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Welcome to 4" AGBA World Congress!

We would like to accord a warm welcome to all delegates attending 2007
AGBA World Congress in Malaysia! You are taking part in a wonderful program!
The main theme of our conference is “Business and Entrepreneurship
Development in a Globalized Era”. Our conference will feature competitive
papers and special sessions. We are surely going to offer something for
everybody!

Our conference’s primary goal is to provide a unique global platform and
forum to facilitate the exchange of leading-edge ideas for effective advancement of
knowledge in global business and global entrepreneurship. This will be achieved
through multidisciplinary presentations and discussions of current business and
development issues in emerging and developed countries. Your participation is
helping us achieve these goals by creating a global community of scholars,
practitioners, professionals, and entrepreneurs united with a common vision and
mission to play a prominent role in the advancement of knowledge in the field of
global business.

Thank you for coming to Malaysia and patronizing 4" AGBA World
Congress!

Mary B. Teagarden

Daing Nasir Ibrahim

Tan Teck Meng

2007 AGBA World Congress Co-Chairs



AGBA Overview

AGBA — the Academy for Global Business Advancement — is a worldwide
network of professionals committed to facilitate dissemination of scholarly
research findings in the filed of global business and global entrepreneurship.

The main purpose of AGBA is to provide ongoing open forums to discuss
and analyze global business and global entrepreneurship from different
perspectives and viewpoints, and thus to improve understanding of the underlying
forces that (1) have an impact on global business developments and (2) shape the
destiny of emerging countries in the contemporary globalized economy. AGBA
bridges geographic, cultural, disciplinary, and professional gaps by integrating the
business disciplines while actively enhancing practitioner-academician interaction
on a global basis.

The objectives of AGBA are to foster education and to advance professional
knowledge and standards in various areas of global business and global
entrepreneurship by:

e Serving as a global platform for the interaction of professionals
hailing from emerging countries such as Malaysia and the developed
countries such as the US,

o facilitating the exchange of information and ideas among educators
and professionals, entrepreneurs, and bureaucrats, and between the
business and academic fields;

e encouraging and assisting basic and applied research activities that
advance knowledge of global business and entrepreneurship
development and operations, and increase the available body of
teaching materials;

e Facilitating the interdisciplinary dialogue concerning global business
and global entrepreneurship issues as they relate to academic, business
and government sectors.

Due to its innovative and integrative approach to research, education, and
professional practice, we envision AGBA to be growing into one of the leading
academic organizations investigating and analyzing contemporary global business



and global entrepreneurship challenges. For additional information, about AGBA,
please contact:

Prof. Zafar U. Ahmed

BBA (New York), MBA (Texas), Ph.D., (Utah)
Professor of Marketing and International Business
President and CEO: Academy for Global Business Advancement (www.agba.us)
Editor-in-Chief: Journal for Global Business Advancement (www.inderscience.com/jgba)
Editor-in-Chief: Journal for International Business and Entrepreneurship Development
(www.inderscience.com/jibed)
Department of Marketing and Management
Texas A&M University at Commerce
Commerce, Texas 75429-3011, USA
Tel : (1-903)-886-5697, Fax :(1-903)-886-5702
E-Mail : Zafar_ Ahmed@tamu-commerce.edu
http://www.agba.us
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Journal for Global Business Advancement (JGBA)
ISSN (Online): 1746-9678 - I1SSN (Print): 1746-966X

Journal for Global Business Advancement (JGBA) is the official organ of the Academy for Global
Business Advancement (AGBA) and is published two times in a year by the Inderscience Publishing
Company of European Union (based in Switzerland and UK).

The aim of JGBA is the advancement of contemporary research in the field of global business from the
standpoint of both western and emerging countries vigorously participating in the globalized world.
JGBA is an international refereed journal dedicated to the advancement of the theory and practice of
global business with an emphasis on developing countries attempting to assert themselves on the global
stage.

Firms, institutions, governments, organizations, agencies, and individuals are participating in the
globalization of world economy through a variety of forms, shapes, and styles, necessitating the initiation
of an innovative dialogue between them with the goal of resolving conflicts, promoting world peace and
harmonizing relations. JGBA wishes to act as a global platform for the pursuance of dialogue between
different countries at dissimilar stages of economic development.

JGBA aims to inspire both new and expert researchers to submit their empirical, conceptual and applied
papers and case studies for publication. Preference will be given to papers examining conflicts between
western firms and developing countries’ institutions, communities and firms, papers examining struggles
confronted by new multinational firms emanating from developing countries and new scholars from
emerging countries, as reflected by the accreditation of business programs across the world by the
AACSB-International.

Appropriate topics for manuscripts include challenges being encountered by western firms in newly
emerging countries, firms from developing countries trying to penetrate world markets and attempting to
build their own brands, non-western scholars attempting to examine the applicability of western models in
eastern, socialist and southern hemisphere countries. Collaborative manuscripts between scholars and
entrepreneurs, between western and non-western scholars, and between scholars and professionals, are
particularly favored.

JGBA invites and welcomes research papers encompassing all areas of global business studies, such as
marketing, management, organizational behavior, finance, accounting, MIS, economics, and cultural
anthropology. JGBA also welcomes research papers that transcend single countries, and single discipline.
Accordingly, it has a special interest in the publication of multidisciplinary and multinational research
emanating from innovative scholars and business schools accredited by the AACSB around the world.

You are invited to submit your manuscript to:

Editor-in-Chief

IEL Editorial Office

PO Box 735

Olney, Bucks MK46 5WB

UK

E-mail: jgba@inderscience.com
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Journal for International Business and Entrepreneurship Development (JIBED)
ISSN (Onling): 1747-6763 - ISSN (Print): 1549-9324

Journal for International Business and Entrepreneurship Development (JIBED) is sponsored by the
Academy for Global Business Advancement (AGBA) and is published two times in a year by the
Inderscience Publishing Company of European Union (based in Switzerland and UK).

The JIBED addresses the advancement of contemporary research in the field of international business and
international entrepreneurship. JIBED is an internationally-competitive, peer-reviewed journal dedicated
to the advancement of practice and theory of international business, international entrepreneurship and
international franchising with an emphasis on developing countries attempting to assert them on the
global stage.

Firms, institutions, governments, organizations, agencies and individuals are participating in the
globalization of world economy through variety of forms, shapes, and styles, necessitating the initiation
of new dialogue between them with the goal of resolving conflicts, promoting world peace and
harmonizing relations. As a result, JIBED wishes to act as a global platform for the pursuance of dialogue
between different countries at dissimilar stages of international development, entrepreneurship
development, and franchising development.

JIBED aims to inspire a full range of scholars to submit their empirical, conceptual and applied papers
and case studies for publication. Preference will be given to papers examining conflicts between western
firms and host countries and between western institutions and host communities and firms, challenges
being confronted by firms emanating from developing countries and penetrating other developing
countries and by new scholars from newly emerging countries as reflected by the accreditation of
business programs across the world by AACSB-International.

Appropriate topics for manuscripts include challenges being encountered by international entrepreneurs in
newly emerging countries, international entrepreneurs from developing countries trying to penetrate
world markets and attempting to build their own brands, non-western scholars attempting to examine the
applicability of western models of entrepreneurship across Asian, African, East European, Middle
Eastern, and South American countries. Collaborative manuscripts between scholars and entrepreneurs,
between western and non-western scholars, and between scholars and professionals are particularly
encouraged.

JIBED invites and welcomes research papers encompassing different dimensions of international
entrepreneurship, such as venture capital formation, franchising, small business management, family
business management, and technopreneurship. JIBED particularly welcomes research papers that
transcend single countries and single disciplines. JIBED also has a special interest in research emanating
from business schools accredited by the AACSB across the world.

Submit your manuscript to:

Editor-in-Chief

IEL Editorial Office

PO Box 735

Olney, Bucks MK46 5WB
UK

E-mail: jibed@inderscience.com
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AGBA 4th World Congress Program

Day 1, May 21, 2007

Registration desk opens
Conference inaugration
Networking

Day 2 (May 22, 2007) — Day 5, (May 25, 2007)

Session 1: Internet and Online Experiences
Session Chair: Wolfgang Hinck, Louisiana State University in Shreveport, USA

e Adeline Chua Harn, Blogging

e Norazah Suki & Norabah Suki, Online shopping innovativeness: Effects of friends, family
and media

e Ching Seng Yap & Yet Mee Lim, Responses to online advertising: A study of online
consumers in Malaysia

e Adeline Chua Harn, To buy or not to buy

e Md. Shukri Ab Yajid, Ali Khatib, Amat Taap, Raju Sudha, Internet banking and security
concerns

e A.M. Sherbini, C.P. Rao & M. Mohmeed, Bank customer behavior perspectives towards
internet banking services in Kuwait

Session 2: HRM |

Session Chair:

e Bharath M. Josiam, Christy Crutsinger, Johnny Sue Reynolds, et. al., An empirical study of
the work attitudes of generation y college students in the USA: The case of hospitality and
merchandising undergraduate majors

e John Huu & Md. Zabid Rashid, Effect of organizational culture

e Azman Ismail, Yusof Ismail & Mohamed Sulaiman, Distributive justice, pay structure, and
attitudes and behavior: A case of Malaysian public institutions of higher learning

e Stan Malos, Offshore staffing in the Asia-Pacific region: Financial, administrative, and
regulatory impacts on location attractiveness

Session 3: Understanding Consumers Perceptions & Behavior |

Session Chair: Ahmad Jamal, Cardiff University, UK

¢ Noshaba Batool, Zaheer Butt & Zahid Mehmood, What makes advertising effective? A
study of viewers’ perceptions of cell phones in Pakistan



Klau Peter Wiedmann, Nadine Hennings & Astrid Siebels, Consumers’ luxury perceptions:
An integrated conceptual framework

Diah Natalisa, Herianto Puspowarsito, David Saerang, T. Ramayah, Customer perceptions
on service quality and customer satisfaction levels of domestic airlines in Indonesia
Ishak Ismail, M. Sadiq Sohail & Hasbalaila Alias, Consumer spending and credit card
usage: Does it affect credit debt?

Esmail Mohamed Elsayed & Al-Ghais, Identifying green consumers in the marketplace

Session 4: Entreprenurship | (Special Session)
Session Chair: Tigi Mersha & Ven Sriram, University of Baltimore, USA

e Abdelgadir Mohammed A. Abdalla, An exploratory study of women entrepreneurs in
Qatar: Their motives, financing preferences and problems

e Ernest Cyril de Run, Nordiana binti Ahmad Nordin & Dr. Rabaah Tudin, Why
entrepreneurship and not employment? An initial investigation

e Sserwanga Arthur & Orobia Laura, Entrepreneurial quality: A theoretical configuration

e Gido Mapunda, Entrepreneurial leadership and enterprise development in emerging
markets

Session 5: Understanding Consumers Perceptions & Behavior 11
Session Chair: Ong Fon Sim, University of Malaya, Malaysia

e Ahmad Jamal & Juwaidah Sharifuddin, Ethnicity and consumer behavior: An empirical
investigation of role of Halal food labelling in grocery markets

e Zainalabidin Mohamed, Golnaz Rezai, Mad Nasir Shamsudin, Eddie Chiew Fook Chong &
Ismail Abd Latif, The effectiveness of Jakim Halal logo on consumer confidence in
Malaysia

e Mohd. Azwardi Md. Isa, Mohammad Basir Saud & Nurhaizal Azam Ariff, Purchasing
behavior of Malaysian customers towards national cars made via joint ventures

e Ali Kahtibi & Goi Chee Lee, Perceptions on website development

e Ataollah Tafaghodi Jami & Fon Sim Ong, Consumption patterns of older consumers in
Malaysia: What matters to them?

e Ahmad Jamal, Sajid Khan & Matoula Stamatia Tsesmetzi, Antecedents of customer loyalty
in the UK cosmetic market

Session 6: Performance Issues
Session Chair: Daing Nasir Ibrahim, Universiti Sains Malaysia
¢ Noriza Mohd Saad & Khairul Anwar Zamani, Corporate governance compliance among

BOD and the effects to the company’s net profit margin in Malaysia
e Ayaz Mahmood & Qaiser Abbas, Intellectual capital and performance of an organization



Muhammad Ishfag, Integer programming methods to support decentralized primary health
care resource allocations

Junaid Shaikh & Shaharudin Jakpar, Measuring performance through ratio analysis in the
banking sector

Ching Seng Yap & Abdul Rashid, The relationship between competitive intelligence and
organizational performance

Anju Das, A study of the Indian economy in the globalized era*

Session 7: Knowledge, Innovation, and New Product Development
Session Chair: Tagi Sagafi-nejad, Texas A&M International University, USA

e Majharul Talukder, Howard Harris & Gido Mapunda, Organizational innovation adoption:
Developing and testing a model

e Samar Mohammed Bager, Co-marketing: Another marketing success factor in
entrepreneurial firms

e Wei-Li Wu & Ryh-Song Yeh, Managing knowledge transfer: from MNCS in newly
industrialized economies to subsidiaries in developing countries

e Sonny Zulhuda, Revisiting information as business asset in the globalized economy — legal
and judicial notes

Session 8: Entrepreneurship Il ( Special Session)
Session Chair: Tigi Mersha & Ven Sriram, University of Baltimore, USA

e Mohd Abdullah Jusoh & Hazianti Abdul Halim, Technopreneur development framework in
Malaysia

e Tigineh Mersha & Ven Sriram, Strengthening entrepreneurship in Africa

e John C. Mcintosh, Samia Islam & Gregory S. Winter, Entrepreneurship through an Islamic
lens: The influence of Shari’ a and Islamic institutions on female entrepreneurs in the
Middle East

e Laura Orobia & Arthur Sserwanga, Business type and start-up capital: Exploring gender
differences in Uganda through an international comparison

e Mohammad Basir Saud, Mohd. Azwardi Md. Isa & Nurhaizal Azam Ariff, Tools and
techniques considered in the product design process: A case study of Malaysian SMIs

Session 9: E-Business
Session Chair: C. P. Rao, Kuwait University, Kuwait
e Firend A. Rasheed & Maha Al-Emadi , Perception of electronic government utilization in
State of Qatar

e M.V. Shetty & Mohd Nor Ismail, E-biz: A strategic tool to gain global competitive
advantage for green field entrepreneurs



e Diana Hassouneh & Mousa Alrifaiyeh, Exploring virtual reality potential in enhancing
consumers’ shopping experience
e Nur Haryati Hashim & Ainin Sulaiman, Information systems performance analysis
Session 10: Marketing

Session Chair: Ong Fon Sim, University of Malaya, Malaysia

Peter A. Maresco, Religious themed movies

Klaus-Peter Wiedmann, Sascha Langner & Nadine Hennig, Collaborated marketing —
Towards a multidimensional model of motivation in open source oriented marketing
projects

Rabaah Tudin, Integrating marketing activities: Case study in Malaysia

Phillipe Coffre, Distribution channels

Devashish Gupta, Senior citizens as shoppers

Shahidin Shafie, Hall: The case of Colgate vs. Mumkin

Zain Dahari, Price and health claims

Snehal Mistry & Tanu Narang, Strategies for international marketing

Session 11: Culture 1
Session Chair: Philippe Coffre, P6le Universitaire Léonard de Vinci, France

e Therese Joiner & Steve Bakalis, Managing across cultures: How effective is delegation
among Greek managers

e Md. Bakhtiar Rana, Paradigm of national responsiveness & national cultural values in
international business operation: Challenges for MNCS in South Asian emerging markets

e Shaista E. Khilji, Sanklap Chaturvedi, Regina A. Greenwood, et. al., Generational values:
A cross-cultural empirical test

e Wolfgang Hinck, Cultural effects on innovative practices in education

Session 12: Tax, PF & Dividends

Session Chair: Ichirou Shiobara, Waseda University, Japan

Martin Six, Hybrid finance in the double tax treaties

Michael Petritz, International estate (tax) planning — Risks and possibilities in a globalized

world

e Margret Klostermann, Tax consequences of hybrid finance in thin capitalization
situations: An analysis of the substantive scope of national thin capitalization rules with
special emphasis on hybrid financial instruments

e L. Sarada, L.V.L.N. Sarma & Lellapalli V.Ramana, Growth, non-debt tax shields, agency

conflict and corporate debt: A study of the Malaysian corporate sector



e Gerald Posautz, The proper taxation of public-private partnerships (PPP): An analysis of
the treatment in tax structures of European countries

e Igbal Khadaroo, Value for money in school private finance initiative (PFI) contracts in the
UK: Empirical evidence from a survey

e Kok Lee Kuin & L.V.L.N. Sarma, Signaling power of cash dividends: A study of the
Malaysian corporate sector

Session 13: International Trade

Session Chair: Mary B. Teagarden, Thunderbird: The Garvin School of International
Management, USA

e Miaojie Yu, Trade globalization and political liberalization: A gravity approach

e Tuck Cheong Tang & Russell Smyth, Sustainability of external imbalances for 22 least
developed countries: An empirical investigation

e Abdul Latif Salleh & Siow I. Rene, Export performances of China and ASEAN-5 in
electronics products

e Mohammed Naim Chaker, The future directions to develop the trade transactions among
the GCC countries under the international economic changes

e Amir Mahmood, Services Trade-Challenges

Session 14: Privatization and FDI
Session Chair:
e Abbas A. Al-Mejren, Challenges facing the Kuwaiti banking system in the globalization
o f)I'rail;;i Sagafi-nejad, United Nations galaxy as the ultimate born-global organization:
Contributions to the study of FDI and TNCs

e P.R. Bhatt, Determinants of Foreign Direct Investment in ASEAN
e Rizwan Tahir, FDI, exports, and economic growth: A case of GCC countries

Session 15: Stock Market
Session Chair: L.V.L.N.Sarma, Multimedia University, Malaysia
e Khalifa H. Ghali, Stock market development and economic growth
e Babar Zaheer Butt, Kashif Ur Rehman & Muhammad Ashfaq, The impact of Pak-India
relationship news on stock market return-KSE 100 index
Session 16: Culture 11

Session Chair: Donald Hendon, President and CEO, Hendon and Associates, Nevada, USA

e Clare Chua & Peter Luk, An exploratory study of impulse buying



e Donald Hendon, Extent of how much 15 different Asian nationalities are liked, trusted
and admired

e Ahmed A. Ahmed & Mona Al-Ghais, Control and performance in international channels:
The Kuwaiti auto market

e Hamid Yeganeh, Pascale Marcotte & Laurent Bourdeau, Bridging culture and consumer
value: Toward an integrative framework

e Arif Sikander, Strategic technology management issues across culturally diverse countries

Session 17: Management

Session Chair: Sameh El Namaki, United Arab Emirates

e Klaus-Peter Wiedmann, Nadine Hennigs & Barbara Gassmann, The importance of
corporate social capital for an integrated reputation management approach

e Anjani Koomar, Managerial success — A roadmap for new HRD paradigms

e Himanshu Rai, An exploratory study on the morphology and measurement of spirituality

e Jessica Ho Sze Yin, David Yong Gun Fie & Poon Wai Ching, Preferred and perceived
leadership styles: Adapting importance-performance analysis as a diagnostic tool for the
managers and leaders.

e Rafikul Islam, Nominal Group Technique outputs.

Session 18: HRM 11
Session Chair: Demetris Vrontis, InterCollege University, Cyprus

e Quah Chee Heong & Muhammad Hafiz Yaakub, A hypotheses testing study on workplace
romance among Malaysian office workers

e Harif Amali Rivai, An examination of turnover intent model: Evidence from hotel
employees in Indonesia

e Shazia Akhtar & Zahid Mahmood, Upward influence tactics, career success and gender

e Belal Barhem & Hassan Younies, Employee motivation in the health care sector: A
comparative study between private and public health care organizations in the UAE

Session 19: Ethics

Session Chair: Hameeda Jassim, University of Bahrain, Bahrain

e Mahmoud A. Elgamal, Governance by ethics : The role of organizational values, decision
making guidelines, leadership and support for ethical practices

e Somphol Vantamay, The impact of ethical perceptions in advertising on consumers’
behavioral and attitudinal responses: findings from Thai consumers

Session 20: Internationalization & international strategy/business

Session Chair: Salem Al-Ghamdi, King Fahad University of Petroleum and Minerals, Saudi
Arabia



Charles A. Rarick, Micro and macro level strategic repositioning for Southeast Asian
firms in an era of intra-regional economic transformation

Herwig Winkler & Bernd Kaluza, A network-based conceptual framework for value added
management for implementing a multi-local hybrid competitive strategy

Yasir Yasin, The formation process of global strategic alliances by firms in the United
Arab Emirates

Marwan N. Al Qur’an, The importance of the location decision factors in the selection of a
profitable foreign country for international manufacturing operations

S. Jayashree, A. Seetharaman, G. Marthandan & Mohammed Elfatih Abdelelah, Global
market expansion strategies in wireless telecommunication industry-A case study
Valentin H. Pashtenk, International joint ventures: Strategies for managing ventures with
state-sponsored foreign principals

Session 21: Branding

Session Chair: Klaus-Peter Wiedmann, Leibniz University Hannover, Germany

e Namasivayam Karuppiah & Md. Zabid Abdul Rashid, The effects of self-congruity on

brand personality among ethic groups in Malaysia

e Ahmad Jamal, M. Mirella Yani-de-Soriano & Adel Harhoush, Fashion branding: An

empirical investigation of consumer choice criteria in Qatar

e Demetris Vrontis, Brand-building: The case of the wine industry in Cyprus
e John Hill, Manchester U global branding

Session 22: Economic Policies- Environment, Health, Fiscal

Session Chair:

D. S. Sengar, Corporate environmental liability

Mohammed Al Wosabi, Investigating macro-economic variability using a vector auto-
regression model

Firend Al Rasheed & Adel H. Salih, Examination of the causes of IT project failures
Mohammed Ishfaq, Methods for identifying primary health care needs

T. K Jayaraman & Chee-Keong Choong, Nexus between external debt and growth in Fiji
Johan Janssen, Annika Nordlund & Agneta Marell, International market break-through
for flexible fuel cars



BLOGGING: AN EFFECTIVE ADVERTISING TOOL?

Adeline Chua Phaik Harn
Multimedia University
Email: adeline.chua@mmu.edu.my

ABSTRACT

The Internet has revolutionized the way we live, do business and communicate, giving birth to one
of the greatest rising online phenomenon: blogging. The online community has seen an increase in
blogging activity since 2004, making the term “blog” to be one of the most searched-for
definitions on several online dictionaries. A weblog, or also known as “weblog”, has been around
since the mid-90s but only existing as a forum of arena to discuss politics. Since then, it has
beautifully evolved into focal business branding concept, spurring marketers to hop on the
bandwagon of what is now known as ‘“corporate blogging.” Building on the concepts of
communication and collectivity, corporate blogging serves to capture information for sharing
(connecting with customers through public blogs) while facilitating collaboration (for internal
company purposes). Those who have yet to adopt this concept and practice it on a frequent basis
are chided as being close to an IT illiterate for failing to recognize the many benefits derived from
this growing trend. Attracting an array of responses from curiosity to fear, from eagerness to
apprehensiveness, one thing is for sure — blogging is here to stay. It is the marketer’s job to ensure
that its functionality is used to its optimum effect, especially in communicating its product brands
to customers everywhere. Hence, the challenge here is to clearly understand and grasp the concept
of blogging and its usefulness to the advertising community. This study aims to analyze and
justify the growing popularity of the art of blogging as an online learning tool, while analyzing its
impact and potential for word-of-mouth (WOM) advertising. In addition to that, this study also
aims to examine the various variables such as information trustworthiness and reliability that may
impact the use of blogging via a business branding perspective. Seeing that the topic of blogging is
still a relatively new research area, it is not only practical but also a timely research focused on
analyzing its impact and potential as an advertising tool in Asia.

INTRODUCTION

The Internet has revolutionized the way we live, do business and communicate, giving birth to
one of the greatest rising online phenomenon: blogging. The online community has seen an increase in
blogging activity since 2004, making the term “blog” to be one of the most searched-for definitions on
several online dictionaries (Perlmutter & McDaniel, 2005). According to Rainie (2005), of the estimated
120 million U.S. online users, some seven percent even more popular blogs such as Power Line and
Instapundit are receiving more daily traffic than any major newspapers or TV news programs (Perlmutter
& McDaniel, 2005), making blogging the next possible online marketing phenomenon.

This study aims to analyze and justify the growing popularity of the art of blogging as an online
learning tool, while analyzing its impact and potential for WOM advertising. In addition to that, this study
also aims to examine the various variables such as information trustworthiness and reliability that may
impact the use of blogging via a business branding perspective. Seeing that the topic of blogging is still a
relatively new research area, it is not only practical but also a timely research focused on analyzing its
impact and potential as an advertising tool in Asia.

LITERATURE REVIEW
There is a growing body of scholarships devoted to a reading of a new and increasingly popular
Internet phenomenon: weblogs or blogs, as they are most commonly known (Rak, 2005), as evidenced in
the following sections.
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Blogging

The term “blogging” originally came from the term “Web log”, coined by Jorn Barger, an editor
of an online website called Robot Wisdom.com in December 1997. Basically, a Weblog is a Web page
that is composed of individually posted items, usually arranged chronologically with the most recent ones
on top (Thomsen, 2002). A “blog” is the irreverent contraction of “web log”, a sophisticated enhancement
of the World Wide Web (Orr, 2004). The term “blog” usually implies a page maintained using some
specialized program which allows the blogger to post a new entry (with an automatically stamped date
and time) and displaying only the most recent postings while transferring the older ones to archive pages.
The blog interface is usually automatically created; using a template the blogger has selected or created
him.

These days, blogs are more about recounting individual experiences and observations each day
(Rak, 2005). Hundreds of thousands of blogs are being kept on the Internet, and the number continues to
grow at an exponential rate (Bausch et. al., 2002). Forrester Research even associates blogs to social
networking, terming it as an amalgamation of technology and services designed to create unique personal
profiles, map out relationships and leverage the aforesaid connections to accomplish a task.

Blogging has flourished because of an instant rise in consumer demand for independent
information rather than that generated by the mass media (Carter, 2006). However, blogging is not new in
the world of brand-building. Many corporate organizations in the US and UK have set up blogs as a
successful customer communication channel, such as Microsoft, CNBC, General Motors (GM) and MTV
Networks UK.

Blogging Behavior and Trust

According to Rak (2005), most blogs function within a semiprivate environment, detailing private
aspects of a person such as his habits, relationships, living arrangements and economic status. These
details are being made public so that other members of the blog community will stay interested in the
blog, thus building a strong bond of trust. This is seen as a consistent crossing between private
experiences that can be revealed because the blogger is interacting with online people, hence highlighting
the blogger’s belief on the issue of trust as they share experiences and opinions together. Jarvis (2006)
believes that blog networks, ad agencies or media companies will seek out high-quality blogs and vet
them to create valued networks that can be tailored and sold to marketers. However, brand advertisers
must protect their reputations and will require someone to know and trust the authors of these blogs.

As blogs become increasingly influential and power with speed being a prerequisite for
information, the importance of how much the information source can be trusted will continue to grow.
Blogs and traditional media can complement each other, hence blog sources should be reliable and
trustworthy (Savage, 2006).

The Online Blogger

Rak (2005) believes that the individual blogger is assumed to be singular, unique and capable of
being understood as a cohesive personality and a free agent who chooses content. Most importantly,
bloggers are assumed to be telling the truth about themselves and their opinions. According to a study
carried out by the Pew Internet and American life Project (2005), bloggers are more likely to be male,
young (under the age of 30), well-educated, internet veterans (with at least six years of Internet usage
experience) and financially well-off (with a household income over USD$ 50 000).

An interesting target market to consider is the young consumers. Teenagers surf the Internet as an
experiential, rather than as an economic activity, demonstrating that the aforesaid consumption is an
active socialization process (Lee & Conroy, 2005). According to a study conducted by Spero and Stone
(2004), teenagers have been nurtured by companies to cement loyalty so that they will be valuable
customers later. Hence, this group is seen as a highly lucrative market that spends a lot of time online in
their own right and creates their own rules of engagement and social behavior. This young market have
made the online world their domain, developing personal relationships with others and getting closer to



those who they admire and respect, playing and learning new things in the process. Terming these young
consumers as “agents of change”, Spero and Stone believe that the digital world is the arena which a
brand can communicate with its young consumer market.

The Decline of TV Advertising

Precision Marketing (2006) stated that a report conducted by Forrester Research concluded that
TV advertising marketing budgets will decline rapidly in 2007, and that by 2015 — most TV advertising
marketing budgets will be spent elsewhere. Commercial television has been dominating the advertising
world since 1965, and has strongly defined everything brands do. However, this long-held dominance has
been undone by the rise of SMS, blogs and online networks. According to Spero and Stone (2004),
commercial TV viewing has witnessed a 36 percent drop, emphasizing the fact that pre-packaged
solutions and singular marketing strategies do not attract the young consumer market anymore.
Introducing an interesting term - the “always on” economy — it dictates that technology is omnipresent,
instilling a sense of omniscience mindset of the young market. In other words, young adults expect and
demand access to technology and information all the time, anywhere and in any format that suits their
lifestyle. Here, the blogging phenomenon creates that desired “always on, always out there” public
personae. Hence, marketers should make their services omnipresent in these young consumers’ lives.

The Rise of Word-of-Mouth (WOM) Advertising

Word-of-mouth advertising — where companies encourage consumers to recommend products to
one another — is currently among the “brightest stars in the advertising firmament”, as quoted by Hoffman
(2006). WOM advertising has become the perfect substitute for traditional TV advertising because of its
indistinguishable appearance to the consumer (Mayzlin, 2006). Coupled with the weakening dominance
held by traditional advertising agencies, practitioners from that world will be looking to adopt a new
mode of advertising. Hence, WOM advertising has been touted as the next new brand asset which needs
to be nurtured (Precision Marketing, 2006).

Taylor-Smith (2006) attributes blogs as sites where one can receive honest advice about retailers
and shopping, with most posts originating from people in their thirties, married with children and most
importantly — willing to share information. These people are very vocal about what they see and buy.
Hence, Taylor-Smith emphasizes the fact that although WOM has always been a powerful form of
advertising, there’s a new wave of it forming on the Internet. Moreover, marketers also have incentives to
supply promotional chat or reviews in order to influence the consumer’s evaluation of their products.
Firms have the power to manipulate their promotion under the guise of consumer recommendations,
thanks to the anonymity accorded by online communities (Mayzlin, 2006).

Potential of Blogs and WOM Advertising

Blogging may be a good way for brands to sustain a dialogue with consumers, but marketers
ought to be warned that any attempt to hijack or coerce bloggers toward becoming a brand blog may
backfire as bloggers guard their freedom of independent information fiercely (Carter, 2006). Brands may
set up their own blog or piggyback on existing blogs and message boards, but it must be done in a matter-
of-fact way to avoid the risk of crass exploitation.

Blogs have a capacity to change how we do business, especially with the help of WOM
advertising. The growth of blogs and the ability to post comments to be shared with bloggers have created
a channel for online WOM between people who have never met. This information seeking and sharing
behavior have led to the mention of marketing brands, thus possibly increasing the likelihood of, and
influence of WOM advertising by marketers. This is further supported by a comparison study done by
Fong and Burton (2006) on American and Chinese online discussion boards, stating that there were
differences in the pattern of brand mentions and information seeking behavior across websites, thus
increasing WOM opportunities across these websites. Jarvis (2006) has even proposed that an open
advertising marketplace should be constructed in order to allow advertisers to find the best blogs, and
bloggers to find the best advertising deals. The author outlined four important variables in ensuring this:



an open-source standard for measurement that tallies with the audience and media, an open-source code
for placing ads from any advertiser or network on any participating site, an invaluable trust system and
lastly, an auction system to automate rate negotiations.

Media research firm PQMedia (2006) has discovered that blogs, pod casts and RSS advertising
are the fastest growing segments of the alternative media industry with an aggregate spending of
USD$20.4 million in 2005. Blog advertising alone accounted for USD$16.6 million of total spending on
user-generated media advertising in the same year. WOM is a very effective technique to infiltrate the no-
marketing zones people have supposedly built around their lives, believing informal, unmediated
communication through blogs and other social networking sites to be more effective that even the most
polished advertisements (Hoffman, 2006). However, Hoffman is quick to remind that such informal and
unmediated communication is only effective so long as people trust it.

The significance of WOM via blogs cannot be underestimated. A study done by Lee and Conroy
(2005) showed that a majority of young consumers relied on WOM to learn about consumption through
regular interaction with friends and other online virtual communities. Purchase choices were made based
on recommendations obtained via the Internet and the strength of WOM is intensified by the nature of the
Internet as a tool for rapid communication flow through a global community. Hence, while this may prove
useful to the marketer if the recommendations are positive, it can be extremely damaging if negative
WOM is channeled instead.

RESEARCH PROBLEM

There is currently very little blogging activity in the business arena of Asia, as most Asian blogs
focus on personal and consumer issues, and lack the credibility to carry pertinent business and financial
information. Hence, the increasing importance of the presence of blogs challenges business media
owners, who have long depended on traditional but established business media. It is only a matter of time
before this situation changes as the very nature of blogs provides interesting angles and strong albeit fresh
personal opinions and perspectives (Savage, 2006).

Every blog is an atom and every ad campaign is a molecule that attracts the best (Jarvis, 2006).
Many studies have attempted to create a productive bond between blogging and marketing, particularly
advertising. Advertisers are eager to reach customers via influential blogs while bloggers are highly
interested in getting paid for their efforts. Various blogs are becoming such environments, but marketers
need not only a way to filter the appropriate places but also find cost-effective and measurable ways to do
so (Jarvis, 2006). Hence, marketers are in a constant race to learn and try effective advertising in a
customer-controlled world. Advertising in the mass of niches must be highly targeted from the
advertiser’s perspective and highly relevant from the customer’s. There is a brand new medium out here
owned by all customers that’s just waiting to be acted upon.

The fact remains — blogs are here to stay and will continue to thrive because of their adaptability
and innovation. Hence, marketers need to adopt a more serious outlook on how to manifest their brand
through this blogging trend, by studying the bloggers’ personal style, their technology, the use of open-
end sourcing and their ability to get information and speculation out quickly (Permutter & McDaniel,
2005).

Justification of the Study

Blogging is almost seen as an art form that seamlessly attaches itself as a part of the fabric of our
everyday lives. Compared to expensive TV advertising, most of the content for blogs is subsidized by
advertisements, thus making consumers more receptive towards the advertisements that are featured or
mentioned in a blog. It reaches its height of distinction when the blogger himself promotes the product or
service advertised in his blog content, contributing to the rise of blogging popularity. Unlike TV
advertising where most of its content is lost, ignored or forgotten by its audience, the blogging
community is made up of a more captivated, eager-to-learn and rapture audience.

Consumers tend to believe in WOM better, as evidenced in the literature review, hence if done
properly; more consumers would adopt a stronger belief in brands features or mentioned through



blogging. There is a higher level of conviction and belief by reading what other bloggers say or do. It is
only human nature to want to “mimic” or “ape” other people’s lifestyle and product choices, if the latter is
seen to own a more glamorous lifestyle. There is also an inane desire and strong curiosity in all of us to
learn and find out what happens in other people’s lives or what other’s (candid) opinions hold about a
certain issue. Hence, blogging has the capacity to be seen as an honest, non-intrusive advertising format
and definitely influential marketing tool in a consumer’s life. WOM advertising through blogging has also
witnessed or predicted the many rises and falls of brands. Now that online purchasing adoption is rising
coupled with growing online advertising penetration rates, advertisers should be taking a more serious
look at blogging as a WOM advertising tool. The trick, of course, is to develop a range of online
advertisements at the right time and right blog without alienating consumers — a tough balance to achieve,
but one that holds great possibility. Although the number of business blogs is limited, business
information can take many shapes and even materialize through the blog of an employee or an investor.

The need to inculcate a strong sense of awareness of this phenomenal tool is crucial. With the
growing trend and popularity in maintaining and reading blogs, such an activity itself may be presented as
a potential advertising channel. Furthermore, with the fall of traditional TV advertising, this calls for a
more innovative approach to effectively market brands to consumers, via blogging. With the ever-
growing interest in various online marketing areas such as e-branding, e-commerce and e-shopping, these
areas may be enhanced by this new blogging phenomenon. Hence, the challenge to add advertising to the
advertising content mix in a subtle but effective manner without alienating the consumer can be achieved
through blogging. However, using blogs should be accompanied with much caution, in response to
advertisers’ being warned on being careful against a backlash by consumers regarding blog advertising if
the advertisement encumbers the content or affects their reading/blogging experience may result in a
negative WOM experience.

In conclusion, the benefits and advantages of using blogs as a WOM tool are plenty. The only
challenge is that marketers ought to recognize and utilize blogs in their online marketing strategies with
great effect.
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ABSTRACT

This paper proposes a model using the Structural Equation Modeling technique to identify the
effects of normative belief from friends, family and media on online shoppers’ innovativeness in
relation to adoption behavior of online shopping. A structured questionnaire was used to gather
information from 554 respondents. Results from Structural Equation Modeling reveals that
influence from friends was the most important determinant of online shoppers’ innovativeness and
decision to purchase products and services through an online retail store by Malaysian Internet
users that online marketer need to emphasise further. Findings from this study would greatly help
online marketing managers in developing successful targeting and positioning strategies to gain
better insights about the purchase behavior of innovative online shoppers, and constitute a future
research foundation area for a more thorough analysis by both Information Systems analysts and
marketing researchers.

INTRODUCTION

Research study by Jupiter Research (2004) indicated that online retail sales in US will reach US$
65 billion in 2004 and are likely to reach US$ 117 billion in 2008. In addition, 30 percent of Internet users
in US buying online in 2004 and their average online spending are estimated at US$ 585. However,
through 2008, average spending per buyer growth shows steady increases and will be close to USD780
per buyer by 2008 (http://www.jupitermedia.com/corporate/release/04.01.20-newjupresearch.html). It has
proved that there is an explosive and positive growth of online users and online shoppers which has led to
dramatic shifts in the way of conducting purchase activities and transactions.

Online shopping, a recent form of retailing online available in the digital age represents an
innovation to be adopted or rejected by online consumers globally. Innovativeness has change consumers
paradigm from shopping at the brick and mortar store to shopping at the click and mortar store (electronic
shopping), indicating that no reutilized buying activities/responses from an individual consumer’s
position. Thus, it has created a new experience to the consumers, particularly to an innovator in electronic
shopping environment. Innovative online shopper possess special characteristics since they are those with
a broader range of shopping environment and experiences that interest online retailers to learn how
innovative their customers are. While extensive literature exists on consumer intention to adopt electronic
commerce, particularly online shopping, very few studies have been concerned with studying consumers
who already have purchased products and services via the Internet. This is unfortunate since it is well
documented that intention-behavior inconsistencies often occur (Shim et al., 2001). Thus, this paper sets
out empirically with the objective to propose a model using the Structural Equation Modeling technique
to identify the impact of online shoppers’ innovativeness in relation to adoption behavior particularly on
Subjective Norm construct (the influence of friends, family and media).

LITERATURE REVIEW
Robertson (1967) defined three types of innovations based on the degree to which they represent
technological advances and changes in consumer behavior.
e A discontinuous innovation is a major technological advance leading to new behavioral patterns
among consumers adopting the product.
e A dynamically continuous innovation is a new product representing major technological advantages
that do not basically change existing consumer behavior.
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e A continuous innovation is a minor technological advance requiring no changes in existing consumer
behavior.

Thus, online buying represents a discontinuous innovation as it includes technological advances
as well as changes in consumer behavior. Chase and Fransson (2000) state that Internet shopping is no
different from any other innovation. Shopping on the Internet is considered as an innovative behavior that
is more likely to be adopted by innovators than non-innovators. Innovators are characterized as
experimentalists who latch onto new ideas as soon as they appear. An innovator's interest lies primarily in
the innovation itself, rather than with its application to significant problems. Early Adopters are
visionaries who blend an interest in innovation with a concern for significant applications. They look for
breakthrough in instructional methods of learning effectiveness that new innovations for technology
enable. Early Majority are pragmatists who represent the first half of the mainstream. They adopt a “wait-
and-see” attitude toward new applications of innovation, and require solid references and examples of
successes before adopting. Late Majority are the conservative or skeptical latter half of the mainstream.
They accept innovation late in the game, once the change has already become well-established among the
majority. Laggards are the last group of potential adopters and most likely never adopt innovation at all. It
is unlikely for them to employ innovations, and they may also be antagonistic to their uses by others
(Geoghegan, 1994).

When consumers accept and use Internet for shopping, they are accepting and using technologies
and innovation. Peterson et al. (1997) viewed that purchasing something on the Internet could be
considered as adopting an innovation. Who buys online and why are crucial questions for e-commerce
managers and consumer researchers if online sales are to continue to grow through increased purchases
by current buyers and by converting those who have not yet purchased online (Donthu & Garcia, 1999;
Modahl, 2000). In order to understand the diffusion of such innovations it is necessary to think of an
adoption as the first step in the diffusion process. The adoption of an innovation, particularly online
shopping, depends on various factors, which are related to the innovation itself and to the consumer,
including subjective norm.

Subjective norm suggests that behavior is instigated by one’s desire to act as important referent
others (e.g., friends, family, or the society in general) think one should act or these others actually act
(Bearden et al., 1986). Applied to the two focal behaviors, subjective norm reflects consumer perceptions
(normative belief) of whether these two behaviors are accepted, encouraged, and implemented by the
consumer’s circle of influence. Subjective norm, one of the determinants of Theory of Planned Behavior
(see Figure 1), has been widely shown to increase behavioral intentions toward system use (Karahanna,
Straub, & Chervany, 1999; Venkatesh & Davis, 2000). Research dealing with social construction
emphasizes the importance of social influence because system adoption is based on the social climate
surrounding the system (Fulk, 1993). Consumers’ innovative online shopping behavior is voluntary; the
circle of influence to shop online may only have an impact through opinions and suggestions from family,
friends, and peers. For example, friends, family and media may support consumers shopping online, and
consumers would also value friends’ opinions about how easy and useful it is to shop online. In other
words, consumers may believe that they would favor a certain online behavior. The literature suggests a
positive relationship between subjective norm and intended behavior, and empirical work has shown that
subjective norm influences behavioral intentions toward system use (Karahanna et al., 1999). A
significant relationship between subjective norm construct and online shopper innovativeness is thus
expected.



Figure 1

The Theory of Planned Behavior (TPB)

Source: Pavlou, 2001

After looking at the literatures, this research conjectures the following hypotheses and research

model:

H1: Subjective norm toward online shopping has no significant influence from friends
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H2: Subjective norm toward online shopping has no significant from family

H3: Subjective norm toward online shopping has no significant influence from media
H4: Subjective norm toward online shopping has no significant influence on consumer innovativeness.

Figure 2
Theoretical Framework
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By using self-administered questionnaire as the data collection method, a total 554 responses
were received from a total of 800 targeted respondents located in Kuala Lumpur. They already have
purchased any products and services through the Internet in the previous years. The distribution and
collection of questionnaire from the respondents were conducted within two months time frame by using
stratified random sampling technique. They were mostly male (56%), educated (54%) and had already

Family

Media

Subjective Norm

Innovativeness

METHODOLOGY

established online shopping activities (Refer to Table 1).




Table 1
Sample Demographic Profile

Demographics Levels Freguency Percent
Gender Male 310 56.0
Female 244 44.0
Age <20 42 7.6
21-30 336 60.6
31-40 141 255
41-50 32 5.8
>51 3 0.5
Marital Status Married 212 38.3
Unmarried 342 61.7
Ethnicity Malay 325 58.7
Chinese 140 25.3
Indian 75 13.5
Others 14 25
Highest Level of Certificate 41 7.4
Education Completed Diploma 102 18.4
Bachelor’s degree 300 54.2
Master’s Degree 104 18.8
Doctoral Degree (PhD) 7 13
Monthly Income < 3000 279 50.4
3001-6000 212 38.3
6001-9000 43 7.8
9001-12000 14 2.5
12001-15000 3 0.5
> 15001 3 0.5
Occupation Student 98 17.7
Businessman 77 13.9
Professional 225 40.6
Government servant 73 13.2
Others 81 14.6
Workplace Kuala Lumpur 252 45.5
Selangor 177 31.9
Johor Bharu 37 6.7
Penang 88 15.9

Data was analyzed using Structural Equation Modeling: a technique that allows separate
relationships for each set of dependent variables. It aims to find the most optimal model or combination of
the variables that fits well with the data on which it is built and serves as a purposeful representation of
the reality from which the data has been extracted, and provides a parsimonious explanation of the data
(Kline, 1998).

Measurement of Variables

The construct of friends, family and media were assessed using items reported in Limayem et al.
(2000). These items were then revised to reflect the online shopping context. Innovativeness construct
was assessed using Hurt, Joseph, and Cook (1977) innovativeness scale. A seven-point Likert-type scale
ranging from 1 (strongly disagree) to 7 (strongly agree) was used for all constructs. The reliability
analysis was used to test the stability and consistency for the research instrument to measure the concept



as stated in the theoretical framework. The summary of the Cronbach’s Alpha reliability coefficients
readings and number of items for each variable were acceptable and within the range of 0.77 and 0.87.

The results of Cronbach’s Alpha value range from 0.779 to 0.878. All the four variables recorded
Cronbach’s Alpha of more than 0.70 which indicates that the internal consistency reliability coefficient
for all the independent measures of the study were statically consistent, valid and reliable. It should be
noted that none of the items were deleted to improve the Cronbach’s coefficient. Thus, it can be
concluded that the measures for the variables are statistically reliable.

RESULTS
The Structural Equation Modeling (SEM) technique involves two fundamental stages of the
overall model development: measurement model and structural model.

Measurement Model

The four hypotheses in the proposed model (Figure 2) were tested using the analysis of moment
structures (AMOS) version 5.0. Correlations among construct measures were demonstrated in Table 2.
All four research constructs were positively correlated with each other (< 0.05) and do not indicate any
serious problem of multi-collinearity. Thus, the correlation values among each factor indicate support for
the presence of convergent validity.

Table 2
Correlations among Construct
Constructs Media Family  Friends Innovativeness
Media 1.000
Family .282 1.000
Friends 344 471 1.000
Innovativeness 130 144 211 1.000

A confirmatory factor analysis using AMOS 5.0 and the sample covariance matrix was conducted
for the measurement model. The measurement model specifies how the observed variables (indicators)
relate to unobserved variables (latent constructs) (Kline, 1998). Tables 3 and 4 both evinces the results of
the measurement model, including standardized factor loadings, standard error (SE), critical ratio, p-
values, and squared multiple correlations for each indicators. The confirmatory factor analysis of the
measurement model on multi-item scales showed that each factor loadings of indicators in each construct
were statistically significant and sufficiently high for structural model testing. In addition, the squared
multiple correlations of four indicators in the measurement model were higher than 0.50, which revealed
that the latent construct accounted for more than half of the explained variance in each indicator. Thus,
the squared multiple correlations of indicators showed that the measurement model was reliable and valid
to conduct subsequent structural equation model analysis and to test the proposed hypotheses.

Structured Model: Hypotheses Testing

The analysis of causal model was conducted using a maximum likelihood estimation, which has
been commonly employed in the structural modeling (Hair et al., 1998). The overall fit indices for the
proposed model revealed a chi-square of 501 (df = 2; p < 0.001), goodness-of-fit index (GFI) of 1.000,
normed fit index (NFI) of 0.998, comparative fit index (CFI) of 1.000, and root mean square error of
approximation (RMSEA) of 0.000 (see Figure 3). The result reports that all fit indices were at the above
end of acceptable ranges (>0.90 for GFI, CFI, NFI; <3 for y%/df; and <0.50 for RMSEA value) to indicate
perfect model fit. Fit statistics above 0.90 for GFI, NFI, and CFI were used as an indicator of a good
model fit to the data (Bagozzi & Yi, 1988; Hair et al., 1998). Following Bagozzi and Yi (1988), the chi-
square statistic was not considered a good indicator for model fit because sample size was over 200 in this
study. Therefore, the indices indicated that the proposed model fits the data well.



Figure 3
Proposed Research Model
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Table 3
Standardized Regression Weights of the Measurement Model
Estimate  S.E. C.R. P
A2.7.1 <---FR .689
A2.7.2 <---FR 913 .056 18.728  .000
A2.7.3 <---FR .880 .052 18.464  .000
A2.7.4 <---FR 458 .060 9.513 .000
A2.75 <---FR 411 .057 8.863 .000
A2.8.1 <---F 917
A2.9.1 <---M 633
A2.11.2<---M 460 139 5.196 .000
A2.75 <---F 279 .043 6.368 .000
A2.7.4 <---F 183 .044 4.136 .000
A2.8.2 <---F .866 .049 17910  .000
Table 4
Squared Multiple Correlations
Estimate
A2.11.2 212
A2.9.1 400
A2.8.2 750
A2.8.1 841
A2.7.5 .352
A2.7.4 319
A2.7.3 775
A2.7.2 .834
A2.7.1 A75

The default multiple structural model is recursive in nature in that it establishes unidirectional
effects of all the causal relations of the variables and able to differentiate distinctly from the null or
independence model. In other words, there are no two-way or loop back connections between any of the
variables. Overall, the default structural model representing this study is reasonably acceptable to assess
the results for the SEM technique. Figure 2 and Table 5 displays the final model with structural path



coefficients, standard errors, critical ratios, and p-values for each relationship as well as squared multiple
correlations for each endogenous construct. The results indicated support for all proposed hypotheses.

Table 5
Standardized Regression Weights of the Measurement Model
Standardized . .
Structural Path Path Coefficient C.R. P Hypothesis Testing

FR <---SN 771
F <---SN .610 130 7.715 .000 Supported
M <---SN 452 .081 7.055 .000 Supported
INNOVATI<---SN .266 .071 4,913 .000 Supported

DISCUSSION AND CONCLUSION

The present study provides evident of the effect of normative belief from friends, family and
media on online shoppers’ innovativeness in relation to adoption behavior of online shopping. As
expected, the results exhibited that consumer's normative belief toward online shopping innovativeness
positively influenced by friends, family and media. All causal links specified by the model were
supported. Overall, the research model demonstrated a good fit with the data collected in this study. This
supports the previous literature (Karahanna et al., 1999) that found subjective norm influences behavioral
intentions and adoption toward system use.

The model with Subjective Norm as the dependent variable had an R-square of 0.267. R-square
figures show the percentage of variation in one variable that is accounted for by another variable. In this
case, online shopper perception on Subjective Norm accounts for 26.7 percent of the total variation in
online shopper innovativeness. It is estimated that the predictors of Subjective Norm explain 26.7 percent
of its variance. In other words, the error variance of Subjective Norm is approximately 73.3 percent of the
variance of Subjective Norm itself.

Examining the analogous effects of the subjective norm construct, all indicators exhibit strong
contributions toward the Subjective Norm construct. The comparison of the effect showed that influence
from friends was the most important determinant of online shoppers’ innovativeness and decision to
purchase products and services through an online retail store by Malaysian Internet users. When an online
shopper has the resources, the knowledge and the ability to use the Internet for shopping, they would
encourage others to conduct online shopping as they think that online shopping is easy to use. They also
find online shopping fits well with the way they like to shop. They always find it fun, exciting and
enjoyable to use the Internet for shopping and they trigger to shop online due to the entertainment and
playful features available at the virtual stores websites. They encourage non-shoppers or potential
shoppers to have an intention to purchase products via the Internet through newsgroup, web communities
and Internet neighbourhood channels. They could receive meaningful exposure to the e-retailers products
offering.

