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Relationships between Fiscal Deficits, Money Supply and
Inflation: Empirical Evidence from African Countries

ABU NURUDEEN® and MOHD ZAINI ABD KARIM"

“bOthman Yeop Abdullah Graduate School of Business
Universiti Utara Malaysia

ABSTRACT

This paper employs VAR model and granger causality test to
investigate the relationship between fiscal deficits, money supply and
inflation in African countries during the period 1999-2011. The VAR
results indicate the existence of a unidirectional causality from fiscal
deficits to money supply and inflation, and a feedback causality
between inflation and money supply. The results of the granger
causality tests demonstrate that there is a unidirectional causality from
fiscal deficits to money supply and inflation, and a feedback causality
between money supply and inflation. The findings confirm inflation as
a product of both monetary and fiscal policies including the
dominance of fiscal policy. Thus, African governments should employ
policies to check deficits from rising so as to avoid excessive money
growth in addition to putting inflation under control.

Keywords: Fiscal Deficits, Money Supply, Inflation, Africa
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The Influence of Human and Social Capital of Board of Directors in
the Period of Crisis: Evidence from Firm Performance of Asian
Tourism Firms

CHAI-AUN OOI*", CHEE-WOOI HOOY® and AHMAD PUAD MAT SOM®

#School of Management, Universiti Sains Malaysia
®cSchool of Housing, Building and Planning, Universiti Sains Malaysia

ABSTRACTS

The recognition of the negative impact of a crisis on tourism firm
performance has been established in the tourism literature. This paper
further investigates the implication of board diversity in human capital
(educational background and working experience) and social capital
(external network ties via interlocking directorates) towards the
relationship between crisis and tourism firm performance. Cross
sectional time series data from 85 tourism firms across four Asian
countries, namely China, Hong Kong, Malaysia and Singapore are
investigated, from 2001-2011. Sudden and gradual occurrence types
of crisis are classified. We find that adopting greater board diversity in
external network ties shows significant positive implication towards
the relationship between gradual occurrence type of crisis and firm
performance. Instead, adopting greater board diversity in working
experience shows significant negative implications towards sudden
and gradual occurrence types of crisis and firm performance. The
influence of board diversity in educational background is found
insignificant.

Keywords: Board of Directors, Diversity, Crisis, Performance,
Tourism

INTRODUCTION

The tourism industry is susceptible to a wide range of external crisis such as natural
disasters, disease outbreaks, terrorism, war as well as economic/financial crisis.
Previous empirical studies have provided the evidence showing a negative
relationship between crisis and tourism demand. Following the decline in tourism
demand during the crisis period, the performance of tourism firms has been adversely
affected, as shown by the studies of Chen (2007a) and Chen (2011). In fact, a crisis
may not merely affect the earning sales of tourism firms, but it could also endanger
the firms’ future growth opportunity in the long run. It is because crisis may
influence the perception of the stakeholders upon the ability of the firms to protect
their benefits in the turbulence. Firms with inefficient crisis management may

) Corresponding Author: Email: wilson.usmfinance@gmail.com
2

Empowering Sustainable Development through Knowledge and Human Advancement



' mmm NATIONAL RESEARCH & INNOVATION CONFERENCE
“““““““““““““ FOR GRADUATE STUDENTS IN SOCIAL SCIENCES (GS-NRIC 2014) ACCREDITED

constitute to the decline of shareholders’ confidence to invest in the firms. It could
increase the difficulty of the firms to search for financing in the future. In this case,
how do tourism firms react to confide the shareholders for the worthiness of
investing in the firms even though tourism industry is susceptible to a wide range of
crisis?

We claim that enhancing the quality of the board of directors could mitigate
the negative impacts of crisis on firm performance. According to resource dependent
theory (RDT), the board of directors may act as a resource provider in an
organization. With the directors’ human and social capital, they can provide the
resources in the form of legitimacy, advice and counsel, preferential access to
resources, as well as access to channels of information between the firm and the
contingency environment (Boyd, 1990; Gales and Kesner, 1994; Hillman et al.
2000). In fact, RDT has shed light on the importance of the board’s human and social
capital in an organization, which give rise to the worthiness of the research. It is
believed that the human and social capital of the board of directors is able to enhance
the firms’ competitive advantages at the time of crisis by which the demand for
tourism products declines. Herein, this study investigates the implication of board
diversity in human capital and social capital towards the relationship between crisis
and firm performance. In this study, human capital is represented by educational
background and working experience, and social capital is represented by the external
network ties via interlocking directorates.

This study classifies crisis by its gestation period to occur, as discussed in
Seymour and Moore (2000)*. Terrorism and natural disasters are said to have shorter
gestation periods to occur, or in other words, it occurs in sudden and immediate; war
and disease outbreaks are said to have longer gestation periods to occur, or in other
words, it occurs gradually. One may argue that the function of the board diversity
could have different implications towards the impact of individual type of crisis on
firm performance. It is because, on the one hand, greater board diversity could
provide a wider range of alternatives to enhance the quality of the strategic setting
within shorter period of time, which should be significant to cope with sudden
occurrence type of crisis; on the other hand, the diversified suggestions provided
from different area of expertise could delay the decision making process as it takes
longer time to compromise for a consensus, and it is argued that greater board
diversity is only significant to cope with gradual occurrence type of crisis. The
unknown of the influence of the board diversity on the relationship between crisis
and firm performance support the worthiness of this study.

The findings of this study make several contributions to the tourism literature.
It suggests that board diversity in human and social capital is a matter to influence
firm performance during a crisis period. Tourism firms are required to set up a crisis
management committee specifically tackling the crisis. In the present, seldom
tourism firms are found to set up the crisis management committee in the boardroom,
besides of the committees like audit committee, remuneration committee and
nomination committee. The establishment of the crisis management committee is
intended to control over the extent of board diversity in human capital and social
capital when making decisions to respond towards crisis. Our findings suggest that
regulation on the board diversity in human capital and social capital is important to

! Seymour and Moore (2000) classify crisis into two categories according to its gestation period to
occur: cobra type of crisis and python type of crisis. The former occurs in sudden and unexpected
while the latter occurs gradually.
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prevent deterioration firm performance during the crisis period, as well as to mitigate
the negative impact of crisis on the performance of tourism firms. Although tourism
demand is increasing over years, the growth of tourism industry may be slowed
down due to the increasing of the frequency of crisis in the recent years as
demonstrated by Hall (2010). Herein, regulating board diversity in tourism firms
could be one of the alternatives to confide the shareholders upon their investment in
tourism firms.

Crisis and the Role of Board of Directors

The development of the tourism sector has always been challenged by numerous
external crisis, either it is in the form of natural disasters such as tsunami and
earthquake, disease outbreaks or human-caused crisis such as war and terrorism.
Figure 1 demonstrates the decline in the growth rate of international tourist arrivals
during a number of crisis periods. Chen (2007a, 2007b), Chen (2011) and Chen et al.
(2005) provide empirical evidences demonstrating that the decline in tourist arrivals
during a crisis period has negatively affected the performance of tourism firms.
Drakos (2004) also finds that 9/11 terrorism has brought significant negative impacts
on the airline industries, including the increasing of systematic risk of airline stocks
after the crisis event. The crisis leads to the U.S. airlines firms to face a bigger
challenge in raising capital for advanced development. Chen (2011) explains that
tourists are reluctant to travel during the crisis period for their personal safety, which
causes the decreasing of profitability in the tourism industry. The decline in earnings
has led to the adoption of discount on the firm’s stock return due to the plunge of
expected cash flow over the crisis period, eventually constitute to the poor firm
performance.

Other than the empirical evidences showing the negative impacts of crisis on
firm performance, the annual reports of the tourism firms also document the loss of
the firm during the crisis period. For instance, Pulai Spring Berhad in the hospitality
industry in Malaysia has suffered a loss in operating income from RM53 million to
RM45 million due to a drastic drop in resort operations income as a direct result of
the SARS epidemic. China Travel International Investment Hong Kong Limited also
has suffered a decrease in net asset value of 0.2% as the result of 2009 swine flu
disease outbreaks. According to Cathay Pacific Airways Limited in Hong Kong, the
passenger yield has been declining from HK48.2 cents to H45.7 cents following the
911 terrorist attacks in the United States in the year 2001.

The past crisis events have revealed how tourism firms react towards the
challenges. For instance, Singapore Airlines Limited takes several actions against the
outbreaks of SARS disease in 2003, such as working closely with the Civil Aviation
Authority of Singapore and the Singapore Ministry of Health, as well as closely
following up with the World Health Organization (WHQ) upon the safety measures
to guard against the SARS virus. It is believed that Lim Boon Heng, one of the board
of directors in the firm, who is also the Minister in Prime Minister’s Office in
Singapore at that time, has successfully utilized his social networking advantages to
link the firm with the government or main authorities concerned. The board in Food
Juntions Holdings Limited instead proposes a dividend of 25% per ordinary share
less tax at 22 percent, amounting to approximately S$1.9 million for the Financial
Year of 2003, with the intention to reward the shareholders for their confidence in
the firm despite the impact of SARS outbreaks. Contradictory, the board from China

4
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Travel International Investment Hong Kong Limited does not recommend the
payment of dividend in 2009, the year of swine flu disease outbreaks which has
caused the decrease in the net asset value of the firm. With respect to the 2008
economic crisis, the board of directors in Huatian Hotel Group Company Limited
personally provides workshops to the managing executives and the other staffs so
that to enhance the quality of management as well as the quality of the services
providing to the customers. The measure aims to sustain the firm performance during
the turbulence. Also, following the economic crisis, the board of directors in Skywest
Airlines Limited, Singapore, immediately initiates major changes to the structure and
senior management of the company and shift the strategic focus of the firm from
high growth pursuit to one of fiscal conservatism as a consequence of the global
financial crisis. All of these evidences obtained in annual report of individual firm
indicate the important role played by the board during a crisis period.

Growth rate (%)
25

20 +

15

—— EAP
—e— ECS
—— LCN
—— MEA
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06 07 08 09 10 rears

Figure 1 The growth rate of international tourist arrivals from 2000 to 2009

*Note: vertical dotted lines in the graph represent the years of crisis, namely 2001 U.S. 911 attacks,
2003 SARS outbreaks, 2005 Bali bombings, 2008 economic crisis and 2009 H1N1 disease outbreaks
respectively. EAS represents East Asia and Pacific; ECS represents European and Central Asia; LCN
represents Latin America and Caribbean; MEA represents Middle East and North Africa and lastly
WLD represents world. Data is collected from WorldBank database.

Shareholders are very concerned about the board’s quality and structure when
the firms suffer from an unexpected crisis (Lean and Smith, 2009). Francis et al.
(2012) show that firms with poorer board quality are likely to suffer extensive loss
during financial crisis period, while Brauer and Schimdt (2008) demonstrate that
competent board could improve firm performance in a turbulent circumstance. The
findings of the empirical studies have coincided with the definition of Mace (1971)
upon the function of boards as “a source of advice and counsel, serve as some sort of
discipline device, and act in CRISIS situations”. This has implied that the quality of
the board of directors are particularly important with respect to a crisis situation.

Fiol (1994) claims that studying on the board diversity should take into
account of the firm business environment. It is supported by the other study like
Schneider and Angelmar (1993) suggesting that adopting greater board diversity is
only effective for decision making in the complex environments. Similarly, Walsh
(1988) also document that a wide range of perspectives and views which could be
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provided by a great board diversity is effective to cope with an uncertain issue. Also,
the findings of Carpenter and Westphal (2001) suggest that adopting greater board
diversity in social capital is more preferable during an unstable environment. These
may be due to the essence of innovation to cope with the crisis or complex issue
effectively, and in that case, greater board diversity could help to improve the
innovative performance of a firm Wincent (2010). The innovation is critical for a
firm to seize the competitive advantages in the market when the environment is
unstable. With that, the influence of board diversity in human capital and social
capital could cast the investors’ attention and reflect in the stock prices®.

Data and Methodology

The names of tourism firms are extracted from Osiris-Bureau van Dijk database
according to the NACE Rev. 2 industrial codes given by UNWTO. Tourism firms
from Malaysia, Singapore, Hong Kong and China are selected. There are a total of 85
firms. The period of study is from the year 2001 to 2011. Time series (yearly) data
for firm fundamental variables is collected from DataStream, a division of Thomson
Financial. Time series (yearly) board-related data are collected from individual
firms’> annual reports. Five crisis events are selected, namely 2001 U.S. 9/11
terrorism, 2003 SARS outbreaks, 2005 Bali bombings, 2008 financial downturn and
2009 H1N1 outbreaks. The nature of the crisis in terms of its gestation period to
occur for the corresponding crisis event is stated in Table 1 according to Maditinos
and Vassiliadis (2008).

Table 1 Tourism Crisis Events from 2000-2010 and its corresponding Crisis

Typologies
Year Crisis events Gestation Period to Occur
2001 U.S. 911 terrorism Sudden
2003 SARS outbreaks Gradual
2005 Bali Bombings Sudden
2008 Financial crisis Gradual
2009 H1N1 outbreaks Gradual

Model Specification

Equation (1) shows the baseline model. Two crisis dummy variables are incorporated
in the model, one with the crisis events which occur in sudden or having a shorter
gestation period to occur; another one with the crisis events which occur gradually,
or having a longer gestation period to occur. Panel regression with firm fixed effect
specification is applied to the model. We further adjust the standard errors for
correlations across the four economies through clustering approach.

FirmPerformance, = 5, + B,FirmSize, + f,Leverage, + g,FirmGrowth, + 3,Capex;
+ psIndepBoard,, + S;BoardOwnership; + B,BoardMeeting; + B;Crisisg,qge,
+ ﬂQCrisisG,adua* + S, DFirm, + &, 1)

2 Empirical evidences provided by Carpenter and Westphal (2001) demonstrating that board diversity
in human capital and social capital could improve firms’ innovative performance significantly.
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The firm’s stock return is used as the proxy for firm performance. FirmSize;
is measured by the natural logarithm of total assets of firm i at year t; Leverage;; is
measured by the ratio of long-term debts to total assets of firm i at year t; Firm
Growth;; is measured by market-to-book value of firm i at year t, and Capex;; is
represented by the total capital expenditure of firm i at year t. IndepBoard;; represents
for the composition of an independent board of directors of firm i at year t, which is
measured by the ratio of independent board and total board size; BoardOwnershipi; is
measured by total board ownership of firm i at year t, and BoardMeeting;; is
measured by the number of board meetings of firm i at year t. CriSiSsydgen and
CrisiSgraqual are the dummy variables denoting 1 for the years of crisis with the
corresponding nature of gestation period to occur, and 0 otherwise.

To investigate whether board diversity in human capital and social capital
could have implications towards the relationship between crisis and firm
performance, interaction terms comprising of the multiplication of crisis variable
(CrisiSsygden/CrisiSgraguat) and the board diversity variable (Board diversity in
educational background / Board diversity in working experience / Board diversity in
External Network Ties) are further incorporated in the model (1). If significant
relationship found between firm performance and the interaction terms, we would
say that the board diversity implies a significant link to the relationship between
crisis and firm performance.

Measuring the Board Diversity Variables

This study follows Gibbs and Martin (1962) in measuring board diversity index. In
general, Gibbs and Martin diversity index is defined as:

1- Zn: pi2
i1

where pi? is the proportion of a board in group i. The higher the diversity index, the
more diversified of the subject. The maximum value of the diversity index is 1,
implying 100 percent diversification, while the minimum value is 0, implying no
diversification at all.

The board’s educational background is categorized into seven groups, namely
business and economics, law, liberal arts and social sciences, basic science and
engineering, medical and pharmacy, military, and lastly, arts and physical education.
Individual director belonging to either of the categories would be counted, and the
overall board diversity in educational background is then measured using Gibbs and
Martin approach. Also, the board’s working experience is categorized into eight
groups, namely government, domestic and foreign financial, tourism related related
activities, accountant, professor, organization member, attorney, and lastly, media
and research institute. Similarly, the number of 2-digit SIC codes of the firms
attached by the board in firm i via interlocking directorates are counted and measured
using Gibbs and Martin’s approach.

Descriptive Statistics

Table 2 presents the descriptive statistics of the variables used in this study. The
average stock return is 0.0335, by which the positive value indicates that the
7
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performance of tourism firms in Asia is still satisfying the investors. The average
market-to-book value demonstrates positive value, i.e. 2.54, suggesting that investors
are positive towards the future growth opportunity of the Asian tourism firms.
Descriptive statistics further show that tourism firms adopt high board diversity in
working experience in average, i.e. about 72 percent. The board diversity in external
network ties and educational background are about 67 and 50 percent respectively.
The minimum value of board diversity in educational background and external
network ties are zero, denoting that there are firms having
homogeneous/undiversified board’s human capital and social capital. The
homogeneous board’s educational background is found referring to the study field of
business and economics. Also, the maximum value of board diversity in external
network ties is close to 100 percent, which indicates that there are firms having
completely diversified nature of external network ties.

Table 2 Descriptive Statistics

Mean Median Std. Dev. Min Max
Stock returns 0.0335 0.0014 0.4679 -1.1595 1.4318
Firm size 14.4544 14.3084 1.8411 10.0702 18.6675
Leverage 28.8328 245700 23.9003 0.0000 111.5900
Market-to-book value 2.5363 1.6700 2.9651 -3.5200 17.6000
Capital expenditure 10.7314 10.7207 2.3522 5.2040 15.9317

Ratio of outside board to 0.3526  0.3333 0.0202 0.3333 0.3750
total board size

Board Ownership (%) 14.8095 0.0269 24.4939 0.0000 80.0475
Board size 9.3769  9.0000 2.9823  4.0000 26.0000
Frequency of board

meeting 7.0176  6.0000 3.6460 2.0000 26.0000
Diversity in board’s 0.5002 0.5185 0.1821  0.0000 0.8368
educational background

Diversity in the area of 0.7219  0.7347 0.0727  0.4898 0.8367
board’s working

experience

Diversity in board’s 0.6661  0.7342 0.2610  0.0000 0.9546

external network ties

RESULTS DISCUSSION

Column (1) in Table 4 presents the regression results of the baseline model. Firm size
is found to have no significant relationship with firm performance. The capital
expenditures, however, show significant negative relationship with firm
performance, implying that the capital expenditures of tourism firms do not bring
desire returns to the tourism firms. However, significant positive relationship
between market-to-book value and firm performance found indicates that the future
growth opportunities of the Asian tourism firms are still positive. We find that board
size is not significantly related to firm performance. It implies that increasing the
board’s human capital and social capital does not benefit firm performance, instead,
it leads to the significance of emphasizing on board diversity in human capital and
social capital. The results further show that only gradual occurrence type of crisis is
8
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significantly and negatively related to firm performance. Sudden occurrence type of
crisis instead does not significantly affect firm performance. The results are logical in
the sense that the duration between the period of the sudden occurrence type of crisis
is shorter, and tourism demand would rebound back immediately after the crisis®.
This explaines why our yearly data used in this study could not capture significant
negative effect of the crisis on firm performance. In short, the results from the
baseline model reveal that the gradual occurrence type of crisis is the main challenge
for the sustainability of tourism firms.

Further results show that board diversity in educational background, working
experience and external network ties does not significantly improve firm
performance, when controlling for the crisis in the model. This implies that under the
stable environment without crisis, the influence of the board diversity is less likely to
be perceived by investors. Instead, our results show that investors tend to emphasize
on the board shareholding and the composition of outside directors when the
environment is stable. The issues of board ownership and independent board of
directors which could lead to the agency problems is the main concern of investors.
In short, our results indicate that board’s human capital and social capital are less
significant to influence firm performance in the stable environment.

Table 5 presents the implications of board diversity in human capital and
social capital towards the relationship between crisis and firm performance. We find
that board diversity in educational background does not have significant influence
towards the impacts of crisis on firm performance. In contrast, board diversity in
working experience has significant negative implication to the relationship between
sudden and gradual occurrence types of crisis and firm performance. This implies
that increasing the board diversity in working experience significantly deteriorates
the negative impacts of crisis on firm performance. This is consistent with
Maznevski (1994) denoting that diverse suggestions and advice provided by the
board comprising of different area of expertise could lead to the difficulty in making
a decisive conclusion during the board meeting. With that, it hampers the
management team to operate cohesively. Furthermore, disorganization and
miscommunication problems may be rising, constituting to the inefficiency of the
managing activities Jackson et al. (1995). Even, we find that the magnitude of the
negative implication towards the impact of the sudden occurrence type of crisis is
larger relative to the gradual occurrence type of crisis. The results give us the notion
that high board diversity in working experience hinders the production of immediate
strategies to cope with crisis, and may even create chaos which delays the process of
decision making during the critical period when immediate strategies are needed,
particularly in the sudden occurrence type of crisis. It has constituted the greater loss
for failing in seizing the competitive advantages in the market. In overall, the results
demonstrate that diversified board’s working experience could deteriorate the
negative impacts of crisis towards firm performance, especially for the crisis which
occur in sudden.

In opposite, we find that board diversity in external network ties has a
positive implication towards the relationship between crisis and firm performance. In
other words, increasing board diversity in external network ties could mitigate the
negative impacts of crisis on firm performance. This implies that diversified board’s

¥ Lean and Smith (2009) demonstrate that the effect of crisis towards tourism demand is merely
transitory, where the declines in tourism demand would rebound back immediately after the crisis.
9
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external network ties could strengthen the firms’ abilities in managing a crisis.
However, the significant positive effect found is only restricted to the gradual
occurrence type of crisis. The finding is supported by the studies of Carpenter and
Westphal (2001) and Wincent et al. (2010) documenting that board’s strategically
heterogeneous network ties could provide a wider range of alternatives as well as
enhance its innovative performance for solving complicated troubles or unstable
circumstances. Nevertheless, the results imply that the advantage of board diversity
in external network ties could only effectively mitigate the negative impacts of crisis
in the condition that the board is given sufficient time to find a consensus on the
diversified points of view shared in the meeting.

Table 4 Regression results on the baseline model

1) (1a) (1b) (1c)
Constant -2.3513**  -2.6709***  -2.6460***  -2.2439**
(0.0397) (0.0027) (0.0034) (0.0160)
Firm size 0.0892 0.0865 0.0898 0.0858
(0.1080) (0.1309) (0.1108) (0.1844)
Leverage 0.0027* 0.0028 0.0028 0.0019
(0.0908) (0.1102) (0.1222) (0.4407)
Market-to-book 0.0577***  0.0572***  0.0573***  0.0650***
(0.0000) (0.0000) (0.0000) (0.0010)
Capex -0.0229* -0.0216 -0.0227 -0.0197
(0.0634) (0.1403) (0.1197) (0.2002)
Board size -0.0779 -0.0555 -0.0628 -0.1368
(0.4617) (0.6138) (0.5719) (0.2508)
Outside board 3.6217***  3,3338***  3.3179***  2.7719**
(0.0032) (0.0092) (0.0091) (0.0360)
Board shareholding 0.0055***  0.0053***  0.0055***  0.0053***
(0.0000) (0.0068) (0.0055) (0.0088)
Board meeting 0.061 0.0735 0.0742 0.0748
(0.3340) (0.2544) (0.2630) (0.2526)
CrisiSsugden -0.087 -0.0967* -0.0935* -0.0833
(0.2630) (0.0641) (0.0715) (0.1200)
CrisiSgradyal -0.3437***  -0.3491***  -0.3453***  -(.3472***
(0.0000) (0.0000) (0.0000) (0.0000)
Diversity in board’s educational
background 0.1553
(0.3302)
Diversity in board’s working
experience 0.0290
(0.9392)
Diversity in board’s external
network ties 0.0692
(0.5176)
Number of Observations 655 642 650 623
R 0.2348 0.1343 0.1311 0.1385

*** js significant at 1 percent level; ** is significant at 5 percent level; * is significant at 10 percent

level.
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Table 5 Regression results on the moderating effect of the board diversity towards
the impact of crisis on firm performance

1) ) @)
- - -2.1951**
Constant 2.7257***  2.9625***
(0.0022) (0.0010) (0.0193)
Firm size 0.0877 0.0915 0.0847
(0.1248) (0.1001) (0.1943)
Leverage 0.0029 0.0029 0.002
(0.1107) (0.1141) (0.4060)
Market-to-book 0.0572***  0.0561***  0.0649***
(0.0000) (0.0000) (0.0010)
Capex -0.0209 -0.022 -0.0207
(0.1491) (0.1284) (0.1721)
Board size -0.0546 -0.0548 -0.123
(0.6253) (0.6223) (0.2992)
Outside board 3.2582**  3.3966*** 2.7943**
(0.0106) (0.0079) (0.0347)
Board shareholding 0.0055***  0.0054***  0.0054**
(0.0065) (0.0052) (0.0105)
Board meeting 0.0756 0.0713 0.071
(0.2349) (0.2790) (0.2857)
CrisiSgygden -0.0282 0.8113**  -0.1866*
(0.7992) (0.0424) (0.0736)
-0.1932**  0.2415 -
CrisiSgradual 0.5035***
(0.0309) (0.4077) (0.0000)
Diversity in board’s educational background 0.2714
(0.1758)
Diversity in board’s working experience 0.3796
(0.3746)
Diversity in board’s external network ties -0.0366
(0.7598)
Diversity in board’s educational background * -0.1444
CriSiScopra (0.5528)
Diversity in board’s educational background * -0.3238
CriSiSgradual (0.1043)
Diversity in board’s working experience * -1.2460**
C:riSissudden
(0.0226)
Diversity in board’s working experience * -0.8091**
Cr'iSisgradual
(0.0482)
Diversity in board’s external network ties * 0.1663
CrisiSsydden (0.2946)
Diversity in board’s external network ties * 0.2475***
CrisiSgradual (0.0093)
Number of Observations 642 650 623
R? 0.1359 0.1344 0.1418
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CONCLUSION

This study classifies crisis, in terms of its gestation period to occur, into sudden and
gradual occurrence types of crisis. The study further investigates the impact of
individual type of crisis on tourism firm performance, where none of the studies
conduct the research from this perspective. We find that the impact of gradual
occurrence type of crisis significantly influences firm performance, however, the
impact of sudden occurrence type of crisis is found insignificant. This is consistent
with the study of Mat Som et al. (2014) denoting that gradual occurrence type of
crisis has greater negative influence towards tourism demand than the sudden
occurrence type of crisis. The result is logical as the effect of the sudden occurrence
type of crisis has a shorter duration to be ended, compared to the effect of gradual
occurrence type of crisis which would be ended by taking a longer period of time and
hence, could bring significant loss to the tourism firms. The findings indicate that
tourism firms have to put more effort in tackling gradual occurrence type of crisis.
Nonetheless, the impact of sudden occurrence type of crisis should not be neglected
as the way of tourism firms handling the crisis to protect the shareholders’ benefits
could influence the perception of shareholders upon the worthiness of their
investment in the firms, which would be reflected in the firms’ stock returns.

By controlling the impacts of crisis in the regression, we find that board
diversity in educational background, working experience and external network ties
do not significantly affect firm performance. In other words, the influences of the
board diversity does not significantly affect firm performance in a stable
environment. However, does board diversity with respect to human and social capital
matter in crisis management? The findings of this study could add to the body of
literature on the implication of board diversity on the relationship between firm
performance and crisis.

Our results indicate that board diversity in social and human capital
significantly influences the relationship between crisis and firm performance. The
results further find that board diversity in educational background has significant
negative implication to the relationship between firm performance and sudden
occurrence type of crisis; board diversity in working experience has significant
negative implication to the relationship between sudden/gradual occurrence types of
crisis and firm performance. Instead, adopting greater board diversity in external
network ties has significant positive implication to the relationship between sudden
and gradual occurrence types of crisis and firm performance.

The findings suggest that tourism firms should establish a crisis management
committee specifically tackling on a crisis. The committee members should be
nominated upon the consideration of the diversities in board’s human capital and
social capital in the committee. The findings suggest that board composition of the
crisis management committee should be controlled in moderate extent of diversity in
board’s educational background and lower extent of diversity in board’s working
experience and external network ties.

In short, our results could enhance the existing body of tourism literature by
suggesting that diversities in board’s human capital and social capital imply linkages
towards the relationship between crisis and the performance of tourism firms. With
the unavoidable crisis striking tourism industry, tourism firms could at least take the
initiative to strengthen its ability to mitigate the negative impact of the crisis.
Improving the board quality from the perspective of the diversities in board’s human
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capital and social capital is found as one of the alternatives for sustainability of
tourism firms in long run. This could however alleviate the worry of investors to
inject their modal into tourism industry for profit seeking, hence sustain the growth
of the global tourism sector in the future.
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Satisfaction

OLUROTIMI SHONUBI* and PROF DR SPENCER EMPADING SANGGIN®

abUniversiti Malaysia Sarawak

ABSTRACT

This article examines factors that influence job satisfaction and job
performance on public secondary schools teachers in Sarawak. The
quantitative method was used to obtained empirical and variable data
for this study. Six public Secondary schools in Kuching and
Samarahan divisions of Sarawak were selected. The choice for the two
divisions was based on their diversity and coupled with the fact that
both include urban and rural public schools. About 350 questionnaires
were distributed to the teachers in these schools and 270 were
returned, which represent 77% of the total targeted respondents.
Correlation analysis was used to test the hypotheses and to answer the
research questions. Based on the objectives, the findings also revealed
that there is a significant relationship between supervision on
teachers’ job satisfaction and job performance.

Keywords: Supervision, Teacher, Job satisfaction, Job Performance

INTRODUCTION

Teachers are the governess of knowledge, and arguably the architect creators of
knowledge. Through the utilization of various pedagogies, teachers’ educate and
train both the world newest members, and the older generations. Indeed, teachers can
affect how students perceive a course, dedication to knowledge or how they will turn
out in the future. Robbins & Coulter (1999) and Raju &Srivastava (1994) affirmed
that several studies have shown that teachers who showed enthusiasm towards
teaching can affect a positive learning experience towards their students. Teachers in
many instances, transform students’ understanding of their environment and social
realities. Therefore, dedication and commitment are essential tools in communicating
and parting knowledge especially to the younger generation.

Also studies have shown that teachers’ performance is among the most
important concern in the educational sectors. For instance, Zhang et al. (1999) argued
that teachers are very important in every society and their wellbeing should be hold
at the highest esteem. This is because teaching profession can be over-demanding
and stressful in nature. Certainly, teachers are human and their performance and

" Corresponding Author: Email: timibest@yahoo.com
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delivery of knowledge could be influenced by various socio-economic or even
political elements in their environments.

Teachers plan and prepare courses and lessons for teaching according to the
educational needs of the pupils assigned to him/her, including the setting and
marking of work to be carried out by the pupils in school and elsewhere. Assessing,
recording and reporting on the development, progress and attainment of pupils are
the common duties for the teachers. Teachers help to promote the general progress
and well-being of individual pupils and of any class or group of pupils assigned to
them thus providing guidance, advice to pupils on educational and social matters. It
also includes future careers including information about sources of more expert
advice on specific questions, making relevant records and reports. They also make
records of and reports on the personal and social needs of pupils except in instances
where to do so might be regarded as compromising a teacher’s own position.
Communicating and consulting with the parents of pupils is another important role of
teachers such as communicating and co-operating with such persons or bodies
outside the school as may be approved by the employing authority and the Ministry
of education participating in meetings arranged for any of the purposes described.
There is no organization that could survive without its employees. Studies have
shown that employees are the main reason an organization could exist for a long
period of time. If employees are satisfy (or happy) with their jobs, their satisfaction
would be translated into high productivity (Robbins & Coulter, 1999). Other studies
have equally shown that teachers who are happy with their work produce diligent and
intellectuals of the future (Raju and Srivastava 1994).

However, Abdullah et al (2009) claimed that teachers in the Malaysian
government schools are dissatisfied with their profession. Ultimately and the
perennial experience of job dissatisfaction wearies the workers to the point of
abandoning their commitment to the profession (Abdullah et al 2009). Thus, this
study examines factors that influence job satisfaction and performance of teachers in
the public secondary schools. More specifically, the study explores the relationship
between job satisfaction and job performance among public secondary school
teachers.

REVIEW OF THE LITERATURE

This study focuses on two main concepts, namely job satisfaction and motivation.
Various studies have discussed certain factors that may hinder workers' performance
and satisfaction, in relation to both public/civil servants, private employees and
other, particularly teachers. Philbin et al (1999) argued that every employee expects
something in return for any service render to their employer. These are often referred
as elements that truly connect employee interest to their respective institution.
Henrietta Zalkind* (1997) wrote;

Institutions are like kids, it’s all about development If

you give them good, strong values, a clear vision of the

future, and the view that everything is possible, they will

grow up to be like that and . . . vice versa

* Henrietta Zalkind with her Down east partnership for Children

(Zalkind, 1997)
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According to Zhang et al (1999), employees or workers tend to reduce their
level of commitment to such institution and claimed that some of these unfairly
treated workers may see no point in putting so much effort and this may eventually
lead to lack of commitment and low productivity to performing above average of
even productively excellent: Beavis (2003) identified other major problems deterring
teachers’ high performances in their jobs and stressed, that poor job descriptions and
goal clarity is major hindering factors towards workers or teachers’ high
performances.

Supervision

In an organization supervisor plays an important role, as they are essential part of the
management team that gives an organization purpose and leadership (Lester et al)
1990. Without supervision the organization cannot be maintained properly.
Supervisors are employee assigned to oversees, guide and support other employees
in an organization as a result of their experience in order to achieve organizational
goals. They also manage the performance of other employees to ensure high
productiveness and promote teamwork among employees in an organization.
Sometimes, it was assumed that good supervision lead to better performance.
According to Brad et al (2007) it was affirmed that good supervision affects
employee well-being and performance output. The need for supervision in an
organization are numerous and inevitable, according to Douglas McGregor theory X
and Y. Theory X state that management assumes employees are inherently lazy and
will avoid work if they can and that they inherently dislike work. As a result of this,
management believes that workers need to be closely supervised and comprehensive
systems of controls developed. Supervision is an essential part of the management
process. It refers to the direct and immediate guidance and control of subordinates in
the performance of their work. It helps to put plans into action towards the
accomplishment of organizational goals. The success of an organization depends
upon effective supervision.

Job Satisfaction

Awang et. al (2010) stressed that modeling job satisfaction is the responsibility of the
employers or superiors to provide support to their subordinates. The writer believed
that this is important to ensure a productive workplace is maintained and developed,
which will in turn satisfy the employees. Elements of motivation include approval,
praise, recognition, trust, respect, high expectation, loyalty, financial incentives, job
enrichment and good communication. Sirin (2009) concluded that job satisfaction is
also related to motivation. Employers need to create and maintain a conducive and an
enjoyable working environment to motivate the employees. There are three basic
items for creating that environment, namely fairness, job security and involvement.
When the employees are motivated, they will perform well in the jobs and this lead
to job satisfaction. Additionally, Sirin, argued that there is need for teachers to be
well motivated for better performances. He said that it was imperative that the
government upgraded the teacher’s scale to reflect their contribution and seniority in
the teaching system. “With few available vacancies for promotions, the only other
way to recognize a teacher’s contribution is by upgrading the teacher’s scale. If this
can be done, teachers will be motivated to work harder.”
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Job Performance

Job performance of employees is an important issue for any organization and refers
to whether an employee does his job well or not (Gamage et al. 2014). Job
performance consists of behaviors that employees do in their jobs that are relevant to
the goals of the organization (see also Campbell et al. 1993). Motowidlo (2003)
defines job performance as based on employee behavior and the outcome is vital for
the organizational success. Muchinsky (2003), explains, that job performance is a
combination of employee's behaviors. Further he observed that it can be monitored,
measured and evaluated as outcomes at employee level and linked with the
organizational goals. Therefore job performance is a vital determinant for
organizational success.

METHODOLOGY

For this study, quantitative approach using a survey questionnaire as its instrument
was chosen because it is the most appropriate mean to provide a better insights into
the general view of the issues being investigated. The samples for the study consists
of 300 teachers from rural and urban public secondary schools in the Kuching and
Samarahan divisions which is only considered subset from the total population. Six
public Secondary schools in Kuching and Samarahan divisions of Sarawak were
selected. The choice for the two divisions was based on their diversity and coupled
with the fact that both include urban and rural public schools. The collection of data
was done using a  questionnaire consisting of issues and statements that the
respondents have to respond on a 5 - Likert’s scale ranging from strongly agree to
strongly disagree. The procedure of the data collection was explained clearly to each
school respondent/informant by the researcher. About 350 questionnaires were
distributed to the teachers in these schools and 270 were returned, which represent
77% of the total targeted respondents. The raw data obtained from the questionnaires
are analyzed using the Statistical Package for Social Science (SPSS) version 20.0 for
window. Statistical analysis in the form of Pearson’s correlation was used in this
study to measure the strength of the relationship between supervision and teachers’
job satisfaction (Pallant, 2007 & Jill Collis & Roger Hussey, 2009).

RESULT

The results of correlation co-efficient of study have been presented in table 1 below
accordingly:

Table 1 Correlation co-efficient between the scores on supervision and job
satisfaction
Variables compared Correlation co-efficient(r) | Level of significance
Supervision and Job Satisfaction 0.625 .000

The Pearson Correlation in Table 1 above shows that there is a positive relationship
between Supervision and Job Satisfaction at r value= 0.625. It also shows that the
correlation between both variables is significant at p=0.000.
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DISCUSSION

The main purpose of this study is to examine the factors that influence job
satisfaction among teachers in the public secondary schools in Sarawak. The
coefficient correlation analysis techniques were employed.

The finding shows that teachers in secondary schools especially Kuching and
Samarahan division where the data was collected have high positive attitudes
towards supervisor allowing as its influence their job satisfaction and increase in job
performance. Additionally, having good supervisor help the subordinate to be
committed to the organization and likewise to be more productive.

