanks to local community meetings.
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Abstract
Securities credit transaction was officially implemented in China's capital market at the end of March 2010, and it is a landmark event in
China.On March 31, 2010, China officially relaxed short-selling controls, marking the era of China's capital market entering bilateral
transactions.This paper take the data of A-share Listed companies in China as a sample to examine the impact of the liberalization of short
selling on managers' opportunistic behavior in innovative investment. The main conclusions of this paper are as follows: (1) There is a positive
correlation between the short selling mechanism and the innovation input of enterprises, that is, the introduction of short selling mechanism has
a positive incentive effect on the innovation input of enterprises. (2) Further, the impact of the short selling mechanism on the innovation
output of enterprises is verified. It is found that the short selling mechanism is significantly positively correlated with the substantial innovation
output of the enterprise; the short selling mechanism is significantly negatively correlated with the non-substantial innovation output of the
enterprise; the short selling mechanism is negatively correlated with the total output of the enterprise innovation, but it is not statistically
Significant.
Keywords: Short Selling, Innovation Input, Innovation Output, China, capital market.

1. Introduction
Securities credit transaction was officially implemented in China's
capital market at the end of March 2010, and it is a landmark event
in China. Securities credit transaction, especially the short selling
mechanism of securities lending, is an important supplement to
China's existing corporate governance mechanism and will have a
direct impact on the behavior of Chinese enterprises. However,
because the mechanism started late in China and is still not perfect
in some aspects, the governance effect of Securities credit transaction
has been controversial. In this context, studying the impact of short
selling mechanism on corporate behavior is of great significance to
improving the financing and securities lending system and regulating
corporate behavior.
From the existing literature, the research on short selling
mechanism mainly focuses on market pricing efficiency (Sharif et al.,
2014; Grullon et al., 2015; Yan Jian & Fang Junxiong, 2016),
financial information quality (Huili & Feng, 2014a; Xue et al.,
2015), cash holdings (Qingchuan et al., 2016; Jie et al., 2017) and
financing behaviors (Naikang & Yanli, 2017) have short-term effects,
and fewer scholars have short-selling mechanisms. Linked to the
long-term behavior of business innovation. In the context of
increasingly fierce market competition, the company's innovative
investment behavior is one of the important means to maintain
competitive advantage and enhance future performance. Different
from other conventional investment projects, innovative projects have
the characteristics of long development cycle and high risk.
According to the principal- agent theory and the economic man
* Professor, Business school, Shandong University of Science political
and law, China, E-mail: 000963@sdupsl.edu.cn

hypothesis, managers who lack supervision are often making
decisions to reduce R&D investment for their own interests. The
moral hazard model established by Grossman and Hart (1988) argues
that management that is not properly regulated often compresses
innovative investments or invests too much money in some regular
projects in order to enjoy the private benefits of a peaceful life.
Studies have shown that good corporate governance can alleviate
agency conflicts to a certain extent and constrain management's
misconduct in innovative decision-making. So as an important
external governance mechanism, can short selling mechanisms
constrain managers’ slack behavior in innovation investment? Based
on the governance effect of short selling mechanism, this paper
explores the impact of short selling mechanism on long-term
innovative investment behavior and its mechanism.

2. Literature Review
Most of the early literature focused on the relationship between
short selling mechanism and the company's stock pricing efficiency,
focusing on the impact of margin financing and securities lending on
stock prices (volatility, liquidity, pricing efficiency) and market
stability, but the research conclusions are not consistent. With the
deepening of research, scholars have found that short selling
mechanism not only affects the efficiency of market information
transmission, but also affects the behavior of company managers. As
an important supplement to the existing corporate governance
mechanism, the margin financing and securities trading mechanism
affects the disclosure of negative news by promoting the
dissemination and dissemination of negative private information (Li
& Zhang, 2015), and strengthens the supervision of management
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opportunistic behavior. Or Constraint (Naikang & Yanli, 2017), ease
the principal-agent relationship between shareholders and managers,
and improve the level of internal governance of shareholders (Massa
et al., 2013), thus the degree of earnings management (Karpoff &
Lou, 2010), investment decisions (He & Tian,2014), and cash
holdings (Wang, 2014; Jie et al., 2017), company innovation
(Chuntao et al., 2016) have an impact.
In summary, the existing literature focuses on the research of
margin trading, especially short selling mechanism, on market pricing
efficiency and corporate governance. In addition to Chuntao et al.
(2016), Xiaofeng and Hongying (2017) and a few scholars concerned
about the impact of short selling mechanism on corporate innovation,
there is little literature on the impact of short selling mechanism on
long-term innovation behavior of enterprises. Whether the short
selling mechanism can exert its supervisory effect, restrain the
manager's opportunistic behavior in innovation and promote enterprise
innovation investment is a question worth exploring. This paper
explores the impact of short selling mechanism on corporate
innovation investment activities, and provides an emerging market
evidence for short selling mechanism to affect micro-enterprise
behavior.

3. Theoretical hypothesis and research analysis
According to the principal-agent theory, managers who pursue the
maximization of private interests often seek personal gain based on
their own information superiority, and show moral hazard behavior in
the production and operation decisions of enterprises. The strong
professional characteristics of corporate innovation investment
activities make the information asymmetry between external investors
and internal managers more serious. The managers who are not
properly supervised tend to avoid risks and enjoy the private benefits
brought by quiet life. Lack of enthusiasm for the company's
long-term innovation activities, so it will make decisions to reduce
investment in innovation. After loosening the short selling control,
for short-selling companies, short-sellers have the opportunity to
express their views and opinions on the securities market based on
their own negative information, so that companies will face negative
information and The potential threat of falling stock prices brought
by the spread. The deterrent effect produced by the short selling
mechanism restricts the occurrence of managerial opportunistic
behavior to a certain extent.
Specifically, the relaxation of short selling controls may affect the
company's innovative investment behavior through the following
paths. First, the introduction of short selling mechanisms strengthens
the self-discipline of managers in self-interested behavior. Short
selling transactions, once the company's stock price falls sharply, will
bring great damage to the manager's social reputation and job
stability, which is not conducive to the development of managers'
career. For professional career considerations, managers will abandon
the pursuit of a leisurely and peaceful life, and actively deploy
innovative projects from the perspective of long-term development of
the company. Second, the introduction of short selling mechanism
strengthens the supervisory function of major shareholders. Different
from foreign capital markets, the shareholding structure of China's

market is relatively concentrated, and major shareholders do not
frequently trade stocks to prevent changes in their control. This
makes the shareholder's wealth value highly dependent on the
performance of stock prices in the market. The downward pressure
on the stock price brought about by the introduction of the short
selling mechanism seriously threatens the wealth value of the major
shareholders. The large shareholders will actively collect and analyze
the information related to enterprise innovation and closely monitor
the management's investment in innovation. Behavioral decision
making. The strengthening of the oversight function of major
shareholders will also weaken the management's self-interested
motives for innovative investment projects, and encourage them to
increase their investment in innovation and actively deploy innovative
projects. Finally, the introduction of short selling mechanisms
strengthens the supervision of managers' behavior by other
stakeholders. Deshmukh et al. (2015) pointed out that since short
sellers as information miners have negative information related to
corporate value rather than other information that affects stock price
movements, the dissemination of these negative information also
causes other interests. The judgment of the company. It can be seen
that the existence of short-selling participants increases the way other
stakeholders understand corporate information, which effectively
alleviates the problem of internal and external information
asymmetry, improves the corporate governance environment, and
further constrains the short-selling enterprises. The slack behavior of
managers in innovative investment decisions. Based on the above
analysis, we propose hypothesis 1:
H1: After relaxing the short selling control, the innovative
investment of the target company will be significantly
improved.

3.1. Enterprise Capability
Enterprise capability includes the resources in company (intrinsic
capabilities) and the ability to build relationship and manage
innovation resources.

3.1.1. Intrinsic Capabilities
The intrinsic capabilities are the resources and capabilities inside
the company, which can be analyzed from quantitative and
qualitative view. From the quantitative view, more powerful company
possesses more resources, such as researchers, technology equipment,
money and so on, which imply that the company can invest more
money and manpower into R&D of convergence technology. Based
on enough resources, company can choose patterns of merger and
acquisition or technology purchase to monopolize the profit and
maximize its profit. Conversely, when company is lack of innovation
resources, the cost or expenditure will become the primary limit to
choose convergence patterns. From this angle, to save cost of
technology exploration, technology alliance or low-cost technology
purchase from the market would be a considerable choice for
company.
From the qualitative view, resources and capabilities inside
company have “inertia”, which restricts choice scope for external
technology. In other words, company will choose convergence
technology in other industries or fields which are similar or highly
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correlated with the business of the company. The company tends to
gain the ownership of the company to acquire such technology via
choosing patterns of merger and acquisition or technology purchase.
For those unrelated or would-be related technology in the future, the
company will invest carefully and choose the pattern of technology
alliance. However, with the speed up of products updating, it has
become more difficult for company to capture the changing market
information. In order to meet the changing market and accordingly
technical situation, companies widen their search area for
heterogeneous technologies. Therefore, to control cost and risks in
those processes, companies tend to choose strategy alliance pattern.
In summary, the impact of assets size and power on the choice
of patterns is uncertain. For convenience, the hypothesis about above
analysis would be:
H2: More powerful enterprise tends to choose merger and
acquisition or technology purchase patterns

4.2.2. Innovation input variables
Referring to the existing relevant literature, most of the variables
of R&D investment are used to measure the level of innovation
investment of enterprises. There are two main forms of R&D
investment: R&D investment amount and R&D investment intensity.
The amount of R&D investment is absolute value, which represents
the total amount of R&D investment of the enterprise; however, due
to the large difference in the scale of the enterprise, the total
amount of R&D investment is not comparable, so this article will
not adopt it. The other type is the use of R&D investment intensity,
which is measured by the ratio of R&D investment to operating
income and the ratio of R&D investment to total assets. In order to
ensure the reliability of the research results, considering the
characteristics of the operational income is highly maneuverable, this
paper uses the ratio of R&D investment amount to total assets to
measure the innovation investment of the enterprise.

4.2.3. Control variables

4. Research design and method
4.1. Sample selection and data sources
Since the new accounting standards were promulgated in 2006
and officially implemented in 2007, the research starting point for
this paper was selected in 2007. Taking the A-share listed companies
traded on the Shanghai and Shenzhen Stock Exchanges in 2007-2016
as the initial sample, the enterprises that were not included in the
list of margin financing and securities lending in the sample period
were used as the control group, and the listed companies included in
the list during the sample period were used as experimental groups.
And the following screenings were made: (1) Excluding financial
industry enterprises; (2) Excluding ST and *ST enterprises; (3)
Excluding companies that were included in the list of margin
financing and securities lending during the sample period. (4) In the
process of data processing, refer to Koh (2015), Xiaofeng and
Hongying (2017) for data on R&D investment, if the company does
not conduct R&D every year during the sample period. Disclosure of
inputs, such companies are directly deleted. If the company conducts
R&D disclosure during the sample period, only the annual R&D
value is missing, the value of R&D investment for the missing year
is directly assigned to 0. After the above screening, 14946 sample
observations were finally obtained.

In this paper, with reference to Jianguo et al. (2015), Xiaofeng
and Hongying (2017), the following control variables were selected:
firm size, asset-liability ratio, cash flow, return on assets, and
revenue growth. Rate, Tobin Q, company time to market,
shareholding ratio of the largest shareholder, shareholding ratio of
management, whether the chairman and general manager are
two-in-one, and the proportion of independent directors in the board
of directors, and control the year and The impact of the industry.
Table 1 is a detailed definition of each variable.
Table 1: Variable Definition
Variable
type
Dependent
variable

R&D

List

Independen
t variable

Post

List*Post

4.2. Main Variable Settings and Metrics

Size

4.2.1. Margin short selling variables
This article sets two margin short selling variables: List and Post.
List indicates whether the sample company is a short-sellable
enterprise. When the sample company is a short-sellable enterprise,
List is assigned a value of 1; when the sample enterprise is not a
short-sellable enterprise, List is assigned a value of 0. Post is a
time-series variable for short-selling corporate stocks that are included
in the list of stocks and securities. The variable is assigned a value
of 1 in the current year and subsequent years when the company is
included in the margin financing list; otherwise, the value is 0.

Variable
symbol

CF
Control
variable

Lev
Grow
Q
ROA
Age
H1

Variable Definition
R&D expenditure / total assets at the beginning
of the year * 100%
The company was included in the margin
financing and securities lending list during the
sample period, with a value of 1; it was not
included in the margin financing and securities
lending list and was assigned a value of 0.
The variable is assigned a value of 1 in the
current year and subsequent years when the
enterprise is included in the margin financing
list during the sample period; otherwise, the
value is 0.
The interaction term between the List variable
and the Post variable, which is the result of
multiplying two variables.
The total assets at the end of the year are taken
from the natural logarithm
(Net cash flow from operating activities + Net
cash flow from investing activities - Interest
expense) / Operating income
Final assets/total liabilities
(current operating income - previous operating
income) / previous operating income
Enterprise Tobin Q value
Net profit / annual average assets
As of the t-year, the time when the company
was established
The shareholding ratio of the largest shareholder
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The chairman and general manager are the same
person, otherwise 0
Total management holdings / total number of
Mshares
shares
Indepence Independent directors accounted for
Year
Annual dummy variable
Ind
Industry dummy variable
Dual

4.3. Model design
Aiming at the natural experiment of the introduction of margin
financing and securities lending business in China's capital market,
this paper refers to the existing literature and uses the double
difference model to verify. Referring to the existing research, the
following double differential (DID) model was designed to test the
relationship between short selling mechanism and enterprise
innovation investment (hypothetical H1):
R&D = β0+β1List+β2List*Post+β3Controls+ΣYear+ΣInd+ε (4.1)
Mainly observe the coefficient β2 of the intersection term
List*Post in the model. If the coefficient β2 of the intersection term
List*Post in the model 4.1 is greater than 0 and significant, then it
is assumed that H1 is established, that is, the introduction of the
short selling mechanism has positive to the enterprise innovation
investment. Incentives.

5. Rusult
This paper divides the sample enterprises into experimental groups
and control groups according to whether the stocks of the sample
companies are included in the list of stocks and securities. The
enterprises that are included in the list of stocks and securities under
the sample period are experimental groups, and are not included in
the sample period. The enterprises that have listed the stock list of
the securities lending and securities are the control group. Table 5-1
is a descriptive statistical result of the main variables under the full
sample. The average value of innovation input level is 1.749, which
indicates that the overall level of innovation investment in China is
still generally low; the standard deviation is 2.139, indicating that
there is a big difference in the level of innovation input between
different enterprises; the average value of List is 0.404, that is,
financing The stocks of the securities lending accounted for 40.4%
of the total stocks, which indicates that the number of companies
that have been included in the list of stocks under the financing and
securities lending is gradually increasing.
In order to verify the “incentive effect” of relaxed short selling
control on enterprise innovation investment, this paper uses model
4-1 to test the relationship between the two. Table 5-3is the
regression results using the OLS model regression. It can be seen
from the table that the regression coefficient of List*Post is 0.1348,
which is significant at the level of 5%. This shows that after the
relaxation of short selling control, the level of innovation investment
of enterprises is significantly improved, that is, the short selling
mechanism has innovative investment for enterprises. Positive
incentives, assuming H1 is proven. The conclusions of the study

preliminarily confirmed that the introduction of short selling
mechanism can constrain management's opportunity behavior in
innovation investment, which can encourage management to actively
deploy innovative projects and have an “incentive effect” on
corporate innovation investment.
The results show in table 2.
Table 2: Short Selling Mechanism and Inspection of Enterprise Innovation
Input
Variable
List
List*Post
Level
Size
ROA
Q
Indepence
Mshares
Age
Growth
H1
CF
Dual
_cons
Year
Ind
R2
N
F

Model 4.1
R&D
0.2932***
0.1348**
0.3419***
-0.1552***
4.6601***
0.0661***
0.2055
0.4892***
-0.4132***
0.1191***
-0.0024**
1.4278***
0.1498***
2.4542***

T
6.80
2.45
3.68
-8.13
14.20
6.63
0.73
4.91
-14.92
7.39
-2.31
8.08
4.20
5.79
Controls
Controls
32.82
14946
193.15

Further inspection:
The above empirical results show that the introduction of short
selling mechanism has a positive incentive effect on enterprise
innovation investment. So what kind of changes will the company's
innovation output produce when it is relaxed? We have explored this
further.
In the capital market, participants in short selling include, in
addition to value investors, some speculators. They will pay more
attention to the "representation" information of the enterprise, select
potential targets according to the performance level of the enterprise
and whether the progress of the project reaches the expectation of
the capital market. When the actual result of the target enterprise is
less than the market expectation, the stock of the enterprise will be
quickly sold short. The innovative investment activities of enterprises
have the characteristics of high risk and uncertainty of income. The
existence of speculators further increases the risk of innovative
investment activities. Once the company's innovative investment
activities fail to achieve the expected results, this negative news will
inevitably spread the speculators of short-selling transactions and
accelerate the decline of the company's stock price. Forced by the
“pressure effect” of speculators in short-selling transactions,
management will increase the R&D investment and be more cautious
in the selection of innovative projects, and will invest more time and
energy in the feasibility and development process of innovative
projects. In-depth research on possible problems in order to reduce
the risk of short selling caused by innovative investment activities

247

Xiaotong XU / KODISA INTERNATIONAL CONFERENCE: ICBE 2019 243-248

that are less than expected. In this way, while actively deploying
innovative projects, it has achieved an increase in innovation output.
In addition, there are differences in the difficulty level of innovation
activities within the enterprise. According to the research of Wenjing
and Manni (2016), the innovation investment activities of enterprises
can be divided into substantive innovation and non-substantial
innovation. Substantial innovation can promote technological progress
and is a high-tech innovation, which is of great significance to the
improvement of long-term performance. Non-substantial innovation is
a small, low-tech innovation that does not enhance a company's
technological competitiveness and therefore cannot affect its long-term
performance.
Substantial innovation consumes more time and effort from
managers than non-substantial innovations. According to the analysis
in Chapter 3, the governance effect of short selling mechanism can
alleviate the short-sighted behavior of management in innovation
investment, so that management can make decisions from the
perspective of long-term development of the company. In order to
improve the long-term performance of the company, the management
may increase the resources of the enterprise to explore the
substantive innovation projects and reduce the investment in
non-substantial innovation projects. According to this paper, after the
relaxation of short selling control, the quality of enterprise innovation
output will be improved.
Based on the definition of China's patent law and the research of
existing literature (Zhou et al., 2012; Wenjing & Manni, 2016), this
paper uses the number of patent applications to measure the
innovation output of enterprises, and apply for enterprises. The
behavior of high-quality invention patents was identified as
substantive innovation, and the behavior of enterprises applying for
utility model patents and design patents was identified as
non-substantial innovation. The following model was designed to
study the impact of loose short selling controls on firm innovation
output:
LNPAT1(LNPAT2/LNPAT3)
= β0 + β1List + β2List*Post + β3Controls + ΣYear + ΣInd + ε

substantial innovation of the enterprise, the coefficient β2 of the
intersection item List*Post is 0.0737, which is significant at the level
of significance of 10%, that is, the short selling mechanism and the
enterprise Substantial innovation is significantly positively correlated.
In the regression between the short selling mechanism and the
non-substantial innovation of the enterprise, the coefficient β2 of the
intersection item List*Post is -0.0929, which is significant at the
10% significance level, that is, the short selling mechanism and the
non-substantial innovation of the enterprise are significantly negative.
Related. The regression results show that the introduction of short
selling mechanism can constrain the short-sighted behavior of
management in innovation investment decision-making, so that
management can stand in the long-term development of the
enterprise, appropriately reduce some low-tech innovation activities,
and enhance the technological competitiveness of enterprises. More
resources and energy are invested in substantive innovation projects
to enhance the long-term performance of the company. In addition,
in the regression between the short selling mechanism and the total
output of enterprise innovation, the coefficient β2 of the intersection
item List*Post is negative, but it is not statistically significant, which
may be due to the increase and decrease of substantive innovation
output. Substantial innovation outputs reduce the relationship that
offset each other.
Table 3: Short selling mechanism and enterprise innovation output
Variable
List
List*Post
Level
Size
ROA
Q
Indepence

Among them, LNPAT1 represents the total innovation output of
the enterprise, which is measured by the natural logarithm of the
sum of invention patent, utility model patent and design patent plus
1; LNPAT2 represents the substantial innovation output of the
enterprise, and the number of invention patents is increased by 1
The natural logarithm is measured; LNPAT3 is the non-substantial
innovation output of the enterprise, which is measured by the natural
logarithm of the sum of the utility model patent and the design
patent, and the control variable is selected in accordance with the
model 4.1, and Controls the fixed effects of the year and industry.
Table 3shows the regression results of short selling mechanism
and enterprise innovation output. The second column in Table 5-4 is
the regression result of short selling mechanism and total output of
enterprise innovation. The third column is the regression result of
short selling mechanism and substantial innovation of enterprises. The
fourth column is short selling mechanism and non-substantial
innovation of enterprises. Return results. From the table we can see
that in the regression between the short selling mechanism and the

Mshares
Age
Growth
H1
CF
Dual
_Cons
Year
Ind
R2
N
F

LNPAT1
0.2153***
(5.18)
-0.0652
(-1.26)
-0.0809
(-0.86)
0.4132***
(22.04)
1.8224***
(5.24)
-0.0199*
(-1.89)
0.1309
(0.50)
0.1420
(1.58)
-0.2234***
(-8.37)
0.0511**
(2.27)
0.0002
(0.15)
0.0998
(0.53)
0.1496***
(4.99)
-8.3092***
(-19.98)
Controls
Controls
16.31
11586
63.73

LNPAT2
0.2024***
(5.92)
0.0737*
(-1.72)
-0.0040
(-0.05)
0.3519***
(22.80)
1.0058***
(3.53)
0.0080
(0.93)
0.2392
(1.10)
-0.1372*
(-1.86)
-0.0935***
(-4.62)
0.0365**
(1.97)
-0.0026***
(-3.11)
0.2185
(1.41)
0.1353***
(4.93)
-7.3936***
(-21.60)
Controls
Controls
15.77
11586
61.30

LNPAT3
0.1233***
(3.07)
-0.0929*
(-1.85)
0.0267
(-0.29)
0.3710***
(20.5)
1.6084***
(4.79)
-0.0302***
(-2.97)
0.3104
(1.22)
0.2441***
(2.82)
-0.2301***
(-8.94)
0.0459**
(2.12)
0.0022**
(2.24)
-0.0710
(-0.39)
0.0851***
(2.65)
-7.6537***
(-19.07)
Controls
Controls
14.03
11586
53.61
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The use of the difference in difference model (DID) has strict
preconditions, and the accuracy of the model can only be guaranteed
when the experimental group and the control group have the same
time trend. There may be differences in characteristics between the
samples of short-selling companies and those of non-saleable
enterprises. The endogenous problems caused by sample selection
bias have an impact on the research results, and the accuracy of the
two-difference model estimation is improved. The samples were
paired using propensity score matching (PSM). First, the data of the
experimental group were matched one by one by using the nearest
neighbor matching in the propensity score matching method, and
then the data of the propensity score matching was used for further
double difference analysis. Referring to the screening criteria for the
corresponding stocks of margin financing and securities lending in
the “Detailed Rules for Margin Trading” promulgated by the
Shanghai and Shenzhen Stock Exchanges, draw on the research of
Qingchuan (2016) , Jian and Junxiong (2016). This paper selects the
following variables as matching variables: the proportion of the
circulation market, the number of shareholders, the size of the
company, the age of listing, the volatility, whether it is a listed
company, the year and the industry, and finally get 7194 paired
samples. Figure 5-1 and Figure 5-2 are the density function graphs
before and after sample matching. Table 5-5 is a retest of the
relationship between short selling mechanisms and innovation inputs
based on PSM samples. It can be seen that the regression results are
basically consistent with the main results of this paper.

6. Conclusions and recommendations
This paper studies the impact of loose short selling control on
long-term innovative investment behavior of enterprises and its
mechanism of action. After empirical test, this paper finds that the
short selling mechanism has a positive correlation with the
innovation investment of the enterprise, that is, the introduction of
the short selling mechanism has a positive incentive effect on the
innovative investment of the enterprise. On the basis of examining
the impact of short selling mechanism on enterprise innovation
investment, this paper further validates the impact of short selling
mechanism on enterprise innovation output. It is found that the short
selling mechanism is significantly positively correlated with the
substantial innovation output of the enterprise; the short selling
mechanism is significantly negatively correlated with the
non-substantial innovation output of the enterprise; the short selling
mechanism is negatively correlated with the total output of the
enterprise innovation, but it is not statistically The significance of

this may be due to the relationship between the increase in
substantive innovation output and the decrease in non-substantial
innovation output.
Based on the research conclusions, this paper puts forward the
following suggestions: In addition to the short-term effects on market
pricing efficiency and corporate behavior, short selling mechanism is
becoming an important regulatory force in China's corporate
governance structure, making up for the lack of internal corporate
governance. However, at present, the scale of China's securities
lending business is relatively small, and the development is relatively
slow, which is not conducive to the role of external governance of
the securities lending business. Therefore, the government should
continue to promote the system construction of short selling
mechanism, establish a market-based securities trading platform,
expand the scope of underlying stocks, attract more investors to
participate, and increase the trading volume of securities lending.
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Abstract
Technology convergence has been one means of technological innovation, which integrates similar or different technology fields to create new
technology in the same industry or between industries. Technology convergence can be operated in different ways, including technology trade,
technological alliance, mergers and acquisitions, which are the patterns of technology convergence. Because, single company can not possess all
diverse technologies and resources innovation needs, it’s necessary to obtain them from outside through market or cooperation approach.
Technology convergence is essentially a means of technological innovation. The choice among different technology convergence patterns is
affected by resources and capability that company has. Enterprise capability refers to the power in company and the ability to build relationship
and manage innovation resources. Technology trade, technological alliance, mergers and acquisitions are three different patterns to practice
convergence. This article adopts empirical research method. Firstly, bring up research hypotheses based on literature review. Secondly, design and
distribute questionnaires to collect data. Finally, one way- ANOVA is used to process data analysis and hypotheses test. The results indicate that
capability of enterprise have significant influence on the choice between different patterns for company, although the degree of influence each are
not identical.
Keywords: Enterprise Capability, Intrinsic Capacity, Relational Capacity, Innovation Management, Technology Convergence Patterns.

1. Introduction

2. Literature review

Technology convergence has been one means of technological
innovation, which integrates similar or different technology fields to
create new technology in the same industry or between industries.
Technology convergence can be operated in different ways, including
technology trade, technological alliance, mergers and acquisitions,
which are the patterns of technology convergence. Because, single
company can not possess all diverse technologies and resources
innovation needs, it’s necessary to obtain them from outside through
market or cooperation approach.
What are the choices based on among different technology
convergence patterns? Many scholars give answers in terms of
resources and capabilities in firms. How firms carry out technology
convergence depend on the resources and core capabilities of
companies, which are un-replicable, invisible and took root in the
inner ship of company. This is in some extent accordance with
Penrose’s resource-based theory. The accumulation of resources and
abilities, such as machines, market skills and sales channels that lead
to success, is a long process. When the capability of firm is not
strong enough, technology trade and technological alliance needing
much less cost, maybe is better choice then mergers and acquisitions.
Innovation management ability is an essential skill for companies
besides assets size and relational capacity. These three kinds of
abilities constitute the whole enterprise capability. Moreover, Survey
study method is used in this study. Practically, this article analyzes
the technology convergence in enterprises, and provides theoretic
foundation for them to choose the right patterns.

Gambardella and Torrisi (1998) analyzed the relationship between
technology convergence and market convergence based on
resource-based theory. The authors commented on the ways firms
used to perform convergence that included acquisition, purchase,
technological trade and agreement on cooperation. The supreme
purpose of technology convergence for companies was to increase
market share or explore new market, and then acquire market
success, which depended on assets and ability of company, such as
machines, marketing skills, sales and service network. In other
words, special assets and ability would affect market success, and
determine which patterns firms choose. But with regard to the
mechanism in above relationship, this article did not explain .
Lind (2004) and Hacklin et al. (2005) studied characters of
resources and abilities of firms are un-replicable, invisible and took
root in the inner ship of company. So strategy alliance and building
network are much safer methods than acquisition and merger
directly, or they may suffer huge financial risk and bear potential
conflict of management style and culture. Furthermore, if lacking
inner ability, convergence is not a “carte blanch” for reckless
diversification into adjacent industries. That is, the choice of
technology convergence patterns is restricted by resources and
capabilities.
Perrucci and Cimatoribus (1997) thought that the capability
affecting firm choosing the right patterns also included the ability to
build link with the value network, that’s to build and maintain good
cooperation relationship with consumer, supplier, and other
stakeholders. Chiang (2008) used case study method to analyze such
relational capacity of firms. He pointed out that relational capacity
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could promote the building of cooperation, partnership and joint
venture. When enterprises have strong relational capacity, they tend
to adopt technological alliance.
20ct70s and 80s, many companies failed in the wave of mergers.
From then on, scholars and managers began to pay much attention
on technological alliance. Many scholars mentioned strategy alliance
in their studies. Hagedoorn (1993) said that more than 70% of joint
agreement had failed in past five years in high-tech organizations,
which indicated that these films were reluctant to maintain a
relationship based on ownership to acquire new technology.
Thielmann and Dowling (1999) pointed out that cooperation was the
necessary conditions and stimulus to bundling or building special
capacity. Karvonen, Lehtovaara, and Kassi (2009) suggested that
building strategy alliance with cooperatives in different industries
made firm suit convergence environment much better. Karvonen and
Kassi (2011) concluded that cooperation paradigm of convergence
also implied that cooperation could coexist with competition.
There are two imperfections in these studies. Firstly, survey
method has not been used hitherto. Case study, literature review, and
metric method are methods always used in the past studies. No one
use survey study method to research problems in technology
convergence. Secondly, assets size and relational capacity are always
been mentioned in previous studies, no scholar discussed on
innovation management ability which is an essential capacity to
integrate the first two aspect. This article fills these gaps by adding
innovation management capacity to the first two capacities and using
survey research methods to test the relationship between capabilities
and choice of convergence patterns. Innovation management capacity
is the ability that company possesses to coordinate internal recourses
and external relationship, which complements the research area of
enterprise capabilities in technology convergence.

3. Research model

3.2.1. Intrinsic Capabilities
The intrinsic capabilities are the resources and capabilities inside
the company, which can be analyzed from quantitative and
qualitative view. From the quantitative view, more powerful company
possesses more resources, such as researchers, technology equipment,
money and so on, which imply that the company can invest more
money and manpower into R&D of convergence technology. Based
on enough resources, company can choose patterns of merger and
acquisition or technology purchase to monopolize the profit and
maximize its profit. Conversely, when company is lack of innovation
resources, the cost or expenditure will become the primary limit to
choose convergence patterns. From this angle, to save cost of
technology exploration, technology alliance or low-cost technology
purchase from the market would be a considerable choice for
company.
From the qualitative view, resources and capabilities inside
company have “inertia”, which restricts choice scope for external
technology. In other words, company will choose convergence
technology in other industries or fields which are similar or highly
correlated with the business of the company. The company tends to
gain the ownership of the company to acquire such technology via
choosing patterns of merger and acquisition or technology purchase.
For those unrelated or would-be related technology in the future, the
company will invest carefully and choose the pattern of technology
alliance. However, with the speed up of products updating, it has
become more difficult for company to capture the changing market
information. In order to meet the changing market and accordingly
technical situation, companies widen their search area for
heterogeneous technologies. Therefore, to control cost and risks in
those processes, companies tend to choose strategy alliance pattern.
In summary, the impact of assets size and power on the choice
of patterns is uncertain. For convenience, the hypothesis about above
analysis would be:

3.1. Technology Convergence Patterns
The patterns of technology convergence refer to the means of
carrying out technology convergence for enterprises. According to the
ownership change of property right and benefit distribution,
technology convergence patterns
include technology trade,
technological alliance, mergers and acquisitions. Technology trade
means obtaining technology in other filed by market trading,
including license agreement and purchase. This pattern does not
change the ownership of buyers and sellers, and the profits from
using introducing technology belong to the buyer only. Mergers and
acquisitions refer to one company take over other company in order
to acquire its technology, which changes the ownership of one side,
and the company operating M&A is responsible for its own loss and
profit. Technology alliance is a method that companies with
complementary technologies cooperate, joint venture or achieve an
agreement with each other to research and develop new technology
and share the profit by commercializing their achievement.

3.2. Enterprise Capability
Enterprise capability includes the resources in company (intrinsic
capabilities) and the ability to build relationship and manage
innovation resources

H1: More powerful enterprise tends to choose merger and
acquisition or technology purchase patterns

3.2.2. Relational Capability
Relational capacity of firm is the ability to build connection with
other firms, suppliers, customers and other intermediary service
organization. The relationship includes strong ties and weak ties
believed that weak ties were the sources of potential opportunities
because weak ties were more effective in bridging different networks
and could reach more people. Thus, they could approach to more
diversified information. Strong ties, although strengthening the local
adhesiveness, spoiled the entirety into fragments. Comparing the three
patterns, technology alliance tends to develops weak ties between
firms, merger and acquisition build strong ties, and technology trade
shapes a kind of intermediate state between weak and strong. We
can define relational capacity as a kind of ability which can be used
to build such weak ties, and the ability will be useful in much
wider scope to follow variety of technologies and capture technology
opportunities in time.
Relational capacity could be illustrated by interaction frequency
between firms, reputation and willingness to share information.
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Higher frequency, better reputation and strong willingness to share
information would help firms to find common interest, share
resources, strength cooperate and build alliance to become an interest
community. Technology convergence, which means to mix different
technologies from various fields or industries together, needs special
ability of communication and collaboration. Based on common
interest and common vision, strategy alliance is more helpful to
cooperate, coordinate, cost reducing and diversifying risk then other
patterns. Therefore, we conclude such hypothesis that:
H2: When possessing better relational capacity, company tends to
employ technology alliance to execute the technology convergence.

3.2.3. Innovation Management Capability
Innovation management means that company coordinates the
relationship between internal resources and relational capacity. The
quality and quantity of internal resources inside firms determine the
character and size of the external organizations which are selected to
build connection. Moreover, relational capacity is helpful to
accumulate resources and reinforce power in company. They
somehow supplement each other. Innovation management ability, as a
coordination factor, could strength above relationship.
Innovation management ability can be illustrated by three aspects:
Information exchange among organizations, making contemporaneous
and scientific decisions, assessing opportunities and grasping them.
Information is essential for the success of technology convergence.
Especially the communication between R&D and sale departments
makes R&D sector accurately catch and meet consumers’ need which
in favor of the success of convergence. Opportunity assessment is a
process of analyzing cost, profit and risk of opportunities using
obtained information to catch the reasonable ones. Timely and
scientific decision-making, which bases on the information and
opportunity assessment, directly affect the success of technology
convergence. The basic contents of innovation management consist of
the three aspects above. Strong ability on innovation management
can improve the chances of getting right opportunities and firms tend
to choose patterns of technology trade or merger and acquisition to
maximize benefit. Conversely, they will choose alliance pattern to
reduce cost and risk. In all, the hypothesis is:
H3: When possessing stronger innovation management ability,
enterprises tend to choose patterns of merger and acquisition
or technology purchase.

Figure 1: The Research Model

4. Research method
4.1. Scale Development
In this research model, there are four constructs. We referred to
authorized literature and found the existed scale on these constructs.
Modify each item if necessary, then we have the first draft of the
questionnaire. Then we solicited ideas from classmates, teachers
(several professors, vice-professors and many PHD candidates and
postgraduate students) and experts in companies on the scale design,
conceptual validation, wording and the format of the questionnaire.
According to these precious opinions, we revised the questionnaire
and the constructs possessed adequate conceptual validity. Then, a
pilot study involving 30 companies was conducted using the
improved questionnaire to test the stability and validity of these
constructs in the survey instrument. Finally, we deleted five
unnecessary items and formed the final copy with four constructs
and eleven items in all.

4.2. The Survey
The subjects of the survey are enterprises. The best respondents
are R&D managers and middle management, junior technicians and
product development personnel are also permitted. A package
containing a cover letter stating the study objective, a copy of the
questionnaire was sent to each respondent by letter, e-mail, QQ and
telephone. Of the 300 questionnaires sent out, 126 returns received
were scrutinized for data reliability. As a result of the check up, 22
questionnaires were incomplete, 11 were incorrectly completed, and
discarded 9 questionnaires of unrelated industries, the remaining 84
were data reliable. Response rate at the company level were 28%,
which is considered reasonable because the survey was unsolicited
and it involved senior management. Table1 and 2 provide the profile
of these firm respondents and the descriptive statistics of the study
variables.
Table 1: Profile of responded firms
Category
Merger and Acquisition
Technology Trade
Technology Alliance

Frequency
8
33
43

Percent
9.5
39.3
51.2

Number of
Employees:

<100
100-500
501-1000
>1001

15
35
14
20

17.9
41.7
16.7
23.8

Industry:

Telecommunications
IT
Machinery Manufacturing
Biomedicine
Others

6
17
17
7
25

7.1
20.2
20.2
8.3
44.2

Established Time:

≤3
3-10
＞10

4
37
43

4.8
44
51.2

Ownership Type:

State-owned
Private-owned

23
61

27.4
72.6

84

100

Technology
Convergence
Patterns:

Total
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Table 2: Descriptive Statistics of Variables

Table 5: Cross Factor Loading

Construct Items

Mean

Std. Deviation

Construct Items

1

2

3

RES1

2.99

1.047

RES1

0.843

0.055

0.085

RES2

2.46

1.046

RES2

0.782

0.045

0.092

RES3

2.02

.640

RES3

0.687

-0.052

0.196

REL1

5.02

1.086

REL1

0.244

0.667

0.026

REL2

0.127

0.765

0.159

REL2

5.02

1.140

REL3

4.85

1.081

REL3

-0.096

0.818

-0,002

0.214

0.110

0.833

MAN1

4.57

1.225

MAU1

MAN2

4.58

1.390

MAU2

0.217

0.134

0.720

1.245

MAU3

0.164

0.144

0.656

MAU4

0.162

0.267

0.639

4.44

MAN3

4.62

MAN4

1.161

Table 6: Assessment of Internal Consistency and Convergent Validity

4.3. Evaluating the Measurement Model
The measurement model adopted the developed scales with high
reliability and validity and revised them according the purpose of
this study. A pilot study involving businesspersons and professionals
was conducted to revise the questionnaire according their advices
before the formal investigation. The SPSS was used to test the
reliability by Cronbach`s Alpha computation. We used LISREL8.70
to perform confirmatory factor analysis of the measurement items,
which provides a more rigorous assessment of the fit between the
collected data and the theoretical factor structure. The results show
in table 3-9.
Table 3: Evidence of Unidimensionality
Construct Items

Standardized parameter estimate

t-value

RES1
RES2

0.75
0.76

7.12
7.28

RES3

0.79

7.60

REL1

0.72

6.76

REL2

0.82

7.09

REL3

0.71

6.72

MAN1

0.71

7.08

MAN2

0.82

8.70

MAN3

0.84

9.08

MAN4

0.83

8.94

Dimensions

Number of
Items

Cronbach`s
Alpha

Average
Variance
Extracted

Composite
Reliability

RES

3

0.7852

0.6995

0.8744

REL

3

0.7945

0.6662

0.8568

MAN

4

0.8748

0,6874

0.8975

As shown in the table, every indicator loading (see Table 3) was
about the criterion of 0.707.and significant. The model fit indices
(see Table 4) also provide adequate evidence of the
unidimensionality of the items. Except for the NFI index, which was
equal to the criterion of 0.9 (Bentler, 1990), all indices were above
their criterion levels. All cross indicator loading were less than 0.5
(see Table 5), and the square root of average variance extracted of
each potential variable was greater than correlation coefficient
between them (see Table 6 and 7), providing strong evidence of
discriminate validity. The internal consistency of each dimension was
assessed by computing the Cronbach`s Alpha, composite reliability,
and the average variance extracted. Table 10 presents the results
along these dimensions. All Cronbach`s Alpha and CR exceeded
Nunnally (1978) criterion of 0.70 while the AVE for these constructs
were all above the recommended threshold of 0.5.

5. Testing the Structural Model
Table 4: Goodness of Fit Indices for the Measurement Model
Goodness of Fit indices for the Measurement Model
Goodness of Fit Indices

The Model

Criteria

Chi Square(df)

41.39

smaller

Df

32

ChiSquare/df

1.29

<3.0

GFI

0.91

>0.9

AGFI

0.84

>0.8

Standardized RMR

0.071

<0.5

RMSEA

0.059

0.05-0.08

NFI

0.90

>0.9

CFI

0.96

>0.9

Number of latent variables

3

Total Number of Items

10

Regression analysis is unsuited for this model because there are
three dependent variables from patterns and it is a little complicated
to define two dummy variables. One-way AN0VA, used to examine
which factors affect the dependent variables, is a proper method to
find out the factors influencing company behavior of choosing
correct patterns of technology convergence.

5.1. Correlation Analysis
Pearson correlation analysis is used to conduct preliminary study
for the relationship among the indicators. TableⅪ was the correlation
coefficient between different variables.
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Table 7: Intercorrelations among study variables
PAT
Patterns

1

RES1

RES2

RES3

Assets

.164

1

Employees

.135

.566＊

1

Turnover

-.052

.594＊

.613＊

1

REL1

REL3

REL5

MAN1

MAN2

MAN3

MAN4

.

Interactive

.321＊

.170

.160

-.036

1

Reputation

.130

.162

.031

-.001

.583＊

1

Willingness to Share

.074

-.034

-.064

-.117

.516＊

.589＊

1

Coordination

.267＊

.071

.007

-.002

.433＊

.335＊

.286＊

1

Timely

.243＊

.104

.043

-.070

.326＊

.356＊

.269＊

.608＊

1

Scenically

.228＊

.170

.035

-.013

.277＊

.332＊

.194

.607＊

.685＊

1

Opportunity Grasp

.209

.304＊

.187

.175

.304＊

.389＊

.385＊

.536＊

.677＊

.718＊

1

.

Table 8: One-Way ANOVA: Levene test
RES1

RES2

RES3

REL1

REL2

REL3

MAN1

MAN2

MAN3

MAN4

Levene Statistic

1.817

0.658

1.148

0.439

0.062

0.058

0.613

0.473

0.289

0.151

Sig

0.168

0.520

0.520

0.646

0.940

0.943

0.544

0.635

0.749

0.860

Table 9: Results of one-way ANOVA: pair wise comparison
Patterns of Technology Convergence
Enterprise Capability

Intrinsic Capabil
ities

Relational
Capacity

Innovation
Management

Three Patterns

M&A &Trade

M&A& Alliance

Trade& Alliance

F value

Sig

SD

Sig

SD

Sig

SD

Sig

RES1

2.770

0.051

-0.89＊

0.031

-0.91＊

0.023

-0.02

0.937

RES2

1.160

0.318

-0.17

0.688

-0.46

0.26

-0.29

0.212

RES3

0.179

0.836

-0.14

0.591

-0.08

0.755

0.06

0.675

REL1

6.401＊

0.002

-0.68

0.088

-1.21＊

0.002

-0.53＊

0.018

REL2

2.121

0.126

-0.83

0.057

-0.85＊

0.047

-0.01

0.951

REL3

1.045

0.356

0.06

0.894

-0.27

0.507

-0.33

0.164

MAU1

4.906＊

0.009

-0.92

0.051

-1.34＊

0.004

-0.43

0.102

MAU2

3.172＊

0.047

-0.58

0.264

-1.09＊

0.033

-0.51

0.081

MAU3

3.828＊

0.025

-0.83

0.079

-1.21＊

0.010

-0.37

0.397

MAU4

3.535＊

0.033

-0.42

0.350

-0.92＊

0.035

-0.50＊

0.044

Above table presents the rudimentary evidences that interaction
frequency, decision-making, and opportunity assessment and grasp
abilities have significant influence to the firm choice among different
patterns of technological convergence.

5.2. One-way ANOVA
Define three different patterns as level nominal variables. Then
use the Post Hoc function in ANOVA for pair wise comparison to
find out the factors with significant difference. That is the rationale
for hypothesis testing of the structural model. Homogeneity variance
testing (Levene test) was carried out firstly that determine which
results were selected in the course of Post Hoc. SPSS was used to
analyze and Table8 and 9 present the results of the one-way
ANOVA data analyses.

In the Levene test, each P value is greater then 0.05, representing
the test is insignificant and accepting the Homogeneity variance null
hypothesis. From Table9, we can see that assets size, interaction
frequency, decision-making ability, and opportunity assessment ability
have significant influence on the choice behavior of firm. The sign
of the standard deviation represents the positive or negative
correlation between certain factor and coupled patterns. Positive value
means the first pattern is better and negative means the second
pattern having advantage. According to above computing results, we
can draw the conclusion of hypothesis test showing in below Table.

254

Fengxian YANG / KODISA INTERNATIONAL CONFERENCE: ICBE 2019 249-254

Table 10: Results of one-way ANOVA for theoretical model

6. Concluding Comments

Symbol

Hypothesis

Conclusion

H1

H1：More powerful enterprise tend to choose
merger and acquisition or technology purchase
patterns

Maybe

H2

H2：When possessing better relational capacity,
company tends to employ technology alliance to
execute technology convergence.

YES

H3

H3：When
possessing
stronger
innovation
management ability, enterprises tend to choose
merger and acquisition or technology purchase
patterns.

Opposite

5.3. Discussion of Findings
According to above data analysis, H1 was not statistic significant,
which means that intrinsic capabilities of company have no
significant effect to the choice of convergence pattern. However, the
P value is 0.051, close to significance, and the assets indicator has
achieved significance with standard deviation -0.89 and -0.91
respectively. That is to say, the number of assets has clear influence
on the choice of patterns, and technology trade and alliance are
superior to merger and acquisition for company.
That result may have something to do with the change of
people’s view. In the end of 20th century, managers in western
countries directly adopted merger and acquisition pattern to conduct
technology convergence with many of them failed finally. Modern
firms learn from their forerunners. They have realized that M&A is
a pattern with highly cost and great risk, unless with full assurance,
they will not select this one, even with plentiful assets and
resources. Otherwise, technology trade and alliance are more safe and
efficient patterns. That idea coincides with Lind (2004) and Hacklin
et al. (2005), that technology M&A can not prompt technology
convergence. If company is lack of special assets and marketing
skills for new business, it will not choose M&A patterns even with
amply assets.
The results confirmed the H2 hypothesis that when possessing
better relational capacity, company tends to employ technology
alliance. When have high interactive frequency, technology alliance is
relative optimal choice than other two patterns. Besides, when
enterprises have better reputation, alliance is more easily achieved
than trade.
Innovation management ability has significant impact to the choice
of patterns, and four indicators all have been verified. Nevertheless,
it is adverse to the hypothesis H3, technology alliance is the best
choice for company instead of technology M&A. A greater cause for
this may be innovation management is far more like a kind of
flexible ability as relational ability and it can match with patterns
that are more flexible, like technology alliance and trade. The fact is
that the pattern of technology alliance and trade need innovation
management ability more than other pattern, like the capabilities of
information exchange effectively, collaboration with different
divisions.
The results also indicate that technology alliance is a more
superior pattern for modern companies. And that is coincided with
opinions from Gambardella and Torrisi (1998), Karvonen and Kassi,
(2011), and Karvonen, Lehtovaara, and Kassi (2009).

Based on literature review, this article uses questionnaire survey
method to analyze the influence of enterprises capability on the
choice among different technology convergence patterns. The
conclusions are as follows. (1) For different assets and resources, the
choice now have no significant difference, even large scale company
does not necessarily choose technology M&A. (2) The relational
ability has obvious effect on firm selection. The greater the relational
capacity, the more likely company tends to employ technology
alliance. (3) Company with much better innovation management
ability, tends to choose technology alliance too. That is because,
company which can collaborate with other divisions, have greater
decision-making ability, and grasp opportunity effectively, are better
at grasping information, finding alliance partners, and acquire
technology needed. That is to say, innovation management ability
can match with the mechanism of technology alliance better.
There are also limitations for this study. Firstly, for the difficulty
of data collection, the limited sample size might result in deviated
conclusion to some extent. Secondly, one-way ANOVA can just find
which factors have influence on the choice. That is not enough to
find out the relative strength of the effect for each factor. In future,
we can use other method, may be the discriminant analysis, to find
out the key variables that play a main role. Finally, besides
enterprise capabilities, other factors such as the technology character,
industry or market environment may also have a influential role on
the choice of patterns of technology convergence, which may be the
future study in the field.
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A Study on Microfinance Company and Rural Development in China
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Abstract
In China, the finance institution is more concerned about the city than the rural for a long time. Even the rural banks, such as China
Agriculture Bank and Rural Credit Cooperative Company, mainly moved the funds of rural to the city instead of helping the farmers. The
purpose of microfinance in China is to expand the provision of loans to farmers, individual owners and micro enterprises. The state wants to
guide private capital flows to rural and underdeveloped areas in order to improve financial services there. With establishing microfinance,
farmers’ income and rural economy can be promoted. This study found that microfinance companies did promote the development of rural areas.
Chinese microfinance created a unique development model in the development process which helps farmers a lot. The results of the regression
show that the funds of China's microfinance companies flow to the countryside, to make up for the lack of rural financial situation for the
"three rural" (agriculture, rural areas, farmers). The microfinance companies provide funding and greatly improve the peasant’s expenditure, which
achieve the intended target. Further study found that microfinance companies have made such a good achievement in promoting rural
development, mainly because they provide funds that are in line with China’s reality.
Keywords: Microfinance, Rural Development ,Peasant’s Expenditure.

1. Introduction
In China, the finance institution is more concerned about the city
than the rural for a long time. Even the rural banks, such as China
Agriculture Bank and Rural Credit Cooperative Company, mainly
moved the funds of rural to the city instead of helping the farmers.
So in the vast rural areas, financial service is missing and capital is
shortage in China. Lack of funds is an important factor which leads
farmers hard to increase income and agricultural slow to develop.
In order to solve the above problems, in August 2005, the
People’s Bank of China (PBOC) launched a pilot project on setting
up rural commercial microfinance in Shanxi, Sichuan, Shaanxi,
Guizot and Inner Mongolia provinces where the private finance was
relatively active. The experiment made a great success. So PBOC
issued “China Banking Regulatory Commission, the People’s Bank of
China on microfinances pilot guidance” in May 2008.

2. Present situation of microfinance companies in China
Microfinance companies have developed rapidly since 2008.
According to the industry development data, the number of
microfinance companies has always maintained rapid growth. And
loan balance keeps in a high development. According to the statistics
of the People’s Bank of China, the number of microfinance
companies increased from 1334 in 2009 to 8673 in 2016, with an
* Business School, Shandong University of Political Science and Law,
China.
** Professor, Business of shool, Shandong university of political science
and law ,Jinan, China Email: 741973115@qq.com

average of 1047 new units each year. The balance of loans from
microfinance companies increased from 77.4 billion yuan in 2009 to
927.28 billion Yuan, with the average annual growth rate of 137.25%.
Table 1: Statistics on China ‘s microfinance,2009 -2017.
Year

Quantity

Employee

Capital

Loan

2009

1334

14500

940

774.23

2010

2614

27884

1780.96

1975.04

2011

4282

47088

3318.66

3915.73

2012

6080

70343

5146.96

5921.35

2013

7839

95136

7133.39

8191.27

2014

8791

109948

8283.06

9420.38

2015

8910

117344

8459.29

9411.51

2016

8673

108881

8233.9

9272.8

2017

8551

103988

8270.33

9799.49

Source: PBOC

In order to Statistics on China ‘s microfinance, the People’s Bank
of China (PBOC) launched Statistics on China ‘s microfinance in
every year where the private finance was relatively active.

3. Empirical test on microfinance supporting rural
development
In order to examine whether the microfinance company promoted
the development of rural economy and whether it has achieved the
purpose of improving the peasants' life since its establishment. We
take the expenditure as explained variable. Because expenditure can
describe the situation of people more accurately in China. The more
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people consume, the better he lives. So I investigate the peasant’s
expenditure from 2001 to 2016 in China. Also I have investigated
the urban’s expenditure in the same period. By comparing the
consumption data of rural residents and urban residents in China in
the same period, we can find where the funds of microfinance
investigate and which side obtained more support. And since the
microfinance company was fully developed in 2008, so this article
takes 2009 as the analysis of the node, before and after the selected
8 years of data were studied, namely: 2001-2008 as the
pre-development data, 2009-2016 as post-development data.
To examine the impact of the establishment of microfinance
companies on the rural economy, the direct comparison of changes
before and after the two time points, may not be able to draw an
accurate conclusion. Because the change of rural economic and
farmers' consumption may be caused by other factors, not only by
the microfinance companies establishment. Therefore, this paper uses
the multiplier analysis method to analyze the entry effect of
microfinance companies. The main idea of the multiplier analysis
method is to use the exogenous public policy brought about by the
individual effects and time effects of the double difference to
identify the effect of the policy. The metering model is: representing
the total consumption level of the t year sample in the region;
representing the impact of the common impact, expressed in GDP;
indicating the long-term consumption level of the region; representing
behalf of the microfinance company, enter into 1, not into 0; λ
representing microfinance’s effect coefficient which measures the
effect of the microfinance company on explained variables;
representing the region, the rural area is 1, the city is 2; is for the
random disturbance item.
The model has the following advantages in the analysis. First, we
control the individual effects that do not change with time, such as
difference ideas, social environment and other factors that cannot be
quantified. Secondly, by introducing the dummy variables of time in
the model, we control the time-varying effect-the impact of economic
growth. Thirdly, using the multiplier analysis method to construct the
action group and the control group, it can be better to analyze the
entry effect of the microfinance company
In the regression model, the estimated coefficient of microfinance
companies 'consumption growth for rural residents is 0.3134 and the
standard deviation is 0.231, which indicates that the growth of rural
economy has been promoted after the establishment of microfinance
companies, which has improved the life of farmers and promoted
farmers' consumption. Which means the microfinance played a good
role in rural development. Meanwhile, the estimated coefficient of
consumption growth for urban residents is 0.0161 and the standard
deviation is 0.0003, which indicates that the establishment of
microfinance companies has no obvious effect on the improvement
of urban residents' consumption. The results indicate microfinance
support rural development more than urban. The funds of
microfinance enter into the rural more than the urban.

4. Experience of China’s microfinance supporting
rural development
The results of the regression show that the funds of China's

microfinance companies flow to the countryside, to make up for the
lack of rural financial situation for the "three rural" (agriculture, rural
areas, farmers). The microfinance companies provide funding and
greatly improve the peasant’s expenditure, which achieve the intended
target. Further study found that microfinance companies have made
such a good achievement in promoting rural development, mainly
because they provide funds that are in line with China’s reality.

4.1. Strictly limit the use of microfinance companies’ funds
In order to guide the microfinance invest in rural areas and
underdeveloped areas and increase the supply of agricultural loans,
the policy stipulates that the business area of microfinance companies
is limited to the county area, not across the region. Beijing, Shaanxi
and Gansu require microfinance companies’ loan must be more than
70%.In order to ensure that farmers and small micro-enterprises to
become a small loan company's customers, [2008] No. 23 document
issued the "balance principle" which request the same borrower's loan
shall not exceed 5% of the net capital of the microfinance company.
Sichuan and Shanxi, respectively, provides a small loan company's
single loan amount of up to 200,000 yuan and 300,000 yuan. At the
same time, the central and local governments have introduced a
series of taxation and fiscal subsidy policies to support the
development of microfinance companies, such as the inclusion of
microcredit companies in pilot loans for agriculture-related loans and
the reduction of tax burden on microfinance companies.

4.2. The implementation of localized business management
According to the "three rural" development situation and its
demand for funds, microfinance companies innovate variety loan to
meet the demand as far as possible. On the basis of thorough
investigation and extensive research, the microfinance companies have
determined the primary principle is simplifying and standardizing.
They actively pursue the farmer's guarantee service and implement
mutual insurance between the farmers to achieve rich and strong to
help poor and weak.They carry out agricultural and sideline products
focused on loans, agricultural and sideline products processing special
loans, rural model village and credit village loans, community loans,
small credit loans and corporate credit card loans and other new
credit. And accordingly the microfinance developed "Huinongtong",
"Haoyebao", "Chengxindai" and other series loan products, effectively
meet the farmers’ needs.

4.3. Cooperate with agriculture industry chain
As the majority of farmers lack qualified collateral and lack of
credit records, it is difficult to examine their credit. Loaning them is
risky. In order to solve this problem, the microfinance company
cooperates with the core enterprise of the agricultural supply chain.
As the core enterprises cooperate with farmers for a long time, they
learn farmers well and understand their credit situation. Loaning to
farmers who cooperate with core enterprises overcomes the loan
information asymmetry and adverse selection. The loan to the
peasants prioritized whether they had a cooperation agreement with
the core enterprise of the supply chain. The peasants contracted with
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core enterprise have priority to get loans. This model not only
enables the microfinance companies to meet the needs of the
farmers' funds but also achieve more profit, which achieves a
win-win situation.
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A Research on Countermeasures of Shared Bicycles in China
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Abstract
Under the background of green, low carbon, environmental protection and sustainable development, shared bicycles have achieved a rapid
development period, with remarkable achievements and many problems. Shared bicycles have solved the problem of "the last mile of city
traffic". However, this new thing still faces many problems such as lack of supervision, industry competition, high cost, low operating efficiency
and hidden danger. In order to solve the problems above, we need the cooperation of core stakeholders such as government, industry,
enterprises and users.The Problems in the Development of Shared Bicycles in China: Firstly,Imperfect Market Supervision Mechanism. Under the
constant promotion of "internet +" and innovation and entrepreneurship, a large number of new business models have emerged in sharing
economy. Second, Blind Expansion with Hidden Dangers.Shared bike is favored by the capital market for its convenience and greening of the
"last mile" of travel, and the financing rhythm and the amount of funds are constantly updated. Third, High Operating Costs.The manufacturing
cost of shared bicycles is high. Fourth, Disordered Parking and Malicious Damage.The number of market launches of shared bicycles is large,
and there is a need for large enough space to park. Fifth, Safety Performance Needs to be Strengthened No new thing, no industry can ignore
safety.
Keywords: Shared Bicycle, Sharing Economy, Internet, Business Model.

1. Introduction
Sharing economy, also known as collaborative consumption, it
refers to the use of the internet and other modern information
technology to integrate and share a few stages of idle resources, in
order to meet the demand of diverse economic activities. Shared
bicycles are bicycle sharing service provided by enterprises in a
public area of the city.
Shared bikes have sprung up in a short period of time, gaining
market and capital recognition and igniting a new flame of sharing
economy. As a new model of sharing economy, with the innovative
application of modern information technology, shared bicycle meets
the demand of short distance travel and alleviate the city pressure of
traffic congestion and environmental pollution. It also meets the
development concept of "innovation, coordination, green, open and
sharing".
Nowadays, shared bicycles are in full swing and gradually spread
across all corners of China. Shared bikes can be seen everywhere in
some third-tier, fourth-tier cities and even local counties. Youon, ofo
and Mobike start a new era of shared bicycles. They dominate the
no-pile shared bikes that mesh with the internet thinking. They have
built a business model of shared bikes with Chinese characteristics.
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2. Background and Significance of the Emergence
of Shared Bicycles
2.1. Background of the Emergence of Shared Bicycles
2.1.1. Political Environment
Traffic pressure is a problem for every city. The increase of
private cars has led to the normalization of urban traffic congestion,
and the restrictions on out-of-town field plates and odd-numbered
license plates can't solve the problem of congestion. Shared bikes
can contribute to the solution of urban traffic congestion and get
government support and assistance. For example, the municipal
transportation commission of Shenzhen has published a number of
opinions on encouraging the regulation of internet bikes, which has
encouraged and standardized the industry of shared bicycles. In
Shenzhen, around the city's large rail transit sites with a large
amount of bicycles, the first batch of 280 standard parking spots
were planned. In recent years, the state has vigorously promoted the
PPP mode, and the supporting policies have been released
successively, which provides a favorable environment for the
development of shared bicycles. However, due to the explosive
growth of the number of shared bicycles, the government
departments have relatively insufficient management and input
personnel.

2.1.2. Economic Environment
In 2017, China's annual GDP was 8.277 billion yuan, with an
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increase of 6.9% over the previous year. China's total population has
been growing steadily, and the urbanization rate has continued to
increase. The number of urban residents as reached 793 million, an
increase of 21.82 million over the past year. As the internet becomes
more mature, the volume of transactions in sharing economy
continues to increase, and the cost is gradually reduced. In 2016,
China's sharing economy has developed rapidly, with a growth rate
of 118.5%. In 2017, the size of sharing economy in China has
exceeded 6 trillion yuan, which provided a good economic
environment for the development of shared bicycles. However, in the
early stage of development, shared bicycles lacks a profit model,
which requires the use of external investment to reach the users and
occupy the market. This caused the platform to fall into the crazy
"burning money" war, which is not conducive to the follow-up
development.

2.1.3. Social Environment
The environmental protection and health awareness of Chinese
citizens has been continuously enhanced after the damage caused by
haze. Increasingly congested traffic in first-tier cities and second-tier
cities have led to a renewed focus on short-distance travel with the
characteristics of environmental protection, high efficiency, flexibility
and health. Shared bicycles have become a popular green walking
tool for short trips. However, the capacity of the city is limited, and
there is a surplus of shared bicycle capacity in some cities. At the
same time, in the process of the use of shared bicycles, the situation
of disorderly stop, damage, theft and private ownership are also
widespread. These uncivilized behaviors greatly reduce the efficiency
of shared of bicycles.

2.1.4. Technical Environment
The development of internet technology and the popularization of
mobile phones provide technical support for the promotion of shared
bicycles. Shared bicycle users can realize the positioning of the
no-pile bike with the help of GPS positioning technology, and
realize convenient and quick payment by means of mobile payment
technology. Compared with the public bikes introduced by the
government, the advantages of shared bikes in fast certification and
no piling are obvious. Currently, sharing economy apps users use
more frequent are mainly in the areas of travel sharing, skills and
hobbies sharing, leasing sharing and service sharing mainly in the
areas of travel sharing, skills and hobbies sharing, leasing sharing
and service sharing. This also provides a huge user base for the
promotion of shared bicycle apps.

2.1.5. Its Own Characteristics
Shared bicycles can grow quickly and become a representative of
sharing economy, because shared bicycles satisfy the four
requirements: (1) the right to use and ownership can be properly
separated, especially losses and depreciation can be controlled within
a certain range; (2) the bicycle meets the requirements of
consumption exclusion, and it can monitor the use status to a
considerable extent through modern satellite and network technology;
(3) the low density of subway stations in large and medium-sized

cities has touched pain points of " the last mile" of people's journey.
Subway buses are not covered, taxi rides are wasted, walking is too
tired, and shared bikes just make up for that. As a result, there are
a large number of shared bicycle parking spaces in densely
populated subway stations, bus stations, campus, residential areas,
commercial areas and public service areas. (4) The value of shared
bicycle is moderate which is between not high and low, and its
value has little loss of intangible depreciation.

2. The Significance of the Rise of Shared Bicycles
2.2.1. Representing a New Model of Sharing Economy
With the rapid development of internet technology and its
innovative applications, sharing economy has grown rapidly in recent
years. Sharing economy is a new economic model that uses modern
information technology platform to integrate decentralized idle
resources and realize temporary transfer of goods or service use
between strangers. Since 2014, the sharing economy has been
developing rapidly in China, and its application has been increasing,
involving many fields such as travel, accommodation, loans and
medical treatment.
In 2016, the shared of bicycles, which are based on government
public bikes, spread rapidly across major cities of China. The new
style of travel eliminates the need of parking their bikes in fixed
locations of public bikes. Users can check the location of nearby
bikes through a smart phone app, then make an appointment and
find the bike. Users can park bicycles on the side of the road
without affecting the normal passageway of pedestrians, so as to
facilitate other users to follow. As a new model of sharing economy,
shared bicycles are different from other sharing economy models,
such as Didi Dacha and Xiaozhu, which are based on social
resources. Shared bicycle model is not based on social resources, but
on the basis of the sharing of new manufactured bicycles, which
represents a sharing economy model of heavy assets. This sharing
model is difficult to form a monopoly due to the traffic flow from
the offline import and the business layout is geographically
separated, which provides an opportunity for "mass innovation and
entrepreneurship".

2.2.2. Carrying Out the Development Concept of "Innovation,
Coordination, Green, Open and Sharing"
From the perspective of innovation, the shared bicycle is an
industrial innovation which is based on the technology of mobile
internet, GPS, internet of things. It is also a lifestyle innovation
based on the integration of manufacturing and operation services.
From the perspective of coordination, shared bicycles promote the
flow of bicycle resources and achieves efficient matching between
supply and demand, which can help to realize the coordinated
development between economic development and rational use of
resources. From the perspective of green, shared bicycles advocate
green and smart travel, and encourage residents to ride more to
reduce the carbon dioxide emissions of motor vehicles and alleviate
the problem of traffic congestion.
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From the perspective of open, shared bicycles can be widely used
in major cities across the country with the price of services that the
public can afford, and they have been gradually introduced to
foreign markets. From the perspective of sharing, hared bicycles
adhere the concept of "using rather than possessing" and present the
information of idle bikes on the service platform, so that people can
share and use goods more.

2.2.3. Meeting the Requirements of Supply-side Structural Reform
It is an important part of the supply-side structural reform in
public transportation to solve the short distance transportation
problem. In cities, buses and subway systems have been unable to
solve the "last mile" problem of people traveling. The Shared bicycle
has an incomparable advantage in short distance travel, which can
make up for the defect of the end of the traffic trip and resolve the
embarrassment of the "last mile" problem.
Thanks to the precise attack on the "last mile" problem, shared
bicycles play the role of "capillaries" in the "great arteries" of urban
traffic constructed by subway and bus. Shared bicycles compensated
for the lack of public transport system and alleviated the
contradiction of people's demand for convenient transportation and
traffic congestion. It provides a feasible solution to improve urban
traffic from the perspective of supply side.

3. The Development History and Current Situation
of Shared Bicycles in China
3.1. The Development History of Shared Bicycles in China
The development of China's Shared bicycle market has gone
through three historical stages.
(1) The first stage is from 2007 to 2010. The main characteristic
of this stage is that under the government-led, one of the few big
cities such as Beijing, Hangzhou introduced public bike from foreign
countries and included them in the urban public traffic system.
(2) The second stage is from 2011 to 2014. The main feature of
this stage is that companies specializing in bicycle operation began
to emerge, and public bikes were still dominated by piles. However,
due to China's lack of industry standards and quality standards for
public bikes, the social benefits of public bike projects are not
objectively reflected. The cost of building public bike systems has
also been questioned, and public bike has quickly gone into
recession.
(3) The third stage is from 2015 to today, and it is the stage of
explosive growth of shared bicycles. With the rapid development of
mobile internet, shared bicycles led by Mobike and ofo have
emerged as a more convenient way to replace public bicycles with a
stake.
In 2014, Daiwei, a graduate of Peking University, co-founded ofo
with four partners to solve the problem of travel on campus. In May
2015, more than 2,000 shared bicycles appeared on the campus of
Peking University. In January 2015, Huweiwei founded Mobai
technology company as the founder and the business grew rapidly.
When shared bicycles first appeared, they were hot in the market.
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Companies that operate shared bicycles are springing up all the time.
By the end of 2017, there have been at least 23 brands of shared
bicycles in China. In addition to the two larger companies, Mobai
and ofo, which occupy about 90 percent of the market, others
companies such as Xiao Ming and Xiao Lan have also achieved
good results. By the end of 2017, the total number of users in
China's shared bicycle market has reached 50 million.
Shared bicycles can be popular in a short period of two years,
while the key is that they have solved the problem of the "last
mile" of citizen travel. The demand for short trips within five
kilometers is also fully released, and it is in line with the country's
green travel concept. At present, the city government management
department with the high popularity of shared bikes has made clear
the management regulations to promote their healthy development.

3.2. The Development Status of Shared Bicycles in China
The "internet + bicycle" service has become one of the
mainstream services of the public, providing the most efficient and
convenient transportation service for our citizens. At the end of
2017, under the fierce competition in the market, ofo, Mobike and
Kuqi respectively by 51.9%, 45.2%, 4.6% have occupied the top
three positions of active users of Chinese shared bicycle apps,
becoming an indispensable transportation tool for the public. "Shared
bicycle + public transport" low-carbon way to travel, reduces the
CO2 emissions of the car, shares spare resources, improves the effect
of energy conservation and emissions reduction, and promotes the
national fitness, greatly improve the efficiency of travel.

3.3. The Growing Market Size and User Scale
Shared bicycle market in China is still in its infancy. In 2015,
the concept of sharing bikes began to rise, and capital and the
giants began to lay out their plans. The year 2016 can be designated
as the first year of the development of shared bicycle. In 2016,
shared bicycles that were originally located on campus began to
move to the town, and more and more shared bicycle startup teams
were able to get financing, which caused the market war to start. In
terms of market size, the market share of shared bicycles in 2017
has reached 101 million, more than doubled in 2016, and the growth
rate of the market will continue to increase in the following years.
The huge potential of the new economic model has allowed capital
to see its value, and more than 1 billion yuan being raised in the
bicycle industry alone in 2017.

4. The Business Model and Characteristics of
Shared Bicycles
4.1. The results of The Business Model of Shared Bicycles
The industrial chain of shared cycle industry is composed of
industrial organizations in upper, middle and lower reaches. The
upstream organization is represented by the traditional bicycle
manufacturer and the communication operator, the organization is
represented by the bicycle platform operator, while the downstream
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organization is represented by the derivative service provider. At
present, the industry chain of shared bicycle is gradually mature. It's
a new trend that upstream bike suppliers extend to the platform
operators of the middle reaches. At the same time, the platform
operators in middle reaches extend to downstream. If the
manufacturing capability and platform are used to create two
dimensional quadrants, the existing operating mode of the shared
bicycle enterprises in the market can be divided into four regions in
the quadrant.
First, the integration mode of independent research and production.
This model is represented by Mobike. Mobike owns its own bicycle
manufacturing plant and designs its own bikes. Mobike is a typical
"heavy asset" operation mode from production to operation and
maintenance. By the end of 2017, mobike has successfully entered
more than 60 cities in China and abroad, and the monthly living
user coverage has reached tens of millions.
Second, based on the manufacturing capability, the enterprise
supports the entrepreneurial team to build a shared bicycle platform
model. The majority of these models are bicycle manufacturers,
which have strong bicycle manufacturing capabilities and years of
sales experience. However, due to the impact of the platform
economy, they have to be transferred from offline to online. For
example, the sports bicycle maker CRONUS invested in Xiaoming
bicycle, and promoted the shared bicycles in Shanghai, Guangzhou
and Shenzhen for sports fitness. FLYING PIGEON, a famous bicycle
manufacturer, chose to work with Joybike to launch a smart bike in
Beijing.
Third, based on the platform flow, the multi-player mode is
connected. Ofo, one of the shared bicycle giants, is the
representative of this model. Ofo defines itself as a "connecter," and
most of the bikes on the platform are purchased, and a small
portion comes from second-hand bikes shared by users. Ofo does not
set up its own bicycle manufacturing plant. It only focuses on the
operation platform and increases user flow with flat and networked
thinking, linking multiple resources. In early 2017, ofo launched the
"urban sharing" plan, which has successively entered the cities of
Hefei, Wuhan, Changsha and Nanjing, and now covers more than 25
cities and over 200 universities in China.
Fourth, the strong garrison mode relying on the original resources.
Before the advent of shared bicycles, public bikes had been
"dominating" the bike market of time sharing rent. However,
stationary piles reduce the convenience of getting and returning
bikes, so public bikes are also being squeezed by the shared
bicycles. On the other hand, public bicycle enterprises have been
operating for a long time and have a great advantage in capital,
experience and government resources. It is not difficult for the
public bike to enter shared bicycle market with its advantages, and
the representative enterprise is YOUON. YOUON was the first
public bicycle operator which entered the shared bicycle system. So
far, YOUON has more than 800, 000 shared bicycles in more than
200 cities across the country, with 15 million members. Relying on
the large number of members, YOUON started to carry out a
combination of piles and no piles, and has entered the developed
cities such as Shanghai, Beijing and Chengdu.

4.2. The Characteristics of Shared Bicycles
Compared with the public bike, shared bicycles do not require
users to handle the cycling card, and the process of positioning,
borrowing, locking and paying is completed on the mobile phone.
After downloading and installing the bike app, users will register
with their ID card. Users can use their mobile phones to view the
distribution of shared bicycles on the map, find the bicycle to scan
the two-dimension code on the frame, and the lock will be
automatically unlocked. At the end of the ride, the user can return
the car anywhere, such as the company's downstairs, the subway
station, and the mall.
Shared bicycles are convenient for the "last mile" of travel,
making short trips more diversified. For many users who ride a
shared bicycle, the distance from home to the company is moderate,
driving too close and walking is a long way off. It's a good time to
ride a bike and they can exercise their bodies. For those who take
the subway and commute to work, subway stations and bus stops
are also places where cycling is dense. Users use a shared bicycle to
get through this distance, greatly reducing the rate of lateness. It is
a convenient and quick way for them.
Cycling is convenient. Some roads are so congested that cars,
tricycles and even electric cars are impassable. But the bicycle has
the advantage of being small and flexible and can travel freely. By
the same distance, users can drive for more than half an hour, while
riding a bike can reach their destination in a few minutes.

4.3. Low Carbon and Environmental Protection
Shared bicycles have reduced the use of cars to a certain extent.
Shared bicycles not only open up the "last mile" of travel, but also
make our life greener. Shared bicycles have reduced people's
dependence on cars, and have played a positive role in alleviating
air pollution.
After shared bicycles appeared in major cities, many people who
used to drive a car changed the way they travel. They prefer to
share bicycles when the distance is short or the traffic is heavy.
Fewer cars and fewer emissions reduced air pollution.

4.4. Alleviating Traffic Congestion
Traffic jams have become commonplace. In the central section
and busy road section of the developed cities, the roads are in the
traffic jam for most of the time. Shared bicycles have reduced the
use of cars, reduced the number of vehicles on the road, and
alleviated the urban traffic congestion to some extent.

4.5. Low Rental Costs
At present, there are two kinds of fees for shared bicycles on the
market. One is the rental fee of 1 yuan per hour, and the other is
0.5 yuan per hour. Both of these charges are acceptable to ordinary
people. For those who occasionally need to cycle, if they spend a
lot of money on a bicycle and they ride very little, it wastes money
and resources. And choosing shared bicycle, they need to pay only
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one yuan to ride, which greatly saves the cost of buying a bike.

5. The Problems in the Development of Shared
Bicycles in China
5.1. Imperfect Market Supervision Mechanism
Under the constant promotion of "internet +" and innovation and
entrepreneurship, a large number of new business models have
emerged in sharing economy. These new sharing models based on
internet technology are characterized by openness, interactivity and
networking, and the practice of rapid innovation makes the existing
market supervision less effective and content. After the emergence of
sharing economy, the lack of supervision content and means of the
industry norms can neither regulate the development of sharing
economy, nor can effectively solve the disputes arising from the
sharing economy in the course of development.
On the one hand, while the new model of sharing economy is
booming, all kinds of illegal behaviors are hidden in the dark, and
traditional supervision measures are difficult to carry out timely and
effective supervision. In the development period of new business
mode, the illegal cost of exploiting regulatory loopholes is low and
concealment is strong. There are legal and operational risks in the
two - way fraud and the second-hand transaction of stolen shared
bicycles. These potential violations will seriously damage the interests
of users and enterprises and affect the smooth development of
sharing economy.
On the other hand, the existing market supervision is difficult to
deal with the relationship between the new business model of
sharing economy and the original traditional enterprises in the
industry. The new business mode of sharing economy reduces
transaction costs by means of information technology, and squeezes
the profit space of traditional industries, which inevitably leads to
the dissatisfaction and confrontation of traditional industry bodies.

5.2. Blind Expansion with Hidden Dangers
Shared bike is favored by the capital market for its convenience
and greening of the "last mile" of travel, and the financing rhythm
and the amount of funds are constantly updated. For example, in
2016, 15 rounds of financing were completed by Mobike, ofo,
U-Bicycle and Xiaoming. In 2017, more than 3 billion yuan has
been invested in the field of shared bicycles. Under the frenzied
influx of capital, the shared bicycle platform is keen to increase bike
coverage, but the city's "enclosure movement" is a hidden risk.
On the one hand, the "subsidy wars" and "price wars" have been
constantly staged to seize market share. For example, after Mobike
and ofo introduced the price of cycling at 1 yuan for half an hour,
the prices of Small Blue and Kuqi were set at 0.5 yuan and 0.3
yuan for half an hour respectively. In turn, Mobike and ofo
launched activities such as "free ride on active day" and "recharge
100 yuan for 100 yuan". This scenario is the same as the capital
war when the ride-hailing car industry is engaged in "enclosure
movement". By reducing the price and subsidizing the market share,
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it will be a hidden trouble for the future development of the shared
bicycle industry and enterprises.
On the other hand, in the absence of unified planning and
coordination, the respective launching activities of multiple shared
bicycle companies have resulted in excessive delivery of shared
bicycles in some areas. Take the number of shared bicycles in
Shenzhen as an example, the number of permanent residents in
Shenzhen is about 11.7 million according to official statistics.
According to the current scientific calculation means of the city
capacity of shared bicycles, Shenzhen can only accommodate up to
80,000 shared bicycles. Mobike and ofo have already put 120, 000
shared bicycles in the city of Shenzhen, exceeding the limit of 80,
000.

5.3. High Operating Costs
The manufacturing cost of shared bicycles is high. Take Mobike
for example,in order to improve the recognition degree, the iot chip
and GPS are placed in the bicycle. The bearing drive replaces the
chain drive. Non-inflatable explosion-proof solid tires are used, etc.
These designs improve the identification of mobius bikes, but lead to
the cost of each shared bicycle is more than 2,000 yuan. According
to the rent of 1 yuan per hour and 10 hours per day, a shared
bicycle needs to be used for 200 days in a row to earn back the
cost. The above calculation does not include the loss rate and the
cost of enterprise operation and bicycle maintenance, etc.
The high loss rate is another factor leading to the high cost of
shared bicycles. Although shared bicycle company say their bicycles
can last up to five years. However, in reality, the annual loss rate of
shared bicycle caused by theft and vandalism is up to 10%. In order
to maintain market share, the shared bicycle companies can only add
more bicycles, and the cost will naturally increase.
The other big dilemma that the shared bicycle companies have to
deal with is the staggering cost of bike maintenance and company
operations. For example, in the case of Mobike, it is estimated that
every bicycle should be around 1100 yuan, even if only the loss
and operation costs are calculated. This does not include virtually
additional scheduling costs due to arbitrary parking.
The fourth factor closely related to the cost of shared bicycle is
the registered user scale. Take Mobike for example, with the bicycle
manufacturing cost of 2000 yuan, the deposit of 299 yuan and the
loss of 10%, each vehicle must support more than 9 registered users
to achieve the basic break-even point. However, according to the
current user coverage of the shared bicycle companies, there is still
a lot of distance. At the end of 2016, Qbike announced that it was
the first shared bicycle company which didn't need user's deposit. At
present, shared bicycle companies, such as ofo, U-Bicycle, Youon
and Qibei, have cooperated with Zhima Credit, and users are able to
ride bicycles without deposit in more than 200 cities around the
country. Riding a bike without a deposit is an irresistible trend. For
now, there is no doubt that it is a huge challenge for the shared
bicycle companies which are led by deposit operation.

5.4. Disordered Parking and Malicious Damage
The number of market launches of shared bicycles is large, and
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there is a need for large enough space to park. A large number of
shared bicycles are launched in most areas of the city. This will be
a great challenge for bicycle parking, maintenance, repair and
transportation. Because there is no fixed stop point, shared bicycles
are randomly parked on the sidewalk, blind road, motor vehicle road,
green belt and other places. This has seriously affected public order,
damaged the image of the city and violated other people's rights,
which has caused problems for urban management.
When shared bicycles are put into the market, the loss is
inevitable. However, the loss of handlebars and seats, flat and
broken tires and altered two-dimension codes are often seen as
malicious damage. Some users even lock and possess shared bicycles
for their convenience. In the efficient flow, shared bicycles can help
enterprises realize the maximization of benefits and the optimization
of cost. However, malicious damage and self-possession are frequent,
which seriously violates the design intention of the profit
maximization of shared bicycles.
Whether it is a disorderly halt or a disruption of shared bicycles,
the reason is the action taken by its users and other stakeholders to
seek best interests for themselves. The reason why so many sharing
bicycles are not shared is that people's awareness of sharing is not
strong enough. The appearance of shared bicycles shows that we
have reached a sharing state in material terms. However, the
phenomenon of non-sharing during the use of sharing bicycles shows
that the development of our sharing spirit is lagging behind.

5.5. Safety Performance Needs to be Strengthened
No new thing, no industry can ignore safety. Shared bicycles as a
vehicle for human service, it is obvious that the most important
thing is safety.
First of all, the quality of the Shared bicycle body needs to be
safe. China's current compulsory standard for bicycle products is
"bicycle safety requirements", but this standard is aimed at household
bikes, and the standard is not specific to the safety of shared
bicycles. Shared bicycles are stored outdoors, often experienced bad
weather damage. They are also used daily with high frequency, and
the loss is larger than household bicycles. In view of the special use
and storage conditions of shared bicycles, the quality and standard of
shared bicycles should be redefined. After shared bicycles put on the
market, how long will it take to scrap it? After which extent of
damage, shared bicycles can no longer be repaired and released into
the market. There are many similar issues, and the country has not
yet released targeted industry standards. This could lead to industrial
chaos of shared bicycles, and affects the healthy development of
shared bicycles.
Secondly, users' information security and capital security. Shared
bicycle is a new thing that is derived from the combination of
Internet and transportation. To use a Shared bike, the user must first
real-name register and recharge. Then, how to protect the user's
personal information and fund security is a big problem after the
user is registered. How will the balance be refunded after user
recharge? What are the refund methods? How do the enterprises
protect the user's personal information and financial security? How
does the government regulate corporate behavior effectively? The
solution of these problems requires the joint efforts of enterprises

and the government.
Finally, cycling safety. Shared bicycle is a new kind of vehicle
which is a part of the city traffic, and it inevitably faces the
problem of driving safety. In China, there is a widespread problem
of uneven distribution of road space in many cities. The car lane is
shared with the bike lane or the sidewalk, and the safety hazard
cannot be ignored. If the user has an accident in the use of a
shared bicycle, how the responsibility is divided and whether the
company should bear the relevant responsibilities should be made in
relevant provisions.
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Abstract
Since the official operation of the Chinese stock market in December 1990, after continuous challenges and development, a good system
scale has been initially formed. After the Asian financial turmoil in 1997 and the baptism of the US subprime mortgage crisis in 2008, the
Chinese stock market has gradually moved toward Mature, constantly advancing in difficult twists and turns, its status in the national economy
is also increasingly important. With the continuous rapid development of Chinese economy, Chinese stock market has been receiving the
attention in the Asian stock market as well as in the world. The efficient markets hypothesis (EMH) has become an important core proposition
of financial theory in recent decades. Objecting at the fast developing Chinese stock market, this research tests whether the market has reached
the weak efficient. Based on the daily yields of Shanghai stock market and Shenzhen stock market from January 1th, 2005 to December 31st,
2015, this research studies the efficiency of each market and investigates. Adapting the serial correlation analysis and run test method, this
research conducts an empirical analysis on the documents of yields. The results are as follows: In the weak and effective test of China's stock
market, a comprehensive comparison of the Shanghai and Shenzhen markets believes that China's stock market has significantly achieved a weak
and effective.
Keywords: Effective Market, Stock Market, Weakly Effective, Serial Correlation Analysis, Run Test.

1. Introduction
Since the official operation of the Chinese stock market in
December 1990, after continuous challenges and development, a good
system scale has been initially formed. After the Asian financial
turmoil in 1997 and the baptism of the US subprime mortgage crisis
in 2008, the Chinese stock market has gradually moved toward
Mature, constantly advancing in difficult twists and turns, its status
in the national economy is also increasingly important. But we must
recognize the truth. The overall effectiveness of China's securities
market is still not high, and it has not yet played a real
optimization role in optimizing resource allocation. In order to
improve and develop China's securities market, we must combine the
effective market hypothesis with the securities market to establish the
concept of the effectiveness of the securities market. Therefore, the
study of the effectiveness of China's stock market is particularly
important and urgent. Market effectiveness theory, as one of the
pillars of modern financial theory system, has far-reaching influence
on the research and correct understanding of China's stock market. It
is also a good tool for understanding the rules of the stock market.
Research on the effectiveness of the securities market is a
relatively mature subject. With the development of China's economy,
the pattern of the stock market has changed, so the research on this
* First Author & Corresponding Author, Professor, School of Finance
and Accounting, Shandong Polytechnic College, Chian,
E-mail: abcd@email.com.
** Second Author, Professor, School of Finance and Accounting,
Shandong Polytechnic College, Chian, E-mail: 706453454@qq.com.

has great theoretical significance. How to use the mature market
effectiveness theory combined with China's actual economic situation
to analyze China's stock market has its unique practical significance.

2. Literature Review
Fama, a professor at the University of Chicago in the United
States, published the article "Efficient Capital Markets: An Evaluation
of Theoretical and Empirical Work" in 1970, marking the formal
establishment of the theory of the validity of the securities
market.The main domestic research results are:
Yu (1994) uses a random walk model pair. I: The two exchanges
conducted research on the two exchanges, and they believe that the
Shenzhen and Shanghai markets are not weakly effective.
Wu (1996) used the autocorrelation test to analyze the time series
of 20 stocks' daily returns without significant systematic changes. In
the end, the Chinese stock market did not reach the weak effective.
Hu (1998) used a random walk model and an autocorrelation
model, and believes that the Chinese stock market has reached a
weak effective level at this stage.
Zhang (1999) used the run test method and the cumulative excess
return analysis method to obtain that the Shenzhen stock market has
reached a weak effective and has not yet reached the semi-strong
effect.
Jin (2000) using the constant yield model and the market model,
it is believed that the Chinese stock market has not yet reached the
semi-strong effect.
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Lu (2013) using the random walk model and the event research
method to discuss the Shanghai stock market and the Shenzhen stock
market respectively, it proves that the Chinese stock market has
reached a relatively weak and effective way, but it has not yet
reached the semi-strong effect.
According to domestic scholars' research, China's securities market
has reached a weak and effective way, and is developing into a
semi-strong and effective market.

3. Research Methods and Materials
Since the reform and opening up, China's economy has undergone
earth-shaking changes. In this context, this paper conducts an
empirical study on the effectiveness of China's securities market, and
summarizes the test results. Through the use of the relevant data of
the two major securities markets of Shanghai and Shenzhen in
2005-2015, the empirical analysis of the types of securities market in
China was carried out by using Serial correlation analysis and Run
test.

Table 2: 2005~2015
analysis result

R
R squared
F value
a value
(t value)
b value
(t value)
Probability of
significance

ShenzhenSecurities

Composite

Index

regression

Rt-1
0.033
0.001
2.609
0.000
(0.733)
0.030
(1.628)

Rt-2
0.011
0.000
0.235
0.000
(0.719)
-0.012
(-0.509)

Value
Rt-3
0.071
0.004
10.854*
0.000
(0.585)
0.068*
(3.430)

Rt-4
0.022
0.001
1.185
0.000
(0.599)
0.018
(1.850)

Rt-5
0.003
0.000
0.014
0.000
(0.683)
0.003
(0.120)

0.101

0.612

0.001

0.0263

0.835

According to the results shown in the table, Shenzhen Stock
Exchange from January 1, 2005 to December 31, 2015 (T-3) the
significance level is 0.05, but the R-square coefficient is extremely
low at 0.5%, and it is judged that it is difficult to use it as useful
information for realizing excess profit. From January 1, 2005 to
December 31, 2015, the Shenzhen stock market demonstrated an
efficient and efficient market.

3.2. Runs test

3.1. Serial correlation analysis
The data of the Shanghai Composite Index from January 1, 2005
to December 31, 2015 will be selected for sequence correlation
analysis. The results are as follows:
Table 1: 2005~2015 Shanghai Securities Composite Index regression
analysis result
Value
Rt-1

Rt-2

Rt-3

Rt-4

Rt-5

R

0.028

0.018

0.055

0.038

0.035

R squared

0.000

0.000

0.003

0.001

0.001

F value

0.017

0.875

7.320

3.494

2.737

a value
(t value)

0.000
(0.715)

0.000
(0.684)

0.000
(0.561)

0.000
(0.597)

0.000
(0.682)

b value
(t value)

0.002
(0.132)

-0.017
(-0.932)

0.054*
(2.706)

0.037
(1.850)

-0.032
(-1.653)

Probability of
significance

0.892

0.330

0.006

0.061

0.097

Shanghai Stock Market and Shenzhen Stock Market entire period
Z calculated by the formula from January 1, 2005 to December 31,
2015 is above the threshold. Therefore, the return direction of the
previous day has nothing to do with the direction of the next day's
return. This assumption was rejected, so we can conclude that the
previous day's rate of return will affect the next day's rate of return.
As a whole, we will verify the inefficiency of the Shanghai stock
market and the Shenzhen stock market through January 1, 2005 ~
December 31, 2015 through verification of the annual report.
Table 3: 2005~2015 Runs test result
Term
Shanghai Securities
2005.1.1~2015.12.31
Composite Index
Shenzhen Stock
Exchange

2005.1.1~2015.12.31

N

R

Z

2583

1384 -3.105

2476

1275 -3.398

Conclusion
✕
✕

4. Results and Discussion
According to the results shown in the table, Shanghai Securities
Composite Index from January 1, 2005 to December 31, 2015
analysis of the impact of stock price returns on the total time
difference of 5 days ago, the results show that only 4 days ago
stock price (t-3) affects the level of significance of 0.05 level. The
stock price is t-1, t-2, t-4 and t-5, but it has no significant effect on
the stock price. However, since the R-square coefficient indicating
the explanatory power of the entire model is extremely low at 0.3%,
and it is judged that it is difficult to use it as useful information for
realizing excess profits, it can be said that the market is efficient.
The data of the Shenzhen Composite Index from January 1, 2005
to December 31, 2015 will be selected for sequence correlation
analysis. The results are as follows:

For Results, From January 1, 2005 to December 31, 2015,
according to the time series correlation analysis and the runs test, it
can be said that the Shanghai stock market and the Shenzhen stock
market are moderately efficient, but according to the annual
verification results, the market is inefficient.
In the weak and effective test of China's stock market, a
comprehensive comparison of the Shanghai and Shenzhen markets
believes that China's stock market has significantly achieved a weak
and effective. In the future, it is necessary to study whether China's
stock market is semi-strong and effective.
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Research on the Competitiveness of Shandong's Service Trade under the Background
of "one Belt and One Road"
Fan ZHANG*
1)2.

Abstract
With the deepening of the "One Belt And One Road" initiative and the China-south Korea and China-Australia free trade agreement signed in
2015, the development of service trade in Shandong province also ushered in new opportunities. Based on the data of service trade in Shandong
province in recent years, based on the MS (international market share), TC (trade specialization index), RCA (revealed comparative advantage
index), in the "area" and the background of the FTA to the competitiveness of service trade situation in Shandong province, the results show
that the Shandong province service trade import and export has been in a deficit state and service of industrial structure is not reasonable,
emerging service trade still need further development, at the same time, trade in services international competitiveness in Shandong province is
slightly lower than the average level, the level of regional cooperation also needs to be deepened. Based on the above research results, this
paper proposes a series of countermeasures to improve the international competitiveness of service trade in Shandong province. This study is
helpful to understand the competitiveness of service trade in Shandong province, and has certain reference significance for relevant departments to
formulate relevant policies.
Keywords: Shandong Province Service Trade, One Belt and One Road, FTA.

1. Introduction
At present, the world economy is transforming into a
service-oriented economy. Under the new international situation, the
focus of economic competition among countries has gradually
become service trade. As China's major foreign trade and economic
province, Shandong Province has been vigorously developing service
trade in recent years, and has made great progress in developing
service trade. However, with the rapid development of service trade
in Shandong Province, there are also great shortcomings. For
example, the service trade in Shandong Province has always been in
a deficit state and the deficit is too large, and the structure of
service trade is not reasonable. With the in-depth implementation of
the "One Belt And One Road" initiative in China and the entry into
force of the FTA between China, South Korea and China, Shandong
will also usher in new opportunities. In 2018, the import and export
volume of service trade in Shandong Province exceeded 400 billion
yuan for the first time, up 15.1% year on year, and accounted for
17.4% of foreign trade. Grasping the opportunity firmly can promote
the development of service trade in Shandong Province to a higher
level.
In order to promote the development of service trade in Shandong
Province and promote its international competitiveness, this paper
collects data from Shandong Customs, National Statistical Bureau
databases and various periodical documents, combs and studies the
* Professor and Doctor, Shandong University of Political Science and
Law. china. E-mail: zhafafa@126.com

existing literature records, and combines the service trade data
published by Shandong Commerce Department, Customs, WTO, etc.
to deal with the import and export service trade in Shandong
Province in recent years. Data analysis. At the same time, based on
the MS, TC, RCA the three measuring international competitiveness
index to the current situation of service trade in Shandong province
and competitiveness for in-depth discussion and research, summary
analysis in both China-south Korea and China-Australia free trade
agreement signed Shandong province under the background of
development of service trade advantage, disadvantage and opportunity
threat, after knowing the specific circumstances in view of the
problems in the development of service trade in Shandong province
put forward a series of solutions.

2. Literature Review
2.1. Research background
Huang (2013) believed that since China's accession to the WTO
in 2001, China's service trade has been developing steadily. In 2013,
China's service trade ranked the third in the world, which means that
China has become an important country in the world's service trade.
However, there are still many problems in China's service trade
development, which need to be solved urgently. Jensen (2016)
believes that vigorously developing service trade is an opportunity
that the country must seize if it wants to further develop in the
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future. This is also an inevitable development for China. We should
vigorously support and promote the development of trade in services
so as to promote the sound and rapid development of China's
economy. Gao, Wang (2013) through research to realize after the
reform and opening up, China's service trade with the scale
enlargement of general trade, the trade way of diversification and the
trade structure optimization and rapid development, but for its
international competitiveness analysis results show that China's
foreign trade of services apparent lack of international
competitiveness, China's service industry structure is not reasonable.
Therefore, it is proposed to formulate the service industry
development strategy, establish strong service enterprises, build
internationally renowned service brands and promote the service
industry to go global. These measures can effectively enhance the
competitiveness of China's foreign service trade and promote the
continuous development of China's service trade. Luo (2018) believes
that the proposal of "One Belt And One Road" strategy creates a
good platform for the service trade cooperation between China and
countries along the belt and road, but also brings many opportunities
and challenges. Under the background of "One Belt And One Road",
Shandong province should consider the situation and seize the
opportunity to successfully complete the economic transformation,
promote the development of service trade in Shandong province, and
promote the economic improvement of Shandong province.

2.2. "One Belt And One Road" initiative
Since the initiative of "one belt and one road" was put forward
in 2013, the "one belt road" initiative has gradually become the best
platform for international cooperation at present and has won the
welcome of all countries in the world. By the end of 2018, China
has signed 170 government cooperation and mutual aid documents
with 122 countries and 29 international organizations to establish
friendly and cooperative relations with all continents.
In recent years, Shandong has entered the intensive cultivation
stage on the road of participating in the "one belt and one road"
initiative and strengthening service trade construction. In the
2015-2018 year's "one belt and one way" big data report, the
ranking was gradually promoted, ranking second in 2018, second
only to Guangdong. In participating in the construction of "one belt
and one road", from the number of foreign trade enterprises, the
countries along the "one belt and one road" initiative will have more
than 27 thousand enterprises in Shandong's import and export trade
cooperation in 2017, an increase of 12.5%. In the future, more
enterprises will participate in it, and Shandong's trade vitality to the
countries along the border will be significantly improved. In 2018,
the import and export volume of the "one belt and one way"
countries reached 76 billion 957 million US dollars, up 7.3% from
the same period last year, accounting for 26.9% of the total value of
Shandong's foreign trade and import and export. Of them, the export
volume was 41 billion 803 million US dollars, up 5.7% from the
same period last year, while the import volume was 35 billion 154
million US dollars, up by 9.3%. Shandong province has also
formulated a series of relevant strategies to promote the development
of service trade. For example, recently, Shandong province is about
to launch the international logistics multimodal transport center

project. It has entered a substantive stage of construction. It hopes to
further integrate into the "one belt and one road" construction
activities, and develop the international transport service trade.

3. Analysis of the Competitiveness of Service Trade
in Shandong Province
3.1. Analysis of International Market Share (MS)
International market share (MS) refers to the proportion of a
country's total exports to the world's total exports, which can reflect
the changes in the international competitiveness or competitive
position of a country's industry or product. The increase in the
proportion indicates that the country's export competitiveness of the
industry or product has been enhanced.

MS =

Xi
Yw

Among them, MS is the international market share of a country
(or region), Xi is the total export volume of country (or region) and
Yw is the total export volume of the product in the world.
From the data from the WTO official website, the following table
results can be obtained by calculation:
Table 1: International market share of service trade in Shandong Province,
2014-2017
Particular
year

Service Trade in
Export of World
Shandong Province
International market
Trade in Services
Exports ($100
share MS (%)
Total ($100 million)
million)

2014

113.2

51219.0

0.22

2015

122.2

48634.8

0.25

2016

227.2

48932.8

0.46

2017

256.0

52794.0

0.48

Source: Shandong Department of Commerce, WTO database

Based on the above data, it can be concluded that the
international market share of Shandong's service trade is increasing
year by year. This shows that in recent years, Shandong Province
has played a positive role in a series of supporting activities and
policies to improve the development of service trade in Shandong
Province, but we still need to continue our efforts. Especially from
2015 to 2016, the international market share of service trade in
Shandong Province has increased significantly, which can be
considered to be closely related to China-south Korea and
China-Australia free trade agreements which came into force at the
end of 2015. The formal entry into force of the FTA has provided a
new impetus for the foreign development of Shandong's service
trade. The reduction of the threshold of service trade and foreign
investment in Shandong's service trade have strongly promoted the
development of Shandong's service industry in the international
market, making the international market share of Shandong's service
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trade jump to nearly double that of 2015.

3.2. Analysis of Trade Specialization Index (TC)
Trade specialization index (TC) is one of the commonly used
indicators in the analysis of international competitiveness. It shows
that the balance of import and export trade of a country accounts
for the proportion of total import and export trade. It is expressed
by formula as follows:

TC =

X -M
X +M

By 2014-2017 in Shandong province service trade import and
export can be calculated, thus the results of table 2, compare the
following four years of data, it can be seen that the Shandong
province service trade TC index are negative and close to zero, this
indicates that in Shandong province in recent five years service trade
competitiveness is slightly lower than average, which means that the
service trade export of Shandong province has much room to
improve. And you can see from the data from 2016 TC index
abrupt change, combined with the background analysis, in 2016 in
Shandong province regional GDP of the third industry more than the
second industry, for the first time in Shandong province for the
rapid growth of service trade exports provides production base, then
take effect of the FTA means foreign (mainly refers to South Korea,
etc.) export in Shandong province on the threshold of the trade in
services is relatively lower, this is the export of service trade in
Shandong province provides a more reliable way.
Table 2: Analysis of Service Trade Specialization Index (TC) of Shandong
Province from 2014 to 2017
Particular
year

Service Trade in
Shandong Province
Exports ($100
million)

Service Trade in
Shandong Province Trade Specialization
Imports ($100
Index (TC)
million)

2014

113.2

183.9

-0.238

2015

122.2

219.4

-0.285

2016

227.6

233.9

-0.015

2017

256.0

277.8

-0.041

Source: Shandong Business Department

3.3. Analysis of Display Comparative Advantage Index (RCA)
The comparative advantage index (RCA) is the ratio of a
country's (or region's) share of a product in its total export value to
that of the world's share in its total export value. It can be used to
show the degree of comparative advantage of a country's product.
The formula is as follows:
Xij
RCAij =

Xwj

Xit
Xwt

The comparative advantage index of Shandong province can be

calculated from the data obtained from Shandong statistics bureau
and WTO database, and table 3 can be obtained. Based on the data
in table 3 below, starting from 2016, 1.25>RCA>1 shows that the
service trade in Shandong province has a medium revealed
comparative advantage, which is significantly higher than that in the
previous two years. It shows that the establishment of the free trade
zone at the end of 2015 has a very good impact on the
development of service trade in Shandong province and has strongly
promoted the development of service trade in Shandong province. At
the same time, the increasing investment in the construction of "One
Belt and One Road" and the gradual deepening of service trade with
countries along the route also injected lasting impetus into the
development of service trade in Shandong province.
Table 3: Analysis of the Displayed Comparative Advantage Index (RCA)
of Shandong Province from 2014 to 2017
Exports of
Total
The total
Exports of
service trade
world Demonstration
export
World Trade
Particular in Shandong
trade of comparative
volume of in Services
year
Province
exports
advantage
Shandong's
($100
($100
($100
index RCA
trade (US$)
million)
million)
million)
2014

113.2

1447.4

51219.0

367921.3

0.56

2015

122.2

1437.5

48634.8

319542.2

0.55

2016

227.2

1362.5

48932.8

309403.1

1.05

2017

256.0

1507.8

52794.0

342374.2

1.10

Source: Shandong Statistical Bureau, Shandong Business Department, WTO
database

4. Research conclusions and policy recommendations
4.1. Research conclusions
First of all, according to the above table 1 MS analysis, the past
few years, is in Shandong province trade in services in the
international market share in the state of constantly improve, the
signing of the FTA injected new force for the development of
service trade in Shandong province, along the way and deep area in
Shandong province are also continuously for the development of
service trade development.
Secondly, from table 2, table 3 TC index and RCA index
analysis, you can see that although the Shandong province service
trade development, but the Shandong province service trade
competitiveness is slightly lower than the average level, there is
some room to improve, requires a lot of time and manpower to
promote the development of improving the international
competitiveness of service trade in Shandong province, deeper
location advantage and make good use of Shandong province from
the government's policy support, itself has a strong comprehensive
strength as backing, to continually promote the development of
service trade in Shandong province, improve the competitiveness of
service trade.
Thirdly, the industrial structure of service trade in Shandong
province needs to be optimized. There is still much room for growth

272

Fan ZHANG / KODISA INTERNATIONAL CONFERENCE: ICBE 2019 269-272

in the emerging services sector. The training and retention of
high-level and technical personnel in international service trade still
need to be strengthened. The development of regional service trade
is also unbalanced, with Jinan, Qingdao, Yantai, Weihai and other
cities developing well with policy support and geographical
advantages, while other cities such as Heze and Zaozhuang need
further efforts.