The second important factor was family - higher number of frequency in shopping products
online was associated with more support and encouragement by family members (for example parents,
spouse, and children). It was found that Malaysian parents encourage their children to shop for products
online and made online payment by using their credit cards, to save their time to drive car to the physical
store to buy the products. This could save his time searching for parking lot, queuing at counter to pay the
products, face with poor sales personnel service and drive back to home without any hassle. Further
examination revealed that, media had the smallest effect and influence among the three antecedents of
Malaysian Internet user innovativeness to shop online. The usage of online advertisement (i.e. micro-
sites, browser advertisements, banner advertisements, skyscrapers, and interstitials) by e-marketers to
attract visitors to purchase products from their websites was found to have less impact on Malaysian
Internet users’ level of innovativeness on online shopping. Therefore, e-marketers should use other media



forms such as magazines to aggressively promote their products and websites to the Malaysian Internet
users, thereafter could encourage online purchases and loyalty.

Overall, the current research findings support prior research study with regard to the influence of
subjective norm on adopter innovative characteristics. Social interaction characteristics have historically
been shown to be positively related to innovativeness. Early adopters (a) have more social participation,
(b) have a higher degree of opinion leadership, (c) are more cosmopolitans, (d) have greater mass media
communication channels, (e) deviate more from social system norms, (f) have more contact with change
agents, and (g) have more interpersonal communications exposure than later adopters (Rogers, 1995;
Turnbull & Meenaghan, 1980).

Implementation of the above reported strategies by e-marketers and e-retailers could significantly
contribute to online shopper innovativeness and also customer satisfaction and more importantly, broaden
the share of customer online spending. The future commercial success of online shopping depends largely
on understanding how an existing online shopper perceives his shopping experiences. The reported
strategies could greatly help online marketing managers in developing successful targeting and
positioning strategies to gain better insights about the purchase behavior of innovative online shoppers,
and constitute a future research foundation area for a more thorough analysis by both Information
Systems analysts and marketing researchers.

The small sample size used in this study has provided an opportunity for future study to employ
more respondents in order to have wider, generalizable and global perspective of findings which represent
the whole population of Malaysia. Future study are encouraged to use Structural Equation Modeling
technique (SEM) due to the benefit that it offers than other statistical techniques as it allows simultaneous
relationship among endogenous and exogenous variables and serves as a purposeful representation of the
reality from which the data has been extracted, and provides a parsimonious explanation of the data. More
variables should be added in the current model by future researchers to strengthen the model
conceptually.
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ABSTRACT

There has been an increased usage of the Internet among Malaysian consumers in recent
years. This development calls for an understanding of how Malaysian people response to
online advertising and its impact on online purchase. The present study examines Malaysian
consumers’ attitudes toward online advertising and beliefs about online advertising and their
impacts on using online ads in making purchase decision. The analysis of a structural model
shows that both attitudes toward and beliefs about online advertising significantly explain the
frequency of clicking online ads, which in turn, significantly related to the use of online ads
in making purchase decision. There is no gender difference in the overall response to online
advertising. However, it has been found that male consumers find online ads to be more
irritating and confusing than female consumers. Implications of the research findings and
suggestions for future research are discussed.

INTRODUCTION

The Internet has grown tremendously in both its applications and number of users mainly due to
its unique characteristics of flexibility, interactivity, and personalization. It has been a very useful tool for
communication, entertainment, education, and electronic trade. The revolutionary change brought forth
by the advancement in information technology has an important impact on our daily lives. On the
business side, the Internet has transformed the way we do business. It allows retailers to offer unlimited
range of products and services to all consumers from around the world at any point in time. It is deemed
to be the most significant direct marketing channel for the global marketplace. According to the report by
DoubleClick, a marketing service provider, spending on Internet advertising has grown at a rate of 31.5%
between 2003 and 2004. It is predicted that the strong growth of online advertising is likely to continue
for many years to come (The decade in online advertising, 2005).

On the consumer side, the Internet has given consumers more control in accessing information on
products and services. Consumers pull for online content—they decide whether, when, where, what, and
how much commercial content they wish to view. The Internet enables consumers to access an unlimited
range of products and services from companies around the world, and it has reduced the time and effort
consumers spend on shopping (Ko, Jung, Kim, & Shim, 2004). Consumers play a much more active role
in searching for information online with some goal in mind, and that goal can influence individual
responses to online information and advertisements (Smith, 2002).

Given the significant growth and optimistic outlook for the future of online shopping, it is
important to examine consumers’ online behaviors and responses to Internet advertising. It is crucial to
track consumers’ perceptions and attitudes toward online advertising as they would influence consumers’
attention and likelihood to make future purchases. Consequently, the present study attempts to investigate
whether a positive attitude toward online advertising would lead to buying online using a Malaysian
sample.

LITERATURE REVIEW
Quite a number of studies have examined consumer responses to online advertising for the past
few years. Based on a convenience sample of Internet users, Gordon and De Lima-Turner (1997) found
that online advertising is more effective in developing a favorable brand attitude than it is for selling; and
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that consumers prefer entertaining advertising on the Internet. Schlosser, Shavitt, and Kanfer (1999)
surveyed a national sample of over 400 participants and found no majority opinion of online
advertising—about a third of the participants liked, disliked, and felt neutrally toward online advertising
respectively. The Internet users find online advertising informative but less entertaining, and it does not
encourage them to make purchases even they do not perceive it to increase product prices.

Korgaonkar and Wolin (2002) examined the differences between heavy, medium, and light
Internet users and concluded that “heavier users hold stronger beliefs about and attitudes toward online
advertising which likely lead to stronger purchase intent” (p. 201). The heavy Internet users perceived
that online advertising is a good thing, is essential and it reduces the cost of products. Hence, marketers
should include online advertising in their promotion efforts. Similarly, Ducoffe (1996) found that online
advertising is perceived to be informative, entertaining, useful, valuable, and important.

Using a convenience sample of 329 undergraduate students, Goldsmith and Lafferty (2002)
assessed the effects of viewing Web sites on Internet advertising. The findings are both positive and
negative for online advertisers. Visiting Web sites appear to increase the ability to recall brand names and
to improve consumers’ views of the brands. However, these young consumers perceive both advantages
and disadvantages in online advertising. The advantages include providing privacy and more information
and the disadvantages include cluttered and hard to read Web sites.

On the study of how young consumers perceive the Internet as an advertising medium in relation to
other traditional media, Calisir (2003) found that the Internet is a less effective medium for
communicating both brand and corporate image, although it is a more reliable source of information and
less irritating than traditional media like radio, television, press, and magazine. The author suggested that
web addresses should be included in outdoor ads to prompt young consumers to visit the websites to
obtain more information on the products or services of their interest. In addition, Wolin and Korgaonkar
(2003) examined the differences between males and females in consumer beliefs about and attitudes
toward online advertising. They found a significant gender difference with males exhibiting more positive
in both beliefs about and attitudes toward online advertising. Hence, the following two hypotheses on
gender differences were formulated:

H1: Male consumers exhibit more positive attitudes toward online advertising than female consumers.
H2: Male consumers exhibit more positive beliefs toward online advertising than female consumers.

Several research studies have examined the consequences of attitude toward online advertising, i.e.,
the impacts it has on consumer behavior. It has been found that favorable attitude toward advertising has a
positive relationship with the level of involvement with specific ads, information search, ads recall,
buying interest, and most important of all, sales (Haley & Baldinger, 1991; Schlosser et al., 1999; Luo,
2002; Cho, 2003). Cho (2003) hypothesized that those who have an overall favorable attitude toward web
advertising are more likely to click banner ads, and this hypothesis was supported in his research study. In
addition, Schlosser et al. (1999) found that one-third of their national sample of over 400 participants used
information from Internet advertising to help them make their purchase decisions. Based on this line of
argument, it is clear that such a link exists: perceptions of online advertising — clicking online ads — use
of online ads to make purchase decision. Consequently, the following three hypotheses were postulated:
H3: Attitudes toward online ads is positively related to the frequency of clicking online ads.

H4: Beliefs about online ads is positively related to the frequency of clicking online ads.

H5: The frequency of clicking online ads is positively related to the use of online ads in making
purchase decisions.

A structural model has been proposed to examine the relationships between belief about and attitude

toward online ads and the frequency of clicking online ads (H3 and H4), and the relationship of the

frequency of clicking online ads and the use of online ads in making purchase decisions (H5). Figure 1

below shows the structural model and the relationships depicted in the hypotheses.



Figure 1
A Model of the Use of Online Ads
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RESEARCH METHODOLOGY

The data for this study were collected from 200 employees (office staff and lecturers) at a private
university in Malaysia. Survey questionnaires were personally distributed and collected from the
respective respondents. One hundred and fifty-three employees completed the guestionnaires, yielding a
response rate of 76.5%. Of the 153 respondent, we eliminated 19 respondents who had missing data on
the main items in the survey, yielding the final 134 usable respondents. Most of the respondents were
Chinese lecturers with an average age of 32 years old. They were considered highly-educated people with
majority of them holding a master’s degree. Table 1 below describes the characteristics of the sample
more in details.

Table 1
Characteristics of Respondents
Gender Race Marital Status Occupation Monthly Income
66% 72% Chinese | 55% not married 82% lecturers | Ranged from
females RM1,000 to RM7,000
34% males | 15% Indians | 44% married 18% office 81% between

employees RM2,000 to RM4,000

11% Malays | 1% unspecified
2% Others

Measurements

Attitudes toward online advertising: Ten items were used to measure attitudes toward online advertising.
They were taken from the studies by Korgaonkar and Wolin (2002), Wolin and Korgaonkar (2003) and
Schlosser et al. (1999). Sample items are ‘I like online advertising’, ‘Online advertising is essential’, and
‘I consider online advertising a good thing’. The respondents were asked to answer the questions based on
a five-point scale, ranging from (1) “strongly disagree” to (5) “strongly agree”. The Cronbach alpha for
this 10-item measurement scale was 0.869.

Beliefs about online advertising: Beliefs about Internet Advertising was measured based on the
evaluation framework proposed by Chen and Wells (1999). Three main factors comprised of 12 items
were used to evaluate online advertisements namely entertainment, informativeness, and organization.
Each item was measured using a 5-point bipolar rating scale. Bipolar adjective such as ‘entertaining and
not entertaining,” anchored the beginning and end of the scale. The following is the listing of adjectives
used to measure beliefs about online advertising under each of the three factors. The Cronbach alpha for
this 12-item scale was 0.851.



Entertainment Informativeness Organization

Entertaining Informative Confusing
Creative Useful Irritating
Fun Intelligent Messy
Interesting Trustworthy

Offensive

Frequency of clicking online ads: One item was used to measure the frequency of clicking online ads. It
was measured in terms of the percentage of time they clicked on the online ads based on their exposure to
the ads on the Internet. The percentage of time was in 10% interval ranging from 0% to 100% of the time.
This approach of measuring frequency was adapted from Korgaonkar and Wolin’s (2002) study in their
assessment of beliefs about online advertising.

The use of online ads in making purchase decision: The use of online ads in making purchase decision
was measured by a single question, in terms of the percentage of the time that it facilitates respondents in
making decision to purchase online. The percentage of the time was in 10% interval ranging from 0% to
100% of the time. This approach of measuring frequency was adapted from Schlosser, Shavitt, and
Kanfer (1999).

RESULTS

The proposed model and hypothesis testing was analyzed using partial least squares (PLS)
method. Visual PLS version 1.04 was used to test the model. PLS statistically produces parameter
estimates for a system of linear equations, which are regression coefficients for the paths of the model.
These path coefficients are then used to examine the relationships among the latent variables. PLS is a
robust technique as it is less sensitive to sample size considerations. It does not need a large sample size
for data analysis. PLS is also appropriate to use for testing a structural model with single-item
measurement scale; it does not require to fulfill the characteristics of good measurement to produce
results (Hair, Black, Babin, Anderson & Tatham, 2006).

A PLS model is analyzed and interpreted in two stages: the assessment of the reliability and
validity of the constructs in the measurement model and the assessment of the structural model.
Specifically, the measurement model assesses and ensures the convergent and discriminate validity of the
instrument before attempting to draw conclusion regarding relationship among construct in the structural
model. For the evaluation of the structural model, the bootstrap resampling procedure was applied to test
the significance of the path coefficients (Chin et al., 2003).

PLS was used to measure hypotheses H3 to H5 as postulated in the structural model. As for the
testing of the gender differences as stated in the hypotheses H1 and H2, independent sample t-test of
differences was used.

Descriptive Analysis

Internet usage: The respondents were found to access the Internet at an average of three hours per day,
with a minimum of one hour and a maximum of 10 hours. Table 2 below shows that about 80% of the
respondents indicated that they were online for less than five hours per day on the average, with the
average of three hours per day. According to the categorization by Korgaonkar and Wolin (2002),
spending about three hours per day online is considered a medium usage of the Internet. Hence,
Malaysian consumers can be classified as medium users of the Internet.



Table 2
Internet Usage
Average Hour Per Day Number of Respondents Percentage (N = 134)

1 24 17.9%
2 34 25.4%
3 23 17.2%
4 26 19.4%
5 9 6.7%
6 10 7.5%
8 5 3.7%
9 1 0.7%
10 2 1.5%
Total 134 100%

Average = 3 hours / day

Attitudes toward online advertising: Table 3 shows the means and standard deviations for the seven
items measuring attitudes toward online advertising. Three of the 10 items used to measure attitudes
toward online advertising were dropped due low loading scores as a result of PLS analysis. As seen in
Table 3, the mean of the seven items is 2.756, representing a moderately favorable attitude toward online
advertising.

Beliefs about online advertising: Table 3 presents the means and standard deviations for the eleven items
measuring beliefs about online advertising. The respondents found that online ads are especially creative,
informative, and interesting. Overall, the respondents seemed to have a moderately favorable belief about
online advertising.

Table 3
Means, Standard Deviation and Loading for Each Variable
Item Mean | Std. Dev. | Loading
Attitude (CR=0.892)
I look at most of the online ads 2.381 1.017 0.728
Online ads is a good thing 3.172 0.880 0.730
Online ads is essential 3.291 0.874 0.641
I like online ads 2.739 0.941 0.837
I have interest in online ads 2.731 0.951 0.763
I trust online ads 2.351 0.825 0.705
I am confident in using online ads 2.627 0.907 0.743
Overall Attitude 2.756 0.673 n.a.
Belief (CR=0.896)
Entertaining 3.157 0.848 0.586
Creative 3.634 0.761 0.561
Fun 3.179 0.848 0.669
Interesting 3.261 0.917 0.673
Informative 3.388 0.917 0.779
Useful 3.187 1.035 0.778
Intelligent 3.119 0.841 0.631
Trustworthy 2.754 0.862 0.750
Not confusing 3.127 0.913 0.631
Not irritating 2.582 1.133 0.624
Not messy 2.903 0.965 0.597
Overall Belief 3.119 0.608 n.a.




Measurement Model

The assessment of the measurement model includes estimation of the coefficient and the
examination of reliability, convergent and discriminant validity of the survey instruments.

Reliability was assessed using internal consistency scores, calculated by the construct reliability
scores. Internal consistencies of all the items are considered good as they exceed 0.80, signifying high
reliability. Convergent and discriminant validity were assessed by comparing the own factor loadings and
cross factor loadings, and the square root of each construct’s average variance extracted (AVE) and its
correlations with other constructs (Fornell and Bokstein, 1982). As shown in Table 3, majority of the
items loaded well on their respective factors, which are much higher than all cross loadings. Four items,
namely offensiveness (from belief construct), reduced cost perception, misleading and insufficient
information (from attitude construct) were dropped from the analysis as their loading scores were below
0.50. All retained items had loadings of at least 0.55. As shown in Table 4, all the square roots of AVE
were above 0.60, which were much higher than all the cross-correlations. These tests suggested that all
measures have adequate convergent and discriminate validity. In sum, the measurement model
demonstrated adequate reliability, convergent validity and discriminate validity, indicating sufficient
conditions for the assessment of the structural model as proceeded in the study.

Table 4
Square Root of AVE and Correlations among the Constructs
F1 F2 F3 F4
Attitude toward online ads (F1) 0.738
Belief about online ads (F2) 0.488* | 0.666
Clicking on online ads (F3) 0.483* | 0.380* | n.a.
Use of online ads in making purchase decision (F4) | 0.561* | 0.335* | 0.587* | n.a.

* Significant at p < 0.001.
Diagonal values are the square root of AVE and off-diagonal values are the correlations among constructs.

Structural Model

The assessment of structural model includes the path coefficients and their significance levels.
The path coefficients in the PLS model represent standardized regression coefficients. The suggested
lower limit of substantive significance for path coefficients is 0.10. As shown in Figure 2, all three path
coefficients are over 0.10. Hypotheses H3 and H4 were both supported in which attitudes and beliefs
about online advertising had a significant effect on the frequency of clicking online ads. All together they
accounted for 26% of the variance in clicking online ads with attitudes toward online advertising (5=0.39;
p<0.001) contributing more to the frequency of clicking online ads than beliefs about online advertising
(= 0.19; p<0.05). In addition, the path coefficient (#=0.59; p<0.001) supported the relationship
hypothesized between the frequency of clicking online ads and percentage of using online ads in making
online purchase decision. (H5). The model also did a good job of explaining variance in the percentage of
using online ads in making purchase decisions (R?=34%).



Figure 2
Structural Model

- H3
Attitudes 0.189*
toward s
Online Ads Frequency 0.587** | Use of Online Ads
of Clicking > in Making
Online Ads Purchase Decision
Beliefs s
about -
Online Ads 0391

Note:  *Path coefficient is significant at p < 0.05.
**Path coefficient is significant at p < 0.001.

Tests of Gender Differences

As presented in Table 5, the analysis of t-tests showed that there was no statistically significant
difference between male and female respondents in their attitudes towards and beliefs about online
advertising. Therefore, H1 and H2 were not supported. However, when the construct of beliefs about
online advertising was decomposed for further analysis, a significant gender difference was found in two
items, namely confusing and irritating. Male respondents were found to perceive online ads as more
confusing and irritating than female respondents.

Table 5
Comparison of Means of Beliefs about Online Advertising between Male and Female Respondents
Belief Item Mean of Male Mean of Female Significance Level
Group (N=45) Group (N=89)

Entertaining 3.11 3.18 p <0.66
Creative 3.58 3.66 p <0.54

Fun 3.04 3.25 p<0.19
Interesting 3.27 3.26 p <0.96
Informative 3.24 3.46 p<0.20
Useful 3.09 3.24 p<0.44
Intelligent 3.11 3.16 p<0.77
Trustworthy 2.62 2.82 p<0.21

Not confusing 291 3.24 p <0.05

Not irritating 2.24 2.75 p<0.01

Not messy 2.73 2.99 p<0.15
Overall Belief 2.99 3.18 p <0.09

Table 6 shows the frequency for both the male and female groups in terms of their percentage of
clicking online ads. About one fifth of them did not click on online ads at all. Majority of the respondents
(77%) clicked on online ads 10% to 50% of the time to search for products and services information. No
statistically significant gender difference was found in the percentage of clicking online ads.



Table 6
Comparison of Percentage of Clicking Online Ads between Male and Female Respondents

Percentage of Male Percentage Female Percentage
using online ads respondents respondents
0% 9 20.0% 16 18.0%
10% 15 33.3% 13 14.6%
20% 8 17.8% 14 15.7%
30% 3 6.7% 21 23.6%
40% 5 11.1% 7 7.9%
50% 3 6.7% 14 15.7%
60% 2 4.4% 1 1.1%
70% 0 0.0% 2 2.2%
80% 0 0.0% 1 1.1%
Total 45 100.0% 89 100.0%

Table 7 shows the frequency for both male and female groups in terms of their percentage of
using online ads in making their purchase decisions. Twenty eight percent of the respondents indicated
that they did not use online advertising to help in making their online purchase decisions. About 62% of
the respondents indicated that they used online ads in making online purchase decision. Again, no
statistically significant difference was found between males and females in using online ads to make
online purchase decisions.

Table 7
Comparison of Percentage of Using Online Advertising in Making Purchase Decisions between
Male and Female Respondents

Percentage of Male Percentage Female Percentage
using online ads respondents respondents

0% 16 35.6% 22 24.7%
10% 3 6.7% 14 15.7%
20% 6 13.3% 11 12.4%
30% 6 13.3% 13 14.6%
40% 5 11.1% 8 9.0%
50% 4 8.9% 13 14.6%
60% 3 6.7% 3 3.4%
70% 1 2.2% 0 0.0%
80% 3 6.7% 4 4.5%
90% 1 2.2% 2 2.2%
Total 45 100.0% 89 100.0%

DISCUSSION AND CONCLUSIONS
The focus of this study is to examine the impact of consumer perception of online advertising on
searching and buying via online ads. The results of the present study indicate that:

@ Malaysian online consumers have demonstrated a moderate favorable response toward online
advertising.

2 Both attitudes toward and beliefs about online advertising are significant predictors of clicking
online ads, which in turn, leads to the use of online ads in making purchase decision.

3 Overall, there are no gender differences in the attitudes toward and beliefs about online
advertising. However, upon further analysis, male consumers find online advertising to be more
confusing and irritating than female consumers.

The research findings of the present study imply that marketers should include online advertising
in their advertising media mix as online advertising promotes online buying or online shopping. Online
marketers and retailers should place more attention on the design of online ads as a rather favorable



response toward online ads will encourage online consumers search for product and service information
through online ads. But improvements are needed to make online ads less irritating and confusing to
appeal to the male consumers. The findings suggest that online advertising may be a powerful marketing
tool in the context of online environment.

E-marketers should place ads that appear to be interesting and attractive to create consumers’
curiosity and to draw their attention. Consumers are exposed to various forms of online ads (such as
banners, pop-up windows, and text-based hyperlinks) when they spend considerable amount of time
online. They may click on the ads if they are stimulating visually. Generally, consumers would do aimless
browsing for something interesting (Rowley, 2000), and aimless or general browsing is a variation of
ongoing search which may lead to impulse buying (Bloch, Sherrell & Ridgway, 1986).

The research findings of the present study may only be generalized to university employees
especially the academic staff. However, the findings of the study must be used with caution as the sample
size is relatively small in understanding perceptions of online consumer behavior. Furthermore, the
sample consisted of mainly Chinese in the education industry, which is not representative of the general
Malaysian population. Future research in the Malaysian market should include other races of Malays and
Indians as well as students in the sample for comparison purpose. Online behavior in relation to
demographics may also be needed to produce profiles of typical Malaysian online shoppers or browsers.
In addition, it is important to examine other antecedents to online purchases apart from the impacts of
online ads.

Nevertheless, the present study has contributed to our understanding of online consumer
behaviours in relation to the impact of beliefs about and attitudes toward online ads, which has profound
implications for organizations promoting business via online ads. It helps online retailers better address
the needs and wants of their consumers and devise their online ads strategies. Data on online advertising
and online buying behavior are much needed in lieu of the gaining importance of online retailing in the
global market. More studies on cross-cultural comparisons of responses toward online advertising and
online purchase behavior are also much needed. E-commerce is going international and the understanding
of online consumer behavior in various countries has profound implications for international vendors.
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ABSTRACT

The Internet has redefined the global nature of shopping and communications, touting itself as the
perfect vehicle for online shopping. The dramatic influence of online shopping on consumers and
businesses is slowly, albeit surely being accepted in Malaysia as an alternative shopping mode
rather than visiting bricks-and-mortar stores. Numerous studies have been carried out to ascertain
the roles of the Web as an information and communications medium, while other studies have
examined factors that may influence or hinder shopping on the Internet. However, much of the
latter research is primarily conceptual in nature. Very little empirical research exists on issues
relating to shopping orientations on the Internet. Results of the study indicated that online
shoppers were more likely to be well educated with at least a bachelor’s degree, aged between 19
to 34 years of age, unmarried, holding an executive or managerial-level job and earning a minimal
salary of RM1501 a month. Armed with more than four years of Internet experience, the online
shopper usually accessed the Internet from work and regards the Internet as a great source for
detailed product information. They were somewhat comfortable and satisfied with their Internet
usage comfort and skills, seeking for information online with a frequency of at least once a month.
However (among a varied number of reasons), slow downloading rate of web pages seem to be the
most dissatisfying online experience held by almost all of the respondents surveyed in this study.
Other findings and implications are discussed.

INTRODUCTION

The cyber world has no borders or boundaries. The Internet, with the capacity of sending
unlimited quantity of information across national borders, has often been touted as one of the pillars of
global communication. In this virtual cyberspace, users from all corners of the world are connected with
the Internet; they are given the opportunity to freely communicate, exchange information, and engage in
almost any online activity that one can possibly imagine. In its current phenomenal form, the Internet is
increasingly considered as a vehicle for commercial transactions, thus serving as a robust platform for
effective e-commerce transactions.

As proof that the Internet phenomenon is catching up in Asia especially in China, personal
computer sales are growing at 60 percent per year from 1993 to 1999 in China alone (Huang & Bayuk,
1998). It is expected that 25 percent of the households will own at least one computer by the year 2010 in
China, and that it is predicted to grow if China’s Internet infrastructure delivers the content and services
that make e-commerce popular across the world (US Embassy Beijing, 1998). As for Internet subscribers,
data from 1998 quoted that China has about 2.1 million Internet subscribers and this figure is predicted to
reach 6 million in 1999 (BDA, 1999).

In Malaysia, since the introduction of the first Internet Service Provider (ISP) JARING back in
1990, and later TMNET in 1996, the growth of Internet usage in Malaysia has been steadily growing.
From a mere number of 90 Internet users in 1992, the Internet craze to get connected increased to a
vigorous 50,176 in 1996, then 100, 103 at the end of 1997 (Hassan, 1997), and later at a staggering 2
million (out of Malaysia’s population of 22.2 million people) in March 2002 (Nua, 2002). According to
Nua (2001), twenty-five percent of the Malaysian population will have Internet access by 2005. The
increase in the Malaysian Internet population will be driven by the spread of the National PC Ownership
campaign, and the Internet Desa program, which involves the establishment of cyber centers in rural
areas. A report carried out by IDC Malaysia (2002) also reported that it expects Internet users in Malaysia
to reach 6.7 million by 2005. A clear depiction of the growth in the number of Malaysian online users can
be seen in Figure 1.
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LITERATURE REVIEW
The Internet as a Shopping Medium

These days, it is hard to imagine life without the Internet. The Internet has become so ingrained in
our lives to the extent of being our shopping haven through an electronic system known as “e-commerce”.
E-commerce introduces a new relationship between traders and consumers through electronic media by
mediating complete retail transactions. One of the most stunning aspects of the past few years has been
the speed at which e-commerce has expanded and matured. According to Pyle (1996), e-commerce is
even well received by the business community and consumers, stating that “its global connectivity opens
up new avenues for business in a manner that traditional commerce conduits cannot match.”
Coincidentally, according to Yang et. al. (2003), the outlook for e-commerce remains positive.

The emergence of e-commerce and online shopping represents a significant change in the
shopping environment. However, there is a need for a “better understanding of the Web user” and e-
shopping (Korgaonkar & Wolin, 1999). Since the Internet has been well adopted as a medium of
communication, people willingly go online to make purchases. In addition to that, consumers are also
spending more time looking for product and service information (Joines, Scherer & Scheufele, 2003).
CyberAtlas (2000a, b) reported that 58 % of households who use the Internet spend time online searching
for information on products and services. Another study conducted by E-Marketer (2000), found that 23.7
% of the Internet users’ spent their total online activities learning about products and services.

Growth of Online Shopping in Malaysia

Today the highest growth of Internet users is taking place in Asia. Asia Pacific will become the
largest region with a prediction of 242 million Internet users in 2005. A survey carried out by Taylor
Nelson Sofres (TNS) Interactive (2002) showed that only 3 % of Malaysian Internet users have shopped
online in May 2002, a dip of 1 % compared to 4 % in 2001 (Global E-commerce Report Malaysia, 2002).
Reasons cited were reluctance to shop across borders, mistrust of new dot com brands and most
importantly security issues. However, a higher Internet usage incidence was noted, thus paving the way
for possible opportunities of the Internet. This suggests a positive outlook for overall Asia Pacific e-
commerce retailers.



As online retailers scramble to fight for online presence on the Internet - Cyberspace’s virtual
global shopping paradise, consumers (Internet users) are dumbfounded with even more choices to make.
It is every online retailer’s dream to not only own and reap benefits from a booming Internet-based
business, but also to influence repeat customers whilst building a strong virtual recognition over the Net.
However, the ultimate purchasing power is in the consumer’s hands, naturally.

Further findings that show 7 % of current Malaysian Internet users plan to shop online within the
next 6 months suggests that consumers are open to the idea of extending their shopping behaviour to
online patronage (Global E-commerce Report Malaysia, 2002). Thus, it is the retailer’s duty to influence
the consumer’s shopping orientation while sustaining their confidence in the Net. At the end of the day,
both parties are in for a win-win situation; the retailer achieving positive sales results, while the
consumer’s needs are fulfilled.

Malaysian’s Web Navigation Behavior

How well an Internet user navigates his or her way through the Internet may play an important
role in predicting a consumer’s online buying behavior. Certain factors such as patience in waiting for a
web page to load may test his behavior towards online shopping. Information search and language
proficiency are also contributing variables to his or her web navigation ability as a whole. Navigating and
evaluating information online can be quite daunting. However, Ward and Lee (2000) noted that
consumers should become more proficient at searching for information online as they gain more
experience with it. For example, while searching for information from search engines, directories and
portals are skills developed with use. Hoffman and Novak (1996) added that a certain amount of
experience is needed before one developed the proper skills to flow in an intermediated environment such
as the Internet. Thus, increased proficiency decreases the cost of gathering and evaluating information,
specifically product information. Consequently, reliance on brand names should likewise decrease.
However, consumers can still reply on well-known brand names as shortcuts when evaluating the
credibility of different products. Nevertheless, increased Internet experience would not make consumers
more proficient at surmising the quality of a product from brand names. Thus, Ward and Lee (2000) adds
that the “price” of searching, relative to using brands, falls with increasing Internet experience — and if
substitutes exist — more experienced consumers should rely on brands even less.

Rowley and Slack (1998) suggests that there are two groups of user profile. Treating the Internet
as a public access information system, the authors go on to explain that this system exhibits different
types of challenges in respect of both the user profile and task. The first category of users is those who
have a wide range of different educational backgrounds and levels of experience with the system. These
users range from being subject domain novices and computer novices all the way to subject experts and
computer experts. However, a large proportion of the population of users is naive, and new users who
need to be able to adapt quickly to different systems. Many of these users are also subject novices and
their system use is constrained by their inability to appreciate what the system can be expected to contain.

Theoretical Framework

Several researchers have attempted to build numerous models to explain the driving factors
influencing purchasing over the Internet as an issue which is particularly relevant in the context of
predictions regarding electronic shopping in the future. The most fundamental exchange model viewed
the exchange process as a social influence process (Bagozzi, 1974). Social influence, social characteristics
of actors and third party effects are critical antecedents of the characteristics identified in the social
exchange model. In other words, the characteristics of the consumers and online sellers affect the
propensity to engage in an online transaction. This paper’s theoretical framework is shown in Figure 2
below:
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RESEARCH METHODOLOGY

Results of the study are based on a sample collection of 215 respondents. The demographic
profile indicates that the respondents were predominantly male (51.2 %), Chinese (71.6%), unmarried
(77.2 %), fairly young (74.9 % in the age bracket of 19-29 years). Most of the respondents are also
relatively highly educated (81 %), white-collared workers (78.6 %) with an average income bracket of
RM1501-RM3000(42.8 %). A majority of the respondents (79.5 %) have at least 4 years of Internet
experience or more, concurrent with the inception of the World Wide Web in the mid nineties in
Malaysia, just as the Internet was starting to become more popular. This also indicates that respondents of
this study are fairly experienced users of the Internet. In addition to that 53 % of the respondents
primarily access the Internet from the office, followed by a 37.7 % access from home. This is no surprise,
as most of the respondents from the study are white-collared employees, thus having more opportunity to
access the Internet from their offices. Nearly nine in every ten (86.5 %) of the people surveyed have
personal e-mail accounts or addresses.

RESULTS AND DISCUSSION

Table 1 shows several statements that examine the various web navigation behaviors that
respondents may have when surfing the Internet for product information. Respondents were allowed to
select more than one option. Hence, percentages may sum up to more than 100 %. The statements were
organized in descending order starting with the statement in which the respondents feel most strongly
about.

Approximately 83 % of the respondents of the study strongly agreed that the Internet was a faster
source of getting product information, compared to other channels of information, such as television or
newspapers. Perhaps the Internet garners such strong support as a foremost information hub as it not only
combines several mediums together (print, audio, motion), but offers up-to-date information and
interactivity as well (Schenkman & Jonsson, 2000; Kim & Lee, 2002). Thus, it is not surprising that a
strong 81.4 % of the respondents liked browsing the Internet because of its 24-hours online availability.
In a similar vein, more than three-quarters (76.7 %) of the respondent enjoy accessing the Internet for the
latest news and information. Thus, it can be said that the Internet is enjoyed mostly because of its speed,
convenience and up-to-date information.



Table 1
Web Navigation Behavior Statements

Web Navigation Behavior

A little Neutral Much

Total respondents (n=215; %=100) (%) (%) (%)
The Internet is a faster source of getting product information 1.9 14.9 83.2
I like browsing the Internet because of its 24-hours online 3.3 15.3 81.4
availability, everyday

I like to access the internet for latest news and information 4.7 18.1 76.7
Working my way around the Internet with a computer is fun 7 26 67
I experience no restriction in browsing the Internet 13 26 60.9
When it comes to the Internet, | believe I really do know a lot 18.1 35.8 46
Compared with most other people, I know pretty much about 23.7 40.5 35.8
the Internet than them

I have enough knowledge of digital signatures to qualify me 37.2 37.7 25.1

to make a safe online purchase

Among my circle of friends, | can be considered as one of 37.2 38.6 24.1
the "experts” or "gurus” weaving my way around the Internet

Respondents were neutral about their knowledge of the Internet, if compared to other people
(40.5 %). Perhaps Malaysians are moderately humble when asked to rate their knowledge regarding their
computer or Internet skills, even if they do know a lot in reality. Nevertheless, this correlates with the
majority 37.2 % of the respondents who disagree that they may be considered as one of the “experts” or
“gurus” among their circle of friends when it comes to weaving their way around the Internet. The same
percentage of respondents (37.2 %) also strongly disagrees that they have enough knowledge of digital
signatures to qualify them to carry out a safe purchase online. However, this contradicts the 37.7 % of
people whose feelings about the same statement were neutral. This can only mean that although
Malaysians have sufficient knowledge of the Internet, they may too humble to admit it. However, they
may feel otherwise when the more detailed aspects of the Internet functions are pointed out to them, such
as digital signatures.

Information Search Behavior

When asked about their information search behavior in more detail, a majority of the respondents
(33.5 %) felt somewhat comfortable with their level of Internet usage. This is a very positive sign, seeing
that the Internet boom just started in the late nineties in Malaysia, but the trend of getting online and
learning to be comfortable with the existence of a new media is sweeping like fire. In particular, a 24.7 %
of the respondents are very confident with their level of Internet usage comfort. This further proves that
Malaysian consumers are not left out of the progressive online market and may finally be accepting the
fact that the Internet is already playing a major role in their lives.

Regarding the respondents’ satisfaction with their Internet skills, more than half (63.7 %) of them
claim to be somewhat satisfied with it. They strongly feel that their current skills are enough to allow
them to carry out most of the tasks that they want to do online. This indicates that most Malaysians are
confident with their Internet- maneuvering skills, and are not afraid to admit so. This is a good sign for
online marketers, as they are assured of a promising group of consumers who are already Internet-literate,
thus paving a wider avenue to attract them to shop online. When asked about the respondents’ frequency
of searching for product information online, a majority 36.3 % of the respondents profess that they do it



monthly. However, almost 24 % of them do not even bother searching for product information online. In
contrast, only 11.2 % of the respondents make it a routine to search for product information online two or
three times a week, while 4.2 % of them habitually do so everyday. This may mean that although most of
the respondents have access to the Internet everyday, they might be using it for other purposes, such as
checking e-mails, chat or accessing daily news (Udo, 2001). Only a small percentage of them take
advantage of the Internet to search and read up information regarding the products that they want to buy.

Time Taken for First Information Search

Table 2 clearly depicts the time respondents take to search before they find the first useful
information online. The table reports a cross tabulation for the amount of time respondents take in finding
the first useful product information with their Internet experience. Past researches have theorized that
more experienced Internet users should be more proficient at seeking product information, adding that
there is a general trend towards less time taken for more experienced Internet users (Ward et. al, 2000).

Looking at table 2, a majority of the respondents (33 %) take between five to fifteen minutes to
reach the first useful information, with most of them being respondents who have more than four years
Internet experience (35.7 %). Co-incidentally, a majority of respondents from this category (more than 4
years Internet experience) also take the same amount of time to find the first useful information (5-15
minutes). For respondents with at least three to four year Internet experience, a majority of them only
managed to find the first useful information after 15 to 30 minutes (40.91 %). Further, for respondents
with at least two to three years Internet experience, most of them find the first useful information after 30
to 60 minutes (disregarding the six respondents in the “Don’t Know” category). These results suggest that
search proficiency increases with experience. Respondents who have more Internet years of experience
are more likely to find the first useful information in the quickest possible time. This is in line with a
study carried out by Ward et. al (2000), which revealed that there is a general trend towards both more
success and quicker searches for more Internet experienced users.

Table 2
Time Taken to Search for 1%t Useful Information
Time to search Internet Experience
1st useful info < 1year 1-2 yrs 2-3 yrs 3-4 yrs > 4 yrs Total
Less than 5 minutes 0 0 0 1 19 20
0.00 % 0.00 % 0.00 % 455% | 11.11% 9.30 %
5-15mins 1 2 2 5 61 71
50.00% | 66.67% | 11.76% | 22.73% | 35.67 % | 33.02%
15-30mins 0 0 3 9 42 54
0.00 % 000% | 1765% | 40.91% | 2456% | 25.12%
30-60mins 0 1 5 4 23 33
0.00% | 3333% | 29.41% | 18.18% | 13.45% | 15.35%
More than 60 minutes 0 0 1 1 6 8
0.00 % 0.00 % 5.88 % 4.55 % 3.51 % 3.72%
Don't Know 1 0 6 2 20 29
50.00 % 0.00% [ 35.29 % 9.09% | 11.70% | 13.49%
Total 2 3 17 22 171 215
100 % 100 % 100 % 100 % 100 % 100 %




Online shopping success rate

Table 3 reports a cross tabulation for the respondents’ claim of online shopping success rate in
finding the product or service information they are looking for with Internet experience. It is assumed that
more experienced Internet users will encounter a higher rate of success in their search for the particular
product information (Ward et. al, 2000). Looking at the table below, the percentage of people who are
successful in their online shopping success rate more than half the time (combining the “Most” and “All”
categories) rises from 17.7 % for those with two to three years’ Internet experience to 27.3 % for
respondents with three to four years’ Internet experience to finally, a whopping 31.6 % for respondents
with over four years’ Internet experience.

The notion that the online shopping success rate increases with experiences is further
strengthened with the following derived results from the table below. A strong majority (32.8 %) of the
respondents with over four years’ Internet experience encounter a 50 % online shopping success rate,
compared to a majority (41 %) of the respondents with three to four years’ Internet experience
encountering a mere success rate of only 25 % of the time.

Table 3
Online Shopping Success Rate
% success Internet Experience
<1year 1-2yrs | 2-3yrs 3-4 yrs >4 yrs Total

None 0 0 1 1 2 4
(0 % of the time) 0.00% | 0.00 % 0.00 % 4.55 % 1.17% 1.86 %
Few 0 3 5 9 44 61
(25 % of the time) 0.00 % 100% | 2941% | 40.91% | 25.73% | 28.37%
Half 0 0 5 4 56 65
(50 % of the time) 0.00% | 0.00% | 29.41% | 18.18% | 32.75% | 30.23%
Most 0 0 3 6 49 58
(75 % of the time) 000% | 0.00% | 1765% | 27.27% | 28.65% | 26.98 %
All 0 0 0 0 5 5
(100 % of the time) 0.00% | 0.00% 0.00 % 0.00 % 2.92 % 2.33%
Don't Know 2 0 3 2 15 22
100.00% | 0.00% | 17.65% 9.09 % 8.77% | 10.23%
Total 2 3 17 22 171 215
100 % 100 % 100 % 100 % 100 % 100 %

Time taken to give up search

Table 4 basically tests the patience of the respondents of this study, by cross tabulating the time
before a respondent gives up the product or service search with his or her Internet experience. Here, the
theory that search proficiency increases with experience may have uncertain implications pertaining to the
results of the table. Although it is theorized that an experience Internet user would give up faster if they
expect more results quickly, they may also be willing to search longer if they are confident of a sure
success, as indicated in the study carried out by Ward et. al (2000). However, after looking at the results
below, the results indicate a statistical significant difference across respondents with different levels of
Internet experience. The percentage of respondents with three to four years’ Internet experience giving up
within 30 minutes dropped from 27.3 % to 25.2 % for those with over four years’ Internet experience.
Thus, this means that the more experienced or proficient Internet users are willing to spend more time
searching for information, if they are sure of an eventual success. Generally, most of the respondents -



irregardless of their years of Internet experience tucked underneath their belt - tend to give up their search

after 15 to 30 minutes of not being able to find any useful information.

Table 4
Time Taken to Give up Search
Time to give up search Internet Experience
<1 year 1-2 yrs 2-3 yrs 3-4 yrs >4 yrs Total

<5mins 0 0 0 2 3 5
0.00 % 0.00 % 0.00 % 9.09 % 1.75 % 2.33 %
5-15mins 0 1 1 1 33 36
0.00% | 33.33% 5.88 % 455% | 19.30% | 16.74 %
15-30mins 1 1 7 6 43 58
50.00% | 33.33% | 41.18% | 27.27% [ 25.15% | 26.98 %
30-60mins 0 1 2 3 39 45
0.00% | 3333% | 11.76 % [ 13.64% | 22.81% | 20.93%
>60mins 0 0 2 3 30 35
0.00 % 000% | 11.76 % | 13.64% | 17.54% | 16.28 %
Don't Know 0 0 2 6 15 23
0.00 % 0.00% | 11.76 % | 27.27% 8.77% | 10.70 %
NA 1 0 3 1 8 13
50.00 % 0.00% | 17.65% 4.55 % 4.68 % 6.05 %
Total 2 3 17 22 171 215
100 % 100 % 100 % 100 % 100 % 100 %

Type of Product Information Sought After

The majority of the respondents (80.5 %) chose “detailed product information” as their most
important option. This shows that they value comprehensive product information, thus seeing it as a
prerequisite to their decision whether to purchase online or not. Price comparisons ranked second (72.6
%) after product information, thus indicating that respondents saw price as rather significant in their
decision making process. More than half of the respondents (56.3 %) went online to ascertain the
availability of a particular product or service was available online or not. Lastly, 42.3 % of the
respondents went online to look up for the location of the nearest store to them; in order to purchase the
products that they wanted.

These results indicate that respondents know how to maneuver their way to search the desired
information online, paying particular attention to information concerning the product itself, for example
the styles, designs, models or functions offered. Perhaps going online to search for such information is a
better way for the respondent to make an informed decision, since they can take as much time as they
want at their own leisure and comfort to browse through the product offerings. This cannot be done at a
physical retail outlet, as one would be intimidated by annoying sales people who would tell you untruthful
or useless information, or be affected by the store’s aesthetics like glaring bright lights, non-functioning
air conditioners and unfriendly operating hours. In addition to that, one would also be store-averse, if it is
a crowded store (Kaufman & Lane, 1996; Burton, 1999).

Respondents seem to be rather affected by prices (72.6 %), thus preferring to search for price
comparisons across online web sites that offer the similar product. It is easier to evaluate prices online,
rather than physically move about from actual store to store itself, as it may be tiring and unsuccessful.



Doing it all online saves the consumer time and cost, offering convenience and anonymity instead as
evidence in a study carried out by Parsons (2002) and Swaminathan et. al (1999). Parson (2002) noted
that a total of 7 % of the consumers interviewed were delighted with the anonymity offered by the
Internet, as it allowed them to pursue online shopping that traditionally would not be their role, e.g.
shopping for children’s clothes by fathers.

Dissatisfying Online Experiences Encountered

One of the most common unpleasant experiences encountered was the slow downloading of web
sites (46 %). This is in line with a Singaporean study conducted by Yang et. al. (2003) that concluded that
one of the most important factor for consumers to take into consideration when evaluating a web site was
downloading time. Long download times increase frustration levels, cause consumer dissatisfaction while
contributing to negative attitudes and perception of the web site among consumers (Yang et. al., 2003).
The next major concern was the disorganized or confusing web site features (32.1 %) respondents face
when surfing online. Nearly 30 % of the respondents felt that their online experience was dissatisfying
because they failed to find what they were looking for. Other notable bad experiences were web pages in
a foreign language (24.7 %), obnoxious/ annoying/ outdated web sites (23.7 %), incomplete/ misleading
product information (22.3 %), unreasonable price/ misleading product information (20 %) and poorly
designed web pages (19.1 %). Interestingly, only 29.3 % of the respondents claimed to not have
encountered any dissatisfying experience during their online experience.

The top two dissatisfying experiences encountered by respondents involve the technical aspect of
the whole online experience. Thus, this indicates that online sellers should pay more attention to the
technical functions when designing their web sites, in order to ensure that the consumer enjoys a smooth
and problem-free experience. Important aspects such as web site features, functions and speed of
downloading should be taken into serious consideration when designing a web site (White & Manning,
1998). This is because if a consumer is assured of a comfortable and enjoyable web site-surfing
experience, the chances of persuading them to buy something online would be higher (Kim et. al, 2002).

Frequency of Visiting Web Sites of Actual Existing Stores

Surprisingly a majority of the respondents of this study (33 %) rarely visit the online presence of
physical retail outlets normally visited. Only 23.3 % of them visit the web sites of physical stores
sometimes, while merely 6 % of the respondents visit the web sites often. Interestingly, 8.4 % of the
respondents did not know that there were web sites for the physical retail outlets they usually visit, while
6.5 % of the respondents were aware that they favorite stores did not have web sites for them to visit. This
could have indicated that some of the respondents would have liked to visit the web sites of their strongly
frequented actual stores, if it exists. Thus, this is a clear sign for online marketers do critically consider
the option of building an online presence for their physical existing stores, in order to enhance the
consumer’s whole shopping experience.

CONCLUSIONS

This study has also successfully proven that web navigation behavior is important in determining
the probability of someone purchasing online, as it does significantly affect the respondents’ decision to
purchase online. An IDC report in 2002 stated that it was relatively expensive to gain access to the
Internet, thus causing a huge social demographic gap between the urban and rural areas in Malaysia.
However, with the Malaysian government’s intervention, it is relatively becoming cheaper to get online
and surf the Internet. With a handful of Internet Service Providers players in the market such as TmNet,
Jaring, Time and Nasion.com, these companies should focus on how to further induce sales by promoting
even more attractive and affordable Internet packages to further encourage consumers to get online.

Furthermore, with the advent of wireless technology providing online access “hot spots” like
TmStreamyx, AirZed, Timezone and Webbit, online surfing has been brought to a completely different
level, enabling consumers to surf the World Wide Web not only from their homes and offices, but
anytime and anywhere. In addition to that, with the advent of broadband services in Malaysia (Telekom



Streamyx, Jaring Netcelerator, Time Homenet are such examples), Internet users can now easily access
the Internet for as long as they desire by paying a flat rate each month, with improved speed and
connectivity. Thus, consumers are getting fussier as they are made aware of such technologies available
and enhanced services that come with it for a reasonable price.

This group of surfers is seen to be better informed, sophisticated and skilled. As a result, they are
more demanding for better service from their Internet Service Providers (ISP) for the price paid, and
would easily voice their discontent if the service given does not meet the expected level. Furthermore,
these consumers may just refrain from voicing their displeasure and quietly abandon their commitment to
the current ISP, effortlessly switching to another ISP competitor. Consequently, as seen from the results
of the study, the slow downloading of web pages seems to be the strongest issue in the list of dissatisfying
Internet experiences. Thus, Internet access speeds have to be also improved to a level fast enough to meet
or exceed the consumers’ expectations. Online marketers should realize that it is important that web pages
take as little time as possible to download. Online users are not willing to tolerate delays associated with
delivering the intended graphics, audio, animation, video and text. If the web page takes too long to
download, this may irritate the users to the point of abandoning the website.

Marketers should also carefully select the web designing company who will create their web page
for them. They should bear in mind that the level of hits produced, and subsequently potential sales
received does depend on the whole outlook of a web page and the functions provided.

Web pages should not follow a typical paper catalogue format. Thus, some of the ways to help
improve the outlook and features of a web site would be to make it as user-friendly as possible by clearly
exhibiting the functions available on the page. Color co-ordination is also crucial, as some surfers do get
put off by loud glaring or mismatched colors of a web site, automatically making their surfing experience
at that particular site an uncomfortable one.

The layout of the whole web page is also important, such as displaying clear and proper headings,
controlling the amount of animation as not to clutter the page, as well as establishing proper links or
include a site map to make sure that the user does not get “lost” when he or she clicks the links provided
at the web page. More interactive and reactive components like customized recommendations for
customers based on their purchase history, or the opportunity for customers to review products and make
recommendations to other customers visiting the site should be considered as well. Research has proven
that the more interactive the web site is compared to competitors, the more likely that site would be
included in Lycos’ “top five percent site hits” (Yang, et. al, 2003; Ghose & Dou, 1998). Furthermore,
consumers would be more encouraged to revisit a web site they can interact with (Kolsar & Galbraith,
2000).

Other additional features that the web designer should consider is including an FAQ (Frequently
Asked Questions) section to provide rapid answers to questions by users, especially information regarding
security of transactions, return procedures, payment and credit policies, shipping and handling costs,
guarantees and quality assurance (Kim, et. al, 2002; Yang, et. al., 2003). Moreover, essential information
such as reachable telephone numbers, fax digits and e-mail addresses should not be forgotten to provide
ease of communication. Marketers should also periodically gather feedback via surveys on customer
satisfaction (Joines, et. al., 2003).

Other ways that may also help popularize a web page is by procuring top placement in the results
of search engine queries by manipulating content of web pages. Marketers should also consider
supplementing web advertising of their line of products with traditional advertising (publications) in daily
newspapers and magazines. There are plenty if ways to improve the marketability of a web site. The
bottom line is to continuously improve the Internet channel and to have a sense of willingness to innovate
while maintaining a clear focus on what delivers value to customers.

The findings of the study have also provided some insight on certain information that should be
incorporated when designing a web site to market products. Functions such as toolbars for easy
navigation, attractive but user friendly web site layout and faster downloading time should be taken into
consideration when designing web sites.



A few words of caution should be in order. The present findings of this study are mainly
exploratory in nature, thus making it inappropriate to generalize too far from a single study. This study
merely provides some preliminary results regarding a set of variables that may affect the adoption of
online purchasing culture in Malaysia, while displaying the differences between the current online
shoppers and non-online shoppers in Malaysia, in an attempt to identify potential target groups among
Malaysian Internet users. Secondly, a selection bias may have affected the findings of this study. Only
respondents who owned at least one e-mail address were selected to participate in the study. Thus, a
selection bias may limit the generalizability of the findings.
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ABSTRACT

As banking industry is getting competitive, banks all over the world are forced in adopting a
competitive place in the market, in the form of communications and information technology.
Internet banking, ATMs (Automatic Teller Machines), telephone banking and PC (personal
computer) banking are all in major use now. But, the final success or failure as a strategic
management tool depends upon the customer perspectives. This research paper mainly focuses the
customer perspectives on internet banking, their perceived importance for it, usage patterns and
problems arising on its utilization. The paper also discusses the strategic implications of the
research findings as the banks in Kuwait use internet banking as a competitive tool. Internet
banking, which is a major part of E-commerce is fast growing, since it is facilitated by the ever
increasing number of Internet users world wide. The internet banking phenomenon is expected to
grow at an accelerated rate for the foreseeable future. The internet banking growth rate in Kuwait
is consistent with the global trend pf increased usage of internet banking. The internet banking
phenomenon is expected to substantially change the business model of banking industry globally
and locally.