This means that teachers that have supervisors who trust them, help them to
improve, give them clear instructions, acknowledge them and encourage team work
will tend to be satisfied with their jobs, thereby becoming more productive. This
supports the findings by Gilbreath, (2012). According to Gilbreath, supervisor's
management style can make or break an employee's level of engagement. If
employees perceive that their supervisor is too controlling or micromanages their
work, they are much more likely to disengage. But by fostering a style that is more
participative and facilitative, supervisors empower their employees to “get on with
the job” rather than bogging them down with too much direction. Gilbreath also
argued that a supervisor’s ability to provide support and guidance is directly linked to
strong engagement. Ways to support employees include showing openness and
availability by sharing ideas, holding regular meetings, both formal and informal, to
give employees a chance to express thoughts, and creating opportunities for exposure
and connection to others in the organization.

She further argued that supervisors who foster strong engagement from their

teams gain the trust of their employees by being perceived as honest, authentic and
competent. Employees gauge this by whether they believe that their supervisor is
good at his own job and whether their supervisor has gained the respect of others in
the organization. Additionally, supervisors with engaged employees differentiate
themselves by having their words match their actions. The lesson for supervisors of
any size of organization is that it pays to focus on each individual employee. Those
who take an active role in developing those under their charge, and who actively
recognize their contributions, reap the rewards of an engaged workforce.
On the basis of the above result it can be said that there is positive correlation exist
between supervisors’ supervision and job satisfaction. Thus, this study has revealed
that supervision has a great influence on employees’ job satisfaction and job
performance (See Table 1).

CONCLUSION AND RECOMMENDATION

As mentioned earlier, this study assessed the factor that influences satisfaction
among teachers and their job performance. The study revealed that Supervision have
stronger positive relationship with teachers’ job satisfaction and job performance.
Thus, based on the outcomes of this study, the following recommendations are to be
taken into consideration:

The school supervision should make it a point of duty to promote teamwork
and cooperation among member of staff and ensure that there is not any form of
unfairness perceived as this will lead to a decrease in their job satisfaction and

19

Empowering Sustainable Development through Knowledge and Human Advancement



' mmm NATIONAL RESEARCH & INNOVATION CONFERENCE
.ﬂ ’ “““““““““““““ FOR GRADUATE STUDENTS IN SOCIAL SCIENCES (GS-NRIC 2014) ACCREDITED

performance. Additionally, supervision should always take into consideration that
they play a significant role in the job satisfaction and performance levels of teachers,
because they are essential part of the management team that gives an organization
purpose and leadership. Finally, supervision should use communication as a tool to
influence its subordinate job satisfaction and job performance, relaying important
information that has to do with teaching timely and clearly, Once supervisor fail to
communicate, employees begin to worry; they often assume the worst that their
ideas, feelings, and input were disregarded or dismissed and this triggers a
destructive combination of mistrust and a sense of powerlessness and resentment.
However, an employee who gets a good or satisfactory feedback will see it as an
opportunity to increase their level of performance.
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ABSTRACT

Sustainable development has been introduced as a practice which
emphasizes on using resources without compromising the future
generations. Linking the concept to entrepreneurship has given birth to
a new concept called sustainable entrepreneurship. Unfortunately,
businesses are still less interested to embark on it, especially among
SMEs because they regard it as something new. As such, this research
was carried out as an initial effort to study the intention toward
sustainable entrepreneurship among SMEs in Malaysia. There were
404 SMEs selected using stratified sampling method and further
surveyed through questionnaire. The results were rather congruent
with previous studies. They revealed that intention towards
sustainable entrepreneurship was significantly and positively affected
by sustainability attitude and social norm. The results indicated that in
order to develop sustainable entrepreneurship, it is important to ensure
positive attitude on sustainability management. Pressures from the
social factors were also playing a crucial role. In addition,
sustainability attitude and social norm also recorded an indirect
influence on intention towards sustainable entrepreneurship through
perception, making perception an important factor in predicting such
intention among SMEs. This paper has also discussed the implications
of the results and put forth some recommendations for future
researchers.

Keywords: Entrepreneurship, Intention, Small and medium
enterprises, Sustainability

INTRODUCTION

Sustainability has attracted the attention of industry players for about four decades
long. It started from just simply complying with environmental legislation in the
early days to voluntarily preventing pollution at present (Keijzers, 2002). Although
much efforts have been put forth to encourage high participation in sustainability
practices among business firms, its result is still far from satisfactory. For instance,

“ Corresponding Author: Email: izaidin@utem.edu.my
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Kyoto Protocol has long been implemented; unfortunately, its result is still slow
(Greenpeace International, 1998; Grubb & Depledge, 2001; McKitrick & Wigle,
2002). The earth continues to suffer from over development, over deforestation and
overused of non-renewable resources.

Realizing that environmental problems could bring disastrous effects to us
and our future generations, businesses are urged to be active in resolving
environmental problems (Palazzi & Starcher, 1997; Dean & McMullen, 2007). This
has given birth to a new concept known as sustainable entrepreneurship. In business
practices, sustainable entrepreneurship can be considered as something new
(Cohen& Winn, 2007; Richomme-Huet & Freyman, 2011) which requires further
investigations due to its low number of studies in literature (Hall, Daneke, & Lenox,
2010; Shepherd & Patzelt, 2011; Nowduri, 2012).

Entrepreneurship and small medium enterprises (SMEs) are inseparable. In
Malaysia, SMEs are important in transforming entrepreneurial activities from
conventional to sustainable. It is because they made up of about 97% of total
business establishments (Department of Statistics Malaysia, 2012), contributed about
32% of gross domestic production (GDP), hired about 59% of workforce and
denoted about 19% of export in the country (National SME Development Council,
2013). Although programs such as MyHijau and Eco Labeling have been
successfully launched by Malaysian government; unfortunately, SMEs embarkation
on sustainability management is still less embracing because they regard
sustainability as something new (Moorthy, Yakob, Chelliah & Arokiasamy, 2012). In
addition, there are scant researches which studied sustainability management among
SMEs in the local context.

Since most SMEs regard sustainable entrepreneurship as something new and
its development is still in the infancy stage; it is important to scrutinize the intention
of SMEs owners-managers to transform their business into it. However, not many
studies have really looked into this matter. The above gaps have steered this study
towards examining the contexts that affect and mediate the intention of SMEs
towards sustainable entrepreneurship.

LITERATURE REVIEW

Sustainable Entrepreneurship
Sustainable entrepreneurship is a sub-field under the umbrella of entrepreneurship. It
can be explained as a practice of bridging sustainability development to
entrepreneurial activities (Schaltegger & Wagner, 2008). Some studies have referred
it as green entrepreneurship, eco-preneurship or environmental entrepreneurship, but
these terms are overlapping and sometimes vague in their meanings (Gibbs, 2009).
Sustainable entrepreneurship is very much related to the concept of triple-
bottom-line (TBL). TBL emphasizes on creating value through economic prosperity,
environmental quality and social justice (Elkington, 2004). It has also been widely
adopted by researchers in explaining sustainable entrepreneurship (Schlange, 2006;
Dixon & Clifford, 2007; Hall et al., 2010; Hockerts & Waustenhagen, 2010).
However, some important domains have been overlooked in this concept (O’Neill,
Hershauer & Golden, 2009). As such, some researchers have suggested that
sustainable entrepreneurship should encompass an equal footing on four domains,
namely economic, social, ecological and cultural (Majid & Koe 2012).
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Theory of Reasoned Action (TRA)

Human do not behave in certain manner without any triggers. Theory of reasoned
action (TRA) could be considered a reliable early theory which explains human
behavior (Fishbein & Ajzen, 1975). Greene (2009) further explained that TRA
illustrated the cause-and-effect relationship between people’s cognition and behavior.
Simply put, the theory delineates that human behavior is an effect of their behavioral
intention. Thus, individual’s intention can be deemed as a stimulant for one’s
behavior. Over the years, TRA has showed consistent results in various fields of
studies such as dental hygiene, education, contraceptive behavior, smoking, blood
donation etc. (Vallerand, Deshaies, Cuerrier, Pelletier, & Mongeau, 1992).

Based on the theory, it is believed that intention is a good predictor of
behavior. Intention is further affected by attitudinal and normative factors. As Hale,
Householder and Greene (2002) mentioned, TRA could be used to explain volitional
behaviors. Engaging sustainable practices in business is definitely a voluntary,
intentional and planned behavior; as such, TRA is deemed appropriate for this study.

Research Model and Hypotheses

The positive relationship between attitude and intention has been proven in both
TRA and theory of planned behavior (TPB) (Ajzen, 1991). Attitude refers to an
individual’s extent of favorable or unfavorable evaluation of a behavior, which can
lead to whether or not a behavior will be practiced (Ajzen, 1991). Studies have found
that attitude predicted a person’s entrepreneurial intention (Fini, Grimaldi, Marzocchi
& Sobrero, 2009; do Paco, Ferreira, Raposo, Rodrigues & Dinis, 2011; Moriano,
Gorgievski, Laguna, Stephan & Zarafshani, 2012). In addition, it also influenced the
pro-environment intention among business operators (Tonglet, Philips & Read, 2004;
Schick, Marxen & Freimann, 2005).

In addition, TRA and TPB have also confirmed the positive influence of
social norm on intention. It is the extent of social pressures perceived by an
individual, which influences the person’s decision in adopting a behavior (Ajzen,
1991). Social norm has been found as an influential determinant of entrepreneurial
intention (Kautonen, Tornikoski & Kibler, 2011; Moriano et al., 2012). Extant
literature has also found that social norm significantly influenced a person’s intention
towards sustainable practices (Vermeir & Verbeke, 2008), ecological behavior
(Birgelen, Semeijn & Keicher, 2009) and environmental entrepreneurship (Meek,
Pacheco & York, 2010).

It is undeniable that both attitude and social norm are capable in influencing
intention. However, previous research found inconsistent results between the
relationship between social factors and intention (Lifidn & Santos, 2007). It is
because social factors influence one’s intention through one’s perceptions, such as
perceived desirability and perceived feasibility. Therefore, perception which made up
of perceived desirability and perceived feasibility could be deemed as a mediator
between the relationship of attitude, social norm and intention. In fact, such
mediating effect has also been evidenced (lzquierdo & Buelens, 2008; Lifian,
Rodriguez-Cohard & Rueda-Cantuche, 2005).

Based on the above discussions, the research model for this study is
suggested in Figure 1. The hypotheses suggested are:

H1: Sustainability attitude positively affects intention towards sustainable
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entrepreneurship.

H2:  Social norm positively affects intention towards sustainable entrepreneurship.

H3: Perception mediates the relationship between sustainability attitude and
intention towards sustainable entrepreneurship.

H4: Perception mediates the relationship between social norm and intention
towards sustainable entrepreneurship.

Sustainability Attitude Intention towards
> Perception Sustainable
Entrepreneurship

Social Norm

A 4

Figure 1 Research Model

RESEARCH METHODOLOGY

The population of this study was the SMEs registered in the directory of SME Corp
Malaysia. Sample was then selected by using stratified sampling. The owners-
managers were the target respondents. This study employed a questionnaire survey
method. The questionnaire comprised of 55 items to operationalize the four
variables. It used 10-point Likert type rating scale, ranging from 1 — strongly
disagree to 10 — strongly agree. All items in the questionnaire were derived from past
literature. Prior to the distribution of questionnaire, a pilot test was conducted.
Feedbacks from respondents were collected and amendments were made
accordingly. Furthermore, the Cronbach’s alpha values for each construct were above
0.7. Exploratory factor analysis has also successfully categorized the items into their
respective group.

All data collected were keyed into the computer for further analyses by using
Statistical Package for Social Science (SPSS). For hypotheses testing purposes,
regression test was done to test H1 and H2. Subsequently, H3 and H4 were tested by
using Baron-Kenny approach (Baron & Kenny, 1986). Sobel’s test was also
performed to determine the significance of mediation.

FINDINGS AND DISCUSSIONS

Data Exploration

All data were carefully treated before the analysis process. Skewness and kurtosis
statistics revealed that data has obtained reasonable approximation to normality.
Furthermore, the null scatter plot also confirmed that linearity and homoscedasticity
were achieved. Thus, multivariate analysis was deemed appropriate.

Background of Respondents

From a total of 1600 questionnaires sent out, 404 completed and usable responses
were received; thus, the response rate was about 25.25%. Table 1 depicts the
background of respondents.
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Table 1 Background of Respondents

N = 404
Characteristics
F %
Gender
Male 320 79.21
Female 84 20.79

Sector of Firms

Servicing 255 63.12

Manufacturing 123 30.45

Construction 15 3.71

Agriculture 7 1.73

Others 4 1.00
Business Legal Status

Sole proprietorship 298 73.76

Partnership 32 7.92

Private Limited 74 18.32
Firm size (No. of Employees)

Less than 5 (Micro) 232 57.43

5 to 50 (Small) 105 25.99

51 - 150 (Medium) 67 16.58
Firm Age (Years of Operations)

Less than 5 years 90 22.27

5—10 years 153 37.87

11— 15 years 109 26.98

More than 15 years 52 12.87
Knew about sustainable business

Yes 361 89.36

No 43 10.64
Have practiced sustainability in business

Yes 60 14.85

Plan to 215 53.21

No 129 31.93

Of the 404 responses received, majority of them were male (79.21%),
engaged in servicing sector (63.12%), registered their firms as sole proprietorship
(73.76%), hired less than five full-time employees (57.43%) and have established for
five to 10 years (37.87%). In addition, 361 firms (89.36%) knew about sustainable
business. Inspiringly, 60 firms (14.85%) have practiced sustainability in business
while 215 (53.21%) have planned to practice sustainability.

Mean, Standard Deviation and Correlation Analysis

Table 2 depicts the results of descriptive analysis. The mean values for all the
variables in this study ranged from the lowest 6.81 (sustainability attitude) to the
highest 7.32 (social norm). The Pearson correlation coefficients (r) for all pairs of
variables were above 0.30 and significant at less than 0.01. Since none of the r-value
was extremely high, multi-collinearity was not an issue here. Thus, it further
confirmed that multivariate analysis could be done.
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Table 2 Mean, Standard Deviation and Correlation Coefficient

Variable | MEAN S.D. SA SN P ITSE
SA 6.81 1.27 1
SN 7.32 1.54 0.48" 1
P 7.16 1.29 050" | 0.67 1
ITSE 7.04 1.74 0.387 | 0497 | 0.61" 1

SA: sustainability attitude; SN: social norm; P: perception;
ITSE: intention towards sustainable entrepreneurship;
**p<0.01

Regression and Mediation Analysis

The first two hypotheses of this study posited that sustainability attitude (H1) and
social norm (H2) positively and significantly influence intention towards sustainable
entrepreneurship.

Table 3 Step 1 - Regression Results

STANDARDIZED
Variable COEFFICIENT t Sig.
(BETA)
Sustainability attitude 0.20 4.15 0.00
Social norm 0.39 8.10 0.00
R? 0.27
F 73.78 0.00

Dependent variable: Intention towards Sustainable Entrepreneurship

Based on the results of regression (Table 3), the data in this study fitted the
model well (F=73.78; Sig.=0.00). Furthermore, sustainability attitude and social
norm explained 27% of variance in intention towards sustainable entrepreneurship.
In terms of influence on intention towards sustainable entrepreneurship, positive and
significant results were obtained for sustainability attitude ($=0.20; Sig.=0.00) and
social norm (B=0.39; Sig.=0.00). Although both factors were significance, social
norm was essentially more important than sustainability attitude. As such, both H1
and H2 were supported.

The other two hypotheses predicted that perception mediates the relationship
between sustainability attitude and intention towards sustainable entrepreneurship
(H3) as well as social norm and intention towards sustainable entrepreneurship (H4).
To examine them, a four-step Baron-Kenny approach (Baron & Kenny, 1986) was
performed.

The first step was to confirm the relationship between independent variables
(i.e.: sustainability attitude and social norm) and dependent variable (i.e.: intention
towards sustainable entrepreneurship). The results were in Table 3. The second step
was to determine the relationship between independent variables and mediator (i.e.:
perception). The results in Table 4 revealed that sustainability attitude (B=0.20;
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Sig.=0.00) and social norm (B=0.62; Sig.=0.00) recorded a positive and significant
relationship with perception.

Table 4 Step 2 — Regression Results

STANDARDIZED
Variable COEFFICIENT t Sig.
(BETA)
Sustainability attitude 0.20 5.28 0.00
Social norm 0.62 16.09 | 0.00
R 0.54
F 236.40 0.00

Dependent variable: Perception

Then, the third step tested both independent variables and mediator on
dependent variable. It was performed to determine the relationship between mediator
and dependent variable. The results in Table 5 indicated that perception (f=0.50;
Sig.=0.00) positively and significantly influenced intention towards sustainable
entrepreneurship.

Table 5 Step 3 —Regression Results

STANDARDIZED
Variable COEFFICIENT t Sig.
(BETA)

Sustainability attitude 0.10 2.17 0.03
Social norm 0.08 1.46 0.15
Perception 0.50 8.63 0.00
R’ 0.38
F 83.06 0.00

Dependent variable: Intention towards sustainable entrepreneurship

The forth step was to identify the mediating effect of mediator, i.e.: to
examine H3 and H4. For this purpose, the Beta coefficients of sustainable attitude
and social norm in Table 3 were compared to Table 5. It found that Beta coefficient
for sustainable attitude shrunk from 0.20 (Table 3) to 0.10 (Table 5); meanwhile beta
coefficient for social norm decreased from 0.39 (Table 3) to 0.08 (Table 5). The
findings showed that perception demonstrated a partial mediation effect.
Sobel’s Test
As Kenny (2013) mentioned, it is practical to measure the amount of mediation or
indirect effect in any meditational analysis. In doing so, Sobel’s test is deemed
appropriate because it evaluates both the indirect effect and significance of mediation
effect. Therefore, this study employed Sobel’s test in examining the indirect effect of
perception between sustainability drivers and intention towards sustainable
entrepreneurship (Table 6).
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Table 6 Sobel’s Test Results

Variable A Sa b Sb z Sig.

w

A-P—ITSE | 0.21 0.04 | 0.68 0.08 | 447 | 0.00

N-P—ITSE | 0.52 0.03 | 0.68 0.08 | 7.63 | 0.00
SA: sustainability attitude; SN: social norm; P: perception;
ITSE: intention towards sustainable entrepreneurship

w

The results obtained from Sobel’s test (Table 6) indicated that perception
recorded a significant partial mediating effect between sustainability attitude and
intention towards sustainable entrepreneurship (z=4.47; Sig.=0.00) as well as
between social norm and intention towards sustainable entrepreneurship (z=7.63;
Sig.=0.00). Thus, H3 and H4 were partially supported. The hypotheses testing results
are summarized in Table 7.

Table 7 Hypotheses Testing Results

Hypotheses RESULTS

H1: Sustainability attitude positively affects intention towards | Supported
sustainable entrepreneurship.
H2:  Social norm positively affects intention towards sustainable | Supported
entrepreneurship.
H3:  Perception mediates the relationship between sustainability |  Partially

attitude and intention towards sustainable entrepreneurship. supported

H4:  Perception mediates the relationship between social norm Partially

and intention towards sustainable entrepreneurship. supported
DISCUSSIONS

The first two hypotheses, i.e.. H1 and H2 were supported. The results showed
support for the direct influence of sustainability attitude and social norm on intention
towards sustainable entrepreneurship. This study supported TRA, in which a person’s
attitude and social pressure are important predictors of behavioral intention (Fishbein
& Ajzen, 1975). Similarly, the results were also consistent with previous studies
(Tonglet et al., 2004; Schick et al., 2005; Vermeir & Verbeke, 2008; Birgelen et al.,
2009; Meek et al., 2010).

This direct effect denoted that to encourage greater engagement in sustainable
entrepreneurship, it is important to shape positive attitude on sustainable practices
among business operators. Moreover, pressures or influences from other parties in
the society such as friends, business partners or consultants are also vital in initiating
sustainable practices. In fact, social pressure was found to be more important than
sustainability attitude in fostering sustainable entrepreneurship. Thus, socialization of
business practitioners through appropriate channels such as trade association,
seminars and conferences are important to share their sustainability knowledge.

However, this study only partially supported H3 and H4. In other words,
perception partially mediated the relationship between sustainability attitude and
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intention towards sustainable entrepreneurship as well as social norm and intention
towards sustainable entrepreneurship. The findings were considered congruent with
past literature (Izquierdo & Buelens, 2008; Lifian et al., 2005).

Partial mediation signified that perception could be served as an explaining
mechanism of the relationship between sustainability attitude and intention towards
sustainable entrepreneurship as well as social norm and intention towards sustainable
entrepreneurship. It explained that people will be more intended to embark on
sustainable entrepreneurship when they have positive perception on sustainable
entrepreneurship.  Thus, when people perceive sustainable entrepreneurship as
something favorable and perceive themselves as having enough knowledge for
sustainable entrepreneurship, they tend to get into it. Providing more information and
knowledge on sustainable entrepreneurship through formal and informal ways could
help to increase such intention.

CONCLUSIONS, IMPLICATIONS AND RECOMMENDATIONS

The purpose of this study was to examining the factors that affect and mediate the
intention towards sustainable entrepreneurship among SMEs. The empirical results
supported that sustainability attitude and social norm were two factors which directly
affect intention towards sustainable entrepreneurship. Furthermore, they also
indirectly affect such intention through perception.

The contributions of this paper were two folds. Theoretically, it proved that
TRA can be employed in sustainability studies to predict individual’s intention for
sustainable entrepreneurship. In addition, the role of perception should not be
overlooked in explaining behavioral intention. Thus, perception could be used to
enhance the model and increase the predictability of TRA on people’s intention.
Practically, this study pointed out that both individual and situational factors were
important in shaping people’s intention. Therefore, providing sufficient external
supports and building positive beliefs are two crucial steps in developing sustainable
entrepreneurs.

Of course, this study is not without limitations. For instance, the research
model was built upon TRA which only considered attitude and social norm; future
researchers could include other factors which deemed as important and relevant.
Furthermore, this study only took SMEs into considerations, future studies are urged
to expand the sample to include large organizations.
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Haven Hypothesis in Africa
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ABSTRACT

This study empirically examines the relationship between foreign
direct investment, energy consumption, and environmental pollution
for selected 19 African countries over the period 1990-2010 within a
framework Pooled Mean Group (PMG) estimation technique. The
study finds support for elasticity effect of both energy consumption
and its intensity associated with FDI inflows on environmental
damage in Africa. The study also provides evidence validating the
presence of temporary pollution haven hypothesis for carbon dioxide
emissions. Moreover, there is also an indication that current foreign
investment and energy policies in Africa may not be favorable to the
environmental quality in the continent. This, therefore indicate that
incorporating issues of environmental conservation in both foreign
investment and energy policies can reduce pollution emissions in the
continent. Hence, in order to reduce emissions, the best
environmental policy is to encourage inflows of multinational firms
that abide by global technological standard, which in a way can
facilitate domestic energy efficiency, thereby reducing greenhouse gas
emissions.

Keywords: Foreign Direct Investment, Energy Consumption,
Pollution Haven Hypothesis, Energy Intensity, Africa, PMG

INTRODUCTION

Many African countries have recently experience improvement in economic growth
with an annual average growth rate of over five (5) per cent®. This can be partly
attributed to its substantial increase in FDI inflows (Adams, 2009). One source of
concern is that increasing openness of the continent to the global economy which
facilitated their access to more foreign investment may likely constitute higher energy
consumption and substantial consequences of pollution emissions. There has been an
argument that foreign investment policies in most of countries in Africa, being
dominantly resource — dependent substantially favours extractive sectors (see, union,
2009) and, these sectors are often associated with negative environmental

*Corresponding Author: drnormazismail@gmail.com
> See, for example, Al-mulali & Binti Che Sab (2012)
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consequences (Azapagic, 2004). Although, at the global scale, Africa may be the least
emitter of greenhouse gases (GHGs)®, the connection between economic progress and
energy intensity in the continent (Al-mulali & Binti Che Sab, 2012) like many of the
least developed countries or regions could be profoundly influenced by improvement
of living condition with less or no emphasis on the quality of environment for some
time’. Within this content, people in the continent would be less sensitive to pollution,
and as such may be reluctant to facilitate either formulation or reinforcement of
environmental regulations. This issue holds great significance, particularly considering
African countries that are quite weak in terms of environmental regulations compared
to advanced nations. This has a tendency of turning the continent into havens for
polluting multinationals from advanced nations that have strict environmental laws,
thereby justifying what is often referred to as pollution haven hypothesis. This
postulated energy demand-pollution emissions relation however received little
attention within the context of Africa.

This is unfortunate, considering its relevance from environmental policy outlook
in the continent. This research therefore contributes to the existing literature by
incorporating energy consumption into FDI-pollution nexus. The study also examines
the impact of environmental regulation on the pattern of African inward FDI flows and
the possible existence of Pollution haven hypothesis across the continent. To achieve
these objectives, the paper adapted the framework developed by Antweiler, Copeland
& Taylor (2001) and Cole & Elliott (2003) which is suitable for decoupling
environmental effect of FDI and also examine changes in pollution that might emanate
from differences in environmental laws arising from unequal distribution of income
between Africa and their investment partners possibly from relatively advanced
nations. Previous attempt to investigate this relationships in the continent are relatively
scarce®. Confirming the pollution haven hypothesis is indispensable from the policy
perspective. If the hypothesis is supported, it may serve as a guide for future policy
formulation that can appropriately lessen the environment problem associated with
foreign investment in the continent.

REVIEW OF RELATED LITERATURE

Pollution haven hypothesis is one of the leading propositions that explain FDI-
environment nexus. This hypothesis suggests that openness to transboundary capital
movement is driven partly by difference in environmental laws. This hypothesis
further suggests advanced nations who are also the highest energy consumers in most
cases incur higher cost of environmental management relative to less developed
countries (LDCs). This accordingly could lead the LDCs to have comparative
advantage in pollution intensive production, thereby turning them to haven for
pollution generating multinationals firms from advanced countries (Wheeler, 2001).
The link between FDI and environmental damage can also be viewed in form
composition, scale, and technique effects (Frankel, 2009; e.t.c.). The composition

® See, Patz et al. (2007); IPCC (2007)

’ See, Wolfram et al., (2012)

® Available evidences mostly focus on the pollution effect of energy consumption and economic
growth, for example, Al-mulali et al. (2012) and, place meager effort to investigate pollution effect of
energy consumption and its intensity, particularly with regard to FDI inflows.
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effect relates to how FDI inflows change comparative advantage of the capital
receiving nation in terms of pollution generation. This effect, however, wills depends
on the sectors in which a country has comparative advantage. For example, if
openness to FDI inflows leads to more energy consumption in the growing sector, the
composition effect will lead to additional pollution emissions, and vice-versa. For the
case of Africa, if, for instance, if FDI encourages more expansion of extractive and
heavy industries relative to service sector, the continent’s aggregate pollution will
likely increase since both extractive and heavy industries tend to consume more
energy. The Scale effect represents pollution effect of increasing scale of economic
production due to more FDI inflows. The overall assumption is that FDI inflow in
Africa will not only increase the scale of economic production but also more energy
demand and hence all things being equal, higher levels of pollution emissions. Thus,
economic integration which accelerates economic growth through scale effect has a
negative consequence on the environment (see, Copeland and Taylor, 1994, 2003).
However, based on analogy of porter hypothesis (Porter and van der Linde, 1995),
FDI-lead technique effect which could improve energy efficiency may neutralize or
even lead to less pollution emissions (Porter & van der Linde, 1995).

Available empirical literatures that investigate the possible existence of pollution
haven hypothesis are at best does not provide undisputed conclusion. For example,
while evidences from empirical works by List and Co (2000), Hassaballa (2014), Cole
and Elliot (2005) indicated that difference in pollution abatement costs and
environmental regulation stringency matters for FDI location across countries and
regions, suggesting pollution haven effect, studies by Eskeland and Harrison (2003),
Kirkpatrick and Shimamoto (2008), Hanna (2010) failed establish evidence for
existence of pollution hypothesis in relation to transboundary/interregional capital
transfer. These findings commonly suggest that multinational firms in countries with
relatively lax environmental laws are even more environmentally — friendly and use
more efficient energy than indigenous firms. The inconsistent inferences from these
studies made it difficult to draw general conclusions with regard to pollution haven
effect due to difference in environmental laws.

Although, the empirical relationship between energy consumption and pollution
emissions have been intensively examined in the past two decades. However, such
empirical evidences appear to be inconclusive. For example, while, Soytas et al
(2007), Zhang & Cheng (2009), Chang (2010) Alam et al. (2011), Al-mulali et al.
(2012) suggest that energy consumption causes pollution emissions. Ang (2008), on
the contrary, failed to established robust evidence of explanatory impact of energy
consumption on pollution changes. Moreover, Halicioglu (2009) claim that while both
income and energy consumption explain pollution emission in Turkey, economic
growth appears to be more robust in explaining pollution scenario in the country.
Empirical evidences by Apergis & Payne (2009), Pao & Tsai (2011) and Wang et al.
(2011) among others show that both energy usage and pollution emissions are
important in determining each other, suggesting joint determination of pollution
emissions and energy consumption, the situation that could only be altered by
improving energy efficiency. Lack of consensus from these previous works could
therefore indicate the need for further research.
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MODELS

Following empirical literature, this study adapted empirical framework suggested by
Antweiler et al. (2001) and Cole & Elliott (2003) to evaluate relationship between
foreign direct investment, energy consumption, and environmental pollution, with a
view to testing the validity of pollution haven hypothesis in Africa as follows:

LE,, =ay +ayLY,, + 0y LY.2 +a LFDI,  + 0 LEC,  +a5 LINV;,

' 1
+ag LINV, *LEI,, +; LFDI, *LEIl, + & LRY, *LFDI, +¢;, @)

1=1,2,... N;t=1,2,....T.

Where E is the per capita environmental stressor (proxied as carbon dioxide emissions,
CO,), ai denotes country — specific intercept, Y and Y2 are GDP per capita and GDP
per capita squared respectively, RY denotes Africa’s relative real income per capita.
FDI is defined as foreign direct investment and EC indicates energy consumption
(proxies by kilogram of energy use per capita of oil equivalent), and EI represents
energy intensity (proxies by energy use per GDP). t denotes time trend, while
subscripts (i) and (t) indicate individual African country and time respectively, € is
the usual error term, L indicates logarithm transformation of the variables.

From eqn. (1), since FDI is known to be an important determinant of national
output and, also since quality of environment is assumed to be a normal commodity;
higher per-capita income would inspire higher public demand for cleaner environment.
Such rising demand for environmental quality could then lead authorities to enforce
strict environmental laws that might inspire reaction from domestic firms via
introduction of ‘green’ or environmental — friendly technologies. This effect, which is
related to Environmental Kuznets (EKC) hypothesis as identified by (Hibler & Keller,
2010) referred to as “income —induced technique effect”, which as in Cole & Elliott
(2003) is captured by square per capita income, while the scale effect is represented
by per capita income (at lower level of income growth). The composition effect of
FDI has significant influence on pollution emission in Africa if either of a,, and o,

or both are statistically significant. The inclusion of energy intensity interactively with
FDI is to enable us examine whether energy intensity can be a potential determinant of
FDI — induced pollution emissions in Africa.

We construct relative per capita income’ as a measure of relative
environmental stringency. To test the pollution haven effect associated with FDI
inflows, since foreign capital inflows are assumed to stimulate national output, and
since more output growth is related to greater energy consumption’®, country’s
relative income and FDI are interacted to capture environmental regulation effects.
Since African countries can generally be considered to have low per capita income,
FDI inflows in the continent are expected to increase energy use and pollution
emissions. However, fewer emissions may be expected if the foreign multinationals
use more efficient and environmental friendly technologies than their local
counterparts in African countries.

% The country’s relative income as in Cole & Elliott (2003) is expressed relative to world average,
similar to that in Antweiler et al (2001).
19 See, Hilbler & Keller (2010)
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METHODOLOGY

Dynamic Panel specifications, the MG, PMG and DFE™

To examine the long-run effect of FDI and energy consumption on environmental
quality, egn. (1) can be re-written as

LE, = aq + ByLFDL + By LEC + B LX +4, 2)

Where as specified above, E represents the scalar environmental stressor
(dependent variable), FDI and EC represent foreign direct investment and energy
consumption respectively. X denotes the k x 1 vector of other conditional
explanatory variables that affect environmental quality in Africa, A/ is the k x 1

vector of the coefficients on the regressors, ao;, as specified in eqn. (1) represents
country — specific intercept. The group of conditional regressors comprised of the
other explanatory variables specified in eqn. (1).

Our empirical analysis of model (2) comprises a system of N*T (balanced
panel) equations that can be examined either with Mean Group (MG) estimator,
proposed by Pesaran & Smith (1995), Dynamic Fixed Effect (DFE) see, Weinhold
(1999) and Pooled Mean Group (PMG) suggested by Pesaran et al. (1999) all of
which account for long-run equilibrium and consider dynamic heterogeneity of the
adjustment process (Demetriades and Law, 2006) based on Maximum likelihood
procedure. Upon

The MG estimator suggested by Pesaran and Smith (1995) involve of estimating
separate OLS regressions for each cross-sectional unit and compute unweighted
average of the individual country coefficients (e.g. Evans, 1997; Lee et al., 1997 in
Demetriades et al., 2006) that also allows for heterogeneity among the parameter
estimators.

Though, MG estimator as shown by Pesaran and Smith (1995) yields
consistent estimates of the average long-run coefficients, they however caution that if
the slope parameters are homogenous across group, MG estimator will be
inconsistent, which may produce misleading estimate.

Alternatively, Pesaran et al. (1999) suggested PMG estimator. Unlike the MG
procedure, the PMG approaches only impose restriction on the long-run coefficients,
thereby allowing variation across the short-run coefficients. However, both MG and
PMG are estimations are done based on the traditional autoregressive-distributed lag
(ARDL) technique (Pesaran et al., 1999).

To select the appropriate model that can produce more reliable estimate
among MG and PMG, the hypothesis for the existence of long-run homogeneity of
slope parameters can be examined by Hausman test. The null hypothesis for the
Hausman test is that the differences in the coefficients estimated between PMG and
MG estimators is not statistically significant, and PMG estimator is more efficient
than MG estimator (Pesaran et al., 1999).

' Before the estimation process unit root tests were conduction to determine the integration order of
the panel dataset. The tests were conducted using the panel unit root test technique suggested by Im,
Pesaran and Shin (IPS) (2003). The tests results which are not reported, and are available upon
request indicated that all the variables are either integrated of order zero, 1(0) and/or one, I(1). This
therefore allows the use of PMG, MG and DFE to estimate our empirical model.
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Based on Akaike information criterion (AIC), we impose the following
ARDL(1,1,1,1,1,1,1,1,1) restrictions for environmental quality, FDI, energy
consumption and other conditional control variables of our model.

Based on Pesaran et al. (1999), our unrestricted error correction on the basis of
ARDL for environmental quality egn. (2) can be written as

ALE;, = B, +0,;LFDI, +6,;LFDI; _, + 6,4 LEC;  +0,,LEC,

3
+ 030 Kigj, + 035 Kipa + A LE g + et + &5, @)
The error correction reparamatization of eqn. (5) can be expressed as
ALEit :cDi lLEit—l _ﬁli LFDIit _ﬂzi LEC _/Béi int _aOiJ ( )
' ' ' ’ ' 4

+0,;LFDL,  +6,,LEC; [, + 0535 X, + &,

'vti,t
Where, the parameter, ®; is the error correction coefficient that measures the speed
of adjustment of LE;, towards the long-run equilibrium following change in FDI

inflows, energy consumption and other conditional regressors. 3, S, andp, are

the long-run parameters while, 6, ;, 5,, and, ,;, are the short-run coefficients relating
past values of environmental pollution determinants.

The dynamic fixed effects (DFE) model like PMG estimator imposes both log —
run and short — run homogeneity restrictions on both the slope coefficient and error
variances. The model however, allows intercept to vary across individual units (see,
Weinhold, 1999).

DATA

The analysis of this study makes use of macro panel dataset for 19 selected African
countries in the period 1990 —2010. The start period is dictated based on the data
availability of energy consumption for relatively longer period, while the end period
is based on the availability of CO, emissions data. Countries are selected based on
the availability of all the data required for this analysis. The list of sample countries
considered and, all variables measurements and definitions are presented in table
Appendix A.