4.2. Policy Suggestions on promoting sound development of
service trade in Shandong province
4.2.1. Give full play to the advantages of key cities and drive the
development of surrounding cities
In Shandong province to promote the overall development of
service trade, will play an exemplary city emphatically the leading
role, at the same time with the condition of preferential policy
support, enlarge advantages city radiation effect, help the weak urban
service industry development, adjust measures to local conditions,
explore urban characteristic advantage, good at using the urban
characteristics, development characteristics of trade in services. In
addition to the key cities, key enterprises, should actively advantage
in the enterprises of the industry and has a large development
potential in the leading role in economic development, high quality
market resources integration services, set up with excellent enterprises
as the main body of the import and export association, association
of trade in services and other agencies and organizations, strengthen
the communication between enterprises, draw lessons from each
other, and give full play to the born of non-governmental
organisations (ngos) have flexibility, to foster the good service brand,
create a batch of benign competitive service companies, promote the
enterprises out of Shandong, go global.

4.2.2. Attract talents and develop emerging services
Shandong is a big province of education. We should give full
play to our advantages as a big province of education, retain talents
in the province, increase the investment in in-depth and
comprehensive professional skills training for personnel in the service
industry, establish and improve the standards for personnel training
and evaluation in the service industry, and reward talents
accordingly. In Shandong province at the same time, should also
actively attract foreign talent, such as the introduction of overseas
high-level talents, formulate reasonable useful talent introduction
mechanism and supplemented by necessary measures, to promote
development talent, promote the development of high and new
technology in the province, the promotion of computer,
telecommunications and information services and other emerging
service industry development, improve the technology intensive

service industry in Shandong province total proportion of service
industry, and improving the structure of the service industry in
Shandong province development unbalanced state, improve the
service trade in the international competition ability of Shandong
province.

4.2.3. Seize opportunities and meet challenges
"Area" initiatives and the establishment of a free trade area to
service trade has brought great changes in Shandong province,
Shandong province should seize the opportunity to take advantage of
the "area" initiative and free trade zone, to further expand the
international trade in services industry in Shandong market, at the
same time actively involved in the talks on the field of trade in
services, get enough benefit from the service trade liberalization.
Foreign direct investment in Shandong province should also
encourage the service areas, and give full play to the geographical
location advantages in Shandong province, thus deepening and "area"
all the way along the various countries and Japan and South Korea
two adjacent to the country's economic and trade exchanges, in
particular to give full play to the Weihai was approved for the key
city of Shandong province service trade development opportunities,
further promote the diversification of overseas markets. In addition, it
is necessary to actively attract foreign capital into the province,
introduce advanced technology, vigorously promote the development
of service outsourcing, establish and improve the service outsourcing
base, and promote the development of service trade in Shandong
province.
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Abstract
The rapid development of Internet makes electronic commerce become a new favorite business mode, and the popularity of mobile network
and mobile innovation leads to a new round of business innovation.This study to investigate Mobile service quality factors influencing on
customer satisfaction and repurchase intention for the research purpose. This study collected data by a survey method for an empirical. A total
of 340 replies were used for data analysis. While 340 replies were collected from Chinese users of Mobile e-commerce. Our results support
previous researches to results of SPSS analysis all Of the 7 hypotheses, 4 hypotheses are adopted and 3 are deleted. After an empirical analysis
of this study, the academic implications are as follows. As there have not been many academic studies related to mobile commerce quality, this
study can be a meaningful framework when quality factors associated with mobile commerce are being analyzed. This paper as the mobile
commerce industry is very sensitive to environmental changes, academic research that can be used to cope with these changes is continuously
required. Further studies should be carried out to overcome limitations that have not been analyzed by this study.
Keywords: Mobile, E-commerce, Service quality, Satisfaction, China.

1. Introduction
The rapid development of Internet makes electronic commerce
become a new favorite business mode, and the popularity of mobile
network and mobile innovation leads to a new round of business
innovation, i.e. mobile e-commerce. With the largest mobile Internet
users in the world, China has a potentially large customer base in
mobile e-commerce. Mobile e-commerce has preliminarily developed.
However, because of the service quality factors of mobile
e-commerce and the imperfect pattern, consumers are lack of
satisfaction in mobile e -commerce. When using mobile devices for
e-commerce transactions, consumers often use it for small
transactions, which make the development of mobile electronic
commerce is slow. Therefore, the most important factor in the
development of mobile e-commerce is service quality.
According to Product Life Cycle Theory, the sales volume and
revenue of a product will certainly be reduced after the product has
entered into market for a period of time due to the existing and
emerging competing products. Therefore, enterprises should
continuously invest efforts in research and development of new
products to obtain certain market share for their own operation and
growth. Consequently, there always are new products and services
flowing into market. However advanced and updated the products
may be, to some events they are not accepted by consumers. As
such, for those enterprises which obtain low return from launching
new products will find development and market introduction of new
products cost a lot. R&D cost is especially a huge expenditure for
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the purpose of rapidly developing technology-intensive high-tech
products. This paper will focus on smart phones among high-tech
products, and research and analyze the factors that impact
consumers’ purchasing of smart phones based on theory research.
As at the end of 20th century, accompanying with technology
development, high-tech products rapidly diffused all over the world.
However there is still no clear definition of high-tech product,
industry or enterprise. OECD (Organization for Economic
Co-operation and Development) proposed that high-tech industry
includes aerospace, artificial intelligence, biotechnology, information
technology, nanotechnology, defense technology and other industries;
while US Bureau of Labor Statistics defines high-tech enterprises as
enterprises with the amount of R&D expenditure and the number of
professional scientific and technical personnel more than twice of the
average level of national manufacturing industry. Sang-Hoon Kim
defines high-tech products as products that produced under speedy
technological changes and certain market uncertainty. In accordance
with this definition, IT industry including computer software,
hardware, semiconductor, communications, digital electronics and
internet centered service industry including e-business, game,
entertainment, electronic transaction are categorized as high-tech
industry.
Based on related literature on service quality of mobile
e-commerce, SERVQUAL theory and ECM model as a theoretical
foundation, Combined with the current situation and characteristics of
mobile e-commerce in China, the author divide service quality
factors of mobile e-commerce into six aspects: ease of use,
Transaction processing accuracy, Dependability, Informative, Empathy,
Flexibility. Therefore, this paper is based on research in China under
the environment of e-commerce service quality on customer
satisfaction and affect the purchase intention for the purpose.
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2. Literature Review
Zeithaml and Berry (1988). Perceived service quality is the actual
perceived level of service provided by service enterprises by
customers, Service quality is the difference between the expected
service quality and perceived service quality of consumers, and the
degree of difference. The expected service quality is the satisfaction
degree of customers to the expected service provided by service
enterprises. Customers usually make subjective evaluation of service
quality from the aspects of reliability, responsiveness, assurance,
concern and material. And then they developed SERVQUAL. The
model is based on the theory of difference, that is, the customer's
expectation of service quality and the difference between the
customer and the service actually obtained from the service
organization. The model uses five scales to evaluate the service
quality of different services accepted by customers. Research shows
that SERVQUAL is suitable for measuring the quality of information
system service, and SERVQUAL is also an effective tool for
evaluating service quality and determining the action of improving
service quality(Pitt et al., 1995; DeLone & McLean, 2003; Lee &
kozar, 2005; Liu & Arnett, 2000).
Dr. Rowland T. Moriarty and Dr. Thomas J. Kosnik brought
forward in their thesis published in 1989 that high-tech marketing is
featured in technological uncertainty and market uncertainty.
Compared to general marketing, high-tech marketing has the
following
characteristics
which
should
be
taken
into
consideration:High-tech circumstance is of competitive volatility.
Some enterprises usually underestimate or ignore new competitors
before it is too late to be aware of the threat. Therefore it is
necessary to pay close attention to market changes, confirm the stage
of market and keep clear in mind what should be prepared, to
achieve success in high-tech product market.
Geoffrey Moore is of the view that most of the customers slowly
accept high-tech products because they are fear to learn technology,
pay additional charges and change their lifestyles, resulting from the
determination of specification or the safety of service and
technological uncertainty of products. And the doubts on speed,
safety and other functions have formed the so called FUD factor.
High-tech products or services characterized with discontinuous
innovation have difficulties not only in development in primary
market but also in transition from primary market to mainstream
market. Therefore, for the purpose of high-tech product marketing, it
is primary to make sure of the features of acceptors’ five stages
during the product acceptance period as well as the strategic
measures of each stage. The impacts from consumers’ individual
resistance to innovation, the safety of high-tech product and social
resistance at social standard level also cannot be underestimated.
Therefore it is also important to pay close attention to high-tech
marketing related laws, systems and technological circumstances.
Applying other products after using high-tech products will generally
result in lock-in phenomenon. Therefore, lock-in phenomenon is an
important factor to be considered for high-tech products marketing.
Lock-in phenomenon resulted from network effect. Except for
product performance and social impact, perception is also one of the
impact factors which should not be ignored. According to Bruce and
Whitehead’s opinion (1988), with marketing experts being the

research object, 60% interviewers chose product design to be one of
the important success factors among those conditions for new
technology’s success. Since 2000, high-tech products extensively
diffused. People not only attached great importance to technology but
also began to think highly of perceptual properties. Lee (2003)
proposed that 1970s-1980s is production era, 1990s is technology era
and 2000s is technology & perception era.In addition, during the
new products purchasing process, there are five categories of people
with different attitudes toward product and product acceptance time,
such as innovators, early adopters, early majority, late majority and
laggards. Therefore, personalities are also one of the impact factors
on purchasing intent.
Expectation-confirmation Model is originally proposed by
Bhattacherjee (2001). With the research on the sustainable use of
questions, many scholars realized the need to accurately grasp the
continuance after the adoption, it is necessary to study the
framework of user acceptance and other related theoretical
breakthrough, so scholars gradually by using the new theory to the
study of sustainable use of information system, which is widely used
is the Expectation Confirmation model (Expectation-Confirmation
Model of IS Continuance,
ECM-ISC). The ECM has two key
drivers of the adoption of perceived usefulness, confirmation of
satisfaction. The relationships between the variables introduced by
ECM framework are show in figure.1. This helps to propose more
reasonable concepts and yield a higher explanatory power for the
customers’ IS continuance intention. This model includes four aspects
("confirmation", "perceived usefulness", "satisfaction" and "IS
continuance intention") and five hypotheses. The research findings
show that these five hypotheses are demonstrative, proving that this
model has a much higher level of explanatory power for IS
continuance.

Figure 1: Expectation-confirmation Model

3. Research Methods and Materials
3.1. Research model
This study is about the electronic commerce quality on customer
satisfaction and repurchase intention effect, so going through the way
of empirical investigation to confirm the interaction relation between
them. Therefore, a model is shown in the figure below.
The independent variables selected in this research model are the
Ease of use, Transaction processing accuracy, Dependability,
Informative, Empathy, Flexibility of mobile e-commerce service
quality. Subordinate variable is customer satisfaction and Repurchase
intention.
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3.2. Research design
A This study collected data by a survey method for an empirical
analysis. A total of 340 replies were used for data analysis. While
340 replies were collected from Chinese users of Mobile
e-commerce. The collected data were analyzed by using mobile
commerce were used in the actual analysis. Moreover, data analysis
processing was executed by using EXCEL and Smart PLS 2.0 M3.
This study also performed frequency analysis and confirmative
factor analysis. After that, the research model was verified through a
structural equation analysis in order to test the hypothesis of this
research.

4. Results
For Results, Cronbach`s Alpha analysis is used to test the
reliability of eachvariable. Some of the items in each variable are
deleted. As a result.all variables' Cronbach`s Alpha are more than
0.7. As a result of the confirmatory factor analysis, we use the
factors to do the deep analysis. Each Alpha of the factors are more
than 0.7, thus the reliability is high. Structured Equation Model
(SEM) is used to test the validity of the research model. The model
has a good fitness (GFI > 0.9, 0.05 < RMSEA <0.06). The results
of reliability and validity are shown. All the factor loadings are
more than 0.5. Thus, the reliability and validity are higher.
Hypotheses Testing:In order to test the research model, AMOS
17.0 is used to do the path analysis. The research model has good
fitness (X2=1,568,p<0.000, GFI=0.903, AGFI=0.877, RMSEA=0.065).
The results are given in Tables 1.
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it is. This is because 'recentness' is a fundament attribute that shall
be guaranteed without any condition for using mobile commerce.
Moreover, with regards to service quality, it was shown that ease of
use does not have a significant influence on customer satisfaction.
Like 'recentness', however, 'ease of use' of mobile commerce is an
indispensable influential factor for mobile commerce usage.
Second, it was proved that there is a certain moderating effect of
mobile familiarity on the influential relationship between mobile
commerce quality and customer satisfaction. Specifically, instant
connectivity, contextual offers, and ease of use have had different
significant impacts on customer satisfaction through the moderating
effect of mobile familiarity. Therefore, 'instant connectivity',
'contextual offers' and 'ease of use' are considered fundamental
factors that should be ensured in order to satisfy customers. Thus,
mobile commerce companies need marketing strategies that include
different quality factors to increase customer satisfaction through
mobile familiarity according to their customers' use of the mobile
device.
After an empirical analysis of this study, the academic
implications are as follows. As there have not been many academic
studies related to mobile commerce quality, this study can be a
meaningful framework when quality factors associated with mobile
commerce are being analyzed.
Finally, as the mobile commerce industry is very sensitive to
environmental changes, academic research that can be used to cope
with these changes is continuously required. Further studies should
be carried out to overcome limitations that have not been analyzed
by this study.
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Table 1: The results of hypothesis
Hypotheses

Label

Results

←

Ease of use

H1 *≤0.1

Customer satisfaction

←

Transaction processing
accuracy

H2 *≤0.1

Customer satisfaction

←

Dependability

H3 Deleted

Customer satisfaction

←

Informative

H4 Deleted

Customer satisfaction

←

Empathy

H5 ***≤0.001

Customer satisfaction

←

Flexibility

H6 Deleted

Repurchase intention

←

Customer satisfaction

H7 ***≤0.001

Customer satisfaction

5. Discussion
This paper made an empirical study after review of relevant
literature and theoretical framework, and contributed to the industry
and academia with the following conclusions.
First, it was proved that most mobile commerce quality has a
significant influence on customer satisfaction. However, it was shown
that 'recentness' did not have a significant impact on customer
satisfaction. This result is somewhat different from the expectation,
considering consumers' high concern. about how recent information
about goods and services is, so this result can hardly be accepted as
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The Rise of Popularism and Its Possible Impacts on Business and Economics
Dongho KIM*, Myoung-Kil YOUN**
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Abstract
The purpose of this paper is to examine the recent resurgence of popularism and the possible impacts it may have on contemporary business
and economics. This is an exploratory case study that examines the rise of popularism and identifies and analyzes the likely implications for
contemporary business and economics. The analysis indicates that the rise of recent popularism is not a new phenomenon. Popularism existed for
a long time, and the unexpected rise of income inequality due to the acceleration of globalization and economic growth is what triggered the
political and economic popularist backlash. Although populists tend to reject elitism, capitalism, economic globalization, and political establishment,
their ethnocentric behavior is no different from those of the corrupted political and economic elites. Popularism does enable nationalism and
protectionism, and negatively impacts business and economic growth. There are not that many viable answers to defuse the rise of popularism
because some of the solutions that could have prevented this movement, such as financial reform, balancing trade, and fair taxation, were missing
in the early stages of globalization. The recent rise of popularism is not a fad or the short-lived anti-establishment and anti-elitism movements,
but rather a force to be reckoned with in the near future.
Keywords: Popularism, Globalization, Nationalism, Anti-establishment

1. Introduction
Recent resurgence of popularism that promotes anti-establishment
and anti-elitist movements is so immense and out of control that it
threatens globalization and world trade norms and practices. Until
2016, the wave of globalization was so rapid and great that stopping
or slowing down this phenomenon was unimaginable or unrealistic to
everyone, and no one ever seriously thought about the collapse of
globalization. However, the recent phenomena of Brexit (Posta &
Rehman, 2017) and Trumpism (Blinder, 2016) taught many to realize
what the term “expect the unexpected” means, and the resurgence of
popularism is dominating the world economy and global environment
today. It took nearly five decades or more to progress and establish
globalization, but it seems it would only take a few years to
eradicate globalization and initiate deglobalization.
Globalization was necessary for many countries and companies to
maximize their comparative advantages and realize business and
economic growth, but there was no government, organization, or
person to makes sure the majority receives a fair share of business
and economic growth. Rather, many research outcomes and data
indicate the rise of income inequality due to globalization
(Bourguignon, 2015), and the rise of popularism, especially in
Europe and the United States, was evident because of the economic
inequality and insecurity resulting from income and wealth inequality,
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technological advancement, disappearance of unskilled industries and
jobs, global relocation of companies, assets, and jobs, and ever
growing number and problems of refuges and migrations (Inglehart
& Norris, 2016; Rodick, 2017). In general, popularists believe that
globalization left the poor and the uneducated behind; consequently,
they became disillusioned by economic growth, technological
advancement,
and
industrialization
through
globalization.
Furthermore, people throughout the world indicate that they don’t
have confidence in their governments, politicians, or political parties,
and they don’t care about other countries and other people. The
worst phenomenon caused by the anti-globalization is that once a
fully democratic country, the United States of America, is on the
verge of becoming a flawed democracy or even a hybrid regime (see
Daniels, Radebaugh, & Sullivan, 2018, p.69). The purpose of this
paper is to examine the recent resurgence of popularism and the
possible impacts it may have on contemporary business and
economics. This paper uses and applies exiting researches to explore
and examine this phenomenon rather than investigating and analyzing
this phenomenon with a new methodological approach.

2. Literature Review
Rodrick (2017) investigated popularism by addressing the
economic roots of popularism and the factors that affect the
emergence of right-versus left-wing popularism. He first suggested
that the original concept of popularism came from a coalition of
farmers, workers, and miners in the U.S. when they rallied against
the Gold Standard and the Northeastern Banking and finance
establishment in the nineteenth century. However, the original
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average workers movement is different from those of political
popularism today, where political parties or people taking advantages
of popularism and political popularism movements are expanding
throughout the world. The wave of anti-euro and anti-refuges in
Europe that resulted in Brexit, anti-trade and anti-immigration that
resulted in the election of President Trump in the U.S., and
economic popularism that resulted in Chavezism, a political ideology
that was used by Hugo Chaves, in Latin America are the few
examples of today’s political popularism and its movements. The
common traits of these political popularism movements are
anti-elitists, anti-trade, anti-globalization, and anti-establishments, and
these popularists tend to support authoritarian leadership (p.12).
Although Rodrik (2017) has not entirely blamed the advancement
of globalization as the root of economic popularism, the orientation
of the economic popularism, anti-trade, anti-industrialization,
anti-immigrants,
anti-free
market
system,
anti-technological
advancement, etc., are typical popularist backlash that are directly
associated with globalization. Furthermore, both the economic history
and the economic theory provide enough reasons to explain the
popularist backlash of globalization. Rodrik applied economic theories
to explain the fairness of trade and redistribution where the gains
from trade should be redistributed to compensate those left behind
because of trade. He also suggested that trade does cause job
displacement but not as significant a job displacement due to
technological changes, especially in industries that require automation.
Many lost manufacturing jobs in the US due to technology change
and automation. However, political campaign and rhetoric have
always been focused and blamed on trade instead of technological
advancement or automation in manufacturing industry: “..trade is a
convenient scapegoat, since the politicians can point to identifiable
foreigners, Chinese, Mexicans, or Germans as the source of
problems” (p.18). In terms of globalization, Rodrik argues that
globalization helped and provided many companies, exporters, and
poor countries, including China, but left many people behind,
especially unskilled and uneducated people in developed countries,
including the U.S. The populists believe they lost their fair share of
benefits because of big corporations, foreign countries, and foreigners
due to globalization and free trade.
Rodrik also suggests that the rise of popularism in the U.S. and
Europe represents right wing popularism and in Latin America the
left wing popularism: “Most populist movements in the current wave
are of the right wing variety. These emphasize a cultural cleavage,
the national, ethnic, religious, or cultural identity of the people
against outside groups who allegedly pose a threat to the popular
will” (p.25). Rodrik describes both left-wing and right-wing
popularism by applying two different cleavages, identity and income
cleavages, where identity cleavage blames foreigners and minorities
(right-wing popularism) and income cleavage blames the wealthy and
the corporations (left-wing popularism) (Mukand & Rodrik, 2017).
The rise of right wing popularism in Europe indicates that many
European populists fear that refugees and immigrants will take their
jobs and welfare benefits. On the other hand, Latin Americans have
experienced inequalities in income and wealth due to opening of free
trade and foreign corporations and financial crisis. In order to reckon
with both right and left wing popularism, Rodrik believes
rebalancing of globalization is necessary to develop fair trade and

redistribution policies and policies that address domestic economic
concerns.
Inglehart and Norris (2016) also examined the recent rise of
popularism by applying two theories similar to those of Rodrik
(2017): economic insecurity and cultural backlash. The recent rise of
populist movements in Europe supports the overwhelming evidence
of economic insecurity and inequality in the West, “based on the
rise of the knowledge economy, technological automation, and the
collapse of manufacturing industry, global flows of labor, goods,
people, and capital, the erosion of organized labor, shrinking welfare
safety nets, and neo-liberal austerity policies” (p.2). The resentment
of the left behinds, the unskilled and poor white populations,
contributed to the rise of popularist movements and political parties
in Europe, and these populists targetted immigrants, refugees, and
minorities for taking away their jobs and public goods. The cultural
or liberalism backlash is another form of the popularist backlash that
counter progressive cultural change, “.., especially among the older
generation, white men, and less educated sectors, who sense decline
and actively reject the rising tide of progressive values, resent the
displacement of familiar traditional norms, and provide pool of
supports potentially vulnerable to populist appeals” (p.3).
Inglehart and Norris concluded that the rise of popularism in
Europe is supported by older, religious, less educated, and ethnic
majority men, but the relationship between the populist demographic
and social control is not supported by the analysis. In terms of the
economic insecurity or inequality, the popularist political parties get
overwhelming support from socially deprived or less well-off
population. Those populists with anti-immigrants, anti-globalization,
and pro-authoritarian values support the populist political parties, and
those old and less educated white men, who appreciate what they
perceive to be traditional values, felt they are left behind by the
progressive and cultural changes.
Snower (2019) and Parella (2019) suggest that the rise of
popularism and nationalism is a threat to multilateralism (see
Debrescu & Ciocea, 2018), and the crisis in the liberal world order
today shows the fragmented social, economic, and political domains.
The economic integration of the world, the globalization, generated
both opportunities and problems, but decoupling the boundaries of
economy, polity and society significantly poses threats to the liberal
world order, e.g., economic inequality, labor migration, climate
change, and financial crisis. In order to tackle the problems of
globalization, both individual needs and interpersonal comparison
domains need to be addressed through business and economic
policies to promote individual satisfaction, cooperation, and fair
distribution among stakeholders.
According to Ali (2017), there are two forms of economic
nationalism, managed economic nationalism, also known as
protectionism, and aggressive economic nationalism, which is
managed economic nationalism with strong militarization.
Both
forms of economic nationalism, according to Ali, hinder nations’
economic growth and prosperity and view international trade as a
winner-take-all or zero sum game; therefore, they only want to take
an ethnocentric approach to deal with trade and resolve trade issues.
He also argues that free trade makes countries to become familiar
with cultural and political differences, making it easier to transfer
knowledge, and reduces the risk of war. Ali (2017) also suggests
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that economic nationalism is different from state capitalism,
socialism, and isolationism. Both state capitalism and socialism are in
the hands of state or the government, which control trade with
foreign countries; whereas, economic nationalism is, “.. .the
government interferes in the marketplace to serve the agenda of
certain elite classes to justify its protectionism policies” (p.92). He
concludes that economic nationalism has been occurring and
reoccurring for the last four centuries to protect local economies (see
Patunru, 2018); however, the recent phenomenon of economic
nationalism is the wealth of one country at the expense of other
countries.
A study by Lee, Lee, and Lee (2013) found economic nationalism
to be an indispensable tool for emerging economies: “A notable
characteristic in industrialization of emerging economies, such as
South Korea and Taiwan, is that their rapid economic growth would
have been unlikely without economic nationalism being the binding
force that gives direction to modernization policies” (p.92).
According to Ghemawat and Altman (2019), the recent backlash
against globalization and rise of economic nationalism make harder
for both domestic and foreign businesses to operate in different
locations. However, focusing on domestic operations and taking care
of domestic issues including taking care of their own citizens should
be the main concern for business organizations. They also mention,
“… the biggest winners regardless of whether globalization goes up
or down, are likely to be companies that embrace globalization’s
complexity rather than purely local or global visions of their
business environments” (p.8).

3. Findings
Based on the findings of exiting researches, the rise of recent
popularism and economic nationalism was intensified by both Brexit
and the election of President Trump. This phenomenon reversed the
direction of globalization or internationalism, and the foreign policies
focused more on unilateral or bilateral at most rather than
multilateral trade agreement (Druckman, 2019). It seems both
right-wing and left-wing popularism was caused by economic
inequality/insecurity, but the right-wing populists blame foreigners
and minorities, while the left-wing populists blame the wealthy and
the corporations. Recent popularism promotes traditional values and
nationalism, and this phenomenon is overwhelmingly supported by
less educated and less well-off white old men. Although there is no
research to clearly explain the behaviors of the nationalism supported
populists, which target and blame foreigners and minorities and go
against globalization and trade rather than blaming on technological
changes, including automation, the best possible explanation to
explain their behaviors is their intense or extreme form of
nationalism which leads to racism.
The left-wing popularism and its issues are less complicated than
those of the right-wing populists, and developing business and
economic policies addressing income inequality and fair redistribution
could easily satisfy the left-wing populists. However, any business
and economic policy would not satisfy the right wing popularism
because they are not concerned about anything but protecting their
extreme form of nationalism. The right-wing popularism promotes
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economic nationalism and protectionism despite their long-term
negative impact on economic growth. If they were true populists
who were left behind the wave of globalization and experienced
income inequality, they would have expressed their resentment
against their governments and focused on fair business, economic,
trade, and redistribution policies. However, the Trumpian populists
who claim themselves as anti-elitists and anti-establishment, still
support the Trump administration, wherein the majority of the
cabinet members are the so called “elites’ and the “wealthy”.
The wave of globalization generated winners and losers, but the
rise of popularism will also generate winners and losers. For
instance, the current trade disputes between China and the U.S.
could easily generate winners and losers because the unilateral or
bilateral trade agreement, a zero-sum game approach, only produces
winners or losers. The U.S. could reduce their trade deficit through
the current negotiation with China; however, no one knows the
future state of the U.S. soybean farming. The US government can’t
continue to subsidize the soybean farmers forever, and there is no
guarantee that China will resume their soybean import from the U.S.
after resolving the trade disputes. Furthermore, the possible business
and economic implications of the rise of recent popularism could
promote the worldwide economic nationalism and protectionism.
Economic nationalism and protectionism based on history only
hindered economic growth, caused inflation, increased wages, and
increased government spending to protect local economy, and
political and economic insecurity could negatively impact business
industries. No one knows how long this wave of popularism
continues, but the longer the popularism continues, the greater the
price that everyone has to pay. Reducing trade deficits and entering
fair bilateral or multilateral trade agreements are entirely separate
issues, but merely blaming on others to benefit political figures
violate the original concept of popularism. The U.S., the world
economic leadership, has demonstrated and showed the whole world
that the new economic nationalism entails trade tariffs and barriers,
anti-immigration policies, and state and domestic capitalism, and the
world also has seen the rise of anti-globalization, anti-immigration,
and anti-trade movements in the U.S. There is no guarantee that
other nations, especially the economically and militarily strong
countries such as China and Russia, would not follow the
nationalistic behaviors of the U.S. and generate more problems for
the entire world and the global economic growth.

4. Conclusions
Although populists tend to reject elitism, capitalism, economic
globalization, and political establishment, their ethnocentric behavior
is no different from those of the corrupted political and economic
elites. Popularism does enable nationalism and protectionism, and
negatively impacts business and economic growth. There are not that
many viable answers to defuse the rise of popularism because some
of the solutions that could have prevented this movement, such as
financial reform, balancing trade, and fair taxation, were missing in
the early stages of globalization. The recent rise of popularism is not
a fad or the short-lived anti-establishment and anti-elitism
movements, but rather a force to be reckoned with in the near
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future.
The extreme form of nationalism is the major problem of the
recent popularism because simply rebalancing globalization by
developing fair distribution and income equality policies would not
work for the recent populists. The history witnessed this type of
extreme nationalism through Nazi Germany where Germans blamed
the Jews for their less-well off conditions rather than going after
their own elites, the wealthy, and the political leaders. Existing
researches depicted the problems and concerns of globalization; yet,
no research advocates economic nationalism or popularism because
its long-term negative impacts on economic growth. It seems the
only approach to resolve the recent phenomenon of popularism is the
mixed political and economic strategy that addresses economic,
cultural/racial, and social issues and concerns.
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Abstract
This study aims to utilize big data contents of news and social media for developing a corporate strategy of multinational enterprises and
global decision-making through the text mining technique. In this paper, the data of 2 news media(BBC and CNN) and 2 social media(Facebook
and Twitter) was collected for the three Korean Multinational Enterprises(Samsung, Hyundai Motor Company, and LG) from April, 2018 to April,
2019. The findings of this paper have shown that traditionally, news media, and especially social media such as Facebook and Twitter, which are
global real-time platforms, have become important channels to reflect key issues in showing global trends and phenomena for businesses.
Moreover, analyzing the unstructured texts of those media and understanding the association rules between them lead to greatly contribute to
understanding consumer behavior and their responses by creating steady communication and empathy with consumers. In conclusion, this study
provides a basis and meaningful implication for establishing a two-track strategy through future forecasting of global corporations and generate
important insights for global decision- making for sustainability of business.
Keywords: Korean Multinational Enterprises, Text mining, News media, Social media, Sustainability.

1. Introduction
The global marketplace provides many opportunities for firms to
increase their revenue base and profitability as well. The trade
among nations has increased dramatically in recent years and it is
estimated that the trade across nations has exceeded the trade within
nations by 2015. However, managers face countless challenges and
risks when they diversify abroad. Multinational firms or worldwide,
global enterprises which own or control production of goods or
services in at least one country other than its home country need to
know how to overcome various barriers and create more value when
expanding into global markets (Dress, Lumpkin, Eisner, &
McNamara, 2014; Hill, 2015). It is much more complex and difficult
to deal with global consumers who have diverse, different and
complicated needs and preferences. Accordingly, companies that
engage with global consumers, especially, ‘Business to Consumer (B
to C)’ companies which involve a product or service selling directly
from a business to a consumer rather than businesses need to be
aware of various issues surrounding the company through third
parties, and should continuously scan and vigorously monitor
consumers’ voices (Park, Chaffa, Kim, & Ko, 2017; Nguyen, 2018;
Park & Alenezi, 2018). Traditionally, news media, and currently
social media such as Facebook and Twitter, have become crucial
channels to reflect those, and these issues become invaluable factor
in showing global trends and phenomena for businesses. Therefore,

* The authors would like to acknowledge Business, Society &
Environment (BSE) Research Lab, Prince Sultan University, Saudi
Arabia for their support.
** Assistant Professor, Management Department, College of Business
Administration, Prince Sultan University, Saudi Arabia,
Email: ypark@psu.edu.sa

analyzing the media contents and understanding associate rules
through two different types of media channels (traditional media
channels, and at the same time, modern channels of social media
such as YouTube and Twitter, which are global real-time platforms)
will lead to find and predict key issues, and then it will create
steady communication and empathy with consumers, greatly
contributing to understanding consumer behavior and their responses
(Chong, 2015; Lee, Becker, & Potluri, 2016; Han, Kim, & Lee,
2017). Especially, data mining, big data, and application of social
media are considered as a fertile and trendy field for researchers.
Data mining is the process of discovering insightful, gripping, and
novel patterns, as well as descriptive, understandable, and predictive
models from large-scale data (Zaki & Meira, 2014). Using this method,
it has been possible to connect business world with the proof of
news or social media to test the relationship between media channel
and its real impact on preference or future prediction of a company
(Delen, Walker, & Kadam, 2005; Sarvestan, Safavi, Parandeh, & Salehi,
2010; Shweta, 2012; Park et al., 2017; Park & Alenezi, 2018).
Despite many possibilities and benefits of applying data mining
techniques to business, to date, there have been very few cases that
have been useful practically in business. Data mining has been used
primarily for use in the medical field to predict the survival rate of
cancer patients, and now in a variety of public sectors, for example,
forecasting of electricity demand or stock price, but it has been
limited to being used as a key tool for corporate strategy and
decision making (Delen, Walker, & Kadam, 2005; Sarvestan, Safavi,
Parandeh, & Salehi, 2010; Shweta, 2012; Amigobulls, 2015; Park et
al., 2017; Park & Alenezi, 2018). So far, there is a very limited
study in business using a big data and data mining technique.
Moreover, many studies have been conducted using big data such as
news articles and social media comments separately. That is, research
on traditional news article analysis and modern social media analysis
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has been studied individually, accordingly, there have been few
studies comparing the results between them. Additionally, it has been
very difficult to manually analyze large-scale unstructured data, such
as news and social media comments. Since the amount, period, and
format of data are too large compared to existing data, it is difficult
to collect, store, search and analyze ‘big data’ by conventional
methods. But now we can analyze large scale unstructured data
scientifically and systematically through data mining techniques and
tools.
Based on the limitations of existing studies, this research aims to
utilize big data contents of traditional news media and modern social
media for developing a corporate strategy and global decision
making for sustainability of business. This study will show the
possibility of using two-track strategy in terms of enterprise and
consumer by comparing traditional media issues and consumer
concerns. In conclusion, this study can provide a basis for
establishing a strategy through future forecasting of global
corporations and provide important insights for global decision
making for sustainable management of companies and also yield
meaningful implications. Accordingly, this study will support existing
researches academically and also give us a valuable significance
practically.

2. Literature Review
2.1. Globalization of Korean Enterprises
Doing business internationally is considerably more difficult and
challenging than doing business in the home country because each
country differs in many ways. It conveys the obstacles to success
are much higher and complicated in other countries than in the
home country. Each country has incomparable business environments
politically, economically, legally, socially and culturally (Hill, 2014;
Dress et al., 2014; William, James, & Susan, 2016). Considering that
countries diverge with regard to their political, legal, economic,
social and cultural systems under its distinctive environments,
existing studies in International Business have presented it is much
more risky and demanding to establish and manage a business for
global company in the host markets without some apparent
competitive edge due to liability of foreignness in the host country
which can be described as additional costs socially and economically
firms face when they do business in foreign markets (Dunning,
1981; 1998; Kogut & Singh, 1990; Barney & Hesterly, 2013; Hill,
2014; Park, 2017; Park et al., 2017; Park, 2018). Nonetheless, many
large, even small and medium-sized companies are making a lot of
effort to go abroad and offset the shortcomings by developing
ownership advantages. For reasons, the global market offers lots of
opportunities and advantages as well for firms to increase their
revenue base and profitability (Hill, 2014).
Accordingly, Korean multinational enterprises (hereafter, MNEs)
actively promote overseas expansion, and the globalization is
intensifying through foreign direct investment since 2007. As a
result, the amount of foreign direct investment became more than $
20 billion. Foreign trade is traditionally led by the past, now
overseas investment through foreign direct investment. It is rapidly

changing the transition from the era of trade to the era of direct
investment in foreign markets and leads to open up a new horizon.
In 2018, the Ministry of Commerce, Industry and Energy (MOCIE)
announced in 2019 that exports amounted to US $ 605.47 billion
(5.5%) and imports reached US $ 534.99 billion (11.8%) for the
10th consecutive year, companies recorded a profit of $ 70.49
billion. It is a very surprising result considering that only 10
countries including Korea have recorded trade surplus. At the same
time, four countries (Korea, China, Germany, and the Netherlands)
including Korea have achieved 1 trillion dollars in trade. This is a
very positive stimulus. It cannot be denied that leading companies in
Korea such as Samsung, Hyundai Motor Company, and LG have
made a big contribution to such a tremendous result. Accordingly,
this study focuses on their global presences and activities of three
Korean leading multinational enterprises.

2.2. Decision-Making based on big data using Data Mining
Techniques
Since 2000, diverse researches have been conducted to identify
key words or issues in news article and user needs in social media
as data mining tools that can analyze big data have evolved.
Predictive analytics based on early social media targeted predicting
social and economic risks and political elections. The United Nations
has created an organization called the UN Global Pulse to accurately
understand the various changes and impacts associated with human
well-being and to respond to crises, and then it has undertaken
various studies to develop strategies based on data analysis. For
example, stress awareness surveys on crises through Twitter analysis,
in-depth statistics of unemployment statistics using social media and
online dialogue, and global food safety monitoring through issue
flow analysis in media (UN Agency, 2009; Lee et al., 2013; Gartner,
2015). In addition, researches are being actively carried out in
various countries around the world to provide services to analyze
and monitor global trends by detecting disease and disaster related
information from various web and social media in terms of public
interest (Han, Kamber, & Pei, 2012; Lee et al., 2013). However,
there is an explosion in interest in big data analysis technology due
to the rapid increase in demand for information analysis and
integration on a large amount of social media information generated
in real time and various types of data information that have been
established. In particular, in the field of business informatics,
technologies such as information reporting, analysis, monitoring, and
forecasting using big data information are utilized for business
management decisions such as corporate brand and product’s design,
marketing and corporate strategic planning for future. Business
intelligence was mainly focused on monitoring specific brands, user
feedback analysis, network analysis based on marketing and decision
making. From a company’s perspective, the most valuable technology
and the highest degree of technical difficulty are ‘prediction’ because
this is the key to big data analysis technology. Ultimately, the key
to big data analytics technology will be analysis and forecasting of
key events or issues across the enterprise, based on information
analysis of large volumes of data. It is certainly the purpose of
business intelligence to utilize it for optimal decision making based
on this. In response to this trend, various analytical tools for
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analyzing big data such as news article, social media, google trends
and others have begun to be developed worldwide (Lee, Hur, Oh,
Kim, Ryu, & Kim, 2013; Park & Alenezi, 2018). IBM, Microsoft,
and SAS, as well as small and medium-sized companies in each
country are launching analytical tools that leverage text mining and
social media analytics for business intelligence (BI) and customer
relationship management (CRM) (Lee et al., 2013). Gartner's
announcement shows that the market for predictive analytics and data
mining is steadily increasing, and the market potential of big data
analytics and social media issue predictive analytics is expected to
grow dramatically.
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and Twitter) for three global Korean companies (Samsung, Hyundai
Motor Company and LG) during the period of April, 2018 to April,
2019 by some criteria.
In addition, the selection criteria of the selected news media are
as follows. Through the surveys conducted by the Pew Research
Center (2014), two of the TOP 10 media, which are the most
reliable and comprehensive with major audiences as the major media
players (consistently considering conservatism, liberalism and others),
BBC and CNN were selected. In addition, Facebook and Twitter as
two main sources of social media were selected considering that
usage index is high based on the number of followers in this study.

2.3. Proposed framework of this study

4. Results
Aiming to analyze the key issues and main trends of Korean
MNEs in the world markets, the author took on a data-driven
method set up on data mining technique, particularly, text mining
without a theoretical framework. The figure 1 shows a framework
that can collect data from various sources such as news media,
social media, search engines like Google Trends and others such as
stock and financial reports. Based on this holistic framework, the
author focuses on extracting dataset only from news and social
media channels as a main research target below.

This study aims to analyze texts of global news articles and
social media posts/comments of Korean multinational corporations. To
this end, totally, 137 news articles and 49,560 posts/comments during
the period of April, 2018 to April, 2019 were collected and analyzed
with each company name and related to word as a keyword. Only
main news articles to cover the issues of each company directly
were selected and number of social media posts/comments, tweets is
limited due to the possible number of nodes in the program for
analysis. The results of data collection for each channel are as
follows.
Table 2: Number of articles and comments per channel used in the
analysis
Number of News articles
used for analysis
Company

BBC

CNN

Samsung
Hyundai
LG
Total

31
23
12
66

40
16
15
71

Number of posts/comments/
tweets used for analysis
Facebook
Twitter
(Followers)
(Followers)
7201 (49.7M) 16791 (418K)
2639 (4.7M)
8107 (48.2K)
4531 (12.8M) 10291 (98.5K)
14,371
35,189

Note: The number of followers was calculated in one or multiple pages
(Unit K- thousand, M- million)

Figure 1: The proposed framework of this study

3. Data and Methodology
In this paper, the data was collected from two different sources of
news and social media channels for past one year (2018.4~2019.4),
and then, two data mining programs named ‘RapidMiner Studio
9.2.1’ and ‘NetMiner 4 (version 4.4.3. provided Cyram Inc.)’ were
used. This aims to detect and predict key issues and trends of
Korean multinational enterprises selected in the world marketplaces.
The author proposes a new methodology using the text contents of 2
news media channels (BBC and CNN) and 2 social media (Facebook

The frequency of media with regard to each Korean multinational
enterprise can be analyzed and then, extracted the top 10
ranked-terms. Based on that, the author visualizes the text by
creating a word cloud. The analysis results are as follows.
As a result of the analysis, the main top keywords of the news
channel are similar (top 3 key words: Galaxy, Smartphone and
folding), but the approaches of news contents are different for more
detailed news issues or stories. However, CNN deals with Samsung’s
product issues, technical information, competition between US
company (Apple) and China (Huawei), etc. from a more objective
perspective. On the other hand, the main keywords of the social
media in terms of consumers are consumers’ emotions or sentiments
(e.g. best, awesome, exclusive and incredible) and issues of interest
(battery, design, etc.). The result has shown the product itself
expressed satisfactory, but the feeling of customer service was very
negative.
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Table 3: Term Frequency on Samsung
News Media Source
BBC

No.
Word
1

Galaxy

2

smartphone

3

fold/folding

4

launch

5

profit

6

5G

7

chip

8

worker

9

patent

10

battle

Social Media Source
CNN

Frequency
(Portion)
533
(0.242)
485
(0.220)
374
(0.170)
260
(0.118)
176
(0.080)
159
(0.072)
79
(0.036)
57
(0.026)
42
(0.019)
37
(0.017)

Word
Galaxy
foldable
smartphone
new
note
breaking
profit
5G
US
China

Facebook
Frequency
(Portion)
651
(0.454)
205
(0.143)
110
(0.077)
99
(0.069)
97
(0.068)
78
(0.054)
60
(0.042)
53
(0.037)
42
(0.029)
39
(0.027)

Word
innovation
best
awesome
Galaxy
Apple
5G
love
customer
feature
poor service

Twitter

Frequency
(Portion)
8210
(0.218)
6400
(0.170)
4320
(0.115)
4222
(0.112)
3207
(0.085)
3020
(0.080)
2570
(0.068)
2338
(0.062)
1750
(0.047)
1560
(0.041)

Word
Exclusive
Incredible
favorite
battery
US
fancy
design
Apple
technology
intelligent

Frequency
(Portion)
10700
(0.218)
7200
(0.147)
6170
(0.126)
5670
(0.116)
4480
(0.091)
4407
(0.090)
3240
(0.066)
3117
(0.064)
2070
(0.042)
2009
(0.040)

Note: This result excludes the word of each company name as a keyword.

Figure 2: Word Cloud on Samsung (BBC vs. CNN vs. Facebook vs. Twitter)

Next, the analysis results of Hyundai Motor are similar to those
of Samsung. In the BBC, negative news stories or viewpoints such
as recall, dismissal, and stability issues were emerged while CNN is
comparing Hyundai’s car models from an objective perspective (such
as sedans vs. SUVs, luxury cars or trucks, etc.). In the case of
social media, consumers’ emotions and feelings about the ride quality
and technological power of Hyundai Motors were mainly mentioned
as keywords. On Twitter, consumers’ discoveries and feelings about
the activities of social responsibility and contribution through a
donation of Hyundai Motor Foundation have emerged as below.
In the case of LG, both news channels are focusing more on

LG’s other home appliances (e.g. OLED TVs) or premium products
(e.g. LG Signature) than smartphones, and are more interested in
comparing Samsung with other global competitors (Apple and
Huawei). On the other hand, the result of social media is also
showing positive feelings such as convenience, ideal design and
differentiation of LG’s household appliances, but the feeling or
impression of service to global consumers has become very poor like
Samsung’s case. One unique issue about LG is that global
consumers are showing a lot of interest in LG’s health care products
including beauty products such as cosmetics.
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Table 4: Term Frequency on Hyundai Motor Company
News Media Source
BBC

No.

CNN
Frequency
(Portion)
301
(0.435)
90
(0.130)
85
(0.123)
68
(0.098)
52
(0.075)
36
(0.052)
24
(0.035)
15
(0.022)
14
(0.020)
7
(0.010)

Word
1

Kia

2

Lee

3

year

4

vehicle

5

recall

6

fire

7

safety

8

FC

9

Korean

10

investigation

Word
year
car
truck
luxury
award
Genesis
auto
sedan
SUV
show

Frequency
(Portion)
85
(0.195)
78
(0.179)
66
(0.152)
59
(0.136)
42
(0.097)
31
(0.071)
28
(0.064)
17
(0.040)
16
(0.037)
13
(0.030)

Social Media Source
Facebook
Twitter
Frequency
Frequency
Word
Word
(Portion)
(Portion)
2670
4750
show
intelligent
(0.245)
(0.370)
1890
2408
comfort
South
(0.173)
(0.187)
1765
2318
auto
Korea
(0.162)
(0.180)
1689
1567
innovation
auto
(0.155)
(0.122)
821
524
happy
donation
(0.075)
(0.040)
765
427
favorite
Korean
(0.070)
(0.033)
448
365
safest
manufacturing
(0.041)
(0.028)
364
289
ultimate
tremendous
(0.033)
(0.022)
342
165
vehicles
engineers
(0.031)
(0.013)
153
51
cheerful
enthusiast
(0.014)
(0.004)

Note: This result excludes the word of each company name as a keyword.

Figure 3: Word Cloud on Hyundai Motor Company (BBC vs. CNN vs. Facebook vs. Twitter)
Table 5: Term Frequency on LG
News Media Source
BBC

No.
Word
1

OLED

2

screen

3

tech

4

display

5

CES

6

set

7

year

8

premium

9

TV

10

show

CNN
Frequency
(Portion)
70
(0.230)
62
(0.203)
50
(0.164)
43
(0.141)
22
(0.072)
16
(0.052)
14
(0.046)
11
(0.036)
10
(0.032)
7
(0.023)

Word
TV
year
screen
Electronics
Samsung
OLED
display
business
South
best

Frequency
(Portion)
383
(0.548)
117
(0.167)
52
(0.074)
45
(0.064)
35
(0.050)
28
(0.040)
17
(0.024)
9
(0.012)
7
(0.010)
6
(0.009)

Note: This result excludes the word of each company name as a keyword.

Social Media
Facebook
Frequency
Word
(Portion)
5460
TV
(0.385)
3560
smart
(0.251)
1670
convenient
(0.118)
1400
differentiated
(0.099)
754
motion
(0.053)
385
responsibility
(0.027)
367
experience
(0.026)
264
excited
(0.019)
246
design
(0.017)
60
inspiration
(0.004)

Source
Twitter
Word
Health
worst
service
care
display
curved
brands
customer
ideal
amazing
fantastic

Frequency
(Portion)
3240
(0.340)
1560
(0.164)
1289
(0.135)
1165
(0.122)
721
(0.076)
514
(0.054)
456
(0.048)
243
(0.025)
212
(0.022)
132
(0.014)
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Figure 4: Word Cloud on LG (BBC vs. CNN vs. Facebook vs. Twitter)
Table 6: The result of Association Analysis for each company
The result of Association Rules
Samsung

5G, Galaxy, Folding, Innovation, Best

Hyundai Motor Company

KIA, Award, Safety, Recall, FC, Donation

LG

OLED,

TV, Tech, Health Care, Design

Figure 5: The result of Association Analysis (Samsung vs. Hyundai vs. LG)

Moreover, the author extracted the association rules based on the
support and reliability, and selected the core issues based on the
graphical results. Table 6 shows the words with the highest number
of concurrent words based on the support and reliability. Samsung is
related to 5G, Galaxy, Folding, Innovation, and Best. This is
supported by Samsung’s new products released recently, foldable
phone and 5G mobile networks. In the case of Hyundai Motor,
KIA’s parent company is Hyundai, so it has a very high relevance
naturally, and it can be seen that the keywords such as various
awards, social contribution activities and sports team sponsorship
(FC) are related to HMC. OLED TV with LG Electronics’
technological power, and LG’s Health Care brands including beauty
products are all related. This association rule is shown in the
following figure.

5. Conclusions
This study explores how mainstream news and social media
channels are showing the current events or trends linked with a

tremendous shift in control towards individual consumers in business.
Based on those aims and results of this study, the following
implications can be obtained as follows.
First, this paper shows the possibility that companies can adopt a
two-track strategy to make global decisions through big data. In the
traditional news media or journal, it is achievable to establish the
global future strategy by deriving the key issues or trends, from the
enterprise side, and social media can grasp consumer’s tendency,
interest issues and sentiments to use it for various marketing
strategies including managing corporate reputation. Second, by
understanding the characteristics of the Millennium generation, a
company can actively and effectively utilize various media formats,
especially social media channels to enhance corporate value. It will
lead to steady and real-time communication, sympathy formation
through the global platforms such as Facebook, YouTube and Twitter
contributing to the financial and non-financial performance. Lastly,
this study gives a valuable data empowered insight to develop a
predictive model or forecasting using news and social media data
both through text mining technique.
Although this study provides insightful implications to companies
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and researchers, there are some limitations to be considered for the
further research.
First, the model and analysis results proposed in this study are
limited to three Korean, global companies. Therefore, it is necessary
to diversify the data to various companies including small and
medium-sized enterprises and competitors in the future. Comparative
study among different sized businesses in evaluating their events and
learning from competitors will give us a significant implication. It is
also possible to generalize analysis tools through comparative studies.
Second, this study focused on analyzing keywords of only four
media channels through text mining. However, by increasing the
number of channels, we can develop and compare various future
predictive models using several data mining tools including sentiment
analysis of texts. Lastly, it can be seen that combined research
between the study of media channels and existing consumer surveys
is possible besides existing researches between various media
channels.
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A search for Sustainable Competitive Advantage Factors in a Hyper-Competition Scenario
Myungr-Rae CHO, Koichiro WATANABE
1)2.

Abstract
In a highly competitive hyper-competition scenario, it is challenging to gain a sustainable competitive advantage. It is said that it is important
to continuously create a temporary competitive advantage by taking an aggressive competitive action after losing a competitive advantage. This
research aims to clarify the factors of how a company can sustain high profits in a hyper-competitive situation. While the current research on
competitive strategy theory is based on the premise of the competitive advantage possessed by one company's products and services, this research
adopted a multi-company network approach based on the SCP theory of economics. The case of Hill’s Japan was analyzed using the value
network concept, and the research method was based on primary data collected through interviews. The analysis found that the value network
established by Hill’s Japan was linked by strong relationships of trust among its members and that the network made it difficult for competitors
to enter the market at the same time as Hill’s Japan, thereby acting as a barrier to entry. This study presents the concept of the "trust-type value
network" as a factor of sustainable competition in the hyper-competition age.
Keywords: Sustainable Competitive Advantage, Hyper-Competition, Value Network

1. Introduction
The purpose of this study is to clarify the factors that allow
companies to maintain high performance for a long time. One field
that has been working for a long time on this building awareness
for this issue is competitive strategy theory. The basic concept of
competitive strategy is "competitive advantage." When a company's
resources are valuable and scarce, the company gains a competitive
advantage. Furthermore, when the resources are not replicable by
other companies, and there is nothing to replace them, the company
can gain a sustainable competitive advantage. The company that has
acquired a 'sustainable competitive advantage' can continue to win
and generate high returns over a long period.
However, in recent years, competition has intensified because
technology gaps between companies are small, and products and
services are easily imitated. Such a situation is called "hypercompetition" (D'Aveni & Gunther, 1994). In such a situation, the
period for which the competitive advantage can be maintained is
shortened. Even if a company loses its competitive advantage, it is
essential to regain a "temporary competitive advantage" by actively
taking aggressive competitive action. In other words, creating a
"temporary competitive advantage chain" can lead to higher corporate
profits.
On the other hand, Hill's-Colgate Japan Ltd. (hereafter referred to
as “Hill’s Japan”), which serve as the focus of this study, has
secured a high profit margin in the highly competitive Japanese pet
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food market. Through the case analysis of Hill’s Japan, this study
will clarify the factors that drove the company’s gains, made
possible under the scenario of hyper-competition.

2. Literature review
One of the most critical issues of competitive strategy theory is
the ability of companies to maintain high performance over time, in
other words, how to gain sustainable competitive advantage.
Regarding a company’s approach to gaining this sustainable
competitive advantage, competitive strategy theory can be divided
into two types (Iriyama, 2012): "strategy not to compete" and
"strategy to compete." In the following sections, after examining the
current research on competitive strategy theory and highlighting the
existing limitations, we will present a new perspective for this
research.

2.1. Strategy not to compete
Bain (1951) examines the factors of the profitable industry and
the unprofitable industry from the structure-conduct-performance
(SCP) theory of economics. Bain (1951) uses data from 42 industries
in the United States from 1936 to 1940 to test the hypothesis that
the returns of businesses increase as an industry moves away from
complete competition. He revealed that in a situation where one
industry is close to monopoly, a so-called oligopoly where sales are
concentrated among a few rivals, the profitability of a company is
higher than in a situation of full competition where countless
companies compete based on price. Markets with higher tendency
towards oligopoly tended to have higher average corporate profit
margins.
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Also, Bain (1956) looks at factors in the industries that lend
themselves to oligopolies. Among various factors, Bain (1956) pays
attention to entry barriers. While there are institutional factors at play
with respect to entry barriers, Bain (1956) places more emphasis on
economies of scale. If a company within an industry has achieved
economies of scale, companies in other industries and emerging
venture companies will incur significant cost and risk to achieve the
same economy of same scale at the same time, so they cannot enter
the new industry.
An industry is defined only by the system, so "barriers to enter
the industry" is not enough to explain corporate profits. Cave and
Porter (1977) argued that the barriers to entry were not only for the
industry as a whole, but also within the industry. This is referred to
as a "mobility barrier between companies." Within the same industry,
some companies have similar product line-ups, areas of operation,
and cost structures, while others do not. If similar companies are
considered as one group, there will be multiple "business groups"
with different characteristics, even in the same industry. Thus, Cave
and Porter (1977) pointed out that in the same industry, there is a
group for each corporate characteristic, and what is more essential
for corporate profits is the mobility barrier between business groups.
Building on the above studies, Porter (1985) expands the SCP
framework, which had already been developed in economics at that
time, to "SCP in business administration." He incorporated SCP
theory into frameworks such as Five Forces and established the field
of competitive strategy theory. Porter emphasizes "differentiation
strategy" as a barrier to entry. By providing unique products and
services that are different from competitors in the same industry,
customer loyalty can be increased, and direct competition with
competitors can be avoided. If a company has unique positioning
and can provide customer value, they can achieve sustainable high
performance.
If a company chooses a less competitive industry and positions
itself more uniquely than his rivals, the company will not be able to
compete directly. Superior positioning can ensure a sustainable
competitive advantage, and as a result, stable benefits can be
obtained over a long period. Thus, the competitive strategy theory
based on economics’ SCP paradigm is to avoid competition with
competitors; that is, a strategy that does not compete.
If a company choose a less competitive industry and position it
more uniquely than his rivals, the company will not be able to
compete directly. Superior positioning can ensure a sustainable
competitive advantage, and as a result, stable benefits can be
obtained over a long period. Thus, the competitive strategy theory
based on economics SCP is to avoid competition with competitors;
that is, a strategy that does not compete.

2.2. Strategy to compete
The technology gap between companies is small, and products and
services are easily imitated. Furthermore, with the progress of
globalization, deregulation, and the development of information
technology, it has become easier for companies to enter other
industries and regions. Depending on the type of industry, it has
become more challenging for companies to maintain superior
positioning due to commoditization and a prolonged recession due to

price reduction and other pressures. In recent years, competition
among companies has intensified, making it difficult to maintain a
competitive advantage. This type of a situation was named by
D'Aveni and Gunther (1994) as "hyper-competition."
D'Aveni and Gunther (1994) pointed out that under a
hyper-competitive environment, the period for which a company can
maintain its competitive advantage is becoming shorter. Once
competitive advantage has been lost, it is important to continuously
create a "temporary competitive advantage" in order to regain it. As
a result, profits are also continuously obtained. D'Aveni and Gunther
(1994) argue that more aggressively competing companies can
achieve better performance.
Wiggins and Ruefli (2000, 2003, 2005) examine the question of
whether sustainable competitive advantage exists using large data sets
and rigorous statistical methods. They claim "sustainable competitive
advantage" if a company has operated for more than ten years and
has done better than its rivals in the same industry. They analyzed
data from 6,772 companies across 40 industry sectors from 1972 to
1994.
As a result, the following three things became clear. First, in the
United States, some companies are able to achieve sustainable
competitive advantage, but only 2-5%. Second, in more recent years,
the period for which a company can realize a competitive advantage
has become shorter. Third, there has been an increase in the number
of companies that once lost their competitive advantage and then
regained it.
There is a field of research called competitive dynamics that
studies the question as to whether a company's dynamic competitive
behavior leads to an improvement in business performance. In this
field, many theoretical and empirical studies have been conducted
based on the idea that companies' aggressive behavior in competition
leads to the improvement of business performance. Ferrier (2001)
conducted statistical analysis on aggressive behavior such as new
product introduction, model change, price reduction, and sales
promotion activities using data from 224 companies across 12
industry in the US. As a result, it has become clear that companies
with more aggressive behavior and those with long-term competitive
behavior increase their market share.
Derfus, Maggitti, Grimm, and Smith (2008) carefully examined
and analyzed newspaper and trade news data on the competitive
behavior of 56 companies in 11 major industries, including the US
automobile industry and the beer industry. As a result of the
analysis, similar to Ferrier (2001), it is clarified through statistical
analysis that the companies that take more aggressive competitive
action improve their return on total assets. Chen, Lin, and Michel
(2010) conducted a statistical analysis using questionnaire data from
281 executives from 104 companies in Taiwan. Companies with
managers who are aware of the hyper-competitive nature of the
business environment tend to take more aggressive competitive
actions, and companies that take aggressive competitive actions
demonstrated an increased return on equity.
Thus, since Porter’s (1985) research, many empirical studies in the
field of competitive dynamics research have shown that companies
with aggressive competitive behavior can improve their performance
in the highly competitive, hyper-competition situation.
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2.3. Limitations of previous research and viewpoint of this
research
It has become clear that in a hyper-competitive situation, it is
difficult to obtain a sustainable competitive advantage, and a
company that actively takes aggressive competitive action to
continuously acquire a temporary competitive advantage is better off
than one that avoids competition.
The competitive strategy theory of "strategy not to compete" and
"strategy to compete" is discussed on the premise of the competitive
advantage of one company's products and services. However,
companies provide their value to customers through a multi-business
network that includes not only their own businesses but also other
companies and competitors, depending on the situation.
A market and producers’ network is called a value network
(Christensen, 1997). Companies can cooperate in the ecosystem of a
value network consisting of suppliers, wholesale companies, retail
companies, and logistics companies to provide value that meets the
needs of customers and earn profits. When a company develops
business in a specific market, it is essential to build a value
network, and depending on what type of value network is built, the
competitive advantage of the company is greatly affected. This
research analyzes this issue using the value network as an analytical
concept.

3. Case study
This paper explores the case of Hill’s Japan, clarifying the
process of how they have built a value network since entering Japan
and analyzing why they have been able to maintain a high rate of
profit over a long period. Data was obtained by interviewing two
former managers of Hill’s Japan and collecting primary data.

3.1. Outline of Hill’s Japan
In 1976, Colgate-Palmolive Company acquired Hill’s Pet Nutrition,
a pet food company in the United States. Currently, the company is
developing its lifestyle goods and pet food businesses. Hill’s Japan
sells pet food in Japan, and it was established in Japan in 1977
with a vision of "As a global leader in the nutritional health care of
companion animals, dominate the premium pet food market
worldwide." In Japan, sales that were around 100 million yen in
1978 rose to 26.9 billion yen in 2009. Although the market share is
not high, the operating profit margin has exceeded 30% and has
achieved high profit margins over a long period.

3.2. Entry into the Japanese market
In 1976, Colgate entered into Japan through the establishment of
Kao Colgate Oral Products Co., Ltd. in a 50:50 joint venture with
Kao Corporation. Sales were in three business areas: toothpaste, golf
shoes, and pet food. Unlike the generic pet food position, which was
mostly occupied by existing competitors, the company entered the
market with a positioning based on health through food.
However, as the two joint venture partners could not align their
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thinking, the business experienced poor results, and for this reason,
the joint venture was dissolved in 1985. After that, Colgate turned
its businesses into divisions. Furthermore, in 1988, the toothpaste and
golf shoes businesses were withdrawn from Japan, and Colgate
decided to leave only pet food in Japan. In the same year, the
company name in Japan was changed to Hill’s Japan, and it became
a wholly-owned subsidiary of Colgate.

3.3. Full-scale business development in Japan
Hill’s Japan set the goal of becoming an education company
providing pet nutrition and has started business development in
earnest. Competitors were selling pet food products at pet stores and
home improvement centers as an everyday meal. On the other hand,
Hill’s Japan positioned its leading brands, "Science Diet" and
"Prescription Diet," which are based on pet nutrition, in the
relatively small health food market. Hill’s Japan has developed
animal hospitals and breeders as its main sales channels. Since Hill’s
Japan's products are based on nutrition, breeders and veterinarians are
the most suitable specialty sales channels to communicate the value
of their products to their customers. They went directly to retail
stores without going through the wholesaler.
The sales force consisted of veterinarian-qualified members to
secure a sales channel with pet experts. The sales force positioned
breeders and doctors at animal hospitals as core external
collaborators and conducted sales activities with an emphasis on
having them become fans of Hill’s Japan. The goal of the sales
activities was to create veterinarians and breeders as "a powerful
sales organization outside the company." The sales were based
around the country’s animal hospitals with a system of two people
in eastern Japan and two people in western Japan, and they held
seminars daily at the animal hospitals.
The target audience of the seminars was not only veterinarians
but also animal nurses. At that time, there were many animal
hospitals run by small families, and the wife of the veterinarian was
also involved in the management and nursing activities of the animal
hospital. The inclusion of the wives in the seminars was effective in
increasing the fan base of Hill’s Japan’s products. Such sales
activities have earned the trust of veterinarians and animal nurses at
the animal hospitals, and as a result, they have gradually established
a system to introduce pet product buyers to Hill’s Japan’s products.
Hill’s Japan developed a pet shop college for breeders and pet
shops. Also, they held an annual "Pet Shop Party", with thousands
of people participating. The parties contributed to the role of
promoting information sharing on pet nutrition and management as
well as establishing relationships among peers. As a result, breeders
and pet stores can now manage puppy and kitten diets with the
right information. The reduced mortality rate for puppies and kittens
has contributed to improved earnings for breeders and pet stores.
Hill’s Japan has been working not only for veterinarians at animal
hospitals but also for building trust with university professors of
veterinary departments and the students who will become the
veterinarians of animal hospitals in the future. They held an annual
symposium inviting all the university professors of all 16 universities
with veterinary departments in Japan. The symposium shared the
latest information and research results on pet nutrition in the United
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States, focusing on the world's most advanced research conducted by
Hill’s Mark Morris Research Center.
Nutritional science about pets was not historically recognized as a
learning discipline in Japan, so Hill’s Japan supports the cost of for
a university student to study state of the art pet nutrition in the
United States. After returning to Japan, they are expected to become
a university professor and a veterinarian at an animal hospital and
make a significant contribution to the establishment of pet nutrition
in Japan. Hill’s Japan also gave lectures on nutrition to the
university students, and veterinary medicine students in particular.
In addition, by offering Hill’s pet foods brands to the university
animal hospitals for free, it was possible not only to convey the
value of the products but also to gain trust at the same time. As a
result, many of the university animal hospitals at the forefront of
animal therapy use pet food from Hill’s Japan.

4. Discussion
4.1. Trust-type value network
The following is a summary of the case studies and theoretical
discussions. Hill’s Japan pet food are products developed based on
pet nutrition. While competitors offer pet food products, Hill’s Japan
has differentiated itself in terms of health food for pets and has
secured itself a superior market position.
Because Hill’s Japan's products are highly specialized pet foods,
animal hospitals and breeders with veterinarians are better suited to
communicate the product description and value to customers than
general pet shops and home improvement centers. This was pioneer
approach as a leading sales channel. Also, at that time, in Japan, the
concept of pet nutrition was not very popular. Therefore, although
designed as a long-term approach, they actively carried out activities
to support the development university students who are likely to
become veterinarians and university teachers of veterinary programs.
By belonging to the network built by Hill’s Japan, members have
been able to acquire a range of information from the company’s
knowledge about animals as well as the management of an animal
hospital. Also, the animal hospitals and breeders who handle Hill’s
Japan's products have been able to earn a profit. Therefore, members
of this network are likely to consider it to be a resource that brings
greater than expected benefits.
In this way, Hill’s Japan has been able to build more personal
relationships, as well as establish trust in companies and products
from network members. This study calls such a value network built
by Hill’s Japan a “trust-type value network.”

Figure 1: Trust-type value network as a barrier to entry

<Figure 1> illustrates the role of a trust-type value network. Hill’s
Japan positioned itself in a small niche of the pet food market that
competitors were not aware of. They built their value network to
realize the value of their products in that market. There was a
strong trust between the network members, and the relationship of
trust within the network made it difficult for competitors and
members of their value networks to enter the high-margin markets
that Hill’s Japan has entered. The trust-type value network served as
a barrier to entry, and as a result, members of the trust-type value
network, including Hill’s Japan, were able to obtain stable profits
over the long term without competing with competitors.

4.2. Implications
Some theoretical and practical implications are derived from the
review of this article.

4.2.1. Theoretical implications
The following two points are essential as theoretical implications.
The first point is that it may highlight the possibility of the
achievement of a sustainable competitive advantage by multiple
companies in the hyper-competition era. Positioning strategy, or a
strategy not to compete, is a possibility for gaining a sustainable
competitive advantage. According to Porter’s (1985) conception of
competitive strategy, by providing products and services that are
differentiated from those of competitors in the industry, in other
words by pursuing unique market positioning to avoid direct price
competition with competitors, companies can deliver value to their
customers, resulting in a sustainable competitive advantage. This
study, while standing in the same theoretical position as Porter
(1995), highlights the possibility of sustainable competitive advantage
in the hyper-competition era by focusing on the network approach.
The second point is that personal relationships based on trust
among value network members play a role as an entry barrier to
competitors. As Christensen (1997) points out, not only changes in
products but also disruptive innovations that involve the
transformation of embedded value networks are threats to existing
good companies. This research contributes to highlighting the role
that personal networks play in the personal relationships among
members in value networks.

4.2.2. Practical implications
The practical implications include the following two points.
First, there is no need to take aggressive competitive action to
gain high profits. In the hyper-competition scenario, where new
products are being developed and disappearing one after another,
there are also cases in which competitive activities that are
continuously brought to the market, so-called continuous creative
competition, can generate benefits for companies. However, it is also
true that costs and risks accompany aggressive competitive actions
such as product development, model changes, and sales promotion
activities. It seems that it is still useful to gain a stable profit by
aiming for differentiation and superior positioning and avoiding
competition with other companies.
Second, it is crucial to make effective use of business
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relationships, including personal relationships, among members in the
value network. By building a value network through various personal
relationships, it seems to have a significant impact on the success or
failure of a company’s product in the market and protects against
losing market share to competitors.

5. Conclusion
This research has presented a new concept of trust-type value
networks and has discussed the possibility of sustainable competitive
advantage in the era of hyper-competition. However, the claims in
this paper have some limitations. For example, it is necessary to
confirm whether the concept presented in this paper applies to other
cases, and it will be required to verify the industries to which it can
be adapted. Also, it cannot be denied that the case study dealt with
in this report may have been an exceptional case. Therefore, in the
future, it will be necessary to develop several cases and conduct
further quantitative analysis.
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Abstract
Economic globalization provides a good channel for the development of foreign trade around the world. Due to this background, this paper
sets OECD countries as a sample to explore the importance of international logistics to foreign trade. An annual panel data from 2000 to 2017
will be used to conduct an empirical estimation under some related econometric approached such as panel unit root test and fixed effect model.
The foreign trade (export trade) is treated a explained variable. The international logistics and the speed of international logistics development are
treated as explanatory variables. The findings show that the international logistics has a positive spillover effect on export trade and the speed of
international logistics development has a regulatory effect on the relationship between both of them, which presents a U-shaped curve. When the
speed of international logistics development is slow, an increase of it restrains the positive spillover effect of international logistics on export
trade. However, when it rises to a certain extent, the further improvement of it releases the positive spillover effect of international logistics on
export trade. As the evidences this paper provided, the impact of international logistics on foreign trade is dynamic. Moreover, this paper also
puts forward some corresponding measures about the relationship between both of them.
Keywords: International Logistics, Foreign Trade, Fixed Effect Model.

1. Introduction
The relationship between international logistics and international
trade is still a puzzle in empirical estimation. Therefore, a lot of
scholars have fulfilled empirical estimations with different samples
and different time spans. Dong (2017) has explored the impact of
coastal urban logistics economic on international trade development
with a same of China’s coastal cities. Weng (2018) sets Fujian (a
province of China) as an example to analyze the significance of
modern logistics to Fujian’s foreign trade development. Meanwhile,
Le (2018) sets Vietnam an an example to discuss the relationship
between logistics performance and bilateral trade. In fact, there are a
lot of researches focused on this proposition. However, most of their
research results are different. Due to this reason, this paper treats the
Organization for Economic Co-operation and Development (OECD)
countries as a sample with an annual panel data from 2000 to 2017
to explore the importance of international logistics to foreign trade
(export trade). Moreover, a series of econometric approaches such as
panel unit root test and fixed effect model will be employed to fulfil
an empirical estimation. Meanwhile, the foreign trade (export trade)
is treated a explained variable. The international logistics and the
speed of international logistics development are treated as explanatory
variables. These variables will be used to fulfil an empirical
estimation to exploit the relationship between international logistics &
export trade and to reveal the regulatory effect on the relationship
between both of them.The findings of this paper show that the
* Doctoral Student, Department of International Trade, College of
Commerce, Chonbuk National University, South Korea,
Email: 1293647581@jbnu.ac.kr

international logistics has a positive spillover effect on export trade
and the speed of international logistics development has a regulatory
effect on the relationship between international logistics and export
trade, which presents a U-shaped curve. When the speed of
international logistics development is slow, an increase of the speed
of international logistics development restrains the positive spillover
effect of international logistics on export trade. However, when the
speed of international logistics development rises to a certain extent,
the further improvement of the speed of international logistics
development releases the positive spillover effect of international
logistics on export trade. Of course, some important variables (GDP
per capita, population, relative price, one-period lag outward foreign
direct investment) selected in this paper also have a significant effect
on export trade in OECD countries.

2. Theoretical Framework
The model with international logistics gives:
log exi ,t = a 0 + a1 log log ii ,t + a 2 log pgdpi ,t + a 3 log popi ,t + a 4 log rpi ,t
+ a 5 log ofdii ,t -1 + n i + ht + mi ,t

(1)

Where i indicates the country; t indicates the year; n i indicates
the Individual effect (country); ht indicates the time effect (year).
ui ,t is independently and identically distributed among countries and
years. a 0 ...a 5 are estimated coefficients. The positive and negative
sign of a1 represents the influence direction of international logistics
on export trade. If a1 is positive and significant in statistic, the
international logistics will have positive effect on export trade.
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Otherwise, it will have a negative effect on export trade. The model
with the speed of international logistics development gives:
log exi ,t = b 0 + b1 log log ii ,t + b 2 d log ii ,t + a 3 log pgdpi ,t + b 4 log popi ,t
+ b 5 log rpi ,t + b 6 log ofdii ,t -1 + n i + ht + mi ,t

(2)

The speed of international logistics development is introduced into
model (2). Compare with model (1), model (2) attempts to test
whether the international logistics has a positive spillover effect of
regulating the speed of international logistics development on export
trade or not. If a1 is not equal to b1 ( a1 and b1 must be significant
in statistic), it means that the international logistics has a positive
spillover effect of regulating the speed of international logistics
development on export trade. Otherwise, it will not have a positive
spillover effect of regulating the speed of international logistics
development on export trade. The model with cross term between
international logistics and speed of international logistics development
gives:
log exi ,t = g 0 + g 1 log log ii ,t + g 2 log d log ii ,t + g 3 log log ii ,t ´ d log ii ,t
+ g 4 log pgdpi ,t + g 5 log popi ,t + g 6 log rpi ,t + g 7 log ofdii ,t -1 + n i + ht + mi ,t

(3)

Compared with model (2), the cross term ( log log ii ,t ´ d log ii ,t ) is
introduced into model (3). It indicates the regulatory effect of the
speed of international logistics development, that is, the international
logistics and the speed of international logistics development jointly
affect the export trade. If g 1，g 2 and g 3 are positive and significant
in statistic, the international logistics and the speed of international
logistics development jointly affect the export trade. Otherwise, it
will not have a joint effect on export trade. The model with cross
term between international logistics and square of speed of
international logistics development gives:
log exi ,t = d 0 + d1 log log ii ,t + d 2 log d log ii ,t + d 3 log log ii ,t ´ d log ii ,t
+ d 4 log log ii ,t ´ d log ii2,t + d 5 log pgdpi ,t + d 6 log popi ,t + d 7 log rpi ,t

(4)

+ d 8 log ofdii ,t -1 + n i + ht + mi ,t
2

Compared with model (3), the cross term ( log log ii ,t ´ d log ii ,t ) is
introduced into model (4). The purpose is to explore whether there
is a curve effect in the mechanism of international logistics on the
relationship between the speed of international logistics development
and the scale of export trade or not. If d 4 is positive and significant
in statistic, it means that there is a curve effect in the mechanism of
international logistics on the relationship between speed of
international logistics development and export trade. If not, there is
no curve effect in the mechanism of international logistics on the
relationship between speed of international logistics development and
export trade. Moreover, model (3) and model (4) are used to verify
the regulatory path of international logistics to the relationship
between speed of international logistics development and export
trade. The coefficient of determination can be employed to determine
which model is best one to reflect the relationship between
international logistics, the speed of international logistics development
and the export trade. If model (4) is better than model (3), g 3
should be less than zero and d 4 should be greater than zero (both

must be significant in statistic). In other words, it means that the
speed of international logistics has a regulatory effect on export
trade. This regulatory effect presents a U-shaped relation. Otherwise,
model (4) can not held. Additionally, if model (3) is better than
model (4), it means that the speed of international logistics has a
regulatory effect on export trade. This regulatory effect presents a
linear relation. Otherwise, model (3) can not held.
Results .
In this paper, pooled model, one-way fixed effect model, two-way
fixed effect model and random effect model are used to conduct an
empirical analysis. Meanwhile, some econometric approaches such as
Chow test, F-test and LM test will be taken use of to choose the
best estimation method. The estimated results will be shown in
<Table 1> (see full paper).
<Table 1> indicates the estimated results of pooled model and
individual fixed effect model. It can be confirmed that the null
hypothesis is rejected in the light of result of F-statistic. In other
words, the estimation of fixed effect model will be more precise
than that of pooled model. Then, A random effect should taken into
consideration. The estimated results will be shown in <Table 2> (see
full paper).
According to the estimated results of <Table 2>, it can be found
that the null hypothesis of LM test is rejected. Said differently, the
estimation of random effect is not sufficient. Therefore, the fixed
effect will be used to fulfil an estimation.Combined the results of
<Table 1> and <Table 2>, both results of fixed effects show the
GDP per capita has a positive effect on export trade. The reason is
that an increase in the GDP per capita will lead to an excess
domestic demand. If so, the export trade will be increased. This
result is in accordance with researches done by Dedeoğlu and Kaya
(2013) and Hsiao and Hsiao (2006). Moreover, the population also
has a positive effect on export trade. The large scale of population
means that the lobar input will be increased. On account of
production function, more labor input indicates more output. So, the
possibility of export will be increased due to the more output. This
result matches the research performed by Xiong, Xie, and Wen
(2018). However, the relative price has a negative effect on export
trade. The reason is that the higher price in the foreign market will
provide an opportunity for domestic goods to seek higher profits in
the foreign market. Therefore, the export trade will be increased due
to this reason. This result is also consistent with the research
conducted by Riggi and Venditti (2015) who have attempted to
exploit the relationship between both of them. The one-period lag of
outward foreign direct investment also has a positive and significant
effect on export trade. This is because foreign-funded enterprises
have a higher export tendency than domestic-funded enterprises. The
inflow of vertical outward foreign direct investment increases the
production of intermediaries. Thereby the export trade of
intermediaries will be increased. This result is in line with the
research that Liu, Xu, Wang, and Akamavi (2016) have explored the
relationship between outward foreign direct investment and export
using a pendulum gravity. The most important explanatory variable
is the international logistics. Based on the results of model (5) and
(9), International logistics has a positive effect on export trade.
Meanwhile, it shows that an increase in the international logistics
has a positive spillover effect on export trade. For the OECD
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countries, The international logistics support system is relatively
perfect, the contradiction between supply and demand of related
supporting facilities is relatively small, and the deep integration of
real economy and international logistics is relatively close, which
promotes the spillover effect of international logistics on export trade
to a certain extent.
After that, an attention will be payed to the regulatory effect
between speed of the international logistics and export trade.
According to the results of model (6) and model (10), the
international logistics has a positive effect on export trade even
through adding the speed of international logistics development. Said
specifically, the coefficient of international logistics on export trade
increases from 0.040 to 0.064 between model (5) and model (6).
And the coefficient of international logistics on export trade increases
from 0.036 to 0.061 between model (9) and model (10). these
differences indicate that the speed of international logistics
development indeed has a regulatory effect on the relationship
between international logistics and export trade. Under the regulatory
effect of speed of international logistics development, the spillover
effect of speed of international logistics development on export trade
has increased, and the positive spillover effect has not changed. The
regulatory effect of speed of international logistics development is
only to change the magnitude of the positive spillover effect of
speed of international logistics development on export trade, but not
to change the direction of its spillover effect. However, due to the
regulation of speed of international logistics development, the
elasticity of speed of international logistics development of export
trade scale increases, and the sensitivity of export trade to
international logistics also increases.
Based on the R 2 values of model (7), model (8), model (9) and
model (10), it can be judged that model (8) and model (10) are
better than model (7) and model (9). The coefficients of the
cross-term between international logistics and speed international
logistics development ( log log it ´ i log it )are significantly negative (the
coefficient in model (8) is -0.244 and the coefficient in model (10)
is -0.430). However, the coefficients of the cross-term between
international logistics and speed international logistics development
2
( log log it ´ i log it ) are significantly positive (the coefficient in model
(8) is 0.047 and the coefficient in model (10) is 0.043). This results
verify that the positive spillover effect of international logistics on
export trade is indeed related to the speed of international logistics
development. Furthermore, it also shows that the regulatory effect of
speed of international logistics development on the relationship
between international logistics and export trade presents the U-shaped
curve. Based on the U-shaped regulatory effect of speed of
international logistics development on the relationship between
international logistics and export trade, the relationship between
international logistics and export trade can be further clarified. That
is to say, the relationship between international logistics and export
trade is not fixed, but dynamic with the change of speed of
international logistics development.

5. Conclusions
Economic

globalization

provides

a

good

channel

for

the
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development of economic activities around the world, especially in
the field of foreign trade. However, the frequent foreign trade has
provided impetus for the development of international logistics.
Meanwhile, the development of international logistics also provides
the basis and guarantee for the foreign trade. Due to the unbalanced
development of logistics in the world, it is difficult to collect data
related to international logistics. So, this paper sets OECD countries
as an example to explore the importance of international logistics to
foreign trade (export trade). The reason why these countries are
selected as a study subject is that compared with the rest of world,
these countries have a relatively perfect international logistics system
and the relevant data of these countries can be obtained. Then an
annual panel data from 2000 to 2017 will be employed to fulfil an
empirical estimation under a series of econometric approaches such
panel unit root test, pooled estimation and fixed effect estimation. In
order to reveal the dynamic characteristics of international logistics
and export trade, this paper employs two indexes (international
logistics and speed of international logistics development) to study
the dynamic relationship between both of them in OECD countries.
The findings of this paper show that the international logistics has a
positive spillover effect on export trade and the speed of
international logistics development has a regulatory effect on the
relationship between international logistics and export trade, which
presents a U-shaped curve. When the speed of international logistics
development is slow, an increase of the speed of international
logistics development restrains the positive spillover effect of
international logistics on export trade. However, when the speed of
international logistics development rises to a certain extent, the
further improvement of the speed of international logistics
development releases the positive spillover effect of international
logistics on export trade. Of course, some important variables (GDP
per capita, population, relative price, one-period lag outward foreign
direct investment) selected in this paper also have a significant effect
export trade in OECD countries.
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Kiosk with any issues in retail store in South Korea
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Abstract
It is noted that AmazonGo was public opened on 22nd January 2018 as a milestone of unmanned store in the world in the era of Artificial
Intelligence. Retail businesses in the most high-tech countries in the world, including Japan, Korea, and Russia, may have to adopt business
strategies that are similar to those of Amazon to maintain their competitiveness.(Hahn, Kim, & Youn, 2018). By changing consumer behavior
and fast advancing technology of 4th industrial revolution, 'self-service' is widely and swiftly expanded to service industry. Besides, restrant
industry and distribution industry will take the type of 'self-service' in large consideration of deduction of cost-saving at present. This paper
studies Kiosk with any issues in retail store in South Korea. From the above, we explored main keywords of AmazonGo, Kiosk, self-service,
labour cost, artificial intelligence and deregulation, and then proposed schemes of resolution for the retailers in South Korea. Accordingly, this
can be available for future direction of the retailer of what they chose between the worker and self-service as mentioned.
Keywords: AmazonGo, Untact, Kiosk, Unemployment, Deregulation

1. Introduction

2. Literature Review

In the store, not only the items but also the management
personnel and the payment instruments for the store management are
located in one space called the store(Lee & Lee, 2018). An
unmanned market is an environment in which no one runs a market
as the word has. An example of a typical change is Amazon's
Unofficial Amazon Store(Lee & Lee, 2018).
By changing consumer behavior and fast advancing technology of
4th industrial revolution, 'self-service' is widely and swiftly expanded
to service industry. Besides, restrant industry and distribution industry
are willing to take 'self-service' or 'unmaned terminal' in large
consideration of deduction of labour wage.
Gretchen Gavett (2015) noted 'how self-service kiosks are
changing customer behavior' and stressed that "It seems like sort of
a win-win, both for companies that want to make more money and
for customers who feel more comfortable without that social
friction."
The authors in order to carry out this research, examined a few
previous studies in keywords of AmazonGo, Untact, Kiosk,
unemployment and deregulation, and then made ideal plans for
customers and retailers.

Regarding the topic of retail store,
Bahng, Kincade, and Rogers, (2018), examined "the relationships
among the following retail operations variables: retail store operations
(i.e., store management, sales personnel, promotion of merchandise),
success of assortment planning, firm performance (i.e., market share,
overall competitive position, profitability, product quality, consumer
satisfaction), and retail buyer’s demographics and firm’s
characteristics.
Also "The relationship between retail store operations and the
success of assortment planning is strong and significant. Retail store
operations affect firm performance, though at a weaker significance
than it affects the success of assortment planning. The relationship
between the success of assortment planning and firm performance, is
the strongest relationship observed by this research. Bahng, Kincade,
and Rogers (2018), Wadhawan and Seth. (2016)., studied that
"Technological up gradations and changes in the overall economic
scenario has changed the overall dynamics of retail practices and
consumer base.
This digital era retail will soon bridge the gap to come at par
with the traditional physical retail in the next few years. Retailers in
India need to get ready to keep up with use of technology or
digitalization in retail. Digitalization in businesses or retail was a
choice earlier, but now it has become a necessity.(Wadhawan &
Seth. 2016)
Concerning the issue of AmazonGo, the following paper was very
significant. Hahn, Kim, and Youn (2018) did analyze and illustrate
Amazon’s business strategies and its success in terms of its
distribution strategy and business practices.
And they also, examined Amazon’s business strategies to
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demonstrate the importance of technologies to the success and
sustainability of its organization. The analysis indicates that the
business strategies, including technology, distribution infrastructure,
and customer service, are the most vital factor for the success and
rise of Amazon, and these strategies have separated Amazon from its
competitors in both e-tail and brick and mortar retail industries.
The previous and current Amazon’s business strategies demonstrate
that Amazon will continue to focus on developing and implementing
new and creative strategies to separate itself from the rest of the
retail and e-businesses.(Hahn, Kim, & Youn, 2018).
In point of 'no checkout', Polacco and Backes (2017) searched
that "Amazon plans to introduce a sans-checkout grocery store in
2017. The experience is designed for those who do not like to stand
in a checkout line. Amazon benefits by eliminating the cost of
checkout personnel. Customers will use an Amazon Go app and scan
their I-phones on entering the store.
For the concerns of killing many jobs on AmazonGo, Rash
(2016) highlighted that "While the idea of a cashier-free store has its
charms, the Amazon Go concept won't result in mass firings of
supermarket employees anytime soon"(Rash, 2016).
While I don't think that the Amazon Go concept is very
transferrable or scalable, I think it does offer an interesting look at
what can be done with technologies that are very near to reality. It
has the potential to make grocery stores both more efficient and the
shopping experience enjoyable, but the doom and gloom of mass
unemployment are misplaced.(Rash, 2016).
Zhu and Zhang (2018)., regarding human-driving and autonomous
cars, investigated "the mixed traffic flow with human-driving and
autonomous cars. A new mathematical model with adjustable
sensitivity and smooth factor was proposed to describe the
autonomous car’s moving behavior in which smooth factor is used to
balance the front and back headway in a flow. Moreover, the
sensitivity of sensors and smooth factors play an important role in
stabilizing the mixed traffic flow and suppressing the traffic
jam"(Zhu & Zhang, 2018).
Today a lot of service firms have been taken technology-based
self-service(TBSS, Jeon, Kim, & Kim, 2018), since that firms might
have considered both for labour cost and for developed technology,
that is to say customer use thoir own self-service in front of
unmanned terminal(Seo, 2018).
Lee and Lee (2018)., studied that "The usage and prospects of
unmanned market in China are growing very meaningfully. The
present situation of the unmanned market is examined in the US and
China markets, and the development prospects are described. It also
describes the key milestones necessary for the unmanned market(Lee
& Lee, 2018).
Elliott and Earl (2018). studied that "Scholars have long been
concerned about the effect that digital inequalities might have on
marginalized populations. Concern for the "digital divide" extends to
social movement scholars, who worry that the digital divide will lead
to social movements privileging the concerns of the middle class
over those of disadvantaged groups".
"We find that the digital divide in access does not exert a
selection effect and that the digital divide in usage exerts minimal
effects in models predicting online petition-signing".(Elliott & Earl,
2018).

Fdez-Arroyabe, Schimt, and Estela (2018). studied that "The
design and implementation of any climate-related health service,
nowadays, imply avoiding the digital divide as it means having
access and being able to use complex technological devices, massive
meteorological data, user’s geographic location and biophysical
information".
In view of ageism in digital era, the remarkable paper of Sheth
(2014) was noted. Sheth (2014) obviously showed his opinion on
"Tech ageism in retail stores, writing "A letter to the editor is
presented about the view of young people that older people cannot
adapt to new technologies."
Towards bridging the digital divide, Nyahodza, and Higgs (2017).
presented the research that "South Africa's historically disadvantaged
university libraries are, like others, challenged to meet patrons'
demands through the provision of relevant infrastructure, services and
information-related skills to enable users to function in the digital
information age. Their historic disadvantage is compounded by two
levels of the digital divide: their situation within a developing nation
(the 'global divide'), and contending with a relative paucity in skills
and resources within this context (the 'local divide', as a legacy of
apartheid)".
Toudert (2019). conducted a study on digital divide in Mexican
localities that :
"Despite the need to validate the assumptions that intend to
participate in the construction of the theory, the digital divide of
frequent Internet users in the socioterritorial approach constitutes an
unusual path".
Lastly in relation to deregulation, some researches were found
such as Zaring (2018). studied "The Federal Deregulation of
Insurance"., Shelanski (2018). studied "Antitrust and Deregulation".,
Sen (2016). studied "Is Retail Alcohol Deregulation Correlated with
More Crime and Traffic Injuries? Evidence from Canadian
Provinces"., Mcdonnell (2015). studied "What Caused Airline
Deregulation: Economists or Economics?"., and Ferreri and Sanyal
(2018). studied "Platform economies and urban planning: Airbnb and
regulated deregulation in London".

3. Kiosk Trends and Issues in South Korea
3.1. Trends by Kiosk
According to the market research report "Interactive Kiosk Market
by Type (Bank Kiosks, Self-Service Kiosks, and Vending Kiosks),
Vertical (Retail, Healthcare, Banking & Financial Services,
Government, Transportation, Hospitality, Entertainment), Offering, &
Geography - Global Forecast to 2023", The interactive kiosk market
was valued at USD 20.37 Billion in 2016 and is expected to be
worth USD 30.53 Billion by 2023, at a CAGR of 5.69% between
2017 and 2023. The growth of this market is driven by the
increasing interest of customers in self-service interactive kiosks and
enhanced shopping experience of customers with the help of kiosks
in the retail industry(Rohan, 2017).
Some of the major players operating in the interactive kiosk
market are KIOSK Information Systems (US), NCR Corporation
(US), SlabbKiosks (US), Source Technologies (US), Diebold Nixdorf
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(US), Embross (Canada), IER SAS (France), Meridian (US),
REDYREF (US), Advantech Co. (Taiwan), NEXCOM International
Co. (Taiwan), and KAL (UK)(Rohan, 2017).
Table 1: current status
no

nation

name

type

remarks
OQ code
second dimension
barcode
Just Walk Out

1

USA

Amazon
AmazonGo

2

China

Jingdong
e-commerce firm in
China

3

South
Korea

conveniences store
unmanned
Emart24
conveniences 4
affiliated company of store being
shinsegae
operated

X unmanned
super

RFID

Based on study of Kim (2018), Kiosk works on public sector and
private sector. Ticketing kiosk in domestic is working at main
airport, rail station, subway station, express bus terminal, intercity
bus terminal, multiplex theater and theme park etc with 3,400 units
authority estimated.

3.2. AmazonGo Case
It is reported that NewYork Post mentioned AmazonGo as the
next major job killer.
Normally general mart has 80~90 staffs to work, on the contrary,
AmazonGo has only 3~10 staffs, which can make a large profit,
reducing regular labour cost(Kim, 2017).
By statistics of Food Marketing Institute, expected business profit
rate of the said company reaches to 22~40% by type and size of
grocery chain, while net profit rate of the existed grocery chain in
USA is just 1.7%(Kim, 2017).
In the near future, unmanned store like AmazonGo will be widely
expanded, it is very concerned that volume of cashier that is a
part-time job as a representing low-wage will be rapidly
decreased(Kim, 2017).

3.3. Discussion and Recommendation
3.3.1. Law Aspect
South Korea has two sort of law at present, namely, 'Official
Announcement on improvement of access by persons with
disabilities, aged persons, etc. and user convenience' and 'National
Standard of Kiosk on official tasks with information procedures'.
In addition to the above, government should always screen how
does the relevant laws go for 'the unhandy' in places.
Private organization, non-profit organization and manufacturer's
federation should also screen how does the unmanned terminal
operate. Both results of the same must definitely share with all
peoples.

3.3.2. kiosk product
From research finding of Kang and Namkung, (2018), customer
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was more interested in correction as well as safety of self-service
function rather than ’aesthetic screen layout’ ‘appropriate font size’
‘attractive picture and video of menus’ etc.
Customer should easily and fast handle screen through eliminating
unnecessary function, advertisement, banner advertising rather than
complicated multifunction (Kang & Namkung, 2018).
If retailer consider to increase customer's satisfaction on unmanned
ordering system, this system must precisely offer menu they need
within proper second not to wait (Kang & Namkung, 2018).
In case of manufacturer, the authors strongly recommend that
unmanned terminal should be manufactured with two types which are
considered and adopted difference level of the unhandy and the
younger.

3.3.3. Discussion and Recommendation
As mentioned before, retail businesses in the most high-tech
countries in the world, including Japan, Korea, and Russia, may
have to adopt business strategies that are similar to those of Amazon
to maintain their competitiveness(Hahn, Kim, & Youn, 2018).
It seems like sort of a win-win, both for companies that want to
make more money and for customers who feel more comfortable
without that social friction (Gavett, 2015).
Theseday, South Korea has trouble with social issues of creating
well jobs and minimum wage system.
Firms and retailers have been always consider to cut down the
cost of operation, at the same time it is very natural that they think
about labour cost and then they take any type of unmaned terminal
and manage any type of unmanned store.
From the above reason, firms and retailer should be taken into
consideration of wave of changing distribution industry, and further
should endeavor to catch up with master plan or roadmap for
unmanned store or unmanned terminal.
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Analysis of Impact on Reuse Intention of Mobile Payment Service based on
UTAUT Model
Soon-Hong KIM*, Byong-Kook YOO**
1)2.

Abstract
Purpose - This study aims to find out what factors affect mobile payment reuse based on UTAUT which is known as the most advanced
user acceptance model of IT. This study examines the effect of independent variables such as performance expectancy, effort expectancy, social
influence, innovation, facilitating conditions, personal mobility, and perceived risk on reuse mobile payment service.
Research design, data, and methodology – The proposed hypotheses are validated using the response data collected from the 250 smartphone
users in Incheon National University. The collected data are analyzed using SPSS and SEM method. Also, our proposed model contains some
independent variables of UTAUT, which are performance expectancy, social influence, facilitating conditions, hedonic motivation and price value.
Result - The results of the regression analysis show that all factors have statistically significant effects on the intention to use mobile
payment. The independent variables that have the greatest effect on the intention to use mobile payment are performance expectation, social
influence, and third promotion condition.
Conclusion - We will set up three core independent variables such as performance expectancy, effort expectancy, and social influence, as set
out in the UTAUT model, and set assumptions that these variables will affect the reuse of mobile payment services. The three variables,
antecedents of these variables, are personal mobility, individual innovation, facilitation and perceived risk. Then, this study is to test the
moderating effect of independent variables on intention to reuse by applying the regulatory focus theory.
Keywords: Mobile Payment Service, UTAUT, TAM, TRA

1. Introduction

2. Literature Review

This study aims to find out what factors affect mobile payment
reuse based on UTAUT which is known as the most advanced user
acceptance model of IT.
The unified model can provide the following merits.
First, the unified model is simple but contains factors of the
models. Second, the unified model can clarify the process of
technology acceptance of common consumers. Third, the unified
model can provide the opportunities to analyze the negative sides of
new technology, thus find ways to improve the level of acceptance
by general consumers(Venkatesh, Morris, Davis, & Davis, 2003).
This study examines the effect of independent variables such as
performance expectancy, effort expectancy, social influence,
innovation, facilitating conditions, personal mobility, and perceived
risk on re-use mobile payment service. This study will identifie the
factors that affect the intention to reuse the mobile payment service
and their causal relationships.

2.1. UTAUT model
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University, Korea, Tel: +82-32-835-8523, E-mail: snow8817@inu.ac.kr
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The UTAUT model is developed from the Theory of Reasoned
Action (TRA) and the TAM model. The Theory of Reasoned Action
(TRA) is a theory that is a theory assuming that people use
information they have obtained reasonably and systematically, and is
the theory that consumers try to choose goods based on objective
facts rather than individual subjective experiences. TRA is divided
into two factors: attitude and subjective norms.
TAM has been applied to describe user acceptance behavior of
various kinds of information technology. The TAM model has been
expanded and developed into other models due to the limitation that
it can not sufficiently consider the influence of various exogenous
variables.
Definitions to those determinants can be found in the
literatures(Carlsson, Carlsson, Hyvonen, & Puhakainen, 2006; Wu,
Tao, & Yang, 2008; Chuttur, 2009; Venkatesh et al., 2003;
Venkatesh & Bala, 2008; Schierz et al., 2010). TAM extended
models adapted or integrated with other theories aside from TRA.
For example, CTAM-TPB model is the combination between TAM
and TPB(Venkatesh et al., 2003). The determinant of Perceived
Behavioral Control(PBC) model was added to the original TAM.
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And then, TAM was adapted by few researchers that later proposed
extended models of TAM like Technology Acceptance Model
2(Venkatesh et al., 2003), Unified Theory of Acceptance and Use
Technology Model(Venkatesh et al., 2003; Kim & Oh, 2014).
UTAUT(Unified Theory of Acceptance and Use of Technology)
was invented by Venkatesh(2008) to provide explanation about this
and have considerable persuasive about many kinds of new
technologies. In the UTAUT model, performance expectancy, effort
expectancy, social influence, innovation, use convenience, facilitating
conditions, personal mobility, and personal innovativeness have been
used as independent variables.
It was needed to study how adoption intention of new products
changes according to type of new products and characteristics of
consumers. In this study, We chose performance expectancy, effort
expectancy, social influence as independent variables, which influence
adoption intention of mobile payment service.

2.2. Regulatory focus theory
Higins(1997) described two different ways in which the hedonic
principle operates with a promotion focus versus a prevention focus.
Evidence is presented that these different ways of regulating pleasure
and pain, called regulatory focus, have a major impact on people's
feelings, thoughts, and actions that is independent of the hedonic
principle per se. Before describing regulatory focus as a motivational
principle.
A self-regulatory system with a positive reference value has a
desired end-state as the reference point. The system is
discrepancy-reducing and involves attempts to move the currently
perceived actual-self state as close as possible to the desired
reference point. In contrast, a self-regulatory system with a negative
reference value has an undesired end-state as the reference point.
This system is discrepancy-amplifying and involves attempts to move
the currently perceived actual-self state as far away as possible from
the undesired reference point.
A promotion focus is concerned with advancement, growth, and
accomplishment, whereas a prevention focus is concerned with
security, safety, and responsibility. Regulatory focus is an academic
theory that demonstrates the way how consumers make decision and
their purchase process. Its academic significance is highlighted with
the fact that regulatory focus is used in various researches and
studies as a moderating variable that carries a sizeable impact on
their results.
Furthermore regulatory focus theory, which first applied to
conduct motivational research, has become a critical tool for
researchers in the fields of marketing, psychology and other
academic segments.

2.3. Variables of the UTAUT model
2.3.1. Performance expectancy
Performance expectancy is a concept developed from the perceived
usefulness of the technology acceptance model and can be defined as
the degree to which it believes that the use of new information
technology can lead to an improvement in the performance of the

task (Kim, 2008; Venkatesh et al., 2003). In other words, by using
the technology, it means that you believe that you can get benefits
when you solve problems or perform tasks in daily life.

2.3.2. Effort expectancy
Effort expectancy can be defined to the extent that it is easy to
use a new information technology, more specifically to the extent
that a consumer believes that he can learn how to use it for a
certain new system (Venkatesh et al., 2003).
The expectation of effort is similar to the 'perceived ease of use'
of the technology acceptance model and the 'ease of use' of the
diffusion heory. The perceived ease of use of the technology
acceptance model and ease of use of the diffusion theory are defined
as the degree to which consumers believe that a new technology or
system is easy to use and that they can easily use new information
technology and systems (Davis, Bagozzi, & Warshaw, 1989; Moore
et al., 1991).

2.3.3. Social Influence
Social influence refers to the extent to which a consumer’s
decision to adopt and use m-payment system is influenced by other
individuals in the family, communities, working place etc. (Venkatesh
et al., 2003).

2.3.4. Personal Innovativeness
Personal innovativeness measures “the willingness of an individual
to try out any new information technology” (Agarwal & Prasad,
1998, p.206). Innovative individuals are communicative, curious,
dynamic, venturesome, and information seekers, and therefore
innovativeness can play a critical role in the intention to adopt the
new mobile technologies (Kim et al., 2010; Sadi, 2011).

2.3.5. Mobility
The term ‘mobility’ is generally understood to mean the ability to
access mobile phone services and conduct transactions from
anywhere within a mobile network area from a variety of mobile
devices, including personal digital assistant (PDA) and mobile phones
(Kim et al., 2010).

2.3.6. Perceived Security Risk
The term ‘perceived security risk’ can broadly be defined as the
“potential loss of control over personal information” due to fraud or
a hacker compromising the security of the online m-payment user
(Lee, 2009, p.131). Perceived risks include problems such as delays
in payment, errors in payment, hacking, and leakage of personal
information while using mobile payment services. Previous studies
observed that perceived security risk influenced positively intention to
use mobile payment system in Tanzania (Tossy, 2014).

2.3.7. Intention to re-use the mobile payment service
In the mobile payment service research, the reuse intention
defined the intention to use as the intent of the user to continuously
use the mobile payment service or recommend it to others. Examples
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of reuse intentions in relation to mobile services, Son, Lee, and Won
(2014) examines factors affecting college students’ intention to use
wearable device based on an extended Unified Theory of Acceptance
and Use Technology (UTAUT) (UTAUT2 Model). The results of the
regression analysis suggest that performance expectancy, social
influence, and facilitating conditions from original UTAUT are
statistically significant variables to explain college students’ intention
to use wearable device. Also, the results of the data analysis reveal
that added factors from UTAUT2 like hedonic motivation and price
value are influential factors to explain intention to use wearable
device.

3. Research design, data, and methodology
3.1. Data
The proposed hypotheses are validated using the response data
collected from the smartphone 250 users in Incheon National
University. The collected data are analyzed using SPSS and SEM
method. Also, our proposed model contains some independent
variables of UTAUT, which are performance expectancy, social
influence, facilitating conditions etc.

3.2. Hypothesis
H 1: Performance expectancy will have a positive effect on the
intention to reuse mobile payment service.
H 2: Effort expectancy will have a positive effect on the intention
to reuse mobile payment service.
H 3: Social influence will have a positive effect on the intention
to reuse mobile payment service.
H 4: Ease of use will have a positive effect on the intention to
reuse mobile payment service.
H 5: Personal mobility convenience will have a positive effect on
the intention to reuse mobile payment service.
H 6: Facilitating conditions will have a positive effect on the
intention to reuse mobile payment service.
H 7: Perceived risk will have a positive effect on the intention to
reuse mobile payment service.

4. Results
As a result of survey, male and female ratio was 45.5% for
males and 54.5% for females. The allowance for college students
was 39% between 300,000 won and 500,000 won, and 22.5%
between 500,000 won and 700,000 won.
The most frequent use time of smartphone was 36.5% between
2~4 hours, followed by 31.5% between 4~6 hours.
The main brands used are the iPhone, 59% and the Galaxy
phone, 31.5%. The replacement period of smart phones was 51.5%
between 2 years and 3 years, and 26% between 1 year 6 months
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and 2 years.
When students use smartphones, they mainly use 35.5% of
Youtub, 29.5% of chatting, and 19% of internet browsing. The
mobile payment service companies mostly used by college students
were 34.5% for Kakao Pay, 13.5% for Toss, and 9% for Samsung
Phantom.
The number of mobile payments was 2~4 times a day, 29% a
day, 15.5% a week, and 2 times a month 13.5%. Brand importance
24%, function importance 23%, price importance and design
importance 19% are important factors for smartphone purchase.
Factor analysis showed that the factors of each independent
variable were well grouped(KMO 0.838), and the reliability of
Cronbach 's alpha was 0.7 or more.
The results of the regression analysis show that all factors have
statistically significant effects on the intention to use mobile
payment.
The independent variables that have the greatest effect on the
intention to use mobile payment rewards are performance expectation,
social influence, and third promotion condition.