INTRODUCTION

As a consequence of globalization, privatization and liberalization forces shaping world
economies, all industries including the banking industry are forced to adopt the emerging communication
and information technologies to be competitive in the market place. With ever intensifying competitive
pressures, both domestic and international, banks all over the world are forced to be in the forefront of
adopting the communication and information technologies to gain competitive advantage. One such
phenomenon, which becoming pervasive all over the world in the banking industry is the adoption of
internet banking by banks in many countries. Banks are accustomed to introducing innovative distribution
systems over the past two decades in the form of ATMs (Automatic Teller Machines), telephone banking
and PC (personal computer) banking. In recent years internet banking has emerged as a new distribution
system of banking services. According to the 1999 Morgan Stanley Dean Witter report consumer
financial services on the Internet are expected to grow at a compound annual growth rate of 34 percent
over the next four years. Many banks in many parts of the world including the banks in Kuwait are getting
on this bandwagon of Internet banking services at considerable cost. However, ultimately the success or
failure of the use of Internet banking as a strategic marketing tool to gain competitive advantage depends
upon the perspectives of consumers and their reactions to such Internet banking services. There is limited
research dealing with consumer perspectives on Internet banking in general and practically none in GCC
(Gulf Cooperation Council) countries including in Kuwait. The major purpose of this research is to
empirically investigate the Kuwait bank customer perspectives on internet banking in terms of their
perceived importance, usage patterns, and problems perceived in utilizing Internet banking services. In
addition, the paper discusses the strategic implications of the research findings for the Kuwait banks for
effectively using internet
banking as a competitive model.

LITERATURE REVIEW

E-commerce of which Internet banking is a part is growing very fast. According to a United

Nations Conference on Trade and Development (UNCTAD) 2002 report on E-commerce, the worldwide
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E-commerce is expected to grow from 2.3 trillion US dollars in 2002 to 12.8 trillion US dollars by 2006.
Such phenomenal growth in E-commerce is facilitated by ever increasing number of Internet users world
wide. One of the key components of fast growing E-commerce is Internet banking. According to
UNCTAD 2002 report on E-commerce, Internet banking is defined as below: Internet banking refers to
the deployment over the Internet of retail and wholesale banking services It involves individual and
corporate clients, and includes bank transfers, payments and settlements, documentary collections and
credits, corporate and household lending, card business and some others” (134).
The Internet banking phenomenon is expected to grow at an accelerated rate for the foreseeable
future (UNCTAD, 2002). However, the consumer Internet banking is estimated to be between 5 to 10
percent both in the USA and Europe (UNCTAD, 2002). The rate of current adoption of Internet banking
in other parts of the world may be less than that of in USA and Europe. But the same accelerating rating
of growth is expected with increased access and usage of Internet by populations in different countries.
The trend in Kuwait in this respect is consistent with the global trend of increasing use of Internet
banking. On the issue of Internet banking, the executives of National bank of Kuwait (NBK), the leading
bank in Kuwait expressed the following opinion in 1998 at a conference on Information Technology (IT).
“In brief, we at NBK view the internet as a strategic delivery channel for our service offerings.
Currently, using the internet as a delivery channel serves a niche market given the profile of the average
Internet user. Consequently, products and services delivered over this channel will target that niche
segment. However, as we look to the future, it is quite evident that with the rapid advances taking place in
Web TVs, mobile phones, Net PCs etc., access to the Internet will be open to everyone. It will become as
ubiquitous as the telephone is today. As a consequence, the Internet, as a delivery channel will grow in
importance over time.”(p. 11)
Given such high growth potentials for Internet banking on a global scale considerable research
studies have been published dealing with various aspects of Internet banking. The internet banking
phenomenon is expected to substantially change the business model of banking industry globally. Morgan
Stanley Dean Witter (1999) visualizes three waves of adoption of financial services on the internet:
advertising and distribution (first wave), sales and servicing (second wave), and ecommerce (third wave).
Some researchers strongly believe that once customers move to full-service Internet banking they are
likely to be very loyal to the financial institution (Shesbunoff 2000). In spite of such great potential for
building customer loyalty through internet banking, the research studies so far have not paid much
attention to consumer behavior issues related to IB related issues. Technological aspects dominate the
research stream emerging on IB. Several authors discussed the changing business models of banks by
emphasizing how I B is enabling banks to provide a variety of financial services more efficiently and cost
effectively. Besides, in prior research it was emphasized that IB enabled banks to customize their products
and services to suit each customer thereby engage in micro-marketing practices (Lerew 1999). Other
authors (Furash 1999) alerted banks about the pitfalls of slow adoption of IB and not addressing the
inherent technical problems in making IB more satisfactory to customers. Several industry organizations
conducted general purpose surveys to identify the key demographic characteristics of IB users (GVU-
User Survey, 1997) , piracy and security issues (Statistical Research 2001). A survey of by the American
Bankermagazine (2000) found that both use and satisfaction with IB increased in 2000 compared to 1999.
Recently some cross-cultural and global research studies dealing with profiles of Internet buyers in
different countries were published (Lynch and Beck 2001, Globerman, Roehl and Standifird, 2001).
In 2001, internet users in the Arab region were estimated at 3.54 million (Ajeeb.com, 2001). The
same source estimated 165,000 Internet users in Kuwait. According to insights Research.com (May 2000)
the Internet penetration is more than fifteen time higher in GCC (Gulf Cooperation Council) countries
than in the rest of Arab region. Thus, the Internet use and hence the potential for TB use in fast expanding
in GCC countries including in Kuwait. Responding to such emerging business opportunity and to keep up
with competitive trends several banks and financial institutions in Kuwait have started offering 1B
services. However, in the Arab region in general and in the GCC countries in particularly, there is no
systematic research dealing with the key consumer behavior aspects of IB. This paper attempts to fill this
gap and attempted to empirically investigate the salient consumer behavior dimensions in relation IB in



Kuwait and point out the implications for developing an effective TB strategy by banks in Kuwait. Given
the similarities among the GCC countries in terms of socio-economic conditions, the research findings
and their implications for banks’ 1B strategies in Kuwait can be generalized for the entire GCC region.
Given the paucity of research dealing with IB related consumer behavior in the literature, the research
findings of this research study will be significant to banking industry in other parts of the world.

Research Objectives

Given the nascent stage of the development of IB in practice and very limited on the subject
matter, an exploratory research study dealing with consumer behavior aspects of IB was undertaken in
Kuwait banking business context in 2002. At the time of the research investigation several banks and
other financial institutions in the country have started offering TB services to their household customers.
In view of the introductory stage of IB services and limited penetration of Internet usage in the country,
research investigated consumer behavior aspects of those customers who are currently using TB services
as well as those who intend to use IB services in future. Research investigated consumer behavior aspects
in relation to twenty different types of banking services for which customer can potentially utilize the IB
services. Specifically the following are the research objectives of the empirical investigation in Kuwait.

1. To investigate extent of use of diverse banking services through TB by current users of
IB and future users of IB.

2. To determine the perceived importance of diverse banking services that can utilize 1B format.

3. To investigate the “gap” between the usage and importance perceived for the diverse
Banking services for which 1B format can be utilized.

4. To determine the intensity of concern in relation to various aspects of using TB services as
perceived by customers.

5. To investigate bank customers’ level of expectation as to the role of Kuwait banks in
overcoming IB problems.

RESEARCH METHODOLOGY

Empirical data to achieve the research objectives were gathered from bank customers in Kuwait.
As mentioned earlier, several banks in Kuwait started offering IB services facility to their customers.
However, given the possibility that some bank customers may be currently using IB services whereas
others may be planning to use such services in future, for purposes of this research investigation all bank
customers in Kuwait were considered as population of research interest. Research data were gathered by
utilizing a structured questionnaire from a representative sample of 750 bank customers in Kuwait. The
sample respondents were selected at random times at computer shops, Internet cafes or clubs, shops that
sell Internet cards and computers, shopping centers, stock market, Kuwait banks, government offices,
professional services etc.

Based on extensive background secondary source research a structured questionnaire was
prepared to achieve the research objectives as stated above. The English version of the questionnaire was
translated into Arabic language and back translated to ensure the authenticity of the translation process.
The questionnaire was pre-tested with a small sample of potential respondents, who are bank customers in
Kuwait. Some very minor adjustments were made to over come some semantic problems from the
perspectives of respondents. The final questionnaire was utilized to gather empirical data from 750 bank
customers in Kuwait. Of the 750 responses, 620 were found to be usable in terms of the completeness of
the information provided by the respondents. The data were gathered by using personal interviews
conducted by trained interviewers in different geographic locations of Kuwait so that a representative
sample can be obtained.

The data were gathered utilizing Likert type scales for the substantive questions. In addition data
were gathered about the pertinent demographic characteristics of respondents.



RESULTS AND DISCUSSION

Perceived Importance of Internet Banking (I1B) Services

The first research objective refers to the perceived importance of IB services to bank customers in
Kuwait. The respondents were provided an exhaustive list of twenty banking services were provided for
which they can potentially use TB as a mode of conducting their banking transactions. In relation to these
twenty banking services, the respondents were asked to indicate the degree of importance they attach in
using IB as a mode of conducing banking transactions for each of the banking services. The respondents
were provided with a five point Likert type importance scale ranging from very important to very
unimportant. The relevant data both in terms of frequencies and mean values for the twenty banking
services were presented in Table 1 (Refer to end of this paper). In terms of mean values, the following are
the top five banking services which the respondents considered relative important for using IB format for
transacting banking business.

1. Review account balance (4.65)

2. Obtain detailed transaction histories (4.62)

3. Open accounts (4.43)

4. Pay bills (4.18)

5. Transfer funds between own accounts (3.81)

From the above list of top five banking services which are considered important for IB mode by
bank customers in Kuwait, it is significant to note that bank customers are willing to use 1B mode of
transacting for a variety of banking transactions. However, the top two important bank services are related
to merely checking information about customer’s accounts. However, it is interesting to note that more
than 80 percent of the respondents consider that TB mode is important for opening accounts and paying
bills. Similarly, 80 percent of the respondents consider TB mode important for transfer funds between
their own accounts. From the diversity of bank transactions for which bank customers consider IB mode
important, one may conclude that convenience aspect of TB mode seem to be appealing to both users and
potential users TB services.

The following five banking services are considered by the respondents as unimportant in making
use of IB mode of transacting banking business.

1. Buying insurance (2.56)

2. E-trade (buying and selling shares, stocks, mutual funds etc., (3.15)
3. Apply for loans (3.23)

4. Re-Charging of Smart cards (3.24)

5. To issue stop payment requests (3.43)

For the above five banking services which the respondents considered that TB mode as less
important, it can be assume that for these types of transactions, they prefer dealing with bank personnel
directly rather than using the IB mode of transactions business. Such hesitancy of using IB for these types
of banking transactions may be that bank customers either see some problems or perceive high risk in
using IB mode. For the other services included in the list of twenty banking services to be evaluated by
the respondents for IB mode, more than fifty percent of the respondents considered TB mode is important.
This clearly indicates that a significant segment of bank customers are likely to use TB mode of
transacting banking business.

Current and Potential Use of IB Services in Kuwait

Given the nascent stage of TB services offered in Kuwait, data were gathered from respondents whether
they currently use TB services as well as their intentions to use TB services in future. Detailed for both
current use and intended future use were gathered for the twenty banking services for which TB mode can
be used by customers. The detailed data on these aspects are presented in Table 2.



Internet Banking Services

Review the account balance

Obtain detailed transaction histories
Transfer Funds between own accounts
Transfer Funds to other person’s accounts

Transfer Funds to other accounts outside
Kuwait

Pay bills

Apply for Loans

Apply for Credit Cards

Re-order cheques

Issue stop payment requests

Open accounts

Obtain information about bank services

Issue standing orders (for regular payments)

Issue drafts

Making payments using credit cards
Review credit card transactions
E-Trade (Buying and selling shares and
stocks, mutual funds, etc)

Buying insurance

Electronic Commerce

Re-charging of Smart Cards

Total

Table 2
Current and Potential Use of IB Services in Kuwait

Now Using
No %
182 93.8
167 86.0
127 655
61 31.4
78 402
108  55.7
5 2.6
31 16
46 23.7
18 9.3
120 61.8
25 13.0
34 175
15 1.7
60 31.0
80 41.2
35 18
4 2.0
62 32
18 9.3
194 | 100

No

436
453
491
557

538

509
611
585
572
600
498
593

582

601
558
537

582

613
552
597

High
%

98

96.7

67.7
54.8

53.3

69.2
40.1
52.8
48.0
47.0
89.6
47.5

45.4

43.2
59.0
65.6

314

145
49.1
41.2

Future Use

Moderate

1.5
2.4
15.0
22.2

21.7

17.3
21.4
16.2
26.0
23.0
7.8

32.3

31.6

31.1
18.0
16.0

26.4

245
20.3
21.0

%

Low

0.5
0.9k
17.3
23

25

135
38.5
31
26.0
30.0
2.6
20.2

23.0

25.7
23.0
18.4

42.2

61.0
30.6
37.8

Mean

*473
4.64
3.73
3.44

3.39

3.84
2.49
3.22
3.27
3.23
4.36
3.36

3.3

3.25
3.45
3.69

2.69

2.23
3.24
9.3

* On a scale Ranging from (5) Very High potential use to (1) very low potential use the mean value for the potential

use is 4.73.

The data for future intentions to use TB services were gathered by using a five point Likert type
scale. Overall 32 percent of the respondents reported currently using the TB services. However, the
intensity of use of IB services by bank customers varied across the twenty banking services included for
investigation. The following are the top five banking services for which the respondents reported that are

currently using TB mode.

1. Review the account balance (93.8%)
2. Obtain detailed transaction histories (86.0)

3. Transfer of funds between own accounts (65.5%)

4. Open accounts (61.8%)
5. Pay bills (5 5.7%)



The top three services for which TB mode is being used by current users deal with routine and
simple types of banking transactions. However, it is worth noting that more than 50 percent of the
respondents reported saying that they currently use TB mode for ‘opening accounts’ and for ‘paying bills’

The following five banking services represent the least used IB services in terms of the
percentage of respondents reporting such usage.

1. Buying insurance (2%)

2. Apply for loans (2.6)

3. Issue drafts 7.7%)

4. Recharging smart cards (9.3%)
5. Issue stop payment (9.3%)

For the above types of banking services only less than ten percent of those who are currently
using TB mode are utilizing the mode. For many other types of banking services also, the usage rates of
IB mode are much lower. From the data presented in Table 2 about the current usage of TB mode, except
for routine informational and bill payment purposes, the usage of TB for a number of banking services is
still very limited. Such low levels of usage of TB mode clearly indicate that Banks in Kuwait may have to
educate their customers to increase the usage rates of the TB services made available. This can be
accomplished by addressing the critical concerns of bank customers which are inhibiting the use of TB
mode. Table 2 also presents data on respondents’ intentions to use TB mode in future for the twenty types
of banking services included in the survey research instruments. From the data presented in Table 2, the
following are the top five banking services for which the respondents indicated that they use IB mode in
future. For measuring the potential use a Likert type five point scale ranting from ‘very high potential use’
to ‘very low potential use’ has been used.

1. Review the account balance (4.73)

2. Obtain detailed transaction histories (4.64)
3. Open accounts (4.36)

4. Pay bills (3.84)

5. Transfer between own accounts (3.73)

It is evident that the intended usage of TB mode as indicated by the top five banking services
listed above, that the future intentions of the respondents are in line with the importance attached to
banking services for TB mode usage. From correspondence between the importance attached and the
future intended usage, one may conclude that TB mode is likely to be used for these services to a greater
extent than for other services. Since TB mode can be used for a wide variety of banking services, to fully
utilize its potential as a medium of banking transactions, banks have to develop and implement carefully
planned marketing strategies to increase the utilization of TB mode among their customers.

The bottom five banking services for which the respondents are less likely to use TB mode are as
below.

1. Buying insurance (2.23)

2. Apply for loans (2.49)

3. E-Trade (buying and selling shares, stocks mutual funds etc., (2.69)
4. Re-charging Smart Cards (3.0)

5. Issue stop payment requests (3.23)

Again interesting one can see correspondence between the least important five banking services
and the above five banking services with low potential future use of IB mode. From such correspondence,
one may conclude that IB mode may not be used for these types of banking services by bank customers.



IB Mode Importance, Usage and Future Usage

A comparison of the top five banking services in terms of customer perceived importance, actual
usage and potential future usage will provide useful insights. From this perspective a comparative profile
of the top five banking services is presented below.

Bank Service Importance Usage Future Usage
% % %

Review Account balance 97.6 93.8 98,0

Obtain detailed transaction histories 96.9 86.0 96.7

Open accounts 88.8 61.8 89.6

Pay bills 81.2 55.7 69.2

Transfer funds between own accounts 80.0 65.5 67.7

From the above comparison, it is interesting to note that overall a higher percentage of
respondents assigned importance than the corresponding percentages under usage and future usage with
the exception of banking services ‘review account balance’ and ‘open accounts’. Interestingly current
usage of IB mode for the last three banking services — open accounts, pay bills and transfer funds
between own accounts: the difference between the corresponding percentages under importance and
usage is substantial. This research finding indicates that while the bank customers consider that Ib mode is
important for certain banking services they are not yet using the IB mode. This may be due to technical
problems or psychological hesitancy on the part of bank customers, to use IB mode. Interestingly this
trend can be observed with regard to the last two banking services — pay bills and transfer funds between
own accounts — between importance and future usage percentages. Thus, the discrepancy between
importance of IB mode and its current and future use deserves further research investigation so that banks
can design programs to facilitate the use of IB mode to the mutual benefit of customers and themselves.

On the same lines as for the top five banking services, comparative data are presented below for
the bottom six banking services in terms of bank customers’ perceived importance, current usage and
future usage.

Bank Service Importance Usage Future Usage
% % %

Buying Insurance 145 29,7 2.0
Apply for loans 48.0 2.6 40.1

Issue drafts 26,8 7.7 43.2
Re-charging Smart cards 23.8 9.3 41.2
Issue stop payment requests 53.0 9.3 47.0
E-trade (shares, stocks etc.,) 40.4 18.0 31.0

From the data presented above, it can be observed for the low importance banking services for
using TB mode, importance and future use percentages are much higher than the corresponding current
use percentages. This research finding denotes that for these relatively less important banking services
currently levels of usage are woefully low. The problems inhibiting the customer usage of IB mode for
these services need to be systematically addressed by the banks.

Across all the twenty banking services included for IB mode of use, generally the importance
percentages are higher than the corresponding current use and future use percentages. This general
findings indicates that while bank customers feel that IB mode is important, they are not using nor plan to
use in future to the same extent. The reasons for such discrepancy between the importance and use
patterns, both current and future, need to be further investigated and banks take the necessary remedial
measures to increase the IB mode usage.



Problems Perceived by Bank Customers in using 1B

As discussed in the previous two sections and revealed by the data presented in Tables 1 and 2, it
is evident that while bank customers in Kuwait attach more important to a variety of banking services in
terms of IB mode use, their actual usage or future intended usage are lagging behind. Such discrepancy
between the bank customer desire to use TB mode as reflected in the importance ratings and their actual
usage or future intended usage indicates that there may be some potential problems in using the TB mode
for banking services. For the banks to develop and implement appropriate TB facilitating programs, it is
necessary such problems in using TB mode be investigated from the perspectives of bank customers. In
order to achieve this research objective, the respondents were asked to express their degree of concern
with thirteen potential 1B usage problems. The relevant data are presented in Table 3. From the data
presented in Table 3, the following are the top five TB mode usage problems for which the respondents

expressed high concern.

Table 3

Problems of Using Internet Banking From Banks Customers’
Perspective

Problems of IB Use

Easiness of the IB to use

Cost of internet connection

Quality of Internet connection

Cost of Internet banking charges

Time consumed in finalizing the transaction by IB
Security/safety of money (due to fraud, theft, etc).
Privacy protection

Need of the computer to be continuously up-
graded.

Losing personal contact with bank employees
Losing interest in IB in the future

No real differences from current modes of
providing bank services

Spread of computer viruses

Level of Concern

High
Concern
73.4
65.7
90.0
75.4
86.7
91.9

921
65.6

54.7

374
44.4

58.3

Un -
decided
10.8
14.5
6.7
14.3
8.7
5.7

4.5

19.8

21.3

29.4

30.3

23.6

Low
Concern
15.8
19.8
3.3
10.3
4.6
2.4

3.4

14.6

240

33.2

25.3

18.1

Mean

*3.89

3.73

4.39

4.05

4.32

4.64

4.60

3.76

3.44

3.08

3.28

3.67

*0On a scale Ranging from (5) Very High concern to (1) very low for the level of concern is 3.89



Problems of IB Usage Level of Concern Hi Concern % Mean

Privacy protection 92.1 4.6
Security/safety of money (due to fraud etc.,) 91.9 4.64
Quality of Internet connection 90.0 4.39

Time consumed in finalizing the transaction

By IB 86.7 4.32
Cost of Internet banking charges 75.4 4.05

The above five concerns of bank customers in TB mode may decrease over time as they become
more familiar with its use and the high levels of concern expressed maybe due to the nascent stage of the
IB mode of transacting banking business. Especially the first two concerns dealing with privacy and
security are likely to reduce in their intensity as the bank customers becomes more familiar with IB mode
of transacting and find that there is no need for such concern. These two concerns which ranked one and
two can be addressed by the banks in assuring the bank customers that their privacy and security will be
protected and thereby their psychological hesitancies can be overcome by the banks. Programs may be
designed to assure the bank customers on these two aspects each time IB mode transaction takes place
with each customer. Given the versatility of Internet such continuous assurance programs may not be
costly. On the other hand such programs will substantially increase the usage rates of TB mode.

The third concern related to quality of net connection is more a technical problems. It is within
the purview of banks when they set first up TB mode of transacting business. If the internet connection
proves to be unsatisfactory it could do lot of damage in terms of customer enthusiasm to utilize the mode.
Hence, it behooves the banks to develop and implement foolproof IB user-friendly system. The fourth
concern is related to the issue of convenience in terms of time taken in performing TB transactions. One
of the main advantages claimed for TB mode is that it will be more convenient than transacting banking
business in traditional ways. This concern may be due to unfamiliarity in using the technology. As in the
case of the first two concerned, this concern on the part of customers may reduce with the passage of time
and greater familiarity of using the TB mode. But, on the other hand, the technical problems and delays
which may result in customers spending more time in transacting through 1B mode may have a
discouraging effect on the use of IB mode. The fifth ranked customer concern is related to apprehension
about the cost of Internet banking charges. Given the fact that TB mode is more cost effective for banks,
this should not be a concern for customers. Some educational programs showing that IB mode saves bank
charges than the traditional mode of transacting will reduce this concern and increase the usage of TB
mode. The above five major concerns and some other concerns for which more than fifty percent of the
respondents expressed high concern should be addressed by banks through appropriate IB mode
facilitating programs.

CONCLUSIONS

The new communications and information technologies are providing tools to improve customer
convenience and at the same time control the costs of operations, especially in service industries including
the banking industry. Internet banking one such mode of delivering banking services to customers at low
cost and high convenience. While Internet banking is coming into vogue and some research of the related
problems are being address, such research is mainly limited to industrially advanced countries. However,
Internet banking services are being provided in development countries as well. Internet banking mode of
transacting banking business in developing countries is still in its nascent stage. Hence, this exploratory
research study investigated the bank customer behavior perspectives towards TB mode in Kuwait.

For a variety of banking services, bank customers in Kuwait indicated a high level of interest to
use IB mode as reflected in the importance attached to such use. However, the actual usage levels of IB



more are far below the importance levels indicated by bank customers in Kuwait. At the same time, bank
customers in Kuwait indicated higher levels of future intentions to use IB mode. Still the importance
attached to IB mode is higher than even the levels of future intention to use TB mode. Such discrepancy
between importance of TB mode for banking transactions as perceived by bank customers and the levels
of current and future usage of IB mode, it behooves the banks to undertake systematic programs to
facilitate the use IB mode.

The research also identified the major concerns of bank customers in utilizing IB mode. Some of
the major concerns are related privacy, security, quality of technology, convenience and cost of IB
transactions Some of these concerns and hesitancies may be substantially reduced as the bank customers
gain experience with IB use. However, to expedite the use of TB mode for which banks invest heavily, it
is necessary the banks devise appropriate educational and other promotional programs to reduce bank
customer concerns in using IB mode.
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Table 1

Perceived Degree of Importance of Internet Banking Services

Internet Banking Services

Review the account balance 97.6
Obtain detailed transaction histories 96.9
Transfer Funds: Between own accounts 80.0
Transfer Funds: To other person’s accounts within Kuwait 68.5
Transfer Funds: To other accounts outside Kuwait 67.1
Pay bills 81.2
Apply for Loans 48.0
Apply for Credit Cards 61.7
Re-order cheques 58

Issue stop payment requests 53

Open accounts 88.8
Obtain information about bank services 60.8
Issue standing orders (for regular payments) 61.5
Issue drafts 54.3
Making payments using credit cards 66.6
Review credit card transactions 73.1
E-Trade (Buying and selling shares and stocks, mutual funds, etc) 40.4
Buying insurance 22.3
Electronic Commerce(e.g. buying books, goods etc) 59.8
Re-charging of Smart Cards 46.4

On a scale raging from (5) very important to (1) very Un important the mean value for the degree of importance is 4.65.

1.6

2.6

8.6

16.7
17.6
11.6
22.3
17.6
22.5
23.8
8.7

24.9
22.8
26.8
16.3
11.3
30.7
29.7
19.6
23.8

Importance Degree
Important (%) Neutral (%) Unimportant (%)

0.8

0.5

114
14.8
15.3
7.2

29.7
20.7
19.5
23.2
2.4

14.3
15.7
18.9
171
14.6
28.9
48.0
20.6
29.8

No

619
619
619
616
619
619
617
618
619
618
618
619
618
619
619
619
619
619
618
617

Mean

4.65
4.62
4.07
3.81
3.81
4.18
3.23
3.56
3.53
3.43
4.43
3.68
3.65
3.56
3.74
3.96
3.15
2.56
3.56
3,24
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ABSTRACT

Advertisement is one of the most popular mediums for marketing all over the world. Companies
allocate and spend huge amount on advertisement to inform and attract customers. The role of
advertisement becomes more vital in highly competitive cellular phone industry. This study
attempts to find out different features that makes an advertisement effective according to viewers
perception and may influence them while selecting a cellular service. For this purpose, a sample of
250 mobile users was selected that includes students, employees, businessmen and housewives.
Four advertisements of four leading Cellular Companies in Pakistan were selected i.e. Mobilink,
Ufone, Telenor and Warid. A questionnaire was developed to know the different factors in the
advertisement that make an advertisement attractive or effective i.e. jingles, personality, message,
product, package, brand logo and overall presentation of the advertisement. The data collected
then analyzed using different statistical techniques. The results show that according to customer
perception the most attractive and effective features of advertisement are product, package and
presentation. Therefore, cellular phone companies must pay attention towards these factors while
promoting their offerings.

INTRODUCTION

Advertising is probably the most evident activity of the business today. Though companies
allocate and spend huge amount on advertisement to inform and attract customers, little research has been
conducted to find out what attracts consumers in an advertisement. This research attempts to find out
different factors that contribute towards overall attractiveness and effectiveness of advertisement on
consumer perception while using a cellular service. Companies use several features to appeal the
consumer’s attraction. These advertising appeals refer to the approach used to attract the attention of the
consumer (Belch and Belch, 2001). Because of the same target market, the consumer may even be
exposed to these ads on the same media vehicles. Thus the companies try to create differentiation on the
basis of the advertising execution, which is the way the advertising appeal is presented. This message
execution can be decisive for the products that are highly similar in nature. Effectiveness of advertising
can be measured in terms of communication impact such as exposure to a message, awareness of a
product, attention, and involvement. Most responses can be categorized as perception (seeing), learning
(thinking), persuasion (feeling), or behavior (doing).

For last few years mobile phone sector has grown tremendously in Pakistan. Mobile phone
connections are one of the most turbulent market environments today due to increased competition and
change. Thus it is of growing concern to look at consumer buying decision process and cast light on the
factors that finally determine consumer choice between different mobile phone connections. In recent
years the adoption of mobile connections has been exceptionally rapid in many parts of the world and
especially in Pakistan where cellular phones are now a days almost as common as wristwatches. The most
effective tool to attract the customer to your connections is the advertisements. In Pakistan cellular
companies have very large advertising budgets. Now a day’s company announces different offers to
attract customers and to give information to the customer, advertising is the best medium. Kahle and
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Homer (1985) found that when the celebrity and product match up we would expect the positive impact
on product advertisement affect consumer memory. Marketers also claim that celebrities affect the
credibility of the claims made, increase the memorability of the message, and may provide a positive
effect that could be generalized to the brand (Cooper, 1984).

An advertising message can be presented in numerous ways; by telling consumers the factual
message or information about product, provision of scientific/technical evidences, using personality
symbols, musical messages (jingles), fantasy or the ad might be executed as a combination of all tactics.
These features of ads have different impact on the memory, perception and buying behavior of the
consumers. The current research is focused only on jingle, message, package, advertising product, brand
logo, personality and overall presentation of the advertisement.

LITERATURE REVIEW

Mostly companies spent huge budgets on presenting ads, and much less are spent on post
evaluating their effects. Researches on the topic revealed that advertising layout and execution affects the
consumer’s perception of the product image and the way consumers subsequently learn from their product
experiences. But it becomes difficult to distinguish the clear preference for a particular feature of ad when
it is for the same product and by different brands as Burke and Thomas (1988) examined that retrieved
intrusion caused by exposure to advertisements for competing brand creates overlapping effect and this
overlap can inhibit retrieval of distinctive ad information when sought elements become inaccessible or
are confused with other information in adjacent storage. Increasing the number of ad repetitions increases
the recall of the brand names mentioned in the ads. Singh and Rothschild (1983) described that increasing
the number of television commercial exposures from one to two to four increases recognition of brand
names, product claims, and product packages. In general, ad repetition enhances memory for information
contained in the ad, shaping the favorable perception of the product. The researches also provide a notion
that the frequency and details about the products shown in the advertisement creates a positive image of
the product and its perceived quality.

In addition to the content of the ads, personality shown in the advertisement plays a vital role on
viewer’s perception. Becker and Murphy (1993) found the use of a properly matched product endorser in
advertisements could have a significant impact on consumer’s tastes and preferences, by influencing the
consumer's perception of product performance and quality. Winer (1999), Cook and Kover (1997), Wells
(1993) and Stewart (1992) proposed that when an endorser is used in an ad, the indirect information
inferred by the consumer becomes more credible and more relevant. The result is that the consumer has
the perception of a higher quality for the advertised product. Since consumers prefer high quality to low
quality, the endorsed product is more likely to be purchased. This addresses the questions of why and how
consumer behavior is affected by using the right personality in the ads. Advertising showing the old
personalities was also viewed as seriously misleading by 45 percent of the sample, and advertising
directed at young and middle-aged adults was viewed as only slightly less misleading (Schutz and Casey
1981). Agrawal and Kamakura (1995) estimate that approximately 20% of all advertisements use some
form of celebrity endorsement to inform and persuade customers. The cost incurred on celebrity is
justified in the fact that theses endorsements act as a vehicle to dramatic communication and amplify the
signals aimed at customers.

Apart from the features of the ads, the frequency at which the ad is being shown also influences
the perception of the consumers. Viewers perceive heavily advertised product as more quality oriented
and capable of fulfilling their needs. Thus frequent provision of information in ads about the product also
affects the consumer’s perception. Advertising of established products can be a signal of quality, but it
should not be considered as a sole or perfect indicator of the quality, rather it may carry uncertainties that
can affect consumer’s perception and buying behavior (Horstmann & McDonald, 1994). Advertisement
should be a source of information for the consumer who can final make a decision to spend their precious
money. Subject to the type of product, the rational consumer will seek information about the quality and
performance prior to purchase. Much of this information comes from advertising. Thus, consumers want
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informative advertisements, which do not just forward, claims to them, but facilitate them in buying
decision (Davis, Kay & Star, 1991).

RESEARCH METHODOLOGY

This paper highlights different factors that make an advertisement effective and may influence
viewers’ decision while selecting a mobile phone service. For this purpose, mobile user responses were
collected; the sample size consisted of 250 mobile users from different fields of life. This includes
students, employees, businessmen and housewives. The sample was divided in two broad categories that
are male and female and further divided into their age groups. The most recent and famous
advertisements of four leading mobile companies in Pakistan i.e. Mobilink, Ufone, Telenor and Warid
were used in the research.

A questionnaire was developed to collect the information from the respondents. This
guestionnaire was consisted of different attributes of advertisement like effectiveness of jingles, message,
product, brand logo, personality and presentation of the advertisement etc. Respondents were asked to
indicate how attractive and effective each advertisement attribute is to them using 5-point Likert scale
anchored by “Most Effective (1)”, “Much Effective (2)”, “Effective (3)”, “Less Effective (4)” and “Least
Effective (5)”.

The questionnaires were distributed among 300 mobile users randomly out of which 250
responded and it took around 40 days to get the entire questionnaire filled. Four advertisements of
selected cellular companies were shown to consumers and also attached with the questionnaire. Before
the questionnaire was filled by the respondent the purpose of the questionnaire was explained to each of
the respondent. Proper instructions were written on the questionnaire but further instructions were given
to the respondents in order to fill the questionnaire properly. In order to perform analysis, descriptive
statistics were done and for this purpose SPSS was used.

RESULTS AND DISCUSSION
The basic purpose of this study is to analyze different factors or features that viewers
perceive make an advertisement effective and might influence their decision making while
selecting a cellular service. For this purpose various factors like jingles, message, product, brand
logo, personality, package and presentation of advertisement were analyzed using descriptive
statistics. Comparison was also made between male and female respondents and results were
summarized in following tables.

Table 1
Effectiveness of Jingles in Advertisement (N=250, Min=1, Max=5)
Mean Std Deviation Frequency Distribution %
Sig
: Most
Compan 2-tailed ) Less & Least
bary Male | Female | Male | Female ( Veffective
to effective Effective
Mobilink 3.1205 | 2.8929 | 1.3830 | 1.3264 214 58.4 41.6
Ufone 3.1265 | 3.1071 | 1.3626 | 1.3886 916 53.6 46.4
Telenor 3.1265 | 3.0833 | 1.4488 | 1.3902 .822 52.4 47.6
Warid 3.3012 | 3.0833 | 1.3187 | 1.3462 222 50.8 49.2 71




Table 1 shows the results of customers’ perception of effectiveness and attractiveness of jingle in
advertisement and it is evident from table that more than 50% of respondents consider it effective and
important. The mean of female respondents is slightly less than male respondents but there is no
significant difference between perception of male and female respondents.

Table 2
Effectiveness of Message in Advertisement (N=250, Min=1, Max=5)
Mean Std Deviation Frequency Distribution %
Sig
Company (2-tailed) [0St Less &
Male | Female | Male | Female effective  |Least

to effective [Effective
Mobilink 2.9277 | 3.0833 | 1.4166 | 1.3462 405 60.8 39.2
Ufone 2.9639 | 3.1429 | 1.4137 | 1.3634 | .340 58.4 41.6
Telenor 2.9157 | 2.6786 | 1.4117 | 1.4409 214 62.4 37.6
Warid 3.3012 | 2.8333 | 1.1882 | 1.4042 .010 52.4 47.6

The above table shows the results of customers’ perception of effectiveness and attractiveness of
message in advertisement and it is clear from table that more respondents consider message an important
factor that makes an advertisement effective. The mean of female respondents is quite similar to male
respondents except for Warid where there is a significant difference between the two groups perception as
p< .05. According to research findings, people consider message in Mobilink and Telenor advertisement
more attractive and effective than other cellular services.

Table 3
Effectiveness of Product in Advertisement (N=250, Min=1, Max=5)

Mean Std Deviation Frequency Distribution %
Si9 - INost Less &
Company (2-tailed) .
Male | Female | Male | Female effective  |Least

to effective |[Effective

Mobilink 2.3012 | 2.5357 | 1.2527 | 1.4265 184 79.2 20.8
Ufone 2.4940 | 2.7381 | 1.1947 | 1.3091 141 78 22
Telenor 2.7108 | 2.5119 | 1.2361 | 1.1973 226 73.6 26.4
Warid 2.8133 | 2.8923 | 1.3376 | 1.3799 .660 67.2 32.8
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Table 3 reveals the results of customers’ perception of effectiveness and attractiveness of product
in advertisement and it is evident from table that majority of respondents perceive product being offered
by the company as an important factor that makes the advertisement effective (As 67% to 79%
respondents for different services, consider it most effective to effective). The mean of female
respondents is almost similar to male respondents and there is no significant difference between
perception of male and female groups.

Table 4
Effectiveness of Brand logo in Advertisement (N=250, Min=1, Max=5)
Mean Std Deviation Frequency Distribution %
Sig
Company (2-tailed) Most . Less &

Male | Female | Male | Female effective  |Least
to effective |[Effective
Mobilink 2.5904 | 2.5833 | 1.3842 | 1.5226 971 69.2 30.8
Ufone 2.9458 | 3.0119 | 1.2023 | 1.2466 .685 61.6 384
Telenor 2.7590 | 2.8810 | 1.4819 | 1.4922 .540 63.6 36.4
Warid 3.3494 | 3.2024 | 1.1953 | 1.3424 379 544 45.6

Table 4 summarizes the results of customers’ perception of effectiveness and attractiveness of
brand logo in advertisement and it is clear from table that more respondents perceive brand logo used by
the company as an important factor that makes the advertisement effective. The mean of female
respondents is almost similar to male respondents and there is no significant difference between
perception of male and female groups. Among all the brands, people consider brand logo of Mobilink
more attractive and effective than other cellular services.

Table 5
Effectiveness of Personality in Advertisement (N=250, Min=1, Max=5)

Mean Std Deviation Frequency Distribution %
Company (Z_Eﬁe 0 Most Less &
Male | Female | Male | Female effective  |Least

to effective |[Effective
Mobilink 3.2651 | 3.3333 | 1.4020 | 1.4507 | .720 47.2 52.8
Ufone 3.4518 | 3.3929 | 1.2138 | 1.0868 | .708 46.8 53.2
Telenor 3.6386 | 3.1786 | 1.4020 | 1.4409 | .016 38.8 61.2
Warid 3.7410 | 3.4881 | 1.3254 | 1.4184 | .165 31.6 68.4
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Table 5 shows the results of customers’ perception of effectiveness and attractiveness of
personality in advertisement and it is obvious from table that majority of respondents do not consider
personality appeared in the advertisement of the companies as effective as other factors in the
advertisements. The means of female respondents is quite similar to male respondents other than Telenor
where there is significant difference between perception of male and female groups as p value is less than
.05. Personalities appeared in Mobilink advertisements are perceived to be more effective than other
competitors as their mean is less and having higher percentage of respondents in most effective-to-

effective range.

Table 6

Effectiveness of Package in Advertisement (N=250, Min=1, Max=5)

Std Deviation

'\f\l la¥aTal I'al '\A\l!\v
p CRagC—omrerecu—T1—auves

OVIUUS 11

Mean Frequency Distribution %
Sig
Company (2-tailed) Most . Less &
Male | Female | Male | Female effective  |Least
to effective |[Effective
Mobilink 2.3554 | 2.2134 | 1.2061 | 1.0305 .336 84.4 15.6
Ufone 2.3554 | 2.1786 | 1.2061 | 1.0547 .255 84 16
Telenor 2.4036 | 2.2976 | 1.2648 | 1.1170 499 81.2 18.8
Warid The abave sbda revealsgee resudtoafl custenss| pes@ption of gfertiveness apgl gttrac
offered tisement—and-itis—obvieus—from-table—that-majority-ef respondent

[Re)

iveness of
perceive

package offered by the companies an important factor that makes the advertisements effective (As 76% to
85% of the respondents consider it most effective-effective). The means of female respondents are almost
similar to male respondents and there is no significant difference between perception of male and female
groups as all p value are greater than .05. People consider package offered by Mobilink and Ufone in their
advertisement more effective than other cellular companies.

Table 7
Effectiveness of Presentation of Advertisement (N=250, Min=1, Max=5)
Mean Std Deviation Frequency Distribution %
Sig
Company (2-tailed) Most . Less &
Male | Female | Male | Female effective Least

to effective |Effective
Mobilink 2.5964 | 2.2857 | 1.4184 | 1.3224 .096 77.6 22.4

Ufone 2.6928 | 2.7619 | 1.3514 | 1.0712 .660 72 28
Telenor 2.5000 | 2.3690 | 1.4678 | 1.2780 .468 73.2 26.8
Warid 2.7711 | 2.8452 | 1.2823 | 1.3398 671 66.8 33.2
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The above table describes the results of customers’ perception of effectiveness and attractiveness
of presentation of advertisement and it is evident from table that majority of respondents perceive
presentation an important factor that makes the advertisements effective (As 66% to 78% of the
respondents consider it most effective-effective). The means of female respondents are almost similar to
male respondents and there is no significant difference between perception of male and female groups as
all p value are greater than .05. People consider presentation of Mobilink advertisement more effective
than other cellular companies.

From above results it is very much clear that people perception about effectiveness of different
factors of advertisement vary considerably. They perceive message, product, package and presentation of
advertisement more important features that make an advertisement effective (As means of these factors
are less and majority of respondents in the range of most effective to effective). Substantial number of
people also consider jingles, brand logo and personality as an effective factors but not as important as the
other four. It is also obvious from results that people perceive Mobilink advertisement more effective than
other competitors. Moreover, there is no significant difference between male and female respondents as in
most of results means of female respondents are close to male respondents except on one or two points.

CONCLUSION AND RECOMMENDATIONS

In this paper different factors were analyzed which make an advertisement effective and attractive
and may influence customer decision while selecting a cellular phone service. The analyzed factors were
message, jingles, product, brand logo, personality, package and presentation of the advertisement. From
above results it can be concluded that message, product, package and presentation of the advertisement
are the factors, which mobile users perceive more effective and attractive. The above results also
suggested that Mobilink advertisement is considered more effective by the customers than other cellular
companies in the industry. These results also support the claim of Mobilink Company as the largest and
popular cellular company of the Pakistan.

The results of this study are not only beneficial for the cellular companies operating in Pakistan
but in other countries as well. As we have found that people consider message, product and package in the
advertisements as an important factor, so it is recommended that cellular companies not only present their
advertisements effectively, they should also offer attractive product and package to the customers because
customers perceive product and package offered by the companies an integral part of their promotional
program. A good presentation and attractive message, product and package will make an advertisement
effective.

We studied different factors or attributes that make an advertisement effective and made a
comparison between male and female respondents by focusing on cellular phone companies in Pakistan.
In future some other factors can be considered to measure the advertisement effectiveness and some other
statistical tools can be used to analyze advertisement effectiveness.

Limitations of the study

The scope of the study is limited to the advertisements of cellular phone companies only. Thus
the results may not be generalized on advertisement of different other products. The sample was taken
from only one geographic area. The viewers of other geographic areas may consider various other
elements of advertisement more effective. However, the results of research can be generalized if a cross
industrial or multi products advertisements are taken into considerations. Therefore, it is recommended
that the future researchers should apply this research on other industries so that the results can be
generalized confidently.
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ABSTRACT

The main contribution of the present paper is to develop an integrated
conceptual framework of consumers’ luxury perception for researchers and
marketers of luxury goods who may wish to measure the dimensions of individual
luxury perception as a general base for marketing strategies to improve purchase
value for different segments of consumers. The model illustrates that individual
and social as well as financial and functional dimensions significantly impact
the consumer’ s luxury perception and consumption. Keywords: Luxury Concept,
Consumers’ Luxury Perception.

INTRODUCTION

With the dynamic growth in the global market for luxury products and services,
which is expected to reach 100 billion US Dollars by 2008 (Unity Marketing 2006;
Merrill Lynch/Cap Gemini 2005), and luxury marketers offering less luxurious product
lines (e.g., T-shirts, accessories, perfume) at more affordable prices, the
availability of luxury goods has expanded to a wider range of consumers than ever
before. A paradigm shift - the “democratization of luxuries” (Tsai 2005; Gardyn
2002; Lipovetsky & Roux 1996) - 1is transforming the luxury market from its
traditional conspicuous consumption model to a new experiential luxury sensibility
marked by a change in the way consumers define luxury: While “old luxury” was about
the attributes, qualities and features of the product and remains focused on the
traditional status and prestige ideal of luxury, “new luxury’ defines the category
from the consumers’ point—of-view and is about the experience of luxury embodied in
the goods and services they buy, not in ownership or possession itself (Unity
Marketing 2006). Against this background, it is critically important for luxury
researchers and marketers to understand the underlying reasons why consumers buy
luxury, what they believe luxury is and how their perception of luxury impacts their
buying behavior.

Past research efforts on the luxury product market have analyzed the
consumption behavior of the affluent consumers (e.g., Veblen 1899; Stanley 1988,
1989; Hirschman 1988), the luxury brands (e.g., Dubois & Duquesne 1993a; Andrus et
al. 1986), the determinants of the acquisition of the luxury products (e.g., Mason
1993; Dubois & Laurent 1993; Dubois & Duquesne 1993b), the cross—cultural comparison
of attitudes toward the luxury concept (Dubois & Laurent 1996; Dubois & Paternault
1997), and the comparison of motivations between Asian and Western societies (Wong &
Ahuvia 1998). However, there is currently little agreement about the dimensions that
constitute luxury in the customer’ s perception. With regard to the motives why
consumers buy luxuries, it has to be stated, that the notion of “buying to impress
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others” , still more or less serves as strategic principle for the marketing
management of luxury brands (Berry 1994; Dittmar 1994; Corneo & Jeanne 1997; Vigneron
& Johnson 1999, 2004; 0’ Cass & Frost 2002). According to the theory of impression
management, consumers are highly affected by the internal drive to create a favorable
social image from the outcome of their purchase behavior (Fagly & Chaiken 1993;
Mandrik 1996; Sallot 2002). However, following a broader perspective in exploring the
customer’ s perception of and the motives for purchasing luxury, it is not sufficient
to explain the whole picture of consumption in the luxury market with socially
oriented consumers’ motives (e.g., Hansen 1998; Wong & Ahuvia 1998; Vigneron &
Johnson 1999, 2004; Wong et al. 1999; Gentry et al. 2001; Puntoni 2001; Roth 2001;
Miquel et al. 2002; Coulter et al. 2003). Apart from the socially oriented luxury
brand consumption and the human desire ‘to impress others’ , a personally oriented
type of consumption should be considered in the marketing management of luxury
brands. Nevertheless, a review of the existing literature on luxury shows that, in
comparison with personal aspects, social and interpersonal orientation dominates
luxury-related research. A comprehensive model, which includes all relevant
dimensions - psychological and functional needs - that constitute the luxury value of
products in the customer’ s perception, is still lacking. Considering all different
aspects that constitute a customer’ s perception of and willingness to buy luxury
products, it is important to combine a set of luxury value dimensions into one single
framework, rather than treating each perceived value of luxury separately, as it has
been characteristic in the luxury research literature.

Against this background, incorporating relevant theoretical and empirical
findings, this paper is focused on understanding what is in the consumers ~
perspective meant by ‘luxury’ . By developing a multi—-dimensional conceptualization,
which encompasses financial, functional, individual, and social value components, it
aims at identifying and conceptualizing the dimensions which influence the
consumers’  individual perception of luxury as a basis for further research in
identifying and segmenting different types of luxury consumer. The model and
propositions are also discussed with reference to their managerial and research
implications.

LITERATURE REVIEW

The term “luxury’ is routinely used in our everyday life to refer to
products, services or a certain lifestyle, however, often without a clear
understanding of the luxury concept as it takes on many different forms for different
people and is dependent on the mood and experience of the consumer: “Luxury is
particularly slippery to define. A strong element of human involvement, very limited
supply and the recognition of value by others are key components” (Cornell 2002, p.
47). The word luxury “defines beauty; it is art applied to functional items. Like
light, luxury is enlightening. [. . .] Luxury items provide extra pleasure and
flatter all senses at once . . . Luxury is the appendage of the ruling classes”
(Kapferer 1997, p. 253). Whereas necessities are utilitarian objects that relieve an
unpleasant state of discomfort, luxuries are characterized as objects of desire that
provide pleasure (Berry 1994), as “non—essential items or services that contribute
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to luxurious living; an indulgence or convenience beyond the indispensable minimum”
(Webster’ s Third New International Dictionary 2002).

Defined as goods for which the simple use or display of a particular branded

product brings esteem on the owner, luxury goods enable consumers to satisfy
psychological and functional needs. Especially these psychological benefits can be
regarded as the main factor distinguishing luxury from non—luxury products or
counterfeits (Arghavan & Zaichkowsky 2000). In the literature on luxury, a concept of
exclusivity or rarity is well documented (Pantzalis 1995). Luxury brands can be
defined as those whose price and quality ratios are the highest of the market
(McKinsey 1990) and even though the ratio of functionality to price might be low with
regard to certain luxury goods, the ratio of intangible and situational utility to
price is comparatively high (Nueno & Quelch 1998). Therefore, luxury brands compete
on the ability to evoke exclusivity, brand identity, brand awareness and perceived
quality in the consumers’ perspective (Phau & Prendergast 2000). Thus, a definition
of luxury should not follow a narrow but rather an integrative understanding of the
luxury concept, as luxury is a subjective and multidimensional construct.
With regard to the motives for consumption of luxury brands, existing research
demonstrated that behavior varies between different people depending on their
susceptibility to interpersonal influence (Bourne 1957; Mason 1981; Bearden & Etzel
1982; Horiuchi 1984; Bushman 1993; Pantzalis 1995). To explain consumers’ behavior
in relation to luxury brands, apart from interpersonal aspects like snobbery and
conspicuousness (Leibenstein 1950; Mason 1992), personal aspects such as hedonist and
perfectionist motives (Dubois & Laurent 1994) as well as situational conditions
(e.g., economic, societal, political factors, etc.) have to be taken into
consideration (Vigneron & Johnson 1999, 2004). While the consumption of prestige or
status products involves purchasing a higher-priced product to embellish one’ s ego
(Eastman et al. 1999), the term “luxury’ encompasses personal and interpersonal
aspects: The consumption of luxury goods involves purchasing a product that
represents value to both, to the individual and significant others. Referring to
personal and interpersonal oriented perceptions of luxury, it 1is expected that
different sets of consumers would have different perceptions of the luxury value for
the same brands, and that the overall luxury value of a brand would integrate these
perceptions from different perspectives.

Dimensions of Luxury Perception

Following a comprehensive understanding of the luxury construct, all relevant
actual and potential value sources of the consumer’ s luxury perception should be
integrated into one single model. Generally, values can be regarded as beliefs that
guide the selection or evaluation of desirable behavior or end states (Schultz &
Zelenzy 1999). With regard to consumption values, which directly explain why
consumers choose to buy or avoid particular products (Sheth et al. 1991), different
types of values influence consumers’ purchase choices: A customer’ s luxury value
perception and the motives for luxury—brand consumption are not simply tied to a set
of social aspects of displaying status, success and distinction and the human desire
to impress other people, but instead also depend on the nature of the financial,
functional and individual utilities of the certain luxury brand. Pointing to the fact
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that luxury value lies in sociality and individuality as well as in functionality and
financial aspects, it is important to synthesize all relevant cognitive and emotional
value dimensions in a multidimensional model. Thus, for the purposes of this paper,
regarding all prospective and directly attributable value sources, luxury value can
be - according to existing luxury research literature as well as Bourdieu’ s (1986)
capital theory proposing economic, cultural and social capital - segmented into four
highly interrelated components of luxury perception: financial, functional,
individual, and social dimension.

Financial Dimension of Luxury Perception: The financial dimension addresses direct
monetary aspects such as price, resale price, discount, investment etc. It refers to
the value of the product expressed in dollars and cents, to what is given up or
sacrificed to obtain a product (e.g., Ahtola 1984; Chapman 1986; Mazumdar 1986;
Monroe & Krishnan 1985).

