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PREFACE

This volume contains an extensive summary of many of the papers presented at the 
Twenty-Second Annual Conference of the International Academy of Business Disciplines 
(IABD) held in Las Vegas, Nevada,April 8 - April 10, 2010.    This volume is part of the 
continuing effort of IABD to make available current research findings and other contributions to 
practitioners and academics. 

The International Academy of Business Disciplines was established in 1988 as a world-
wide, not-for-profit organization, to foster and promote education in all of the functional and 
support disciplines of business.  The objectives of IABD are to stimulate learning and increase 
awareness of business problems and opportunities in the international marketplace and to bridge 
the gap between theory and practice.  The IABD hopes to create an environment in which 
learning, teaching, research, and the practice of management, marketing and the other functional 
areas of business will be advanced.  The main focus is on unifying and extending knowledge in 
these areas to ultimately create integrating theory that spans cultural boundaries.  Membership in 
the IABD is open to scholars, practitioners, public policy makers, and concerned citizens who 
are interested in advancing knowledge in the various business disciplines and related fields. 

The IABD has evolved into a strong global organization since its establishment, due to 
immense support provided by many dedicated individuals and institutions.  The objectives and 
far-reaching visions of the IABD have created interest and excitement among people from all 
over the world. 

The Academy is indebted to all those responsible for this year’s Conference, particularly, 
Paul Fadil, University of North Florida, who served as Program Chair, and to those who served 
as active track chairs.  Those individuals did an excellent job of coordinating the review process 
and organizing the sessions.  A special thanks also goes to the IABD officers and Board of 
Directors for their continuing dedication to this conference. 

Our appreciation also extends to the authors of papers presented in the conference.  The 
high quality of papers submitted for presentation attests to the Academy’s growing reputation, 
and provides the means for publishing this current volume. 

The editors would like to extend their personal thanks to Dr. William Rohlf, Interim 
Director of the Breech School of Business, Drury University, Dr. Daniel J. Gelo, Dean of the 
College of Liberal Arts, The University of Texas at San Antonio, and Dr. Otis A. Thomas, Dean 
of the School of Business and Management, Morgan State University for their support. 

Rodney A. Oglesby 
H. Paul LeBlanc III 
Marjorie G. Adams 





iii

TABLE OF CONTENTS 

CHAPTER 1:  ACCOUNTING............................................................................................1 

Indicators of Internal Control Weaknesses 
Yousef Jahmani, Savannah State University 
Ulysses J. Brown, III, Savannah State University .......................................................2 

The Ethics of Tax Evasion: A Comparison of Certified Public Accountants, Certified 
Management Accountants, and Non-Certified Accountants by Various Characteristics  

Rodney A. Oglesby, Drury University ........................................................................10  

Measuring Tax Gap and Tax Fraud: IRS 10-Year Statute Limitation 
Jan D. Felton, Strayer University ................................................................................18 

CHAPTER 2:  ADVERTISING AND MARKETING COMMUNICATION .................25 

The Quest for Beauty: Asia’s Fascination with Pale Skin
 Deirdre Bird, Providence College 
 Helen Caldwell, Providence College 

Mark DeFanti, Providence College..............................................................................26 

The Demographic Predictors of Brand Recall Scores
N. Bilge ISPIR , Anadolu University 
H. Kemal SUHER, Bahcesehir University ..................................................................33 

Travelers’ Selection of Attractions and Activities as Compared to Preferred IMC 
Communication Factors

Lisa Fall, University of Tennessee 
Charles Lubbers, University of South Dakota .............................................................42 

The Company Factor in Social Networking 
Hy Sockel, DIKW Management Group
Louis K. Falk, University of Texas at Brownsville .....................................................49 

CHAPTER 3:  APPLIED MANAGEMENT SCIENCE & DECISION SUPPORT 
SYSTEMS .....................................................................................................55 