5. Conclusion and Future direction
We try to analyze the structural equation of reuse intention by
setting the leading variable for the independent variable. We will set
up three core independent variables such as performance expectancy,
effort expectancy, and social influence, as set out in the UTAUT
model, and set assumptions that these variables will affect the reuse
of mobile payment services. The three variables, antecedents of these
variables, are personal mobility, individual innovation, facilitation and
perceived risk.
Then, this study is to test the moderating effect of independent
variables on intention to reuse by applying the regulatory focus
theory.
The following hypothesis is set up based on the structural
equation model.
H 1-1: Personal mobility will have a positive effect on
performance expectancy.
H 1-2: Personal innovation will have a positive effect on
performance expectancy.
H 1-3: Facilitating conditions will have a positive effect on
performance expectancy.
H 1-4: Perceived risk will have a positive effect on
performance expectancy.

the
the
the
the

H 2-1: Personal mobility will have a positive effect on the effort
expectancy.
H 2-2: Personal innovation will have a positive effect on the
effort expectancy.
H 2-3: Facilitating conditions will have a positive effect on the
effort expectancy.
H 2-4: Perceived risk will have a positive effect on the effort
expectancy.
H 3-1: Personal mobility will have a positive effect on the
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social influence.
H 3-2: Personal innovation will have a positive effect on the
social influence.
H 3-3: Facilitating conditions will have a positive effect on the
social influence.
H 3-4: Perceived risk will have a positive effect on the social
influence.
H 4-1: Personal mobility will have a positive effect on the use
convenience.
H 4-2: Personal innovation will have a positive effect on the use
convenience.
H 4-3: Facilitating conditions will have a positive effect on the
use convenience.
H 4-4: Perceived risk will have a positive effect on theuse
convenience.
H 5: Performance expectancy will have a positive effect on the
intention to use mobile payment service.
H 6: Effort expectancy will have a positive effect on the intention
to use mobile payment service
H 7: Social influence will have a positive effect on the intention
to use mobile payment service.

Figure 1: Model of Factors Affecting Intention to Use Mobile Payment
Service
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Abstract
The purpose of this study is to provide the logical reasoning of defining knowledge-based entrepreneurship and normalizing scope through
reviewing domestic and international cases, and propose the implications of the entrepreneurial policy by comparing the new and current
classification standards. This study defines the knowledge-based entrepreneurship and industry, sub-industries that matches with the Bank of
Korea's industry association table, and analyzes the economic ripple effect of the final demand of the knowledge-based industry through
industry-related analysis. The research showed that since knowledge-based entrepreneurship has a high economic impact in terms of
entrepreneurship, the employment growth rate of technology-based Start-ups is higher than that of other industries. This study defines
knowledge-based industries and reclassifies the sub-industries by industry sectors, which can be matched with the industry association table.
Based on the results of the research, knowledge - based entrepreneurial industries showed higher value - added inducement effect and
employment inducement effect to other industries. Therefore, it can be utilized as a new growth engine of economic growth through the
cultivation of knowledge - based entrepreneurship, and as an opportunity to drive the growth of the whole industry by utilizing economic ripple
effect.
Keywords: Knowledge-based entrepreneurship, technology Startups, Startup support promotion policy, input and output analysis, economic
ripple effects.

1. Introduction
Knowledge-based entrepreneurs play a role not only as a driving
force of innovation in various industries but also as a part of
national economic development. As knowledge-based entrepreneurship
can strengthen the national economy and innovation, policy support
for revitalizing technological entrepreneurship is needed.
The purpose of this study is to suggest the implications of the
development of entrepreneurial policy through the comparison of the
current classification criteria and the new classification criteria. we
establish the rational basis through the definition and scope
standardization of the knowledge-based entrepreneurship through
domestic and foreign cases and literature review.
In order to utilize 'knowledge-based entrepreneurs' as economic
growth opportunities, we will estimate the economic ripple effects of
the knowledge-based industries because it is necessary to establish
objective grounds that many people can sympathize with.
In this study, we defined the 'knowledge-based entrepreneurship
and industry' and regulate sub-industries that can match with the
Bank of Korea 's industry-related charts. Through this analysis, we
analyzed the economic ripple effect when the 'knowledge-based
industries' occur final demand.
* First Author, Ph.D. student, Dept. of Electronic Commerce, Kongju
National University, Korea.
Tel: +82-2-861-8672, E-mail: puy1219@naver.com
** Co-author, Professor, Dept. of Electronic Commerce, Kongju National
University, Korea. Tel: +82-41-850-8257, E-mail: leejh@kongju.ac.kr

Moreover, we facilitated the Input-Output Analysis to analyze the
economic effects of knowledge-based entrepreneurship. Through the
analysis, we analyze the ripple effects of knowledge-based start-ups
on the national economy in a variety of ways to derive their
implications and explore the future direction of the study.
First, we defined the scope of 'knowledge-based entrepreneurship'
based on previous studies of domestic and foreign institutions and
researchers. Moreover, we propose classification standards of
'knowledge-based industries. Second, we examined the characteristics
of industrial association analysis and explicated the basic structure
and analytical theory, which is studied in this research. Third, we
conducted an empirical analysis. We analyze the economic ripple
effects of 'knowledge-based entrepreneurship' by analyzing the
industry association table that exports industries. Fourth, based on
empirical analysis, we derived economic ripple effects and present
policy implications.

2. Definition and characteristics of knowledge-based
entrepreneurship
2.1. Definition of knowledge-based entrepreneurship
In developed countries, knowledge is a more significant factor in
determining the quality of life compared to traditional inputs such as
land, machinery, and labor. Knowledge is becoming one of the
factors of production with capital and labor. Simultaneously, all the
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OECD countries are entering the knowledge-based economy, while
emphasizing the role of knowledge on the same line of argument
(OECD, 1998).
Under the knowledge-based economy, production, distribution, and
use of information and knowledge are directly related to the
economy. Therefore, expansion into knowledge-based entrepreneurship
is becoming commonplace in organizations.

2.2. Classification criteria of knowledge-based entrepreneurship
2.2.1. OECD
The OECD classifies the industries according to the level of R &
D intensity: the higher the R & D intensity level, the higher the
level of technology. OECD (2014) divides the knowledge-based
manufacturing
industries
as
high-tech,
medium-high-tech,
medium-low-tech, and low-tech, depending on their technology
intensities. Unlike technology intensity in the maufacturing field, the
service field defines technology intensity as a sort of skill intensity.

Table 1: OECD knowledge base manufacturing industry classification
NACE 2

ISIC 4

21

21

Manufacture of basic pharmaceutical products and pharmaceutical preparations

Industries

26

26

Manufacture of computer, electronic and optical products

30.3

303

Manufacture of air and spacecraft and related machinery

20

20

Manufacture of chemicals and chemical products

25.2

252

Manufacture of weapons and ammunition

27

27

Manufacture of electrical equipment

28

28

Manufacture of machinery and equipment n.e.c.

29

29

Manufacture of motor vehicles, trailers and semi-trailers

30

30

Manufacture of other transport equipment
excluding : 301 Building of ships and boats
303 Manufacture of air and spacecraft and related machinery

32.5

325

Manufacture of medical and dental instruments and supplies

18.2

182

Reproduction of recorded media

19

19

Manufacture of coke and refined petroleum products

22

22

Manufacture of rubber and plastics products

23

23

Manufacture of other non-metallic products

24

24

Manufacture of basic metals

25

25

Manufacture of fabricated metal products, except machinery and equipment
excluding : 252 Manufacture of weapons and ammunition

30.1

301

Building ships and boats

33

33

Repair and installation of machinery and equipment

10

10

Manufacture of food products

11

11

Manufacture of beverages

12

12

Manufacture of tobacco products

13

13

Manufacture of textiles

14

14

Manufacture of wearing apparel

15

15

Manufacture and processing leather and related products

16

16

Manufacture of wood and of products of wood and cork
except furniture; manufacture of articles of straw and plaiting materials

17

17

Manufacture of paper and paper products

18

18

Printing and reproduction of recorded media
excluding : 182 Reproduction of recorded media

31

31

Manufacture of furniture

32

32

Other manufacturing
excluding 325 Manufacture of medical, dental instruments and supplies

Source: OECD (2014), Israel National Statistical Office, UN (2008) reconstruction

Technology Intensity
High
-tech

Medium-high
-tech

Medium-low
-tech

Low-tech
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This knowledge-based manufacturing sector can be applied to the
whole manufacturing industry and distinguish them based on relative
R&D expenditure of products.

The United Nations Industrial Development Organization (UNIDO)
categorized technology (knowledge) -based industries according to
skill levels based on manufacturing. Categorizing is based on the
manufacturing industry because manufacturing plays a significant role
in shaping the economic structure while the service industry
strengthens the manufacturing industry.
Usually, the manufacturing sector changes from labor-intensive
activities to capital and technology-intensive activities. In particular,
R&D plays a key role in innovation in the high-tech group.
Logistics, business services, and information technology services can
strengthen the role of the manufacturing industry.
Table 2: UNIDO knowledge base service industry classification
INDSTAT 2

33
31/32
29/30
24
28
27
26
25
23
36
22
21
20
18/19
17
16
15

Table 3: Knowledge-based manufacturing industry classification
KSIC 10

2.2.2. UNIDO

34/35

estimate the ripple effect of industry advancement.

Industries
Motor vehicles, trailers, semi-trailers and
other transport equipment
Medical, precision and optical instrument
Electrical machinery and apparatus and
radio, television and communication
equipment
Machinery and equipment n.e.c. and office,
accounting, computing machinery
Chemicals and chemical products
Fabricated metal products
Basic metals
Rubber and plastic products
Non-metalic mineral products
Coke, refined petroleum products and
nuclear fuel
Furniture, manufacturing n.e.c.
Printing and publishing
Paper and paper products
Wood products(excluding furniture)
Wearing apparel, fur and leather products
and footwear
Textiles
Tabbaco products
Food and beverages

Technology
group

C21

Manufacturing medical materials and
medicines

C26

Manufacturing electronic components,
computers, video, sound and communication
equipment

C27

Manufacturing medical, Precision, Optical
Equipment and Clock

C20

Manufacturing chemicals and chemicals;
excluding medicines

C28

Manufacturing electric equipment

C29

Other machinery and equipment
manufacturing industries

C30

Manufacturing automobile and trailer

C31

Manufacturing other transportation equipment

C19

Manufacturing coke, briquette and petroleum
refining products

C22

Manufacturing rubber and plastic products

C23

Manufacturing nonmetallic mineral products

C24

Manufacturing primary metal

C25

Manufacturing metal processing products:
machinery and furniture excluded

C34

Manufacturing industrial machinery and
equipment repair

C10

Manufacturing grocery, food

C11

Manufacturing drinks

C12

Manufacturing cigarettes

C13

Manufacturing textile products; clothing
excluded

C14

Manufacturing clothing, clothing accessories
and fur products

C15

Manufacturing leather, bag and shoe

C16

Manufacturing of wood and wood products;
excluding furniture

C17

Manufacturing of pulp, paper and
paper-made products

C18

Manufacturing print and record media
replicative

C32

Manufacturing furniture

C33

Other products

High tech

Medium
tech

Low tech

Source: UNIDO (2015)

2.3. Present classification of knowledge-based industry
standard
2.3.1. Knowledge-based manufacturing
In the case of OECD and UNIDO, all industries belonging to the
manufacturing industry are included in the knowledge-based industry,
and since most previous studies include all industries of the
manufacturing industry in the knowledge-based industry, all industries
were targeted.
In the case of the manufacturing sector, only the high-tech and
medium-high-tech industries apply the classification according to the
OECD and UNIDO's technology intentions in order to adequately

Industries

Techonology
Intensity

High-tech

Mediumhigh-tech

Mediumlow-tech

Low-tech

2.3.2. Knowledge-based service industry
The knowledge base service industry classification standard is
based on the norm that includes most of the knowledge base service
industry presented in both domestic and international cases.
In the case of the service sector, in order to clearly see the
effectiveness of the industry development, only the high-knowledge
market services sector was selected by applying the classification
according to the degree of knowledge intensification provided by
OECD and UNIDO.
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Table 4: Knowledge-Based Service Industry Classification
KSIC 10

Industries

Knowledge
Intensity

As a result of matching 7 high-technology industries with
subcategories of the industry association table, 30 industries
corresponded with them.

J58

Publication industry

J59

Production and distribution of video,
audio and records

3.2. Expert Survey

J60

Broadcasting industry

J61

Mail and communications ※ Excluding
61100

J62

Computer programming, System
integration and management

J63

Information service industry

K64

Financial industry

K65

Insurance and pension business

K66

Financial and insurance-related services

M70

R&D business

M71

Professional service industry

M72

Architectural Technology, Engineering
and Other Scientific and Technological
Services

M73

Other Professional, Scientific and
Technical Service

N75

Business support service industry ※ 752,
759 excluded

P85

Education service

In the inter-industry relation table above, the industries are
classified on the basis of the total sectoral table in the basic sector,
but there is some lack of base on specific classification. Therefore, a
questionnaire survey is conducted on 30 inter-experts to verify
whether the industry-related industry can represent the knowledgebased industry.
As a result of the survey, the average percentile score of the
knowledge-based manufacturing industry classification was 85.57.
Those are highly representative: medical and measuring device
manufacturing(99.4
points),
communication
and
broadcasting
equipment manufacturing(96.6 points), and air and liquid regulator
manufacturing(95.2 points). Those are unremarkable: chemical fiber
manufacturing(59.6
points),
paints
and
ink
manufacturing
industry(43.3), metal processing machine manufacturing industry(79.5),
and mold and cast manufacturing industry(61.1).
The purpose of the study is to identify the economic ripple
effects of industries related to knowledge-based entrepreneurship. This
study matched an inter-industry relation table with the sub-industries,
which has an average score of 80 points or more on the expert
survey.

Q86

Health industry

Q87

Social welfare service industry

R90

Creative, artistic and leisure-related
services

R91

Sports and entertainment-related services

H50

Water transportation industry

H51

Air transportation industry

High-Knowledge
Market services

Low-Knowledge
Market services

3. Input-Output Analysis
An interindustry analysis is an economic analysis methodology
based on input and output of industry, which is suggested by
Leontief (1936). An inter-industry relation table, usually used in the
interindustry analysis, is a comprehensive statistical table that records
all transactions occurring during the production and disposal of
goods and services in the national economy for a period of one year
according to certain principles and formats (Bank of Korea, 1987)

3.1. Detailed classification of industries
In this study, to analyze the ripple effects of knowledge-based
entrepreneurship, the knowledge-based industries were externally
based on the 10th standard of Korean Standard Industrial
Classification. This study reviewed and matched industrial
classifications, that is 30 classifications of industrial classifications,
161 subcategories of 82 classified subcategories, 328 basic
subcategories, with the classification of knowledge-based industry
sectors

3.3. Coordination of the industry table
Externalization is a critical part of research in an interindustry
analysis. It is necessary to integrate or reorient the sector for ease of
analysis and interpretation. This study classified 161 basic
subcategories of the industry-related table in 2014 into 28 sub-sectors
based on the integrated sub-category.

4. Empirical analysis
After the reorganization process of the industry association table,
the industry association analysis was conducted. We analyzed the
economic impact of knowledge-based entrepreneurship by 28
subdivisions and analyzed the effects of production inducement,
added-value inducement, and employment inducement.

4.1. Production inducing effect
This study analyzed the production inductive effect, added-value
inductive effect, and employment inductive effect by externalizing the
knowledge-based industry sector in 'Domestic Trade Table of 2014'.
MS OFFICE EXCEL 2016 was used for the industry association
analysis.
First, the production inductive effect expresses the size of
production induced in other industries in the knowledge-based
industry sector when production is increased by one unit.

Uk-Yeol PARK, Jong-Ho LEE / KODISA INTERNATIONAL CONFERENCE: ICBE 2019 307-313

311

Table 5: Production inducement analysis result
Ranking
1
2
3
4
5
6
7
8
9
10
11
12
13
14

Sector
Primary Metal Products
Coal & Petroleum Products
Electricity & Electronic Devices
Wholesale & Retail services
Metal Products
Chemical Products
Nonmetallic Mineral Products
Other Manufactured Products & Toll Processing
Transport Service
Machinery & Equipment
Electric Power, Gas, Steam
Wood, Paper, Printing
Restaurants & Accommodation Service
Transportation Equipment

Size
0.0540
0.0492
0.0430
0.0392
0.0356
0.0343
0.0250
0.0240
0.0239
0.0224
0.0191
0.0187
0.0179
0.0166

Ranking
15
16
17
18
19
20
21
22
23
24
25
26
27
28

Sector
Construction
Business Support Service
Grocery Products
Textile & Leather Goods
Financial & Insurance Services
Culture & Other Services
Water Supply, Waste, Recycling Service
Health & Social Welfare
Real Estate & Lease
Mining Products
Agricultural & Forestry & Fisheries Products
Public Administration & Defense
Information & Communication Service
Education Service

Size
0.0161
0.0142
0.0142
0.0140
0.0131
0.0119
0.0104
0.0096
0.0094
0.0086
0.0070
0.0058
0.0046
0.0043

Sector
Nonmetallic Mineral Products
Grocery Products
Restaurants & Accommodation Service
Textile & Leather Goods
Agricultural & Forestry & Fisheries Products
Transportation Equipment
Water Supply, Waste, Recycling Service
Machinery & Equipment
Culture & Other Services
Construction
Health & Social Welfare
Public Administration & Defense
Education Service
Information & Communication Service

Size
0.0095
0.0093
0.0079
0.0075
0.0068
0.0062
0.0056
0.0042
0.0039
0.0014
0.0012
0.0011
0.0005
0.0005

Sector
Metal Products
Other Manufactured Products & Toll Processing
Culture & Other Services
Chemical Products
Textile & Leather Goods
Business Support Service
Wood, Paper, Printing
Restaurants & Accommodation Service
Real Estate & Lease
Coal & Petroleum Products
Transportation Service
Wholesale & Retail services
Electric Power, Gas, Steam
Financial & Insurance Services

Size
0.4611
0.4330
0.4032
0.3366
0.2498
0.2162
0.2115
0.1533
0.1377
0.1105
0.1083
0.0968
0.0869
0.0687

Table 6: Added-Value Inductive Effect analysis result
Ranking
1
2
3
4
5
6
7
8
9
10
11
12
13
14

Sector
Mining Products
Primary Metal Products
Coal & Petroleum Products
Wholesale & Retail services
Transport Service
Electric Power, Gas, Steam
Chemical Products
Electricity & Electronic Devices
Metal Products
Financial & Insurance Services
Other Manufactured Products & Toll Processing
Wood, Paper, Printing
Business Support Service
Real Estate & Lease

Size
0.4512
0.1172
0.0528
0.0392
0.0381
0.0351
0.0339
0.0245
0.0229
0.0161
0.0148
0.0126
0.0100
0.0100

Ranking
15
16
17
18
19
20
21
22
23
24
25
26
27
28

Table 7: Analysis of employment inducement effect
Ranking
1
2
3
4
5
6
7
8
9
10
11
12
13
14

Sector
Primary Metal Products
Mining Products
Agriculture & Forestry & Fisheries Products
Machinery & Equipment
Education Service
Nonmetallic Mineral Products
Information & Communication Services
Construction
Electricity & Electronic Devices
Transportation Equipment
Grocery Products
Health & Social Welfare
Public Administration & Defense
Water Supply, Waste, Recycling Service

Size
71.2627
22.5081
13.1915
12.8716
6.5909
5.3786
4.3305
2.1030
1.9467
1.4063
1.1411
0.8945
0.8379
0.5317

4.2. Added-Value Inductive effect
The added-value inductive effect for the whole industry in the
knowledge-based entrepreneurial sector is estimated as 0.9441 units
per unit production of the product. Specifically spoken, mining
products (0.4512), primary metal products (0.1172), coal & petroleum
products (0.0528) and wholesale & retail services (0.0392) have

Ranking
15
16
17
18
19
20
21
22
23
24
25
26
27
28

shown high coefficients. Among the 28 sectors, the first metal
products and coal & petroleum products were in high rates and the
manufacturing base of the knowledge-based entrepreneurial industry
showed characteristics similar to the production inductive effect.
However, minerals, which had relatively low production inductive
effects, produced high added-value. Analysis shows that it is because
they are not directly produced but carries on characteristics of the
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raw materials procured from overseas.

4.3. Employment inducement effect
The 2014 employment table provided by the Bank of Korea gives
basic data only up to the integrated sub-classification stage.
Therefore, in this study, the 2014 subclass employment table and the
knowledge based entrepreneurial business derived through this study
was matched together to analyze the employment inductive effect.
The employment inductive effect shows the increase rate in
employment in other sectors when production amount of 1 billion
won is added to the knowledge-based entrepreneurial industry. The
specific order of increase rate from high to low is; the first metal
products (71.2627), minerals (22.5081), agriculture & forestry &
fisheries products (13.1915), machinery and equipment (12.8716).

5. Conclusion
This study analyzed the economic ripple effects of knowledgebased entrepreneurship. First, we reviewed the domestic and foreign
institutions and prior researches to establish the definition and scope
of knowledge-based entrepreneurship, and established the domestic
classification system of knowledge-based entrepreneurship industry
through expert opinion survey.
We have tried to reduce the error range of the data using the
latest data by using the 2014 industrial association analysis expansion
table issued by the Bank of Korea and conducted an industry
association analysis based on the basic data of the industry
association table.
First, it is a study that specifically defines the scope of domestic
knowledge-based
entrepreneurship
and
knowledge-based
entrepreneurship. Based on the definitions of domestic and foreign
institutions and previous studies of researchers, we set the scope and
tried to secure the objectivity of the results through expert opinion
survey.
Second, we conducted the research through analysis of relatively
objective data such as the industry association table. We confirmed
the reliability of the research through the expert questionnaire to see
if the industry association table industry can represent the matched
knowledge industry entrepreneurial industry.
Third, it is a concrete study that can identify the economic ripple
effects of knowledge-based entrepreneurs in other industries. The
production inducement effect was estimated to be 0.5660 units. If 10
billion won is invested to foster knowledge-based entrepreneurship, it
is expected to generate 5.6 billion won in production.
Fourth, the value added inducement effect is 0.9441 unit, and
when 10 billion won of money is invested, it is expected that the
added value will be 9.44 billion won. In order to increase the value
added effect, it is necessary to develop a policy that improves the
quality level, not the industrial growth policy, which is focused on
quantitative expansion.
Fifth, it is analyzed that knowledge-based entrepreneurial sector
generates employment inducement effect of 148.0690. If 10 billion
won is invested, 1,680.69 people are expected to be employed.
Based on the results of the study, knowledge-based entrepreneurial

industries showed high production inducement and value-added effect
of other industries, and employment inducement effect was high. As
a result, it will be possible to lay the foundations for sustainable
growth as a new growth engine for economic growth through the
fostering of knowledge-based entrepreneurship. It will also provide
opportunities to nurture the foundations of the entire industry through
the ripple effects of other industries do.
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Abstract
With recently available information on executive compensation in South Korea, this paper finds some stylized facts about executive pay levels.
What we find are as follows: 1) Since 2002, executive pay has risen faster than employee pay, thus, the pay ratio of executive and employee has
increased too. 2) The executive compensation of large firms is more volatile than that of small and medium enterprises. So is the pay ratio of
large firms. 3) The pay ratio has not increased monotonically though. From 2011, the pay ratio becomes constant mainly because of small and
medium size enterprises. In addition, the cross-sectional variation analysis of CEO pay concludes 1) the elasticity of pay with respect to firm size
is about 0.18, which is significant and robust in various specifications. 2) The volatility of stock return is negatively related to pay. CEO facing
higher firm risk is compensated less. 3) The return on stock only for contemporary year has significant effect on CEO pay. However, past returns
cannot account for the current pay. 4) Controlling for firm size, we have insufficient evidence that large business group pay CEOs more than
other small and medium enterprises do.
Keywords: Executive Compensation, Pay Elasticity, Large Business Group, Chaebol

1. Introduction
Executive compensation in South Korea came to attract people’s
attention since a mandatory disclosure of executive compensation was
enacted. Pay ratio of executives and rank-and-file employees received
attention and high-paid executive began to worry public antipathy.
When it comes to large conglomerate business group, executive
compensations become grave concern. The owner-manager in control
of the firms under the business group is suspected to award himself
high executive pay unfairly.
With new information on executive pay, this paper is to find out
empirical facts pertaining to the level and the structure of executive
pay recently. In addition, we will analyze how executive pay
changes with respect to some relevant factors by previous literature.
We also measure how sensitive CEO pay is to the firm value.
our main concern. We analyze and display the facts in a way
commensurate with international studies.

2. Literature Review
Firstly, we measure how much a typical executive is
South Korea. Most literature on executive compensation is
around the U.S. in which the data is easily available and
form. How CEO compensation has evolved over there

paid in
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documented in comprehensive literature (Jensen & Murphy, 1990;
Hall & Liebman, 1998; Murphy, 1999; Bebchuk & Grinstein, 2005;
Frydman & Jenter, 2010; Murphy, 2013; Edmans, Gabaix, & Jenter,
2017). Since 2002, the executive pay increases more rapidly than the
worker pay does. The pay ratio of executive and worker also
increases. We probe this fact by firm size and conclude that recent
change is led by small and medium size enterprises.
The main objective of this paper is to decompose cross-sectional
variation in CEO pay. Before analyzing CEO pay sensitivity to
several factors, we assess the structure of CEO compensation from
2013. Compared to Frydman and Saks (2010), South Korean CEOs
are paid mainly by salary and bonus. Long-term incentive and option
grants are of relatively small portion.
In the end, we study what factors are related to CEO
compensation. The firm size is known to be a main factor positively
correlated to CEO pay (Roberts, 1956; Murphy, 1985; Baker, Jensen,
& Murphy, 1988; Barro & Barro, 1990; Murphy, 1999; Gabaix &
Landier, 2008; Frydman & Saks, 2010; Gabaix, Landier, &
Sauvagnat, 2014). As in the literature, we derive the positive relation
between firm size and CEO compensation.
Volatility of stock return is thought to be negatively related to
CEO pay (Holmström & Milgrom, 1987). Some empirical studies
report negative relations (Lambert & Larcker, 1987; Aggarwal &
Samwick, 1999; Jin, 2002). Some other studies find positive relations
(Core & Guay, 1999; Oyer & Schaefer, 2005; Coles, Daniel, &
Naveen, 2006; Edmans et al., 2017). No relation or mixed results
are identified elsewhere (Garen, 1994; Yermack, 1995; Bushman,
Indjejikian, & Smith, 1996; Ittner, Larcker, & Rajan, 1997; Conyon
& Murphy, 2000; Edmans, Gabaix, & Landier, 2009; Cheng, Hong, &
Scheinkman, 2015). With the recent data, we find that there is a

316

Jae-Hyun GWON, Byoung-Soon MOON / KODISA INTERNATIONAL CONFERENCE: ICBE 2019 315-320

significantly negative relationship between volatility of return and
CEO pay.
The most distinct feature of this paper is to examine large
business group effect on CEO pay. Most large business groups,
chaebol, in South Korea have controlling shareholders of family
members. Family members, as managers, would run the companies,
or they can hire professional CEOs on behalf of them. The agency
problem suggests the CEO could be “over-compensated” for private
benefit (Kastiel, 2015). Lee and Choi (2017) find large business
groups in South Korea compensate CEO more than small and
medium enterprises do and they suspect the agency problems within
chaebols. With the same data of Lee and Choi (2017), we arrive at
different results. CEOs of large business group seem to be highly
paid, but it is mainly due to the firm-size effect. Controlling for
firm-size, we fail to find significant relationship between CEO pay
and large group.
Section 3 will explain the data we use in detail. Legal
background for the data is addressed as well. Section 4 describe the
empirical results. The level of executive pay is analyzed in section
4.1 from 2002 to 2017. The structure of executive pay is briefly
introduced in section 4.2. Followed is the size-pay analysis in
section 4.3.

3. Data
We collect the variables mainly on the remuneration, the payer,
and the performance. The remuneration encompasses the employee
payments, the executive compensations, and the chief executive
officer’s disbursements. In pertinent to the payer, we gather the firm
characteristics such as balance sheets, governmental regulation,
employment status, and so on. The performance refers to the
information on stock valuation.
Remuneration data can be retrieved from the DART (data
analysis, retrieval and transfer system) of the Financial Supervisory
Service (FSS). By the Capital Market and Financial Investment
Business Act, publicly traded companies must publicize their
executive compensations in annual reports. In place of
hand-collecting pay information from annual reports, we use TS2000
that is a commercial database provided by the Korea Company
Information (KOCOinfo). The non-financial companies listed in
KOSPI (Korea Stock Exchange), KOSDAQ(Korea Securities Dealers
Automated Quotations), or KONEX (Korea New Exchange) boards
are of our concern.
Executive compensation became available from 2002 by law. Until
2012, only aggregate compensation had been enforced to be public,
which inhibited the research on individual executive pay. From 2013,
the Capital Market and Financial Investment Act ensured the
information on the individual executive pay if he or she is paid no
less than 500 million Korean Won (approximately 420 thousand US
dollars). Thus, we compute the average executive compensation from
2002 to 2017 while we derive the CEO compensation from 2013 to
2017. All executive compensations are retrieved from TS2000.
Employee compensation is compared to executive compensation. It
is all available for 2002-2017. By TS2000, we identify the total
number of employees at the end of each financial year and the
average worker’s compensation.

We define large corporations by the companies belonging to large
business group under the Fair Trade Act. Many, if not most, of
those companies are large indeed. For convenience, we refer to these
companies as “large” firms unless they are confusing. Small and
medium enterprises are standalone firms with average sales less than
certain threshold defined by the Framework Act on Small and
Medium Enterprises. We call these companies “small” firms. “Medium”
firm are the companies which is neither “large” nor a “small.”
Adjusted stock prices and stock volatilities are retrieved from
database KISVALUE offered by NICE information service.

4. Results
4.1. Level of Executive Pay
In this subsection, we will examine how a typical executive —
CEO, president, chairperson, executive director, etc. — is compensated
and how much he/she earns compared to a typical employee. Section
4.2 will investigate the similar topics with CEO pay.
The second column of table 1 summarizes the median value of
average executive pays across publicly traded companies in each
year. In 2002, the representative (median) executive pay was about
KRW 104 million, which amounts to USD 95,000 approximately. It
increased to KRW 191 million and it has grown at annual rate of
3.8%. All kinds of compensations are adjusted for inflation by
consumer price index with base year of 2015.
The third column of table 1 shows the median value of average
worker’s compensation. Worker’s pay started from KRW 35 million
(USD 31,000 approximately) and increased to KRW 44 million. The
annual growth rate of worker pay for entire years is 1.4%. We can
verify that income inequality between executives and rank-and-file
employees gets wider since 2002.
The global financial crisis of 2018 affected both executive and
employee compensation negatively. The impacts, however, were
different in lasting periods. Executive pay did not fall in 2009 and it
did in 2010 with one-year lag. However, it immediately cut back
and overshoot in 2011. Worker pay was declining for 2009-2011
consecutively. That explains why employee compensation grew
slower than executive compensation.
It is obvious that the pay ratio of executive and employee has
been increasing. Pay ratio saw a jump in 2011 and it has been
stable afterwards. Is this because the average executive pay rises
sharply? Or is this because more executives are working for the
high-paying companies?
To answer the question, we derived the median pay of average
executives and average workers for small, medium, and large
corporations, respectively. Worker compensation shows differential
changes by the size. Worker pay of large corporations began to rise
again from 2011 whereas that of small and medium fell in 2011.
Table 2 summarizes the results. The rise of executive
compensations was prevalent regardless of firm size and it was the
first-order factor driving the pay ratio jump in 2011. Executive pay
ratio for large corporation changes more than those for small and
medium companies. Since we are interested in the typical executive,
the median of the pay and the pay ratio are computed (Murphy,
2013). Therefore, the entire median ratio is not influenced by the
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outliers. The executive pay ratios for large corporations are greater
than 5 in entire periods while those for small and medium
enterprises do not exceed 5. The drastic change in pay ratio for
large corporation would constitute outliers, hence, the second-order
factor.
Table 1: Compensations and Pay Ratios by Year(Unit: KRW thousand)
Year
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
Annual Growth Rate

Executive
Compensation
104,935
110,360
121,712
130,029
137,950
149,300
151,024
154,892
153,760
181,308
179,979
192,432
194,364
191,000
195,141
191,496
3.83%

Employee
Compensation
35,100
36,365
37,681
38,605
39,554
40,828
41,042
40,561
40,459
40,435
41,327
41,816
42,598
43,000
43,812
44,046
1.43%

Pay Ratio
3.0
3.2
3.3
3.5
3.6
3.7
3.7
3.9
3.9
4.6
4.5
4.6
4.5
4.6
4.5
4.5
2.51%

Note 1: Compensations are denominated in constant Korean Won (using
CPI with base year 2015).
Note 2: The compensation and the pay ratio are the median values in
each year.
Table 2: Compensations on Executives and Employees by Firm Size
(Unit: KRW thousand)
Year
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
Ann. Growth

Large
296,986
313,478
352,859
341,619
435,646
373,943
377,376
441,315
417,919
419,182
430,019
423,813
474,631
404,094
Rate 2.2%

Executive
Medium
143,299
142,760
147,004
161,941
168,150
182,335
180,047
197,430
199,261
220,217
218,534
220,920
230,762
230,254
3.4%

Small
100,929
108,358
119,146
123,976
124,304
128,220
128,109
143,508
143,703
151,966
152,068
153,825
147,569
144,535
2.6%

Large
53,706
54,838
56,426
55,451
58,672
56,623
53,816
55,552
56,710
58,265
58,674
61,000
61,404
60,988
0.9%

Employee
Medium
39,861
40,331
41,422
43,810
43,041
43,444
43,087
42,231
43,442
43,730
44,664
46,018
47,910
47,605
1.3%

Small
34,443
35,319
36,275
37,431
37,772
37,003
37,439
36,952
37,194
37,737
38,109
38,840
39,616
39,975
1.1%

Note 1: All compensations are simple medians denominated in constant
Korean Won (using CPI with base year 2015).
Note 2: “Large” stands for large corporation, “Medium” for high potential
enterprise, and “Small” for small and medium enterprise.

Large corporations pay executives and workers more than small
and medium enterprises. The pay ratio of large corporation is higher
than that of SMEs. What about the change in the pay levels? Table
2 evidences that SME has raised the pays for both executives and
workers than the large corporation does. Even though large
companies manifest high level of compensation and pay ratio, we
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conclude that the rise of compensation and pay ratio was mainly led
by SMEs.

4.2. The Structure of CEO Pay
From 2013, compensations must be reported individually for the
executives paid more than KRW 500 million. The pay components
encompass base salary, bonus, incentive, the value of exercised stock
options, severance pay, other earned income, and other non-earned
income
We can hardly tell who is the CEO by job title. As in
conventional studies, we define the highest paid executive as the
CEO in each year. Only base salary, bonus, and incentive are of
consideration when we compute the executive pay. Table 3 shows
the structure of CEO compensation.
As seen in table 3, the sum of salary and bonus forms 74-80%
of CEO compensation. Adding incentive, the sum amounts to
90-95%. This structure of CEO compensation differs from that of the
United States. Rather it resembles the CEO pay structure of Belgium
or France (Edmans, Gabaix, & Jenter, 2017).
The structure of CEO compensation depicted by table 3 hints that
CEO pay is tied to the firm performance less tightly in comparison
to the United States. Section 4.3 measures the pay sensitivity to firm
performance.
Table 3: The Structure of CEO Compensation by Year
(Units: percent, KRW million)
Component
Salary
Bonus
Incentive
Exercised Options
Severance Pay
Other Earned Income
Other Non-Earned Income
Total
#(observations)

Year
2013
2014
2015
2016
2017
62.2% 61.1% 56.4% 56.7% 55.0%
15.5% 19.5% 17.6% 21.3% 24.8%
9.6%
3.0%
1.7%
1.1%
1.3%
4.3%
4.3%
0.9%
2.2%
6.1%
2.7%
9.1% 18.0% 16.6%
9.2%
5.5%
2.9%
4.6%
1.8%
3.4%
0.2%
0.0%
0.8%
0.5%
0.3%
427,865 468,121 522,151 552,638 633,716
357
401
451
475
496

Note 1: The CEO is defined by the highest paid executive of the firm in
each year.
Note 2: Total compensations are denominated in constant Korean Won
(using CPI with base year 2015).
Note 3: Sum of each component divided by total CEO compensation is
denoted in terms of percentage for each year.

4.3. Cross-Sectional Variation in CEO Pay
According to Edmans et al. (2017), we estimate the elasticity of
CEO pay with respect to firm value. Firm value is the market value
of asset consisting of equity and liability. The value of equity is
approximated by the market value of stocks. The average annual
value of common stocks and preferred stocks is used for the market
value of equity. The value of liability is substituted by book value.
Subtracting book value of equity and net deferred taxes from book
value of assets, we compute the book value of liability. In short,
firm value = market value of equity + [book value of assets –
(book value of equity + net deferred taxes)].
In principle, we estimate the pay elasticity by estimating α of the
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following regression,
ln(CEO pay)t = α ln(Firm value)t-1 + other factors + εt

Controlling for other factors, we obtain the strong positive pay-size
elasticity robust to regression specifications. This finding is consistent
with the literature in section 2. The pay-size elasticity is about 0.2,
which means that CEO compensation rises by 0.2 percent as firm
value increases by 1 percent. Yet the elasticity is less than the half
of the U.S. case (Edmans et al., 2017).
Holmström and Migrom (1987) predict that the incentive power of
CEO pay fall when the risk of the firm increases. Our empirical
finding fits the theoretical exploration. There is a negative
relationship between firm risk and CEO pay. The relationship is
robust even when we include CEO characteristics, time effects,
industry effects, and stock returns. Our finding accords with the
theory by Holmström and Migrom (1987).
CEOs are likely to get paid more as they grow older (regression
A-F). However, when we include the current and past stock returns,
the age effect diminishes out (regression G). CEO’s age effect is
reported to be negatively correlated with pay insignificantly when we
include CEO’s tenure (Edmans et al., 2017). Lack of the information
on CEO tenure, controlling for other factors, we are not ascertained
that South Korea’s CEOs get paid more as they grow older.
Female CEO seems to get paid more than male CEO but this
finding is not significant for all regression specification. Contrary to
rank-and-file employee compensation, there is a female wage
premium in CEO market even though the magnitude is statistically
weak. Our finding is consistent with Bertrand and Hallock (2001).

(1)

for year t = 2013, …, 2017 where CEO pay is the sum of salary,
bonus, and incentive.
Salary and bonus are contracted at the end of last year or at the
beginning of this year. They are affected by the firm value in
previous years, which places the current CEO pay on the left of
regression equation (1) and the previous firm value on the right.
Many other factors that might affect CEO pay receive
consideration to be controlled for. According to Edmans et el. (2017)
we figure out, for instances, stock returns of this year and previous
years, stock return volatility, CEO’s characteristic, type of industry,
and so forth.
Incentive depends on the firm performance of this year and the
previous years. The firm performance is measured by the return on
stock. Log returns are calculated from the stock prices at the end of
fiscal years. Since long-term incentive might depend on the lagged
performance, we include the lagged returns up to two years.
Given a year, the volatility is the standard deviation of daily
stock returns multiplied by the square root of actual trading days.
Log return, ln(1+returnt), is computed by taking the ratio of stock
price at t and stock price at (t-1).
Table 4 shows the CEO pay-size elasticity is significantly positive.
Table 4: Cross-Sectional Variation in CEO Pay

ln(Total Payt)
(A)

(B)

(C)

(D)

(E)

(F)

(G)

ln(Firm Valuet-1)

0.218***

0.214***

0.201***

0.206***

0.201***

0.186***

0.181***

[0.010]

[0.010]

[0.011]

[0.011]

[0.011]

[0.014]

[0.014]

Volatilityt-1

-0.003***

-0.003***

-0.003***

-0.003***

-0.003***

-0.002***

-0.005***

[0.001]

[0.001]

[0.001]

[0.001]

[0.001]

[0.001]

[0.001]

0.376***

0.343**

0.410***

0.322**

0.332**

0.170

[0.110]

[0.114]

[0.112]

[0.116]

[0.116]

[0.115]

ln(Aget)
Femalet

0.148

0.161

0.125

0.127

0.219

[0.139]

[0.137]

[0.137]

[0.137]

[0.137]

0.094

0.045

Chaebolt

[0.052]
ln(1+Returnt)

[0.053]
0.156***
[0.047]

ln(1+Returnt-1)

0.010
[0.032]

ln(1+Returnt-2)

0.074
[0.044]

Constant

7.897***

6.456***

6.952***

6.781***

7.286***

7.650***

8.545***

[0.280]

[0.524]

[0.544]

[0.537]

[0.654]

[0.684]

[0.683]

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Year FEs
Industry FEs
#(observations)

1,925

1,912

1,646

1,646

1,646

1,646

1,494

R2

0.209

0.205

0.197

0.222

0.242

0.244

0.254

Note: *, **, and *** denote statistical significance at the 5%, 1%, and 0.1% levels, respectively. The number in bracket is the standard error of the
coefficient.
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Controlling for year and industry effects, we find that CEO pay
is positively related to the previous performance but the relationship
to the previous years are statistically insignificant (regression G).
Incentive pay in Korea is not structured for long-term performance.
CEOs working for a large business group, chaebol, seem to get
paid more but the relationship is not significant (regression F and
G). Since conglomerate family business, chaebol, owns many large
corporations, we need to differentiate the firm-size effect and pure
chaebol effect. Controlled for the firm-size effect, if chaebol-affiliated
companies pay CEOs more, we may suspect that the CEO gets paid
more simply because he is affiliated with family member. This is a
classical issue of the agency problem (Jensen & Meckling, 1976;
Bebchuk & Fried, 2003).
In specification F and G, we have ln(firm value) for firm size
while we add dummy variable for large business group, chaebol.
Pure effect of large business group is insignificant. Lee and Choi
(2017) note that large business group affiliated firms pay higher
compensation for executives. Controlling for firm-size effect,
however, we can hardly conclude that the agency problem within
large business groups leads to additional CEO pay.

5. Discussion and conclusion
This paper investigates how much executives are paid and what
determines CEO pay. The results we have here require careful
interpretation since there are some limitations on the executive pay
data.
In section 4.1, we report the median values of compensations and
pay ratios. The means are greater than the medians since outliers
taking on high values make the distribution right skewed. In
addition, the median is more stable than the mean. Murphy (2013)
remarks that mean pay is a better indicator for aggregate levels of
CEO pay while median pay is appropriate for a typical CEO. In the
similar spirit, the median weighted with the number of employees
would be a better measure for a typical worker and the median
weighted with the number of executives would work better for a
typical executive. Admittedly, we have insufficient information on the
number of executives. That is why we use the simple median
instead of other weighted medians.
In section 4.2, we decompose the CEO pay into base salary,
bonus, incentive, value of exercised stock options, and other
components. This paper does not deal with the grant-date value of
stock options. The value of stock option as compensation package
must be measured when options are granted. There are two methods
frequently used in the literature. The first one is to apply
Black-Sholes option pricing into executive stock options (Black &
Scholes, 1973). It approximates the precise option value easily, but
the approximation does not work well for some complicated options.
Black-Scholes formula is known to overstate the true value (Lambert,
Larcker, & Verrecchia, 1991; Carpenter, 1998; Meulbroek, 2001; Hall
& Murphy, 2002; Ingersoll, 2006; Carpenter, Stanton, & Wallace,
2010, 2017). Alternatively, we can draw on numerical method.
Computational discrete-time model can be applied to the stock-option
pricing (Cox, Ross, & Rubinstein, 1979).
The mandatory disclosure of executive compensation does not
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apply to the executives paid less than KRW 500 million or those
who paid by private firms. It is left-censored data technically even
though some executives do reveal their pay voluntarily. An
owner-manager of a family business group might also hide his pay
if he is not paid in publicly traded firms but paid much in private
firms.
Table 4 is the regression that shows statistical relationship
between variables. It is worth to note that we cannot draw a firm
causal inference from the results.
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The Degree of Perceived Satisfaction Levels of High-Involvement Product Choice
Attributes on the Millennial Generation and Repurchase Intention:
Moderating Effects of Gender Difference
Young-Ei KIM*, Hoe-Chang YANG**
1)2.

Abstract
This study aims to elucidate the various aspects needed for marketing strategies in companies producing and selling high involvement
products for millennial households that are not yet current consumers, but will be in the future. In this study, we derived 17 factors of high involvement product selection attributes through FGI, and its relationship on repurchase intention. A total of 158 valid questionnaires were used,
and IPA, independent sample t-test, regression analysis and hierarchical regression analysis were performed using SPSS 24.0 and AMOS 24.0.
The results showed that the overall selection factor, external selection factor, and internal selection factor had a positive effect on repurchase
intention. In particular, it was shown that there was no gender difference in the generation of the nickel regarding the internal and external
selection factors. Therefore, for companies that produce and sell high involvement products, it is necessary to prioritize efforts to secure brand
awareness, product manufacturer trust and retail trust, and product self-esteem as components of internal selection factors. It can be concluded
from this study that more strategic efforts are needed to pay attention to and characterize the characteristics of the Millennial generation itself.
Keywords: Generation, Millennial Generation, High-Involvement Product Choice Attribute, Repurchase Intention, Gender Difference.

1. Introduction
It is true that the consumption tendency of traditional consumers
was easily predicted because of their limited range of consumption.
For example, VIP marketing or Prestige marketing, one of the
typical traditional strategies of companies, was based on Pareto's
claim that a small proportion of distributors owned most of the
wealth. Therefore, it is known that companies can use effective
marketing strategies that applies for most of the consumers. Their
performance has been considerable even if the division of disposable
income between sexes, age, social status or economic point of view
is taken into account. From this point of view, it can be easily
predicted that demand will be concentrated in the ultra-high or
low-end of the market due to the polarization of income when
considering the ongoing economic recession in Korea.
However, it is a fact that the consumers' consumption tendency
has changed in many ways. For example, in the case of the middle
class, which is the mainstay of masstige marketing that led to the
popularization of luxury goods, there is a double consumption style
that considers bidding expenditure for oneself consume but also
considers the price aspect as well when using an online distribution
channel. It has also become possible to interpret men's active
* First Author. Professor, Dept. of Business Administration, Seoul
Digital University, Seoul, Korea. E-mail: kimyei@naver.com
** Corresponding Author. Assistant Professor, Dept. of Distribution
Management, Jangan University, Hwaseong, Korea.
Tel: +82-31-299-3133, E-mail: pricezzang@jangan.ac.kr

purchasing behaviors in relation to beauty care products and
programs such as cosmetics, which was an area formerly reserved
for women.
Thus, this current study focuses on the consumption tendency of
this generation, the millennial generation. According to Kertzer
(1983), generations include people belonging to a generation within a
family, born in a similar period, and people in the same phase of a
human life cycle. The Millennial generation in this study is also
known as the Y or Z generation, but domestic and foreign
researchers (Howe & Strauss, 2009; Lee et al., 2017) consider the
Millennial generation to those born between the 1980s to early 2000.
The reason why the Millennial generation is the focus of this
study is because of their distinct characteristics compared to the
former generations and also their prominent role in future consumer
markets (Culiberg & Mihelič, 2016; Deloitte, 2014). Oh et al. (2014)
has suggested that the Millennial generation is capable of
multitasking, has high self-esteem, and better abilities to utilize
technology as well as enhanced levels of social awareness. In
addition to having a variety of devices compared to other
generations at their disposal (Lee & Engelman, 2012; Zickuhr, 2011),
they are able to better utilize the functions provided by such devices
(Frosini & Paternò, 2014), and utilize them easily even in their first
time (Eubanks, 2006). Moreover, rather than purchasing high-priced
electronic products, they are more open and inclined to sharing such
products with each other. This is in line with implications that these
generations tend to pursue more of the practicality and rationality of
the products rather than the brand names (Garikapati et al., 2016).
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Therefore, the purpose of this study is to present the various
clues needed to establish marketing strategies for millennial
households, who will be the majority of the consumer market in the
near future. The following approach was applied in this research.
First, the prediction in consumption propensity of the Millennial
generation was confirmed by assessing the importance and
satisfaction level of the optional attributes related to purchasing high
involvement products in the Millennial generation. Second, the effect
of the degree of satisfaction on high - involvement product selection
attributes of the Millennial generations on repurchase intentions were
also examined.
Third, by verifying the moderating effects of gender differences
that were used to classify the traditional consumption patterns,
whether or not the role and its applications in the traditional gender
classification scheme applied to STP (Segmentation, Targeting and
Positioning) could also be applied to the Millennial generation was
observed. This study will be an opportunity to present a fresh
perspective on recognizing the change from the existing generation to
the future millennial generation in terms of consumer marketing, and
it is expected that the companies that are engaged in the production
and sales of high involvement products and the marketing companies
will be able to attain many implications from such observations.

2. Theoretical Background
2.1. Millennial Generation
A generation can be divided into groups with a common
historical and social identity (Solomon & Rabolt, 2004) as well as
populations born at the same time in terms of biology. This also
includes the inherent collective memory established in adolescence in
the same generation (Schuman & Scott, 1989). The Millennial
generation (or Y generation) that is of interest in this study is
classified as those being born in 1985 to early 2000 (Cogin, 2012;
Crumpacker & Crumpacker, 2007; Straus & Howe, 1991). Previous
studies have shown that values which the older generation has
considered to be important, such as marriage, plans for their
children, and home ownership, have less of an impact on its
importance for the Millennial generation (Taylor & Keeter, 2010;
Nielsen, 2015; Nelson et al., 2010). Moreover, it was shown that
there was a high percentage of turnover rates in career paths
(Nielsen, 2015), and a relatively optimistic attitude toward the future
for these Millennials (Howe & Strauss, 2009; Stafford & Griffis,
2008; Lee et al., 2017).

2.2. Highly Engaged Product Selection Attributes
Involvement involves factors such as personal importance, interest
level, and motivation level, which affect consumers' purchase
decision making and purchase behavior. The degree of involvement
depends on the product, consumer, and situational characteristics
(Yoon et al., 2012). In terms of marketing, involvement is termed as
the degree to which the content of the stimulus is associated with
their lives (Krugman, 1965), and the concept of relating themselves
to the product in terms of self concept and importance (Howard &

Sheth, 1969). It is also defined as the general level of overall
interest in the object itself (Day, 1970).
Many studies (Antil, 1984; Assel, 1984; Engle & Blackwell, 1982;
Robertson, 1976; Traylor, 1981) categorized the involvement of
consumers into high involvement and low involvement. Product
selection attributes can be classified into intrinsic attributes that are
classified by product quality itself, and external attributes such as
price and brand, both of which play an important role in affecting
the importance and satisfaction with the consumers' purchase
intentions (Zeithaml, 1988). Consumers prefer to use a unique
measure or a regularly used selection criterion to evaluate the
product and to prioritize it (Stanley & Sewall, 1976).
Therefore, the high-involvement product selection attributes that
are of interest in this study are not only highly perceived by
consumers but also have a high degree of interest and are of a
complex nature such as high price and strong brand loyalty and
preference (Engle & Blackwell, 1982; Traylor, 1981). The priorities
of the products are dependent on the intrinsic level of each
consumers selection criterion (Stanley & Sewall, 1976; Zeithaml,
1988).

2.3. Intent of Repurchase
Repurchase intention is an individual's belief (Ahn et al., 2014)
that they want to purchase and use a product or service, evaluate it,
and then form a specific attitude and express repurchase behavior.
Therefore, the repurchase intention is an intention to continuously
use the products or services currently used by consumers. The
repurchase intention can be summed as the possibility that the
consumer repeatedly purchases the product with his or her beliefs
that he / she repeatedly purchases by evaluating the purchase
experience (Ryu & Lee, 2013).
The reason for investigating repurchase intention in this study is
that, as a result of reviewing previous studies, repurchase intention
was shown to have a significant relationship with customer
satisfaction. For example, customer satisfaction may influence future
purchase intentions (Choi et al., 2014; Tam, 2004; Yang & Cho,
2018). Sivadas and Baker-Prewitt (2000) found that consumers are
more willing to repurchase if they are satisfied with the
high-involvement product selection attributes (eg, Choi, 2010; Kim &
Lee, 2017; McDougall & Levesque, 2000; Sivadas & Baker-Prewitt,
2000).

2.4. Gender difference
Sex differences can be classified into either biological or social
concepts. According to Hong et al. (1998), there are gender
differences in biological characteristics such as differences in sexes,
chromosomes, and differences in the brain such as intelligence,
spatial and temporal abilities. Additionally, different ways of
behaving between the genders can affect each individuals’ ability and
their likability evaluation (Buss, 1988; Buss & Kenrick, 1998; Eagly
& Wood, 1997; Powers & Zuroff, 1988; Rudman, 1998). There was
also shown to be differences between the genders in purchasing
decisions (Chun & Jung, 2006; Lee, 2008; Park, 2010).
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3. Research Design
3.1. Research Model and Hypotheses
Shin and Lee (2018) pointed out that the Millennial generation is
self-centered and individualistic. Therefore, they showed self-oriented
consumption tendencies based on narcissism and the also
consumption tendencies based on what others thought of them as
well. For the reason behind the self-oriented consumption tendency
of the Millennium era, it is thought that the millennial generation
had grown up receiving praises from their parents, who are the baby
boomers, and thus came to assume that they deserved special
treatment as a result of such upbringing (Lancaster & Stillman,
2010). In recent years, with the decreased rate of the global
economic state, the Millennials have become worried about their
unstable future, and it is thought that this is the reason why they
have become more focused on their present happiness rather than
their future (Shin & Lee, 2018). Not only this, but the Millennial
generation is also affected by both the reference group and the
overabundance of choices, resulting in indecision and propensity for
being more conscious about others around them (Shin & Lee, 2018).
Engel and Blackwell (1982) presented a generalized decision
making process model that includes all the processes of problem
recognition, information search, alternative evaluation, purchase
decision, and post purchase decision. In this process, the degree of
satisfaction from the use of the product increases the intention of
purchasing the product, so that the consumer purchases the product
they normally chose in the past. If the satisfaction of the purchased
product is consistent, it becomes a repurchase decision. The
decision-making process can be interpreted in the same context as
presented in the Consumer Decision Journey Model of the Mckinsey
& Company report (van Bommel et al., 2014). In other words, if
the purchasing experience of a high-involvement product is evaluated
as positive, it may have a positive effect on the repurchase intention
as well. Thus, if the satisfaction of the products are high, then it is
very likely that the consumer will not go through the normal steps
of investigating information about the different products, but proceed
to the repurchase decision. With this in mind, the following
hypothesis was established in this study.
Hypothesis 1: The degree of satisfaction with high-involvement
product choice attributes perceived by millennial
generations will have a positive (+) effect on
repurchase intention.
The <hypothesis 1> above is divided into 4 factors by Principle
Component Analysis (PCA) for the selected attributes shown below,
but the 4th factor is not used for the analysis (see Table 1).
Therefore, the hypotheses of <Hypothesis 1> are on the three
factors of overall selection factor, performance factor, and trust
factor.
Hypotheses 1-1: The degree of satisfaction with the overall
selection factor among high - involvement product
selection attributes perceived by the millennial
generation will have a positive (+) effect on the
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repurchase intention.
Hypothesis 1-2: Among the high - involvement product selection
attributes perceived
by millennial
generations,
satisfaction with external factors will have a positive
effect on repurchase intentions.
Hypothesis 1-3: Among the high involvement product selection
attributes perceived by millennial generations,
satisfaction with internal factors will have a positive
effect on repurchase intention.
Traditionally, gender differences have been reported to be present
in various aspects (Buss, 1988; Buss & Kenrick, 1998; Eagly &
Wood, 1997; Powers & Zuroff, 1988; Rudman, 1998). According to
the study of purchasing, there are differences in the products
purchased due to differences in the value given to material
ownership and the decision-making process of purchasing (Peter &
Olson, 1999).
There is also a claim in the studies that women are more likely
to make unplanned purchases than men (Rook & Hock, 1985), but
that there is no difference in terms of maintaining the same purchase
frequency (Kollat & Willett, 1967). There are also studies in which
men are more likely show impulsive buying behavior compared to
women (Cobb & Hoyer, 1986; Mai et al., 2003).
For this reason, Iacobucci and Ostrom (1993) showed that for the
males, they assessed the aspects of the services provided itself by
comparing the service itself and whether or not it was able to
satisfy what their intended goal was as well. For the females, it was
observed that they placed more emphasis on the relational factors
between themselves and the service that was provided. In terms of
judgment and behavior, it could be seen that male tended to be
goal-oriented, while the women tended towards relational-oriented
behavior, revealing the gender factors that also played into consumer
behavior (Eagly, 1987). This prominent differences between the
genders was also the reason why there has been traditional
assumptions on the differences of gender roles in terms of
consumption (Meyers-Levy, 1989).
If these claims could be applied to the Millennial generation as
well, then this demonstrates the common ground with the past
generations, and it can be inferred that the traditional gender roles in
relations to marketing strategies can be kept in place as well.
However, considering that the gap between men and women has
been decreasing in many parts of the modern era, it is not possible
to exclude the possibility that the millennial generation will be
different from the past generations. Thus, in this study, the following
hypothesis was established by also incorporating the traditional
viewpoint as well.
2: Gender differences between high-involvement
product choice attributes and repurchase intentions
perceived by millennial generations will be controlled.
Hypothesis 2-1: Gender differences between the general selection
factors and the repurchase intentions of the high
involvement product selection attributes perceived by
the Millennium generation will be controlled.
Hypothesis 2-2: Among the high-involvement product selection
attributes perceived by millennial generations, gender
Hypothesis
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differences between external factors and repurchase
intentions will be controlled.
Hypothesis 2-3: Gender differences between intrinsic factors and
repurchase intentions among high involvement product
selection attributes perceived by millennial generations
will be controlled.
The structured research model reflecting the above hypotheses is
presented in <Figure 1>.

method for three experts with a doctorate degree in marketing,
resulting in a total of 17 selective attribute factors for laptops with
the highest purchase experience among college students (see Table
1). Repurchase intentions were measured on a 5-point Likert scale
based on a study by Anderson et al. (1994), "I want to buy this
product again".

4. Empirical Analysis
4.1. Results of Principal Component Analysis on Product
Attributes

Figure 1: Research Model & Hypotheses

3.2. Data Collection and Utilization Scale
A total of 157 valid questionnaires were used for the analysis by
using the self - report questionnaire for the first and second years of
J university students. Respondents were given 5 points as previously
reported. Respondents were male (65.0%) and female (55.0%), with
an average age of 19.67 (standard deviation: 1.624).
The scale of utilization is as follows. Through many studies on
high involvement product selection attributes, the strategy in Yang et
al. (2018) was utilized and the qualitative method of FGI: Focus
Group Interview was observed in this research. To do this, we
examined previous studies and conducted a target group interview

The satisfaction level of the 17 high involvement product
selection attributes adopted in this study was divided into four
factors. The first factor was divided into five parts: product
completeness, quality excellence, functional convenience, product
reliability, and environmental reputation. This is called the 'overall
selection factor', and the overall selection of high involvement
products element for the Millennials. The second factor was divided
into five parts of hardware, performance, software, design, and price,
which were defined as 'external selection factors'. The third factor
was brand awareness, corporate trust, store trust, and product
reputation, which were defined as 'internal selection factors'. Finally,
the fourth factor was classified as 'product' because the three parts of
durability, degree of A / S support and scarcity were classified, but
the relation between items was not clear.
Bartlett's test of sphericity (χ2 = 1.059.155, df = 136, p= .000)
was also used to confirm the suitability of the model. The
Kaiser-Meyer-Mlkin (KMO) measurement was shown to be 0.837 in
this study.

Table 1: Results of Principle Component Analysis(PCA)
Naming

overall selection

External
selection

Internal
selection

Product

item

Factor 1

Factor 2

Factor 3

Factor 4

product completeness

0.777

0.253

0.120

0.096

quality excellence

0.737

0.347

-0.015

0.281

functional convenience

0.673

0.229

0.272

-0.011

product reliability

0.628

0.073

0.365

0.237

reputation

0.589

0.124

0.484

-0.071

hardware

0.241

0.853

0.038

0.105

performance

0.348

0.747

-0.052

0.140

software

0.253

0.722

0.145

0.098

design

0.025

0.581

0.460

-0.147

price

0.048

0.498

0.063

0.318

brand awareness

0.179

0.004

0.786

-0.060

production company trust

0.209

0.121

0.708

0.268

sales store trust

0.104

0.106

0.638

0.365

product reputation

0.317

0.104

0.550

0.354

durability

0.304

0.270

-0.081

0.708

A/S support

0.021

0.083

0.160

0.660

scarcity

0.048

0.029

0.414

0.595

Young-Ei KIM, Hoe-Chang YANG / KODISA INTERNATIONAL CONFERENCE: ICBE 2019 321-328

4.2. Reliability and Feasibility Analysis
To confirm the convergence validity of each item, confirmatory
factor analysis was assessed. The results showed that the standard
value of product factor 's scarcity item, design of external factor,
price item was less than 0.5, so the names were eliminated and the
confirmatory factor analysis was assessed again, along with
Cronbach's α coefficient to observe the reliability analysis, as shown
in Table 2.
Table 2: Results of Reliability & Validity
Variable

Final
item

Construct
Reliability

AVE

Cronbach’s
α

Overall selection

5

0.863

0.558

0.825

External selection

3

0.875

0.702

0.840

Internal selection

4

0.822

0.539

0.773

Product

2

0.602

0.431

0.562

Repurchase intention

4

0.842

0.584

0.845

325

reliability were found to be high among the overall selection factors.
This result implies that companies need to develop strategies to
maintain and strengthen their laptop products in order for the
consumers to continuously purchase these products in the future.
In the second quadrant, among the external selection factors, the
rarity and the A / S support among the hardware, price, and product
factors were distributed. It was observed that the companies needed
urgent improvement for these factors. On the other hand, as shown
in the third quadrant, respondents' ratings on satisfaction with
reputation and scarcity were lower than those on perceived reputation
or store, and reliability on products produced in 4 quadrants show
that Brand awareness is low but satisfaction is high. This result can
be interpreted as reflecting the double consumption tendency of the
Millennial generations as claimed by Shin & Lee (2018).

As could be observed in Table 2, the results of the confirmatory
factor analysis using the remaining items of the fourth factor showed
that the conceptual reliability was 0.602. The mean variance
extraction index was 0.431, and Cronbach's α coefficient was also
0.562, which was not enough to ensure reliability and was not used
in the analysis because it was not considered to be related to the
two items.

4.3. Correlation Analysis
Table 3 shows the results of the correlation analysis in order to
confirm the causal relationship analysis possibility and the validity
and directionality of the variables. As a result of the analysis, the
correlation coefficient was 0.271~0.553, and it was concluded that
there is positive correlation between the correlation coefficient and
the mean variance extraction index (AVE).
Table 3: Results of Correlation Analysis(Pearson Correlation, n=157)
1

2

3

4

1. Overall selection

(0.558)

2. External selection

.532**

(0.702)

3. Internal selection

.553**

.294**

(0.539)

4. Repurchase intention

.271**

.284**

.345**

(0.584)

Mean

3.83

3.71

3.71

3.71

S.D

0.66

0.76

0.67

0.83

Note) ** p<.01, AVE marked in (

).

4.4. Important-Performance Analysis Results
The results of the IPA conducted to confirm the degree of
importance and satisfaction recognition of the high involvement
product selection attributes of the millennial generations, which were
not set as hypotheses, are as follows. In the first quadrant, product
completeness, functional convenience, quality excellence, and product

Figure 2: Result of Important-Performance Analysis (IPA)

4.5. Hypothesis Verification Results
Regression analysis was conducted after age control to verify
hypothesis 1. The results of this study are as follows. The analysis
showed that there was a positive correlation between repurchasing
intention choices (β= .265, p<.01), external purchasing choices (β=
.283, p<.001) and internal purchasing choices (β= .364, p<.001).
Therefore, the hypotheses of <Hypothesis 1> were adopted.
To analyze which factors had an impact on repurchase intention,
the three factors were applied and it showed that the factor of
internal selection (β = .305, p <.01) and external selection (β (P
<.05, p <.05, p <.05) had a positive correlation, but overall selection
factor (β = -.008, p = .934) had no statistically significant effect on
repurchase intention. These results also suggest that the Millennial
generations show a double consumption tendency of self - oriented
consumption tendency and other - oriented consumption tendency. As
a result, companies need to prioritize efforts to secure brand
awareness, product manufacturing company trust, store trust, and
product self-reputation, which are components of internal selection
factors.
To test the hypothesis 2, dummy variables were constructed on
the basis of male consumers. The independent variables were
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transformed into z-scores, and then the same ages were regulated
and hierarchical regression analysis were performed. The results of
this study were as follows: First, the interaction factor between the
general selection factor and gender (β= -.201, p= .135), the factor of
interaction between external selection factor and gender (β= -.181,
p= .172) (Β = -076, p= .539) were not statistically significant,
respectively. Therefore, all of the hypotheses in <Hypothesis 2> were
rejected. This result can be interpreted that there is no gender
difference in the millennial generation compared to the previous
generations. The results of the independent sample t-test are shown
in Table 1. The research showed that the process of confirming the
gender difference for each factor of the high involvement product
selection attribute can provide more clues to be considered at the
enterprise level. It can be observed that the 17 factors were all
statistically insignificant.
Therefore, companies that produce and sell high-involvement
products suggest that more strategic efforts will be needed to pay
attention to the characteristics of the Millennial generation itself than
to consider gender differences.

5. Summary and Discussions
The purpose of this study was to identify the factors that are
needed to focus more on the factors that produce and sell high
involvement products for the Millennial generation that will lead the
future consumption. It was also elucidated on identifying the various
clues that were necessary to establish the marketing strategies for the
companies. The following conclusions and implications can be drawn
from this study.
First, as suggested by Shin and Lee (2018) through IPA, the
Millennial generations showed that they are not self-directed, but also
have a dual propensity toward consumption. In addition, the IPA
result should establish strategies to maintain and strengthen
performance and design among the overall selection factors of
companies, such as product completeness, functional convenience,
quality excellence, product reliability and external selection factors.
Among the external selection factors, it was shown that urgent
improvement was needed for scarcity of the product as well as A /
S support among the product factors.
Second, it was found that overall selection factor, external
selection factor, and internal selection factor have a positive effect
on repurchase intention, and in particular, internal choice factor and
external choice factor can promote repurchase intention. These results
also reflect the dual consumption patterns of the Millennial
generations. Therefore, for companies that produce and sell
high-involvement products, it is necessary to prioritize efforts to
secure brand awareness, product manufacturing company trust, and
store trust, and product self-reputation, which is a component of
internal selection factors. This suggests the need for a strategy for
improvement.
Third, it was confirmed that there is no gender difference in the
high - involvement product selection attribute and its sub - factors in
the Millennial generation. This result can be interpreted that the male
and female sex differences, which were generally accepted by
previous generations, do not apply to the millennial generation.

Therefore, companies that produce and sell high-involvement products
suggest that more strategic efforts will be needed to pay attention to
the characteristics of the Millennial generation itself rather than to
consider gender differences.
Despite the many implications of this study for the satisfaction of
the high involvement product selection attributes of the millennial
generations, there are some limitations that need to be reflected in
future studies. First, respondents in this study do not have the ability
to purchase high involvement products. Although the questionnaire
suggests a situation in which parents express their opinions when
purchasing, the presence or absence of purchasing power can have a
considerable influence on determining the importance or satisfaction
of the optional attribute. Therefore, in future studies, it is necessary
to control the purchasing power of millennials born in the early
1980s and early 1990s by adding samples and analyzing them
through additional questionnaires. Second, the limitation of comparing
the sex differences of the Millennial generation is limited.
As Iacobucci and Ostrom (1993) demonstrates, in the case of
male consumers, they are oriented towards the assessment of the
essential aspects and achievement of goal levels, so the product or
the service itself is unlikely to have a significant impact. On the
other hand, female consumers consider the factors of relationships
more than their male counterparts, so the products and the service
are more likely to have an impact. Thus, with the considerations for
these different aspects of gender, future studies might be able to
reflect not only on the product or the service itself, but also on
aspects such as the environment and other various factors for the
assessment of the Millennial consumers. This is because the
Millennial generation is from those between the 1980s to the early
2000s, but the Z generation is from after 1995, which could
demonstrate different consumption tendencies. Therefore, it is
expected that future research will also provide various clues to
companies related to these future consumers.
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Optimal Method to Ventilate Hazardous Substances Generated in Indoor Space
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Abstract
This study aims to investigate the ventilation method to reduce the hazardous substance exposure of workers by analyzing the exposure
amount of noxious substances depending on the nail shop ventilation conditions. Research design, data, and methodology – This study was
carried out with cooperation of Nail shop located in SeongNam city to study indoor air quality and pollutant exposure environment of workers
in nail work space. The research subjects were PM-10(Particulate Matter-10㎛), VOCs and Formaldehyde, which are the major materials of nail
work space. PM-10 appeared in the order of air purifiers (about 60% reduction) > ventilation (about 32% reduction)> natural ventilation (about
12% reduction). TVOCs showed similar efficiencies (85~99%) after natural ventilation and ventilation after 60 minutes. Formaldehyde showed
similar efficiency (80~100%) after natural ventilation and ventilation after 60 minutes. The removal efficiencies of VOCs and formaldehyde were
similar to those of natural ventilation and mechanical ventilation system. However, in case of dust, natural ventilation was reduced by artificial
ventilation system due to inflow of external dust during natural ventilation. If the pollution degree of outdoor air is not high, air volume is
high, and natural ventilation is performed when the air conditioning and heating system is not operated. Even at the end of the work, it keeps
operating for 60 minutes to remove the pollutants generated. If institutional legislation is introduced and guidelines for ventilation are provided,
it is likely that the worker exposure environment can be improved.

Keywords: Ventilation method, Nail shop, TVOCs(Total Volatile Organic Compounds), Formaldehyde(HCHO), PM(Particulate Matter)

1. Introduction
Indoor air quality (IAQ) can affect everybody's life, and is
defined as the quality of the air within buildings and
structures(Lucattini, Poma, Covaci, Boer, Lamoree, & Leonards,
2018). From our lives, chemicals occupy a very large share of
industrial products, household goods, and building materials.
Chemical substances have both abundance and noxious, and when
substances harmful to human body leaks, it causes pollution of
indoor air and causes diseases to humans (Kim, 2011). Today,
attention to beauty is increasing with appearance management.
However, most of the domestic workplaces are small-sized
workplaces with less than five employees, and both workers and
* 1st Author. Professor, Department of Environmental Health &
Safety, Eulji University, Korea. Tel: +82-31-740-7230.
E-mail: awtkw@eulji.ac.kr
** 2nd Author. Master degree, Department of Environmental Health
& Safety, Eulji University, Korea. Tel: +82-31-740-7230.
E-mail: idrjqnrdl@naver.com
*** 3rd Author. Professor, Department of Chemical & Biological
Engineering, Gachon University, Korea. Tel: +82-31-750-5594.
E-mail: leews@gachon.ac.kr
**** 4th Author. Professor, Department of Health Care Management,
Catholic Kwandong University, Korea. Tel: +82-33-649-7274.
E-mail: leokwon1@cku.ac.kr
***** Corresponding Author. Professor, Department of Beauty
Cosmetics, Eulji University, Korea. Tel: +82-31-740-7149. E-mail:
yjso@eulji.ac.kr

users are exposed to hazardous chemicals.
Especially, in the field of nail care, it is classified as other beauty
business and beauty industry, and it is not able to grasp even the
accurate count. According to the statistics of the Korean National
Statistical Office, the number of nail-related shops increased from
7,600 to 11,388 in the year of 2014 compared to 2016, and the
number of employees increased from 13,175 to 17,581, which is
33.44 %, and the number of related companies such as nail shops,
specialized companies and academies is continuously increasing.
The nail worker in Korea is considered to be in need of health
measures because he is being trained in nail technic part without
regular safety training or theoretical education about the chemicals of
the products used in the field(Kim, 2011).
Nail workspace workers are known to have an average of 8 to
11 hours of working time a day, but they tend to remain exposed to
pollutants while staying in a place connected to the workspace, even
during actual eating or resting periods(Choi, Park, Yoon, & Kim,
2015). In addition, ventilation is important in the season when the
heating and cooling system operates in the summer and winter,
because the natural ventilation is not significant enough, so
ventilation is important(Aaron, Megan, Feng, Janice, Arsineh, &
Lupita, 2019). Major harmful substances occurring in the nail work
space are mostly generated in TVOCs(Total Volatile Organic
Compounds) and formaldehyde(HCHO) products (Pavilonis, Roelofs,
& Blair, 2018; Wang, Mohammed, Chu, & Lin, 2009). Ventilation is
used to reduce air pollution in the indoor space and to promote
human health that uses indoor space. Various indoor pollutant
standards are set according to the size and usage of space such as

330 Woo-Taeg KWON, Min-Jae JUNG, Woo-Sik LEE, Lee-Seung KWON, Young-Jin SO / KODISA INTERNATIONAL CONFERENCE: ICBE 2019 329-337

working space, multi-use facility, etc(Colman Lerner, Sanchez,
Sambeth, & Porta, 2018; Lexuan, Stuart, & Chad, 2019). Based on
this standard, a ventilation system is designed to maintain the
pollutant concentration below the standard. However, the present nail
work space does not have a ventilator installed, but does not operate
or install in most spaces(Kim & Kim, 2008). Based on the above
background, this study proposes a ventilation method that minimizes
exposure of harmful substances to workers by identifying the amount
of harmful substances exposed to nail shop ventilation conditions.
And installs ventilation equipment with air purifying function, we
aim to reduce pollutant exposure of nail worker through comparative
analysis. Measured contaminants were selected from TVOCs,
formaldehyde, and fine dust like a PM(Particulate Matter; PM-10,
PM-2.5), which are mainly generated in nail work through previous
research results(Alaves, Sleeth, Thiese, & Larson, 2013). The
ventilation conditions are based on the normal ventilation conditions
of the nail shop, and the amount of pollutants generated by applying
natural ventilation (whether the windows are opened or closed and
indoor air flow is formed through doors) and the operation of the
air cleaner are compared and evaluated. The amount of pollutants
generated by the ventilation system is increased. The purpose of this
study is to clarify the ventilation conditions that minimizes the
exposure of harmful substances and suggest proper ventilation
method according to the exposure environment of the workers.

the overhead type apartment houses was more than 210 ㎍/㎥, which
is the highest value in the tower type indoor space, 464.12 ㎍/㎥.
Based on these results, it can be concluded that the indoor air space
formed by the plate-like flat surface can be effectively ventilated by
natural ventilation, so that the concentration of indoor pollutants is
low as much as 30~79 % less than the control. This is due to the
formation of the stagnation zone due to the characteristics of the
head-top structure. The indoor pollution level shows a large
difference according to the ventilation method, the pollutant
concentration is reduced when the natural ventilation is executed, and
it returns to the original state when the natural ventilation is stopped
(Song, Cho, Lee, Kim, & Leigh, 2004).
There is no significant difference between the ventilation method
and the natural ventilation, but natural ventilation has the advantage
of reducing energy consumption. However, there is a disadvantage
that it is difficult to provide a certain amount of ventilation (Song,
Cho, Lee, Kim, & Leigh, 2004).

2.2. Air cleaner
Air purification technology is a technology to purify polluted air
and convert it into fresh air. It is a treatment mechanism that
removes contaminants by using various filters to filter out fine dust
or bacteria and to use adsorbed material or decomposition catalyst.

2. Theoretical background
2.1. Natural ventilation
According to the plan type of the building, Based on the analysis
of natural ventilation performance of indoor and outdoor, there is a
research result that analyzes the reduction effect of sick house
syndrome in residential space. Considering that 52 % of the causes
of indoor air pollution occur in insufficient ventilation,
It is argued that emphasis should be placed on ventilation rather
than pollution in indoor space.
As the indoor air quality management method of multi-use facility
was implemented, it was obligatory to install a structure or machine
ventilation facility with sufficient natural ventilation in the buildings.
Most facilities use mechanical ventilation equipment, which causes
problems such as an increase in energy consumption and an increase
in construction cost(Francisco et al., 2016).
Most of the buildings where the Sick Building Syndrome(SBS)
occurs are buildings that use mechanical ventilation. The results of
the American Society of Heating, Refrigerating and Air-Conditioning
Engineers (ASHRAE) (Kim, Min, Cho, & Seo, 2017) showed that
the exposed object in the natural ventilating building feels
comfortable over a wider temperature range than the exposed object
in the mechanical ventilated building.
Formaldehyde in the tubular planar interior space was 148.75 ㎍/
㎥. It was much smaller than Formaldehyde in the other planar
form, and showed a tendency to show a different supply of
concentration in each space, but the concentration variation was
small overall and the highest concentration did not exceed 250㎍/㎥.
On the other hand, the average concentration of formaldehyde in

Figure 1: Mechanism of air cleaning technology

Air cleaning technology has recently been growing rapidly, with
various factors threatening our residential environment, such as dust,
sick house syndrome, and fine dust increase, and investment in air
cleaning technology development is required to find solutions(Na,
Son, Sung, & Jang, 2005).
At present, the air cleaning function focuses on the removal of
various harmful substances generated in the room and the
development of functional filters such as the health field, which is
also a requirement of the consumer. Development of a special
functional filter for removing Volatile Organic Compounds(VOCs)
and formaldehyde removal from apartments and new buildings,
removal of substances causing atopic dermatitis and allergic diseases
based on the performance of dust collection and deodorization (Na,
Son, Sung, & Jang, 2005).
In addition, by applying nanotechnology, it is possible to make
antimicrobial and sterilizing function and metal having antibacterial
ability such as silver(Ag) and copper(Cu) into nano-size to widen the
specific surface area, thereby consuming relatively low cost and
doubling its effect Studies are being conducted recently.
Carbon or photocatalyst(TiO2) is applied to the surface of the
filter through which the pollutants pass, and these methods are
applied to the air cleaning technology and are gradually expanding
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(Na, Son, Sung & Jang, 2005; Seo, 2004).

2.3. Ventilation system
2.3.1. Types and trends of ventilation systems
The ventilation equipment is a device which dilutes the indoor
harmful gas such as the harmful substance generated in the building
material, carbon dioxide due to breathing to the outside air forcedly
or ventilates the indoor air by discharging the contaminated outside
air. Recently, in the residential environment, there is a demand for a
comprehensive function such as introduction of new outboard,
prevention of dew condensation, removal of fine dust or inflow, as
well as a sense of comfort (Lee, Jeong, & Kang, 2016).
The total heat exchanger, which has a principle of contacting a
solid heat storage material with a high temperature fluid to absorb
the heat of the high temperature fluid and then transferring the heat
to the low temperature fluid by contacting the low temperature fluid,
is classified into shell and tube, plate and coil type.
The regenerative heat exchanger combined with the heat storage
and heat exchange function is easy to design an efficient ventilation
system because it can be manufactured in various sizes and because
the price is low, and maintenance is simple. The main role is heat
exchange, and the remainder of the energy is stored in a
regenerative medium, which can be used as an alternative energy
source in case of insufficient energy supply from the heat source
(Lee, Kim, & Lee, 1989).
It is a means for continuous ventilation for 24 hours. It also
includes a heat exchanger such as a total heat exchanger to recover
indoor heat energy if necessary, while the forced air supply and
forced air discharge are performed through filters, blowers and ducts
(first type mechanical ventilation).

Figure 2: Types of ventilation

There is a hybrid ventilation in a newly designed way. Generally,
this is a method of forcibly discharging air by a blower, and
supplying natural air through a pressure lane to the outside, thereby
performing natural ventilation and mechanical ventilation at the same
time, thereby forming a whole ventilation path in the room.
In recent years, there has been a system that automatically
performs natural ventilation when the CO2 concentration in a room
becomes higher than a certain level by using a CO2 sensor, a
ventilation window is installed on the ceiling, natural ventilation is
performed, and a dehumidifying type radiation panel is installed on
the floor (Lee, Jeong, & Kang, 2016; Lee, Kim, & Lee, 1989).

2.3.2. Ventilation system precedent research
Lee, Kim, and Lee(1989) investigated the ventilation system and

measured the concentration of carbon dioxide by controlling the
number of passengers in the space where the ventilation equipment
was installed and varying the ventilation amount. As a result, 1,791
ppm of maximum 2,190 ppm was observed before ventilation system
operation, and this result exceeded 1,000 ppm stipulated in the
indoor air quality management law of multi-use facility. The
ventilation system was operated at a higher capacity and the
measured concentrations were compared. However, the average value
was 1,032 ppm and the maximum was 1,145 ppm. It is reported
that the required ventilation amount of the building is insufficient
compared with the room occupancy, and the CO2 concentration is
913 ppm and the maximum is 1,009 ppm when the ventilation
capacity is 1.40 times/h (900 ㎥/h).
The ventilation equipment capacity standard proposed in the
indoor air quality control law of multipurpose use facilities is 875
㎥/h which is calculated as 35 redundant persons by 25 ㎥/h
regulation per person.
Therefore, 900 ㎥/h And the ventilation
capacity of the ventilation system is 1000 ppm.
In this study, we emphasized the importance of ventilation
capacity and ventilation capacity per person when ventilation system
is applied to buildings. In order to improve indoor air quality
through ventilation, it is suggested that the amount of pollutants that
can be generated in the room should be minimized and the cooling
system and the ventilation system, which affect the ventilation
airflow, should be integrated.

3. Research method
3.1. Research subject
This study was carried out with cooperation of nail institute
located in SeongNam city to study indoor air quality and pollutant
exposure environment of workers in nail work space. The lecture
room of the nail school is a space of 5m × 8m × 3m (width ×
length × height) and uses the central heating system. There was no
ventilation system installed separately. The subject of measurement
was selected by targeting PM-10, TVOCs, and Formaldehyde, which
are major materials of nail work space.
In the Nail Institute, there are variables such as difficulty in
controlling the amount of pollutants generated constantly due to the
change of the number of attendees and the nature of the lecture
method, and the door is opened and closed continuously. Therefore,
it is difficult to specify the effective ventilation method. Additional
experiments were conducted. The experimental space was designated
as a rectangular space of 3m × 8m × 3m (width × length × height).
As with the nail school, there was no separate ventilation facility,
and the substance to be measured proceeded in the same manner as
the substance measured at Nail Institute.

3.2. Composition of measurement environment
3.2.1. Nail institute
In the experiment at the nail school, the nail art institute located
on the road side of SeongNam city was asked to cooperate and the
pollutant concentration was measured during the class. The room size
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was 5m, 8m, and 3m (width x height x height), and the items were
TVOCs, PM-10, and Formaldehyde. The air flow rate in natural
ventilation at nail school is 192 ± 86.46 m³/h, ventilation air
condition is 121 m³/h, and the average condition of air purifier is
121 m³/h. As shown in Figure 3, ventilation conditions were varied
for three days from November 12 to 14, in 2018.

Ventilation
(15 minutes for each
condition)

Working(30min)

Measuring section

Measuring section

Figure 3: Nail academy experiment measurement point

3.2.2. Experimental space
The measurement progress in the experimental space was
conducted from December 1 to 8 for 8 days. To reproduce the
contaminants from the nail art institute, the nail pattern is printed,
the film is pasted, the model is made, and the process is reproduced
with the nail products used in the actual shop to produce 4m, 8m,
3m (width x height x height) Space. Three pollutants, TVOCs,
PM-10 and formaldehyde, were measured by ventilation conditions.
The average air volume during natural ventilation in the experimental
space was measured as 369.6 m³/h, and the air condition of the
ventilator and air cleaner was 121 m³/h.

0 min

15 min
0 min

30 min

3.2.3. Ventilation conditions
Ventilation conditions were classified into Nature ventilation, air
cleaner operation, and ventilation system operation. Natural ventilation
at the Nail School is set up so that the natural air flowing from the
windows can be opened through the doors by opening the windows
that are inside the classrooms. When the air purifier is operated, all
the windows and doors should be closed. There was a difficulty in
controlling because the door was open at all times. When the
ventilator was operated, the measurement was carried out with the
door open. In the experimental space, natural ventilation was
measured by opening a window in the space and opening the door
to form a natural air flow. Air purifier and ventilation were
controlled in the closed space by controlling windows and doors.
The conditions of the ventilator and the air purifier used in the
measurement are shown in the Table 1. The purpose of this study
was to compare the pre-ventilation concentration and the
post-ventilation concentration for 15 minutes according to the
ventilation condition. In the experimental space, the nail work was
reproduced and the pollutants were generated for 30 minutes. To
observe the decrease of the concentration according to the ventilation
state over time, 5 times total measurement was performed at 0
minute, 15 minute, 30 minute, 45 minute and 60 minute Section.
The size of the window in the nail work space was 0.8m × 0.4m
(width × length), and the window size in the experimental space was
0.5m × 0.7m (width × length). The air volume during natural
ventilation for each experiment was calculated.

45 min

60 min

15min
Working

30 min

(30 min)
45 min
60 min
Ventilation Start
Figure 4: The experiment area measurement point
Table 1: Condition of ventilation system and air cleaner
Ventilation system
Processing capacity(m3/h)

57∼121

Power Consumption(w)

25∼45

Heat exchange efficiency(%)

65∼75

Air cleaner
Processing capacity(m3/h)

57∼121

Power Consumption(w)

25∼45
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3.3. Measurement Method
3.3.1. Sampling method
3.3.1.1. Measurement equipment
Table 2: Measurement equipment
Measuring
Metrics
devices

PM-10

TVOCs

Formaldehyde

Remarks
Sensor Type 90° light scattering
Particle Size Range 0.1 to 15 µm
Resolution ±0.1 % of reading or
0.001 mg/m3, whichever is greater
Flow Accuracy ±5 % of factory
set point, internal flow controlled
Operational Humidity 0 to 95 %
RH, non-condensing
Sibata MP-Σ30
Variable Flow Range 0.050-0.150
ℓ/min
Accuracy Within ± 5 % of set
flow value
Tenax-TA Tube
Material stainless steel TD tube
O.D. × L 1/4 in. × 3 1/2 in.
Particle size 60-80 mesh
ibata MP-Σ100
Variable Flow Range 0.30-1.50
ℓ/min
Accuracy Within ± 5 % of set
flow value
DNPH Cartridge
DNPH Loading TS-300 : 0.5 %
(1.5 ㎎/cartridge)
Particle size
60~100 mesh

3.3.1.2. Particulate Matter(PM)
DUSTTRAK DRX AEROSOL MONITOR 8534 was used to
measure fine dust. It is a real-time aerosol monitor developed by
TSI of USA and it uses light scattering technology to measure
real-time mass concentration. This equipment measures the PM-1,
PM-2.5 and PM-10 simultaneously by measuring the dispersed
aerosol through the photodetector by injecting the measured
aerosol into the inside and dispersing it with the laser light
generated inside. Small in size and light in portability. It is
suitable for personal exposure measurement, manual programming
and data logging. It is a device capable of measuring the particle
size range of 0.1~10 ㎛ and the concentration range between
0.001~150 mg/㎥.

3.3.1.3. TVOCs(Total Volatile Organic Compounds)
Tenax-TA tubes were connected by suction flow of Sibata MPΣ30H pump. The Sibata MP-Σ30H is an air suction pump with
built-in integral flow measurement function. It can display the

measured value of the instantaneous flow rate and can be
displayed digitally. The static flow function prevents the decrease
of the suction flow when the suction pressure increases due to
dust collection. Tenax-TA tubes applied in this study are used. It
is a stainless steel tube with an inner diameter of 3~5 mm and a
length of 100 nm. It can be sealed at both ends. In addition, this
is an adsorption type tube based on 2,6-diphenyl-p-phenylene
oxide, which is aged to zero air or high purity helium gas at
high temperature before use. Using the instrument, the nail was
sucked in the Tenax-TA tube at a rate of 100 ml per minute
using a flow meter for 30 minutes at the center of the
workspace.

3.3.1.4. Formaldehyde
In the DNPH cartridge, the aldehyde in the exhaust gas reacts
with 2, 4-DNPH, which is an absorption liquid, to convert the
hydrazone derivative into a form and to produce water as a
by-product. The resulting hydrazone derivative is analyzed. Ozone
reacts with DNPH and its derivatives in the cartridge to act as
an inhibitor to the concentration. Therefore, the ozone scrubber
(ozone scrubber) is connected in series to the front of the DNPH
cartridge.

Air
inflow
Ozone
scrubber

DNPH
cartridge

Sampling
pump

Figure 5: Formaldehyde Measurement Schematic

Sampling is carried out at a flow rate of 1.0 L/min for 30
minutes. The cartridges that were refrigerated prior to sampling
are removed from the container and allowed to warm to room
temperature. When the cartridge is at room temperature, remove
the cap from the cartridge and connect the cartridge to the
sampling device. Immediately after the sampling is complete,
remove the cartridge from the sampling device, plug the cartridge
using its own plug, and place the cartridge in its original labeled
container. The container containing the cartridge is sealed with
tape and stored in a container filled with granular activated
carbon or once again in a padded container. Sampling cartridges
were kept refrigerated until analysis, and DNPH cartridges were
prevented from being exposed to light by using aluminum foil
during sample collection.

3.3.2. Sample analysis method
3.3.2.1. Particulate Matter
The measurement data were analyzed without a separate
preprocessing by measuring by continuous measuring device by
sensor. In the nail academy experiment, the air was measured for
30 minutes in the room air before the start of the ventilation,
and the ventilation was measured after each ventilation condition
for 15 minutes. The mean and standard deviation were displayed,
and the data were visualized and the numerical values were
compared according to the ventilation conditions.
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3.3.2.2. TVOCs
The collected Tenax-TA tube is thermally desorbed by heating
at 300 to 350°C. The target components are re-concentrated and
introduced into a gas chromatograph, the mixed components are
separated using a separation column, and the separated substances
are detected through a mass spectrometer. Quantitative analysis is
performed with the information of chromatogram and spectrum of
the detected substance.

3.3.2.3. Formaldehyde
Acetonitrile is passed through the collected DNPH Cartridge to
transfer the DNPH from the cartridge Detachable. The final
volume is adjusted to 5ml using acetonitrile. A portion of the
volume required for analysis in the extracted solution is aliquoted
and the remaining volume is stored in the refrigerator.
Quantitative analysis is performed with the information of
chromatogram and spectrum of the detected substance.
Table 3: GC analysis condition
TD
Initial temperature
35
Rate
60 /min
Final temperature
260
Final time
5 min
Transfer temperature
300
Cooled Injection System
Initial temperature
-40
Rate
12 /s
Final temperature
260
GC/MSD
Inlet temperature

℃
℃
℃
℃
℃
℃
℃
250℃

Column

VOCOL

Oven temperature

35 (4 /min)->15 (20 /min)->220 , 5 min

Detector

MSD

Ion source temperature

200

Ionization

Electron Ionization(70 eV)

Mass range

Scan, m/z 35 to m/z 260

℃℃

℃ ℃

℃

℃

Table 4: HPLC analysis condition
HPLC
Flow
Carrier liquid

1.0 mL/min
60% Acetonitrile / 40% Water(Volume ratio)

Column

C-18 Column(Inside diameter 3.9 mm × 300 mm)

Detector

UV, Wavelength 360 nm

Hold up time

7 min

4. Research result
4.1. PM-10
The PM-10 in nail-school experiments decreased from about
92.18 ± 4.33 ㎍/㎥ before natural ventilation to 81.27 ± 3.81 ㎍/
㎥ after natural ventilation by about 12 %. PM-2.5 was reduced

by about 12 % from 76.46 ± 3.67 ㎍/㎥ before natural
ventilation to 67.49 ± 3.23 ㎍/㎥ after ventilation.
In the operating condition of the air purifier, PM-10 decreased
by about 60 % from 35.66 ± 1.78 ㎍/㎥ before operation to
13.86 ± 0.71 ㎍/㎥ after operation. PM-2.5 decreased by about 60
% from 26.07 ± 1.30 ㎍/㎥ before operation to 10.46 ± 0.54 ㎍/
㎥ after operation.
In the ventilation system, PM-10 decreased by about 27% from
average 54.2 ± 2.710 ㎍/㎥ to 39.55 ± 1.97㎍/㎥ after operation.
PM-2.5 decreased from 42.98 ± 2.02 ㎍/㎥ before operation to
28.88 ± 1.35 ㎍/㎥, respectively. Since natural ventilation is a
method of removing indoor air pollutants by the inflow of
outdoor air, the air containing PM-10 is introduced and the
removal efficiency of PM-10 is not as efficient as about 12 %.
The air purifier was the most effective for removal of PM-10
because it was mainly used for removal of PM-10. The ventilation
system showed a reduction efficiency of about 30 %. The
concentration of PM-10 in the experimental space was 0.009~0.042
㎍/m3, which was lower than that of the multipurpose facility
PM-10 of 100 ㎍/㎥. The mean PM-10 concentration was
0.009~0.038 ㎍/m3 before ventilation and 0.009~0.056 ㎍/m3 after
ventilation. In the natural ventilation state, the concentration of
PM-10 contained in the outside air increased, and the air purifier
and ventilator showed a slightly increased concentration at the
very low PM-10 concentration. Measurements at the Nail School
were taken as a measure of PM-10 abatement efficiency. Since
measurements at nail schools are difficult to repeat at the same
occurrence conditions, the initial concentration values were
different, but the reduction efficiency of fine dust was evaluated
through comparison between before and after operation.

4.2. TVOCs
In the nail school experiment, TVOCs decreased by about 39
% from 2262.52 ± 1703.21 ㎍/㎥ before ventilation to 1442.98 ±
1076.37 ㎍/㎥ after ventilation in natural ventilation. In the
condition of operating the air cleaner, it decreased by about 6%
from 2431.97 ± 1744.60 ㎍/㎥ before operation to 2265.36 ±
1582.04 ㎍/㎥ on average. The TVOCs before the operation of
the ventilation system decreased by about 30% from 2270.56 ±
1502.64 ㎍/㎥ to 1716.72 ± 1133.15 ㎍/㎥ after 15 minutes of
operation.
The difference in the concentration of TVOCs before
ventilation in the nail school experiment was caused by the
difference in the number of trainees. Due to the nature of
self-enrollment, it was difficult to control the number of
participants. In the nail school experiment, the TVOCs tried to
see only the tendency of the decrease in the amount of
generation by each ventilation condition because the actual
pollution source and environment were difficult to control. Natural
ventilation and ventilation systems showed a large deviation but
the decrease of TVOCs concentration after ventilation was about
30~40%, but the air cleaner system did not decrease TVOCs
such as 6% decrease.
In the natural ventilation, TVOCs were 1303.06 ㎍/㎥ after 15
minutes, 807.03 ㎍/㎥ after 30 minutes, 530.35 ㎍/㎥ after 45

Woo-Taeg KWON, Min-Jae JUNG, Woo-Sik LEE, Lee-Seung KWON, Young-Jin SO / KODISA INTERNATIONAL CONFERENCE: ICBE 2019 329-337 335

minutes, and 150.59 ㎍/㎥ after 60 minutes from 1837.08 ㎍/㎥.
When TVOCs was operated at the air purifier, it was 1758.92 ㎍
/㎥ at the time of 0 minute, 1670.97 ㎍/㎥ after 15 minutes,
1635.79 ㎍/㎥ after 15 minutes, 1583.02 ㎍/㎥ after 45 minutes,
and 1600.61 ㎍/ after 60 minutes.
At the operation of the apparatus, the concentrations were
1814.26 ㎍/㎥ at the time of 0 minute, 1451.40 ㎍/㎥ at 15
minutes, 1269.98 ㎍/㎥ at 30 minutes, 689.41 ㎍/㎥ at 45
minutes and 380.99 ㎍/㎥ at 60 minutes. The results showed that
natural ventilation and ventilation were reduced by 85~99% after
60 minutes of ventilation, and air purifiers showed almost no
decrease in TVOCs after 60 minutes of operation, similar to the
experiments at Nail School. At this time, the air volume of
natural ventilation was 192 ± 86.46 ㎥/h in nail work space and
396.6 ± 233.13 ㎥/h in experimental space. The decreasing trend
is shown in Figure 6.

minutes ventilation, and the decreasing trend by ventilation
condition is shown in Figure 7. Formaldehyde declined more
slowly than TVOCs, but decreased rapidly in ventilation and
natural ventilation, and air purifiers showed almost the same
tendency as TVOCs.

Figure 7: Decrease of formaldehyde by ventilation condition

4.4. Number of ventilation and ventilation in natural
ventilation
4.4.1. Amount of ventilation

Figure 6: Decrease of TVOCs by ventilation condition

4.3. Formaldehyde
Formaldehyde at nail institute showed 199.35 ± 121.64 ㎍/㎥
before ventilation and 143.43 ± 119.86 ㎍/㎥ after ventilation.
The air conditioner was operated at 187.65 ± 96.33 ㎍/㎥ before
operation and 180.67 ± 91.52 ㎍/㎥ after operation. The
ventilation system was operated at 195.98 ± 119.72 ㎍/㎥ before
ventilation operation and 159.58 ± 105.49 ㎍/㎥, an average of
about 21 %.
Formaldehyde in the experimental space was 110.70 ㎍/㎥ after
15 minutes, 69.75 ㎍/㎥ after 30 minutes, 40.77 ㎍/㎥ after 45
minutes, and 12.22 after 60 minutes at 169.36 ㎍/㎥. The
concentration of air was 159.45 ㎍/㎥ at the time of 0 minute,
160.97 ㎍/㎥ after 15 minutes, 157.58 ㎍/㎥ after 30 minutes,
152.5 ㎍/ ㎥ after 45 minutes, and 154.19 ㎍/㎥ after 60
minutes. At the operation of the apparatus, the concentrations
were 173.17 ㎍/㎥ at the time of 0 minute, 138.56 ㎍/㎥ at 15
minutes, 121.21 ㎍/㎥ at 30 minutes, 65.8 ㎍/㎥ at 45 minutes
and 36.36 ㎍/㎥ at 60 minutes. At this time, the air volume of
natural ventilation was 192 ± 86.46 ㎥/h in nail work space and
396.6 ± 233.13 ㎥/h in experimental space.
As a result, the natural ventilation and ventilation system
showed a similar tendency to decrease by 80~100% after 60

The wind speeds of the nail schools were 0.17 ± 0.075 m/s,
0.09 ± 0.014 m/s and 0.24 ± 0.021 m/s, respectively. The airflow
rates were 48.96 ㎥/h, 25.92 ㎥/h and 69.12 ㎥/ respectively. In
the experiment space, the wind speed for each cycle was 0.13 ±
0.012 m/s and 0.11 ± 0.010 m/s, 0.08 ± 0.008 m/s, respectively.
The mean air velocity was 33.6 ㎥/h for 30 minutes and 67.2 ㎥
/h for 30 minutes, 45 minutes, 100.8 ㎥/h, and 60 minutes 134.4
㎥/h, respectively. The airflow and TVOCs concentrations are
shown in Table 21. In the case of natural ventilation, the wind
speed was not constant and the difference in the amount of
pollutant reduction according to the air volume was compared.
Formaldehyde was also measured in the ventilation of the same
conditions and the results are shown in Table 5. As a result of
comparison of measurement data, natural ventilation shows lower
removal efficiency than 1 or 2 times of high air flow rate when
the air flow rate is low like the third time result. It is considered
that the natural ventilation is affected by the external wind speed,
and the flow volume is influenced. In other words, natural
ventilation which does not supply enough air volume is
considered to be inefficient.

4.4.2. Number of ventilation
Table 5~7 shows the comparison of the number of ventilation by
comparing the volume of ventilation in natural ventilation and the
volume of ventilation in ventilation system. According to the
decrease amount of pollutants according to the number of times
of ventilation, most pollutants were removed when the minimum
number of times of ventilation was 1.2 times.
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Table 5: Comparison of TVOCs concentration in natural ventilation (Unit, Capacity ㎥, Compose ㎍/㎥)
Division

15 min

30 min

45 min

60 min

Capacity

Compose

Capacity

Compose

Capacity

Compose

Capacity

Compose

40.95

1187.98

81.9

584.72

122.85

309.30

163.8

7.760

34.65

1017.89

69.3

521.59

103.95

185.61

138.6

7.80

25.2

1703.31

50.4

1314.77

75.6

1096.15

100.8

436.22

st

1 test
(Wind Speed : 0.13 m/s)
2nd test
(Wind Speed : 0.11 m/s)
3rd test
(Wind Speed : 0.08 m/s)

Table 6: Comparison of Formaldehyde concentration in natural ventilation (Unit, Capacity ㎥, Compose ㎍/㎥)
Division

15 min

30 min

45 min

60 min

Capacity

Compose

Capacity

Compose

Capacity

Compose

Capacity

Compose

40.95

100.72

81.9

51.03

122.85

14.72

163.8

0.30

34.65

89.38

69.3

50.85

103.95

17.38

138.6

N.D

25.2

141.99

50.4

107.36

75.6

90.22

100.8

36.36

st

1 test
(Wind Speed : 0.13 m/s)
2nd test
(Wind Speed : 0.11 m/s)
3rd test
(Wind Speed : 0.08 m/s)

Table 7: Number of ventilation (Unit, Capacity ㎥)
15 min
Division

30 min

45 min

60 min

Capacity

Ventilation
No.

Capacity

Ventilation
No.

Capacity

Ventilation
No.

Capacity

Ventilation
No.

1st test
(Wind Speed : 0.13 m/s)

40.95

0.42

81.9

0.85

122.85

1.27

163.8

1.70

2nd test
(Wind Speed : 0.11 m/s)

34.65

0.36

69.3

0.72

103.95

1.08

138.6

1.44

3rd test
(Wind Speed : 0.08 m/s)

25.2

0.26

50.4

0.52

75.6

0.78

100.8

1.05

5. Conclusion and Implications
The concentrations of fine dust in the nail workspace were not
high enough to be detrimental, but TVOCs and Formaldehyde
exceeded the recommended indoor air quality standards. In this
study, experiments were conducted to regulate pollutants by
reproducing the nail work. Experimental results show that the
removal of TVOCs and formaldehyde, except fine dust, has
higher removal efficiency than natural air ventilation and
mechanical ventilation system. Also, natural ventilation is about
5~10% more efficient than mechanical ventilation. In the
comparative evaluation study between natural ventilation and
mechanical ventilation in consideration of actual indoor air
environment, natural ventilation is difficult to maintain
continuously good indoor ventilation, but natural ventilation is
better than mechanical ventilation through mechanical equipment
in relation to the costs and sound. However, the natural
ventilation is influenced by the design of the building and the
external air volume, and it is difficult to achieve a certain
ventilation efficiency.