EMPIRICAL RESULTS AND DISCUSSION OF FINDINGS

In this section, the estimated results for this study are presented and discussed. Since
all the variables are either integrated of order zero, 1(0) and one, I(1) (see footnote,
7), PMG, MG and DFE estimators are now suitable to estimate the dynamic impact
of energy consumption, FDI among other variables on environmental quality in
Africa. The optimal lag was selected based on AIC, which is considered more
suitable for sample lower than 60 cross-sectional observations (see, Liew & Khim,
2004). Results are reported on tables 2 below.
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Table 2 Estimation results for PMG, MG, and DFE,
ARDL (1,1,1,1,1,1,1, 1)

Dependent Variable: LE Mean group  Pooled mean Dynamic

(MG) group (PMG) fixed effects
(DFE)
Convergence coefficient -0.866*** -0.337*** -0.660***
(0.287) (0.083) (0.048)
Long run coefficients
LY -292.59 2.502*** 1.907**
(383.47) (0.665) (0.929)
LY? 26.04 -.2366%** -0.126
(33.104) (0.052) (0.068)
LFDI -130.76 1.738** -2.402
(142.10) (0.818) (1.562)
LINV 96.99 -.7284 0.172
(116.94) (0.818) (1.192)
LEC 13.61** 2.131*** 0.870**
(7.156) (0.173) (0.345)
LFDI*LEI -7.00 0. 103** -0.129
(7.941) (0.049) (0.099)
LINV*LEI 5.631 0.044 0.003
(7.024) (0.051) (0.072)
LRY*LFDI -1.862 0. 197*** 0.055
(1.975) (0.035) (0.061)
Short run coefficients
ALY 252.78 26.51 -6.859***
(152.11) (112.97) (2.172)
ALY?2 -18.09 -0.116 0.565***
(11.145) (6.829) (0.164)
AFDI -9.648 -0.224 0.262
(27.438) (5.555) (1.151)
AINV 12.34 -7.923 0.560
(29.355) (12.606) (1.067)
ALEC 1.028 2.842 0.222
(8.398) (1.784) (0.423)
A(LFDI*LEI) -0.473 -0.031 0.016
(1.697) (0.342) (0.073)
A(LINV*LEI) 0.726 -0.049 0.037
(1.719) (0.777) (0.064)
A(LRY*LFDI) -0.584 -0.147 -0.061
(0.743) (0.252) (0.040)
No. of countries 19 19 19
No. of obs. 399 399 399
Hausman tests 0.02 [1.00]

Note: ** and *** indicate significance at 5% and 1% levels, respectively. AIC criterion is used to
choose the lag order. Figurers in curly brackets are standard errors and those in squared brackets are the
null hypothesis for the non-systematic differences between estimated coefficient between PMG and MG
estimators (i.e. values for Prob>chi2).
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The result of the PMG, MG and DFE are reported in table 2. From the
estimated results, the Hausman test failed to reject the long —run homogeneity
restrictions, suggesting that PMG methodology to be more efficient than MG
estimates. Thus, FDI and energy consumption might have homogenous long — run
environmental impact across Africa. For this reason and that of space our discussion
will only focus on the PMG results.

As seen in Table 2, the significantly negative of the estimated error-
correction coefficient or speed of adjustment of the PMG model suggest dynamic
stability of its estimators. This indicates evidence of cointegration between energy
consumption, FDI inflows, carbon dioxide and other conditional control variables, as
well as, non-spurious convergence of any deviation from the long — run equilibrium
among the variables in our model. However, the estimated result of PMG model
found relative sluggishness in the adjustment process towards the long — run
equilibrium.

Regarding the long-run coefficient of the PMG estimation, the income level
and income squared are found to be significantly positive and negative, respectively.
This validates EKC hypothesis. The coefficients of the key variables of interest,
energy consumption and FDI inflows, are significant and positive in PMG
specification. According to this estimate, one percent point increase in FDI inflows
raises carbon emissions by about 1.74 percent, while the same percent point increase
in energy consumption makes pollution rise by more than 2.00 percent. This impact
may likely emanate from scale effect, that is, the previous effect of FDI — induced
economic activity may have led to higher energy consumption. In order to investigate
the composition effect of FDI inflows, we add interaction terms of the FDI inflows
with energy intensity. This interaction term is to examine whether FDI inflows and
energy use are jointly influencing pollution emissions in Africa.

As reported on table 2, it is shown that for pollution emissions to rise by 1
percent, the energy intensity through the channel of foreign capital inflows has to
increase by about 10 percent points. With regard to the environmental impact of
domestic investment, our result find no evidence for pollution — raising effect of
aggregate domestic investment and neither its interaction with energy intensity leads
to significant greenhouse gas increasing effect. The positive effect of FDI inflows on
pollution emissions as against the domestic influence could be attributed to the
foreign investment policies of the African countries that often substantially favour
extractive industries*?. Regarding the FDI inflows pollution haven argument in
Africa, FDI inflows are interacted with relative income. The relative income
differences seem to determine the composition effects of FDI inflows and, our
estimate find evidence of pollution haven effect in Africa, which may be emanate
from the scale effect of the foreign capital inflows.

As a check on the possibility of environmental friendly technologies spill
overs from FDI inflows, we include squared FDI inflows additively in model (4) to
capture its long — run effect on the environmental quality. The estimated results are
reported in table 3.

"2 Due to unavailability of sectoral data that could have enable us to decouple the effects of energy
consumption and its intensity in FDI inflows , our analysis is based on their overall effect. As such,
interpretation of our results should be made with caution.
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Table 3 Estimation results for PMG, MG, and DFE,
ARDL (1,1,1,1,1,1,1, 1), including squared foreign capital inflows

Dependent Variable: LE Mean group Pooled mean Dynamic fixed
(MG) group (PMG) effects (DFE)
Convergence coefficient -1.31%** -0.658*** -0.657***
(0.242) (0.048) (0.048)
Long run coefficients
LY -317.088 1.897** 1.90**
(238.61) (0.930) (0.930)
LY? 24.173 -.128* -0.128*
(18.804) (0.069) (0.069)
LFDI 173.19 -2.591 -2.591
(109.303) (1.581) (1.581)
LFDI® -0.485 -0.018 -0.018
(5.781) (0.078) (0.078)
LINV -168.13 -0.127 0.127
(110.63) (1.261) (1.261)
LEC -4.032 0.915%** 0.915**
(11.009) (0.347) (0.347)
LFDI*LEI 10.770 0. 144 -0.144
(8.040) (0.103) (0.103)
LINV*LEI -10.177 0.0004 0.0004
(6.864) (0.076) (0.076)
LRY*LFDI -0.589 0. 054 0.054
(0.695) (0.070) (0.072)
Short run coefficients
ALY 346.45 -6.948*** -6.948***
(464.80) (2.182) (2.182)
ALY2 -23.012 0.575*** 0.575***
(35.037) (0.164) (0.164)
AFDI -40.538 -0.222 0.222
(41.924) (1.179) (1.179)
AFDI? -0.262 -0.053 -0.053
(1.803) (0.041) (0.041)
AINV 33.185 0.678 0.678
(45.278) (1.067) (1.067)
ALEC -1.039 0.299 0.299
(11.396) (0.425) (0.425)
A(LFDI*LEI) -2.574 -0.021 0.021
(2.589) (0.076) (0.076)
A(LINV*LEI) 1.927 -0.044 0.044
(2.706) (0.064) (0.064)
A(LRY*LFDI) -0.052 -0.100** -0.100
(1.110) (0.046) (0.046)
No. of countries 19 19 19
No. of obs. 380 380 380
Hausman tests 0.00[1.00]

Note: ** and *** indicate significance at 5% and 1% levels, respectively. AIC criterion is used to choose the lag
order. Figurers in curly brackets are standard errors and those in squared brackets are the null hypothesis for the
non-systematic differences between estimated coefficient between PMG and MG estimators (i.e. values for
Prob>chi2).
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Table 3 contains our estimations of Eq. (4) with squared FDI inflows as
additional regressor. The Hausman test results in Table 3 indicated again that PMG
estimates are more consistent. So, relying on this this reason, again we focus our
analysis on the PMG results. As expected, since the added variable is aimed to
capture technique effects, we find evidence that increases in more capital inflows
reduces CO2 emissions in the long- run. This may reflect the diminishing impact
environmental regulatory effects that significantly exhibit negative sign when
squared FDI inflows in included. This is not, therefore, unexpected, as it indicates
that technique effects dominate the scale effect of FDI inflows in the long-run,
suggesting temporary ‘Pollution Haven’ in Africa. Again, though, the per capita
income squared variable is found to be weakly significant, both the per capita income
variables estimated can be seen to be ‘correctly’ signed, similar in term of sign to
those reported in Table 2. This may therefore reflect the absence of environmental
regulation controlling CO, emissions in Africa. Note that the energy consumption
variable now has a diminishing positive effect on pollution emissions, signifying that
more FDI inflows tend to improve energy efficiency in Africa. A leading example
would be environmental friendly technology spill over via FDI inflows.

CONCLUDING REMARKS

The analysis of this study draws on recent developments that posit the impact of
global economic integration on environmental quality. In both theoretical arguments
and empirical investigations, it has been argued that foreign direct investment
influences environmental quality. Empirical examination of environmental impact of
FDI inflows, especially in the context of Pollution haven argument received adequate
attention with differing submissions.

This work has investigated the determinants of FDI-induced environmental
composition effect. Specifically, this study examined whether structural changes of
greenhouse gases associated with FDI inflows emanates as a result of differences in
environmental regulations between Africa and its foreign investment partners. Our
empirical investigation provides us with conclusions that both the main variables of
interest, energy consumption and FDI inflows have positive scale effect on
environmental degradation in Africa. The result also found indirect technique effect
through the channel of FDI inflows that perhaps relates to structural change
associated to increase in income as a result of more foreign capital inflows that
could make society to demand better environmental and, hence, less greenhouse gas
emissions. This could also be possible via long-run technological spillover effect
from environmentally friendly technologies of the multinationals as a result of more
openness to FDI inflows. Our findings also provides evidence for temporary
environmental regulation effect and, with caution we conclude that short-term
pollution haven hypothesis do exist in the African countries considered by this study.

Finally, since FDI inflows is known to be an essential determinant of national
output and, as shown from our estimate that at higher income environmental
pollution tends to decline, then more FDI inflows too can be of greater benefit to
environmental quality in Africa. This indicates that African governments should
integrate environmental concerns into their foreign investment and energy policies.
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APPENDIX A
Table 1 List of sample countries
Benin Kenya Tanzania
Botswana Mozambique Togo
Cameroun Nigeria Tunisia
Congo DR Morocco Zambia
Egypt, Arab Rep. Senegal Zimbabwe
Garbon South Africa
Ghana Sudan
Table 2 Variables definition
Variables Definition Unit measurement Source
E Environmental stressors: CO2 (Metric tons per World Bank
Emissions of CO2 capita) (Online,
2014)
FDI Foreign direct investment Net inflows of FDlasa World Bank
Share of GDP (Online,
2014)
INV Domestic investment Gross fixed capital World Bank
formation as a share of  (Online,
GDP 2014)
EC Energy consumption Kilogram of energy use  World Bank
per capita of oil (Online,
equivalent 2014)
Y Per capita income (measured by  Constant 2000 US World Bank
real GDP) dollars (Online,
2014)
RY Relative income “expressed Constant 2000 US World Bank
relative to the world average dollars (Online,
(divided by the world average). 2014)
World averages are calculated as
the average of all countries for
whom data are reported (online)
in World Bank (2014)”
LEI Energy intensity in the national Kilogram of energy use World Bank
production (total energy use per per unit of GDP (Online,
unit of GDP) 2014)
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ABSTRACT

Responsible tourism and green tourism are the part of alternative
tourism that tends to be environmentally friendly practices. Green
tourism was first recognised in 1980 and responsible tourism declared
as an approach in 2002. There has been a wide range of definition of
responsible tourism and green tourism. However, the tour operators’
perspectives on both of responsible tourism and green tourism
concepts is unknown. Therefore, the paper explores the understanding
of responsible tourism and green tourism from tour operators’
perspectives in Sabah. 25 tour operators were interviewed through in-
depth interviews using the semi-structured questions and open-end
method. The findings of this paper show all of the respondents agreed
that both of the responsible tourism and green tourism are
complementing each other. This paper provides an in-depth
understanding of responsible tourism and green tourism to the future
literature.

Keywords: Responsible Tourism, Green Tourism, Tour Operators’
Perspectives

INTRODUCTION

Tourism brings both positive and negative impacts on the local community, national,
and transboundary; and global environment and culture (Budeanu, 2005). Tourism
industry develops and benefits to a country, however, it brings problem and negative
impacts to the economic, environment, and social aspects if not properly plan and
manage. Previously, mass tourism development has dominated the tourism industry,
and many scholars found that in mass tourism management there is a lack of
consideration upon the natural resources, impact on wildlife, threat to the cultural
identities, and it ignores the environmental and social development (Risteski et al.,
2012). Mass tourism also increases the economic gap and dependence between
developed and developing countries (Fassati and Panella, 2012). This is because of
the oligopoly of the global tourism market by developed country (Honey, 2008;
Chun, 2006).

" Corresponding author: E-mail: treless_89@hotmail.com.
48

Empowering Sustainable Development through Knowledge and Human Advancement


mailto:treless_89@hotmail.com

\7

UNIVERSITI PUTRA MALAYSIA

NATIONAL RESEARCH & INNOVATION CONFERENCE
FOR GRADUATE STUDENTS IN SOCIAL SCIENCES (GS-NRIC 2014)

For long sustainable growth, alternative tourism emerged as a preventive
approach to mass tourism development. Alternative tourism tends to focus on
environmentally friendly practices such as sustainable tourism, responsible tourism,
green tourism and others (Mitani, 1993). These forms of alternative tourism are
extremely difficult to draw distinction because the definition and concept of these
forms of alternative tourism are overlapped, interlinked and interconnected (Mitani,
1993). Chun (2006) also states that these terms of alternative tourism are monikers
for similar types of tourist activities and developments with sustainable concept.

Responsible tourism is typically understood as a broad set of tourist
interactions, that engage benefit local communities, minimise negative social and
environmental impacts (Caruana et al, 2014). The label of ‘responsible tourism’ is
the most favoured industrial term that is used by tour operators (Center of
Responsible Travel, 2009; SNV, 2009). The tour operator is one of the key players
who is advancing the proposition in affecting changes in behaviours and attitudes of
other stakeholders (e.g. Tourists, tourism suppliers) towards more responsible forms
of tourism (Budeanu, 2005). In the initial period, tourism companies considered
environmentalists and environmental regulations as enemies, and then obeyed them
reluctantly (Cairncross, 1995). However, with recent trends, the popularity of
corporate social responsibility principles have changed corporate attitudes to
environmental issues positively (Budeanu, 2005; Khairat and Maher, 2012).
Responsible tourism has become an important means for tourism companies to
ensure long-term viability of their business, differentiate themselves from the market,
and support local communities (SNV, 2009), especially for tour operators.

According to the chronology of the sustainability concept emerged, green
tourism was the term first used in the tourism industry since 1980 (Swarbrooke,
1999); whereas the responsible tourism was declared as a form of tourism that can
shape the sustainable spaces into a better place in the year 2002 (Cape Town
Declaration, 2002). Green tourism is advantageous to the tour suppliers and tourists
without spoiling the environment for future use (Font and Tribe, 2001). Additionally,
Sabah is one of the popular green tourism destination in Malaysia. Thus, there is a
need to explore the concept of green tourism from tour operators’ perspectives in
Sabah. Responsible tourism and green tourism has been widely discussed in the past
decade, however, the understanding of both terms by tour operators’ perspectives iS
unknown. Tour operators must understand the concepts of responsible tourism and
green tourism, and then practise them in a more holistic way, in order to achieve the
sustainable tourism in Sabah. Therefore, the paper explores the meanings of
responsible tourism and green tourism from tour operators’ perspectives.

LITERATURE REVIEW
A Review of Green Tourism, Sustainable Tourism and Responsible Tourism

Swarbrooke (1999) has illustrated the evolution of academic thinking on the
sustainability concept development from the year 1960 to 1990. Mass tourism was
dominated in the industry since 1960s onwards, at the same time, the negative
impacts of tourism were recognised. In late-1960, public sector bodies tried to
manage tourism through visitor management techniques, but they failed to ameliorate
the worst excesses of tourism due to the small scale and did not seek to change the
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nature of tourism as a whole (Swarbrooke, 1999). The terms of green issues and
green tourism were used more commonly in 1980. Swarbrooke defines green tourism
as reducing the environmental cost, and maximizing the environmental benefits of
tourism. Since the early 1990s, the term of sustainable tourism has become more
generally used to focus on the importance of the host community, the way residents
treated and the desire to maximise the local economy from tourism (Swarbrooke,
1999). Responsible tourism was declared as an approach to tourism management in
South Africa in 2002 (Cape Town Declaration, 2002).

There are many different definitions given by a number of scholars and
practitioners in the terms of green tourism, sustainable tourism, responsible tourism
separately, but there is no distinctive definition of these terms in most literature.
Generally, green tourism is the form of sustainable tourism practice that takes into
account the mutual needs of the ecology and environment, local people, business
enterprises and tourists itself (Azam and Sarker, 2011). Green tourism is highly
interrelated with sustainable development, environmental protection, biological
diversity, human health and other principles (Zhibo, 2012); it also covers the issues
such as business efficiency, environmental management, waste management, green
transport, and topics like social responsibility and also biodiversity (Chun, 2006).
According to Font and Tribe (2001) and Wight (1994), the concept of green product
is easier to use than to define; this is because the products or services could be
‘greenest’ when it is advantageous to the producers and consumers without spoiling
the environment.

The term of green tourism is widely used by many countries, as a result, there
are many different definitions of green tourism used in different countries. In Europe,
green tourism is always used interchangeably with rural tourism (Hong, Kim, and
Kim, 2003), which is also called as environmentally sound rural tourism by Mitani
(1993). In Japan, green tourism is expressed to be one of the most effective ways for
rural revitalization, whereby the leisure activity is staying at the farm village area,
enjoyed nature, cultural experiences, interchanged with local people (Mitsuhashi and
Kim, 2007), and it has well promoted by The Ministry of Agriculture, Forestry and
Fishery since 1992 (Mitsuhashi and Kim, 2007; Mitani, 1993; Tenorio, 2005).
According to Ministry of Agriculture, Forestry and Fishery, green tourism defined
as:

“Staying-type leisure activities to enjoy the nature and culture of the destination and
interaction with local residents in rural and mountainous areas rich in natural
landscape” (Hong et al., 2003:325)

However, in Scotland, green tourism is defined as any form of tourism that
relates to the natural environment and cultural heritage of an area, and to demonstrate
practices for minimising the negative impacts to the environment (Scottish
Enterprise, 2002; Scottish Enterprise, 2004). These green tourism practices are: Use
of resources wisely such as raw materials, water and energy; prevention of air, land
and water pollution; and preserve and enhance the quality of biodiversity. The
purpose of implementation of these practices is to minimise the impacts on
ecological and environmental resources. However, Scottish Enterprise (2002) argues
that sustainable tourism can be applied wider than the green tourism, which not only
include the ‘green’ or environmental practices, but include social and economic
principles.
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The understanding the green tourism is presented above, then looks into the
term of sustainable tourism definitions. World Tourism Organisation (2004) defines
the sustainable development of tourism as a continuous process which requires
informed participation of all stakeholders, strong political leadership and also a high
level of tourist satisfaction. Sustainable tourism is defined in numerous ways
(presented in Table 1), but the meanings are mostly originated from the basic
definition of sustainable development.Sustainable development means the
development meets the needs of the present without compromising the ability of
future generations to meet their needs (World Commission on Environment and
Development, 1987); it has two components with the meaning of development and
the conditions necessary for sustainability (Tosun, 2001). As Dudley (1993) argued
that the development is not just increased wealth, but it means change; changes in
behaviour, aspirations, and the way that understands the world.

Based on the Table 1, United Nations World Tourism Organisation
(UNWTO) (1997) and Blangy (1997) provided a formally correct, but relatively
simple ‘interpretations’ of the World Commission’s definition (Coccossis and Mexa,
2004), which concentrates on three elements: the integrity of ecosystems, economic
development, and equity within and between generations (Majorca, 2002). Thus, the
definition has not moved forward from the general definition of sustainable
development and it has merely added some of the specificities of tourist activities
(Risteski et al., 2012). Nevertheless, the definition closer to the idea of carrying
capacity for tourist destinations is given by Middleton and Hawkins (1998). Travis
(2011) also provides a more substantial definition that is focused specifically of
tourism activity. The author also defined the sustainable tourism planning as
“defining and developing practical action programmes comprising a bundle of
development and conservation policies, and achieving their realisation through
fiscal and agency means, to deliver sustainable tourism products.”(Travis, 2011:23).
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Table 1 The Definition of Sustainable Tourism

Authors Definition of Sustainable Tourism

(UNWTO, 1997:19) “.. meets the needs of present tourists and host
regions, while protecting and enhancing opportunity
for the future. It is envisaged as leading to
management of all resources in such way those
economic, social, and aesthetic needs can be fulfilled
while maintaining cultural integrity, essential
ecological processes and life support systems.”
(Blangy,1997:7) “... any form of development, provision of amenities
or tourist activity that emphasises respect for all and
long-term preservation of natural, cultural and social
resources and makes a positive and equitable
contribution to the economic development and
fulfilment of people living, working and staying in
these areas.”
(Travis, 2011:22) “... man’s responsible long-term use and re-use, for
tourism purposes, of human resources, and of three
sets of heritage resources — natural, cultural and built
— to meet effective consumer demand within the limits
of the capacities of those resources, for the benefit of
both the tourists and of the permanent resident
communities at the tourist destinations.”

(United Nations “Sustainable tourism describes policies, practices and
Environment Programme programmes that take into account not only the
(UNEP) and World Tourism | expectations of tourists regarding sustainable natural
Organisation (WTO), resource management (demand), but also the needs of
2011:416) communities that support or are affected by tourism
projects and the environment (supply).”
(Middleton and Hawkins, “... means [for] achieving a particular combination
1998, P.6) of numbers and types of visitors, the cumulative

effects of whose activities at a given destination,
together with the actions of the servicing business,
can continue into the foreseeable future without
damaging the quality of the environment on which
these activities are based.”

In short, the sustainable tourism can be defined as operating the tourism
businesses for the long term while improving the tourist destination quality. The
sustainable tourism maintains the economic development, protects the social
welfares as well as local culture, and sustains the ecological system. These three
principles are highlighted in practising sustainable tourism. World Tourism
Organisation (2004:7) also explained “sustainable tourism development guidelines
and management practices are applicable to all forms of tourism in all types of
destinations, including mass tourism and the various niche tourism segments,
sustainability principles refer to the environmental, economic, and socio-cultural
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aspects of tourism development, and a suitable balance must be established between
these three dimensions to guarantee its long-term sustainability .

Based on the common definition and characteristics of both responsible
tourism and sustainable tourism, it is clear that responsible and sustainable tourism
has an identical similar outcome; that is toward sustainable development. The
similarities between both responsible and sustainable tourism characteristics are
included minimising the negative impacts, enhancing local community welfare by
economic benefits, social equity, and cultural preservation, making a positive
contribution to the environment, and enrich tourists’ experiences. However, the
difference between two types of tourism is that the responsible tourism emphasize on
the responsibility of role players in tourism with respect to the actions, tourism
activities and its impacts to achieve sustainable tourism development (Tourism
Department of the City of Cape Town, 2009). While, sustainable tourism is seeking
the balance amongst environmental, economic, and socio-cultural aspects of the
tourism industry.

In 2002, responsible tourism was declared by the Tourism Department of the
City of Cape Town, with an agreement of 280 delegates in the Cape Town
Conference. The delegates included inbound and outbound tour operators, national
park management, provincial conservation authorities, tourism professionals, tourism
authorities, NGOs and other tourism stakeholders, from 20 different countries.
Republic of South Africa is the initiator to use the term ‘responsible tourism’ in the
tourism industry rather than other terms. The Cape Town Declaration called upon
tourism enterprises and trade associations in the tourism sector to adopt a responsible
approach, to commit special responsible practices, and to report progress in a
transparent and auditable way; the declaration also made the commitment to “...
work with others to take responsibility for achieving the economic, social, and
environmental components of responsible and sustainable tourism.” (Cape Town
Declaration, 2002:5).

The literature also records a variety of responsible tourism definition, such as
responsible tourism is defined as ‘tourism that promotes responsibility to the
environment through its sustainable use; responsibility to involve local communities
in the tourism industry; responsibility for the safety and security of visitors and
responsible government, employees, employers, unions and local communities’
(Republic of South Africa, 1996:11). In another way, responsible tourism is simply
defined as ‘tourism that creates better places for people to live in, and better places
to visit’(Cape Town Declaration, 2002:3). Spenceley, Relly, Keyser, Warmeant,
Mckenzie, Mataboge, Norton, Mahlangu, and Seif (2002:8) defines the responsible
tourism ‘as about providing better holiday experiences for guests and good business
opportunities for tourism enterprises while enabling local communities to enjoy a
better quality of life through increased socioeconomic benefits and improved natural
resource management. The Center of Responsible Travel (2009:17) also explains
responsible tourism as “tourism that maximises the benefits to the local communities,
minimises negative social or environmental impacts, and helps local people conserve
fragile cultures and habitats or species”. Likewise Chan (2010) viewed it as being
grounded in environmental and social principle, and good practices consisting of
strong ethical values.

From the definition of responsible tourism given by scholars above, three
main elements found to be important, which include: building a better place for local
community, enhancing the tourists’ experiences in destination, and creating better
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business opportunities for tourism enterprises. Apart from that, the Table 2 below
shows the elements of responsible tourism definition. According to the Merwe and
Wocke (2007), more than 95 per cent of respondents indicated that they understand
responsible tourism to be a responsibility towards the community within which they
operate their business. The findings are fixing the Cape Town Declaration (2002),
where the four elements of responsible tourism definition are regarding to local
people, such as increase local economy, involved local people in making decisions
on tourism development, enhance the tourists’ satisfaction through connection with
local people, and to sustain the local cultural pride and confidence.

Other than that, other descriptions of responsible tourism concepts selected
by more than 50 per cent of respondents include future sustainability of the industry,
protecting the environment, and ethical business practices (Merwe and Wocke,
2007). These elements are seen to be a common definition of responsible tourism in
industry. In Republic of South Africa (1996) and the Cape Town Declaration (2002)
also has introduced these elements, such as to minimise the negative social,
economic and ecological impacts, the ethical employment practices and
responsibilities towards tourist experiences, and finally to sustain the industry in the
long-term perspective rather than short term.
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Table 2 The Prior Study on The Definition of Responsible Tourism

Author(s)

The Definition of Responsible Tourism

Republic of
South
Africa
(1996)

White Paper describes the roles and responsibilities of a range of players.

Responsible tourism implies:

e Tourism industry responsibility to the environment, through the promotion of
balanced and sustainable tourism, and a focus on environmentally based tourism
activities;

o The responsibility of government and business to involve the local communities
that are in close proximity of tourism infrastructure and attractions, through the
development of meaningful economic linkages;

o Responsibilities of tourists, business and government to respect, invest and
develop local cultures, and protect them from over commercialisation and over-
exploitation;

o The responsibility of local communities to become actively involved in the
tourism industry, to practise sustainable development, and to ensure the safety
and security of visitors;

o The responsibilities of both employers and employees in the tourism industry,
both to each other and the customer (responsible trade union and employment
practices); and

o Responsible government as well as responsibility on the part of tourists to
observe the norms and practices of South Africa.

Cape Town
Declaration
(2002)

Responsible tourism in destination defined as:

¢ Minimises negative economic, environmental and social impacts.

o Generates greater economic benefits for local people and enhances the well-
being of host communities, improves working conditions and access to the
industry

e Involves local people in decision that affect their lives and life chances

o Makes positive contributions to the conservation of natural and cultural heritage,
to the maintenance of the world’s diversity

¢ Provides access for physically challenged people

¢ Provides more enjoyable experiences for tourists through more meaningful
connections with local people, and a greater understanding of local cultural,
social and environmental issues.

e Is culturally sensitive, engenders respect between tourists and hosts and builds
local pride and confidence.

Merwe and
Wocke
(2007)

The South African hotel industry responses to definition of corporate social
responsibility:

Description No. Respondents
Responsibility to the community 58
Ethical business practices 39
Protecting the environment 38
Future sustainability of the industry 35
Feel-good factor 35
Legal compliance 21
Marketing opportunity 20
Increased profitability 12
Strategic business tool 12
Philanthropic donations 11
Triple bottom line 7
License to operate 7
Increased cost of doing business 4
Other 2
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Responsible tourism is also defined as a form of tourism that takes
responsibility, while responding and taking action to address the social, economic
and environmental issues of sustainability that arise in a destination (Goodwin, Font,
and Aldrigui, 2012). There is an important note that the different destinations and
stakeholders will have different priorities, and local policies and guidelines that need
to be developed through multi-stakeholder processes, to develop responsible tourism
in a destination (Cape Town Declaration, 2002). Evidently, more and more tourist
destinations and tourism operations are acknowledging and recognising "responsible
tourism” as a pathway towards sustainable tourism (UNEP, 2005). In fact,
responsible tourism emerged from a question frequently asked by researchers: “who
should be responsible for mitigating impact” (Miller, 2001; Sin, 2010; Budeanu,
2005; Frey and George, 2010).

Green concept is first emerged as an approach to mass tourism management.
It is highlighting the mutual needs of ecology, local people, business enterprises and
tourists. These needs are also the main elements in responsible tourism, which
emphasizes on the responsibility of stakeholders in building a better place for local
community, enhance the tourists’ experience, and create better business opportunities
for tourism enterprises. The literature shows both of responsible and green tourism
could be synergy reaction where responsible tourism could be played significantly in
tour operations while green tourism is the practices to achieve sustainable tourism.

The Tour Operators’ Role in Responsible Tourism

The tour operator sector has served as a distribution channel between tourism
suppliers (e.g. Accommodation, food, transportation services...) and final customer
(e.g. Tourist). Tour operators’ role to utilise their know-how and resources to
combine tourism services into a single product, sold at one price, directly or through
travel agents (Tepelus, 2005). Corporate social responsibility is normally used by
private organizations in another industry, but in the tourism industry, responsible
tourism is the term that used to emphasise the tour operator’s responsibility in
benefiting to social and cultural, economic, and ecological(Wijk an Persoon, 2006).

Budeanu (2005) and Sigala (2008) argued that tour operators are occupying
the proposition that their role in effecting the changes in behaviours and attitudes
towards more responsible forms of tourism. Undeniably, tour operator is a main
channel to translate the principle of responsible tourism into concrete operational
changes (Tepelus, 2005). This is due to their power and bargaining dominance over
individual suppliers at the destination (Wijk and Persoon, 2006; Bastakis et al, 2004;
Carey et al, 1997) and also tourists who look for the cheapest price offered (Curtin
and Busby, 1999). There are three key areas where tour operators can play proactive
role in improving the sector’s environmental, economic and social performance:
Supply chain management, co-operation with destination, and sustainability
reporting (TOI, 2003). Supply chain management and co-operation with destination
are dealing with tourism supplies and sustainability reporting could be a kind of
competitive advantage in dealing with customers and stockholders.

Yet, tour operators have long been claimed as a source of irascibility amongst
critics who argue that the negative impacts of tourism are at least in part caused by
the actions of operators who therefore have a responsibility to act (Miller, 2001). The
tour operator needs to take responsibility for the planning, organization and
implementation of a coherent, responsible policy (Carey et al, 1997). Tour operators’
attitude towards sustainability has been slowly changing to proactive (Budeanu,
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2005; Khairat and Maher, 2012). Sustainable tourism depends on how effective co-
operation of all the stakeholders in the industry (Carey et al, 1997; Miller, 2001,
Risteski et al, 2012). This paper concentrates on the tour operators and their
perspectives on the synergy of responsible tourism and green tourism.

RESEARCH METHOD

The qualitative method was used to collect data through 25 in-depth interviews with
tour operators in Sabah. Eligible respondents were selected and shortlisted after a
screening stage, carried out via email and telephone call. The purposeful sampling
strategy is used in this paper to describe a subgroup in an in-depth manner. Open-
ended questions are used during interviews due to the fact that the responses permit
one to understand the world as seen by the respondents. Likewise, the questionnaire
is also used in a flexible way to accommodate the nature of the interviewee as well as
the environment where the interview was carried out. The questions asked during the
interview were: 1) How do you define “responsible tourism”? And 2) What are the
green tourism means to you? The data were analysed by transcribing the audio-
recorded interviews verbatim into typed text. Interpretative phenomenological
analysis (IPA) was used to analyse the raw data.

FINDINGS

The Definition of Responsible Tourism and Green Tourism

The empirical data show a range of definition of responsible tourism and green
tourism from tour operators’ perspectives. The definition emerged from the interview
responses and presented in Table 3 and Table 4 respectively.

Generally, the definition of responsible tourism emerged from the data is
related to create a better destination through conservation and protection, reducing
impacts, sustainability of the destination, benefiting local community, improvement
of tourists’ experiences by enhancing tourists’ satisfaction and improve safety,
ecotourism and the practice of “reuse, reduce and recycle”.
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Table 3 The Definition of Responsible Tourism Emerged from the Interview

Responses
Themes Informant Responses No.
Responses
Create a better Conservation to preserve nature for 7
destination through the next generation
conservation and Protecting the destination attraction 4
protection Preserve the destination for business 3
sustainability
Reducing impacts Reduce the negative impact on nature 1
through tour packaging
Reduce the impact to destination 3
Low impact on environment 3
Sustainability of the Sustainability of destination 4
destination Alternative tourism, sustainable 1
tourism
Benefiting local Involved with the local community in 2
community tourism development
- Improve the well-being of local 2
people
Improvement of tourists’ | - Tourists’ satisfaction 1
experiences by
enhancing tourists’ - Safety of tourists 1
satisfaction and improve
safety
Ecotourism - Similar with definition of ecotourism 3
The practices of 3R’s - Encourage the use of the “recycle, 1
reduce and reuse” concept

Table 3 shows seven elements of responsible tourism definition from
interview responses. Themajority of tour operators interpreted the meaning of
responsible tourism as conservation and protection of the destination.It creates a
better destination for local residents and also for tourists to visit. This interpretation
is similar to the definition given by the Tourism Department of the City of Cape
Town (2009) as, tourism is to create a better place for local residents and also for
visitors.

“Responsible tourism is to reduce the stress on the environment in order to conserve
it for our next generation”(Interview informant 1). “We make money from nature; of
course we are the ones responsible to conserve the place”(Interview informant
9).This implies that the concept of responsible tourism relates to business
sustainability, preservation of nature and responsibility for the next generation.

Responsible tourism refers to minimise the negative social and environmental
impacts (Center of Responsible Travel, 2009). Based on the findings, a number of
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informants interpreted that responsible tourism is to minimise the negative impact on
nature. This can be evidenced in the following quotes:

“We can package the product that has less negative impact on the environment, such
as using green engine cars to reduce carbon dioxide emission and also to avoid air
pollution” (Interview informant 7).

Some informants indicated that responsible tourism means sustainability. It is
reflected in the following quotes as: “It refers to the sustainability of the
destination...” (Interview informant 1).“ [t is about sustaining the nature and
environment...” (Interview informant 3).

Responsible tourism is the responsibility of involving the local residents into
the tourism management (Republic of South Africa, 1996; Goodwin, 2012;Center of
Responsible Travel, 2009; Spenceley et al., 2002). Responsible tourism also defined
as a means of benefiting local communities from the data analysis. This can be
referred from the following quote:

“Involve the local community to bring awareness and (help) to educate the
tourists...” (Interview informant 8)

There are two respondents defined responsible tourism as to improve the
tourists’ experience and safety during the trip. This is in line with Spenceley et al.
(2002) who defined responsible tourism as providing a better holiday experience for
guests. The findings from tour operators also show that the definition of responsible
tourism is similar to that of ecotourism. The informants responded that “I think it is
same with ecotourism and it is promoted by Sabah Parks.” (Interview informant 10)

Interestingly, a new element of responsible tourism emerged from data
analysis, which is similar to three R’s concepts which are reduce, reuse and recycle.

“It is similar to reuse, recycle and reduce concept, like to use environmental friendly
products, to be responsible, (to) avoid pollution in destination”(Interview informant
21).

The findings of responsible tourism can be categoried as: (i) create a better
destination through conservation and protection, (ii) reducing negative impacts, (iii)
sustainability of the destination, (iv) benefiting the local community, (V)
improvement of tourists’ experiences by enhancing tourists’ satisfaction and improve
safety, (vi) ecotourism, and (vii) the practice of 3R’s (Reduce, reuse, and recycle).
These themes are similar to the definition of responsible tourism given by the
Tourism Department of the City of Cape Town (2009), Goodwin (2012), Center of
Responsible Travel(2009), Republic of South Africa(1996), UNEP (2005), and
Spenceley et al. (2002). However, there are two new discoveries found from
interview responses: Responsible tourism is similar with ecotourism and it is also
practices of the 3 R’s.

The green tourism conveys different meanings to the informants as presented
in Table 4. According to the data collected, the interview responses on concept of
green tourism can be categorised into five themes; (i) conservation, (ii) minimise
negative impacts, (iii) ecotourism, (iv) environmentally friendly, and (v) travel
experience.
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Table 4 The Concept of Green Tourism

Themes Group of Informant Responses No.
Respondents
Conservation - Conservation to remain nature to the next 3
generation
- Protecting the attraction of the destination 5
- Conserve nature and green environment 7
- Focused on flora only 1

- Protecting certain places only such as
jungle, forest and others

Minimise - Reduce the impact to destination 5
hegative Impact = o\ impact on forest and natural resources 1
Ecotourism - Similar with definition of that ecotourism 6
- More about nature 3
Environmentally | - Use of recycled things 3
friendly
Travel - Bringing the tourists to unexplored areas, 1
experiences nature and adventure

A significant number of informants interpreted green tourism as conserving
and protecting the nature, reduces negative impacts on nature resources and the
destination, and as ecotourism. Chun (2006) stated that green tourism is to sustain or
even improve the quality and attractiveness of the natural environment destination.
These can be evidenced in the following quotes:

“Protect the attraction of the place and also to conserve it for our next generation”.
(Interview informant 16)

However, one of the respondents has stated that the green tourism is only
focused on flora, “Green tourism actually is not everywhere, but only certain places
like a jungle, forest and others; it is about green conservation which focus on flora
only, likes to appreciate the greenness”’(Interview informant 14).

In Scotland, green tourism can be applied to any form of tourism that is
related to the natural environment and cultural heritage of an area, and to
demonstrate practices for minimising the negative impacts to the environment
(Scottish Enterprise, 2002; Scottish Enterprise, 2004). It is similar to the findings of
this study as:

“Green tourism is very wide and it is covered all... to reduce the negative impacts”
(Interview informant 17)

The prior study noted that ecotourism is frequently used to label nature
holidays to exotic destinations (Wight, 1994); whereas green tourism claims can be
used to signal that tourism operations taking place in that area do not damage the
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environment (Font and Tribe, 2001). The finding of this research show green tourism
is almost similar to ecotourism as both of the terms are highly related to nature and
ecological system.