Functional Dimension of Luxury Perception: The functional dimension of luxury refers
to the core benefit and basic utilities that drive the consumer based luxury value
such as e.g. the quality, the uniqueness, the usability, the reliability, and
durability of the product (Sheth et al. 1991).

Individual Dimension of Luxury Perception.: The individual dimension focuses a
customer’ s personal orientation towards luxury consumption and addresses personal
matters such as materialism (e.g., Richins & Dawson 1992), hedonistic and self-
identity value (e.g., Vigneron & Johnson 2004; Hirschman & Holbrook 1982)

Social Dimension of Luxury Perception: The consumption of luxury goods appears to
have a strong social function, and therefore, social dimension refers to the
perceived utility individuals acquire by consuming products or services recognhized
within their own social group(s) such as conspicuousness and prestige value may be
significantly affecting the evaluation and the propensity to purchase or consume
luxury brands (Vigneron & Johnson 1999; Bearden, & Etzel 1982; Brinberg & Plimpton
1986; Kim 1998).

Conceptualization and Propositions

A luxury value model: Starting from our integral consumers’  luxury perception
concept encompassing financial, functional, individual, and social aspects, Figure 1
shows the proposed conceptual model to investigate the strongly correlated but not
identical dimensions of a customer’ s luxury brand perception. Although these
dimensions operate independently, they can interact with each other and have
different influences on the individual consumers’ luxury perception. This can be
used as the basis for further identification and segmentation of different types of
luxury consumers. As sketched in our model, several influencing variables and value
drivers may be related to the four key dimensions of luxury perception (e.g., price,
quality, conspicuousness etc). For the purposes of this paper, we will - based on
theoretical and empirical research - analyze selected variables in view of possible
links to the financial, functional, individual, and social dimensions as well as
their associated influence on the individual’ s overall luxury perception.
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Figure 1
The Conceptual Model

Situational Variables (e.g., Political and Cultural Background etc.)

v k4 v
Price Usability Quality Uniqueness
Financial Value Functional Value

Luxury
Perception

Individual Value Social Value

Self-ldentity Hedonism Materialism Conspicuousness Prestige

A A A

Individual characteristics (e.g., Age, Income, Status, Lifestyle etc.)

The impact of different variables

Price: Referring to luxury goods, many authors have shown and demonstrated that the
price of a product may have a positive role in determining the perception of high
quality (Erickson & Johansson 1995; Lichtenstein et al. 1988; Tellis & Gaeth 1990).
Often used as evidence for judging quality, status—conscious consumers tend to use a
price cue also as a surrogate indicator of prestige (e.g., Berkowitz et al. 1992,
Groth & McDaniel 1993). Thus, prestige pricing - setting a rather high price to
suggest high quality and/or high status (McCarthy & Perreault 1987) - may even make
certain products or services more desirable (Groth & McDaniel 1993). Falling back on
the results of first focus group interviews, we presume that the reasons for a given
desirability are multifaceted, and may show connections to all of our four components
of luxury perception sketched in figure 1. Besides the functional dimension, closely
interlinked with the perception of highest quality, and the social dimension,
associated with prestige indication, we can also presume relationships to the
financial and individual dimension. For instance, expensive luxury goods may gain
financial relevance because of their investment value and can also be influenced by
exclusiveness or a uniqueness value (i.e., paintings from outstanding artists,
veteran cars, but also advice by the best lawyer, investment broker etc.).
Furthermore, the relevancy for supporting the perception of high individual value
might have its roots in the chance of rewarding oneself, creating self-esteem and/or
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" getting a kick = out of the feeling of being extremely affluent and able to afford
everything. From here we can also draw connections to different variables discussed
more in detail later on (i.e., self-identity, hedonic, and materialistic values).

In sum, price seems to be an important, but also extremely complex and
differentiated driver of luxury perception, highly interlinked with many other
variables. These multifaceted links to other variables are critical because they
establish deviant luxury perception patterns which might help to distinguish
different types of consumers — in general or along different categories of products
and services. In this context it is also important to realize that luxury consumers,
who can readily afford to pay full price, want to make sure they pay a good price.
According to the American Express Platinum Luxury Survey, the majority of luxury
consumers of all ages and income levels respond to bargains and make their luxury
goods purchases on sale or at a discount (American Express 2005). Thus, consumers can
and do distinguish between objective price (i.e., the actual price of a product or
service) and perceived price (i.e., the price as judged by the consumer, respectively
the relevant others) (Jacoby & Olson 1977). The individual perception of a good
price/value relationship depends on what is important to the individual consumer and
if a given value is worth the investment. This leads us to our first proposition,

P The (expected) price/value relationship acts as an important indicator
concerning a consumer’ s overall luxury perception, but price is highly
Interlinked with other variables and establishes deviant Iuxury value
patterns reflecting differing centers of gravity along the proposed factor
structure which highlights the financial as well as the functional,
individual, and social evaluation of luxury Items.

Usability: In general, a product or a service is designed to perform a particular
function: the core benefit, which can be seen in the usability of a product to
achieve the goal to satisfy consumer needs. The concept of wusability has been
examined and understood in terms of ease of use and can be defined by the physical-
chemical—-technical, concrete or abstract product/service dimensions (e.g., Park et
al. 1986). It has to be stated, that usability is based on both, the product
properties and the consumers  needs. Hence, one has to differentiate between an
objective and subjective judgment of usability which depends on individual evaluation
and the specific purpose of use. With regard to basic usage, consumers expect the
item they buy to work right, to look good, to last a long time, and to perform as
expected and as promised (e.g., Fennel 1978) - these expectations increase in view of
luxury items to a maximum. Thus,
Po: The expected and perceived superior product or service usability as a
basic functional value feature causes the individual perception of a luxury
Item. Additionally, an increasing of the subjective usability leads to an
Increasing of the overall luxury perception and has a positive relationship
with the others dimensions.

Quality: Gentry et al. (2001) found that one reason why consumers buy luxury brands
is because of the superior quality reflected by the brand name. This is congruent
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with the assumption in the field of perceived quality that luxury brands offer a
greater product quality and performance than non-luxury brands (e.g., Garfein 1989;
Roux 1995; Quelch 1987; Garfein 1989; Nia & Zaichkowsky 2000; 0’ Cass & Frost 2002;
Vigneron & Johnson 2004). Thus, on account of this, consumers may associate luxury
products with a superior brand quality and reassurance so that they perceive more
value from it (Aaker 1991). The literature on luxury consumption often underlines
this importance of quality to ensure the perception and therefore the value of luxury
(Quelch 1987; Rao & Monroel989; Garfein 1989; Groth & McDaniel 1993; Roux 1995). In
addition, high quality is being seen as a fundamental character of a luxury product
in terms of a ~ sine qua non  (Quelch 1987; Garfein 1989; Roux 1995). Therefore, we
propose that, from a consumer perspective,
Py A high or excellent perceived level of quality as a fundamental
character of luxury items will ensure and increase the consumer’ s overall
evaluation of a certain luxury brand.

Uniqueness: Uniqueness is based on the assumption and demonstrated in research that
the perceived exclusivity and rareness of the product enhances the consumers  desire
or preference for a brand (Verhallen 1982; Lynn 1991; Pantzalis 1995). Furthermore,
this desire even increases when the brand is also perceived as expensive (Groth &
McDaniel 1993; Verhallen & Robben 1994) - which can be related to the financial
evaluation of the luxury item. Therefore, the more unique a brand is being perceived
and the more expansive it 1is compared to normal standards, the more valuable the
brand becomes (Verhallen & Robben 1994). In addition, the functional value of
uniqueness also strengthens the individual’ s need for uniqueness (Snyder & Fromkin
1977), the wish of the consumers for differentiation and exclusivity which can only
be fulfilled when the consumption and use of a certain brand is only be given to a
certain group (Leibenstein 1950; Vigneron & Johnson 1999, 2004). Consequently, the
following proposition emerges,
Py An Increasing level of perceived uniqueness and exclusivity of a luxury
Item and Its consumption will Increase a consumer luxury perception and may
be linked to all luxury dimensions and acts as a supportive factor of a
consumer’ s luxury perception.

Self-identity: In contrast to the external (social) facet of someone’ s self, self-
identity refers to the internal (private) facet of someone’ s self in view of the way
the individual perceives him/herself (Mehta 1999; Sirgy & Johar 1999; Jamal & Goode
2003). In addition, it is widely accepted within the theory of consumer behavior that
the self-image congruity advocates the relationship between one’ s self—-image and
one’ s image of a product or service (Belk 1988; Mick 1986). The theory also proposed
the impact of a consumer’ s self—concept to consumers purchasing behavior in a self-
image or product—image congruity model (Sirgy 1982). Concerning luxury brands

Puntoni (2001) confirmed the significant impact of self-congruity on luxury—brand
purchase. From this point of view, consumer may use luxury items to integrate the
symbolic meaning into their own identity (Holt 1995; Vigneron & Johnson 2004) or they
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use the luxury brands to support and develop ones own identity (Douglas & Isherwood
1979; Hirshman 1988; Dittmar 1994). This leads us to,
Ps: Congruity with the luxury brand image and one’ s self-image or intended
self-image integrates symbolic meaning into a consumer’ s self-identity and
Is positively related towards the individual and overall luxury perception.

Hedonism: Certain products and services possess emotional value in addition to their
functional utility (Hirschman & Holbrook 1982; Sheth et al. 1991, Westbrook & Oliver
1991). Studies in the field of luxury consumption have shown that luxury products are
likely to provide such subjective intangible benefits (Dubois & Laurent 1994).
Additionally, research concerning the concept of luxury has repeatedly identified the
emotional responses associated with the luxury consumption, such as sensory pleasure,
aesthetic beauty, or excitement (Alleres 1990; Benarrosh-Dahan 1991; Fauchois & Krieg
1991; Roux & Floch 1996; Vigneron & Johnson 2004). Hence, hedonism describes the
perceived subjective utility and intrinsically pleasing properties acquired from the
purchase and consumption of a luxury brand to arouse feelings and affective states,
received from the personal rewards and fulfillment (Sheth et al.1991; Westbrook &
Oliver 1991). In sum,
Ps: An Increasing level of Hedonism In terms of sensory pleasure, aesthetic
beauty, or excitement that Iluxury goods and experiences provide to the
consumer, may be supportive of his individual luxury perception.

Materialism: In the area of consumer behavior, the topic of materialism has been
widely researched since the late 1950s. But as researchers have interpreted
materialism from different perspectives, theorists have not yet agreed on a single
definition (Richins & Dawson 1992). Nevertheless, possession and their acquisition
play a central role in the materialism definitions (Daunt 1983; Redeemer & Campbell
1960; Walkman et al. 1972; Heilbroner 1956; Rassuli & Hollander 1986; Du Bois 1955).
More specifically materialism can be described as the degree that individuals
principally find possessions to be involving and play a central role in one’ s life.
The more highly materialistic a consumer is, the more likely he is to be acquisitive,
has positive attitudes related to acquisition and to place a high priority on
material possessions. Highly materialistic individuals may, in a general sense, find
possessions to be involving and tend to devote more time and energy to product
related activities (Belk 1985). Additionally, research has found that materialistic
orientated consumers heavily rely on external cues, favoring those possessions that
are worn or consumed in public places (Richins & Dawson 1992; 0’ Cass & Thomas Muller
1999). This can be associated with the understanding of (materialistic) individuals
that possessions serve them as a signal or source of communication to others for
portraying and managing impressions of who he or she is and what their status or
position is (Douglas & Isherwood 1979; Belk 1985). Thus, we propose,
P, A consumer’ s individual materialistic orientation and the desire to use
possessions as a social status signal will positive affect his
consumption and individual evaluation of luxury products and services
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Conspicuousness. In the early 1980s, a number of researchers carried out studies
based on the original work of Bourne (1957), which focused on the influence of
reference groups on the consumption of luxury brands (Mason 1981 & 1992; Bearden &
Etzel 1982). Findings of this studies revealed that conspicuousness of a product was
positively related to its susceptibility to reference—group. For example, Bearden &
Etzel (1982) concluded that in public consumed luxury goods were more likely to be
conspicuous goods than privately consumed luxury goods and still, conspicuous
consumption plays a significant part in shaping preferences for many products which
are purchased or consumed in public contexts (Braun & Wicklund 1989; Hong & Zinkhan
1995; Bagwell & Bernheim 1996; Corneo & Jeanne 1997; Vigneron & Johnson 2004). Thus,
luxury brands may be important to individuals in search of social status and
representation and particular means that the ranking in a society associated with a
brand plays an important factor in conspicuous consumption. Consequently,
Ps: Referring to luxury goods which are purchased or consumed in public, an
Increasing perceived conspicuousness will have an Increasing affect on the
status-oriented consumer’ s individual and social perception of Iluxury.

Prestige in social networks: Much of the existing research has emphasized the role of
status that takes place in communicating information about their possessors and
social relationships (Hyman 1942; Barkow 1975; Douglas & Isherwood 1979; Dittmar
1994). This goes along with research which originally has demonstrated that people
tended to conform to the majority opinion of their membership groups when forming
attitudes (Festinger 1954). Hence, a person may use a prestige brand during the week,
to conform with their professional position, and use a modest brand during the
weekend, to match social standards of his/her neighborhood. Thus, as luxury brands
and products often enclose prestigious values, social referencing and the
construction of one’ s self appears to be determent in luxury consumption. The
people’ s desire to possess luxury brands will serve them as a symbolic sign of group
membership. This bandwagon effect influences an individual to conform with affluent
lifestyles and/or to be distinguished from non-affluent lifestyles (French & Raven
1959; Sirgy 1982; Midgley 1983; Solomon 1983; Mick 1986; McCracken 1986; Belk 1988;
Dittmar 1994). In conclusion, the contribution of reference theory in the analysis of
luxury consumer behavior appears to be important in the motivation underlining luxury
consumption. This reasoning leads us to our last proposition,

Py Superior prestige, which 1s provided by certain luxury Items as a symbolic
sign of membership to relevant others, will positively affect the
individual and social luxury perception of status—orientated consumers.

Even though we have just made a very first step to conceptualize luxury in
view of identifying the dimensions of consumers’ perception of luxury brands, our
integrative framework sketched in figure 1 seems to be worth focusing in further
research as well as in managerial practice.

DISCUSSION AND IMPLICATIONS
The primary goal of this paper was to establish a multidimensional luxury
framework, which specifies the dimensions of consumers’ orientation towards luxury-—
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brand consumption, further confirming the view that luxury-brand perception and
purchase value is apart from socially oriented motives of  ‘buying to impress
others’ also affected by financial, functional, and individual aspects. Focusing on
the dimensions of luxury perception, in this paper we have examined the different
value sources that impact the luxury perception and consumption. We suggest that the
overall customers  luxury perception is rooted in the financial, functional,
personal, and social dimensions a certain product or brand offers

Of course, our model is only a first step and should be further developed in
different ways. First, the different propositions sketched above as well as the
proposed factor structure will have to be elaborated more into depth. Therefore, we
are actually going to conduct an inter—sectoral study measuring the luxury perception
of different types of consumers. The results of the multi-stage factor analysis,
including both exploratory and confirmatory factor analyses, will be used for
clustering sectoral as well as inter—sectoral groups according to their primary
perceived values of luxury brands. Second, we should as well emphasize the interplay
between the different variables and value dimensions. This will have to lead to a
proper causal modeling of effects between the dimensions of luxury value and their
impact on luxury perception as well as the consumption of luxury goods. As important
the generation of such an extended model might be, we believe that first of all, we
should try to empirically find out the relevancy of different variables measuring
financial, functional, personal, and social value to portray high luxury value in a
more aggregated sense. Against this background, we might concentrate a more advanced
causal modeling on important variables. Such a procedure seems to be important
insofar as the amount of variables and relationships between them is so high that one
would run the risk “getting lost in complexity” .

Preparing the empirical test of our model, the antecedents, dimensions, and
consequences of luxury perception need to be operationalized. In some cases we can
fall back on already existing and somewhat tested measures, in other cases we will
have to start from scratch. Especially in view of the different dimensions of luxury
perception it might be worth starting with exploratory interviews, with respondents
being asked what benefits they associate with certain luxury goods, are likely to
yield further items. Further steps of the empirical work have, of course, to meet the
state of the art of the use of sophisticated multivariate methods. For example, it
might be useful to compare different approaches of formative and reflexive construct
development and testing (Diamantopoulos & Winklhofer 2001; Jarvis et al. 2003), and,
due to the fact that we cannot assume linear relationships between the different
variables, we should also draw on nonlinear causal modeling (cf. also using neural
networks).

Despite the limitations and necessary steps in future research, the primary
contribution of our framework lies in developing and explaining a comprehensive model
of consumers’ perception of luxury integrating the dimensions of financial,
functional, individual, and social value.

Knowledge of all relevant aspects of consumers’ luxury perception and more
robust measures of luxury value is of course as well a key for managerial practice.
In view of our propositions concerning the impact of financial, functional,
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individual, and social dimensions, marketers might be able to base marketing
strategies on our conceptualization and empirically verified principles to improve
purchase value for different segments of consumers, who may differ in their luxury
orientations and prefer that a certain luxury brand satisfies either their cognitive
or emotional needs. To some, the social dimensions such as the conspicuousness,
popularity or exclusivity of the luxury brand might be of particularly importance as
they are signaling wealth, power and status, and strengthening membership of peer
groups. To others, luxury goods might serve as a financial investment or have to meet
their individual-based standards of superior quality. Another segment might aim its
luxury—-brand consumption at hedonistic or materialistic motives that express their
individual self. Overall, our framework synthesizes cognitive and emotional
dimensions and already might lead to the opportunity of a better understanding of the
conditions and drivers of luxury product perception and to come to a broadened view
of luxury value which lies in sociality, individuality, functionality, and financial
aspects. This is both useful from a market segmentation point of view and from a
market positioning point of view and will of course enlarge the efficiency of
marketing efforts for luxuries, which should consider and address simultaneously or
separately the financial, functional, individual as well as the social needs of the
luxury consumer. In contrast to former studies exploring the customer’ s perception
of and the motives for purchasing luxury, at least theoretically, we are able to
identify a broader variety of potential luxury value drivers.
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ABSTRACT

The market conditions for Indonesia’s domestic airlines are very competitive. The deregulation
policies of the Indonesian government since 1990 have resulted in an oversupply in the domestic
airline industry, which in turn induced even tighter competition. This paper studies the effect of
customers’ perceptions of service quality and satisfaction level of the passengers of domestic
airlines in Indonesia. Data was collected from 887 passengers of the domestic airline companies
who were waiting to board at the departure lounges at Cengkareng Airport, Jakarta. Customers’
perception of service quality has positive effect on the level of customer satisfaction. Out of the
five dimensions of service quality, the dimension of assurance has the greatest effects on the level
of customers’ satisfaction. Assurance of flight safety, airline company image, professionalism of
personnel, and friendliness of the front liners, are the additional values influencing the level of
customer satisfaction.

INTRODUCTION

The service industry is a unique phenomenon in the national development of a country. Since the
1980s, the service industry has developed into an extremely important element in the development of
many countries especially the developing and advanced countries. At present, the service industry has
become the dominant element, ranging from 45 per cent of the total GNP of a country like Indonesia, to
80 per cent in a country like Singapore. The most important component is infrastructure, such as
transportation and telecommunication. Before the gradual deregulation in the airline service industry by
the Indonesian government, all regular customers of commercial flights for the domestic market must use
the Garuda Indonesia airline service. PT Garuda Indonesia, as a state-owned company and the first
national airline in Indonesia, has dominated the existing demand of customers of commercial flight
Services.

Along with the demand for national economic developments, technological advancements, and
other aspects of community life, as well as effects of globalization, there had been changes in the business
climate of commercial flight services in Indonesia. The changes in the business climate, characterized by
the government deregulation in the air transport industry, had created the emergence of new competitors
for the Garuda Indonesia Airways. Each of the new airlines would be competing in the existing market.
The competition is indeed escalating. Some airline companies use market gimmicks to draw customers,
from offering special discounts and refunds. All these efforts are to provide better services to customers
of domestic airline.

Certain customers’ directed orientations in the context of modern marketing are highly relevant at
present. These approaches are necessary due to the increasingly tight competition among companies,
rapid technological advancements, and the growing global marketing activities. The key to keeping the
customer is the customer satisfaction. In service industries, customer satisfaction is always influenced by
the quality of interaction between customers and the personnel involved in the contact services (Kotler,
2003). In the last decade, the movements towards quality had started to spread from the manufacturing
sector to the service sector. The focus of quality is the basis for the service business to survive the
competition, get acceptance from society, and be able to achieve its missions.

In principle, the two main things closely related to services are namely, expected quality and
experienced or perceived quality. The first is the customers’ expectation of service quality and the latter
is the customers’ perceptions of service quality. The customers will always assess the services they
experienced by comparing them with whatever they expected or wished to receive. ldentifying the
expectations of airline service users is one way to find out the customers’ satisfaction or dissatisfaction.
Empirical data of readers’ complaints indicated that the domestic airline companies may be considered as
not yet satisfying their customers (Pambagio, 1996). In marketing terminology, the conclusion was that
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the marketing activities of domestic airline companies were still not oriented to customers’ needs. This
was because the companies still considered the customers as objects, and not as subjects. Preliminary
research findings carried by Natalisa (1996) revealed that customers’ expected improved domestic flight
services. These included on time departure, safety, better service, cheaper airfares, easy booking, and
more varied flight schedules.

Management commitment to service quality plays a very important role in satisfying the customers’
needs and wishes. Most service providers believe that they already have commitments to service quality;
however, their commitments are in general, based on the companies’ own internal and technical
perspectives. When, viewed from the customers’ side, the service provider is found lacking. The services
providers have to use their resources for other organizational objectives, such as sales, profits, or
maintaining market shares. In other words, a service provider that does not set their own initiatives to its
internal quality will result in lower company performances. The objective of the research is to study the
effect of service quality on customers’ satisfaction level of the passengers of domestic airlines in
Indonesia.

LITERATURE REVIEW

According to the model of customer’s satisfaction by Zeithaml and Bitner (1996b), quality
service is the focus of assessments reflecting the customers’ perceptions on the five dimensions of
services, namely: 1) empathy, 2) reliability, 3) responsiveness, 4) tangibility, and 5) assurance. On the
other hand, the concept of satisfaction is more inclusive than the concept of service quality. Customer
satisfaction is influenced by five variables, namely: 1) service quality, 2) product quality, 3) price, 4)
situation, and 5) personal factors.

Figure 1

Customer Perceptions of Quality and Customer Satisfaction

Empath ] .
pathy Situational
ey ere I Factors

Reliability

. > Service
Responsweness Quality v
I —] Customer
Tanglblllty > Satisfaction
Product
Assurance - Ouality
Price Personal Factors
Source: Zeithaml and Bitner, 1996b

Research Framework
In this research, we made several modifications to the Zeithaml and Bitner model (1996b). First,

combining the variables of product quality and service quality into variable of service quality (in this
research, the term used is customers’ perception of service quality, as the customers have already
compared their expectations and the delivered service (Day and Taylor, 1992). Besides, combining the
variables of product quality and service quality is also based on the nature of the airline service product
itself, where it is difficult to differentiate product from service.

Therefore, this research will study the effect of customers’ perceptions on service quality to the
customers’ satisfaction level of the passengers of domestic airlines in Indonesia as shown in Figure 2
below.
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Figure 2
Research Model

Customers’ Perception of
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Based on the above research model, the following hypotheses were formulated:
H1: The higher the tangibility the higher the satisfaction

H2:The higher the reliability the higher the satisfaction
H3:The higher the responsiveness the higher the satisfaction
H4: The higher the assurance the higher the satisfaction

H5: The higher the empathy the higher the satisfaction

RESEARCH METHODOLOGY

The design used in this research is conclusive research design, using survey as the primary method.
As this research is to explain the relationship among the variables through the hypotheses testing, this
study is an explanatory research by nature. Population in this research refers to the services provided by
domestic airline companies, in this case, it is focused on customers of domestic airline companies, namely
A, B, C, and D.

Purposive sampling method was used in this study. The respondents were passengers of the
domestic airline companies who were waiting to board at the departure lounges at each terminal of the
companies in Cengkareng Airport, Jakarta. The respondents were requested to fill in the questionnaires in
accordance to their previous experiences (no longer than the past three months) of using the domestic
airline company’s services.

Table 1
Sample Size of Customers by Airlines
No Company Average number of Obtained
passengers/day Number of
Samples
1 A 551 119
2 B 3637 365
3 C 1195 147
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4 | D | 1938 256
Total 887

Note: the plan for sample size is at least 10 per cent of the average number of passengers leaving Cengkareng
Airport per day

Instruments

The instruments used in this study were modified from the SERVQUAL instrument by
Parasuraman, Berry and Zeithaml (1990), which was used universally to some service industries, such as
telephone, credit card, bank, and car repairs. The customers’ perception of service quality was measured
by comparing between the performance and the expectation of customers to the best domestic airline in
Indonesia. This kind of direct measurement (the combination of expectation and perception) supported
research done by Babakus and Boller (1992), Cronin and Taylor (1992), Brown, Churchill, and Peter
(1993), which stated that the direct measurement to performance was more efficient than that of
SERVQUAL by Parasuraman et al. (1990). This modification is also in line with the research done by
Silverman and Grover (1995).

The original 23 items adopted from Parasuraman et al. (1996). However, for the purpose of this
study, which is focused on the airline industry in Indonesia, the items were developed became 27 items.
Likert’s scale for evaluating customers’ perception of service quality giving six alternatives of choices
ranging from 1 (far below my expectation) to 6 (far above my expectation); whereas customers’
satisfaction was adopted from Parasuraman et al. (1996) using six alternatives of choices ranging from 1
(very dissatisfied) to 6 (very satisfied).

RESULTS AND DISCUSSION
Before the data was analyzed, several tests were made. First, the data was tested for reliability
using the Cronbach’ alpha. The alphas for the instruments are all above 0.6 which is accepted as being
reliable. Table 2 shows the result of regression analysis pertaining to the effect of customers’ perception
of service quality to the customer satisfaction level according to the 5 dimensions of SERVQUAL.

Table 2
Regression Analysis Results: Effects of Customers’ Perceptions of Service Quality on Customer
Satisfaction Level, According to SERVQUAL Dimensions

Variables B t Sig

Tangibility (X1) 0.559 9.863 0.001
Reliability (X) 0.380 4.025 0.001
Responsiveness (X3) 0.569 1.108 0.268
Assurance (Xa) 0.725 4.319 0.001
Empathy (Xs) 0.551 4.947 0.001

The R? shows a value of 0.534, indicating 53.4% of the variation in satisfaction can be explained
by all the five variables. Assurance (B= 0.725, p< 0.01), tangibility (3= 0.559, p< 0.01), empathy (B=
0.551, p< 0.01) and reliability (3= 0.725, p< 0.01) were positively related to satisfaction thus H1, H2, H4
and H5 were supported. The one dimension which has no effect on the customer satisfaction level was
the responsiveness dimension which does not support H3. The non significant effect of the
responsiveness may be due to the many delays at the period of the research performed. In addition, it was
also found that the assurance dimension has dominant effect on the customer satisfaction level. This
means that customers placed higher concern on the assurance dimension, which consists of the items
namely: flight safety, employees’ behavior, hospitality of the front liners, and the employee capability to
handle the customers’ problems. These finding supported the previous research done by Churchill and
Suprenant (1982), Oliver and DeSarbo (1988), Cronin and Taylor (1992), and Zeithaml and Bitner
(1996).
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Table 3
Summary of Mean for SERVQUAL Dimensions

SERVQUAL Dimensions Mean
Tangibility 3.81
Reliability 3.88
Responsiveness 4.04
Assurance 4.07
Empathy 3.92

Note: All items measured on a 1 to 6 Likert Scale

Table 3 shows that the assurance dimension has the highest mean at 4.07. This means that
customers are more concerned with the safety compared to other four dimensions. The finding of this
study was different from the other previous studies on other services industries. Zeithaml et al. (1990)
studied on four kinds of services industries in United States, particularly in credit card, telephone, bank,
and car repairs. They found that the dimension of reliability posited the dominant dimension affecting
customer satisfaction. While Tetra (1998) studied on bank in Indonesia also found the same result as the
study done by Zeithaml. Other research done by Zaitun (1996) on hospital industry found that the
tangibility dimension was the dominant dimension affecting the customers’ satisfaction level. This study
concludes that the domination of service quality dimensions cannot be generalized for different services
industries,

CONCLUSIONS

Customers’ perceptions of service quality have positive effect on the level of customer
satisfaction. Out of the five dimensions of service quality, the dimension of assurance has the greatest
effects on the level of customers’ satisfaction. Assurance of flight safety, airline company image,
professionalism of personal, and friendliness of the front liners, are the additional values influencing the
level of customer satisfaction.

This study employed a cross-sectional research design where the data were collected at a single
point in time. This approach was adequate to gather a large amount of data within a limited time.
Though it could provide several insights through a snapshot of the view points, it did not address the
continual process that occurred in the business environment predict ability and did not detect causal
effects of variables. A longitudinal study would provide a clearer picture how services industries provide
the service quality that fulfills the customers’ expectation. Future research could be done simultaneously
involving the perceptions from the both sides of the services transactions (customers and marketers’ point
of views).
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ABSTRACT

This paper is based on an on going research project (doctoral) in which the aim is to
investigate the effects of using halal food labeling on consumer behavior within the
Muslim shoppers in the UK. In particular, the paper reviews some of the relevant
literature and proposes some research propositions. The paper argues that the provision
of halal food labeling on packaging increases consumer utility and provides additional
benefits to consumers such as an enhanced perceptions of value and lower perceived
costs. It is also argued that Muslim shoppers patronize supermarkets that sell halal
labeled products. The paper discusses implications and acknowledges the limitations.

INTRODUCTION

The significance of understanding ethnic minority subcultures and the associated cultural
dimension to marketing has been stressed by many (Burton, 2000; Bouchet, 1995; Costa & Bamossy,
1995; Jamal, 2003; Penaloza & Gilly, 1999). Ethnic minority subcultures are growing in size and have
an increased purchasing power accompanied by heightened political and cultural awareness and ethnic
pride (Cui, 1997; Penaloza & Gilly, 1999). For some, mass marketing is a thing of the past and one
needs to respond to consumer differences with differentiation and segmentation strategies (Sheth et al.
1999). Others argue that marketers and consumers have become ‘positioned within and traversing
multiple cultural spheres’ (Penaloza & Gilly 1999, p.84) with marketers playing the role of cultural
intermediary whose function is to produce new symbolic meanings and their interpretations (Elliot, 1999;
Featherstone, 1991; Jamal, 2003). Many in the USA (e.g., major retailers, grocers, banks and other
financial service companies) have already responded by adopting their marketing mix strategies to target
ethnic minority consumers (Edwards, 1994; Gore, 1998; Holliday, 1993; McDermott, 1994; Mummert,
1995). Marketers in Europe, however, have not been so proactive in terms of realizing the impact of the
cultural diversity on their marketing programs (Clegg, 1996; Burton, 2000; Nwankwo & Lindridge,
1998).

A review of the literature suggests that the ethnicity and the extent to which ethnic minorities
adopt the consumer cultural environment of a country can influence their buying behaviors. However,
most of this literature is North American in origin and application. The aim of this study is to investigate
the buying behavior of Muslim housewives within the context of grocery food shopping in the UK.
There are about 1.6 million Muslims in the UK (Census, 2001), however, some estimate the figure to be
around three million (Williams & Sharma, 2005). Currently, the Muslim population of European
countries is around 15m; this is expected to rise by 100% by 2015 whereas the EU’s non-Muslim
population is likely to shrink by 3.5 per cent over the same period (Carter, 2005). Despite this, Muslims
and their buying behaviors are little reported in consumer behavior and marketing literature (Jamal, 1997;
Peattie et al., 2006). Food consumption is a central issue for many of the World’s leading religions
including Islam which has a major influence on the choice of foods that are permitted (Halal) and those
that are prohibited (Peattie et al., 2006). In recent years, mainstream brand owners have realized the
significance of recognizing the needs of Muslim consumers because of the growth in the number of
Muslims living in Europe. Brands such as Nokia, HSBC and Loylds TSB have already introduced
specific products that meet the specific needs of Muslim consumers. Within the food and drinks market,
leading players such as GlaxoSmithKline have secured halal endorsement from the Muslim Law Council
for its Ribena and Lucozade drinks (Carter, 2005).

The aim of this paper is to investigate the role of Halal labeling in creating and enhancing
perceived customer value within the grocery food market among Muslim consumers. The next section
presents the conceptual framework guiding this research and some of the proposed research prepositions
to be tested in this research. Since this is a work in progress paper, we conclude by discussing some of
the implications for brand managers.
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LITERATURE REVIEW
Halal Food Labeling

Islam is the second largest religion embraced by the people around the globe. Muslim population
comprised of up to 1.8 billion people, (20 percent of the world population) (CIA World Facts 2005).
Based on the estimated expenditure per capita for food of US$0.85 a day, it is estimated that the market
for halal product is US$560 billion a year (International Market Bureau Canada 2004). In the UK,
Muslim comprised 3.1 percent of the population in England and 0.7 percent in Wales (National Statistics
Consensus 2001). It is the most common religion in the country after Christianity. For Muslim people,
they are obliged to consume halal food. Halal means lawful. Halal food is defined as food that is not
made of, or contains, anything that is prohibited by the Islamic law. It also has to be manufactured,
prepared and sold in clean and hygienic manner and in accordance to the strict rules in Islamic law.

The Islamic Food and Nutrition Council of America (IFANCA), a non-profit organization based
in Chicago, USA, certifies Halal food production in over 20 countries around the globe in all food
industries, cosmetics, meat & poultry slaughter, packaging materials and chemicals. Similarly, the Halal
Food Authority (HFA), UK is a voluntary, non-profit making organization which monitors and regulates
red meat and poultry. It identifies halal meat from non-halal, by putting marking or tagging for
authenticity of halal on the carcasses, soon after slaughter at the slaughterhouses. The Authority also
endorses and authenticates food products, pharmaceuticals, confectionery, toiletries, flavorings,
emulsifiers, colorings (including E numbered additives etc) for Muslim usage. This is also done on an
annual contractual basis by licensing the provider, after auditing ingredients, method of manufacture and
process together with packaging and labeling (see for instance, www.halalfoodauthority.co.uk for more
information).

Role of Halal Food Labeling in Consumer Decision Making

Decisions about product characteristics or attributes are important elements of marketing
strategy, since, by changing the product attributes, marketers can make their products more attractive to
consumers (Peter & Olson, 1996; Stephen & Simonson, 1997). In this context, marketers are often
interested in identifying the product attributes that are considered as most important by consumers during
their evaluation and purchase of products. By doing so, they can identify different target audiences with
different attribute importance structures (Chao, 1989a). They can then position their brands on the basis
of attributes that are relevant, meaningful and valuable to each of the target audiences. Product attributes
are also a starting point for the “means-end chain (see, for example, Gutman, 1982), which is an
important consumer behavior construct. The notion of means-end chain suggests that consumers see most
product attributes as a means to some end - that end could be a consequence and/or a more abstract value
(Claeys & Swinnen, 1995; Gutman, 1982; Peter and Olson, 1996).

Many have explored the evaluative criteria (or product attributes) against which each choice
alternative is evaluated by a consumer (Bettman, 1970; Fishbein, 1963; Fishbein & Ajzen, 1975;
Rosenberg, 1950). The evaluative criteria can include objective attributes such as price, brand name,
country of origin or subjective attributes such as quality, comfort and design (see, for example,
Grapentine, 1995; Myers & Shocker, 1981). In this context, it is often argued that consumers make their
choices on the basis of their evaluation of, and knowledge about, the product attributes (Geistfeld, et al.,
1977; Peter & Olson, 1996; Wahlers, 1982). In certain cases, consumers can compare alternatives across
various product attributes and choose the one they most prefer. In other situations, consumers may
evaluate each option separately and then pick the one that suits those best (Stephen & Simonson, 1997).

The primary evaluative criteria, however, is often also conceptualized as information cues and
can fall into two broad categories: intrinsic and extrinsic (Lee & Lou, 1996; Monroe & Dodds, 1988;
Peter & Olson, 1996; Rao & Monroe, 1989; Richardson et al., 1994; Schellinck, 1983). Intrinsic cues are
those that are specific to a particular product and include the physical attributes such as shape, design,
style and ingredients of a product (Lee and Lou, 1996; Ulgado & Lee, 1993). On the other hand, extrinsic
cues are considered to be not part of the physical product itself (although they are product-related).
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Previous research suggests that consumers utilize both intrinsic as well as extrinsic information
cues during product evaluations (Lee & Lou, 1996; Monroe & Dodds, 1988; Peter & Olson, 1996; Rao &
Monroe, 1989; Richardson et al., 1994; Schellinck, 1983). It is often argued that extrinsic cues are more
general in nature and can include brand name, price, packaging and country of origin (see, for example,
Lee & Lou, 1996; Richardson et al., 1994). Previous research suggests that consumers are more aware of
extrinsic cues and thus rely more heavily on them while evaluating products, compared with the intrinsic
cues (see, for example, Bettman & Park, 1980; Dodds et al., 1991; Han & Terpstra, 1988; Lee & Lou,
1996). Richardson et al. (1994), for instance, examined the relative importance of extrinsic versus
intrinsic cues in determining perceptions of store brand quality for five products in the USA (regular
potato chips, French onion chip dip, chocolate chip cookies, cheese slices and grape jelly). Their findings
suggested that US consumers' evaluations of store brand grocery items were driven mainly by the
extrinsic factors associated with the products rather than intrinsic characteristics.

Similarly, others have suggested that brand name is a significant product attribute in product
evaluations as consumers are more likely to be familiar with the brand name than with all other product
attributes (see, for example, Bettman & Park, 1980; Dodds et al., 1991; Peterson & Jolibert, 1976). Same
goes with country of origin which is also an important product attribute during brand evaluation (see, for
example, Ahmed & d'Astous, 1996; Bilkey & Nes, 1982; Johansson et al., 1985; Ulgado & Lee, 1993).
In other words, consumers use these attributes as heuristics (Chaiken, 1980; Furse et al., 1984; Sheth et
al., 1999) or short hand cues to make quality inferences. This process can be explained via the ‘affect-
referral’ process illustrated by Wright (1975) which argues that consumers do not engage in extensive
evaluation of brand attributes; rather they simplify their decision making process by relying on summary
information such as brand name. Within the context of grocery food shopping, prior research indicates
that consumers prefer to rely on extrinsic cues in making decisions as the products are purchased
regularly and considered as low-value items (Richardson et al., 1994). For high-value items such as
precious jewelery, customers look at both quality and brand name (namely, both intrinsic and extrinsic
cues) in their evaluation and purchase criteria (Jamal & Goode, 2001). Since consuming halal food is an
important consideration for many Muslim housewives, it is proposed that the halal food labeling will act
as an important brand attribute acting as a summary construct helping consumers to make informed
choices. Hence, the first of our research propositions is as follows:

P1: While purchasing grocery food products and while choosing a particular brand, Muslim consumers
will mainly rely on halal food label to make their choices.

According to the acquisition value models (e.g., Dodds et al., 1991; Zeithaml, 1988), consumers’
perceived value of a brand is positively influenced by the benefits consumers believe they are getting by
acquiring and using the brand (e.g., brand quality) and is negatively influenced by the sacrifices they
make in acquiring the brand (e.g., price paid and the time/effort and psychic costs incurred). In terms of
benefits, it is commonly argued that brands have significance that goes far beyond their utilitarian,
functional, and commercial value (Czikszentmihalyi & Rochberg-Halton, 1981; Ericksen, 1996; Leigh &
Gabel, 1992; Levy, 1959; Mick, 1986). In other words, consumers do not ‘consume products for their
material utilities but consume the symbolic meaning of those products as portrayed in their images’
(Elliot, 1997, p. 286). Thus the brands that are consumed are not only ‘bundles of attributes that yield
particular benefits’ (Holt, 1995, p. 1) but they are capable of signifying symbolic meaning to consumers.
This was confirmed by a recent study by Bhat and Reddy (1998) who reported that brands have both
functional as well as symbolic significance for consumers. The symbolic meaning, which is attached to
brands, is often communicated through the use and consumption of brands (Gottdeiner, 1985;
McCracken, 1986). Since there is a growing interest and pride in their culture and religious heritage, and
a willingness to make a statement by what they buy (Carter, 2005; Peattie, et al., 2006), Muslims living in
the West are likely to attach greater value and importance to brands carrying the halal logo.

In terms of sacrifices, Baker et al., (2002) identified two types of shopping experience costs:
time/effort and psychic costs and examined their effects on retail store merchandise value perceptions and
store patronage intentions. The time/effort cost construct captured consumers’ perceptions of their time
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and effort invested while shopping at a store whereas the psychic cost represented consumers’ mental
stress or emotional labor during shopping experience. This is related to Zeithaml’s (1988) notion of non-
monetary costs which reflect the sacrifices consumers make in their assessment of perceived value. In a
related domain, consumer researchers argue that consumers are likely to engage in extensive information
search and deliberation while purchasing items that are personally relevant to them. In other words,
when involvement is high, consumers spend more time, effort and psychological energy while making
choices. With in the context of grocery shopping, Beharrell and Denison (1995), having studied a sample
of customers of a major European retailer, posited that routine food shopping for many consumers can be
highly involving. For high-involvement products, consumers need more information, not influenced only
on image issues and visual response (Kupiec & Revell, 2001). As such, consumers tend to be more
strongly brand loyal, including willingness to postpone purchase or go elsewhere to shop for a brand that
is not available in the store at the time of shopping. They will not readily accept any substitutes. Muslims
living in the West are very conscious of halal food ingredients spending extra time and effort in reading
brand labels (Peattie et al., 2006). Hence, our next set of research propositions:

P2: In the case of Muslim consumers purchasing grocery food products, perceived value will be higher
when the brand is labeled as halal.

P3: In the case of Muslim consumers purchasing grocery food products, perceived costs will be lower
when the brand is labeled as halal.

A stream of research has investigated the effects of perceived value on willingness to buy (Dodds
et al., 1991; Grewal et al., 1998), store patronage intentions (Baker et al., 2002), repurchase intentions
(Jen & Hu, 2003), satisfaction (Day, 2002; Lam et al., 2004) and customer loyalty (Lam et al., 2004;
Yang & Peterson, 2004). In the case of ethnic minority consumers, others have reported that people who
strongly identify with their ethnic identity are likely to express their feelings through shopping behaviors
(Herche & Balasubramaian 1994; Shim & Gehrt 1996). In the context of Muslim grocery consumers,
recent studies have reported a tendency and preference towards shopping at retail stores that sell halal
food merchandise (Jamal, 2006, 1997, Peattie et al., 2006). In a recent study of Muslim housewives’
perceptions of food marketing practices, Peattie et al., (2006) reported that participants had to complete
their shopping in multiple locations because of the lack of availability of Halal food in mainstream
supermarkets. Also, while many expressed their feelings of social exclusion due to the restricted choices,
others expressed their disappointment due to the mixing of permissible and prohibited foods by both
manufacturers and catering outlets. For example, multi-packs of crisps often contained cheese and onion
crisps as well as chicken or beef flavored crisps, which meant that some of the items purchased were
wasted. Given the high levels of importance attached to the consumption of halal food by Muslim
consumers, we propose the following:

P4: While purchasing grocery food products, Muslim consumers will patronize mainstream supermarkets
that sell brands with halal labels in comparison with those that do not sell such brands.

DISCUSSION AND CONCLUSIONS

Since this is a working paper and is based on a doctoral research in progress, we have presented
here some of the conceptual issues underlying this work and some of the research propositions that will
be used in the study. It is our intention to collect data from Muslim housewives across the UK using a
guestionnaire. The current study aims to contribute towards a growing body of literature aimed at
understanding the buying behavior of ethnic minorities in the West (Jamal, 2003; 2006; Peattie, et al.,
2006). More specifically, the study aims to explore the role of halal food labeling in creating consumer
perceived value within the grocery food market. The study aims to discuss implications for brand
positioning and for retail policy formulation.

Brand positioning is regarded as a key tool for brand implementation in competitive markets
(Aaker, 1996; Hooley et al., 1998; Kotler, 2000). It has been analyzed both from a strategic standpoint
(Ries & Trout, 1986; Park et al., 1989; Hooley et al., 1998) and an analytical perspective (Hauser &
Koopelman, 1979; Caroll & Green, 1997; Hair et al., 1998). According to Kalafatis et al. (2000),
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positioning is an iterative process, consisting of deliberate and proactive actions aimed at the definition of
distinct consumer perceptions. Aaker and Joachimsthaler (2000) consider brand positioning as the part of
brand identity and value proposition that is to be actively communicated to specific target audience. We
argue that positioning the brand as halal can also help penetrate non-Muslim market, making it an
acceptable brand for the entire food market. Furthermore, consumers including Muslims have increasing
concerns about health issues related to their food intake. A halal positioning strategy based on functional
brand attributes may wish to build brand associations by delivering information on product hygiene,
cleanliness, and in accordance to Islamic Law. This positioning strategy can be based on relevant
advantages of the brand compared to competing brands, and may refer to production processes, product
use and/or product elimination (Meffert & Kirchgeorg 1993; Peattie 1995). Also, halal positioning can be
based on emotional brand benefits such as a feeling of well-being, personal satisfaction, conformance
with self-identity, religion, and even conformance with reference groups. This is in line with Hartmann et
al. (2005) who argued that that in green branding, a functional positioning led to a heightened cognitive
perception of the brand as environmentally sound, while an emotional positioning strategy had a
significant effect on the brand’s positioning relative to the emotional dimension of green brand
associations.

This research proposes that halal branding can provide significant benefits to the consumers. Use
of halal labels can lead to increased perceived value, reduction in search cost, time cost, and psychic cost
and hence help consumers increase the acquisition utility of their purchase and enhance the efficiency of
the shopping experience. Buying a halal labeled brand can also provide shoppers with the moral
satisfaction of behaving according to their religious principals and values, and adhere to their cultural
identities, which can be categorized as hedonic benefits (Chandon et al. 2000).

The paper is based on a research in progress and hence has only focused on presenting the
research propositions that have been identified as part of the overall conceptual framework. Furthermore,
the research is aiming to investigate the effects of halal food labeling within the grocery food market.
Future research might wish to consider other product categories (e.g., financial products) to investigate
the effects of provision of halal logo on consumer perceptions and attitudes. Furthermore, the study is
based on responses from Muslim housewives in the UK only. Further research could explore the effects
of halal labeling on consumer responses in different cultures and contexts.

REFERENCES

Aaker, D. A. 1996. Building strong brands. New York, NY: The Free Press.

Aaker, D.A. & Joachimsthaler, E. 2000. Brand leadership, New York, NY: The Free Press.

Ahmed, S. A. & d’Astous, A. 1996. Country-of-origin and brand effects: A multi-dimensional and multi-
attribute study. Journal of International Consumer Marketing, 9 (2): 93 — 115.

Baker, J., Parasuraman, A., Grewal, D. & Voss, G.B. 2002. The influence of multiple store environment
cues on perceived merchandise value and patronage intentions. Journal of Marketing, 66 (2): 120-141.
Beharrell, B. & Denison, T.J. 1995. Involvement in a routine food shopping context. British Food
Journal, 97 (4): 24-29.

Bettman, J.R. 1970. Information processing models of consumer behavior. Journal of Marketing, 7 (3):
370-377.

Bettman, J.R. & Park, C.W. 1980. Effects of Prior Knowledge and Experience and Phase of the Choice
Process on Consumer Decision Processes: A Protocol Analysis. Journal of Consumer Research, 13 (3):
316 — 326.

Bhat, S. & Reddy, S.K. 1998. Symbolic and functional positioning of brands. The Journal of Consumer
Marketing, 15 (1): 32.

Caroll, J. D. & Green, P. E. 1997. Psychometric methods in marketing research: part 1. Multidimensional
scaling. Journal of Marketing Research, 34 (May): 193-204.

Carter, M. 2005. Muslims offer a new Mecca for marketers niche branding: businesses are courting one
of Europe’s fastest growing consumer groups. The Financial Times, August 11.

104



Chandon, P., Wansink, B. & Laurent, G. 2000. A benefit congruency framework of sales promotion
effectiveness. Journal of Marketing, 64 (4): 65-81.

Chao, P. 1989. The impact of country affiliation on the credibility of product attribute claims. Journal of
Advertising Research, 29 (2): 35-41.

CIA World Fact Book. 2005.

Clegg, A. 1996. Color blind. Marketing Week Cover Story, June 21.

Costa, J. A. & Bamossy, G. J. 1995. Perspectives on ethnicity, nationalism, and cultural identity. In
Costa, J. A. and Bamossy, G. J. (eds.), Marketing in a multicultural world: 26-67. Sage Publications,
London.

Cui, G. 1997. Marketing strategies in a multicultural ethnic environment. Journal of Marketing Theory
and Practice, Winter; 122-134.

Day, E. 2002. The role of value in consumer satisfaction. Journal of Consumer Satisfaction,
Dissatisfaction and Complaining Behavior, 15: 22-32.

Dodds, W.B., Monroe, K.B., & Grewal, D. 1991. Effects of price, brand, and store information on
buyers’ product evaluations. Journal of Marketing Research, 28 (3): 307-319.

Edwards, C. 1994. Retailers, grocers marketing to segmented ethnic society. Marketing News, 28 (2),
January 17: 8.

Elliot, R. 1999. Symbolic meaning and Postmodern consumer culture. In Brownlie, D. M., Wensley, S.
R. and Whittington, R. (Eds.), Rethinking marketing: Towards critical marketing accountings: 112-
125. Sage, London.

Gore, J. P. 1998. Ethnic marketing may become the norm. Bank Marketing, 30 (9), September: 12-15.
Grewal, D., Monroe, K.B. & Krishnan, R. 1998. The effects of price-comparison advertising on buyers’
perceptions of acquisition value, transaction value, and behavioral intentions. Journal of Marketing, 62
(April): 46-59.

Gutman, J. 1982. A means-end chain model based on consumer categorization processes. Journal of
Marketing, 46 (2): 60-73.

Hartmann, P., Ibanez, V.A, & Sainz, F.J.F. 2005. Green branding effects on attitude: functional versus
emotional positioning strategies. Marketing Intelligence & Planning, 23 (1): 9-29.

Holt, D.B. 1995. How consumers consume: a typology of consumption practices. Journal of Consumer
Research, 22 (1): 1-16.

Hooley, G., Saunders, J. & Piercy, N. F. 1998. Marketing strategy and competitive positioning, 2" ed.,
Hemel Hempstead: Prentice-Hall.

International Market Bureau Canada, 2004.

Jamal, A. 1997. Acculturation and consumer behavior: a study of cross cultural differences, inter-
ethnic perceptions and consumption experiences in Bradford. Unpublished PhD thesis, University of
Bradford.

Jamal, A. 2003. Retailing in a multicultural world: the interplay of retailing, ethnic identity and
consumption. Journal of Retailing and Consumer Services,10 (1): 1-11.

Jamal, A. & Goode, M. 2001. Consumers’ product evaluation: a study of the primary evaluative criteria
in the precious jewelry market in the UK. Journal of Consumer Behavior, 1 (2): 140 — 155.

Jamal, A., Davies, F., Chudry, F., & Al-Marri, M. 2006. Profiling consumers: a study of Qatari
consumers’ shopping motivations. Journal of Retailing and Consumer Services, 13: 67-80.

Jen, W. & Hu, Kai-Chieh 2003. Application of perceived value model to identify factors affecting
passengers’ repurchase intentions on city bus: a case of the Taipei metropolitan area. Transportation, 30
(3): 307-327.

Kalatafis, S. P., Tsogas, M.H. & Blankson, C. 2000. Positioning strategies in business markets. Journal
of Business & Industrial Marketing, 15 (6): 416-437.