In this experimental condition, the ventilation amount was
measured as 192 ± 86.46 ㎥/h in the nail work space and 134.4
± 31.70 ㎥/h in the experimental space. In actual measurement
results, there was a difference in the reduction rate of pollutants
when the wind speed was low (0.09 m/s for nail work and 0.08
m/s for work space). This result shows that natural ventilation
alone has difficulties in maintaining a certain amount of required
ventilation. Mechanical ventilation and natural ventilation showed
a similar pattern of pollutant removal efficiency except fine dust.
In the case of fine dust, the efficiency of reduction is reduced
due to the inflow of fine dust contained in the outside air during
mechanical ventilation and natural ventilation. But, it is
considered that the air purifier ventilates the outside air through
the filter to remove the fine dust when the outside air is
introduced. The air purifier showed a slight tendency to remove
TVOCs and formaldehyde. This is because the air purifier does
not have the function of removing TVOCs and formaldehyde
during the filter function while circulating the air through the
filter by circulating the air without introducing outside air or
exhausting the inside air.
Since there was no additional occurrence of harmful substances
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after the occurrence, it is expected that the levels of noxious
substances occurring in actual nail work space will be higher.
This means that the harmful substances mentioned above are
exposed for a short time in the case of the customer, but it is
highly likely that the worker is continuously exposed to the
worker and it is necessary to present an appropriate ventilation
method in order to minimize the exposure of the workers.
Based on the results of this study, we propose a proper
ventilation method for nail work space as follows.
1) It is not high pollution degree of outdoor air (use of
meteorological information such as fine dust and ozone). If air
temperature is high and air conditioning and heating is not
operated, natural ventilation should be performed.
2) In consideration of the size of the work space, a ventilation
system having a processing capacity capable of satisfying the
minimum number of times of ventilation 1.2 times per 60
minutes should be provided to create an environment in which
natural ventilation is not suitable.
3) Continue to operate during operation. Keep working for at
least 60 minutes from the end of the work to remove pollutants
and minimize workers exposure to pollutants.
In this study, we tried to make nail worker aware of their
harmful environment and to improve the exposure environment of
harmful substances through the proposed ventilation method. In
order to improve the exposure environment, it is important to
install a ventilator, but there are many nail shops that do not
have a ventilator because the ventilator is not systematically
installed. If institutional legislation is prepared and guidelines for
ventilation are provided, it will be possible to improve the
worker's exposure environment.

References
Kim, M. Y., & Moon, D. H. (2011). Exposure Levels To
Organic Compounds by Nail Art Technique. Journal of the
Korean Society of Cosmetology, 17(2), 218-224.
Choi, S. J., Park, S. A., Yoon, C. S., & Kim, S. J. (2015).
Task-Specific Hazardous Chemicals Used by Nail Shop
Technicians. Journal of Korean society of Occupational and
Environmental Hygiene, 25(4), 446-464.
Cho, J. A. (2007). A study on the working safety recognition
and chemical hazard recognition. Journal of the Society of
Cosmetic Scientists of Korea, 13(3), 1028-1039.
Aaron, L., Megan, H., Feng, X., Janice, T., Arsineh, H., &
Lupita, D. M. (2019) Occupational exposure to volatile organic
compounds and health risks in Colorado nail salons.
Environmental Pollution, 249, 518-526.
Pavilonis, B., Roelofs, C., & Blair, C. (2018) Assessing indoor
air quality in New York City nail salons. Journal of
Occupational and Environmental Hygiene, 15(5), 422-429.
Wang, S. W., Mohammed, A. M., Chu, P. L., & Lin, H. C.
(2009). Characterizing relationships between personal exposures
to VOCs and socioeconomic, demographic,; behavioral
variables. Atmospheric Environment, 43(14), 2296-2302.

Colman Lerner, J. E., Sanchez, E. Y., Sambeth, J. E., & Porta,
A. A. (2012) Characterization and health risk assessment of
VOCs in occupational environments in Buenos Aires,
Argentina. Atmospheric Environment, 55, 440-447.
Lexuan, Z., Stuart, B., & Chad, W. M. (2019). VOC sources and
exposures in nail salons: a pilot study in Michigan, USA.
International Archives of Occupational and Environmental
Health, 92(1), 141-153.
Kim, S. D., & Kim, C. H. (2008). The Physico-chemical
Character of Aerosol particle in Seoul Metropolitan Area. The
Seoul Institute, 9(3), 23-33.
Alaves, V. M., Sleeth, D. K., Thiese, M. S., & Larson, R. R.
(2013) Characterization of indoor air contaminants in a
randomly selected set of commercial nail salons in Salt Lake
County, Utah, USA. International Journal of Environmental
Health Research, 23(5), 419-433.
Kim, S. Y., & Eric, P. (2010). inAir: Sharing Indoor Air Quality
Measurements and Visualizations, In Proceedings of the
SIGCHI Conference on Human Factors in Computing Systems.
CHI, 1861-1870.
Francisco, P. W., Jacobs, D. E., Targos, L., Dixon, S. L.,
Breysse, J., Rose, W., & Cali, S. (2016). Ventilation, indoor
air quality, and health in homes undergoing weatherization.
Indoor Air, 27(2), 463-477.
Kim, N. H., Min, K. W., Cho, G. W., & Seo, D. J. (2017).
Health effects on workers and actual exposure of VOCs in the
nail shops. Journal of Korean Society of Occupational and
Environmental Hygiene, 27(1), 59-69.
Song, E., Cho, C. S., Lee, Y. J., Kim, T. Y., & Leigh, S. B.
(2004). A Study on the Effects of natural Ventilation in
Apartment unit focused on Indoor Air Quality and Cooling
Energy Consumption. ARCHITECTURAL INSTITUTE OF
KOREA, 24(2), 1023-1026.
Na, K. H., Son, J. S., Sung, K. J., & Jang, Y. K. (2005).
Comparative Efficiency Evaluation of Air Cleaners for
Improving Indoor Air Quality. Journal of Environmental
Impact Assessment, 14(3), 109-115.
Seo, K. S. (2004). The necessity and principle of air cleaner.
Magazine of the SAREK, 33(4), 8-11.
Lee, D. G, Jeong, G. Y, & Kang, C. D. (2016). The
Characteristic of Heat Storage/Release in Thermal storage type
Heat Exchanger. Society of Air-Conditioning and Refrigerating
Engineers of Korea, 1071-1075.
Lee, S. K., Kim, H. J., & Lee, J. K. (1989). A Study on the
Heat - Storage / - Release Characteristics of a Regenerative
Heat Exchanger Utilizing the Reversible Thermochemical
Reaction of Ca (OH)₂/CaO. Journal of the Korean Solar
Energy Society, 9(2), 22-30.
Lucattini, L., Poma, G., Covaci, A., Boer, J., Lamoree, M. H., &
Leonards, P. G. (2018). A review of semi-volatile organic
compounds (SVOCs) in the indoor environment: occurrence in
consumer products, indoor air and dust. Chemosphere,
201(2018), 466-482.

Young-Sang CHO, Ji-Bok CHUNG, Sung-Mo CHUN / KODISA INTERNATIONAL CONFERENCE: ICBE 2019 339-346

339

ICBE 2019 / ISSN: 2287-478X
https://doi.org/10.35646/kodisa.icbe.2019.7.5.339

Korean Customer Attitudes towards Unethical Retailers
Young-Sang CHO*, Ji-Bok CHUNG**, Sung-Mo CHUN***
1)2.

Abstract
This research aims to explore how Korean customers respond to the unethical business activities of retailers. The authors have developed the 6
hypotheses based on the literature review, and adopted the 4 hypotheses after removing the 2 hypotheses through discriminant validity analysis.
Amongst the 4 hypotheses selected, H 1 (community support), H 3 (environment protection) and H 6 (trading with unethical suppliers) related to
a retailer’s CSR business practices are accepted, whilst H 4 (product issues) is rejected. Surprisingly, Korean customers are not interested in a
product safety issue, when deciding a shopping store. Rather than emphasising cheaper prices to attract new customers or maintain existing ones,
it is demonstrated through the research that retailers have to pay their attention into their CSR activities. With respect to a retailer’s CSR
practices, the retailer’s social role has become more important than ever before, from a customer’s point of view.
Keywords: Retailer, Customer attitudes, Corporate social responsibility, Shopping behaviour, Store selection.

1. Introduction
Because of the decline of profit structure, it should be mentioned
that big box retailers have tried to avoid a direct price war by
developing innovative retail buying techniques like global sourcing,
retailer brand development and the improvement of buying power.
Furthermore, they tended to abuse their buying power to create
additional profit, regardless of ethical administration, until customers
started to boycott against unethical retailers. Such cases have been
witnessed worldwide.
In fact, retailing academicians have paid their attention to the
social responsibility of retailers (e.g. Abratt et al., 1999; Piacentini et
al., 2000; Jones et al., 2005; Wanger et al., 2008; Elg & Hultman,
2016, Cho & Kwak, 2018), whilst many researchers have been
interested in exploring how the unethical business activities of
manufacturers affect customer shopping patterns (e.g. Carroll, 1979;
Clarkson, 1995; Smith, 2003).
Although there are a huge number of studies investigated how the
corporate social responsibility of manufacturers influences customers
in Korea, it is not easy to find the researches associated with the
customer responses to the irresponsible business activities of retailers.
As pointed by Cho and Kwak (2018), Korean researchers have not
been interested in examining the social roles of retailers, until recent.
With the increased customer awareness of corporate social
responsibility, there is a need to look at the customer attitudes
* First Author, Professor of Industrial Channels and Logistics, Kong-Ju
National University, Korea. Tel: +82-10-4182-4664
E-mail: choyskr1@kongju.ac.kr
** Corresponding Author, Professor of Industrial Channels and Logistics,
Kong-Ju National University, Korea. Tel: +82-10-9266-5121
E-mail: jbchung@kongju.ac.kr
*** Senior manager of Business Administration Department, Small and
Enterprise and Market Service, Tel: +82-42-363-7742
E-mail: csm@semas.or.kr

towards irresponsible retailers.
This research, therefore, aims to explore how Korean customers
respond to the unethical business activities of retailers.
The remainder of this study is organized as follows. Firstly, the
authors will review the existing literatures associated with corporate
social responsibility (CSR), and then, develop a conceptualized
research model. Next, the researchers suggest data analysis techniques
to justify research results, and then, followed by the study findings.
Finally, the research implications are discussed and some
recommendations made for future research directions, together with
some research limitations.

2. Literature review and hypotheses development
2.1. Definition of corporate social responsibility
According to the research conducted by Luo and Bhattacharya
(2006), CSR is closely related with the financial performance
achievement. In other words, the companies that are less innovative,
in terms of taking a responsibility for social issues, might be faced
with poor financial statements, whilst others will generate more
long-term financial benefits. Regardless of industrial sectors, it is
evident that CSR is one of the most important elements to improve
return on investment.
Before reviewing existing literature to develop a conceptualized
research model, it is necessary to look at the meaning of CSR. As
pointed by Jones et al. (2005), there are a variety of definitions.
Boatright (1997) argued that CSR is the voluntary assumption that
companies have to take a responsibility beyond legal as well as
economic boundaries, whilst Brown and Dacin (1997) defined it as
the company’s business activities and status associated with its
perceived societal or stakeholder obligations. More surprisingly, it is
not easy to find out the universally agreed definition, as mentioned
by Frankental (2001) who highlighted that CSR is a vague and
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intangible term. What is important, nonetheless, is that CSR is
regarded as one of the most important management concepts in a
retailing industry, as noted by Anselmsson and Johansson (2007).
Based on the existing literature, although there is not the obvious
definition of CSR, the authors suggest that CSR refers to the
commitment that retailers contribute to social progress and economic
development, as noted by Brown and Dacin (1997).

2.2. CSR in a retailing industry
With respect to the key factors of CSR, Cannon (1992) stressed
that the social, economic and moral responsibilities of companies and
how to manage corporate responsibility activities are the main fields
of CSR. In the same vein, retailers have significantly invested a lot
of marketing resources in communicating their CSR initiatives with
key stakeholders such as their employees, investors, customers and
others.
Many researchers have considerably paid their attention to the
importance of CSR concept in a retailing industry (Schramm-Klein et
al., 2015). According to Schramm-Klein et al (2015), CSR-related
research field is divided into three categories: general / descriptive
study, customer behavior and retail strategy/performance in retailing,
in terms of study focus. Most of authors have focused on how
customers react to a retailers CSR initiatives. In particular, there are
a few researches exploring how much CSR concept influences a
company performance as well as retail strategy (e.g. Meiseberg &
Ehrmann, 2012; Homburg et al., 2013; Schramm-Klein et al., 2015).
Unlike retailing academicians, other authors were interested in
measuring the extent to which CSR business activities have really
made contribution to the improvement of financial statement at the
early stage (e.g. Moskowitz, 1972; Vance, 1975). Over time, the
research area concerned about CSR has been widely broadened. As
evidence, many researchers explored how much a retailer’s CSR
activity has an influence on a customer’s purchasing intention,
shopping behaviours and buying behaviours in terms of customer
behaviours (e.g. Mohr et al., 2001; Memery et al., 2005; Sen et al.,
2006). Furthermore, Yusof et al. (2011) investigated the relationship
between functional store image and corporate social responsibility. In
recent, research area has been extended into the examination of
relationship between a retailer’s social responsibility and its effect on
retailer brand products (Tofighi & Bodur, 2015).
Since 2000, there have been many researchers who argued that
CSR is regarded as one of the most important marketing vehicles to
develop a competitive advantage (e.g. Jones et al., 2005; Porter &
Kramer, 2006; Luo & Bhattacharya, 2006; Ganesan et al., 2009;
Wilson, 2015). By enhancing CSR initiatives from a retailer’s point
of view, similarly, there are many advantages which retailers can
enjoy. As one of representative examples, retailers are able to
improve brand awareness as well as their corporate reputations.
According to the empirical study conducted by Anselmsson and
Johansson (2007), they pointed that CSR actions can make customers
favourable to retailers, in terms of forming the consumer’s perception
of store image. Before their exploration, Wilson (2015) has already
found that a retailer’s social responsibility had a positive impact on
retailer reputations.
Together with Luo and Bhattacharya (2006), also, Perrini et al.

(2010) proposed that the efforts of retailers to take a social
responsibility will have a positive influence on forming customer
attitudes toward retailers and further, customer trust. Furthermore,
Ben Brik et al. (2011) highlighted that the positive effect on
business performance should be reinforced, if retailers strengthen
CSR activities. In addition, Schramm-Klein et al. (2015) argued that
CSR business practices made a contribution to financial performance,
even though CSR activities are closely related to expense.
On the other hand, some previous researches suggested
contradictory results (Bray et al., 2011; Fuentes 2015). With respect
to customer attitudes towards the retailers taking a social
responsibility, Bray et al. (2011) pointed that such a business activity
might not influence customer buying behaviours. Compared to the
positive research results in the past, they stressed that ethical
customer attitudes might not be connected with ethical buying
decisions, despite the fact that respondents said that an ethical issue
is regarded as one of the most important factors when purchasing
products. Through this study, the authors confirmed that customers
should be influenced by the following elements; individual price
sensitivity, personal experience, ethical obligation, lack of
information, quality perception, inertia in purchasing behavior,
cynicism, and guilt, rather than ethical attitudes.
In addition, Loussaief et al. (2014) argued that CSR business
practices can lead to the improvement of retailer image from
customer perception, whilst Lavorata (2014) found in recent that
CSR business activities have a positive impact on customers’
perceived store image. Schramm-Klein et al. (2015) also stressed that
CSR norms made customers loyal to retailers, as noted by Yusof et
al. (2011) who found that social responsibility image is closely
related to the degree of customer store loyalty. In terms of building
store loyalty, similarly, Gupta and Pirsch (2008) found that
commitment to CSR is able to play a significant role, improving the
degree of customer satisfaction. Furthermore, CSR can lead to the
higher levels of loyalty to retailer brand products (Mejri & Bhatli,
2014).
According to the study by McGoldrick and Freestone (2008), it is
found that the retailers who provide customers with ethical products
did not enjoy the effects of CSR activities on company performance,
that is to say, a CSR concept was not the core element when
making buying decisions, together with Wagner et al. (2008) who
pointed that retailers are not really rewarded, although significantly
making an effort to take a social responsibility. Additionally,
Lavorata (2014) pointed through the empirical study that the
favourable store image improved by CSR practices has nothing to do
with building store loyalty as well as a buying criterion, whilst
Boulstridge and Carrigan (2000) argued that CSR did not play an
important role as a decisive factor when buying products, compared
with price levels, quality levels and brand familiarity used as a
traditional criterion.
In the same vein, although a large number of studies have
addressed the positive relationship between CSR and financial
performance (e.g. Schramm-Klein et al., 2015), as noted earlier, some
researchers argued that there was statistically no the link between
CSR-oriented firms and profit improvement (Aupperle et al., 1985).
According to the empirical study carried out by Folkes and Kamins
(1999), although most of participants in experiment are aware of
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socially responsible attitudes, it is found that only 20% of them
picked up the products related to a social cause. It means that
customers are able to boycott against unethical retailers, but do not
reward ethical retailers. From a company’s point of view, there is an
asymmetrical attitude of purchasers, who are more likely to show
negative reactions to socially irresponsible retailers than to reward
responsible ones. Surprisingly, Webb and Mohr (1998) found that
76% of the respondents taking part in the survey conducted in 1996
said that they were willing to switch from one brand or shopping
place to another if the product price and quality are equivalent,
concerned about CSR activities.
As pointed by McGoldrick and Freestone (2008) and Lavorata
(2014), customers are less likely to pay a premium price to goods
produced ethically. Proportional to the increasing marketing resources
concerned about CSR business practices, if customers show that they
are willing to pay more to ethical products, it should be noted that
retailers competitively try to adopt a CSR concept without doubt. In
practice, however, it would be difficult to find this kind of tendency
in a retailing sector. As mentioned earlier, customers do not want to
pay their money in encouraging retailers to take a social role.
Surprisingly, however, Ellen et al. (2000) pointed that customers tend
to show different purchasing intention when they attribute CSR
norms, depending on whether CSR activities are a store’s
value-driven and strategic motivations or a store’s stakeholder driven
and egoistic motivations. In other words, whenever customers believe
that CSR concept is important when choosing a retailer, it should be
shown that their buying intention was enhanced. Nevertheless,
customers might show different attitudes towards the different CSR
activities of retailers (Ellen et al., 2000). As an example, although
customers emotionally support responsible retailers, they do not visit
such a store (Carrigan & Attalla, 2001).
Accordingly, some retailing academicians suggest that retailers
have to develop new communication skills to stimulate customers to
clearly understand why a retailer’s CSR initiatives is so important
and then, to pay premium price to ethical products (e.g. Frostenson
et al., 2011). In order to decrease the actual gap between the
positive argument of CSR activities and its real effects, rather than
directly communicating with customers, a few researches suggested
that retailers have to employ professional groups like NGOs and
media, as noted by Frostenson et al. (2011).
Although there are different arguments associated with the effects
of a retailer’s CSR practices on a company performance, what is
evident is that customers have become aware of a retailer’s social
responsibility. In other words, even though selecting an unethical
retailer as a shopping destination because of low price levels, they
feel that ethical consumption should be needed. As pointed by Kim
et al. (2014), when customers perceive store image in their mind,
they are more likely to regard whether retailers are socially
responsible or not as one of the important factors. First of all,
retailers are aware that customers tend to evaluate them, according to
their socially responsible business activities, whilst Klein and Dawar
(2004) found that CSR practices play an important role in a
customer’s product as well as brand evaluation process.

2.3. Categorization of CSR activities
As pointed by Sen and Bhattacharya (2001), the spectrum of CSR
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activities is too broad and diverse. Nevertheless, a comprehensive
summarization concerned about CSR business practices has been
done by Kinder, Lydenberg, Domini and Co. Inc. (1999). Based on
the database provided by 600 firms, CSR records were analyzed and
categorized into six groups. Associated with the broad
conceptualisation of CSR, CSR initiatives were decreased into six
broad domains: (1) community support, (2) diversity, (3) employee
support, (4) environment, (5) non-USA operations, and (6) products
(Kinder, Lydenberg, Domini, & Co. Inc., 1999). Before describing
the six CSR domains in more detail, it is necessary to bear in mind
that these CSR domains should be based on the data provided by
manufacturers, rather than retailers. It means, therefore, that the
authors will develop additional CSR domains such as trading-related
issues, leading right consumption culture and boycotting against
irresponsible suppliers, from a retailer’s point of view later.
Firstly, when it comes to a community support issue, there are
many different CSR initiatives. Basically speaking, this issue is
closely related to the social sponsorship of arts and sport programs,
charities, education and training enterprises, housing initiatives for the
poor, and local community (Anselmsson & Johansson, 2007). In
order to improve company reputations or get good corporate images,
it can be noticed that many retailers tend to invest a lot of
marketing resources supporting social communities.
Secondly, diversity includes much different discrimination in a
society. As examples, there are gender discrimination, racism, sexual
orientation, disability and so on. Basically, diversity-related social
issues are regulated by the government legislations in advanced
countries. Over time, customers are more likely to think that social
discriminations should be removed. In other words, they started to
emphasize human right.
Thirdly, associated with CSR practices, the authors look at an
employee-related issue. In terms of employee welfare system, there
are job security, wages, employee safety, incentives, profit sharing, a
trade union relation, and the forth. The previous researches concerned
about CSR shed light on the relationship between job-related factors
and corporate organization (e.g. Colvin, 2001; Moir, 2001). As part
of working culture within a company in the past, most of employees
used to be faced with many different types of verbal abuse or even
use of violence. In recent, there is the representative example that
one of chairmen threw peanuts into her employee with verbal abuse
(Kang, 2018).
Fourthly, companies have paid their considerable attention to the
protection of the earth. In addition, many academicians researched
how customers respond to the environmental issues. Regarding
environmental issues, there are many different things. In order to
protect environment, including companies, customers are interested in
the use of pesticide, pollutions, chemicals, animal welfare, and
recycling methods. In parallel with this kind of customer trend,
researchers studied the link between corporate social responsibility
and environmental issues (e.g. Carrigan & Attalla, 2001; McGlone,
2001; Lindgren & Hingley, 2003).
Fifthly, CSR business practices are closely related to non-domestic
operations. According to the database provided by 600 firms,
whether companies hire overseas labour or operate their factories in
countries with human right violations is characterized by one of CSR
domains. With respect to this issue, the M&S who is based on the
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UK as a department is regarded as one of the representative cases
which retailers failed in managing the link between CSR and child
labour, although children were often used to produce goods in the
past. After the child labour abused by M&S was reported in the
UK, British customers started to stop visiting shops, criticising
M&S’s CSR. As a result, this retailer is still struggling from poor
company performance.
Sixthly, CSR is closely associated with products. Without doubt,
product safety is one of the most important issues (Brown & Dacin,
1997), regardless of price levels and quality. As pointed by Cho and
Kwak (2018), product scandals such as food poisoning are more
likely to provoke boycott. As evidence, Japanese customers as well
as retailers declared a boycott against Yukijirushi who was
responsible for a Japanese milk scandal in 2000. In the end, a
company financial performance sharply decreased from 13 billion
dollars in 2000 to 6 dollars in 2017. Amongst product-related CSR
practices, product safety plays the most important role in maintaining
and attracting customers. As mentioned earlier, however, according to
the previous research carried by Carrigan and Attalla (2001),
customers might not visit such a retailer, if price levels are relatively
higher than others. In other words, regardless of whether a retailer is
responsible or irresponsible, if customers are able to financially get
some benefits by visiting shops, they do not care about CSR
concept.
In addition to the above six CSR domains, the authors propose
the seventh issue which is trading-related CSR practices. With regard
to the trading terms between retailers and suppliers, there are many
conflicts. Although the fair trading office has significantly made an
effort to supervise unfair trading terms to protect suppliers from
retail giants, there are many different types of unfair trading cases
resulting from buying power abuse. By using dominant position in
terms of trading relationship, there are some cases retail buyers are
involved in a crime such as receiving entertainment or taking cash
from suppliers. Apart from trading terms on the official contract
between retailers and suppliers, these business activities are often
witnessed. Retailers have, therefore, spend a lot of money
communicating their socially responsible behaviours with customers
to improve their store image (Gupta & Pirsch, 2008)
Lastly, the authors investigate whether retailers trade with
unethical suppliers, including manufacturers, influence customer
shopping attitudes. As seen in the Japanese case which Yukijirushi
CEO told a lie when a product scandal occurred in 2000, whether
retailers have to continue to provide such a brand product for their
customers or not should be illuminated here. In addition, there are
many CSR practices related to the issue concerned about suppliers’
CEO, such as sexual harassment, verbal abuse, violence,
gambling-related problem, and the forth. It is, therefore, interesting to
investigate how customers respond to the retailers who trade with the
suppliers faced with this kind of business practices. Furthermore,
how to react to the retailers who import products from autocratic
states should be mentioned from customer perception. As pointed by
the research conducted by Willman (2008), the retailers trading with
the country in which a dictator governs are more likely to
discourage customers to visit them. More interestingly, customers
want retailers to make a contribution to social development.
In fact, although there are a few studies analysed the roles of

retailer corporate social responsibility (e.g. Abratt et al., 1999;
Piacentini et al., 2000; Jones et al., 2005; Wanger et al., 2008; Elg
& Hultman, 2016, Cho & Kwak, 2018), it is difficult to find out
the cases that retailing academicians have suggested detailed
CSR-related business activities. Accordingly, based on the previous
researches, the authors categorise the above CSR activities into 6
domains, as seen in the Table 1.
Although the authors reviewed 8 CSR business activities, there is
a need to reduce by 6 areas from 8 ones, because of the similarity
between constructs from a retailer’s point of view. Amongst the
above 8 domains, a diversity construct is integrated into employee
support, whilst non-domestic operation domain is consolidated into
product area. It is, moreover, necessary to look at CSR practices
occurring in a retailing industry in more detail. Depending on the
different CSR practices provided by retailers, what is evident is that
customers will show different shopping behaviours. Even though
there are 8 CSR areas, it should be here mentioned that customers
might be differently influenced by their financial circumstances, ages,
education levels, personality, and the forth, as noted earlier.
Table 1: CSR business practices for retailers
No.

Domain

1

Community
support

2

Employee
support

3

Environment

4

Products

5

Trading
terms

6

Trading with
unethical
suppliers

Practices
Supporting charity foundation
Supporting sport, arts, health programs
Sponsorship of education and training
Sponsorship of local community
Donations like rice, noodles and so on for
disable, elderly and poor people, Etc.
Concern for safety, Job security, Union relations
Fair-minded wages, Working hours, Profit sharing
Education system, Verbal abuse or violence,
Racism, Sexual orientation, Disability, Labour
market legislation, Etc.
Decrease of an amount of Waste, Pollutions
Environment-friendly retailer brand product,
Animal welfare, Recycling, Etc.
Product safety(food poisoning), Country of origin
Ethical sourcing, Product quality, Fair trade
product
Cheating country of origin, Importing overseas
products, Etc.
Return, Production cost cut, Price cut, Rebate
requirement, Term of contract, Etc.
Accounting scandals, Producing unsafe products,
Bad company reputations, Forcing market channels
to buy products, Supporting unethical
communities, Child labour, Violation of human
right, Etc.

Source: Adapted from Sen & Bhattacharya (2001), Anselmsson &
Johansson (2007), Schramm-Klein et al. (2015).

3. Hypotheses development
Before developing research hypotheses, it should be noted that the
customer perception of a retail outlet tends to influence retailer
evaluation process and the customer’s store image is formed by their
perception, as pointed by the previous study conducted by Baker et
al. (1994). In the same vein, it would be expected that each CSR
domain will influence customer attitudes towards retailers positively
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or negatively, and further whether customers visit retail shops in
reality or not. As a consequence, it can be said that 6 CSR domains
have a different impact on selecting a socially responsible retailer as
well as a customer’s store selection process.
On the other hand, although customers show positive attitudes
towards a socially responsible retailer, it should be noted that they
might go to the irresponsible retailer with the lowest price level, as
pointed out by Carrigan and Attalla (2001).
First of all, after developing the research hypotheses on the basis
of literature review result, whether they are available or not have to
be tested, in terms of data analysis. Based on the above literature
review, the authors will suggest the following hypotheses:
H 1: Community support practices positively influence store
selection.
H 2: Employee support activities have a positive impact on
choosing a store.
H 3: The efforts to protect environment make a positive effect on
store selection.
H 4: Product issues positively affect store selection.
H 5: Fair trading terms play an important role in choosing a
retailer.
H 6: Trading with unethical suppliers has a negative impact on
selecting a retailer.
.

4. Research methods
In order to achieve a research goal, it is necessary to adopt a
right research technology. Before analyzing data, also, a research
sample size should be determined. The developed questionnaire
should be, moreover, pretested, to make respondents easier to
understand questions. Accordingly, before distributing questionnaires,
the research pretested the questionnaire designed from January to
February in 2019 with 20 interviewees aged from 10s to 70s during
a month.

4.1. Data Collection
In terms of data collection, how the authors have gathered
customer information should be noted here. With the pretested
questionnaire, data gathering was conducted from the beginning of
April to the mid of May in 2017 in Seoul and Chung-Nam
province. As a research population, 380 questionnaires were
distributed to the respondents aged from 10s to 70s. Amongst the
distributed 380 questionnaires, 355 were returned, but available
questionnaires were 345. Consequently, its real response rate reached
to 90.8 %.
To test the hypotheses developed by the authors, data were
collected by means of a self-administered questionnaire and 5-point
Likert scale was used throughout the study. 345 samples were
analyzed after excluding incomplete or unfaithful questionnaires. In
<Table 2>, you can find the demographic profile of respondents.

Table 2: Demographic Analysis
Demographic factors

Age

Education

Frequency

%

~ 19

5

1.4

20 ~ 29

138

40.0

30 ~ 39

71

20.6

40 ~ 49

73

21.2

50 ~ 59

43

12.5

60 ~ 69

13

3.8

70 ~

2

.6

Middle school

7

2.0

High school

199

57.7

Bachelor’s degree

126

36.5

Graduate or more

13

3.8

Female

236

68.4

Gender

Income
(M won)

Male

109

31.6

~ 200

177

51.3

200 ~ 299

82

23.8

300 ~ 399

49

14.2

400 ~ 499

14

4.1

500 ~ 599

14

4.1

600 ~

9

2.6

4.2. Reliability and validity test
Using SPSS 21, confirmative factor analysis using principal
component analysis was performed and details are displayed in
<Figure 2>. The KMO (Kaiser-Meyer-Olkin) index was 0.89, which
shows the adequacy of factor analysis. For the reliability verification,
the values of Cronbach alpha and Average Variance Extracted (AVE)
are calculated. As you can see in <Table 3>, the value of Cronbach
alpha exceeded over 0.8 and the value of AVE exceeded over 0.5.
Thus, the reliability and convergent validity seems to be secured
(Fornell & Larcker, 1981). To test the discriminant validity of
research model, correlation and AVE were compared in <Table 4>.
Since the square roots of all AVE are greater than correlation
values, the discriminant validity of all variables seems to be
acceptable.
After discriminant validity analysis, the authors removed H2 and
H5 amongst 6 hypotheses, and then, adopted the 4 hypotheses.

4.3. Hypotheses Test
The results of hypothetical analysis using multiple regression are
displayed in <Table 5>. First, the value of VIF are below 10 and
we can confirm there is no multi-collinearity among variables.
Second, the independent variable (community support) had a
significant effect on the dependent (store selection)(β=0.195, p<.01).
Third, the independent variable (product safety) had not a significant
effect on the dependent (store selection)(β=0.025, p>.05). Fourth, the
independent variables (trading with unethical suppliers) had a
significant effect on the dependent (store selection)(β=0.282, p<.01).
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Table 3: Confirmative factor analysis for variables
Variables

Measurement
Cs1
Cs2
Cs3
En1
En2
En3
Ps2
Ps3
Tw1
Tw2
Tw3
Ss1
Ss2
Ss3

Community Support

Environment
Product Safety
Trading with
unethical suppliers
Store Selection

Factor Loading
.853
.855
.727
.810
.813
.822
.853
.805
.669
.820
.808
.877
.878
.900

Eigen value

Variance (%)

1.418

10.127

1.693

12.095

.656

4.686

.875

6.247

7.245

51.751

Mean
3.92
3.93
4.13
4.27
4.20
4.19
4.32
4.32
4.24
3.97
4.20
2.96
2.98
2.81

S.D
1.20
1.15
1.11
1.12
1.16
1.16
1.09
1.08
1.17
1.18
1.21
1.32
1.37
1.33

Cronbach alpha

AVE

0.849

0.662

0.951

0.664

0.892

0.687

0.852

0.591

0.929

0.783

Table 4: Correlation and AVE

Community Support

CS

EN

PS

TW

SS

AVE

1

.599**

.408**

.452**

.423**

0.662

1

.655**

.619**

.459**

0.664

1

.634**

.383**

0.687

1

.480**

0.591

1

0.783

Environment
Product Safety
Trading with unethical suppliers
Store Selection
** p< .01

Table 5: Hypotheses test results
Dependent. Independent
Variable
Variable

Store
Selection

β

B

S.E

(constant)

-.317

.290

CS

.241

.071

.195

EN

.174

.081

PS

.031

.080

TW

.340

.076

t

p

tolerance

VIF

3.405 .001

.631

1.586

.152

2.137 .033

.410

2.436

.025

.385

.701

.486

2.056

.282

4.459 .000

.517

1.936

-1.094 .275

5. Research results
Based on the data analysis, the authors found that Korean
customers are become aware of the social issues related to a
retailer’s social responsibility, when selecting a shopping destination.
First of all, when deciding where Korean customers buy products or
services, they tend to regard how much a retailer donates its
resources to social communities and helps disabled people. In other
words, the first hypothesis that community support practices
positively influence store selection is accepted.
Secondly, Korean customers are more likely to take part in
protecting the earth. The hypothesis that the efforts to protect
environment make a positive effect on store selection is accepted.
Surprisingly, thirdly, unlike the previous research which product
safety is regarded as one of the most important issues, the authors
found that Korean consumers are not interested in the retailer’s CSR
business practices associated with product safety. Consequently, H 4
is rejected as a research hypothesis.
Finally, with the increasing interest in a retailer’s CSR activities,
customers seem to discourage retailers to stop trading with unethical

suppliers. Through data analysis, the research found that the fact that
a retailer purchases the products supplied by unethical manufacturers
or vendors has a negative impact on a customer’s store selection.
Therefore, H 6 is accepted.

6. Conclusions
Based on the research results, there are some managerial
implications. Rather than emphasising cheaper prices to attract new
customers or maintain existing ones, it is demonstrated through the
research that retailers have to pay their attention into their CSR
activities. With respect to a retailer’s CSR practices, the retailer’s
social role has become more important than ever before. From a
customer’s point of view, retailers are not the simple middleman
between consumers and suppliers. Over time, Korean customers
significantly want retailers to make a contribution to the social
development.
Although employee support practices and keeping faire trading
terms were not accepted as research hypotheses, and further, product
safety-related hypothesis was rejected, it can be expected that those
business practices should influence a customer’s store selection
process in future.
On the other hand, there are some research limitations. In terms
of research populations, its size is smaller to generalise the Korean
customer attitudes towards unethical retailers, and respondents were
focused on the 20s and 30s.
As a consequence, the research suggests that Korean retailing
academicians should take into account research population size and
regional difference to generalise Korean customer attitudes in the
future, when studying similar research topics. In addition, this kind
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of research should be continued over time, because of changing
customer perceptions.

Folkes, V.S., & Kamins, M.A. (1999). Effects of
information about firm’s ethical and unethical actions
on consumer attitudes, Journal of Consumer
Psychology, 8(3), 243-259.
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Abstract
This paper examines the value relevance of socially responsible activities in the Korean retail firms. Recent studies generally predict positive
relationships between socially responsible activities and the value of corporation. We use the environmental score, social score, governance score
and the sum of these three scores to represent a fim’s effectiveness of socially responsible activities. These scores are published by the Korean
Corporate Governance Service. This paper adopts a share price valuation model to evaluate the effect of socially responsible activities on a
firm’s share price, which controls for the book value per share and earnings per share. The ordinary least square method is employed to
examine the relationship. The sample of Korea retail firms is examined from 2011 to 2016. We also conduct sub-sample analysis based on the
categorization of chaebol affiliates and non-chaebol affiliates. The entire sample analysis finds neither negatively nor positively significant
relationship between socially responsible activities and the value of a corporation. In contrast, our examinations find a significantly positive
valuation effect of social score within non-chaebol retail firms. The results weakly support the positive valuation effect of socially responsible
activities. The results are in line with recent studies that highlight heterogeneous effects of socially responsible activities on corporate policies
and valuation.
Keywords: Chaebol Affiliates, Corporate Social Responsibility, ESG score, Retail Industry, Valuation.

1. Introduction
Corporate social responsibility (CSR) indicates a firm’s operational
practice toward public good beyond the requirement of law. The
CSR strategies aims toward enhancing long-term profits with
sustainable growth plans. By establishing a good relationship with
investors and society, an active engagement in CSR practice may
enhance the equity value of a corporation. In particular, retail firms
take significantly care of CSR performances because the retail firms
have to satisfy the needs of individual customers, highly influenced
by the media image of the retail firms.
We investigate how a retail firm’s socially responsible activity
affects the valuation of its firm. Socially responsible firms tend to
meet with the ethical demands of shareholders and accordingly
obtain a higher valuation from investors. In fact, Yoon et al. (2018)
argue that firms with active engagement in socially responsible
activities have a larger firm value by adopting the valuation model
of Ohlson (1995) in the sample of Korean firms.
We test whether more socially responsible firms have a higher
* This research was supported by the Soonchunhyang University
Research Fund.
** Corresponding Author, Assistant Professor, Department of
Economics and Finance, Soonchunhyang University Korea.
Tel: +82-41-530-1227 E-mail: sch35@soon.ac.kr
*** First Author, Assistant Professor, College of Economics and Finance,
Hanyang University, Korea.
Tel: +82-2-2220-1036. E-mail: jeonglee@hanyang.ac.kr

firm valuation within the sample of Korean retail firms. For this
purpose, we choose the Korean retail firms publicly traded in the
financial market, mainly in the Korean Exchange. We use
combinations of environmental score, social score, and governance
scores to proxy the retail firm’s engagement in socially responsible
activities. The valuation model of Ohlson (1995) is adopted to
examine the relationship between CSR performances and a
corporation’s valuation. Various specifications of cross-sectional
regression models are adopted to examine whether CSR performance
affects a firm’s shareholder value.
Recent analyses highlight that the effect of CSR performance on
corporate valuation and policies is not equal across all corporations.
In the Korean market, especially, large conglomerates managed by a
family, chaebol affiliates, are shown to have different implications on
the effectiveness of CSR practices on the valuation of firms. For
instance, Yoon et al. (2018) show that the practice of corporate
governance influences the value of corporation differently between
chaebol affiliates and non-chaebol affiliates. We also follow this
categorization within the sample of the Korean retail firms.
The main findings of our work can be summarized as follows.
First of all, we find neither negatively nor positively significant
relationship between socially responsible activities and the value of a
corporation when we aggregate all of the environmental, social, and
governance to measure the individual firm level CSR practices
(hereafter, ESG score). The categorization of chaebol affiliates and
non-chaebol affiliates does not influence the results.
This result might be closely related to the characteristics of
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aggregate score. As argued above, retail firms take care of the needs
of individual customers directly. Such individual consumer may not
value environmental score significantly because the retail industry is
not a manufacturing one and does not emit pollutant substantially.
Furthermore, individual consumers may not have enough background
for the governance activity of corporation. Accordingly, the mix of
environmental, social, and governance score may not influence the
value of corporation significantly probably due to the characteristics
of customers in the retail firms.
To overcome such kind of problems, we next separately use the
environmental score, social score and the governance score for the
above three samples of corporations. Our estimation results show that
the social performance of the retail firms has a positive valuation
effect within non-chaebol affiliates. We find insignificant valuation
effects of CSR performance when we use the environmental score or
the governance score as a proxy variable for the CSR performance
of the retail corporations.
Economic conditions of non-chaebol affiliates may be tightly
associated with the above findings. The individual retail firm
belonging to chaebol affiliates may not solely determine the
brand-image of their firms. The overall brand image of its
conglomerates critically influences the reputation and brand value of
the individual retail firm, which may induce a weak connection
between CSR performance and firm value. However, the social
performance of a retail corporation may enhance the value of
corporation significantly within non-chaebol affiliates, consistent with
the prediction of Yoon et al. (2018).
This research contributes to the extant studies in a number of
ways. Most of all, we find evidence generally arguing against the
value enhancing aspect of corporate social responsibility in the retail
industry. For the case of ESG score, the environmental score, and
governance score, we find no significant relationship between CSR
performance and firm value, unlike the evidence of Yoon and Lee
(2019) in the sample of entire Korean market.
However, we find a significant valuation effect of social score
within non-chaebol affiliates, which weakly supports the value
enhancing theory of CSR performance. The result also highlights the
significance of firm or industry characteristics in determining the
effect of CSR practices on corporate valuation. The characteristics of
retail industry that directly deal with individual consumers may
provide an economic explanation behind insignificant effect of the
environmental score or governance score on the valuation of firms.
The different economic conditions in between chaebol affiliates and
non-chaebol affiliates may influence the valuation effect of CSR
performances as highlighted in Yoon et al. (2018) and Yoon and
Lee. (2019).
This paper is organized as follows. Section 2 provides the review
on extant literature. Section 3 explains the sample selection and our
empirical strategy. Section 4 presents the main findings from the
empirical estimations. Section 5 provide conclusions.

2. Literature Review
2.1. Review on Related Literature
In the literature of CSR research, it is important to use

uniformly comparable CSR information. The concept of ESG was
firstly proposed within the United Nations Principles of Responsible
Investment; the report argues that the investors take account of
ESG scores as an significant factor in the decision of investment.
The ESG score evaluates a corporation’s environmental practice,
social performance, and corporate governance activity. A
corporation’s environmental practice point to its effort to cut down
resource consumption and emissions. A corporation’s social practice
points out respecting human rights, community relations, and product
responsibility. A corporation’s governance practice indicates the
protection of shareholder rights and monitoring systems on CEOs.
Recent studies have promoted the value-enhancing theory of CSR
performance. A firm’s CSR performance positively influences the
value of firm directly and indirectly, and thus increase the value of
firm. The CSR performance increases operating performance
(Brammer & Millington, 2005) and improves the reputation of a
corporation (Porter & Kramer, 2002). A firm’s social performance
also raises employees’ productivity (Valentine & Frischman, 2008).
All of these studies indicate the value enahncing perspective of CSR
performances.
In the context of the Korean market, Yoon et al. (2018) directly
investigate the value enhancing theory of a firm’s CSR performance.
By using the valuation model of Ohlson (1995), they show that CSR
performances have positive valuation effects in the Korean financial
market and have less significant valuation effect in environmentally
sensitive industries. They also found a strong valuation effect of
governance score in chaebol affiliates.
Our work is also tightly associated with a branch of literature
investigating the firm/industry level heterogeneity in the effectiveness
of CSR practices on corporate policies and values. For instance, Lin
et al. (2015) confirm that each individual firm has heterogenous CSR
requirements, which significantly differ across the characteristics of
corporations. Miralles-Quirós et al. (2018) document that the
valuation effect of CSR practice is more significant for firms
belonging to environmentally sensitive industries.
In the Korean financial market, such an emphasis on the
firm-level heterogeneity is examined from the perspective of the
large family owned conglomerate, chaebol. For example, Yoon et al.
(2018) highlight that the valuation effect of CSR performance is
different in accordance with the categorization of chaebol and
non-chaebol groups. Yoon and Lee (2019) also highlight that CSR
practice affects the information asymmetry differently across chaebol
and non-chaebol affiliates in the Korean financial market.

2.2. Development of Hypothesis
As argued in Yoon et al. (2018), a corporation’s superior quality
of environmental and social practices may promote their shareholder
value by positively influencing the market price of a share.
H1: Socially responsible retail firms have a higher stock value.
However, as highlighted in Yoon and Lee (2019), chaebol
affiliates may face different economic environments. For instance, the
brand image of an individual retail firm belonging to a chaebol may
be significantly influenced by the entire brand image of the chaebol.
Thus, the individual retail firm’s CSR practice may not significantly
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influence the value of the retail firm because the overall CSR
performance of the group may have more significant implications on
the retail firm’s value.
H2: CSR performance of a retail firm within chaebol affiliates
may have weaker valuation effect.
This paper tests these two empirical predictions within the sample
of Korean retail industry.

operated by controlling shareholders or the family members of
founders. By adopting the criterion of the Korean Financial
Supervisory Service, we make the groups of chaebol affiliates and
non-chaebol affiliates.

3.2. Descriptive Statistics
Table 1: Summary Statistics.
Variables

Mean

Median

p25

p75

SD

ESG-Score

250.13

239.00

167.00

308.00

115.79

3. Sample Selection and Empirical Methods

E-Score

68.83

54.00

15.50

107.50

61.09

S-Score

88.43

72.00

53.00

115.50

51.52

3.1. Data and Empirical Models

G-Score

92.25

94.00

73.00

107.00

28.83

PRICE

49.21

8.46

1.73

48.09

103.59

BPS

57.87

10.17

2.25

44.28

133.40

EPS

2.60

0.37

-0.04

2.65

11.02

To examine how CSR performances affects the market valuation
of corporation, we use the valuation model of Ohlson (1995). To
examine the relationship between market valuation and accounting
information, Ohlson (1995) sets a firm’s market value of equity as a
function of a set of accounting information. This set of accounting
information includes
future earnings, dividends, and book asset
values. Miralles-Quirós et al. (2018) use a modified version of the
valuation model of Ohlson (1995). They incorporate book value per
share and earnings per share as the primary accounting variables in
the valuation model. Based on the model, we include a variety of
independent variables to proxy a corporation’s CSR performance. The
following empirical model summarizes our benchmark specification:
             

The dependent variable represents the value of shareholder and we
use the share price, P. The subscript i and t indicate an individual
firm .i at the end of year t. CSR represents a variety of CSR
performance measure. We use the total of environmental score, social
score and corporate governance score as a benchmark measure of
CSR performance. We also use three individual component of ESG
score separately to proxy a retail firm’s significance of CSR
performance. The variable, BPS, indicates the book value of asset
per a share. EPS indicates a firm’s net income per a share of stock.
We use the method of ordinary least square to estimate the above
empirical model. All of the aformentioned variables undergo
winsorization process with 1% level as a cutoff value. This
winsorization process mitigate the potential problems from outlier
observations.
We adopt two different types of data source in the examination
of our empirical model. The first data source is related to accounting
information in the valuation model of Ohlson (1995). The accounting
information for share price, BPS and EPS is obtained from
DataGuide. All of this information is measured at the end of each
fiscal year. To proxy a firm’s CSR performance, we use the
environmental score, social score and governance score graded by the
Korean Corporate Governance Service.
We categorize a specific retail firm as a member of chaebol
affiliates by using the report of the Korean Financial Supervisory
Service. Based on the categorization of the Korean Financial
Supervisory Service, chaebol is a large business conglomerate that
has total book assets over ₩2 trillion. The business group is also

Table 1 documents the descriptive statistics for the variables used
in testing our hypotheses. The proxy variables for CSR performances
and the variables used in the valuation model of Ohlson (1995) are
considered in the table. In particular, the ESG score, the
environmental score, the social score, and the governance score are
used as the proxy variables for CSR performance of the Korean
retail firms. Split-adjusted stock price, the book value per share, and
the net income per share variables are included as well. The mean
and median values are firstly reported in the table. The table also
contains the statistics of 1st quartile, 3rd quartile and the standard
deviation.
Table 1 points to significant variations in the proxy variables for
CSR performances. For instance, the average value of ESG score is
250.13 and its standard deviation is 115.79, which is quantitatively
sizable. Each individual component of the ESG score also shows
similar mean and variance patterns. Such a significant variation of
the independent variables allows us to examine an economically
meaningful relationship between CSR performances and the share
price of retail firms.
Table 1 also indicates that the environmental score contributes less
significantly to the overall ESG score. While the mean values of the
social and governance scores are 88.43 and 92.25, respectively, the
mean of the environmental score is 68.83, which is significantly low.
This unequal contribution might be related to the characteristic of the
retail industry. The retail industry is not categorized as an
environmentally sensitive industry, which implies that the retail firms
may have limited incentives to pay attention to environmental issues.
Therefore, the retail firms may not receive high grade in the
evaluation of the environmental score.
Furthermore, Table 1 point out that all variables of interests show
right skewed distributions. The mean values of all variables in Table
1 are higher than their corresponding median values. This tendency
is not influenced whether we consider the proxy variables for CSR
performances or the control variables for the valuation model of
Ohlson (1995).
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Table 2: Pairwise Correlation Coefficients.
No.

Variable

1

1

ESG-Score

1.000

2

3

4

5

6

2

E-Score

0.908

1.000

3

S-Score

0.904

0.739

1.000

4

G-Score

0.505

0.238

0.309

1.000

5

PRICE

0.494

0.452

0.512

0.112

1.000

6

BPS

0.517

0.499

0.526

0.079

0.912

1.000

7

EPS

0.288

0.194

0.347

0.124

0.521

0.402

7

CSR performances and the equity value of retail firms. All of the
coefficients on the proxy variable for CSR performances are not
statistically significant. For instance, the coefficient on the ESG-score
is at 0.009, which is positive but not statistically significant. All
other coefficients on the proxy variables for CSR performances are
not statistically significant, either.
Table 3: CSR and Share Price
Price

1.000

ESG-Score

Price

Price

Price

0.009
(0.42)

Table 2 presents the pairwise correlation coefficients for the
variables in Table 1. The proxy variables for CSR performances and
the variables used in our valuation model are examined.
Table 2 provides a couple of interesting results. First of all, the
table shows a strong correlation between the ESG scores, and its
environmental/social score component. For instance, the correlation
coefficient between E-score and ESG-score is substantially high at
0.908. The coefficient between S-score and ESG –score is also quite
high at 0.904. Yet, the correlation coefficient between E-score and
S-score is 0.739, which is not as high as their corresponding
coefficients with the ESG score.
Table 2 also indicates significantly positive correlations between
price and the proxy variables for CSR performances. Except the
governance score, the share price of the retail firms has positive
correlation with CSR performance variable around 0.5. For instance,
the correlation coefficient between price and the ESG-score is 0.494,
These significantly positive correlations support the value enhancing
aspect of socially responsible activities consistent with the result of
Yoon et al. (2018) in the Korean market.
It is also noteworthy that the price variable has significantly large
correlation with the book value per share and the earnings per share
as argued in Ohlson (1995). Such large correlation coefficients imply
that the significantly positive correlation coefficients between CSR
performances and share price may change when we examine
cross-sectional regression models that control for the effects of BPS
and EPS altogether.

4. Empirical Results
Table 3 reports our estimation results of the valuation model of
Ohlson (1995) by using the sample of Korean retail firms. We
consider the total ESG-score and each individual component of the
ESG score as a proxy variable for a firm’s CSR performance. In
particular, we examine the environmental score (E-score), the social
score (S-score), the governance score (G-score), and the ESG score
separately for each column. The table also incorporates BPS and
EPS as the set of control variables. The table contains the
coefficients from our estimations and their corresponding t-values (in
parenthesis). The number of sample observations and the value of
adjusted R2 are reported as well. Our empirical hypothesis of H1
implies significantly positive coefficients on the proxy variables for
CSR performances.
Table 3 reports neither positive nor negative relationship between

E-Score

-0.005
(-0.12)

S-Score

0.019
(0.39)

G-Score

0.084
(1.10)

BPS

0.646***
(32.40)

(32.42)

(32.54)

(36.66)

EPS

1.732***

1.741***

1.726***

1.717***

(8.02)

(8.10)

(7.92)

(7.97)

Intercept

0.651***

0.647***

0.650***

4.990

7.331**

5.583

-0.543

(0.92)

(2.23)

(1.24)

(-0.07)

N

324

324

324

324

adj. R-sq

0.859

0.859

0.859

0.859

The signs of ***, **, and * indicate statistical significance at 1%, 5%
and 10% levels, respectively.

This finding is inconsistent with a highly positive correlation
between CSR performances and the equity price of retail firms,
documented in Table 2. For example, Table 2 indicates that the
correlation coefficient between the ESG score and the share price of
retail firm is 0.494. This result implies that the accounting information
reflected in BPS or EPS provide more significant information related
to the determination of curren level of share prices. In fact, all of the
coefficients on BPS and EPS turn out statistically significant.
This finding is not well aligned with the first hypothesis of this
paper. To be specific, the finding contradicts the empirical result of
Yoon et al. (2018). They show significantly positive valuation effects
of CSR performances in the Korean financial market. The
environmental score and the social score are shown to have positive
valuation effects even if the variable individually proxies the
performance of CSR in the market.
Table 4 estimates the same empirical models of Table 3 but it
restricts the sample of firm-year observations to chaebol affiliates. In
line with Table 3, the E-score, the S-score, the G-score and the ESG
score are used as a proxy variable for a retail firm’s CSR performance.
The dependent variable is the share price and the control variables
for the regression are BPS and EPS. Table 4 documents the
coefficients from our empirical examinations and their t-values (in
parenthesis). The number of sample firm-year observations in chaebol
affiliates and the value of adjusted R2 are reported as well.
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Table 4: CSR and Share Price in Chaebol Affiliates
ESG-Score

Price
-0.025
(-0.55)

E-Score

Price

Price

-0.058
(-0.71)

S-Score

-0.095
(-0.97)

G-Score
BPS
EPS
Intercept
N
adj. R-sq

Price

0.643***
(21.72)
1.806***
(5.60)
19.346
(1.28)
134
0.850

0.646***
(21.37)
1.776***
(5.49)
16.917*
(1.81)
134
0.850

0.646***
(22.43)
1.843***
(5.68)
22.468*
(1.79)
134
0.851

0.207
(1.16)
0.638***
(23.57)
1.753***
(5.43)
-8.803
(-0.47)
134
0.851

The signs of ***, **, and * indicate statistical significance at 1%, 5%
and 10% levels, respectively.

Table 4 presents statistically insignificant relationship between the
set of CSR performance measures and the share price of retail firms
belonging to chaebol affiliates, For instance, the coefficient on the
ESG score is –0.025 and its value is not statistically significant even
at 10% level. The negative coefficients are observed for the case of
E-score and S-score while these coefficients are still statistically
insignificant. In case of the G-score, the coefficient is positive but
does not reject the null hypothesis of zero effect of CSR
performance on the value of a corporation.
The results imply that CSR performances do not have positive
valuation effects even if we consider the sample of chaebol affiliates,
To put it another way, our first empirical hypothesis is not
supported within chaebol affiliates, These results are also consistent
to the results based on the entire sample of retail firms documented
in Table 3, which suggests the robustness of our results in Table 3.
The results are inconsistent to the positive valuation effect reported
in Yoon et al. (2018) in the Korean financial market as well
Table 5: CSR and Share Price in Non-Chaebol Affiliates
ESG-Score

Price
0.017
(0.76)

E-Score

Price

Price

0.008
(0.21)

S-Score

0.144**
(2.26)

G-Score
BPS
EPS
Intercept
N
adj. R-sq

Price

0.750***
(6.85)
0.850**
(2.27)
0.636
(0.14)
190
0.224

0.759***
(6.97)
0.865**
(2.30)
3.427
(1.40)
190
0.221

0.693***
(6.21)
0.803**
(2.16)
-4.331
(-1.08)
190
0.242

-0.017
(-0.32)
0.761***
(6.99)
0.871**
(2.32)
5.264
(1.04)
190
0.222

The signs of ***, **, and * indicate statistical significance at 1%, 5%
and 10% levels, respectively.
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Table 5 uses the sample of non-chaebol affiliates in the
examination while the table estimates the same empirical models
described in Tables 3 and 4. The E-score, the S-score, the G-score
and the ESG score are still analyzed as our main variables of
interests. In line with the valuation model of Ohlson (1995), we
employ the share price of each retail firm as the dependent variable,
and we control for the effect of book value per share and earnings
per share. Table 5 reports the coefficients and their t-statistics (in
parenthesis). The number of sample firm-year observations within
non-chaebol affiliates and the value of adjusted R2 are included as
well.
Table 5 provides significantly different results compared to those
of the previous tables. The social score turns out to have
significantly positive valuation effects on the share price of retail
firms within non-chaebol affiliates. The estimated coefficient on the
social score is 0.144, which is also quite larger than the other
estimated coefficients in Table 5. The table also shows that the
coefficients on the E-Score, the G-score and the ESG score are still
statistically insignificant.
The results of Tables 4 and 5 support our second hypothesis
predicting a weaker valuation effect of CSR performances within
chaebol affiliates. While the social performances of retail firms
within non-chaebol affiliates have significantly positive valuation
effects on the share price, all of the CSR performance variables do
not impact the value of corporation significantly within the sample
of chaebol affiliates.
The results might be closely associated with recent studies
focusing on the role of chaebol categorization in determining the
relationship between CSR performances and corporate policies. For
instance, Yoon and Lee (2019) highlight that chaebol affiliates may
have different economic environments compared to non-chaebol
affiliates. As argued above, the brand image of an individual retail
firm belonging to a chaebol may be significantly affected by the
overall brand image of the chaebol group. Therefore, the individual
retail firm’s CSR performance may not significantly enhance the
value of the retail firm because the CSR performance of the chaebol
group may have more significant implications on the value of an
individual retail firm.
The significant impact of social score in enhancing the value of
firms appears to be closely associated with the characteristics of
retail industry. Most of all, retail firms take care of the demands of
individual customers directly and accordingly are not categorized into
environmentally sensitive ones unlike other manufacturing industries.
Accordingly, the valuation effect of environmental performance may
not be strong as reported in Tables 3, 4 and 5. Furthermore, such
individual consumers may not have enough backgrounds for
understanding the governance activity of corporation, which limits the
potential influence of good governance practice of retail firms on
share prices.

5. Conclusions
This study examines whether a firm’s CSR performances have
positive valuation effects in the Korean retail industry. Specifically,
recent studies argued that socially responsible firms are more likely
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to satisfy the ethical demands of shareholders and accordingly obtain
a higher valuation from the market. In the overall Korean financial
market, Yoon et al. (2018) actually confirm positive valuation effects
of CSR performances by adopting various specifications of empirical
models.
To test this hypothesis, we choose the Korean retail firms
publicly traded in the financial market from 2011 and 2016. We use
various combinations of the environmental score, social score, and
governance scores offered by the Korean Corporate Governance
Service. The valuation model of Ohlson (1995) is adopted to
investigate the relationship between CSR performances and a retail
firm’s share price. Because a number of recent studies highlights the
heterogenous effects of CSR performance across firms with different
characteristics, we also conduct a subsample analysis in accordance
with the categorization of chaebol affiliates and non-chaebol affiliates,
consistent to recent studies such as Yoon et al. (2018).
Our empirical analysis finds nither negatively nor positively
significant effects of CSR performances on the equity value of retail
firm when we examine the entire sample of retail firms. This result
is robust whether we consider various combinations of CSR
performance measures in the examination. In contrast, our subsample
analysis confirms significantly positive valuation effects of the social
performance within non-chaebol affiliates, while no significant
valuation effect is confirmed within the sample of chaebol affiliates.
This finding might be closely related to the characteristics of
retail firms. Retail industry is not considered as an environmentally
sensitive one, which may reduce the positive valuation of
environmental performance within the retail firms. Moreover, the
retail firms may have to satisfy the demand of individual consumers
directly who pay limited attention to the exact governance structure
of a corporation. Accordingly, the environmental and governance
performances may not have significant valuation effects within the
sample of retail firms.
Economic conditions of chaebol affiliates may be also tightly
associated with the above findings. The individual retail firm
belonging to chaebol affiliates may not solely improve its
brand-image by more actively engaging in socially responsible
activities. The overall brand image and socially responsible activities
of its conglomerates may affect the value of firm more significantly.
Thus an individual firm’s CSR performance measure only partly
capture the valuation effects of CSR within chaebol affiliates, which
potentially drives statistically insignificant relationship between an
individual firm’s CSR performance

This paper has contributions to the extant literature in a couple of
ways. Most of all, we find empirical evidence arguing against the
positive valuation effect of CSR performances in the sample of
entire retail firms. This finding is not well aligned with recent
studies confirming the value-enhancing perspective of CSR
performances such as Miralles-Quirós et al. (2018) or Yoon et al.
(2018). However, our subsample analysis based on the category of
chaebol provide weakly supporting evidence for the hypothesis.
These results emphasize that the characteristics of retail industry and
chaebol affiliates significantly affect the effect of CSR performance
on corporate policies and valuation in line with a number of recent
studies such as Yoon and Lee (2019).
Our work, however, does not fully address the endogeneity biases
that arise from cross-sectional regression models. The importance of
industry characteristics in shaping the valuation effect of CSR seems
an important issue but we restrict the sample of firms to the retail
firms. The above research topics are left for future studies.
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The Impact of Value Inclination of SME Members on Organizational Citizenship
Behavior: Mediating Effect of Job Satisfaction and Moderating Effect of Perceived
Organizational Support
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Abstract
The purpose of this paper is to find out a range of cues that trigger employees to willingly make efforts for corporate development in
small and medium enterprises by determining the effects of employees' value inclination on their job satisfaction and organizational citizenship
behavior as well as how they perceive their organizational support. A total of 126 valid questionnaire sheets collected from SME employees
were analyzed with SPSS 24.0 and AMOS 24.0 involving simple regression analysis, multiple regression analysis, hierarchical moderated
regression analysis and 3-step mediated regression analysis. The analyses highlighted employees’ personal value inclination had positive effects
on their job satisfaction, which in turn enhanced their organizational citizenship behavior. Meanwhile, individualist and collectivist inclination
exerted greater effects on job satisfaction and organizational citizenship behavior, respectively, whilst the perceived organizational support
moderated the relationship between job satisfaction and organizational citizenship behavior. Hence, CEOs in SMEs should avert any dichotomous
analysis of their employees’ value inclination, respect their personal value inclination and apply factors that could raise their job satisfaction.
Likewise, SME employees need to make personal efforts for organizational development.
Keywords: Value Inclination, SME, Organizational Citizenship Behavior(OCB), Job Satisfaction, Perceived Organizational Support(POS).

1. Introduction
Job seekers can hardly choose whether to work for large or
small-and-medium-sized enterprises. That does not mean they are not
eligible to choose where to work but those unfit for the criteria
specified by companies encounter certain entry barriers. Similarly,
humans are subject to diverse factors that influence their life and
behavior patterns following their life cycles.
This paper focuses on the value inclination of employees in
SMEs among other factors influencing human life and behavior
patterns, given the fact that as of 2016 SMEs accounted for 99.9%
（n=3,672）of all business entities in Korea and hired 90.3%
（n=15.392 million）of all employees working for Korean
companies, standing as a significant pillar of Korean economy and
an important component of the country. Therefore, employees in
* This paper has been represented 2019 International Conference
on Business and Economics (ICBE 2019). Reviewed by new
discussion of two panelist and revised faithfully reflected by three
anonymous reviews.
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**** Corresponding Author, Assistant Professor, Dept. of Distribution
Management, Jangan University, Hwaseong, Korea.
Tel: +82-31-299-3133, E-mail: pricezzang@jangan.ac.kr

SMEs are as much important human resources. Yet, Korean SMEs
are faced with difficulties due to a range of structural issues(Yang &
Cho, 2015) and relatively insensitive to policy changes including the
minimum wage rise. Hence, the present findings will illuminate some
cues for SMEs to address their challenges by understanding their
employees’ value inclination.
Value is defined as one’s belief in ideal behavior patterns free
from the influence of certain persons or contexts(Rokeach, 1968).
People are known to rely on their own value system to maintain
their self-esteem or consistency (Rokeach, 1973). From that
perspective, SME employees’ value inclination is highly likely to
have significant effects on their job satisfaction and efforts for
organizational development. Also, based on the leader-member
exchange （LMX) theory, when CEOs’ preference for value
inclination is not aligned with their employees’, their selective
preference substantially affecting their employees and organizations
will go against the person-organization fit, having negative effects on
performance improvement.
The purpose of this paper is to shed light on the cues conducive
to SME employees’ commitment to their organizational development.
To that end, we designed a structured model concerning the effects
of employees’ individualism/collectivism value inclination as
suggested by Triandis(1995) on their job satisfaction and
organizational citizenship behavior. Also, to determine how
employees in SMEs perceive their organizational support in spite of
challenging business environment, this paper delves into the effects
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of SME employees’ perceived organizational support on the
relationships between their value inclination and job satisfaction and
between their job satisfaction and organizational citizenship behavior.
The present findings will help CEOs of SMEs better understand
their employees’ value inclination for the benefit of organizational
development and provide some insight into diverse HRM(Human
Resource Management) approaches including recruitment, development
and training programs. Furthermore, the empirical evidence relevant
to how SME employees perceive their organizational support will
help identify some effective ways of organizational support. At the
same time, the findings will help induce organizational members in
SMEs to understand how their value inclination contribute to their
organizational development and to make voluntary efforts to reinforce
their person-organization fit.

2. Theoretical Background
2.1. Value Inclination
Value has been well-documented as a factor that substantially
impacts on people’s life and behavior patterns across multiple
disciplines including business management, sociology, economics and
psychology. Value is an important psychological inclination toward
decision making (Carmen, 1978), known to trigger people’s behavior
or decision making in multiple contexts and to serve as a reference
point that meets internal human needs and interests (Kim & Lim,
2016).
In organizations, personal value inclination is known to exert
effects on diverse areas. The individualist-collectivist value inclination
of interest has been widely explored by many domestic and overseas
scholars(Cho & Cho, 2004; Cho et al., 2005; Hui & Triandis, 1986;
Markus & Kitayama, 1991; Triandis, 1995) as the value inclination
on the personal level. According to Cho et al(2005), as individualist
inclination emphasizes individuals more than organizations, it
considers personal goals more important than organizational goals,
forming an independent self-image enlivening one’s characteristics.
By contrast, collectivist inclination tends to cooperate with and
depend on organizations instead of one’s capabilities, prioritizing
collective goals while pursuing the interdependence and harmony
among members (Cho et al., 2005; Markus & Kitayama, 1991;
Triandis, 1995).
Individualism and collectivism function as the media that connect
and integrate many organization theories including ego theory and
social exchange theory (Cho et al., 2005). In particular, in Korean
culture categorized as a high-context culture influenced by the
Confucian culture, collectivism is known to contribute more to
organizational development than individualism. However, Cho et
al.(2005）asserted that the sophistication and complexification of
wider society including economic advancement affected the shift of
social value from the unique collectivist to pluralist culture. Thus,
when CEOs of SMEs apply a dichotomous individualism/
collectivism value inclination to their members, they are likely to
have negative effects on leader-member exchange (LMX) and other
aspects.

2.2. Job Satisfaction
In dictionaries, a job is defined as a set of similar tasks or
duties, particularly referring to work assigned to a person in charge
of particular occupational duties or responsibilities(KSLP, 2010). That
is, a job is the whole work including missions and responsibilities
carried out by a person. Thus, referring to organizational members’
personal attitude toward work environment or work levels, job
satisfaction may be defined as one’s affective state determined by
evaluating the person’s experience of different components (e.g.
wage, job per se, colleagues and promotion opportunities)(Choi &
Shim, 2103; Shin, 2008). Organizational members’ job satisfaction is
important because job satisfaction is the extent to which positive
needs are met via job experience(McCormick & Ilgen, 1985) and
because job satisfaction leads one to become psychologically mature
and to play positive roles for organizational development (Gagné &
Deci, 2005). This implies job dissatisfaction increases the turnover
intention (Yang, Ju, & Lee, 2016) and leads to some deviant
organizational behavior such as sabotage.

2.3. Perceived Organizational Support
The perceived organizational support based on social exchange
theory (Blau, 1964) is defined as a general reliability grounded on
organizational attitude of valuing members’ contribution and
increasing members’ welfare (Eisenberger, Huntington, Hutchison, &
Sowa, 1986; Yang, Sun, & Park, 2015). Therefore, in that
organizational
commitment
is
referred
to
as
members’
organization-oriented behavioral process, the perceived organizational
support may be defined as members’ evaluation of organizations’
member-oriented behavior. Many researchers (Eisenberger et al.,
1986; Shore & Shore, 1995; Wayne, Shore, & Liden, 1997) argued
perceived organizational support increased when members perceived
their organization provided them with rewards of its own volition
rather than in compliance with laws or organizational needs.

2.4. Organizational Citizenship Behavior
Defined as one’s voluntary extra-role behavior beneficial for
organizations,
organizational
citizenship
behavior(Gerge
&
Bettenhausen, 1990; Somech & Drach-Zahavey, 2000; Vilela,
González, & Ferrín, 2008) was suggested by Organ(1988). Thus,
organizational citizenship behavior contributes to building a positive
organizational environment in favor of performance, and as an
extra-role behavior the organizational citizenship behavior is not
subject to differences of jobs, but motivates voluntary
altruism(Borman & Motowidlo, 1993; Motowidlo & Van Scotter,
1994). Organizational citizenship behavior may be categorized into an
organization-oriented organizational citizenship behavior which allows
a whole organization to share resultant benefits, and a
person-oriented organizational citizenship behavior which brings
short-term personal benefits followed by long-term indirect
organization-wide benefits (Williams & Anderson, 1991). Therefore,
active organizational citizenship behavior by organizational members
in SMEs will substantially facilitate a positive atmosphere among
colleagues and corporate development.
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3. Research Design
3.1. Research Model & Hypotheses
Since organizational members who are strongly inclined to
individualism put personal interests before organizational needs, they
are highly likely to prioritize personal interest if any conflict arises
between organizational and personal interests (Cho et al., 2005). In
contrast, since organizational members who are strongly inclined to
collectivism put organizational interest first(Triandis, 1995; Wagner,
1995), they consider organizational goals more important than their
own (Cho et al., 2005 etc). Thus, compared to those with a strong
individualist inclination, those with a strong collectivist inclination
are highly likely to pursue cooperation than competition (Chan et al.,
1998; Wagner, 1995).
The reason why this study is interested in individualismcollectivism of members in SMEs is that not only members’ but
also CEOs’ dichotomous typology of value inclination can cause
substantial misunderstandings in organizations, which will disintegrate
organizations or hinder any effective creation of performance.
Therefore, investigating the effects of employees’ individualismcollectivism inclination on their job satisfaction and organizational
citizenship behavior will indicate some cues relevant to some
important perspectives on personal value inclination.
Regarding the factors influencing the job satisfaction, self-esteem
and positive affect(Yang & Cho, 2016: Yang et al., 2016), perceived
organizational support(Yang et al., 2015), and resilience, positive
affect and psychological well being(Yang et al., 2015) had positive
effects on job satisfaction, whereas job stress had negative
effects(Yang et al., 2016). McCormick & Ilgen(1985) reported job
satisfaction could vary with personal value system. Meanwhile,
research on police officers(Ju, 2015) and on employees in tourism
industry(An & Park, 2009) reported both individualist and collectivist
inclination had positive effects on job satisfaction. The foregoing
results underlie the following hypotheses.
Hypothesis 1: Individualism inclination will have positive effects
on job satisfaction in SME employees.
Hypothesis 2: Collectivism inclination will have positive effects on
job satisfaction in SME employees.
Nevertheless, as the job satisfaction factor is perceived and
evaluated on the personal level (Choi & Shim, 2013; Shin, 2008), it
is more likely to be affected by the individualist inclination than the
collectivist inclination. Meanwhile, given that the organizational
citizenship behavior is defined as one’s extra-role behavior for
organizational development (Borman & Motowidlo, 1993; Gerge &
Bettenhausen, 1990; Motowidlo & Van Scotter, 1994; Somech &
Drach-Zahavey, 2000; Vilela et al., 2008), when the organizational
citizenship behavior is perceived as the behavior of prioritizing
organizational goals and interest, the collectivist inclination may have
more positive effects than the individualist inclination. Therefore, the
following hypotheses were developed.
Hypothesis 3: When it comes to the value inclination of
employees in SMEs, individualism inclination will
have greater effects on job satisfaction than
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collectivism inclination.
Hypothesis 4: When it comes to the value inclination of
employees in SMEs, collectivism inclination will
have greater effects on job satisfaction than
individualism inclination.
Job satisfaction is known as a factor that deters the turnover
intention(Yang et al., 2016) whilst the organizational citizenship
behavior by dint of such experiences as job satisfaction and affective
commitment is known to facilitate organizational members’ willing
engagement (Bolino & Turnley, 2003; Hoffman, Blair, Meriac, &
Woehr, 2007). Also, self-leadership and organizational commitment
(Eom & Yang, 2014), friendly organizational climate(Mamman,
Kamoche, & Bakuwa, 2012) and psychological stability(Singh &
Selvarajan, 2013) are known to exert positive effects on the
organizational citizenship behavior. Thus, the following hypotheses
were set up.
Hypothesis 5: Job satisfaction of employees in SMEs will have
positive effects on their organizational citizenship
behavior.
Perceived organizational support increased organizational members’
positive behavior and played important roles in reducing the negative
effects of colleagues’ turnover(Eder & Eisenberger, 2008). In the
same vein, higher levels of perceived organizational support led to
more active organizational citizenship behavior (Shore & Shore,
1995). As personal value inclination does not change easily, it is
hard to expect the perceived organizational support will play certain
roles between value inclination and job satisfaction. Still, based on
previous findings that the perceived organizational support moderated
the relationships between personality and professional performance
(Uppal, 2017), social face sensitivity and job satisfaction(Moon &
Kim, 2017), and organizational identification and organizational
citizenship behavior(Lee, 2010), the following were hypothesized.
Hypothesis 6: Perceived organizational support will moderate the
relationship between individualism inclination and
job satisfaction in SME employees.
Hypothesis 7: Perceived organizational support will moderate the
relationship between collectivism inclination and
job satisfaction in SME employees.
Hypothesis 8: Perceived organizational support will moderate the
relationship
between
job
satisfaction
and
organizational citizenship behavior in SME
employees.
The mediating effects of job satisfaction on the relationship
between value inclination and organizational citizenship behavior have
not been well-documented. Yet, the literature review indicates the
positive effects between value inclination and job satisfaction(An &
Park, 2009; Ju, 2015; McCormick & Ilgen, 1985), and job
satisfaction and organizational citizenship behavior(Bolino & Turnley,
2003; Hoffman et al., 2007; Yang et al., 2016). Also, research on
the definitions of organizational citizenship behavior(Borman &
Motowidlo, 1993; Gerge & Bettenhausen, 1990; Motowidlo & Van
Scotter, 1994; Somech & Drach-Zahavey, 2000; Vilela et al., 2008)
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will mediate the relationship
inclination and organizational

46~55(n=36, 29.5%), and 55 or older （n=6, 4.9%). As for marital
status, 73 (61.9%) respondents were married, whereas 45(38.1%)
were single. As for education, 71(56.8%) respondents were college
graduates or bachelor’s/master’s/PhD degree holders while 54(43.2%)
respondents were high school graduates or less educated.
Respondents’ income levels were KRW 3M or less (n=61, 48.8%)
and KRW 3M or more (n=64, 51,2%). The missing data in
demographics was caused by 1 respondent in gender, 4 in age, 8 in
marital status and 1 in education and income, respectively.

involving

4.2 Reliability and Validity

suggested organizational members’ value inclination and job
satisfaction played certain roles for their organizational citizenship
behavior. Hence, the following hypotheses were set up.
Hypothesis 9: Job satisfaction
between individualism
citizenship behavior.
Hypothesis 10: Job satisfaction
between collectivism
citizenship behavior.
Figure 1
hypotheses.

shows

the

model

will mediate the relationship
inclination and organizational

the

aforementioned

To determine the extent to which each question item converges
on the variables, the confirmatory factor analysis was used. To verify
the reliability, the internal consistency with Cronbach’s α was used.
The confirmatory factor analysis found one question item of the
organizational citizenship behavior had a low standardized loading.
Therefore, we eliminated the item and conducted the confirmatory
factor analysis again. The analysis indicated the construct reliability
and the AVE exceeded the acceptance criteria supporting the
convergent validity. Also, the Cronbach’s α was above 0.7 that the
reliability was secured.
Note: <H3>, <H4>, and the mediating effects hypothesis (H9. H10) were
not presented.
Figure 1: Research Model & Hypotheses

3.2 Data Collection & Measurement Scales
Employees working for SMEs in Banwol and Siwha Industrial
Complexes responded to the questionnaire designed to collect the
data. A total of 126 valid sheets were analyzed.
The following measures were used. To measure the individualism/
collectivism, three individualism items including “Compared to others,
I am unique and special” and five collectivism items including “I
work hard for the goals of the group I belong to” were used based
on McCarty and Shrum(2001), with each item rated on a 5-point
Likert scale. To measure the job satisfaction, five items including “I
am satisfied with my job” adapted from Diener, Emmons, Larsen,
and Griffin (1985) were used with each rated on a 5-point Likert
scale. To measure the organizational citizenship behavior, eight items
including “I often help those whose work loads are heavy” were
used based on Podsakoff, Mackenzie, Moorman, and Fetter (1990),
with each rated on a 5-point Likert scale. To measure the perceived
organizational support, 8 items including “My company cares about
my welfare” were used based on Eisenberger et al.(1986), with each
rated on a 5-point Likert scale.

4. Empirical Analysis
4.1. Demographic Characteristics
Respondents’ demographics is as follows. 93 respondents(74.4%)
were males, and 32(25.6%) were females. Respondents’ age groups
consisted of 35 or under （n=54, 44.2%), 36~45 (n=26, 21.4%),

Table 1: Results of Reliability & Validity
Variable

item

Construct
Reliability

AVE

Cronbach’s
α

Individualism
Collectivism
Job Satisfaction

3
5
5

0.847
0.899
0.885

0.648
0.644
0.608

0.843
0.841
0.873

Organizational Citizenship
Behavior (OCB)

7

0.875

0.505

0.824

Perceived Organizational
Support (POS)

8

0.932

0.632

0.930

4.3 Results of Correlation Analysis
To determine the discriminant validity, relationship and
directionality among variables, we conducted the correlation analysis.
The coefficient of determination（r2）, or the square of correlation
coefficient, was compared with the average variance extracted （AV
E）. As a result, AVE was greater, supporting the discriminant
validity. Each variable had statistically significant positive (+)
relationship.
Table 2: Results of Correlation Analysis(Pearson Correlation, n=126)
1

2

3

4

5

1. Individualism

(0.648)

2. Collectivism

.447**

(0.644)

3. Job Satisfaction

.621**

.519**

(0.608)

4. OCB

.581**

.678**

.577**

(0.505)

5. POS

.466**

.367**

.631**

.548**

(0.632)

Mean

2.95

3.46

2.77

3.30

2.87

S.D

0.86

0.61

0.78

0.58

0.81

Note: ** p<.01, AVE marked in (

).
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Table 4: Mediation effect of job satisfaction between value orientation and
POS

4.4 Results of Hypothesis Verification
To test <Hypothesis 1>, <Hypothesis 2> and <Hypothesis 5>, the
demographic variables were controlled for such as gender, age,
education level and monthly income that were assumed to be
relevant to principal variables based on the correlation analysis.
Then, the simple linear regression analysis highlighted the following.
First, individualism(β= .592, p<.001) and collectivism(β= .525,
p<.001) had statistically significant positive effects on job
satisfaction, respectively. Hence, <Hypothesis 1> and <Hypothesis 2>
were accepted. Also, job satisfaction(β=.560, p<.001) exerted positive
effects on organizational citizenship behavior. Thus, <Hypothesis 5>
was accepted.
To test <Hypothesis 3> and <Hypothesis 4>, the multiple
regression analysis was performed with demographic variables
controlled for. The analysis found individualism(β= .443, p<.001) had
more statistically significant positive effects on job satisfaction in
comparison to collectivism(β= .333, p<.001). Meanwhile, compared to
individualism(β= .310, p<.001), collectivism(β= .530, p<.001) had
more statistically significant effects on organizational citizenship
behavior. Therefore, <Hypothesis 3> and <Hypothesis 4> were
accepted.
Table 3: Result of Hierarchical Moderated Regression Analysis

Gender
Age
Education Level
Monthly Earn
Job Satisfaction(IV)
POS(MV)
Interaction Term
(IV*MV)

Step 1
(β)
-.091n.s
-.067n.s
.250*
-.004n.s
-

Step 2
(β)
.028n.s
.108n.s
.273**
-.093 n.s
.372***
.324**

Step 3
(β)
.034n.s
.114n.s
.225**
-.061n.s
.333***
.337***

-

.276***

Note: * p<.05, ** p<.01, ***p<.001, n.s: non-significant. Dependent
variable: OCB

To verify the moderating effects, the variables were converted to
z-scores for the hierarchical moderated regression analysis with
demographic variables controlled for. The analysis elucidated the
interaction term(β= .048, p=.461) between individualism and
perceived organizational support and the interaction term(β= -.112,
p=.119) between collectivism and perceived organizational support
did not have statistically significant effects on job satisfaction. Thus,
<Hypothesis 6> and <Hypothesis 7> were rejected. Nonetheless, as
shown in <Table 3>, the perceived organizational support had
statistically significant positive effects on the relationship between job
satisfaction and organizational citizenship behavior. Hence,
<Hypothesis 8> was accepted.
To verify the mediating effects of job satisfaction on the
relationships between individualism/collectivism, which are sub-factors
of value inclination, and organizational citizenship behavior,
respectively, Baron and Kenny’s (1986) 3-step mediated regression
analysis was used. As shown in <Table 4>, the analysis found the
partial mediation of job satisfaction in each relationship. Hence,
<Hypothesis 9> and <Hypothesis 10> were accepted.

Mediation
Variable

Independent
Variables
(IV)

Individualism
Job
Satisfaction
Collectivism

Step

Results

1 (β1)
2 (β2)
3 (β3, IV)
3 (β3, MV)
1 (β1)
2 (β2)
3 (β3, IV)

.592***
.547***
.330***
.366***
.525***
.664***
.540***

3 (β3, MV)

.337***

R2

F-value

.451 15.491***

.600 28.196***

Note: * p<.05, ** p<.01, ***p<.001, n.s: non-significant. It presented
results of three-step R2 & F-value.

5. Summary and Discussions
To shed light on a range of cues that prompt employees in SMEs
willingly to be committed to the development of their companies,
this paper analyzed the effects of employees' value inclination on
their job satisfaction and organizational citizenship behavior and how
they perceived their organizational support.
The analysis highlighted the following findings and implications.
First, the personal value inclination exerted positive effects on the
job satisfaction, which in turn increased the organizational citizenship
behavior. This finding supports McCormick and Ilgen(1985) and
others(An & Park, 2009; Ju, 2015) that asserted job satisfaction
varied with personal value system. Thus, CEOs of SMEs need to
diversify their strategies to facilitate employees’ job satisfaction and
organizational citizenship behavior. Second, the individualist and
collectivist inclination had positive effects on the job satisfaction and
the organizational citizenship behavior, respectively. This finding
parallels previous reports that job satisfaction was perceived and
evaluated on the personal level(Choi & Shim, 2013; Shin, 2008) and
that organizational citizenship behavior was one’s extra-role behavior
for organizational development (Borman & Motowidlo, 1993; Gerge
& Bettenhausen, 1990; Motowidlo & Van Scotter, 1994; Somech &
Drach-Zahavey, 2000; Vilela et al., 2008). Therefore, CEOs of SMEs
need to support their organizational members by opting against any
dichotomous analysis of their value inclination, by respecting their
personal value inclination and by leveraging information sharing and
authentic leadership in pursuit of transparent management, so that
even individualist employees will lend themselves to organizational
development. Likewise, employees inclined to individualism should
not be committed to their value inclination but endeavor to increase
their organizational competitiveness with the willingness to sacrifice
themselves for their organizations in practice. Third, the relatively
fixed value inclination is less influenced by the perceived
organizational support, whereas high job satisfaction was a factor that
raised the organizational citizenship behavior via the positive
perceived organizational support. As shown in <Figure 2>, members
whose perceived organizational support is low hardly engage in
further extra-role behavior for organizational development regardless
of their job satisfaction levels, whereas those whose perceived

358

Hee-Sung KIM, In-Gi HONG, Hoe-Chang YANG / KODISA INTERNATIONAL CONFERENCE: ICBE 2019 353-359

organizational support is high show a statistically significantly more
engagement in organizational citizenship behavior in proportion to
their job satisfaction levels. Thus, companies need to invest in the
predisposing factors that are conducive to increasing their employees’
job satisfaction, and make sure their employees trust such factors as
the positive perceived organizational support leading to effective
organizational development. Meanwhile, employees need to make
efforts to accept the organizational support as positive efforts instead
of analyzing it from a distorted perspective.

Figure 2: Result of moderation effect of POS between job satisfaction and
OCB

Fourth, job satisfaction served as an important factor between
personal value inclination and organizational citizenship behavior.
Therefore, as previous studies reported, it is necessary to formulate a
range of corporate measures to raise employees’ self-esteem and
positive affect (Yang & Cho, 2016; Yang et al., 2016), perceived
organizational support(Yang et al., 2015), and resilience, positive
affect and psychological well being(Yang et al., 2015) while
reducing their job stress(Yang et al., 2016). Also, companies need to
develop some remedies to increase their members’ job satisfaction
through communication. Still, since companies alone can hardly
enhance the effects of their efforts, it is desirable for both companies
and their employees to share the efforts.
Although this paper derived diverse ways of strengthening SMEs’
competitiveness in terms of HRM, it has limitations, which warrant
further studies. First, since the respondents were from several SMEs
and industries, the differences in their job satisfaction or perceived
organizational support could not be controlled for. Thus, future
studies need to select their samples by taking into account the sizes
of SMEs that allow company-based or industry-based analyses.
Second, the self-report bias and cross-sectional approach have
limitations. Hence, future studies need to apply a wider range of
methodologies.
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Abstract
O2O fresh food e-commerce, as a new way of agricultural products sales, is gradually accepted by consumers, but there are relatively few
studies on sustainable use intention from the perspective of consumers. Based on IS model and ECM-ISC model, 650 Chinese consumers were
surveyed by questionnaires, and the influencing factors of O2O fresh food e-commerce sustainable use willingness were empirically analyzed by
structural equation model. The results show that the service quality of O2O fresh food e-commerce has the greatest impact on satisfaction, while
the perceived usefulness of consumers has the most significant impact on O2O fresh food e-commerce sustainable use intention. This thesis
makes up for the blank of O2O fresh food e-commerce sustainable use intentions, and provides a theoretical basis for consumers' sustainable use
behavior, and practical enlightenment for the sustainable development of O2O fresh food e-commerce.
Keywords: Expectancy Disconfirmation, Satisfaction, Brand Attitude, Retailing Distribution, Consumer Conformity.

1. Introduction
Today, with the steady development of China's national economy
and residents' income, the demand of Chinese consumers for fresh
agricultural products and excellent services is also increasing. As a
traditional agricultural country, China has a great variety of
agricultural products. However, due to the restriction of China's
agricultural sales mode and circulation channels, the supply and
demand information asymmetry of fresh agricultural and sideline
products market and the unsaleable commodities are common. With
the development and maturity of e-commerce, the sales mode of
fresh agricultural and sideline products has become more diversified,
and the consumption mode of fresh products is no longer limited to
a single traditional mode.
According to Analysys(2018), China's fresh food e-commerce
market has grown rapidly, with online sales of fresh agricultural
products reaching RMB139.1 billion in 2017, and an average annual
growth rate of more than 50%. However, because fresh food is easy
to deteriorate and has a short shelf life, the sales radius of the
products is generally small in order to ensure freshness (Wang &
Xia, 2018; Yu & Ren, 2018). O2O fresh sales model because of
online services offline experience characteristics can better overcome
the constraints of traditional e-commerce transactions non-face-to-face
transactions longer delivery time and other factors is becoming the
* First Author, Ph. D. student of E-Commerce, Dept. of Electronic
Commerce, Kongju National University, Korea.
Tel: +86-15318040320, E-mail: earily@naver.com
** Corresponding author, Professor, Dept. of Electronic Commerce,
Kongju National University, Korea. Tel: +82-41-850-8257,
E-mail: leejh@kongju.ac.kr

focus of attention of the fresh industry and consumers.
However, there are psychological and practical differences between
online and offline consumer experiences as completely different
consumer environments (Hsieh, Chiu, & Chang, 2018; Wong et al.,
2018). At the same time, facing the huge market potential, fierce
price competition between enterprises and emerging platforms of
commodity information, service quality levels are uneven, shopping
experience that does not meet consumer expectations is becoming a
fatal injury to the sustainable development of O2O fresh food
e-commerce. Therefore, how to make consumers continue to use
O2O fresh food e-commerce to buy products has become very
critical.
On the other hand, the existing research focuses more on the
early behaviors of consumer technology acceptance, and less on the
sustainable behaviors after adoption. However, according to the
research of Reicheld and Sacer (1990), every 5% increase in
consumer's sustainable purchase rate can increase 25% to 100% of
enterprise income, so consumer's sustainable use or purchase intention
is an important source of enterprise income. Therefore, it is
particularly important to explore the influencing factors of consumers'
sustainable use of O2O fresh food e-commerce.
In order to promote the development of O2O fresh food
e-commerce, this thesis investigates consumers with experience in the
use of O2O fresh food e-commerce through empirical analysis to
find out the factors that affect consumers' sustainable use of O2O
fresh food e-commerce. Further specific objectives are as follows:
First, to understand the existing O2O fresh food e-commerce concept
and market status, through literature research, and to find suitable for
O2O fresh food e-commerce quality factors. Secondly, the existing
IS model is studied first to confirm the impact of O2O fresh food
e-commerce quality factors on satisfaction. Thirdly, through the study
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of ECM-ISC model, this thesis explores the impact of cognitive
usefulness, expectation confirmation, satisfaction and other important
variables on the persistent use intention of O2O fresh food
e-commerce application software. Fourth, seek effective practical
inspiration based on the empirical results from the fresh food
e-commerce enterprise's sustainable development and marketing
strategy.

2. Research background and Hypotheses
2.1. O2O Fresh Food E-commerce
As O2O fresh food e-commerce is a relatively new concept, so
far there is no clear definition. Generally speaking, O2O fresh food
e-commerce is based on O2O service consumers use their computers
or mobile terminals to order food. After payment, they can choose
merchants to distribute goods or directly offline physical stores to
receive services. That is to say, consumers order goods from virtual
shops on the net. By cooperating with physical distribution
enterprises, e-commerce enterprises through reducing logistics costs,
while reducing prices, operating a wider range of commodities. In
terms of commodity distribution, if there is a front warehouse, it
will be based on the front warehouse, 3-5 km as the distribution
target market. Commodity distribution time is generally within 1-2
hours to complete the distribution services. In addition, O2O fresh
food e-commerce exists not only in direct distribution, but also in
the cooperation mode relying on physical convenience stores or
supermarkets as a platform operation model (iResearch, 2018). With
respect to cosmetics purchase, we would like to contend that
physical attractiveness is one of the most important motivations for
beauty products and cosmetics because physical attractiveness is, to
certain extent, a natural and universal appeal to almost everyone.
Previous research streams have confirmed that physical attractiveness
is positively attributed to social power and self-esteem, while
eliciting positive responses from others (Cann, Siegfried, & Pearce,
1981; Dion, Berscheid, & Walster, 1972). Bloch and Richins (1992)
also contended that physical attractiveness is an inherently valuable
attribute to all kinds of people. Consumers are likely to relate the
use of aesthetically pleasing products with desirable outcomes, which
is physical attractiveness from the use of cosmetics.

2.2 Present Situation of O2O Fresh Food E-commerce in
China
According to the 2017 statistics of China E-commerce Research
Center, there are more than 4,000 fresh food e-commerce enterprises
in China, and the O2O fresh food e-commerce industry is
developing rapidly. But only 1% of them are profitable and 95% are
losing money. On the contrary, it is not easy for the traditional
offline circulation enterprises to enter the network market. At present,
there are no successful examples of the traditional Chinese physical
retail enterprises in the fresh food e-commerce market. However, the
investment of Chinese Internet companies in fresh food e-commerce
has continued to increase. The founding of HEMA, the O2O fresh

food brand of Chinese internet company Alibaba, is seen as setting
off an epoch-making trend in the Chinese market. HEMA fresh food
has also become China's earlier O2O model of fresh food experience
supermarkets with the number of supermarkets increasing to more
than 20 in the short term since its opening in January 2016.
Alibaba focuses on building its own ecosystem in the field of
fresh food e-commerce, while Tencent expands its market influence
on the basis of strengthening cooperation with core companies in
various fields. Tencent owns 18% of JD.com, China's two largest
e-commerce companies. At this point, Tencent became Wei Pinghui's
second largest shareholder, JD.com increased its stake by 3% and
Wei Pinghui increased its stake to 5.5%. Tencent also owns
cosmetics and acquired a 5% stake of Yonghui Superstores, which is
one of the five Chinese supermarket chains (Analysys, 2018) in
December 2017. A representative O2O fresh food company in China
is shown in the figure below.

Figure 1: Classification of major O2O fresh food e-commerce enterprises
in China

2.3. Quality Factors of O2O Fresh Food E-commerce
Because O2O fresh food e-commerce is based on information
system, we should also consider the quality of information system
when we consider the quality of O2O fresh food e-commerce. With
the development of information and communication technology and
the changing needs of e-commerce systems, the quality of
information systems has been put forward new concepts (DeLone &
McLean, 2004; Zhixian, 2014). At the same time, the research on
information system quality factors that affect the success of
information system is also being carried out in a variety of ways.
After the first publication of DeLone and McLean's Information
System Success Model, many scholars extended the Information
System Success Model (Pitt et al., 1995; Seddon, 1997). In 2003,
DeLone and McLean extended the existing DeLone and McLean
(1992) Information System Success Model. The extended Information
System Success Model takes into account the explosive diffusion of
the computer environment (DeLone & McLean, 2003). The extended
successful model of information system puts forward the elements of
system quality, information quality, service quality, usage, user
satisfaction, and actual effect, and reconstructs the relationship
between information quality, service quality and system quality for
reproducing the quality characteristics of information system.
Afterwards, the information system success model based on DeLone
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and McLean has been widely used in the field of e-commerce
(Petter & McLean, 2013; Bahaddad, 2017). Kim et al.(2010) verified
that the information quality, system quality, service quality and social
impact of DeLone and McLean (2003)'s information system success
model have positive effects on improving consumer satisfaction in
O2O services. On the other hand, according to the characteristics of
O2O service, the quality of delivery has not been paid much
attention in the physical environment. Shin and Lee(2018); Dai and
Lee (2018) and other scholars believed that due to the differences
between off-line environment, distribution service as the last link of
consumer consumption process, excellent quality of distribution had a
significant impact on the improvement of consumer satisfaction.
Therefore, based on this, the following hypotheses are proposed:
Hypothesis 1: Service quality has a significant impact
satisfaction of O2O fresh food e-commerce
Hypothesis 2: System quality has a significant impact
satisfaction of O2O fresh food e-commerce
Hypothesis 3: Information quality has a significant impact
satisfaction of O2O fresh food e-commerce
Hypothesis 4: Delivery quality has a significant impact
satisfaction of O2O fresh food e-commerce

on the
on the
on the
on the

2.4. Expectation Confirmation Theory
Expectation Confirmation Theory (ECT) is a widely used
marketing theory, which holds that consumers do not only determine
product satisfaction by product performance level, but also determine
product performance satisfaction by comparing and evaluating product
performance expectations and product performance after adoption
(Oliver, 1980). Therefore, subsequent studies in the field of
information systems believe that satisfaction has an important impact
on the improvement of willingness to continue to use. At the same
time, Bhattacherjee argued that the sustainability and ultimate success
of the use of information systems depend on persistent use rather
than first use. By focusing on the study of consumers' persistent use
behavior, this thesis proposes a confirmation model of expectation
information system. Expectation Guarantee Model (EGM) is a model
proposed by Bhattacherjee, which combines Oliver's Expectation
Guarantee Theory (1980) with Technology Acceptance Model (TAM)
to explain consumers' willingness to use information systems
continuously.
Liu et al. (2018) proposed a comprehensive research model based
on expectation confirmation model and IS success model. This
includes the expectation of acknowledgement and perceived
usefulness. The results show that the information quality and service
quality of IS success model confirm the causal relationship with
expectation confidence and that expectation confidence has a
significant impact on perceived availability and persistent use
intention.
In the study of Korean consumers' willingness to continue using
mobile instant messaging software, Oghuma, Libaque-Saenz, Wong,
and Chang (2016) believed that consumers' expectation plays a
positive role in promoting their willingness to continue using mobile
instant messaging software after they have been psychologically
identified in advance. However, because of the asymmetric

363

information of online consumers, especially in the process of
consumers, most of the information sources of consumers come from
online. Then O2O fresh software can meet consumer expectations for
consumer satisfaction can play a positive role in improving consumer
satisfaction and thus enhance consumer willingness to continue to
use the software. Therefore, based on this, the following hypotheses
are proposed:
Hypothesis 5: Expected confirmation has a significant impact on
the Perceived usefulness of O2O fresh food
e-commerce
Hypothesis 6: Expected confirmation has a significant impact on
the satisfaction of O2O fresh food e-commerce
Hypothesis 7: Perceived usefulness has a significant impact on the
Continuous Use Intention of O2O fresh food
e-commerce
Hypothesis 8: Satisfaction has a significant impact on the
Continuous Use Intention of O2O fresh food
e-commerce

2.5 Research Model
Based on the above hypotheses, the research model of this thesis
is as follows (Fig. 2).

Figure 2: Research Model

3. Research Methodology
In order to understand the impact of O2O fresh food e-commerce
application on the intention of sustainable use, 44 questionnaires
were designed based on the existing previous studies. The
demographic characteristics of the respondents consisted of 6
questions. Except for demographic characteristics and use, all
measurement variables were surveyed on the Likeert 5 scale, and the
operational definitions of variables are given in Table 1.
In order to ensure the credibility and feasibility of this study,
before the questionnaire survey, the professors and doctoral degree
recipients in the field of e-commerce were asked to discuss whether
the measurement met the standards. A 10-day pre-survey was
conducted online from 18th to 28th September 2018. A total of 30
data were collected and a final questionnaire was presented after
correcting the questions. The final survey was conducted online from
October 2nd to November 2nd, 2018, targeting Chinese consumers
with experience in using O2O fresh food e-commerce.
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Table 1: Operational definitions of variables
Construction

Definition

Related research

Service quality

The degree to which the services provided by O2O fresh food e-commerce
meet consumer requirements

System quality

O2O fresh food e-commerce system performance level

DeLone & McLean(2003), Petter &
McLean(2013), Bahaddad(2017),
DeLone & McLean(2003), Petter &
McLean(2013), Bahaddad(2017),
DeLone & McLean(2003), Petter &
McLean(2013), Bahaddad(2017),
Oh Min-Geun, Hyun(2016)
Dai & Lee(2018)
Bhattacherjee et al.(2008),
Lin et al.(2017), Oghuma et al.(2016)
Bhattacherjee et al.(2008),
Lin et al.(2017), Oghuma et al.(2016)
Bhattacherjee et al.(2008),
Lin et al.(2017), Oghuma et al.(2016)
Bhattacherjee et al.(2008),
Lin et al.(2017), Oghuma et al.(2016)

Information quality
Delivery quality
Expected confirmation
Perceived usefulness

The information provided in O2O fresh food e-commerce meets the accuracy
and richness of consumers
O2O Fresh Food E-commerce ordered goods can be quickly, accurately and
safely delivered within the time required by consumers
When consumers use O2O fresh food e-commerce, the degree of conformity
between anticipation and actual use results
The usefulness of consumers' psychological cognition in using o2o fresh food
e-commerce

Satisfaction

Psychological satisfaction of consumers using o2o fresh food e-commerce

Continuous Use
Intention

Consumers' willingness to continue to use O2O fresh food e-commerce

On the other hand, in structural equation modeling, the sampling
error of large sample is smaller than that of small sample, and the
statistical data of small sample output is relatively stable. It is
generally believed that a sampling ratio of 5 or 10 times of the
measured variables is the most appropriate sample size (Bentler &
Chou, 1987). Based on this view, 685 questionnaires were collected
and analyzed statistically, excluding 35 inaccurate questionnaires.
In this study, SPSS 25 and AMOS 25 software were used for
statistical analysis. Firstly, frequency analysis was carried out to
grasp the demographic characteristics and utilization patterns of the
subjects. Secondly, confirmatory factor analysis and discriminant
appropriateness analysis are carried out to evaluate the inherent
observability and appropriateness of the measurement items. Finally,
the model fitness and research hypotheses are verified by structural
equation model.

study, Cronbach's alpha is used as the criterion to judge the inherent
consistency of the method. George and Mallery (2016) argued that in
the social sciences, Cronbach's alpha is credible if it exceeds 0.8.
The Cronbach's alpha values of the eight variables in this study
were all higher than 0.8, which reached the acceptable standard.
Therefore, the questionnaire sample has good reliability.
At the same time, in order to verify the appropriateness of this
study, confirmatory factor analysis was carried out. Generally
speaking, the main measurement values used to evaluate the
measurement model are Composite Reliability Extracted and Average
Variance Extracted. The AVE value is greater than 0.5 and the CR
value is greater than 0.7, which indicates that the sample data has
good validity. As can be seen from the results of the confirmatory
factor analysis in Table 2, both the AVE and CR values of the
variables are within acceptable ranges. In addition, the CMIN/DF=1.
800, GFI=0. 932, RMSEA=0. 035, all the results are acceptable,
indicating that the model fits well.

4. Data Analysis and Results
Table 2: Result of Confirmatory Factor Analysis

4.1 Demographic analysis
According to the descriptive demographic characteristics of the
questionnaire, the proportion of males is 42.9% and the proportion
of females is 57.1%. The proportion of male and female interviewees
is basically balanced. The age distribution of the respondents was
mainly concentrated in 20-29 years old (49.6%), and 67.9% of the
respondents were married. In terms of academic qualifications, 57.7%
of them graduated from university, followed by 31.5% of them
graduated from graduate school or above. In the occupational group,
the average monthly income of the company staff (44.2%) was
mainly concentrated in RMB 5001-8000 (46.5%). The sample
characteristics are consistent with the current O2O fresh food
e-commerce software users, so the sample data is suitable for
empirical analysis.

4.2 Reliability and Validity Check
Since research in the field of social sciences includes abstract
concepts, it is important to ensure the credibility of variables. In this

Construct

Expected
confirmation

Perceived
usefulness

Satisfaction

Continuous
Use Intention

A1

Factor
loading
0.755

A2

0.836

A3

0.764

A4

0.813

B1

0.828

B2

0.865

B3

0.795

Item

B4

0.842

D1

0.686

D2

0.686

D3

0.754

D4

0.793

G1

0.848

G2

0.878

G3

0.822

G4

0.799

AVE

CR

Cronbach's
ɑ

0.628

0.871

0.870

0.694

0.901

0.900

0.535

0.821

0.819

0.701

0.904

0.902
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Service
quality

H1

0.837

H2

0.749

H3

0.703

H4

0.799

I1

0.819

I2

0.938

I3

0.763

I4

0.798

J1

0.776

J2

0.858

J3

0.735

System
quality

Information
quality

Delivery
quality

J4

0.724

K1

0.868

K2

0.704

K3

0.638

K4

0.713

0.599

0.856

0.854

0.692

0.899

0.896

0.601

0.857

0.856

0.541

0.823

0.812

determine whether the study hypothesis is accepted. Assuming that
the fitness index of the validation model is CMIN/DF=1. 902,
GFI=0. 926, RMSEA=0. 037, all indices show good level. The
hypothesis test results of this study are shown in Table 4.