The respondents also mentioned that green tourism is about the use of ‘green’
product or environmental friendly products. The evidence shows in the following
quotes:

“Green tourism is encouraged to use of recycled things, like recycle bag instead of
plastic bag” (Interview informant 22)

Apart from the above mentioned; it is interesting to note that there is only one
interviewee stated that green tourism is related to travel experiences, as evidence
from the quote: “Green tourism means to me is bringing the tourists to unexplored
areas, nature and adventure...” (Interview informant 19). This is also noted by
Dodds and Joppe (2001) as green tourism is significant to encourage people to travel
and explore a tourist destination.

The interpretation of green tourism is categorised into five themes as: (i)
Conservation, (ii) minimise the negative impact, (iii) Ecotourism, (iv) environmental
friendly, and (v) travel experiences. The findings of green tourism concept are same
with prior literature such as Chun (2006), Azam and Sarker (2011), Zhibo (2012),
Furgan et al. (2010), Font and Tribe (2001), Scottish Enterprise (2002), Hong et al.
(2003), and Dodds and Joppe (2001). The following section discusses the synergies
of responsible tourism and green tourism.

Discussion of Responsible Tourism versus Green Tourism

As mentioned earlier, both of terms ‘responsible tourism’ and ‘green tourism’ are
closely related to each other. The findings show responsible and green tourism is
complementing each other. Responsible tourism is to create a better place for people
to live in, and better places for visitors (Tourism Department of the City of Cape
Town, 2009). This definition is also supported by the result of this study. A majority
of interview informants defined responsible tourism is about conservation and
protection of the destination in order to sustain its attractions for business
sustainability, and next generation. These criteria also included to define green
tourism as well.

The similarities are included to minimise negative impacts to destination,
sustainability concept or environmental friendly concept, improves the tourists’
experiences in destination, and ecotourism which promoted by the Malaysian
Government. There are many respondents are conscientiously agreed responsible
tourism and green tourism is tourism management approach to minimise the negative
impacts to destination (Interview informant 11, 14, 17, 21, and 25). According to The
Center of Responsible Travel (2009), one of the main elements in responsible
tourism is to minimise negative social or environmental impacts. On the other hand,
the green tourism can be considered as a strategy to develop a governance
mechanism; its intents reduce negative environmental and social impacts of tourism
operations, which located in rural or urban areas of any country premises (Azam and
Sarker, 2011).

Chun (2006) stated that sustainable, green, and responsible tourism is the
terms of alternative tourism that are monikers for similar types of tourist activities
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and developments with sustainable concept. Mitani (1993) noted that alternative
tourism is tending to environmental friendly. Thus, it can be said that green tourism
and responsible tourism are in the category of alternative tourism, which is tending to
environmental friendly practices in destination. One of the components of
responsible tourism and green tourism from interview responses is shown to sustain
the destination in the long term rather than short term, and to use environmentally
friendly of production in tour operation. Interview informant 19 defined green
tourism and responsible tourism are also called as alternative tourism, which refers to
sustainable development management in destination. The ‘reuse, reduce, and recycle’
encouragement is also one of environmental friendly practices.

Responsible tourism and green tourism definition are to improve the tourists’
satisfaction and experiences in destination. As Goh and Yusoff (2010) noted that
tourist experience is vital because if tourists do not respond positively about their
experiences in a destination, very likely tourists will cease to visit again, and there
will be no ‘tourism’. This idea is similar with interview informant 14, who responded
if no tourists visit; there is only green but no tourism takes place. One of the key
elements of responsible tourism is responsible for the safety and security of visitors
(Republic of South Africa, 1996), as well as provided better holiday experiences for
guests (Spenceley et al., 2002). Dodds and Jappe (2001:263) suggested urban green
tourism concept includes experiential richness, which providing enriching and
satisfying experiences through active, personal and meaningful participation in, and
involvement with, nature, people, place and/ or cultures.

Based on the Green Tourism Agenda Report in 2002, the concept of green
tourism is similar with ecotourism, which cover a holiday experience that relates to
the natural environment while the environment is protected and not destroyed by the
holiday activity. According to Font and Tribe (2001), the differentiation between
ecotourism and green tourism is ecotourism is frequently used to label nature
holidays to exotic destinations (Wight, 1994) whereas green tourism claims can be
used to signal that tourism operations taking place in that area do not damage the
environment. It is interesting to note that one of the respondents 13, has defined
green tourism as merely a point on flora only; whereas ecotourism is to focus both of
fauna and flora. Several of interview informants (8, 10, and 20) mentioned that the
Malaysian government is promoting ecotourism, thus they are more familiar with
ecotourism rather than responsible tourism; they thought ecotourism is almost similar
to the definition of responsible tourism.

The analysis of the findings shows responsible tourism is to benefit the local
community, whereas green tourism is more about nature. However, green tourism is
defined as leisure activities for tourists to enjoy the nature and culture of the
destination; it also enables to interact with local residents in rural and mountainous
areas, where is abundance of natural resources (Hong et al., 2003). It is surprising to
find out that only responsible tourism brings benefits to the local community, but
green tourism means to tour operators is associated with nature, greenery, and flora.
This can be evidenced in the following quote:

“In Malaysia, awareness of ecotourism is (still absent), if you ask 10 tour operators,
they may answer you that it is more about nature but they don’t think that is
responsible for the nature. They don’t even know how to reduce the impacts to the
local environment” (Interview informant 25). From the view of informant 25, it can
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be said that Sabah, Malaysia is still a lack of understanding of ecotourism, green
tourism, and responsible tourism.

The interview responses show responsible tourism is to emphasize the
responsibility of everybody to sustain the destination (Interview Informants 1, 6, 9,
15, 16, 19, 23, and 25); green tourism is more about nature, environment and green
(Interview informants 4, 11, 13, 14, 15, 18, 18, 20, and 25). Moreover, interview
informant 22 noted that responsible tourism and green tourism complement each
other. Being responsible is about not only making sure that the company’s standard
operating procedure is in order, but also making sure that whatever you use internally
it also helps externally as well. Being green is yourself doing it; you also educate
your team and also your clients what green tourism is about.

CONCLUSION AND IMPLICATION

The research findings are in agreement with many of related literature. Based on the
findings of responsible tourism definition, responsible tourism can be defined as
tourism that creates a better destination through conservation and protection, reduces
the negative impacts for long term sustainability of the destination, benefiting local
community while enhancing tourists’ satisfaction and improve their safety. The
findings are in line with the Republic of South Africa (1996), Spenceley et al. (2002),
UNEP (2005), Tourism Department of City of Cape Town (2009), Center of
Responsible Travel (2009), and Goodwin et al. (2012), who have defined the
responsible tourism in different ways, but bringing similar meanings.There are two
new discoveries emerged from interview responses, which are similar to the term of
Ecotourism and the practice of 3R’s. This findings filled the research gap that is
improving the understanding of responsible tourism from tour operators’
perspectives in Sabah.

The definition of green tourism is also investigated from tour operators’
perspectives. Green tourism could be defined as tourism that integrated the
environmental friendly into products, services, and operations; natural conservation
in order to minimise the negative impact on the destination, and consequently
enhance tourists’ experiences. The finding of green tourism definition is supported
by different scholars; like Font and Tribe (2001), Dodds and Joppe (2001), Scottish
Enterprise (2002), Chun (2006), Furgan et al. (2010), Azam and Sarker (2011),
Zhibo (2012), and Hong et al. (2003).

The study seems to conclude that both of responsible and green tourism are
related and complement each other. It is surprising to find out that only responsible
tourism is to benefit the local people, whereas green tourism is only about nature.
The evidence from this study shows that responsible tourism is more on operation
and its practices are needed take into tour operators’ daily operation in order to
achieve sustainable tourism. However, green tourism is associated with nature and it
is more about marketing and packaging.Therefore, tour operators can practise
responsible tourism in their daily operation, which in five implementation areas
comprised of internal management, supply chain management, cooperation with
destinations, customer relations, and product development and management (Khairat
and Maher, 2012; UNEP, 2005), whereas, tour operators can practise green tourism
in marketing and promotion. The findings suggest that sustainable tourism needs to
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include both of responsible tourism and green tourism. It also recommends that there
is a need to differentiate the two terms of responsible tourism and green tourism.

Limitation and Future Study

The limitation of this research is its respondent is solely focused on tour operator
rather than the whole tourism stakeholders. Yet, tourism industry involves a wide
range of stakeholders, such as government, tourists, and other small and medium
enterprises, and the roles of each group are very significant in the development of
responsible tourism in a destination. Therefore, this research suggests for further
study on other tourism stakeholder perspectives on the terms of responsible tourism
and green tourism. Another limitation is small sample size (25 interviews). However,
it is the nature of the qualitative research as well to have less numbers of respondents
than a quantitative research as it is attempting to provide an in-depth understanding
of the research topic instead of researching a mass target respondents. Therefore, this
research suggests a comparative work in other states of Malaysia or in different
locations and countries which would prove beneficial for possible validation of the
findings.
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ABSTRACT

The main purpose of this paper is to identify emergencies which have
occurred in the Jordanian hotels. Hotel preparations for past
emergencies to help identify its vulnerability as well as explore future
plans to manage and overcome the impacts of such emergencies.
Furthermore it is hoped to, encounter its limitations. This qualitative
study involved face-to-face interviews with 43 managers from 36
three, four and five star hotels. These hotels were chosen from a range
of local, regional, and international inns located in Amman and Petra,
Jordan. The samples were selected using the purposive snowball
method. Thematic analyses was used to uncover the relevant themes.
Results revealed that Jordanian hotels have been subjected to a wide
range of hazards, which make them wvulnerable to disasters and
emergencies. Political instability and the unstable situation in the
Middle East and revolutionary countries increase the hotel
vulnerability to hazards. Several lessons could be learnt from the past.
Unfortunately, Jordanian hotels are still vulnerable to hazards and
emergencies with a greater dependency on security departments.
Some emergency plans are still unimplemented, and the practical
implementations are still focusing on pre-emergency rather than pro-
emergency periods. For future implications, hotels must adopt one or
more emergency frameworks to improve safety using effective
collaboration among hotels and other related organizations. Effective
free emergency training to decrease the possibility of vulnerability to
hazards must also be considered.

Keywords: Hazard, Vulnerability, Emergency Planning, Hotels,
Jordan

INTRODUCTION
Hospitality experts have argued that experiencing a local emergency would be

undesirable while, a guest or a tourist visiting a stricken area experiencing an
emergency far from home would be worse. Hotel guests can originate from anywhere
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and speak any language. Emergency planning and recovery could be a challenge for
businesses and constitute acute tasks for hotel stakeholders. Low et al. (2010) argued
that hotels are a risky business receiving employees and guests from different nations
and cultures that have a tendency for disasters and emergencies to occur and cause
unwanted damages. Scholars discussed the impact of terrorism on the tourism
industry and argued that terrorism and instability have a considerably bad effect on
the tourism industry (Paraskevas & Arendell, 2007; Sénmez & Graefe, 1998).
Ichinosawa (2006), Johnston et al. (2007), and Johnston et al. (2005) explored the
impacts of natural disasters on the tourism industry and argued that such events will
disturb the so called destinations with negative impacts on the local communities,
stakeholders, and the economy. Cashman et al. (2012), Valls and Sarda (2009), Hein
et al. (2009), and Hamilton and Tol (2007) argued that globalization and over
development cause a negative effect for the changing world and its habitats though,
show a greater impact on hotels and the tourism business.

As one of the most vulnerable, emergencies in the hospitality industry have
become more frequent and complex than ever before (Coppola, 2010), affecting both
the hospitality industry and others related (Pforr, 2006). Whether man-made or
natural, disasters are very important to be prepared for in order to mitigate the impact
of those emergencies and minimize losses. There is no doubt that safety and security
are two of the most important issues of the guests. Rittichainuwat (2005) asserted
that low-cost destinations could not motivate tourists to visit, especially hazardous
destinations. Organizations should establish a cross role between the media and
government authorities to avoid unnecessary information, and transmit a clear
message to avoid ambiguity (Mansfeld, 2006).

According to the literature, researchers have unfortunately focused on
successfully managing disasters and emergencies and immediate recovery rather than
their state of readiness (Higgins, 2005). Currently, the urgent need for the hotel
industry is to plan better for emergencies, react to such events, mitigate damages, and
recover to a normal situation faster. Recent literature has merely focused on pre-
emergency planning and agree for the need to plan; named the best ways to employ
such planning. Planning is not a one way task but an ongoing process. Disasters are
accurately deemed as social phenomena damages due to natural hazards with people
altering the surrounding environment. They do what they can to mitigate the chance
of problems and make certain areas are safe for humans. Emergencies, by nature,
involve human impact (Weichselgartner, 2001). Furthermore, natural disasters and
technological emergencies are both have similar protection and response measures.
In the purest sense, natural disasters do not exist. Disasters occurs within the society
and not within nature. Simply put, no people no disaster. A multi megaton volcano
explosion in Antarctica would never amount as a disaster if no one was there. A
similar explosion in a populated area would book a place in our future calendars for a
long time.

Taleb (2007) has argued that a natural pattern was studied and recorded for
many ages. Scholars should focus on studying most recent events with accurate and
reliable data. The universe is governed by the laws of physics but chaos remains as a
normal variation that exists due to temporal govern through the nature of the universe
(Piotrowski, 2006). The Chaos theory is a major framework which views and
analyzes disaster and emergency management, and an ever present differentiation
between actions and experiments. The Chaos theory will benefit when clarifying the
weaknesses of the control and command model and replace it with the development
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of a problem solving model. This will provide a conceptual foundation for studying
an emergent behavior during disasters and emergency situations (Drabek &
McEntire, 2003).

Finally, Theory of the Firm and Stakeholder Theory clarify that business
exists because it benefit the society. Firms provide the service more efficiently than
the individual in a cheaper, cleaner, and better way. Business serves a purpose not
only making money, but to benefit its stakeholders. In the case of hotels, the needs of
stakeholders have an advance need than a normal firm regarding many persons
involved in and with the firm: stakeholders, management, guests, employees,
suppliers, local community, and the government. Hotels are not simply a firm. The
duty of a hospitality service is to provide safe and shelter to those who ask and are
willing to pay. A hotel is, of course, expected to make money but not at the expense
of a guest’s safety. Furthermore, the hotel must do more than simply satisfy the need
of stakeholders, and corporate social responsibility.

According to The United Nations Development Programme (2010) Jordan
has been subjected to several threats affecting its economic, social, and state
structures of the country’s hospitality industry which have made it vulnerable to
emergencies such as flash floods, earthquakes, epidemics and drought. Other
emergencies; such as extreme temperatures, windstorms, locust swarms, (man-made
emergencies) terrorist attacks, chemical or Dbiological warfare, radioactive
contamination, armed conflict and mass population migrations (Al-dalahmeh et al.,
2014). Jordanian hotels have experienced a wave of disasters and emergencies in the
last two decades. Overall, the period from 2000 to date has been affected by natural
and man-made disasters adding to the rise in political instability in the Middle East
have all negatively influenced Jordanian hotels (Ali & Ali, 2011). Paraskevas and
Arendell (2007) mentioned that since September 11, 2001, at least 18 different major
terrorist incidents have targeted the hospitality industry worldwide including two in
Jordan. While the field of emergency management is still largely unexplored in the
Middle East, generally, Jordanian hotels are the focus of this research. It is the hope
to identify emergencies which have occurred in Jordanian hotels; investigate their
preparation for emergencies in the past; identify their vulnerability; explore their
future plans to manage and overcome the impacts of such emergencies and
encountered limitations.

LITERATURE REVIEW
Vulnerability

The concept of vulnerability is the key to emergency planning. Vulnerability can be
the junction between risk aggravation and mitigation factors. Dictionary.com defined
“risk” as ‘exposure to the chance of injury or loss; a hazard or dangerous chance’
(Dictionary.com). While vulnerability can be defined as ‘the characteristics of a
person or group in terms of their capacity to anticipate, cope with, resist, and recover
from hazards. It involves a combination of factors that determine the degree to which
someone’s life and livelihood is put at risk by a discrete and identifiable event in
nature or in society.’ (Blaikie et al., 1994: P.9).

Blaikie et al. (1994) stated that the possibilities of emergency events in the
hotel are secure to a variety of factors determined by the resilience of the staff and
guests and the level of emergency preparedness by the hotel. A hotel’s vulnerability
to emergencies comes from four points: event, effect, resilience, and preparation. A

70

Empowering Sustainable Development through Knowledge and Human Advancement



' mmm NATIONAL RESEARCH & INNOVATION CONFERENCE
“““““““““““““ FOR GRADUATE STUDENTS IN SOCIAL SCIENCES (GS-NRIC 2014) ACCREDITED

hotel in the mountains is not vulnerable to a tsunami. A small motel is not vulnerable
to a high-rise commercial hotel fire. Eshghi and Larson (2008) mentioned that when
vulnerability meets with a hazard a disaster occurs.

International law contributes directly to save the hotel guests and employees
from vulnerable possibilities. Laws were set up to ensure guest safety as one of the
main hotel responsibilities. Hotels have increased in numbers and enhanced in
services; hotels need to be safer. Vulnerable guests are increasing therefore, the
requirements to maintain their safety are increasing (Soraghan, 2009). Kwortnik
(2005) argued that the hotel should co-produce extra services during and after any
emergency situation than the normal situations to ensure guest safety. The tension
and stress on hotels in an emergency situation is unknown. Furthermore, an aging
infrastructure must not be ignored. Old cities’ aging infrastructure may hinder rescue
and relief operations. Any disaster may cause loss in electricity or water, in which
case, fire extinguishing needed during earthquakes would not be possible.

Weichselgartner (2001) mentioned after reviewing the systems theory
perspective that vulnerability is a false alarm. Disasters could be information that
arouses code-specific operations, causing losses in affected area. Hotels in the
surrounding area of a hurricane which are not stricken may still suffer from business
losses. Though no physical damage was done to the hotels, business losses still
occur. For this issue, a false alarm could carry the same force as a real event.
Weichselgartner (2001) argued that the economic turn down from a forecasted but
non occurring earthquake can be significantly the same as in the occurrence. The fire
alarm in a hotel or shopping mall can have the same consequences with or without a
fire. More accurately, false alarms and actual events share the same minimal damage
rather than equal damage.

Scholars have argued that disasters will lead us toward a policy of a long term
emergency management and loss reduction. In the face of emergencies, complete
prevention is ultimately impossible. For these types of mitigation policies, precise
risk measures may not be necessary or important. Critical issues are to provide the
basis for damage reduction. For example, emergency managers should identify the
factors which determine the damage and levels of potential damage. This could be
used to identify the actions that must be taken in order to reduce the damage caused
by future events. Since the vulnerability is constantly increasing, more people are
becoming more vulnerable. Weichselgartner (2001) identified these lessons as a
follows:

1. Mitigation of natural disasters should stress socially rather than on physical
approaches.
Emphasis on pro-active rather than on reactive actions.
Focus on internal structures in society rather than external forces.
Disaster vulnerability reduction should be apart from ongoing policies.
Reduction policies should be reviewed, monitored, evaluated, and modified.

arwn

Pre-Emergency Planning

As a concept, planning seems so simple. Plans should be in place for every aspect of
life to mitigate the effects and survive in the face of emergencies. Humans have dealt
with a range of danger and learned that they must be prepared for the unexpected.
People which abandon the institutionalized preparedness will fall in the process of
de-learning that particular knowledge. This is because people have ceased to
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experience scarcity. Scarcity could be identified as the father of preparedness. What
we need may not be available at the time. Therefore, people should stockpile it when
it is in abundance. Since the dawn of history, humans have made civilization possible
by surplus, whereas, surplus has resulted from planning (Soraghan, 2009).

It is human nature to plan, or at least it was. Nowadays, people have realized
that individual planning is no longer a necessity for survival. Globalization secures
resources for whatever people may need regardless of the season. Whatever the case,
where there are people, there are needs. Hotel guests are non-locals coming from
other destinations without guards, behaving in a carefree manner than they may
behave at home. Therefore, hotels must anticipate failure to plan for their guests’
safety (Soraghan, 2009). Paton (2003) argued that what is viewed by an individual as
the most pressing will get more attention more than attached by modern
communication. Fright appears to be the preferred method of modern media.

Until this moment, with scholar recommendations, planning still does not
occur or is inadequate. Scholars conclude that in the planning process something is
out of place or darkly wrong with the planning. Alexander (2005) noticed that since
planning is a globally solid requirement, planning methodology could be broken.
While, Perry and Lindell (2003) noticed that emergency planning tends to be an
ending nor continuous process, static not dynamic which make it dysfunctional. On
the other hand, the highest standard of safety and security will affect the guest
experience and a negatively impact the hotel’s hospitality and image furthermore its
services (Enz & Taylor, 2002). Planning by individual, regional and international
hotels or local authorities should not be an isolated incident. Planning must bridge
the gap between dependent and government plans.

Page et al. (2006) after studying the Hurricane Katrina incident it was noted
that decision premises are often deformed by several reasons: (a) former
commitments to past choices, (b) negative information avoidance and defense prior
choices, (c) delusion of control over the uncontrollable events, and (d) wishful
thinking. Schwartz (2004) noted that preparation seems to be stronger due to current
trends in technology, population changes, terrorism, and conflicts which may
produce inevitable surprises people can anticipate (McConnell & Drennan, 2006).
Our ability to recognize surprises when they occur and plan accordingly to overcome
the unexpected events is much important than whether we can anticipatethem.

A disaster can be described as an unpredictable catastrophic change that can
be initiate normal response after the event by deploying contingency plans already in
place or through reactive response (Prideaux et al., 2003). Proactive planning and
emergency managing are not two sides of the same coin. This leads us to know that
planning is not managing (Stahura et al., 2012). Cavanaugh et al. (2008) argued that
planning is the most important part which an organization could rely on when
dealing with emergencies. Furthermore, the importance remains the need to have
proactive planning to gain control over the existing hazards (Fink, 1986). Even
though the hospitality industry endures formidable losses as a result of disasters, it
has been observed that its ability to deal with emergencies are limited (Henderson &
Ng, 2004). Several scholars in previous studies have discovered a low level of
proactive planning for emergencies within the hospitality industry, and some are
disappointed by the lack of appropriate emergency planning in the hotel industry
(Hystad & Keller, 2008; Lu & Law, 2007; Okumus & Karamustafa, 2005).

Proactive planning by hotels should not be undertaken alone. All planning
efforts must fill the gaps between the internal and external plans. Hotels proactive
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emergency planning must fill the gaps between planning for guests, employees and
local authorities (Stahura et al., 2012). Many disaster frameworks proposed by
scholars (De Sausmarez, 2004; Faulkner, 2001; Ritchie, 2008) are mostly focused on
the recovery stage rather than proactive planning. However, the generic framework
proposed by PATA (2003) could be used as a framework to formulate hospitality
individual planning and to find a solution to disasters. This framework has suggested
four phases:

Reduction. Detecting early warning signals.

Readiness. Preparing plans to deal with emergencies.
Response. Executing plans at the time of disaster.
Recovery. Acquiring a normal environment after a disaster.

NS

Hotels which are a soft target for disasters should work on proactive
emergency planning to avoid any harmful events and minimize losses (Henderson et
al., 2010), to avoid a dramatic falls in clientele (Stafford et al., 2002). Planning is a
process; created plans should be tested and evaluated through practice. Differences
between planning and preparedness come from practice. Planning should be the
standard of preparedness (Helsloot & Ruitenberg, 2004).

Emergency and Post-Emergency

When the worst happens, the best of people and society will be emerge since
employees, guests, management, government responders and local community are all
affected. Hotels have now realized that when even a small event happens; it will
require time for a proper emergency response. Larger events will need plenty of time
necessary to arrive and assist. Helsloot and Ruitenberg (2004) noticed that much time
is needed to act in a structured way and people rely on themselves in the period
directly following the disaster. It is also notable that some emergency responders will
follow a thoughtful approach to guide their activities and zoning areas to provide the
necessary aid to the people most affected. Therefore, some hotels and guests will be
aided sooner than others.

Fischer 111 (2002) gave evidence to the validity of an emergence theory and
approved that the traditional way of the public as helpless victims was challenged.
The theory holds that volunteers and volunteer activities increase in the aftermath of
disasters, as an early effort essential to rescue employees who themselves were not
fully prepared for the emergency situation. For upper scale events, emergency
responders and volunteers are not able to help everyone so local authorities usually
plan accordingly to help and assist tourist areas not set as a high priority zone. The
real situation may prove the opposite. Since tourists bring money to poor
destinations, they may receive aid first in all situations.

Actions must be undertaken in spite of the plan or in the absence of a plan.
Immediate reaction to a sudden emergency attempts to organize an emergency
response even if the planning and preparedness have been institutionalized perfectly.
Organizations structure applications to secure proper implementation of an
emergency plan. Plans should contain the best response possible and cover the bases
of logic and conjecture. Action should be undertaken before final consolidation.
Sturman (2002) stated that not only guests are affected by the emergency situation
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but also managers and employees who have been called upon to stay on duty to help
and serve guests. In the event of an emergency, managers will face all kinds of
pressures and personal issues as they may suffer from making decisions under
pressure.

Lessons Learnt

The first notable research regarding disasters and emergencies go back to the 1970s.
Quarantelli (1970) published a five page long paper at the time that scholars were
inferred that disasters were not a widely studied subject prior to 1970. He continued
his research with the revelation that emergency planning alone does not guarantee
successful management of an emergency. Quarantelli (1988) argued that it’s very
easy to assume that if there has been disaster planning there will be successful
emergency management. Unfortunately, research scholars showed that there are
often big gaps between what was planned and what actually happens in major
disasters, crises, and emergencies. The reason may propose that the preparedness
planning can be poor and encourage poor emergency management.

Another reason comes from the failure to recognize that the principles of
emergency preparedness planning are different from the principles of emergency
management. It is unwise to assume that because emergency preparedness planning
exists, management of emergencies will only require plan implementations. But
preparedness planning and emergency management are not the same. Quarantelli
(1996) continued his predictions based upon emergencies and disasters which have
occurred. He came to the conclusion that the future is not the repeated past due to
social changes that raise the probability for more disasters in the 21% century.
Furthermore, scholars found that organizations plan for the future based on their
experience with emergencies. The assumptions abound that disasters could be
expected but never exactly repeat past occurrences. This will lead to the first lesson:
planning is not managing.

Quarantelli’s article shed some light on increasing standard of living, access
of time and money which fueled the resort construction in hazardous destinations.
The aging of western population also contributes to the overall vulnerability of
people to disasters. This trend will be more acute when viewing the heart of
hospitality. More adventurist tourists travelling internationally to the hazardous
destinations are always more vulnerable to risk during disasters. Hotels in large
population cities will face an increased risk of disaster if just due to an increased
population. Further social diversity and bureaucracy will tend to aggravate the
impact of disasters. During an emergency, homogenous communities are less
vulnerable and easy to help and evacuate. The risk cannot be eliminated but society
must take a realistic approach to disaster. This will lead us to the second lesson
learned: future is not a repeat of the past.

Drabek (1995) examined the level of preparedness and evacuation planning
in 185 tourist businesses to identify reasons why impact in planning and
preparedness and the forces impede successful preparedness. He found that tourist
businesses should plan and take the appropriate action in a case of emergency. They
should resist threat denial, assign the person in charge, improve communication
system with the employees and the customers, expect the needs of special
populations, recognize the special need for handicaps, children, old, and families,
and establish good relations with the media. Several lessons were gleaned from
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Drabek (1995) research; such as: plan appropriate actions. Do not plan in regard to
threat, but rather according to action. He clarified that organizations should plan for
what action could be done, and not based upon what can happen. In general, the
hospitality industry is not ready for disasters due to inadequate planning in line with
improper management structures. The third lesson learned: plan for action, not for
situation.

Scholars forecast the expansion of tourism in the near future based on the
retirement and graying of Baby Boomer generations which is due to the impact of the
size and the wealth of the hospitality industry. To improve the current stage of
disaster planning within the hospitality industry Drabek advised ”Through a parallel
strategy, a future workshop should be designed to stimulate greater incorporation of
disaster research materials and case studies into the general curricula offered by
schools of tourism and hotel, restaurant, and travel administration.” (1995, p.95).
Quarantelli (2001) identified the problem within the scholars by clarifying that
disaster studies based on statistical data and conceptual disagreements are plagued.
Furthermore, many theories which lettered in the field failed to highlight the lack of
established disaster criteria. This will lead us to the fourth lesson learned: study and
teach disaster and emergency management in the hospitality industry.

Vulnerability is a core element of emergency planning. It can be described as
the crossroads of risk aggravation and mitigation factors. Risk can be defined as: a
dangerous chance to get injured or experience loss (Dictionary.com). A hazardous
destination means a hotel will be more vulnerable to disasters and emergencies. This
will give a better understanding of the formulation:” disaster occurs when hazard
meets vulnerability’ (Blaikie et al., 1994). Laws and regulations reflect the fact that
hospitality has a duty to ensure guest safety. Emergency management should
maintain guest safety by enhancing and developing emergency requirements. Hotel
guests will need more help and services during and immediately following a disaster
than in a normal situation (Kwortnik, 2005). Emergency planning must provide the
necessary basis for damage reduction. It must identify the levels of potential damage,
identify factors determine such damage and action that must be taken to reduce
future damage. This will bring the fifth lesson learnt: more people are becoming
vulnerable to emergencies. Vulnerability is increasing.

METHODOLOGY

This study aims to identify emergencies which have occurred in Jordanian hotels;
investigating the hotel preparation for emergencies in the past; identifying its
vulnerabilities; and exploring future plans to manage and overcome the impact of
such emergencies; furthermore, encountered limitation. To undertake this study, a
qualitative research methodology was considered the most appropriate method to
describe the existing issues related to disasters and emergencies affecting Jordanian
hotels (Chaudhary, 1991). Secondary information was assembled from governmental
resources. In the qualitative approach, semi-structured face-to-face interviews have
been used (Riley & Love, 2000). The use of semi-structured interviews conducted
between October 2013 to January 2014, with a number of pre-determined questions
(See Table 1), facilitated the scientific comparison between the responses of
participating interviewees (Walle, 1997). 43 key persons in charge of 36 three, four,
and five star Jordanian hotels were interviewed (Sandelowski, 1995). This sample
was selected using the purposeful snowball method. In regard to this method,
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personal links were used to identify the most knowledgeable persons. The sample
size was determined using the ‘saturation criterion’, mentioned by Patten (2007): “at
the point at which several additional participants fail to respond with new
information that leads to the identification of additional themes, the researcher might
conclude that the data collection process has become saturated” (p. 152). The
materials collected in this study were subjected to qualitative thematic analysis
aiming to uncover the prevalent themes by identifying, describing and reporting the
content of data. Results will be outlined next, featuring direct quotations to support
the study’s findings.
Table 1 Interview Questions

No. Question
Explain the types and magnitude of emergencies that occurred in

QL: this organization in the past?
Q2: To what extent has your organization prepared for emergencies
" in the past?
Q3: How did your organization manage or overcome the
" emergencies?
Q4: Discuss the constraints or the limitations that your organization
" encountered?
. In your opinion, explain factors that would contribute to
Q5: . T :
successful emergency planning in hospitality industry in Jordan?
. Inyour opinion, discuss barriers that impede successful
Q6: L oo ;
emergency planning in hospitality industry in Jordan?
Q7 How organizations/hotels could be more prepared for future

emergencies?

FINDINGS AND DISCUSSION
General information

Respondents were managers in top management working in three, four, five star
Jordanian hotels. All respondents clarified that their hotels have experienced
emergencies in the last decade. Interview periods lasted from 13% minutes to 1 Hour
20 minutes.

Emergencies facing Jordanian hotels

o Respondents were requested to explain the types and magnitude of
emergencies that have occurred in their hotels.

The findings from the interviews revealed that Jordanian hotels were threatened by
several kinds of hazards which showed a high degree of vulnerability to emergencies
and political instability in the Middle Eastern region. The findings have also shown
that terrorism, the Amman bombings of 2005, Libyan patient’'s profile, the Arab
spring revolution, financial problems, taxes, pandemics, employee turnover, black
outs, fires, electric faults, low quality machines, high energy costs, the September 11
incident, the Iragi war, regional instability, unfair competition, heavy snow, flooding,
and natural threats were all identified as major emergencies currently facing
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Jordanian hotels. This is consistent with Ali and Ali (2011), Sawalha et al. (2013)
who found that the Jordanian hotels have experienced multiple disasters and crises in
the last two decades. Overall, since the year 2000 to date, political instability and
continued negative impacts have been witnessed. Major disasters were noticed; the
Arab Revolution, the Iraqi war, and the Palestinian-Israeli conflict have all created
unstable situations in the Middle East. These highly influence Jordanian hotels and
create barriers which impede developmental opportunities which enhance the
communities’ financial situation. These findings show that these hotels, in particular,
are more vulnerable to a wide range of disasters and emergencies. This is consistent
with Paraskevas and Arendell (2007), and Ritchie (2004) which found that the
unstable global tourism environment result in making hospitality organizations
highly vulnerable to disasters and emergencies.

The findings also revealed that fires, employee' injury, poor maintenance
management, low quality security machines, and weak preparations were among the
emergencies facing the Jordanian hotels with negative impacts on hospitality
business, related industries, and the country’s economy. Respondents also showed
frustration and disappointment with the Libyan injured patient profile and the
agreements conducted by the Libyan government to host and receive the injured
patient’s full board in Jordanian hotels. The contract stated that the Libyan
government should pay the hotel claims within 14 days from the date of issuing the
invoice. Unfortunately, they concluded that until now they have only received no
more than 50% from their claims after a series of auditing and discounts from the
Libyan committees. Furthermore, they have had to endure the high cost of energy,
taxes and pressure on quality services.

Emergency planning and preparedness

o Respondents were asked to explain to what extent their hotels were prepared
for emergencies and how they managed and overcome emergencies in the
past.

Five star hotel respondents revealed that after the Amman bombings in 2005, a lot of
preparation had been done. New safety machines and security devices have been
fixed, conduction of emergency training, hiring security employees, and managing
emergency plans. At the same time, respondents from the three and four star hotels
complained about insufficient funds, high taxes, and high prices with low quality
purchased devices. Furthermore, they had poor maintenance of their security devices.
They have had difficulties when hiring security employees in the matter of their
financial and management situation. Respondents also mentioned that political
instability and wars in the Middle Eastern region have caused a decrease in the
number of tourists visiting Jordan in the last few years. This has affected the hotel
industry and threatened business as well as employees. This also gives rise to unfair
competition among hotels with different star ratings. Managers have suffered from
middle and low spending guests from different backgrounds and have had little
experience in dealing with hotels and its assets. This is consistent with the view of
Sawalha et al. (2013) who found that hotels have tried to apply regulations and
become highly dependent on security departments. Jordanian hotels show a lack of
variety for strategies and actions that could be used to mitigate, prevent, and cope
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with emergencies. There is a need to show the gap between the literature and its
current best practices.

o Respondents were asked to discuss the constraints that their hotels
encountered when dealing with emergencies.

Findings have shown that after the September 11" incident, the government had set a
lot of roles to force hotels to follow several procedures. Respondents revealed that
they must install all the necessary security machines and safety devices as well as
hire more security employees. This matter cost hotels a lot of money due to
purchasing machines, expensive spare parts and maintenance contracts. Furthermore,
the quality was found to be low. The paradoxical relation between hospitality and
security was another concern. Respondents mention that hotels faced problems when
it attracted security employees from military backgrounds and trained them to
provide security services in the hospitality industry. Regarding the high sensitivity of
hospitality to security, security employees have to know how to deal with hotel
guests and maintain their satisfaction and privacy. Other issues arose in the
interviews related to the guests who refused to be subjected to security checks. How
hotel security employees give explanation to them and do their job effectively was a
further concern. Respondents mentioned the employee backgrounds, and cultural
aspects, and what is considered for quality work in hotels. There seemed to be a
matter of girls, especially which led them to a higher job turn over. Furthermore,
employees are not conscious enough about the hotel and tourism ethics.
Inappropriate education and experience combined with bad behavior had been
observed. These findings were in consistent with Sawalha and Meaton (2012) who
found that cultures play a significant role in the business continuity in Jordanian
companies. Also, local and regional hotels are reactive in their approach to disaster
and emergency management. Sawalha et al. (2013) identified the cultural factors that
hinder the adoption of disaster management as: the ability to learn from a past
disaster, type of relationship between private and public sectors, a lack of quality
infrastructure and security machines, and a lack of implementation of international
standards. Finally, respondents expressed their concern about the current weak
tourism markets, and the difficulties of finding new markets in the light of the Arab
spring revolution in the Middle East. This is in regard to tourists thinking about their
safety, thereby, search for safer and cheaper tourist destinations.

o Respondents were asked about factors which contribute to successful
emergency planning in the hotel industry.

Finding have shown that Jordanian hotels lack strategies that contribute to the
successful planning in order to mitigate and prevent the negative impact of
emergencies. The findings also clarified the greater dependence from hotels on
governmental security agents and related organizations, while some emergency plans
are still not implemented or neglected by the hotels. This should fill in the gap to
help explain why Jordanian hotels are still vulnerable to emergencies. Similar to
these findings a discussion by Sawalha et al. (2013) studied best practices in disaster
management. A wide range of strategies and frameworks were provided by
emergency and disaster management scholars to be adopted from hotels to mitigate
and lessen the vulnerability of natural and man-made disasters. They found that
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Jordanian hotels seem to have a problem in the practical implementation of such
strategies, focusing on the pre-emergency period rather than pro-emergency period.
They noticed that funding new disaster and emergency projects have been viewed by
many parties, but since it hasn’t generated a direct profit it was neglected. As related
to the traditional Arab organizations they also avoided implementing a new project
unless it could make a short term revenue. Therefore, Jordanian hotels should adopt
one or more emergency planning frameworks to improve safety and security.