Decision Support System for Learning Outcomes: SPC for Learning-Quality Control by 
Attribute

Hamid Khan, Our Lady of the Lake University ..........................................................56 

Agile Supply Chain Assessment Under ANFIS Application 
S. M. Seyed Huseini, Islamic Azad University 
J. Jassbi, Islamic Azad University 
N. Pilevari, Islamic Azad University ...........................................................................64 



iv

The Impact of Information Systems Research on Academic Disciplines: An Analysis 
of Citations of MIS Quarterly (1995-1999) 

Ying Ye, Dow Chemical 
Zhenyu Huang, Central Michigan University..............................................................73 

Virtual Supply Chain Management 
S. M. Seyed Huseini, Iran University of Science and Technology 
Arash Bakhsha,  Iran University of Science and Technology 
Ahmad Ebrahimi Taleghani,  Iran University of Science and Technology.................80 

A Look at the Intuitiveness of a Popular Spreadsheet Program 
James J. Cappel, Central Michigan University............................................................87  

CHAPTER 4:  COMMUNICATION AND TECHNOLOGY...........................................93 

Group Support System Meeting Termination: Allowing Participants to Vote 
Lakisha Simmons, University of Mississippi 
Milam Aiken, University of Mississippi......................................................................94 

In-Transit Asset Visibility: An Opportunity for Chinese Supply Chain Advancement 
Michael J. Mitchell, International School of Management, Paris, France...................100 

Automatic Transcription of Spoken English to German and Spanish Text” 
Milam Aiken, University of Mississippi 
Lakisha Simmons, University of Mississippi ..............................................................106 

Media Usage of Digital Television Broadcasting Adopters
Burcin Ispir, Anadolu University ................................................................................112 

CHAPTER 5:  COMPUTER INFORMATION SYSTEMS..............................................118 

An Examination of Information Technology Certification:  A Measure of Professional 
Qualification

Muhammed A. Badamas, Morgan State University 
Samuel A. Ejiaku, Morgan State University 
Joyce Currie Little, Morgan State University ..............................................................119 

Selected Ideas for Service Learning Projects in Computer Technology Courses 
Azad Ali, Indiana University of Pennsylvania ............................................................126 

CHAPTER 6:  CRISIS MANAGEMENT ...........................................................................133 

Story of Shots Fired: Recommendations for More Effective Crisis Communication 
John R. Fisher, Northwest Missouri State University .................................................134 



v

Optimal Coverage of Deposit Insurance 
Li Gan, Texas A&M University 
Wen-Yao Wang, Texas A&M University at Galveston ..............................................140  

CHAPTER 7: CROSS CULTURAL MARKETING .........................................................146 

Influence of Country-of-Origin on Product Evaluation 
 Branko Cavarkapa, Eastern Connecticut State University 

Ziad Swaidan, University of Houston-Victoria ..........................................................147 

Review of Culture and Marketing Ethics 
Ziad Swaidan, University of Houston-Victoria 
Branko Cavarkapa, Eastern Connecticut State University 
Erdener Kaynak, Pennsylvania State University at Harrisburg ...................................153 

Who are the Time-Sensitive Consumers? Findings from Exploratory Surveys 
Richard Parker, Rowan University 
Anindya Chatterjee, Slippery Rock University ...........................................................159 

How the Role of Marketing Affects Museums Management 
Diana Pérez-Bustamante Yábar, Universidad Rey Juan Carlos 
María Luisa Medrano García, Universidad Rey Juan Carlos 
Ana Vico Belmonte, Universidad Rey Juan Carlos.....................................................165 

CHAPTER 8: E-BUSINESS .................................................................................................171 

A Methodological Proposalfor Analysisof Enterprise ICTs
Rosa Mª Mariz-Pérez, University of La Coruna, Spain 
Mª Teresa García Álvarez, University of La Coruna, Spain 
José López Rodríguez, University of La Coruna, Spain..............................................172 