5. Conclusion and Discussion
On the basis of the previous research, this thesis constructs a
research model of O2O fresh food e-commerce sustainable use
intention based on the quality factors of O2O fresh food e-commerce
and ECS-ISC model, and verifies the theoretical model by structural
equation model. According to the results of empirical analysis, the
conclusions are as follows:
Firs, Expectation confirmation has a significant positive impact on
perceived usefulness and satisfaction. When consumers use O2O
fresh food e-commerce, the higher the consistency is, the higher the
consumer satisfaction will be. In addition, the usefulness of
decision-making is the reflection of consumers' belief after the
formation of experience. Therefore, O2O fresh food e-commerce
enterprises should maintain an objective description of commodities
when publicizing commodities. The propaganda that exaggerates
excessively can make consumer appear beforehand expect and
consume the actual difference feeling of experience. At the same
time, because consumers' evaluation of fresh food flavor mostly
comes from personal subjective understanding, it is particularly
important for enterprises to establish the standardized evaluation level
of the products sold. Therefore, for O2O fresh food e-commerce
operators, inform consumers in advance of the taste, size and other
evaluation criteria of their products, thus reducing the occurrence of
inconsistency between consumers and pre-psychological expectations
after receiving goods.

Note: AVE: average variance extract, CR: composite reliability.

In the results of Discriminant Validity, the maximum correlation
coefficient between potential variables was 0.662, and the calculated
square value was 0.438. The discriminant validity of the study data
was ensured, and the analysis results of discriminant validity are
shown in Table 3.

4.2. Hypotheses Testing and Results
In general social science research, if the price of p is less than
0.05, and the value of t (C.R.) is ± 1. 96, the hypothesis is
significant if a=0. 05 (95% confidence level) is used as the criterion.
In AMOS, the C.R value of Regression Weights is used to
Table 3: Discriminant Validity
1

2

3

4

5

6

7

1. Expected confirmation

0.628

2. Perceived usefulness

0.498

0.694

3. Satisfaction

0.373

0.332

0.535

4. Continuous Use Intention

0.500

0.572

0.374

0.701

5. Service quality

0.186

0.147

0.662

0.168

0.599

6. System quality

0.012

0.024

0.092

0.005

0.104

7. Information quality

0.174

0.215

0.412

0.192

0.322

0.069

0.601

8. Delivery quality

0.250

0.306

0.460

0.297

0.284

-0.007

0.377

8

0.692
0.541

Note: The square root of AVE (italic at diagonal) and correlation coefficients.
Table 4: Hypotheses Test Result
Hypotheses

Estimate

S.E.

C.R.

p value

Results

Perceived usefulness

<-

Expected confirmation

0.519

0.044

11.900

***

Accepted

Satisfaction

<-

Expected confirmation

0.188

0.033

5.753

***

Accepted

Satisfaction

<-

Service quality

0.431

0.037

11.664

***

Accepted

Satisfaction

<-

System quality

0.024

0.030

0.796

0.426

Rejected

Satisfaction

<-

Information quality

0.124

0.041

3.058

0.002

Accepted

Satisfaction

<-

Delivery quality

0.228

0.045

5.058

***

Accepted

Continuous Use Intention

<-

Satisfaction

0.300

0.053

5.651

***

Accepted

Continuous Use Intention

<-

Perceived usefulness

0.608

0.049

12.518

***

Accepted
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Second, Satisfaction and perceived usefulness have a significant
impact on persistent use intention, which is consistent with the
research of Bhattacherjee (2001), Oghuma et al. (2016) and other
scholars. The results show that O2O fresh food e-commerce and
traditional e-commerce model, the higher the degree of satisfaction
and perceived usefulness of consumers. It can effectively promote the
establishment of consumers' willingness to use sustainability. As fresh
food has a high frequency of consumption in daily life, O2O fresh
food e-commerce operators should pay more attention to the practical
needs of consumers when providing services and commodities.
Third, Service quality, information quality and distribution quality
all have significant influence on satisfaction, but the correlation
coefficient between system quality and satisfaction is not significant.
O2O fresh food e-commerce based on the establishment of online
services, consumers compared to the traditional way of consumption
can be convenient and fast access to services. However, the
constraints of non-face-to-face transaction factors, consumer issues
and opinions processing, information accuracy and other quality will
be greatly compromised, which requires operators to actively improve
applications, optimize pre-sale, after-sale service water products. At
the same time, distribution is the last link of consumer goods
purchase, and the quality of distribution affects the satisfaction
degree of the whole consumption process. Effectively establish the
evaluation mechanism of the distributor, scheduled delivery time to
push ahead of time and other methods can effectively improve
consumer satisfaction. On the other hand, the software system should
be designed differentially according to individual conditions. After
obtaining the registration information of the consumer, the operator
can provide different fonts and operation modes of the screen
according to the actual age of the consumer. For example, vision
deterioration is a common problem in the elderly, the system design
can provide a larger font interface, and the interface function should
be more focused on daily life. The learning ability of young and
middle-aged groups is relatively strong, it can provide more relevant
goods and richer interface content, so as to achieve the purpose of
group differentiation design, improve the use satisfaction of
consumers of all ages.
This study puts forward some conclusions and suggestions, but
there are still some limitations. First, although the sample data of
this study meets the criteria of empirical analysis, most of the
participants in the questionnaire are between 20 and 30 years old. In
addition, due to the limitations of online surveys, respondents are
likely to misunderstand the questions. Future studies may consider
age-specific, occupational-level, and off-line parallel methods for
sample collection. Second, there may be other variables that affect
the willingness of O2O fresh food e-commerce to continue to use,
and future research can be further explored.

References
Bahaddad, A. A. (2017). Evaluating M-commerce systems
success: Measurement and validation of the DeLone and

McLean model of IS success in Arabic society (GCC Case
Study). Journal of Business Theory and Practice, 5(3), 156.
Bentler, P. M., & Chou, C. P. (1987). Practical issues in
structural modeling. Sociological Methods & Research, 16(1),
78-117.
Bhattacherjee, A. (2001). Understanding information systems
continuance: an expectation-confirmation model. MIS Quarterly,
351-370.
Bhattacherjee, A., Perols, J., & Sanford, C. (2008). Information
technology continuance: A theoretic extension and empirical
test. Journal of Computer Information Systems, 49(1), 17-26.
Dai, W. Q., & Lee, J. H. (2018). Effects of Website
Characteristics and Delivery Service Quality on Repurchase
Intention. The International Journal of Industrial Distribution
& Business, 9(5), 17-24.
DeLone, W. H., & McLean, E. R. (2003). The DeLone and
McLean model of information systems success: a ten-year
update. Journal of management information systems, 19(4),
9-30.
Delone, W. H., & Mclean, E. R. (2004). Measuring e-commerce
success: Applying the DeLone & McLean information systems
success model. International Journal of electronic commerce,
9(1), 31-47.
Hsieh, Y. H., Chiu, H. H., & Chang, W. L. (2018). Examining
the Determinants of Valuable Customer Experiences in O2O
Commerce Contexts. AMCIS2018.
Kim, B. (2010). An empirical investigation of mobile data service
continuance: Incorporating the theory of planned behavior into
the expectation–confirmation model. Expert systems with
Applications, 37(10), 7033-7039.
Lin, X., Featherman, M., & Sarker, S. (2017). Understanding
factors affecting users’ social networking site continuance: A
gender difference perspective. Information & Management,
54(3), 383-395.
Oliver, R . L. (1980). A cognitive model of the antecedents and
consequences of satisfaction decisions. Journal of Marketing
Research, 460-469.
Oghuma, A. P., Libaque-Saenz, C. F., Wong, S. F., & Chang, Y.
(2016). An expectation-confirmation model of continuance
intention to use mobile instant messaging. Telematics and
Informatics, 33(1), 34-47.
Oh, H. (2016). A Study on Logistics Service Quality and
Repurchase Intention in the Mobile Food-Shopping. Korean
Logistics Review, 26(4), 39-54.
Ryu, I., Kim, S., & Mee Ryu, M. (2018).Structural Relationships
between Work-Net Users' Perceived Work-Net Quality and
Continuous Use Intention. Journal of Korean Associastion for
Regional Information Society, 21(2), 1-26.
Shin, J. K., & Lee, S. Y. (2018). The Effects of the Delivery
Service Quality of Online Fresh Food Shopping Malls on
E-Satisfaction and Repurchase Intention of Online Customers.
The East Asian Journal of Business Economics, 6(2), 14-27.
Wang, L. Y., & Kim, M. J. (2017). A Study on the Customer
Continuance Intention of O2O E-commerce Mobile Platform.
The e-business studies, 18(3), 187-199.

Seung-Ju ROH, Myoung-Kil YOUN / KODISA INTERNATIONAL CONFERENCE: ICBE 2019 367-375

367

ICBE 2019 / ISSN: 2287-478X
https://doi.org/10.35646/kodisa.icbe.2019.7.5.367

An Exploratory Study on the Effect of Start-up Orientation in Business Performance
Seung-Ju ROH*, Myoung-Kil YOUN**
1)2.

Abstract
The purpose of this study is to analyze the start-up factors in start-up tourism companies and to analyze how these factors influence business
performance. Through this process, this paper focuses on analyzing the role of government support policies as control variables and developing
practical implications that can contribute to the development of customized support policies in the future. This study will be conducted for the
further exploratory study with in-depth research with literature reviews, interviews and surveys. The activation of entrepreneurship is very
important factor as for not only the development of entrepreneurship which is the characteristic of the innovative and risks-taking for the success
of the enterprise, but also the sustainable growth and creation of performance of the entrepreneur. In other words, if it is the entrepreneurial spirit
affects entrepreneurship, it is entrepreneurial orientation that continuously affects entrepreneurs. To activate the economy and raise the employment
rate, the government establishes and implements various business start-up policies. In particular, human resources are the most important
competitiveness in the tourism sector due to the nature of the service industry, and the employment effect is greater than other industries (Lim,
2015). In order to achieve the above purposes, this study conducted literature research and empirical studies. In the literature study, a research
model consists of 18 hypotheses based on the entrepreneurship orientation researches. The sub-factors for independent entrepreneurial variables'
orientation are classified as creativity, technological, enterprising, and innovation, and subordinate variables were set of management performance.
The sub-factors of the control variable government support policy are classified as financial support, consulting support, and marketing support.
For the purpose of empirical analysis, this paper collects data on companies selected for tourism venture business competition and CEOs of SMEs
tourism for less than 7 years.
Kewords: Entrepreneurial Orientation, Business Performance, Tourism Venture Company, Government Support Policy.

1. Introduction
Through the government's promotion of the second venture boom,
the venture and start-up companies are supported by the core
competitiveness of the national economy with the exploration of high
technology start-ups for new industries, activation of private capital
in the venture investment market, support for scaling up and
globalization as well as improving the system and incentives. In
addition, with the rapid expansion of the digital economy, tourism
start-ups which are newly emerging in the tourism market in
response to ICT technological innovation and entrepreneurial
activation are now in a new leap.
A tourism venture business, defined as a business (Korea Tourism
Organization, 2014) that provides new facilities, products, or services
to enable tourists to experience new experiences and creative tourism
activities through the combination of technologies and services with
other businesses,
A tourism venture business is being transformed into a
software-oriented business such as facilities-based business, IT-based
business, experience-based business, convergence business, and
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advanced service business from hardware-oriented such as existing
tourist facilities and resource development as well as storytelling,
tourism consulting, and so on.
The reason why tourism venture companies are attracting attention
is because the tourism industry is the most popular leisure activity
of the people, and it is the growth driving force in the low-growth
era where the economy vitality is enhanced and job creation effect is
high. Human resources are the most important competitive power,
and its employment effects are bigger than other industries.
Especially, it is more important because it is a field that has
flexibility to create completely different industries and products by
combining with other industries and products(Lim, 2015).
The key issue in starting a business is the creation of
performance. In the previous researches, various researches have been
conducted focusing on the human resource side and the
organizational side in order to identify the mechanism that is
manifested as the performance of the start-up company.
The main focus of the research on human resources related to the
qualities and characteristics of the CEO’s influences on
entrepreneurship achievement. In other words, the concept that
achievement can be possible through the leadership that motivates
the organization inspirationally through ideal charisma including
intelligent stimulation and consideration of individual employees
(Jang, 2019).
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This concept, however, can be mistaken for an oversimplification
that an organization is all determined by the CEO individual.
Therefore, the purpose of this study is to investigate the relationship
between the start-up orientation, business performance, and
government support policy of tourism start-up through the suggested
hypothesis.
In order to verify the hypothesis, this paper proposes the practical
implications of the research based on the results of the questionnaire
survey of 548 companies (2011-2018) selected by the tourism
venture competition and the valid survey results for the tourism
start-up employees within 7 years.

2. Theoretical Background
2.1. The Concept of Tourism start-up
Start-up companies or venture companies are the companies that
are called venture companies because of their high risk. They are
exposed to the liabilities of newness and liabilities of smallness
inherently (Choi et al., 2013). In order to protect the rights and
interests of venture companies in Korea, the venture association,
which is a private organization, has classified Industry classification
only with the categories of 'technology, development and service'
thus the affiliation of tourism industry is unclear.
The research that tried to define the tourist start-up or venture
company is the research of "the promotion plan of tourism venture
enterprise" of the Korean culture & tourism research institute. Kim
and Yu (1999) show that tourism venture companies satisfy the
requirements of 'small and medium enterprise', 'technological', 'novelty
(adventiveness)', 'growth potential' and 'knowledge intensive'.
Next, in the study on venture evaluation standards of enterprises
in the tourism (Culture and Tourism Research Institute, 2001), it
tried to define the tourism venture companies in terms of venture
companies and tourism sector. According to the study, "a tourism
venture enterprise is a new small and medium-sized business that is
established (or planned) on its own independent basis by an
individual or a small number of entrepreneurs. It has been engaged
in tourism as an enterprise, and has an innovative service
technology, a creative idea and a knowledge-intensive business
model. It tried to identify the nature and identity of a tourism
venture company with a somewhat redundant description, but it is
rather ambiguous.
The studies on tourism startups (tourism venture companies) in
Korea are very limited. First, the research on the promotion plan of
tourism venture companies by the Korea Culture & Tourism
Research Institute (1999) includes the improvement of the legal and
institutional aspects to foster tourism venture companies, financial
and tax support, tourism venture investment environment. It
suggested the ways to support and foster tourism venture companies
in terms of discovering and promoting promising tourism venture
companies.
Next, from the study on evaluation method of venture in tourism
sectors, the evaluation criteria (evaluation items and rating method)
that fully reflect the nature of the tourism service and the efficient
management of the evaluation agency were suggested (Culture

Tourism Research Institute, 2001). In this study, this paper defines
the definition of tourism start-up by reflecting the definition of
venture company, definition of tourism venture and characteristics of
tourism industry.
The tourism start-up is "to discover creative and innovative ideas
in advance to meet the needs of diverse tourists, and to enter the
market with a sustainable business model to diversify tourists in
order to make creative tourism activities, and provides products and
services based on them. "

2.2. Tourism start-up in Korea
Since 2011, Korea Tourism Organization has been running a
tourism venture business supporting tourism start-up. It has been
explored new tourism venture companies through the entrepreneurial
competition and supported the development of tourism venture
companies and tourism venture companies at each growth stage
What is the tourism venture business? It is to foster tourism
venture businesses as the expansion of tourism industry and
diversification of tourism demands such as tourism increase and the
expansion of knowledge industry, social network & consumer-led
tourism, new senior core tourism consumer segment. In order to
support systematically tourism entrepreneurship, four kinds of
business types (facility-based type, IT-based type, experiential creation
type, and other type) and five types of business (business fund,
collaboration / network, operation of child care center, promotion /
Pioneering the market, Consulting / education).
As for business funding, it supports the preliminary tourism
venture companies with the commercialization fund from 40 million
to 22.5 million KRW (self-paying fee 7.5 million KRW, complete
post-settlement) for the start-up business such as item development
cost, IT support cost, promotion and marketing cost, AS for the
tourism venture companies, it supports the promotion marketing
expenses of 10.5 million KRW (3.5 million KRW of self-paying fee,
complete post-settlement). According to the achievements through the
support program, 548 companies were excavated from 2011 to 2018,
and the IT-based type and experience-based type were high, and the
facility-based type was low (Korea Tourism Organization, 2019 )

2.3. Entrepreneurial orientation
2.3.1. Definition of entrepreneurship
The definition of entrepreneurship has been expressed very
diversely (Garter, 1990; Landstrom, 2007). Since the entrepreneurial
spirit has been studied in various fields such as business
administration, economics, politics, sociology, psychology, marketing,
and finance, thus it shows conflicting definitions each other
(Kaufmann & Dant, 1998). Moreover, the spirit of entrepreneurship
is a new research field, which has been actively researched for 30 to
40 years. But due to the rapid research increasing for a short period
of time, the purpose of the research, the subject, the subject, and the
results are intricately intertwined (Shane, 2003).
Because the concept of entrepreneurship has a continuous and
overlapping structure, scholars has used their definitions for their
research purposes (Kaufmann & Dant, 1998). Schumpeter (1934),
who introduced the concept, entrepreneurship for the first time,
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emphasized the innovations that revolutionize the process of
combining or combining new elements of production into new forms,
and defined these activities as entrepreneurship performed by
entrepreneurs.
However,
Timmons
(1999)
argues
that
entrepreneurship is a humanistic and creative action that accomplishes
something of value from virtually nothing, and seeks opportunity
without considering the resources or lack of resources that currently
possesses.
The spirit of entrepreneurship has been defined in various ways
by researchers, thus, it is difficult to generalize them. Therefore, this
paper uses the definition of Yoon (2015), who defines the
entrepreneurial spirit as the concept of innovative, enterprising, and
risk-taking mindset of entrepreneurs who capture business
opportunities creatively in order to create new value in spite of
uncertainty.

2.3.2. Concept of Entrepreneurial orientation
Entrepreneurial orientation is an overall orientation that leads the
company through entrepreneurship, and is used primarily to represent
entrepreneurship at the organizational level (Morris et al., 2008).
Entrepreneurial posture is also used to express organizational
entrepreneurship and has the same meaning as entrepreneurial
orientation (Covin & Slevin, 1989).
In
general,
entrepreneurship,
start-up
orientation,
and
entrepreneurial attitude are perceived as the same concept (Seong,
2009). The entrepreneurship orientation can be viewed as the
tendency of entrepreneurs from the perspective of the subject, or as
the strategic direction of the whole company or cultural
characteristics formed within the company. In addition, from the
perspective of the entity, it can be seen as a characteristic of the
company, and can be seen as activities, strategies, and processes
(Yoon, 2016).
The concept of Entrepreneurial Orientation has been recognized as
a very important tool to improve the competitiveness of SMEs,
especially start-up companies (Wang, 2008; Yoon, 2015). As
entrepreneurship is important in the process of entrepreneurs, for a
company to succeed, it needs an entrepreneurial spirit at the
organization level. This is the concept of entrepreneurial orientation
(Lumpkin & Dess, 1996; Miller, 2011).
Entrepreneurship orientation is defined as the tendency of the
companies facing market opportunities to innovate with taking risks
and act actively (Yoon, 2015). These tendencies include methods,
practices, and decision-making styles that managers uses (Lumpkin &
Dess, 1996).

2.3.3. The Characteristics of entrepreneurship orientation
There have been many studies on important characteristics of
entrepreneurship orientation. In the early researches, they focused on
the orientation of the company as a single dimension. Cantillon
(1755) defined risk sensitivity, and Shumpeter (1934) defined
innovation as a single trait. Since then, entrepreneurship orientation
has been influenced by socio-psychological traits such as achievement
desire, risk-taking tendency, control position, individual value, and
patience with ambiguity (McClelland, 1961; Brockhaus, 1982; Sexton
& Bowman, 1986). Miller (1983) used the term entrepreneurial

orientation for the first time, categorizing the characteristics of
entrepreneurship as innovativeness, proactiveness, and risk-taking
propensity (Lee, 2015).
Lee and Hwang (2010) have distinguished the achievement desire,
perseverance for ambiguity, and creativity. Kim and You (2013)
confirmed that psychological characteristics such as enterprising, risk
sensitivity, autonomy, and internal control position have a positive
effect on start-up success. Lee and Lee (2015), classified control
location into representative characteristics. In this study, this paper
considers entrepreneurship orientation as Innovation, risk-taking, and
initiative were selected for innovation as proposed Covin and Slevin
(1989), and added creativity and technology .

2.3.4. Creativity
Creativity is defined in a variety of ways. Osborn defines that as
'activities that solve the various problems that are often faced in
everyday life in a unique and unique way for each individual'
(Osborn, 1953). Ambile (1988) defined 'the output of ideas created
by individuals or a small number of teams' and Stemberg and Lubart
(1991) defined 'the ability to create something new and appropriate
to the situation'.
In Korea, creativity is defined as 'a mental process to generate
new and useful ideas' (Kim, 2001). Creativity and entrepreneurial
orientation are generally independent concepts and have been studied
from different research perspectives. Although many people agree on
the interrelationships between creativity and entrepreneurial
orientation, they have a difficulty in finding what they have in
common and difference.
There are researchers who argue that creativity and
entrepreneurship orientation are related to each other (Ambile, 1997;
Rohani, 2013; Whiting, 1988) whereas, there are researchers who
debate about the much less relationship between creativity and
entrepreneurship orientation (Fazaneh et al., 2010). Therefore, there
is debate about the relevance(Kim, Byun, & Ha, 2014). Ambile
(1997) described creativity as a combination of intrinsic motivation
and extrinsic motivation in the view of motivation theory, and found
that creation and execution of new and appropriate ideas played an
important role in creating new ventures.
According to Whiting(1988), the five characteristics such as
independence, achievement aspiration, curiosity, self-assurance,
patience, enthusiasm, calculated risk perception, and achievement
desire were seen as the characteristics of relatively high
entrepreneurial orientation person. self-confidence, and work
commitment are the characteristics of highly creative people.
elf-confidence and patience, enthusiasm, calculated risk seeking, and
achievement desire are the characteristics. Although there are
differences in terms of creative characteristics and entrepreneurial
characteristics, they are similar in content. Rohani (2013) found that
creativity and entrepreneurship orientation are more relevant in terms
of innovation and risk-seeking attitudes. In summary of precedent
researches, there is no common opinions on the relationship between
creativity and entrepreneurship orientation, but it is clear that there is
a mutual relationship (Whiting, 1988; Lee et al., 2004).

2.3.5. Technical competence
The

technology

competence

is

the

technology

related

the
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competence of individual companies
including the level of
technology they hold, the degree of linkage with the science base,
the technology life cycle, the number of new products, the
proportion of research and development investment, and the number
of patents, (Coombs & Birely, 2006). Technology competence is a
very important competence that drives the ongoing growth of the
enterprise, while at the same time it is a comprehensive corporate
character that promotes and supports technological innovation
(Burgelman & Wheelwright, 2004). In this study, this paper
investigates the evaluation for venture business, such as originality
and competitiveness of technology, progress of technology
development, possession of industrial property rights, product
characteristics and performance items, technology related to IT
convergence, and R&D capability, manufacturing capability, product
development level Which are mainly used as examination items by
domestic technology evaluation institutions.

2.3.6. Proactiveness
Proactiveness refers to 'the tendency to actively pursue new
business opportunities and to participate in new markets' (Walter et
al., 2006), ‘a willingness to actively compete with competitors in the
market and create superior performance’ (Lumpkin & Dess, 1996),
and 'management activities to actively meet new market demands'
(Lee, 1999). This includes the actions to predict and lead changes
(Jambulingam, Kathuria, & Doucette, 2005). According to Covin and
Slevin (1990), they argue that initiative means a tendency to lead
behavior ahead of competitors in industries and markets in which
they participate (Lee, 2015). Miller (1983) argues that proactiveness
is a progressive and sole strategy decision, an ongoing investigation
into market opportunities, an experiment reflecting the changing trend
of the environment, and an action taken to influence the environment
(Lee, 2015).
The strong proactiveness tendency gives entrepreneurs and
companies the ability to anticipate changes or desires in the market,
and this initiative has a positive effect on business performance (Yi,
2003). The nature of proactiveness is that companies explore new
opportunities, cope with future demands, develop new products or
services, bring them to market, and further maintain their initiatives.
Therefore, an proactive company is a leader rather than a market
follower (Lumpkin & Dess, 1996).
Therefore, proactiveness is a very effective means of creating a
competitive advantage for a company, and companies can strengthen

their competitive advantage through continuous new product
development and introduction of new technologies (Kang, 2011).

2.3.7. Innovativeness
Innovation is a tendency to foster creative processes and to
support new ideas (Walter, Auer, & Ritter, 2006). Since the first
introduction by Schumpeter (1934), many researchers have been
studying innovation and recognize it as one of the most important
attributes of entrepreneurs (Kang, 2011).
Schumpeter argues that innovation is defined as "a new
combination of all human and material elements, and this new
unions are the driving force of economic development (Park, 2003).
Drucker (1985) regarded innovation as a special tool for
entrepreneurs and viewed it as a means to explore changes as an
opportunity for different businesses and services (Morris et al.,
2008).
In addition, Lumpkin and Dess (1996) described innovation as a
concept of entrepreneurial tendency to participate in and support new
ideas, innovations, experiments, and creative processes represented by
new products, services, or technology processes. Innovation is one of
the key characteristics of entrepreneurial orientation, and it is an
effort to find new opportunities in a highly competitive environment.
Innovativeness should be fostered when new ideas and the
benefits are uncertain (Seong, 2009). Therefore, investment activity
and innovation through continuous development and improvement of
new technology can be an important means to achieve competitive
advantage (Kang, 2011).

2.4. Government Support Policy
Although start-up a company is an activity to generate personal
wealth from an individual's point of view, it has various social and
national significance beyond individual dimensions (No et al., 2003).
In 1986, the government instituted the "Small Business Start-up
Support Act and the New Technology Business Financing Act", it
introduced the institutional apparatus for young start-up and
technology start-up support. In 1996, the Small and Medium
Business Administration opened and the "Special Measures Law for
the Promotion of Venture Business" was enacted in 1997, and the
institutional basis for supporting full-scale start-ups was strengthened
(Lee, 2017).

Table 1: Examination items for technical evaluation by domestic evaluation institution
Category

Technology

R & D ability

Technology
development
Awards

KITECH

·Technical development
·Participation in research personnel
papers
·Technology Development
Performance
·Production efficiency
·Appropriateness of facility
·Improving fairness

Manufacturing ability

Product Development
Level

KOSME

· Progress of technology
development

Idea

Consultant

·Degree of grasp of
·Participation in research
technology trends and papers
prospects
·Research staff composition
·Develop period
·Flexibility of production
quantity
·Progress of technology
development
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In addition, the existing Small and Medium Business
Administration is expanded to a small and medium-sized venture
company in 2017, and the creation support function of the future
creation science department is transferred to strengthen the start-up
policy. In order to promote the start-up, the government's start-up
support projects are variously carried out by the Ministry of Science
and Technology, Ministry of Education, Ministry of Employment and
Labor, and the Ministry of Culture, Sports & Tourism,
Start-up support policy means providing an integrated set of
training, consulting, training, and follow-up as well as funding for
founders (Johnson, 1990). Accordingly, Park, Kim, and Go (2015)
categorized start-up support policies as entrepreneurial education
support, financial support, and marketing support. In this study, this
paper focused on business support fund, consulting wrap account,
and support project for the promotion of tourism venture business by
Korea Tourism Organization.

371

for entry into the initial market
The marketing support project of the Ministry of Small and
Medium-sized Venture Business is targeted for SMEs under Article 2
of the Basic Law of SMEs. Support contents are divided into
strengthening the marketing capability of founding companies, support
for entry into the distribution network, and post management.
Support for strengthening marketing capability consists of establishing
marketing strategy such as diagnosis and sales strategy of the
start-up company, supporting product improvement, supporting brand
development, and promoting support.
Support for entry into the distribution network supports policy
store entry, planning and sales, and online product planning and
sales, home shopping broadcasting, and V-commerce advancement for
online distribution network in order to enter the distribution network.
As for post-management support, it supports A/S consultation and
processing through establishment of joint A/S network. The budget
for 2018 was set at 16.9 billion KRW.

2.4.1. Funding

2.5. Management performance
In order to alleviate the difficulties of fund raising by start-up
companies, the government implements financial support policies and
it can be divided into financing and guarantee support through the
Credit Guarantee Foundation or the Technology Credit Guarantee
Fund. Loan support is exemplified by the funds provided by small
and medium-sized venture companies to start-up companies. It is
aimed to activate start-up of small-sized and venture enterprises
which have excellent technology and business ability but lack funds
and create employment. Applicants includes general business start-up
funds and young business start-up funds (including one-person
creative business). Details are given in [Table 1].

2.4.2. Consulting support
Consulting is a knowledge service industry that provides
customers with expertise, experience, environmental coping skills,
situation judgment, etc. to directly participate in the creation of value
(Jeon, 2011). Start-up consulting is defined as a professional act that
analyzes the problems of the management of pre-founders and
start-up companies and advises their solutions (Moon, 2010).
The start-up consulting as a merits such as a problem-solving,
future-oriented, and sustainable customized support policy in the
current situation as well as the advantage of securing the partner's
support and the stability of the initial management that accompany
the experts. Especially, it can be expected to have a high effect with
low cost, and the potential effect of expansion of start-up support
policy is also very high (Kim & Kwon, 2018).
The government announced the start-up mentoring and consulting
business to support pre-founders and start-up companies in 2018, and
supports eight projects including mentor capacity enhancement and
online business platform for idea commercialization. adding various
support policies

2.4.3. Marketing support
All business activities that distribute goods or services produced
by entrepreneurs to consumers are most needed by entrepreneurs
after start-up, and securing a market is one of the main difficulties.
Marketing support for pre-founders and start-ups includes the support

Management performance is defines variously such as the ability
to achieve organizational goals, to develop the environment to
acquire the resources needed by the organization, the adaptation and
survival to changing environments, organizational capacity to meet
human resource development and employee needs, and corporate
productivity or profitability (Choi & Song, 2015). The most common
indicator for measuring performance is financial results.
However, it is clear that non-financial factors are also an
inevitable factor in measuring business performance. In order to
enhance business performance, Jo (2010) sees a successful market
entry as an essential element and it is most effective to satisfy
customers' diverse needs by using superior technology or realize
customer satisfaction through production of differentiated products in
terms of quality, function and price. In this study, management
performance is classified into financial performance and non-financial
performance

2.5.1. Financial performance
Financial performance refers to financial results such as sales,
profit margin, return on investment, increase in investors' funds. In
addition, companies measure the financial performance and can
determine whether the strategies are established and implemented in
relation to the core competencies of the firm (Choi & Song, 2015).
Park (2001) defined the metrics as judging whether they contributed
a lot to the achievement of the enterprise by financial performance.
In the past, financial measures such as return on investment,
operating budget, and cash budget played an important role in a
company's performance measurement system. The blindness of
financial metrics may result in a reduction of competitiveness in the
future by downplaying customer and competitive aspects and
restricting expenditures such as R&D and employee education and
training (Jeong, 2014).

2.5.2. Non-financial performance
Measuring non-financial performance is not easy. In the previous
studies, customer satisfaction and loyalty, customer retention,
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repurchase and market share, which indicates competitive position of
the market, are non-financial performance indicators. Companies with
high market share have a favorable position in developing economies
of scale, commercial awareness, dominance of distribution channels,
securing favorable transaction conditions with customers and
suppliers, and develops experience curves through accumulation of
experience, thereby forming a close correlation with profitability
(Beard & Dess, 1981).

3. Research Design
3.1. Research model and hypothesis setting
3.1.1. Research model
The purpose of this study is to investigate the relationship
between start-up Entrepreneurial orientation and business performance
based on existing theoretical considerations and previous studies, and
to introduce the government support policy as a control variables. In
addition, the government support policy is divided into funding,
consulting support, and marketing support. Based on the theoretical
background of the previous researches, this study sets up a research
model of the entrepreneurial orientation, government support policy
and management performance as shown in [Figure 1].

Figure 1: Research Model

3.1.2. Setting a hypothesis
① Hypothesis on the Establishment the Entrepreneurial Orientation
and Business Performance
The first advocate of entrepreneurship was the American
economist Schumpeter (1934). He defined entrepreneurship as
'showing the will to prove that he is superior to others and pursuing
the joy that comes with the creation process'. It is called 'creative
destruction'.
After Schumpeter's (1934) study, various terms were used for
research such as entrepreneurship, entrepreneur spirit, business

orientation,
and
entrepreneurial
orientation.
Entrepreneurship
orientation can be defined as the tendency of firms facing market
opportunities to be innovative, risk-taking, and actively acting. If it
is the entrepreneurial spirit that affects entrepreneurship, it can be
said that entrepreneurial orientation is the one that continuously
affects entrepreneurs.
In this study, 'entrepreneurial orientation' was defined as
'innovative, enterprising, risk-taking mindset and behavior of
entrepreneurs who capture business opportunities creatively in order
to create new value despite uncertainty' (Yoon, 2015).
As a main component of the entrepreneurship orientation,
creativity (Jeong, 2010), risk-taking(Yoon, 2012; Kang, 2011),
innovativeness (Park, 2003; Lee, 1999), proactiveness(Choi, 2008;
Park, 2013), Internal control location(Bin, 2002; Kim, 2007) were
studied.
In particular, if the company is small and young as a start-up, the
entrepreneurial orientation of the start-up is more likely to have a
positive effect on the company's performance (Hult et al., 2003;
Kim, 2012). Therefore, entrepreneurship orientation is a core
competency required for entrepreneurs with high uncertainty. The
following hypothesis was set up according to the preceding
researches and theoretical arguments.
Hypothesis 1: Entrepreneurship orientation will have a positive
effect on the performance of start-up business.
1-1: Creativity will have a positive impact on the performance of
the start-up companies.
1-2: Technology ability will have a positive impact on the
performance of the start-up firms.
1-3: Proactiveness will have a positive impact on the
performance of entrepreneurs.
1-4: Innovativeness will have a positive impact on the
performance of start-up companies.
② Hypothesis on the Moderating Effect of Government Support
Policy
In the case of start-up companies, some difficulties are expected
in follow-up activities such as prototype production after the R & D
stage, facilities for mass production, and marketing, due to
insufficient funds and manpower (Hall & Bagchi-Sen, 2002). The
government's policy support for SMEs can eliminate distortions in
the allocation of funds to SMEs (Ha, 2015).
It is important for SMEs to effectively utilize funding in
accordance with these support policies (Kim & Kim, 2002). The
Hypothesis of this study are as follows. The following hypothesis
was set to analyze the impact on the management performance based
on the previous researches whether the government support policy
has a positive effect on the management performance. First, this
study hypothesizes that the impact of entrepreneurship orientation on
business performance of entrepreneurs is positively regulated by the
government support policy, which is a controlling variable. In order
to examine the effects of government support policies by type, this
study hypothesized the effects of government support policy on
financial performance by dividing them into financial support,
consulting support, and marketing support.
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Table 2: Classification of government support policy
Category
Funding
Consulting
support
Marketing
support

Details
Business funding (item development / infrastructure /
publicity marketing expenses)
Teacher / Professional Consulting, KTO Connect Program,
Tourism Mentor System, Acceleration Support
Supporting public relations, market opening (publicity of
press, cooperation with the corporation, municipality,
participating in the fair

Hypothesis 2: Entrepreneurship orientation will have a positive
effect on business performance by the effect of
government support policy.
2-1-1: Creativity will have a positive impact on business
performance by the effect of funding.
2-1-2: Creativity will have a positive effect on business
performance by the effect of consulting support.
2-1-3: Creativity will have a positive effect on business
performance by the effect of marketing support.
2-2-1: Technological ability will have a positive effect on
business performance by the effect of funding.
2-2-2: Technological ability will have a positive effect on
business performance by the effect of consulting support.
2-2-3: Technological ability will have a positive effect on
business performance by the effect of marketing support.
2-3-1: Proactiveness will have a positive effect on business
performance by the effect of funding.
2-3-2: Proactiveness will have a positive effect on business
performance by the effect of consulting support.
2-3-3: Proactiveness will have a positive effect on business
performance by the effect of marketing support.
2-4-1: Innovativeness will have a positive impact on business
performance by the effect of funding.
2-4-2: Innovativeness will have a positive impact on business
performance by the effect of consulting support.
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2-4-3: Innovativeness will have a positive effect on business
performance by the effect of marketing support.

3.2. Operational definition of variables and development of
measurement tools
3.2.1. entrepreneurial orientation
The entrepreneurial orientation, used as an independent variable, is
defined as "creative thinking, technological, progressive (openness)
innovative thinking and behavior of tourism start-ups that capture
business opportunities creatively in order to create new value in spite
of uncertainty" (Definition of Korea Tourism Organization Tourism
Venture Business).
Miller (1983) presented the spirit of entrepreneurship at the
organization level through the concept of entrepreneurship orientation.
Entrepreneurship
orientation
determines
the
organizational
decision-making style and business practices, and it is also related to
the company's strategy system, and affects not only the attitude of
each member of the company, but also the formation of behavior.
Therefore, it is very important factor for the growth of start-up
companies lacking resources. In this study, the following five factors
were identified as entrepreneurial orientation concept. First, creativity
has been widely discussed by many scholars, but the concept of
creativity has not been reached optimal agreement.
Based on the previous studies, many scholars have examined the
concept of creativity in the level of cognitive ability, personality
trait, process and result (Son et al., 2002; Choi & Kim, 1996; Choi,
1998). Woodman et al. (1993) and Choi (1995) classify creativity
into individual creativity, group creativity, and organizational
creativity. Son et al. (2002) pointed out that the innovation on
creativity rather than creativity itself has been focused on creativity
research. In the digital economy era emphasizing newness, creativity,
they emphasizes that there is a need to concentrate on research on
creativity itself, which is the fundamental source of innovation.

Table 3: Entrepreneurial orientation Questionnaire
Component

Questionnaire

Creativity

§
§
§
§

Preference for creativity and ingenuity in resource acquisition and utilization
Efforts to develop creative marketing methods
The degree to accommodate new and original ideas
The degree to enter a new promising business or related business

Technological ability

§
§
§
§
§

The originality and competitiveness of technology
Ownership of industrial property rights
Excellence in product / service performance
IT convergence level and degree
R & D capability and product development level

Proactiveness

§ The degree to act ahead of competitors
§ The degree to explore and experience new opportunities
§ The degree to accept new products or ideas

Innovativeness

§
§
§
§

The extent to be committed to change and to encourage innovation
Efforts to improve performance through innovative changes
Aggressiveness in the development of new business techniques and methods
The degree to active communication
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This paper made four questionnaires about creativity with
reference to previous studies. Second, as for technological ability, the
evaluation criteria of venture companies was composed of originality
and competitiveness of technology, progress of technology
development, possession of industrial property rights, characteristics
and performance of products, technology related to IT convergence.
And five questionnaires were made on the research and development
ability, manufacturing ability, and product development level, which
are mainly used as examination items in the domestic technology
evaluation institutions. Thirdly, with reference to previous studies
such as Gonzalez-Benito et al. (2009), Zahra and Covin (1995), and
Park et al. (2015).
This paper defines proactiveness as 'the will and attitude to
capture new business opportunities and lead the market with an
aggressive and forward-looking attitude in order to be ahead of the
competitors'. Fourth, innovativeness refers to the process by which
entrepreneurs turn market-oriented ideas into business opportunities,
and the tendency of individuals or companies to support new ideas,
genuineness, experimentation, and creative processes, and make it
possible to produce new products, service, and process (Lumpkin &
Dess, 1996).
Innovativeness of entrepreneurs can be said to be an effort to
continuously change the organization in order to create new
opportunities despite the uncertainties of external environment and
the constraints of resources (Kang, 2011). In this study, four
questionnaires were constructed to measure innovativeness by
referring to previous studies of Miller (1983), Covin and Slevin
(1986, 1990) and Helm and Andersson (2010).

of the management activities that distribute the goods or services
produced by the entrepreneurs to the consumers. Therefore, the
publicity marketing support project and the market support project,
which are supported by the Korea Tourism Organization, are
contributing to the promotion of the start-up companies and affecting
the business performance of the start-up companies.
This paper divided the government support policy into financial
support, consulting support, and marketing support based on previous
researches. Each item in the questionnaire was measured on 5 point
Likert scale ranging from 'not at all (1)' to 'very much (5)'. The
questionnaire of the government support policy is shown in [Table
4].

3.2.2. Government Support Policy

Business performance can be presented by sales growth, OP
margin, market share growth, and stock growth rate depending on
profitability index, productivity index, and growth index (Kaplan &
Norton, 1996).
Traditionally, business performance has been evaluated through the
quantitative data that show profitability such as sales, net profit rate,
return on investment, market share, etc. In order to efficiently and
strategically allocate internal resources through investment or budget
prioritization, the measurement uses quantitative data such as research
and development costs, quality costs, sales management costs, and
return on investment for each unit (Cho, 2014).
Cho and Kim (2012) measured the subjective performance of
managers in terms of sales growth rate, net profit growth rate, return
on investment capital and competition with other companies. The
results of the survey are composed of 10 questionnaires by referring
to previous researches such as Anderson (1998), Lee (2002), Kim
(2004), Cho and Kim (2011). The questionnaire items are shown in
[Table 5].

In order to confirm the moderating effect of the government
support policy on the start-up companies, this paper examines the
effect of the government's support policy on funding, consulting
support and marketing support. The government's support policy for
SMEs can ease the difficulty in allocating the funds that
entrepreneurs face (Ha, 2015).
It is important for pre-start-up firms to effectively utilize funding
under government support policies (Kim & Kim, 2002). The
preliminary founder can solve the difficulties through the systematic
and diverse start-up support policy of the government, though
experiencing the lack of related information or knowledge and fear
of start-up (Lee, 2016).
In addition to funding, the government also provides support for
consulting and marketing activities. The effect of participation in
consulting support projects of start-up companies is based on the
previous study analyzing the effect of management counseling.
Business consultation is generally defined as business counseling
(guidance) for self-employed people in business start-up institutions
or universities.
Management consulting with entrepreneurs is an important factor
influencing the success of entrepreneurship. Cooper and Gascon
(1995) argue that the consultation with start-up experts can increase
the probability of success. Park (2010) requires various knowledge
and experience to start and operate a company, it can affect
corporate performance by expanding experience.
There is a great deal of difficulty in exploiting the business out

Table 4: Government Support Policy Questionnaire
Component

Funding

Consulting
support

Marketing
support

Questionnaire
§ Satisfaction with the size and effectiveness of the
support received from commercialization funds (item
development, infrastructure, promotion marketing
expenses, etc.)
§ Satisfaction with the number of support received, the
size of the support, and the effectiveness of the
consulting lab account (homeroom consulting,
professional consulting, tourism mentor)
§ The number of support for promotional marketing
support (such as press promotion, fair participation,
construction, local government and collaboration)
Support scale, Satisfaction with effectiveness

3.2.3. Business performance

Table 5: Management Performance Questionnaire
Component

Management
performance

Questionnaire
§ Financial Aptitude: Sales, profit margin, return on
investment, investment fund growth rate
§ Non-financial performance: perceived market share,
brand awareness, customer loyalty, customer
satisfaction, repurchase rate, media exposure, social
responsibility
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3.3. Sampling and analysis methods
In this study, demographic characteristics such as gender, age,
education level, workforce, and sales scale are set as control
variables and empirical analysis will be conducted.

5. Conclusions
The activation of entrepreneurship is not only the development of
entrepreneurship which is the characteristic of the innovative and
individual risk-taking for the success of the enterprise, but also the
very important factor for sustainable growth and creation in
performance of the entrepreneur. In other words, the entrepreneurial
orientation is the one that continuously affects entrepreneurs if it is
entrepreneurship that affects entrepreneurship (Lumpkin & Dess,
1996).
In this study, this paper analyzes the factors of entrepreneurship
orientation, then investigates the causal relationship between the
effects of these factors on management performance. After then, this
paper tries to analyzes the role of the government support policy as
a control variable and to draw practical implications to contribute to
the development of customized support policies in the future.
In order to achieve the above purpose, this study conducted the
literature research and based on this, conducted empirical studies. In
the literature study, a research model was set up consisting of 21
hypotheses based on the entrepreneurship orientation the research.
The sub-factors of independent variables’ entrepreneurial orientation
were classified as creativity, technological, entrepreneurial, and
innovative. The management performance was set as a dependent
variable. The sub-factors of the control variable government support
policy are classified as financial support, consulting support, and
marketing support. For the purpose of empirical analysis, this paper
will collect data on the companies selected for tourism venture
business competition and the CEOs of small and medium-sized
enterprises which has been in tourism business for less than 7
years.
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The Individual Performance of Mobile Travelling App for Chinese Tourist Service
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Abstract
This paper uses the IS Success model to detect System Quality, Information Quality of Mobile Travelling Application, whether Service
Quality has an impact on users' Satisfaction, Use and Individual Performance. Considering whether Mobile Travelling Application meets users'
requirements and Mobile Travelling Application is based on LBS Technology, we add two variables, Task Technology Fit and Risk, on the
basis of IS Success, and examine whether Task Technology Fit and Risk have an impact on user Satisfaction, Use and Individual Performance,
and establishes a conceptual modeling to explore the influence relationship and size between IS Success model and Task Technology Fit and
Risk factors. After collecting 996 respondents in China with questionnaires, this study begin the empirical research with users of Mobile
Travelling Application, and analyzes data with IBM SPSS 24.0 and IBM AMOS 24.0. First, The Risk of Mobile Travelling Application has a
negative impact on user Satisfaction and Individual Performance. then the enterprise can take action against Risk dimensions. Second, The
system quality/ Information Quality/ Service Qualityof mobile traveling application has a significant impact on task technology fit, use,
satisfaction. Enterprises need to improve the system quality, service quality and information quality of mobile software, such as regular
maintenance of the system, timely updating of tourism commodity information, timely meeting user needs, so as to improve user satisfaction,
use, and personal results. Third, Task Technology Fit of Mobile Travelling Application has a significant impact on the user's Use.
Keywords: Mobile Travelling Application, IS Success mode, Risk, STask Technology Fit, Individual Performance.

1. Introduction
The development of big data and cloud computing technology,
Internet of Things, smart phones, mobile Internet and so on have
brought huge changes to all industries(Kim et al., 2017; Chen et al.,
2018). In order to accelerate to cultivate the tourism into a strategic
pillar industry, China proposes to build smart tourism. Mobile
Travelling Application is one of the important contents in developing
smart tourism. Developing Mobile Travelling Application is
conducive to further deepening the informatization of tourism
industry, expediting the transformation and upgrading of tourist trade,
providing tourists with higher travel experience and more superior
services (Natarajan et al., 2018).
On the other hand, in the era of smart tourism, Mobile APP is
an important carrier for the development of smart tourism services.
Various traditional tourism enterprises and Internet companies have
developed their own Mobile applications(Fang et al., 2017). Mobile
Travelling Application can provide different options for tourists
according to their specific needs, hobbies and previous purchasing
behaviors. Tourists have great space in information inquiry,
destination selection, route arrangement, travel product reservation and

* First Author, Doctor of Philosophy Degree student of E-Commerce,
Dept. of Electronic Commerce, Kongju National University, China.
Tel: +82-10-2246-9889, E-mail: wu3140025@naver.com
** Corresponding Author, Professor, Dept. of Electronic Commerce,
Kongju National University, Korea. Tel: +82-41-850-8257,
E-mail: leejh@kongju.ac

online communication. In recent years, along with the advent of the
era of mass tourism and the impact of international tourism
trends(Fuentes & Svingstedt, 2017), as well as the increasing number
of Chinese tourists going abroad, the existing problems of group
travel in China have not been solved. With the arrival of the era of
Mobile Internet(Surugiu et al., 2017), high density coverage of
communication network, smart phones become more and more
popular(Gupta & Arora, 2017), all kinds of Mobile phone Mobile
Application are rapidly developed, in this context, through the use of
Mobile Travelling Application, more and more people travel
independently, which even exceeds the team tour, turning into a
mainstream of tourism way(Wang et al., 2012), which also relatively
relieves the problems existing in the group tour in China. At the
same time, China has become largest source of tourists of South
Korea, and Mobile Travelling Application is increasingly influencing
the travel market. Against this background, it is only discussed to
comprehensively understand the use of Mobile Travelling Application
and factors affecting user satisfaction, use and Individual
Performance, can we develop and improve Mobile Travelling
Application and enhance user viscosity, so as to ensure permanent
survival and development of enterprises.
Therefore, by summarizing the research results of many scholars,
this paper uses the IS Success model to detect System Quality,
Information Quality of Mobile Travelling Application, whether
Service Quality has an impact on users' Satisfaction, Use and
Individual Performance. Considering whether Mobile Travelling
Application meets users' requirements and Mobile Travelling
Application is based on LBS Technology, we add two variables,
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Task Technology Fit and Risk, on the basis of IS Success, and
examine whether Task Technology Fit and Risk have an impact on
user Satisfaction, Use and Individual Performance, and establishes a
conceptual modeling to explore the influence relationship and size
between IS Success model and Task Technology Fit and Risk
factors. In addition, whether high or low Task Technology Fit
between Mobile Travelling Application Technology Characteristics
and user Task Characteristics will affect the relationship between
user Satisfaction and Individual Performance, Use and Individual
Performance.

applied in Mobile Travelling Application. However, tourists can more
conveniently obtain all kinds of tourist information(Chui et al.,
2010), and can get more comprehensive and convenient services in
six aspects, such as food, housing, transportation, travel, tourism,
shopping, entertainment, etc. The important components of the
tourism industry such as scenic spots, hotels, transportation, catering
and so on can also realize intelligent upgrading, and the function of
Mobile Travelling Application has also been more comprehensively
optimized(Miah et al., 2016; Komninos, 2011).

2.2. Risk

2. Theoretical background and Research hypotheses
2.1. Mobile Travelling Application
With the advent of the mobile Internet era, High Density
Coverage of Communication Networks, High-speed Development of
Mobile Networks(Clements & Boyle, 2018), Smart phones are
becoming more and more popular, and various mobile clients have
their own development(Lipscomb & Schechter, 2018). Mobile
Application is a new product derived from the new media
environment. The characteristics of Mobile Application is to provide
users with the content and functions they need, and build a high
interactive platform for users based on user-centric and
user-demand(Meiliana et al., 2017). In the context of ICT
development, traditional tourism has also responded positively to the
slogan "Internet +". In the context of smart tourism, it has
established their own tourism class Mobile Application, also known
as Mobile Travelling Application(Fang, 2017). Mobile Traveling
Application, as a new media platform for publishing tourism
information and providing online services, has gradually penetrated
into people's lives, and it is also a new channel for traditional travel
agencies to provide services, communication and interaction for the
public(Wu & Lee, 2017a).
According to CNNIC (2017) statistics, there were 261,79 people
using Mobile Traveling Application in China in 2016 and 339,610
people using Mobile Traveling Application in 2017, an increase of
45.9% compared with 2016. This shows that residents' demand for
Mobile Traveling Application is growing rapidly. Mobile Traveling
Application can be used anytime, anywhere, and the features of
convenient operation can meet the needs of users to book hotels and
airline tickets in time, to search scenic spots, to book tickets, to
query maps and to share photos. It provides convenience for people's
life to the maximum extent, which also urges the traditional tourism
to keep up with the pace of the times(Huang & Zhou, 2018).
As mobile communication network, with the development of IOT,
big data and cloud computing technology, these new technologies
have also been applied to the tourism industry(Senyo et al., 2016),
which has made the tourism industry in China transform and
upgrade, reduced the management and transaction costs of tourism
enterprises, improved the business performance of enterprises, made
the capital elements flow to tourism enterprises, optimized the
allocation of elements, changed the structure of tourism industry, and
promoted the transformation and upgrading of tourism industry.
Although it is still in its infancy, this new technology has also been

Risk in e-commerce refers to a kind of Risk feeling produced by
consumers due to the changes in consumption environment,
consumption patterns and so on(Bauer, 1960). Through the related
research, this kind of psychology that consumers may lose when
purchasing products in the process of online shopping is called
perceived risk. That is, the risk of consumers refers to the loss of
consumers' subjective perception in the process of online consumer
behavior(Havlena ＆ DeSarbo, 1991).
In the process of using Mobile Traveling Application, the
merchant is a kind of virtual state, the information and identity of
the merchant is uncertain, because the user can not confirm and
identify the merchant, the user will produce certain uncertainty,
which may make the user feel Risk. On the other hand, with the
development of ICT technology, there should be big data, cloud
computing, GPS and other technologies in Mobile Traveling
Application, which enables users to obtain personal information,
behavioral information, consumption information, hobby orientation
and so on during the process of Mobile Traveling Application,
which is also the sense of Risk. In this context, let's examine how
the user perceived Risks of Mobile Travelling Application affect the
user's Satisfaction and Individual Performance. Thus, the following
assumptions are made:
Hypothesis 1a: The Risk of Mobile Travelling Application has a
negative impact on user Satisfaction.
Hypothesis 1b: The Risk of Mobile Travelling Application has a
negative impact on user Individual Performance.

2.3. IS Success model of DeLone and McLean (1992)
IS Success model was proposed by American scholars Delone and
McLean (1992) on the basis of summarizing the previous research
results. This model includes six main variables: information quality,
system quality, system use, user satisfaction, personal impact and
organizational impact. In the model, information quality and system
quality jointly affect system use and user satisfaction, system use
and user satisfaction affect each other, system use and user
satisfaction directly affect individuals, and then affect organizational
performance. In 2003, Delone and McLean revised the original
model in 1992 and proposed a new D&M IS Success model, in
which the variable of Service quality was added, and the individual
impact and organizational impact were combined into one variable
(i.e. Net benefit). Then the new six main variables become: system
quality, information quality, system use, user satisfaction, Service
quality, net benefit(DeLone & McLean, 2003).
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The focus of the system quality is the system itself (Zhou, 2013).
The integration of various data from different sources can help users
to integrate various system functions, business and functions when
using the system, which will be an important factor for users to use
Mobile Traveling Application. It also represents whether Mobile
Traveling Application can meet the needs of users more from the
system itself. In Delone (1992), the measurement of the system is
the flexibility, integration, response time and reliability of the system.
In a study by Tam and Oliveira (2016), System Quality had a
positive impact on the satisfaction and use of Task Technology Fit
by users. In the study of Wu and Lee (2017a) mobile travel goods
APP, System Quality has a positive impact on user satisfaction.
Based on the results of previous studies, we examine the relationship
between Mobile Traveling Application's System and technical task
fitness, user satisfaction, and usage. Thus, the following assumptions
are made:

also gives guidance and services in the process of user use, and the
vendor has the knowledge or ability to provide good services.
Therefore, the service is reliable and user-first. Service quality
mainly includes: trustworthiness, responsiveness, certainty, interaction
and other characteristics(Zhou, 2013). Let's examine the relationship
between Mobile Traveling Application's Service Quality and technical
task suitability, user satisfaction, and usage. Thus, the following
assumptions are made:

Hypothesis 2a: System Quality of Mobile Travelling Application
has a positive impact on Task Technology Fit of
users.
Hypothesis 2b: System Quality of Mobile Travelling Application
has a positive impact on Use of users.
Hypothesis 2c: System Quality of Mobile Travelling Application
has a positive impact on Satisfaction of users.

Individual Performance refers to the behavior of an individual in
order to fulfill the role requirements of an organization(Seddon &
Kiew, 1996). The higher the Mobile Traveling Application meets the
user's travel needs, the higher the user's personal performance gains.
Satisfaction is the key factor to affect the willingness to use
information system(Saarinen, 1996). When the user is satisfied with
Mobile Travelling Application, the user is willing to use; Conversely,
when the user is not satisfied, it is likely to be discontinued.
Accordingly, the following assumptions are made:

In the e-commerce environment, information systems and
information processing have become an important research hotspot in
the field of information systems. Information quality, generally
considered as the measurement of information system output, is more
focused on the quality of information system output, that is, the
quality of information produced by the system(Veeramootoo et al.,
2018). The quality of information in Mobile Traveling Application
system includes data, information and knowledge. Moreover, most of
the information quality measurements are subjective (Delone &
McLean, 1992). These characteristics include accuracy, updating,
relevance, consistency, reliability and so on (Wang & Wang, 1996).
In this thesis, we examine the relationship between Mobile Travelling
Application's 1nformation Quality and technical task fitness, user
satisfaction and usage. Therefore, we propose the following
hypotheses:
Hypothesis 3a: Information Quality of Mobile Tourism Application
has a positive impact on Task Technology Fit of
users.
Hypothesis 3b: Information Quality of Mobile Travelling
Application has a positive impact on Use of users.
Hypothesis 3c: Information Quality of Mobile Travelling
Application has a positive impact on Satisfaction
of users.
Service quality is the difference between what the user feels
should be provided by the system vendor and what the system
vendor actually provides (Pitt, 1995). Service quality generally refers
not to stylish goods, but to experience and innovation in
services(Tam & Oliveira. 2016). Therefore, the user can provide the
latest software and hardware support to the user when using the
Mobile Traveling Application vendor. At the same time, the vendor

Hypothesis 4a: Service Quality of Mobile Travelling Application
has a positive impact on Task Technology Fit of
users.
Hypothesis 4b: Service Quality of Mobile Travelling Application
has a positive impact on Use of users.
Hypothesis 4c: Service Quality of Mobile Travelling Application
has a positive impact on Satisfaction of users.

Hypothesis 5a: Use of Mobile Travelling Application has a
positive impact on user Satisfaction.
Hypothesis 5b: Use of Mobile Travelling Application has a
positive impact on user Individual Performance.
Hypothesis 6: The Satisfaction of Mobile Travelling Application
has a positive impact on user Individual
Performance.

2.4. Task Technology Fit
Task technology adaptability refers to the degree to which the
technology matches the task requirements. Namely, technical support
tasks(Aljukhadar et al., 2014). User-Mobile Traveling Application
TTF theory argues that the ability of a new technology to adapt to
the requirements of a task may lead to different results in the use of
the new technology(Khan et al., 2018). If the technology can meet
the needs of users, users will adopt the new technology. Conversely,
if the technology cannot meet the needs of users, users will not
adopt the new technology(Lu & Yang, 2014).
Compared with the traditional tourism service, Mobile Traveling
Application service has great technical advantages in information
exchange, information transmission and expanding social circle. These
technical advantages can meet the needs of tourists in the early,
middle and late stages of tourism, and can improve tourists' tourism
experience. As can be seen, there is an increasing technical fit
between the guest's mission requirements and the Mobile Travelling
Application service, which facilitates the guest's use of the Mobile
Travelling Application service. According to the concept of task
technology fit, good task technology fit will promote the adoption of
Mobile Travelling Application by tourists. Conversely, their
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willingness to adopt Mobile Travelling Application services is
affected or hindered. For example, even if the Mobile Traveling
Application service has the characteristics of timeliness and
cross-regionality, if the demand for this service is high or the
Mobile Traveling Application has this feature and is easy to
implement, then it is easy for the tourists to choose the Mobile
Traveling Application service. Otherwise, the tourists may choose the
traditional tourism service mode instead of the Mobile Traveling
Application service because of the lack of such demand or difficulty
in implementation. Therefore, this thesis proposes:
Hypothesis 7a: Task Technology Fit of Mobile Travelling
Application has a positive impact on Use of users.
Hypothesis 7b: Task Technology Fit of Mobile Travelling
Application has a positive impact on Individual
Performance of users.

questionnaire with 41 items to understand the factors that affect the
Satisfaction, Use, and Individual Performance of Mobile Traveling
Application. Operational definitions of variables are given in the
following Table 1.
In order to ensure the credibility and feasibility of this study,
before the questionnaire survey, the professors and doctoral degree
recipients in the field of e-commerce were asked to discuss whether
the measurement met the standards. A 8-day pre-survey was
conducted online from 15th to 22th September 2018. A total of 50
data were collected and a final questionnaire was presented after
correcting the questions. The final survey was conducted online from
October10nd to November 5nd, 2018, The final survey was
conducted among Chinese consumers with experience in using
Mobile Travelling Application to travel to Korea. Based on this
view, 1163 questionnaires were collected and analyzed statistically,
excluding67 inaccurate questionnaires. Statistical analysis of 996
questionnaires. In this study, SPSS 24 and AMOS 24 software were
used for statistical analysis.

3. Research model
Table 1: Operational definitions of variables

In order to test the success of Mobile Travelling Application, the
IS Success model is used as the basic model. Because the IS
Success model does not adequately describe the user's task
requirements, the services provided by Mobile Travelling Application.
Whether the technology matches the user's task, we add Task
Technology Fit to the IS Success model to add the variable Task
Technology Fit to the user's standpoint.
On the other hand, when users use a new technology, there is a
psychological uncertainty that affects the Satisfaction, Use, and
Individual Performance of the technology. Nowadays, when users use
Mobile Traveling Application, most of them will open the location
information, which can facilitate users to find information in the
course of travel, and can also obtain the recommendation information
of Mobile Traveling Application system. However, when users use
Mobile Traveling Application, their personal information, behavior
information, time information and so on may be disclosed.
Considering the above two points, we add the Risk variable to the
IS Success model. The model is as follows.

Variable

Operational definitions

The degree to which Mobile
Task Technology
Travelling Application technology
Fit
supports user needs.
System
Quality

References
Zhou et al.(2010),
Tam & Oliveira
(2016),
Wu & Lee(2017c)

The User's perception of the
performance of the Travelling
Application technology.

The information provided by the
Information
Travelling Application technology
Quality
supports the extent of user needs.
Service
Quality
I
S
S

The Service provided by the
Travelling Application technology
supports the extent of user needs.

The degree of satisfaction the user
Satisfaction uses the Travelling Application
technology.

Use

The extent to which the user
actually use the Travelling
Application technology or the
willingness of the user to use the
Travelling Application technology.

DeLone &
McLean(1992,
2003),
Zhou(2013),
Tam & Oliveira
(2016),
Wu & Lee(2017a)

The extent to which the Travelling
Individual
Application technology helps the
Performance
user’s Individual Performance.

Risk

Figure 1: Research Model

4. Questionnaire design and data collection
Based on the previous research on Mobile Traveling Application,
IS Success model, Task Technology Fit, Risk, this thesis designs a

The negative emotions or
psychological uncertainties that
arise when users use the
Travelling Application technology.

Martins et al.
(2014),
Yang et al.(2015)

Since research in the field of social sciences includes abstract
concepts, it is important to ensure the credibility of variables. In this
study, Cronbach's alpha is used as the criterion to judge the inherent
consistency of the method. Hair et al. (2006) argued that in the
social sciences, Cronbach's alpha is credible if it exceeds 0.7. The
Cronbach's alpha values of the 8 variables in this study were all
higher than 0.85, which reached the acceptable standard. Therefore,
the questionnaire sample has good reliability. As shown in Table 2.
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At the same time, in order to verify the appropriateness of this
study, confirmatory factor analysis was carried out. Generally
speaking, the main measurement values used to evaluate the
measurement model are Composite Reliability Extracted and Average
Variance Extracted. The AVE value is greater than 0.5 and the CR
value is greater than 0.7, which indicates that the sample data has
good validity(Hair et al., 2006).. As can be seen from the results of
the confirmatory factor analysis in Table 2, both the AVE and CR
values of the variables are within acceptable ranges. In this study,
we used Hair (2006) to verify that the square root of AVE for all
variables is greater than the correlation with other variables to ensure
discriminant validity.
As a result of the analysis, it was confirmed that the square root
value of AVE of all the variables seen in the diagonally shaded
portions of Table3 was larger than the correlation coefficient with
other variables. Therefore, we judge that the discriminant validity of
this paper is effective.
From the fitting index analysis of the structural equation model of
Table 4, the fitting indexes are better than the recommended values,
and the fitting degree of the model is better, and the model can be
accepted as a whole.In the present study model, the use of the
proposed method is shown in Table 5.
Table 2: Quality criterion(CR, AVE, Cronbach's α) and loadings
Cronbach's α

Construct

Risk

System
Quality

Information
Quality

Service
Quality

Satisfaction

Use

Individual
Performance

RK1
RK2
RK3
RK4
SQ1
SQ2
SQ3
SQ4
IQ1
IQ2
IQ3
IQ4
SvQ1
SvQ2
SvQ3
SvQ4
SA1
SA2
SA3
SA4
Use1
Use2
Use3
Use4
IP1
IP2
IP3
IP4

0.913

0.883

0.919

0.901

0.898

0.912

0.909

TTF1
Task
Technology
Fit

TTF2
TTF3
TTF4

Loading
1.000
0.86
0.98
0.971
1.000
0.969
1.07
0.894
1.000
1.106
0.986
0.999
1.000
0.935
0.939
0.942
1.000
0.980
0.898
0.937
1.000
1.025
1.008
0.964
1.000
0.928
1.027
1.064

AVE

0.882

0.658

0.742

0.661

0.691

0.723

CR

1.029
1.201
0.967

Correlations
RK

0.885

0.899

0.912

IQ

0.926

SQ

-0.283

0.810

SvQ

SA

Use

IP

TTF

IQ

-0.21

0.405

0.861

SvQ

-0.119

0.304

0.349

0.835

SA

-0.298

0.443

0.515

0.27

0.831

Use

-0.343

0.503

0.629

0.295

0.599

0.850

IP

-0.399

0.521

0.501

0.301

0.678

0.648

0.845

TTF

-0.225

0.428

0.523

0.295

0.551

0.534

0.653

0.856

Table 4: The Recommended Valuesand Actual Values of Fit Indices.
χ2/DF NFI

Model Fit Indices
Recommended value
Structural model

CFI

GFI TLI AGFI RMR RMSEA

>0.90 >0.90 >0.90 >0.90 >0.90 <0.10

<0.08

1.473 0.975 0.992 0.961 0.991 0.953 0.022

0.034

<3

Table 5: Results of Hypothesis Analysis
Hypothesis

Constructs

Estimate

C.R

p-value

Result

H1a

Risk→Satisfaction

-0.051

-3.076

0.002

Accepted

H1b

Risk→
Individual Performance

-0.089

-6.654

***

Accepted

H2a

System Quality→
Task Technology Fit

0.243

7.454

***

Accepted

H2b

System Quality→Use

0.236

7.682

***

Accepted

H2c

System Quality→Satisfaction

0.151

4.318

***

Accepted

H3a

Information Quality→
Task Technology Fit

0.365

11.301

***

Accepted

H3b

Information Quality→Use

0.386

11.916

***

Accepted

H3c

Information Quality→
Satisfaction

0.188

5.053

***

Accepted

H4a

Service Quality→
Task Technology Fit

0.067

2.566

0.01

Accepted

H4b

Service Quality→Use

0.011

0.475

0.635

Rejected

H4c

Service Quality→Satisfaction

0.033

1.313

0.189

Rejected

H5a

Use→Satisfaction

0.367

8.507

***

Accepted

H5b

Use→Individual Performance

0.232

6.706

***

Accepted

H6

Satisfaction→
Individual Performance

0.318

9.906

***

Accepted

H7a

Task Technology Fit→Use

0.212

6.276

***

Accepted

H7b

Task Technology Fi→
Individual Performance

0.330

10.931

***

Accepted

0.920

0.886

SQ

RK

0.968

Note: *** < 0.001.

0.714

0.909

6. Implications

0.917

Based on the interpretation and discussion of the analysis results,
this thesis puts forward some constructive suggestions for the
enterprises of Mobile Travelling Application.
Frist. The Risk of Mobile Travelling Application has a negative
impact on user Satisfaction and Individual Performance. This result

1.000
0.960

Table 3: Correlations and AVE (square root, shown in bold at diagonal)

0.733
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shows that: To make Mobile Travelling Application more successful,
Businesses need to minimize the Risks that users feel. Because each
user is an individual, when using Mobile Travelling Application, the
Risk dimensions are not the same. The average user using Mobile
Traveling Application is aware that the Risk dimension is divided
into privacy risks, Time Risk, Information Risk, Economic risk,
Property risks, etc, and then the enterprise can take action against
these Risk dimensions. For example, Mobile Traveling Application
enterprises protect users' personal information in multiple ways, and
strengthen the security system of Mobile Traveling Application,
timely understand and solve problems encountered by users, improve
the response speed of Mobile Traveling Application, and expand the
market share and influence, improve the visibility, provide more
comprehensive services for users, so as to achieve the goal of
further stabilizing customers.
Second, The system quality of mobile traveling application has a
significant impact on task technology fit, use, satisfaction. System
Quality is the most important factor that users consider when
deciding whether to accept and use mobile traveling application, that
is, the convenience of system access, the speed of system response,
the simplicity of system, and the possibility of system errors when
guests use the system. These factors constitute the most basic
requirements when users use Mobile Traveling Application, and a
Mobile Traveling Application enterprise wants to have a good
development needs to meet the user's requirements for the System
Quality of Mobile Traveling Application.
Third, The Information Quality of Mobile Travelling Application
has a significant impact on Task Technology Fit, Use, Satisfaction.
Mobile Traveling Application's 1nformation Quality is the most
intuitive to users. Mobile Traveling Application enterprises can begin
to provide diversified tourism information, rapid updating of tourism
information, reliability of tourism information and concise, useful and
relevant information. For example, travel merchandise needs to be
categorized and segmented, searched travel products can be compared
automatically (price, environment, route, etc.), and information related
to food, shelter, travel, shopping, entertainment, etc. can be searched
and recommended by the user's preferences when entering the name
of a tourist place or city.
Fourth, The Service Quality of Mobile Traveling Application has
a significant impact on Task Technology Fit, but has no impact on
Use and Satisfaction. Mobile Traveling Application's Service Quality,
while satisfying the user's travel needs, does not have a facilitating
effect on the user's Use and Satisfaction. Service Quality is a factor
that Mobile Traveling Application should take into account when
developing designs to further appeal to users. There is no difference
in the level of attention, visual attractiveness, and three-dimensional
stereotype provided by the Service Quality system compared with
other websites. Therefore, if you want users to use Mobile Traveling
Application longer, you should focus on improving the quality of
service of the Mobile Traveling Application system. Another factor
to consider when attracting users is the cooperation of Mobile
Traveling Application enterprises, because users will use different
APPs in the first three stages of travel, such as navigation APPs,
scenic spots explain APPs, and so on, to achieve inter-enterprise
cooperation, users can complete the whole process of travel by
downloading an APP before departure.

Fifth, Task Technology Fit of Mobile Travelling Application has a
significant impact on the user's Use. In the context of smart tourism,
Mobile Traveling Application should maximize the satisfaction of
users' personalized tourism experience needs. According to the needs
of users, provide users with a new and comprehensive service
experience in the most effective travel time. If the Mobile Traveling
Application fully meets the needs of users, and is well met and
implemented, it will increase the user's use of the Mobile Traveling
Application and the Individual Performance. Therefore, in the design
and development of Individual Performance, we should start from the
user's point of view, take the user's needs as the center. According
to the task that the visitor needs to complete as the starting point,
quickly and accurately provide the content that the user wants to
find, so as to improve the task technology adaptability, thus improve
the user's use of Individual Performance and Individual Performance.

7. Limitations and future research
This study puts forward some conclusions and suggestions, but
there are still some limitations. Factors affecting assumptions. This
study is mainly based on IS Success model, adding TTF and Risk
variables to put forward hypotheses. In this study, only the most
basic research direction and content are applied to propose the
hypothesis influencing factors of Mobile Travelling Application, and
there are also potential influencing factors that can be developed.
Therefore, the future research can start from different theories and
practical experience, and put forward more diversified hypothetical
influencing factors.
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A Study on Performance Improvement and Perception Difference of SMEs Using TPB:
Focusing on Corporate Ethical Responsibility Activities, Personal Characteristics and
POS*
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Abstract
The purpose of this study is to elucidate the perception differences between CEOs and employees, and to derive a plan for improving
performance by using theory of planned behavior (TPB) to enhance the competitiveness of SMEs exposed to various difficulties until recently. A
total of 238 valid questionnaires were collected for CEOs and members of SMEs. In order to clarify the difference of perception, independent
sample t-test and multi-group analysis using AMOS were conducted. Simple regression analysis and structural equation were used to confirm
whether the theory of planned behavior was applied at the level of SME. The CEO group is more aware of company’s ethical responsibility
activities and organizational support than the group of employees, and collectivism contributes more to organizational development than
individualism tendency. Also, the theory of planned behavior is applied to the SME level as well. This study suggest that CEOs need to accept
the pluralism of their members for the development of SMEs. In addition, it is necessary to form a consensus on ethical responsibility activities
that corporations are performing by supporting diverse strategies and members' participation in management decision-making.
Keywords: Performance Improvement, Perception Difference, SME, TPB(Theory of Planned Behavior)

1. Introduction
Concerns about the productivity of Korean companies are getting
worse. For example, Korea's automobile industry, ranked fifth in the
world by 2015, was ranked 7th by 2018 and lower than Mexico by
2015(KAMA, 2019). As a result, the automobile industry and experts
have diagnosed that the high cost and low efficiency problems are
deepening due to Korea's rigid labor market and confrontational labor
relations. In addition, the average hour per vehicle(HPV) is much
longer than that of competing global companies, but it is known that
wages are the highest in the world (ChosunBiz, 2019). Other
industries in Korea are also known to be different.
However, Korea's SMEs are facing many difficulties due to more
serious problems account for 99.9% (3,672,000) of the total number
of enterprises, and 90.3% (15,392,000) of total number of employees
by size of domestic companies as of 2016. Specifically, except for
some semiconductors and IT products, the production scale and
average utilization rate are declining due to various reasons such as
the recession of major global countries, and structural problems such
as inefficient work processes, low efficiency and vulnerability to
financial structure (Yang & Cho, 2015) as well as the 52-hour work
* This paper has been represented 2019 International Conference on
Business and Economics (ICBE 2019). Reviewed by new discussion
of two panelist and revised faithfully reflected by three anonymous
reviews. And this research was supported by grants from CBP
(Capacity Building Project) of Jangan University.
** Assistant Professor, Dept. of Distribution Management, Jangan
University, Hwaseong, Korea. Tel: +82-31-299-3133,
E-mail: pricezzang@jangan.ac.kr

per week and the minimum wage increase of law. Therefore, it is
expected that various studies such as the technical researches to
directly solve the problems related to the decrease of productivity
(eg, Jin, Lee, & Lee, 2011; Song, Jeong, & Park, 2019) and human
resource development research (eg Bae & Park, 2016; Sung, Moon,
& Kim, 2019) have been published.
This study focuses on differences in perceptions of SMEs
regarding the ways to improve SMEs 'performance and the reasons
for the lowering of SMEs' competitiveness. This is because the
influence of CEOs can be direct in the case of SMEs because the
physical distance between CEOs and members is considerably closer
than that of large corporations. In other words, if the CEO and the
members are aware of the same issue of the company, the problem
solving is relatively easy, but if there is a difference in recognition,
the result may be totally different.
Therefore, the purpose of this study is to propose measures to
improve the performance of SMEs' employees, and to find out the
differences between SME CEOs and their members in an empirical
way, I want to share our worries. Specific measures for this are as
follows. First, I will contribute to improving the competitiveness of
SMEs by establishing a structural research model and suggesting
clues for organizational development by using TPB(Theory of
Planned Behavior) model to improve the job performance of SME
members. Second, it examined each variable of the research model
based on the planned behavior theory by independent sample t-test
to confirm the difference of perception among CEOs and members,
and I try to verify that there is a perception difference through the
multi-group analysis of SEM(Structural Equation Modeling) in which
individual characteristics divide by individualism and collectivism are
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classified.
The results of this study will confirm what factors are needed for
SME members to improve their performance, and I expect to be
able to provide clues as to how to strengthen the competitiveness of
SMEs by focusing more on certain factors among these variables. In
particular, I expect that they will be able to establish the basis for
the CEO and its members to elicit and practice ethical responsibility
activities individually or at an organizational level by recognizing the
importance of ethical responsibility activities for SMEs that have
been forced to neglect ethical responsibility activities for various
reasons. In addition, it will be possible to reduce the psychological
distance and find ways to carry out their duties based on mutual
trust by identifying whether there is a difference in perceptions
among CEOs and members of SMEs. Finally, it is expected that the
result of multi-group analysis with individualism and collectivism
carried out in this study will be able to increase the relevance of
more studies by presenting new analytical techniques for twin
variables in various future studies.

2. Theoretical Background
Based on the social cognitive theory, TPB (Theory of Planned
Behavior) was presented by Ajzen (1991) based on the theory of
reasoned action (TRA) proposed by Fishbein and Ajzen (1975). TRA
has argued that human beings determine behavioral intention by their
behavioral attitudes and the subjective norms they have, and the
degree of behavior intention was an important determinant of
behavior(Fishbein & Ajzen, 1975). However, in the case of
behavioral intention, which is considered to be an important factor in
the TRA, it has come to the limit that the behavior can be predicted
only when the individual can control himself. Thus, Ajzen (1991)
has argued for a TPB that reflects the capacity to control behavior
as an additional variable and the perceived control of behavior as
the situation is able to control behavior as it should.
In this study, the following variables were constructed to apply
TPB. Specifically, it was set as a judgment on the ethical
responsibility activities of the SEM which is being discussed recently
with a positive attitude toward the company recognized by the
members. And it was set as a personal characteristics such as
individualism and collectivism with a subjective norms. In addition,
perceived behavioral control (PBC) was applied to perceived
organizational support. And to examine the effects of these factors
on organizational citizenship behavior for organizational development.

Note: Quoted model from Ajzen(1991)

Figure 1: Model of TPB (Theory of Planned Behavior)

The concept of corporate social responsibility was raised with the
establishment of the American concept of welfare state capitalism in
the 1930s, and it is called responsible management and corporate
sustainability & responsibility, which means sustainable growth in the
1990s (Jung, 2006). The ethical responsibility of a corporation
interested in this study can be defined as the expectation of a
corporation in society that it will do right and just acts including
ethical leadership (FKI, 2005).
In this study, the value orientation of SEM organizational
members adopted individualism and collectivism. Individualism and
collectivism have been classified into value orientation through
various domestic and foreign studies (e.g. Cho, Cho, & Yang, 2005;
Cho & Cho, 2004; Hui & Triandis, 1986; Lee, Cho, & Cho, 2002;
Markus & Kitayama, 1991; Triandis, 1995) with a individual level.
According to Cho et al. (2005), individualism emphasizes
individuality compared to organization, emphasizing individual goals
more than group goals, and maintaining individual self-image and
having independent self-image. Collectivism, on the other hand,
emphasizes collective decision- making, as well as the tendency to
rely on organizational co-operation and organization rather than
individual ability, and the tendency of group goals to take
precedence and pursue interdependent and harmonious relationships
(Markus & Kitayama, 1991; Triandis, 1995).
Perceived organizational support is based on the theory of social
exchange (Blau, 1964), and it defined organizational trust as a
collective form of trust in the degree to which members are valued
for the contribution they make and are interested in promoting the
welfare of their members (Eisenberger, Huntington, Hutchison, &
Sowa, 1986; Yang & Cho, 2015). In other words, perceived
organizational support was the perception that the degree of belief
that the organization will fulfill its duty of exchange through rewards
and recognition, along with the perception that it cares not only for
its members but also concerned for its members (Wayne & Shore,
1997).
Organizational citizenship behavior is a concept introduced by
Organ (1988), based on 'willingness to cooperate' and 'initiative and
voluntary action'. In other words, organizational citizenship behavior
is an act that promotes the effective functioning of the organization
by the free will of its members (Eom & Yang, 2014; Organ, 1988).
In this study, I defined organizational citizenship behavior as a way
of action for members to strive for the development of organization
according to free discretion.
Management performance is the result of evaluating how
efficiently SMEs have achieved their performance, and the degree of
performance of the process to achieve the company's goals.
Therefore, management performance can be maintained at a high
level according to employees' efforts, their capabilities, characteristics,
and perception of roles, and performance are made by effort.
However, these two are not always the same, but the difference
between the two variables is determined by the individual's
perception of the individual's abilities and characteristics and the role
to be performed (Porter, 1991). In this study, I was used to measure
both company's financial performance and non-financial performance
perceived by members by Kwon(2016).

Hoe-Chang YANG / KODISA INTERNATIONAL CONFERENCE: ICBE 2019 385-392

3. Research Design
3.1. Research Model and Hypotheses
People are engaged in various cognitive activities in their daily
lives. The lexical meaning of cognition is defined as a series of
mental processes that accept, store, and withdraw the knowing or
stimulation of certain facts (NISE, 2018). As mentioned before, this
study focuses on the perceptions of SME CEOs and their members
because if there is a difference in recognition, it is highly likely to
have a negative impact on the company's achievement of its goals.
The difference in perception means that the direction in which each
individual is directed may be different. For example, if the CEO's
claim to work together to strengthen a company's competitiveness is
taken as a negative conception of labor exploitation for an
individual, the company's policy decisions are unlikely to achieve the
desired effect. Therefore, the following hypothesis can be established.
Hypothesis 1: There will be differences in perceptions of CEO
and members about ethical responsibility activities,
value orientation of employees, and perceived
organizational support. Specifically, CEOs will have
a higher appraisal of corporate ethical responsibility
activities and organizational support perceptions than
their members about their company. Also, CEOs
will perceive that collectivism is more effective for
organizational development than individualism.
According to Choi, Moon, and Joo (2017), domestic and
international CSR researches such as Joung and Shin(2016) and
Devinney(2009) have been applied to macro level to analyze
organizational level in academic fields such as strategy, marketing,
and finance. Meanwhile, studies that identify the characteristics of
organizational levels that promote CSR activities (Kiessling, Isaksson,
& Yasar, 2016; Kim & Lee, 2013) also take up a large share. In
addition, there are several studies that investigate individual CSR
researches such as consumer perception, investment decision making,
and selection of job-seeker companies. In recent years, research has
been conducted to identify the independent variables and outcome
variables of employees' are gradually increasing(Bauman & Skitka,
2012; Choi et al., 2017; De Roeck & Maon, 2016; Jones, 2010;
Morgeson, Aguinis, Waldman, & Siegel, 2013; Vlachos,
Panagopoulos, & Rapp, 2014).
In this study, it is because that the positive attitude toward the
company recognized by the SME members is composed of the
judgment of the ethical responsibility activities of the company.
In this study, the reason for adopting the positive attitudes toward
the company perceived by the SME members as the judgments about
the ethical responsible activities of the company that
various
examples of Korea’s corporate unethical behavior have been reported
in the media and are now spreading to social problems. For
example, companies such as S, H, and D have been reported to the
population so far, and the form has also been affected by various
problems ranging from the personal level of the owner's family to
the management level of the company. Until now, it has been
somewhat socially acceptable that there is a difference in opinion
based on cultural difference (Mustamil & Quaddus, 2009), and it
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was relatively generous about the small unethical practices of
corporations due to the influence of the special situation of Korea
where the collectivism culture is relatively strong(Hofsted, 1980).
However, in the modern society, the practice of ethical management
plays an important role in the survival of the company, and it is
true that the social atmosphere which is strict about the unethical
behavior of the enterprise can not be ignored. Therefore, it is very
likely that corporate ethical responsibility activities are perceived as a
measure of ethical management practice for its members.
As mentioned earlier, studies on individualism and collectivism
(Cho et al., 2004; Ting, 1993; Triandis, McCusker, & Hui, 1990)
were reported actively until the early 2000s. In recent years,
however, relatively low research has been done after the assumption
that the value orientation of Korean individuals is highly pluralistic.
Particularly, there was no research that used individualism and
collectivism as measures to measure perception difference between
employees and CEOs. The reason for applying subjective norm to
individualism and collectivism is that CEOs generally expect that
collectivist characteristics will have a more positive impact on
organizational development. In the meantime, the interview results
with SME CEOs seem to think that the traditional collectivism
characteristic that prioritizes the interests of the organization rather
than the individual is likely to contribute to the development of the
company. However, organizational members in Korea are known to
have more pluralism in combination with individualism and
collectivism (Cho et al., 2005). Therefore, there is a high possibility
that the psychological gap with the members will occur if CEOs
prefer the collectivist tendency to the members.
Perceived organizational support is considered to be an appropriate
variable for perceived behavioral control because it is actively
committed to the organization when it is believed that members of
an organization are recognized by the organization(Wayne et al.,
1997). In recent years, perceived organizational support has been
used in research as an important variable in the context of
psychological contracts and leader-member exchange (LMX)
relationships. In this study, the reason for applying perceived
organizational support as variable of perceived behavioral control
based on planned behavior is the difference in information about
how much support a member receives from an organization
determines the control over voluntary work behavior. In other words,
if members are perceived to receive various supports from the
organization, it is very likely that they will voluntarily behavior for
the development of the organization themselves. However, if not, it
is very likely that not only voluntary activities are suppressed, but
even minimal work activities are passive. The following hypotheses
were established based on the preceding studies.
Hypothesis 2: The research model based on the theory of planned
behavior will work positively for the SME situation.
Hypothesis 2-1: Corporate ethical responsibility activities will
have a positive impact on organizational
citizenship behavior.
Hypothesis 2-2: The value orientation of the members will have
a positive effect on organizational citizenship
behavior.
Hypothesis 2-3: Perceived organizational support will have a
positive impact on organizational citizenship
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behavior.
Hypothesis 2-4: Organizational citizenship behavior will have a
positive impact on management performance.
Hypothesis 2-5: Perceived organizational support will have a
positive impact on management performance.
As suggested earlier, the proposed TPB is evaluated as excellent
model in predicting people's behavior or actual behavior, which is
applied in a variety of ways in the social sciences (Liao, Chen, &
Yen, 2007; Mahon, Cowan, & McCarthy, 2006; Nasco, Toledo, &
Mykytyn, 2008). For example, Yang (2014) studied the effects of
self-enhancement bias and transformational leadership on innovative
work behavior through extended theory of planned behavior in his
work. However, no studies have attempted to approach the
perceptions of difference through the theory of planned behavior for
SMEs. In the case of SMEs, the influence of CEOs on their members
is more direct and absolute than those of large corporations.
Therefore, the psychological perception gap between the members
and the CEO is highly likely to affect the organizational commitment
and job performance of the members, and this result may have a
negative effect on the performance improvement of SMEs. Considering
these situations, I have established the following hypothesis.
Hypothesis 3: In the model of theory of planned behavior, CEOs
will perceive that individualism tendency is less or
less than organizational citizenship behavior which
is voluntary action for organization compared to
collectivism tendency of members.
The structured research model applying
behavior is presented in <Figure 2>.

theory of planned

Figure 2: Research Model & Hypotheses

3.2. Data collection and utilizing measures

of SMEs in Sihwa and Banwol Industrial Complex. A total of 238
valid questionnaires were used for the analysis.
The measures used are as follows: First, the company's ethical
responsibility activities was measured into 6 items such as “Our
company is trying to create an ethical business climate” based on
the research of Dahlsrud(2009), Park et al.(2010) and Park and
Lee(2012). Second, Individualism/collectivism as an individual's value
orientation was measured into 3 items about individualism tendency
such as “I am unique and special compared to others”, 5 items
about collectivism such as “I work hard for the goals of my
company” based on the research of McCarty and Shrum(2001).
Third, perceived organizational support was measured into 8 6 items
such as “My company is interested in my welfare problems” based
on the research of Eisenberger et al.(1986). Forth, organizational
citizenship behavior was measured into 8 items such as “I often help
colleagues who have a lot of work” based on the research of
Podsakoff, Mackenzie, Moorman, and Fetter (1990). Finally,
management performance was measured into 11 items such as “The
sales per capita of our company is increasing”, “Customer
satisfaction for our company is increasing” based on the research of
Kwon(2016). All scales were measured on a Likert 5 point scale.

4. Empirical Analysis
4.1. Demographic Characteristics
The demographic characteristics of respondents are as follows.
First, 112 respondents (47.1%) were CEOs and 126 respondents
(52.9%) were employees, and 199 respondents (84.0%) were male
and 38 respondents (16.0%) were female(1 respondent is missing).
The age distribution was found to be 61 respondents (26.1%) under
35 years old, 49 respondents (20.9%) under 35~50 years old, and
124 respondents (53.0%) over 50 years old (4 respondents were
missing), and 178 respondents (77.4%) were married, and 52
respondents (22.6%) were unmarried(8 respondents were missing).
The level of education was 181 (76.4%) who graduated from college
or higher, which is much higher than the number of high school
graduates (43, 18.1%). The level of Income was 96 respondents
(40.6%) less than 3~5 million won, and 78 respondents (32.9%)
were found to earn more than 5 million won because of CEOs are
included. The average number of years of service was 64
respondents (27.7%) for less than 5 years, 42 respondents (18.2%)
for 5 to 10 years, and 125 respondents (54.1%) for more than 10
years (7 respondents were missing).

For this study, I conducted questionnaires on CEOs and members
Table 1: Results of Reliability & Validity
Variable

item

Construct Reliability

AVE

Cronbach’s α

Ethical Responsibility Activity (ERA)

6

0.907

0.621

0.870

Individualism

3

0.824

0.610

0.792

Collectivism

5

0.926

0.715

0.873

Value Orientation

Perceived Organizational Support (POS)

8

0.952

0.715

0.946

Organizational Citizenship Behavior (OCB)

7

0.915

0.607

0.879

Management Performance (MP)

11

0.915

0.726

0.915
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Table 3: Results of Independent-Samples t-Test

4.2. Reliability and Validity Analysis

Variable

In order to confirm the convergent validity of the items of each
variable, confirmatory factor analysis (CFA) was performed except
for one item of organizational citizenship behavior in which the
standard regression weights was less than 0.5. The results showed
that the construct reliability was 0.824~0.852 and the average
variance extracted (AVE) was 0.607~0.726. On the other hand, in
order to confirm the internal consistency, Cronbach's alpha coefficient
was 0.792 ~ 0.946. The results of the analysis are presented in
<Table 1>.

4.3. Results of Correlation Analysis

Table 2: Results of Correlation Analysis(Pearson Correlation, n=238)
2

3

4

5

6

1. ERA

(0.621)

2. Individualism

.458**

(0.610)

3. Collectivism

.597**

.469**

(0.715)

4. POS

.709**

.501**

.503**

(0.715)

5. OCB

.692**

.544**

.736**

.682**

(0.607)

6. MP

.500**

.399**

.488**

.576**

.528**

(0.726)

Mean

3.49

3.14

3.66

3.22

3.49

3.63

S.D

0.65

0.76

0.60

0.80

0.64

0.64

Note) ** p<.01, AVE marked in (

Individualism

Collectivism

POS

The correlation coefficient was 0.458 ~ 0.736 in order to confirm
the directionality and relationship of variables, discriminant validity
and causal relationship analysis. On the other hand, it was concluded
that the discriminant validity was secured by the fact that both the
coefficient of determination which is the square of the correlation
coefficient, and the average variance extracted (AVE). However, the
correlation coefficient between ethical responsibility activity and
perceived organizational support was 0.709, and the multicollinearity
diagnosis was performed. As a result of the analysis, it was
confirmed that there was no multicollinearity because tolerance was
0.497 and variance inflation factor (VIF) was 2.011. The
Durbin-Watson coefficient was 1.935 (n = 238). Therefore, it
concluded that there is no autocorrelation.

1

ERA

).

4.4. Results of Hypothesis Verification
To test <Hypothesis 1>, I conducted an independent sample t-test
for the CEO group and the employee group. As a result of the
analysis, it was found that the CEO group was statistically
significantly higher than the employee group for each variable.
Especially, the CEO group showed higher evaluations about ethical
responsibility activities and perceived organization support than the
employees. Also, it was confirmed that the CEO group perceives the
collectivist tendency more than the individualist tendency to the
employees. Therefore, <Hypothesis 1> was adopted.

OCB

Group

N

Mean

S.D

CEO

112

3.83

0.55

Emp**

126

3.19

0.57

CEO

112

3.35

0.55

Emp**

126

2.94

0.86

CEO

112

3.88

0.52

Emp**

126

3.46

0.61

CEO

112

3.62

0.58

Emp**

126

2.86

0.81

CEO

112

3.78

0.52

Emp**

126

3.24

0.63

M.D*

t-Value

p-Value

0.64

8.734

0.000

0.40

4.238

0.000

0.41

5.621

0.000

0.75

8.201

0.000

0.54

7.236

0.000

Note) * M.D: Mean Difference, ** Emp: Employee

In order to verify <Hypothesis 2>, simple regression analysis was
conducted after controlling the demographic characteristics that were
found to be related to variables such as group, gender, age, marital
status, education level, monthly income and years of service. As a
result of the analysis, the ethical responsibility activity (β = .603, p
<.001), the individualism (β = .412, p <.001), the collectivism (β =
.667, p <.001), and perceived organization support (β = .597, p
<.001) had a statistically significant positive effect on organizational
citizenship behavior, respectively. And it was confirmed that
organizational citizenship behavior (β = .577, p <.001) and perceived
organization support (β = .702, p <.001) had a statistically
significant positive effect on management performance, respectively.
Therefore, <Hypothesis 2-1> and <Hypothesis 2-5> of sub-hypotheses
<Hypothesis 2> of were all adopted.
Although we did not set it as a hypothesis, I used multiple
regression analysis in order to confirm which variable influences on
organizational citizenship behavior taken in this study such as the
behavioral intention. As a result of analysis, it is confirmed that the
influence is exerted in the order to the collectivism (β = .445, p
<.001), perceived organization support (β = .238, p <.001), ethical
responsibility activities (β = .167, p <.01) and the individualism (β
= 100, p <.05) (R2 = .719, F, = 44.197, p <.001).
In order to verify <Hypothesis 3>, I tried to examine whether
there is a difference in the effects of individualism and collectivism
on organizational citizenship behavior for organizational development
because of I expect to see the difference in perception between CEO
and members using multi-group analysis of structural equation
modeling. As shown in <Figure 3>, the results of analyzing
individualism tendency showed that individualism (γ = -. 05, p =
.511) did not have statistically significant effect on organizational
citizenship behavior in CEO group. However, However, in the group
of employees, individualism (γ = - .38, p <.001) was found to be
statistically significant. Therefore, <Hypothesis 3> was adopted.
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Note: ( ) is the result for a group of employees
Figure 3: Results of putting individualism into the value orientation

On the other hand, when collectivism is introduced that the
ethical responsibility activity (γ= .29, p<.001) has a statistically
significant positive (+) effect on organizational citizenship behavior in
the CEO group. However, ethical responsibility activity (γ = .12, p
= .128) was found to have no statistically significant effect on
organizational citizenship behavior as shown in <Figure 4>. This
result supports the results of <Hypothesis 1> presented above.

Note: ( ) is the result for a group of employees
Figure 3: Results of putting collectivism into the value orientation

The model fit for each model is presented in <Table 4>.
Table 4: Results of Model Fit
Variable

χ2

d.f

p-value GFI

NFI

CFI

RMR RMSEA

Individualism 11.807

4

.019

.981

.978

.985

.011

.091

Collectivism

4

.007

.977

.977

.983

.011

.104

14.259

Note: Model fit shows unconstrained results.

5. Summary and Discussions
The purpose of this study is to clarify the perception difference
of CEOs and employees in order to improve the performance of
SME employees, and to examine the roles of corporate ethical
responsibility activities, individual value orientation, and perceived
organization support on organizational citizenship behavior that can
contribute to organizational development using TPB.

The analysis results and implications are as follows:
First, the CEO group showed a statistically significant higher
evaluation of corporate activities and support items than the group of
employees. This result means that CEOs and employees have
different perceptions. Therefore, in order for SMEs to improve their
management performance, it is necessary to establish a plan to
resolve differences in perception. For example, it is possible to make
positive judgments about corporate ethical responsibility activities by
allowing employees to participate in corporate management and
strategic decision-making processes. In addition, CEOs will be more
likely to improve their management performance if they make an
effort to diagnose the various support and trust provided to their
members from an objective point of view and try to reduce their
perceptions.
Second, it was found that ethical responsibility activity, value
orientation devide by individualism and collectivism and perceived
organization support was positively influenced on organizational
citizenship behavior for organizational development. On the other
hand, it is found that organizational citizenship behavior is also an
important factor for enhancing management performance as the
behavioral intention which is considered important affects behavior in
TRA. Therefore, it is necessary for SMEs to make active efforts in
ethical responsibility activities that are reported to be operated
negatively for various reasons, and there is a need for a strategic
approach that allows members to recognize that they receive various
support from their company. On the other hand, the result of the
value orientation of the members indirectly suggests that the
members tend to be pluralistic as Cho (2005) reported. Therefore,
CEOs should not distinguish between internal and external groups in
the dual perspective of individualism/collectivism in setting up
relations with members. In other words, it is suggested that it is
highly possible that members contribute to organizational
development if the recognition of individual value orientation is
preceded.
Third, the results of the multi-group analysis of the structural
equation modeling showed that there was a significant difference in
perception between the CEO group and the employee group, and
that the employees were not significantly affected by SME’s ethical
responsibility activities. In particular, the CEO group judged that
individualism is not a factor affecting voluntary behavior for
organizational development, while the employees also judged
individualism tendency as a factor contributing to organizational
development. As mentioned above, the gap between CEOs and
employees' perceptions is likely to be an impediment to improving
performance. Therefore, CEOs should embrace different of individual
values and construct diverse strategies for their members to promote
collective consciousness. In addition, the evaluation results of SMEs'
ethical responsibility activities can be interpreted as the fact that
SMEs are neglecting current ethical responsibility activities or not
informing their members about ethical responsibility activities. In the
case of SMEs, the physical distance between CEOs and members
may be advantageous or disadvantageous compared to large
corporations. Therefore, SME CEOs will be able to reduce
psychological distance by using physical distance to share
information about positive activities of company and information
about ethical responsibility activities performed by CEO himself. In
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addition, such an effort can be a desirable clue that members can
derive positive results of the company and CEO's trust, and can
enhance management performance.
Despite the various implications of this study, there are some
limitations that need to be overcome in future studies. First, SMEs
who responded to the questionnaire included a single company or a
small number of SMEs hired by foreign workers, so that they could
not directly measure the perception difference from the perspective of
the company. Therefore, in future research, it is necessary to define
the sample as SMEs with more than a certain number of employees
and conduct a direct study on the perception difference in the
organization. Second, in this study, I investigated individual's value
orientation devide by individualism/collectivism and carried out
multi-group analysis using SEM, but It is clear that there is a limit
to the fact that it is not possible to verify the statistical differences
of the different paths to the analysis results of the two variables.
Therefore, in future research, it would be desirable to conduct a
study with a single variable that can express the bipolarity. Third,
There are also limitations of various bias for self-report
questionnaires and cross-sectional studies. Therefore, in future
research, it is necessary to diversify research methodology such as
qualitative research, and to consider various factors that reflect the
management performance of SMEs as well as a time series study on
the sample group.
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Does customer delight matter in the customer satisfaction-loyalty linkage?
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Abstract
This research focuses on the relationships among customer satisfaction, delight, and loyalty. Although customer delight is one facet of an
affective evaluation that can be predicted from customer satisfaction as cognitive component of the evaluation, there is no empirical examination
on the casual relationship among customer satisfaction, delight, and loyalty. This study aims at addressing this gap in the service literature. The
research questions are (1) How is customer satisfaction related to customer delight? and (2) Does customer delight matter in the relationship
between customer satisfaction and loyalty? Data from a survey of consumers across upscale restaurant and retail bank in Korea were obtained.
Our results show that customer satisfaction contributes positively to customer delight, and that customer delight plays a significant role in the
relationship between customer satisfaction and loyalty. This chained relationship from customer satisfaction to customer delight to customer
loyalty suggests that achieving customer delight represents one of the underlying pathways through which basic or core requirements expected by
customers are satisfied. Our finding suggests that service firms need to monitor and manage their levels of customer delight as a performance
metric, and delighting customers may be an important strategy to build competitive advantage through customer loyalty.
Keywords: Customer Delight, Customer Satisfaction, Customer Loyalty.

1. Introduction
Customer satisfaction has long been identified as a key antecedent
in marketing literature, but current knowledge fails to explain fully
why satisfied customers do not remain loyal and eventually defect
(Jones & Sasser, 1995; Mittal & Kamakura, 2001; Reichheld, 1996;
Seiders, Voss, Grewal, & Godfrey, 2005; Skogland & Siquaw, 2004;
Yang, 2011). Recently, researchers and practitioners in the field of
services marketing have begun to question fundamental aspects of
the relationship between customer satisfaction and customer loyalty
(Ngobo, 1999; Dey, Ghosh, Datta, & Barai, 2015). One such
question pertains to why satisfied customers leave the firms. To
answer this question, practitioners have argued that service firms
should go beyond merely satisfying customers and make attempts to
delight the customers.
As a result of practitioners' interests and a key contribution by
Oliver, Rust, and Varki (1997) in the academia, a stream of
literature has developed around the topic of customer delight over
the last two decades. A majority of the studies on delight
contributed deeply to understanding the factor structure of delight
(Alexander, 2010; Arnold, Reynolds, Ponder, & Lueg, 2005; Barnes,
Beauchamp, & Webster, 2010; Kim & Mattila, 2013; Kumar,
Olshavsky, & King, 2001; McNeilly & Barr, 2006; Oliver et al.,
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1997; Schneider & Bowen, 1999; Rust & Oliver, 2000; Williams &
Anderson, 1999; Yang, 2011) and how satisfaction and delight differ
at the individual customer level (Berman, 2005; Barnes et al., 2010;
Chitturi, Raghunathan, & Mahajan, 2008; Chowdhury, 2009; Finn,
2005; Oliver et al., 1997). Previous academic studies (e.g., Berman,
2005; Finn, 2005; Oliver et al., 1997) have emphasized customer
delight as a distinct emotional response but as related to customer
satisfaction. While the literature makes a clear distinction between
customer satisfaction and delight (e.g., Arnold et al., 2005; Berman,
2005; Finn, 2005; McNeilly & Barr, 2006; Oliver et al., 1997),
service research has focused primarily on the outcomes of each of
them, with little consideration of the customer satisfaction-delight
linkage.
The marketing literature shows that satisfaction is a key predictor
of loyalty. Nevertheless, Oliver (1999) notes that the direct
relationship between satisfaction and loyalty might be misspecified
and mediated by other exchange-relevant constructs (Agustin &
Singh, 2005). Based on the cognitive theory of emotions (Bagozzi,
Gopinath, & Nyer, 1999; Oliver, 1999), emotions act as a mediator
between cognitive evaluation and response behavior. Customer delight
is one facet of an affective evaluation that can be predicted from
customer satisfaction as cognitive component of the evaluation. Taken
together, we can predict that customer satisfaction affects customer
loyalty partially through the mediator of customer delight. To our
knowledge, however, there is no empirical examination on the casual
relationship among customer satisfaction, delight, and loyalty.
In this study, we aimed at addressing this gap in the service
literature. This research focuses on the relationships among customer
satisfaction, delight, and loyalty. The research questions in this study
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are as follows: (1) How is customer satisfaction related to customer
delight, (2) Does customer delight matter in the relationship between
customer satisfaction and loyalty?
To address these questions, we develop and test a conceptual
model that customer satisfaction enables service firms to build a base
of delighted customers, which in turn contributes positively to
customer loyalty. Specifically, we predict that customer delight
partially mediates the relationship between customer satisfaction and
customer loyalty.