Respondents discussed factors that could contribute to successful emergency
planning Jordanian hotels. Effective collaboration between hotels sharing important
information to update their plans, evaluate them regularly with continuous auditing is
essential. The findings also emphasized the importance of effective free training
within hotels and related organizations. This clarified the important role of civil
defense to spread the right knowledge about plans and security systems which meet
international standards. There is also a need to help hotels in fixing the systems, test
it, and identify the roles of emergency employees in the case of events. Respondents
also shed light on the importance of providing electric generators in the case of
blackouts and four wheel drive vehicles in the case of snow storms. Handicap
facilities to facilitate their stay in the hotels and ease their evacuation during
emergencies were also discussed.

The findings have also shown the need to find a solution for energy problems.
Respondents raised the issue that the government should find a cheaper solution and
find other energy resources such as; solar systems, natural gas, and oil shale. Better
collaboration between hotels and other organizations would facilitate their
knowledge to transfer and adopt proactive planning in the hotels rather than solely
relying on the governmental security reactive responses. The Jordan Tourism Board
and the Ministry of Tourism should market Jordan as a free emergency destination
among other revolutionary countries. Organizations should attract tourists from high
yield categories and train human resource personnel to provide better services The
Vocational Training Corporation could be a part of this solution. This is consistent
with the views of Ali and Ali (2011) which have stated that JTB and other hotels
should advertise Jordan in a better way. MOTA could support the hotels and provide
a positive advice with travel tips issued by the Ministry of foreign affairs in Western
Europe and America.

o Respondents were asked about factors which impede successful emergency
planning in the hotel industry.

Based on the findings of this research, all respondents agreed that there is a lack of
sufficient funds and management styles which impede emergency planning. Other
respondents have mentioned that the culture and mentality of hotel guests make it
very difficult convince the Jordanian and Gulf guests to subject themselves to
inspections using a security stick or walk-through gates. Hotels as commercial
companies are always looking for direct profits related to the company and employee
culture. Factors which may lead to be absence of a sense of responsibility and ignore
their duties are due to limited financial resources and high taxes. This in consistence
with Al-Rasheed (2001) who found that Arab management lacks future vision and
has limited insight while looking for quick revenue more than spending money on
effective systems. Comparing three and four star hotels with five stars, it was shown
that the five star hotels did not suffer much from such factors. One reason could be
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that five star hotels are not traditional companies looking for profit only but are
concerned with the safety and security of employees, guests, and properties with
sufficient funds needed to install the necessary devices. They further speculated that
international companies care more about safety and security for hotels and their
guests. Five star hotels must meet the international cultures of the management
company and the local government strategies. Furthermore, chain management
irregularly sends mysterious inspectors to check the hotels to insure installing and
adopting all necessary devices and procedures, evaluating the systems, and auditing
properties and employees. This in consistence with Hofstede (1991) and Sabri (2004)
who mentioned that Arabic culture is different from Western culture in a manner
which affects the adoption of emergency management among local small and large
International hotels. Also, the effects of learning from past emergencies help them to
prepare well for the future (De Holan & Phillips, 2004).

CONCLUSION

Jordanian hotels have been subjected to a wide range of hazards making them
vulnerable to disasters and emergencies. Political instability in the Middle Eastern
region has affected Jordanian hotels. Several factors have increased the possibility
for hotels to be vulnerable to hazards and emergencies; such as resilience of
employees and staff, and the level of emergency preparedness in the hotel. Four
points play a sufficient role to make hotels vulnerable to hazards: events, effects,
resilience, and preparation. Emergency planning and preparedness by individuals,
regional operations, and international hotels should not be isolated when undertaken.
Planning should bridge the gap between the dependent and government plans.
Proactive emergency planning for the hotels must fill the gaps between planning for
guests, employees and local authorities. The finding has emphasized that political
instability and the unstable situations in the Middle East and revolutionary countries
have increased the vulnerability to hazards in the Jordanian hotels. Fluctuation of
arrivals, affects in the industry contributes to the economy and tend to reveal the
multiplier effect. Type, age, size, management styles, and experiencing emergencies
earlier had a great impact on emergency planning and an affect the vulnerability to
hazards. Several lessons from the past could be learnt to decrease hotel vulnerability
to hazards; such as the idea that planning is not managing; the future is not a repeat
of the past; plan for all types of action, not only for the situation; study and teach
disaster and emergency management in the hospitality industry. Therefore, more
people will now become vulnerable to emergencies as vulnerability is increasing.
The findings have revealed that Jordanian hotels lack of variety of strategies used to
mitigate the effects of emergencies which increase hotel vulnerability to hazards.
This includes relying on security department in the face of disasters. Respondents
have mentioned that employee background checks and their culture play a significant
role in business continuity yet hinder the learning process from the past emergencies.
Finally, Jordanian hotels are still vulnerable to hazards and emergencies regardless of
their greater dependence on security departments and some unimplemented
emergency plans. The practical implementation of plans is still focusing on pre-
emergency rather than pro-emergency period. Therefore, hotels should adopt one or
more emergency planning frameworks to improve safety and security. Effective
collaboration among hotels and other related organizations with effective free
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training for employees help the awareness and readiness to decrease the vulnerability
to hazards.
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ABSTRACT

Although the wide adoption of Internet banking service in developed
countries, its application is still low in developing countries like
Yemen. Moreover, there is a dearth of empirical research on Internet
banking services in Yemen and this makes it necessary to carry out
research on adoption of Internet banking service. The purpose of this
study is to examine and investigate the main factors which influence
the adoption of Internet banking services by Small and Medium
Enterprise (SME) managers or owners in Yemen. The research
framework consists of seven latent variables, four exogenous variables
and three endogenous variables. Out of 920 SME managers or owners
located in Sana’a (capital city), 311 respondents (35% response rate)
were eventually used to analyze the data using Structural Equation
Modeling (SEM) to examine causal and mediating relationship
between the latent variables. The results of the study indicate that
usefulness and ease of use are significant and positive effect towards
Internet banking services adoption (IBSA). It also reveals that ICT
readiness, financial institution support and competitive pressure are
significant and positive effect towards usefulness and ease of use. It is
found that usefulness and ease of use, regulatory support are
significant towards IBSA. It can be concluded that TAM is found to
be a good and suitable underpinning theory to explain IBSA factors in
Yemen by achievement of model goodness of fit for the GOF index.
The study also discussed implications for Yemeni contexts.

Keywords: Perceived Usefulness, Perceived Ease of Use, IBSA,
External factor, SMEs, Yemen
INTRODUCTION

Over the past few decades, the world has seen an unprecedented evolution of
information technology (IT) which has affected life as we know it. All industrial
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sectors have been affected by this evolution, especially the services sector. In recent
years, the banking industry has undergone rapid technological changes and
development. As a consequence, banks have launched multiple service access
methods via new delivery channels like the Automated Teller Machine (ATM) and
Internet Banking Service (IBS). The growing importance of Information Systems
(IS) in banks was in the establishment of a fully-fledged IBS by the Security First
Network bank in the USA in October 1995 (Grandy, 1995). IBS is a new type of
information system that uses the innovative resources of the Internet and allows
customers to engage in financial activities through virtual space and environments
(Al-Majali, 2011).

IBS is extremely beneficial to both banks and customers. The main benefits
to banks are cost savings, reaching new segments of the population, efficiency,
enhanced reputation and better customer service satisfaction (Nasri, 2011;
Khrerwesh, 2011). IBS also offers a competitive advantage to banks by providing an
unlimited distribution network. Through this technology, banks are able to provide
services electronically such as lowering transaction costs and adding value to the
customer-banker relationship. Internet enables banks to offer high value-financial
services at lower costs (Al-Sukkar & Hasan, 2005).

In addition, Jayawrdhena and Foly (2000) suggest that IBS offers new values
to customers such as reduced costs in accessing and using bank services, increased
comfort and time-saving transactions that can be made seven days a week and 24
hours a day without requiring physical interaction with the bank speed of transaction.
Moreover, a comprehensive IBS strategy is essential for success in the increasingly
competitive financial service market. Competition and changes in technology and
lifestyles have made banking more competitive and innovative. Due to the speed of
technological changes, banks are forced to continuously search for alternative and
innovative products and services to keep up with the rapidly changing world (Jeeven,
2000). Unfortunately, in spite of all these advantages, many customers of financial
institutions have yet to embrace these technologically advanced services offered by
the banking industry especially in the Middle East and in Yemen in particular
(Khalel & Micheal, 2007; Al-Kibsi, 2010; Al-Majali, 2011).

Since the success or failure of IB is contingent upon the degree of its
adoption, there is a need to investigate which factors influence customers’ intention
towards Internet Banking Adoption (IBA). This study attempts to identify and better
understand these factors by focusing on the Yemeni banks’ customers especially the
small and medium sized-enterprises (SMEs) whereby their knowledge can help the
banking industry to formulate its marketing strategies to promote new forms of 1B
systems in the near future in Yemen. This research tries to add to the body of
knowledge in the area of technology acceptance and extends our knowledge of the
factors affecting IBSA by SMEs in Yemen. Therefore, this study seeks to achieve the
following objectives:

1. To explore the level of intention to adopt IB applications among SMEs.

2. To identify the important predictors of SMEs’ intention towards IBSA.

3. To investigate the relationship between attitudinal factors (usefulness, ease of
use, risk, trust and awareness) and intention towards IBSA by SMEs.
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LITERATURE REVIEW
SMEs and Yemen Economy

Yemeni economy depends mostly on oil and the Yemeni government gets prime
revenue by deducting taxes on oil industries (Mohammad & Dileep, 2012). In
Yemen, SME sector is of great importance to the Yemeni economy. SMEs have been
recognized as the backbone of the economy and play a significant role in generating
employment, enhancing the quality of human resources and nurturing a culture of
entrepreneurship as well as supporting large scale industries and opening up new
business opportunities (Al-Swidi & Mahmood, 2011). SMEs are also seen as one of
the suggested solutions for many economic problems related to the increasing
unemployment rate. In addition, SMEs are an important and integral part of every
country’s economy and they have long been recognized as different from large
businesses (Street & Meister, 2004). SMEs are also the fastest growing segment of
most economies and are perceived to be more flexible and adaptable in terms of
structure and speed of response than large organizations (Mohammad & Dileep,
2012). Most types of organizations either large organizations or SMEs depend on
banks to get the financial resources required to achieve growth or even survival of
their businesses (Al-Swidi & Mahmood, 2011).

Micro, small and medium enterprises (MSMES) represent approximately
90% of the workforce in Yemen and they also contributed to 95% of the GDP in
2007 (Ministry of Industry and Trade in Yemen, 2010; Alasrag, 2010). In addition,
recent estimates on the MSMEs are approximately 378,305. More than 350,138 are
micro enterprises (with less than four employees) while 17,248 are small enterprises
(5-9 employees). However, the medium enterprises are approximately 10,919
(betweenl10 to 50 employees). Table 1 presents the type of MSMEs by number of
employees in Yemen.

Table 1 Type of MSMEs by number of employees

Type of organizations 1-4 employees 5-9 employees 10-50 employees Total
Service organizations 109,961 9,465 8,835 128,261
Manufacturing 39,227 3,848 1,172 44,247
organizations
Trading organizations 200,950 3,935 912 205,797
Total 350,138 17,248 10,919 378,305

Source: Ministry of Planning and International Cooperation, Central Statistical
Organization in Yemen, (2012)

Internet Banking Services available in Yemeni Banks

In Yemen, IBS is provided by five banks namely, the Yemen Gulf Bank, Arab Bank,
CAC Bank, Yemen Commercial Bank and International Bank of Yemen (CAC Bank,
2011; Zolait, 2009). These banks provide customers with common services such as
balance inquiry, annual statement of account, account-to-account transfer, account to
another account transfer and request for check book and change of pin code. Table 2
shows IBSs available in Yemeni banks.
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Table 2 Internet Banking Services available to Customers in Yemen

No Bank Name Internet Services

1 Yemen Gulf Bank (YGB) Balance inquiry, currency rate inquiry, check book
request, statement & request online, fixed term deal
inquiry, change of pin code, account to account transfer,
A.T.M. card stop, cheque stop

2 Arab Bank (ABY) Balance inquiry, annual statement of account, account to
account transfer, account to another account transfer,
request to have a cheque book, payment withdrawals of
credit card

3 Yemen Commercial Bank (YCB) | Balance inquiry, annual statement of account, account to
account transfer, account to another account transfer,
transfer in different transfer recharge one’s phone with
units, request to have a cheque book, inquiry about letters
of credit, exchange rate inquiry, difference in foreign
currencies, change the pin code

4 Coop. Agricultural Credit (CAC) | Balance inquiry, transfer indifferent transfer recharge one
Bank phone, annual statement account, account to account
transfer, account to another account transfer, payment
withdrawals of credit card, request to have a cheque.
inquiry letter of credit

5 International Bank of Yemen | Balance inquiry, account to account transfer, account to
(IBY) account another transfer, payment withdrawals of credit
card,

Source: Zolait, (2009); Homaid, (2010); CAC Bank (2012)

The Benefits of Internet Banking Adoption by SMEs

Pikkarainen, Karjaluotoand Pahnila (2004) found that 1B has two fundamental
reasons for development and diffusion. First, banks get notable cost savings as
offering IB services and an IB channel is the cheapest delivery channel for banking
products once IB is established. Second, banks have reduced their branch networks
and downsized the number of service staff which has paved the way to self-service
channels as many customers feel that branch banking takes too much time and effort.
Therefore, time, cost saving and freedom of place have been found to be the main
reasons underlying IB acceptance. For the companies, as stated by Shamim and
Sardar (2010), the Internet provides a platform for purchasing products and using 1B
services and for running the business inside and outside the organization. They
further add that all companies regardless of size are using the Internet as a source to
provide their customers with products. Alam (2010) argue that firms have much
greater motivation to use e-commerce or IB than consumers because it offers many
benefits such as improved efficiency, massive cost saving in transaction costs and
flexible relationship with key business partners. There is also evidence to suggest
that the Internet has increased international opportunities for SMEs. According to
Williams (1999), Internet technologies can:
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1- Increase the ability of a small company to compete with other companies
both, locally and foreign.

2- Create the possibility and opportunities for more diverse people to start a
business.

3- Offer appropriate and easy way of doing business transactions (not restricted
to certain hours of operation, virtually open 24 hours a day and seven days a
week

Technology Acceptance Model (TAM) and IBSA

The Technology Acceptance Model (TAM) is one of a number of studies that has
helped in providing a theoretical framework for research in the adoption of
information technology over the last two decades (Davis, 1989). TAM was proposed
by Davis (1989) and has been found useful in predicting intention and usage of IB in
previous studies (Eriksson et al., 2008; Han & Suh, 2002; Lai, 2007). The main
purposes of TAM are to search in detail customers’ acceptance and why the
customers accept or reject the electronic banking system.

TAM has been used extensively as the basis of a range of empirical studies
(Muhammad & Khalil, 2011). .

Internet Banking (1B)

IB or online banking can be defined as “the service that allows customers to perform
banking transactions using a computer with an Internet connection” (Lloyd, 2007: p.
67). Lloyd (2007) explains that these transactions include checking the balance in
one’s bank account, transferring funds between accounts and bill payment.
Pikkarainen et al. (2004: p. 230) define IB as “an Internet portal used by customers
for different kinds of banking services ranging from bill payment to investments.” IB
has been defined as the use of the Internet as a remote delivery channel for banking
services and IB is defined as a bank that offers transactional services via the Internet
(Lee, 2000).

Intention towards IBSA (Dependent Variable)

Adoption intention is defined as an individual intention to use, acquire or purchase a
high technology innovation (Rogers, 1983). In this study, the researcher chooses
intention towards IBSA as a dependent variable for some reasons. The first reason
refers to the actual behavior which is difficult to measure due to many uncontrollable
factors that may interfere with the performance of the actual behavior. Secondly,
many researchers used adoption intention as the ultimate dependent variable in their
models (Tan & Teo, 2000; Wang et al., 2003).

Attitudinal Factors
The Relationship between Perceived Usefulness and IBSA

Perceived usefulness can be defined as “the extent to which a person believes that
using the system will enhance his/her job performance” (Davis, 1989: p. 320).
Another definition by Bagozzi, Baumgarther and Yi, (1989) state that the perceived
usefulness is the subjective probability that a user will increase his productivity using
a specific application in his work; this application will help him to do a better and
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more efficient job. They also found a direct effect of usefulness on adoptive attitude
and intention to adopt technology. Han and Suh (2002) discussed the relationship
between the perceived usefulness factor and bank clients’ attitude in Korea. The
study shows that the perceived usefulness factor significantly and positively affects
the attitudes of those clients. Therefore, the following hypothesis is formulated:

H1: Perceived Usefulness has a positive influence on intention towards IBSA.
The Relationship between Perceived Ease of Use and IBSA

Perceived ease of use implies that accessible routines can be practical to the
condition at hand. According to Davis (1989: p. 320), perceived ease of use is
defined as “the extent to which a person believes that using the system will be free of
effort.” He also illustrates that customers will be more willing to adopt the new
technology when it is easy to use. Several past studies discussed this relationship in
different technological setting, such as the mobile online services, education online
services, e-filling of tax system, online purchase services and other new technology
services. Al-Hajari, (2008) suggests there are three main issues related to perceived
ease of use in Omani banks: easy to manage, easy to use and easy to learn. The
researcher also concludes that the difficulty of navigating on the Internet was
highlighted by Omani bank managers. Another study by Homaid (2010) found that
perceived ease of use has a negative impact on behavioral intention to use I1B. Thus,
the following hypothesis is proposed:

H2: perceived ease of use has a positive influence on intention towards IBSA.
The Relationship between Perceived Trust and IBSA

Trust is an important factor in many social activities, involving uncertainty and
dependency. One main reason for the importance of trust in e-commerce activities is
the fact that in a virtual setting the degree of uncertainty of economic transactions is
higher than in traditional settings (Rotchankitumnuai & Spesce, 2007). Trust is one
of the factors in many studies that have attracted major interest in the academic
society. This is due to the fact that trust is considered as a strategic factor in current
marketing (Ahasanul Haque et al., 2009). On the other hand, McLeod, Pippin and
Mason (2009) found that trust of privacy has an insignificant and negative effect on
intention to use tax preparation software. Furthermore, Nel (2013) conducted a study
in South Africa on 750 customers of cell phone and Internet banking. The result of
the study revealed that trust perception has insignificant and negative influence on
convenience and perceived usefulness. Hence, the following hypothesis postulated:

H3: Trust has a positive influence on intention towards IBSA
The Relationship between Perceived Risk and IBSA

According to Graber, Krauter and Faullant (2008: p. 495), perceived risk is defined
as “uncertainty which primarily relates to potential technological sources of errors
and security gaps.” Norazah (2010) define perceived risk as the consumer’s
subjective expectation of suffering a loss in pursuit of a desired outcome reported
that perceived risks of innovation are inversely related to adoption in telephone based
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direct banking services. Another study was conducted by Al-Majali (2011) on 537
universities staff in Jordan. The findings of the study show that the relationship
between risk and customers’ attitude towards IBSA in Jordan significantly and
negatively influenced the use of IB. He also mentions that several researchers
suggest that high levels of perceived risk are considered to be a barrier to adopting
new innovations. Therefore, this study hypothesizes a negative relationship as
follows:

H4: perceived risk has a negative impact on intention towards IBSA
The Relationship between Awareness and IBSA

Rogers (1983: p. 453) defines awareness of innovation when an “individual is
exposed to the innovation's existence and gains some understanding of how it
functions” while Sathye (1999: p. 325) defines awareness of innovation as
“understanding whether the customer is aware or not of the service itself and its
benefits. He also notes also that low of awareness of IB is the most critical factor
negatively affecting IBA. In the same vein, Al-Majali (2011) indicates that the
importance of awareness for the adoption of any innovation by increasing the
awareness levels of innovation of e-commerce among users has been identified as a
major catalyst to encouraging the adoption of electronic technology. Therefore, the
following hypothesis is formulated:

H5: Awareness has a positive impact on intention towards IBSA
Type of the Organization (Moderating Factor)

The type of organization or nature of an organization’s business is a moderator
factor in this study. Therefore, business type is defined as the geographic extent of
the organization’s operations. It has been used to classify business organizations in
terms of the nature of business. A study has done by Voges and Pulakanam (2010)
show that business type not only has an impact on the number of Internet users, but
also on the level of perceived benefit. This study also found that the type of business
operation influences the type of technology solutions that are appropriate for the firm
and that are actually used by the firm. Additionally, a study in Mauritius concludes
that the relationship between the sector of operations and usage were statically
significant. This study also reveals that the manufacturing sector was the better sector
to adopt IB compared to the service sector (Padachi et al., 2010). Therefore, type of
organization is a positive moderator between attitudinal factors and intention towards
IBSA. Given that, the researcher hypothesizes that:

H6: Type of organization positively moderates the relationship between
attitudinal factors and intention towards IBSA.
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Figure 1 Conceptual Framework

METHODOLOGY AND ANALYSIS

Sampling Frame

SMEs were selected by referring to the official SMEs list published by the Ministry
of Industry and Trade (MIT). Official SMEs have commercial registers for practicing
business. The number of SMEs in Yemen is around 28,167 enterprises. Small
enterprises are those companies that employ between 5 to 9 employees and have a
capital between $5,000 and $100,000. However, medium enterprises are those
companies that employ between 10 and 50 employees and have a capital of less than
$5,000,000 (Ministry of Planning and International Cooperation, Central Statistical
Organization in Yemen, 2012; MTI, 2012).

Sample Selection

Data was collected via a self-administrated questionnaire survey using convenience
sampling. Accordingly, the study found that the conveniences sampling was used and
random drawn as a customer’s entered the banks. The study found that the
convenience sampling method is widely used in the previous studies of ISBA such as
(Sathye, 1999; Pikkarainen et al., 2004). Since the major banks which are endorsed
by CBY have their headquarters in the captial city Sana’a, the romdom sample will
be drwan from vistors to the headquarters if the banks in this. The researcher
obtained a formal cover letter from postgrduate studies (I1IUM) and Ministrty of high
education, the student’s acadimic sponser.

The total number of distributed surveys questionnaire was 920. Of the 920
surveys, 377 questionnaires were returned which represent approximately 40%
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response rate. Due to large cases of missing values, 55 questionnaires were excluded
from the analysis and thus, a total of 322 usable questionnaires were utilized.

Reliability and Composite Reliability

This study shows two types of reliability were conducted. The first type is
Cronbach’s alpha via the use of SPSS 18.0 and the second type is composite
reliability (CR). The current study indicates the reliability (Cronbach’s alpha) value
ranged from 0.781 to 0.929 while composite reliability (CR) values ranged values
ranged from 0.737 to 0.931. Therefore, all values for reliability and composite
reliability constructs were greater than the recommended value of above 0.60. Table
4 below presents reliability (Cronbach’s alpha) and composite reliability for the

constructs.
Table 4
Cornbach’s alpha and Composite Reliability for the Constructs

Name of Construct Construct code | Number of | Cronbach’s | Composite

items alpha Reliability
IBSA IBSA 4 0.904 0.907
Perceived Usefulness PU 4 0.874 0.877
Perceived Ease of use PEOU 4 0.781 0.737
Trust Trus 5 0.896 0.897
Risk Rsk 5 0.875 0.855
Awareness Awa 4 0888 0.892
ICT Readiness ICT 3 0826 0.856
Regulatory Support RS 7 0.929 0.931
Financial Institutions Support FIS 3 0.821 0.830
Competitive Pressure Comp 3 0.787 0.764

Confirmatory Factor Analysis (CFA)
The first purpose of conducting CFA was to exclude any scale item or latent factor
that was not well fit and thus create the best possible measurement model. The
second purpose of performing CFA was to test reliability, validity and
unidimensionality of multi-item measures.

CFA analysis method was used to examine convergent validity for each variable.
In addition, CFA contains several functions; these functions include testing the
loading factors in every construct, estimating the measurement error in framework
and confirming the instrument themselves are related to the latent variables.
Therefore, CFA is deployed to determine the set of factors and construct loading
items confirm the requirement that is needed to measure (Bollen, 1989).

Measurement Model

As mentioned earlier, CFA analysis method was employed to test convergent validity
for each variable. Moreover, the following sections explain CFA for exogenous and
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endogenous variables together. This study examines five exogenous variables which
are: perceived usefulness, perceived ease of use, trust, perceived risk and awareness
on one endogenous variable which is intention towards (IBSA).

Final model showed the ratio of the chi-square to the degree of freedom was
1.478, less than 2 and RMSR was 0.038 less than 0.10 indicates a good model fit as
well as the RMSEA was 0.039, less than 0.08 which is considered a good fit (Hair, et
al, 2006). Also other measures indicated the GOF of the model to the data (CFI =
0.970, IFI= 0.970, TLI= 0.966) which indicate that the model employed in this study
is a good fit to data (Schumacker & Lomax, 2004 and Lee et al., 2007). Table 3
presents the resulting statistical estimate of measurement model for exogenous and
endogenous variables. Figure 2 shows measurement model for exogenous and
endogenous variables.
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Figure 2 Measurement Model for the Variables
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Structural Model

This study was conducted to test five direct hypotheses as discussed earlier. The
hypothesized model includes perceived usefulness, perceived ease of use, trust,
perceived risk and awareness on intention towards IBSA. The aim for the
hypothesized model is to test the relationship among constructs which is assessed by
GOF such as (NFI ratio, IFI, TLI, CFI, NFI RMSEA, GFI, AGFI) which were
carried out to test if the constructs fit the data.

Table 5 below shows the results of the structural model. The value for the
normed ¥ is 2.056. Furthermore, (CFI = 0.929), (IFl = 0.929), (TLI = 0.921), which
is fit the data well and the results also shows that (RMSEA = 0.058) less than 0.08.
Figure 3 indicates the structural model (Goodness of Fit Indices).
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Figure 3 Structural Model with Standardized Estimated
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Table 5
The Results of the measurement and structural Model (Good-of-Fit Indices)
Indictors Measurement Structural Model Acceptable value
Model

Absolute fit indices
Normed %° 1.478 2.056 Less than 2
Incremental Fit Indices
CFI 0.970 0.929 More than 0.90
IFI 0.970 0.929 More than 0.90
TLI 0.966 0.921 More than 0.90
Parsimonious Fit
Indices 0.039 0.058 Less than 0.08
RMSEA 0.000 0.000
P-value

Source: Author’s computation (2014)

Hypotheses Results

The findings of empirical study showed five hypotheses related to the aim of this
study were tested. Out of five hypotheses that are related to the direct path between
the variables, three hypotheses were accepted and two were unaccepted. Table 6
below shows hypotheses testing results of structural model.

Table 6
Hypotheses Testing Results of Structural Model
Hypotheses Exogenous Endogenous Std. CR P- Result
Variables Variable Estimates Value

H1 PU IBSA .500 6.863 | 0.000 Supported
H2 PEOU IBSA .309 3.367 | 0.000 Supported
H3 Trus IBSA .029 456 | 0.646 Unsupported
H4 Rsk IBSA -.029 -571 | 0.568 Unsupported
H5 Awa IBSA 124 2.483 | 0.013 Supported

Moderating effect of Organization Type

Table 7 below shows the structure invariance of the organization type of respondents.
To test the type of organization invariance, a simultaneous analysis based on trading
and services organizations grouping was conducted. In this regard, the path
coefficient (Attitudinal Factors IBSA) was constrained to be equal to each other
across the groups (trading = n1= 179) and (services = n2 = 132). The results show A
v* value (17.369) is higher than »? critical value (15.086) at P<0.01. Therefore,
organization type moderated the relationship between attitudinal factors and intention
towards IBSA. This is because the path coefficient interacted with the attitudinal
factors and intention towards IBSA. The path coefficient of trading organization
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group was greater than of services organization group (0.81 and 0.47 respectively).
Therefore, the impact of attitudinal factors on intention towards IBSA is greater with
trading organizations. Hypothesis (H11a) is thus accepted. Table 6 shows the results
of multiple-group modeling (unconstrained and constrained model of organization
type invariance for attitudinal factors).

Table 7
Results of Multiple Group Modeling (Organization Type)
Hypotheses | Model x df Critical value Ay’ Sig.

Attitudinal Unconstrained | 858.195 598

Factors Constrained | 875.564 603 15.086 17.369 S
(H11a)

P<0.01
S= Significant

DISCUSSION AND CONCLUSION

The first research objective aims at describing the level of intention to adopt IB
among SMEs in Yemen. Study on behavioral intention creates an essential basis for
predicting purchase intention (Fishbein & Ajzen, 1980). Actual usage is difficult to
measure due to some factors that are difficult to control such as time between
intention and actual behavior (Fishbein & Ajzen, 1980).

Although, the majority of the respondents did not adopt IBS, the findings
indicated that the SMEs in Yemen have higher level of intention towards IBSA in
their business. Approximately 47 percent of the total variance on the intention
towards IBSA was explained. It can be seen that almost 80 percent of SMEs at least
agreed with the intention towards IBSA. This result can be driven from the
calculated mean from one-sample test which equal to 3.83 out of a maximum of 5.
The most significant path in the model is between perceived usefulness and intention
towards IBSA which suggests that the respondents in developing countries especially
in Yemen are driven to accept the new technology mainly on the basis of its
usefulness by perceiving relative advantages. This implies that SMEs have the
intention to adopt IB by increasing their productiveness and productivity and
improving the SME business. Ease of use plays an important role in the SMEs’
adoption of IB in Yemen. This study finds that perceived ease of use had a positive
and significant effect on intention towards IBSA. According to the study’s findings,
bank customers found that IB requires a certain minimum level of technical
experience and competence. Moreover, the findings of the research show awareness
was considered an important factor that influences intention to adopt IB among
SMEs in Yemen.

On the other hand, the results also show that trust had no significant effect on
IBSA. This is because the managers/owners of SMEs were confident in their banks
but their confidence in technology was weak particularly the safety of their financial
transactions via the Internet. As noted from the findings, SMEs felt that the use of IB
is risky and may lead to lost of money. Moreover, most of the bank customers
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believed that other people might get access to information about IB transactions and
aspects such as security and privacy are not guaranteed when using IB.

Besides the academic implications of this model, the findings also suggest.
This study is the first attempt to determine the factors that influence the intention of
managers/owners of SMEs in Yemen to adopt IB. Therefore, the findings of this
research have several valuable implications for banks and other organizations on e-
commerce and e-business in the Yemeni context. This study also proves that
managers/owners’ attitude is influential in shaping their organizations’ intention to
adopt IB. This study has some limitations that can be addressed in future research.
First, this study discussed a few factors of IBSA and disregarded other factors such
as the cost, self-efficacy, security and privacy, culture and others. Second, this study
targeted only small and medium organizations in Yemen. Thus, the results of this
research do not reflect the behavior of other sectors such as large organizations or
individual customers.

IMPLICATIONS OF THE STUDY
Implication for academic research and practice

The findings of this study have several implications on academic research. First, the
extended TAM model is applicable to developing countries with different degrees of
explanatory power. The success of the combined model of trust, perceived risk and
awareness in the TAM is evident from the findings of the study. Second, the
extended TAM model can be employed to explain other online behaviour such as e-
business, e-shopping, e-commerce, e-government and other electronic activities of
these organizations

The findings of this research have several valuable implications for banks and
other organizations on e-commerce and e-business in the Yemeni context. First, the
findings of this study found that the attitudinal factors influence the intention of
managers/owners of SMEs in Yemen to adopt IB. Second, the major contribution of
this research is statistically validating the factors influencing SMEs’ adoption of IB.
Thus, it can be predicted that SMEs with greater perceived usefulness, perceived
ease of use and awareness are more likely to become users of IB. Third, this study
emphasized on the role of organization type (trading and services) as significant
moderator in the adoption of IB; this means trading organizations are willing to adopt
IB more than services organizations. Therefore, Yemeni banks need to be proactive
to identify the differences that may affect IBSA in trading and services organizations.

Limitation and future research

This study has several limitations that can be addressed in future research. First, this
study discussed a few factors of IBSA and disregarded other factors such as the cost,
self-efficacy, compatibility, culture and others. Second, this study targeted only small
and medium organizations in Yemen. Therefore, the results of this research do not
reflect the behavior of other sectors such as large organizations or individual
customers. In addition, the interview with non-users and users will explain more in-
depth insight on the reasons behind the non-adoption and adoption of IB. This should
provide a significant research area in the future.
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Determining the Criteria to Measure Successful University-Industry
Collaboration, Particularly during Development Research Stages
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ABSTRACT

Nowadays, to develop product innovations with less operational cost
and become more competitive in market environments, companies
find the external institutions such as university to work together for
R&D purpose. There are three different stages in performing R&D
such as basic, applied and development research. Development
research refers to the research stage to improve, or produce new
products or services that based on knowledge which generated from
conducting basic or applied research. This study aims to determine the
types of criteria to measure successful university-industry R&D
collaboration particularly during development research stages. The
reason behind this is few studies still discuss on success criteria and
do not have solid criteria to measure university- industry
collaboration, particularly during development research stages. This
study conducted semi structured interviews with the leaders from
universities and industries that have experience involving in R&D
collaboration project during development research stages. The
findings show that all the respondents believe, the main important
criteria to measure successful collaboration in development research
stages is products, while industry researchers mention that time and
budget as other important criteria to measure successful collaboration.
Determining the criteria is really important to set a guideline in
measuring successful collaboration, thus the partner will increase their
understanding about the criteria used by other partners to define a
collaboration project as success.

Keywords: Research & Development, Success, University-Industry
Collaboration

INTRODUCTION

According to MASTIC (1998; 2008); Czarnitzki et al. (2008) and Shapiro (2013)
R&D is divided into three stages which are basic, applied and experimental research.
Instead of experimental research, Shapiro (2013) uses the term development
research. Mastic (2008) defines the development research as activities to improve or
produce new equipments, processes, materials and systems through exploit the
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knowledge generates in basic or applied research. Czarnitzki et al. (2008) indicate
that development as activities that exploit the knowledge produces from research
activities to create new products. Meanwhile, Shapiro (2013) defines the
development research as a stage that researchers develop the technologies discover
into a product. In this study, collaboration during development research stages is
based on both partners from universities and industries that work together to improve
existing or produce new products.

The success of a collaboration project can be determined through the
objective that the researchers stated to achieve, in the beginning of project
development. Based on the reviews of past studies, there were several limitations or
gaps that should be reduced in the success criteria of university-industry
collaboration. Previous studies were also not focusing on university-industry R&D
collaboration particularly during development research stages, thus conducting this
study can increase the information regarding this area and reduce the gaps of
research. Besides, the perceptions regarding the criteria to measure the successful
R&D collaboration that received from both collaborating partners are still few.
According to the reviews, there are still limited numbers of studies have been
discussed on the types of criteria based on both R&D collaboration partners’
perceptions. Thus, this study will determine the criteria from both sides that involved
in R&D collaboration. Recently, in Malaysia there is an increment in the number of
scholars study on determination of success criteria in university-industry
collaboration such as Abeda et al., 2011; Raj Kumar., 2011; Chin et al., 2011; Rast et
al., 2012. There are some limitations that need to be improved such as most of the
researches focused only from university point of views. On the other hand, Chin et
al., 2011 are based on both collaborating partners view but limit their studies just on
SMEs scope. In Abeda et al. (2011) the scope of study is limited to university admin
and PhD students in UTM , Rast et al. (2012) also focused on academics in UTM
while Raj Kumar, (2011) study based on academics in a private university.

A study conducted by Perkmann et al. (2011) stated that existing literatures
have focused on university success factors and barriers involved in collaborating but
do not provide a comprehensive framework to evaluate their performance. In term of
success criteria, a few studies have been focused on university-industry
collaboration. Based on Dunowski et al. (2010), assessing the successful university-
industry collaboration is difficult or challenging and still do not have any solid
success criteria to evaluate university-industry collaboration. The existing literatures
explained about the organizations’ success criteria without specifying on the
university-industry collaboration (Perkmann et al., 2011). For example, some of the
scholars focused on success criteria of industry projects performance such as Sadeh
et al. (2000), Nelson (2005) and Shenhar et al. (2001). These types of criteria can be
adapted in university-industry collaboration concept. This study summaries all the
criteria and tries to implement them in university-industry R&D collaboration
environment, particularly during development research stages.

Based on environmental study of a firm for new products development,
previous researchers discussed on the criteria to measure the performance which
focused on after - products launch into the market. Usually the criteria used by the
researchers are the financial and customer satisfaction from using the products.
However, the study that explains the criteria to measure the performance during the
stage of developing new products before that product enter the launch stage such as
idea generation, concept development and product development is still limited or
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difficult to determine (Tan & Amran, 2011). This is supported by Van Eersel (2011)
which states that there is still limited numbers of studies explain on the criteria to
measure the success during each stage in the new product development process.

Due to the above gaps and limitations, this study aims to determine the types
of criteria in evaluating the successful university-industry R&D collaboration
particularly during development research stages. The success can be determined
based on the objectives that the collaborating partner’s aim to achieve from the
established R&D collaboration between university and industry (Mora-Valentin et
al., 2004). Determining the criteria is really important in order to become a guideline
to measure a successful collaboration. This research can help to specify the criteria to
evaluate successful R&D collaboration especially during development research
performance based on universities and industries perceptions.