Kotler, P. 2000. Marketing Management, Millennium ed., Upper Saddle River, NJ: Prentice-Hall.

Kupiec, B. & Revell, B. 2001. Measuring consumer quality judgments. British Food Journal, 103 (1): 7-
22.

105



Lam, S.Y, Shankar, V., Erramilli, M.K. & Murthy, B. 2004. Customer value, satisfaction, loyalty, and
switching costs: an Illustration from a business-to-business service context. Journal of the Academy of
Marketing Science, 32 (3): 293-311.
Lee, M. and Lou, Y. C. 1996. Consumer reliance on intrinsic and extrinsic cues in product evaluations: A
conjoint approach. Journal of Applied Business Research, 12 (1): 21.
Leigh, J.H. and Gabel, T.G. 1992. Symbolic interactionism: its effects on consumer behavior and
implications for marketing strategy. The Journal of Consumer Marketing, 9 (1): 27-38.
McCracken, G. 1986. Culture and consumption: a theoretical account of the structure and movement of
cultural meaning of consumer goods. Journal of Consumer Research, 13: 71-84.
Meffert, H. and Kirchgeorg, M. 1993. Marktorientiertes Unweltmanagement. Stuttgart: Schaeffer-
Poeschel.
Monroe, K.B. and Dodds, W.B. 1988. A research program for establishing the validity of the price-
quality relationship. Journal of Academy of Marketing Science, 16 (Spring): 151-168.
Mummert, H. 1995. Reaching ethnic markets. Target Marketing, 18 (11), November 17: 14-17.
Park, C. W., Jaworski, B. J. & Mclnnes, D. 1989. Strategic Brand Concept-Image Management. Journal
of Management, 50 (October): 135-145.
Peattie, S., Peattie, K., and Jamal A. 2006. Protecting Consumer Interests: Responsible and Inclusive
Marketing of Food to Ethnic Minority Consumers, Proceedings of the 35th EMAC Conference, May 23-
26, Athens, Italy.
Peattie, K. 1995. Environmental marketing management, London: Pitman Publishing.
Penaloza, L. & Gilly, M. C. 1999. Marketer acculturation: the changer and the changed. Journal of
Marketing, 63 (July): 84-104.
Peter, J.P. and Olson, J.C. 1996. Consumer behavior and marketing strategy, 4™ ed., Boston, USA:
Irwin.
Rao, A.R. & Monroe, K.B. 1989. The effect of price, brand name, and store name on buyers’ subjective
product assessments: an integrative review. Journal of Marketing Research, 26 (August): 351-357.
Rao, A.R. & Monroe, K.B. 1989. The effect of price, brand name, and store name on buyers. Journal of
Marketing Research, 26 (3): 351-358.
Richardson, P. S., Dick, A. S. and Jain, A. K. 1994. Extrinsic and Intrinsic Cue Effects on Perceptions of
Store Brand Quality. Journal of Marketing, 58 (October): 28 — 36.
Sheth, J. N., Mittal, B., & Newmann B. I. 1999. Customer behavior: Consumer behavior and beyond.
Harcourt Brace and Company, Orlando.
Stephen, M.N. & Simonson, I. 1997. Attribute-task compatibility as a determinant of consumer
preference reversals. Journal of Marketing Research, 34 (2): 205-219.
UK National Statistics Census. 2001.
Ulgado, F.M. and Lee, M. 1993. Consumer evaluations of bi-national products in the global market.
Journal of International Marketing, 1 (3): 5-22.
Wright, P. 1975. Consumer choice strategies — simplifying vs. optimizing. Journal of Marketing
Research, 12 (1): 60-67.
Yang, Z. & Peterson, R.T. 2004. Customer perceived value, satisfaction, and loyalty: the role of
switching costs. Psychology & Marketing, 21 (10): 799-822.
Zeithaml, V.A. 1988. Consumer perceptions of price, quality, and value: A means-end model and
synthesis of evidence. Journal of Marketing, 52 (3): 2-22.

THE EFFECTIVENESS OF JAKIM HALAL LOGO ON CONSUMERS’ CONFIDENCE IN

MALAYSIA

Zainalabidin Mohamed
Golnaz Rezai, Mad Nasir Shamsudin
Eddie Chiew Fook Chong
Ismail Abd Latif

106



ABSTRACT

The introduction of Halal logo by the Malaysian Department of Islamic Development (JAKIM) has
generated more awareness among the Muslim communities of the importance of consuming
products or engaging in services that follow Islamic guidelines and principles. In March 2006, the
Prime Minister of Malaysia Datuk Seri Abdullah Ahmad Badawi announced that all state
governments have been directed to use the standard Halal logo issued by JAKIM, thus making the
logo the national Halal logo of Malaysia. Previously, state governments in Malaysia were allowed
to use their own Halal logo. The lack of enforcement in monitoring the usage of certified Halal
logo has caused the public to question the validity of some of the products that were claimed to be
Halal. The objective of this study is to gather information on consumers’ perception towards the
JAKIM Halal logo and to assess the level of confidence of the Halalness of food products which
carry this logo.A sample of 426 Muslim respondents were interviewed via structured
questionnaires regarding their confidence level and purchasing behavior towards food products
with Halal logo. Eight Halal logos from other countries were also displayed in order to gauge the
level of confidence among consumers on the logos. Descriptive statistics were used to describe the
socio-economic/demographic background and attitudes of respondents. The logit model was used
to determine the extent to which selected socio-economic/demographic characteristics and attitudes
influenced the respondents’ confidence on Halal logo. The results of this study suggest that
consumers are very concerned about Halal food and Halal logo on food products. Even though,
consumers react more positively to JAKIM Halal logo, there is still enough evidence to support
that consumers are more careful in evaluating the Halalness of all kinds of food products by
referring to the list of ingredients. Nevertheless, most consumers are able to differentiate JAKIM
Halal logo from the other logos, regardless of the brands on the food products. This implies that
consumers trust Halal logo rather than brand of the products when forming judgments about the
Halalness of food products and its quality. In general, various socio-economic and attitude factors
significantly influenced the likelihood of consumers’ confidence on JAKIM Halal logo .The
findings of this study indicated that religiosity, marital status, education level, residential area and
SHARIYAH and JAKIM approval are significant determinants of the consumers’ probability of
confidence on JAKIM Halal logo.

INTRODUCTION

Religion is a system of beliefs and practices by which groups of people interprets and responds to
what they feel is supernatural and sacred (Johnstone, 1975). Most religion prescribes or prohibits certain
behavior including consumption behavior. Schiffman and Kanuk (1997) assert that members of different
religious groups are likely to make purchase decisions which are influenced by their religious identity.
Such a phenomenon is widely acknowledged in international business and marketing strategies. As
Muslim consumers become more knowledgeable of their religion, it is inevitable that they will be more
particular on the type of products and services that they consume or use (Temizhan, 2000). In addition, as
consumers become increasingly more sophisticated in their dietary and health-related issues, the
relevance of informative labeling and the belief in the right to be adequately informed will strengthen.
The introduction of Halal logo by the Malaysia’s Department of Islamic Development (JAKIM) has
generated more awareness among the Muslims of the importance of consuming products or engaging in
services that follow Islamic guidelines and principles.

Halal logo also certifies food outlets which are permissible to be patronized by Muslims. The aim
of this endorsement is to indicate to their target consumers that their products meet the Islamic standards.
This definitely will create significant advantages to the particular manufacturers versus its competitors
that do not have Halal certification. However several food-related lawsuits have made media headlines
recently. High 5 stated that its bakery products were cooked in 100% Halal oil when in fact it was from

1 High 5 is a local bread manufacturer in Malaysia.

107



Israel or Germany, which was in doubt about it being Halal (The Malay Mail, 14.Sep.2006). Dinding?
poultry also was sued for not ensuring that its products were Halal, and this suit was settled for RM100
million (New Straits Times, 20. January 2006). The lack of enforcement and monitoring in the usage of
certified Halal logo has caused the public to question the validity of Halal logo on some of the products or
services. Therefore the aim of this study is to acquire information about how trustworthy the JAKIM
Halal logo might be, whether consumers were willing to purchase food products with this logo rather than
others.

The Halal logo is a reality and needs to be more functionally understood in order to allow
marketing strategies to capture the evolving consumer’s purchasing behavior changes. The apparent
growth of Halal consumerism in Malaysia has made manufacturers and marketers aware of the possible
Halal advantages they could exploit by way of Halal processes, Halal packaging and Halal products. This
study will attempt to find out the effectiveness of using JAKIM Halal logo among consumers and
determine the factors which influence their level of confidence with regards to Halal logo on food
products.

LITERATURE REVIEW
Malaysia and Halal Food

Islam preaches a systematic way of life as with any other religions; Islam comes with
comprehensive standards and guidelines to be adhered to by Muslims. One of these standards is the
concept of Halal, Arabic word which means lawful or permitted for Muslims. Halal refers to a code of
conduct which is permitted by Syariah (Syariah is the Arabic meaning for the code of life or law which
regulates all aspects of a Muslim life) and it applies to every activity carried out by a Muslim. When used
in relation to the economy, it refers to business conducted in a manner deemed permissible in Islam.
When used in relation to food, it refers to food which is in compliance with the laws of Islam.

The Malaysian Government has long recognized the importance of Halal and has established
mechanisms to secure the confidence of Muslim consumers in certifying products, food producers,
abattoirs/slaughterhouses and food premises. Several legislations were enacted for the protection of
consumers of Halal products. In 1982, the Malaysian Government established a “Committee on
Evaluation of Food, Drinks and Goods utilized by Muslims” (“Committee”) under the Islamic Affairs
Division of the Prime Minister’s Department (“Division”) (now known as the Department of Islamic
Development Malaysia (“JAKIM”)). The main task of the Committee was to check and instill Halal
awareness amongst food producers, distributors and importers and the Division is also responsible for the
issuance of Halal certificates. In 2003, the Malaysian Government set up the “Technical Committee on
Developing Malaysia as the Regional Hub For Halal Products” chaired by the Ministry of International
Trade and Industry (“MITI”) to stimulate the growth of the Halal food industry and to make Malaysia a
Halal hub by 2010. The Malaysian Industrial Development Authority (“MIDA”), a government agency
under the purview of MITI, issued the Guidelines for Application of Incentives for Production of Halal
Food. Under these guidelines, companies that produce Halal food are given Investment Tax Allowance of
100% of qualifying capital expenditure incurred within a period of 15 years. Such allowance may be set-
off against 100% of the statutory income in each year of assessment. Companies that are eligible for such
incentives are new companies undertaking Halal food production, existing companies diversifying into
Halal food production and existing Halal food companies undertaking upgrading/expansion of existing
plants (MITI, 2005).

On August 16, 2004, the Malaysian Prime Minister Datuk Seri Abdullah Ahmad Badawi
launched the ‘Halal Food: Production, Preparation, Handling and Storage — General Guidelines (MS
1500:2004)’. This was developed by the Malaysian Standard Development System of the Department of
Standards Malaysia of the Ministry of Science, Technology and Innovation with the involvement and
cooperation of JAKIM, relevant government agencies, non-governmental organizations, universities and
industries.

2 Dinding is a local poultry farm in Malaysia.
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MS 1500:2004 incorporates compliance with international standards of Good Manufacturing
Practices and Good Hygiene Practices and prescribes practical guidelines for the food industry on the
preparation and handling of Halal food (including nutrient supplements) based on quality, sanitary and
safety considerations and serves as a basic requirement for food products and food trade or business in
Malaysia. In line with being the sole government agency responsible for the issuance of Halal certificates,
JAKIM published the Manual Procedure of Halal Certification Malaysia (Manual) and Guidelines on the
Appointment of Foreign Islamic Organization as Halal Certification Body for Products to be exported to
Malaysia. The Manual is a guideline to co-ordinate the implementation of Halal certification activities in
Malaysia at JAKIM’s federal level and the State Department/Council of Islamic Affairs level
(JAIN/MAIN).

The Manual provides the basic principles to be adopted by every Halal certificate holder in
Malaysia and covers application procedure, inspection, monitoring and enforcement. The Manual is a
complementary document to MS 1500:2004 and any issuance of Halal certificate by JAKIM/JAIN/MAIN
is subject to compliance with MS 1500:2004 and the Manual. The Malaysian Government had allocated
RM10 million in its 2005 budget specifically for the purpose of promoting Malaysia as the world
producer of Halal products and services. Recognizing the need to prepare Malaysia for this new global
market force, the government proposed to establish a Halal Industry Development Board under the Ninth
Malaysia Plan (9MP) for 2006 — 2010, to develop the Halal industry in a holistic and orderly manner.
Further, the 9MP provided for the setting up of a specific fund for the Halal products industry and the
development of Halal food parks to support the Halal industry. “The 9MP will drive the sector’s growth
in making Malaysia an international hub for Halal products and services” said the Malaysian Prime
Minister when tabling the 9MP in March 2006.

The Malaysian government has since announced the establishment of the Halal Industry
Development Corporation (HIDC) to spearhead the development of the Halal industry in Malaysia and
the international market. HIDC will lead in the development of Halal standards as well as audit and
verification procedures, in order to protect the integrity of Halal besides directing and coordinating the
development of Malaysia’s Halal industry among all stakeholders. In March 2006 the Malaysian Prime
Minister announced that all state governments in Malaysia are to use the standard Halal logo issued by
JAKIM thus making the logo the national Halal logo of Malaysia. Previously, state governments in
Malaysia were allowed to use their own “Halal” logo.

In May 2006, a leading investment bank in Malaysia announced that it will allocate RM500
million in the form of loans to Halal food producers. It is the world’s first special Halal package which
offers good opportunities to businesses as they provide more depth and opportunities in the Halal industry
(The StarBiz, 10" May 2006). The Halal industry in Malaysia has been given a further boost by a recent
announcement that an international hypermarket chain has made a commitment to purchase RM1 billion
Malaysian Halal products for sale in Britain over the next 5 years (The StarBiz, 20" May 2006).

Halal has now become a universal concept. Halal stands not only for just and fair business
transactions but also for animal welfare, social justice and sustainable environment. It is no longer a
concept confined or restricted to the slaughtering of animals for the consumption of Muslims but
encompasses products and services of the highest quality that meet the ever increasing awareness and
needs of consumers in a demanding global market. In the case of Halal labeled foods in Malaysia, some
of the questions to be resolved are: a). Can consumers trust the Halal logos on food products; b). Are the
Halal claims made by the manufacturers reliable; and c). Do consumers use Halal logo when purchasing
food product in the market place. Given the questions above, this study intends to explore the underlying
factors influencing consumer perceptions and attitudes towards Halal logo on food products.

RESEARCH METHODOLOGY

Consumer behavior is very complex and determined by emotions, motives and attitudes
(Alvensleben, 1997). Attitudes and beliefs play a fundamental role in consumer behavior, because they
determine his/her disposition to respond positively or negatively to an institution, person, event, object or
product (Azjen & Fishbein, 1989). Personal interviews have been used as the main source of information
and have been conducted throughout the Selangor and Klang valley. A sample of 426 Muslim
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respondents, were interviewed via structured questionnaires to gather information regarding their
confidence level and purchasing behavior towards food products which displayed the Halal logo. The
respondents were selected randomly in major supermarkets. Supermarkets were chosen due to the fact
that most manufactured food products were widely available there and consumers from different walks of
life do their shopping at the supermarket.

Descriptive statistics were used to identify socio-economic/demographic characteristics and
attitudes of consumers toward Halalness of food products with JAKIM Halal logo while, the logit
procedure was used to determine the extent to which selected socio-economic/demographic
characteristics and attitudes influenced the respondents’ confidence on Halal logo. The logit model for the
representative household ‘i’ can be expressed as follows:

Y, = Iog(L) —a+3px, +e
1-p, i1

Where; Y, is a dependent variable “Being Confident with JAKIM Halal logo” that had two categories

such as “consumers are confident with JAKIM Halal logo” coded as one and otherwise coded as zero.
The variable X represents the different attributes affecting the representative consumer’s confidence on

JAKIM Halal logo. In this regression model, the vector X. consists of variables such as country of origin

of the food products, list of ingredients, SHARIY A approval, products’ brand, gender, religiosity, marital
status, education level and residential area of consumers.

Where; IOQ(%) is called log-odd ratio. The Log-odd ratio is the logarithm of the odds that
a particular purchasing choice will be made by the representative household. P; is the probability of proxy
variable Yi =1 and (1 - P)) is the probability of Y; = 0 and e; is the error term.

The interpretation of the estimated coefficients of the logit is a little tricky. The signs of
parameter estimates and their statistical significance indicate the direction of the response associated with
the presence or level of a particular variable. The changes in the probabilities associated to the
intermediate categories (1 to j — 1) cannot be signed a priori. Thus, category-specific marginal effects are
often reported (Gujarati, 1988).

RESULTS AND DISCUSSIONS

Descriptive Analysis

Table 1 shows the characteristics of the sample with regard to their demographic background.
About two-third of respondents were from urban, while the rest were from the suburb. About 50.7% of
the respondents were female. More than half of respondents (74.2%) claimed that they are very religious
while only 3.3% of respondents categorized themselves as not religious. Most of the respondents (54.9%)
were married and a majority of them were between 26- 40 years of age (54.9%). Most of respondents
(68.5%) were educated at the tertiary level, with a majority working in various positions such as
government sector (36.6%), private sector (45.1%) and others (2.3%) which included those retired,
unemployed and housewife groups. In terms of income distribution, the study found that at least 42.1% of
the respondents had income between RM 1501-3000 per month. About 26.8% of respondents earned RM
1500 and below, while 8.5% had income above RM 6000 per month.

Table 1
Demographic Profile of Respondents

Characteristics Number Percentage

Residential area
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Urban 294 69.0

Suburb/ Rural 132 31.0
Gender

Female 216 50.7
Male 210 49.3
Religiosity

Very Religious 316 74.2
Religious 34 7.9

Somewhat Religious 62 14.6
Not Religious 14 3.3

Education level

Never been to school 6 1.4
Primary school 30 7.0
Secondary school 98 23

Tertiary 292 68.5
Marital status

Single 186 43.7
Married 234 54.9
Widow 6 14
Occupation

Government servant 156 36.6
Privet sector 192 45.1
Self-employed 26 6.1
Student 42 9.9
Others 10 2.3
Age

Below 25 64 15.0
26-40 234 54.9
41-60 114 26.8
Above 60 14 3.3
Income

Below RM1500 114 26.8
RM1501-RM3000 180 42.1
RM3001-RM4500 54 12.7
RM4501-RM6000 42 9.9
Above 6000 36 8.5

The relationship between the consumers’ confidence and attitude were also measured by
descriptive analysis and shown in Table 2. Approximately 67.84% of consumers claimed that they trusted
JAKIM Halal logo only. The frequency of using Halal logo during purchasing food products indicated
that majority of respondents (40.15%) always ensured the existence of Halal logo on food products and
20.18% of them often looked for it. About 15.49 % of the respondents sometimes checked Halal logo and
13.62% looked at it once a while. However, 10.56% never checked Halal logo on food products. In the
total sample, 77.93% of respondents indicated that apart from JAKIM Halal logo, other Halal logos from
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different countries are not trustworthy. The frequency analysis results of consumers’ trustworthy on Halal
logo on food products indicated that only 14.8 % of respondents always found Halal logo which trustable,
while the majority of consumers (34.98%) often trusted the logos. Only 7.27% of them never trusted
Halal logos displayed by food manufacturers.
Table 2
The Relationship between the Consumers’ Confidence and Several Characteristics of Consumers’
Attitudes towards Halal Logo

Characteristics Number Percentage

JAKIM Halal logo and Trustworthy

Yes 289 67.84
No 137 32.16

Frequency of Using Halal Logo during
Purchasing Food Products

Always 171 40.15
Often 86 20.18
Sometimes 66 15.49
Rarely 58 13.62
Never 45 10.56

All Kind of Halal Logos and Trustworthy

Yes 94 22.07
No 332 77.93
Frequency of Consumers’ Confident on

Halal logo

Always 60 14.08
Often 149 34.98
Sometimes 145 34.03
Rarely 38 8.92
Never 34 7.27

Logit Regression Analysis

The Logit regression analysis was used to estimate, the extent to which selected socio-
economic/demographic characteristics and attitudes influenced the respondents’ confidence on Halal
logo. The estimated parameters and their statistical significance levels were presented in Table 3. The
estimated logit model was statistically significant with a Likelihood Ratio Test Probability of <0.0001,
which indicates joint significance of all coefficient estimates. Estimated coefficients are tested by using
standard errors, t-ratios and p-values. A positive sign on the statistically significant parameter estimates of
one variable indicates the likelihood of the response increasing, holding other variables constant, and vice
versa. Five variables were all positive and statistically significant, suggesting that response categories are
indeed ordered properly. Thus, the socio-economic/demographic factors and consumers’ attitudes
variables in the ordered model equation are relevant in explaining consumers’ confidence on Halal logos
on food products. The results indicated that, the socio-economic variables play an important role when
explaining the consumer confidence behavior of JAKIM Halal logo.

Based on the statistically significant coefficients, displaying JAKIM Halal LOGO on food
products is an important determinant for consumer’s confidence, and the effect is positive (Table 3).This
finding indicates an increasing likelihood to purchase food products with JAKIM Halal LOGO rather
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others. According to the results, Halal foods with JAKIM logo are more frequently consumed compare to
others. Table 2 also presents the estimate of odds ratio. The odds ratios are calculated by the logit
regression coefficients (Probability = [odd / (1+ odd)]) and it means the level of confidence on JAKIM
Halal LOGO is 3.321 higher than other logos. Meanwhile the LIST of INGREDIENTS would be less
likely to be trusted by consumers while JAKIM Halal LOGO would be more likely trusted (1.379 times
less than JAKIM logo). It is expected that it would be more trustworthy to judge the Halalness of food
products based on JAKIM logo which is local and reliable than the list of ingredients which is too
scientific in nature.

SHARIYA APPROVAL positively influences the probability of consumers’ confidence on
JAKIM Halal logo 1.408 more, one aspect should be stressed that the role is played by SHARIYA
approval of JAKIM procedure, given that a high positive effect happens as confidential level increases.
Estimated coefficient for RELIGIOSITY is positive and significant at the 90% level of confidence. This
shows that a high positive effect will emerge as religious level increases and as level of religiosity
advances, the likelihood of level of confidence will increase 2.117 respectively. The impact of
EDUCATION LEVEL has also significant implication for the frequencies of JAKIM Halal logo
consumption. Respondents from urban area are 2.36 times more likely confident with JAKIM Halal logo
as compared to consumers from rural areas. Results of logit model indicate a positive relationship
between the trustworthiness of JAKIM Halal logo and level of education among consumers.

Estimated coefficient for educated consumers is positive and statistically significant at 90% level
of confidence. Educated consumers trust JAKIM logo 1.7 more than those with lower level of education.
It is generally believed that educated people are more discriminating in using information and data as
compared to less educated consumers. Respondents with family are 2.405 times more likely to put their
trust on JAKIM Halal logo than the single group of consumers.

CONCLUSIONS

Considering the effect of Halal logo on food labels, the results of the study showed that
consumers are very concerned about Halal food and the logo on food products. Even though it is shown
that consumers react more positively to JAKIM Halal food, there is still enough evidence to support that
consumers are more careful in evaluating the Halalness of all kinds of food products by referring to the
list of ingredients. Nevertheless, most of consumers were able to differentiate JAKIM Halal logo from
others, regardless of the presence of the products’ brand on the food packaging. This implies that
consumers do trust Halal logo rather than the brand of products when forming judgments about the
Halalness of food product quality. The findings of this study also indicated that religion, race, marital
status, gender and SHARIYA and JAKIM approval are significant determinants of the consumers’
confidence probability of JAKIM Halal logo. Despite an increasing trend in attitude and purchase
intention of Halal labeled food products there is no significant evidence that consumers are absolutely
confident with Halal logo either JAKIM or other countries of origin.

Table 3
Estimates Logit Model for JAKIM Halal Logo and Consumers’ Confidence
Variables Estimated Coefficients Standard Error Ratio P-value
JAKIM logo displays on
food products 1.200*** 0.376 3.321 0.0014
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Country of origin of

products 0.321 0.302 0.623  0.2873
List of Ingredients -0.472* 0.273 -1.379  0.0831
SHARIYA Approval 0.342** 0.349 1.408  0.0274
Products’ Brands 0.298 0.312 1.348 0.3391
Brand Loyalty -0.235 0.249 -0.791  0.3465
Residential Area 0.383** 0.162 2.36 0.018
Gender 0.8488 0.518 2.337  0.1019
Education Level 0.0002* 0.0001 171  0.0766
Level of Religiosity 0.750* 0.409 2117  0.0668
Marital Status 0.878* 0.532 2.405  0.0994
C -0.861 2.788 -0.308  0.7575
McFadden R-squared 0.334 Log likelihood -60.932
Restr. log
S.D. dependent var 0.337 likelihood -91.496
Avg. log
Probability 0.0000 likelihood -0.429

HkK

Statistically significant at the 0.01-level, ™ at the 0.05 level, and " at the 0.10 level.
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ABSTRACT

The objective of this research proposal is to study the factors involve in the consumer decision-
making process among Malaysian when buying specific national car, particularly Proton, Perodua
and Naza — Kia. This topic is important especially to understand the buying pattern among
Malaysian. Since Malaysians have more choices of local car brand, national car manufacturer that
reveal its dominant local status, is claimed to be loosing its competitiveness. In addition, the trend
in car business nowadays requires firms to perform joint venture in order to survive. The fact is,
these national cars not only make profit, but also have responsibility to the nation as they carry
national image. This research proposal projects aims at finding answers to the following questions;
is it true that Malaysians consumers ethnocentrism (CE) towards high involvement product
specifically car is low; do Malaysians consumers perceive joint venture (JV) product superior than
almost entirely local product since Proton position itself as a genuine national product; do the
Malaysians consumers purchase specific brand of national car to demonstrate CE or because of
country of origin (COQO) effect and what are the specific dimensions of car valued by Malaysian
consumers that involved in the decision making that leads to the purchasing of the specific brand
of national car.

INTRODUCTION

In order to produce successful car brand, the Malaysian car manufacturers need to posses
competitive advantage as well as differing their cars from the others including among entirely foreign car
manufacturer, which are available in the Malaysian market. Furthermore, in order to stay competitive in
the local market, the Malaysian government imposes several restrictions to foreign cars as well as
subsidizes local car firms in many different ways. Among the steps taken are subsidizing the price and
facilitate the loan approval for national cars. Moreover, the government only provides loan facilities for
national cars for its staffs. In contras, the government also charges high tax to foreign cars. Thus, it makes
the price of the foreign cars more expensive. However, for national car firms, it leads to the same nature
of competition as all three firms namely Proton, Perodua and Naza-Kia Sdn. Bhd. (NKSB) acquire almost
the same treatment from the government. These three national cars have different type and level of joint
venture. Proton and Perodua involve in equity joint venture whereas Naza-Kia non-equity joint venture.
Major shareholder for Proton is government link company (GLC), Khazanah Nasional Berhad. For
Perodua, major shareholder is UMW Corporation Sdn. Bhd., a firm under global conglomerate UMW
group. In contras, Naza-Kia is a wholly owned subsidiary under local conglomerate, Naza Group.
However, NKSB is only a franchise holder for the KIA, car manufacturer from South Korea.
Furthermore, NKSB incorporated to market and distribute Kia’s range of vehicle in Malaysia. NKSB does
not manufacture car. They only assemble and rebrand the car for Malaysian market. Thus, the country of
origin effect (COO) may vary in the decision making process among Malaysian consumers in buying
specific national car.

Figure 1
Conceptual diagram for country-of-origin effect
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Source: Janda and Rao, 1997

THEORETICAL BACKGROUND

Malaysian Historical Background

Malaysia has an interesting historical background. It used to be administered by British. On 14th
August 1945 Japan surrendered and the Japanese military occupation of Malaya ended. The Japanese
Occupation led to the loss or at least lowering of the prestige of the western powers. The defeat of the
British in Malaya, the Dutch in Indonesia, and the Americans in the Philippines brought this result. The
British government was supposed to protect Malaya. It had concluded agreements with the various Malay
rulers in which an undertaking was given by the British to protect the Malay states in return for the many
privileges and rights it enjoyed. Yet, when the Japanese came, the British had not provided an adequate
defense arrangement for this country, hence the speedy surrender. Nonetheless, the Japanese Occupation
had aroused the political consciousness of the people and when the British returned to Malaya, a new
situation had emerged.

On October 1945, The British announced a bold decision to end indirect rule in the Malay States
by uniting all the states into a Malayan Union under a Governor with executive powers. It proposed to
initiate a Malayan form of citizenship, which would give equal rights to those who claim Malaya as their
homeland. Pulau Pinang and Melaka although parts of the proposed Malayan Union would remain British
Settlements. Singapore would remain as a separate colony. The Malayan Union and Singapore would
have separate Governors and their individual Executive and Legislative Councils. In the Malayan Union,
the Malay Sultans would be Presidents in his own State, of Malay Advisory Council, which would be
mainly concerned with religious matters. The Malay Sultans would be asked to sign new treaties, which
would give the British Government jurisdiction in their states. These constitutional proposals actually
represented a complete change of policy by the British Government. The Malay States had never been
British territories. They were and always have been protected Malay States. On October 1945, Sir Harold
Mac Michael, special envoy to the British Government arrived in Kuala Lumpur to negotiate the new
treaties with the Sultans of the Malay States. The Sultans signed under protest and abdicated their
sovereign rights and powers to the British Crown. Political parties and associations were formed all over
the country to fight the Malayan Union proposals, which were to come into effect on 1 April 1946 when
civil government was to be restored. On 1% March 1946, representatives from the 41 Malay associations
and organizations formed the United Malay National Organization (UMNO). UMNO provided the
spearhead for the deep and spreading Malay opposition to the Malayan Union. The Malay Unity was a
new force to the British and also to the Chinese. UMNO passed a resolution declaring that the agreement
signed by the Sultans to be null and void. On 31st March 1945, British Military Administration
terminated (www.sejarahmalaysia.pnm.my ---2007). From the historical background, two implications
can be derived; Malaysians were exposed to foreigners and familiar with their culture.
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Malaysian Economic Background

Initially, when Malaysia gained its independence from British, in the year 1957, the economy was
primarily commaodity-based with heavy dependence on rubber and tin which contributed about 70 per cent
of total export earnings, 28 per cent of government revenue and 36 per cent of total employment. In
addition, the economy also remained highly dependent on foreign trade to generate foreign exchange
earnings to finance its development (www.epu.jpm.my, 2007).

In order to strengthen its economy the government had taken necessary steps to diversify and
modernizing agricultural production. As a result of the progress made in agriculture and manufacturing as
well as in utilities, services and other sectors, Malaysia emerged at the end the nineteen sixties with a
deeper, broader and stronger economic base. The share of exports of goods and services in the GNP
decreased from 52.6% in 1960 to 45.1 % in 1970, while the share of rubber and tin in total merchandise
exports fell from 70% to 53% during the decade.

The aggressive development in Malaysia’s economic structure happened during the 80’s. In the
beginning of 1983, Malaysia’s economy started to change. The changes included restraining public sector
expenditure to reduce budgetary deficits, adopting a private sector led growth strategy introducing
economic liberalization and deregulation and improving investment policies and incentives to promote
private sector participation. However, due to the renunciation of the public sector coupled with weak
external position had weakened the economy initially. The economy recovered in 1987 and continued to
grow rapidly, culminating in the economy registering a growth of 9.3 per cent per annum in 1988-90, the
highest recorded since Independence. Per capita income, which declined in 1986, grew at an average rate
of 6.3 per cent in nominal terms to reach RM6, 224 by 1990. The budget deficit was almost eliminated in
1990 and the balance of payments turned in to a surplus position reaching RM6.6 billion or 8.9 per cent or
of GNP in 1987. By 1989, the contribution of the private sector to economic growth surpassed that of the
public sector, heralding the transformation of the Malaysia economy to that of a private sector driven
economy.

During the 80’s also witnessed significant changes occurred in the Malaysia’s economy. In this
particular decade, the first national car manufacturer, Proton, was born. The move was made realizing that
most developed countries posses a strong heavy industry as their economic backbone.

Malaysian National Cars

PROTON was incorporated on May 7, 1983 to manufacture, assemble and sell motor vehicles
and related products including accessories, spare parts and other components (www.proton.com).
Proton’s shareholders (as of 25 July 2002) were Khazanah Nasional Berhad (31.63%), Petroliam Nasional
Berhad (11.57%), Mitsubishi Corporation (7.94%), Mitsubishi Motors Corporation (7.94%), Employees
Provident Fund Board (7.35%) and Other Local and Foreign Investors (33.57%) (www.proton.com).
Following the establishment of Proton, Perusahaan Otomobil KeDua Sdn. Bhd. (Perodua) was launched
in 1993, as the second national automotive company. The joint partners or shareholders of Perodua are:
UMW Corporation Sdn. Bhd. (38%), Daihatsu Motor Co. Limited. (20%), MBM Resources Berhad
(20%), PNB Equity Resources Corporation Sdn. Bhd. (10%) and Daihatsu Malaysia Sdn. Bhd. (5%)
(www.perodua.com.my).

Furthermore, in the year 2002, another car company, Naza KIA Sdn. Bhd. (NKSB) also gained
the national status. This company was formerly known as Earning Link Sdn. Bhd., a member of the Naza
Group of Companies incorporated to market and distributes Kia’s range of vehicle in Malaysia. NKSB is
the franchise holder for the KIA marque in Malaysia (www.naza.com.my). Thus, it makes Malaysia
currently having three national status cars.

Country of Origin (COO) and Consumer Ethnocentrism (CE) Impact

The impact of COO effects becoming more complicated to measure especially in the way
businesses is done nowadays. The existences of the hybrid products challenge the consumers’ traditional
decision-making criterion. By comparison, hybrids or bi — national products are those branded by a
company headquartered in one country yet manufactured in another country (Kim and Pysarchik, 2000).
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Furthermore, these products therefore, involve two countries; the country of origin (COQ) and the country
of manufacture (COM). This particular case is an obvious issue for NKSB. Brodowsky (1998) suggested
that multinational production has made the issue of country image effects more complex. This complexity
further supported by Nebenzahl et. al. (1997) by claiming that the studying of the relationship between
country — product — image and purchasing behavior has become more important.

The new trend in product development such as hybrid products leads to product results from joint
venture (JV). Then, the COO effects towards JV products becoming more difficult to measure and
understood. It is because it interferes with the traditional consumer decision making whereby a consumer
purchase local brand because of consumer ethnocentrism (CE) or buying imported goods for its well-
known quality. As Figure 1.1 shows, there is possibly causal effect on the car made via joint venture
towards consumer ethnocentrism. Shimp and Sharma (1987) suggested that the tendency of consumers to
be ethnocentric represents their beliefs about the appropriateness and moral legitimacy of purchasing
foreign products. In other words it concerns the issues of the ethics. This ethics will revolve in the
consumer decision-making process, and consumers might end up buying specific products for ethical
reason. In addition, ethnocentric consumers prefer domestic goods because they believe that products
from their own country are the best (Klein et. al, 1998).

Figure 2
Conceptual diagram of joint venture effect on consumer decision-making
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Besides that, continual improvement towards the product itself will ensure its successfulness in
the market. In this case, Proton, Perodua and Naza — Kia need to obtain some feedback from customers
and understand the elements that shape their buying behavior. The decision making process include
internal and external factors. The internal factors relate to the humanistic values such as self directed and
social affiliates values. In reverse, external factors concern with product values such as price, brand,
safety, warranty, service after sales, ergonomic factors and loan approval.

Research Objectives

The primary aim of this study is to measure the effect of joint venture (JV) between national car
manufacturers and their foreign affiliates towards Malaysian consumers’ decision-making in purchasing
specific national car. In this particular case, these national car manufacturers are Proton, Perodua and
Naza - Kia. Indeed, all these national car manufacturers have different level and type of JV. There are five
main objectives that form the basis of this study; to identify and evaluate specific dimensions of car and
what factors influence Malaysian consumers’ to purchase the specific brand of national status car; to
compare the effect of JV towards Malaysian consumers purchasing behavior with regard to the theory of
COO and CE; to provide systematic guidance to Malaysia national car companies on how to improve
their car performance from consumer point of view and therefore increase their local sales as well as
maintain their competitiveness against foreign car; investigate the application of the theories of COO and
CE in explaining Malaysian consumers’ buying behavior for high involvement products (car) and
investigate the application of the theories of COO and CE in explaining Malaysian consumers’ buying
behavior for high involvement products (car).
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RESEARCH METHODOLOGY

The survey method has been identified as a means of gathering data and to achieve the specified
research objectives. This research will utilize secondary sources of data, but will initially focus on mail
survey and self-administered using a structured questionnaire, supplemented by semi structured
interviews and personal observations. Suitable with the nature of the research in the international
marketing field focusing on the consumers, mail survey and self-administered using a structured
questionnaire will be the main method. In order to gain more information, the supporting use of semi —
structured interviews will provide more accurate information. Besides, consumers itself, the researcher
will interview several parties involved in the national status car industry such as salesman, mechanic and
staff at the service center, insurance company and financing institution. The reason is to obtain the wider
information regarding the influence from the parties involved in the consumer decision-making
framework. A selected of representative sample of 100 respondents will be chosen for analysis. This
research will be conducted using the Malaysian White Pages telephone number directories. Data collected
will be analyzed using SPSS package or any other statistical software that might be more suitable.
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This paper is a non-empirical theoretical paper clarifying the interaction of different epistemologies
or ways of entering in international market which are exploited by many Multinationals across the
Globe, with objectives of economies of scale or encasing on learning from the domestic market. But
the detailed cases which went under study give some different results and talks about how
replication strategy resulted into travesty. MNCs found themselves stuck in a middle kind of
situation because they were not able to manage the tradeoff between the Cost and Control as well as
application of Market knowledge and Marketing knowledge. This paper contributes to international
Market Entry strategy literature with solution for MNCs how they can maintain better tradeoff with
pragmatic approach during implementation.

INTRODUCTION

The process of penetrating and then developing an international market is a difficult one, which
many companies still identify as an Achilles’ heel in their global capabilities. Two aspects of the typical
approach are particularly striking. First, companies often pursue this new business opportunity with a
focus on minimizing risk and investment—the complete opposite of the approach usually advocated for
genuine start-up situations. Second, from a marketing perspective, many companies break the founding
principle of marketing—that a firm should start by analyzing the market, and then, and only then, decide
on its offer in terms of products, services, and marketing programs. In fact, it is far more common to see
international markets as opportunities to increase sales of existing products and so to adopt a “sales push”
rather than a market-driven approach. Given this overall approach, it is not surprising that performance is
often disappointing. Profitability in international markets has lagged behind average firm profitability for
much of the last two decades (the “foreign investment profitability gap”). This may well be because of
what Ghemawat and Ghadar describe as “top-line obsession,” a focus on revenue growth rather than
profitability growth.

This common mismatch between expectations and situational requirements stems, above all, from
a failure to follow in international operations the marketing strategy process that is probably established
in the core domestic business. This may be because participation in the market is indirect (i.e., via an
independent local distributor or agent, rather than via a directly controlled marketing subsidiary). It also
often reflects a lack of control over strategic marketing and a failure to think rigorously about how the
business will develop over the course of several years. While it is true that certain distinctive
characteristic of an international marketing situation demand a different approach to marketing.

This Paper will begin by examining these unique international marketing challenges and then discuss,

in turn, several phases of the process of market entry and development, including the following:

e The objectives of market entry, which will have implications for the strategy and organization
adopted.

e The choice of market entry mode (i.e., the form of marketing organization through which the
company participates in the market). Particular attention will be paid to the low-intensity modes
of entry most commonly favored in market entry situations.

o The marketing entry strategy, with a particular focus on the lessons learned from the strategies of
western multinationals in emerging markets.

o A framework for the overall evolution of an international marketing strategy.

LITERATURE REVIEW

What Is Different about International Marketing?

Most executives are quite clear that international marketing is different from home-country
marketing, and most multinational companies insist that their senior managers have international
experience on their resumes. Despite this pragmatic recognition of the uniqueness of the international
marketplace, there has been little agreement over the exact nature of this distinctiveness. Although the
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guestion has been long and inconclusively discussed by academics and business analysts, agreement has
been limited to the valid but rather obvious observation that international marketing, as opposed to
marketing in a single country, takes place in an environment of increased complexity and uncertainty, in
areas as varied as consumer behavior and government regulation. This suggests that the differences
between domestic and international marketing are differences of degree rather than underlying differences
of kind. They are:
A context of rapid business growth and organizational learning: Penetration of a foreign market is a
zero-base process. At the point of market entry, the foreign entrant has no existing business and little or
no market knowledge, particularly with regard to the managerial competence necessary to operate in the
new market environment. During the years after market entry, therefore, the rate of change in the country-
specific marketing capability of the firm is likely to be greater than the rate of change in the market
environment, and firm effects may dominate market effects in shaping strategy. This is particularly
important given the business context, in which the generation of new business is of prime importance—
rather than efficiency in managing a relatively stable business. This usually results in (a) entering the
market via a partnership with a local distributor or other marketing agent rather than via a directly
controlled marketing unit and (b) a relatively rapid sequence of changes to the marketing strategy (such as
new product introductions or expansion of distribution) or to the marketing organization (e.g., taking over
marketing responsibility from the local distributor).
Managing a multi-market network: From the time a company enters its second country-market, it will
inevitably be influenced by its previous experience. The greater the number of national markets in which
a company participates, the more likely it is to seek to manage them as an aggregated network rather than
as independent units. Marketing strategy decisions in one country-market may in this case be made
against extra-market criteria. For example, price levels may be set to minimize the difference among
markets and to maintain a price corridor rather than purely to reflect local market conditions. Similarly, a
multinational company may subsidize price levels in one market for strategic reasons while recouping that
loss in another market. In practice, this frequently results in asymmetric competition in any single market,
with different companies pursuing different objectives and setting different performance standards. It is
possible that one company may be participating in the market simply to learn, and it may therefore
tolerate low profitability, while others are pursuing more conventional profit maximization goals.
Co-location of strategic marketing and distribution functions: The distribution unit in the country-
market, whether an independent organization or a wholly-owned subsidiary, has to manage a strategy for
growth, and it will therefore be judged on organizational criteria including feasibility, level of desired
risk, supportability, and control issues. By contrast, distribution management in domestic markets is
largely concerned with the implementation of preexisting marketing strategies such as communication
platforms and target customer selection, and so the distributor is judged against efficiency or cost-
minimization criteria. Although some more-established firms manage this trade-off with considerable
sophistication, all too often the delegation of marketing strategy to what is essentially a distribution
organization results in underperformance, as nobody is in fact formulating a marketing strategy

It is possible, however, to identify commonalities across companies in this process of
internationalization and so to describe the usual evolution of international marketing strategy. Such a
framework has to begin by recognizing that different objectives for market entry may produce quite
different outcomes in terms of entry mode and marketing strategy.

Objectives of Market Entry

Companies enter international markets for varying reasons, and these different objectives at the
time of entry should produce different strategies, performance goals, and even forms of market
participation. Yet, companies frequently follow a standard market entry and development strategy. The
most common, which will be described in the following section, is sometimes referred to as the
“increasing commitment” pattern of market penetration, in which market entry is via an independent local
distributor or partner with a later switch to a directly controlled subsidiary. This approach results from an
objective of building a business in the country-market as quickly as possible but nevertheless with a
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degree of patience produced by the initial desire to minimize risk and by the need to learn about the
country and market from a low base of knowledge.

The fundamental reason for entering a new market has to be potential demand, of course, but
nevertheless it is common to observe other factors driving investment and performance measurement
decisions, such as:

Learning in lead markets: In some circumstances, a company might undertake a foreign market entry not
for solely financial reasons, but to learn. For example, the white goods division of Koc, the Turkish
conglomerate, entered Germany, regarded as the world’s leading market for dishwashers, refrigerators,
freezers, and washing machines both in terms of consumer sophistication and product specification. In
doing so, it recognized that its unknown brand would struggle to gain much market share in this fiercely
competitive market. However, Koc took the view that, as an aspiring global company, it would
undoubtedly benefit from participating in the world’s lead market and that its own product design and
marketing would improve and enable it to perform better around the world.? In most sectors, participation
in the “lead market” would be a prerequisite for qualifying as a global leader, even if profits in that lead
market were low. The lead market will vary by sector: the United States for software, Japan for consumer
electronics and telecommunications, France or Italy for fashion, and so on.

Competitive attack or defense: In some situations, market entry is prompted not by some attractive
characteristics of the country identified in a market assessment exercise, but as a reaction to a
competitor’s move. The most common scenario is market entry as a follower move, when a company
enters the market simply because a major competitor has done so. This is obviously driven by the belief
that the competitor would gain a significant advantage if it were allowed to operate alone in that market,
and so it is most common in concentrated or even duopolistic industries. Another frequent scenario is
“offense as defense,” in which a company enters the home market of a competitor—usually in retaliation
for an earlier entry into its own domestic market. In this case, the objective is also to force the competitor
to allocate increased resources to an intensified level of competition. In both cases, a company will have
to adapt its strategies to the particular strategic stakes: rather than focusing on market development, the
firm will set market share objectives and be prepared to accept lower levels of profitability and higher
levels of marketing expenditure.

Scale economies or marketing leverage: A number of objectives result from internationalization
undertaken as what is sometimes described as a “replication strategy,” in which a company seeks a larger
market arena in which to exploit an advantage. In many manufacturing industries, for example,
internationalization can help the company achieve greater economies of scale, particularly for companies
from smaller domestic country-markets. In other cases, a company may seek to exploit a distinctive and
differentiating asset, such as a brand, service model, or patented product. In both cases, the emphasis is on
“more of the same,” with relatively little adaptation to local markets, which would undermine scale
economies or diminish the returns from replication of the winning model. To achieve either of these
objectives, a company must retain some control, so it may enter markets with relatively high-intensity
modes, such as joint ventures. In particular, either franchising or licensing are business models naturally
suited for the rapid replication of businesses through expansion of units since both are centered on
protected and predefined assets.

Apart from these varied marketing objectives, it is also common for governments to “incentivize”
their country’s companies to export, in which case the company may enter markets it would otherwise not
have tackled. This, in turn, would suggest that most companies would adopt different entry modes for
different markets. More commonly, however, companies have a template that is followed in almost all
markets. This usually starts with market entry via an indirect distribution channel, usually a local
independent distributor or agent.

Modes of Market Entry

The central managerial trade-off between the alternative modes of market entry is that between
risk and control. On the one hand, low intensity modes of entry minimize risk. Thus, contracting with a
local distributor requires no investment in the country-market in the form of offices, distribution facilities,
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sales personnel, or marketing campaigns. Under the normal arrangement, whereby the distributor takes
title to the goods (i.e., buys them) as they leave the production facility of the international company, there
is not even a credit risk, assuming that the distributor has offered a letter of credit from its bank. This
arrangement also minimizes control, however, since the international company will have little or no
involvement in most elements of the marketing plan, including how much to spend on marketing,
distribution arrangements, and service standards. In particular, it should be noted here that effective
control over marketing operations is impossible without timely and accurate market information, such as
customer behavior, market shares, price levels, and so on. In many cases, low-intensity modes of market
participation cut off the international firm from this information, since third-party distributors or agents
jealously guard the identity and buying patterns of their customers for fear of disintermediation. Such
control can only be obtained via higher-intensity modes of market participation, involving investments in
local executives, distribution, and marketing programs. This is truly a trade-off in that companies cannot
have it all, but must find compromise solutions. The fact is that control only comes from involvement,
and involvement only comes from investment.

Another vital distinction here is between financial risk and marketing risk. It is financial risk that
is usually the major consideration at the point of market entry, and it is financial risk that is minimized by
low-intensity modes of market participation. However, this risk comes at the price of low control over
business strategy, so that in fact marketing risk is maximized, with a local partner making all the
important marketing decisions. It is the desire for greater control over the business (i.e., to minimize
marketing risk) that explains the usual evolutionary pattern of increasing commitment.

The alternative modes of entry can therefore be distinguished by where each falls on the risk-control
trade-off (Refer to Figure 1). In addition, there are a number of points that should be borne in mind about
each.
Figure 1
The Market Entry Mode Decision
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Export/import and trading companies: Serving an international market through export/import agents, is
particularly suitable for companies with little international experience since almost all international
operating functions are borne by the agent, including the costly and time-consuming requirements such as
bills-of-lading, customs clearance, and invoice and collection. However, in addition to the low level of
control, a couple of additional drawbacks should be noted. First, agents such as these operate on the basis
of economies of scope, seeking to act as intermediaries for as many vendors as possible—they are
servants of many masters. Second, agents often operate on a commission basis, and they do not actually
buy the goods from the international vendor, so there is a credit and cash flow risk that is not present in
distributor arrangements.

Piggybacking: Although such arrangements are rarely featured in international business texts, many
companies begin their internationalization opportunistically through a variety of arrangements that may
be described as “piggybacking,” because they all involve taking advantage of a channel to an international
market rather than selecting the country-market in a more conventional manner. For example, a firm may
be offered some spare capacity on a ship or plane by a business partner, or it may find that a domestic

124


javascript:popUp('/content/images/chap3_013047066X/elementLinks/03fig01.gif')

distributor is already serving an international market and so grants a foreign distribution license that
requires nothing more than an increase in domestic sales. An example of this is the Italian rice firm F&P
Gruppo, owners of the leading Gallo brand, which entered Poland via their Argentinean subsidiary rather
than direct from Italy, thus leading to the rather bizarre situation of packets of rice with Spanish-language
packaging covered in stickers in Polish. The reason, it transpires, was that the Argentinean air force was
importing freight from Poland via regular flights, but it was sending over empty aircraft on the outward
leg, a source of export distribution capacity that was bought by a consortium of local food companies.

The most common form of piggybacking is to internationalize by serving a customer who is more
international than the vendor firm. Thus, a customer requests an order, delivery, or service in more than
one country, and the supplier starts selling internationally in order to retain the customer and increases its
penetration of the account. This is particularly common in the case of business-to-business companies and
technology-oriented start-ups. Another common situation is when two companies in the same industry
combine to use the same distribution channel for products that are not directly competitive, thus obviating
to some extent the financial disadvantage of establishing distribution when sales volumes are still low.
Thus, for example, Minolta piggybacked on IBM’s international distribution network, which helped
Minolta achieve otherwise unaffordable distribution and helped IBM defray the cost of the distribution
network. Similarly, competitors in some industries, such as pharmaceuticals, routinely license their sales
and/or distribution to each other in markets where the competitor is better established and the products are
not directly competitive.

When piggybacking via distributors or other comparable partners, the main disadvantage, in addition to
the obvious lack of control, is the greater marketing risk that comes from not having studied the market
potential and structure.

Franchising: Franchising is an under explored entry mode in international markets, but it has been
widely used as a rapid method of expansion within major developed markets in North America and
Western Europe, most notably by fast food chains, consumer service businesses such as hotel or car
rental, and business services. At heart, franchising is suitable for replication of a business model or
format, such as a fast-food retail format and menu. Since the business format and, frequently, the
operating models and guidelines are fixed, franchising is limited in its ability to adapt, a key consideration
in employing this entry mode when entering new country-markets. There are two arguments to counter
this. First, the major franchisers are increasingly demonstrating an ability to adapt their offering to suit
local tastes. McDonald’s, for example, is far from being a global seller of American-style burgers, but it
offers considerably different menus in different countries and even different regions of countries In such
cases, the format and perhaps the brand is internationally consistent, but certain customer-facing elements
such as service personnel or individual menu choices can be tailored to local tastes. Secondly, it must be
recognized that there are product-markets in which customer tastes are quite similar across countries. This
is an example of a business, like fast food, that is not culture bound and in which marketing knowledge
(i.e., the product- or service-specific knowledge involved in marketing this particular offering) is at least
as important as local market knowledge (i.e., the knowledge required to operate successfully in a
particular territory). It is also important to note that in such businesses, the local service personnel are a
vital differentiating factor, and these will obviously still be local in orientation even if they operate within
an internationally consistent business format.