2. Conceptual Framework and Hypothesis development
In developing our conceptual framework, we review literature on
services marketing, customer satisfaction, and customer delight, all of
which are relevant to our research focus. On the basis of this
review, we define the key constructs of our framework and describe
the theoretical grounds and existing evidence supporting the
relationships contained in this framework. The framework shown in
Figure 1 proposes that the relationship between customer satisfaction
and loyalty is better understood by the mediating link of customer
delight.

Cognitive Evaluation

Customer Satisfaction

H1

Affective Evaluation

Response Behavior

Customer Delight

Customer Loyalty
-Revisit Intention
-Referral Intention
H2
Control variables
-Visiting experience
-Category loyalty

Figure 1: Conceptual Framework

Note: Bolded paths are hypothesized relationships (H1andH2).
Dashed paths indicate that the depicted relationships are partially
mediated by customer delight (H2a and H2b). Unbolded paths have
been studied previously (The customer satisfaction-loyalty linkage:
Anderson & Mittal, 2000; Boulding, Kalra, Staelin, & Zeithaml,
1993; Cronin, Brady, & Hult, 2000; Garbarino & Johnson, 1999;
Maxham & Netemeyer, 2002; Singh & Sirdeshmukh, 2000; the
customer delight-loyalty linkage: Arnoldetal., 2005; Bowden &
Dagger, 2011; Chitturietal, 2008; Deyetal, 2015; Finn, 2005; Hicks,
Page, Behe, Dennis, & Fernandez, 2005; Mattila & Enz, 2002;
Oliver et al., 1997; Schneider & Bowen, 1999).

2.1. The conceptual difference between customer satisfaction
and delight
Research (e.g. Anderson & Sullivan 1993; Boulding et al., 1993;
Churchill & Surprenant, 1982; Cronin et al., 2000; Homburg,
Koschate, & Hoyer, 2005; Oliver, 1980) concerning satisfaction has
typically adopted a cognitive framework in which a customer
compares perceived performance to customer’s cognitive expectations.
On the other hand, delight is described as an emotional reaction to a

service or product that not only satisfies customer’s expectation but
also provides an unexpected value (Berman, 2005). In the same vein,
the psychological and consumer behavior literature (Oliver et al.,
1997; Russell, 1980) has also described delight as a profoundly
positive emotional state generally resulting from a blend of pleasure
and arousal, or more specifically, as a combination of joy and
surprise (Arnold et al., 2005; Oliver et al., 1997).
In some delight research, customer delight was conceptualized as
the highest level of satisfaction in which delighted customers are
more loyal than the merely satisfied (e.g., Keiningham, Goddard,
Vavra, & Iaci, 1999; Kim & Mattila, 2013; Rust, Zahorik, &
Keiningham, 1995; Yang, 2011). The most current research, however,
has treated customer satisfaction and delight separately (Berman,
2005; Bowden & Dagger, 2011; Chitturi et al., 2008; Finn, 2005,
2012; Kim & Mattila, 2013; Wang, 2011).
Satisfaction research has focused primarily on the disconfirmation
of expectations (Spreng, MacKenie, & Olshavsky, 1996). According
to the disconfirmation of expectations model, perceptions of
satisfaction arise when customers compare their perceptions of the
service performance to their preexisting expectations (e.g., Oliver,
1980). Satisfaction occurs when perceived actual service performance
exceeds a consumer's expectations (a positive disconfirmation), and
dissatisfaction comes up when perceived service performance does
not match the customer’s expectation (a negative disconfirmation).
One of the key findings from Oliver et al. (1997) is that the
occurrence of delight requires more than simply gaining satisfaction.
They find a casual chain whereby a surprisingly positive experience
initiated arousal, leading to positive affect and customer delight.
They argue that customers delight involves an evaluation of the
extent to which the event departs from the customer’s
experience-based satisfaction norms. Subsequent research (e.g.
Berman, 2005; Bowden & Dagger, 2011; Chitturi et al., 2008;
Chowdhury, 2009; Dey et al., 2015; Finn, 2005, 2012; Wang, 2011)
has confirmed and expanded the distinction between delight and
satisfaction. For example, Berman (2005) notes that satisfaction is
primarily a cognitive evaluation, while delight is an emotional
reaction; Finn (2005) highlights the distinction between delight and
satisfaction constructs as deriving from separate emotional and
cognitive sequences. Summing up, satisfaction is based on exceeding
expectations, but delight is based on positive unexpected events.
while satisfaction occurs when a customer’s expectation meets or
exceed, delight occurs when perceived actual service performance
exceeds a consumer's expectations and the customer experiences
unexpected, valuable, and memorable events.
Consistent with these studies, this research conceptualizes customer
delight as a distinct and separate evaluative response to the
satisfaction response. We define customer satisfaction as a
post-consumption evaluation of perceived performance relative to
customer’s prior performance expectations about quality (Homburg et
al., 2005). On the other hand, we define a highly positive form of
emotional response to a consumption experience resulting from
pleasure, elation, and unexpected levels of surprise (Bowden &
Dagger, 2011; Dey et al., 2015; Finn, 2005; Kim & Mattila, 2013;
Oliver et al., 1997).
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2.2 The relationship between customer satisfaction and delight
Although the earlier research (e.g. Finn, 2005; Oliver et al., 1997)
tended to take account of the separate effects of customer
satisfaction and delight on those outcomes acting in parallel with
each other, more recent works (e.g. Chitturi et al., 2008; Finn, 2012)
suggested a positive relationship between these two constructs.
Chitturi et al. (2008) found a positive correlation between satisfaction
and delight; Finn (2012) also showed that customer delight is
strongly associated with customer loyalty at satisfaction levels that
are above the respondents’ average level. However, to our
knowledge, only a few studies have been found to investigate the
casual relationship between satisfaction and delight. This study argues
that even though they are related to each other, satisfaction and
delight are two distinct concepts
Many marketing researchers accept a theoretical framework in
which a cognitive evaluation of performance predicts customers’
feeling state (e.g. Bagozzi et al., 1999; Lam, Shankar, Erramilli, &
Murthy, 2004; Menon & Dubé, 2000; Nyer, 1997; Olsen, 2002;
Wirtz & Bateson, 1999). For example, Nyer (1997) suggested that an
individual’s cognitive appraisal of a situation leads to an affective
experience. In the same vein, we suggest that customer delight is
one facet of an affective evaluation that can be predicted from
customer satisfaction as cognitive component of the evaluation.
A good first step in pursuing a strategy of customer delight is to
provide a positive expected level of performance that results in
satisfaction and then focus on attractive requirements that yield
delight (Berman, 2005). Dissatisfied customers are not likely to be
delighted because if basic or core requirements that are expected by
customers are unfulfilled, customers will not be delighted (Berman,
2005; Kano, Seraku, Takahashi, & Tsuji, 1984; Keiningham et al.,
1999). Therefore, before delight can be created, acceptable
performance on core attributes is necessary (McNeilly & Barr, 2006).
In line with this thinking, Wang (2011) showed customer delight
significantly influences repurchase intentions only when core service
quality is high. Therefore, some level of customer satisfaction may
be necessary for customer delight. This reasoning and the associated
evidence lead to the following hypotheses:
H1 : Customer satisfaction has a positive effect on customer
delight

2.3. The mediating role of customer delight
A lot of attempts have been made to study the effects of
customer delight on important outcomes such as retention, referral
intention, and loyalty, and several studies provide evidence of
positive effects of customer delight on customer loyalty (Arnold et
al., 2005; Bowden & Dagger, 2011; Chitturi et al., 2008; Dey et al.,
2015; Finn, 2005, 2012; Hicks et al., 2005; Oliver et al., 1997;
Schneider & Bowen, 1999).
The existing marketing literature shows that satisfaction is an
antecedent to loyalty. Reichheld and Teal (1996), however, argued
that not all satisfied customers are loyal and some satisfied
customers defect from a firm, but when customers are delighted then
they are much less likely to leave the firm. This suggestion of
Reichheld and Teal (1996) can lead to considering the role of
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customer delight on the relationship between customer satisfaction
and behavioral intentions. In that regard, Oliver (1999) argues that
the relationship between satisfaction and loyalty should be mediated
by other exchange-relevant constructs (Agustin & Singh, 2005).
In linking this evidence to the influence of customer delight on
customer loyalty with our first hypothesis about the influence of
customer satisfaction on delight, a mediating role of customer delight
in the customer satisfaction-behavioral intentions linkage might be
logically expected; that is, customer satisfaction affects customer
delight, which in turn affects customer’s behavioral intentions. In
other words, customer delight represents the meditational pathway
through which customer satisfaction affects behavioral intention.
Rationale for the mediating role of customer delight can be
derived from Ajen and Fishbein's (1980) cognition-affect-behavior
model; it is a well-investigated framework in attitudinal literature.
According to Ajen and Fishbein (1980), attitudes are predictors of
behaviors. Consumers form their beliefs of products’ attributes
through their cognitive-learning; they then generate affective response
and attitudes, and finally, the previous attitudes will lead to purchase
behavior intention and purchase behaviors (Ajzen & Fishbein, 1980).
In addition, Russell's (1980) model also suggests that affect is the
mediating variable of the cognitive process-response behavior
relationship. This perspective suggests that customer delight that is
customer’s emotional response acts as a mediator between customer
satisfaction and customer’s response behaviors. The foregoing
discussion leads to our next hypothesis:
H2a : Customer delight at least partially
between customer satisfaction and
H2b : Customer delight at least partially
between customer satisfaction and

mediates the relationships
revisit intention.
mediates the relationships
referral intention.

3. Research Method
3.1. Study Contexts
To the extent that the proposed relationships among customer
satisfaction, delight and loyalty converges across the situational
contexts such as sample populations and service industry types, the
results can be said to be cross validated (Cronin, Brady, Brand,
Hightower, & Shemwell, 1997). To increase generalizability, we
conducted research in two service industries: upscale restaurant and
retail bank. Service organizations can be roughly classified into two
types: hedonic and utilitarian (Lovelock, 1983). Hedonic services
such as vacations and theme parks focus on the consumption
experience, reflecting the need for pleasure, fun and excitement
(Bigne, Mattila, & Andreu, 2008). Since several researchers (e.g.,
Kim & Mattila, 2013; Stafford, Stafford, & Day, 2002; Yeung &
Wyer, 2004) noted that upscale restaurants exhibit the characteristics
of hedonic services. Conversely, utilitarian services such as
automobile repair and medical service are mainly instrumental or
functional in nature (Bigne et al., 2008). Previous studies (e.g.,
Mano & Oliver 1993; Vanhamme, 2008) chose retail banks as the
organizations to satisfy the customers’ utilitarian needs. This study
offered upscale restaurant services of hedonic services in which the
average guest checks were more than US $20 and that offered full
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table service and high-quality ambience, and bank services of
utilitarian services excluding online banking and ATM.

3.2. Data Collection and Samples
The population of this study was consumers of upscale restaurant
service in Korea. Data for the study were collected from adults who
have used bank and restaurant services within a 1-month period,
respectively, but at two separate time frames. In total, 910 surveys
(bank: 460, restaurant: 450) were distributed, and 791 usable surveys
(bank: 414, restaurant: 377) were returned for a response rate of
86.9% (bank: 90.0%, restaurant: 83.8%). The convenience samples of
791 Korean consumers have a high proportion of women (56.1%),
and the ages range from 20 to 45 years, with a median of 28 years.
The job of the sample is varied, with 52.8% holding the students,
25.2% the office workers, 12.5% professionals, 4.7% service/sales,
and 1.2% self-employers. Income tends toward higher levels; 52%
makes about US $ormoreannually.

3.3. Measures
We measured all the items except for control variables on a
7-point Likert-type scale ranging from “strongly agree” to “strongly
disagree.” The items used in the questionnaire are shown in Table 1.
Customer satisfaction is measured with a four-item scale that
closely parallels the previous approaches to measuring customer
satisfaction (e.g. Churchill & Surprenant, 1982; Fornell, Johnson,
Anderson, Cha, & Bryant, 1996; Homburg et al., 2005). We focus
on a customer’s evaluation of his or her experience and reactions
that result from a specific transaction between the consumer and a
firm, not the overall satisfaction with the cumulative effect of a set
of service encounters (Homburg et al., 2005).
To measure customer delight, we first conducted 15 exploratory
interviews to underlie the factors that led to delightful service
experiences of consumers regarding their experiences with their
beauty, medical, bank, restaurant, and hotel service providers. During
the interviews, we asked participants to describe satisfactory and
delightful experiences they could remember, when, where, and how
long the experience was, and what was so satisfactory or delightful
about their experiences. We analyzed the interview transcripts,
comparing the qualitative data to the 3 items proposed by Finn
(2005, 2012). This process resulted in 7 measurement items,
including 3 revised items from Oliver et al. (1997), Chitturi et al.
(2008), and Finn (2005, 2012).
We adopt the scale of customer loyalty developed by Zeithaml,
Berry, and Parasuraman (1996). The construct validity and
nomological validity of this scale have been demonstrated by
Zeithaml et al. (1996) and Lam et al. (2004). This scale contains
three items relating to revisit intention and three items involving
referral intention. We adopt the former three items as measures for
the patronage dimension and the latter three items as measures for
the recommended dimension of loyalty.
We include category loyalty and previous visiting experience as
control. Category loyalty refers to customers’ habitual preference for
a specific category such as banks, health care services, restaurants,
but customer loyalty is to the specific brand or service firm within
the category. Bell, Ho, and Tang (1998) suggest that category loyalty

reduces the search cost and increases the shopper’s ability to
recognize deal occasions for the items that a customer wants to buy
at the store. A customer who is loyal to a service category such as
retail banks or upscale restaurants is likely to be a loyal customer of
the specific service brand within the category. To measure category
loyalty, we used actual frequencies to visit bank or the restaurant on
monthly average basis to control the effect of the loyalty on the
category of the bank or the upscale restaurant for the customer for
the analysis.
Existing customers have more expertise because they have prior
experience with the service providers. Rust and Oliver (2000) suggest
that assimilated delight has the strong potential to raise the bar of
customer expectations, making delight more difficult to be attained in
the future. We expect that new and existing customers will have
different psychological and behavioral responses to their experienced
service. We define new customers as those visiting the service
providers for the first time (during each survey period), whereas
existing customers are defined as those who visited the service
providers at least once before their current visit. We created a
dummy variable that is coded as if new customers are 0 and
existing customers are 1.
Because the survey asked respondents to report on both
independent and dependent variables within the same survey by
self-reported, we used Harmon’s one factor test (Podsakoff,
MacKenzie, Lee, & Podsakoff, 2003) to examine whether a
common-method bias was present. The items used to measure
customer delight and loyalty were entered into a single exploratory
factor analysis. The results did not suggest a common-method bias; a
single factor did not emerge, nor did one factor account for most of
the variance.

4. Analyses and Results
4.1. Measurement model results
Following the work of Anderson and Gerbing (1988), we employ
confirmatory factor analysis (CFA) to test the validity of the
measures. Overall model statistics show satisfactory results.
Specifically, the chi-square value (604.903, d.f.=158) is significant at
0.05. The root means square error of approximation (RMSEA) value,
however, is 0.061, which is considered acceptable; the comparative
fit index (CFI) and goodness-of-fit index (GFI) are 0.930 and 0.971,
respectively, and both are above the suggested fit level of 0.90
(Hair, Black, Babin, Anderson, & Tatham, 2006).
As we report in Table 1, the CFA results lend some support for
the convergent validity for all the measures because all estimated
loadings of indicators for the underlying constructs are significant
(i.e. smallest t-value = 14.794, p <0.01) and greater than 0.5.
Cronbach’s alpha of the constructs exceeded the 0.7 threshold
(Nunnally, 1978). The minimum reliability of these measures is
0.875, as we reported. In addition, the construct reliability (CR) of
all constructs met the respective benchmark of 0.7. The average
variance extracted (AVE) across the constructs exceeds the 0.5
benchmarks (Fornell & Larcker, 1981). As Table 1 shows, the
smallest CR and AVE of the constructs are 0.773 and 0.618,
respectively.
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Table 1: Results of the CFA
Measures

Factor loading(t-value)

Customer Satisfaction (Cronbach's alpha=.951; CR=.866; AVE=.790)
CS1: All in all, I would be satisfied with this bank/restaurant.

0.934

CS2: Overall, the service of this bank/restaurant comes up to my expectations.

0.777 (23.511)

CS3: I think that I did the right thing when I purchased this bank/restaurant service.

0.904 (25.496)

CS4: This bank/restaurant is exactly what is needed for this service.

0.916 (25.884)

CS5: My choice to purchase this service was a wise one.

0.897 (25.269)

CS6: This bank/restaurant provided an ideal experience to me.

0.895 (25.200)

Customer Delight (Cronbach's alpha=0.920; CR=0.809; AVE=0.618)
CD1: I was delighted with my experience in this bank/restaurant.

0.582

CD2: I was pleased at services received by this bank/restaurant.

0.743 (16.952)

CD3: This bank/restaurant service made me elated.

0.771 (14.794)

CD4: I was thankful for my experience in this bank/restaurant

0.800 (16.252)

CD5: I was deeply touched at this bank/restaurant service.

0.881 (17.120)

CD6: My heart felt out by this bank/restaurant service.

0.885 (16.632)

CD7: This bank/restaurant service has been a tremendous experience.

0.802 (16.298)

Revisit Intention (Cronbach's alpha=0.897; CR=0.773; AVE=0.747)
PA1: I consider this bank/restaurant as its first choice for bank/restaurant services

0.918

PA2: I will visit this bank/restaurant in the future

0.873 (33.742)

PA3: I will use more services provided by this bank/restaurant in the future

0.798 (28.538)

Referral Intention (Cronbach's alpha=0.875; CR=0.851; AVE=0.749)
REC1: I will say positive things about this bank/restaurant to other friends

0.951

REC2: I will recommend this bank/restaurant to my friends who seek my advice.

0.901 (41.352)

REC3: I will encourage friends and relatives to visit this bank/restaurant

0.729 (22.559)

Visiting experiencea

0.646

Category loyalty

1.000

Notes: All t-values are significant (p <0.01); χ2=604.903 (d.f.=158, p<0.05), CFI=0.971, GFI=0.930, and RMSEA=0.061. CR=construct reliability,
AVE=average variance extracted. a Dummy variable (new customer=0, existing customer=1)
Table 2: Correlations and Descriptive Statistics
CS
1. Customer satisfaction (CS)

CD

RevI

RefI

VisitE

CateL

(0.801)

0.158

0.320

0.413

0.002

0.000

2. Customer delight (CD)

0.501***

(0.664)

0.098

0.253

0.002

0.003

3. Revisit intention (RevI)

0.577***

0.358***

(0.715)

0.430

0.012

0.001

4. Referral intention (RefI)

0.702***

0.480***

0.765***

(0.798)

0.004

0.001

5. Visiting experience (VisitE)a

-0.002

0.058

-0.377***

-0.082

-

0.014

6. Category loyalty (CateL)

0.001

0.037

0.240***

0.054

-0.519***

-

Mean

4.717

3.450

5.007

4.459

0.051

2.190

Standard deviation

1.067

1.090

1.031

1.127

0.219

2.117

Note: The values below the diagonal line are the correlation coefficients among the constructs and the values above the diagonal line mean the square of
the correlation coefficients among the constructs. The values inside the parenthesis on the diagonal line are the average variance extracted (AVE) for
each construct. a Dummy variable (new customer=0, existing customer=1). * p<0.05, **p<0.01.

The data also supported discriminant validity of the measures as
shown in Table 2. We compared the estimated AVE of each
measure with the squared correlation between-measure pairs (Fornell
& Larcker, 1981). In all cases, we found that the AVEs exceeded
the squared correlations, further confirming the discriminant validity
of the constructs.

4.2. Results for the Mediating Role of Customer Delight
In testing the mediating role of customer delight, we used SEM
to consider explicitly the possible bias of measurement error on path
estimates. Our SEMs not only account for measurement error but
also allow for a comprehensive test of the hypotheses related to
mediation (Luo & Bhattacharya, 2006).
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Table 3: SEM Results for Mediation Effects
Path
H1

H2a
H2b

CS → CD
CD → RevI
CD → RefI
CS → RevI
CS → RefI
VisitEa → RevI
VisitEa → RefI
CateL → RevI
CateL → RefI
CS → CD → RevI
CS → CD → RefI
Model goodness-of-fit
χ2
d.f.
△χ2(△d.f.)
GFI
CFI
RMSEA

Full Mediation
: Model 1
0.525**
0.365**
0.482**

-0.255**

CS → CL
: Model 2

0.613**
0.724**
-0.222**

0.022
0.253**
0.191**

0.061*

1001.248
169
Compared base
0.891
0.955
0.081

187.591
65
0.966
0.991
0.050

Nonmediation
: Model 3
0.097**
0.184**
0.591**
0.684**
-0.232**
-0.121**
0.141**
0.056*

796.060
168
205.188**(1)b
0.917
0.966
0.071

Partial Mediation
: Model 4
0.488**
0.088*
0.166**
0.577**
0.647**
-0.226**
-0.128**
0.130**
0.053*
0.081*
0.043*
621.695
167
379.553**(2)c
0.928
0.975
0.060

Notes: CS = customer satisfaction, CD = customer delight, BI=behavioral intention, RevI = revisit intention, RefI = referral intention, VisitE = past visiting
experience and CateL = category loyalty. Model 2 (CS → BI) does not include the mediator of customer delight. Model 3 (nonmediation effects)
includes the mediator of customer delight. a Dummy variable (new customer = 0, existing customer = 1). b The results of the difference between
Model 1 and Model 3. c The results of the difference between Model 1 and Model 4. * p<0.05, **p<0.01.

Table 3 shows the results of the SEMs. H1 predicted that
customer satisfaction would positively affect customer delight. Model
1 examines this prediction, and the result is statistically significant,
in support of H1. We assess the significance of the reported SEM
path estimates through a bootstrapping approach with 500 resamples.
As the CFI, GFI, and RMSEA indicate, Model 1 fits the data well.
H2 predicted that customer satisfaction would positively influence
customer loyalty and that customer delight would mediate this
influence. To establish the existence of this mediation effect, four
conditions should hold (Luo & Bhattacharya, 2006): (1) The
predictor variable (customer satisfaction) should significantly influence
the mediator variable (customer delight); (2) the mediator should
significantly influence the dependent variables (customer loyalty); (3)
the predictor (customer satisfaction) variable should significantly
influence the dependent variables (customer loyalty); and (4) after we
control for the mediator variable (customer delight), the impact of
the predictor (customer satisfaction) on the dependent variable
(customer loyalty) should no longer be significant (for full
mediation) or should be reduced in strength (for partial mediation)
(Baron & Kenny, 1986).
As Table 3 shows, Model 1 meets the first two conditions; that
is, customer satisfaction affects customer delight. Furthermore,
customer delight significantly affects both revisit and referral
intention, which is consistent with the previous studies (Chitturi et
al., 2008; Dey et al., 2015; Finn, 2005, 2012; Hicks et al., 2005;
Oliver et al., 1997). Model 2 qualifies the third condition; the
predictor variable of customer satisfaction affects customer loyalty in
terms of revisit and referral intention. As Table 3 shows, Model 2
does not include the mediator of customer delight and appears to fit
the data reasonably well. The fourth condition holds if the effects of
customer satisfaction on customer loyalty become insignificant or less
significant after the mediator of customer satisfaction is included.

Model 3 results (no mediation model in Table 3) show that the
inclusion of customer delight diminishes the strength of the effect of
customer satisfaction on customer loyalty. The main effects of
customer satisfaction on both revisit and referral intention are
significant. Thus, customer delight seems to mediate partially the
direct impact of customer satisfaction on customer loyalty. As such,
the data provide strong support for H2, which predicted that
customer satisfaction would increase customer loyalty through the
mediator of customer delight.

5. Discussion
What is the effect of customer satisfaction on customer delight?
Does customer delight mediate the relationships between customer
satisfaction and loyalty? Based on a data set of two service contexts
(upscale restaurant and retail bank), our study suggests that the
answer to the questions is twofold: (1) customer satisfaction
positively affects customer delight, and (2) customer satisfaction
affects customer loyalty partially through the mediator of customer
delight. These results have implications for both marketing theory
and practice.

5.1 Implications for Theory
This research clarifies the common issue among many practitioners
and academics concerning the differences between customer
satisfaction and customer delight. The measurement model results
using data for respondents visiting Korean bank and restaurant
services lends support the discriminant validity of customer
satisfaction and delight. In addition, the test results of casual
relationships indicate that customer delight has its own significant
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effects on customer loyalty. In this sense, the results of this research
support the contention of the previous research (Berman, 2005; Dey
et al., 2015; Finn 2005, 2012; Oliver et al., 1997) that customer
satisfaction and customer delight are two distinct constructs.
A more important contribution of this research is that we
identified a route through which customer satisfaction is related to
customer delight. Our results of the significant customer satisfaction
→ customer delight → customer loyalty causal chain suggest that
customer satisfaction helps build a delighted customer base and that
customer delight partially mediates the customer positive behavioral
responses to customer satisfaction. This mediating role of customer
delight is important for these reasons. It extends the customer
satisfaction literature by uncovering a previously ignored outcome
(i.e. customer delight) of customer satisfaction. Although prior work
has noted that customer satisfaction should affect various kinds of
consumer emotional responses, customer satisfaction has not yet been
explicitly examined as one such outcome. Overall, this chained
relationship from customer satisfaction to customer delight to
customer loyalty suggests that achieving customer delight represents
one of the underlying pathways through which basic or core
requirements expected by customers are satisfied.

5.2 Implications for Practice
The research findings in this research could have significant
implications for decision markers in service firms. Our finding that
customer delight has its own positive effect on customer loyalty
controlling for the effect of customer satisfaction suggests that
service firms need to monitor and manage their levels of customers’
delight as a performance metric and delighting customer may be an
important strategy to build competitive advantage through customer
loyalty.
Service features that are not expected or that add unexpected
utility performance that is a positive surprise will yield delight. All
service firms that implement a delight strategy cannot obtain the
desired results of the strategy. Our finding that customer satisfaction
contributes positively to customer delight suggests that satisfied
customers are likely to be delighted customers. This is, service firms
can delight their customers when their service met and exceeded the
expectations of the customers. Firms need to assess and confirm
whether customers are receiving base level service because delight
requires that customers receive more than base level service. Service
firms need to concentrate their efforts on delighting customers, and
their customers’ satisfaction with their service is necessary. Only
after acceptable performances on core requirements expected by the
customers are fulfilled, service providers can begin to focus on the
services that will create delight. It is only when service firms
thoroughly recognize their customers that they can begin to create
delight.

5.3 Limitation and Directions for Future Research
Although our results yield insights into the customer
satisfaction-delight-loyalty relationship, there are several limitations to
this study and consequently, potential future research directions.
First, on the basis of the core service benefit, we classify retail
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banks as utilitarian service because the primarily benefit of the
service is utilitarian in nature, and upscale restaurants as the core
benefit service since its primary benefit is hedonic in nature.
However, the service typology may be classified into various
attributes such as the importance of employees, customization, the
customer's ability to switch firms, employee/customer contact, services
directed at people or things, continuous benefits, and differentiation
between firms. Future research should consider replicating and
extending this research across cultures and industries to provide a
more solid understanding of how customer satisfaction influences
creating customer delight.
Second, we have focused only on the positive aspects of
outcomes of customer satisfaction and delight. But because behavioral
intentions as proxy variables of customer loyalty are the construct
covering both positive and negative sides (Zeithaml et al., 1996),
future research needs to consider switching and negative
word-of-mouth on a negative note of customer loyalty besides revisit
and positive word-of-mouth. We have defined customer loyalty only
from an attitudinal perspective. Future research should measure
customer loyalty incorporating both attitudinal and behavioral
dimensions.
Finally, our understanding of the mediating roles of customer
delight might also be enhanced using a longitudinal study to assess
the changes in customer’s satisfaction and delight through time.
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Abstract
This study aims to determine the important selection attributes of instant noodles that significantly affect consumer satisfaction in Korea and
China. Several factors such as taste, price, quantity, design, and brand were tested, and the relationships between satisfaction and repurchase
intention were analyzed. Results of the study reveal that “taste,” “price,” “quality,” “brand,” and “design” affected satisfaction significantly.
Furthermore, the path coefficient of satisfaction that leads to repurchase was found to be significant. However, consumers' perceived importance
of selection attributes of instant noodles varied according to their consumption value. The path coefficients from taste to satisfaction were more
significant for Korean consumers than for Chinese consumers. Meanwhile, the path coefficient from corporate brand to satisfaction was more
significant for Chinese consumers than Korean consumers. By suggesting significant selection attributes of instant noodles, the results provide
meaningful implications for instant noodle companies in each country regarding the specific attributes they need to prioritize.
Keywords: Instant noodles, Selection attribute, Satisfaction, Repurchase, Moderating role.

1. Introduction
Ramen was first introduced in Korea in the 1960s. In the back
alleys of Seoul, which was devastated by the war, the president of
Samyang Food, Jeong Joong-yun, witnessed people eating the
so-called “Pig Porridge” made from the edible leftovers of US
troops. To solve this problem, he decided to establish Samyang
Food. Subsequently, in cooperation with the Japanese company
Myojo Food Co, Ltd, they began to produce “Samyang Ramen” in
chicken broth flavor. At that time, Korea's food self-sufficiency rate
was below 60%, but the tremendous population increase caused the
food situation to deteriorate further. Therefore, the government
encouraged the production of flour from the US, and the market
grew rapidly as the efforts of companies to develop new products
are linked. Ramen is the second rice in Korea which has been
steadily patronized by consumers. Moreover, it plays an important
role in the export industry.
According to the World Instant Noodles Association, global instant
noodle consumption in 2018 was about 103.6 billion servings, and
by simple calculation, 280 million instant noodles were sold every
day. In recent years, the demand for ramen has decreased because of
the emergence of various alternative foods. However, the 103.6
billion consumption of ramen a year is equivalent to about 15
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servings of ramen per year for all 7 billion people in the world.
Hence, ramen is still essential in the global food market.
China has the highest ramen consumption in the world, reaching
40 billion in 2018, more than 10 times the annual consumption of
Korea, which has a population of more than 1.4 billion people and
records one of the world's largest national consumption of ramen
Indonesia ranks second, with annual consumption of ramen reaching
12.5 billion in the same year. It is followed by India, third in terms
of ramen consumption, which consumes 6 billion. Meanwhile, Korea
consumes 3.8 billion ramen a year and ranks eighth. However,
Koreans have a special affection for ramen, and in terms of per
capita consumption of ramen, Korea ranks first, with 74.6 per capita
consumption per year, which is much higher than that of Vietnam
(53.9) (Lee, 2016).
The result of the 2018 Nielsen Korea survey reveals that the
domestic ramen market, which has only shown an upward trend, has
shrunk in 2017 from the previous year. The decline was caused by
home meal replacement (HMR) that has been launched with various
products in recent years. In addition, consumers are increasingly
reluctant to consume instant noodles according to health-conscious
trends. In 2017, four major domestic ramen producers, namely,
Nongshim, Ottogi, and Samyang Foods, recorded sales of 1,987
billion won, which is 2.6% lower than their sales in 2016. The
domestic ramen market surpassed 2 trillion won in sales for the first
time in 2013, but has since fallen to 1.9 trillion won and then
remained stagnant. Ramen sales of four major companies declined
year-over-year in 2017. Nongshim, which has the largest market
share, dropped 2.7%, and Ottogi recorded a 4.1% decline for the
first time in seven years. Moreover, the decline rate of Faldo's sales
exceeded 10%. To address this problem, ramen companies started
launching products that cannot be fried, such as various container
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products and noodles, targeting consumers who use convenience
stores and prefer healthy foods. They are also launching new
products with some changes from existing popular products.
However, in the food industry, the HMR market is expanding, and
products are becoming more diverse. As the name implies, HMRs
are foods that can replace traditional meals. Thus, we refer various
kinds of HMR as “ instant food,” “ fresh food,” “delivery food,”
“simple food,” “packaged food,” “take-out food,” and so on (Na &
Kim, 2012). Ana, Schoolmeester, Dekker, and Jongen (2007) define
pre-assembled main courses as foods designed to replace home-made
dishes quickly. HMR is categorized by the Ministry of Food and
Drug Safety as instant food and fresh food that are manufactured,
processed, and packaged that can be consumed without cooking or
with simple cooking (Kim, 2017).
This study is significant for the following reasons. First, despite
the fact that ramen is regarded as a second meal for domestic
consumers, previous studies on the relationship of consumers'
purchasing preferences and satisfaction with repurchasing were
insufficient and limited. The present study was conducted to
investigate the actual status of ramen intake in domestic adults (Yu,
Jung, & Yoon, 2013), determine the sodium content of ramen (Kim,
Choi, & Bae, 2015), analyze the eating behavior and soup intake of
university students (Kim, Lee, Kim, Kim, Pyun, Chung, & Nam,
2013), and assess the metabolic index by ramen consumption (Yeon
& Bae, 2016). However, there is no research suggesting that the
importance of ramen attributes leads to satisfaction and repurchase.
Second, due to the rapid expansion of the HMR market in Korea,
the sales of ramen noodles have been declining for the first time in
history. Thus, it is necessary for ramen noodle makers to overcome
the current crisis and revive the market.
The empirical result that specific attributes affecting selection of
instant noodles have a positive effect on consumer satisfaction of the
product, which in turn leads to re-purchase, can suggest a strategy
that can lead to a positive response from customers in the long
term. Therefore, in this study, we conducted an empirical analysis of
the effects of selection attribute on consumer satisfaction and, in
turn, on repurchase in Korea and China.
The aims of this study are as follows. First, the relationship
between importance of selection attributes and consumer satisfaction
will be investigated. Second, the relationship between satisfaction and
repurchase intention will be verified. Third, when the importance of
selection attributes of instant noodles influences satisfaction, the
inter-country moderating effect between Korean and Chinese
consumer groups will be studied.

behavior of noodle product consumers has been mostly limited to
exploratory research, such as the frequency of ingestion for instant
noodles (Lee & Lee, 2003; Lee et al., 2009; Chung, Lee, & Cho,
2010). Studies on the selection attributes of ramen affecting
consumer satisfaction and repurchase have been few and limited.

2.1.1. Taste of Instant Noodles
Chae et al. (2008) determined that taste and food hygiene were
the most important attributes among instant food selection attributes
for college students. Chung et al. (2007) found that consumers
consider the quality, taste, and freshness of HMR the most important
factors. Dhir (1987) proposed 10 optional attributes including
restaurant turnover, food quality, convenient location, price, kindness
of employees, menu variety, and consistency in his study on
restaurant selection factors. Miller and Ginte (1979) categorized types
of meals as snacks, busy meals, leisure time meals, and weekly
lunches; they also studied selection attributes such as taste, price,
variety of menu, service speed, cleanliness, and children's menu.

2.1.2. Price of Instant Noodles
Chung, Yang, and Lee (2007) found that quality, taste, freshness,
menu, and price are important factors to consider when choosing
HMR. Meanwhile, Lundberg (1989) conducted a study of hotels and
restaurants, categorizing them according to price, menus, and services
that were perceived important to their customers. Morgan (1993)
suggested that food quality should not be run in a short-term
perspective. In addition, the market segmentation study of chain
restaurants suggested the quality of food, price, and convenience of
time. Finally, Jung (2009) classified the attributes of choice as
service factors, commodity factors, and store factors in the study of
selection attributes of foods sold in discount store; results revealed
that kindness in service factor, price in product factor, internal
environment in store factor had the most significant influence on
customers' purchase behavior.

2.1.3. Quantity of Instant Noodles

2. Theoretical Background and Research Hypothesis

Schroeder (1985) presented nine aspects, such as food quality,
service quality, price, atmosphere, menu variety, building appearance,
food nutrition, and hygiene as criteria for restaurant evaluation. Doi
(1992) presented franchise restaurants with optional attributes such as
quantity of food, service, availability of beverages, menu, congestion,
and price. Schroeder (1985) included the quantity of food in a study
of restaurant evaluation criteria. Cadotte and Turgeon (1988) and
Hart and Casserly (1985) conducted studies on food quantity as a
customer preference attribute.

2.1. Selection Attributes for Instant Noodles

2.1.4. Brand of Instant Noodles

Existing studies related to the selection attributes of foods have
focused mainly on processed foods to investigate the effects of HMR
foods (Seo, Choi, & Lee, 2011; Lee, Park, & Cho, 2011; Chung et
al., 2007; Jang, 2009), instant food (Chae et al., 2008), Kimchi
(Cho, 2008), seafood-processed food (Kim & Ha, 2010), tea (Kim &
Han, 2010), and others. However, there has been no research on the
selection attributes of instant noodles. In addition, research on the

When customers are satisfied with a particular brand, they develop
a preference for the brand, and thus make a purchase decision for
the most preferred brand, resulting in an actual purchase (Brown &
Stayman, 1992; Low & Lamb, 2000). Kim and Ha (2010) classified
the selection attributes of processed fish products into brand, price,
product information, and recipe. Moreover, they examined the
selection attributes of tea with brand, production, and preference
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factors, and verified the difference in the importance of selection
attributes. Meanwhile, No (2017) found that the brand image of the
firm plays a moderating role between the quality of the food,
packaging, and repurchase intention of the HMR selection attributes.
Han and Lee (2017) have verified that the brand image has a
moderating effect between corporate image and attitude toward HMR
products.

2.1.5. Design of Instant Noodles
In Chong’s (2013) study, health, convenience, economic
orientation, and taste orientation were found to have significant
effects on visual appeal such as packaging and color of HMR. Seo,
Choi, and Lee (2011) found that, among consumers' preference
attributes, food quality, packaging, service, and convenience
influenced perceived utility value in department and discount stores,
which, in turn, affected repurchase intention. Chambers and Moulton
(1978) concluded that color is a design element that elicits automatic
reactions from people—in particular, physiological and ocular
responses—and the strongest to something. According to Biren, an
American psychologist, “every color gives a different impression to
humans for each color, and also affects the taste of food and the
sale of goods in real life” (Oh, 2004). Lastly, Geeroms, Verbeke,
and Kenhove (2008) examined the differences in selection criteria of
readymade meals by dividing them into external, trust, sensory, and
functional. On the basis of these studies, we propose the following
hypotheses.
Table 1: Summary of Previous Researches
Selection Attributes
of Instant Noodles
Taste
Price
Quantity
Brand

Design

Researchers
Chae et al.(2008), Miller and Ginte(1979), Chung
et al.(2007), Dhir(1987)
Chung, Lee and Yang(2007), Lundberg(1989),
Morgan(1993), Jung(2009)
Schroeder(1985), Doi(1992), Cadotte and
Turgeon(1988), Hart and Casserly(1985)
Brown and Stayman(1992), Low and Lamb(2000),
Kim and Ha(2010), Kim and Han(2010),
No(2017), Han and Lee(2017)
Chong(2013), Seo, Choi, and Lee(2011), Chambers
and Moulton(1978), Oh(2004), Geeroms, Verbeke
and Kenhove(2008)

H1: The taste of ramen has a significant effect
satisfaction.
H2: The price of ramen has a significant effect
satisfaction.
H3: The quantity of ramen has a significant effect
satisfaction.
H4: The brand of ramen has a significant effect
satisfaction.
H5: The design of ramen has a significant effect
satisfaction.

on consumer

405

simplification selection attributes, preference menu, simplicity, quality,
and usefulness were found to have a significant positive effect on
satisfaction. Quality and usefulness were determined to influence
repurchase intention significantly. Satisfaction in the marketing field
is an important variable for predicting customer behavior, and it
plays a significant role in evaluating consumers' expectations and
desires and enabling them to predict their behavior (Kapoor, 1989).
The relationship between customer satisfaction and repurchase has
been continuously studied in the field of food service (Pettijohn,
Pettijohn, & Luke, 1997; Clark & Wood, 1998; Kivela, Inbakara, &
Reece, 2000, Cha & Park, 2014, Cha & Seo, 2018, Cha & Lee,
2018). In particular, Cha and Lee (2018) found that satisfaction with
HMR selection attributes had a significant effect on repurchase
intention. On the basis of these prior studies, we propose the
following hypotheses.
H6: Ramen consumers' satisfaction has a significant effect on
repurchase intention.

2.3. The Moderating Effect of Instant Noodles between
Korea and China
Dziadkowiec and Rood (2015) studied differences in preferences
for restaurants in the US and Poland among various cultures and
found significant differences in factors. The differences in the
perception of intercultural culture on hotel restaurant tips were
studied (Jo, Choe, & Jang, 2004). Furthermore, the analysis of
tourism advertisement contents for the US, Korean, and Japanese
consumers showed that various approaches to cultural aspects are
necessary (Chung & Kim, 2001). Jeong (2003) conducted a study on
differences in eating motivation and preference attributes in Japan
and Korea and found significant differences between these countries.
Han, Choi, and Kwon (2017) found that Chinese people showed a
preference for the spicy taste while their Japanese counterparts
preferred simple food for strengthening their taste perception, and
these preferences vary according to country. As can be inferred from
the studies above, China and Korea are not the same in terms of
politics, economy, history, technology, and culture. Accordingly, we
derive the research model shown in Figure 1 and propose the
following hypothesis.
H7: The effect of importance of selection attributes of ramen on
satisfaction is different for Korean and Chinese consumers.

on consumer
on consumer
on customer
on customer

2.2. Satisfaction and Repurchase
In Lee, Park, and Cho’s (2011) study, among the hypothetical
Figure 1: Research Model
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Table 3: Exploratory factor analysis

3. Research Method

Variables

Questionnaire items from previous studies were revised to fit the
context of this study. We conducted surveys in Korea and China
from October 1, 2018 to December 30, 2018. For this, we
distributed the questionnaires directly among our respondents using
the SNS platform. We received a total of 1,027 questionnaires from
Korea and China. After excluding 27 unfaithful or incomplete
responses, 1,000 questionnaires were used for the empirical analysis.
We conducted an exploratory factor analysis using Amos 23.0 to
verify convergence validity and discriminant validity of the measured
variables. Inappropriate factors were then removed. Subsequently, we
performed a confirmatory factor analysis. The structural equation
model was used to test our hypotheses. Of the 1,000 respondents,
378 (37.8%) were men and 622 (62.2%) were women.

4. Empirical Result
4.1. Evaluate Metrics
To test the validity and reliability of the measurement items, we
analyzed the multi-item construction concept (Churchill, 1979). In
particular, exploratory factor analysis was conducted to evaluate
validity and reliability, and Cronbach's alpha coefficients were
examined. Then, principal component analysis was applied for factor
extraction, wherein factors were extracted based on eigenvalue 1. The
VARIMAX method was applied to the factor rotation method. The
results of the exploratory factor analysis are presented in Tables 2
and 3.

Sat01
Sat02
Sat03
Sat04
Rep01
Rep02
Rep03
Rep04
Variance (%): Total 85.74%
Cronbach’s Alpha

Satisfaction
.636
.327
.614
.448
.833
.855
.775
.860
48.15
.934

Repurchase
.640
.881
.702
.809
.453
.429
.384
.372
37.59
.948

As shown in Tables 2 and 3, Cronbach's alpha coefficients are all
0.7 or higher, which indicates the results are reliable (Nunnally,
1967). Moreover, the result of the exploratory factor analysis verified
the discriminant and convergence validity to some degree. For
statistical validation, confirmatory factor analysis was performed using
Amos 23.0. As shown in Table 4, the chi-squared value of the
measurement model is significant (p=0.000), but it is sensitive to the
complexity and sample size of the model. Therefore, it is reasonable
to evaluate the fit of the model by adding the normative index
(NFI), comparative fit index (CFI), and the root mean square error
of approximation (RMSEA) (Bearden, Sharma, & Teel, 1982;
Bagozzi & Yi, 1988). The overall model fit was considered
satisfactory(NFI=0.960, CFI=0.969, and RMSEA=0.058). Furthermore,
the Composite reliability (CR) and average variance extract (AVE)
values were higher than the recommended values of Bagozzi and Yi
(1988) (CR= 0.6, AVE=0.5), and the loadings were statistically
significant (p<0.05). Therefore, convergent validity has been verified.
Table 4 shows the results of the confirmatory factor analysis.
Table 4: Confirmatory factor analysis

Table 2: Exploratory factor analysis

Variables

Variables
1

2

3

4

Tas01
Tas02
Tas03
Tas04
Qua01
Qua02
Qua03
Qua04
Pri01
Pri02
Pri03
Pri04
Bra01
Bra02
Bra03
Bra04
Des02
Des03
Des04

.443
.381
.298
.469
.083
.040
.086
.396
.251
.227
.228
-.037
.802
.797
.777
.803
-.034
.579
.566

.802
.809
.840
.779
.146
.103
.042
.127
.202
.164
.156
.092
.433
.389
.422
.452
.030
.262
.255

.135
.138
.095
.123
.880
.886
.844
.638
.292
.259
.260
.148
.146
.139
.119
.132
.052
.110
.136

.163
.159
.192
.162
.156
.253
.238
.241
.721
.825
.843
.809
.128
.188
.199
.123
.108
.185
.197

.063
.100
.113
.098
.039
.067
.046
.078
.061
.066
.069
.166
.016
.085
.097
.039
.888
.594
.608

Variance (%):
Total 81.96%

21.96

19.04

16.25

16.17

8.53

Cronbach’s Alpha

.956

.948

.888

.893

.779

5
Taste

Price

Quantity

Brand

Design
Satisfaction
Repurchase

Measure
Tas 01
Tas 02
Tas 03
Tas 04
Pri 01
Pri 02
Pri 03
Pri 04
Qua 01
Qua 02
Qua 03
Qua 04
Bra 01
Bra 02
Bra 03
Bra 04
Des 02
Des 03
Des 04
Sat 02
Sat 04
Rev 01
Rev 04

Standardized Regression
Coefficient
0.935
0.895
0.862
0.928
0.796
0.894
0.927
0.686
0.876
0.927
0.814
0.657
0.920
0.918
0.917
0.931
0.414
0.921
0.93
0.911
0.853
0.952
0.891

CR

AVE

0.948

0.820

0.898

0.691

0.893

0.680

0.957

0.849

0.821

0.628

0.876

0.779

0.919

0.850

Chi-square=913.539(p=0.000, df=209), NFI=0.960, CFI=0.969, RMSEA=
0.058
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The square root of the AVE was used to verify the discriminant
validity among each factor. The value of square root of AVE is
larger than 0.5, which is larger than the non-diagonal correlation
value in the related row and column as shown in Table 5.
Therefore, in the measurement results between different constitutional
concepts, discriminant validity is confirmed through correlation
analysis.
Table 5: Discriminant validity through correlation analysis
Satisfaction Taste Quantity Brand Design Repurchase Price
Satisfaction

0.882

Taste

0.789

0.905

Quantity

0.422

0.337

0.825

Brand

0.744

0.845

0.345

0.922

Design

0.653

0.647

0.326

0.696

0.793

Repurchase

0.843

0.864

0.377

0.877

0.676

0.922

Price

0.562

0.488

0.574

0.487

0.484

0.498

0.831

note: the values presented at the diagonal are the square root of AVE

4.2. Research Hypothesis Verification
The research hypotheses were tested using Amos 23.0, and the
results are presented in Table 6. The findings reveal that taste, price,
quantity, brand, and cover design of instant ramen had a significant
effect on satisfaction. This implies that the suggested selection
attributes of instant noodles can be an important factor of customer
satisfaction. In addition, since the path coefficient of satisfaction that
leads to repurchase is significant, the customers who purchase instant
noodles and obtain satisfaction have strong tendency to repurchase
activities. Figure 2 presents the results of the analysis.
Table 6: Results of research hypothesis
Hypothesis
H1
H2
H3
H4
H5
H6

Standardized
Regression
Coefficient
Taste → Satisfaction
0.463
Price → Satisfaction
0.072
Quantity → Satisfaction
0.071
Brand → Satisfaction
0.348
Design → Satisfaction
0.111
Satisfaction → Repurchase
0.952
Paths

t-Value

Results

12.546***
3.044**
3.318***
9.186***
4.347***
36.311***

Support
Support
Support
Support
Support
Support

* p < 0.05, ** p < 0.01, *** p < 0.001

Figure 2: Results of research hypothesis

4.3. Verification of the Moderating Effect between Korean
and Chinese Consumers
Table 7 compares the path coefficients of the Korean and Chinese
consumer groups when the importance of the selection attributes of
instant noodles affects their satisfaction. The comparison results
showed that the effect of taste and price of the instant noodles on
satisfaction was more apparent on Korean consumer group, whereas
the effects of quantity, brand, and appearance design on satisfaction
were more apparent Chinese consumer group. However, comparing
chi-squared incremental value with p value, we found a statistically
significant difference in the effect of taste and brand on satisfaction.
Korean consumers are more sensitive to the taste of instant noodles
and Chinese consumers are more influenced by the brand. Therefore,
the moderating effect of each country has been verified empirically.
The result implies that both Korean and Chinese consumer groups
are sensitive to the influence of preference attribute of instant
noodles on satisfaction. Furthermore, the results of the hypothesis test
reveal that the effects on satisfaction among Korean and Chinese
consumer groups vary according to importance of optional attributes.
Table 7 shows the differences between the Korean and Chinese
consumer groups.
Table 7: Comparison of Korean consumer group and Chinese consumer
group
Standardized Regression
Comparison Chi-square
Coefficient
Results
increment
Korean
Chinese

p-value

Tas → Sat

0.542

0.359

>

6.138(d.f.=1) 0.013*

Pri → Sat

0.164

0.106

>

0.026(d.f.=1)

0.872

Qua → Sat

0.072

0.080

<

1.599(d.f.=1)

0.206

Bra → Sat

0.218

0.305

<

4.214(d.f.=1) 0.040*

Des → Sat

0.136

0.252

<

1.830(d.f.=1)

0.176

* p < 0.05, ** p < 0.01, *** p < 0.001

5. Conclusions
The purpose of this study was to determine the most important
factor of consumer satisfaction among the selection attributes of
instant noodles for Korean and Chinese consumers. From the
literature survey of existing studies, we examined the effect of the
importance of selection attributes and determined the most suitable
attributes for consumers in purchasing instant noodles. Furthermore,
the causality from satisfaction to repurchase was analyzed.
Results of this study reveal that taste, price, quantity, brand, and
design of instant noodles have a statistically significant positive
effects on satisfaction. In addition, the path coefficient of satisfaction
to repurchase was statistically significant. However, these
relationships varied according to consumer groups in Korea and
China. The effect of taste on satisfaction was positively significant in
both Korean and Chinese consumer groups at p < 0.05. Meanwhile,
the effect of price on satisfaction was found to be more influential
in the Korean consumer group than in the Chinese consumer group,
but no statistically significant difference exists. The effects of

408

Seong-Soo CHA, Xiaowu WANG / KODISA INTERNATIONAL CONFERENCE: ICBE 2019 403-410

quantity, brand, and appearance design on satisfaction were
determined to influence the consumers group in Korea and China
positively. In the case where only the brand affects satisfaction,
Chinese instant noodle consumers were determined to be more
influenced than Korean consumers. The difference was proved to be
statistically significant at p<0.05. It can be seen that consumer
purchase of instant noodles vary according to national differences in
Korea and China. In other words, Korean consumer groups are more
sensitive to the taste of instant noodles, whereas Chinese consumer
groups are more sensitive to their brands.
These results provide the following implications for the instant
ramen industry. First, taste, price, quantity, brand, and design were
important attributes that consumers in Korea and China consider
when purchasing instant noodles. Second, consumers in Korea
responded to the taste of instant noodles, whereas consumers in
China responded sensitively to the brand of instant noodles.
Therefore, instant noodle companies should prioritize and focus on
the promotion of instant noodle taste for Korean consumers and
instant noodle brand through CRM marketing for Chinese consumers.
This study has some limitations and suggests the direction of
future research. First, in this study, taste, price, quantity, brand, and
design are suggested as important selection attributes of instant
noodles; however, more selection attributes of instant noodles can be
considered. Second, instant noodles can be classified into bag
noodles and cup noodles. These two categories are examined
simultaneously. Future research can be undertaken to analyze the bag
noodles and cup noodles separately, especially for the cup noodles
which recently reported an increasing trend in sales in Korea. Third,
this study only compared Korea and China; future research will need
to consider other countries where there is growing popularity of
Korean instant noodles, such as Vietnam, Philippines, and India, and
present the implications of the global marketing of Korean instant
noodles.
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Effect Evaluation of New Rural Cooperative Medical System on Health Service
Utilization*
Qinghong YANG**, Quanwei YANG***
1)2.

Abstract
According to the rural household survey data from five provinces in 2014, using stepwise regression model analysis the impact of new rural
cooperative medical system on health service utilization, studies have found that new rural cooperative medical system significantly promoted the
utilization of rural residents in basic health care and outpatient services, policy implementation effect is good. And its influence on different
groups of medical and health services utilization has significant structural differences, the effect of new rural cooperative medical system on old
man, middle and high income, high health routine physical examination is relatively larger, the influence of two weeks sick timely medical
treatment significantly contributed to the old man, low income, low rate of healthy people, and the elderly and the low health had significantly
increased reasonable growth of hospitalization health service utilization. New rural cooperative medical system indeed protect the basic health
care and outpatient health services, to avoid the excessive utilization and waste that caused by the moral hazard and adverse selection. At the
same time , continue to ascend the use of hospital medical services, and pay attention to security for the elderly.
Keywords: New Rural Cooperative Medical System; Health Services; Utilization; Effect Evaluation;

1. Introduction
After the 1980’s China gradually shift from the planned economy
system to socialist market economic system, the rural grassroots
health organizations and cooperative medical treatment due to lost
the support of the collective economy system gradually, the vast
majority of rural basic medical security system, lack of low farmers'
ability to pay and rising health care costs become the prominent
contradiction of countryside society, because of sickness poor and
Chinese because of illness. In order to solve the medical problems
of farmers, the state proposes to establish a new rural cooperative
medical system (NCMS) in rural areas. Since 2003, the new rural
cooperative medical system (NCMS) has been piloted in 21% of the
country's counties and cities, and achieved full coverage in 2008. By
the end of June 2012, the 10th anniversary of its implementation
had been achieved.
* Fund project: the national social science fund project of “Research
on the innovation of social multi-endowment service system from
the perspective of medical and nursing integration” 16CSH069 ,
shandong university humanities and social science research project
of "institutional transition of health care reform and the elderly
health services demand research" (J15WB53), shandong institute of
scientific research project "health care reform and the old man
medical service demand coordination mechanism research"
(2015Q11B .
** FAssociate professor and doctor, Shandong University of Political
Science and Law. china. E-mail: 79576110@qq.com
*** Lecturer and master, Northwest agriculture and forestry university.
china. E-mail: yangliu201102@163.com
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With the extension of the new rural cooperative medical system,
the most direct impact is to effectively improve the ability of
uninsured people in rural areas to access medical and health services,
and effectively alleviate the phenomenon of poverty caused by
disease, disease back to poverty. At the same time, rural residents'
demand for basic medical and health services is gradually increasing,
and their demand for higher level medical services is also released
by the implementation of the new rural cooperative medical care
system. However, there are still three questions to be answered
urgently. First, the evaluation of the effect of the new rural
cooperative medical cooperation (NCMS) policy. As one of the three
basic medical insurance systems, the new rural cooperative medical
care system is related to the benefit of about 800 million rural
population in China, and the implementation effect has not been
fully recognized, so it is necessary to carry out policy evaluation of
the implementation effect of the new rural cooperative medical care
system, to provide a reference for objective evaluation and further
improvement of the new rural cooperative medical care system. The
impact of NCMS on the utilization of medical and health services is
the most direct impact and the main content of this study. Second,
the evaluation of the effect of the new rural cooperative medical
system (NCMS) on promoting the use of medical and health services
for rural residents. Is access to health services increasing for all
populations? Third, does the new rural cooperative medical system
(NCMS) promote the use of medical and health services to meet the
effective needs of rural residents? Does it promote the overuse of
health services by rural residents?
Based on the above background, this study aims to answer the
above questions, through the use of in 15 counties of 5 provinces in
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the country in 2014 rural household survey and the interview data,
using stepwise regression (stepwise regression) model, the analysis of
the new farmers and the impact on the rural medical and health
services utilization, and through the points health service project, the
crowd of robustness test, provide support for the reliability of the
research conclusion.

2. Literature Review
2.1. Medical insurance and medical and health service
utilization
Arrow pointed out in 1963 that health insurance not only
mitigated the financial loss of individuals and families due to
medical risks, but also provided timely medical care for those who
could not get medical treatment due to financial problems. This
pioneering idea is increasingly recognized by people and efforts are
being made to put it into practice. As an effective measure to avoid
health risks, medical insurance has become the primary measure for
various countries to improve the social security system and public
health system and improve the national health and welfare. At the
same time, many studies have shown that in the field of
international health and economic will increase significantly promote
consumer health services utilization of medical treatment insurance,
such as the United States in the 1970 s of the rand corporation to
carry out large-scale experiment of medical treatment insurance,
Manning et al. (1987) and as Pauly (2005) scholars proved that the
medical and health services utilization in health insurance have a
significant role, and more use of outpatient medical service insurance
will promote participants, prevention and treatment of hospital
services such as health services. Hadley et al. (2006) selected the
follow-up survey data of residents of different ages in the United
States, and adopted the instrumental variable method to study and
found that medical insurance would reduce the mortality rate of
residents before the age of 65. Later, David Card et al. (2008)
showed that the health insurance plan had no significant impact on
mortality through the method of discontinuous regression, but found
that health insurance would significantly reduce the delay and failure
to receive treatment when the elderly were ill, and increase the
probability of daily visits.

2.2. New rural cooperative medical insurance and utilization
of medical and health services
Domestic academic research on this issue mainly focuses on the
field of public health. Cheng make countries, mellisa (2012) on the
basis of an analysis of the performance of the new farmers and the
rural elderly medical service demand and the impact of health needs,
points out that the new farming and improve participants' medical
service utilization also reduced their pay scale, but the actual medical
expenses of the participants in the incidence and major spending has
not declined significantly, and the utilization ratio of medical service
is one of the important factors can affect the health of the
participants. Dream Deep (2010) using micro cross section data from

farmers in 8 provinces in China are analyzed new farming and
influence on farmers medical and health service utilization, it is
concluded that the following analysis, one is the new farming and
can effectively increase farmers use of medical and health services,
to participate in new farming and enable farmers clinic an average
increase of the total of 0. 1 year 29 times; Second, the design of
the new rural cooperative medical system does not have the adverse
selection and moral hazard problems that usually exist in the medical
insurance system. Xiujuan et al. (2010) predicted the evaluation of
new rural cooperative medical care by farmers by estimating Ordered
Logit model based on the data of rural household survey. After the
study, it is pointed out that the probability of farmers' evaluation of
NCMS is "good" and "very good" is 43.90%, the probability of
evaluation of NCMS is only 4.58%, and the probability of evaluation
of NCMS is as high as 51.52%. Self-perceived health status, family
income level, whether medical expenses have been reimbursed and
the trust degree of the medical management institution of the new
rural cooperative medical system are all factors that significantly
affect the farmers' different evaluations of the new rural cooperative
medical system.
To sum up, due to different research objects, methods and paths,
the research conclusions may be slightly biased. However, generally
speaking, it is a general consensus in the academic circle that
medical insurance helps to avoid health risks and promote the use of
medical and health services. However, domestic researches still have
the following two deficiencies: first, these researches cannot estimate
the specific effect of NCMS on the utilization of medical and health
services of rural households without changing other conditions;
Second, before and after the implementation of the new rural
cooperative medical system and the national basic drug system, there
is a lack of comparative study on the changes of rural residents'
utilization of health services of cooperative medical insurance. Third,
there is a lack of quantitative policy evaluation. Existing researches
are mostly qualitative comments, and there is a lack of scientific and
objective policy evaluation of the NCMS.

3. Data analysis and model selection
2.1. Research data
The data used in this paper come from the questionnaire survey
of farmers in 2014. This survey was conducted mainly in pilot
counties of new rural cooperative medical care, covering 15 counties
(districts) in 5 provinces of hubei, hunan, jiangsu, henan and
guangdong. First, according to the geographical location and the
level of economic development, five provinces that can represent the
level of social and economic development are selected. Then, 3
counties representing the social and economic development of the
province were selected from each province, and 2 villages were
randomly selected from all the villages in the county, and 25
farmers were randomly selected from each village. Finally, the
structural questionnaire survey was carried out on the household
heads. The total sample of this survey is 30 villages, each village
25 households, a total of 750 rural residents data, a total of 750
questionnaires issued, 750 effective recovery.
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The main contents of the questionnaire are the social and
economic conditions of residents in the pilot areas, self-assessment of
health status, family status, participation in the new rural cooperative
medical care, medical expenditure and utilization of medical and
health services. The questionnaire requires that the head of the
household or the family members who are over 18 years old, have
normal mental state and can cooperate with the survey, have no
difficulty in communication and are familiar with the basic situation
of the family are selected as the survey objects. After the completion
of the survey, the questionnaire was input, the database was
generated, and the logical check and interval check were carried out.
In addition, some samples in question were interviewed by telephone
to ensure the quality of the data. After data collation and removal of
records containing missing values, a total of 721 valid samples were
obtained.

3.2. Variable setting and model selection
According to the needs of the study, three variables are selected
to measure the utilization of medical and health services by rural
residents, including whether they have received routine physical
examination, whether they have received medical treatment in time
after two weeks of illness (such as self-diagnosis and treatment,
outpatient service, etc.) and whether they should be hospitalized or
not, as the dependent variables of this study. Meanwhile, control
variables of individual, family and community characteristics were
added and further manipulated into 10 variables (see table 1) :
NCMS, gender, age, marriage, education level, health status, whether
there are chronic diseases, occupational type, family income, and
place of residence.
The core problem of the study is to test the 10 variables at the
three levels mentioned above, and take participation in the new rural
cooperative system as the main analysis variable to study whether
the new rural cooperative system can significantly increase the use
of basic medical and health care for rural residents. Among them,
the singular value of family annual income may occur due to family
differences, and the traditional Ordinary Liner Square Regression may
lead to biased and invalid estimation. Therefore, the Stepwise
Regression method is selected for quantitative research. According to
the above variables, dependent variable Y and respective variables Xj
(j = 1, 2, 3... , n)

Y = b 0 + b1 X 1 + b 2 X 2 + b 3 X 3 + b 4 X 4 + ¼ + b10 X 10 + e

（1）

In the equation, β0-β10andεand epsilon ratio are all unknown
parameters in the model. β0 is the regression constant, andβ1~β10 is
the partial regression coefficient under non-standardized conditions,
the εare random errors. Firstly, variables at the level of individual
characteristics (gender, age, marriage and health status, etc.) are
introduced as independent variables. Under the control of independent
variables at the level of individual characteristics, variables at the
level of family characteristics and social characteristics (including
family income, type of occupation, whether to participate in the new
rural cooperative medical cooperation (NCMS) and place of
residence) are gradually added to obtain the final regression model.

Table 1: Descriptive analysis of variables
The variable name

Value and distribution of
variables

Routine physical here's no lambda equals 0, there's
examination
lambda equals 1

The
mean

The
standard
deviation

1.23

0.424

Whether to seek
medical treatment
in time after illness

No =0, =1

1.24

0.352

Whether there
should be
hospitalization or
not

No =0, =1

1.50

0.521

New farming and

There's no lambda equals 0,
there's lambda equals 1

0.65

0.511

gender

Female =0, male =1

1.28

0.378

age

/

1.24

0.437

marriage

Married =1, unmarried =2,
widowed =3

21.34

5.240

Education level

Primary school =0, primary
school =1, middle school =2,
high school, secondary school =3,
junior college or above =5

3.01

1.231

health

Good =1, good =2, general =3,
bad =4, bad =5

1.39

4.021

Chronic diseases,

0 = no chronic disease,
1 = chronic disease

2.89

1.723

Professional types

Professional technicians =0,
workers =1, freelancers =2,
farmers =3, housework =4, others
=5

2.03

0.302

The annual income (yuan) of the
Annual household
surveyed family ranges from 0 to 11341.8
income
100,000 yuan

In the area

Economically developed area = 1,
economically developed area = 2,
0.783
economically underdeveloped area
= 3

134.54

0.821

3.3. Description analysis
3.3.1. Variable description analysis
Dependent variable level, 33.2% of people take part in at least
once a year the regular physical examination, and up to 66.8% of
people without regular health checks every year, this shows that the
new farming and participants and uninsured, these two types of the
crowd had their annual routine physical examination proportion is
low, which more than half of the rural residents is not for regular
health checks every year; The survey found that more than 85% of
the samples would choose to seek medical treatment in time, such as
self-diagnosis and out-patient treatment. The variable of timely
seeking medical care after illness mainly refers to the use of
outpatient service of the new rural cooperative medical care system
after illness by rural residents. Only 10.8% of the sample will adopt
self-diagnosis and treatment, while the others will choose outpatient
service. In addition, about 18% of the sample have the problem of
hospitalization without hospitalization, which is not very high, but it
can be seen from the cause analysis that the proportion of
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non-hospitalization due to economic poverty and chronic diseases is
8% and 10% respectively, which is very noteworthy.
At the level of independent variables, rural residents participating
in the new rural cooperative medical system account for 63.8% of
all samples, in other words, there are still 36.2% people who belong
to the uninsured group, which cannot be ignored. The proportion of
male and female in the sample was basically equal, with male
accounting for 44.5% of the total sample. About 50% of the sample
had a high school education or below, and only 14% had a
post-secondary education or above. 67 percent of the sample was
married, 21 percent unmarried and 12 percent widowed; 31% of the
sample had been diagnosed with a chronic disease by a doctor, up
from 20.0% in the fourth national health service survey. As the
survey objects are mainly NCMS participants and rural uninsured
people, the sample of farmers with occupation type is up to 70.9%,
and the proportion of professional technicians, workers, freelancers
and housework is 4.9%, 9.9%, 7.4% and 6.9% respectively. In the
sample, 45% were in good health condition, 31% were in general
health condition, and only 24% were in bad health condition. The
average annual household income of the sample was 11,341.8 yuan.
The proportion of economically developed areas is 21%, and the
sample proportion of economically underdeveloped areas is 19%.

3.3.2. Comparison of medical and health service utilization
between the insured and the uninsured
Relative to the uninsured, rural residents in comparison, the new
farmers and rural residents in health care and outpatient health
service utilization in significantly more, among them, the farmer to
participate in new residents for regular health checks every year at
about 30%, the proportion of the uninsured, the rate of using
conventional health check-up service is low, only 20.2%, the
difference between them is about 10%. At the same time, the
medical service utilization rate of residents participating in the new
rural cooperative medical system is significantly higher than that of
those without insurance. This shows that residents participating in the
NCMS make more use of medical care and out-patient medical and
health services than those without insurance. Farmers to participate in
new residents should not admission rate is about 5.4%, and no
coverage should be hospitalized in the hospital the proportion of
about 4.3%, namely new farming and the proportion of participants
in should be hospitalized in the hospital, 1.1% higher than
uninsured, this description result seems perverse, therefore deserves
special attention on the hospital service use.

4. Regression analysis

analyzed (see table 2). In general, the new rural cooperative medical
system promotes the use of medical and health services by the
insured to some extent, especially the expansion of the use of basic
medical and health services is obvious. This conclusion is consistent
with the conclusion of Hadley et al. (2003) that people with health
insurance will use more health services such as prevention and
diagnosis to improve their health status.
The new rural cooperative medical system (NCMS) has a
significant positive impact on routine health examination and timely
medical treatment after two weeks of illness. It can increase the
proportion of the insured population who have routine health
examination by 32% and increase the rate of timely medical
treatment by 25.2%. That is to say, the new rural cooperative
medical system (NCMS) can significantly promote the utilization of
health care and outpatient health services. After participating in the
new rural cooperative medical system (NCMS), the insured tend to
make more use of health care and out-patient basic medical and
health services. They are more active in routine health examination
and seeking medical treatment immediately after two weeks of
illness, and the utilization rate is relatively higher. However, it is
worth noting that, in terms of inpatients who should be hospitalized
but not hospitalized, NCMS shows a trend of reducing inpatients
who should be hospitalized but not hospitalized, but the regression
results are not significant from the statistical significance, which may
mean that the reduction is not significant and does not have a
significant impact on the participating population.
Table 2: Regression results of new rural cooperative medical and health
service utilization
The
independent
variables
New farming
gender
age
marriage
Education
level
health
Chronic
diseases,
Professional
types
Annual
household
income
In the area
(Constant)
F
R2

Routine physical
examination
0.320**
-0.076***
-0.011***
-0.231*

0.010
0.010
0.012
0.014

Whether to seek Whether there should
medical treatment be hospitalization or
in time after illness
not
0.252** 0.012
-0.135
0.014
-0.065
0.009
-0.004*
0.048
-0.003*** 0.000 -0.001*** 0.010
-0.007** 0.003
-0.005*
0.000

-0.018*** 0.008 -0.025***

0.009

-0.002***

0.002

-0.220*** 0.012

-0.004**

0.002

-0.011***

0.008

0.220***

0.011

0.432***

0.012

1.021***

0.120

0.108**

0.010

0.016

0.011

-0.109

0.012

0.001***

0.000

0.000**

0.000

-0.002***

0.010

0.018**
1.341
6.341
0.437

0.006
0.031

0.019
1.657
12.031
0.449

0.006
0.035

0.012**
1.642
7.890
0.531

0.005
0.067

Note：* p<0.1，**p<0.05，***p<0.01。

In the following part, Stepwise regression will be used to select
the above three aspects as indicators for the utilization of medical
and health services to investigate the impact of participating in the
new rural cooperative medical system on the utilization of medical
and health services of rural residents.
After controlling the variables at the level of individual, family
and community, the impact of the participation of uninsured residents
in NCMS on their utilization of medical and health services was

5. Related thoughts and Suggestions
5.1. The NCMS system has a good effect on significantly
promoting health care and outpatient services
From

the

perspective

of

the

effectiveness

of

system
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implementation, NCMS has significantly and comprehensively
promoted the utilization of basic health care and outpatient medical
and health services by various groups, and this promoting effect is
uniform and stable. In particular, the new rural cooperative medical
system has increased the use of basic medical and health services
for the groups with "vulnerable" characteristics (such as the elderly,
people with low health and low income) in rural residents, and to
some extent, provided economic support for medical treatment.
System of new farmers and the rural residents in the group with
"strong" characteristics (e.g., the old man, high health, high earners)
on the basis of meet the basic medical services, significantly
increased the use of basic health care services, through its regular
physical examination at any time know the changes of the body, can
in time to improve their health. This shows that the NCMS system
does have a good effect on health care and outpatient treatment.

5.2. The new rural cooperative medical system avoids the
over-utilization of medical and health service resources
by the insured
The above regression analysis has shown that NCMS is uniform
and stable in promoting the utilization of medical and health services
of different groups, and the promotion of such utilization is
consistent with the actual needs of each group. In addition, in terms
of the utilization of inpatient services, the group significantly
promoted by the new rural cooperative medical system is the group
with low health, and to some extent the group promoted is the
elderly, who are the group most in need of medical and health
service resources, while it does not significantly increase the
utilization of medical and health service resources by other groups.
This just shows that the new rural cooperative medical system has
avoided the excessive use and waste caused by moral hazard and
adverse selection, and made the new rural cooperative medical
insurance fund play the role of spreading risks and mutual
assistance.

5.3. Improve the utilization of inpatient service of NCMS
Farmers according to the survey results show that the new
participants on should be hospitalized in the hospital than uninsured,
the proportion of 1.1%, the main reason is not to participate in the
new farmers and rural residents are generally better physical health,
or perennial working outside of the young group, this part of the
population itself hospitalizations probability is less than the new
farming or beneficiaries, the farmers with new only contributed to
the low group and part of the old man's health hospital services
using conclusions are consistent. In order to further improve the
utilization rate of inpatient services of NCMS participants, it is
necessary to improve and simplify the reimbursement procedure,
realize long-distance settlement or implement the national one-card as
soon as possible, so as to facilitate payment and reimbursement. At
the same time in addition to the cooperative medical management
institutions can be reimbursed, designated hospitals should also be
reimbursed on the spot.
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5.4. Pay attention to improving the guarantee of the new
rural cooperative medical system for the elderly
Through empirical analysis, it was found that the elderly did not
widely increase the use of medical services because of participating
in the new rural cooperative medical system, which was consistent
with the findings of the survey and interview. Mainly because most
of the elderly with chronic diseases, such as high blood pressure,
diabetes, etc., while the new farmers with the provisions of the
chronic diseases reimbursement, but chronic diseases are long-term,
multiple, and submit an expense account formalities and more
complex, reimbursement amount is limited, so the elderly generally
prefer to take to buy drugs and self heal way to control the disease,
this ultimately limits the elderly outpatient and hospitalization etc.
The use of regular medical services. Therefore, under the background
of aging deepened, new farming and system should meet the needs
of the health care of old people, increase for the elderly, medical
and health protection project, a modest increase in chronic diseases,
medical care and other aspects of health care services, to meet the
needs of its medical and gradually improve its security level, in
order to enhance the use of the elderly for medical and health
services.
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A Study on Competitiveness in the Aircraft Industry
Jae-Sung LEE*
1)2.

Abstract
This study shows that which country has more competitiveness in aerospace industry. The reason why author choose aerospace industry for
research is aerospace industry is one of major business in every countries in the world instead of infant industry. In order to research this topic,
there are 3 tools to analyze competitiveness in aerospace industry. To achieve analysis of competitiveness between USA and England, UN
comtrade program which provides huge database including time serial data. the major tool to research this paper are through revealed
comparative advantage index(RCA), trade specialization index(TSI) including market share. Final research results provide absolute expressive data
that USA aerospace industry has overwhelmingly comparative advantage as well as competitiveness. all of TSI are over zero(0) which means
that from 2000 to 2018, USA aerospace industry is export specialization as USA aerospace industry has comparative advantage against England
aerospace industry. All of TSI in USA are approaching to figure +1 as export specialization except 2010. All of TSI in USA are approaching
to figure +1 as export specialization except 2010. when we review above RCA value, we can have absolutely strong confidence that USA
aerospace industry has overwhelmingly comparative advantage against that of the British aerospace industry. Even though RCA value in 2000 is
6.313, however, when time goes by and they are 8.997 in 2005, 8.007 in 2010 and 8.389 in 2015 respectively and RCA value is slightly goes
down as figure 7 in 2018. we review above market share analysis data, USA has overpoweringly superior competitive power against British
aerospace industry.
Keywords: Revealed Comparative Advantage, Trade Specialization Index, Market Share

1. Introduction
England aerospace industry is evaluated one of the most
successful industries among England manufacturing industries and it
is marking 0.8% of total England value added amount in 2018, of
which is scaled 4% based on only England manufacturing industries.
Even though overall England manufacturing industries was
recorded trade deficit at the same year, aerospace industry was
recorded trade surplus of 2.5 billion British pound.
England aerospace industry is dominated approximately 5% of
total production of England manufacturing industry and it is
approximately 5.5billion British pound of overall British industry’s
total value added amount as a one of major business industries.

2. Trend of British aerospace industry
As employment creating effect is high, currently, approximately
255,000 persons are working for aerospace industry. Due to huge
plant establishment investment are achieved in 2016, it is expected
that minimum over 10% working employee of increase degree in
2020.
It is pointed out as a most big weak point that productivity rate
of British aerospace industry is lower than those of other competitive
countries.
Even though British aerospace industry is generally, equipped with
* Professor, Department of Trade, Dongeui University, Busan, Korea.
E-mail: jslee7@deu.ac.kr

high productivity comparing to other British manufacturing industries,
it is common point of view in this business field that British
aerospace is lower level compared to those of major competitive
countries such as USA.
Additionally, due to the world the highest-level labor,
establishment and materials cost, the points that many of enterprises
look into foreign countries as well as newly industrialized country’s
pursuit are the target that British aerospace industry has to solve.
In order to overcome these kinds of weak points, the scale for
British aerospace industry’s R&D investment amount is top 2nd
position, next rank to pharmaceutical industry in England as they
push into fully continued investments to maintain superiority of
technology power. The R&D investment amounts
for British
aerospace enterprises are more large scale than those of most foreign
competitive enterprises.
Top R&D investment rank for the world major aerospace
enterprises in 2018 holds 4 British enterprises(Rolls-Royce, Cobham,
Smiths, BAE Systems) within top 20 ranks, especially, BAE Systems
boast the world 2nd R&D investment scale which is next to Italian
enterprise, Finmeccanica as top 1 position.
Even though British government support to aerospace industry’s
R&D has been decreased for couple of years due to the matter of
budget, brand new support policies in various fields including the
readjustment for DTI budget support program are realized.
The research & development costs that aerospace enterprises have
invested are tax-exemption together with “Repayable Launch
Investment (RLI) policy support.
1/4 among 60million pounds that DTI Technology Programme
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Funding allocated was used up for aerospace industry’s support
which implies that the budget support will be increased in the near
future.

3. The scale of British aerospace industry
The scale of British aerospace industry has been holp-up in 2001
due to 911 aircraft terror attack including influence of economic
recession.
It is generally overall continuos upward trend since 2002 and the
5% growth rate for aviation industry’s sales scale was recorded in
2004, moreover, in 2005, the sales figure was 22.7billion pounds
which was as many as 25% increased.
This figure indicate that the British aerospace industry returns to
normal position from the period of the British aerospace industry’s
hold-up.
The British aviation industry has been dominating approximately
10% among the world business supply.
According to the associated experts in the British aerospace
industry, it is expected that the world aerospace industry will be
110% growth rate based on current sales scale until 2025.
The British aerospace industry is industry that trade surplus has
been continued for past 20 years.
Among aerospace industry, it is estimated that 130~180 seat
aircraft will be dominated the largest rate and this kinds of aircraft
will be over 93% increased based on current figure.
Considering growth rate on each seat sized aircraft, it is expected
that 70~90 seat aircraft will be 317% increase rate until 2025 that
will show the fastest growth rate.
In terms of large scale 300~350 seat aircraft, it is estimated that
approximately 247% increase rate which is caused by Asia-Pacific
local area’s a lot of demand

Based on demand from civilian aircraft and governmental military
purposed aircraft, it is expected that 36 billion pound sales amount
will be recorded during 2022~2023 and 2.8% annual growth rate
will be estimated during 2018~2023.
The export of aviation industry will be expected 4.7% increase
annually from 2018 to 2023 due to defense budget increase caused
by world political tension and GBP value depreciation.
The import of aviation industry will be expected annually 2.3%
increase according to import increase caused by aerospace industry’s
growth.
segmentation market share in aviation & aviation components
(2017-2018)

4. Import trend from top 10 countries
Table 2: propeller & other components, (Unit: US$ 1000, %)
Rank

Country

2015(share)

2016(share)

2017(share)

1

USA

93,374 (49.24)

92,369 (58.80)

132,073 (65.90)

2

Japan

27,801 (14.06)

13,732 (8.74)

15,915 (7.94)

3

Italia

17,128 (9.03)

12,340 (7.86)

11,796 (5.89)

4

Canada

10,663 (5.62)

5,892 (3.75)

5,680 (2.83)

5

France

3,307 (1.74)

4,896 (3.12)

5,509 (2.75)

6

Belgium

207 (0.11)

818 (0.52)

4,705 (2.35)

7

Netherland

12,741 (6.72)

6,430 (4.09)

4,532 (2.26)

8

Ethiopia

1,020 (0.54)

1,680 (1.07)

3,658 (1.83)

9

Saudi-arabia

752 (0.40)

114 (0.07)

2,985 (1.49)

10

Germany
Total

2,522 (1.33)

1,505 (0.96)

2,233 (1.11)

189,643 (100%)

157,098 (100%)

200,413 (100%)

Table 1: Prospect for aircraft development (per each size), 2005~2025
Source : Global Trade Atlas (GTA), Rank is based on 2017
Size

2005
(unit)

share
(%)

2025
(unit)

share variating
(%) rate(%)

30~50seat aircraft

3,489

11

2,175

3

-38

70~90seat aircraft

1,164

4

4,858

7

317

110seat jet plane

1,897

6

2,953

4

130~180seat jet plane

8,353

25 16,111

200~250seat jet plane

1,382

4

2,342

300~350seat jet plane

1,082

3

over 400seat jet plane

641

Ultra light jet plane

Table 3: Airframe supports & other components (Unit: US$ 1000, %)
Rank

Country

2015(share)

2016(share)

2017(share)

56

1

USA

376,381 (43.38) 361,520 (41.91) 380,726 (46.82)

23

93

2

Canada

127,210 (14.66) 114,055 (13.22) 117,681 (14.47)

3

69

3

France

87,861 (10.13)

103,776 (12.03)

63,543 (7.81)

3,751

5

247

2

1,189

2

85

4

Japan

19,598 (2.26)

80,304 (9.31)

46,923 (5.77)

0

0

7,499

11

n/a

5

China

57,547 (6.63)

51,023 (5.92)

39,836 (4.90)

small sized business jet plane

6,329

19

8,169

12

29

6

Mexico

37,227 (4.29)

36,407 (4.22)

38,805 (4.77)

medium sized business jet plane

5,397

16 11,102

16

106

7

Arabamerit

41,500 (4.78)

2,634 (0.31)

17,763 (2.18)

large sized business jet plane

1,494

5

5,569

8

273

8

India

1,472 (0.17)

9,288 (1.08)

14,562 (1.79)

air cargo aircraft

1,634

5

3,403

5

108

overall aircraft

32,862

100 69,119

100

110

9

Germany

11,135 (1.28)

14,892 (1.73)

14,552 (1.79)

10

Saudi-arabia

7,221 (0.83)

6,044 (0.70)

7,965 (0.98)

Source : Rolls-Royce data

According to market survey authority, IBIS World, total sales
amount of the British aviation industry reached 31.3 billion pounds
in 2017-2018 and it is estimated that annual growth rate is 5.3%
during 2013~2018.

Total

867,550 (100%) 862,555 (100%) 813,128 (100%)

Source : Global Trade Atlas (GTA), Rank is based on 2017
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Table 4: Components for aircraft or helicopter (Unit: US$ 1000, %)
Rank

Country

1

USA

2

France

3

2015(share)

2016(share)

unifying supply chain through overall EU market.

2017(share)

1,625,264 (39.98) 1,341,208 (35.48) 1,372,044 (35.76)
286,546 (7.05)

260,817 (6.90)

346,000 (9.02)

South Korea 193,429 (4.76)

269,551 (7.13)

275,790 (7.19)

4

Belgium

227,358 (5.59)

254,423 (6.73)

275,367 (7.18)

5

Germany

402,849 (9.91)

280,094 (7.41)

267,385 (6.97)

6

Malaysia

179,655 (4.42)

204,686 (5.42)

196,366 (5.12)

7

Italia

290,555 (7.15)

302,333 (8.00)

175,627 (4.58)

8

India

73,228 (1.80)

98,570 (2.61)

109,731 (2.86)

9

Netherland

73,305 (1.80)

76,534 (2.02)

91,417 (2.38)

10

Polland

40,343 (0.99)

40,790 (1.08)

68,986 (1.80)

Total

4,065,645 (100) 3,779,657 (100) 3,837,267 (100)

Source : Global Trade Atlas (GTA), Rank is based on 2017
Table 5: Import scale & Import trend from South Korea
Rank

HS Code & commodity name

2015
(share)

-

8803.10
(propeller & other components)

34(0.02)

17

8803.20
(airframe support & other components)

2,299
(0.27)

3

8803.30
(Components for aircraft & helicopter)

2016 2017
(share) (share)
3(0)

-

4,788 3,986
(0.56) (0.49)

193,429 269,551 275,790
(4.76) (7.13) (7.19)

Source : Global Trade Atlas (GTA), Rank is based on 2017

5. Major competitive enterprise
Refering to the British aviation industry in 2017-2018, top 2
enterprises have dominated 39.1% of total sales amount such as
Airbus Operations Ltd, BAE Systems plc and Rolls-Royce plc, each
15.2%, 13.2% and 10.7% respectively. Rest 60.9% shares enterprises
such as Bombardier, Cobham, Meggitt, QinetiQ and Ultra Electronics.
Table 6: Each enterprise’s sales amount trend in major aircraft & its
components
(Unit: million pound)
Major aircraft component
enterprise

Table 7: Customs Tariff rate
Import
tariff rate
from
Korea

HS code

8803.10
(Propeller, its
components)
8803.20
(airframe
support & its
components)
8803.30
(Other
components out
of aircraft &
helicopter)

0010

0%

0020

0%

0090

0%

0010

0%

0020

0%

0090

0%

0010

0%

0020

0%

General tariff
rate
differ from
each countries
differ from
each countries
2.7%
differ from
each countries
differ from
each countries
2.7%
differ from
each countries
differ from
each countries

Tariff rate for
the biggest
import
country(USA)
0%
0%
2.7%

0%*
0%
0%

2.7%

0%*
0%
0%

Source: Gov. UK

In order to enter into British market, the law of safety standard
& environmental protection law should be preserved strictly and
quality regulations certified by international aerospace quality
group(IAQA) and international civilian aviation organization(ICAO)
should be satisfied.
Military aviation components should be preserved by military
aviation management authority and European authority standard and
civilian aircraft manufacturing enterprise should be received
certification given by European aviation safety authority and civilian
aviation authority’s requirements.
It needs to pay attention to variety intention for aviation
components supply channel.
As aircraft & aircraft components enterprise like Airbus has big
dependence towards Europe for manufacturing and assembling final
finished one, there is big possibility that customs tariff and customs
clearance fee will be occurred when international trade to Europe is
conducted after Brexit.
It needs pay attention to possibility that the concerned industry’s
major enterprises will try to decrease high EU trade dependence and
try to variety for components supply channel.

Market share
2013 2014 2015 2016 2017
on 2017

Airbus Operations Ltd

15.2%

3,800 3,932 3,937 4,590 4,750

BAE Systems plc
(aircraft business)

13.2%

3,958 3,376 3,818 3,934 4,120

Rolls-Royce plc
(aircraft business)

10.7%

3,094 2,857 2,965 3,141 3,357

Source : IBIS World

6. Distribution structure, customs tariff rate and
import regulation & certification
According to aerospace industry report announced by UK national
assembly, it has manufacturing & distribution structure that aviation
components & materials are crossing borders several times due to

7. Analysis of aircraft industry between USA-England
7.1. Trade Specialization Index for USA-England aircraft
Industry
Table 8: Aerospace industry export from USA to England
Period Trade Flow
2000
Export
2005
Export
2010
Export
2015
Export
2018
Export

Reporter
USA
USA
USA
USA
USA

Source: calculated by author

Partner
Code
United Kingdom 88
United Kingdom 88
United Kingdom 88
United Kingdom 88
United Kingdom 88

Trade Value
$4,624,913,294
$5,250,179,709
$5,767,163,285
$9,683,842,537
$11,814,477,433
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Table 9: Aerospace industry export from England to USA

Table 13: Aerospace industry export to world market
Trade Value

Period

Trade Flow

Reporter

Partner

Code

Trade Value

2000

Export

United Kingdom

USA

88

$2,435,307,311

2000

Export

world

world

88

$110,669,154,649

2005

Export

United Kingdom

USA

88

$2,321,880,827

2005

Export

world

world

88

$153,597,556,514

2010

Export

world

world

88

$224,052,464,078

2015

Export

world

world

88

$331,571,911,935

2018

Export

world

world

88

$243,337,368,803

Period Trade Flow

Reporter

Partner Code

2010

Export

United Kingdom

USA

88

$2,812,723,819

2015

Export

United Kingdom

USA

88

$2,814,766,066

2018

Export

United Kingdom

USA

88

$2,972,922,658

Source: calculated by author

Table 14: USA’s total export amount to England
Period Trade Flow Reporter

Table 10: USA Trade Specialization Index against England

Partner

Code

Trade Value

2000

Export

USA

United Kingdom TOTAL $41,569,587,474

year

①(USA export UK export)

②(USA export +
UK export)

TSI = ① / ②

2005

Export

USA

United Kingdom TOTAL $38,560,827,598

2000

2,189,605,983

7,060,220,605

0.31013279974

2010

Export

USA

United Kingdom TOTAL $48,328,088,965

Export

USA

United Kingdom TOTAL $56,103,379,996

Export

USA

United Kingdom TOTAL $66,209,113,405

2005

2,928,298,882

7,572,060,536

0.3867241774

2015

2010

2,954,439,466

8,579,887,104

0.34434479501

2018

2015

6,869,076,471

12,498,608,603

0.54958729321

2018

8,841,554,775

14,787,400,091

0.59791137865

Source: calculated by author

Period Trade Flow

Table 11: England Trade Specialization Index against USA
year

①(UK export USA export)

②(UK export +
USA export)

TSI = ① / ②

2000

-2,189,605,983

7,060,220,605

-0.31013279974

2005

-2,928,298,882

2010
2015
2018

7,572,060,536

-0.3867241774

-2,954,439,466

8,579,887,104

-0.34434479501

-6,869,076,471

12,498,608,603

-0.54958729321

-8,841,554,775

14,787,400,091

-0.59791137865

Source: calculated by author

Reporter

Partner

Code

Trade Value

2000

Export

world

world

TOTAL

$6,280,112,853,131

2005

Export

world

world

TOTAL

$10,150,157,059,117

2010

Export

world

world

TOTAL

$15,034,212,250,570

2015

Export

world

world

TOTAL

$16,116,712,367,922

2018

Export

world

world

TOTAL

$10,773,408,667,815

Table 16: Revealed Comparative Advantage in USA-UK aerospace industry

year

According to above USA Trade Specialization Index against
England, all of TSI are over zero(0) which means that from 2000 to
2018, USA aerospace industry is export specialization as USA
aerospace industry has comparative advantage against England
aerospace industry. All of TSI in USA are approaching to figure +1
as export specialization except 2010.
Nevertheless, The TSI in 2010 is still over figure 0 which means
it is export specialization instead of import specialization.
On the contrary, when we see above England Trade Specialization
Index against USA, all of TSI is below zero(0) which means that
the British aerospace industry from 2000 to 2018 is import
specialization as England aerospace industry does not have
comparative advantage against USA aerospace industry.

7.2. RCA analysis Index for USA-England Aircraft Industry
Table 12: Aerospace industry export from USA to England
Period Trade Flow Reporter

Table 15: World product total export amount

Partner

Code

Trade Value

2000

Export

USA

United Kingdom

88

$4,624,913,294

2005

Export

USA

United Kingdom

88

$5,250,179,709

2010

Export

USA

United Kingdom

88

$5,767,163,285

2015

Export

USA

United Kingdom

88

$9,683,842,537

2018

Export

USA

United Kingdom

88

$11,814,477,433

①(Aerospace industry
②(USA’s total
export from USA to
export amount to
England /Aerospace
England/ World
industry export to
product total export
world market)
amount)

RCA = ① / ②

2000

0.04179044566

0.00661924211

6.31347893996

2005

0.03418140124

0.00379903753

8.99738446122

2010

0.02574023593

0.00321454082

8.00743788035

2015

0.02920585909

0.00348106852

8.38991215548

2018

0.0485518418

0.00614560493

7.90025430418

Source: calculated by author

Conclusively, when we review above RCA value, we can have
absolutely strong confidence that USA aerospace industry has
overwhelmingly comparative advantage against that of the British
aerospace industry.
Even though RCA value in 2000 is 6.313, however, when time
goes by and they are 8.997 in 2005, 8.007 in 2010 and 8.389 in
2015 respectively and RCA value is slightly goes down as figure 7
in 2018.
Nevertheless, the RCA value in 2018 is still very high and USA
aerospace industry has overpoweringly comparative advantage rather
than British aerospace industry.
Generally, we understand that a certain industry in one country
has comparative advantage when RCA value is over figure 1.
If RCA value of a certain industry in one country is under figure
1, we call this industry has comparative disadvantage because the
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standard criteria is figure 1 in terms of RCA.
That’s why RCA values are 6, 8, 7 throughout research period
which means mentioned industry has very strong comparative
advantage against counterpart country.

7.3. Comparative Competitiveness for Market share for
Aircraft Industrial Structure between USA and England
Table 17: USA Aerospace Industry Export Amount to World
USD
Period Trade Flow

Unit:

Reporter

Partner

HS Code

Trade Value

2000

Export

USA

world

88

$41,044,092,019

2005

Export

USA

world

88

$63,500,882,031

2010

Export

USA

world

88

$79,617,922,992

2015

Export

USA

world

88

$131,627,865,014

2018

Export

USA

world

88

$139,098,077,245

Source : Calculated by author
Table 18: British Aerospace Industry Export Amount to World Unit: USD
Period Trade Flow

Reporter

Partner

HS Code

Trade Value

2000

Export

UK

world

88

$9,981,034,697

2005

Export

UK

world

88

$10,937,867,504

2010

Export

UK

world

88

$13,804,991,218

2015

Export

UK

world

88

$18,999,600,292

2018

Export

UK

world

88

$19,018,871,564

Source : Calculated by author
Table 19: World Total Aerospace Industry Export Amount
Period Trade Flow

Unit: USD

Reporter

Partner

Code

Trade Value

2000

Export

world

world

88

$110,669,154,649

2005

Export

world

world

88

$153,597,556,514

2010

Export

world

world

88

$224,052,464,078

2015

Export

world

world

88

$331,571,911,935

2018

Export

world

world

88

$243,337,368,803

Source : Calculated by author
Table 20: Market Share for 2 country’s Aerospace Industry
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Per USA market shares, 0.370 in 2000, 0.413 in 2005, 0.355 in
2010, 0.396 in 2015 and 0.571 in 2018, on the other hand, in terms
of the British market shares, 0.090 in 2000, 0.071 in 2005, 0.061 in
2010, 0.057 in 2015 and 0.078 in 2018.
We can easily find out that USA has competitive power over 1
digit figure against England.

8. Conclusion
All of TSI are over zero(0) which means that from 2000 to 2018,
USA aerospace industry is export specialization as USA aerospace
industry has comparative advantage against England aerospace
industry. All of TSI in USA are approaching to figure +1 as export
specialization except 2010.
when we review above RCA value, we can have absolutely strong
confidence that USA aerospace industry has overwhelmingly
comparative advantage against that of the British aerospace industry.
Even though RCA value in 2000 is 6.313, however, when time
goes by and they are 8.997 in 2005, 8.007 in 2010 and 8.389 in
2015 respectively and RCA value is slightly goes down as figure 7
in 2018.
we review above market share analysis data, USA has
overpoweringly superior competitive power against British aerospace
industry.
Per USA market shares, 0.370 in 2000, 0.413 in 2005, 0.355 in
2010, 0.396 in 2015 and 0.571 in 2018, on the other hand, in terms
of the British market shares, 0.090 in 2000, 0.071 in 2005, 0.061 in
2010, 0.057 in 2015 and 0.078 in 2018.
This study has used 3 kinds of analysis tool such as “trade
specialization index’, ”revealed comparative advantage index“ and
”market share index“
All of research achievements based on above 3 research analysis
tools turn out same results as USA aerospace industry has
overwhelmingly comparative advantage and USA aerospace industry
has export specialization instead of import specialization which means
that USA aerospace industry has strong competitiveness against that
of British aerospace industry.

(%)

Period

Trade
Flow

USA
(US aerospace
export amount to
world/world total
aerospace export
amount)

England
(UK aerospace
export amount to
world/world total
aerospace export
amount)

Competitiveness
based on market
share

2000

Export

0.37087201171

0.09018804498

USA

2005

Export

0.41342377751

0.07121120773

USA

2010

Export

0.35535392712

0.06161499395

USA

2015

Export

0.39698134937

0.05730159766

USA

2018

Export

0.57162645396

0.07815844996

USA

Reference

Source : Calculated by author

When we review above market share analysis data, USA has
overpoweringly superior competitive power against British aerospace
industry.
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A Study on the Effect of Online Activation Business Transaction Factors of Fresh
Food Shopping Mall on e-Customer Relationship Quality and e-Customer Loyalty
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Abstract
For the development of fresh food shopping malls, consumers should continue to experience loyalty and favorability for the company's
products or brands, and this should lead directly to purchase so that active word-of-mouth and recommendation should be encouraged. Therefore,
the purpose of this study is to investigate the effect of e-service quality and e-ERM on e-loyalty with customer satisfaction and commitment as
mediators. This study was conducted by sample survey method on 320 online customers who have experience in using major online fresh food
shopping malls for more than one year. Data analysis methods were frequency analysis, confirmatory factor analysis, reliability analysis,
correlation analysis, and structural equation model analysis. Hypothesis 1 through Hypothesis 7 were all supported. The results of this study
suggest that e-service quality and e-CRM of online fresh food shopping malls have a significant effect on satisfaction and commitment.
Therefore, the conclusion has been derived that the focus of this study, that such satisfaction and commitment have a significant effect on
e-customer loyalty. has been supported theoretically and empirically. This study suggests that studies on customer loyalty based on activation
commerce factors related to fresh food in online shopping malls will be an index that can reflect on customer's needs corresponding with future
trends of not only online shopping malls but also offline shopping malls.
Keywords: Online fresh food shopping mall, E-service quality, E-CRM, Satisfaction, Commitment, E-loyalty

1. Introduction
Due to the development of logistics system and communication
technology, the environment of human society as well as the way of
life have been rapidly changing. The retail industry has changed
mainly through online shopping, and especially mobile shopping
using smartphones has a significant impact on growth. So that
retailers are trying to absorb mobile shopping customers. In addition,
online shopping, which has a considerable growth potential based on
mobile, can predict future growth based on the advantage of
purchase at reasonable prices and without limitation of time and
space.
Meanwhile, according to the Korea Fresh Food Market Trend for
2018 released by Nielsen Korea, annual purchases of fresh food
products reached 22.7 trillion won in March 2018, up 10.2 percent
year-on-year. The fresh food market is the main market for
distribution channels, a field where future growth is highly expected.
Both offline and online channels are fiercely competing for consumer
choice. Since there is a study that shows fresh food is short to
purchase and their purchase frequency can be anticipated, and that
there is a high cross-purchasing rate of other products when
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purchasing fresh food. So that companies around the world has been
expanding their business (simple-global, 2018).
In this regard, changes have taken place in online shopping in
Korea to enhance the competitiveness of fresh food products.
G-Market has launched its premium food 'G-table' brand product for
online sales, while Ticketmonster has launched its own fresh food
sales channel, 'Timon Fresh.' Kakao has started ‘KakaoFarmer’ as an
online shopping site for direct sales of agricultural products in Jeju.
Also, knowledge shopping in Naver is expanding its service to
deliver fresh food and related business models.
This is not the only huge change in Korea. The US online
business, Amazon, acquired the 'Fresh Food Market' which is a fresh
food offline company, and operates the 'Amazon Fresh' food delivery
service business. In Japan a new service has launched at convenience
store 'Lawson' that customer can receive fresh food ordered from
smartphones in March 2018. In China, online companies such as
'Alibaba' and 'Jingdong' have also entered into offline food stores
that incorporate O2O (Online to Offline), and are fiercely competing
in the on-line and off-line fresh food markets.
The potential of online fresh food shopping malls is due to the
synergies created by the demand for fresh food, with the
convergence between online and offline further strengthens this
potentia. Also, this continuous development is expected in the future.
In other words, the increase in purchases of fresh food through the
Internet is a global trend, and Korea market should be prepared for
higher purchasing rates by users' loyalty.
Currently, the online food market has been growing rapidly, and
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its growth potential is limitless. To develop these markets, thorough
customer management is required. In particular, mobile shopping
should provide an interactive environment where businesses can
provide necessary information anytime and anywhere, so consumers
can get the details. In addition, customers are expected the higher
levels of service, so that the needs and tastes of customers can be
more complex and diverse. The needs of these customers can be met
through e-service quality and e-CRM . In other words, when the
e-service quality and e-CRM are satisfied, the customer will
experience satisfaction and commitment to the fresh food shopping
mall.
In order to maximize the profit of the online fresh food shopping
mall, companies should continuously provide excellent value to their
customers and make them continuously experience loyalty to their
products or brands. It is important to determine the success of the
online fresh food shopping mall because it is crucial to make
purchasing directly by purchasing, and further encourage active
word-of-mouth and recommendation. The purpose of this study is to
investigate the effect of e-service quality and e-CRM on online
e-commerce shopping mall on e-loyalty through consumer satisfaction
and commitment.

2. Literature Review
2.1. e-service quality
A study by Yaya, Frederic, and Marti (2012) found that
e-S-QUAL is efficient and that the dimensions of efficiency, system
availability, and security are consistent across a variety of models to
capture key e-service qualities, but fulfillment only applies to
websites that sell real products, regardless of the type of e-service.
Park (2012) claimed five main characteristics of the quality of
service that the social media of airlines should possess:
customization, entertainment, usefulness, interactivity and ease of use.
As mentioned earlier, the components that evaluate e-service quality
in various service industries are being applied differently to
researchers.
The results of reviews are as follows. First, the e-service quality
of online shopping mall is influenced by e-service quality factors
such as ease of use, efficiency, availability of system, accuracy, and
order fulfillment. Also technological aspects can consist of the
website, such as aesthetics, responsiveness, information provision,
reflection of the latest technology, and system availability.

2.2. e-CRM
In the past, CRM has been actively used management field, but
due to changes in the market environment, labor costs for specialist
customer contact points, lack of elasticity of consumer demand,
no-contact sales and service were raised as problems. In addition,
with the advancement of IT and the Internet, companies have begun
to take an interest in improving the service quality of customers
with the radical leap of e-commerce, and the necessity of e-CRM to
implement CRM through the internet media has emerged (Hwang,
2002).

Kotorov (2002) defined e-CRM as the application of data and
communication technology to expand the scope and scope of services
for customers. Lee (2001) defined IT as e-CRM database or network
based on the data collected and analyzed, and continuously provide
the service or product required by the consumer to maintain the
customer for the long term, thereby ultimately raising the lifetime
value of the customers and enhancing the enterprise performance
This is defined as an integrated customer relationship management
approach. In other words, e-CRM collects customer-related data,
collecting key interests, purchase history, inquiries, and complaint
data in real time on the click stream so it means that no cost is
incurred.

2.3. Satisfaction and commitment
Customer satisfaction means a strategy that meets customer
expectations. This is a concept that is central to all businesses and
is a relative concept. When a customer is given a positive
experience by providing product quality and service appropriately,
and then the experience meets customer expectations, satisfaction
increases and the value of the product or brand increases. In other
words, customer satisfaction means satisfaction with customer's
desires and expectations, resulting in reuse of services or purchase of
products (Kim, 2017), and connection to customers' trust (Blackwell
& Miniard, 2001).
Commiment means a psychological state that is deeply involved
in a specific act, and that makes the flow of time, space, and even
the thought of oneself forgetful. Commitment means flow in a
lexical sense, meaning a phenomenon in which people are naturally
conscious and focused while not conscious of all the actions they
perform. The emergence of the commitment concept is from
synchronization theory. The motivational category can be divided into
internal and external motives. Internal motivation is the motivation
inherent in each individual, which means a reaction to self-needs
arising from causes such as curiosity or interest.
People can pay attention to the fact that it can improve
educational performance, organizational management and efficiency of
work through commiment, and create a strong sense of satisfaction
and self-esteem for their leisure activities (Ha, 2010). Also, culture
should be perceived as leisure. This type of play, intrinsic
motivation, and immersion that has a connection with the concept of
self-realization is the basis of the theory of optimal experience.
There will be moments when we can strongly control our actions
(Choi, 2012). At this time, our feeling can be continuously increased
so we can experience happiness. These experiences can also be a
milestone in our memories that last for a long time and even further
toward our lives. This experience is called the optimal experience.