Identity and Reputation in Digital Corporate Marketing 
María Luisa Medrano García, Universidad Rey Juan Carlos 
Elvira San Millán Fernández, Universidad Rey Juan Carlos 
Francisco Blanco Jiménez, Universidad Rey Juan Carlos...........................................178 

CHAPTER 9:  ECONOMICS ..............................................................................................184 

The Impact of the Interactions of Economic, Religious, Political, and Civil Freedoms on 
Economic Growth 

Gregory Chase, Brenau University ..............................................................................185 

Public Support Agencies for Cooperation and Innovation: Evidence from Spain  
 Manuel Guisado-Tato, University of Vigo 
 Angeles Sandoval-Perez, University of Vigo 

Manuel Guisado-Gonzalez, University of Vigo ..........................................................193 



vi

Substitution Between Types of Labor: An Empirical Test of NFL Quarterbacks
and Receivers 

Dale Steinreich, Drury University 
Rodney A. Oglesby, Drury University ........................................................................199 

CHAPTER 10:  ENTREPRENEURSHIP AND SMALLBUSINESS...............................205 

Doing Business in China by Helping the Chinese do Business in the United States 
Michael J. Mitchell, International School of Management, Paris France....................206 

To Be or Not To Be Self-Employed: An Empirical Investigation  
Pejvak Oghazi, Lulea University of Technology 
Rana Mostaghel, Lulea University of Technology 
Vinit Parida, Lulea University of Technology.............................................................212 

The Greening of Entrepreneurship:An Examinationof Small Business Strategy  
Omid Nodoushani, Southern Connecticut State University 
Patricia A. Nodoushani, University of Hartford ..........................................................220 

CHAPTER 11:  ETHICAL AND SOCIAL ISSUES ..........................................................226 

Revival of Virtue Ethics:  Application in Journalism and Public Relations.
Amiee J. Shelton, Salve Regina University .................................................................227 

Keeping Good Company:  Preparing To Measure The Effect of Not-for-Profit Partner 
Evaluation on Corporate Evaluation.

Brian V. Larson, Widener University ..........................................................................233 

CHAPTER 12:   FINANCE ..................................................................................................240 

Control of Liquidity as a Measure of Crisis Prevention 
José Luis Beltrán Varandela, Vigo University 
Irene Garrido Valenzuela, Vigo University 
Paloma Bernal Turnes, Rey Juan Carlos University....................................................241 

Competitive Advantage: The Missing Link in Capital Budgeting 
Kenneth Zapp, Metropolitan State University .............................................................250

CHAPTER 13:  FRANCHISING AND HYBRID ORGANIZATIONS ...........................255 

The Decision to Internationalize: The Case of Spanish Franchises
Rosa Mariz-Perez, University of La Coruna, Spain 
José López Rodríguez, University of La Coruna, Spain 
eresa García-Alvarez, University of La Coruna, Spain ...............................................256 



vii

CHAPTER 14:  GLOBAL CORPORATE PR, SOCIAL RESPONSIBILITY AND 
CULTURE ..................................................................................................263 

The Social Responsibility of Public Institutions in Catalonia. Promoting Active 
Citizenship or Simply PR Campaigns? 

Laura Cervi, Universitat Autònoma de Barcelona 
Xavier Ginesta, Universitat Autònoma de Barcelona 
Núria Simelio, Universitat Autònoma de Barcelona ...................................................264 

CSR and Reputation Management in Late Modernity: A Case Study of the Role of Public 
Relations in Times of Financial Crises 

Enric Ordeix, Ramon Llull University 
Jordi Xifra, Pompeu Fabra University .........................................................................271 

Corporate Social Responsibility and Public Relations in Spain: More than a Fashion 
Arceo Vacas, Univesidad Complutense de Madrid .....................................................277 

Think Tanks and Political Communication 
Antonio Castillo Esparcia, Universidad de Málaga 
Ana Almansa, Universidad de Málaga ........................................................................285 