LITERATURE REVIEWS

The success of university-industry R&D collaboration has defined based on the
shareholders (university, industry and government) perceptions. The objectives
stated by both partners to achieve from established collaboration can be considered
as the criteria to evaluate R&D collaboration success. This is supported by Wit
(1988), where the success of a firm’s projects can be determined based on the
objectives that willing to achieve. Success criteria are determined to measure the
effectiveness of collaboration and these criteria will lead to produce the effective
tangible outcomes (Abeda et al., 2011). According to Nelson (2005), success means
the project is finished according to the schedules and budget allocated. While, based
on Faber (2001) to conclude the definition of success in collaboration is a difficult
task. Usually, the researchers implement variety of criteria to measure the success of
a collaboration projects in developing new products. There were some researchers
who used the projects time and goal achievement as the criteria to measure
successful collaboration in new product development. A few studies have focused on
both institutions perceptions (Chin et al., 2011) while most studies have focused on
university (Abeda et al., 2011, Rast et al., 2012, Raj Kumar, 2011) or industry
(Dunowski et al., 2010; Perkmann et al., 2011; Okumora, 2007) perceptions toward
the criteria used to define successful university-industry collaboration.

A study in Malaysia conducted by Keun et al. (2009) analyze about the
success of university-industry collaboration environment among firms within three
fields which are biotechnology, automotive and electronic. The study shows that the
proportion of project collaborations between the firms in these fields and universities
recorded or estimated to be successful are 94.8%, 42% and 80.6% respectively. The
summary of the results which involve all samples in their study shows that 62.6 % of
projects involved university sectors as partners are implemented successfully. This
study is almost as same as their study conducted in Korea that based on firm
perceptions; the result indicates that more than 60% of collaboration projects are
successful or estimated to be implemented successfully. To explain how the
successful of collaboration will be measured, this study tries to identify the criteria
usually used by both partners to define successful university-industry R&D
collaboration.

The results of the study toward researchers that involved in collaborating
activities shows that the success of projects collaboration can be determined based on
the outputs produced such as number of publications, new products, processes,
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technologies and patents (Barnes et al., 2002). Measuring the performance of R&D
collaboration through the types of outputs produced also supported by Chin et al.
(2011). They evaluated R&D based on tangible and intangible outputs generated
from established R&D collaborations. Results explained that universities have
established collaborations with industries to increase the number of doctoral
graduates based on market requirements. Besides, the university researchers also
indicate that some of tangible outcomes generated from collaboration activities such
as publications, solution concepts and develop new research outputs as the important
criteria. According to this study, the results also show the creation of knowledge,
problems solution and finding satisfaction as intangible outcomes that used to
measure R&D collaboration between both collaborating partners. On the other hand,
industry researchers indicate that the ability to assess the technology that lead to
enhance their commercialize activities and become competitive in the market
environments as the intangible criteria in measuring the R&D collaboration.

Besides that, Abeda et al. (2011) proposed a new model which recognized as
CASEM Model in order to evaluate the success criteria for research collaboration
between university and industry. According to CASEM model, the respondents
indicate that the number of projects, number of research papers, hiring of recent
graduates, similar objectives, mutual perceptions, strong commitment, scholarship
and exchange of information as the best criteria to determine the successful research
collaboration between both collaborating partners. Additionally, Perkman et al.
(2011) developed a success map in order to measure the successful collaboration.
They determine 4 stages which are input, process, output and impact. Every stage has
the criteria that used to measure the performance of each stage. According to their
study, the success of each stage is based on the previous stage performance. Study
shows that the successful collaboration can be measured through the number of new
projects, number of solution concepts, and number of innovations, human capital,
patents, publications and staff learning. For university, the journal publication used
to measure the quality of academic in performing research activities. The citation
provided by the 1SI Science Citation Index can be used to measure the performances.
In term of technological outputs generated through university-industry collaboration,
patents can be used as criteria to evaluate the performance of collaboration. They
also developed some metrics in order to assess the success of staff such as the
number of doctoral and postdoctoral offer in alliance and number of co-supervision
arrangement between company and university.

Furthermore, successful R&D projects also can be measured based on the
technology and commercial success (Okamuro, 2007). This study focuses on SMEs
firms in Japan. From SMEs perspectives, the technology can be measured through
patents application, while commercial is based on the growth of sales generated
through market the collaboration outputs. 38 percent of firms achieved the
technological success while 43 percent of firms achieved the commercial success
through established collaboration. Result indicates that, when a firm establishes
collaboration with other business partners, it leads to have a positive relation in
achieving commercial success but the result shows negative relationship when the
collaboration is implemented with university or public research institutions
(Okamuro, 2007).

A study conducted by Rast et al. (2012) focused on design a model to
evaluate the criteria of success for research and technology collaboration between
university and industry in Malaysia. This study is based on university perceptions

104

Empowering Sustainable Development through Knowledge and Human Advancement



\7

UNIVERSITI PUTRA MALAYSIA

NATIONAL RESEARCH & INNOVATION CONFERENCE
FOR GRADUATE STUDENTS IN SOCIAL SCIENCES (GS-NRIC 2014)

and the authors determine the criteria according to 5 types of research and
technology collaborations which are consulting, R&D agreement, licensing, spin off
companies and contract research. For example in order to measure the successful
R&D projects, they used indicators like value related to R&D, access for technology
equipment, number of R&D agreement, client and publication. According to them,
each project has its own criteria of success.

As stated in Dunowski et al. (2010), result determines that time, cost and
quality are the most famous criteria used by firm to measure the successful
university-industry collaboration. These criteria also agreed by some researchers that
focused on industry projects performances such as Atkinson (1999), Shenhar et al.
(2001) and Nelson (2005). These studies determine the criteria based on the
successful industry project without specifically focus on university-industry R&D
collaboration. These types of criteria can be adapted in university-industry R&D
collaboration environments. This statement is supported by a study conducted by
Perkmann et al. (2011), where the criteria to evaluate university-industry
collaboration are similar to the firm internal projects that are not involved in the
university or other institutions as their partners.

A project should not over the time limit and should be completed within the
stated duration, project follow the budget spent, create high quality of products and
achieve the specification that will be accepted by the target consumer can be
considered as successful company projects (Nelson, 2005). In this study, the data
gains based on the perception of IT projects stakeholders toward the two types of
success criteria which are process related and outcomes related. According to the
analysis, the criteria preferred by the stakeholders (projects manager and team
members) is more on process related criteria such as completing the projects on time
and produce products that required by the targets market. However, the top
management and project sponsors focused on outcomes related criteria in measuring
the success of projects. The important criteria indicated by both stakeholders are
valuable which means the project can be helped to increase the effectiveness and
efficiency of their customers. High level of value provided to the client will lead to
creating successful collaboration. In contrast, the customers prefer more on the usage
of the products as criteria to measure the success of a firm’s projects. The result also
summaries that the stakeholders perception shows that they determine products, use
and value as the most famous or important success criteria use in measuring the
project success while learning indicates as the least moderate important criteria.
Below shows the model developed by Nelson (2005) in order to evaluate successful
firm project.
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Source: Nelson (2005)
Figure 1 Project’s success criteria

In a research implemented by Atkinson (1999), the criteria of success project
has divided into two stages which are “delivery stage” (the process: doing it right)
and “post delivery stage” (the benefits: getting them right and the system: getting it
right) (refer to figure 2). The criteria that implemented in this study can be used to
measure the successful projects. Cost, time and quality has known as the iron triangle
and this criterion is agreed by several researchers in ordering to measure the success
projects.

Project Success

Delivery Stage Post Delivery Stage
[ [ : 1
The process: doing it right The benefits: getting The system: getting it right
_ them right
e Cost (projects budget) e Benefits provide to project
e Time spent in projects e Effects to customer stakeholders (users, staff and
* Quality e The succesful of customers)
[ ) F'Ffiripnr\/ hilcinace a Raciiltant cvctam [nradiirtc)

Source: Atkinson (1999)

Figure 2 Atkinson’s Model of Criteria to Measure the Successful Projects

Shenhar et al. (2001) classified the criteria to measure successful projects into
four dimensions. They divide the dimensions into project efficiency, impact on the
customer, business success and preparing for the future. The efficiency of projects
can be measured in short term, during the project implemented. The second
dimension can be evaluated when the output of projects introduced to market and
purchased by the customers. The customers feedback after used the products can be
helped to determine the project’s either success or failure implemented. Business
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success can be determined one or two year after projects. This dimension based on
the sales of project output achieved by the company. While in the last dimension is
preparing for future can be evaluated after two years.

Table 1 Success Dimension and Measures

Success dimension Success Measures
Project efficiency Schedule goal

Budget goal
Impact on the customer Functional performance

Technical specifications

Fulfill the customer requirement

Help to solve users problem

Products use or purchase by the customer
Customer satisfy with the outputs

Business success The commercialize of products
Enhance the market share

Preparing for the future Develop the new market
Produce new product line
Develop new technology

Source: Shenhar et al. (2001)

R&D collaboration also can be used to measure the value gain from
commercialize R&D outputs, patents, publications, prototypes, publicity and
products (Dunowski et al., 2010). Whereas, a study states that some elements can be
used to evaluate the commercialization activities such as the number off spin off
companies created by the academic researchers and the number of patents (Kamariah
et al., 2008). A study by Rast et al. (2012) determine several criteria to measure
successful licenses projects based on university perceptions such as number of
licenses, incomes, inventions produced, patents and value generated from licenses.
Besides, Thursby & Thursby (2007) is also focused on determining the criteria to
measure the one of the success of R&D collaboration outcome which is license
activities. Some other criteria which are used to measure successful license activities
are royalties generate, sponsor research funds, number of licenses, number of patents
and number of inventions commercialize. Results show that TTO and administration
are agreed with criteria royalties/license fees generated which are 70.5% and 69.4 %
respectively, whereas the faculty demonstrates that the sponsor research funded as
criteria to evaluate successful licensing activities.

As stated by Cyert & Goodman (1997), the effective collaboration consists of
the number of new product, publication, patent, student trained, student hired and
introduce of new company. Whereas, Brekkers & Bodas (2010) evaluated the
performance of collaboration based on the knowledge and technology advanced and
commercialized of new products development.
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Table 2 Summary of Past Studies on the University and Industry Perception toward
University-Industry R&D Collaboration Success Criteria

Authors Method Findings: Findings:
Industry University
Chin et al. | Focus : Research | e Assess e Paper publications
(2011) & Development technology of e New findings
(R&D) _ their product e Problem solutions
Method: Semi- e Increase the e Produces more doctoral
structured product graduates with industrial
approach, commercial exposure
Face two face e Become more
interview (19 competitive in
respondent) market
Respondents: environment
University,
industry (SME),

research agency
and university
spin off. (Position:
project leader or
lead researcher)

Abeda et | Focus : Research e First important criteria:

al. (2010) | collaboration the number of project,
Method:  Survey number of research paper,
questionnaire & hiring of recent graduates,
structure similar objectives, mutual
interview perception, strong
Analyze: commitment, scholarship
descriptive and exchange of
(percentage) information
Respondents: PhD ¢ Second important
students and criteriaz  Number  of
research officers technical staff per project,
from the Workshops, Seminar,
“Research centers Flexible and informal
and Centers of interaction, Intuitional
excellence” facilities, Interchange

concept and Interchange
ideas

Okamura | Focus :Research | e 38 percent

(2007) & Development firms achieved
(R&D) the
Method: Survey technological
(1,577 firms) success
Descriptive and o 43 percent
Relation analysis firms achieved
(test hypothesis) the
Respondents: commercial
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Authors Method Findings: Findings:
Industry University
SME - success
manufacturing e Have positive
sector relation to
(with50-300 achieve
employees) commercialize
S success
when firm
collaborated
with others
business
partners.

e Have negative
relation to
achieve
commercialize
S success
when firm
collaborated
with
university or
public
research
institution.

Dunowski | Focus : Research | e Time, cost, and
etal. & Development quality
(2010) (R&D) e Commercialize
Method: Interview R&D outputs,
(26 respondents) patents,
Res_pondents: publication,
senior manager prototypes,
Majority from publicity  and
technology- products
oriented company | ¢ The value of
commercialize
activities

Sources: Compiled by the author

Based on the above literature reviews, in this study the criteria to measure
successful university-industry R&D collaboration during development research
stages are divided into two, which are process-related and outcome-related. The
relevant processes include schedules and budget while the related outcomes consist
of the products or outputs development during this stage. Each of these elements has
its own criteria in order to measure successful R&D collaboration between university
and industry, during development research stages. The success criteria in this study
can be showed in the table 3 below:
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Tables 3 University-Industry R&D Collaboration Success Criteria during
Development Research Stages

Process related

Success criteria

Outcomes related

Success criteria

R&D schedules

Compete the

R&D projects on
time

Reduce
development cycle
time

R&D budget

Follow the budget
goal

Product
development

Produce products
that required by the
target market
Achieved product
specification and
performance
Create high quality
of products

Produce products
lead to
commercialize
Produce products
helps to solve firm
problems

Source: The Author

METHODOLOGY

In order to conduct this study, preliminary study was conducted to identify the
relevant variables and items. A director at research centre in one of Malaysia
Research University was selected for an interview session to share the information
regarding the criteria to evaluate the success of collaboration during development
research stages. The interviewee mentioned that industry was focused on the criteria
such as developed technology and intellectual property. While, for university
researchers the criterion uses to measure the successful project during development
research stages is to develop products that lead to commercialize. University depends
on the number of commercialize and license technology of company as a guideline in
determining the success of project during this stages. Beside, a total of 30
questionnaires were distributed among the selected university and industry
researchers which involved in R&D collaboration particularly during development
research stages in Malaysia. All the items have recorded the cronbach’s alpha more
than 0.7 and the results showed that industry researchers preferred the process related
criteria (total mean= 3.60) while university researchers focused more on outcome
related criteria (total mean=4.00). The most preferred criteria stated by the university
researchers is the collaboration project produces the products that are required by
the target markets (mean=4.20) while for industry researchers is the collaboration
project uses the budget allocated (mean=3.63). In the actual study, there were eight
(8) respondents of semi-structured interview which is shown in Table 4. Respondents
consist of universities and industries leaders that involved in collaboration
particularly during development research stages. The projects were conducted during
2006 until 2013 and received financial support from MOSTI under Techno Fund
scheme.
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Table 4 Respondents of Semi-Structured Interviews

Semi-structured Interview:

Interviewee Respondents (Leader) Field of research
A University Biomedical engineering
B University Engineering
C University Engineering
D University Biology sciences
E Industry Engineering
F Industry Engineering
G Industry Agriculture
H Industry Biomedical engineering

DATA ANALYSIS AND FINDINGS

Respondent A evaluated the successful of project during development research
stages based on the product development compare to time and budget. Respondent B
refers the successful of collaboration project when the product developed from the
project move to the next stage which is commercialization. The interviewee
mentioned that when the product commercialized and accepted by the target market,
thus the project can be determined as success. Meanwhile, the time and budget are
more preferred by the funder than the researchers. Respondent C stated that it
depends on the objective of the projects. Thus, the interviewee explained that
producing the quality product that can be commercialized and accepted by the target
market as the criteria of success for their project collaboration. Respondent D
showed that the successful of their collaboration project is based on the product
development which is in this case referring to working prototypes.

Moreover, respondent E stated that the project is successful in term of project
deliverable. The interviewee also believed that the time, budget and goal of the
projects are the important criteria to determine the success of collaboration project.
Besides, respondent F mentioned that during the early stages of collaboration, the
researchers determine the goal or outcome to achieve from establishing the
collaboration project. Once the project achieved the goal which is to produce a
quality product, within the time frame and the budget allocation, the project can be
considered as success. In the case of respondent G project, the criterion of success
depends on the products or working prototypes. According to the interviewee, for the
small project the criteria of success can be determined through finishing the project
on time and within the allocated budget, while for huge projects the criteria is more
to achieving the objective such as product development. Contrast with respondent H
project, the leader mentioned that the project is failed due to the researcher do not
success to compete the project according to the planning. The project needs to
terminate during the process of collaboration; however the project is still success in
term of developing the plant and generates several patents from the project.
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Table 5 Summary of Success Criteria in University-Industry Collaboration
Particularly during Development Research Stages

Criteria

Respondent Product Time Budget
A v

B v’

C v

D v’

E v v v

F v v v

G Ve

Source: The Author

Based on table 5, the results show that all the respondents believed that the
product is the criteria to measure the success of university-industry collaboration
particularly during development research stages. Some of the respondents mentioned
that producing the working prototypes, a quality product and product that lead to
commercialize as the criteria to measure the success. This is similar to study
conducted by Dunowski et al. (2010), which indicate that producing a quality
product as a one of the most important criteria to measure successful university-
industry R&D collaboration. Besides Atkinson (1999), study based on firm project
also supported the quality product as the criteria. However for time and budget, only
industry sides believe that these criteria are important. Based on the above table, only
two respondents mentioned these types of criteria. The finding is in line with the
Dunowski et al (2010) study which is based on industry sample; the results indicate
that time and budget as more important criteria to measure the successful
collaboration project. The similar results also recorded in several previous studies
that based on firm projects such as Atkinson (1999), Nelson (2005) and Shenhar et al
(2001). These studies record time and budget as important criteria to determine
successful firm project performance.

CONCLUSION

In order to measure the success of university-industry R&D collaboration,
particularly during development research stages, there are several criteria can be used
by the researchers such as time, budget and products. The results have determined
that the most frequent criteria preferred by the both collaborating partners are the
outcome related criteria (products). All of the respondents preferred the product such
as producing a quality product, a working prototypes or a product that lead to
commercialize as the criteria should be used in evaluating the successful of
collaboration project during this stages. However, for process related criteria only the
industry researchers have mentioned that time and budget as important criteria to
measure the success. The findings of this study can provide relevant information for
collaborating stakeholders (industry, university and government) in order to
understand the criteria which the partners focused to define their project
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collaboration during development research stages as success. Thus, it will increase
the partners’ understand what is their partners requirement or aims in collaboration.
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ABSTRACT

The main purpose of this paper is to investigate and understand the
demographic profile of the medical tourist companion in the Malaysia
private hospitals. The medical tourist’s companion refers to their
spouses, parents, children, partners, relatives and friends who
accompanied the medical tourist to receive medical treatment in
Malaysia. A cross-sectional study involved 438 respondents from four
approved private hospitals in Penang, Malacca and Kuala Lumpur.
Data collection for this study was based upon self-administered survey
by using purposive sampling method and judgmental sampling type.
Data was analysed using the statistical package for Social Science
(SPSS) software for windows (20) and Partial Least Squares (PLS).
Majority of the respondents were females (52.7) and were Indonesian
(97.7%) and a regular companion (63.5%). In addition, majority of
the companion accompanied their husband (31.3%) for the purpose of
the medical treatment. At least these medical tourists bring along two
companions (34.5%) and stayed for less than a week (54.8%), and
uses hotel as their accommodation (53.4%). Meanwhile, most of the
medical tourists and their companions got the information or
recommendations regarding Malaysian private hospitals from their
family members (45.4%), participated in tourism activities (51.1%)
with majority of them like to shop while in Malaysia (28.1%).
Spending estimation on medical expenses was between RM21000-
RM5000 (38.6%), and majority of the respondents use cash payment
mode for the medical expenses (83.8%). Lastly, implication and
limitations of the study are further discussed.

Keywords: Demographic Profile, Sustainable Healthcare, Medical
Tourism, Medical Tourist Companion, Tourism
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INTRODUCTION

Health tourism which is also being called as “medical tourism” or “medical travel” is
a rapidly growing industry catering to patients who travel across national borders to
receive medical treatment (Yap, Chen, & Nones, 2008). Carrera and Bridges
(2006a) define health tourism as “the organised travel outside one’s natural
healthcare jurisdiction for the enhancement or restoration of the individual’s health
through medical intervention”, using but not limited to invasive technology (p. 447).
In Southeast Asia, medical tourism is an increasingly common phenomenon. Aside
from receiving elective procedures like cosmetic surgery and specialist treatments,
medical treatment such as chemotherapy for cancer, major and minor surgeries,
dental care, or even routine health checks, leisure activities are integrated into a
package for the patient as well as their companion, thus making the phrase of “health
tourism”.

In tourism industry context, tourists usually travel with families or friends for
vacations. While in medical tourism context, patients often travel with companions to
ensure their comfort, safety, and feeling of security. Various studies empirically
reveal the importance of family to patients’ engagement in medical decision-making
(Clayman, Roter, Wissow, & Bandeen-Roche, 2005), satisfaction with physician care
(Wolff & Roter, 2008), treatment adherence (DiMatteo, 2004), quality of health care
processes (Glynn, Cohen, Dixon, & Niv, 2006; Vickrey et al., 2006), physical and
mental health (Seeman, 2000), and mortality (Christakis & Allison, 2006). However,
despite vast understanding that families matter, specific knowledge regarding which
actions and manners undertaken by family members are most helpful, or effective in
improving health, is limited (Wolff & Roter, 2011). The complexity of family
attributes and dynamics and capacity to both benefit and exacerbate health and health
care (DiMatteo, 2004; Seeman, 2000), complicate measurement and interference
efforts. Therefore, a better perspective of the pathways by which families and friends
wield their influence within medical tourism context could inform understandings on
their interest and behaviour during visitation in Malaysia private hospitals.

The expansion of the travel industry and budget airlines has also facilitated
this medical tourism industry by making travel easier and cheaper within the region.
This is supported by numerous studies (Kher, 2006; MacReady, 2007b) stating
countries such as India, Malaysia, Singapore, and Thailand are well-established
destinations for medical tourists seeking cardiac surgery and orthopaedic surgery. In
addition, under the Tenth Malaysian Plan, the Malaysian Government has targeted
the revenue from healthcare travel to increase by 10% a year thus making Malaysia a
preferred healthcare destination in the region (The Economic Planning Unit, 2010).
The country’s private hospitals participating in medical tourism have demonstrated
an overall remarkable performance by the World Health Organisation’s (WHO)
standards.

Originally, the development of medical tourism in Malaysia evolved due to a
paradigm shift in the understanding and delivery of health care services towards
patients and their companions. In this context, patients’ companions refer to their
spouses, parents, children, partners, relatives, and friends who accompanied patients
to receive medical treatment in Malaysian private hospital. This has also been
stressed by the Malaysian Deputy Health Minister, Datuk Rosnah Abdul Rashid
Shirlin when launching the Asia Healthcare Operations Summit 2011 on 23 March
2011. According to her, now the government wishes to spur the growth of the
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healthcare industry and for healthcare transformation under the Tenth Malaysia Plan
(TMP). Under the TMP the key points to healthcare, access, coverage and quality
will continue to be improved. Hence, the needs of both entity, the medical tourist and
their companions should become the highest priority for any healthcare providers in
order to retain their customers.

Data from the Malaysian Health Tourism Council in Table 1.1 shows that in
2011, Malaysia has subsequently received 578,403 foreign patients from over 20
countries in the world with Indonesia contributing the highest percentage of 69%
with 335,150 patients (Table 1.1) receiving medical treatments for the total medical
tourists.

Table 1.1

Medical Tourists from Top 20 Countries of Origin, 2011

No. Country of Origin Total Patients  Percentage
(%)
1. Indonesia 335,150 69
2. India 18,604 4
3. Japan 16,111 3
4. United Kingdom 12,704 3
5. China 11,029 2
6. United States 10,584 2
7. Australia 9,678 2
8. Iran 8,836 2
9. Libyan Arab Jamahiriya 7,225 1
10. Nepal 6,727 1
11. Saudi Arabia 6,580 1
12. Myanmar 5,885 1
13. Singapore 5,879 1
14. Philippines 5,602 1
15. Virgin Islands, British 5,479 1
16. Others 5,367 1
17. Bangladesh 5,071 1
18. Germany 3,991 1
19. Korea, Republic Of 3,521 1
20. France 3,394 1

Notes. Taken from Malaysian Healthcare Travel Council (2012)

In a hospital environment, patients are in a state of physiological or
psychological discomfort (Duggirala, Rajendran, & Anantharaman, 2008) and will
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require the assistance of others to interact with the service providers. Research by
Yeoh et al., (2013) clearly indicated that 70% of medical tourists come to Malaysia
with at least one companion with most of them stayed for 7 days (22.2%). For
example, in Malaysia, foreign patients will normally be accompanied by their
companion such as parents, sister or brother, friends and immediate families. This
attention to the patient’s companion is paramount for medical tourism industry as
patients are often accompanied by friends or family members in their quest for
medical treatment in foreign countries that have different environment, culture and
language. These companions not only will judge the care and services provided to
their immediate families but also will experience the service provided to them. With
the current scenario on the increase number of foreign patients to Malaysia, there
will be another focus that the service provider needs to take into consideration.

Understanding the preferences of the medical tourist companion may benefit
significantly towards the hospital as well as other integrated services industry. The
investigation on the companion is critical because they come from different cultures
and backgrounds which require a specific marketing strategy as compared to the
locals who are already familiar with the local customs and practices. Moreover, the
healthcare industry and other integration services are highly advised to know how to
develop an attractive service and improve marketing efforts while maximize their use
of resources. Accordingly, this would allow the healthcare and other related
organizations to identify the best and suitable marketing strategy to be taken to
attract the companion to indulge in the tourism activities. Consequently, this would
boost the tourism industry in Malaysia, thus further contributes to the economic
growth of the country. Similarly, understanding further the demographic differences
such as gender and others of the medical tourist companion would provide a useful
basis for segmentation and positioning of the healthcare and integrated services with
regards to demographic segmentation.

With projections of growth in the industry, it is an appropriate time to
undertake knowledge syntheses to assess services offered to medical tourist
companion and what exactly is known about medical tourism so as to ultimately
inform research, government, and industry agendas alike. In the remainder of this
article we take on this task, presenting the scoping review that addresses the
question: what is known about the companion’s contribution in medical tourism?
This article is hope to serves as one of the knowledge contributor in drawing together
on this issue, and thus is a valuable contribution to the burgeoning literature on
medical tourism in a different perspective.

LITERATURE REVIEW
Medical Tourism in Malaysia

Today, medical tourism in developing countries (e.g. Malaysia, Thailand, and India)
not only provides an alternative option for better access in health services to inbound
tourists, in terms of cheaper costs and superior services, or both, but also helps these
countries to sustain their growth domestic products, especially with the recent
deterioration and fluctuation of economy in many Asian countries (e.g. Asian
Economic Crisis in late 1990s) (Musa, Thirumoorthi, & Doshi, 2011). In Malaysia,
medical tourism has emerged as one of the integral contributors of the country’s
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economic growth over the past years. In fact, Malaysia aims to become the regional
hub for medical tourism in Southeast Asia. Thailand, Malaysia, Singapore and India
are the major ‘hubs’ of the trade in Asia (Smith, Chanda, & Tangcharoensathien,
2009).

The Malaysian government has identified healthcare industry in particular
long-stay treatment as one of the potential services to generate national economic
growth as the country is fast gaining recognition to be a preferred destination for
healthcare travellers. In line with the greater focus on healthcare development, under
the Tenth Malaysia Plan (2011-2015), a total of RM20 billion has been allocated to
promote private sector investment in strategic priority areas including infrastructure,
education and healthcare. Specifically, healthcare has been announced as one of the
12 National Key Economic Areas (NKEAS) priority sector investment as it has the
potential to drive the economic growth of the country (Lai, 2011).

The Importance of Companion

In Malaysia, there have been very little studies that particularly looked upon the
importance of companion in medical tourism industry. Medical Tourism Association
(2010) conducted the first patient survey of outbound American patients, as part of a
larger research project to study the medical tourism industry. They found that 83%
of the respondents travelled with a companion. 95% of the respondents, including
their companions, participated in tourism experiences, such as sightseeing, shopping,
eating, and enjoying the local culture. 70% of respondents rated the quality of
medical services at the hospital as excellent. 51% of respondents used medical-
tourism facilitators. In another study by Musa et al. (2011) of an inbound medical
tourist to Kuala Lumpur, it further justifies that most respondents travel with
companion. They found that 47.1% of the respondents travelled to Malaysia in the
company of their family and relatives while another 15.2% and 13.0% of the
respondents travelled with their spouses and friends. This showed that a total of
87.6% respondents travelling with companion while those who travelled alone only
constituted 10.1%. The travelling companion varied from none to 13 in a group with
an average number of two. The majority of the respondents received healthcare
services in the hospital for a period of 6-10 days (64.5%), however, 3.6% of the
respondents stayed for more than 21 days due to their critical illnesses (Musa et al.,
2011). The process of patient travelling with a companion for treatments abroad is
an emerging phenomenon in the healthcare services industry that has the potential to
generate multiplier effects on the economy. Therefore, a better perspective of the
pathways by which medical tourist’s companion wields their influence within the
medical tourism context could inform efforts to improve the services of the private
hospital providers and its integrated services industry.

METHODOLOGY
A cross-sectional study has been conducted in a hospital environment setting where
the variables in this study were measured at the individual level so called the

patient’s companion. According to Sekaran and Bougie (2011), cross-sectional
studies are carried out whereby data are gathered only once over a period of time
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(days, weeks or months) and data collected at one point time was sufficient. A
structured questionnaire was applied in this study.

The target population of this study was the medical tourist’s companion
(spouses, parents, children, relatives, friends or partners) who stayed for at least a
day while accompanying the medical tourist, who seeks medical treatments in 41
private hospitals in Malaysia. Based upon the data by MHTC (2011), there are
approximately 275,930 medical tourists visiting Malaysia in 2011 for the purpose of
seeking treatment. Purposive sampling method was used in this study as it is
confined to specific types of people who can provide the desired information. The
judgment sampling types is the most suitable to this sample design as a medical
tourist’s companion (spouses, parents, children, relatives, friends or partners) are in
the best position to provide information required for this study. Accordingly, they
could reasonably be expected to have expert knowledge as having gone through the
experiences and processes themselves, thus, am able to provide good data or
information (Sekaran & Bougie, 2011). The respondents were the medical tourist
companions who stayed for a day in the four approved private hospitals in Penang,
Kuala Lumpur, and Malacca. The respondents were accessed through the
International Patients Department in the approved four private hospitals. The
selections of hospitals were based upon the data provided by MHTC (2012).
Medical tourist companion from the age of 18 until 60 years old and above was
eligible to participate in this study.

Data collection for this study was done through a self-administered
questionnaire which was given via hard copy to the respondents. Questionnaire was
developed with the intention to capture the respondent’s profiles background and
consisting of 24 questions. The first six questions capture the individual profile of
the respondents such as their gender, age, religion, nationality, occupations and
education level. The six visitation experience questions explore whether they have
visited Malaysia, number of trips to Malaysian private hospitals, number of
accompanied companion, length of stay, type of accommodation and companion’s
relationship with the respondents. The next seven questions further asked on the
respondent’s sources of choosing medical treatment and their participation in tourism
activities in Malaysia. The last five questions conclude on the respondent’s
estimation of medical expenses and the type of payment mode made by them. The
questionnaire was prepared in English and translated into Bahasa Indonesia catering
for 98% of the respondents. In addition, the screening questions were included to
identify the suitable respondent to participate in this study. After removing
incomplete responses, 438 valid questionnaires were used to analyse the current
study. Data was analysed using the statistical package for Social Science (SPSS)
software for windows (20) and Partial Least Squares (PLS).

DATA ANALYSIS AND FINDINGS
In this study, simple frequency and descriptive analysis was conducted on the

medical tourist companion demographic profile throughout their experience as a
companion. Table 1.2 present the descriptive result of the respondent’s profiles.
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Table 1.2

Respondent’s Demographic Profile

Demographics Category Frequency Percentage
Gender Male 207 47.3
Female 231 52.7
Age 18-19 8 1.8
20-29 71 16.2
30-39 100 22.8
40-49 120 27.4
50-60 97 22.1
More than 60 42 9.6
Religion Muslim 133 30.4
Christian 178 40.6
Buddhist 125 28.5
Hindu 1 2
Others 1 2
Nationality Indonesian 428 97.7
Singaporean 2 5
Australian 2 5
American 4 9
Others 2 5
Occupation Professional 106 24.2
Self- 191 43.6
employed
Retiree 17 3.9
Housewife 96 21.9
Sportsman 7 1.6
Others 21 4.8
Education Level Post- 43 9.8
graduate
Graduate 156 35.6
College 23 5.3
High school 181 41.3
Primary 33 7.5
school
Others 2 5
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The proportion of female companions is higher with 52.7% as compared to 47.3%
male companions (Table 1.2). Middle aged adults and older companions covered the
majority of respondents with 27.4% in the range of 40 to 49 years old, 22.8% for 30
to 39 years old and 22.4% covering the ranging age of 50 to 60 years old.
Respectively, 40.6% of the respondents are Christian, followed by Muslim with
30.4% and 28.5% are Buddhist. As expected, the Indonesian companions formed the
majority of the respondents with the highest percentage of 97.7%. Almost half of the
respondents were self-employed showing the percentage of 43.6% and 24.2% were
professionals with 21.9% of the respondents were housewives. Accordingly, 41.3%
of the respondents went to high school with another 35.6% of respondents were
graduates qualifiers and 9.8% had post-graduate qualifications.
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Table 1.3
Descriptive of Visitation Experience
Visitation Category Frequency Percentage
Have visited Malaysia? Yes 278 63.5
No 160 36.5

Number of Trips to

Malaysian private hospital One time 159 36.3
as Companion

2 times 104 23.7
3 times 39 8.9
4 times 26 5.9
5 times 27 6.2
More than 6 83 18.9

Number of Accompanied

Companion One person 150 34.2
Two person 151 34.5
Three person 75 17.1
Four person 33 7.5
Five person 12 2.7
More than 6 17 3.9

Length of stay in Less than 1 240 54.8

Malaysia week
1-2 weeks 149 34.0
2-3 weeks 22 5.0
3-4 weeks 9 2.1
More than 4 18 4.1
weeks

Type of Accommodation Accommodation 46 10.5
by X hospital
Hotel 234 53.4
Private 107 24.4
apartment
Home stay 40 9.1
Relatives house 11 25

Companion's

Relationship with Patient Children 106 24.2
Parents 92 21.0
Wife 137 31.3
Siblings 24 55
Friend 21 4.8
Partner 3 4
Relative 47 10.7
Others 8 1.8
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Table 1.3 shows that more than half of the respondents (63.5%) had accompanied
their family members to Malaysian private hospitals previously to get medical
treatment. Although 36.3% of the respondents were first time companion but 23.7%
of them made the trip for the second time. In fact, 18.9% of the respondents had
been a companion for more than six times. Half of the respondents (54.8%) stayed
for a week accompanying their family members with another 34% stayed between
one to two weeks in Malaysia. Majority of the respondents (53.4%) stayed in a hotel
while accompanying their family members, followed by another 24.4% respondents
who stayed in a private apartment. The sample also indicates that 31.3% wives
accompanied their husbands getting medical treatment in Malaysian private hospitals
with 24.2% children accompanied their parents here. Respectively, parents formed
21% of the respondents followed by relatives forming about 10.7% of companion

respondents.
Table 1.4
Sources of Medical Services offering
Information Sources Frequency Percentage
How do companion know Medical travel 28 6.4
about medical treatment? agents
Website 25 5.7
Family 199 45.4
members
Advertisement 3 v
Doctor 31 7.1
Referral
Exhibition 1 2
Friends 149 34.0
Others 2 5

Based upon Table 1.4, family recommendations formed the highest percentage of
45.4% for the patients and their companion in coming over to Malaysia to seek
medical treatment. Consequently, 34% of the patients and companion get to know
about medical treatment in Malaysia from their friends. Nonetheless, only 7.1% of
the respondents were recommended through doctor’s referral, 6.4% of them through
medical travel facilitators and 5.7% through the website information. While patients
and companion interest that arises from advertisement, exhibition and others formed
percentages of less than 1%.
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Table 1.5

Types of Tourism Activities

Activities Category Percentage
Participation in Tourism Yes 51.1
No 48.9
Touring Yes 27.6
No 724
Shopping Yes 28.1
No 71.9
Entertainment Yes 6.2
No 93.8
Visit Relatives Yes 4.3
No 95.7
Spa Yes 1.1
No 98.9

While accompanying the patients on their medical treatment in Malaysia, 51.1% of
the companions participated in tourism activities (Table 1.5). Shopping activities
formed the highest activity with 28.2%, followed by tour activities forming another
27.6%. Only 6.2% of the companions went for entertainment activities and 4.3% of
them visited their relatives while they were in Malaysia and 1.1% went for spa
activities. Further illustration in Figure 1.1 detailed out the respondents specific
tourism activities forming the 51.1%.

Types of participation (51%)

276 28.1

6.2
4.3
H m -
I

Touring Shopping Entertainment Visit Relatives Spa

Figure 1.1 Types of Companion’s Participation in Tourism
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Table 1.6
Medical Expenses and Payment Method

Estimation &

Method Category Frequency Percentage
Estimated Medical Below RM1000 34 7.8
Expenses

RM1000-5000 169 38.6
RM5001-RM10000 116 26.5
More than RM10000 119 27.2
Cash Payment Yes 367 83.8
No 71 16.2

Insurance Pay Yes 15 3.4
No 423 96.6
Credit Card Yes 81 18.5
No 357 81.5

Others Yes 3 v
No 435 99.3

Table 1.6 illustrate on the medical expenses and payment method by the respondents.
Patients spent more than RM1000 for their medical treatment in Malaysian private
hospitals with 38.6% of them spent between RM1000 to RM5000 during each
visitation. Respectively, 27.2% of the patients spent more than RM10000 for their
medical treatment with another 26.5% spent between RM5001 to RM10000 in one
trip to Malaysian private hospitals. Only 7.8% of the patients spent less than
RM1000 for this visitation. Majority of the patients and their companion (83.8%)
paid cash for all the medical expenses in Malaysian private hospitals. Only 18.5% of
the respondents paid their medical expenses through credit card, whilst, payment
through insurance formed only 3.4%.