2.4. e-loyalty
e-loyalty can be defined as an act in which consumers have an
attachment and want to continue to use specific services (Hoffman &
Novak, 2000). The concept of e-loyalty can be said to extend the
concept of previous loyalty to online consumer behavior (Asim &
Hashmi, 2005). In the online environment, loyalty appears to be
consumer attitude toward the past experiences, and future

Jong-Kook SHIN, Sang-Youn LEE / KODISA INTERNATIONAL CONFERENCE: ICBE 2019 423-432

expectations for a particular website or service (Hyun, 2013). is a
factor which directly affects profitability and sales of a company. So,
building and sustaining the loyalty is a key theme of marketing
theory and practice that creates sustainable competitive advantage
(Srinivasan, Anderson, & Ponnavolu, 2002).
Kang and Lee (2008) conducted a study to identify the effect of
e-service quality on customer trust and e-loyalty among online travel
company users. They defined that e-loyalty is positively related to a
particular travel agency and recommendation to others. They also
found that accessibility, interactivity and pricing of e-service quality
have a significant impact. In addition, Kim (2010) suggests that
e-loyalty can be divided into customer's preference, recommendation,
repurchase and behavioral intention. It was suggested that a
competitive advantage is a key factor that can be achieved cost
reduction and high profits.

3. Methodology
3.1. Research Model & Hypotheses
Based on the relationship between e-service quality, e-CRM and
satisfaction, immersion, and e-loyalty, the model of this study is
described in <Fig. 1>.

Figure 1: Research Model

As a causal relation between service quality and satisfaction,
service quality is a leading variable that affects customer satisfaction,
which indicates that service quality enhances customer satisfaction
(Anderson, Fornell, & Lehmann,1994; Spreng & Mackoy, 1996).
Parasuraman, Zeithaml, and Berry (1985, 1988) emphasized that
highly perceived service quality enhances customer satisfaction, and
some researchers have also conducted empirical analysis to find out
that service quality is a leading factor in customer satisfaction.
Hypothesis 1: The e-service quality (convenience, reliability, and
technicality) in online fresh food shopping mall
will have a positive effect on satisfaction.
Hypothesis 1-1: e-service quality (convenience) will have a
positive effect on satisfaction.
Hypothesis 1-2: e-service quality (reliability) will have a positive
effect on satisfaction.
Hypothesis 1-3: e-service quality (technicality) will have a positive
effect on satisfaction.
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It is estimated that e-service quality will provide users with online
fresh food shopping mall experiences such as attention, pleasure and
time distortion. Information quality, service quality, and system
quality have been confirmed to have a positive impact on the flow
experience (Cho & Lee, 2015). Skadberg and Kimmel (2004)
researched on the online website of tourism product and proved that
the speed of the web site which is the technical quality of the
service quality has significant influence on the commitment.
Hypothesis 2: The e-service quality (convenience, reliability, and
technicality) in the online fresh food shopping mall
will have a positive effect on the commitment.
Hypothesis 2-1: e-service quality (convenience) will have a
positive impact on commitment.
Hypothesis 2-2: e-service quality (reliability) will have a positive
effect on immersion.
Hypothesis 2-3: e-service quality (technological ability) will have a
positive effect on commitment.
Jeon and Lee (2001) emphasize that e-Service can enhance
customer satisfaction and loyalty at a low cost in terms of the
company, and has the advantage of being able to manage customers.
Park (2008) showed that the perceived CRM activities, relationship
benefits, and inconvenience of the fashion merchant customers and
examined customer satisfaction and dissatisfaction and CRM effect
according to the causal flow between these variables. So integrated
strategy should be needed that minimizes dissatisfaction by
eliminating the inconvenience. Kim (2011) analyzed enhance
customer loyalty more efficiently at a much lower cost than
maintaining existing customers and creating new customers through
application of e-CRM system in small and medium enterprises. To
provide customized services to individual customers by measuring
highly detailed customer information and providing differentiated
services from competitors, he emphasized that customer satisfaction
can be enhanced and maintained as a lifetime customer.
Hypothesis 3: e-CRM (service, marketing, sales) in online fresh
food shopping mall will have a positive effect on
satisfaction.
Hypothesis 3-1: e-CRM (service) will have a positive effect on
satisfaction.
Hypothesis 3-2: e-CRM (marketing) will have a positive effect on
satisfaction.
Hypothesis 3-3: e-CRM (sales) will have a positive effect on
satisfaction.
Companies would like to efficiently manage their customers
through CRM activities. As a major variable of CRM activity in
these companies, commitment has been highlighted in many studies
as a variable that promotes interrelationships (MacNeil, 1980). Gruen,
Summers, and Acito (2000) found that communication through CRM
between the company and the customer would encourage customers
to commit the company with good impression toward the company.
Since it is not a face-to-face sales situation, commitment has become
a necessary concept to maintain long-term and lasting relationships
between customers and sellers (Alen & Meyer, 1990). Garbrino and
Johnson (1999) also emphasized that the stronger the relationship
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with a company, the higher the level of penetration of the company
and the resulting intention of continuing purchasing.
Hypothesis 4: e-CRM (service, marketing sales) in online fresh
food shopping mall will have a positive effect on
commitment.
Hypothesis 4-1: e-CRM (service) will have a positive effect on
commitment.
Hypothesis 4-2: e-CRM (marketing) will have a positive (positive)
impact on commitment.
Hypothesis 4-3: e-CRM (sales) will have a positive (positive)
effect on commitment.
Kim (2005) suggest that job satisfaction has a positive and
satisfactory emotional state associated with the job duties and leads
to a subsequent commitment to work, thus providing a significant
effect on a sense of unity. In a study on the effect of hotel kitchen
environment on job satisfaction and organizational commitment of
cookers, Park (2010) showed that job satisfaction has a significant
effect on organizational commitment. Also, Kim and Seo (2011)
found that job satisfaction has a significant effect on organizational
commitment in a study on the multidimensional relationship between
service orientation, job satisfaction, organizational commitment, and
customer orientation of employees.
Hypothesis 5: Satisfaction in the online fresh food shopping mall
will have a positive effect on the commitment.
The relationship between customer satisfaction and repeat purchase
behavior, it was suggested that repurchase behavior increases as
customers are satisfied (Kasper, 1988; Labarbara & Mazursky, 1983).
Meanwhile, in terms of the relationship between customer satisfaction
and intention to repurchase, which means it is possible that
satisfaction will have a positive effect on customer loyalty in that
this positive attitude affects the intention of re-buying again (Bitner,
1990), In addition, satisfaction with products and services has been
proven to have a significant impact on buyer's decision-making
(Anderson, 1994).
Hypothesis 6: Satisfaction in online fresh food shopping mall will
have a positive effect on e-loyalty.
Choi (2008) considered loyalty as making consumers engage with
brands and companies based on information gathered by companies,
and trust and commitment of sellers have a direct positive effect on
repurchase behavior (Morgan & Hunt, 1994).
Hypothesis 7: Commitment in online fresh food shopping malls
will have a positive effect on e-loyalty.

3.2. Data analysis method
The collection of this study was conducted by a sample survey of
320 online customers who had experience using major online fresh
food shopping malls for over a year. The analysis method of this
study is to analyze the data collected and finalized by using the
statistical program of IBM SPSS Statistics 22.0 Table 1 summarizes
the main data analysis methods.

Table 1: Analysis contents and analysis method
Analysis Contents

Analysis Method

Demographic characteristics

Frequency analysis
Confirmatory factor analysis by
AMOS
Reliability analysis by SPSS22,
AMOS22
Correlation analysis by SPSS22,
AMOS22

Validation of measurement
Reliability verification of measurement

Analysis of the relationship between
measurement
Verification of Models and
Structural equation Modeling Analysis
Hypothesis

4. Empirical Analysis
4.1. Demographic Characteristics
Among the respondents, 57 (17.8%) were males and 263 (82.2%)
were females. The respondents were 235 (73.4%) in their 30s, 70
(21.9%) in their forties and 15 (4.7%) in their 50s or older. The
Respondents had the highest number of university graduates, with 27
(8.4%) graduating from high school, 274 (85.6%) graduating from
university, 13 (4.1%) graduating from high school and 6 (1.9%)
others. In the occupation, there were 70 (21.9%) professions, 27
(8.4%) office and management workers, 29 (9.1%) technical, sales
and service workers, 12 (3.8%) students, 56.9%). The respondents'
income was 0 (0%) for less than 2 million won, 16 (5.0%) for 201
to 3 million won, 19 (5.9%) for 301 to 4 million won, and 199
(62.2%, 86 (26.9%) of 501 million won, and 0 (0%) of more than
6 million won. There were 49 unmarried (15.3%) married and 271
married (84.7%) married.

4.2. Reliability and Validity
4.2.1. Factor analysis and reliability analysis of e-service quality
and e-CRM
In this study, exploratory factor analysis was conducted to test
reliability and validity. Principal component analysis was used for
factor analysis, and the number of factors was determined based on
the case where the eigenvalue was greater than 1. The results of
factor analysis on e-CRM service, marketing, and sales are as
follows. Convenience, reliability, and technological ability of e-service
quality are all three. 12 measurement variables were analyzed by
factor analysis, and reliability and technical characteristics were
excluded. The results of factor analysis of service, marketing, and
sales in e-CRM are as follows. In e-CRM, service, marketing, and
sales are all three factor analysis of 12 measurement variables. 1
service, 1 marketing, 1 marketing were excluded since results were
less than .5.
The e-service quality and e-CRM dispersion explanatory power are
96.766 and the factor loading value is more than .5, which is
appropriate as the measurement item. As a result of the factor
analysis, it can be said that the discriminant validity is divided into
6 independent factors (convenience, reliability, technology, service,
marketing, sales) by the right angle rotation. And that there is some
evidence that the measurement tools are valid.
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Table 2: Factor analysis and reliability analysis of e-service quality and
e-CRM
Commu- Eigen- % of Cronbach's
Factors
nality value variance
α
1 2 3 4 5 6
Convenience
.972
.952
4
Convenience
.970
.946
1
4.638 19.326
.780
Convenience
.864
.936
2
Convenience
.759
.872
3
Service 3
.891
.998
Service 1
.790
.996 3.985 16.604
.798
Service 2
.685
.791
Marketing 3
.896
.894
Marketing 2
.792
.786 3.933 13.386
.794
Marketing 1
.787
.779
Reliability 3
.881
.888
Reliability 1
.881
.788
3.924 11.349
.793
Reliability 4
.781
.688
Reliability 2
.772
.660
Technicality 3
.890
.883
Technicality 4
.881
.864
3.795 11.814
.780
Technicality 1
.780
.765
Technicality 2
.638
.783
Sales 2
.886 .891
Sales 1
.885 .790 2.949 1.287
.793
Sales 3
.781 .777

4.2.2. Analysis of Factors and Reliability on Satisfaction,
Commitment and e-Quality
Factor analysis was conducted to verify reliability and validity of
single dimension. Principal component analysis was used for factor
analysis. In the single dimension, the total variance explanatory
power is 96.163% and the factor load value is more than .5, which
is appropriate as the measurement item. The reliability of each factor
was tested using Cronbach's alpha coefficient. The coefficients of
Cronbach's alpha of each factor were higher than .7. Thus,
satisfaction, commitment, and e-customer loyalty are all proven to be
single dimensions, and the reliability and validity of single-dimension
measurement tools are shown in Table 3.
Table 3: Reliability and validity analysis of single dimension

Satisfaction
Satisfaction
Satisfaction
Commitment
Commitment
Commitment
e-loyalty
e-loyalty
e-loyalty

1
.998
.896
.795

Factor
2
3

.992
.883
.780
.968
.855
.846

Communality Eigenvalue
.897
.791
.691
.887
.770
.662
.839
.713
.604

% of Cronbach's
variance
α

2.981

33.125

.796

2.921

22.458

.786

2.752

1.581

.755

4.2.3. Confirmatory Factor Analysis of the Model
In order to confirm the constitutional concept and the optimal

condition of the measured variables, the evaluation equation was
used for the measurement equation model. In this study, p value, χ2,
GFI, RMR, RMSEA, AGFI, NFI, AGFI, CFI and IFI were used in
this study.
Table 4: Confirmatory Factor Analysis of the Model
Factor
e-service
quality
e-CRM
Commitment
Satisfaction
e-loyalty

χ²

p

CMIN
GFI RMR RMSEA AGFI NFI CFI IFI
/DF

213.860 .000 12.193 .896

.029

.141

.974 .902 .913 .903

171.517 .000 19.812
192.527 .000 21.942
252.372 .000 12.343
85.265 .000 1.651

.028
.042
.043
.024

.114
.116
.153
.129

.840
.974
.834
.842

.901
.922
.935
.901

.901
.989
.874
.917

.918
.993
.883
.906

.908
.925
.931
.921

The results of confirmatory factor analysis for e-service quality
were GFI= .896, RMR= .029, RMSEA= .141, AGFI= .974, NFI=
.902, CFI= .913 and IFI=.903. The results of the confirmatory factor
analysis for e-CRM are as follows: χ2=171.517 (p= .000), Q value
(CMIN / DF) divided by free value of χ² is 19.812 and other fit
index GFI= .901, RMR= .028, RMSEA= .114, AGFI= .840, NFI=
.901, CFI= .918, and IFI= .908. So that all was judged to be
appropriate because it showed satisfactory level. The results of the
factor analysis showed that the Q value (CMIN / DF) of χ²=192.527
(p= .000) and the χ² value was 21.942 and the fit index GFI= .922
and RMR = .043. The results of the confirmatory factor analysis of
satisfaction showed that the Q value (CMIN / DF) divided by the
free value of χ² value was 12.343 and the fit index GFI= .935,
RMR= .043, RMSEA= .153, AGFI= .834, NFI= .874, CFI= .883
and IFI= .931, respectively. The Q factor (CMIN/DF) divided by the
free value of χ² value was 1.651 and the fit index GFI= .901 RMR
(p= .000) = .024, RMSEA= .129, AGFI= .842, NFI= .917, CFI=
.906 and IFI= .921. Table 5 shows the overall fitness of the
research model test through AMOS analysis.
In order to test the fit of the model in general, it is necessary to
judge the fit of the model by χ², GFI, RMR, RMSEA, NFI, TLI,
CFI and AGFI .
First, in the case of the Chi square statistic, it is said that the set
model satisfies the reality because the value of χ² is 2.878, the
degree of freedom is 1, and the probability p value of χ² value is
.000 and satisfies the acceptance criterion.
Second, the basic fit index (GFI), which is evaluated as the most
appropriate standard for the proposal model validation, is .954,
indicating that various factors and paths of the model have been
thoroughly verified, it can be judged that it is a good measurement
model.
Third, the Adjustment Suitability Index (AGFI) was .892, indicating
that it had adequate explanatory power at an acceptable level.
Fourth, relatively cohesion (CFI) is expressed as .936.
Fifth, the root mean square error (RMSEA) was .037, which was
below .05, the acceptance standard.
Sixth, the value of residual square root mean square (RMR) is
also .021, which is better than modeled as .05.
Seventh, the incremental fit index (IFM) is shown as .916, and it
can be expressed that it has good explanatory power at a good
level. The NFI is 90%, and the fitness of the estimated model is
90% when the fitness of the saturated model is set to 100% and the
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fitness of the independent model is set to 0%. Respectively. This
can be evaluated as a good fit by meeting acceptance criteria of
91.5% of the Standard Compliance Index (NFI).
Table 5: Criteria and Results of Conformity of Research Model
Index of Fit
p value
Chi-square
RMSEA
Absolute
fit index
GFI
RMR
CFI
Increment
al
fit index

NFI
IFI
TLI

Parsimoni
ous
Fit Index

Parsimonius
CFI
Parsimonius
NFI
AGFI

Criteria
.05 or less
Close to 1
.9 or higher
.05 or less
Close to 1
.9 or higher
Close to 1
.9 or higher
The closer to 1
.9 or higher
The closer to 1
.9 or higher
The closer to 1
.9 or higher
The closer to 1
.9 or higher
The closer to 1
.9 or higher

Results
.000
2.878
.037

will be high (Lee, 2013). As a result of analysis of the conceptual
reliability value in the following Table 6, it was found that each
standard factor load value was over .5, and the conceptual reliability
value of all factors was more than .8. The variance extraction index
also showed good agreement with the standard value of .5 or higher.
Table 6: Factor loading and t value
Factor

.954
.021
.936
.915
.916
.884
.853
.879
.892

Finally, CFI = .936, RMR = .021, and RMSEA = .037, which
are more satisfactory when compared with the general evaluation
criteria. The absolute fit indices were χ2 = 2.878, GFI = .954, RMR
= .021, and RMSEA = .037. In the case of GFI, the value is better
than .9 and the RMR value is less than .05 and the RMSEA value
is also less than .05. In the case of GFI and RMR, the index is
satisfactory because it is better than .9 and less than .05. For the
incremental fit index, NFI = .915, TLI = .884, and CFI = .936. For
the simplicity fit index, the AGFI value is .892, which is better for
.9 and above than 1, but .892 for .8 and above is acceptable and
model fit is acceptable.
Therefore, as a result of verifying the fitness of the above study
model, many conformance indices for model estimation surpasses all
of the recommended standards, so until the causal relationship is
reset or the measurements are refined or additional variables are
added, the model can be accepted.

4.2.4. Convergent Validity
Convergent validity is related to the degree to which multiple
measures of the same concept measure match. Even though it is a
different indicator, if you are measuring the concept, the correlation

Convenience 1
Convenience 2
Convenience 3
Convenience 4
Reliability 1
Reliability 2
e-service
quality
Reliability 3
Reliability 4
Technicality 1
Technicality 2
Technicality 3
Technicality 4
Service 1
Service 2
Service 3
Marketing 1
e-CRM
Marketing 2
Marketing 3
Sales 1
Sales 2
Sales 3
Satisfaction 1
Satisfaction Satisfaction 2
Satisfaction 3
Commitment 1
Commitment Commitment 2
Commitment3
Loyalty 1
e-loyalty
Loyalty 2
Loyalty 3

Standardized
Regression
Weight
.807
.776
.812
.741
.795
.806
.865
.580
.787
.795
.754
.755
.828
.828
.858
.796
.990
.794
.605
.731
.516
.771
.799
.727
.775
.749
.621
.784
.807
.772

t value
4.804
4.311
4.274
2.988
4.543
4.769
6.811
1.543
2.926
3.664
3.293
3.146
6.133
4.814
5.837
2.653
58.235
2.068
1.524
2.924
0.923
3.974
4.963
1.269
4.167
3.121
1.368
3.124
2.475
3.027

Average
Construct
variance
reliability
extracted

.962

.741

.953

.700

.850

.655

.839

.637

.870

.691

4.2.5. Correlation analysis
Correlation analysis was conducted to determine the direction and
extent of the relationship between each unit of study used in this
study. As shown in table 7, all of the correlative directions between
the units of study are shown in the direction of definition, so that
the items used in this study are reasonable in terms of the
nomological validity.

Table 7: Correlation Analysis between Research Factors
convenience
service
marketing
reliability
technicality
sales
satisfaction
commitment
e-loyalty

average
4.1506
3.9102
4.1641
3.8914
3.9781
3.9729
4.1635
3.8594
4.1552

standard deviation
.80074
.79424
.44179
.51097
.28188
.79222
.44556
.49801
.79786

convenience
1
.033
-.035
.031
-.086
.169**
-.031
.091
.495**

service

marketing

reliability

technicality

sales

1
-.018
.264**
-.020
.008
-.011
-.165**
.034

1
-.056
.041
-.099
.497**
.015
-.027

1
-.044
.133*
-.055
.074
.030

1
-.017
.041
-.150**
-.095

1
-.085
-.092
.157**

satisfaction commitment e-loyalty

1
.014
-.024

1
.097

1
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4.3. Hypotheses testing
4.3.1. Direct effect analysis
The direct effect size of e-service quality and satisfaction was
found to be .238, and the significance rate was p = .000 <.05.
Based on the results of Table 8, e-service quality was statistically
significant in satisfaction. The direct effect size on the e-service
quality and commitment was .157 and the e-service quality was
statistically significant for the commitment because the significance
probability was p = .004 <.05. The direct effect size for e-CRM and
Satisfaction was .073, and e-CRM was statistically significant in
satisfaction because the significance probability was p = .012 <.05.
The direct effect size of e-CRM on commitment was .128, and the
significance was p = .007 <.05, indicating that e-CRM was
statistically significant for commitment. The direct effect size on
satisfaction and commitment was analyzed as .206 and satisfaction
was found to be statistically significant for commitment because the
significance probability was p = .000 <.05. The direct effect size for
satisfaction and e-loyalty was .118, and the significance was analyzed
as p = .46 <.05, so satisfaction was statistically significant for
e-loyalty. The direct effect size on commitment and e-loyalty was
analyzed as .117 and the implication was statistically significant for
e-loyalty because the significance probability was p = .000 <.05.
Table 8: Direct effect analysis
Direct
effect

Path
e-service quality

→

satisfaction

.238

significance
probability
.000

e-service quality

→

commitment

.157

.004

e-CRM

→

satisfaction

.073

.012

e-CRM

→

commitment

.128

.007

satisfaction

→

commitment

.206

.000

satisfaction
commitment

→
→

e-loyalty
e-loyalty

.118
.117

.046
.000

4.3.2. Indirect effect analysis
The bootstrapping method is used for verification of the indirect
effect. Bootstrapping is a method of estimating the standard error by
sampling the sample data randomly extracted from the group by
sampling the standard error, and it is possible to generate the
distribution of the parameters based on the sample data without
knowing the distribution of the population and then estimate the
parameters.
According to following table 9, the indirect effects of e-service
quality on e-loyalty were .012, which indicates that e-service quality
increase one unit, satisfaction increases .012 unit. The indirect effect
of satisfaction on e-service quality and e-loyalty was statistically
significant because the significance probability of indirect effect
satisfaction was p= .004 <.05. The indirect effect of commitment on
e-service quality and e-loyalty was .009, and the significance was p=
.008 <.05. which means statistically significant. The indirect effect
size of satisfaction on e-CRM and e-loyalty was .129, and the
significance was p= .039 <.05, so the indirect effect of satisfaction
on e-CRM and e-loyalty was statistically accepted. The indirect effect

size for e-CRM and e-loyalty was .024, and the significance
probability was p= .004 <.05, so the indirect effect of commitment
on e-CRM and e-loyalty was statistically significant.
Therefore, analyzing the indirect effects of Table 9, it can be said
that e-service quality and e-CRM have a significant effect on indirect
effects of satisfaction and commitment on e-loyalty.
Table 9: Indirect effect analysis
Path (satisfaction, commitment)

Indirect
effect

significance
probability

e-service quality

→ e-loyalty (satisfaction)

.012*

.004

e-service quality

→ e-loyalty (commitment)

.009*

.008

e-CRM

→ e-loyalty (satisfaction)

.129*

.039

e-CRM

→ e-loyalty (commitment)

.024*

.004

4.3.3. Total effect analysis
The total effect is the sum of the direct effect and the indirect
effect of each concept (variable) on the e-loyalty through the path
model.
Table 10: Total effect analysis
Path(Satisfaction, Commitment)

Total
effect

Direct
effect

Indirect
effect

e-service quality

→

satisfaction

.238

.238*

.000

e-service quality

→

commitment

.157

.157*

.000

e-CRM

→

satisfaction

.073

.073*

.000

e-CRM

→

commitment

.128

.128*

.000

satisfaction

→

commitment

.206

.206*

.000

satisfaction

→

e-loyalty

.118

.118*

.000

commitment

→

e-loyalty

.117

.117*

.000

e-service quality

→

e-loyalty (satisfaction)

.012

.000

.012*

e-service quality

→

e-loyalty (commitment)

.009

.000

.009*

e-CRM

→

e-loyalty (satisfaction)

.129

.000

.129*

e-CRM

→

e-loyalty (commitment)

.024

.000

.024*

e-service quality

commitment(satisfaction)

.294*

.277*

.017

e-CRM

commitment (satisfaction)

.209*

.196*

.013

satisfaction

e-loyalty(commitment)

.199*

.153

.046*

<Table 10> shows the total effect of the exogenous and
endogenous concepts on e-loyalty in the research model. The effect
of the e-service quality (.238) and e-CRM (.073) on satisfaction was
found to be affected by the factors of the research model. CRM
(.128), satisfaction (.206), which are a direct effect with commitment.
The effect on e-loyalty was indirect effect with e-service quality
(satisfaction .012), e-service quality (commitment .009), e-CRM
(satisfaction .129) and e-CRM (commitment .024).
In the case of the total effect, the effect on the e-loyalty through
the mediation of satisfaction is .153. Direct effect is .046. The
indirect effect is .046 and the total effect is 1.99. The total effect on
commitment is the path to e-service quality mediated through
satisfaction. The total effect is .294, direct effect .277, and indirect
effect .017. The total effect of e-CRM on satisfaction through
mediation is .209. The direct effect is .196 and the indirect effect is
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.013. Among them, e-service quality → satisfaction (.238), e-service
quality → commitment (.157), e-CRM → satisfaction (.073), e-CRM
→ commitment (.128), Satisfaction → e-loyalty (.118), commitment
→ e-loyalty (.117) have only direct effects. e-service quality →
satisfaction → e-loyalty (.012), e-service quality → commitment →
e-loyalty (.009), e-CRM → satisfaction → e-loyalty (.129) →
e-loyalty (.024) only affects indirect effects. In contrast, e-service
quality → satisfaction → commitment (.294), e-CRM → satisfaction
→ commitment (.209), satisfaction → commitment → e-loyalty (.199)
In the case of satisfaction, commitment and e-loyalty, the direct
effect and the indirect effect were analyzed. When it comes to
e-service quality → satisfaction → commitment, the direct effect
(.277) + indirect effect (.017) = total effect (.294). In addition, in
the case of e-CRM → satisfaction → commitment, direct effect
(.196) + indirect effect (.013) = total effect (.209). The total effect
of satisfaction → commitment → e-loyalty (.199) is the sum of
direct effect (.153) + indirect effect (.046).
Thus, analyzing the total effect of <Table 10> shows that
e-service quality and e-CRM have a significant effect on e-loyalty
indirectly by using satisfaction and commitment as parameters.

4.3.4. Research hypothesis
Hypothesis 1 is to test hypothesis that e-service quality will have
a positive effect on satisfaction in online fresh food shopping mall.
As a result of hypothesis 1 that online fresh food shopping mall
will have a positive effect on satisfaction, the path coefficient of
satisfaction with e-service quality is .238 (t = 14.230), which is
significant. Therefore, Hypothesis 1 was supported.
Hypothesis 2 is to test the hypothesis that e-service quality will
have a positive impact on the commitment in the online fresh food
shopping mall. As a result of hypothesis 2 that e-service quality
affects satisfaction in online fresh food shopping mall, the path
coefficient of e-service quality on commitment was .157 (t = 12.235)
Therefore, Hypothesis 2 was supported.
Hypothesis 3 is to test the hypothesis that e-CRM will have a
positive impact on satisfaction in the online fresh food shopping
mall. As a result of hypothesis 3 that e-CRM will have a positive
effect on satisfaction in online fresh food shopping mall, the path
coefficient of satisfaction .073 (t = 7.768) was significant (p= .01).
Therefore, Hypothesis 3 was supported.
Hypothesis 4 is intended to test the hypothesis that e-CRM will
have a positive impact on commitment in the online fresh food
shopping mall. As a result of hypothesis 4 that e-CRM affects
affection on online fresh food shopping mall, it has a significant
effect on the path coefficient of commitment .128 (t = 9.986).
Therefore, Hypothesis 4 was supported.
Hypothesis 5 is to test the hypothesis that satisfaction in online
fresh food shopping mall will have a positive effect on commitment.
As a result of hypothesis 5 that satisfaction in online fresh food
shopping mall will have a positive effect on satisfaction, it was
found that path coefficient on commitment was .206 (t = 15.365),
which had a positive effect on p = .01. Therefore, Hypothesis 5 was
supported.
Hypothesis 6 is to test the hypothesis that satisfaction in online
fresh food shopping mall will have a positive impact on e-loyalty.
As a result of the hypothesis 6 that satisfaction at the online fresh

food shopping mall will have a positive effect on the e-loyalty, the
path coefficient to the e-loyalty was significantly influenced as .118
(t = 9.123). Therefore, Hypothesis 6 was supported
Hypothesis 7 is intended to test hypothesis that commitment in
online fresh food shopping mall will have a positive impact on
e-loyalty. As a result of the hypothesis 7 that immersion in online
fresh food shopping mall had a positive effect on e-loyalty, the path
coefficient to e-loyalty was .117 (t = 8.528). Therefore, Hypothesis 7
was supported.

5. Empirical Analysis
It is reasonable to identify the factors affecting the e-loyalty of
online fresh food shopping malls and develop them intensively.
However, as the proportion of total online transactions is still small,
there is not many researches related to it. In this study, it is
considered that customer management for online fresh food shopping
mall is the key. This study investigates the effect of e-CRM on
e-loyalty through customer satisfaction and commitment in order to
satisfy customers' needs and tastes in e-service quality and interactive
environment.
As a result of reviewing the concept of the online fresh food
shopping mall, online fresh food shopping mall doesn’t have time
and space limitation in purchasing the product. In addition, it is
revealed that it is able to make profit by selling to consumers based
on quality and safety through maintaining freshness of food in online
shopping mall, which is a virtual shop which can conveniently sell
goods at a reasonable cost.
In addition, satisfaction of purchase at the online fresh food
shopping mall is achieved by establishing mutual trust through
bidirectional communication. The e-service quality and e-CRM
provided to the customers at the online fresh food shopping mall
showed that it could enhance the e-loyalty by satisfying customers'
satisfaction and commitment. Therefore, e-service quality and e-CRM
of online fresh food shopping mall can effectively meet consumers'
needs. This allows companies to continue to provide value to their
customers through the concept of e-loyalty. It can be seen that
consumers will have a positive effect on e-loyalty because they
encourage company's promotion activities through recommendation
and maintain continuous purchasing.

6. Conclusion
In this study, we analyzed e-service quality and e-CRM of online
fresh food shopping mall through satisfaction, commitment, and
e-loyalty according to e-CRM. It is expected that research will have
a big academic significance. Therefore, in this study, it is considered
that the thorough customer management for the online fresh food
shopping mall which is in a rapid growth trend is the key, so that
the e-service quality for providing higher level service and the
satisfaction of customers' needs in the interactive environment. This
study is to examine the effect of e-CRM on e-loyalty through
customer satisfaction and commitment.

Jong-Kook SHIN, Sang-Youn LEE / KODISA INTERNATIONAL CONFERENCE: ICBE 2019 423-432

In order to verify this study, e-service quality and e-CRM is set
as independent variable, satisfaction and commitment as parameters,
and e-loyalty as dependent variable to set a research model and to
establish 7 hypotheses. For empirical analysis, the questionnaire
survey of 400 customers who were online users by filtering by
gender, age, and region was used. The frequency analysis for
analyzing the sample characteristics, the factor analysis for the
validity and reliability verification of the measurement tool, and the
reliability analysis and the correlation analysis for the hypothesis
verification were performed using SPSS 22.0 and AMOS Version
22.0 statistical programs. The results of this study suggest that
e-service quality and e-CRM in online fresh food shopping mall
have a significant effect on satisfaction and commitment, and that
satisfaction and commitment have a significant effect on e-customer
loyalty.
This study will be an index to reflect customer needs in line with
future trends of offline shopping malls as well as online shopping
malls. Future industries such as artificial intelligence (AI) shopping
service implementation and virtual reality (VR) shopping will be
reflected in online shopping malls by analyzing and combining
customer needs so that it is suggested that it will be a basis for
research on service quality, customer satisfaction and loyalty.
This study focuses on convenience, reliability and technology of
e- service quality of domestic online fresh food shopping mall. It
implements an easy way of fresh food. Also the functionality of the
website is needed in order to purchase of food properly. Also, we
need to pursue consumer satisfaction in management practice. In
addition, we strengthen e-service quality factors until consumer is
committed in the website and increase e-loyalty to online fresh food
shopping mall, which will contribute to securing sales.
In the aspect of customer management, customers should create
satisfaction by utilizing DB, by improving the accuracy of
customer-specific marketing, and providing product information to
consumers to buy fresh foods in a timely manner. This e-loyalty to
the online fresh food shopping mall should be strengthened by
supporting the purchasing process and the quality service for the
after sales service by allowing the customers to experience
satisfaction and commitment.
This study is limited to cross-sectional study because the data
collected is analyzed at a certain point. Because the sampling of the
study sample is a convenience sampling method, it is difficult to
generalize it to the results of the entire online fresh food shopping
mall users. Therefore, in future research, it is necessary to strengthen
the reliability of research by combining quantitative analysis,
experience extraction method, and interview method such as
individual interview. Furthermore, this study deals only with e-service
quality and e-CRM as factors affecting e-loyalty. If studies on
individual characteristics, technical characteristics (eg, system quality
attributes) and social variables are conducted, it will be a wider and
more meaningful study. In this study, e-loyalty and its utilization
behavior were predicted. However, since the actual usage behavior of
online fresh food shopping mall can be different from the prediction,
so it is necessary to follow-up study to predict the behavior in
consideration of various aspects such as frequency of use, persistence
and strength.
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Are Humble CEOs Agents? Earnings Management and the Role of Governance
Control Mechanism
Sung-Min HONG*, Choel Soon PARK**
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Abstract
In this paper, we focus on professional CEOs’ self-interest seeking behaviors and short-termism, which are the main interests in upper
echelons theory. Recently, as one of the psychological characteristics of CEOs, humility has received much attention from both scholars and
practitioners. Thus, I attempt to find the answer to the question of whether CEO humility can solve problems associated with CEOs’ self-interest
seeking behaviors and short-termism. To examine underlying characteristics of humble CEOs, I empirically studied whether humble CEOs are
similar to stewards or agents. If humble CEOs are agents, they are likely to cause agency costs and problems. As supported by previous
literature, these problems will be limited by different types of internal control mechanism of corporate governance that are found to reduce
agency costs. If humble CEOs are stewards, there will be no agency costs and internal control mechanism will be ineffective. In order to find
out the answer to this question, I empirically studied the relationship between CEO humility and agency costs associated with self-interest
seeking behaviors that are captured by earnings management. In particular, both problems of ‘information asymmetry’ and ‘conflicts of interests’
must be resolved to reduce agency costs. I predict that CEO humility’s four underlying characteristics are effective in resolving the agency
costs. Furthermore, I predict that because humble CEOs are similar to steward CEOs, outside directors’ excessive appointment or the increasing
proportion of foreign investors will either fail to or negatively moderate the relationship between CEO humility and earnings management. Based
on the panel analysis of 210 companies listed in KOSPI, I found out that CEO humility is not significantly related to earnings management.
However, the proportion of the foreign investors is found to positively moderate the relationship between CEO humility and earnings
management. This means that even when CEOs are humble, the proportion of the foreign investors act as strong internal control mechanism so
that humble CEOs end up engaging in self-interest seeking behaviors such as earnings management. However, when there is lack of control and
monitoring mechanism, CEO humility can have reducing impacts on earnings management. From these results, I can carefully conclude that
humble CEO is not an agent.
Keywords: Earnings Management, Governance Control Mechanism.

1. Introduction
The agency theory assumes that agents are rational and
economically oriented. Therefore, the theory predicts that agents will
act in their best interests to increase their personal gains and
benefits. CEOs of companies and organizations are agents of their
principals (shareholders). According to the agency theory, as agents
of their principals, CEOs are predicted to maximize their
self-interests even when such actions cause detrimental effects on
principals’ interests.
In contrast with agency theory, stewardship theory makes a
different premise about human behaviors. According to agency
theory, humans are opportunistic, and CEOs are rational agents. Also,
agency theory assumes that agents have self-interests that are
different from those of principals, pursuing short-term benefits and
risk-aversion behaviors (Jensen & Meckling, 1976; Fama & Jensen,
1983). Unlike agency theory, steward theory assumes that CEOs
appreciate high-order values and identify themselves with their
organization, pursuing long-term purposes (Davis et al., 1997).
* Ph.D. Candidate, Seoul National University, Korea.
** Ph.D. Candidate, Seoul National University, Korea.

In previous studies, scholars have confirmed that internal control
mechanism is effective in reducing agency costs associated with
TMTs’ decision-making process. That is, these studies are based on
the premise that CEOs are opportunistic agents. By contrast, steward
CEOs and TMT members identify with their organization, preferring
empowerment and autonomy rather than control mechanism.
Upper echelon theory has focused on studying impact of
managerial background characteristics on strategic choices and
organizational outcomes (Park & Yu, 1999; Hambrick & Mason,
1984; Bantel & Jackson, 1989). Many personality traits of CEOs
such as hubris, narcissism, and overconfidence are similar in that
they assume that CEOs are agents. Upper echelon theory assumes
that CEOs use their own cognitive base and values. Therefore,
CEOs’ psychological traits, age, and financial status are reflected in
their decision-making process, influencing strategic choices and
organizational outcomes. For those CEOs that are like agents,
internal control mechanism has been found to be very effective
(Hayward & Hambrick, 1997; Xia et al., 2008; Yu, 2010). However,
those studies based on upper echelon theory and stewardship theory
have focused on studying family CEOs and founder CEOs. There
have been many studies based on specific events such as CEO
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replacement. Scholars have ignored how CEOs’ characteristics are
related to stewardship theory. Therefore, there is a need to study
how internal mechanism, empowerment, and autonomy can influence
steward CEOs.
In this study, I shift my attention toward CEO humility, which
recently has received much attention. Unlike traditional CEO
characteristics such as hubris, narcissism, and over-confidence,
humility is very similar to stewardship. CEO humility is relatively
new. Therefore, there has not been many empirical studies focusing
on the impacts of CEO humility on strategic change, costs, and
organizational performance. Throughout this paper, I define CEO
humility based on four components and empirically examine how it
influences earnings management, which is one of the main
representations of agency costs. I study how similarity between
humble and steward CEOs makes internal control mechanism less
effective. I attempt to find out how CEO humility influences
organizational outcomes and which control mechanism is appropriate
for humble CEOs.

2. Theoretical Background
2.1. CEO humility and Stewardship
Humble CEOs and steward CEOs are similar in that they have
relationships with their subordinates based on noneconomic
assumptions (Doucouliagos, 1994). Whereas economic approaches to
governance such as agency theory tend to assume that subordinates
are individualistic, opportunistic, and self-serving (Davis et al., 1997),
noneconomic approaches made in CEO humility and stewardship
theory do not necessarily make such assumptions. Rather, stewardship
theory depicts subordinates as collectivists, pro-organizational, and
trustworthy (Davis et al., 1997) and humble CEOs appreciate and
empower their subordinates (Ou et al., 2014; Owens et al., 2013).
Thus, in this section, I describe similarities between humble CEOs
and steward CEOs and explain how these similarities can explain
both the negatively predicted relationship between CEO humility and
agency costs, and the moderating role of control mechanism.
First, stewardship theories focus on intrinsic motivation rather than
extrinsic motivation (Davis et al., 1997). Steward CEOs tend to
value rewards including opportunities for growth, achievement,
affiliation, and self-actualization (Davis et al., 1997). Stewardship
theory assumes that the internal work motivation leads to higher
levels of performance as well as satisfaction with work (Davis et al.,
1997). In a stewardship relationship, the focus would be on the
higher order needs of Maslow’s hierarchy (1970). Similarly, humble
CEOs are less self-focused and more engaged in self-transcendent
pursuits (Ou et al., 2014). Humility is described as a characteristic
leading to growth (Owens & Hekman, 2012) and self-realization
(Newman, 1982). Humble CEOs tend to focus less about themselves
(Ou et al., 2014), indicating that they are less individualistic and
self-serving than the counterparts. Their life purposes are about the
larger community, the greater whole, moral principles, or ultimate
universal truth (Grenberg, 2005; Morris, Brotheridge, & Urbanski,
2005), proving that they share similarities with steward CEOs who
focus on collective interests and on the higher order needs of

Maslow’s hierarchy as mentioned earlier.
Secondly, stewardship theory argues that steward CEOs would
define themselves in terms of their membership in a particular
organization by accepting the organization’s mission, vision, and
objectives (Kelman, 1958; Mael & Ashforth, 1992). Through
identification, an organization becomes an extension of the steward’s
psychological structure (Davis et al., 1997). Because humility is
grounded in a self-view of accepting that something is greater than
the self (Ou et al., 2014), humble CEOs are predicted to accept that
their organization is more important than themselves and to define
themselves in terms of their membership with the organization. Since
their self-transcendent pursuits lead humble CEOs to forget the self
(Tangeny, 2002) and to focus on the larger community and the
greater whole (Ou et al., 2014), humble CEOs are expected to
identify with their organization.
Third, steward CEOs and humble CEOs are similar because both
types of CEOs value open communication and empowerment of
workers (Ou et al., 2014). Steward CEOs implement involvementoriented approaches emphasizing self-control and self-management
(Lawler, 1986, 1992). The key assumption in involvement-oriented
approaches is that when employees are given challenges and
responsibility, they will develop self-control of their behavior.
Similarly, since humble CEOs appreciate others’ opinions and
contributions, and are open to feedback from others (Ou et al.,
2014), humble CEOs are predicted to allow their subordinates to
engage in self-control and self-management when the subordinates
face challenges.
Based on the three different aspects mentioned earlier, I have
established that steward CEOs and humble CEOs are very similar to
each other. Now, the question is why such similarity is important
and relevant for this paper. I have provided reasons for the
similarity between steward CEOs and humble CEOs because I need
to justify why humble CEOs are less likely to incur agency costs
and why control mechanism is detrimental for the relationship. In
this paper, I argue that because steward CEOs and humble CEOs are
similar, we can apply both the negative relationship between
stewardship and agency costs, and detrimental effects of control
mechanisms to the case of humble CEOs. According to Davis and
coauthors (1997), a steward’s behavior will not depart from the
interests of his or her organization and a steward will not substitute
or trade self-serving behaviors for cooperative behaviors, reducing the
likelihood of agency costs to occur. Also, for stewards, control can
be potentially counterproductive because it undermines the
pro-organizational behavior of the steward, by lowering his or her
motivation (Argyris, 1964). More details will be provided in the
hypothesis development in later sections.

2.2. Agency Problem and Earnings Management
CEOs are generally perceived to be agents of their principals who
are delegated authority to make strategic decisions of the
organization. When there is separation of ownership and management
as is the common case in modern society, such separation allows
CEOs to maximize their ability to manage the organization.
However, such separation causes two primary agency problems
incurred by conflicts of interests and information asymmetry. These
agency problems have received much attention and caused many
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different perspectives and opinions (Eisenhardt, 1989; Fama &
Jensen, 1983).
First, agency problems occur when there are conflicts of interests
between agents and principals. Because of conflicts of interests,
agency costs can occur, causing detrimental effects on principals’
interests (Jensen, 1986). Second, agency problems can occur because
agents and principals have different tendencies toward risk. In
particular, agents are more risk-averse than their principals (Lambert,
2001), and tend to focus more on short-term profits than long-term
profits in order to benefit the most the short-term profits within their
tenure period. In stock market, principals are allowed to manage
their portfolios, causing them to stay risk-neutral. By contrast, CEOs
are agents, meaning that CEOs are highly concerned about their
employment and their short-term pay based on short-term
performance. Lastly, CEOs have information that shareholders do not
possess, causing agency problems regarding information asymmetry.
Aa agents, CEOs can take advantage of information that their
principals do not have access to and engage in moral hazard by
concealing such information to increase their self-interests.
Agency costs explained earlier have been measured in multiple
ways. Traditionally, they have been captured by CEOs’ individual
pay and abuse of privileges (Bebchuk & Fried, 2003; Tosi &
Gomez-Mejia, 1989; Boivie et al., 2011), and excessive investment
in unrelated diversification strategies. In addition, scholars have
focused on CEOs’ investment into R&D that are necessary gain
competitive advantage but are highly risky. To be more specific,
scholars have pointed out CEOs who make such investments at
suboptimal level and prefer mergers and acquisitions as their strategic
choices (Barker & Mueller, 2002).
Among many ways to measure agency costs, scholars have
primarily focused on accounting proxies. For example, scholars have
used profit forecast and accounting fraud-related variables such as
earnings forecasting error. In this paper, I shift my attention toward
earning management strategies chosen my CEOs who attempt to use
information asymmetry to maximize their self-interests and stay
risk-averse.
CEOs are aware of the fact that their employment and short-term
pay are largely affected by their organization’s short-term profits.
Thus, in order to protect themselves from short-term loss of their
organization, CEOs are highly motivated to engage in earnings
management by providing false report on earnings or losses to
protect their personal gains and interests (Burgstahler & Dichev,
1997; DeFond & Jiambalvo, 1991; Healy & Wahlen, 1999; Choi &
Seo, 2013; Davidson et al. 2004). Such earning management
decisions can occur because CEOs are delegated authority to report
profits or losses. These decisions can cause detrimental impacts on
the interests of principals because the principals cannot receive
correct information about their companies’ accounting data such as
profits and earnings, negatively influencing long-term interests and
gains of the organization (Davidson et al. 2004). About 30~40% of
loss-making companies among S&P 500 companies (Burgstahler &
Dichev, 1997) and 50% of loss-making companies in Korea (Song et
al., 2004) are engaged in earnings management. Methods for earnings
management usually include under-recognition of bad debt expense,
under-recognition of valuation loss and discretionary adjustment to
accounting standards on R&D and assets on financial statements.
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3. Hypotheses Development
3.1. CEO Humility and Earnings Management
Usually, the two causes of agency problem between shareholders
and management are “conflicts of interest” and “information
asymmetry.” However, the cause of agency problem may not occur
depending on the preference of CEO such as belief and personal
characteristics. First, a humble agent (CEO) has a lower likelihood
of experiencing conflicts of interests with shareholders and other
stakeholders compared to a CEO who is not humble. A humble
CEO is characterized by low self-focus, self-transcendent pursuit to
go after public interest instead of personal gains and pro-social
behavior (Exline & Geyer, 2004). Also, such CEO does not seek
immediate glory and instead makes decisions that are in the
long-term interest of the organization (Eweberhart, Maxwell, &
Siidique, 2004). Accordingly, a CEO with high humility has a lower
likelihood of having conflicts of interests with shareholders and other
stakeholders.
Also, a firm with a CEO having high humility has a lower
likelihood of suffering from information asymmetry between
shareholders and management. This is because a humble CEO has
developmental orientation, teachability, self-awareness and appreciation
of others that lead him/her to make more appropriate decisions by
incorporating opinions of others instead of unilateral decision (Hilbig
& Zettler, 2009). As proven in prior studies, it can be expected that
a humble CEO is more likely to include other people such as
subordinates in the decision-making process (Morris et al., 2005;
Owens & Hekman, 2012) and less likely to have incentives to
conceal or manipulate information to shareholders and other
stakeholders. Because a more humble agent has a lower likelihood of
suffering from conflicts of interest with owner and information
asymmetry than a less humble agent, he/she is less likely to commit
earnings management which is a form of agency cost.
H1: There will be negatively associated relationship between the
CEO humility and CEO’s earnings management.

3.2. Internal Governance Mechanism and Earnings Management
Internal governance mechanism effectively control self-interest
seeking behaviors of CEOs and reduce agency cost. Generally,
shareholders find it necessary to monitor CEOs to reduce agency
costs. However, minority shareholders who have less control over
their organization than major shareholders do not have means to
monitor CEOs. These minority shareholders do not have access to
information given to CEOs as well. This information asymmetry
avoids shareholders from controlling, managing, and monitoring
CEOs. Thus, rather than controlling and monitoring their CEOs
directly, shareholders choose to implement corporate governance
mechanisms to control CEOs’ self-interest seeking behaviors (Kim &
Park, 2000). In this study, I empirically study effectiveness of board
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of directors and foreign investors as control mechanisms.

3.2.1. Outside Directors
Monitoring by boards of directors can reduce agency costs,
improve firm performance (Jensen & Meckling, 1976; Fama, 1980;
Mizruchi, 1983; Zahra & Pearce, 1989). Fama and Jensen (1983)
stated that board of directors are the best tools for principals to
control and monitor behaviors of CEOs. Also, they argued that board
of directors must be given incentives to monitor CEOs, and
autonomy and power to control them. Principals. As one of the
examples of the studies examining relationships between board of
directors and earnings management, Peasnell, Pope, and Young
(2000) found that as external boards of directors increase, CEOs are
less likely to manage their earnings to report excessive abnormal
(discretionary) accruals. By contrast, the audit committee has no
direct impact on earnings management. This indicates that external
board of directors play an important role in increasing reliability of
financial statement.
In this paper, I treat the proportion of external board of directors
as control mechanisms for corporate governance and examine the
proportion of external board of directors as a proxy for independence
of board of directors. Furthermore, I empirically examine how the
proportion of external board of directors limit the earnings
management.

3.2.2. Foreign investors
Foreign investors may use their voice to control firms’ managers.
Ahmadjian and Robbins(2005) found that a manager felt a strong
pressure to pay attention to foreigners’ voice when they had been
aware of foreign ownership. Foreign investors’ exit might raise the
cost of capital and especially in emerging markets, it can decrease
managerial incentives because it causes serious harm to firm
value(David et al., 2006). Accordingly, foreign investors can acquire
comprehensive information from firms’ managers and control them in
effect, refraining them from acting like agents.
By the same token, CEOs are agents who pursue self-interests.
Therefore, foreign investors can play an effective role in controlling
earnings management pursued by CEOs. Based on previous studies
used Korean companies as sample, there are negative relationships
between the percent of ownership of foreign investors and earnings
management (e.g., Jeon , 2003). There is a also study that found
that as the percentage of ownership of foreign investors increases,
companies pursue more conservative approaches toward accounting
and foreign investors actively engage in monitoring CEOs’
opportunistic behaviors for managing earnings (Kim & Bae, 2006).
In addition, when making investment decisions, foreign investors
appreciate transparency, allowing the percentage of ownership of
foreign investors to become an effective mechanism to reduce agency
costs (Lee et al., 2010). Based on these findings of the previous
studies, I make the following hypotheses.
H2: Control mechanism for governance structure will limit
earnings management.
H2a: There will be positively associated relationship between the
proportion of external boards of directors and CEO’s
earnings management.

H2b: There will negatively associated relationship between the
proportion of ownership of foreign investors and CEO’s
earnings management.

3.3. Control Mechanism’s Moderating Effects on CEO Humility
As mentioned earlier, I argue that humble CEOs and steward
CEOs are very similar to each other. Based on this similarity, I
predict moderating effects of control mechanism on corporate
governance. In order to rationalize my prediction and hypothesis, I
must first explain about steward CEOs. According to Davis and
coauthors (1997), a steward’s behavior does not depart from the
interests of his or her organization and does not substitute or trade
self-serving behaviors for cooperative behaviors. Thus, control can be
potentially counterproductive for stewards (Davis et al., 1997)
because it undermines the pro-organizational behavior of the
stewards, by lowering his or her motivation (Argyris, 1964). For
CEOs who are stewards, their pro-organizational actions are best
facilitated when the corporate governance structures give them high
authority and discretion (Donaldson & Davis, 1991). This situation is
attained more readily if the CEO chairs the board of directors (Davis
et al., 1997). Under the stewardship model of man, stewards
maximize their utility as they achieve organizational rather than
self-serving objectives (Davis et al., 1997). Thus, stewardship
theorists focus on structures that facilitate and empower rather than
those that monitor and control. Similarly, I predict that such
structures will work for the best interests for humble CEOs who
share many underlying characteristics with stewards.
Additionally, previous literature have found that external control
mechanisms such as independent board of directors are not effective
when CEOs are already acting in the best interests of the
organization (Tompkins & Cheney, 1985). When CEOs identify with
their organization, these CEOs do not necessarily incur agency costs
and additional control mechanism becomes unnecessary and
ineffective (Boivie et al., 2011). Thus, I can conclude that when
there is no potential agency costs and problems, control mechanisms
cost and lead CEOs to feel discouraged and demotivated (Nam &
Park, 2008). Since humble CEOs tend to identify with their
organization and already act in the best interests of organization,
control mechanisms will not be effective. Also, since humble CEOs
appreciate others and have low self-focus, they are less likely to
maximize their own interests or benefits and to align their interests
with those of other stakeholders.
H3: Control mechanism for governance structure will negatively
moderate the relationship between CEO humility and earnings
management
H3a: The proportion of external boards of directors will have
negative or no moderating effects on the negatively
predicted relationship between CEO humility and earnings
management.
H3b: The proportion of ownership of foreign investors will have
negative or no moderating effects on the negatively
predicted relationship between CEO humility and earnings
management.
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4. Methods
4.1. Sample and Data
Sample for this study was collected from secondary data sources.
With 2013 as the benchmark, the 4-year panel data comprised of
independent and dependent variables for companies listed on the
Korea Stock Exchange (KOSPI) from 2013 to 2016 is collected for
empirical analysis. Data on CEOs, especially that for measuring CEO
humility, is collected from search results on portals and official
company websites by confirming incumbency of the CEOs. In case
of CEO retirement, data collection was possible only when the
greeting message of the CEO in sustainability report and annual
report was available during his/her tenure which excluded firms not
disclosing sustainability report and annual report from our sample.
Data on directorship at non-profit, educational level, and the breadth
of education was collected from search results on portals and article
searches. In addition, annual reports of each individual company on
Financial Supervisory Service’s DART have been manually collected.
The same procedure applied to collection of data for CEOs of
control firms. Information on age and educational history of TMT
was collected from TS-2000 provided by Korea Listed Companies
Association, portal search results and article search results
Sources of financial data include KisValue offered by NICE
Information Service, annual reports of companies provided by
Financial Supervisory Service and TS-2000. Except for financial
service industry which is highly specialized, industries are classified
into 5 industry codes with the presumption that the effect of asset
durability which is the dependent variable may vary depending on
industries. After excluding loss-making companies that may affect the
causal relation of research model from the sample, 210 companies
satisfying all above requirements were selected as the final sample.

4.2. Dependent Variable
The hypothesis proposed in this study suggests that CEO humility
increases the likelihood of earnings management and requires
estimation of earnings management in order to test this hypothesis.
Research on earnings management uses discretionary accruals model
to detect earnings management phenomenon induced by executive
compensation or proxy fight (DeAngelo, 1988), import tariff
inducement (Jones, 1991) and other various earnings management
incentives. Normally, total accruals (TA) refer to the difference
between net income reported by the company and cash inflows that
are debited to the company’s account. That is, they refer to income
reported only on the book without actual cash inflows and can be
further decomposed into non-discretionary accruals that are assumed
to be free of earnings management and discretionary accruals under
the assumption of existence of earnings management incentives. For
example, while non-discretionary accruals include depreciation
expense, contingent liabilities, accounts payable from business
operations, etc. that are considered to contain little earnings
management
incentives,
discretionary
accruals
contain
under-recognized part of the allowance for bad debts or valuation
loss, income inflated by discretionary application of accounting
standards and intentionally deleted part of research and development
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expense. Due to the absence of separate line times for discretionary
accruals, researchers propose various estimation models. This study
measures earnings management as discretionary accruals estimated by
the modified Jones model which is most widely used in related
accounting research (Dechow et al., 1995). The modified Jones
model is as follows.
               ∆   ∆     
           

where
TAit : Company i’s total accruals in year t
∆REVit : Company i’s change in revenue in year t
∆RECit : Company i’s change in accounts receivable in year t
PPEit : Company i’s property, plant and equipment in year t
Ait-1 : Company i’s total assets in year t-1
ɛit : Residual
Discretionary accruals (DACC) representing earnings management
in above model are estimated as residuals from the industry-year
estimation of above model. Total accruals (TACC) are calculated as
net income minus operating cash flows.

4.3. Independent Variables
CEO humility
The independent variable of this paper CEO humility is a
psychological variable that can only be measured using survey. As
such, empirical proxies of humility (1) the size of picture of CEO in
CEO greetings within corporate website or annual report, (2) the
level of praise and appreciation of other stakeholders in greeting
words, (3) CEO participation in non-profit organization, (4)
educational level of CEO and (5) breadth of education are collected
to measure humility following the research method of Beauchesne
(2014), standardized in value and averaged to yield the independent
variable (HI, Humility Index). Here, the size of picture and
appreciation of other stakeholders reflect “appreciation of others,”
while the size of picture and participation in non-profit organization
show “low self-focus.” Also, educational level and breadth of
education are proxies reflecting “self-awareness” and “appreciation of
others.” Coding of each variable is conducted as follows. First, 0 if
the size of CEO picture in CEO greetings covers more than half of
the space and 1 otherwise (H1). Second, each word of appreciation,
praise and gratitude for other stakeholders is counted as 1 by
counting the number of sentences that belong to greetings (H2).
Third, participation in greater than or equal to one non-profit
organization is coded as 1 and 0 otherwise (H3). For educational
level, high school diploma is coded as 2, college 3, master’
graduation or completion 4 and doctorate graduation or completion
as 5 (H4). Breadth of education is coded by counting the number of
majors at the undergraduate level or above (H5). For example,
someone with undergraduate major in physics and graduate major in
business administration is coded as 2.

Internal control mechanism
The effectiveness of foreign investors was measured by the
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percentage of a firm’s shares held by foreign investors. In relation to
independent directors, the paper assumes according to Fama and
Jensen (1983) that independent directors have greater incentive to
perform monitoring and supervising roles compared to inside
directors and that the ratio of independent directors in the board of
directors is increasing in the effectiveness of monitoring and
supervising roles as they are less likely to collude with management
to appropriate wealth of shareholders. Therefore, the paper assumes
that the ratio of independent directors in the board of directors is
increasing in the effectiveness of corporate governance, and denotes
observations with the number of independent directors higher than
the required number according to a relevant law as 1 and
observations with the required number of independent directors as 0
(excessive appointment). Listed companies are required to appoint at
least 1/4 of the board of directors as independent directors
(minimum of 1) and large listed companies and associated member
companies with asset size above 2 trillion Won are required to
appoint 1/2 of the board of directors as independent directors
(minimum 3).

4.4. Control Variables
Following prior studies on the factors influencing earnings
management, this study includes company size, leverage, prior year
total accruals, prior year ROA, and asset growth. In relation to CEO
characteristics, this study includes indicator for owner CEO (family
CEO), CEO age, CEO tenure and industry fixed effects (DeFond &
Park, 1997; Duke & Hunt, 1990; Bushee, 1998).

4.5. Analysis
In order to test the hypothesis, empirical models in which CEO
humility and variables for internal control mechanism such as
indicator for excess appointment of independent directors and stock
ownership by foreigner are the independent variables and the
company’s discretionary accruals is the dependent variable are
estimated using panel analysis method.
First, the White and
Durbin-Watson tests are conducted to detect heteroskedasticity and
autocorrelation problems in the panel data and show that both
problems exist in the data. For such case, both fixed effects and
random effects models can be used to derive unbiased estimators.
The analysis is conducted using the random effects model to reflect
greater within and between variations. The equation is as follows:

DACC: Discertionary Accruals
M: Foreign ownership or outside directors
CEO i’s humility in firm i at t
X: firm i’s characteristics (ROA, leverage, firm age, industry etc)
Z: CEO j’s characteristics (age, owned stock, tenure, family CEO,
internal promotion etc)

 : firm i’s time invariant unobserved characteristics (firm i’s

fixed effect)
  : error term

Firm’s time invariant unobserved characteristics(  ) and error
terms(   ) are independent. The error terms are assumed to have the
average of zero and follow normal distribution.

5. Results
Prior to panel data analysis, descriptive statistics and correlations
are examined to explore the nature of and correlations among
variables.
40% of the sample companies have excess appointment of
independent directors with stock ownership by foreigner at about
10%.
<Panel 4> is a table that shows the results from panel data
analysis examining the effect of CEO humility on earnings
management. Models 1~2 confirm causal relations between the
independent variables and dependent variables predicted in hypotheses
1 and 2. First, it is shown that hypothesis 1 which predicts a
negative relation between CEO humility and earnings management is
not supported with evidence of a significant causal relation. Next,
among the independent variables of internal control mechanism in
hypothesis 2, the effect of excess appointment of independent
directors (hypothesis 2a) is directionally negative, but statistically
insignificant. On the other hand, the effect of stock ownership by
foreigner (hypothesis 2b) is negative and statistically significant at
the p < .01 level.
Models 3 and 4 confirm the results of hypothesis 3. In terms of
the relation between CEO humility and earnings management, the
interactive effects between both stock ownership by foreigner and
excess appointment of independent directors and CEO humility are
shown. First, a look into model 3 confirms the statistically
significant negative relation between CEO humility and earnings
management. The interactive effect between CEO humility and stock
ownership by foreigner (hypothesis 3b) has a statistically significant
positive effect on earnings management (DACC). As in model 1, not
considering the interactive effect between CEO humility and stock
ownership by foreigner makes the coefficient on CEO humility to
reflect both the main negative effect of CEO humility on earnings
management and the positive interactive effect between CEO humility
and stock ownership by foreigner on earnings management. That is,
the fact that model 1 suggests no significant effect of CEO humility
on earnings management can be a result of offsetting effects of the
negative direct effect and the positive interactive effect. Based on
this, it can be interpreted that the likelihood of self-serving behavior
through earnings management can increase even for a humble CEO
in the presence of strong internal control mechanism due to stock
ownership by foreigner, and that the negative effect on earnings
management can be significant in the absence of internal control. On
the other hand, model 4 suggests that hypothesis 3a can be rejected
due to the insignificant effect of excess appointment of independent
directors on the relation between CEO humility and earnings
management.
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Table 3: Descriptive statistics and correlations
Mean

Std.

CEO humility

0.019

0.548

CEO humility foreign ownershipoutside directorsFamily CEO CEO age CEO tenure
1

size

ROA

lev

TACC

foreign ownership

10.310

13.233

0.0618*

1

outside directors

0.441

0.497

0.0800*

0.1161*

1

Family CEO

0.311

0.463

0.1587*

-0.0983*

-0.0437

1

CEO age

59.697

8.729

0.0976*

0.0694*

0.1038*

-0.0147

1

CEO tenure

16.314

13.508

0.1506*

0.0576*

0.1192*

0.3796*

0.4064*

1

size

20.027

1.508

0.1076*

0.5000*

0.1376*

-0.0950*

0.0970*

-0.0197

1

ROA

0.027

0.083

0.0295

0.2008*

-0.0322

0.0286

-0.0053

0.0873*

0.0816*

lev

0.403

0.209

0.0074

-0.1170*

0.0988*

-0.1348*

0.0362

-0.1076*

0.1819* -0.3036*

Total accruals

-9.83E+07

5.60E+08

-0.0902*

-0.2911*

-0.0836

0.0708*

-0.0550*

0.049

-0.4327*

0.0476* -0.0716*

1

Total asset growth

0.044

0.201

-0.0349

0.0179

0.0219

-0.0419*

-0.0630*

-0.0215

0.0147

0.2802* -0.0608*

0.0558*

TAgrowth

1
1
1

note: * p<0.05

DACC(Discretionary Accruals)
Model1

Model2

coef/t

coef/t

Model3

Model4

coef/t

coef/t

-0.011*

0.001

CEO humility

0.000

(-1.668)

(0.218)

foreign ownership

-0.001***

-0.001***

-0.001***

-0.001***

(-3.175)

(-3.107)

(-2.883)

(-3.188)

-0.003

-0.004

-0.004

-0.003

(-0.602)

(-0.713)

(-0.682)

(-0.501)

(0.012)

outside directors
humility x foreign ownership

0.001**
(2.474)

humility x outside directors

-0.004
(-0.385)

firm size
ROA
firm leverage
Total accruals
Total asset growth
Family CEO
CEO age
CEO tenure
cons

-0.001

0.001

0.001

0.002

(-0.639)

(0.600)

(0.534)

(0.695)

0.506***

0.508***

0.511***

0.508***

(15.643)

(16.008)

(15.906)

(15.952)

0.005

-0.005

-0.001

-0.005

(0.323)

(-0.341)

(-0.082)

(-0.335)

0.000***

0.000***

0.000***

0.000***

(3.558)

(3.183)

(3.764)

(3.215)

0.010

0.011

0.009

0.011

(0.705)

(0.744)

(0.611)

(0.738)

-0.009

-0.009

-0.009

-0.009

(-1.490)

(-1.569)

(-1.538)

(-1.476)

-0.001*

-0.001*

-0.001*

-0.001*

(-1.725)

(-1.893)

(-1.790)

(-1.738)

0.000

0.000

0.000

0.000

(0.258)

(0.261)

(0.647)

(0.266)

0.067

0.026

0.024

0.022

(1.490)

(0.593)

(0.506)

(0.475)

630

648

630

630

note: *p<0.05

Number of Observation

Table 4: The results with panel data and random effects mod

Number of firms

210

215

210

210

Adjusted R2

0.3621

0.3603

0.3696

0.3624

note: *** p<0.01, ** p<0.05, * p<0.1
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6. Discussions and limitations
Using KOSPI-listed companies as a sample, this study focuses on
empirical analyses of a causal relation between CEO humility and
agency costs represented by earnings management as well as
interactive effects of internal control mechanism. Empirical results
suggest marginally significant results on the relation between CEO
humility and earnings management. Also, this study represents an
early research to document the role of CEO humility from the
agency cost perspective and provides contribution as an attempt to
newly document CEO characteristics that effectively constrain agency
costs by controlling for information asymmetry and conflicts of
interest. Furthermore, this paper demonstrates that the role of internal
control mechanism in constraining agency costs can differ depending
on CEO characteristics. That is, for a humble CEO exhibiting
stewardship, existing control mechanisms that assume “agent” may
not work effectively. The observation that one of the control
mechanisms, “foreign investor,” induces a humble CEO to increase
earnings management supports above findings. Contrary to the
prediction, the effectiveness of internal control mechanism measured
by excess appointment of independent directors has no significant
relation with earnings management. This suggests that the ratio of
independent directors alone cannot sufficiently measure the level of
board independence. Also, given related laws restricting the ratio and
number of independent directors in Korea, it is necessary to confirm
the qualitative aspects of independent directors’ functions such as
how active independent directors are in the board of directors and
whether independent directors can be considered as “independent”
with a low likelihood of collusion with management in order to test
the effects of independence of independent directors from the board
of directors and control mechanisms on management by CEO.
Therefore, future research needs to conduct correlation analysis
between variables for corporate governance and earnings management
by considering actual participation and independence of independent
directors in the board of directors.
Moreover, while this study uses CEO humility as an empirical
measurement due to data limitation, future research needs to sharpen
analysis through detailed survey of CEO and TMT as well as big
data analysis.

Figure 1: Research Model(1)

Figure 2: Research Model(2)

Figure 3: Research Model(2)
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Abstract
This paper views foreign subsidiaries’ CEO staffing policies and their CSR activities in host country as strategies to gain legitimacy. Using a
sample of 5,469 observations from 576 foreign subsidiaries of MNCs during 2002 to 2016 in Korea, we examine the relationship between CEO
staffing and CSR activities in host countries. We conducted a random-effect panel tobit regression with CEO localization as an independent
variable and corporate philanthropy as a dependent variable. Our result shows that expatriate CEOs of foreign subsidiaries are more likely to
engage in corporate philanthropic practices, suggesting that expatriate CEOs and host country national CEOs gain different degree of legitimacy.
In other words, expatriate CEOs have to put more efforts on corporate philanthropy to achieve legitimacy. In addition, the paper finds that this
relationship is weakened as CEO tenure increases. The result shows that the necessity of efforts for corporate social responsibility activities is
reduced as the CEO tenure extended, thereby securing legitimacy. Our results shed light on the relationship between CEO staffing and CSR
activities, the relationship which has yet to be examined, by conducting empirical analysis.
Keywords: Corporate Philanthropy, Legitimacy Theory, CEO staffing, CSR

1. Introduction
Gaining legitimacy is one of the primacy issues that foreign
subsidiaries of multinational corporations (MNCs) face in host
countries. In order to survive and continue operating successfully,
organizations should obtain legitimacy by conforming to rules and
value systems of host country society. Corporate Social
Responsibility (CSR) by MNC subsidiaries is one way of gaining
legitimacy. It is because organization’s survival and growth is
determined by its ability to provide what society desires and by the
distribution of economic, social, or political benefits to host society
entities which give the firms legitimacy (Johnson & Holub, 2003). In
other words, CSR is a strategic tool to satisfy and respond to host
countries’ societal demands for organizational ethical standards (Hah
& Freeman, 2014). CSR activities help MNCs to build positive
image by presenting how they contribute to the host countries
(Gorostidi-Martinez & Zhao, 2017). MNCs can be recognized as the
one with legitimacy which can continue to execute businesses
through CSR (Campbell, Eden, & Miller, 2012). Previous studies
find that firm characteristics (Brown, Helland, & Smith, 2006; Jeong
& Chae, 2015), institutional differences (Ioannou & Serafeim, 2012;
Campbell et al., 2012), and the relationship between stakeholders
* College of Business Administration, Seoul National University, Seoul,
Republic of Korea.
** Department of Global Business Administration, Sangmyung
University, Seoul, Republic of Korea.
*** Department of Global Business, Ajou University, Suwon, Republic of
Korea. E-mail: parkch@ajou.ac.kr

(Yang & Rivers, 2009; Park & Ghauri, 2015) can influence in
MNCs’ CSR activities. Although the results of studies are not
consistent, majority of studies consent that CSR is strategic
instrument for gaining legitimacy (Han, Li, & Ahn, 2018).
The localization of foreign subsidiaries is another strategy of
gaining legitimacy (Gaur, Delios, & Singh, 2007; Schotter &
Beamish, 2011). In this paper, localization is defined as assignment
of host country nationals as MNCs’ subsidiary CEO. Having
different perspective from existing studies that view the subsidiary
CEO staffing as a coordination mechanism, we regard the staffing
policy as a firm’s survival strategy to gain legitimacy in a host
country. Firms can achieve legitimacy by gaining a membership from
community they belong to. Assigning host country nationals who
already internalized the responsibilities and roles of the host country
subsidiary CEO position is an MNSs’ symbolic tactic to being
recognized as members of a local society. In addition, MNCs may
gain legitimacy by being embedded in the local network. In this
perspective, localization of CEO staffing is a way of achieving a
certain level of legitimacy as the host country nationals are already
highly embedded in the local network. Although previous studies
have discussed the importance of gaining legitimacy, there are few
empirical studies on relationship between the types of foreign
subsidiary CEO and CSR activities. Hence, our study explores the
impact of MNCs’ CEO assignment of foreign affiliates on CSR
activities.
The present study is organized as follows. The next section
summarizes the previous studies on firms’ strategies for gaining
legitimacy and develops hypotheses. The hypotheses are analyzed
using Random-effect tobit regression with a panel dataset consisting
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of 5,469 foreign affiliates of MNCs in Korea. We then report the
empirical results. Finally, we conclude and discuss the study’s
contributions and limitations, suggesting possible future research.

2. Theoretical Background And Hypotheses
2.1. Theoretical Background
Managing the foreign subsidiaries is vital for MNCs (Gaur,
Delios, & Singh, 2007). MNCs should conduct their management
activities in new business environments (i.e., host country) which are
different from their home country. Legitimacy theory can provide
rationale for business strategy of foreign affiliates of MNCs (Johnson
& Holub, 2003; Frynas & Yamahaki, 2016). Legitimacy is ‘a
generalized perception or assumption that the actions of an entity are
desirable, proper, or appropriate within some socially constructed
system of norms, values, beliefs and definitions’ (Suchman, 1995,
p.574). The key to legitimacy theory is the social contract that exists
between a company and members of society. Firms are considered as
a part of broader social system until they abide by the contract
(Johnson & Holub, 2003). In other words, in order to survive, firms
should achieve and maintain their legitimacy in institutional and
social environment in which they are located (Gorostidi-Martinez &
Zhao, 2017). For this purpose, foreign subsidiaries of MNCs need to
comply with social rules and belief systems they belong to and to
build amicable relationship with stakeholders.
Legitimacy theory states that firms can gain legitimacy
necessary to survive and continue their business if they operate
within socially acceptable bounds or continue to provide socially
valued service (Johnson & Holub, 2003). Corporate Social
Responsibility is the representative strategy for multinational
corporation to gain legitimacy. Firms can meet local stakeholders'
various needs through CSR activities and gain legitimacy by
contributing socially desirable practice (Campbell et al., 2012).
Corporate Social Responsibility activities of local subsidiaries build
favorable images of multinational corporates, leading to less hostility
and acknowledgement of being a community member from host
society (McWilliams & Siegel, 2010; Campbell et al., 2012; Bae &
Hah, 2014). Previous studies also showed CSR can be a means of
gaining legitimacy in local market (Gardberg & Fombrun, 2006;
Yang & Rivers, 2009; Campbell et al., 2012; Hah & Freeman, 2014;
Han, Hanh, & Kim, 2016). Furthermore, the firms gaining legitimacy
by CSR can receive the benefits of reputation and improve the
relationships with stakeholders (Frynas & Yamahaki, 2016).
One of the MNCs’ strategies to gain legitimacy is localization of
foreign subsidiaries (Gaur et al., 2007; Schotter & Beamish, 2011).
Localization enables subsidiaries to follow the values and norms that
host society requires and to be considered a local member of host
society. Various localization strategies exist, such as localization of
product and service, organization management, and CEO localization.
This study considers localization of CEOs of foreign subsidiaries as
MNCs’ representative localization strategy to gain legitimacy.
This study aims to analyze the relationship between the staffing
CEO positions with host country nationals and CSR activities. There
are few studies on relationship between these two strategies even

though both of them are important means of MNC’s gaining
legitimacy from local communities and executing business. In
response, this study argues that the need for CSR activities will
depend on the MNCs’ utilization of host country nationals on the
foreign subsidiary. Especially, this study considers corporate
philanthropy as their representative CSR activities (Brown et al.,
2006; Wang & Qian, 2011; Marquis & Lee, 2013). It is because
corporate philanthropy is effective means of gaining legitimacy
(Frynas & Yamahaki, 2016; Du, Zeng, & Chang, 2018).

2.2. CEO Staffing and CSR
Previous studies on the staffing foreign subsidiary CEOs have
approached staffing CEO positions mainly from perspective on the
control and coordination between the MNCs and their subsidiaries.
However, it could be a good way of obtaining legitimacy.
On a firm level, staffing CEO positions with host country
nationals helps host society be more favorable to MNCs. In addition,
it will be a means to show that MNCs are responding to economic
or social needs of the host country (Luo et al., 2002). In other
words, by utilizing the host country nationals as CEOs, MNCs can
symbolically show their desire to be integrated into the host
country’s social environment. This can reduce the need for CSR
activities of foreign subsidiaries. On the other hand, the need for
CSR activities will be considered relatively high in gaining
legitimacy if subsidiary CEO is expatriate.
On an individual level, expatriate CEO and host country national
CEO are differently embedded to local network. Expatriate CEO is
embedded to headquarter network while host country national CEO
is embedded to the local network (Harzing, 2001; Tan & Mahoney,
2006). In addition, firms build an amicable relationship with its local
stakeholders and acquire legitimacy by being incorporated into the
network (Russo & Perrini, 2010; Luo et al., 2002). However,
because expatriate CEO is weakly embedded to local network, the
need for gaining legitimacy through philanthropic activities increases.
In conclusion, as host country nationality CEO of subsidiary itself is
recognized as the member of local community, we think the need
for philanthropic activities to gain legitimacy is low. In other words,
expatriate CEO has to invest more in philanthropic activities to gain
legitimacy. Thus, we propose a following hypothesis:
Hypothesis 1: Expatriate CEO of foreign subsidiary will practice
more CSR activities than host country national
CEO of the subsidiary.

2.3. Moderating Effect of CEO Tenure
CSR activities at firm level are influenced by characteristics of
the CEOs as they are the part of strategic decisions (Aguinis &
Glavas, 2012; Huang, 2013; Marquis & Lee, 2013). In this study,
we will focus on the tenure of the CEO.
Early in his tenure, CEO will strive to establish his/her own base,
verify its qualifications, and ensure legitimacy. As a part of these
effort, a newly appointed CEO wants to be embedded in internal
and external network of firm, and at the same time, he/she learns
about surrounding environments (Miller & Shamsie, 2001; Park,
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Chang, & Kang, 2016). New CEO lacks business knowledge and
power to command organizations and has difficulty in effective
responding to external environment (Kim & Lee, 2013). However,
the longer the CEO stays at his or her position, the more CEO will
be more used to the new environment and he/she will earn more
knowledge and skills. In addition, as the relationship between CEO
and the key stakeholders grows due to the extension of tenure, the
need for effort to be embedded in internal and external network will
be reduced. As the legitimacy can be obtained by following the
norms and values of community member, the longer the tenure, the
lesser intention they have to gain additional legitimacy.
In this perspective, expatriate CEO who is less embedded in local
network than host country national CEO has strong incentive to gain
legitimacy by being embedded in the network. However, host
country national CEO who is already used to the local market and
has built social capital in the local network is expected to have less
incentive to be embedded the network. In other words, expatriate
CEO has the higher need for CSR activities to be embedded in
firm's internal network or local network early in his/her tenure than
host country national CEO. However, expatriate CEO's incentive to
CSR activities is expected to reduce due to the decrease in needs as
the tenure of expatriate CEO is extended. This study establishes the
following hypothesis based upon above arguments:
Hypothesis

2: CEO tenure will negatively moderate the
relationship between the subsidiary CEO staffing
and CSR activities.

3. Method
3.1. Sample and Data Collection
Our sample is wholly-owned subsidiaries of multinational
corporation in Korea. First, we obtained the foreign affiliates lists
provided in KIS-Value Database of National Information and Credit
Evaluation (NICE) in 2016. We then selected WOS affiliates if their
parent firm owned 90 percent or more of the subsidiary's equity. In
addition, we except the subsidiaries of less than 10 employees
because they just function as liaison office (Bae & Ha, 2014). We
excluded subsidiaries from the sample that the subsidiaries’ home
country acts as a tax haven such as the Bahamas and the Cayman
Islands. We also omitted the subsidiaries if they have two CEOs
from host country national and parent country national (Park et al.,
2018). The data for the foreign subsidiaries were collected from
KIS-Value and firm’s audit reports from the DARTS database.
CEO’s individual information were traced by KISLINE database and
searching newspapers. Finally, we constructed an unbalanced panel of
5,469 observations for 576 foreign affiliates during the period
2002-2016.

3.2. Dependent variables
The dependent variable of our study is the CSR activities of the
foreign subsidiary. We take corporate philanthropy as a component
of CSR as dependent variable. Although corporate philanthropy does
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not represent the whole CSR activities, it contributes a lot to CSR
activities and can be used as a proxy (Choi, Rhee, & Hong, 2009).
We measured corporate philanthropy based on donations in the audit
reports. Corporate philanthropy was measured in two ways: Corporate
philanthropy per total sales, measured as the amount of donation
divided by the number of subsidiary sales revenue (x100) and
Corporate philanthropy per employee, measured as the amount of
donation divided by the number of subsidiary employees
(x1,000,000).

3.3. Independent variables
The independent variable of the present study is whether the CEO
of the foreign subsidiary is host country national or not (i.e.,
expatriate CEO). Following prior literature, we measured CEOs’
nationality based on their names (Gong, 2003; Park et al., 2018).
Determining whether the manager was an expatriate or a host
country national on the basis of the name is highly reliable and has
been done in many previous studies since the names of Koreans and
foreigners are clearly distinguished (Harzing, 2001; Gong, 2003;
Beldebos & Heijtjes, 2005; Yoon & Won, 2013; Park et al., 2018).
We dummy-coded CEO nationality that takes a value of 1 if CEO
is expatriate and 0 if CEO is Korean. CEO tenure, the moderate
variables in the present study, was measured as year spent in the
CEO position.

3.4. Control variables
We controlled factors might affect the dependent variables. The
more distance between MNCs and host countries, the more difficult
for MNCs to manage subsidiaries (Yang & Rivers, 2009; Campbell
et al., 2012; Bae & Ha, 2014; Rhee, 2016). Therefore, we control
for institutional distance as it can affect corporate social contribution
activities. To measure institutional distance, we used data from the
World Banks’ Governance Indicators (Kaufmann, Kraay, &
Mastruzzi, 2010; Campbell et al., 2012). As CSR activities can differ
according to attributes of the foreign affiliates, we also included the
firm-level controls such as subsidiary age, subsidiary size, advertising
intensity, research and development (R&D) intensity. The longer the
local experience of subsidiaries, the easier it is to be embedded to
local networks. we control for subsidiary age which was calculated
as the log of the years of operation since its foundation in host
country. The subsidiary size was measured as the log of the number
of subsidiary employees. In addition, we included firm’s previous
year performance as firms with poor performance in last year should
be less likely to engage in philanthropy (Chen and Cao, 2017). We
measured subsidiary performance with last year’s ROA. We also
controlled for CEO age as firm’s strategic decision may be affected
by CEO characteristics.
As donation spending is mostly made up of cash, the more cash
the firm holds, the easier it implements corporate philanthropy (Son
& Kim, 2012). On the other hand, the debt ratio can have a
negative effect on the cash flow of the firm, which may affect the
corporate philanthropy (Brown et al., 2006). Therefore, we controlled
Debt ratio which estimated by debt-to-equity ratio. The R&D
activities of firm also affect CSR activities such as developing
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eco-friendly products. Advertising can also provide a positive image
that firm’s commitment to the host society. The R&D intensity of
the subsidiary was measured by the ratio of R&D expenditure to
total sales and the advertising intensity was measured by the ratio of
advertising expenditure to total sales. To control the industry effects,
we dummy-coded industry based on Korean Standard Industrial
Classification codes. we also included Year dummy in our model to
control for period effects. Finally, country dummy of subsidiaries’
parents was included in the model.

variables used in the study. Foreign subsidiaries in Korea spend
about 0.27% of corporate philanthropy of sales in the year. A total
of 47 percent of the foreign subsidiaries in Korea had expatriate
CEOs. The average CEO age and tenure were about 52.7 years and
5.6 years, respectively. The average subsidiary age and size were
12.39 years and 107 employees, respectively.
Table 2 presents the description of foreign affiliates in Korea by
industry. A total of 39.24 percent of the foreign subsidiaries were in
manufacturing business and 43.58 percent of the subsidiaries were in
Wholesale and Retail business. Japan had the largest portion in
investment with 28.12 percent, United States came in second with
19.4 percent, Netherlands 10.97%, and Germany 10.62%, respectively
(Table 3).

4. Results
Table 1 reports the descriptive statistics and correlations of all

Table 1: Descriptive Statistics and Pearson Correlations
Variable

Mean S. D. Min

Max

1
1

2

3

4

1

Corporate Philanthropy
per total sales

0.05

0.18

0.00

1.52

2

Corporate Philanthropy
per employee

0.27

0.96

0.00

8.71 0.88***

3

CEO Nationality

0.48

0.50

0

1

4

CEO Tenure

5.65

5.39

1

40

-0.04*** -0.04*** -0.22***

5

CEO Age

52.73 7.54

31

97

-0.05*** -0.04*** -0.08*** 0.43***

6

Debt Ratio

0.53

0.30

0.01

2.20

0.02

0.03**

7

Institutional Distance

0.59

0.34

0.02

2.19

-0.00

0.00

Subsidiary Size

4.68

1.07

2.40

8.65

0.03*

Subsidiary Peformancet-1 0.07

0.12

-0.91

0.45

0.01

8
9
10

5

6

7

8

9

10

11

1

0.01

-0.01

1

0.01

1
1

-0.14*** -0.21***

1

-0.12*** -0.01 -0.12*** 0.15***

1

0.02* -0.15*** -0.03** 0.11*** -0.06*** 0.03**
0.04***

-0.02

1

0.07*** 0.08*** -0.44*** -0.05*** 0.04***

1

Subsidiary Age

2.52

0.64

0.00

3.89 0.07*** 0.08*** -0.12*** 0.20*** 0.21*** -0.18*** -0.06*** 0.24*** 0.12***

11

R&D Intensity

0.00

0.02

0.00

0.28 0.06*** 0.05*** -0.07*** -0.00 -0.04*** -0.02

-0.01

0.04*** -0.06*** -0.11***

12

Advertising Intensity

0.01

0.03

0.00

0.23 0.08*** 0.13*** 0.05*** -0.09*** -0.15*** 0.11***

0.02

-0.05*** -0.02

1
-0.00

1
-0.01

Note. N = 5,469
Table 2: Sectoral Distribution of Foreign Subsidiaries in Korea
Sector

Frequency

%

Agriculture, Forestry, and Fishing

3

0.52

226

39.24

1

0.17

Construction

6

1.04

Wholesale and Retail Trade

251

43.58

Transportation and Storage

21

3.65

Accommodation and Food Service Activities

4

0.69

Manufacturing
Water supply; Sewage, Waste Management, Materials

recovery

28

4.86

Financial and Insurance Business

7

1.22

Real Estate and Leasing

8

1.39

Professional Science and Technology Service Business

16

2.78

Facility Management and Supporting Service Business

3

0.52

Arts, Sports and Recreation Related Services

1

0.17

Publication, video, Broadcasting and Telecommunication

and Information Service Business

Membership organization, repair, and other personal
Total

12

services

1

0.17

576

100.00

1
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Table 3: Geographical Distribution of Investors
Nation

Frequency

%

Netherlands

600

10.97

Norway

22

0.4

Nation

Frequency

%

Ireland

12

0.22

England

251

4.59

Taiwan

12

0.22

Austria

32

0.59

Denmark

52

0.95

Israel

4

0.07

Germany

581

10.62

Italy

46

0.84

Luxemburg

51

0.93

India

9

0.16
28.12

Malaysia

44

0.8

Japan

1,538

the United States

1,061

19.4

China

11

0.2

Belgium

50

0.91

Canada

27

0.49

Sweden

109

1.99

France

246

4.5

Switzerland

284

5.19

Finland

37

0.68

Spain

22

0.4

Hungary

4

0.07

Slovenia

9

0.16

Australia

19

0.35

Singapore

270

4.94

Hong Kong

59

1.08

Iceland

7

0.13

total

5,469

100

Table 4: Random Effect Panel Tobit Regression on the relationship between CEO staffing and CSR activities
DV: Corporate Philanthropy per total sales

DV: Corporate Philanthropy per employee

(1)

(2)

(3)

(4)

(5)

(6)

Constant

-0.075
(0.090)

-0.097
(0.090)

-0.108
(0.090)

-0.523
(0.467)

-0.603
(0.468)

-0.647
(0.469)

CEO age

0.000
(0.000)

0.002
(0.002)

0.002
(0.002)

0.002
(0.002)

0.002
(0.002)

0.002
(0.002)

Debt-ratio

0.012
(0.009)

0.014*
(0.009)

0.047
(0.009)

0.030
(0.047)

0.037
(0.047)

0.037
(0.047)

Institutional distance

0.014
(0.015)

0.015
(0.015)

0.014
(0.015)

0.008
(0.085)

0.015
(0.015)

0.007
(0.015)

Subsidiary size

-0.002
(0.004)

-0.001
(0.004)

-0.001
(0.004)

0.010
(0.021)

0.014
(0.021)

0.014
(0.021)

Subsidiary performancet-1

0.013
(0.014)

0.015
(0.014)

0.015
(0.014)

0.225***
(0.080)

0.232***
(0.080)

0.232***
(0.080)

Subsidiary age

0.026***
(0.006)

0.027***
(0.006)

0.028***
(0.006)

0.072*
(0.033)

0.074***
(0.033)

0.077**
(0.034)

R&D intensity

0.362**
(0.147)

0.362***
(0.146)

0.364***
(0.146)

2.611***
(0.801)

2.618***
(0.801)

2.623***
(0.801)

Advertising intensity

-0.212
(0.131)

-0.269
(0.716)

-0.251
(0.716)

-0.315
(0.716)

-0.269
(0.716)

-0.251
(0.716)

0.019***
(0.005)

0.025***
(0.006)

0.067***
(0.026)

0.106***
(0.032)

Independent Variables

CEO nationality
CEO tenure

-0.000
(0.001)

0.003
(0.003)

CEO nationality
X CEO tenure

-0.001*
(0.001)

-0.009**
(0.005)

Log likelihood

4255.95

4263.90

4266.01

-5067.04

-5063.64

-5061.54

Wald chi

197.06***

213.22***

217.72***

163.92***

170.70***

175.11***

5,469

5,469

5,469

5,469

5,469

5,469

576

576

576

Observations

# of subsidiary(N)
576
576
576
Standard error in parentheses
Dummy variables for industry, year, and investor nation are not presented in the table.
***
p<0.01, **p<0.05,*p<0.1

Table 4 reports the results of our study regarding Hypothesis 1
and 2. The dependent variables of this study are corporate
philanthropy compared to sales and corporate philanthropy per
employee. However, in the sample, there are firms which practice
corporate philanthropy or those which don't. A total of 47% of the

subsidiaries in our study do not practice corporate philanthropy,
which are 2,586 among total 5,459 observations. We believe tobit
analysis is appropriate for effective analysis of distribution when
independent variable is still observed while dependent variable is
zero. As our sample frame takes the form of panel, we preferentially
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performed the likelihood ratio test (LR test) to identify better
analysis method between pooled model and panel model. The result
of LR test provide the use of panel model over the pooled model.
We took random effect model since time-invariant variables are
removed in fixed-effect model (Cho & Yu, 2017). Models 1 and 4
of Table 4 only include all control variables. R&D intensity shows
positive significance in model 1 and 4 (model 1: β = 0.362, p <
0.05; model 4: β = 2.611, p < 0.01), consistent with Brown et al.
(2006), Waldman et al. (2006). Contrary to previous studies (Lee et
al., 2014; Barnea & Rubin, 2010; Choe, 2015), subsidiary age is
also positive and significant (model 1: β = 0.026, p < 0.01; model
4: β = 0.072, p < 0.01). This result indicates that if subsidiaries’
experience become longer, firms gain more attention from society,
and the pressure on corporate philanthropy increases. Subsidiary’s
prior performance is only positively significant when corporate
philanthropy is calculated by the amount per employee (β = 0.225, p
< 0.01).
Model 2 and 5 of table 4 present the results of hypothesis 1 after
considering all control variables. Hypothesis 1 states that an
expatriate CEO of foreign subsidiaries will practice more CSR than
host country national CEO of the subsidiaries. In Model 2 and 5,
the coefficient on CEO nationality is highly positive and significant
(model 2: β = 0.019, p < 0.01; model 5: β = 0.067, p < 0.01),
which provides support for Hypothesis 1. Corporate philanthropy
increases when expatriate CEO is assigned to foreign subsidiaries.
This implies that CSR activities of foreign affiliates depends on the
types of subsidiary CEO. The results show our argument that foreign
subsidiary can achieve legitimacy by appointing host country national
as CEO.
In Hypothesis 2, we proposed that as CEO tenure increases, the
relationship predicted in Hypothesis 1 will become weaker. Model 3
and 6 show the negative and significant coefficient of interaction
term, which provide support for our Hypothesis 2 (model 3: β =
-0.001, p < 0.1; model 6: β = -0.009, p < 0.01). CEO tries to be
embedded in internal and external network of firms to gain
legitimacy in the early years of their position (Hambrick &
Fukutomi, 1991; Miller & Shamsie, 2001). However, they accumulate
information on host environment as his/her tenure period is extended,
and gain legitimacy from community. Therefore, as their tenure
increases, the need for corporate philanthropy of overseas subsidiary
to gain legitimacy is decreasing.

Figure 1: Moderating Effect of CEO Tenure

Figure 1 displays how the relationship between CEO nationality
and CSR activities changes as their tenure increases. As described in
the figure, expatriate CEO practices more corporate philanthropy than
host country national CEO in his/her early tenure. Also, he/she tends
to reduce corporate philanthropy as his/her tenure is extended.
However, although host country national CEO tends to reduce
corporate philanthropy as his/her tenure increases, the level of
tendency is very slight.

5. Discussion And Conclusion
This study discussed the relationship between MNCs’ subsidiary
staffing and corporate philanthropy, and suggested a CEO’s tenure
that moderates it. The followings summarize our results. First, we
find that expatriate CEOs of foreign subsidiaries tend to practice
more corporate philanthropy than host country national CEOs of
foreign subsidiaries. The relationship between expatriate CEO and
corporate philanthropy shows significantly positive effect regardless of
considering corporate philanthropy as a percentage of sales or per
capita expenditure. This suggested that the expatriate CEOs’ need for
gaining legitimacy is higher than the host country nationals.
Second, we find that CEO tenure weakens the influence of CEO
nationality on CSR activities. That is because the need for gaining
legitimacy from corporate philanthropy is reduced as CEO is used to
norms and values of the host society.
Our study considers corporate philanthropy, as a main component
of CSR activities, of MNCs’ foreign subsidiaries as strategy for
gaining legitimacy and clarify the effect of the strategy depends on
the type of subsidiary CEO staffing. Our results show CSR activities
are a part of strategic action to gain legitimacy rather than just
service or good deed of firms. The results also show that host
country national staffing is a part of gaining local legitimacy for
MNCs’ compared to staffing expatriate country nationals. While
majority of studies about CSR activities are based on the context of
developed countries, there is relatively little research done on the
CSR activities of MNCs entering emerging markets (Hah &
Freeman, 2014). In this respect, our study adds to the existing
literature about CSR activities based on the context of emerging
market countries (e.g., Korea). In other words, this study attempts to
introduce the relationship between CEO staffing and CSR which had
not been fully covered in existing studies. MNCs may use host
country national staffing as a mean of gaining local legitimacy,
reducing the need for CSR activities.
The present study has a number of limitations. First, as this study
investigates wholly-owned-subsidiaries of MNCs, we couldn't examine
contributions of foreign subsidiary established by joint venture with
host country. Second, it is questionable rather or not the results
could be generalized, as this study included only foreign affiliates in
Korea. Third, as we did not consider other characteristics of CEO,
which can influence CSR activities, because of limitation of data,
complementation of research design is needed. For example,
following types of tenures are included: industry tenure, tenure in the
organization, and tenure in the CEO position (Kim & Lee, 2013).
Therefore, the moderate effect is expected to be different depend on
the type of tenure. Furthermore, previous study proposed that
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characteristics of CEO influence firms’ CSR activities: moral values
(Ban, 2014), leadership style (Waldman et al., 2006), education level
(Campbell, 2007), and gender (Marquis & Lee, 2013; Huang, 2013).
In this respect, comparing how CSR activities vary across different
types of CEO characteristics would be informative.
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Abstract
This study focused on differences in the types of possession of tourist attractions (public or private ownership), and conducted comparative
studies on overall management. The comparative study of public and private organizations has been actively conducted in the field of business
administration, but there is no precedent study comparing and analyzing the tourist attractions In the case of public tourist attraction, the
government was classified as a particularly important stakeholder, and the policy by the government was found to affect the motivation,
work-related attitude and value of the management and employees. For the private tourist attraction, executive, government, and tourists are
categorized as particularly important stakeholders, and they are more active in terms of revenue and interaction with local residents than in
public tourist attraction. The contribution of this study is comparative analysis of tourist attraction classified as public ownership and privately
owned tourist attraction. It is also a new attempt to analyze result by applying stakeholder theory. Based on the results of the study, practical
implications were derived. Based on this, research hypotheses related to incentive schemes were proposed for public tourist attractions, and
research hypotheses related to exchange with local residents were suggested for private tourist attractions.
Keywords: Tourist Attraction, Ownership, In-depth interview, Stakeholder Theory

1. Introduction
Organizations can be broadly divided into public organizations and
private organizations according to the form of ownership. In the
previous researches, a comparative analysis of public organizations
and private organizations (Rainy Hal & Bozeman, 2000), a
comparative analysis of organizations in a specific industry (Oum,
Adler, & Yu, 2006), and a comparative analysis of differences
between public and private organizations based on the motivation of
Employee working in organizations (Buelens & Van den Broeck,
2007).
As mentioned above, comparative studies of public organizations
and private organizations are actively conducted both domestically
and abroad. However, previous researches comparing tourist
attractions with research subjects are not available domestically as
well as overseas. Tourist attractions have various forms of ownership
such as central government ownership, municipal ownership, and
private ownership, and can be classified as private ownership and
public ownership as corporations can be classified as public
enterprises and private businesses. According to the type of
ownership of the tourist area, it is possible to draw out the
difference between the operation behavior of the tourist area, the
motivation of the employees, and the management performance, and
the establishment of the management status according to ownership
and the establishment of the management strategy direction It is
* First Author, Doctoral Student, Dept. of Tourism Management, Jeju
National University, Korea. E-mail: kwchoi1983@gmail.com
** Corresponding Author, Professor, Dept. of Tourism Management,
Jeju National University, Korea. E-mail: Yong@Jejunu.ac.kr

worthy of study in that it is. In addition, it is estimated that tourism
sites differ from general organizations in terms of profit structure,
tourism management, and decision making structure. As described
above, it is estimated that there will be differences depending on the
type of ownership. Therefore, it is necessary to clarify the
differences through research.
Tourism can be defined as the interaction of various stakeholders
related to tourism activities (tourists, tourism suppliers, governments,
local residents, surrounding environment, etc.) (Weaver & Lawton,
2014), relationship with stakeholders surrounding tourist attractions is
very important. The purpose of this study is to compare and analyze
public and local tourist attractions through the qualitative research
method. In addition, we draw attention to the stakeholder theory by
applying the stakeholder theory to the stakeholder 's management,
and propose a research hypothesis for future research. By comparing
and analyzing stakeholder theory, it is possible to clarify the
differences between the two organizations, and thus to suggest more
specific and meaningful research hypotheses.
This study is composed as follows. 2. In the literature review, the
direction of this study is examined by examining the precedent
studies related to the comparative study of public organizations and
private organizations. Next, the stakeholder theory and its application
in this study are explained through review of previous studies. 3. In
the research subjects and methods, explanations of the research
subjects and in - depth interviews are explained, and the results of
the analysis are shown in 4. Analysis and results. And 5. In
discussion and conclusion, this study suggests implications of the
research and concludes with the limitations of research hypotheses
and research that will be used in future research based on the
analysis results.
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2. Literature Review
2.1. Comparative study of public and private ownership
organizations
Comparisons between public and private ownership have been
conducted in various academic fields, especially in the field of
business administration. Rainy Hal and Bozeman (2000) initiated the
trend of adding private organization service factors to services in
public organizations at the time of the study, and presented
similarities and differences between public and private organizations.
There are five criteria for analysis: goal complexity, goal ambiguity,
organizational structure, personnel and processing processes, and
work-related attitude and values. It was a common belief that public
organizations have a stronger goal complexity and goal ambiguity
relative to private organizations, but studies have found that there are
significant differences in perception in personnel and purchasing
procedures (Rainy Hal & Bozeman, 2000). This study is also
significant in that it presented the need for new research by
producing research results that contradicted what was generally
accepted for public and private organizations. In this study, the
analysis criteria presented by Rainey Hal and Bozeman (2000) are
considered to be used as the basis for comparative analysis by
considering the characteristics of tourist attractions.
In terms of tourism, there is a comparative analysis study on the
subject of festival operation. Anderson and Getz (2009) suggest that
the festival offers similar tourism packages, but that depending on
whether the operating entity is a public, non-profit, or private
organization, there are differences in value, cost structure, use of
volunteers, corporate sponsorship, and decision-making. Although it is
a comparative study of differences in events by organizations, not a
study on the organization itself, this also implies that the operation
of the event reflects the nature of the organization. In this study,
among the differences suggested by Anderson and Getz (2009), the
revenue, decision-making, which is likely to show a distinct
difference between public and private tourist attractions, is used as a
basis for comparative analysis.
Buelens and Van den Brock (2007) conducted a comparative
analysis of employees of public and private organizations. The
analysis shows that private employees' motivation for work is
stronger than public organizations. However, this study found that
there were more differences in work motivation, depending on rank,
employment status of workers and quality of life guarantees, rather
than whether an organization is a public or private organization. This
study is meaningful in that it has elicited factors that cause
motivation differences in the course of studying differences in
organizational characteristics. In this study, the motivational
differences depending on the type of organization's ownership are
used as a comparative basis for analysis. In addition, Marino (2001)
had a theoretical discussion of public and private sectors in Italy and
Spain on a comparative basis, Capron and Shen (2007) discussed the
differences between public and private entities in M&A, and Oum,
Adler and Yu (2006) discussed differences in form based on product
effectiveness and operational feasibility. As such, comparative studies
on public and private ownership have produced meaningful results in
various ways for various research targets. As mentioned earlier in

this study, the relevant criteria in comparing tourist attractions are
adopted and used in comparative analysis.
Table 1: Comparative Analysis Criteria and Sources
①
②
③
④

Comparative Analysis Criteria
goal ambiguity
work-related attitude and values
revenue
decision-making

⑤ motivation

Resources
Rainey Hal and Bozeman(2000)
Andersson and Getz (2009)
Buelens and Van den Broeck
(2007)

2.2. Stakeholder Theory
The Stakeholder Theory has been researched by many researchers
since it was presented by Edward (1984), especially Mitchell, Agle
and Wood(1997), and the theoretical discussions have been steadily
held for a long time (Freeman, Wicks, & Parmar, 2004; Wagner,
2011). Mitchell, Agle, and Wood (1997) presented three criteria for
classifying stakeholders and identifying their characteristics: power,
legitimacy, and urgency. There are also various definitions for
stakeholders, but Mitchell et al. (1997) defines stakeholders as
"individuals or groups that affect or receive the achievement of the
organization's goals." For power, legitimacy, and urgency, we can
organize them as follows in Table2.
Table 2: Reconfiguring Table 3 in Mitchell (Agle & Wood, 1997)
Construct

Definition
A relationship among social actors in which one social
Power
actor, A, can get another social actor, B, to do something
that B would not have otherwise done
Coercive-force/threat
Bases
Utilitarian-material/incentives
Normative-symbolic influences
A generalized perception or assumption that the actions of
an entity are desirable, proper, or appropriate within some
Legitimacy
socially constructed system of norms, values, beliefs,
definitions
Individual
Bases
Organizational
Societal
The degree to which stakeholder claims call for immediate
Urgency
attention
Time sensitivity-the degree to which managerial delay in
attending to the claim or relationship is unacceptable to the
Bases
stakeholder
Criticality-the importance of the claim or the relationship to
the stakeholder

In classifying stakeholders and organizing their characteristics, it is
the point of the Stakeholder Theory by Mitchell et al. (1997) that
the criteria of the above three characteristics (power, legitimacy, and
urgency) are necessary as the case with all three characteristics, or
two or only one characteristics.
Prior research was carried out in various fields by utilizing the
above Stakeholder Theory. In the field of tourism, Sauter and Leisen
(1999), Byrd (2007), Waligo, Clarke and Hawkins(2013) used the
Stakeholder Theory on the importance of stakeholder participation in
the development and operation of tourist sites. Currie, Seaton and
Wesley(2009) conducted Feasibility Analysis within the scope of the
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Stakeholder Theory to suggest which of the eight stakeholder
categories the Stakeholder Theory presents with various stakeholders
related to tourism. Their research also suggests that tourist sites were
researched using the Stakeholder Theory. In this study, we look at
the roles that stakeholders play depending on the type of ownership
and the differences in the classification.
Friedman and Miles (2002) also classifies stakeholders based on
relationships and needs among stakeholders, as shown in Table3
below.
Table 3: Reconfiguring Figure2 of Table3. (Friedman & Miles, 2002)
Compatible
Incompatible

Necessary
A
D

Contingent
B
C

Depending on the scale, stakeholders can be classified as A, B, C
and D, first of all, stakeholders in A's contract with the organization,
including shareholders who may influence organizational management
depending on the number of shares they own. On the other hand,
stakeholders who belong to C are not contractually related to the
organization and are in this category for non-profit organizations
such as NGOs. D is the most important stakeholder in an
organization, and the organization must be able to respond actively
to the needs of its stakeholders. Government agencies and customers
fall into this category. Finally, B is a stakeholder who is not in any
formal contractual relationship with the organization and has no
direct relationship with it. As noted above, stakeholders have been
classified into four categories, which may change over time
(Friedman & Miles: 2002). In this study, the criteria presented in
Table 1 are analyzed through qualitative research and then interpreted
by applying the aforementioned stakeholder theory to clarify the
difference between public and private ownership. The application of
the stakeholder book will utilize the criteria for classification by
stakeholders used in the preceding study and adopt the classification
method of Friedman and Miles (2002) that is easy to analyze
differences between two different organizations with different
personalities.
Table 4: Precedent research on Stakeholder Theory
Researcher

Theme

Results
Introduce concept of the
Strategic management: a
Edward(1984)
stakeholder as a key player of
stakeholder approach
management issues
Stakeholder theory and
Emphasize that truth and
Freeman, Wicks,
“The Corporate Objective freedom are best served in
and Parmar (2004)
Revisited”
business
Toward a theory of Identify the stakeholder theory
Mitchell, Agle, and
stakeholder identification by using concept of power,
Wood (1997)
and salience
legitimacy and urgency
Collate and debate the main
Wagner, Alves, Stakeholder theory: issues
issues driving the stakeholder
and Raposo (2011)
to resolve
theory
Explores the utility of a
Currie, Seaton, and Determining stakeholders
systematic stakeholder analysis
Wesley(2009)
for feasibility analysis
within a feasibility analysis
Combines stakeholder theory
Friedman and
Developing stakeholder
with a realist theory of social
Miles(2002)
theory
change and differentiation

3. Research Subjects and Methods
3.1. Research Subjects
For the case study, the gallery was selected as a public art
gallery and a private art gallery located in Jeju Island. It noted that
as of July 2017, 7 public and 12 private art galleries were operated
in Jeju Island. They play prominat part as tourist attractions as well
as cultural facilities for both tourists and Jeju residents. The public
art museum opened in the late 1980s and was selected as a research
target due to its distinct representation as one of the oldest art
galleries in the country. The private art gallery, which was selected
as a research target for privately owned organizations, was opened in
2013 by a famous artist in the country and was considered suitable
for comparative research considering their operation site which is
relatively close and its geographical proximity to the aforementioned
public art museum. Under the Act, public ownership organizations
will be developed by referring to gallery A and privately owned
organizations as gallery B. The general status of art galleries A and
B are as follow.
Table 5: General status of art museums subject to case study (as of the
end of July 2017)
Size

Exhibition form

Operating since
Employees
Admission Fees
(Adult)

Art Gallery A (Public)
a single-story building
with a size of about 200
pyeong.
The center focuses on
650 works by domestic
and foreign artists
1987
3

Art Gallery B(Private)
Three-story building with
about 300 pyeong and an
annex art shop
A single artist's work
exhibition and a pottery
studio as well.
2013
3

1,000 KRW

5,000 KRW

Based on the above general status, a comparative study was
conducted using data provided by Jeju Province (Jeju and Seogwipo
City) and various website data, and a semi-structured questionnaire
have been prepared based on this study. In addition, stakeholders
related to the application of the theory were set up as executive
managements, the government, employees, local residents and tourists
by referring to the preceding study.