The main drawback of franchising is the difficulty of adapting the franchised asset or brand to
local market tastes—even experienced corporations like McDonald’s or Marriott, which have managed to
thrive on this trade-off as discussed above, have taken several decades and some false starts to get to this
point of advanced practice. A key indicator that franchising carries this constraint is the fact that
marketing budgets at local levels are usually restricted to short-term promotions rather than market
development.

Licensing: Licensing is a common method of international market entry for companies with a distinctive
and legally protected asset, which is a key differentiating element in their marketing offer. This might
include a brand name, a technology or product design, or a manufacturing or service operating process.
Licensing is a practice not restricted to international markets. Disney, for example, will license its
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characters to manufacturers and marketers in categories such as toys and apparel even in its domestic
market while it focuses its own efforts on its core competencies of media production and distribution. But
it offers a particularly effective way of entering foreign markets because it can offer simultaneously both
a low-intensity (and therefore low risk) mode of market participation and adaptation of product to local
markets. Continuing with Disney as an example, its many licensing arrangements in China allow its
characters to adorn apparel or toys suited to local taste in terms of color, styling, or materials this is
because, as is usual in licensing agreements, the local licensee has considerable autonomy in designing
the products into which it incorporates the licensed characters. The other major advantage of licensing is
that, despite the low level of local involvement required of the international licensor, the business is
essentially local and is in the shape of the local business that holds the license. As a result, import barriers
such as regulation or tariffs do not apply.

As always, there are disadvantages, and two in particular should be factored into any decision on
licensing. First, although it facilitates the creation of localized product, licensing is characterized by very
low levels of marketing control. Second, and perhaps most importantly, licensing runs the risk of creating
future local competitors. This is particularly true in technology businesses, in which a design or process is
licensed to a local business, thus revealing “secrets,” in the shape of intellectual property that would
otherwise not be available to that local business. In the worst case scenario, the local licensee can end up
breaking away from the international licensor and quite deliberately stealing or imitating the technology.
This might arise from malicious intent or simply a breakdown in relations, as is not uncommon between
an international company and its local partner.

Marketing Entry Strategies—Learning from Emerging Markets

Just as the internationalization boom of the 1990s proved instructive with regard to market
assessment, so there is much to be learned from the marketing strategies adopted at entry by western
companies in emerging markets. While an argument can be made for such a replication strategy on the
grounds of leveraging competitive assets such as brand names, it can only be made by ignoring the
fundamental tenet of marketing, which is that companies should responsively adapt their offerings in the
face of different market conditions. The result in most cases has been an unprofitable niche position, in
which MNCs compete with each other for the business of the small elite who value their brands and can
afford their prices. The fierce competition among multinationals is also indicative of “me-too” niche
marketing strategies driven by replication rather than local market responsiveness, and it is evidence of a
flawed execution of the original market entry strategy (to judge from the MNCs’ declared objectives in
entering emerging markets) of market penetration.

To turn around their business in these markets, multinationals must in effect reenter the markets
by rethinking their marketing strategy at two levels. First, they must embrace a mass-marketing mindset.
This mindset, which includes the need for aggressive attention to price competitiveness, should be
reintroduced as the medium-term goal of the MNCs in emerging markets. Secondly, MNCs must develop
dynamic strategies for reaching those mass markets; in effect, market expansion strategies that will take
them out of the elite niche.

There are two major reasons why multinationals should adopt a mass-marketing approach in
emerging markets. First, it is demanded by the typical emerging market structure. Second, anything else is
inconsistent with the rationale behind the entry of multinationals into these markets, which was market
penetration that was justified by the high potential of large and/or economically undeveloped populations.
The principal reason why these billions of people are described as potential consumers rather than
categorized into market segments is that they lack the financial resources to purchase the multinationals’
products. The affordability gap will only be bridged when companies reach down to them by offering
products at affordable prices.

In practice, however, most multinationals did not develop localized products as part of their entry
strategy, instead preferring to transplant offerings from their traditional developed markets. Even
disregarding the question of whether the product met local needs, this is a niche strategy because of the
price position that such products inevitably occupy. Keen to maintain a degree of global price consistency
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and unable to lower the price much because of the threat of parallel importing, these transplanted products
end up being priced at points at which only 3-5 percent of the population can afford them. It is this niche
strategy that has given local competitors the space to develop their own competence and brands far more
quickly than multinationals had anticipated.

Mass marketing, as explained by business historian Richard Tedlow, began with the
“breakthrough idea” of “profit through volume.” ® The alternative business paradigm, that of keeping
prices and margins high, was dominant in the era preceding mass marketing and is increasingly a
hallmark of the “era of segmentation,” which characterizes most developed markets now. In these
developed markets, marketing strategies begin with breaking down demand into well-defined segments
and developing brands and products narrowly targeted at those segments—almost the complete opposite
of mass marketing. By contrast, mass marketing was built around good but simple products, narrow
product ranges, and low rates of product obsolescence.

The case of Kellogg, the U.S. cereals giant, demonstrates that it is not only local competitors who
can sense the need for mass marketing and deliver it. Kellogg, lured by the prospect of a billion breakfast
eaters, ventured into India in the mid-1990s. Like many of its counterparts, Kellogg’s market entry
strategy proved unsuccessful, and, after three years in the market, sales stood at an unimpressive $10
million. Indian consumers were not sold on breakfast cereals. Most consumers either prepared breakfast
from scratch every morning or grabbed some biscuits with tea at a roadside tea stall. Advertising positions
common in the west, such as the convenience of breakfast cereal, did not resonate with the mass market.
Segments of the market that did find the convenience positioning appealing were unable to afford the
international prices of Kellogg’s brands. Disappointing results led the company to reexamine its
approach. Eventually, Kellogg realigned its marketing to suit local market conditions: the company
introduced a range of breakfast biscuits under the Chocos brand name. Priced at Rs 5 (10 U.S. cents) for a
50-gram pack (and with extensive distribution coverage that includes roadside tea stalls), they are targeted
at the mass market and are expected to generate large sales volumes. Other emerging market veterans
such as Unilever, Colgate Palmolive, and South African Breweries have amply demonstrated the viability
of mass markets in emerging economies and the benefits of rapidly transferring knowledge gained in one
emerging market to others.

Another argument is that emerging market consumers are rapidly becoming more like their
affluent market counterparts, and that it is therefore sensible to offer globally standardized products and
wait for the consumer to evolve towards a preference for these. This convergence argument may or may
not be true, but it is certain that the rate of change is slow; specifically, in most emerging markets, the
mass market will remain poor well beyond the current planning horizons of most multinationals. Even as
they grow more affluent, it is far from certain that Chinese and Indian consumers’ preferences will
converge with those of Europeans or Americans. It is as likely that they may retain idiosyncratic local
consumption patterns that are driven by cultural norms.

There are two general approaches to moving towards mass-market strength that correspond to a
fundamental choice that MNCs must make about the basis and nature of competition. On the one hand,
MNCs must decide the basis on which they wish to compete in emerging markets. They can do so by
either transferring their global assets, such as brand names of proven strength in other countries, or by
developing local (i.e., market-specific) sources of advantage, which include but are not restricted to brand
names.

There are two principal routes of localization. The first is based upon the use of global sources of
advantage, but it involves the MNC adapting its marketing mix to make that global asset more suited to
local emerging market conditions. For example, an MNC might transfer an established global brand into
an emerging market but change its packaging size, price points, or even its product formulation to
enhance its attraction to the emerging market retailer and consumer. (Kellogg’s approach in India is an
example of this degree of localization.) It is important to note that this strategy does leverage the MNC'’s
global assets (i.e., it is not based upon marketing derived ground-up from analysis of the local market).
An alternative strategy is to develop new market-specific resources, a more direct but more costly and
probably a slower approach than adaptation. This strategy is starting to be seen in the form of a number of
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MNCs acquiring local brands that are added to their portfolio alongside global counterparts. In Japan, for
example, Coca-Cola carries a number of locally-oriented brands, such as Georgia iced coffee, that enable
it simultaneously to meet local taste segments and to derive greater economies of scope from its sales and
distribution investments in the country. Alternative local resources that might be developed are
distribution assets, such as company-specific warehouses or fleets of vans or even bicycles. P&G took
this approach in certain Eastern European markets. In these former communist states, the distribution
systems were not simply undeveloped—they had completely collapsed. Recognizing that intensive
distribution was an enabling condition for the development of their consumer goods business, P&G
invested substantial sums in developing its own

distribution network. It did so by funding distributor businesses in the form of vans, information
technology, working capital, and extensive training.# This model, known within the company as the
“McVan Model,” produced a significant competitive advantage over both international and local
competition; in Russia. This bold approach illustrates perfectly the trade-off between control and risk

A Framework for the Evolution of Marketing Strategies in an International Market

The process of business development in an individual foreign country-market consists of a
sequence of distinct business challenges, and this evolution produces a sequence of marketing strategies
and marketing organizations. This evolution, originally described in the conceptual paper by Susan P.
Douglas and C. Samuel Craig from which Figure 2 is adapted, consists of three principal phases: (1) a
low-commitment market entry, in which the MNC seeks incremental sales with minimum investment and
is in effect testing the market; (2) a phase of intensified local marketing activity to develop business
beyond the platform achieved in market entry and maximize performance within the country; (3) the
consolidation of national units into a more integrated and efficient global marketing organization. The
evolution of the corporation through these phases appears to accelerate with international experience—
from a more laissez-faire attitude in early years of international operation to a deliberate and forceful
approach as the firm becomes more dependent upon, and committed to, its international business. This
reflects the organizational learning that occurs systematically during internationalization and highlights
the fact that the objectives an MNC sets itself for its business in any individual country-market can be a
function not only of characteristics of the country, such as market potential, stability, and existing
business infrastructure, but also of its own corporate international experience, and level of commitment to
international markets.

Figure 2
The Evolution of International Marketing Strategy (Source: adapted from Douglas and Craig
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In many ways, the initial phase is more concerned with sales rather than marketing. Given the
international firm’s focus on risk minimization and its lack of local knowledge, the distributor will
usually take the easiest option of selling the newly available products to its existing customer base.
Indeed, the distributor will usually have been selected on the basis of this customer base. In this initial
phase, there is little adaptation to the local market because the low sales levels cannot support the fixed
costs of developing a local offer and because the international firm is still learning about the market. In
fact, the only circumstance in which the international company is clearly targeting a segment of customers
is when its broader international marketing strategy is based upon an international segment. In consumer
markets, Nike, for example, addresses similar segments in multiple countries; in business to business
markets, the customer is often international.

It is often at this point that the international company takes over distribution and begins to invest
in its own marketing organization in the country-market. Once this organization is in place, the range of
products and services expands rapidly, often including new offers developed specifically for the local
market. In this stage, the emphasis on local market development results in a marketing focus not unlike
that in the domestic market or any other single market. In the countries of the European Union, for
example, many international firms are now shifting marketing strategy to a regional level, so they
therefore realize that they do not need a senior marketing executive and team in each country.

There are a number of key learnings that experienced executives identify from this evolution:

Greater Commitment at Market Entry: Increasingly, experienced companies seek closer control over
marketing strategy at the time of market entry instead of delegating everything to a local distributor. This
usually involves placing one or two appropriately qualified executives, in-market alongside the local sales
and distribution partner. The objective is to accelerate market development and maximize performance
earlier in the process rather than relying on the distributor’s customer base.

Early Development of Local or Regional Marketing Programs: Experienced multinationals are
becoming far more capable of modular design in their products or services, identifying a core platform
from which local variations can be more easily and economically developed. This enables earlier
development of products tailored to local market conditions, which can be expected to accelerate market
penetration. In many cases, the level at which products are customized is regional rather than country by
country. This enables a multinational to retain some economies of scale while still adapting to local
demand characteristics. Once a firm’s international marketing network is well developed, such regional
products may then be available at the time of market entry for other country-markets in the region.

Another important underlying dynamic, which experienced multinationals come to learn, is the
distinction between market knowledge and marketing knowledge. Market knowledge is a local operating
capability that is required for doing business in any country: it includes knowledge of local regulatory
requirements, business practices, negotiating styles, cultural norms, and a host of other details that add up
to “the way people do business in a given country.” Clearly, this cannot be acquired quickly by an
outsider, so it explains why even the most experienced multinational will always need some sort of local
partner at the time of market entry. Marketing knowledge, by contrast, is a global product-oriented
capability: Anheuser Busch or Heineken know more about the marketing of beer than any local partner
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they take on because of years of experience in a wide range of markets and segments. Like local market
knowledge, it cannot be acquired quickly by somebody new to the business. It is clear that both types of
knowledge (market knowledge and marketing knowledge) are required to grow a business in a new
international market.

CONCLUSIONS

The central trade-off to be managed is between the requirements at entry and the different needs
of the business once revenues and market coverage begin to grow. At the time of entry, the stance adopted
by most international entrants is one of risk minimization, almost market testing, and this result in great
reliance on a local partner. Over the longer run, however, most companies will want greater control and
involvement. Different forms of entry mode provide different levels of control early on, but greater
control is almost always associated with greater investment and commitment—and therefore greater
exposure and risk

The difficulties of adapting marketing strategy to the phase of product-market evolution are
amply illustrated by the experience of many western multinationals in emerging markets since 1990.
Many have essentially replicated the strategies prevailing in their developed home markets, with careful
targeting to the most immediately attractive segments. In effect, these companies need to replicate the
strategies they themselves adopted several decades earlier in opening up the mass markets in their own
domestic economies—the original foundations of their current size and expertise. The more sophisticated
international marketing companies are now finding ways of adapting to local market conditions, including
new locally oriented brands, new distribution channels, and new thinking in areas such as pack size and
pricing. The lesson from this wave of international market development is that marketing fundamentals,
such as the importance of designing a marketing mix, remain a better guide to managerial decision
making than the replication thinking.
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ABSTRACT

The proportion and the absolute number of older people in Malaysia have been increasing steadily
over the past decade. By 2035, Malaysia will be an aged society. While the elderly are becoming a
more important force in the marketplace, the research to date has been somewhat limited in scope
and inconclusive with respect to what influences the patronage decisions of elderly in Malaysia.
This study attempts to examine the differences in spending patterns of older Malaysian consumers
with reference to selected demographic variables. What do they spend on and what matters to
them in purchase decisions? Based on non-probability quota sampling, 1500 old people from three
ethnic groups in eight geographical regions in Peninsular Malaysia participated in the survey.
Research results show that the older people spent most on food, followed by gross rent, fuel and
power. These categories of items accounted for 67 percent of their monthly expenditure. There is a
strong positive relationship between monthly income and total monthly expenditure. With an
exception of few items such as healthcare expenses, and food and beverage away from home,
there were hardly any significant differences in terms of monthly expenditure patterns among the
older adults. Generally, factors important to the older adults in purchase decision were: durability
followed by safety features, quality, comfort and price. Design and brand were the least important.

INTRODUCTION

Society is aging world-wide. Truly extraordinary demographic changes are transforming the
developed countries of the world. As the population of the world ages, it will have a profound impact on
much of society. Never again will population segments be distributed as they have been in the past, with a
large base of young people and far fewer older individuals (United Nations, 2002). Malaysia’s population
is not currently particularly elderly, although this will change over the next two decades. Research on
older persons in Malaysia has been conducted mainly from the perspective demographic, health, and
healthcare. Relatively few studies have been conducted to examine their buying behaviors (Ong & Phillip
2003, 2007). An indication of the lack of attention on older consumers’ market in Malaysia can be seen
from the type of goods and services available in this country. Marketers continue to assume that the older
adults’ consumption pattern and lifestyles remain largely the same over the life span, ignoring the
possibility that occurrence of life events could have brought about changes in their behavior as
consumers. (Ong 2003).

The major objective of this study is to test whether there are differences in spending patterns
among Malaysian old consumers based on age, ethnicity, income and gender. In addition, this study also
seeks to examine the evaluative criteria considered important in purchase decisions by older adults as well
as to identify differences that exist with respect to gender, age, income and ethnicity.

LITERATURE REVIEW AND HYPOTHESES
In consumer and marketing research there is a long tradition of using demographic variables to
understand and profile consumer segments (Roscoe, LeClaire, & Schiffman 1977). And, marketers find
observable socioeconomic and demographical data attractive to use because they, generally, are easy to
obtain, understand, and apply (Ahmad 2003). Although researchers have suggested using variables other
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than demographic to better understand behavior (e.g. Mathur, Lee & Moschis, 2006), demographics
remain useful in providing the basic understanding about consumer behavior especially where empirical
research is limited.

Age

In a review of 33 methods of segmenting the mature market, Bone (1991) found that

chronological age was the most common method. In one of the earliest studies about elderly expenditure
pattern, Borzilleri (1978) found that those over age 65, compare to those below this age, spent a larger
percentage of their budgets on food, furnishings, household operations, fuel and utilities, and medical
care, while they allocated a smaller percentage of their budgets on transportation, apparel, reading,
recreation, and education. However, in terms of absolute income, older people spent less on food away
from home, clothing, recreation, household furnishings and equipment, education, auto purchase and
operation, alcoholic beverages, and tobacco (Blisard & Blaylock 1994; Chen & Chu 1982; Chung &
Magrabi 1990; Dardis, Derrick, & Lehfeld 1981; Ketkar & Cho 1982; Lazer & Shaw 1987; Neal,
Schwenk, & Courtless 1990). Abdel-Ghany and Sharpe (1997) explored differences in consumption
patterns between American younger (those aged 65 to 74) and older elderly (those aged 75 and older).
They also examined the effect of other socio-demographic variables on spending for each elderly group.
Thirteen categories of consumption expenditure as dependent variables (food at home, food away from
home, alcohol/tobacco, housing, apparel/apparel services, transportation, health care, entertainment,
personal care, reading/education, cash contributions, personal insurance, and miscellaneous) were
included in their study. Among these 13 expenditure items, except for the three groups of
reading/education, cash contribution, and miscellaneous, there were significant differences in
consumption pattern between those aged 65 to 74 and aged 75 and older.
Further, in a research similar to Abdel-Ghany and Sharpe’s study, Lee (2001) tested the difference
between consumption patterns of Korean elderly groups. She also found that except for two groups of
utility and household appliances/services, there were differences in consumption patterns between Korean
younger (65 to 74 years old) and older elderly (75 years old or older).

In this study, the Malaysian elderly population is divided into three groups: 55 to 64 years old, 65
to 74 years old and those aged 75 years old or older. In this study we test for (a) the differences in
expenditure pattern of Malaysian elderly groups; (b) the differences in evaluative criteria in purchase
decision.

H1 (a): There are significant differences with respect to expenditure patterns among the different

age groups of older Malaysians.

H1 (b): There are significant differences with respect to evaluative criteria used in purchase

decision among the different age groups of older Malaysians.
Income

Effect of income on older consumer’s expenditure was well established across studies. Regardless

of measurement methods, more affluent elderly spend more on different items. In addition, the
expenditure pattern and the importance of product categories change with aged consumers’ income level.
In 1997, Abdel-Ghany and Sharpe found that income was significantly related to mature consumers’
expenditure on food at home, food away from home, alcohol/tobacco, housing, apparel/apparel services,
transportation, health care, entertainment, personal care, and personal insurance. Lee (2001) found that
Korean’s expenditure on food at home, food away from home, utility, clothing, healthcare,
transportation/communication, and Ceremonial/Personal Care/Miscellaneous items was significantly
related to their income.
Furthermore, it was also found that income has a significant effect on expenditure of some specific
product groups like apparels, and technological innovations (Zeithaml & Gilly 1987; Lee et al. 1997).
Besides, it was found that income is one of the five key segmentation criteria for segmenting the mature
market. It provides marketers with an easy-to-use, actionable segmentation method (Bone 1991).
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Since income has a significant effect on expenditure pattern, it is hypothesized that there is a
positive correlation between income and expenditure as follows:

H2 (a): There is a positive correlation between income and total monthly expenditure. H2 (b):

The expenditure pattern between the higher and the lower income groups differed significantly.

H2 (c): The evaluative criteria for purchase decision used by the high income group differed

significantly from the low income group.

Gender

In one of the first studies, Sherman and Schiffman (1984) pointed out that, in recent years, social
gerontologists have become interested in certain types of inequalities, between male and female elderly,
that would seem to be of potential importance to consumer behavior. In some cases, they found that the
greater inequalities experienced by women in society worsen with advancing age. One of the important
features of aging is that the traditional sex-role boundaries gradually fade, due to the reduction of
differences between roles and the sharing of household tasks (Lipman 1961). The result is that in terms of
decision making, there is more equality (Lipman 1961; Neugarten 1972). Thus, it is expected that age will
be associated with more equal consumer sex role perceptions and that there will be no differences due to
sex among elderly consumers. However, in terms of expenditure pattern, this equality may not be
observable. For example, Sherman, Schiffman, & Mathur (2001) observed that older women are more
price conscious, more likely to seek out discounts or be deal prone than older men. Moreover, previous
studies have shown that female elderly consumers were found to spend more on apparel than male elderly
consumers (Lee et al. 1997; Neal et al. 1990). Regarding expenditure on food away from home, Abdel-
Ghany and Sharpe (1997) reported that single female spent less compared to both married couples and
single males. Also, single male spent more on food away from home compared to married elderly male.
In addition, Abdel-Ghany and Sharpe (1997) observed that single male elderly spent less on healthcare
products compared to single female.

Past research on Malaysian elderly show that men and female do not have equal economical
standing in older ages. Masud, Haron, Hamid and Zainaluddin (2006) found that elderly women were less
paid, more female lived below poverty line, were less educated, were unemployed, and a larger number
were dependent on sources of income other than work and savings compared to men. Therefore, it is
expected that (a) male and female elderly exhibit different spending patterns and (b) male and female
differ significantly with respect to the importance placed on different evaluative criteria in purchase
decision.

H3 (a): Malaysian older men have significantly different expenditure patterns from women.
H3 (b): Malaysian male adopt different evaluative criteria in purchase decisions compared to female.

Ethnicity

Race is used to capture differences of taste and preferences in consumption that might influence
expenditures across households (Abbott 1977; Taeuber 1988; Zitter 1988). Some studies found that while
the impacts of race on the various expenditure categories were not uniform, but in the case of apparels,
Black American older consumers spent less compared to White Americans (Abdel-Ghany & Sharpe
1997; Fareed & Riggs 1982; Lee et al. 1997; Neal et al. 1990). Also, in case of both food at home and
food away from home, Black Americans spent less compared to non-blacks (Blisard & Blaylock 1994).
On the other hand, researchers reported that there was just a little difference among Hispanic, Black and
White older persons in United State (Escarce & Kapur 2003).

Malaysian population is made up of three major ethnic groups: the Malays, Chinese, and Indians.
Previous researches show that different Malaysian ethnic groups have different behaviors (Othman &
Ong 1993, 1995). In addition, the different socio-economic circumstances experienced by three major
ethnic groups in the past exacerbated the influence of culture, especially for older adults (Ong & Phillip
2003). In this study we test (a) the expenditure patterns among the three ethnic groups; and (b) we
compare the use of different evaluative criteria for purchase decision.
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H4 (a): Malaysian Malays, Chinese and Indians have significantly different expenditure patterns.
H4 (b): The Malays, Chinese, and Indians use different evaluative criteria for purchase decision.

Evaluative Criteria in Purchase Decisions

Past research on older consumers and their needs in the market place point to the fact that
evaluative criteria are product specific. Different evaluative criteria are used for different categories of
products. Lambert (1979) found that factors important for purchase decisions are: discounts improved
retail personnel-customer interactions, assistance given to elderly in locating products within the store,
bigger prints on price tags and labels, and readable store directions. Lumpkin and Greenberg (1982) on
apparel shopping found that creating a personal relationship was more important than fashion, price or
convenience-related appeals. Curasi (1995) found that older consumers valued price and customer service
in their purchase decisions for retail patronage. ~ The importance of service, especially in the relationship
between store personnel and the elderly consumers was further supported by the study of Johnson-Hillery,
Kang and Tuan (1997). In a study on food shopping, Hare, Kirk and Lang (1999), key shopping elements
were merchandised-related: size, price, promotions, and quality and store-related: layout and check-out
system. Lipke (2001) found that brand was not important to elderly since this group of consumers were
not keen on brands.

RESEARCH METHODOLOGY

Data for this study were obtained from a large scale door-to-door survey using face-to-face
interviews®. The respondents were older adults, aged 55 years or older, residing in eight major towns in
Malaysia. We focused on older consumers because of the greater variability in behaviors that exists in the
older population. The notion that people become increasingly heterogeneous with age is an undisputed
fact and universally acceptable (Moschis, 1992). Quota sampling was used due to a lack of mailing lists
of older adults in addition to ensuring a good representation of the three ethnic groups--Malays, Chinese,
and Indians. Interviews were conducted using the appropriate language, mainly English, Malay which is
the national language, and Chinese. A total of 1356 respondents participated in the survey.

Variables

The survey questionnaire contained many questions relating to issues about older consumers.
However, this study utilizes questions relating to expenditure on ten main categories of products/services
were included: 1) food, 2) beverages and tobacco, 3) clothing and footwear, 4) gross rent, fuel and power,
5) furniture, furnishings and household equipment and operations, 6) medical care and health expenses, 7)
transport and communication, 8) recreation, entertainment, education and cultural services, 9) food and
beverages away from home, 10) other miscellaneous goods and services. For each of these items, the
respondent was asked to state his/her estimated monthly expenditure. The mean monthly expenditure on
the total of ten items was RM1301.9 (SD = RM790.8). A series of correlation analyses show that income
has a significant positive correlation with monthly expenditure (r = .629, p <.001) and a significant
negative correlation with total expenditure (r = -.518, p <.001). It is decided that further analyses on each
of the expenditure items will be based on the percent of expenditure on product to total expenditure for a
meaningful comparison of differences in expenditure patterns. In other words, the expenditure on each
item is expressed as a percentage to total expenditure.

The present study also utilizes question relating to a list of factors that consumers consider
important when making purchase decisions. The importance was measured using a 5-point Likert scale (1
= not important at all, to 5 = very important). Factors included are: design, ease of use/user friendliness,
safety features, durability, clear labels, after sales service, brand, quality, environmentally friendly, and
comfort. In the last part of questionnaire, demographic characteristics such as age, income, gender, and
educational level of each respondent were requested.

3 The study was sponsored by the Ministry of Science, Technology and Innovation, under the IRPA funding.
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The Sample

After dropping incomplete and unusable questionnaires, a total of 1233 responses were used for
data analysis. The average age of the respondents is 63.58 (SD= 7.25) years old. Based on their age, the
respondents were grouped into three age groups of 55 to 64 years old, 65 to 74 years old, and 75 years old
or more. A total of 748 respondents (60.7%) were in the age group of 55-64 years old, 358 or 29.0% were
between 65-74 years old while the remaining 10.3% were 75 years or older. Among respondents, 710
(57.6%) were male and 523 (42.4%) female. The Malays made up 55.6% (n= 686), followed by 29.4%
(n=362) Chinese, and 11.8% (n=145) Indians. About 3% of them were other races. The mean estimated
household income was RM2405.4 (SD= RM2453.9). In terms of employment status, 19.1% (n=235) of
respondents have fulltime jobs, 23.2% (n=286) of them have part-time jobs and 57.7% (n=712) of them
are unemployed.

RESULTS AND DISCUSSION

Table 1 shows the monthly estimated expenditure on each of the items while Table 2 shows the
expenditure on a particular product expressed as a percentage to total expenditure. Results show that
Malaysian elderly spent a large proportion of income on food which made up 39% of monthly
expenditure. Gross rent, fuel and power took 12.4% of the monthly expenditure, food and beverages away
from home 11.4% of monthly expenditure, transport and communication, 10.3% of monthly expenditure,
and medical care and health with 7.3% of monthly expenditure. These were the five major categories of
expenditure of Malaysian older consumers. These five categories made up about 78 percent of their
monthly expenditure.
Research results show that generally, older adults considered durability the most important factor in
purchase decision (Table 3). They valued things that could last its life span. In addition, they were
concerned about price, comfort, and safety features. Design and brand were the least important with mean
values of 2.8 and 2.7, respectively.

Hypotheses Testing

Age: In order to test for significant differences in age with respect to expenditure we grouped the sample
into three age groups: 55 to 64 years old (n = 748), 65 to 74 years old (n=358) and 75 years old or older
(n=126). The older age groups tended to have less income compared to those in the younger age groups.
Since age and income has a significant negative correlation (r = -.113, p<0.001), percentage of each
item’s expenditure to total expenditure is used to analyze the differences in spending pattern among the
different age groups so that the effect of income is partial out.

Research results support hypothesis H1 (2) in three product categories: beverages and tobacco
group, medical care and health expenses, and recreation, entertainment, education and cultural services
(Table 2). For the remaining seven items, no significant differences were observed. In the case of
beverages and tobacco, mature consumers who were between 65 to 74 years old spent significantly
(p<0.04) higher portion of their monthly expenditure (with 6.1% of their monthly expenditure) on
beverages and tobacco compared to those who were between 55 to 64 years old (5.1%). However, the
portion of monthly expenditure, that those who were 75 years old or more spent on beverages and
tobacco, was not significantly different from the other two age groups.

For medical care and health expenses, research results show that those who aged 55 to 64 years
old spent 6.8% of their monthly expenditure on this category of product which was significantly
(p<0.002) lower than those who are 65 to 74 years old (with 8.3% of their monthly expenditure). On the
other hand, those who are 75 years old or more spent 7.8% of their monthly expenditure on healthcare
product which was not significantly different from the other two groups. This result is more obvious by
knowing the fact that health issues rise with age of people and those who are older have higher demand
for healthcare services. In addition, this finding is also reported in some of the previous researches
(Abdel-Ghany & Sharpe 1997; Borzilleri 1978; Lee 2001).

Expenditure on recreation, entertainment, education and cultural services was another category of
product in which younger elderly spent more than elders. Abdel-Ghany and Sharpe (1997) and Borzilleri
(1978) also reported the same pattern of behavior in their research. For hypothesis H1 (b), significant
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differences were observed for four of the evaluative criteria: durability, after sales service, quality and
environmentally friendly. For durability, older consumers in the 55-64 years age group (X = 4.40, SD =
0.77) differed significantly from those aged 75 years or older (X = 4.15, SD = 0.99) but was not

significantly different from the age group of 65-74 years (X = 4.34, SD = 0.75). For quality, after sales
service and environmentally friendly, the younger age group (55-64 years) placed more importance on
these three factors compared to those aged 75 years or older. Those in the age group of 65-74 also
differed significantly from those aged 75 years or older (Table 3).

Income: Pearson correlation supports H2 (a) regarding the positive relationship between income and
expenditure, with r = .629 (p <.001). Median income (RM2000) was used to divide the sample into two
groups: the low income and the high income group for testing H2 (b). Expressing expenditure as a
percentage of total expenditure, significant differences could be observed for 7 of the categories: food,
clothing and footwear, gross rent, fuel and power, furniture and furnishing, transport and communication,
recreation and entertainment, as well as on other miscellaneous goods and services, supporting hypothesis
H2 (b) (Table 2). The low income group also differed significantly from the high income group with
respect to the evaluative criteria used for purchase decisions, supporting hypothesis H2 (c) (Table 3). The
high income group placed significantly more emphasis on all factors except price and comfort, suggesting
that this group of consumers may be more discerning and had higher expectations.

Gender: Research results of this study are similar to Abdel-Ghany and Sharpe’s study, in which male
consumers spent significantly more on food and beverages away from home and less on medical care and
health products compared to female. Malaysian male elderly spent on average RM158.3 (SD =132.18)
each month on food and beverages away from home, which is significantly (p<0.001) higher than
female’s expenditure (RM134.6, SD = 114.88). The other spending pattern which was significantly
different between Malaysian men and women was their expenditure on medical care and health products
(Table 1).

When expressing the expenditure on product as a percentage of total expenditure, the spending
pattern of male differed from female on two products: medical and health care products, and food and
beverages away from home (Table 2). For older female, the proportion of medical care and health
expenses formed a significantly larger proportion of total expenditure (5.5% of total expenditure at p
<.001) compared to males (4.6% of total expenditure). The older males tend to spend a significantly
larger proportion of their income on food and beverages away from home. This is consistent with the
social economic background of male compared to female. For the rest of the expenditure, there were no
significant differences between male and female.

For hypothesis H3 (b), male differed significantly from female with respect to four of the
evaluative criteria: design, safety features, after sales service, and quality (Table 3). Female placed more

importance than male on design (female X = 291, SD = 1.29; male X = 2.71, SD =1.34) while male
emphasized more on quality (X = 4.38, SD = 0.85), safety features (X = 4.3, SD = 0.81) and after sales

service (X = 3.48, SD = 1.22) compared to female. This is in line with general expectations that female
are more inclined to value design, the ecstatic aspect of products more than male.

Ethnicity: The results indicate partial support for H4 (a). Except for expenses on medical care and health,
as well as on food and beverages away from home, the three ethnic groups showed no significant
differences in their expenditure patterns. For medical care and health expenses, Indians spent (8.9%)
significantly a higher proportion of their monthly expenditure (to total expenditure) compared to Malays
(6.8%) at p<0.002 whereas there were no significant differences between the Chinese and Indians, and
between the Chinese and Malays.

Chinese older consumers spent 12.0% (to total expenditure) of their monthly expenses on food
and beverages away from home. On the other hand, Malays spent 10.7% of their monthly expenses on
food and beverages away from home, which was significantly (p<0.038) less than the percentage of
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expenditure spent by the Chinese While there was no significant differences between the Chinese and
Indians and between Malays and Indians.
For hypothesis H4 (b), the three ethnic groups differed significantly with respect to design, safety

features, and after sales service. The Malays (i = 2.88, SD = 1.33), significantly relied more on design

compared to the Indians (§ = 2.57, SD = 1.36) at p <.035, while there was no significant difference
between the Chinese and the Malays, as well as between the Chinese and Indians (Table 4). The Malays

(i =4.37, SD = 0.83), placed more importance on safety features compared to the Indians (i =4.18, SD
= 0.88) at p<.039), whereas there was no significant differences between the Chinese and Malays and
Between Chinese and Indians with respect to the importance of safety features in purchase decisions. For

after sales service, the Chinese (i = 3.57, SD = 1.21), emphasized significantly more than the Malays (i
= 3.37, SD = 1.22) at p <. 036, while there was no significant difference for the Malays and Indians and
between Indians and Chinese.

CONCLUSIONS

Marketing to older adults in Malaysia should begin with an understanding or an appreciation of
the needs of this group of consumers and their spending patterns and the evaluative criteria they use in
decision making rather than being driven by a narrow and inaccurate stereotyping of them. The older
adults represent a growing segment in numbers and as a proportion of total population. Although
researchers propose the adoption of variables other than demographics to segment a market, we feel that
demographic variables provide useful basic understanding of consumers especially in the case where
limited information is available. This study makes use of demographic variables simply because it is a
first attempt at providing some basic understanding about older consumers and their spending pattern as
well as on evaluative criteria that are important for purchase decisions among older consumers.

The findings of this research suggest that the older consumer market could be segmented based
on age, income, gender and ethnicity. The characteristics of each segment and the main concerns of its
members will also help marketers in designing products and messages to reach the older consumers in the
targeted segment. For example, knowing that expenditure on food away from home differ between male
and female as well as among the three ethnic groups is important to marketers in planning for new
product development and marketing communications.
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Table 1
Monthly Expenditure by Age, Gender, Income and Ethnicity

Gender# Age (Years) Income#
Total Male Female 55-64 65-74 75 & above | ANOVA |  Low High
(n=1233) (n=710) (n=523) (n=748) (n=358) (n=126) F-test | (n=744) | (n=489)
Items Mean (SD) Mean Mean (SD) Mean Mean (SD) | Mean (SD) Mean Mean
(SD) (SD) (SD) (SD)
Food 455.3 453.2 458.1 480.9 436.0 353.9** 11.06** 364.1 594.0**
(297.1) (260.8) (340.4) (310.3) (286.3) (206.2) (204.7) (356.5)
Beverages and tobacco 70.6 74.9 64.7 69.8 75.9 60.7 1.12 53.6 96.5**
(100.7) (99.4) (102.2) (101.8) (107.2) (69.7) (71.8) (128.9)
Clothing and footwear 48.9 51.1 46.1 54.1 42.9 35.2 5.03 25.3 84.9**
(75.5) (73.5) (78.0) (84.0) (59.4) (58.2) (44.5) (96.0)
Gross rent, fuel and power 164.3 159.5 170.8 174.5 155.6 128.3 4.52 113.3 241.8**
(172.7) (140.9) (208.2) (167.3) (197.7) (113.2) (95.1) (227.1)
Furniture, furnishings and 36.2 38.4 33.2 39.1 34.7 234 3.43* 16.2 66.8**
household equipment and (63.7) (63.6) (63.8) (64.1) (66.0) (52.6) (39.6) (79.4)
operations
Medical care and health expenses 96.6 91.0 104.2** 95.8 102.7 84.6 1.61 69.4 138.0**
(100.0) (89.9) (111.8) (102.7) (97.9) (88.0) (76.4) (116.2)
Transport and communication 134.2 140.4 125.8** 142.3 125.8 110.8** 5.52%* 106.7 176.0**
(114.5) (119.0) (107.7) (122.7) (100.4) (95.7) (97.5) (125.3)
Recreation, entertainment, 91.3 88.4 95.2 108.1 64.9 67.1 4.26* 50.6 153.2**
education and cultural services (250.7) (135.1) (351.4) (312.1) (93.2) (89.5) (80.9) (377.2)
Expenditure on food away from 118.6 125.3 109.6** 119.8 121.3 105.2 1.15 92.6 158.1**
home (107.0) (111.9) (99.4) (107.9) (110.2) (90.9) (91.0) (117.1)
Expenditure on beverages away 29.6 33.0 25.0** 31.2 25.0 32.9 2.34 17.6 47.8**
from home (48.1) (51.5) (42.6) (49.6) (42.7) (52.9) (34.4) (59.0)
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Other miscellaneous goods and
services

56.5
(99.2)

59.2
(104.7)

52.7
(91.1)

60.9
(112.1)

51.6
(73.0)

44.7
(79.4)

2.05

317
(57.0)

132.4%*
(6.0)

* significant at the 0.05 level (2-tailed), ** significant at the 0.01 level (2-tailed), # Student t-test used for testing significance.
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Monthly Expenditure by Age, Gender, Income and Ethnicity (Cont’d)

Table 1

Ethnicity
Total Malays Chinese Indians ANOVA
(n=1193) (n=686) (n=362) (n=145) F-test
Items Mean (SD) | Mean (SD) | Mean (SD) Mean
(SD)
Food 457.2 416.2 546.0 429.7 24.02**
(298.4) (264.7) (347.7) (268.0)
Beverages and tobacco 68.2 62.5 75.6 76.3 2.74
(97.1) (99.5) (97.6) (82.1)
Clothing and footwear 46.7 44.2 54.2 39.6 291
(74.3) (61.1) (98.3) (59.8)
Gross rent, fuel and power 162.5 149.6 187.1 161.9 7.01%*
(154.7) (140.8) (185.1) (125.5)
Furniture, furnishings and 34.8 37.8 32.7 25.8 2.53
household equipment and (62.2) (62.9) (64.6) (51.4)
operations
Medical care and health 95.3 81.2 116.5 109.0 16.62**
expenses (100.4) (79.4) (130.2) (92.9)
Transport and communication 133.7 126.3 144.8 140.9 3.36%
(115.6) (108.7) (120.9) (131.2)
Recreation, entertainment, 89.6 86.4 97.3 85.4 0.24
education and cultural services (254.1) (216.7) (344.2) (117.7)
Expenditure on food away from 115.7 104.1 140.6 108.0 14.95**
home (105.7) (87.5) (133.6) (94.8)
Expenditure on beverages away 30.2 25.7 35.5 38.1 7.11%*
from home (48.5) (45.1) (53.5) (49.2)
Other miscellaneous goods and 145.8 129.8 176.2 146.0 1.14
services (125.7) (107.3) (154.0) (114.4)
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Expenditure on Items Expressed as a Percentage to Total Expenditure

Table 2

Gender# Age (Years) Income#
Male Female 55-64 65-74 75 & above Low High
Items Total (n=710) (n=523) (n=748) (n=358) (n=126) (n=744) | (n=489)
(n=1233) Mean Mean Mean Mean Mean ANOV | Mean Mean
% (SD) (SD) (SD) (SD) (SD) (sp) | AF-test] (sD) (SD)
Food 38.7 26.3 26.1 38.7 38.4 39.5 0.18 41.8 34.1
(18.2) (17.2) (17.1) (17.7) (18.4) (20.1) (18.7) (16.3)
Beverages and tobacco 54 3.9 35 5.1 6.1 5.2 3.15* 5.6 5.1
(6.8) (5.2) (5.0 (6.6) (7.4) (5.5) (7.5) (5.6)
Clothing and footwear 3.3 2.1 2.1 3.5 3.1 2.8 2.36 25 4.1
(4.3) (3.0 (3.1) (4.5) (3.8) (4.3) 4.1) (4.3)
Gross rent, fuel and power 124 8.3 8.6 12.6 12.1 12.2 0.50 11.9 13.1
(7.5) (6.1) (6.7) (7.5) (7.6) (7.2) (7.2) (7.8)
Furniture, furnishings and 2.2 15 1.3 2.4 2.1 1.7 2.07 15 34
household equipment and (3.7) (2.5) (2.5) (3.6) (3.7) (4.2) (3.4) (3.8)
operations
Medical care and health expenses 7.3 4.6 5.5%* 6.8 8.3 7.9 6.68** 7.2 7.6 **
(6.6) (4.8) (6.0 (6.2) (6.8) (7.6) (7.2) (5.4)
Transport and communication 10.3 74 7.0 105 10.2 10.2 0.19 11.0 9.3
(7.6) (6.4) (6.6) (7.7) (7.4) (7.2) (8.7) (5.4)
Recreation, entertainment, 5.4 4.0 3.6 6.1 4.2 5.0 7.79** 4.6 6.7
education and cultural services (7.4) (5.7) (5.6) (8.2) (5.7) (6.5) (7.2) (7.5)
Expenditure on food and 11.3 8.1 7.3%* 10.8 11.8 12.3 2.99 11.1 11.5%*
beverages away from home (8.0) (6.6) (6.4) (7.5) (8.8) (8.1) (8.6) (6.9)
Other miscellaneous goods and 3.6 2.6 2.4 3.6 3.7 3.1 0.56 2.9 4.6
SErvices (4.9 (3.9 (3.9 (4.9 (4.9 (4.9 (5.0) 4.7
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Table 3

Importance of Evaluative Criteria for Purchase Decisions

Gender# Age (years) Income#

‘g Male Female 55-64 65-74 75 & above | ANOVA High Low
Product Characteristics (nzggz) (n=710) (n=523) (n=748) (n=358) (n=126) F-test (n=489) (n=744)

Mean (SD) Mean (SD) Mean Mean (SD) Mean (SD) Mean Mean Mean

(SD) (SD) (SD) (SD)

Design 2.80 2.71 2.9%* 2.80 2.77 2.87 0.24 2.93 2.71
(1.33) (1.34) (1.3) (1.34) (1.30) (1.34) (1.25) (1.37)**

User friendliness 4.10 4.13 4.05 4.08 4.13 4.10 0.34 4.20 4.03
(0.89) (0.90) (0.88) (0.91) (0.83) (0.96) (0.77) (0.95)**

Safety features 431 4.36 4.24* 4.33 4.30 4.23 0.82 4.44 4.23
(0.83) (0.81) (0.85) (0.84) (0.76) (0.90) (0.71) (0.89)**

Durability 4.36 4.39 4.32 4.40 4.34 4.15 5.47** 4.44 431
(0.79) (0.78) (0.81) (0.77) (0.75) (0.99) (0.71) (0.83)**

Clear labels 3.71 3.75 3.66 3.74 3.75 3.48 2.56 4.08 3.47
(1.25) (1.24) (1.26) (1.24) (1.21) (1.34) (0.99) (1.33)**

After sales service 3.42 3.48 3.34* 3.49 3.43 3.03 7.77** 3.72 3.23
(1.21) (1.22) (1.19) (1.21) (1.14) (1.23) (1.01) (1.28)**

Brand 2.65 2.69 2.61 2.68 2.60 2.62 0.47 2.85 2.53
(1.39) (1.45) (1.30) (1.39) (1.38) (1.39) (1.38) (1.44)**

Quality 4.34 4.38 4.28* 4.36 4.35 4.13 4.18* 4.43 4.27
(0.83) (0.81) (0.86) (0.84) (0.75) (0.98) (0.76) (0.87)**

Environmentally friendly 3.30 3.31 3.29 3.34 3.31 2.99 4.56* 3.60 3.10
(1.22) (1.23) (1.21) (1.21) (1.19) (1.33) (0.98) (1.32)**

Comfort 4.30 4.32 4.26 4.33 4.27 4.17 2.66 4.30 4.29

(0.76) (0.74) (0.77) (0.73) (0.77) (0.87) (0.74) (0.77)

Price 4.27 4.32 4.21 4.28 4.32 4.10 1.33 4.31 4.23

(0.82) (0.78) (0.87) (0.84) (0.73) (0.93) (0.77) (0.88)

*significant at the 0.05 level (2-tailed); **significant at the 0.01 level (2-tailed)
# Student t-test used to test for significance. Mean measured by a five-point Likert scale, the higher the mean, the greater is the importance

144




Table 4
Ethnicity, Expenditure Patterns and Factors in Purchase Decisions

Ethnic Groups Ethnic Groups
Total Malay Chinese Indian Total Malay Chinese Indian
Percentage of Total | (n=1193) | (n=686) (n=362) (n=145) | ANOV Product (n=1193) | (n=686) | (n=362) | (n=145) | ANOV
Expenditure Mean Mean Mean Mean A characteristic Mean Mean Mean Mean A
(SD) (SD) (SD) (SD) F-test S (SD) (SD) (SD) (SD) F-test
Food 39.19 39.71 39.08 37.02 131 Design 2.80 2.88 2.74 2.57 3.87*
(18.16) (19.08) (16.52) (17.60) (1.33) (1.33) (1.32) (1.36)
Beverages and 5.32 5.13 5.41 6.02 1.05 User 4.10 4.14 4.09 3.99 1.86
tobacco (6.84) (7.05) 6.47 6.71 friendliness (0.89) (0.89) (0.90) (0.89)
Clothing and 3.17 3.11 3.30 3.15 0.24 Safety features 4.31 4.37 4.25 4.18 4.55*
footwear (4.26) (4.12) (4.30) (4.83) (0.83) (0.80) (0.87) (0.82)
Gross rent, fuel and 12.46 12.12 12.84 13.14 1.79 Durability 4.36 4.40 4.33 4.25 2.79
power (7.44) (6.86) (8.41) (7.46) (0.79) (0..78) (0.85) (0.76)
Furniture, furnishings 2.18 2.36 1.97 1.86 2.04 Clear labels 3.70 3.71 3.68 3.69 0.05
and household (3.65) (3.79) (3.51) (3.24) (1.25) (1.28) (1.23) (1.16)
equipment and
operations
Medical care and 7.30 6.80 7.63 8.89 6.70** | After sales 3.43 3.37 3.57 3.33 3.85*
health expenses (6.62) (6.27) (6.90) (7.23) service (1.21) (1.22) (1.21) (1.16)
Transport and 10.38 10.79 9.64 10.34 2.67 Brand 2.67 2.72 2.65 2.43 2.69
communication (7.62) (8.27) (6.57) (7.25) (1.39) (1.37) (1.45) (1.37)
Recreation, 5.33 5.63 4.72 5.48 1.78 Quality 4.34 4.38 4.26 4.34 2.60
entertainment, (7.46) (7.50) (7.68) (6.61) (0.82) (0.77) (0.93) (0.75)
education and
cultural services
Expenditure on food 11.18 10.69 12.03 11.42 3.35* | Environmental 3.30 3.28 3.33 3.32 0.20
and beverages away (8.07) (7.25) (9.56) (7.55) ly friendly (1.23) (1.26) (1.18) (1.17)
from home
Other miscellaneous 3.47 3.68 3.39 2.68 2.54 Comfort 4.29 4.31 4.30 4.17 2.16
goods and services (4.90) (4.91) (5.09) (4.24) (0.76) (0.76) (0.73) (0.78)
Price 4.26 4.26 4.29 4.17 0.45
(0.83) (0.84) (0.82) (0.81)

* significant at the 0.05 level (2-tailed)** significant at the 0.01 level (2-tailed)

145



146



ANTECEDENTS OF CUSTOMER LOYALTY IN THE UK COSMETICS MARKET

Dr Ahmad Jamal
Cardiff Business School, UK
Email: jamala@cardiff.ac.uk
Dr Sajid Khan
American University of Sharjah, UAE
Matoula Stamatia Tsesmetzi
Cardiff Business School, UK

ABSTRACT

While prior research has reported a number of antecedents of loyalty including affect, trust,
satisfaction, attitudes and commitment, the current paper aims to investigate the effects of self-
image congruence, perceived quality and brand innovativeness on customer loyalty. Using data
from 193 female users of cosmetics brands, the paper demonstrates that the consumers’
perceptions of their selves, quality and brand innovative are linked to their loyalty levels.
However, the effect of brand innovativeness can be different depending upon the frequency of
using and buying the brand. The paper discusses implications for brand managers and argues to
take into account customer characteristics such as usage and purchase frequency while developing
positioning strategies.

INTRODUCTION

The purpose of this research is to explore the impact of self-image congruence, quality and
brand innovativeness on customer loyalty. Self concept is normally defined as ‘the totality of the
individual’s thoughts and feelings having reference to himself as an object’ (Sirgy, 1982; Wylie,
1989). An application of self concept in consumer behavior suggests that consumers can express
themselves by choosing brands whose personalities are perceived to be congruent with their own
personalities (Aaker, 1999; Kassarjian, 1971; Sirgy 1982). During the consumption process, a
product-user image interacts with the consumers’ self concept generating a subjective experience
referred to as self-image congruence (Sirgy, et al. 1997). Previous research indicates that self-image
congruence can influence consumers’ satisfaction towards brands, their brand preferences, purchase
intentions, and can encourage positive word of mouth and attitudes (Ericksen, 1996; Sirgy et al.,
1997, 1991; reference to authors’ prior published work). This has practical implications. Managing
the user and usage imagery is particularly critical for brands whose core associations are primarily
non-product-related attributes and symbolic or experiential benefits (Keller, 1999). Brand managers
have to carefully manage the interrelationship between a brand’s perceived image and the consumer’s
self-image (Hong & Zinkham, 1995). In this context, they often spend millions of pounds every year
to create and support brand images, which, they hope, are consistent with consumers’ self images.
Similarly, consumers are likely to differ in their levels of self-image congruency and hence might
require different targeting approaches and advertising appeals (Graeff, 1996; reference to authors’
prior published work).

However, the effects of self-image congruence are likely to be stronger for products that are
conspicuous in nature and are publicly consumed, than those that are less conspicuous and are
privately consumed (Onkvisit & Shaw, 1987; Sirgy et al., 2000). The current paper focuses on make-
up cosmetics, and in particular cosmetics choices by women, for which no prior research exists.
Furthermore, no prior research has looked into the effects of self-image congruency on customer
loyalty. Since customer loyalty reflects a memory-based brand choice where brands are retrieved
from memory directly when making a brand choice (Ming-Hui & Shihti, 1999) and self-image
congruency reflects some higher level abstract cognitive schemas (Sirgy & Samli, 1985), we expect
self-image congruence to be directly related to customer loyalty. We focus on customer loyalty
because it is an important theoretical as well as practical issue for most marketers and customer
researchers (Aaker, 1992; Reichheld, 1996; Asuncion et al., 2004; Bloemer et al., 1999; Caruana,
2002). Increase in customer loyalty levels mean lower marketing costs (Aaker, 1991), enhanced
opportunities for brand extensions and increased market shares (Buzzell et al., 1975; Buzzell & Gale,
1987), favorable word of mouth (Dick & Basu, 1994), less price sensitive consumers (Keller, 1993;
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Rundle-Thiele & Mackay, 2001) and increased brand equity (Aaker, 1991; de Chernatony &
McDonald, 1998; Yoo & Donthu, 2001; 2002). However, despite tremendous interest in customer
loyalty, very little empirical research has explored the effects of self-image congruence on customer
loyalty.