CONCLUSION AND IMPLICATIONS

Past studies have only focused on patient’s perspective neglecting the presence
important component of companion. The value for this study is to provide practical
information for the service provider, the Malaysian Health Tourism Council and
medical tourists and their companions. As this study is customer oriented and based
on the actual facts, hence, the findings of this study also could provide a valuable
suggestion in the development of actions and sustainable industry in medical
tourism. Statistics showed the age group, number of companions accompanying the
medical tourist, length of stay in Malaysia and participation in tourism activities.
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Over 98% of the medical tourists bring along at least one (34%) or two companion
(35%). Further to that, most of the medical tourists and companions would stay for 7
days (55%). Such information is extremely useful to the travel and hospitality
industry, thus, driving the public and private sector to develop more product and
service to cater for the needs of these tourists. These data is also useful for the
government in their short-term or a long-term planning.

It shows the importance of companion’s presence easing the burdening
feelings of medical tourist being on their own. Thus, companion could be seen as an
important contributor and indicator used in assessing the quality of service in private
hospitals. The presence of companion in this industry will also contribute towards
the sustainability of tourism sector with the continuance usage of hotel,
transportation and airline services. With the growth of medical tourism in Malaysia,
indeed Malaysia’s private healthcare industry is a hidden jewel that has a strong
potential to compete successfully and to be an earner of foreign exchange, thus,
gearing the economic growth of our country. Indeed, growth in the medical tourism
industry will further contribute towards sustainability of the Malaysian tourism
industry.

LIMITATIONS AND FUTURE RESEARCH

Several limitations inherent this study and may benefit future research by addressing
it. Firstly, although the Malaysian Health Tourism Council have supported and
encourage the study to be done in all the private hospitals in Malaysia, only four
private hospitals have given their consents for the data collection procedures.
Similarly, this is due to the confidentiality and ethical concerns, where most of the
private hospitals in Malaysia were unwilling to participate in this study. Secondly, a
lot of time was wasted in waiting and getting the ethical permission from various
private hospitals due to their ethical concern and procedures. Although, all
requirements by some of the hospitals have been followed and checked, frustratingly,
the consents were not granted by them. Thirdly, most of the respondents came from
Indonesia (98%), thus, it does not represent the medical tourists globally. As such,
the generalisation of the findings to the study is limited to compare for the global
populations, thus, the culture and findings would be different.

Future research may consider a qualitative study on the companion’s
experience with the services provided by the Malaysian private hospitals. In-depth
description of the experience will be useful to explore deeper into the issues of the
importance of services provided to the companion from their own words and
experience. Further, a comparison study with neighbouring country could also be
undertaken to further understand the difference on the services provided towards the
companions in the region. The findings would be an important insight and effective
marketing tools in the medical tourism industry in Malaysia. The service must
provide a satisfactory experience not only to the medical tourists but also their
companions.
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ABSTRACT

Brand equity and customer relationships are two important areas of
research that have received remarkable interests in the literature. The
current study examines the impact of relationship quality on brand equity
in Malaysian automobile market. The primary data were collected using
an intercept mall survey from a sample of 470 car users in Northern
region of Malaysia. Structural Equation Modeling (SEM) was employed
to run the analysis and generate the results. The findings suggest that
relationship quality has a significant positive impact on brand equity and
its dimensions in the Malaysian automobile industry. The results of this
study provide useful insights and suggestions to auto manufacturers
serving the Malaysian market in branding-strategy development. This
study makes a valuable contribution given the fact that there are limited
empirical research works of this nature focusing on Malaysia. This study
also opens avenues for several future research directions to enhance the
understanding of relationship quality role in developing brand equity.

Keywords: Brand equity, Relationship Quality, Automobile Sector

INTRODUCTION

Brand equity is one of the most important topics in the field of brand management
which has recently received significant attention among schoalrs in different contexts
(Boo, Busser, & Baloglu, 2009). Keller (1993) indicated that firms having strong
customer based brand equity can enjoy the benefits of higher profit, greater revenue,
and less costs. In addition, it strengthens the ability of the brand to charge higher
prices on its products, and increases the willingness of customer to search new
distribution channels. From the point of view of customers, this intangible asset can
be the main factor that affects their selection of a particular brand over another (Gill
& Dawra, 2010).

Previous studies indicated that for brand success, the reliance of brands on
relationship marketing is fundamental (Noor Hasmini, 2012). In fact, the
investigation of relationship marketing in branding area still needs further research
attention (Kyung, Kang, Dong, Jong, & Suk, 2008; Hamlin & Chimhundu, 2007;

" Corresponding Author: Email: jalal.hanayshi.yahoo.com
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Noor Hasmini, 2012). Up till now, there exist few researches that have come across
at the relationship between important brand equity issues and the role customer
relationship in building strong brand equity (Chen & Myagmarsuren, 2011).
Moreover, Schreuer (2000) urged that greater focus should be laid on both branding
as well as customer relationship management in the future. This argument was
supported by Ha, Janda, and Muthaly (2010) who stated that there are limited studies
that have empirically investigated the effect of relationship quality on brand equity.
Based on the above statements, this study aims to examine the role of
relationship quality in affecting brand equity in Malaysian automobile market.
Particularly, the automobile industry is one of the main industries in the
manufacturing sector of Malaysia that has a significant contribution towards
developing the economy of the country (Yan & Foung, 2007; Salleh, Kasolang, &
Jaafar, 2012). Noor Hasmini (2012) stated that it is necessary to conduct a research
to explore relationship marketing in Asian context, particularly with reference to
Malaysian branding context as there is a limited research on this topic. Indeed, the
Malaysian automobile industry, especially the suppliers, must be able to keep their
competitiveness in the market. Currently, the Malaysian automobile industry is
expected to make a significant contribution to the manufacturing sector in the
country and permit it to achieve the status of becoming a developed nation by the
year of 2020 (Malaysian-German Chamber of Commerce and Industry, 2012). The
preceding sections provide a brief review of literature on brand equity and
relationship quality and explains how both variable relate with each other.

LITERATURE REVIEW
Brand Equity

Several definitions were introduced to brand equity in the past literature. Brand
equity at first, was defined by Farquhar (1989) as “the ‘added value’ with which a
given brand endows a product” (p. 24). Brand equity was also defined as “the
enhancement in the perceived utility and desirability a brand name confers on a
product” (Lassar, Mittal, & Sharma, 1995, p. 13). Brands that enjoy high equity can
easily build up their competitive advantage, charge a price premium on their
products; and maximize customer demand. Besides, there are additional advantages
for obtaining high brand equity, for example brand extension will be easier;
advertising campaigns would be more appealing to customers; enhanced trade
power; profit margins can be larger; and the organization becomes less subject to
rivalry (Bendixen, Bukasa, & Abratt, 2003).

Aaker (1991) indicated that several dimensions cover the variable of brand
equity. These dimensions include brand awareness, brand associations, perceived
quality, brand loyalty, and other proprietary brand assets. These dimensions are the
basic cornerstones and represent important elements in the process of improving
brand equity and generating sustainable competitive advantage. Aaker (1996) added
that brand leadership is another dimensions of brand equity that plays a vital in
strengthening the power of the brand. Furthermore, Keller (1993) demonstrated that
brand equity involves brand image, brand awareness, and brand response, reflecting
consumers’ perceptions, attitudes, and preferences toward a brand. However, this
study aims to contribute to the body of literature on brand equity by focusing on
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brand awareness, brand loyalty, brand image, and brand leadership as the core
components of brand equity.

Brand awareness refers to the ability of customers to recognize or recall a
certain brand from equivalent brands in a particular industry (Aaker, 1991; Keller,
1998). Yoo and Donthu (2001, p.3) referred brand loyalty to “the tendency to be
loyal to a focal brand, which is demonstrated by the intention to buy the brand as a
primary choice”. Another dimension of brand equity is brand image which was
initially defined as “the perception of consumers toward a brand as reflected by the
brand associations held in consumer memory” (Keller, 1993, p. 3). Henard and Dacin
(2010) indicated that, an organization that enjoys a positive image is likely to be
considered as an industry leader and thus customers think positively about it. Finally,
brand leadership was defined by Keller (2008) as the ability of the brand to influence
customers and gains large market shares, which in turns allow it to charge a premium
price, and cope with competitive players.

Relationship Quality

Creating a strong relationship between business and its customers is of considerable
importance for continued success and gaining competitive advantage (Delgado-
Ballester & Munuera-Aleman, 2005). This can be attained through high-quality
relationship marketing objectives (Morgan & Hunt, 1994). Relationship quality has
also been defined by Morgan and Hunt (1994) referred relationship quality to all
activities that are focused toward creating, developing, and sustaining useful
relationship exchanges. On the other hand, Pi and Huang (2011) defined relationship
quality as the relational process that aims to provide, improve, and sustain values for
both customers and businesses.

Past literature shows that several elements form the concept of relationship
quality. For example, Dorsch, Swanson, and Kelley (1998); Baker, Simpson, and
Siguaw (1999) regarded commitment and trust as the fundamental components for
relationship quality. Furthermore, Crosby, Evans, and Cowels (1990) suggested that
relationship quality consists of satisfaction and trust. Morgan and Hunt (1994)
recommended that in addition to brand trust and commitment, other relationship
marketing variables should be explored and considered for further critical
assessment, replication, and extension should be applied in marketing practices and
disciplines. Based on this argument, brand satisfaction was included in this research.
Overall, relationship marketing constructs was operationalized in this research in
terms of three important behavior elements - trust, commitment, and satisfaction.
These components are conductive to relationship marketing success.

Several definitions were given to the aforementioned elements of relationship
quality. Particularly, brand trust was defined as the “willingness of the average
consumer to rely on the ability of the brand to perform its stated function”
(Chaudhuri & Holbrook, 2001, p. 82). Doney and Cannon (1997) referred brand trust
to customer’s perception towards the benevolence and credibility of a brand. Besides,
brand commitment was defined in the literature as the extent to which a brand is
strongly embedded as the merely acceptable choice over competitors within its
product class (Bouhlel, Mzoughi, Hadiji, & Slimane, 2009). With reference to
satisfaction, Tsai (2011) referred relationship satisfaction as the total positive and
negative assessment about partner’s relationship.
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Linking Relationship Quality and Brand Equity

Nyadzayo, Matanda, and Ewing (2011) considered social exchange theory as a
strong theoretical grounding for understanding the effect of relationship quality on
building brand equity. According to several researchers (e.g., Farquhar et al., 1991;
Son et al., 2005), the theoretical argument for the relationship between relationship
quality and brand equity is explained based on the main exchanges, value and utility
through social exchange theory. Moreover, Delgado-Ballester and Munuera-Aleman
(2005) indicated that relationships with customers are the main antecedent and asset
of brand equity. Thus, social exchange theory provides the theoretical base for the
link between relationship marketing and brand equity (Dhanushanthini, 2011).

The concept of relationship marketing has received significant attention from
academic scholars and business practitioners, and it has recently become among the
principal trends in business research. The aim of relationship marketing is to develop
brands in order to acquire customer values throughout building valuable customer
relationships. Wulf, Schroder, and Lacobucci (2001); Tuan and Jusoh (2013)
demonstrated that relationship bonding significantly related the establishment of
brand equity. Similarly, Morgan and Hunt (1996) demonstrated that resources like
commitment and trust cannot be imitated or purchased. These resources can be used
in order to build strong brand equity and create sustainable competitive advantages
(Azizi & Kapak, 2013). The finding was supported by Kim, Kim, Kim, Kim, and
Kang (2008) who reported that trust had a positive influence on building brand
loyalty, brand awareness, and brand image.

The significance of relationship quality in the explanation of brand equity was
further supported by a number of studies and commonly being accepted. For
instance, Nezakati, Yen, and Akhoundi (2013); Akbar and Azhar (2010) proved that
brand relationship quality is an important factor for building brand equity and has a
significant positive influence on its dimensions such as brand awareness (Loureiro &
Miranda, 2011) and brand leadership (Beverland, Napoli, & Lindgreen, 2007
Ghodeswar, 2008). Similarly, Kim et al., (2008) found that relationship quality was
significantly related to brand awareness, and brand image. This result was supported
with that of Hong-Youl, Janda, and Muthaly (2010) who declared that relationship
quality had significant relationship with brand equity assets such as brand loyalty.
Moreover, Noor Hasmini (2012) found that relationship quality assets such as trust,
commitment, and satisfaction lead to higher brand equity asset such as brand loyalty,
brand leadership. Based on the discussion made in this section, the following
hypotheses are presented:

H1: Relationship quality has significant relationship with overall brand equity.
H1,: Relationship quality has significant relationship with brand awareness.
H1,: Relationship quality has significant relationship with brand loyalty.

H1.: Relationship quality has significant relationship with brand image.

H14: Relationship quality has significant relationship with brand leadership.

METHODOLOGY

As mentioned earlier, the current study aims to examine the effect of relationship
quality on brand equity. Thus, the primary data was collected from car users in the
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Northern region of Malaysia in three different states (Penang, Kedah, and Perlis).
These states are considered to be representative of whole Malaysia, and certain past
studies focused on Northern region Malaysia to collect the data from respondents
(Hasnizam, 2012; Mohamad, 2012). In order to ensure the heterogeneity of
respondents, the capital city in each state has been targeted for data collection. Due
to the limit budget and time constraints, systematic sampling technique was
employed. The population represented only those respondents who are currently
using passenger cars. The questionnaires were personally administered to the
respondents across several shopping malls whereby every 10" leaving customer was
approached to participate in this study. Following the suggestions of Krejcie and
Morgan (1970), they demonstrated that a study 1 million population or more, should
at least cover a sample size of 384. However, in order to decrease the response bias
and ensure that the desired number has been obtained, the sampled was doubled to
768 in line with Shamsudin (2012).

The measurement items for the constructs of this study were primarily
adapted from past literature to make sure that content validity has been established.
Some improvements were done taking into consideration the context of this study
which is Malaysian automobile market. all items were measured on seven-point
Likert scale ranging from 1 to 7, with anchors ranging from ‘strongly disagree’’ to
“‘strongly agree’’. Particularly, relationship quality constructs was operationalized in
terms of three important behavior elements - trust, commitment, and satisfaction. For
instance, brand trust was measured using the five items adapted from the study of
Ok, Choi, and Hyun (2011) which were initially developed by Chiou and Droge
(2006). The items were selected because they had high reliability with Cronbach’s
alpha of more than 0.8 (Hair et al., 2010). Besides, brand commitment was measured
using four items adapted from OK et al. (2011); Breivik and Thorbjornsen (2008). the
items were reported at high reliability Cronbach's alphas of more than 0.8.
Additionally, brand satisfaction was measured using the five items adapted from
Oliver’s (1997) consumption satisfaction scale; and Zboja and VVoorhees (2006). The
items had strong construct reliability, ranging from 0.94 to 0.96.

Furthermore, brand equity was measured in terms of four unique dimensions;
brand awareness brand loyalty, brand image, and brand leadership. For example, the
measurement items of brand awareness were adapted from Yasin et al. (2007) to fit
the context of this study. Those items were reported at an acceptable reliability with
Cronbach’s alpha of 0.82 (Hair et al., 2010). Brand loyalty on the other hand was
measured using four items adapted from Villarejo-Ramos and Sanchez-Franco,
(2005). The items have been validated in several previous studies and reported with
an acceptable reliability. Similarly, brand image was measured through five items
adapted from Villarejo-Ramos and Sanchez-Franco, (2005). Finally, brand leadership
was measured using five items adapted from previous scales developed by Aaker
(1996).

ANALYSIS OF RESULTS

To comply with the requirements of data collection, 768 questionnaires were
distributed to passenger car users in North region of Malaysia. However, only 470
questionnaires were returned back representing around 61 % response rate of the
overall study. The descriptive statistics of respondents showed that female and
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especially young respondents are represented by 54.9 % of total respondents and
only 45.1% were male. More than 46% of the respondents were in the age category
of 25-35, and 22% were 45 years and above. In addition, the qualification of the
respondents ranged from high school, undergraduate students, to postgraduate
students. Particularly, the majority of the participants had undergraduate certificate
and work in government sectors. Moreover, 77% of the respondents were Muslims,
13.8% were Buddhists, 4.9% were Christians, 3.8%, were Hindu, while 0.4% were
from other religions. Overall, 470 out of 768 questionnaires were considered for
further empirical data analysis.

Two types of factor analysis were used in this study in order to validate the
scale employed in this study. Initially, exploratory factor analysis (EFA) was
conducted and the results showed that the value of Kaiser-Meyer-Oken (KMO)
equals 0.959 which satisfies the recommended cut off value of 0.6 according to
Pallant (2001). The Bartlett’s test of spherecity was found to be significant (P = <
0.05) which provides an initial support for existing correlations between the
constructs. Additionally, principal component method was selected to run the
analyses, and the result showed the existence of the desired number of components
according to the Eigen value. These constructs have captured 86.39% of total
variance in the items. On the other hand, confirmatory factor analysis (CFA) using
AMOS 18 was also performed to confirm the factor loadings of relationship quality
dimensions (brand trust, brand commitment, and brand satisfaction) and brand equity
(brand awareness, brand loyalty, brand image, and brand leadership). From the
results, it shows that the factor loadings for the items of all constructs were
satisfactory, ranging from 0.74 to 0.96. This means that all constructs confirm/
satisfy the construct validity.

Following the CFA using AMOS, the measurement model was tested and
ensured satisfactory levels of reliability and other validity tests among constructs
(Fornell & Larcker, 1981). Specifically, the reliability tests revealed that all
dimensions had Cronbach’s alpha with values exceeding the cut-off point of 0.7 as
suggested by Hair et al. (2010). The value of composite reliability also exceeded the
cut off value of 0.7. This means that the results support the internal consistency
among the constructs. Convergent validity was also tested to confirm the items for
each constructs whereby all the indicators had loadings exceeding the cut off value of
0.5. Hulland (1999) demonstrated that only items having factor loadings of less than
0.50 should be deleted. In addition, to support discriminant validity and further
ensure the convergent validity, the Average Variance Extracted (AVE) should be
higher than 0.50 (Fornell & Larcker, 1981). However, the AVE values in current
study fulfill the minimum cut off value of 0.5.

SEM is concerned with the model fit which comprise all variables together.
However, several indices were used to determine the goodness of fit of the model. As
it can be seen the figure 1 below, the modified structural model has yielded an
expected significant chi-square (750.004, p<0.05) given the large sample size
employed in this research. Other fit indices were also used to support chi-square and
ensure the goodness of fit such as: (GFI = 0.893, AGFI = 0.871, TLI = 0.959, CFI =
0.964, and RMSEA = 0.054). From these results, it can be concluded that the model
achieved a good fit for the data (Hair et al., 2010).
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Figure 1 Structural Model

As shown in table 2, the findings reveal that relationship quality has
significant relationship with overall brand equity (p= 0.771, CR= 19.166, p= <0.05),
thus H1 is accepted. The findings also show that relationship quality has significant
relationship with brand awareness (f= 0.771, CR= 19.166, p= <0.05), therefore Hla
is accepted. Additionally, the findings demonstrated that relationship quality also has
significant relationship with brand loyalty (B= 0.761, CR= 22.187, p= <0.05), thus
H1b is also supported. Moreover, the findings of this study supported the relationship
between relationship quality and brand image (B= 0.725, CR= 16.786, p= <0.05),
thus Hlc is accepted. Finally, this study found that relationship quality has
significant relationship with brand leadership (p= 0.815, CR= 20.738, p= <0.05).

Thus H1d is accepted. Overall, the independent variables explained 68% of total
variance in brand equity.
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Table 2 Research Findings

Std.
Hypothesized Effect Estimate S.E. C.R. P Support
Relationship  quality  has
significant relationship with

Hla: 0.280 0.037 7.589 ***  Yes
brand awareness.
Relationship  quality  has

H1b: significant relationship with 0.464 0.056 8365 ***  Yes
brand loyalty.
Relationship  quality  has

Hic: S|gn|f|_cant relationship with 0.441 0052 8436 ***  Yes
brand image.
Relationship  quality  has

H1d: significant relationship with 0.421 0052 8149 ***  Yes

brand leadership.

Relationship  quality  has
H1: significant relationship with ~ 0.183 ~ 0.033 5497 ***  Yes
overall brand equity

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

DISCUSSION

The purpose of this study is to examine the effect of relationship quality on brand
equity in Malaysian automobile market. Overall, the findings support all the
presented hypotheses indicating that relationship quality has significant positive
effect on developing brand equity. The results also showed that relationship quality
has significant effect on brand awareness, brand loyalty, brand image, and brand
leadership. In particular, the findings suggest that customers are likely to develop
better awareness towards brands that successfully manage to develop valuable
relationships with them during purchase process. Thus, knowing that relationship
quality play a significant role in building brand awareness, it is very important for
brands to base their relationship with customers on mutual trust and keeping them
commited in highly competitive markets.

Moreover, the results of this study also revealed that relationship quality has
significant positive effect on brand loyalty. In other words, building favourable
relationship with customers is a key predictor of brand loyalty. This result was
supported by several previous studies (Berry and Parasurman, 1991; Aziz & Kapak,
2013; Lin & Chung, 2013; Tu, Li, & Chih, 2013) who reported that a higher degree
of relational bonds lead to a higher level of relationship quality, and thus, higher
level of brand loyalty. Relationship quality was also found to have significant
positive relationship with brand image. This result was confirmed by Chen, Shan,
and Hsieh (2008) who revealed that when a brand develops successful relationships
with customers, it can as a result motivates them to develop favourable image toward
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the brand in their minds. Moreover, Ika and Kustini (2009) reported that the more
widely a brand is known, certain images will be made up towards it.

As expected, relationship quality has a significant positive impact on brand
leadership. This result is in line with that of Ghodeswar (2008) who declared that
leading brands seek to develop good relationships with customers through providing
products and services with added value that differentiate them from competitors.
Overall, this study supports the significant relationship between relationship quality
and brand equity. Greater support was reported by Noor Hasmini (2012); Nezakati,
Yen, and Akhoundi (2013) who found that relationship quality develops brand equity
and enhance the value of the brand.

In general, this study provides an evidence for the significant role of
relationship quality in strengthening brand equity in the automobile sector. The
findings of this study contribute to the theoretical base of social exchange theory by
further testing relationship quality as an antecedent of brand equity; since past
literature has paid less attention to the empirical examination of the relationship
between both variables. The findings also provide useful suggestions and insights for
business practitioners to set up the relevant strategies to promote their brand equities
in the international arena. Besides, establishing successful relationships with
customers will be helpful to enhance brand equity and create sustainable competitive
advantage. The preceding section discusses the limitation incurred in the current
study and sheds light on several suggestions that can be considered in future
research.

LIMITATIONS AND FUTURE RESEARCH

As with any other research, there are some limitations in this study that should be
considered for future research. first, the current study has relied on only single
informants to explore the current framework which includes customer-based brand
equity. The framework can be measured more reliably via a dyadic data collection
including both customers and managers. Second, the respondents were only limited
to those in Northern region of Malaysia. The results can be strengthened by enlarging
the sample size and involving participants from other geographical areas. Third, the
current study is cross-sectional in nature whereby the generalizability of the results to
other contexts might be doubtful. Therefore, future research should consider
longitudinal data in order to overcome the limitations of a cross-sectional analysis.

Moreover, the dimensions that were used in this study may not be sufficient
enough to represent brand equity. Different scholars have measured brand equity in
different ways; hence, it is important to include other relevant dimensions in future
studies. Finally, the study has focused on durable products, fast moving consumer
goods and other brands, may yield different path relationships. Further studies should
look into this possibility from a theoretical as well as empirical point of view.
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CONCLUSION

There are some conclusions that can be stated according to the results of this study.
Given the effect of relationship quality on brand equity, the implications for
automobile manufacturers are to manage and measure relationship quality
maintenance, and observe how consumer-based brand equity and its set of
dimensions can be affected. Automobile manufacturers should consider such
possible gains when allocating sufficient resources for their customer relationships
development in their budget. From the above discussion, it can be concluded that
managing good relationship quality with customers provides better opportunities to
enhance firm’s brand equity. This justifies the reason why some brands have high
brand equity and others are not.

Building a quality of relationships between a firm and its customers can make
it easier to create favourable intangible associations, which are also important to
brand’s long-term success and gaining leadership position. This current study
stressed the importance of building relationships for automobile brands with
customers, and provides recommendation to incorporate relationship quality
elements into their fundamental branding strategies. For example, automobile
manufacturers should exert large efforts to establish positive brand image from their
prospective customers, and particularly concentrate on building a long-term and
mutually profitability relationships with them. This ultimately would result in
favourable competitive advantage. As a matter of fact, by successfully managing to
develop positive brand images, it would be easier to position themselves in the minds
of customers.
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The Inter-Relationship between Malaysian Manufacturing and
Non-Manufacturing Sector

LOO SZE YING* and MUKARAMAH HARUN"

abUniversiti Utara Malaysia

ABSTRACT

The aim of this paper is to investigate the inter-industry relationship
between manufacturing and non-manufacturing sector in Malaysia by
using input-output approach. In producing the manufactured output,
raw materials demand from other economic sectors as input
production and also utilized manufactured output as input productions.
Thus, backward and forward linkages are used as an analytical tool in
examining this inter-industry relationship between manufacturing and
non-manufacturing sector. The findings showed that there are high
effects of backward and forward linkage existed in manufacturing
sector. Therefore, manufacturing sector is the Malaysian key
economic or the main production sector in increasing the rates of
economic growth of the country.

Keywords: Manufacturing and Non-manufacturing Production, Inter-
industry Relationship, Backward and Forward Linkages, Key
Economic

INTRODUCTION

Malaysian economy was experienced a structural change from primary-oriented
economy into manufactured-oriented economy during 1990’s. This condition
happened as there was a boom expansion happening in the industry of manufacturing
especially after the imposition of export-oriented policy as a result of high
productivity occurs in manufacturing industry. (Rohana and Tajul, 2010) According
to the Annual Report of Bank Negara, the Malaysian export for manufactured goods
was accounted for 80% of the total export in the late of 1990’s.

During 1990s, the transition of Malaysian economy from primary-based into
manufactured-dependency happened as there is a large proportion of domestic output
is contributed by manufacturing sector particularly among good sectors. There is an
increasing trend of output produced by manufacturing sector during 1990s. As it is
shown in Table 1.1 as following, in 1985, there is 20.18% of domestic output
contributed by manufacturing sector. Furthermore, it has followed by an increase of
contribution by manufacturing sector, that is, 23.84% in 1990, 25.8% in 1995 and
29.9% in 2000 respectively. Even though, there is a decrease trend of manufacturing
production towards domestic output afterwards as a result of high contribution of

" Corresponding Author: Email: szeyingloo89@gmail.com
142

Empowering Sustainable Development through Knowledge and Human Advancement



mmm NATIONAL RESEARCH & INNOVATION CONFERENCE
.ﬂ ’ ““““““““““““ FOR GRADUATE STUDENTS IN SOCIAL SCIENCES (GS-NRIC 2014)

service sector, but it still a main contribution among good sectors. In 2012, there is
50.9% of domestic output contributed by service sector and 24.5% of domestic
output contributed by manufacturing sector. In contrast, there is 10.52% by mining
and quarrying; 10.16% by agricultural, forestry, and fishing; and only 3.91% by
construction contributed for domestic output.

Table 1.1 The Share of Manufactured Output to The Malaysian GDP (in % value)

Agricultural, Mining
Year Forestry, and and Manufacturing Construction Services
Fishing Quarrying
1985 23.52 10.36 20.18 1.48 44.47
1990 14.98 11.66 23.84 2.18 47.33
1995 12.67 6.1 25.8 2.56 52.88
2000 8.33 10.23 29.9 2.89 48.66
2005 8.22 14.07 29.0 2.69 46.02
2008 10.02 16.43 25.75 2.73 45.06
2010 10.46 10.97 24.76 3.43 50.37
2012 10.16 10.52 24.5 3.91 50.9

Source: Department of Statistics, Malaysia

Note: The percentage values of domestic output distribution are derived by dividing the value of
output in an industry with the GDP in Malaysia.

Since Malaysia is still a developing country, thus, the production of
manufacturing sector tends to be labor-intensive commodities rather than capital-
intensive commodities. Thus, an expansion of manufacturing sector would create a
broad range of jobs especially for low-skilled workers for the country. As a result,
our national unemployment rate can be reduced. As it is shown in Table 1.2 as
below, there is an increasing trend of employment rate happened in manufacturing
sector under the period of the study. In 1985, there was 15.04% of labor employed in
manufacturing sector. Due to the expansion of manufacturing sector, it has increased
the percentage of labor’s absorption in its sector. In 2000, there is 23.46% of labor as
compared to only 19.94% and 23.29% of labor worked in manufacturing in 1990 and
1995, respectively. However, there is a significant decrease in employment rates for
manufacturing sector with only 19.8% in 2005, 16.89% in 2010 and 16.77% in 2013,
respectively due to highest employment rate for service sector. However, it still
highest labor absorption among good sector. As such, in 2013, the employment rate
for agricultural, fishery and forestry with 12.73%, for construction with 9.42%, and
for mining and quarrying with only 0.66.
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Table 1.2 The Distribution of Employment by Sectoral in Malaysia (in % value)

ACCREDITED

Agricultural, Minina and
Year Livestock, Forestry, ge Manufacturing  Construction Services
L Quarrying
and Fishing
1985 30.38 0.79 15.04 7.42 46.38
1990 26.0 0.55 19.94 6.34 47.18
1995 19.97 0.43 23.29 8.0 48.32
2000 16.75 0.29 23.46 8.2 51.3
2005 14.64 0.36 19.8 9.0 56.19
2010 13.25 0.50 16.89 9.16 60.2
2013 12.73 0.66 16.77 9.42 60.42

Source: Department of Statistics, Malaysia

Note: The percentage values of domestic output distribution are derived by dividing the value of
output in an industry with the GDP in Malaysia.

Currently, knowledge-based economy that is driven by a high capacity for
creativity, innovation has been highlighted by our government in order to become a
high-income nation in the year of 2020. However, the manufacturing sector is still a
very important sector particularly because it is the most productive among goods
sector. Without a strong foundation of the development in manufacturing sector,
knowledge-based economy could not be achieved in the future. Indeed, the co-
operation between economic sectors has to be promoting at the same time. In the
circular of production system, outputs that are produced by one production sector
becomes an input production for another production sectors. At the same time, its
production sector demands others’ output as its input production. For instance,
manufacturing sector demands raw materials from primary sector and supply its
manufactured output to primary sector as its input. Thus, inter-industry relationship
existed in an economic system due to the existence of demand and supply
relationship between sectors. To fulfil our objective of this paper, the relationship
between manufacturing and non-manufacturing sector from the aspect of production
is highlighted.

In this paper, input-output approach is used as an analytical tool by using
input-output table that is published by our Malaysian Statistic Department.
Throughout input-output table, a clear illustration of the circular flows of goods and
services in an economy could be seen. There are empirical studies have been done by
using input-output approach in Malaysia such as Social Accounting Matric (SAM)
multiplier analysis was used in the study of Mukaramah, Siti Hadijah and Ahmad
Zafarullah (2012) in examining the effect of public expenditure towards household
incomes. Rohana and Tajul (2010) have applied the econometric and input-output
approaches in examining the growth of manufacturing sector particularly the period
after the imposition of export-oriented policy. The Structural Decomposition
Analysis (SDA) was used for input-output approach in their study.

Economic linkage is most suitable analytical tool in examining the inter-industry
relationship between economic sectors among input-output techniques in achieving
our objective of the study. Economic linkage has been used in previous empirical
studies in investigating the relationship between sectors such as Andreosso and Yue
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(2000), Yay and Keceli (2009), Fauzana (2007), and Hussain (2009, 2010, 2010).
Moreover, the economic linkage of this paper is measured by using traditional
approach, that is Chenery-Watanabe method and Rasmussen method.

This paper is involved the following sections, that is, previous empirical
studies are discussed in literature review part; The concept and application of
backward and forward linkage are described in methodology part together with the
description of data use in this study. Next, the findings of the study are analyzed
clearly. This paper concludes the findings briefly. Limitations and recommendations
are involved in the last part of this study.

LITERATURE REVIEW

According to three Kaldor’s Law, there is a relationship between the manufacturing
growth and economic growth. First, manufacturing sector is the engine of growth of
one country. The economic growth of one country happens in respective of the
growth of manufacturing sector. Secondly, the productivity in manufacturing sector
is related positively to the manufacturing output growth, as the term is called as the
Law of Kaldor-Verdoom. Thus, there is an increasing return to scale existed in
manufacturing industry. Third, an expansion of manufacturing industry will be rise
up the productivity of other industries. The Kaldor’s Laws were tested empirically by
using econometric method in the study of Mamgain (1999) and also Ener and Arica
(2011). Libanio and Moro (2011) who were only involved the first and second laws
of Kaldor growth theory only in describing the manufacturing industry and economic
growth in the case of Latin America between the year of 1980 and 2006.From their
findings, in overall, countries experienced a huge economic growth due to the growth
of manufacturing sector. Furthermore, Mamgain who was examined these three
Kaldor’s Law for newly industrializing countries involving Malaysia has found that
the growth of manufacturing sector was followed by an increase of the growth of
non-manufacturing sector.

The interdependence relationship between manufacturing and non-
manufacturing production sectors is reflected by third Kaldor’s Law that there is an
increase of other industries’ productivity due to the expansion of manufacturing
sector. Therefore, the production of manufacturing sector could gives impact towards
other non-manufacturing sector. The pioneer of the interindustry relationship was
Francois Quesnay (1694-1774) who used Tableau Economique in explaining the circular
flow of economic activities by involving only three main sectors, that is, farmer which is
representing the productive class followed by the sterile class that is represented by
manufacturers and last but not least merchants instead of landlords. However, Quesnay
was preferred a large scale of agriculture production due to the high productivity of
agriculture industry as compared to manufacturing sector. Accordingly, this was
because the surplus of agriculture production can reinvest for the agriculture industry
again. However, it was argued by Turgot that manufacturing industry was able to
create a surplus to reinvest purpose as well as the factory farm industry. (Eltis, 1984)

This idea had been adopted by Wassily Leontief in constructing the first input-
output table for United States with 46 economic sectors involved in the year of 1919 by
highlighting the co-operation between industries. Based on the input-output analysis,
the flow of commodities and services are existed between industries either in directly
or indirectly perspective. The production of an industry required output from other
industries which is represented by the column in the input-output table. In opposite,

145

Empowering Sustainable Development through Knowledge and Human Advancement



' mmm NATIONAL RESEARCH & INNOVATION CONFERENCE
“““““““““““““ FOR GRADUATE STUDENTS IN SOCIAL SCIENCES (GS-NRIC 2014) ACCREDITED

an extra production of industry utilizes more inputs to other industries’ use which is
represented by the row in input-output table.

The Leontief input-output analysis has been expanded by Hollis B. Chenery,
Tsunehiko Watanabe and Poul N. Rasmussen especially in examining the economic
interdependence. Chenery and Watanabe (1958) had used the backward and forward
linkage in doing a comparative study of productive structures for the United States,
Norway, Japan and Italy. This linkage based on Chenery and Watanabe was
addressed as direct backward and forward linkage. In addition, linkage based on
Ramussen (1956) was addressed as total effects of backward and forward linkage.
(Andreosso and Yue, 2000)

Andreosso and Yue (2000) have used four measurements in examining the
economic linkages and identifying the main economic activity in China from year
1987 and 1997, that is, Chenery-Watanabe method, Rasmussen method, Pure-
Linkage method and Dietzembacher method. Based on the findings showed that
there was an increasing trend of economic interdependence in respective to the
economic growth between industries and manufacturing industry is a leading sector
for China under the study’s period as compared to the industry of agriculture, mining
and service. Key economic sector was determined by using the indicators of linkage
above the average values only. The same results are gained in the study of Yay and
Keceli (2009) who used Chenery-Watanabe and Rasmussen method only in
examining the intersectoral linkage for Turkish economy. Differently, Yay and
Keceli has classified economic activities from 2002 Input-output tables into three
main sectors, that is, Ricardo, Heckscher-Ohlin and High Technology sectors.
Ricardo Sectors are referred to natural resource intensive production such as
agricultural production and food manufacturing industry. High-Technology Sectors
are represented high-technology intensive production especially in the chemical
manufacturing industry. Heckscher-Ohlin Sectors are represented capital-labor
intensive production respectively which there is a standardized proportion of labor
and capital in production. For example, utilities, construction, publishing and so
forth. Indeed, manufacturing industry from Heckscher-Ohlin particularly has a high
linkage effect and it was fulfilled the first Kaldor’s Law.

Hussain (2009) had been used the input-output structural decomposition
analysis (SDA) as analytical tool in investigating the Malaysian production structure
over the period of 1983-2000. In order to compare the structure change of the
production, economic sectors from four input-output tables were aggregated into 39
sectors based on International Standard Industrial Classification (ISIC). Again,
Hussain 1 (2010) has re-investigated the structure for Malaysian production by using
economic linkage analysis. Indeed, the indices of backward and forward linkages
based on the Leontief model are used in explaining the success of government policy
towards economic growth. Based on the findings, the economic interdependence
throughout the years of study was remained weak.