3.2. Methods
As a research method, in-depth interviews were conducted, one of
the qualitative research methods, because when applying the
Stakeholder Theory, it was deemed appropriate to listen more
specifically to the opinions of stakeholders in the tourist site and
analyze them in depth. The interview targets were set up by
management managers and staff, who assessed that in-depth
interviews with them would allow them to analyze the criteria set
forth in Table1.
For Art Gallery A, one executive, two staff members, and one
executive and one employee, who is currently in charge of the
operation, were involved in the Gallery B. Data collection was
conducted through door-to-door interviews, e-mails and telephone
interviews for about one and a half months from November 10,
2017 to December 29, 2017, and semi-structured questionnaires
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preconfigured during the interview process were used. The visit was
one-on-one, and in some situations, one-to-many, on average, lasted
about 40 minutes to one-and-a-half hours. We prioritized visiting
interviews, analyzed the results of visiting interviews, and conducted
e-mail and telephone interviews on areas that needed additional
supplementation.
Semi-structured questionnaires were largely divided into two
categories. Specifically, questions for reconfirmation and further
partial identification of the contents identified through the analysis of
prior research, and questions for the criteria in Table1. The in-depth
interview prepared the expected answer to the question
comprehensively and took the form of intensive questioning about
the background and cause of the question if the answer was different
from what was expected during the in-depth interview process.
After the end of the in-depth interview, it was organized into
parts that had already been expected in the in-depth interview and
those that had been unexpected, which were organized around causal
relationships. In order to make the distinction between Gallery A and
Gallery B distinctly visible, the key words symbolizing each were
organized. The results of the in-depth interview were continuously
compared with prior research, Jeju Island (Jeju City, Seogwipo City)
provision data, and various website data, and the similarities,
differences and interrelationships between the publicly owned and
privately owned, which were studied in this study were analyzed.

4. Analysis & Results
4.1. Results of in-depth interview
First, the results of in-depth analysis are presented based on the
criteria presented in Table 1.

found to be relatively less aggressive than Gallery B. As an
example, art shops that sell the aforementioned souvenirs are sold in
limited space in art gallery A while art gallery B was operating art
shop in annex. In addition, when it comes to sales, Gallery B
provides detailed descriptions of the production background,
motivation, and process of the product and steadily develops new
products, while Gallery A is limited in the variety, creativity and
other aspects of the product that it provides, and the description of
the product was limited. This is believed to be due to differences in
the level of influence on the direct profits of art gallery employees,
and also to the way they treat tourists, the report showed.

4.1.3. Revenue
In relation to revenue, the Gallery A is operated with a budget
provided by a higher authority, and its own revenue consisted of
ticket prices, sales of exhibition items and souvenirs. As for the
revenue from admissions, it is relatively lower than art gallery B
due to the nature of the public ownership entity, and it is mandatory
for the gallery to be reported and evaluated by the higher authority
for its revenue and number of visitors. As a privately owned
institution, Gallery B is operated by raising capital on its own and
placing more emphasis on generating profits on its own. The source
of revenue is ticket sales, exhibits and souvenirs same as the case of
the Gallery A, while the prices were relatively higher. It also
operates an art shop in the annex building and puts more emphasis
on generating revenue through the operation of the art shop than
ticket sales. As a result, it has been revealed that both Gallery A
and B have similar sources of revenue, while Gallery A operates on
a budget project, while Gallery B is found to be the most important
factor in art gallery management and is relatively more active in
generating profits.

4.1.4. Decision-making
4.1.1. Goal Ambiguity
Regarding Goal Ambiguity, there were differences in the setting
of goals, implementation efforts, and periodic reviews. In the case of
Gallery A, the goal setting and regular review were set not only by
Gallery A but also by a higher organization, while in Gallery B, its
own goal setting and review were being carried out. In addition, it
has been shown that the Gallery A's efforts on its goals have little
impact on employees' salaries and promotions, while Gallery B's
efforts lead to substantial results, directly related to the improvement
of its organization through income and new investments by
employees. While both A and B art galleries have something in
common that they have souvenir sales space, Gallery A has a strong
impression that it has a formal space, and Gallery B was operating
an art shop in an annex for the sale of souvenirs. This shows that
the sales of souvenirs are recognized as a major source of revenue,
setting an important goal in addition to the number of visitors to the
target. In addition, the variety, quality, and exhibition methods of
souvenirs also reflected Gallery B's practical efforts, revealing a
marked difference compared to the Gallery A.

4.1.2. Work-related Attitude and Values
Regarding the Work-related Attitude and Values, Gallery A was

With regard to decision-making, Gallery A has shown difficulties
in making its own decisions since it is basically managed by public
institutions and organizations. It has been shown that autonomous
and independent decisions are limited in setting goals and managing
operations in the operation of art galleries by regularly reporting to
higher institutions and receiving evaluations. On the other hand, it
has been shown that Gallery B is autonomous in decision making
and that the speed of decision-making to execution is relatively
faster than Gallery A. In fact, as a result of autonomous decision
making by the management, it is possible to verify the achievements
of art work, such as making paintings into sculptures or making
them into screen displays, attracting the tourists' attentions. This
shows that there are distinct differences in autonomy in decision
making and time in the process of moving from decision making to
action.

4.1.5. Motivation
In relation to motivation, the case of the Gallery A has one
academician and two operating staff, who may work long periods of
time depending on their wishes and assessments, but in many cases
may not. In addition, it has been found that the operating staff are
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placed in an art gallery in a place not related to the gallery in the
form of a rotation of about two years, and are in charge of work
unrelated to the gallery after working at the gallery. Given this, it
has been shown that it is relatively difficult to objectively have
owner's awareness of work places, which also affects motivation for
work. On the other hand, the gallery B has a relatively high sense
of ownership, and as a result, it has been shown that it is active in
the application of various ideas to the actual operation of the gallery
to attract more tourists and generate profits. In particular, strong
motivation for work has been shown to affect various aspects of the
operation of the art museum, including the design of space,
benchmarking of advanced overseas cases and the operation of the
cafeteria at the art shop operating at the annex.

B

Local residents

C

Tourist

D

Government

In addition to the aforementioned standards, there has been a
marked difference between the two organizations in terms of
exchanges with local residents. Gallery A has no programs and
events for local residents, while the Gallery B regularly offers free
education for local children once a month by gallery artists. In
addition, although Gallery A has limited communication channels
with local residents and issues of unfriendliness are raised in the
evaluation of operations by higher institutions, it has not been
improved properly. This indicates that collecting opinions and
introducing them into the operation of the gallery is limited, even
though civil petitions related to unfriendliness are accepted. On the
other hand, it has been shown that the Gallery B has developed
communication channels with tourists, including local residents, and
actively collected opinions that have a positive influence on the
operation of the museum to improve its improvements. This is
because gathering opinions can directly affect the number of visits
and revenue generation of tourists.

A. Employee

Based on the results of the in-depth interview, the categories of
stakeholders according to the type of ownership of the art gallery,
which applied the stakeholder theory to both A and B, are as
follows. In order to clarify the differences between the two
organizations, Friedman and Miles (2002) classified the stakeholders
as Management, Government, Employee, Local residents, and
Tourists. As a result, Art Gallery A is shown in Table 6, Table 7,
and Art Gallery B is shown in Table 8 and Table 9.
Table 6: Art Gallery A (Public Ownership)
Necessary
A. Management, Employee

Incompatible D. Government

Contingent
B. Local residents
C. Tourist

Table 7: Art Gallery A (Public Ownership)
Stakeholder

Classification basis

Related standards

Management

Periodically replaced
An environment where
it is difficult to have a
sense of ownership

goal ambiguity
motivation

Employee

Contingent
B. none
C. Local residents

Table 9: Art Gallery B (Private Ownership)
Classification

Stakeholder

A

Employee

C

Local residents

Management

D

Government

Tourist

A

Owned by Government
and actively involved in decision-making
management

Necessary

4.2. Application of Stakeholder Theory

Classification

No active commitment
Revenue
even though it is the
work-related
main source of revenue attitude and values

Incompatible D. Management, Government, Tourist

4.1.6. Local Residents

Local residents

Table 8: Art Gallery B (Private Ownership)
Compatible

Compatible

Absence of official
events with Local
residents
Negative feedback on
Local residents

Classification basis

Related
standards

Compensation for the
goal ambiguity
performance of the museum,
motivation
but can be replaced
Actively communicate
through communication
channels and events
Some of the potential
revenue opportunities

Local residents

Management is the owner
and active in management
for profit generation
goal ambiguity
motivation
Not operated by
Government, but subject to decision-making
government approval and
management
Direct revenue source and
there is a lot of
consideration for tourists.

Revenue
work-related
attitude and
values

The biggest difference in stakeholder classification applied with
the Stakeholder Theory, management and tourists are classified in the
most important part of the stakeholder classification in the Art
Gallery B alike in Art Gallery A. This is due to policy differences
in managing tourist destinations, which affect the way managers
generate profits and treat tourists. If the government wants to
improve its attitude towards tourists and generate profits as a
public-owned tourist destinations, it needs a policy that requires
management and tourists to move from stakeholder classification to
stakeholder classification D-parts. The advantage of classifying
stakeholders in two organizations by applying the Stakeholder Theory
is that it provides a visible indication of the relative importance of
stakeholders among the critical stakeholders in the organization.
When planning the management strategy of an organization, it is
possible to establish, implement, and review a clearer strategy, given
that it focuses on these classified stakeholders.
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5. Discussion and Conclusion
5.1. Summary of Research Results
This study selected two art galleries in Jeju Island to conduct
in-depth interviews with stakeholders and analyzed the results of the
survey to derive differences in management aspects depending on the
type of ownership of tourist destinations. In order to make the
difference between the two organizations clearer, the results of the
in-depth interview analysis were analyzed by applying the stakeholder
theory.
The study clearly revealed differences among stakeholders,
especially those involving managements, tourists and local residents.
As a management issue, public tourist attractions have been passive
in terms of revenue generation and interaction with local residents
while securing managerial stability. In the case of private tourist
attractions, the task is to secure managerial stability while active in
generating profits and engaging with local residents. Based on the
results of these studies, we intend to describe the implications of
this study and propose a study related to the above tasks.

5.2. Implications
The greatest contribution of this study is the comparative analysis
of tourist attractions by classifying them as public and privately
owned tourist attractions. Despite the obvious differences in the types
of ownership, the related comparative analysis prior studies are rare,
and more comprehensive studies need to be done in the future
regarding differences in the types of ownership of tourist attractions.
In addition, this study made the differences between the two
organizations clearer by applying the stakeholder theory to present
the relative importance of stakeholders according to ownership type.
Based on the results of this study, practical implications are as
follows: For publicly owned tourist attractions examined through the
Art Gallery A, it is possible to propose the introduction of incentive
systems for executives and employees based on revenue generated
and the re-examination of the circular work system. By encouraging
employees to take a more active attitude in generating revenue with
the introduction of the incentive system and by making it possible
for them to work in one place for a long period of time, they can
also be expected to encourage their sense of ownership of the
organization and to improve their professionalism in their work. In
addition, in case of privately owned tourist attractions examined
through the Gallery B, positive management efforts are outstanding,
but the sense of stability in generating profits is relatively behind. It
is expected that the government, one of the most important
stakeholders, will take appropriate action to create an environment
that will induce stable revenue generation. For example, subsidies for
new investments and the dispatch of government-led volunteers may
be effective in reducing employee labor costs. In addition, Gallery A
is passive in exchange with local residents, while Gallery B actively
exchanges by organizing regular events and providing communication
channels. In case of Art Gallery B, continuous exchange with local
residents shows that it has a positive impact on the community
beyond the local people, such as the provision of cultural life
opportunities to local residents and the improvement of knowledge

and experience related to local residents. This is an indication of the
potential for revenue generation beyond social contribution activities,
which can be considered to be used to manage privately owned
tourist attractions.
Regarding tourists, it has been found that tourists are more
important stakeholders in privately owned tourist attractions than
publicly owned ones. The reason why tourists are considered
important stakeholders in p brivately owned tourist attractions is that
attracting tourists is directly related to generating revenue that is
important for privately owned tourist attractions. Since privately
owned tourist attractions require steady revenue generation to engage
in new investment and management activities, how much more
tourists to attract with more attractive ideas and tour packages is an
important issue. On the other hand, public-owned tourist attractions
tend to value tourists relatively less. With this in mind, various
positive effects can be expected when there is an institutional
mechanism to allow tourists to be considered as important
stakeholders in publicly owned tourist attractions.
Based on these implications, proposing a research theory is the
first study to introduce an incentive system for publicly owned
tourist attractions. The theory of research could be set as a higher
hypothesis by introducing an incentive system for public-owned
tourist attractions to generate revenue and actively change the attitude
of employees. Since the effectiveness of the incentive system itself
has already been proven, it could be meaningful if it can be
compared with the design of an incentive system that fits the
characteristics of the public-owned tourist destination to be studied
and the introduction of various incentive plans. In the context of the
study, it should be important to consider how realistic the
characteristics of public tourist attractions can be, based on the
classification of incentives as monetary, psychological, and other
rewards in the design of incentive plans.
The next proposed research theory is the effect of interaction with
local residents of privately owned tourist attractions on revenue
generation. As mentioned earlier, active exchanges with local
residents and communities may potentially contribute to revenue
generation for tourist attractions. In this regard, the theory of
research can be established that active exchanges with local residents
and communities in private tourist attractions have a positive effect
on revenue generation. In the study, it would be meaningful if we
took an empirical approach to how large the oral and positive effects
of local residents and their interaction with the local community
contribute to revenue generation by type and number of times,
directly linked to revenue generation. In addition, the potential for
interaction with local residents and communities of tourist attractions
could be considered by conducting research using a qualitative
research method, in-depth interview, considering the spillover effect
to the community.

5.3. Limits of research and future research tasks
The limitations of this study are, first of all, comparative analysis
only for art galleries. Since tourist attractions vary widely, including
museums, world heritage sites, historical sites and theme parks, there
may be a limit to discussing the entire tourist attraction just by
analyzing them. Next, only two groups were subject to comparative
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analysis in comparing and analyzing differences in ownership
patterns. In future studies, the number of samples in the study can
be increased to generalize the research results. Finally, the qualitative
research method was adopted, which has the advantage of being able
to perform a more in-depth analysis, while having a weakness in
generalization of research results. In future studies, the approach to
quantitative research in a sense that complements the shortcomings of
qualitative research may increase the completeness of the study.
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Analyzing Research for the Difference of Welfare Attitude in Each Field from
Residential Areas
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Abstract
If the assessment of the government's role in individual welfare programs is significantly different depending on the residential area, the
objective living environment can be seen to have an important effect on the formation of a comfortable attitude if the government's role of large
cities and Seoul residents is assessed to be more positive than those of rural and small cities. However, if there are no significant differences or
if the government's role of the metropolitan and Seoul residents is assessed to be more negative, the subjective perception of living conditions
may be seen to have a greater impact on the welfare attitude. Although class or self-understanding or status characteristics have been mainly
discussed in regard of welfare attitude Korean society until now, this study has focused on the social structure characteristic of Korean society to
see if regional differences exist and whether regional structures actually affected each other according to the regional structure.
Keywords: Welfare Attitude, Residential Areas.

1. Introduction
In spite of a steady increase in studies of the determinants of the
welfare attitude, there have been few studies that have noted
differences in attitudes that reflected factors related to the community
environment. Community environment is defined to be an
environmental factor that affects a person's activities and behaviors in
relation to a variety of lifestyles closely related to their lives. The
community environment has much impact on shaping an individual's
identity and on political behavior, such as election behavior.
The study was intended to see if the assessment of the
government's role in individual welfare programs was significantly
different depending on the residential area. It analyzed how the
evaluation of the government's role in the welfare areas in rural
areas, small cities, big cities and Seoul turned out to be different.
Community environment can be both subjectively and objectively
classified. While an objective community environment refers to
indicators that are measured by objective figures including the
proportion of the elderly population, the number of social welfare
and medical facilities in relation to the population, the rate of
participation in economic activities, and the rate of drinking and
obesity, the subjective community environment refers to indicators
that are difficult to measure with an objective proportion of the
population, such as living satisfaction and trust.
Because of a huge gap between urban and rural areas and
* First Author, Ph.D. Department of Social Welfare, Jungwon
University, Korea,
** Corresponding Author. Professor, Department of Social Welfare,
Jungwon University, Korea. Tel: +82-43-830-8642.
E-mail: jmhsubject@hanmail.net.

between small and large cities in Korea, this paper
applied
residential areas that represented objective community environment
into an independent variable. The objective living environment in
rural areas and small cities can be seen to be unfavorable compared
to large cities and Seoul because of poor welfare, education and
medical infrastructure and low economic levels. However, people
living in rural areas and small cities may feel better about the same
benefits due to lower levels of criteria. If the assessment of the
government's role in individual welfare programs is significantly
different depending on the residential area, the objective living
environment can be seen to have an important effect on the
formation of a comfortable attitude if the government's role of large
cities and Seoul residents is assessed to be more positive than those
of rural and small cities. However, if there are no significant
differences or if the government's role of the metropolitan and Seoul
residents is assessed to be more negative, the subjective perception
of living conditions may be seen to have a greater impact on the
welfare attitude.

2. Theoretical Background
2.1. Welfare Attitude
The concept of welfare attitude is very wide. However, the
concept of welfare attitude is regarded to start from a view as to
which subjects among individuals, families, private sectors, or public
sectors are seemed to be desirable in providing welfare and service.
This reflects a judgment as to how is responsible for protecting
individuals from aging, disease, or other social risks including
unemployment. In addition, it is of a point of dispute as to how
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much the public sector is responsible for providing welfare benefit
and service as a desirable level if they have to provide one. This
reflects a judgment as to how valid it is for public welfare to be
expanded in a desirable level.
Support on the government's role in welfare is closely related to
the concept of solidarity. In general, solidarity indicates a positive
social relationship among individuals including the voluntary support
to other members in a group. Welfare policy is regarded as a form
of institutional solidarity as it provides economic stableness to all the
citizens. In the microscopic view, solidarity is of a normative or
emotional principle as a basis for the support of welfare policy.

2.2. Influence of Local Characteristics on Welfare Attitude
There has been no sufficient discussion as to how local
characteristics affect the welfare attitude. However, given that local
characteristics have a significant impact on the formation of
individual values and solidarity, it may be assumed that the
assessment of role performance by a government will vary
significantly depending on the residential area.
For example, in the West, studies that analyzed regional political
orientation, racial prejudice, public spending and attitudes toward
unemployment confirm the impact of the region. Different regions
have different attitudes toward recipients of public assistance, and
different degrees of prejudice against people of color, such as
African American. At the same time, social leaders' attitudes toward
political and economic issues vary from region to region. These
studies show that the economic and social atmosphere of the region
has a great influence on the formation of attitudes.
It can be interpreted that a community in a local society has
much influence on the socialization process of individuals. It is a
well-known fact that the overall atmosphere and norms of the region
have a great influence on the socialization of children. For example,
children living in ghetto areas in the U.S. grow up in areas where
drugs, divorce and unemployment are rampant. Therefore, it can be
difficult for them to build healthy working ethics. Even if it is not
such an extreme case, it is often observed that values and norms are
formed very differently depending on the socioeconomic environment
of the region where individuals have grown up. The educational
level of individuals and families is important just as much as the
impact of adults and peers in communities on the formation of
worldviews.
This study is based on assumption that there is a significant
difference on evaluation of role performance by a government from
each welfare policy depending on the residential area according to
the discussion of previous studies. This paper is intended to
contribute to expand theoretical and practical implications of studies
dealing with welfare attitude by identifying which factors between
objective living environment in the residential area and subjective
perception of it influences more on the assessment of role
performance by a government.

3. Research Model and Hypothesis
3.1. Research Model
This study was intended to analyze how residential areas affect

the evaluation of government service performance on the welfare in
each field. After controlling the variables with a significant impact
reported by previous studies, the residential area was still considered
to have a consistently significant impact on the government's
performance assessment. The government role assessment for the
welfare in each field, a dependent variable for this paper, is defined
as the assessment of the government's role in medical services,
maintaining the quality of life for the elderly, disability recognition
services, child care services, prevention and reduction, response to
unemployment, raising the level of gender equality, hygienic and
appropriate housing, and school education for human resources
development.
Residential area, an independent variable of the paper, was
divided into Seoul, metropolitan cities, and counties according to the
classification of the Korea Welfare Panel. The reason for this
classification of residential areas is that there are large differences in
living standards and welfare levels in each region.
The control variables of this paper are socioeconomic status
variations such as income levels, asset levels, jobs and education
levels, demographic variables such as gender, age and household
types, awareness of labor, awareness of tax fairness, perceived
inequality and political satisfaction. These variables were what many
prior studies have pointed out to have a significant impact on the
level of income, asset levels. These various control variables were
used to minimize the occurrence of bias in the analysis process.

3.2. Major Variables
Dependent variables in this study included the evaluation of the
government's role in medical services, maintaining quality of life for
the elderly, disability identification services, child care services,
prevention and reduction of poverty, response to unemployment,
raising the level of gender equality, hygienic and appropriate
housing, and school education for human resources development. In
the Korean welfare panel, the aforementioned questions are measured
on a five-point scale, and the smaller the original value, the more
positively evaluates the role of the government. The study classified
them to be relatively poor, normal, and relatively well and re-coded
the government's role to be more positive with higher values.
The independent variables of this paper included residential areas.
Residential areas were classified into Seoul, metropolitan cities, and
cities and counties, such as the provincial and agricultural complexes.
By referring to the results of the preceding study, the control
variables included the analysis the income level, asset level, job and
education level, gender representing demographic characteristics, age
and household type, growth distribution recognition indicating value
characteristics, awareness of desire for work, awareness of taxation
fairness, inequality recognition and political satisfaction.
Income levels, as officially defined in Korea, differentiated
between low-income and low-income people based on 60 percent of
the median household current income. The poor in assets was
distinguished based on the six-month minimum monthly cost of
living for a four-member household in 2016. Job was distinguished
to be management professionals, office service sales workers,
functional assembly workers, simple labor, unemployment and
non-economic activities. The level of education was divided into
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those below high school, junior college, and four-year college
degrees or above.
Age was divided into those in their 20s, 30s, 40s, 50s, 60s and
70s, taking into account the characteristics of the Korea Welfare
Panel, which included a large number of elderly people. The types
of households were divided into stand-alone households, grandfather
and grandson/single-parent households and other general households.
Growth distribution recognition was originally measured on a
four-point scale and was re-coded into a growth medium and a
distribution medium for analysis. The recognition of the desire to
work was divided into 'not lowering desire to work with welfare,
normal desire to work, and lowering desire to work. Tax fairness
awareness has divided Korea's current tax system into fair, normal
and unfair. Inequality awareness has divided Korean society into
equal, normal, and unequal. Finally, the political satisfaction level
was divided into those who were satisfied with the current political
situation in Korea, and those who are not satisfied with it.
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At the same time, it turned out that there was a difference of
welfare attitude among regions in Korean society. However, unlike
hypotheses in the study, respondents residing in counties with poor
welfare infrastructure turned out to positively assess the role
performance of the government compared to those living in Seoul or
Metropolitan areas. Such results are meaningful in that they were
derived in the circumstances where class, self-understanding, or status
characteristics focused by previous studies were controlled. As noted,
previous studies in dealing with welfare attitude recognized that
welfare attitude was determined by class or status characteristics. It
is true that theories suggested by previous studies were partially
applicable in Korean society. However, considering that
socio-structural characteristics were territorial, region-oriented
perspective was applied for the approach in the study as regional
variables seemed to be previously ignored. At the same time, the
results were derived that the assessment on the role performance by
government in the areas with poor welfare infrastructure turned out
to be positive.

3.3. Analytic Method
This study will identify the assessment of the government's role
in each field after dealing with general characteristics of samples
through descriptive statistics. Afterwards, it will roughly analyze the
difference of the assessment in the government's role from residential
area, socio-economic status, demographic characteristics, and
value-oriented preference from cross-tabulation. Lastly, it will analyze
whether there is a significant difference in the assessment of the
government's role in each residential area through multinominal
logistic regression. All these analyses have been conducted using
SPSS 22.0 for Windows.

4. Conclusion
Although class or self-understanding or status characteristics have
been mainly discussed in regard of welfare attitude Korean society
until now, this study has focused on the social structure
characteristic of Korean society to see if regional differences exist
and whether regional structures actually affected each other according
to the regional structure.
In response, this paper analyzed the results of the survey of 3,391
copies, after removing the missing values, using the 11th data on the
Korea Welfare Panel (2016) "Advanced Survey on Welfare
Recognition." The regions were subdivided into Seoul, metropolitan
cities, cities and counties for analysis. In addition, the
multi-paragraph logistic regression analysis, which controlled the
influence of various control variables presented by the preceding
study, was conducted to look at the difference in the assessment of
the government's role in welfare by region according to the
residential area.
According to the analysis, there were generally similar differences
in attitudes in different areas in Seoul, metropolitan cities, and cities
and counties. The positive assessment system in one region was
relatively positive in other areas. On the other hand, systems with
negative assessment in one region were relatively negative in other
areas.
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Study on the Influence of Political Preference on Welfare Attitude
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Abstract
In order to identify the differences in welfare attitudes by region according to the political preference, this paper has used the question of the
welfare recognition supplementary survey in the 11th data of the Korea Welfare Panel (2016) to carry out the Chi-square test and multinominal
logistic regression. The impact of the political preference on attitudes toward major welfare systems such as health insurance and health care,
national pension, education, housing support, support for the poor, the elderly, and the disabled, family support for raising children,
unemployment measures and employment insurance was identified, and a thorough analysis was conducted by controlling variables such as
reported significant impacts of predisposing factors, or reported significant research factors, age, income, and other major economic benefits. The
paper aims to contribute to the theoretical discussion of welfare attitudes by examining the possibility of forming a welfare-friendly conservative
political force and examining which factors have more important effects among welfare attitude determinants represented by self-understanding
and value orientation. This study analyzed the impact of the critical presentation on the welfare attitude by region after utilizing the additional
survey on welfare recognition in the 11th data of the Korea Welfare Panel (2016). To do this, the Chi-Square Test and the polynomial
regression were performed.
Keywords : Political Preference, Welfare Attitude.

1. Introduction
The citizen's preference and support are the driving force behind
the social security system. Without the preference and support of the
citizens, the social security system is unable to secure legitimacy or
have the political power needed to maintain and expand huge
expenditures.
From this point of view, this paper aims to contribute to
expanding the theoretical and empirical horizon of the research of
the welfare attitude by analyzing the differences in welfare attitudes
by area according to the political preference
In recent years, many prior studies have focused on identifying
variables that have a significant impact in relation to the expansion
of overall welfare expenditure. A previous study designed to analyze
whether any factors have a consistent effect on the welfare attitude
of each area has not been sufficiently conducted. In particular, this
paper attempts to pay attention to whether there are consistent
differences in the welfare attitude of each area according to the
statistical preference. While it is often believed that those with
conservative political preferences have a negative attitude towards the
welfare provided by the state, research has also been accumulating
that supporting conservative parties do not necessarily negate all
welfare areas. The recent conciliatory stance on welfare by
conservative parties can also be seen as deeply related to the

* First Author, Ph.D. Department of Social Welfare, Jungwon
University, Korea.
** Corresponding Author. Professor, Department of Social Welfare,
Jungwon University, Korea. E-mail: jmhsubject@hanmail.net

attitudes of their supporters.
The purpose of this study is to verify whether there is a
significant difference in welfare attitude in all the areas consistently
shown according to political preference. If the difference of welfare
attitude from political preference turns out to be significant in all the
areas, it is possible to assume that political preference is the most
powerful factor over class, rank, or experience of welfare benefit in
explaining welfare attitude of Korean people.
In order to identify the differences in welfare attitudes by region
according to the political preference, this paper has used the question
of the welfare recognition supplementary survey in the 11th data of
the Korea Welfare Panel (2016) to carry out the Chi-square test and
multinominal logistic regression. The impact of the political
preference on attitudes toward major welfare systems such as health
insurance and health care, national pension, education, housing
support, support for the poor, the elderly, and the disabled, family
support for raising children, unemployment measures and employment
insurance was identified, and a thorough analysis was conducted by
controlling variables such as reported significant impacts of
predisposing factors, or reported significant research factors, age,
income, and other major economic benefits. The paper aims to
contribute to the theoretical discussion of welfare attitudes by
examining the possibility of forming a welfare-friendly conservative
political force and examining which factors have more important
effects among welfare attitude determinants represented by
self-understanding and value orientation.
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2. Theoretical Background
2.1. Political Preference and Welfare Attitude
Welfare attitude can be seen as a part of an abstract sense of
well-being, and interpreted in various ways, including the cause of
poverty, causes of inequality, the whereabouts of welfare
responsibilities among countries and individuals, the size of
appropriate welfare states and the preference of individual welfare
systems. However, the welfare attitude is a citizen's attitude that can
be measured with specific figures, unlike the welfare consciousness
(Nog & Jeon, 2011). In Korea, opinions on welfare spending have
been particularly important as they were related to why expanding
the level of welfare spending has been perceived as a challenge of
the time when the level of welfare spending is far below the
average of OECD members.
The difference between welfare consciousness and welfare attitude
can be said to be the difference between "consciousness" and
"attitude." Consciousness is defined as the 'act of recognizing oneself
or things from a waking state' and is a concept used primarily in
psychological research. In contrast, 'attitude' is defined as 'the
position to take on anything or a situation' and is understood as the
concept in a socially formed individual's belief system (Rokeach,
1973). That is, attitude has a lasting characteristic as part of the
belief system for a particular phenomenon that is formed through
repeated experience and learning. Thus, both the welfare attitude and
the political preference can be seen as interacting in a broad
category of belief systems. Attitudes work sequentially with
cognition, preference, and behavior. If cognition is a conceptual
action at the level of consciousness, preference means evaluation
through rational judgment, and behavior is the manifestation of
ultimate attitude in reality.
In this respect, it can also be seen as having feedback effects in
the order of recognition, preference, and behavior. The establishment
of an image of the overall welfare system based on education and
social learning, the formation of preferences according to one's own
experience in life, and the act of participation and intervention in the
political space contribute to the continued solidification of the
welfare attitude. The level of welfare spending, the extent of
adequate tax burden, opinions on the need for income redistribution
and the legitimacy of welfare states all reflect the socialization
process of members of society. Thus, not only material interests but
also value orientation can have much impact on the welfare attitude
(Taylor-Goobi, 1985; Kim & Jung, 1995).

2.2. Welfare Country and Welfare Attitude
In order to more closely monitor the coordination between welfare
attitudes and changes in welfare countries, it is necessary to consider
the relevance of welfare attitudes from welfare state theory.
According to the research trends of welfare state theory, it is
identifiable that the tendency to overlook the importance of welfare
attitude has prevailed in the past, but the trend has recently changed
again recognizing the importance of welfare attitude. This is due to
the welfare state maintaining its past size without being completely
intimidated or toppled, even though the conservative party has been
in power for longer periods in most countries amid a wave of

neo-liberalism since the 1980s. This chapter describes how welfare
attitudes have come to be recognized as an important factor in the
development of a welfare state according to the trend of the times.
Political belief is considered to be quite important from an
ideological standpoint as a motive for a welfare attitude that
expresses the opposite stance of supporting or not supporting the
government's policies in discussing welfare at a national level. In
particular, the differences in the political preference or ideology
presented here may make different judgments, even if they belong to
the same social group member, and these differences often play a
key role in determining the welfare attitude of the targeted welfare
system. Thus, the difference in the political preference results in
different views of the welfare attitude, leading to a significant social
separation.

3. Research Model and Research Hypothesis
3.1. Research Model
This study was intended to see if the political preference has a
significant effect on all attitudes toward welfare expenditure by
region. Even after controlling the variables reported by previous
studies to have a significant effect, the objective was to analyze
whether the objective consistently and significantly affected the
welfare attitude. The scope of welfare expenditure by region, the
dependent variable of this study, covers major welfare systems such
as health insurance, national pension (basic pension), education,
housing support, support for the living of the poor, the living of the
elderly, the living of the disabled, and families raising children,
unemployment measures and employment insurance. The independent
variable of this study, the political preference, was measured in a
five-point scale with a question, 'How progressive or conservative do
you think you are?' The control variables were precisely analyzed by
considering income levels, state of state economic activity, house
ownership type, education level, gender, age, marital status, health
condition, disability status, in-kind benefits and cash benefits
experience that were all reported to have a significant impact on
welfare attitudes in previous studies.

3.2. Research Data
The study analyzed the "Additional Survey on Welfare
Recognition," which was included in the 11th Data on the Korean
Welfare Panel (2016). The Korea Welfare Panel is a nationwide
panel survey widely used for the welfare attitude study, and the 11th
data include the latest welfare recognition supplementary survey
resources. This study applied the individual standard weight by
reflecting the characteristics of the Korean welfare panel
overcollecting low-income people, removed the missing value for the
independent variable, and then performed the analysis. As a result, a
sample of 3,196 people in total was collected.

3.3. Major Variables
The dependent variable of this study, the welfare attitude, is the
attitude toward spending in nine sectors related to welfare, including
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pensions, education, health care, housing, children's families, poverty,
unemployment, the disabled and senior citizens' lives. The
corresponding question is measured at one point to five points in
Korean Welfare Panel, and the larger the value, the more supportive
of reducing spending. The study re-coded it with 0 to 4 points and
allowed the higher the value to support increased expenditure,
followed by dividing it into reduced support (0 to 1 point), status
quo (2 points), and expanded support (3 to 4 points).
The independent variable of this paper is the political preference.
Political preference was divided into progressive (very or rather
progressive), moderate, and conservative (very or rather conservative)
tendencies. Control variables are income levels, state of state
economic activity, tenure of housing, education level, gender, age,
marital status, health status, disability status, welfare benefits supply
and demand experience, and welfare service benefit experience, as
factors of the analysis of welfare attitude in most prior studies. First
of all, income levels classified those whose disposable income was
less than 50 percent of the median as poor, those who were 50
percent to 150 percent of the median as middle-class and those who
exceeded 150 percent of the median as high-class. The state of state
of state economic activity divided the number of commercial
workers, temporary, day-to-day and self-employed workers, employers,
self-employed workers, unemployed people and economically inactive
people. The house ownership type was divided into owner-occupied,
charter, monthly rent and others, and the level of education was
below middle school, high school and junior college. The ages were
classified as those in their 20s, 30s, 40s, 50 to 64 years old and
over 65. Marriage type was categorized as spouses, divorce,
bereavement, separation, and health conditions were classified to not
good, normal, and good. The disability status, welfare benefit
experience and welfare service benefit experience were divided into
relevance or irrelevance.

3.4. Analytic Method
This study will identify general characteristics of sample first
followed by a difference of views on welfare expenditure in each
area of welfare attitude from political preference through cross
tabulation and the Chi-Square verification. Afterwards, multinominal
logistic regression will be conducted in each area controlling the
influence of control variables to see if political preference
significantly influences on the welfare attitude in each area.

4. Conclusion
This study analyzed the impact of the critical presentation on the
welfare attitude by region after utilizing the additional survey on
welfare recognition in the 11th data of the Korea Welfare Panel
(2016). To do this, the Chi-Square Test and the polynomial
regression were performed. The main results in the analysis are as
follows.
First of all, it was confirmed that the political preference was a
likely variable that significantly affected the opinion of increased
expenditure for most welfare programs. Differences in opinions based
on the political preference were found to be consistent and
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influential compared to factors related to classes, such as income
levels and state of state economic activity. In many areas,
respondents with liberal views were found to be more supportive of
expanding welfare spending than their conservative counterparts.
At the same time, differences in attitudes resulting from political
preference were shown to be insignificant in some areas. This shows
that having a conservative political preference did not necessarily
have a negative or passive welfare attitude compared to those with
progressive political preferences in all areas.
Finally, the experience of cash benefits has been shown to have a
significant impact on the welfare attitude in most areas. This shows
that the experience of cash benefits, along with the political
preference plays an important role in the formation of pro-welfare
attitude. Those who experienced welfare benefits, even if their
political preferences were conservative, may have a more friendly
attitude toward expanding welfare spending, as was the result of a
study by Chung (2018).
The analysis results of this study can contribute to enriching the
theoretical discussion on the determinants of welfare attitude in
Korea. First of all, the apparent discovery of differences in welfare
attitudes under the political preference in most welfare areas seems
to be related to a situation in which active support for expanding
welfare spending in the poor or the working class is weak, although
many changes are observed in Korea compared to the past. Given
that the older low-income level class is more likely to have a
conservative political preference, it can be seen as a continuation of
an environment in which welfare policies by rank and class are not
easy to develop.
On the other hand, it is noteworthy that respondents with a
conservative political preference also showed a positive welfare
attitude similar to those with a liberal political preference in some
areas. This shows the possibility and necessity of the emergence of
warm conservative political forces, which are not unconditionally
negative to welfare states, as is the case in Europe.
Finally, the results of this study, which have been confirmed to
have a strong and consistent impact on welfare attitudes, support the
results of a preceding study that self-inflicted factors, including the
trend of values and experience of benefits, continue to interact and
affect the formation of a welfare attitude through policy reversal.
Therefore, finding a breakthrough in the development of a welfare
state is a very difficult task. However, suggestions can be made
through the analysis results of this study. First of all, since political
preference is important for the development of the country's welfare
system, conservative political forces also need to first develop
necessary projects in areas where they agree to expand spending.
Secondly, a shift in conservative political forces' perception of the
welfare state is still needed. Europe's moderate conservative parties
often manage state affairs smoothly without drastic changes and
resistance with flexible perceptions of welfare states and the
development of policies that cater to the public's welfare attitude.
Thirdly, in order for the Korean welfare state to secure a stable
development momentum in the long term, a universal welfare state
strategy in broadening its experience of benefits to a wide range of
targets, including citizens with conservative or centrist polygons,
seems to be more effective. Many previous studies, as well as the
analysis results of this study, suggest that the experience of
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expanded welfare benefits in recent years has played a significant
role in positively changing the welfare attitude. This appears to have
a significant impact on consent to tax increases and on attitudes
toward expansion of welfare recipients, in addition to attitudes
toward expanded welfare spending, such as this study.
This study has limitation in regard of inability to put in
recognition of tax payment that previous studies appear to have a
significant effect on the input, fairness, and equity due to restriction
of utilized data. Although the Korean Welfare Panel has the
advantage of securing reliable data for the largest population, it does
not contain all the variables presented by previous Western research.
For these limitations, new research needs to be attempted through
the use of qualitative research methods and other future surveys. It
is also necessary to address fully in follow-up studies how welfare
attitudes are polarized under the polarized preferences of the young,
the elderly, the middle-aged and the older, respectively.
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Analysis of dementia management function compared to the number of dementia
patients by local governments in Gyeonggi-do Service*
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Abstract
In the case of Gyeonggi-do, which has the largest population and dementia patients among the 8 provinces in Korea and has 31 diverse
cities/counties. It is necessary to analyze the distribution of dementia patients and the status of dementia management functions, it is aimed that
it can be utilized as data when government implements the dementia management policy. In the data preparation stage, data which is collected
are standardized through min-max normalization. After that, the total amount of support fund for dementia treatment for standardization, the
number of long-term care insurance for the elderly, and the total number of care services for the elderly were weighted according to priority,
and a composite index of dementia management functions was calculated. And then, we calculated the gap between the dementia management
function composite index and the demented person 's indicator index, and analyzed and visualized the results. In the group 1, the gap was the
highest in Siheung city, the gap was the lowest in Yeoncheon, in group 2, the gap in Ansan city was the highest and the gap in Uijeongbu
city was the lowest, in group 3, the gap was the highest in Goyang city, the gap in Seongnam City the lowest. when government and local
governments formulate and implement policies related to dementia within a limited budget, the efficiency of budget use can be improved by
prioritizing them with reference to the results of this analysis.
Keywords: Dementia, Local government, Dementia management functions
JEL Classification: H80, I18.

1. Analysis Background and Purpose
1.1. Analysis Background
In Korea, the number of elderly people over 65 is 7,066,201, or
13.8% of the total population of 51,230,704 in 2017. The elderly
dependency cost and the aging index are rising steeply due to the
increase of the elderly population and the decrease of the
productionable population and the youth population. Especially, the
estimated number of dementia patients aged 65 years and over is
about 700,000 in 2017, is estimated to be more than 1.8 million
people. Therefore, the importance of national dementia management
function is increasing and it is urgent to improve the dementia
management function of local governments.

Figure 1: Estimated increase in the number of patients with dementia
* This study was supported by the research grant of Dankook
University in 2019.
** First Author, the master's course, Department of Data Knowledge
Service Engineering, Dankook University, Korea.
Tel: +82-32-8005-2643. E-mail: leedongs777@gmail.com
*** Associate professor, Department of Data Knowledge Service
Engineering, Dankook University, Korea.
Tel: +82-32-8005-3888. E-mail: kimtoja@dankook.ac.kr
**** Corresponding Author, assistant professor, Graduate School of
Business, Dankook University, Korea.
Tel: +82-32-8005-3981. E-mail: eungkyosuh@dankook.ac.kr

1.2. Analysis Purpose
In the case of Gyeonggi-do, which has the largest population and
dementia patients among the 8 provinces in Korea and has 31
diverse cities/counties. It is necessary to analyze the distribution of
dementia patients and the status of dementia management functions,
it is aimed that it can be utilized as data when government
implements the dementia management policy.
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And the dementia management function was measured according
to the 'Study on Establishment and Operation of Dementia
Management System' (Kim, Geunhye et al., 2016) Data were
gathered by choosing dementia care support project, the number of
people with long - term care insurance for the elderly, and the
number of Elderly care comprehensive service which can collect data
among items with high priority in the indicators.

2. Analysis method
2.1. Analysis target and data
The number of people with dementia were collected from the
'Dementia Status of Korea 2018' report of the Central Dementia
Center.
Table 1: The number of people with dementia in Gyeonggi-do
Suwon

Seongnam

Uijeongbu

Anyang

Bucheon

Gwangmyeong

Pyeongtaek Dongducheon

8,932

9,255

4,977

4,900

8,035

2,925

4,947

Guri

Namyangju

Osan

Siheung

Gunpo

Uiwang

Hanam

Ansan

Goyang

1,690

5,538

10,857

948

Yongin

Paju

Icheon

Anseong

2,037

2,668

1,701

6,220

1,524

3,167

2,503

1,504

1,878

8,262

5,155

Gimpo

Hwaseong

Gwangju

Yangju

Pocheon

Yeoju

Yeoncheon

Gapyeong

Yangpyeong

3,058

4,223

2,880

2,595

2,519

1,858

1,087

1,238

2,629

Gwacheon

Table 2: Relative importance and priority of metrics for dementia management functions
Metrics 1
Establishment of dementia
management system
(0.178)
Dementia awareness
improvement
and Expansion of education
(0.104)
Promotion of dementia
prevention
(0.171)
Elderly people with dementia
Treatmentsupport
(0.222)
Elderly people with dementia
management reinforcement
(0.242)
Strengthening research
related Dementia
(0.084)

Metrics 2
Dementia management legislation
Establishment of regional dementia management policy
Assessment of Dementia Management Project
Promote interagency cooperation
Develop standardized operating manual
Dementia awareness improvement campaign
Medical Specialist Education
Non-Medical Specialist Education
Education for Joho
Expansion of early diagnosis facilities
Elderly Health Examination
Dementia checkup business
Dementia treatment management supporting fund
Additional appointment of dementia hospital
Dementia special ward operation
The number of people with Long-term care insurance for the elderly
The number of Elderly care comprehensive service
Prevention and finding of missing elderly person
Dementia Family Leave
Adult guardian system
Expansion of research institutes related to dementia
Strengthening the investigation of dementia
Expansion of research investment related to dementia

Weight
0.202
0.145
0.098
0.241
0.315
0.231
0.182
0.203
0.383
0.443
0.159
0.398
0.406
0.244
0.350
0.303
0.244
0.191
0.152
0.109
0.261
0.312
0.426

Priority Composite weight
3rd
0.035956
4th
0.025810
5th
0.017444
2st
0.042898
1st
0.056070
2st
0.024024
4th
0.018928
3rd
0.021112
1st
0.039832
1st
0.075753
3rd
0.027189
2st
0.068058
1st
0.090132
3rd
0.054168
2순위
0.077700
1st
0.073326
2st
0.059048
3rd
0.046222
4th
0.036784
5th
0.026378
3rd
0.021924
2st
0.026208
1st
0.035784

Final Priority
13th
18th
23th
10th
7th
19th
22th
21th
11th
3rd
15th
5th
1st
8th
2st
4th
6th
9th
12th
16th
20th
17th
14th

To explore the distribution of data, visualize it on the map as follows.

Figure 2: The distribution of Dementia
treatment management supporting fund

Figure 3: The number of people with
Long-term care insurance for the elderly

Figure 4: The number of Elderly care
comprehensive service
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Figure 5: The overall concept of the analysis process

2.2. Analysis process
In the analysis process, there are three stages. data preparation,
data processing, and data analysis. In the data preparation stage, data
which is collected are standardized through min-max normalization.
After that, the total amount of support fund for dementia treatment
for standardization, the number of long-term care insurance for the
elderly, and the total number of care services for the elderly were
weighted according to priority, and a composite index of dementia
management functions was calculated. And then, we calculated the
gap between the dementia management function composite index and
the demented person 's indicator index, and analyzed and visualized
the results.

2.3. Analysis implement
2.3.1. Data standardization
Each data is normalized to a value between 0 and 1 using the
Min-max standardization method which divides the value obtained by
subtracting the minimum value of the entire variable from the value
of the specific variable minus the maximum value of the entire
variable minus the minimum value.

Yangpyeong

0.1696

0.2198

0.1406

0.1333

Yangju

0.1662

0.2176

0.2333

0.2667

Hwaseong

0.3305

0.1824

0.3878

0.8667

Gimpo

0.2129

0.1692

0.1984

0.4000

Siheung

0.2239

0.1670

0.2436

0.2667

Gunpo

0.1569

0.1297

0.1602

1.0000

Gwangmyeong

0.1995

0.1165

0.2037

0.3333

Gwangju

0.1950

0.1099

0.2110

0.8000

Gwacheon

0.0000

0.0967

0.0000

0.0000

Guri

0.0760

0.0923

0.1070

0.5333

Anseong

0.1736

0.0747

0.1790

0.4667

Dongducheon

0.0749

0.0725

0.0950

0.4667

Osan

0.0581

0.0725

0.0731

0.1333

Icheon

0.1099

0.0681

0.1200

0.2000

Yeoncheon

0.0140

0.0549

0.0482

0.7333

Pocheon

0.1585

0.0505

0.1743

0.8667

Uiwang

0.0561

0.0374

0.0752

0.5333

Yeoju

0.0918

0.0308

0.1134

0.8000

Hanam

0.0939

0.0242

0.1108

0.5333

Gapyeong

0.0293

0.0000

0.0682

0.3333

2.3.2. Calculating composite index of dementia management

Table 3: Min-max standardization result for each indicator

function applying weighting
구분

Min-Max
Matric 1

Min-Max
Matric 2

Min-Max
Matric 3

Min-Max
Matric 4

Seongnam

0.8383

1.0000

0.7971

0.6000

Bucheon

0.7152

0.6659

0.7954

0.4667

Goyang

1.0000

0.5077

1.0000

1.0000

Suwon

0.8057

0.4945

0.8187

0.4667

Uijeongbu

0.4066

0.4044

0.4937

0.9333

Anyang

0.3988

0.3121

0.3921

0.5333

Ansan

0.4632

0.3011

0.3561

0.3667

Namyangju

0.5320

0.2989

0.5472

0.5667

Yongin

0.7381

0.2967

0.7456

0.6000

Pyeongtaek

0.4036

0.2835

0.3667

0.7333

Paju

0.4246

0.2242

0.3923

0.6667

In order to calculate the comprehensive index of dementia
management function of each city, the weight of each item was
given by reflecting the priority of each item and added up.

Figure 6: How to calculate comprehensive indicators of dementia
management function through weighting
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2.3.3. Calculating the gap between the index of dementia and the
dementia management function

lowest gap is identified as Yeoncheon.

3.2. Segmentation results

Figure 6: Calculating the gap between the index of dementia and the
dementia management function

3. Analysis Results
3.1. Overall results
The city / county with the largest gap among the 31 cities /
counties in Gyeonggi-do is Goyang and the city / county with the

In order to minimize the interpretation errors due to the
population size of the city / county and the number of patients with
dementia, the number of patients with dementia divided into three
groups, 0 to 5,000 (group 1), 5001 to 9,999 (group 2), over 10,000
(group 3). In the group 1, the gap was the highest in Siheung city,
the gap was the lowest in Yeoncheon, in group 2, the gap in Ansan
city was the highest and the gap in Uijeongbu city was the lowest,
in group 3, the gap was the highest in Goyang city, the gap in
Seongnam City the lowest.
Therefore, when government and local governments formulate and
implement policies related to dementia within a limited budget, the
efficiency of budget use can be improved by prioritizing them with
reference to the results of this analysis.

Figure 7: Treemap with the gap between the index of dementia and the dementia management function composite index
Table 4: Relative importance and priority of metrics for dementia management functions
순위
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19

레벨
Group1
Group1
Group1
Group1
Group1
Group1
Group1
Group1
Group1
Group1
Group1
Group1
Group1
Group1
Group1
Group1
Group1
Group1
Group1

구분
Siheung
Gwangmyeong
Icheon
Yangpyeong
Anseong
Gimpo
Osan
Gwacheon
Gapyeong
Hanam
Yangju
Dongducheon
Gwangju
Uiwang
Pocheon
Guri
Yeoju
Gunpo
Yeoncheon

간극
-0.0140
-0.0135
0.0002
0.0091
0.0108
0.0112
0.0267
0.0484
0.0579
0.0581
0.0659
0.0832
0.0833
0.0918
0.0924
0.1089
0.1176
0.1560
0.1746

순위
1
2
3
4
5
6
7
8

레벨
Group2
Group2
Group2
Group2
Group2
Group2
Group2
Group2

구분
Ansan
Namyangju
Paju
Bucheon
Anyang
Pyeongtaek
Hwaseong
Uijeongbu

간극
-0.1325
-0.1051
-0.0615
-0.0503
-0.0185
-0.0051
0.0504
0.1304

순위
1
2
3
4

그룹
Group3
Group3
Group3
Group3

구분
Goyang
Yongin
Suwon
Seongnam

간극
-0.2462
-0.2461
-0.2195
0.0208
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4. Implications and Limitations

4.2. Limitations

4.1. Implications

First, our analysis did not reflect the unique environment and
budget status of each city / county.
Second, we did not have complete control over the variables that
might affect the outcome such as the size of each city, county, the
number of population.
Lastly, due to the limitations of data collection, it did not reflect
all of the variables expected to have a greater impact on the
outcome.

First, the interpretation of the results shows that in the case of
Goyang City in Group 3, Goyang City was ranked high in each
metric of dementia management function measurement, but as a
result of calculating the weighted composit index, it was found that
the dementia management function is not yet sufficient to manage
the number of dementia patients.
Second, it is meaningful to calculate the quantitative index
considering the dementia management functions of the local
governments and to grasp the dementia management capacity of each
local government through comparison between the cities, counties.
Finally, when establishing and implementing policies related to the
government's dementia management, the results of this analysis can
be used to prioritize and improve the efficiency of policy
implementation and budget use.
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A study on the construction of artificial intelligence-based chatbot and
the acceptance intention in educational service
Beom-Seok SEO*, Tae-Hyeong KIM**, Eung-Kyo SUH***
1)2.

Abstract
This study introduces the case of building a chatbot system based on AI at the Metropolitan University and describes the result of analyzing
the acceptance intention of that chatbot based on the Technology Acceptance Model. The acceptance intention of DanAI chatbot was surveyed
through the questionnaire conducted to students participating in the chatbot open beta test. The questionnaire items were modified according to the
chatbot context based on the items of the TAM precedent study. For the open beta test, we set up the chatbot promotional booth in the library
and student building lobby, and explained to the students who visited the booth. A total of 193 students responded to the questionnaire. The
perceived ease of use had a significant effect on both usefulness and playfulness, and all three variables were positively related to the attitude
toward DanAI. The influence of perceived playfulness was found to be relatively larger than the usefulness and ease of use. The effect of
attitude toward 'Dahn' on intention to use the system was also analyzed as having a significant positive relationship. However, the perceived
usefulness and perceived playfulness did not appear to have any significant effect on the intention to use DanAI(The effect of perceived
usefulness on intention to use is significant at the 0.1 significance level. Through this study, we constructed an AI-based chatbot system for
educational services and analyzed the acceptance of chatbot based on TAM. Education is a field that needs to be considered, such as users,
personality, literacy, and competence. It is important to build a virtuous circle system that continuously accumulates high-quality data based on
AI, learns data, and stores forecast results. It is necessary to design and service the chatbot system considering that education is an important
field that determines the life of a person.
Keywords: Artificial Intelligence, Chabot, Education, Technology Acceptance Model.

1. Introduction
As the artificial intelligence(AI) technology develops recently, the
user interface is also changing. Until now, the interface between the
computer and the user has been operated on the basis of the correct
keyword or command, chatbot is being put into practical use based
on AI technology to communicate with a computer in a natural
language.
The market for AI-based chatbot is expected to grow at a CAGR
of 33% annually from US $ 419 million in 2017 to US $ 1,737
million by 2022 (about KRW 1.963 trillion), the impact on the
global economy is expected to grow from $ 51.3 billion in 2017 to
$ 132.4 billion in 2022 (Mind Commerce, 2016). (Min et al., 2017)
As a result, many companies are providing chatbot platforms and
APIs and providing chatbot services. Global IT companies such as
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Microsoft (CaptionBot), Google (Allo), and Facebook (Page Bot) are
offering the chatbot API, in Korea, Kakao and Naver provide a
platform business model that links companies and users to chatbot
(Heung-kuk Securities, 2017). It also provides chatbot services in
various industries. It provides customer consultation services using
chatbot in e-commerce, finance, and telecommunication fields. It also
provides services using public services such as legal knowledge
services and passport issuance services (Dong-Ah Park, 2017).
However, although it provides services using chatbot in various
industrial fields, there is a lack of cases in which chatbot is
developed and applied in the education service field. This study
introduces the case of building a chatbot system based on AI at the
Metropolitan University and describes the result of analyzing the
acceptance intention of that chatbot based on the Technology
Acceptance Model. It is the first case in the domestic education field
that has built its own AI chatbot without using the open API
provided by Google or KakaoTalk, and it will be a good reference
case for establishing the chatbot do.

2. Research Model Development
2.1. Chatbot
A chatbot, also called an interactive agent, means a system in
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which human and machine exchange information using natural
language such as voice or text(Park, 2017).

Moon and Kim (2001) analyzed the acceptance intention of the
chatbot using the research model shown in Figure 2, which was
studied in the world wide web context.

Figure 1: Architecture of AI Chatbot (Ghose and Barua, 2013)

A
chatbot
usually
analyzes
a
user's
input
natural
language(semantic mapper), a context mediator that understands the
intention and context, a topic navigator that extracts related
information from the database, And a response generator(Ghose and
Barua, 2013).
With the development of AI technology, the performance of
chatbot has increased. By learning the user's daily language, it is
possible to improve the understanding accuracy of input text and
speech, and to improve the accuracy of response through
accumulated dialog based learning (Heung-Kuk Securities, 2017).
Combined with AI technology, chatbot is attracting attention as a
new user interface.

2.2. Technology Acceptance Model and Perceived playfulness
The Technology Acceptance Model (TAM) is one of the strong
theories that explain the introduction and acceptance of information
systems in the information systems field(Son, et al., 2011). TAM,
first introduced by Davis et al. In 1989, is the main argument that
the higher the perceived usefulness and perceived ease of use of
information systems are, the more positive attitude toward the system
and the higher the intention to accept(Davis et al., 1989).
TAM has been studied and expanded by many scholars, and
research trends have also been conducted to see intrinsic factors such
as perceived playfulness as a factor of information system
acceptance(Son, et al., 2011). Many information systems are seeking
not only utilitarian value but also entertainment and hedonic value,
and thus perceived playfulness is also an important factor in system
acceptance intention(Son, et al., 2011).

Figure 2: Research Model

3. Method
3.1. DanAI Chatbot
In this study, we design and build a chatbot called DanAI, which
supports educational services. DanAI is an AI chatbot developed at
the Metropolitan University for the purpose of supporting the
undergraduate student’s learning and academic affairs. AI-based
DanAI chatbot implements the function of providing answers to
school life and administration (bachelor) in the first stage of
construction, and we will provide consulting services on employment
and career(Curriculum, Non-curriculum) based on individual
competence. Currently, DanAI has been developed until the first
stage of construction and provides counseling services for the school
affairs.
The DanAI system was designed with a machine-learning AI layer
added to the chatbot architecture (see Figure 3). By applying AI
technique, it is designed to provide answers to individual students by
performing inference and prediction on the answer data in the DanAI
server and on-campus database and suburban database. Figure 4
shows the screen of the DanAI chatbot.

2.3. Research model
The target information system of this study, chatbot, serves the
main purpose of providing information, but it is also important to
have fun and enjoyable function through human friendly and friendly
dialog interface. Therefore, in analyzing the acceptance intention of
the chatbot, we added the perceived usefulness, perceived ease of
use, and the playfulness of the TAM, and established a research
model to analyze the acceptance intention of the chatbot.

Figure 3: DanAI Chatbot System Architecture
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The research model was analyzed by structural equation modeling
method using PLS. First, reliability, convergent validity, and
discriminant validity of all items were normal.
Figure 5 shows the results of the research model analysis. The
perceived ease of use had a significant effect on both usefulness and
playfulness(t-value=0.573, 0.335), and all three variables were
positively related to the attitude toward DanAI(t-value: Usefulness=
0.247, Ease of Use =0.237, playfulness=0.468). The influence of
perceived playfulness was found to be relatively larger than the
usefulness and ease of use. The effect of attitude toward 'Dahn' on
intention to use the system was also analyzed as having a significant
positive relationship(t-value=0.616). However, the perceived usefulness
and perceived playfulness did not appear to have any significant
effect on the intention to use DanAI(The effect of perceived
usefulness on intention to use is significant at the 0.1 significance
level).

Figure 4: DanAI Chatbot Interface

3.2. Acceptance intention of DanAI
The acceptance intention of DanAI chatbot was surveyed through
the questionnaire conducted to students participating in the chatbot
open beta test. The questionnaire items were modified according to
the chatbot context based on the items of the TAM precedent study.
For the open beta test, we set up the chatbot promotional booth
in the library and student building lobby, and explained to the
students who visited the booth. A total of 193 students responded to
the questionnaire.

4. Results
The analysis was carried out using 192 cases, excluding 1 case
that there is many unanswered data among 193 questionnaire data.
95 males and 98 females showed little difference in sex, There were
39 freshmen, 39 sophomores, 53 juniors, and 59 seniors(3
non-respondents) juniors and seniors participated more.
Table 1 shows the descriptive statistics for the questionnaire
responses. As a result of descriptive statistics based on the 5-point
scale, the answer was "Yes" for all variables and “Use Intent” was
highest as 4.30 points.
Table 1: Demographics statistics
Variable

Mean

S.D.

Variable

Mean

S.D.

Ease of Use

4.19

0.92

Attitude

4.10

0.92

Usefulness

3.76

0.99

Use Intent

4.30

0.92

Playfulness

3.77

0.97

(P-value: ***= 0.001, **= 0.01, *= 0.05)
Figure 5: Result of Research Model

5. Conclusion
Through this study, we constructed an AI-based chatbot system
for educational services and analyzed the acceptance of chatbot based
on TAM. Education is a field that needs to be considered, such as
users, personality, literacy, and competence. It is important to build a
virtuous circle system that continuously accumulates high-quality data
based on AI, learns data, and stores forecast results. It is necessary
to design and service the chatbot system considering that education
is an important field that determines the life of a person.
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Exploration of Research Trends in The Journal of Distribution Science Using
Keyword Analysis*
Woo-Ryeong YANG**
1)2.

Abstract
The purpose of this study is to find out research directions for distribution and fusion and complex field to many domestic and foreign
researchers carrying out related academic research by confirming research trends in Journal of Distribution Science (JDS). To do this, I used
keywords from a total of 904 papers published in the JDS excluding 19 papers which were not presented with keywords among 923. The
analysis utilized word clouding, topic modeling, and weighted frequency analysis using R program. As a result of word clouding analysis,
customer satisfaction was the most utilized keyword. Topic modeling results were divided into ten topics such as distribution channels,
communication, supply chain, brand, business, customer, comparative study, performance, KODISA journal and trade. It is confirmed that only the
service quality part is increased in the weighted frequency analysis result of applying to the year group.The results of this study confirm that the
JDS has developed into various convergence and integration researches from the past studies limited to the field of distribution. However, it is
clear that the JDS's identity is based on distribution. Therefore, it is also necessary to establish identity continuously through special editions of
fields related to distribution.
Keywords: Research Trend, Distribution Journal, Keywords Analysis, Word Clouding, Topic Modeling,

1. Introduction
Recently, media reports on the non - morality of ghost
conferences and ghost conferences such as WASET(World Academy
of Science, Engineering and Technology) and OMICS International
have been published as social reprimands for the ethics and
intentions of domestic researchers. In this situation, many institutes
are making efforts for development together with the role of the
journal and the ethics of the ethical standards, and the researchers
are also participating in the efforts of the institutes.
As of May 21, 2019, there are a total of 9,393 registered
institutions in the Korea Citation Index (KCI), and 3,749 academic
associations were reported among these (KCI, 2019). According to
KCI statistics, there are a total of 2,339 KCI journals (including
candidate journals) of 5,549 registered journals. Among them, the
total number of academic journals in the humanities and social
sciences was 1,702, accounting for 69.8% of the total.
The Journal of Distribution Science (JDS) which is adopted as an
analysis subject in this study is the leading academic journal of
Korean distribution science society established in 1999 and applied
as Scopus indexed since January, 2016. Currently, ths JDS which
aims to study convergence and integration studies is the largest

* This paper has been represented 2019 International Conference on Business
and Economics (ICBE 2019). Reviewed by new discussion of two panelist
and revised faithfully reflected by three anonymous reviews. And I would
like to thank Professor Hoe-Chang Yang for giving me advice on
completing my paper and Chan-hyung Kim for helping with data coding.
** Hanyang University, Korea. E-mail: wooryeong325@naver.com

academic journal in the field of humanities and social sciences in
Korea. The reason why this study is interested in the research of
distribution science is as follows. First, the JDS is a representative
journal which is actively responding to rapid changes in the
distribution industry in the field of distribution. Second,
KODISA(Korea Distribution Science Association) which publishes
JDS presented the journal development strategy from 2015 (Youn et
al., 2015) because of the importance of unethical ghost society issues
and the ethics of researchers in advance, and operates to clearly
establish compliance with publishing ethics such as plagiarism
(Hwang et al., 2015). Third, the JDS is considered to be a
representative academic journal for the future development of
academic journals (Hwang et al., 2017; Hwang et al., 2018).
The Journal is a mirror of practical interest as well as theoretical
interest in the discipline, and the journal is not only a beacon to tell
the direction of the theory system and research method, but also it
is very important to analyze the articles published in the journal in
that it is a historical record that contains the footprints that have
changed and developed (Kim et al., 2011). In this respect, the JDS
has published a research trend analysis (Kim et al., 2010) in 2010,
and the research that establishes the future strategy for KODISA
related journals from 2017 (Hwang et al., 2017; Hwang et al.,
2018), but it is an unsatisfactory point that the JDS's research trend
has not been thoroughly reviewed.
The purpose of this study is to investigate the research trends of
the JDS which is the largest academic journal for distribution,
convergence and integration field to many domestic and foreign
researchers carrying out related academic research by confirming
research trends. This study I tried to confirm the research trend by
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analyzing various test such as text mining, weighted frequency
analysis, topic modeling and so on for a total of 923 papers
published in 2018 from the 2004 paper in which keywords were
registered in the JDS.
The results of this study will provide a variety of issues to make
the JDS which is the largest publication in the distribution field
become a world-class academic journal, and that researchers in the
field of distribution will be able to quote research on the JDS and
present opportunities for better research results. As a result of
frequency analysis, 12 to 20 articles were published annually from
2004 to 2010, and the number of articles was increased from 36 in 2010
to 91 in 2013 and more than 100 articles were published since 2014.

2. Research Method
2.1 Subject of Research
As mentioned previously, a total of 904 papers out of a total of
923 papers published in the JDS excluding the 19 papers with no
keywords were analyzed. Therefore, this study tried to identify the
change of trend after classifying the year into three groups after
analyzing the whole.
Table 1: Results of Frequency Analysis
Year

Publish Frequency

Year

Publish Frequency

2004

13

2012

64

2005

13

2013

91

2006

16

2014

124

2007

12

2015

136

2008

12

2016

157

2009

20

2017

109

2010

19

2018

101

2011

36

Total

923

were identified through topic modeling which is frequently used in
text mining. To do this, topic modeling on all articles were tried in
the JDS, naming them for each topic, and classifying them into year
groups for the purpose of confirming the phenomenon. Topic
modeling is a statistical model for finding hidden topics in a
document based on the LDA (Latent Dirichlet Allocation) algorithm
(Blei et al., 2003; Blei & Lafferty, 2007; Kang et al., 2018). This
study also extracted the topic modeling results using the LDA
package provided by R. The LDA algorithm, which complements the
disadvantages of the LSA algorithm, is an algorithm that can derive
a higher classification success rate using the Gibbs sampling method.
However, the LDA needs to find out the number of topics by the
researcher and find out the most optimal number of topics K
through several analyzes. There is also a disadvantage that the
researcher must specify the topic name, but it is known that better
insight can be derived from frequency analysis. Many previous
studies (e.g, Hwang & Hwang, 2018; Kang et al., 2018; Kim &
Kim, 2019) also used topic modeling. The extraction process which
applies samples to three algorithms to find topics among the lean
documents among the functions provided in the LDA package is
using lda.collapsed.gibbs.sampler based on the study of Kang(2016).
This is to estimate the distribution of the keywords which is a
probabilistic model of what subjects exist in each document for a
given document by topic using LDA. Through this process, it is
expected to derive various topics of the JDS. Fourth, weighted
frequency analysis was carried out to confirm the change of
keywords classified into three groups. This is because the result of
analyzing by topic modeling by year group does not have a time
series meaning as mentioned above. Instead, it is expected that it
will be possible to confirm which keyword is important for each
year group by analyzing the ratio of major keywords based on the
whole keywords of the year group.

3. Research Results
3.1. Word Frequency Analysis and Word Clouding

2.2 Research Procedure
This study used a web crawling on KODISA homepage to
conduct the research but failed to search and index the abstracts and
keywords together and tried to analyze them through the following
procedure. First, I performed the coding work to transfer the title
and keywords of the JDS list to a spreadsheet. Second, the word
clouding was performed during text mining after reviewing previous
studies (Choi et al., 2017; Kang et al., 2018; Kim & Jin, 2013;
Woo & Chang, 2016). The analysis visualized the results using the
wordcloud package and the RColorBrewer package provided by R.
Prior to the analysis, white space is used in the keyword for the
analysis. Since word clouding is a process to see overall trends, I
excluded the publication year from the analysis and use only
keywords. The frequency of keywords was extracted from corpus
using VCorpus, which generates volatile corpus, and word.freq was
extracted by creating DocumentTermMatrix. Also, by sorting the
word.freq, the keywords are sorted in the order of high frequency to
confirm the top 20 keywords. Third, the topics of the keywords

The results of the word frequency analysis and the word clouding
for the papers published in the JDS are shown in <Figure 1> and
<Table 2>.

Figure 1: Word Cloud for Keywords
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Table 2: Frequency Analysis for Keywords
Rank

Keyword

Fre.

1

Customer Satisfaction

33

2

Traditional Market

23

3

Job Satisfaction

17

3

Purchase Intention

17

3

Service Quality

17

6

Satisfaction

16

7

Trust

14

8

Brand Image

13

9

Distribution

12

9

Repurchase Intention

12

11

Brand Attitude

11

11

Customer Loyalty

11

11

Franchise

11

11

Revealed Comparative Advantage

11

11

Trade Specialization

11

16

China

10

16

Corporate Social Responsibility

10

16

Loyalty

10

16

Perceived Value

10

20

Brand Equity

9

sufficient to explain the trend of the articles keyword because of the
most frequent keyword 'customer satisfaction' accounts for a very
small portion of the total theses keywords. Therefore, specific topics
of 3003 keywords were extracted through topic modeling and to
confirm research trends in the JDS.

3.2 Topic Modeling
Topic modeling is a statistical technique for analyzing words in
the original text to understand the subject of the document. It is a
technique for classifying documents based on the relationship
between sentences and words under the assumption that the
documents are composed of various topics (Won & Kim, 2014).
Topic modeling is used for keyword analysis in this study because it
performs not only the subject classification but also the additional
function such as finding the homonyms as well as reducing the
dimension of the word. Also, the process of determining the number
of topics determines whether the difference in perplexity is the
smallest (Ryu, 2018), or the maximum number of subjects can be
determined from the maximum parameters through the method of
Griffiths & Deveaud or the minimum parameters from the method of
CaoJuan & Arun (Griffiths & Steyvers, 2004; Grun & Hornik,
2011). In addition, it is known that the appropriate topic number can
be determined from researchers' intuition (Kang et al., 2018).
The results of deriving all the published articles in the JDS into
10 topics are shown in <Table 3>. As a result of the analysis,
<Topic 1>, named as ‘distribution channel’, is consisted of franchise,
distribution, and traditional market. <Topic 2>, named as
'communication', is composed of word of mouth, marketing
communication, and social media so on. <Topic 3>, named as
‘supply chain’, is consisted of SCM, supply chain, etc. <Topic 4>,
named as ‘brand’, is consists of brand image, brand attitude, brand
loyalty. <Topic 5>, named as ‘business’, is consists of business
model, small enterprise, cash management, etc. <Topic 6>, named as
‘customer’, is consists of customer satisfaction, customer loyalty,
customer value, etc.

Note) Fre. : Frequency.

The results of keyword frequency analysis are as follows. A total
of 3,242 corpus were extracted from more than 900 papers published
in the JDS for the past 15 years. It was confirmed that the JDS
mainly deals with what kind of keywords such as "Customer
satisfaction" keywords appear 33 times (3.58%), "traditional market"
appears 23 times (2.5%), and "job satisfaction" appears 17 times
(1.84%) as shown in <Table 2>. This result means that the JDS is a
convergence and integration journal covering not only distribution but
also various disciplines. However, the frequency analysis itself is not
Table 3: Some terms of 10 topics
Topic1
(Distribution channel)

Topic2
(Communication)

Topic3
(Supply chain)

Topic4
(Brand)

Topic5
(Business)

franchise

word of mouth

supply chain collaboration

purchase intention

social capital

commitment

corporate social responsibility

information sharing

brand image

business performance

distribution

data mining

scm

satisfaction

business model

revisit intention

hedonic value

supply chain management

brand attitude

corporate governance

traditional markets

korean wave

store loyalty

loyalty

franchise system

conflict

behavioral economics

performance

perceived value

environment

dea

construal level theory

consignment

brand equity

export performance

distribution channel

marketing communication

distribution science

consumer attitude

IPA

flow

moderating role

management

perceived quality

market orientation

management efficiency

social distance

service satisfaction

repurchase intention

small enterprise

marketing

social enterprise

service quality

trust

lifestyle

psychological distance

social media

convenience store

brand loyalty

autonomous co-creation

recontract intention

social value

CSR

customer satisfaction

brand agricultural products

social presence

utilitarian value

opportunism

attitude

cash management

online shopping

conspicuous consumption

service value

brand wareness

confidence
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Topic6
(Customer)

Topic7
(Comparative study )

Topic8
(Performance)

Topic9
(KODISA Journals)

Topic10
(Trade)

customer satisfaction

china

job satisfaction

marketing strategy

revealed comparative advantage

customer loyalty

japan

traditional market

efficiency

trade specialization

service quality

india

organizational commitment

retail industry

trade structure

traditional market

korea

self efficacy

consumer behavior

trade intensity

discount store

SCM

turnover intention

distribution industry

market share

corporate social responsibility

repurchase intention

trust

and business jafeb

competition

consumption emotion

buying intention

innovation

capital structure

discount stores

east asian journal of business
management

organizational culture

shopping value

comparative study

emotional labor

relationship quality

distribution channels

visual merchandising

economics

steel distribution industry
car industry

customer value

economic growth

authentic leadership

international journal of
industrial distribution and
business ijidb

department store

foreign direct investment

Chinese consumers

journal of distribution science

cee

consumer

FTA

creativity

journal of finance

customer oriented selling
behavior

customer participation

investment

CRM performance

korea distribution of science
association

data envelopment analysis

consumer behavior

social responsibility

department stores

logistics hub strategies

determinants

behavior intention

marketing strategy

emotional intelligence

north east asia

dissatisfaction

Table 4: Results of keyword trend search by year using topic modeling

Topic 1

Topic 2

Topic 3

Topic 4

Topic 5

Topic 6

Topic 7

Topic 8

2004~2009
(69 papers)

2010~2013
(210 papers)

2014~2018
(625 papers)

circumstance surrounding drug stores

service quality

china

controllability of the cause

store loyalty

supply chain collaboration

department stores

discount store

japan

business model

marketing strategy

job satisfaction

commitment

corporate governance

organizational commitment

franchise

data mining

turnover intention

pharmaceutical industry

traditional market

customer satisfaction

distribution system

business performance

repurchase intention

efficiency

buying intention

customer loyalty

agricultural

franchise

distribution science

agrofood

word of mouth

supply chain

already built market

perceived usefulness

self efficacy

customer satisfaction

consumer attitude

satisfaction

relationship marketing

purchase intention

brand image
revealed comparative advantage

trust

brand image

distribution

traditional market

evaluation model

marketing

Chinese consumers

retail competition

4sshop

consumers value

social distance

discount store

information sharing

service quality
corporate social responsibility CSR

merchandising

art marketing

traditional market

asset specificity

dea

alternative choice

SSM

traditional market

attribute information

performance

relationship quality

attribute intensifying

small businesses

word of mouth
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Topic 9

Topic 10

scm

innovation

retail industry

service justice

efficiency

corporate social responsibility

apartment market

job satisfaction

social capital

market

customer satisfaction

brand loyalty

department store

india

brand attitude

competition

CRM

authenticity

Table 5: Results of Frequency Analysis of Year Group Keywords

Raking

2004~2009
(69 papers)

2010~2013
(210 papers)

2014~2018
(625 papers)

Keyword

Fre.

Keyword

Fre.

Keyword

Fre.

1

Customer Satisfaction

6

Traditional Market

12

Customer Satisfaction

19

2

Discount Store

4

Customer Satisfaction

8

Job Satisfaction

15

3

Department store

3

Consumer Attitude

5

Purchase Intention

12

4

Business Model

2

Consumption Emotion

5

Satisfaction

12

5

Commitment

2

Purchase Intention

5

Service Quality

12

6

Distribution

2

Repurchase Intention

5

Brand Attitude

10

7

Franchise

2

SSM

5

China

10

8

Market

2

Brand Image

4

Corporate Social Responsibility

10

9

Marketing

2

Franchise

4

Trust

10

10

Merchandising

2

Marketing Strategy

4

Brand Image

9

11

Pharmaceutical Industry

2

Perceived Quality

4

Customer Loyalty

9

12

Relationship Marketing

2

Performance

4

Distribution

9

13

SCM

2

Satisfaction

4

Revealed Comparative Advantage

9

14

Service Justice

2

Service Quality

4

Trade Specialization

9

15

Store Value

2

Small Businesses

4

Traditional Market

9

…

…

…

…

…

…

…

Total
Keyword

276

788

2,178

Note: Fre. : Frequency, ( ): Number of Articles.

<Topic 7>, named as ‘comparative study’, is consists of China,
Japan, India, Korea, etc. <Topic 8>, named as ‘performance’, is
consists of job satisfaction, organizational commitment, turnover
intention, etc. <Topic 9>, named as ‘KODISA Journals’, is consists
of JAFEB, EAJBM, JDS, etc. Finally, <Topic 10>, named as ‘trade’,
is consists of trade specialization, trade structure, trade intensity, etc.
However, it was confirmed that there is no statistically significant
association between more than two words in the result of association
rule analysis of keywords.
On the other hand, the topic modeling results classified into three
year groups are as follows. For each topic, only three keywords for
each year group are presented in <Table 4>.

3.3 Frequency Analysis of Year Group Keywords Using
Weights
The frequency analysis results for all keywords are presented in

<Table 2> above. However, it is necessary to analyze by year group
in order to confirm the research trend of the JDS. The results of
frequency analysis by year group are shown in <Table 5> and
<Figure 2>.
In this study, trend was confirmed by applying weights reflecting
the whole keywords of the year group for the main keywords of
each year group. However, the keywords included in all three years
were 'customer satisfaction', and the keywords included two or more
were only 'distribution', 'traditional market', 'purchase intention' and
'service quality'. Therefore, the occupancy rate of these keywords was
calculated on the total number of keywords for the year group, and
the weighted index by multiplying all keywords. As a result of the
analysis, it is confirmed that only 'service quality' is increasing
compared to 2010~2013. These results suggest that JDS is evolving
into a variety of convergence and integration researches rather than a
crystallization of research limited to the distribution in the past.
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Figure 2: Results of Results of Frequency of Year Group Keywords

Woo-Ryeong YANG / KODISA INTERNATIONAL CONFERENCE: ICBE 2019 479-486

Figure 3: Results of Weighted Keyword Trend Analysis

4. Results
The purpose of this study is not only to explore the direction of
the JDS by exploring the its research trends, but also to provide the
opportunity for related researchers to quote the JDS actively to
present better research results.
The analysis results and implications are as follows. First, results
of word clouding for 3,242 keywords of the JDS showed that
'customer satisfaction' is the most used keyword, and it was
confirmed that it was utilized in order of "traditional market" and
"job satisfaction". For example, if there are many reports on
customer satisfaction related to off-line distribution agencies (e.g.
Kim & Bae, 2005; Koo, 2005; Park et al., 2006) in past studies, it
was reported that customers using online retailers such as the
Internet, mobile shopping, etc (e.g. Choi & Kim, 2018; Hahn et al.,
2018; Kim & Yoo, 2018) were the reports in recent studies. This
result implies that the JDS is changing into researches that are
actively responding to recent social issues. Second, results of topic
modeling is used to derive the ten topics related to distribution
channel, communication, supply chain, brand, business, customer,
comparative study, performance, KODISA Journal and trade. Third,
the keywords included in all three groups were 'customer satisfaction'
as a result of dividing all the keywords into year groups, and it was
confirmed that the keywords including two or more are only
'distribution', 'traditional market', 'purchase intention' and 'service
quality'. Fourth, 'service quality' was found to be higher than that of
2010 ~ 2013 group as a result of comparing the weighted indices of
four keywords. This result suggests that the researchers' published
articles in the JDS is increasing in the field of 'service quality', and
that the JDS has developed into various convergence and integration
researches from the past studies limited to the field of distribution.
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However, the identity of JDS is based on distribution. If the
diversity of the JDS research topic neglects the study of the
distribution field which is classified as the core competence of the
value chain, it may expose limitations in positively affecting the
development of the distribution industry and presenting the direction.
Therefore, the JDS needs to establish and operate an effective
journal development strategy such as issuing special editions for
specific fields of the distribution industry.
Although this study is the first attempt to provide various insights
in attempting keyword analysis on the papers published in JDS,
there are some limitations that need to be addressed in future
research. First, 'Keyword utilization' of topic modeling which is
mainly used in this study is the main limitation. Topic modeling is
a statistical technique for analyzing words in the original text to
know the subject of the document. Therefore, although this selection
is not smooth due to Web crawling in JAMS(Journal & Article
Management System), future studies will be more sophisticated if
topic modeling using abstracts or entire titles is applied. Second, the
number of topics was arbitrarily decided which is also a limitation
point of the analysis using keywords, not sentences. The number of
topics used in this study was randomly decided because it was
analysis using keywords and not sentences. Finally, there are
limitations that did not include research trends of other journals of
KODISA because it publishes not only JDS but also various diverse
academic journals. Therefore, keyword analysis of JDS alone is
likely to be limited. It would be desirable to carry out a research
that can reflect the characteristics of the journals and the abstract
analysis of the entire KODISA journals.
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Coffee consumption in Korea and Japan: An analytical study
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Abstract
The purpose of this study is to examine the coffee consumption patterns and behaviors of Korea and Japan and compare between the two
countries in line with the rising consumption patterns of coffee for Asia. This study was analyzed through a qualitative research on the coffee
consumers of Korea and Japan. Previous studies on the coffee consumption patterns of the countries or consumer behaviors were analyzed. The
role coffee played in the society of these two countries were examined. The results show that each country was unique in its emphasis of coffee
in the society and how they were shaped by it. Asia was shown to be one of the fastest growing consumers in terms of coffee consumption
compared to other continents. Consumption of coffee and its frequency was varied by the demographic age groups as well as gender, whereas
Korea was more influenced by the coffee shops and international brands. It is of significant interest to marketers that the rise in coffee
consumption is the fastest for Asia compared to other regions, and methods of tailoring to the different demands of consumers based on country
and their respective cultures should be pursued in the future.
Keywords: Coffee, Consumption, Consumer Behavior, Korea, Japan.

1. Introduction
With the rise of globalization and increases in economic states for
countries as well as life expectancy rates, consumption rates for
people around the globe are increasing as well. One of the most
important consumption patterns that have become a form of lifestyle
is the food and drink industry. Globalization and worldwide trade
have enabled consumers access to products they would not have
otherwise have been able to acquire with ease in their home
countries.
Coffee is one of the most consumed drinks in the world after
water, with an estimated consumption rate of eight million tons per
year (ICO). In line with this, world coffee production has also risen
in 2017/18, with an increase of 4.8% compared to 2016/17, for a
total of 163.51 million bags produced (ICO). But, the increase in
coffee production has resulted in decreased coffee prices, such as a
drop of 12.8% in Columbian milds and 15.9% in other milds,
according to the International Coffee Organization statistics. It is
worthwhile to note that despite these trends, coffee still remains a
highly traded commodity, and its production along with consumption
levels, are steadily rising globally.
To note in the rise of world coffee consumption is the regions of
Asia and Oceania, where they are most rapidly increasing in
consumption compared to other continents, with an estimated 35.9
million bags, a rise from previous years (ICO). Thus, it would be
advantageous that research is conducted in this field specifically for
these regions of increasing coffee consumption. The markets and
businesses would be able to approach these regions where consumer
growth is promising and become knowledgeable about how to better
* Paichai University, KOREA

cater to these areas. This study will be an analysis on coffee
consumption and its consumers for the countries of Korea and Japan,
two countries where studies in this field has not yet been studied.
As shown through statistics of the growth of Asia in terms of coffee
consumption, it will be insightful to understand more about the
consumption statuses of these countries. Discussion on the coffee
consumption between the three countries will be assessed, and the
limitations of this study, as well as future directions for research,
will be suggested as well.

2. Coffee consumers and consumption
Coffee is one of the most consumed and demanded commodities
in the world. Because of its status as one of the most popular
beverages, it has been the subject of focus for many researchers and
marketers. It will continue to rise as one of the main consumer
products in the globalized markets. With the shifting in trends for
consumption patterns, it is becoming more important for marketers to
assess how their consumption patterns are changing. With the results
demonstrating that Asia is one of the fastest growing consumers in
coffee consumption by the International Coffee Organization, it will
be of significant importance to conduct various studies on the impact
coffee has on the lifestyles of the Asian countries. Not only that, the
ways it can increase the consumption patterns of those consumers
will also be an imperative study as well.
Coffee is one of the unique products in the market in that it has
the ability to cater to various palettes and consumers, while
maintaining its core aspect. It offers a large variety of brands and
flavors to choose from that differ depending on the type of coffee
bean that has been used based on country, and the method used to
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roast the coffee beans for however a long period of time. These are
just a few of the ways that diversity can be conferred to the coffee
beans, that add to the taste and texture and aroma of the coffee that
is offered to the consumers based on their preferences. It is a
unique aspect, and one that can be utilized further in the global
markets.
Another aspect of studies on coffee consumption and markets
have been based on the distribution between the producing and
consuming countries (Valkila et al., 2010). There have been many
coffee certification schemes such as the Rainforest Alliance, Organic,
and Fair Trade to implement the farmers in coffee-producing
countries with increased income. These are all in line with increasing
awareness of the producers and consumers in coffee, since coffee
beans cannot be produced in every country, and must be exported
from a select few countries to the wider markets worldwide.
In regards to the coffee consumption countries, the USA was
shown to be the highest coffee consumer, with 25 million bags
consumed, followed by Brazil with 20 million bags, and also as the
largest coffee producer in the world, with 55 million bags (ICO).
The highest consumption is the European Union, but in terms of the
strongest growth rates, it can be seen that Asia and Oceania were
the highest.
Consumers are offered a wide range of choices in coffee, from
the regular, to the premium to the gourmet brands, and those in the
types of cappucino or expresso as well. Not only that, coffee is
offered in coffee shops or in vending machines and the consumer
chooses where to consume the coffee. This also is dependent on the
cultural values of the consumers and plays a large role in the types
of coffee that become popular or are consumed. There is no doubt
that coffee plays a pivotal role in the cultural aspects and shapings
of the economic state of a country, and is an important commodity
regardless of the geographical location or the culture of the
consumers of the country that they reside in.
One of the main reasons that the USA can be seen as the largest
coffee consuming country is because in part of the culture, where
they have also produced the leading coffeehouse brand Starbucks. In
comparison to this, countries such as the UK or Japan might have
lower coffee consumption levels because of their culture and tradition
veered to a more tea consumption mediated society (Bissinger &
Leufkens, 2017).
With this in mind, the study of coffee and how it is consumed
will be enlightening for future marketers, but also to seek the trends
in the growing market of coffee for different countries. How coffee
came to be introduced and popularized in a country will tell as
much as the current standing on the consumption of coffee in terms
of a global standpoint. Rising coffee consumptions will only continue
on an upward trend, and it is an important role that marketers will
play in interpreting the results of the consumers and what their
preferences are as well as what they might be in the future of
coffee consumption.

3. Coffee consumption for Korean consumers
Coffee has played an integral role in the Korean consumer
lifestyle. As with other countries, the consumption of coffee has

increased in the past several decades, and will only continue at an
upward trend. The interesting factor of coffee consumption in Korea
has been that coffee was mainly consumed from vending machines
until the late 1990s. It has been a recent trend that coffee shops
have arrived on the scene and dominated the coffee industry in
Korea. As of 2010, there are around over 2000 coffee name-brand
shops in Korea (Kim, 2009). The shops are various, from those that
are locally owned, such as names of Angel In Us or privately
owned coffee shops, and those of foreign brands, the most
recognizable being Starbucks and Coffee Bean. With the change
from the vending machine coffees to the coffee shops, the prices for
coffee has also increased over 10-fold.
A key aspect has been that the dominance of the coffee shops to
the vending machines have been sudden and almost all-consumingmany consumers in Korea are now found to be consuming coffee in
coffee shops and rarely from the vending machines. This can be
attributed to many factors, namely that of the cultural aspect, which
is the collectivist culture. This is particularly strong when it comes
to the consumer experience in Korea, as they tend to be more
influenced by the trends of their social groups and attribute their
sense of self into those groups (Triandis, 2001; Lee & Hyman,
2008).
Thus, coffee consumption can be related in part to a strong
intrinsic quality of having effects on how Koreans view the store
itself, and the brand image, and not only the quality of the coffee.
The need for Koreans to be involved in the trends of the collectivist
society, as well as pursue self-recognition in the groups and have a
certain self-image, such as seeming to be modern and westernized,
have aided in their consumption of coffee (Babin et al., 2006). The
trend of frequenting coffee shops that have recognizable brand names
might also stem from this collectivist mentality that is an intrinsic
part of the culture as well (Kim, 2009). Thus, consumers, such as
those of the younger generation, might be more susceptible and
highly inclined to be seen as someone that enjoys and embraces
western culture through the affiliation of them visiting and enjoying
coffee from name brand coffee shops (Litvin & Kar, 2004; Park et
al., 2008).
Coffee is an integral part of Korean society, and one which
seems that the coffee is enjoyed as much for its affiliations of being
with the trend as is with its taste. Coffee has long been growing as
an essential part of the Korean lifestyle, and many marketing ploys,
such as those of offering coupons for free drinks for every several
drinks from a coffee shop, as been effective in keeping customers
and offering incentives for consumption (Lee & Yeu, 2010). This is
in line with other ploys such as the understanding that factors not
only related to the coffee itself, such as the sensory properties, but
also those of the contextual factors, will play a significant role.
These include the consumption environment, as well as the social
facilitation, and the ambiance, as well as the motives for
consumption (Meiselman et al., 2000; Labbe et al, 2015).
Additionally, coffee consumption from a study of college students
had found that compared to their Chinese counterparts, the Korean
students preferred coffee from coffee houses as opposed to those
from vending machines or canned and bottled coffee. Ways that the
research found canned or bottled coffee might appeal more to the
students in the future was on the taste and volume of the coffee, as
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well as the concentration and variety of the coffee types (Kim et al.,
2011). This has many implications for the coffee industry, in that it
should increase its quality for coffee regardless of the manufacturing
method, and that canned and bottled coffee might still become more
popular if these factors were met.

4. Coffee consumption for Japanese consumers
Coffee is an important commodity for the Japanese people, as
shown by the statistics from the International Coffee Organization
citing Japan as one of the five largest markets on coffee
consumption. Coffee was introduced to the Japanese people in the
19th century and has since then been closely related to the changes
in the Japanese society, such as the political and economic aspects
(Grinshpun, 2013). Not only this, coffee was seen from many years
before as a platform for which society was heavily integrated into.
Places such as coffee houses were a place where consumers did not
only go for drinking coffee, but also for conducting businesses,
catching up with friends, or talking politics, to name a few
(Nakamoto et al., 1990). In terms of per capita of importing and
productions, Japan ranked 26th for coffee, according to the
International Coffee Organization (ICO).
Coffee is served in various ways in Japan, and includes methods
such as the coffee presses, instant coffee, canned, drip filter, and
single-cup filter bags, to name a few. While it has been noted that
traditionally, Japan was more thought to be inclined to tea than
other beverages, it has been increasingly evident in its consumption
of coffee that tea and coffee were both important commodities in
their society. The role of coffee and tea might have varying roles in
households as well. It was shown that black and green tea were
luxury products in the household, whereas coffee was considered a
necessity (Yohannes & Matsuda, 2016). Not only this, the role of
tea and coffee in the society of Japan could also be considered in
terms of the socioeconomic and demographic differences. Not
surprisingly, the elderly was shown to prefer tea to coffee for a
various reasons, including those of the health benefits of tea and the
tradition. Adults, on the other hand, drank both tea and coffee that
were canned, as they were more convenient and largely sold in
convenience stores (Yohannes & Matsuda, 2016).
Interestingly, the changes in weather were also seen to affect the
consumption rates for Japanese consumers. In seasonal changes such
as warmer months, it could be observed that tea and coffee
beverages in convenience stores or vending machines were popular
(Yohannes & Matsuda, 2016). Understanding consumer behaviors in
relation to seasonal changes, especially for those of beverages like
coffee investigated in this study, is imperative for assessing
accurately the different demands and purchasing patterns of
consumers to maintain their psychological homeostasis (Parker &
Tavasolli, 2000; Agnew & Palutikof, 1999; Zheng & Kaiser, 2008).
There are many reasons the Japanese consumers drink coffee, and
they include reasons such as the quality of the coffee, the flavor or
the aroma, and to enhance the atmosphere of the conversation in a
social gathering (Nakamoto et al., 1990). Consumers also preferred
the gentle aroma of the coffee, as well as its mild taste, and the
mild bitterness, to mention a few (Nakamoto et al., 1990).
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The unique demographics curve of the Japanese people compared
to other countries around the world, with a higher number of the
older age consumer segment population than any other country, also
plays an important role in consumption. Marketers have placed
emphasis on the brand choices of such demographic consumers in
Japan, and coffee consumption is no exception. It has been assumed
that demographically older consumers would be different in their
consumption choices, such as leaning towards more well established
brands (Lambert-Pendraud & Laurent, 2010). In the case of Japan
and its coffee consumptions, five well known brands in that country
for instant coffee of Nescafe Excella, UCC, Nescafe President,
Maxim, and Blendy was examined. With the age group divided and
assessed differently, it was shown that there were differences
between age and gender in terms of coffee consumption brand types
(Singh et al., 2012). Older consumers, both male and female, tended
to have similar purchase frequencies, whereas females in the younger
demographic category had a higher purchasing frequency compared
to their male counterparts (Singh et al., 2012).

5. Discussion
The coffee industry has been growing at an exponential rate. It
can be seen that with the ushering of globalization on the markets,
the consumption patterns and import and export have been increasing
at a rapid rate. Coffee is and will be an important commodity for
people all over the world. The main question lies in the utilization
of this knowledge and ways that marketers can appeal to the
every-growing consumption patterns of consumers from different
backgrounds and cultures. As could be seen from the comparison of
coffee consumption for the consumers from similar yet different
cultures, coffee serves not only as a drink, but as a means to be a
buffer for conversations on politics, business, and social gatherings.
The example of Korea coffee shops growing at an exponential
rate reflects on the growing trend of Korean consumers to be more
connected withe the western world and consume in what they
consider to be trendy for coffee. The younger generation are highly
affected by the collectivist mentality and will be more willing to
spend in coffee that is not only from local brands, but also those
that have a higher brand power, such as those from Starbucks or
Coffee Bean.
In regards to these, Japan has also shown an increase in the
consumption of coffee, and is one of the top five countries in coffee
consumption. With the demographics that have a higher number of
the elderly and the older generation than any other country, these
should also be taken into effect. Canned coffee was also popular in
Japan, and was the typical drinking culture for coffee. This also has
implications on the carbon footprint left by the consumption of
coffee, with the consumption of canned coffee accounting for more
than half of hte national carbon footprint from coffee consumption
(Hassard et al., 2014).
In terms of coffee consumption for Korea and Japan, it can be
seem that both place emphasis on coffee consumption and the drink
plays an integral role in society. Coffee has been a means of not
only a beverage, but one that could be used as a buffer for
meetings, and debates, as well as for business meetings as well.
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Thus, the meanings of coffee consumption not only lies in the
product itself, but also has implications for its role as moving the
society of the two countries.
As with other products, coffee also had brand meanings and
brand personalities where the consumers also considered the brand of
the coffee, whether it be the origin of the coffee itself or the coffee
shops. Koreans tended to be more trendy and had a proclivity for
brand name coffee shops. The consumption of canned coffee was
typical for Japan, and it had a seasonal dependency on the types of
coffee that was consumed.
Regardless, the fact remains that Asia is the leading continent in
the increase for coffee consumption, and one that will be interesting
to study on the consumption patterns for different countries. The
paucity of the studies conducted on the consumption patterns for
coffee in these countries suggest that there is untapped knowledge to
be gained regarding this in the future, and one that needs to be
exploited. There is no doubt that coffee has become an integral part
of life for many consumers, and with better understanding of the
consumers' minds and psychology on the consumption of coffee,
marketers will be able to gain a better footing on the approaches
that should be taken for these consumers.

6. Conclusion
6.1. Summary
Coffee is an integral part of the consumer lifestyle, whether it is
by societal, economic, or demographic means. It is one of the most
sought after drinks in the world, and will continue to rise as one of
the main consumer products in the globalized markets. With the
shifting in trends for consumption patterns, it will be more
imperative than ever to read the tides of consumers and assess how
their consumption patterns are changing. With the results
demonstrating that Asia is one of the fastest growing consumers in
coffee consumption by the International Coffee Organization, it will
be of significant importance to conduct various studies on the impact
coffee has on the lifestyles of the Asian countries, and ways it can
increase the consumption patterns of those consumers.
Thus, it has shown through this research that
consumption patterns are similar, yet uniquely varied, depending on
the country the consumers live in. The demographics that they
belong to are also unique, not to mention the cultures that have
shaped them and in extension, the consumption of coffee as a result
of it. In the case of Korea, coffee shops play a large role in the
consumption of coffee, and how the product of coffee aids in acting
as a buffer for discussions of social meetings, political discussions,
and business encounters. This also pertains to Japan and China as
well. Japan is known for its higher levels of older demographics
compared to other countries, and the consumption patterns of the
different demographics also play a role in how coffee is consumed
in this country. Tea is also one of the main commodities, so the
comparison between the two beverages of tea and coffee is a field
that is ripe with potential for marketers.

6.2. Limitations and directions for future research
This current study conducted an analysis on the coffee consumers
of Korea and Japan. As much as this was a research aimed at
elucidating the consumers of coffee in these two key countries of
Asia, it did have some drawbacks. One would be that it was an
analysis on limited scope of only two countries in Asia, and it did
not offer a comprehensive view of the consumption behaviors of
other countries in the continent of Asia. The other limitation was
that it was restricted to the previous studies that had been conducted
in this field about these countries regarding its consumption patterns.
It is with hope that this study will urge future scholars to pursue
this interesting field of coffee consumption in terms of consumers
within specific countries and gain understanding on their consumption
patters from not just an economic perspective, but culturally as well.
Thus, there are many suggestions future studies might be
conducted in this area. Those include studies pertaining to a more in
depth analysis on the psychology of the consumers in the Asian
countries that could have contributed to the growing consumption in
coffee. Another interesting study would be that where the
consumption patterns and the motives behind coffee consumption was
compared between countries with vastly different countries, such as
Korea and the United States and other combinations. The role of
culture in coffee consumption or the increase thereof could also be
explored. Other studies exploring the preferences of different coffee
beans based on consumer country and other factors could open up
interesting results as well.
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HOW TO GET YEOSU EXPO CITY FROM INCHEON
INTERNATIONAL AIRPORT (ICN)
From Incheon International Airport to Yongsan Station - Best 2 ways

By Train and Subway:
·
AREX operates a train from Incheon International Airport
Terminal 1 Station to Yongsan Station every 15 minutes.
·
Tickets cost ₩3,200 - ₩4,400 per the single entire trip.
·
The journey takes 56m.
By Airport Limousine Bus:
·
Airport Limousine Korea operates a bus from Incheon
International Airport Terminal 1 Station to Yongsan Station
every 15 minutes.
·
Tickets cost ₩15,000 per the single trip.
·
The journey takes 1h 2m.

From Yongsan Station to Yeosu Expo Station - Best way to travel

By KTX high-speed train:
·
KORAIL KTX operates a train from Yongsan Station to Yeosu
every 2 hours.
·
Tickets cost ₩40,000 - ₩55,000 per the single trip.
·
The journey takes 2h 37m.
Korail Mugunghwa also services this route every 3 hours.
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YEOSU LOCAL TRANSPORTATION
How–to-Get to Yeosu Venizia Hotel & Resort from Yeosu EXPO Station
(Yeosu KTX Station)
By Taxi:
We would recommend you should plan to take a taxi at the KTX station with
5 minutes (2 Km) at ₩3,300 at flat rate.

By Walk:
It will take about 20 minutes (1.2 Km) through sidewalk.
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CONFERENCE VENUE
Yeosu Expo Ocean Park

Yeosu Expo Convention Center
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1) We present the cumulative response of 2 quarters because the responses become weak and insignificant

after 2 quarters for almost all cases.
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