Furthermore, an increasing number of companies are spending more on quality issues
(Grandzol & Gershon, 1997) and there is a continued interest in investigating its effects on firm’s
performance measures such as return on investment, net revenues, customer growth and sales (Sousa
& Voss, 2002; Zeithaml, Berry, & Parasuraman, 1996). At a brand level, perceived quality represents
an overall impression of the relative inferiority or superiority of the brand (Bitner & Hubbert, 1994;
Zeithaml, 1988) and is widely considered as a type of an attitude. As perceptions of quality go up,
consumers can better recognize the differentiation and superiority of the brand through their long term
personal experiences with the brand (Yoo et al., 2000). We argue that since perceived quality is part
of brand value (Zeithaml, 1988), high perceived quality can drive a consumer to choose the brand
rather than a competing alternative (Yoo et al., 2000) causing an increase in loyalty levels.

Similarly, Dickson’s (1992) theory of competitive rationality implies that, due to the highly
competitive nature of the marketplace, firms need to innovate to remain competitive and successful.
This is backed up by Kay’s (1993) framework for corporate success which argues that competitive
advantage is based on brand reputation, innovation and implementation of market orientation.
Increasingly marketers have also acknowledged the important role of innovation in contributing to
firm’s performance (Varadarajan & Jayachandran, 1999). Similarly, a four-year global study of 524
brands across 100 categories during 1997 to 2001 found that many brands were able to significantly
beat their respective category’s growth rates by investing in product (e.g., change the formula or
reposition) and packaging innovation (Blasberg & Vishwanath, 2003). Similarly, within the
cosmetics industry, firms often use various marketing tools (e.g., innovative packaging) to stand out
and draw attention from consumers. Keller (1991) argued that innovations in product design,
merchandising and manufacturing are particularly critical for performance based brands (whose
sources of brand equity primarily rest in product related features). While consumers are constantly
bombarded with new products and new innovations, little is known about consumers’ perceptions
towards them and the extent to which these perceptions can influence their relationships with brands
and their behavioral patterns including loyalty behavior. It might be that some consumers develop
positive affect and attitudes towards brands that they perceive as innovative and hence are willing to
patronize those brands more than the others. Such perceptions are important because they help
develop strong, favorable and unique brand associations in consumer minds (Keller, 2001).

The current paper aims to fill these gaps in the literature and uses empirical data to
demonstrate the effects of self-image congruence, consumer perceptions of quality and the extent to
which a brand is perceived to be innovative on customer loyalty. In doing so, the paper demonstrates
the moderating effects of some individual differences such as frequency of purchase and usage.

RESEARCH METHODOLOGY

Data to examine the effects of self-image congruence, quality and innovativeness was
obtained from female cosmetic users in a leading metropolitan city in the UK. A preliminary
discussion with the female users of make-up cosmetics identified six major brands (e.g., L’Oreal, Max
Factor, Clinique, Christian Dior, Bourjois and Estee Lauder). Since there was more than one strong
brand in this category, we adopted a multi step approach to measure self-image congruence. The first
step included asking the question: ‘Which of the following brands of make-up cosmetics do you buy
most often?’ The respondents were then presented with six options each with the six brands identified.
They were then asked to indicate their main brand of make up cosmetics. Following Sirgy et al.,
(1997), the second step involved asking respondents to think about their main brand of make up
cosmetics and the kind of person who typically used the brand. While imagining the typical brand
user in their minds, respondents were then asked to respond to four measures for self-image
congruence (e.g., ‘Using my main brand of make-up cosmetics is consistent with how | see myself
most of the time”) as reported by Sirgy et al., (1997).

We used six items (based on Yoo et al., 2000 and Dodds et al., 1991) to measure perceived
quality (e.g., “My main brand of make-up cosmetics is of high quality”). Following, Yoo et al.,
(2000), these items captured consumers' subjective judgment about a brand's overall excellence or
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superiority over other brands and as such focused on the overall quality rather than individual
elements of quality. Similarly, three items to measure consumers’ perceptions of brand
innovativeness were used (e.g., My main brand of make-up cosmetics is very innovative”) after an
extensive review of the branding literature (e.g., Keller, 2001, 2001, 1999; Beatty et al., 1999).
Furthermore, we used five items to measure customer loyalty (based on Beatty & Kahle, 1988; Oliver,
1997; Yoo et al., 2000) to capture the overall commitment of being loyal to the specific brand (e.g., |
consider myself to be loyal to my main brand of cosmetics make-up).

A total of ten pilot tests were then conducted with female consumers who were seen as
similar to the population for the study and a leading academic member of staff at a leading local
university. The purpose of the pre-testing was to refine the questionnaire and to assess the validity
and applicability of measures for the cosmetics market; some minor amendments were made to the
guestionnaire after the pilot tests. Three hundred questionnaires were then distributed among users of
cosmetics make-up brands who expressed their willingness to participate and who were all invited to
fill in self-administered questionnaires. The procedure resulted in 203 completed questionnaires with
a response rate of 67%. However 10 were incomplete resulting in 193 usable questionnaires. Out of
the 193 usable questionnaires, 110 (57%) identified themselves as daily users of cosmetic make-up
brands and spent an average of £13 per month (71%). Overall, the sample is primarily aged 18-34
(82.3%); 67.9% single and 18.1% married; highly educated (75 % holding university degrees), largely
students (44%) worked in education/medical services (26.4%) and professionals or senior
management positions (16.6%), and 100 % female.

RESULTS AND DISCUSSION

All of the items used to measure self-image congruence, perceived quality, perceived brand
innovativeness and loyalty were subjected to exploratory factor analysis with principal axis factoring
and varimax rotation with scree test criterion and eigen values used to confirm the number of factors
to extract (Hair et al., 1998). The main purpose of the exploratory factor analysis was to confirm
whether items loaded correctly to the corresponding factors as identified by prior research. A final
four-factor model was estimated, while none of the items exhibited low factor loadings (<0.40) or
high cross-loadings (>0.40). Cronbach alpha coefficients were then computed to quantify the scale
reliabilities of the factors identified (Nunnally, 1978); all of the alpha scores were above the threshold
level of 0.70.

Pearson correlation tests revealed that both self-image congruency (r = 0.413, p < .001),
perceived quality (r = 0.502, p < .001) and brand innovativeness (r = 0.483, p < .001) were all
significantly related to customer loyalty. A multivariate regression was then performed with self-
image congruence, perceived quality and brand innovativeness as independent variables and customer
loyalty as a dependent variable. The regression results indicated high and significant beta weights for
self-image congruence (B = 0.246, significant at 1% level, t value = 3.902), perceived quality (p =
0.314, significant at 1% level, t value= 4.441) and brand innovativeness ( =0.213, significant at 1%
level, t value= 2.909) with the independent variables accounting for about 35% of the variance in
loyalty scores (adjusted R square = 0.352, F statistic 35.730). The regression equation was tested for
multicollinearity using Variance Inflation Factor (VIF) and tolerance for each of the independent
variables. The results indicated that multicollinearity did not appear to be a problem within the
independent variables. Both correlation tests and regression analysis pointed to the direction that there
appeared to be a significant and positive relationship between self-image congruence and loyalty,
between perceived quality and loyalty and between brand innovativeness and loyalty.

Moderating Role of Individual Characteristics

In order to determine the impact of individual differences such as frequency of use and
frequency of purchase, we proceeded as follows. We first divided the data set into two groups with
those using the make-up cosmetics everyday (n=110) categorized as heavy-users and those who used
cosmetics less often (four times per week to one per two weeks, n=83) categorized as light-users.
Using these definitions of heavy and light users, the multivariate regression was performed comparing
the groups with self-image congruence, perceived quality and brand innovativeness as independent
variables and loyalty as a dependent variable. The regression results indicated that, in the case of
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light-users, while the beta weights for self image congruence (3 = 0.339, significant at 1% level) and
perceived quality (B = 0.416, significant at 1% level) were high and significant, the beta weight for
brand innovativeness was neither high nor significant with the independent variables accounting for
about 32% of the variance in loyalty scores (adjusted R square = 0.318, F statistic 13.73). This
suggests that, in the case of light users, brand innovativeness does not appear to play a role in
encouraging loyalty behavior. However, the regression results showed that, for heavy-users, there
existed a moderate but significant relationship between self image congruence and loyalty ( = 0.168,
significant at 05% level, t value = 2.089) and a strong and positive relationship between perceived
guality and loyalty (B = 0.250, significant at 1% level) and between brand innovativeness and loyalty
(B = 0.390, significant at 1% level) with the independent variables accounting for about 41% of the
variance in loyalty scores (adjusted R square = 0.413, F statistic 26.52).

Similar procedure was adopted to determine the moderating impact of frequency of purchase
with those buying the cosmetics every two weeks classified as regular buyers and those who bought
cosmetics every four weeks to every six months categorized as infrequent buyers. The multivariate
regression was again performed comparing the two groups. The regression results indicated that, in
the case of infrequent buyers, while the beta weights for self image congruence (B = 0.279, significant
at 1% level) and perceived quality (B = 0.287, significant at 1% level) were moderately higher and
significant, the beta weight for brand innovativeness was neither high nor significant with the
independent variables accounting for about 31% of the variance in loyalty scores (adjusted R square =
0.309, F statistic 15.358). This suggests that for infrequent buyers, their perceptions of brand
innovativeness did not link up with their loyalty behavior. However, the regression results showed
that, for frequent buyers, there existed a moderate but significant relationship between self image
congruence and loyalty (B = 0.186, significant at 05% level, t value = 2.113) and a strong and positive
relationship between perceived quality and loyalty (B = 0.344, significant at 1% level) and between
brand innovativeness and loyalty (B = 0.309, significant at 1% level) with the independent variables
accounting for about 42% of the variance in loyalty scores (adjusted R square = 0.417, F statistic
19.55).

CONCLUSIONS

Overall the results indicate that self-image congruence, perceived quality and brand
innovativeness appear to be important antecedents of customer loyalty in the cosmetics market. We
concur with prior research and argue that within the cosmetics market, a) customers do prefer brands
that have images compatible with their perceptions of self (Belk, et al. 1982; Solomon 1983), b) high
perceived quality can drive customers to choose a specific brand on a repeated basis (Yoo et al., 2000)
and c) high investment in product innovations can lead to improved returns on investment measured
in the form of increased loyalty levels (Blasberg & Vishwanath, 2003). In terms of application of
self-concept, marketers can probably enhance the effectiveness of their communications by using
advertising appeals (value-expressive) that encourage customers to think about their self images and
those of typical brand users (Hong & Zinkhan 1995; Mehta 1999). Similarly, brand managers can
focus on improving the brand quality and engage in innovative activities to encourage customer
loyalty. However, our findings also imply that while developing positioning strategies, brand
managers should not treat heavy and light users and frequent and infrequent buyers in the same way.
Obviously the ultimate aim of marketing is to encourage consumption and therefore failure to
innovate can have even more serious consequences than anticipated by prior research (Keller, 1999;
Dickson, 1992). This is because and as our research has reported product innovations are extremely
valued by those who tend to buy and use the product more often than those who buy less often and are
light users.

As with all research projects, the findings presented are characterized by limitations that
restrict the extent to which they can be reliably generalized. For example, we measured constructs at
one point in time, thus essentially from a static perspective. A longitudinal study that considers the
effects of self-image congruence, perceived quality and brand innovativeness on loyalty over time
might be able to take into account the dynamics in consumer behavioral and attitudinal patterns in a
better way. Furthermore, the data analysis was limited to few leadings brands within the cosmetics
market which means that the findings may be restricted to the patrons of these brands. Furthermore,
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the study could have utilized a larger sample improving the confidence in the generalizeability of the
findings. However, irrespective of the limitations, this study highlights a number of useful antecedents
of customer loyalty within the cosmetics market.

REFERENCES

Aaker, J. L. 1999. The malleable self: the role of self-expression in Persuasion. Journal of Marketing
Research, 36(1): 45-57.

Bitner, M. J. & Hubbert, A. R. 1994. Encounter satisfaction versus overall satisfaction versus quality.
In Ronald T. Rust and Richard L. Oliver (Eds.), Service quality: New directions in theory and
practice, London: Sage.

Blasberg, J. & Vishwanath, V. 2003. The key to growing brands. Marketing Magazine, 108 (34), 06
October.

Dickson, P. R. 1992. Towards a general theory of competitive rationality. Journal of Marketing, 56
(1): 69-84.

Ericksen, M. K. 1996. Using self-congruence and ideal congruence to predict purchase intention: a
European perspective. Journal of Euro —Marketing, 6(1): 41-56.

Graeff, T. R. 1996. Using promotional messages to manage the effects of brand and self-image on
brand evaluations. Journal of Consumer Marketing, 13 (3): 4-18.

Hong J. W. & Zinkham, G. M. 1995. Self-concept and advertising effectiveness: the influence of
congruency, conspicuousness, and response mode. Psychology & Marketing, 12 (1): 53-77.
Kassarjian, H. H. 1971. Personality and consumer behavior: A review. Journal of Marketing
Research, 8 (November): 409-418.

Keller, K. L. 1999. Managing brands for the long run: brand reinforcement and revitalization
strategies. California Management Review, 41 (3): 102-125.

Keller, K. L. 2001. Building customer-based brand equity. Marketing Management, 10 (2): 14-20.
Mehta, A. 1999. Using self-concept to assess advertising effectiveness. Journal of Advertising
Research, 39 (January/February): 81-89.

Onkuvisit, S., and Shaw, J. 1987. Self-concept and image congruence: Some research and managerial
implications. Journal of Consumer Marketing, 4 (1): 13-23.

Sirgy, M. J., Grewal, D., Mangleburg, T. F., Park, J., Chon, K., Claiborne, C. B., Johar, J. S. &
Berkman H. 1997. Assessing the predictive validity of two methods of measuring self-image
congruence. Journal of the Academy of Marketing Science, 25(3): 229-241.

Sirgy, M. J., Johar, J. S., Samli A. C. 1985. Using self-congruence and ideal congruence to predict
purchase motivation. Journal of Business Research, 13 (3): 195-206.

Sirgy, M. J. 1982. Self-concept in consumer behavior: A critical review. Journal of Consumer
Research, 9 (December), 287-300.

Yoo, B., Donthu N., & Lee S. 2000. An examination of selected marketing mix elements and brand
equity. Journal of the Academy of Marketing Science, 28 (2): 195-211.

Zeithaml, V. A. 1988. Consumer perceptions of price, quality, and value: A means-end model and
synthesis of evidence. Journal of Marketing, 52 (July): 2-22.

Zeithaml, V. A., Berry, L. L., & Parasuraman A. 1996. The behavioral consequences of service
quality. Journal of Marketing, 60 (April): 31-46.

151



CONSUMER SPENDING AND CREDIT CARD USAGE:
DOES IT AFFECT CREDIT DEBT?

Ishak Ismail
Universiti Sains Malaysia, Penang, Malaysia
M. Sadiq Sohail
King Fahd University of Petroleum and Minerals, Dhahran, Saudi Arabia
Hasbalaila Alias, MBA.,
Universiti Sains Malaysia, Penang, Malaysia

ABSTRACT

Despite the spread in usage and ownership of credit cards, few studies have examined its
affect on consumer debt in developing nations. Since the launch of credit cards in Malaysia, it
has been extensively marketed and easy to obtain. Critics have charges that this leads to
excessive spending and compulsive buying. The main purpose of this study is to understand
consumer’s attitude and spending using credit cards. Based on an extensive review of
literature, a model is developed for the study, which identifies the psychographic factors that
influence the consumer attitudes towards using credit cards. Based on a survey of card users in
Malaysia, this study found support to some of the theoretical expectations and lend support to
some of the earlier deviations reported in the literature. This study makes a valuable
contribution given the fact that there is a dearth of empirical studies of this nature focusing on
Malaysia.

INTRODUCTION

The spread of credit card ownership and usage in developing Asian countries has been
overwhelming. However, a review on literature on credit card reveals that most studies have been
undertaken in developed country settings. Since its evolution in the early twentieth century in the
United States of America, credit cards have now become a major system that stimulates household
and personal spending even in many developing countries of the world (Watkins, 2000).

Credit card was first introduced in Malaysia in the mid 70s, when Diners Club was allowed to
expand their Charge Card business. Most of the early cardholders were either professionals or
successful businessmen. By the end of 1970s, an estimated 20,000 card were issued. At that time,
owning a credit card was considered as a symbol of prestige. However, with the passage of time,
eligibility criteria for obtaining credit cards were increasingly relaxed. As a result of this, the number
of cardholders reached to almost 3 million by the turn of the last century.

The proliferation of credit cardholders has brought an indiscriminate spending by users.
Increased consumption has brought many side effects. Many Malaysians seem to display an excessive
buying behavior called compulsive buying. Easy availability of credit and compulsive buying has led
to many adverse consequences. Another noteworthy feature of card users in Malaysia is that they use
the card to grant loans for themselves. It is easier to obtain credit cards in Malaysia rather than
applying for personal loans, which requires the applicant to comply with more formalities like
providing guarantors or collaterals. It was reported that outstanding debts from credit card holders
amounted to RM5.719 billion by the year March 2000 (RM or Ringitt Malaysia is the local currency,
3.80 RM was approximately equal to 1 USD at the time of study; Bank Negara Annual Report, 2000).
By the year 2000, credit card debts outstanding accounted for 1.35% of the total loans outstanding or
11.41% of the total consumption credit. On a more serious note, 6.43 percent of the outstanding debts
had to be converted to non performing loans. An alarming increase in the number of credit card
holders seeking bankruptcy proceedings over the years were also been reported. .

The objectives of this research are to study the effect of personal attributes on attitude of
credit card usage, as well as to measure the effect of attitudes on average credit card debt. This study
proposes a model that helps in a better understanding of average debt of credit cardholders in
Malaysia, which in turn is influenced by cardholders’ attitude and behavior towards usage of credit
card. Based on a study of Kasarjian and Robertson (1991) that psychographic variables effect
consumers’ purchasing behavior, this study examines consumer behavior theories in predicting and
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explaining behavior. The causal path of the model is that psychographic variables lead to attitude
formation, which in turn influences behavior. A positive attitude towards credit card is likely to ensure
that consumers are cautious in spending.

LITERATURE REVIEW

Consumer Credit

The evolution of consumer credit involves the use of corporate power to remove the liquidity
constraints that historically have limited consumer spending (Watkins, 2000). Lack of liquidity
constrains consumer spending and this has an impact to the economy. The Malaysian government has
been making efforts to increase consumer spending, which in turn leads to raising GDP growth. To
increase domestic spending, the government reduced employees’ monthly contributions to Employees
Provident Fund (EPF) by 2 percent. The annual fee for credit card holder has also been waived. It is
clear the government is encouraging the greater use of credit cards. This availability of credit has
enabled consumers to purchase products/services that might not have been otherwise possible.
Governments encourage credit purchase as it helps to increase consumer expenditures without
increasing wages.

Theories on Predictive Behavior and Action

Ajzen and Fishbein (1980) developed a theory of the relationship between attitude and
behavior. The basic proposition underlying this theory is that in order to predict certain behavior, it
is necessary to measure the person’s attitude towards performing that behavior, not just the general
attitude towards the objects at which the behavior is directed. This theory aims to measure behavioral
intentions, recognizing that certain uncontrollable factors inhibit prediction of actual behavior. Both
the attitudinal and the normative components (subjective norm) of a decision are based on sets of
specific beliefs held by individuals. The attitudinal component reflects the favorableness of people's
evaluation of the behavior whereas the subjective norm refers to people's perception of the extent to
which others that are important to them think that they should perform the behavior.

Going a step further, Ajzen, (1991) introduced a further determinant of intention called
perceived behavioral control. The theory postulates a direct connection between perceived behavioral
control and behavior which applied when people have limited control over their actions. Further
refining the model, Ajzen and Madden (1986) proposed that perceived behavioral control will emerge
as an additional predictor, of intentions and actual effect evident only in relation to behaviors that
cannot be performed at will. Perceived behavioral control indicated the extent to which such a person
can manage his environment and his temperament, and thus helps to quantify this risk to his intended
action.

Another model defines attitude as a learned association between an object and an evaluation
(Fazio, 1986). This definition is quite consistent with the uni-dimensionalist view of attitude in that it
excludes beliefs, intentions and other cognitive elements (Fazio, Powell & William, 1989). One of
the factors identified by Fazio (1986) that leads to a strongly learned attitude is the mode of attitudes
formation. These are the attitudes that are formed on the basis of personal experience.

Purchasing behavior may be predicted either from stated intention or from the person’s
estimate of their purchase probability. Infosino (1986) found that purchase likelihood could forecast
new product sales. Behavior, which has been defined as a tendency to respond in a certain way, may
have a favorable or unfavorable disposition. (Hanna & Wozniak (2001) Fazio and Zanna (1981) find
that the association of attitude with behavior is more predictable and consistent when the attitude has
been formed through direct experience. At the behavioral level, traditional consumer research has
focused almost exclusively on the choice process that generates consuming decision in actual buying
behavior.

Psychographic Variables

A review of literature also reveals that there a number of psychographic variable that
influence in attitude formation amongst consumers. A first one of which, which is more an economic
variable has often referred to as ‘time consciousness’. Timing factor can affect many stages of
decision making and consumption. It is sometimes measured in opportunity cost or in terms of what
the person could be doing instead of spending time searching for products or services. Consumers
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who are short of time want to obtain product quickly and with minimal effort. A consumer’s
experience of waiting can radically influence his perceptions of service quality. Feldman and Hornik
(1990) mentioned that, individual’s priorities determine their time style.

The second variable worth mentioning is that of life style of a consumer. Prasad (1975), Rich
and Jain (1968) identify a pattern of consumption reflecting how people live, how they spend their
money and time. There is a difference between the consumption style of rich and poor people, with
the upper class tending to shop not simply out of necessity but also for pleasure. Further, the middle
and upper-class consumers tend to engage in more information search before they make a purchase,
which is in contrast to lower-class consumer who opt to rely more on rely on in-store display rather
than advise of sales person.

Further research on consumer influence to attitude formation has identified variables such as
influence of peer group (Cartwright & Zander, 1968), influence of advertisements (Batra & Ray,
1986), self-esteem (DeRosis, 1973) and gregariousness (Sharaf, 1999). A study by Kassarjian and
Robertson (1991) chooses psychographic variables as independent variables in their study on
consumer life styles. This study relates lifestyle to consumers’ purchasing behavior using credit card.
The foregoing review of literature forms a basis for developing a conceptual framework for the
present study.

Conceptual Framework

Consistent with the conceptualization of this study, a model was developed specifically to
study the relationship between psychographic variables, attitude development and credit card usage by
cardholders in Malaysia. Figure 1 shows a model of the constructs and hypothesized relationships
investigated in the study. Based on the foregoing review of literature, the following hypotheses are
postulated:

Figure 1
Time Consciousness
Life Style Peer Group Average
Pressure Exposure to E Attitude q Credit
Advertisement Self Debt
Esteem Gregariousness

A Conceptual Model

H1: There is a significant association between average credit card debt and cardholders attitude
towards credit cards in Malaysia.

H2: There is a positive relationship between the psychographic variables and the attitude of
cardholders in Malaysia

REESEARCH METHODOLOGY

The psychographic variables chosen as predictors in this study identified from literature
included factors namely, time consciousness, life style, peer group pressure, self esteem, exposure to
advertisement and gregariousness. Overall, the instrument contained 4 statement to capture
information relating to the dimension of time consciousness; 7 statements to gather information on
lifestyle; 5 statements to know about peer group pressure; 4 statements relating to the dimension of
exposure to advertising; 5 statements relating to self esteem, 4 statements for the dimension of
gregariousness and 3 statements to measure attitude. Five point Likert-type scales were employed.

Credit card users reside and work in Penang formed the population in this study. Samples are
distributed conveniently and they were asked before hand whether they are credit card holders. If
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their answer is yes, the guestionnaires will be given to them. A pilot study was conducted to examine
if all items of the questionnaires were understandable and clear to participants.

Data Collection

Data was collected by using the mall-intercept survey technique (Bush & Hair, 1985) in the
shopping malls and city square of Penang Island, which is Malaysia’s second largest city. The target
respondents were individual credit card users in Malaysia. While by no means perfect, the mall-
intercept approach can result in "a sample, which, while not strictly representative, may nonetheless
be relatively free of any systematic bias" (Douglas & Craig, 1983). The mall intercept technique has
been used in a number of similar studies (for example Balabanis et al, 2001; Andrews et al, 1999;
Griffin et al, 2000). A total of 2000 questionnaires were distributed of which 1210 were returned
giving a response rate of about 60 percent.

RESULTS AND DISCUSSION
Of the 1210 responses received, 48 percent were males and the remaining 52 percent were
female respondents. Overall, 62 percent were married. In terms of age grouping, 40 percent were
between the age of 30 and 40 years, while another 35 percent were between 18 and 25 years of age.
Table 1 provides an overview of the respondent characteristics.

Table 1
Demographic Profile of Respondents

Variable | Percentage
Gender

Male 47.9

Female 52.1
Marital Status

Married 62.0

Single 37.2
Age Group

18- 30 years 35.5

30- 40 years 40.5

40- 50 years 19.8

> 50 years 4.2
Annual Salary/Income

Less Than RM20,000 28.1

RM20,001 to RM30,000 38.0

RM30,001 to RM40,000 12.4

RM40,001 to RM50,000 9.1

More Than RM50,000 12.4
Race

Malay 72.7

Chinese 23.1

Indian 4.2
Average Debt

Nil 24.8

Below RM 2,000 50.4

RM 2001- 4, 000 17.4

More Than RM 4,000 7.4
Pattern

Heavy User 14.9

Light User 85.1

In terms of ethnicity, over 70 percent of the respondents approached belonged to the Malay race. As
for a grouping based on the respondents’ annual salary or income, 38 percent of the respondents had
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an annual income between RM 30,000 to 40, 0000. Of all the respondents, about one-fourth indicated
that they have no outstanding balance. Responding to a dichotomous question, 85 percent of the
respondents claim their card usage pattern as being light, while the remaining 15 percent call
themselves as heavy users.

Mean Values and Reliability Scores

Table 2 provides an overview of the means, standard deviations and results of the coefficient
alpha. As said earlier, all the factors were measured on a five-point Likert type scale scales, exception
of attitude for which a five-point semantic differential scale was used. The means score for the
dimension of attitude is 2.44. This low score implies that respondents keep themselves under control
when using credit card, thereby the abuse of credit card facility is low. With this thrifty and cautious
approach, the tendency to overspend is slim. A low score indicate that the respondents strongly
disagree with the statement, and a high of 5 indicates that they strongly agree with the statement
asked. Apart from the score for the ‘attitude *dimension, all other dimensions indicate a score that is
over the mean of 2.5, which indicates an agreeable response. The dimension of ‘time consciousness’
receives the highest mean score. The high degree of agreement indicates that respondents are time
conscious and consider time as precious to them. The dimensions of ‘self-esteem’ and
‘gregariousness’ also score higher mean indicating that do not bother much on what people think of
them and generally do what they please.

Table 2

Mean Values, Standard Deviation and Cronbach’s Alpha

Items Mean Standard Cronbach
Deviations alpha
Time Consciousness 3.90 0.709 0.6388
Life Style 2.99 0.795 0.8158
Peer Group Pressure 2.94 0.633 0.6521
Exposure to Advertisement 2.85 0.337 0.6062
Self Esteem 3.60 0.774 0.7646
Gregariousness 3.39 0.645 0.7099
Attitude 2.44 0.963 0.8427

To check the internal consistency, coefficient alpha’s (Cronbach’s) was calculated to ensure
the reliability of the items and its groups using internal consistency analysis. The coefficients ranged
between 0.6262 and 0.8427. All of these are above the value of 0.6 which as suggested by Nunally
(1967) is sufficient value of reliability in an exploratory research.

To test the first hypothesis, correlation (Pearson’s) test was used to test the relationship
between average credit card debt and cardholders attitude towards credit cards in Malaysia. From the
results of the test, it can be seen that there is no significant relationship between the two variables
tested. This hypothesis does not find support. A possible explanation for this might be that
respondents are very cautious in their spending using credit card or it is also probable that most of use
credit card for convenience and promptly settle credit card bills. We suggest further research be
undertaken to study the underlying motives.

Table 3
Correlation between Attitude and Average Debt

Attitude | Average Debt
Attitude 1.000 .106
Sig. (2 tailed) 245
Average Debt .106 1.000
Sig. (2 tailed) 245

To test the second hypothesis, multiple regression procedure was used. Attitude as a
dependent variable was regressed against the independent variables, life style, self esteem, time
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consciousness, peer group pressure, exposure to advertisement and gregariousness. The results of the
multiple regression analyses are displayed in Table 4.

The results indicate that four of the six relationships are in predicted positive direction but
only the estimate for consumers’ lifestyle and attitude is significant. Thus, only this variable is
supported, while others are not. This suggests that for credit cardholders in Malaysia ‘life style’, is the
only variable that influences the attitude towards credit card spending. Further, the coefficient of
multiple determination (R2) is 0.138. This indicates that about 13.8% of the total variation in attitude
can be explained by the 6 independent variables. The low R2 implies that the independent variables
chosen can account for only a small fraction of the variation in attitude.

Table 4
Multiple Regression

Independent Variables B Std Error Beta T Sig.
(Constant) 1.029 791 1.301 .196
TIME 132 123 097 1.076 .284
STYLE .310 115 256 2.694 .008
PEER 122 161 .080 761 448
ADVERT 227 144 157 1.579 117
ESTEEM -.169 118 -.136 -1.435 154
GREGARIOUS -.128 137 -.086 -.934 .352
R?=0.138 F=3.042 Sig. F =0.008

Dependent Variable = attitude

In addition, due to a high intercorrelation amongst the independent variables, collinearity
diagnostics statistics were performed on each of the variables. Collinearity refers to the situation,
which there is a high multiple correlation when one of the independent variables is regressed on the
others (Norusis, 1993). In this study, multicollinearity is not indicated. The Variance Inflation Factor
(VIF) is below 10 for all the independent variables. When VIF is high, there is multicollinearity and
instability of b and beta coefficients, which does not apply in the present instance. For diagnostic
purpose, the Durbin-Watson value of 1.527 falls within the acceptable range. It shows no
autocorrelation problem.

DISCUSSION AND CONCLUSIONS

This paper undertakes a study of the factors that are believed to influence attitude towards
spending using credit card and the attitude formation towards credit card debt. There are 3
components have been studied, i.e., psychographics variables and exposure to advertisement; attitude;
and behavior.

From the results, the following conclusions can be drawn. Firstly, only the dimension of life
style appear to influence attitude while other factors like self esteem, time consciousness, peer group
pressure, exposure to advertisement and gregariousness are not. In another study, time consciousness
and gregariousness were found to have an impact on level of card usage (Sharaf, 1999). To this
extent, the findings of the present study are different. With the improvement in standard of living
among Malaysians, the life style also changed. In large cities big cities, there is a proliferation of
branded goods. Consumers in Malaysia re becoming more brand conscious and are seeking these
products that gives them products suiting their lifestyle and thereby satisfaction.

A second important finding of this study is that surprisingly self esteem does not have any
impact on the formation of attitude. Past studies on self esteem observed that consumer’s attitude
towards spending is influenced by their level of self esteem. The findings of this study is contradicts
to popular belief. That self esteem does not have any impact on the attitude could be due to the fact
that credit card is no longer considered a prestige item to posses. It is now a necessity. Users need
credit card for convenience.

Finally, it is observed that behavior is not significantly associated with attitude. There is no
significant impact of attitude on credit card debts. A possible explanation for this is that consistent to
other findings, credit cards in Malaysia have been seen as a convenience product. This has not led to
any compulsive buying or abuse of credit card facilities.
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While this study found support to some of the theoretical expectations and lend support to
some of the earlier deviations reported in the literature, it has some limitations of its own. First, the
data for this study was collected from only one city, Penang.. This limits the generalizability of the
findings to Malaysia. This limitation provides an opportunity for further research. Future research
should consider the need for longitudinal research, as longitudinal research designs may be used to
explore how comparison standards change over time.

On a more specific note, we suggest that the conceptual framework developed for this study
be extended to include the dimension of personality traits and its impact on attitude to spend using
credit card. This will be particularly interesting to explore as the present study does not reveal any
impact of psychographic variables on consumer attitude.
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ABSTRACT

This study investigates the level of corporate governance compliance among the board of
directors (BOD) of public-listed companies in Malaysia and the effects to firm’s performance.
To analyze the level of corporate governance compliance among companies, secondary data is
used, which are gathered from the analysis of companies’ annual report taken from a sample
of 60 public-listed companies in the Main Board of Bursa Malaysia Security Berhad over the
period between 2001 and 2005 were randomly selected. The result found that most of the
company has complied well with the code of corporate governance in Malaysia. This study
also had found the evidence that there is a relationship between (BOD) facets with the
company’s net profit margin (NPM). Overall this study had found that there is a proof that the
company with good corporate governance compliance can maximize the shareholders wealth
by maximizing their NPM.

INTRODUCTION

The East Asian Financial Crisis of 1997-1998 demonstrated the importance of effective
corporate governance in developing countries (Allan, 2004). Malaysia was adversely by this crisis.
The enforcement of Code of Best Practices by Malaysian Institute of Corporate Governance
(henceforth, MICG) to public listed companies in 2001 was an effective measure in the wake of the
mid-1997 Asian crisis. As one of major element of the corporate governance, Board of Directors
provides additional provisions to the shareholders as well as other investors of the firms because it
serves as an effective monitoring mechanism to reduce the agency conflict. It imposes more stringent
monitoring by shareholders by increasing involvement and the power of the Board of Directors in the
firm’s decision making. The recent surge of studies (Bai, Liu, Lu, Song, & Zhang 2003; Bauer,
Glinster, & Otten 2005; Black, Jang, & Kim 2005; Chiang 2005; Drobetz, Schillhofer, &
Zimmermann 2003; Gugler, Mueller, & Yurtoglu 2003; Nandelstandh & Rosenberg 2003; Wan &
Ong 2005) on the relationship between corporate compliance and performance signal market (and
public) awareness about corporate governance such that firms no longer can ignore the importance of
and implication of neglecting corporate governance. In other words, return on investment (ROI) and
net profit margin (NPM) of non-complying firms would suffer because market will penalize the firms
for decisions that do not allow them to realize greater value. Nonetheless, the facts that there are
substantial variations in corporate compliance across firms within the same country (Mohamad Ishak,
Hartini, and Noriza 2004, Klapper and Love (2004) suggest that some firms are not yet convinced
about the incentive from adopting the corporate governance. In attempt to find evidence that can
convince these non-complying firms, this study will determine whether or not firms with higher level
of corporate compliance significantly perform better in their firm’s performance than those non-
complying firms. Consistent with the ultimate objective of corporate governance to realize “long-term
shareholder value”, this study uses firm’s NPM to measure performance.

LITERATURE REVIEW

Current Status of Corporate Compliance in Malaysia

Through a survey on annual reports of 556 public listed companies in Bursa Malaysia,
formerly in 2003, Mohamad Ibrahim et al. (2004) found the level of corporate compliance to the Code
of Best Practice in these firms is very high. Furthermore, the level of corporate compliance is
consistently high for all corporate governance mechanisms or practices concerning Board of Directors
that include: BOD composition; BOD responsibilities, BOD meeting, remuneration of directors; and
BOD training. Their finding is consistent with the score of Governance (GOV) index introduced by
Klapper and Love (2004). In their study involving 13 other emerging countries, Malaysia’s mean
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score (54.44) in the Index puts it at the sixth place after South Africa (66.53), Singapore (65.34),
Chile (61.63), Hong Kong (58.27), and Brazil (57.26). Focusing the scope to Pacific Basin countries,
the results suggest that Malaysia has performed well relative to the other countries in the region
because the results also imply that Malaysia stands at the third place after Hong Kong and Singapore.
This is beside the fact that in term of economic development, those countries are more established and
advanced than Malaysia.

The Malaysian High Level Finance Committee (1999, p. 10) defines corporate governance as
the process and structure used to direct and manage the business affairs of the company towards
enhancing business prosperity and corporate accountability with the ultimate objective of realizing
long-term shareholder value whilst taking into account the interest of other stakeholders. According to
Mathiesen (2002), corporate governance is a field in economics that investigates how to secure or
motivate efficient management of corporations by the use of incentive mechanisms, such as contracts,
organizational designs and legislation. This is often limited to the question of improving financial
performance, for example, how the corporate owners can secure/motivate that the corporate managers
will deliver a competitive rate of return. Shleifer and Vishny (1997) defined that the corporate
governance deals with the ways in which suppliers of finance to corporations assure themselves of
getting a return on their investment. In April 1999 OECD had defined that the corporate governance is
the system by which business corporations are directed and controlled. The corporate governance
structure specifies the distribution of rights and responsibilities among different participants in the
corporation, such as, the board, managers, shareholders and other stakeholders, and spells out the
rules and procedures for making decisions on corporate affairs. By doing this, it also provides the
structure through which the company objectives are set, and the means of attaining those objectives
and monitoring performance. OECD's definition is consistent with the one presented by Cadbury
(1992). Larcker, Richardson and Tuna (2005), they defined that the corporate
governance generally refers to the set of mechanisms that influence the decisions
made by managers when there is a separation of ownership and control. Some of
these monitoring mechanisms are the board of directors, institutional
shareholders, and operation of the market for corporate control. As demonstrated by
Pass (2004), corporate governance actually deals with the “duties and responsibilities of a company’s
board of directors in managing the company and their relationships with the shareholders of the
company and the stakeholder groups”. To put it into effective work, in essence, such dealing should
be appropriately governed, regulated, imposed and enforced.

Corporate Compliance and Firm’s Performance

For the purpose of examining the effects of corporate governance on performance, our study
uses market in addition to accounting measures to validate potential biasness in our results because as
Bauer et al. (2003) argue, accounting numbers could be biased measures of performance. The
conviction that corporate governance contributes positively to firm’s performance is by no means new
to practitioners (Bai, Liu, Lu, Song, & Zhang 2003). Similar to Chong (2003), Bai et al. (2003) argued
that for such conviction to be realized, two conditions must be satisfied. Firstly, good governance
increases returns to shareholders of the firms. Secondly, the stock market has to be sufficiently
efficient such that stock prices fully reflect the fundamental values. While the second condition poses
no threat to companies in developed countries, it by itself is a challenge their counterparts in emerging
countries like Malaysia. This is due to the fact that question on market efficiency in these emerging
countries is still far from resolved. Lack of technological sophistication to disseminate information on
timely basis or lack of critical analyses that can provoke public awareness and demand for timely
information are among the few explanations. For the purpose of this study, we assume that the second
condition has been satisfied. Based on the empirical studies that we manage to review in this study,
mostly suggest that corporate governance does have significant effect on corporate performance.
While most studies suggest positive effects, Vafeas (1999) is one of the few who finds that board
meeting frequency is inversely related to firm value. Nonetheless, further examination on the finding
reveals that the case is due to the fact that BOD meets more frequently when the companies are facing
bad times. Intuitively, the finding implies that BOD, recognizing the significance and effectiveness of
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their meetings, conduct meetings more frequently in order to improve the companies’ performance.
Thus, this result is still consistent with the theoretical prediction of corporate governance.

As mentioned earlier, most of the studies that we review provide evidence that supports the
positive influence that corporate governance has on corporate performance or at least the existence of
significant relationship between corporate governance and corporate performance. Using public listed
companies in the two stock markets in China, Chong et al. (2003) finds that firm’s corporate
governance practice has a positive effect on its market value. Similar results are obtained from a study
on Finland companies for the period of 1990 to 2000 (Nandelstandh & Rosenberg 2003). These
authors found a positive association between corporate governance attributes and firm performance.
Chiang (2005) argues that the positive effects of corporate governance are driven by the signal that
investors receive from companies’ transparency regarding corporate governance. Because only
performing companies “dare” to become transparent, disclosure of compliance with corporate
governance signals management belief about their future performance. Accordingly, market reacts
favorably to such disclosure by correcting share prices.

In term of performance, Bauer et al. (2003) find that corporate governance relates negatively
(significantly in EMU countries) with ROE and NPM (net profit margin). Among explanations
provided by the authors are those accountings numbers are biased measures of performance. The
effects were stronger in the UK than in the EMU countries due to different quality of governance
standards. The primary focus of the corporate governance literature has been on the role of the board
initiating the agency conflicts between CEO and shareholders (Fama and Jensen, 1983). An
assumption of much of the corporate governance literature is that boards are endogenously determined
monitoring institutions (Hamelin & Weisbach, 2003; Romano, 1996). If boards exist to monitor
shirking by the CEO and management, then outside directors should be more effective monitors than
are employees (Demsetz & Lehn, 1985; Weisbach, 1988; Morck, Shleifer & Vishny, 1998). Based on
this premise, much of this literature focuses on the proportion of outside directors and the link
between various measures of firm performance and corporate governance (Bhagat & Black, 2000).
Firm performance is certainly one critical measure of management’s performance and implicitly, the
board’s performance in monitoring managerial decision-making. They also report that is no
relationship between percent of external directors on a board and long term stock market and
accounting performance.

Rafel Crespi and Carles Gispert (1998) with a sample of 113 Spanish listed companies find a
positive relationship with company performance and board remuneration, even if they measure
performance via accounting variables or stock market returns. The strongest relationship is associated
with performance based on book values, the basis over which remuneration is usually calculated.
They find a negative relationship between board compensation and industry performance.

REESEARCH METHODOLOGY

This study utilizes the secondary data, which are gathered from the analysis of companies’
annual report taken from a sample of 60 public-listed companies in Main Board of Bursa Malaysia in
year 2001-2005. Questions were developed to cover various elements of corporate compliance
programs with regards to the board of directors. Issues covered were separated into four main parts,
(i) Board Meeting (BM), (ii) Board Composition (BC), (iii) Board Training (BT) and (iv) Board
Remuneration (BR). There are two main purposes of this study which is to identify the level of
compliance in corporate governance practices and the effects of compliance level among BOD to
companies’ NPM.

The companies’ NPM is calculated using the following equation;

_NP
NPM; = Aalesi

Where NP = Net profit of the ith company for each year, and
Sales; = Sales of the ith company for each year.

Next, the relationship between the BOD facets and firm performance will be estimated using the
following regression equations:

162



NPM; =a + S,(BM;) + 5,(BC;) + 5, (BT)) + 5,(BR)) + &;
Where o = the constant term,
S = the slope or coefficient estimates of the explanatory variables,

BM, = the BOD meeting of the ith company,

BC, = the BOD committees of the ith company,

BT, =the BOD training of the ith company,

BR, = the BOD remuneration of the ith company, and

NPM; = the net profit margin of the ith company.

To find evidence on the relationship between dependent and independent variables, the null
hypothesis of the study are developed to outfit for the pooling regression model. The hypothesis is
stated below:

Ho = There will be no relationship between NPM and the independent variables.

*Notes:
The decision rules is to accept Ho if P > 0.05 @ 5% and reject Ho if P < 0.05 @ 5%.
Coefficient Correlation: The association between dependent and independent variables (> 60% = strong).

R?: How much dependent variables can be explained by all independent variables (.50% = strong)

RESULTS AND DISCUSSION
Part 1: Analysis of Corporate Governance Compliance among BOD in 2001-2005.
Board Meeting (BM)

The Code suggested that details of attendance of the directors are revealed in annual report
during the financial year to make sure the directors are committed to be part of the company. In order
to have effective board structures and procedures, the board should meet at least 4 times a year. In this
analysis, it was found that most of the companies complied very well with the practice that the board
should meet regularly at least 4 times a year. For the year 2001, the company didn’t complied indicate
only 18.3% and compliance level achieved to 81.7%. For the year 2002 and 2004 indicate that only
5% of the company didn’t comply but 95% was complied. For the year 2003 and 2005, the company
that didn’t complied with the code is 3.3% and 1.7% respectively. Overall, majority of the companies
have complied very well with the code in order to make their companies efficient and can accomplish
their organization goal. This result is consistent with the study done by Vafeas (1999), conduct
meetings more frequently in order to improve the companies’ performance.

Figure 1
Number of Board Meetings

Board Meeting

2005

01 - 3times
| 4 - 6 times
7 - 9 times
8510 -12 times
B> 13 times

2004

2003

Year

2002

2001

T
0% 20% 40%0 60% 80%0 100%

Company

Number of Meeting | 2001 | 2002 | 2003 | 2004 | 2005
1 - 3times 183% | 5.0% | 3.3% | 50% | 1.7%
4 - 6 times 61.7% | 78.3% | 76.7% | 80.0% | 83.3%
7 - 9times 16.7% | 6.7% | 15.0% | 11.7% | 11.7%
10 -12 times 1.7% | 50% | 1.7% | 1.7% | 1.7%
> 13 times 1.7% | 50% | 3.3% | 1.7% | 1.7%
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Board Composition: The key to good corporate governance practice lies in getting the right board in
place. A company with a properly balanced board and effective independent directors should be left to
run its business, with the board being accountable for its stewardship. In the study, all of the
companies have complied well with the code that they must have at least 4 directors in the board. It
also learned that for 5 successive years, majority of the company have elected to have 7 to 9 directors
in their board of directors.
Figure 2
Composition of the Board

Board of Directors
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B 1 - 3 directors
4 - 6 directors
7 - 9 directros
> 10 directors

Year

T T T 1
0% 20%0 40%0 60%0 80% 100%

Company

No. of Directors 2001 2002 2003 2004 2005
1 - 3 directors 0.0% 0.0% 0.0% 0.0% 0.0%
4 - 6 directors 36.7% | 31.7% | 30.0% | 31.7% | 36.7%
7 - 9 directors 45.0% | 50.0% | 48.3% | 50.0% | 46.7%
> 10 directors 18.3% | 18.3% | 21.7% | 18.3% | 16.7%

The study also reveals that for year 2001 until 2005 except 2003, only small amount of the
company elected to have more than 10 directors. Brown (2004) in his study proves that firms with
broad sizes of 6 to 15 are relatively more profitable. Overall most of the companies have elected to
have 7 to 9 directors which are consistent with the recommendation by Lipton and Lorsh (1992) who
argued that the preferred board size is eight or nine with ten being the limit in order for a board to be
effective.

Board Training: In order to have good directors in their rank, all the companies listed in Bursa
Malaysia have to send their directors to the Mandatory Accreditation Program (MAP) conducted by
the Research Institute of Investment Analysts Malaysia (RIIAM) in accordance with the Listing
Requirements of the Bursa Malaysia Securities Berhad (“Bursa Malaysia”). The program also can be
assumed as the formal orientation program that could be a one or two day program that involve
educating the director as to the environment of the business, the company’s current issues and the
corporate strategy, the prospect of the company with reference to input from director and the common
responsibilities of directors. Victor (2001) reports that it is widely accepted that the responsibility for
ensuring that all directors receive the required training to fulfill their responsibilities.
Figure 3
Training of the Directors
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Yes 10% 83.3% | 91.7% | 96.7% | 96.7%
No 90% 16.7% | 83% | 3.3% 3.3%

In the analysis, for the year 2001 majority of the companies (90%) does not send their
directors to the MAP for their formal orientation program instead only 6 or 10% of the companies did
sent their directors to the MAP. This circumstance happened because the Malaysian Code on
Corporate Governance was scheduled to come into full force for listed issuers with financial year
ending after 30 June 2001. But for year 2002 after the corporate governance was incorporated in
Bursa Malaysia Listing Requirement, majority of the companies (83.3%) sent their directors to the
MAP despite the fact that remaining 16.7% did not sent their directors to the MAP conducted by
RIIAM. Based on the figure 4.3 above, the statistics show that for 4 continuous years, majority of the
companies (3.3% for the last two years) sent their directors to the MAP despite the fact that small
amount of the companies still does not comply with the code. Overall, since the introductions of the
Malaysian Code on Corporate Governance by the Finance Committee in 2000, most of the companies
complied with the practice.

Board Remuneration: The Malaysian Code on Corporate Governance declared that the level of
remuneration should be adequate to attract and hold the directors needed to run the company
successfully. Apart from that code also recommends that the company’s annual report should disclose
all the contain details of the remuneration of each director. Victor (2001) conducted a study among
listed companies in Singapore stated that the companies are required to disclose in their annual reports
the level of remuneration received by directors.
Figure 4
Level of Directors’ Remuneration

Directors' Remuneration
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Company

Range of Salaries | 2001 2002 2003 | 2004 2005
< RM 2m 71.7% | 75.0% | 71.7% | 70.0% | 68.3%
RM2m-RM 3.99m | 11.7% | 13.3% | 18.3% | 20.0% | 21.7%
RM4m-RM5.99m | 10.0% | 6.7% | 6.7% | 6.7% 5.0%
> RM 6m 6.7% | 50%| 33%| 3.3% 5.0%

Based on the figure 4.4, it was found that for 5 successive years from 2001 to 2005, majority
of the company (around 70% every year) have spent the total of remuneration below RM2 million a
year to attract and retain the directors needed to run the company successfully. In the study also, it
was found that the total remuneration of RM2 million to RM3.99 million have increased slightly
every year meanwhile the total remuneration below RM2 million have decreased from year to year
starting 2003. It’s mean that some of the companies are starting to pay more to their directors to hold
their service to their BOD. This trend might be continue in the coming years because the company
want to make sure the directors give a full commitment and good performance to achieve their goal
and objective of the organization.

Part 11: Analysis of the Relationship between NPM and All Independent Variables based on 5
conservative years

Based on table 4.1, for the year 2001, there is a relationship between NPM and BC and BT.
Therefore the null hypothesis will be rejected at this level. BC is positively related to NPM with the
significance level of 0.021 with T-Ratio is 2.368 while BT also have positively related to NPM with
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0.002 significant levels with their T-Ratio value is 3.227. But when we look to the value of R, its
indicate 50.4% and it’s not a very strong relationship and the R-Square indicates that 25.4% of the
variation in NPM is explained by the variation in the corporate governance. For the year 2002, none
of the independent variables has significant relationship with NPM. The R value indicates the model
have a relationship but not strong enough, only 17.3% while the value of R Square indicates only 3%
of the variation in NPM is explained by the in the corporate governance. So, the null hypothesis will
be accepted because none of the P-Value has value less than 0.05 significant levels. For the year 2003,
NPM is positively related to BC with the significant level of 0.025 and the T-Ratio indicates 2.304. It
also found that NPM is negatively related to BM with 0.002 significant levels and -3.247 is the T-
Ratio value. This result was supported by previous research done by Bauer et. Al (2004) found that
also are negatively related between corporate governance practices with ROE and NPM. But when the
study analysts the relationship between NPM and all independent variables, its show the relationship
between the variables is not strong, it’s indicates only 43.9%. The R-Square indicates that only 19.3%
of the variance in NPM is explained by the variation in corporate governance. So, the null hypothesis
can be rejected at this level (BM and BC only). It’s mean that the good corporate governance can help
the company to increase their profit and achieve their organizational goals. Similar to Chong (2003),
Bai et. Al (2003) argued that good governance increases returns to shareholders of the firms.
Table 4
Relationship between NPM and Independent Variables (1Vs)

Model P-
Year IVs Summary T-Ratio | Value | Standard
R
R Square Coefficient
2001 BM 0.606 0.547 0.074
BC 0.504 0.254 2.368 | 0.021* 0.309
BT 3.227 | 0.002* 0.376
BR 0.143 0.887 0.018
2002 BM -0.08 0.936 -0.011
BC 0.173 0.03 1.041 0.302 0.162
BT 0.421 0.676 0.057
BR 0.052 0.959 0.008
2003 BM -3.247 | 0.002* -0.43
BC 0.439 0.193 2.304 | 0.025* 0.332
BT -0.144 0.886 -0.018
BR -0.114 0.909 -0.016
2004 BM -0.011 0.992 -0.43
BC 0.192 0.037 0.798 0.428 0.332
BT 0.557 0.58 -0.018
BR 0.771 0.444 -0.016
2005 BM -0.61 0.544 -0.082
BC 0.29 0.084 | -0.478 0.634 -0.068
BT 2.000 0.05* 0.26
BR 0.837 0.406 0.116

Significant at 0.05 (5%) level

For the year 2004, none of the independent variables have significant relationship with NPM.
Thus, the null hypothesis is accepted. The R value indicates the model have a relationship but not
strong enough, only 19.2% while the value of R Square indicates only 3.7% of the variation in NPM
is explained by the in the corporate governance. So, the null hypothesis will be accepted because none
of the P-Value has value less than 0.05 significant levels.