Furthermore, Hussain Il (2010) has used also backward and forward linkages
in examining the relationship between Malaysian energy and agriculture sectors.
Fauzana (2007) who was only focused palm oil from agriculture industry used also
economic linkages in examining the structure Malaysian agriculture industry.In her
study, she found that the level interdependence of agricultural industry is low as
compared to other industries as a result of the focus of government in manufacturing
and service sectors.
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METHODOLOGY
Data

The objective of this paper is to investigate the relationship between manufacturing
and non-manufacturing sector in Malaysia. Furthermore, it will follow by
highlighting the main economic sector in increasing the rates of economic growth of
Malaysia particularly from the perspective of domestic production. The Malaysia
Input-Output Tables of year 2000 and 2005 that published by Malaysian Statistical
Department are used as data source of analysis. In order to see more clearly the
relationship between manufacturing and non-manufacturing sector, sectors are highly
aggregated from original Malaysian Input-Output Tables into six main economic
sectors based on the Malaysia Classification of Products by Activities (MCPA) 2009
in this paper. Economic sectors are classified into manufacturing and non-
manufacturing; which non-manufacturing sector is represented by agriculture, fishery
and forestry; mining and quarrying, utility, construction and service. Thus, a highly
aggregated transaction table is constructed based on the origin input-output table and
is shown as following.

Table 3.1 Symbolic Form of Transaction Table

Inputs Intermediated Demand Final Total
1 2 3 4 5 6 | Demand | output
Agriculture, Fishery & Forestry 1 | X1 X2 X3 Xia X5 X6 Y1 X
Miningand Quarrying 2 | X1 X2 X3 X4 X5 Xog Y X;
Manufacturing 3 | X3 X4 X5 X6 X7 Xas Y3 X3
Utilities 4 | X1 X2 X3 Xaga X5 Xgp Y4 X4
Construction 5 | Xs1 X2 X3 Xsa Xs5 Xsg Ys Xs
Service 6 | Xe1 X2 Xe3  Xesa  Xes  Xeg Yo Xs
Total Primary Inputs Z, 4, Zy 4y L L
Total Inputs Xp Xp X3 X4 Xs  Xg

Along the row of transactions table, it reflects output produced by these six
main sectors and the input that is used in production for these six main sectors is
recorded along the column of the table. Thus, the sum of each column of transactions
table is the total expenditure on inputs by i industry. This can be shown by the
following formula.

n
Zi= inj

i=1
The total for each row can be represented by the following figure, that is,

n
Zi= inj
=1
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where i represents the total value of its industry’s output that is distributed among
industries including itself in the production.

Input coefficient can derive by calculating from the transactions table
directly. When sector i increase its output, it will bring a demand increase on a sector
that provides a product to sector i as input. Thus, input coefficient illustrates how
much of commaodity i consume for every unit of commodity j produce. The following
equation is the way to calculate the input coefficient.

Xij
ajj =

X
or Xij = Qi Xj

Therefore, the basic relationship of inter-industry can be represented by the formula
as follows:

X=Ax+y ... 1)

where A denotes input matrix and y denotes vector of final demand.

Backward and Forward Linkage

Backward and forward linkages are used in examining the interdependence
relationships between sectors in the study. However, backward and forward linkages
are reflected only the externalities rather than market prices. (Khayum, 1995;
Husssain, 2010)

Backward linkage in input-output analysis reflects the demand relationship
between sectors. (Hugo and Antoni, 2006; Hussain, 2010) When sector i increase its
output, it will bring a demand increase on a sector that provides a product to sector i
as input. Forward linkage is measuring how much output for i industry affects the
change of other industry’s production when there is a unit change of primary input of
it. Thus, forward linkage in input-output analysis reflects the supply relationship
between sectors. (Hugo and Antoni, 2006; Hussain, 2010) Furthermore, the matrix of
forward linkages can be derived by transposing the column (horizontal) view of the
model to a horizontal (column). (Hussain, 2010)

Measurement

In explaining the interdependent relationship between sectors in the economy,
backward and forward linkages are measured by using traditional approaches, that is,
Chenery-Watanabe method and Rasmussen method.

Direct Backward (Forward) Linkage

By using Chenery-Watanabe method, direct backward (forward) linkage can be only
determined since there is only involved first round effect of industry’s
interrelationships. (Andreosso and Yue, 2000)
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The measurement of backward linkages according them is by using the column sums
of matrix A (as mentioned previously), that is, input (technical coefficient).

n
Ny
BLS = 2T aj
i=1 Xj i=1

where BLC,- indicates the backward linkage of j by using Chenery-Watanabe
approach, X;j denotes the indices of i industry output which use as input for j industry,
Xj denotes j industry’s output and lastly, a;j denotes the input (technical) coefficient of
J industry to i industry.

Direct forward linkage of i is measured by using the following formula:

N Xi n
FLS, = Z T Z bij

j:_’]_ X j:1
Where FLC,- indicates the forward linkage of j by using Chenery-Watanabe approach,
Xij denotes the indices of i industry output which use as input for j industry, x; denotes
i industry’s output and lastly, bjj denotes the output coefficient of i industry to j
industry.

Total Backward (Forward) Linkage

Backward linkage based on Rasmussen approach has measured the total effect such
as direct and indirect effects of the inverse of one unit in the final demand for
industry j on other industries. Hence, the backward linkage based on Rasmussen
approach can be measured by the following:

n
BLR = 2 i
i=1
where g;; denotes the Leontief Inverse Matrix for ij" element that we gained from

G=(I-A)™.

Forward linkage based on Rasmussen approach is measured how much of i output
increases whenever there is a unit change in final demand in all sectors. Jones (1976)
suggested using the row sum of output inverse matrix which was introduced by
Augustinovics in 1970, to measure total forward linkages rather than the origin of
Rasmussen method’s forward linkage. It can be efficiently in eliminating the
problem of double counting of causal linkages which is the result of Chenery-
Watanabe and Rasmussen’s approaches. (Andreosso and Yue, 2000)
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Forward linkage of sector i can be measured by following a formula:

n

FL® = Z Jij
=1

where it is referenced in the row sums of the Leontief inverse matrix only.

Power of Dispersion and Power of Sensitivity

Power of Dispersion and Power of Sensitivity is used in determining the main sector
in driving up the economic growth of the country. Industry with a high indicator of
Power of Dispersion is referred as strong backward linkages. Industry with low
indicator of Power of Dispersion is referred as weak backward linkages. The industry
is referred as strong forward linkages if there is a high level indicator of high Power
of Sensitivity recorded. The industry is referred as weak forward linkages if there is a
low degree indicator of Power of Sensitivity recorded. (Fauzana, 2007; Kula, 2008;
Hussain, 2010). The sector with the indicators of backward and forward linkage
greater than 1 is considered as key sector in the economy in this paper.

Index of the Power of Dispersion by sector can be calculated as follows.

Each Sum of Column in Inverse Matrix Coefficient Table
Mean Value of Whole Vertical Sum in The Inverse Matrix Coefficient Table
n

Y b
i

Index of The Power of Dispersion by Sector j

1n |ZJZ bi

Note: The numerator indicates the average stimulus imparted to other sectors for one unit in the final demand for industry
j. Furthermore, the denominator reflects the average stimulus for the whole economy when there is one unit increase of all final
demands for all sectors.
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Furthermore, Index of the Power of Sensitivity by sector can be calculated as follows.

Each Sum of Row in Inverse Matrix Coefficient Table
Mean Value of Whole Horizontal Sum in The Inverse Matrix Coefficient Table

Index of The Power of Sensitivity by Sector |

n
Y. b
[

1 |ij b

Note: bij denotes Leontief Inverse Matrix and n denotes number of sectors.

DATA ANALYSIS AND FINDINGS
Backward and Forward Linkages

The indices of backward and forward linkages for year 2000 and 2005 have shown
by table 4.1 as following. In year 2000, the highest indicator of backward linkage is
construction sector and at the same time manufacturing sector is the second highest
indicator of backward linkage. It is followed by the sector of utility, agriculture,
fishery &forestry; service and only mining & quarrying. However, the highest
indicator of backward linkage is replaced by utility sector with the value of 1.89 but
there is only 1.74 for backward linkage for construction sector. And, manufacturing
sector is still ranked as second place of backward linkage in year 2000.
Comparatively, the value of backward linkage for manufacturing sector is increased
between year 2000 and 205, that is, with the value of 1.49 and 1.76, respectively. It
reflected when there is RML1 increase of final demand for manufacturing sector
happened, it could increased RM1.49 output of all sectors that provided output to the
manufacturing sector as input production in 2000. But, in latter days, it able to
increase the total output for the entire system of economy by RM1.76 for every RM1
increase of final demand for manufacturing sector. Therefore, it has reflected the
demand relationship between manufacturing and other non-manufacturing sectors
become increase and in turn, it could bring an impact of overall production when
there is an expansion happening for manufacturing sector.

At the same time, the indicator of forward linkage for manufacturing sector
stood for highest values in year 2000 and 2005 as shown by Table 4.1. In year 2005,
the highest indicator of forward linkage is manufacturing sector and followed by the
sector of service, agricultural, fishery &forestry; utility; mining and quarrying; and
last but not least, construction. Other than manufacturing sector stand for highest
places of forward linkage in year 2005, service sector is stand for second highest
value of forward linkage. It is followed by the sector of utility, agriculture, fishery
&forestry; construction and the mining and quarrying sector has a lowest indicator of
forward linkage. When there was RM1 increase of final demand for manufacturing in
the year 2000, manufacturing can be generated an extra value of RM2.13
manufactured output to other industries as their input production. However, there
was RM2.52 incremental output that manufacturing could be generated when there
was RML1 increase of final demand for manufactured output in the year 2005. Thus,
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the supply relationship of manufacturing sector with other production sector is strong
which the product of manufacturing sector could initially stimulated industry spread
to upstream sector widely.

Table 4.1 Backward and forward Linkages in Year 2000 and 2005

Sectors Backward Linkages Forward Linkages

2000 2005 2000 2005
Agricultural, Fishery &Forestry 1.3802 1.4532 1.1647 1.2317
Mining & Quarrying 1.1075 1.2553 1.1023 1.1412
Manufacturing 1.4892 1.7640 2.1272 2.5152
Utility] 1.4036 1.8941 1.1318 1.2926
Construction 1.6263 1.7435 1.0316 1.1618
Services 1.3388 1.2035 1.7879 1.9711

Note: An indusrty with high value of backward linkage could bring big total effects
toward economic activities when it is experienced an expansion of its production. In
addition, high degree of forward linkage reflects the product of the initially stimulated
industry spread to upstream sector broadly.

Power of Dispersion and Sensitivity of Dispersion

From the perspective of backward linkage, there is high effect of backward linkage
happened for the sector of manufacturing, utility and construction throughout the
period under study. In oppositely, agriculture, fishery and forestry sector, mining and
quarrying sector, and service sector have weak backward linkage’s effects. .
However, there are only two sectors have strong forward linkages, that is,
manufacturing sector and service sector with the value of forward linkage greater
than 1. Other sectors such as agriculture, fishery and forestry, mining and quarrying,
utility and construction have weak forward linkages.

By using the input-output analysis of Power of Dispersion and of the
Sensitivity of Dispersion, key economic can be examined in order to know the main
sector in driving the Malaysian economic growth particularly form the aspect of
production sector. From the findings as shown by Table 4.2, manufacturing sector is
the key economic of Malaysia with the indicators of backward and forward linkage
are greater than 1 simultaneously. It is reflected that the production of manufacturing
sector is the main economic activities in leading the economic growth in the study.
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Table 4.2 Power of Dispersion and Sensitivity of Dispersion in Year 2000 and 2005

Sectors Power of Dispersion Sensitivity of Dispersion
2000 2005 2000 2005

Agricultural, Fishery &Forestry, 0.9923 0.9362 0.8374 0.7935
Mining & Quarrying 0.7962 0.8087 0.7925 0.7352
Manufacturing 1.0707 1.1364 1.5294 1.6203
Utility 1.0499 1.2202 0.8137 0.8327
Construction 1.1692 1.1232 0.7417 0.7484
Services 0.8925 0.7753 1.2854 1.2698

Note: Economic sector with high values of backward and forward linkages is the key
econmic sector in driving up the economic growth.

DISCUSSION AND CONCLUSION

In the study, manufacturing sector is the leading sector among Malaysian production
sectors in prompting the expansion of economic growth. When manufacturing sector
is producing its output, it demands outputs from other production’s sector as its input
production and at the same time, it utilize its manufactured outputs to supply to other
production sector as their input production. The strong demand and supply
relationship for manufacturing sector as compared to other production sectors has
made it could give a significant impact to other production performance particularly
when there is an expansion of manufacturing sector occurs. In short, the growth of
manufacturing sector is followed by the economic growth of a country, as in this
study, from the aspect of production particularly. Furthermore, the expansion of
manufacturing production will increase the productivity of other production sector
especially by supplying the low cost and high quality of manufacturing output as
their input production. Thus, it has fulfilled first and third of Kaldor’s Law.

However, there is only locally produced intermediated inputs involved in the
study and ignore the contribution of import commodities as one part of intermediated
inputs among production sector. This has been highlighted in the study of Reis and
Rua (2006) that there was high consumption of import commodities as input for the
manufacturing industry. As in this study, there is low effect of demand relationship
of manufacturing sector as compared to other non-manufacturing sector since there is
an ignorance of import commodities as their input production in the study. Thus,
further study is needed in involving the import commodities as input production to
examine more accurately the inter-industry relationship. Meanwhile, the
contributions of household, government and export towards our economic growth are
invalid since the final demand sector from the input-output table is being ignored. As
a result, it could only reflect the GDP from the aspect of production structure rather
than real economic growth.

Manufacturing sector is an important sector in increasing the economic
growth of a country, the integration between manufacturing sector and non-
manufacturing sector is very crucial especially in making sure the existence of the
economic growth over time. Thus, government should not solely focus on the
development of the manufacturing sector, but also other non-manufacturing sectors
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such as agriculture, fishery and forestry sector and also mining and quarrying. This is
because it could accelerate the sustainable growth of manufacturing sector
continuously. In addition, government should encourage the activity of Research and
Development (R&D) in the manufacturing sector. It could bring an increase the
productivity level of manufacturing sector as emphasized by second Kaldor’s law,
high productivity level of manufacturing sector could increase the production of
manufacturing sector. As a result, high productivity level of manufacturing sector
could also increase the productivity level of other sectors by supplying the
manufacturing output to them as input production.
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Strategies to Improve Commercial Office Rent Performance in the
Golden Triangle Kuala Lumpur (GTKL)

CHEAH, J. H¥ NG, S. 1., TEOH, K. G. C.°and LEE, C.°

abedrEaculty Economics and Management
Universiti Putra Malaysia

ABSTRACT

Sixteen new office buildings, accumulating eleven million square feet,
located in the Golden Triangle area of Kuala Lumpur (GTKL), will be
completed in 2014 (DTZ, 2012). With the substantial increase in
office space supply, office buildings may find it difficult to achieve
reasonable a rent performance. Literature suggests three strategies to
improve rent performance. The first recommendation is to charge
variable rent, where inelastic or short-term tenants are charged higher
rates. A second strategy involves investing in building certifications
(i.e. MSC status, GBI or LEED) to achieve premium rents. Lastly,
attracting financially sound tenants (i.e. foreign-owned or big local
firms) is recommended. Questionnaires were distributed to 42 office
buildings in the GTKL. A total of 212 tenants completed the
questionnaire. The results indicate that the concept of elasticity is not
currently used. Instead, longer-stay tenants are charged lower rent to
minimize turnover cost. Second, it was found that buildings that are
certified MSC and Green status (i.e. GBI or LEED) do indeed enjoy
higher rents than non-certified buildings. Lastly, buildings occupied
by foreign-owned or bigger-sized firms receive higher rent. The
implications for practices and theory in this regard are discussed.

Keywords: Green and MSC Certifications, Resource-Based View
(RBV), Office Rent
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Effect of Organizational Justice on Employees Work
Engagement: An Empirical Study

IBRAHIM AL-JUBARI

International Islamic University Malaysia

ABSTRACT

The main purpose of this study was to examine the role that
organizational justice may play on employee work engagement.
Specifically, it aimed at examining the effects of organizational justice
dimensions namely procedural, distributive, interactional and
informational justice on employee work engagement. Data were
obtained from 218 employees working on an airline company in the
Middle East. Standardized scales were tested using structural equation
modeling. The results indicate that procedural justice and interactional
justice have an impact on employee work engagement whereas
distributive justice and informational justice do not.

Keywords: Employee Work Engagement, Organizational Justice

INTRODUCTION

Recently, increased research attention has been paid to employee engagement
(Hallberg & Schaufeli, 2006) and that it has become a widely used and popular term
(Robinson et al., 2004). Many organizations count on their workforce and try to
engage them in order to remain viable and competitive. In fact, many studies have
claimed that employee engagement predicts employees’ outcomes, organizational
success, and financial performance (Bates, 2004; Baumruk, 2004; Harter et al., 2002;
Richman, 2006).

Since employees are the most valuable assets to organizations in today’s
marketplace, leaders have to adapt certain strategies in order to not only maintain the
current position but also to move their organizations forward and this can’t be
achieved unless and otherwise the most valuable assets are being engaged and their
capabilities and competencies are completely utilized. Engaged employees are more
likely not only to meet but also exceed the expectations of all people they come in
contact with because they have every reason for doing so. The job characteristics that
they have, leadership style they are being supported by, and the organizational
culture and values they are enlightened with enable them to be more loyal, well
committed, extremely productive, high performers, and try to engage customers on
their part.
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As it is important for businesses, it has been reported that employee
engagement is in a decline and there is a deepening disengagement among
employees worldwide today (Bates, 2004; Richman, 2006). It has even been argued
that the majority of workers today, roughly half of all Americans in the workforce,
are not fully engaged or are disengaged, costing US businesses $300 billion a year in
lost productivity (Bates, 2004; Johnson, 2004). In United Kingdom, estimates of the
cost of disengaged workers on the British economy range between £37.2 billion and
£38.9 billion (Flade, 2003). According to him, only 19% of the total British
workforce are engaged while 61% and 20% are not engaged and actively disengaged
respectively. May be this can be attributed to the lack of justice in the business
environment.

Justice is required and needed not only in organizations but also wherever a
human being exists in order to build good societies and since it is a basic objective of
Islam and a moral virtue. As justice is an important aspect of people’s lives, Allah,
The Al-Mighty, spoke to His Messenger in this manner arguing people to be just and
fair to each other when He said: “O My slaves, I have forbidden injustice for Myself
and forbade it also for you. So avoid being unjust to one another.” (Saheeh Muslim).

Given this introduction, the main aim of the present study examines the role
that organizational justice may play in enhancing employee work engagement.
Specifically, the role of the organizational justice components namely procedural,
distributive, informational and interactional justice are examined.

LITERATURE REVIEW
Employee Work Engagement

The conceptualization of employee engagement can be traced back to Kahn study
(1990) where he defined personal engagement as “the harnessing of organization
members’ selves to their work roles and, in engagement, people employ and express
themselves physically, cognitively, and emotionally during role performances. On
the other hand, personal disengagement is defined by Kahn (1990) as “the
uncoupling of selves from work roles and, in disengagement, people withdraw and
defend themselves physically, cognitively, or emotionally during role performances”.
When workers are engaged, they become physically involved in their tasks,
cognitively alert, and emphatically connected to others (Kahn, 1990). They are aware
of business context, and works with colleagues to improve performance within the
job for the benefit of the organization. However, disengaged employees become
physically uninvolved in tasks, cognitively unvigilant, and emotionally disconnected
from others.

Another dimension of employee engagement can be drawn from the burnout
literature where burnout research has shifted its focus to the positive side, namely job
engagement. This development reflects a new trend toward a positive psychology
that emphasizes human strengths and optimal functioning rather than malfunctioning
and weaknesses (Seligman and Csikszentmihalyi, 2000). It has been argued that
engagement is the opposite pole of burnout. Engagement, though, is characterized by
energy, involvement, and a sense of efficacy which Maslach and Leiter, (1997)
considered them as the direct opposite of the three burnout dimensions exhaustion
namely, cynicism, and lack of professional efficacy, respectively. As engagement
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was measured by the burnout instruments where, according to Maslach and Leiter
(1997) approach, low scores on exhaustion and cynicism, and high scores on efficacy
are considered as indicators of engagement .Schaufeli et al., (2002), reported that
engagement should be measured independently with a different instrument.

As such, Schaufeli et al., (2002) defined engagement as a positive, fulfilling,
work-related state of mind that is characterized by vigor, dedication, and absorption.
Rather than a momentary and specific state, engagement refers to a more persistent
and pervasive affective cognitive state that is not focused on any particular object,
event, individual, or behavior. Vigor is characterized by high levels of energy and
mental resilience while working, the willingness to invest effort in one’s work, and
persistence even in the face of difficulties. Dedication is characterized by a sense of
significance, enthusiasm, inspiration, pride, and challenge. Absorption is
characterized by being fully concentrated and deeply engrossed in one’s work,
whereby time passes quickly and one has difficulties with detaching oneself from
work. Unlike vigor and dedication that make a direct contrast with the first two
burnout ccomponents (exhaustion and cynicism), absorption is found not to be the
direct opposite of last burnout dimension of reduced efficacy rather it was found to
be another constituting element of engagement(Schaufeli et al., 2001;Schaufeli and
Bakker, 2004).

Organizational Justice

Organizational justice is defined as the people’s perception of fairness and justice in
the organizations (Adams, 1965). In work place, people tend to compare themselves
with their counterparts within the same organization or different organizations that
perform the same task, or they tend to compare their efforts(inputs or what they give)
in achieving a job with the output( what they get as a result of achieving that task)
such as pay, recognition, promotion and alike. Organizational justice has three
components as most of the researches mention. They are: Distributive justice,
Procedural justice, Interactional justice. In the following part, those components will
be described severally and their impacts or influence on employees’ behavior.

Distributive Justice

Distributive justice is based on the idea of employees’ perception of how an
organization distributes and allocates resources (Adam, 1965). According to him,
distributive justice is contributed to equity theory and they are interchangeably used
where employees compare the ratio of what they get (the outcomes of the job) to the
ratio of what they give (input and contribution). If it is found out that outcomes are
considered to be less than others doing the same job and have the same contribution,
in this case the inequity exists.

Many researches have been done to examine the influence of distributive
justice on employees’ behavior such as job satisfaction, organizational commitment
and turnover intentions. Distributive justice influences satisfaction, organizational
commitment and turnover intentions, Hassan, (2005). It is also reported that
distributive justice is significantly associated with job and pay satisfaction. More
recent studies have shown that there is a strong relationship between distributive
justice and pay satisfaction (Roch and Shanock, 2006), job satisfaction (Hassan,
2002). Furthermore, Stecher and Rosse (2005) recently showed significant negative
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relationships between distributive justice and negative emotion, intent to leave and
intent to reduce efforts.

Procedural Justice

Whereas, distributive justice is concerned with the peoples’ perception of the
outcome they receive from their jobs, the concern of the procedural justice, as
researchers conceptualized, deals with the fairness of the procedures and policies
taken place to determine the outcome (distributive justice) that they receive in return.
In other words, it is how salaries are determined and how promotion policies are
being dealt with.

According to Tyler and Lind (1992), procedural fairness might be used as the
basis by which employees establish longer relationships with their employers,
enhancing their loyalty toward the organization. Other several studies have been
conducted to support the idea that perception of procedural justice is positively
correlated with organizational commitment (Kee et al., 2004; Martin and Bennett,
1996; Masterson et al., 2000; Sweeney and McFarlin, 1993) and negatively
correlated with withdrawal intentions (Ansari et al., 2000). It is also reported that the
procedural justice has an immediate effect on peoples’ behavior and predict their
outcomes. Cohen-Charash and Spector, 2001; Colquitt et al., 2001, proposed that
procedural justice predicts pay satisfaction, job satisfaction, performance,
organizational commitment and withdrawal.

Interactional Justice

Interactional justice is referred to the way that organizations treat its people and how
they look towards them. Do they deal with employees with integrity, in a respectful
and truthfulness manner? Or managers don’t give a great attention to this aspect.
According to Colquitt et al., 2001, interactional justice refers to the quality of
treatment experienced by individuals in their interactions with supervisors.

For organizations to be effective, competitive and survive in today’s
marketplace, managers and supervisors should treat their employees based on the
mutual benefits, trust and integrity and engage and get them involved in all necessary
steps that organizations might take. Researchers considered interactional justice
having two elements namely, interpersonal justice and the informational justice. The
latter is concerned with all the necessary information related and needed by
employees. It means that employees should be notified about any procedures taken
why it was taken, its benefits and its consequences and how are they conveyed.

It has been found that interactional justice is related to job satisfaction,
organizational citizenship behavior, outcome satisfaction, commitment, withdrawal
behavior and performance (Colquitt et al., 2001). It is also reported that interactional
justice predicts the quality of relations between supervisors and their subordinates
(Roch and Shanock, 2006). In a recent study, Stecher and Rosse (2005) showed that
interactional justice had a stronger impact on negative emotions, intent to leave, and
intent to reduce work effort than distributive justice.
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Informational Justice

Informational justice concerns fairness perceptions based on the clarification of
performance expectations and standards, feedback received, and explanation and
justification of decisions. It is argued that perception of informational justice
contribute to employee satisfaction and positive attitudes.

Based on the above, the following hypotheses are formulated:

H1: Perception of distributive justice is positively related to employee engagement.
H2: Perception of procedural justice is positively related to employee engagement.
H3: Perception of Interactional justice is positively related to employee engagement.
H4: Perception of informational justice is positively related to employee engagement.

METHODS
Participants

The sample of the study consisted of 218 employees working in an airline company
located in the Middle East. They were drawn from several job levels and departments
in the head office and the mean number of years served in the organization was 8.40
(SD= 8.24). According to Comrey and Lee (1992) sample size of 200 is considered
fair enough for factor analysis. In addition, Gorsuch’s (1983) suggestion (in Bryman
and Cramer, 2001) of an absolute minimum of five participants per variable (5:1)
have also been adequately satisfied considering the sample size of 218 and the 36
cases (items) contained in the study.

Instruments

Organizational Justice Perception Scale: Justice perception was assessed using the
four dimensions of organizational justice, namely: procedural justice (7 items),
distributive justice (4 items) and interactional justice (5 items), and informational
justice (4 items) developed by Colquitt (2001). Each dimension of organizational
justice is measured using a 7-point scale, ranging from 1= “not at all” to 7= “to a
great extent”.

DATA ANALYSIS
The Use of SEM

Structural equation modeling was employed to test our model. It is hypothesized that
the organizational justice four constructs namely; procedural justice, distributive
justice, interactional justice, informational justice have impact on employee
engagement.

The first step in performing SEM is to test the measurement model.
According to Hair et al. (2010) a conventional model in SEM terminology consist of
two models- the measurement model (representing how measured variables come
together to represent a construct) and a structural model (showing how constructs are
associated with each other).
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The measurement assessment component of SEM thus assess the contribution
of each indicator variable in representing its associated construct and measures how
the combined set of indicator variables represent the construct (reliability and
validity). On other words in SEM reliability measures the degree to which a set of
indicators of latent construct is internally consistent based on how highly interrelated
the indicators are with each other.

The Measurement Model

So in our case we have five constructs, namely; procedural justice, interactional
justice, distributive justice, informational justice and employee engagement. So our
intention in measurement model is to see how well are the mentioned construct being
represented by their respective individual constructs. Mplus 7.2 was used in
conducting measurement model and structural model. The measurement model and
its associated fit indices is shown in Figure 1. The used fit indices to evaluate the
model are ML y2, The Comparative Fit Index (CFI), Tucker-Lewis Index (TLI), Root
Mean Square Error of Approximation (RMSEA), Standardized Root Mean Square
Residual (SRMR). The results indicate that the hypothesized model is accepted and
the model represented data well: ML y2 = 824.055, df = 367, CFI =.909, TLI = .900,
SRMR =.053, RMSEA =.076 (Cl .069-.083.
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Figure 1 Measurement Model

The Structural Model

After specifying the measurement model, the next step in SEM is to specify the
structural model by assessing relationships from one construct to another based on
the proposed theoretical model. In other word, we want to assess the acceptability of
our hypotheses. The structural relationships had been tested and the results show that
the full hypothesized structural model had achieved a good fit to the observed data:
ML 2 = 824.055, df = 367, CFl = .909, TLI = .900, SRMR = .053, RMSEA = .076
(C1.069-.083). Figure 2 illustrates the structural model.
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Figure 2 Structural Model

Hypotheses Testing

Hypothesis 1 proposed that procedural justice is positively related to employee
engagement. The result was significant and in the hypothesized direction as expected
(Standardized Coefficient = 0.238, z = 2.058, p = 0.040), which indicates that
procedural justice had a medium positive effect on employee engagement and thus
the hypothesis was supported.

Hypothesis 2 proposed that distributive justice is positively related to employee
engagement. The result was not significant but in the hypothesized direction as
expected (Standardized Coefficient = 0. 017, z = 0.168, p = 0.867), which indicates
that procedural justice did not have an impact on employee engagement and thus the
hypothesis was not supported.

Hypothesis 3 proposed that interactional justice is positively related to employee
engagement. The result was significant and in the hypothesized direction as expected
(Standardized Coefficient = 0. 274, z = 3.011, p = 0.003), which indicates that
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interactional justice have the strongest effect on employee engagement and thus the
hypothesis was supported.

Hypothesis 4 proposed that informational justice is positively related to employee
engagement. The result was not significant but in the hypothesized direction as
expected (Standardized Coefficient = 0. 107, z = 1.045, p = 0.296), which indicates
that informational justice was not a predictor of employee engagement and thus the
hypothesis was not supported. Table 2 presents a summary of hypotheses.

Hypothesis Coefficient Findings

PJ > EWE 0.238 Supported

DJ —» EWE 0.017 Not Supported

IJ > EWE 0.274 Supported

IN—> EWE 0.107 Not Supported
DISCUSSION

The current study aims at examining the role of perception of organizational justice
among those employees in terms of allocation of organizational resources, the way
these resources are allocated and the way that supervisors treat and communicate
with the employees. Data were obtained from an airline company employees. The
targeted sample was 10% of the total work force which consists of around 3500
employees. Thus, 350 questionnaires were distributed and 218 were filled out and
returned with a response rate of 62.3.

The results of this study demonstrated that procedural justice and
interactional justice were positive predictors of employee engagement. This means
that employees would probably be more engaged if they perceive that the
organization polices of allocating and distributing organizational resources are fair
and just. This study is in line with previous study that procedural justice predicts
employee engagement, Saks, (2006). Distributive justice and informational justice
were not significant predictors of employee work engagement. What matters most to
those employees is how policies are set and how they are being treated by their
organization.
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ABSTRACT

The present paper examines whether involvement of informed
investors and information asymmetry in fixed-price mechanism affect
the over-subscription ratio in Malaysia IPO market. Using data of 373
IPOs that are listed on Bursa Malaysia from 2000 to 2012, we find a
weak positive relationship between informed investors and over-
subscription. However, the relationship between information
asymmetry and over-subscription is strongly negative. The negative
effect of company size suggests that big companies that are considered
to have lower information asymmetry receive less investors’ interest
since investment in such companies with low risk is expected to
provide lower initial return.

Keywords: Over-Subscription Ratio, Informed Investors, Information
Asymmetry, Fixed Price Mechanism

INTRODUCTION

In Malaysia, most IPOs offered through fixed pricing mechanism making it difficult
for the issuers and potential investors to gauge the true value of companies. In
Malaysia, investors are required to pay in advance for the shares they wish to
subscribe. The advance payment method in Malaysia market makes fixed price IPOs
less attractive as compared to those of book-building pricing mechanism (Chowdhry
& Sherman, 1996a) since investors have to bear the opportunity cost. However, in
fixed pricing method, the possibility of variance in adverse selection cost for the
uninformed investors is not as high of the book-building mechanism that is more
uncertain. Prior to the 1996 price liberalization, the fixed pricing is based on the
price to earnings (P/E) multiples. The fixed price IPOs are determined by the issuer
and underwriters prior to the allocation, thus in cases when demand exceeds supply
of IPOs, the new shares will be allocated on a pro-rata basis or balloting basis. The
current practiced fixed price mechanism gives issuer and underwriters a great degree
of freedom to set the offer of the IPOs. However, the final offer price still needs
approval from the Securities Commission of Malaysia in ensuring it’s priced on a fair
value basis (Abdul-Rahim & Yong, 2010).
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Similar to the practices in other countries such as Hong Kong, Singapore,
Thailand and the United Kingdom (offer for sale), the offer price of IPOs in Malaysia
is determined within two weeks to two months prior to listing. This implies that the
true value of the IPOs may not be completely reflects in the offer price. This creates
an opportunity for potential investors to collect information before subscribing the
company shares. In general, countries that has high over-subscription ratio will lead
to higher under-pricing. In fixed price method, the information on level of investors
demand can be proxies using over-subscription ratio. In book-building method,
information on over-subscription does not exist (Low & Yong, 2011). The over-
subscription ratio could reveal the optimism of investors about the future of the IPOs
based on the pre-listing information. In this study, oversubscription refers to the
public oversubscription rather than non-public (institutional) allocations. An IPO
with higher over-subscription ratio indicates the high level of optimism by the retail
investors about the IPOs, which generally will push the price upward due to the
speculative activity. In addition, the sentiment of retailed investors (uninformed)
would also influence the aftermarket trading activity since the unsuccessful investors
also tend to compete in subscribing the IPO.

Prior theoretical and empirical evidence indicates that countries that employ
fixed pricing method such as the UK and most of the Asian countries have higher
level of underpricing and over-subscription ratio (Chowdhry & Sherman, 1996a).
They argue that when there is an information leakage and problem faced by the
allocation of shares largely to informed investors, a larger over-subscription can be
observe. The leakage of information could come from different sources. The level of
over-subscription increases when there is a longer period between offer price and
closing of the biding date for the information leakage (Chowdhry & Sherman, 1996a,
1996b).

There are several motivations of the present study. Firstly, studies by Low and
Yong (2011) find that pre-listing information such as demand (investor enthusiasm),
supply (number of companies listed), offer price and opportunity cost of fund has
significant influence on investors demand. The present study also differs from Low
and Yong (2011) who examines the factors influence the over-subscription ratio in
Malaysia market as well. Low and Yong (2011) examines the factors influence
investors demand by employing different variable from present study where the
study use IPO offer price, issue size ( total number of shares floated), hot issue
market and investors’ opportunity cost of fund. However, the present study examines
other component of information that available prior to IPO listing and has not receive
enough attention such as involvement of informed investors and information
asymmetry. Present study also recognize other variables that may influence the
investors’ demand and has been hypothesizes in earlier studies. The control variables
includes investors’ enthusiasm, information leakage, opportunity cost of fund, risk
and market condition.

Secondly, as model of Chowdhry and Sherman (1996a), implies that investors
demand is important to be examined since it will result to the success of the IPO
issuance and it may provide a good signal for the value of the companies. Thirdly,
participation of informed investor and information asymmetry effect do provide a
signal on the future prospect of the company. Since informed investors are the
institutional investors, they know more detailed information about the company’s
prospects. Thus, the higher involvements from informed investors do provide a good
signal to the uninformed investors (Sherman 1996). Finally, as argue by (Eldomiaty,
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2008) that information asymmetry level in developing market is higher than
developed market; While, Goergen et al. (2006), Beatty and Ritter (1986a) and
Barclay and Smith (1995) argue that small and young companies has higher
information asymmetry and uncertainty compare to big companies. Therefore, small
companies are more exposed to greater information asymmetry level and uncertainty.
Thus, retail investors (or uninformed investors) may reluctant to subscribe the IPOs
with high risk unless investors are compensated with higher initial returns. This study
argues that risk neutral investors may avoid subscribing the IPO with high of
uncertainty. However, if the small companies give a good signal in term of the
prospects of the growth, they may have a large subscription from potential investors.

While, Rock (1986), argued that institutional investors affects initial returns
positively through its effect on investor demand. Since institutional investor
participation works as a certification, a bandwagon or cascade effect occurs as
uninformed investors will also subscribe the IPOs, creating demand which will push
the IPO price further up. Therefore, we argue that the involvement of informed
investors (generally institutional investors) may create the confidence and herding
for the uninformed investors to subscribe the IPOs. In the absence of informed
investors, the over-subscription level may be reduced. Further, we argue that the
“good” or “bad” signal will transform to the fraction of informed investors hold in
the company. However, if the companies has high level of information asymmetry
and risk then investors may be reluctant to subscribe to the IPO unless the high risk
Is offset to higher initial returns during the listing. The level of over-subscription also
depends on the quality of the companies. Therefore, big companies which are more
established in terms of capital and consider having lower information asymmetry
may have less demand from investors since lower risk is compensated with lower
initial return. Moreover, the small companies IPO price is generally set a lower offer
price as compared to big companies. Once investors realized that the offer price is
too low and the companies signal a good quality or prospect, this may attract
investors to subscribe to the IPO.

The present paper shed light that several information in the prospectus
provided by the issuers is valuable in determining the level of investors demand
because information pertaining to the unlisted companies is not available for the
public and the only source for them to rely on is the prospectus as to assist in
decision making. Therefore, the information in the prospectus serves as a signal to
investors. The present study also provides a piece of information to the issuers in
ensuring the issuers are efficient in managing the IPOs in fixed price mechanism.
Present study also use the unique setting of fixed price mechanism in analysing the
factors that influence the investors demand which can minimizes the uncertainty of
both issuer and investors in making the investment decision. In addition, so far no
research that relates involvement of inform investors and information asymmetry
effect on investors’ demand for IPO.

This study aimed to shed light on selected important pre-listing information
(involvement of informed investors and information asymmetry effects) that may
affect investors demand during the subscription period. The remainder of the paper
discussed the literature, data and methodology, findings and finally the conclusion of
the present study.
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RELATED LITERATURE

In fixed price mechanism, an IPO price of the IPO is determined prior to the
allocation. In contrast, the price of an IPO in book-building mechanism will be
determined by compiling and comparing bids among groups of investors. As
suggested by Chowdhry and Sherman (1996a, 1996b), over-subscription ratio
became a credible source of information in fixed-price mechanism. This may be due
to the retail investors have to make an advance payment for the IPOs and they 