For the year 2005, there is relationship between NPM and BT and the relationship is
significant 0.050 levels and the T-Ratio value indicates 2.000. The standardized coefficient of 0.260
indicates the parallel relationship between NPM and BT. So, the null hypothesis can be rejected at this
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level. The R-Square indicates only 8.4% of the variation in NPM is explained by the variation in
corporate governance while the R value indicates that the model do not have a strong relationship
(29%).

CONCLUSIONS

In this study, it can be conclude that majority of the companies that listed in Bursa Malaysia
have complied very well with the code in corporate governance practices. As we can see in the
statistics in chapter four, it’s proved that the companies have held at least 4 times board meeting. It
was found that majority of the companies have conducted their meeting between 4 to 6 times a year
and it’s very consistent every year. Besides, it was found that majority of the companies have 7 to 9
directors which are consistent with the recommendation by Lipton and Lorsh (1992) who argued that
the preferred board size is eight or nine with ten being the limit in order for a board to be effective.
During the year 2001 when the government introduce the Malaysian Code on Corporate Governance,
most of the companies not sent the directors to the MAP but in the year 2002 onwards, the study had
found majority of the company comply with the code despite the facts that there is small amount of
the companies did not comply with the practice.

The study also found that evidence was obtained indicating that, there is a relationship
between corporate governance and the firm’s net profit margin and at the same time there is evidence
to show that there is no relationship between the variables. For the year 2002 and 2004 it’s indicates
that there is no relationship between corporate governance and firm’s net profit margin. It’s also
found that there is relationship between the variables despite the fact that the relationship doesn’t
prove to be the strong relationship because the value of R is below 60% which consistent with
suggestion made by Gompers et al. (2003). But in this investigation also, there is evidence there is no
relationship between the variables which is consistent with the research done by Bauer, Guenster and
Otten (2003).

For the recommendations, the company that did not comply with the code of corporate
governance they should follow the footsteps of the company that comply with the practice. It’s
because in this study, it’s found that the corporate governance had a relationship with the company’s
net profit margin. When the company had good governance system, they will attract the investor to
invest in their company and directly the company can compete in the business that they involved
because they have had enough capital and resources. So, it will be highly recommended for the
company to comply with the code because it will give the investor confidence to put their money to
the company.

The study only focus on 60 companies listed in main board Bursa Malaysia Securities Berhad
from 4 major industries that is consumer product, industrial product, trading and services and also
properties out of 11 industries. It was recommended that in coming study should try to analyze all 11
industries listed in main board even though the number of the company in that industries small. The
firm’s performance also only focuses on NPM where next study can further investigate on return on
investment, stock return and so on.
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ABSTRACT

Organizations which have realized the shift from tangible assets to intangible assets have started to
formulate mechanisms to manage these intangibles. Intellectual Capital is an apparatus which
attempts to measure these intangible assets of a firm. This paper examines the link between
components of intellectual capital and performance of different firms in the Pakistan telecom
sector. In this research we were able to prove that human capital, customer capital and
performance are related. All these variables showed a strong positive relationship. Further it was
established that performance can significantly be explained through the human capital and
customer capital. About 45% of the variance in the performance could be explained through these
two variables.

INTRODUCTION

Knowledge is awareness gained through practice. Humans have progressed by recognizing,
appreciating and sharing of knowledge. It is through reasoning faculties of mind, humans are able to
appraise evidence and draw inferences. Otherwise if every human was to only believe in what he/she
has seen and done then we would all be in the stone ages and continuously re-inventing the wheel.

Humans use their experiences to build intelligence. The human factor is an essential aspect
used to obtain organizational goals and producing commodities. Any organization would like to
harness this factor of production and use it to improve its productivity. The classical view of
economics says that growth depends on two major factors of production Land and Labor, which was
then replaced by Capital and Energy but economist like Paul Romer, Robert Slow see Technology and
Knowledge as an essential part of new economic system. In old economy, the factors for competitive
advantage were raw material, transportation routes, customer markets, and a large labor pool. But in
the new economy success depends on effective use of technology innovation and entrepreneurship.
The most important input for a firm is now the skill and talent of their work force.

There has been an increasing role of Information Technology in our lives and this has
changed the world around us. People have now become more informed and knowledgeable and can
quickly accumulate facts. In 1960’s Peter F. Drucker coined the term ‘“knowledge worker” and
suggested that the United States economy has shifted from a product to knowledge economy in which
the main resource is not capital but knowledge.

These factors of production, such as knowledge and knowledge worker, are difficult to
contain and control. Due to the mobility of work force and information the management of this factor
of production becomes a challenge. Retaining its knowledgeable worker and the Knowledge has
becomes top priority. It has become imperative for organizations to be pro active in managing this
vital factor of production. The management of “Knowledge” and “knowledge worker” is needed, to
retain its competitive edge. That is why the current focus of management has shifted, towards a more
“people” oriented policy. Workers are not just considered as just raw hands but as skilled workers
who posses valuable knowledge. To develop the K.E the pool of knowledge has to be managed.
Hence the term “Knowledge Management” was conceived.

Knowledge Management

Knowledge Management (KM) encompasses actives such as assessing, capturing, organizing,
refining and transferring of knowledge in an Organization. Knowledge which is in the databases and
books of the organization, Knowledge is also in the minds of the employees. In recent years the
schools of “Behavioral Management” have really emerged as the most popular place of practice for
the managers. There has been an ever greater stress in dealing with the human aspects of an
organization and the modern managers are now very much concerned with the sensitivity of the issue.
A refocus has been made on the brain power of the workers which is the driving force behind the
success of organization. Information Technology has also facilitated the flow of information and
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capturing of information. All these factors have resulted in the conducive environment for the
emergence of this new area we call the Knowledge Management.

Intellectual capital management and knowledge management are to be considered as part of a
continuum. They both deal in identifying, recording and managing of tacit and explicit knowledge
assets of a firm. Intellectual Capital deals with the identification of these intangible assets. It usually
starts with recognizing and measuring (assessing) knowledge of an organization, this is connoted by
Intellectual Capital. Some type of knowledge is in the books and ledgers yet some knowledge is in
the minds of the employees. It is a known fact that resources can be better managed when quantified.
So, “What gets quantified gets managed”.

Intellectual Capital (Knowledge Capital)

It is that component of the organization which deals specially with the measuring of the
intangible assets. These assets are generally divided into Human and Structural Capital. According to
Strassman, (2002) Intellectual Capital (1.C) is what is left over after suppliers, employees, creditors or
share holders and government has been paid.

Edvinsson (2003) classified Intellectual Capital into Human, and Structural capital. The structural
capital is then further classified into customer and organizational capital see figure 1.
Figure 1
Skandia Navigator

Financial Intellectual
Capital Capital

Human Structural
Capital Capital

Customer Org
Capital Capital

Intellectual Intangible Process
Property Assets Capital

Source: Edvinsson (2003) Human Resource Development in Knowledge based Economy

This a fairly new area of management science and few companies are working with
Intellectual Capital. One major debating point being that it is difficult to have detailed formula to
calculate economic value of intellectual capital. This does not necessarily mean that it is insignificant
to design a tool of quantifiable measuring indices which enables an enterprise to recognize the status
quo of intellectual capital. Intellectual Capital is a fairly a new area for managing organizations
resources. Therefore a handful of companies are working with 1.C.

To asses the intellectual capital a number researcher and management practitioner proposed
different models and frameworks. Few note able methodologies are IC-index, Intangible Asset
Monitor, Balance Score Card and Skandia Navigator. To emphasize on the importance of I.C in this
study we have tried to establish the relationship between the Performance and the Intellectual capital
components (human capital, customer capital) in the Pakistan’s telecom sector.

Previous Research

Some specific studies concerning the relationship between the 1.C components and
Performance have been conducted. We would like to mention few of them which helped us develop
our model for this research. Sulvian (2000) argued that the traditional accounting methods which are
based on tangible assets and historical transactions based information are inadequate for evaluating
I.C, which is the largest and the most valuable assets for many enterprises. The traditional accounting
tends to understate the value significantly. Similarly Brenannan (2000) has brought the attention to the
inadequacy of the traditional accounting methods. He stated that there is difference between the
company book value and market values. This is a proof that there exits an intangible asset which is
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not part of the companies balance sheet. This article also focuses on regulations to measure this asset.
The article also covers an in-depth analysis of the different frameworks available for measuring
intellectual capital. Broadly the frameworks of IC presented under the three heading — internal,
external and human capital. Certain guidelines are available for reporting the IC. IC should be
measured in a way; it is useful for decision making.

Guthrie (2001) conducted a similar work to Brenanna and also highlighted the flaws in the
traditional accounting method to evaluate a company value. The author has discussed the work of
different Swedish companies which have measured the intellectual capital. These companies study
properly assessed the value of a company and different financial and non financial metric were
obtained.

Hansson (2004) et al used the data from the CARNET survey to establish the relationship
between human capital and company performance. The study used the existing database on human
resource management of different European Union countries. The study took the variables such as
training, education, and skills/competence to represent the human capital and related it with the
performance of company. The relationship between the two variables was positive. The study also
revealed that the training helped to stay ahead of the competition generated substantial gains. A
company with better education level affected the innovations but not necessarily the profits.

Maridis (2004) using the VAIC framework assessed the Intellectual Capital performance of
the Japanese banking sector. The researcher wanted to establish the relationship between the values
based performance of these banks and its components i.e. human capital and physical capital. The
research in detailed demonstrated the mechanism of calculating the VAIC. The VAIC provides the
business performance index which was then compared by the human and physical capital values. The
researcher using the regression analysis not only proved the relationship between the value based
performance index and it’s components i.e. human and physical capital but also established that the
ten best banks with the highest performance index had a good usage of human capital as compared to
physical capital.

While studying the Taiwanese Information Technology industry Wang et al (2005)
investigated the impact of intellectual capital on the business performance. They also wanted to
establish the relationship between the components of IC from a cause and effect perspective. The
researcher were able establish the relationship between the performance of a company and the IC
components, innovation capital, process capital and customer capital. But the research could not
establish the relationship between human capital and performance.

The researchers used the least square method to establish the relationship between the
performance and the components of IC. For performance the researcher used indicators such as ROA,
operating income ratio etc , for human capital number of employees , number of employees who have
higher education, for innovation capital R&D density, R&D employee ratio etc, for process capital he
used productivity ratio, organization stability ratio etc, and for customer capital he has used growth
ratio, advertising ratio etc. The author used different combination of these variables to formulate an
effective indicator of the different components.

The cause and effect relationship between the HC and other components of the IC were
established. Where it was proved that the HC contributed and influenced the other components of IC
which in turn affected the performance of the company.

In another study by Saenz, (2005) on human capital indicators, business performance
indicator and market to book ratio studied the IC indicators of four Spanish banks three years
published financial and non financial data was used. The study highlighted the human capital and its
relationship to market to book ratio (MBR), return on equity (ROE) and efficiency. The study used
Pearson correlation to verify the relationship between these variables. It was found that there was a
strong positive relationship between the HC and MBR, but there was a weak negative relationship
between the HC and efficiency of an organization. A weak positive relationship between the ROE was
also obtained.

Closer to our research, Chen et al (2004) states that IC is used to create and enhance the
organization value and success. IC measurement focuses on constructing an effective measurement
model in which financial indices are combined with non financial to reflect thoroughly a company’s
operations under the influence of a knowledge economy and to offer more accurate information for
Knowledge Management.
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This study proposed a new model for measuring the Intellectual capital. The paper designed a
gualitative index system to measure the human, customer, innovation and structural capital. Each of
these components of IC was identified by a number of indicators on which respondents from different
companies were asked to evaluate their respective companies. The respondents were also asked to
evaluate on the performance of these businesses.

The researcher used the Pearson’s correlation to establish a significant relationship between
performance and IC. In the same study it had also been established that there is a positive relationship
between the components of IC.

Bontis et al (2000) conducted a study on the Malaysian industries in which they circulated a
guestionnaire with 63 items. The questionnaire was filled by 107 MBA students from 7 different
universities. The questionnaire was first psychometrically validated in previous studies as well as
through Cronbach’s alpha test. The study also established the relationship between customer capital,
human capital and performance by help of the least square method. The results of human capital
variable indicated a strong relationship with customer and structural capital and both were significant.
The study further showed as positive relationship between structural and performance of a firm which
proved that there is a relationship between these variables. The study also looked at the path analysis
between these variables. It was proved that HC and CC are related it was further proved that CC was
related to SC and Performance is linked. (HC->CC->SC->Performance).

Study Design

To establish the relationship between the components of I.C (Human and Customer Capital)
and performance of a company, we approached 60 management level employees from ten different
telecom companies to fill in a 3 part questionnaire. The questionnaire we personally administered, 47
successful responses were received from these ten companies. 23 responses were from cellular
companies, 10 from long distance and 15 from manufacturing. Employees of different management
positions filled out these questionnaires. To obtain a more holistic picture of an organization’s
intellectual capital, three to six subjects were used from each organization. The respondents were
selected on the basis of convenience to the researcher. The subjects who best suited to provide the
information were approached to take part in this survey.

Organization which is not sensitive to human aspect of business would not be able to compete with
business world. Humans are employees who run the companies, who make decisions and perform
tasks. High employee turn over causes companies to lose their intangible asset such as the
“knowledge* acquired by the employees, while working in the organization. If organizations would
not protect and nurture it will one day lose its competitiveness hence bring down its performance.
Similarly customer satisfaction leads to customer retention which is always less costly to a firm.
Satisfaction of customers, quality of product or service, goodwill in the market, customer retention etc
are important aspects for the success of a company.

The researchers believe that both these factors have a positive relationship with the
performance of company. Although there are few studies in the area of IC in which performance was
linked with its components. But in this study we have focused purely on human and customer capital.
The intention is to predict the impact of these factors on performance by establishing its relationship
with human and customer capital. The following model is considered:

P=f (HC, CC)

Where:

P : performance of company
HC: Human Capital

CC: Customer Capital

E :error term
P=4+pHC+yCC+ ¢ (Eq....1)

Performance can be determined by financial and non financial indicators as used in the
studies by (Bontis, CRANET, Hansson, and Kujansivu). Financial profitability of company is one
generic indicator for Performance. For non financial we can consider the quality of service as an
indicator of the performance of a company. The researcher used four Performance indicators, these
indicators were used in the CRANET survey which is the largest and the most representative
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independent survey of Human Resource Management Policies and practice in the world.
(CRANET.org, 2006). The same four variables have also been used by Hansson (2002).

For Human Capital we have indicators which depict the status of employees within the
organization, such as their satisfaction level, their education level, and their turn over level.

The Customer Capital dimension has elements such as customer relationship level, the market share
level, service and product quality level.

Different Indicators from 13 different studies and reports were collected, 192 human capital
indicators were identified with variations mostly due to the nomenclature. A total of 37 indicators for
customer capital were identified. Fifteen variables for Human Capital and 11 variables for Customer
Capital have been selected. The selection was done on the basis of the highest frequency, the most
common and relevant variables were selected.

Reliability Analysis

Since the indicators used for the human and customer capital were filtered through different
research studies, the researchers wanted to check the consistency among the indicators of each
concept. The Cronbach’s alpha is reliability coefficient that indicates how well the items in a set are
positively correlated to one another (Sekran, 1996).

Quantitative Analysis

Quantitative analysis would be conducted through two ways

@ To establish the strength of the linear relationship between two variables we use correlations
methods. The correlations coefficient provides a measure to establish the strength. In our
study we would like to establish a linear relationship between human capital, customer capital
and performance. Similar approach has been adopted by researchers Hansoon (2004), Wang
(2005), Saenz (2005), and Chen (2004) to establish the relationship between the different
dimensions of Intellectual capital.
Pearson’s Correlation will be used to obtain the correlation coefficient to establish the degree
of association between the three variables (human, customer and performance)

(b) Regression Analysis will be used to establish the causal relationship between the independent
and dependent variables. We will use this analysis to study the relationship between the HC,
CC and the performance of a company. This analysis would be used to reveal the extent
dependence of performance on human capital and customer capital. Previous studies of
(Bontis, 2000; Marvidis, 2004; Wang, 2005) in the area of Intellectual capital and its effect on
performance have used in this kind of analysis to prove their hypothesis.

Variables

The study has two types of variables, the independent variables and the dependent variable.
The dependent variable of the study is performance of the organization and independent variables are
human capital and customer capital.
Independent Variables

“Human Capital” and “Customer Capital” are measured with the help of some indicators. For
the human capital study is using 15 main operationalized elements for the customer capital, the study
is using 11 elements. The list of elements is a follow:

Human Capital:

Job Satisfaction of Employees

Trainings provided to the employees

Assessment conducted by the HR & Supervisors

Assignments/projects undertaken by the Organization

New recruitment & fresh blood hiring

Following of Recruitment processes & Procedures

Adequate number of employees to perform routine & intricate tasks.

Skill set required to handle routine & intricate tasks.

Number of experienced employees to make decisions & carry out complex tasks.

CoNoOO~WNE
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10. Employee innovativeness

11. Balance between Responsibilities & Empowerment.
12. Employee Attitude

13. Intellectual property rights

14. Employee Turnover

15. Overall Employee Education level

Customer Capital:

Accurate Information to Customers

Product & Services of the company

Goodwill of the Company to attract New & retain old customers.
Customer complain response time

Customers relation with organization

Internal Stakeholders relationship with the organization.
Frequency of the marketing campaigns

Number of Outlets/Franchises

8. Customer traffic on website

2 A

~

Customer Retention rate.
9. Market Share of the Organization
10. Market Growth potential.

Dependent Variable
The study has one dependent variable “Performance”. The operationalized concepts used to
measure are four. Following is a list of those elements.

Performance:
1. Service Quality
2. Level of Productivity
3. Profitability
4. Rate of Innovation

Data Collection:

No secondary source for Intellectual capital is available for the companies operating in
Pakistan, especially companies which are from the Telecom sector. Most of these companies are
privately owned companies and very few are public limited. The mechanism/ tool of collecting
primary data were questionnaire. These questionnaires were personally administered among the
different employee of the telecom companies. Most of the respondents were in management positions.
A qualitative index would be generated from the questionnaires similar to studies by Bontis, 2000;
Chen, 2004).

The scales used in measuring the satisfaction in questionnaire is an interval scale called the
numerical scale with 5 points provided with bipolar adjectives on both ends. Other scales used are
nominal scale which will be used for obtaining demographical data.

It expected that the components of intellectual capital are linked with the performance of a
company. The organization having a higher customer capital and good human capital would register
higher performance (higher financial profits and better quality of service). There are a number of
research studies which have focused on this hew concept and have proved using different subjects and
industries. In our local setup no such study has been published, the purpose is to verify the theories in
the area of Intellectual capital.

Hypotheses

The objective of the paper is to estimate the relationship between the different components of
intellectual capital and performance of a company. By developing different hypotheses statements, we
want to prove these statements by applying different statistical tools and tests.
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Hypothesis 1:

Customers to an organization are elementary reasons for existence. It is imperative that
organizations have to have satisfied customers, who receive proper attention and information. To be
able to deal with customers and satisfy their need an organization needs good human resource who are
committed and properly trained. Therefore we believe an organization which has committed and
properly trained employees will also have satisfied customers. Hence our fist hypothesis states:

H1: There is relationship between human capital and customer capital.

Hypothesis 2:

The output/performance of a firm is very much associated with the kind of input used by the
firm. By output we mean quality of service, level of product and profits. By input we mean the level
of human resource, amount of finances and other resources etc. Usually it has been observed that
organization with better human resource would have better output. This leads us to our second
hypothesis:

H2: There is relationship between human capital and performance.

Hypothesis 3:

Satisfied and loyal customers can create consistence sales, and regular profits. If an
organization is performing well then one can safely say that this firm has regular customers and they
are content with the services and products received from this firm. The researchers believe that firms’
performance and loyalty of customer are associated. This leads us to the third hypothesis:

H3: There is relationship between customer capital and performance.

Hypothesis 4:

There are numerous factors which could be used to predict the performance of firms.
Managers use a Varity of indicators to forecast the performance of a firm. Out of many we believe
that the most prominent and notable factors are the human resource level and customer capital. By
measuring these two major variables one can predict the performance of a firm:

H4: The independent variables (Human, Customer Capital) will significantly explain the variance in
the Performance of a firm.

It is hypothesized that there is a causal relationship between the independent variable (human
and customer capital) and the dependent variable performance.

RESULTS
The analysis is decomposed into three parts: the first part deals with reliability of data, second
part discuss the co relational analysis and in the last part, regression analysis is presented.

Reliability of Data
To collect data on customer capital, human capital and performance of a company different studies
and reports were consulted. To select properly the correct and valid elements for the dimensions
customer and human capital a total of 13 studies were used. From which 229 elements were found.
The researcher selected the most common used indicators in these studies. A total of 26 indicators
were selected from human and customer capital. Similarly for the performance three different studies
were consulted and out of them 4 indicators were identified for measuring Performance.
To verify the reliability of the indicators we used the Cornbach’s Alpha Test and the
following results were found:
e The Alpha received on the 15 indicators of Human Capital is .8596 which is good and shows
that the indicators used are relevant.
e The Alpha received on the 11 indicators of Customer Capital is .8366 which is good and
shows that the indicators used are relevant.
e The Alpha received on the 4 indicators of performance is .8031 which is good and shows that
the indicators used are relevant.
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Correlation between Human and Customer Capital

There is a strong positive relationship between human and customer capital. The relationship value is
592 and is significant. Which means that the both these variables co-vary. Organizations where
human capital is high the customer capital of those organizations would also be high. Which proves
our hypothesis (1) and that states ‘there is a positive correlation between customer capital and human
capital’

Correlation between Human Capital and Performance

There is a strong positive relationship between human capital and performance. The
relationship value is .501 and is significant. What it means that these two variables co-vary. The
organizations which have higher human capital would also show high performance. Which proves our
hypotheses (2) and that states ‘there is a positive correlation between human capital and performance’

Correlation between Customer Capital and Performance

There is a strong positive relationship between customer capital and performance. The
relationship value is .655 and is significant. This shows that both the variables co-vary. This means
the organizations which have higher customer capital would also show high performance. Which
proves our hypothesis (3) i.e., states ‘there is a positive correlation between customer capital and
performance’

Regression Analysis

The regression run on the model i.e., the performance of a company is dependent on human
capital and customer capital came up with results, that the coefficient of human capital is positive but
not statistically significant. It shows that there is positive relationship between human capital and
performance of the organization. The studies conducted by Wang (2005) also had similar results in
which human capital did not show a direct impact but showed an indirect impact on performance
through customer capital, process capital, intellectual capital. Saenz (2005) in his study had results
indicating that the human capital had a very weak relationship with efficiency and return on equity
(performance).

The coefficient of customer capital is not only positive but highly significant. It means if there
is more customer capital then the performance of the organization will increase.  The coefficient of
customer capital is 0.523 and the coefficient for human capital is 0.163 it shows that the contribution
of customer capital is more as compared to human capital. The value of R-Square received is .449
which shows that the variables bring about 45% variations in the performance of the organization.
Which indicates that these variables bring sufficient variation in the dependent variable, only 55%
variation is caused by other variables.

Results of the F-test shows that the overall model is statistically significant and these two
variables i.e. HC and CC predicts the variation in the dependent variable, which prove our hypothesis
(4) that the independent variables (Human, Customer Capital) will significantly explain the variance
in the performance of a firm.

We also believe that there is a causal relationship between the independent variable (human
and customer capital) and the dependent variable performance of telecom sector. The intention is to
identify the extent to which the independent variables can predict the variance in the dependent
variable. These findings reconfirm the previous studies and models presented by researchers such as
Chen (2004), Bontis (2000).

DISCUSSION AND CONCLUSION

We know that an organization’s market value is different from its book value (Lev, 1997). To
bridge this gap, a new improved mechanism is required. Intellectual Capital assessment in conjunction
with the traditional accounting methods can provide a more holistic organization market value.
Intellectual Capital includes all the processes and assets which are not normally shown on the balance
sheet and all the intangible assets (trademarks, patents and brands) which modern accounting methods
consider.

The employees and the customers are important assets which are not visible in the financial
books of an organization. Our inability to measure and valuate should not be the reason for ignoring
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this intangible asset. As the saying goes “Not all that’s Valuable is Tangible”. Both customer capital
(customer relationship, retention, market growth) and human capital (employee satisfaction,
evaluation, and training) are the intangible components of the factors of production and are vital for
the performance of an organization.

There is a growing concern to understand and manage these intangible assets in the Europe
and USA but awareness of this management issues is very little in the developing countries of Asia
particularly in Pakistan. A limited number of managers are aware of this concept and to bring their
attention we have tried to publicize this theory by conducting research in this particular area and have
tried to share with them the importance of this concept.

In this paper it has been established that there is a positive relationship between customer
capital, human capital and performance of a company through hypotheses H1, H2, H3. The research
showed a positive correlation between the customer capital and human capital (0.592). Furthermore,
the relationship between human capital and performance is positive (0.501) and the coefficient
between customer capital and human capital is also positive (0.655). All the above correlation
coefficients were significant at 1% level of significance. Meaning that, where the Human Capital is
good the Performance would be also be higher suggesting that organization should mange their
Human Capital if they want to ensure higher Performances. Similarly it has also been proven that
where Customer Capital is high the Performance is high signifying that organization having good
customer capital would also have high output.

The research has also proved that the Performance of an organization can be predicted
through customer and human capital hence substantiating hypothesis H4. Approximately 45%
variation in the performance of company can be predicted through the human and customer capital of
an organization. The coefficient of human capital was 0.167 and was statistically insignificant, but the
customer capital coefficient was 0.523 and was highly significant at 1% level of significance. Overall
the model was also significant at 5% level of significance.

For researchers and practitioners these finding are healthy signs. Since one cannot directly
measure the effects of these intangibles towards the outputs, therefore an indirect method of
measuring the effect might be required. Further studies are essential to help establish the credibility of
these new concepts. We believe that these concepts will gradually be accepted and practiced by
managers when they learn more about them.

The true value of an organization is a paradox, because the traditional accounting mechanisms
only capture the book value of the company, where as the market value is not fully represented. By
market value we mean the actual book value plus the intangible assets (customer, human capital)
possessed by the organization.

The finding also encourages the management to invest more into the development of its
customer and human capital. Since the management can’t see the direct effects of human and
customer capital on performance they think the spending on human, customer capital as an expense.
This notion needs to be changed and spending on human and customer capital needs to be taken as an
investment.

Progression towards the new economy, known as the knowledge economy requires
management to manage its knowledge capital. The first step in this process is to measure the
company’s intellectual capital. This study is an effort in this direction, i.e. measure the intellectual
capital, promote its importance and high light its effect on the performance of a company.

Limitations

The constraint of time is always a limitation; especially in our case this study is part of the
MS thesis which had to be completed in certain allotted time. Collection of primary data from
different organizations is as usual difficult and in our case the most effective method of collection of
data was through personally administered questionnaire.

The sensitivity of the subject also created barriers especially while collecting data on the
Performance of a Company, employees were reluctant to provide information for various reasons. The
respondents felt that the management might not agree to the disclosure of internal information, in
some cases they were not confident or sure on the accuracy of the financial information.

All the IC dimensions were not included in the study because the researcher felt that the
human capital and customer capital were the two major components which could easily depict the
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intellectual capital status and to which the respondents could easily answer. Moreover the respondents
get annoyed when they see lengthy questionnaires so we limited our study to just two most important
dimensions (HC, CC).

Selection of the organizations was very much based on the convenience of the researcher,
Telecom organizations located in Islamabad, Pakistan were selected and employees were approached
through personal contacts and references. Most of the organization’s head offices are in Islamabad so
it allowed the researcher to obtain a holistic assessment of the situation at these companies.
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ABSTRACT

Health for all by year 2000 has been a popular slogan from late 80s until the turn of new
millennium. The work presented in this paper refers to a case of Tower Hamlets District Health
Authority (DHA) in London and shows the methods of utilizing Integer Programming (IP)
technique to support decentralized primary health care. In the pursuit of health for all the Tower
Hamlets DHA had started a process of localized planning in order to allocate resources for
primary health care. In this respect a case study of the district nursing service in Tower Hamlets
was carried out in early 90s and the work is presented here to explain how decentralization and
flexible decision-making processes were used then and to what extent these methods are
applicable in the new millennium. In this regard two alternate ways of delivering the district
nursing services are compared a) district nurses may be allocated to health centers in various
localities/decentralized units to visit and serve patients within their administrative boundaries, and
b) administratively nurses may be allocated to health centers in various localities but operationally
they may visit and serve patients across their administrative boundaries subject to saving in travel
time. In both cases a trade off between travel time saving and equality in service provision has
been examined.

INTRODUCTION

Integer programming techniques are widely used in large-scale planning decisions where
circumstances require planning models to contain integer-valued variables. For example, in
utilization of an aircraft, a ferry, or any other piece of equipment that provides large-scale capacity
and is expensive-a fractional value is normally meaningless in the context of any decision problem.
Similarly planning problems where fixed costs/set-up costs, batch sizes, or either-or decisions are
involved can be solved using integer programming models. Many other decision problems involving
combinatorial optimization such as traveling salesman, machine scheduling, sequencing etc. with
resource constraints can be solved using integer modeling. Analogous to that of the traveling
salesman approach, the present paper develops two mixed integer programming models to allocate
district nurses for decentralized primary health care service delivery in Tower Hamlets district health
authority.

The process of implementing decentralized primary health care service delivery in Tower
Hamlets started in 1985/86. To achieve decentralization a number of issues to be tackled were spelt
out in a draft strategy. These included: defining the boundaries for localities (decentralized units at
sub-district level); preparing an information system; and developing resource allocation mechanisms.
The work presented in this paper concentrates on a case study of resource allocation for the delivery
of the district nursing service in Tower Hamlets. This service operates by nurses visiting patients in
their homes; therefore two data elements, need for service (demand in economics terms) and nurses'
travel time to visit patients, are essential for resource allocation in the district nursing service. The
present paper initially explains the methods used to derive service need and travel time data.

District nurses are administratively based in health centers and travel to visit their patients.
The need of patients for services offered by district nurses varies between types of patient (and indeed
from patient to patient). Below we derive need estimates for the year 1991 in Tower Hamlets for
three age categories: 5-14, 15-64, and over 65. Separate teams of health visitors provide care for
children under five - therefore this age group has been excluded from the exercise.

To identify the health care needs of each Region's population, the NHS used the RAWP
formula from 1977 to 1990. This formula for funding has been replaced by funding on a capitation
basis. However the government in its white paper working for Patients acknowledges that the RAWP
formula has proved a useful method of producing a better national distribution of resources by
significantly reducing regional inequalities.  As the principles of the RAWP formula have been
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considered useful in identifying equitable needs, the need for district nurses in each ward will be
derived following the principles of the RAWP formula.

The RAWP formula is based on four elements; Service Activity, Population, Standardized
Mortality Rates (SMRs) as a proxy indicator for morbidity, and indicators of Social Deprivation. In
the following sections we interpret each of these variables in terms of the Tower Hamlets district
nursing service.

REESRACH METHODOLOGY AND DISCUSSION

A data set comprising age and sex specific service activity in 1989 (the latest available
information) was obtained from district nursing returns based on the Korner information system in
Tower Hamlets. The Korner information system at the time of the study was in an early stage of
development. Therefore there were doubts about some service activity data, and in particular that
regarding children under five. It seems that in cases where the age of the patient was omitted by the
district nurse, the patients were recorded as fewer than five by the system. To counter-act this
presumed error, a possibility, suggested by a locality manager in Tower Hamlets, was to add all cases
recorded as fewer than five into the category of elderly patients. This was justified on the grounds
that it is mostly old people who are seen by the district nurses and who are therefore most likely to
have been erroneously recorded as less than five. Since the numbers included were very small, and for
simplicity, this argument was accepted and the number of patients under five was added into the
category of patients over 65.

After making the necessary adjustments in the service activity data the next requirement was
population data for the years 1989 and 1991. The 1989 population was required to derive the service
activity rate to be applied to the 1991 population in order to derive the expected service use for the
year 1991.

To estimate the service activity rate during 1989, population figures for the same year were
also required. The London Research Center (LRC) estimates of ward populations by age and sex for
the years 1986 and 1991 were obtained via Tower Hamlets local authority. From these figures, an
estimated population for the year 1989 was obtained using linear interpolation. This method of
estimating population between any two periods is used by the UN. Using linear interpolation, the
ward-base age and sex specific population for the year 1989 were derived.

SMRs

The methods for deriving SMRs and their importance in identifying need for health care are
discussed elsewhere. In 1988 the RAWP review committee recommended that to identify need a)
SMRs less than 75 years should be used to take account of premature death, and b) SMRs should be
used with an elasticity of 0.5 because with an increase in SMR the rate of increase of need for service
decreases. In what follows SMRs have in consequence been employed with an elasticity of 0.5.
However, since we are calculating the need for service in three different age categories, it is not
appropriate to use the SMR under 75 years (as recommended in the RAWP review report) in each
case. ldeally, appropriate age-specific SMRs should be employed; however using SMRs for areas as
small as a ward are problematic, mainly because of the small number of deaths. This problem has
also been recognized by Curtis and Taket who suggest combining the data on deaths from several
years. We estimated ward-based SMRs by combining the data on deaths from 1981 through 1985. It
was not possible, however, to disaggregate SMRs into age and sex specific rates at ward level, as in
various cases the data was too limited to permit reliable estimation. In order to use age and sex
specific SMRs at ward level, we suggest that data on deaths for at least ten years should be combined.

Indicators for Social Deprivation

Social conditions are now well recognized as influencing the need for health care. However
there is no unique indicator of social deprivation. A number of researchers have produced such
indicators. The most important among them are the UPA8 (Under Privileged Areas) indicator, Scott-
Samuel’s 'objective indicator' of the need for primary health care, Thunhurst's method of defining
areas of poverty, and Townsend's indicators of material deprivation. All these indicators are related to
identifying the need for health care. The Department of Environment has also developed its own
urban deprivation indicators in the context of urban development policy. However their indicators,
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according to Curtis and Taket, were measures of general social conditions rather than specific
indicators of the relative need for health care.

Similarly most of these indicators have attracted criticism in the literature on account of
complicated methods to derive them. However, the method of deriving a deprivation index developed
by Townsend, Simpson and Tibbs is fairly simple and straight forward. Since use of this method has
also been preferred by Tower Hamlets Health Authority, we have therefore in this study used
Townsend's ward-based index scores of deprivation as input to a method for deriving the need for
district nursing service.

Model for Deriving the Need for District Nursing Service

The model is designed to derive ward-based need for each of three age categories of patients.
It derives service activity rates for each category of patients for the year 1989 and applies them to the
estimated future population of 1991. After that the extent of need for each category of patients is
derived by taking into account ward specific SMRs (with an elasticity of 0.5) and Townsend social
deprivation indicators. The notation adopted is as follows:

i the j™ ward,

k the k™ age group, and

s the s sex.

Table 1
Estimates of Ward-based Need for District Nursing Service 1991

Wards 5-14 15-64 65" All Ages
Blackwall 35 1055 5517 6608
Bow 33 1095 6824 7978
Bromley 49 1796 9938 11782
East India 26 931 6106 7067
Grove 10 433 3048 3491
Holy Trinity 29 1007 9042 10079
Lansbury 31 1201 7713 8945
Limehouse 39 1454 8791 10283
Millwall 47 1798 7557 9402
Park 14 621 5138 5772
Redcoat 18 789 6635 7442
Shadwell 67 1721 9856 11643
Spitalfield 97 2242 11729 14068
St. Dunstans 45 1394 11186 12626
St. James 25 965 7228 8219
St. Katherine’s 80 2561 10201 12824
St. Marys 43 1262 8125 9430
St. Peters 41 1401 9350 10792
Weavers 52 1473 11942 13017
Total Need 781 25199 155926 181486

The data available are:
WPjs estimated population in ward j, age group k, and sex s for the year 1991,
CLw  average number of cases seen by district nurses in age group k and sex s for
the year 1989,
Pus estimated total district population in age group k and sex s for the year 1989,
SMR; standardized mortality ratio based on 1981-85 data in ward j,
y; Townsend deprivation index score in ward j.

The model for estimating need is

N, = ZWijs(

CLy
Pk

S

jSMRJ.Uja
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N, = ZWijs x (Clig+ Pg)x SMR; x UT................ (1) where

Njk is need for service in 1991 in ward j, age group k , and
a isthe SMR elasticity, equal to 0.5.

Equation (1) is the multiplication of age, sex, and ward specific service activity rates per
population in 1989 by corresponding population estimates for 1991 to produce expected future service
activity - which is then adjusted according to SMRs and social deprivation. Need is then combined
for both sexes. The need for district nursing service derived for each ward and age category is given
in Table 1.

Having derived estimates of need, our next essential data element for resource allocation, as
mentioned earlier, is an estimate of nurses travel time. This is explained in the following section.

Travel Time between Health Centers and Wards

To provide nursing care, district nurses visit patients in their homes. A complication in the
calculation of nurses' travel time is that although nurses are administratively based in health centers,
they may in practice start their day's work by traveling from their own homes to the patients. Since
nurses' traveling patterns are generally not known, we will nevertheless assume for simplicity that in
Tower Hamlets nurses work by traveling from the health centers. In Tower Hamlets the district
nursing service is delivered from eleven health centers, and geographically Tower Hamlets is divided
into nineteen electoral wards. We may regard traveling as taking place between health centers and
wards. In order to construct a travel time matrix between health centers (supply points) and wards
(need points), a map of the road network and travel times by car between health centers and all traffic
junctions in Tower Hamlets were obtained from the Geography department of the London School of
Economics. (Car travel time was used because it is known that nurses normally travel to patients
using their own cars). The road network map was then superimposed on the land-use map of Tower
Hamlets to determine those traffic points which coincide with the residential areas in each ward.
From these, only the maximum travel time that a nurse would require to travel from a health center to
a ward was used. This was done in order to give maximum allowance for nurses' travel time. By this
method we constructed 11 x 19 matrix of the maximum travel time between health centers and wards.

We have in the foregoing sections identified the need for each ward in Tower Hamlets using
the principles of the RAWP formula, and defined a measure of travel time that nurses would require
to travel between health centers and wards. In the following sections we will utilize these data as
input parameters to allocate district nurses - one of the tactical steps to achieve decentralized primary
health care.

The district nurses in Tower Hamlets as already mentioned are administratively based in 11
health centers and travel to visit their patients in their own homes. Tower Hamlets is sub-divided into
four localities/decentralized units, each locality consists of several electoral wards. There are
altogether 19 electoral wards in Tower Hamlets. Our objective is to allocate district nurses to the
health centers within each locality in such a way that the need of each patient group in each ward is
satisfied equitably while the total annual traveling time by the district nurses is minimized.

In developing a method of this kind it would in principal have been desirable to work
interactively with responsible decision-makers. In this case such access was not feasible. However
Ann Taket, then of the Department of Community Medicine, Tower Hamlets Health Authority agreed
to act as a ‘proxy’ decision-maker in this respect. As a result of these discussions, it was decided to
develop a resource allocation mechanism corresponding to two alternative ways of delivering the
district nursing service:

a) Services to be organized on a locality basis, with health centers serving the populations of
wards falling within the locality boundaries; and
b) Localities remain as managerial units for the health centers within their boundaries, but

district nurses from any health centre are able to be allocated to service the populations of
any wards within the district.
The objective of analyzing the situation in two ways is primarily to examine the implications
of removing locality based restrictions on service delivery. Accordingly we have developed two
alternative mathematical models, one disallowing cross boundary flows, and the other permitting
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them. The following three assumptions were made as a result of discussion between Ann Taket , then
of the Department of Community Medicine, Tower Hamlets Health Authority, Professor Jonathan
Rosenhead, and Susan Powell of the LSE:-

1) The average number of patients that may be seen by a district nurse in a day was taken to be
8, 7, and 6 in age groups 5-14, 15-65 and over 65 respectively; and
2) In practice it is known that district nurses may start a day’s work from home to go on their

rounds. In the absence of data about their actual traveling patterns it was assumed in this study that,
as an approximation, a district nurse will travel from her base in the health center to the patient. A
measure of the cost of this traveling is the maximum travel time between health centers and the
residential areas of wards of residence. The estimation of these times has already been described.

3) As already mentioned that service delivery is to be organized on a locality basis therefore
number of nurses allocated to each locality must be integer. However, part-time nurse allocation to
health centers within each locality is possible. The models are explained in the following sections.

Model One

In this model service provision is strictly confounded within the context of existing localities,
aims to allocate an integer number of district nurses to each locality so that the proportion of need met
is as equal as possible across all wards and across all patient categories (the equity constraint), and so
that the total traveling time of nurses is minimized. The model is described below.
In the description of model the following indices are used:-

P the p™ locality,
jp the j™ ward in locality p,
ip the i health center in locality p,

the k™ patient age group.

The data available to the model are:-

P The number of localities (4 in this case),

m, The number of wards in locality p,

n, The number of health centers in locality p,

K The number of patient age groups (3 in this case)

N jok The need of patient group k in ward j,, expressed as number of visits per year
a, The average number of visits to patient group k that can be made by a district

nurse in a day (taken as 8, 7, and 6 for age groups 5-14, 15-64, and over 65
respectively),

i, The traveling time between health center i, and ward jp,
VA The number of district nurses to be allocated in Tower Hamlets (given as 75),
W Number of working days in a year (assumed to be 260)
ADFMAX This abbreviation stands for o Deviation from Maximum equity. It is a given
value permitting deviation from 100% equity (in service delivery to allow
flexibility in the model.
The variables in the model are:-

Zp The number of nurses to be allocated to locality p (integer),

Xipjpk The number of whole time equivalent nurses in health center i, in locality p who are
deployed to serve patient group k in ward jp (a continuous variable that may take any

real value).
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Olmax The maximum proportion of total need which can be satisfied (see constraint (d)
below).

Olmin The minimum proportion of total need which can be satisfied (see constraint (e)
below).

The objective function is to minimize the total annual travel time by the district nurses:

Minimize yyyykzwx A X Xipjpk XTipjpk
p Jp

p
The constraints are:-
a) All the nurses must be allocated:

>zZ,=2
p

b) In each locality the sum of the nurses allocated to the health centers must equal those
allocated to the locality:

Zzzklxipjpk = ZIO forp=1,.,P

by
C) Each health center must have at least one nurse:

ZZ:Xipjp >1 forip=1,..,n; p=1,.,P
jp K

With the condition of service delivery strictly within a prescribed set of health centers and
wards in a locality - disallowing cross boundary flows - this model becomes too restricted to allocate
integer number of nurses to each locality with 100% equity o. In order to relax this restriction two
equity levels amax and amin have been introduced through following two equations. The variation
between two levels is controlled by giving any value to ADFMAX (the model is infeasible with 100%
equity i.e. giving ADFMAX zero value which makes omax = Otmin = oL
d) The maximum need that is satisfied must be less than or equal to ctmax:

Z(\N Xak - ijk)X ijipk < amax fork = 1,..., K; jp: 1,..., Mp;, P= 1, e P
Ip
e) The minimum need that is satisfied must be greater than or equal to cmin:

Z(W Xa, + ijk)x xjpipk 2 Opin fork=1,..,K;jp=1,...,mp; p=1,.,P
Ip
f) The deviation from equity, that is, the difference between maximum and minimum ward
proportions of need met, must not exceed a given value:
Olmax = Olmin < ADFMAX
)] The non-negativity and integrality conditions:
Zp, > Oandinteger p=1, ., P
Xipjpk 20 k=1,..K; jp=1,...,mp ip=1,...,np;p=1,..,P

Olmax ; Otmin = 0.

Model Two

In this model, it is assumed that localities remain as managerial units for the health centers
within their boundaries, but district nurses from any health center are able to be allocated to serve the
populations of any ward within the district. This assumption has been made to examine the
implications of removing locality based restrictions on service delivery. The aim is the same as in
Model One, to allocate an integer number of district nurses to each locality in such a way that the
proportion of the need that is met is the same (the equity constraint), and that the total time traveled
by nurses is minimized.
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The notation used is similar to that used in Model One. The following indices (mostly the
same as in Model One with slight variation where sub-grouping of wards for localities is not needed)
are used:

p the pth locality,
J the jth ward,

ip the ith health center in locality p,
k the kth patient age group.

The data available to the model is:-

P The number of localities (4 in this case),
N The number of wards,
n The number of health centers in locality p,

p
K The number of patient age groups (3 in this case)

N jk  The need of patient group k in ward j, expressed as number of visits in a year

ak The average number of visits to patient group k that can be made by a

district nurse in a day ( which are taken 8, 7, and 6 for age groups 5-14, 15-64, and
over 65 respectively),

Tip j The traveling time between health center i(p) and ward j,
Z The umber of district nurses to be allocated in Tower Hamlets (given as 75)

W The number of working days in a year (assumed to be 260).
The variables in the model are:-

Zp The number of nurses to be allocated to locality p (an integer variable),
X Thenumber of nurses to be allocated to health center i in locality p to serve

patient group k in ward j (a continuous variable),

Yjp Allocate or not ward j to locality p (a 0-1 variable)

o The measure of equity (a continuous variable)

The objective function is to minimize the total annual travel time by the district nurses:
Minimize ZZZ;W xay x X 5 xT; g
p 1

The constraints are:-
a) All the nurses must be allocated:

Y Z,=2Z
p

b) In each locality the sum of the nurses allocated to the health centers must equal those
allocated to the locality:

Zzzxipjk =Z, forp=1,..,P
i, j K

C) Each health center must have at least one nurse:
szipjk =1 forip=1,...n;; p=1,..P
ik
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d) Each ward must be assigned to a locality:
Z:Yjp =1 forj=1,..N
p

e) The district nurses allocated to locality p may only serve a set of wards that have been
allocated to locality p:

Xipjk <N, XYjpforkzl, K j=1, ., N ip=1, .., np p=1,..P

f) The proportion of need that is satisfied is the same for all patient groups in every ward
throughout the district:

Zzwxakxxipjk =Ny xa fork=1,..,K;j=1,..,N
i,

(There is no longer a need for the extra degrees of freedom provided by upper and lower limits for « .
It is because model one had restriction to find integer values for nurses allocation to serve the given
set of wards in each locality whereas in this case model allows freedom to nurses in each locality to
serve any set of wards.)

)] There is an upper bound on the number of nurses that can be allocated to a locality:

Z,<50 forp=1,..,P

(This was introduced because the computer package used requires the user to specify upper bounds on
integer variables.)
h) Non-negativity and integrality conditions:
Z,> 0 and integer p=1, .., P
YJ.p =01j=1,.,N; p=1,..,P
X..>0k=1,.,K;j=1,.,N;ip=1..,np

ipjk =
a>0

Both models are similar in that their objective is to allocate nurses to localities. However they
solve the problem by assuming two different methods of service delivery. Model One considers
service delivery strictly within a prescribed set of health centers and wards in a locality - disallowing
cross boundary flows. Model Two, on the other hand, considers that each locality comprises only a
set of health centers which can deliver service to any set of wards which may not coincide with
present locality boundaries. The models were run on the mathematical programming system Sciconic
and the solutions obtained are explained below.

Solution of Model One

Model One is infeasible with a 100% equity constraint. To obtain a feasible solution the
equity constraint was relaxed and some variation was allowed to occur in the proportion of need
satisfied. By allowing equity to deviate by 6% the model gave a feasible solution. The model was
then solved several times allowing equity to deviate by 10%, 15%, 20%, and 25% respectively in
order to examine its impact on the allocation of nurses to the localities and on total travel time. A
brief summary of these results is given in Table 2.

Table 2
Results from the solution of Model One with various equity levels

Annual Travel Time (in hours) 8974 8874 8786 8696 8603
Deviation from Equity 6% 10% 15% 20% 25%
Olmax 70.1% 70.8% 738% 763% @ 77.9%
Olmin 64.1% 60.8% 58.8% 56.3%  52.9%
Number of Nurses in Localities

Isle of Dogs 7 7 7 7 6
Bethnal Green and Globe Town 23 24 24 25 25
Stepney and Wapping 22 21 21 20 20
Bow and Poplar 23 23 23 23 24
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Table 2 shows that with a 6% deviation from equity, the need that is satisfied for each ward
and each age group remains within the limits of 70% and 64%. With a 25% deviation from equity,
the distance traveled reduces only by 4%. A 4% saving in travel time is a very minor advantage to
offset against permitting equity to deviate by 25%. Similarly the change in the pattern of the
allocation of nurses to localities is also insignificant as equity is allowed to deviate from 6% to 25%.
This suggests that nurses should be allocated so as to achieve a minimum deviation from equity.

Using a 6% permitted deviation from equity the number of nurses allocated to the localities,
to individual health centers along with wards and each age group assigned is given in Appendix-1.
Varying the deviation from equity results in little change in the number of nurses allocated to the
localities. Likewise the wards served by the health centers shown in Appendix-1 also remained
unchanged when equity was allowed to deviate by up to 25%.

Model One does not permit cross boundary flows. We now proceed to discuss the results of Model
Two.

Solution of Model Two

In this model it is assumed that health centers have been allocated to localities, and the model
assigns wards to localities while minimizing total travel time. The results are given in the following
Table 3.

Table 3
Results from the solution of Model Two

Annual traveling time in hours 7,812.22
Need satisfied 65.9%
Number of nurses in localities

Isle of Dogs 7
Bethnal Green & Globe Town 35
Stepney & Wapping 21
Bow & Polar 12

Table 3 shows that the traveling distance in Model Two is 13% less than that in the case of
Model One with a 6% equity deviation. This means that by disregarding locality boundaries and
allowing cross boundary flows there may be a considerable saving in travel time as well as more
equity in service delivery. Although model two suggests substantial economy in terms of travel time
and greater equity in service delivery, however against service delivery allowing cross boundary
flows there may be a set of managerial difficulties. One example of this as we have seen is uneven
allocation of nurses to localities i.e. the number of nurses allocated to localities 2, 3, and 4 vary
between 12 and 35. Such arrangements would consequently generate uneven workload among
localities thus restricting nurses’ ability to respond sensitively to local need. On the other hand model
one allocates fairly uniform number of nurses to the same set of localities. With only 6% equity
deviation and 13% extra traveling time, service delivery under specified set of geographical basis
could be more integrated and responsive to local need.

The allocation of nurses to localities and health centers to serve each age category of patients
by ward, as a result of Model Two, is given in Appendix-2. Model Two offers a better solution in
terms of travel time saving; however there could be other considerations. For example, Appendix-2
shows that Bethnal Green health center has been allocated nearly 26 nurses. This is because as many
as seven wards comprising 42% of the total district need are easily accessible to this health center.
This is an example of the potentially desirable consequences of nominally more efficient
arrangements. Given the existing localities this allocation gives substantial cross boundary flows.
Since future service delivery is planned on a locality basis, allowing too many cross boundary flows
may be problematic.

In the light of above analysis it is obvious that both the models have explored alternatives for
allocating nurses. This e