Managing Cross-Cultural Staff In The Retail Industry. The Case Study Of Mango 
- Dominican Republic 

Raquel Casino, Brand Manager, Mango - Santo Domingo (Dominican Republic).....292 

CHAPTER 15: GLOBAL ENVIRONMENT AND TRENDS...........................................298 

Traditional Verses Computer-Based Classrooms: Examining Business Students’ Perceptions 
Thomas W. Gainey, University of West Georgia 
Jon Anderson, University of West Georgia 
Jeff Rooks, University of West Georgia ......................................................................299 

Effects of Brand Packaging on Taste Perceptions 
J Robert Field, Nicholls State University 
Blaise J. Bergiel, Nicholls State University 
J. Martin Giesen, Mississippi State University............................................................305 

Developing Effective Electronic Networks of Practice: Toward a Conceptual Framework 
Liqiong Deng, Richards College of Business, University of West Georgia................312 

Integrating Product Design, Process Design and Supply Chain Design From a Work Design 
Perspective: Survey of Issues and Research 

Xun Li, Nicholls State University 
En Mao, Nicholls State University 
Blaise Bergiel, Nicholls State University ....................................................................319 



viii

The Double-Edged Sword of Trust in Supply Chain Relationships: Cooperation and 
Opportunism  

John W. Upson, University of West Georgia ..............................................................325 

The Impact of Students’ Major Area of Study on Their Ethical Ideology 
Nabil Ibrahim, Augusta State University 
Igor Tomic, St. John’s University 
Faramarz Parsa, University of West Georgia ..............................................................332 

Corporate Social Responsibility Orientation: Exploring The Undergraduate and 
Graduate Profiles  

Faramarz Parsa, West Georgia College and State University 
John P. Angelidis, St. John's University 
Nabil Ibrahim, Augusta State University.....................................................................338 

The Changing Pattern of Foreign Direct Investment Flow to Emerging Markets: 
Review and Analysis 

Abbas J. Ali, Indiana University of Pennsylvania 
Faustina E. Shedlock, Indiana University of Pennsylvania .........................................344 

Talent Management in the Arab World 
Abbas J. Ali, Indiana University of Pennsylvania  
Faustina E Shedlock, Indiana University of Pennsylvania ..........................................350 

Sustainable Business: Improving Survivability Through a Multi-Stakeholder Approach 
 Michael Nastanski, Saint Leo University 

John Pantzalis, Saint Leo University ...........................................................................356 

Student Views of “Ethical” Issues: Rural vs. Urban Upbringing and Non US 
vs. US Nationality 

Gregory Turner, Nicholls State University..................................................................362 

CHAPTER 16:  HUMAN RESOURCES MANAGEMENT .............................................366 

Empirical Investigation on Employee Consciousness of HPWS and Commitment 
in Japanese Organizations

Kaushik Chaudhuri, Reitaku University ......................................................................367 

Using Case Study Method and Methodology for Human Resource Applied
Business Research Projects 

Jennifer L. Schultz, Metropolitan State University .....................................................376 

Perceptions of Women as Managers in the U.S. and Brazil 
Michael Z. Sincoff, Wright State University 
Valdemiro Hildebrando, Universidade do Planalto Catarinense 
Crystal L. Owen, University of North Florida.............................................................382 



ix

Responsible Design and Delivery of Global Executive Development Programs
Hamid Khan, Our Lady of the Lake University ..........................................................388 

What Did You Ask? An Empirical Investigation ofthe Influence of Applicant Questions 
Vicki Fairbanks Taylor, Shippensburg University 
Michael K. Coolsen, Shippensburg University 
David Reese, Shippensburg University .......................................................................394 

Retiree Health Insurance: Expectations and Fears 
Frank S. Turner, Morgan State University 
Marjorie G. Adams, Morgan State University.............................................................402 





1

CHAPTER 1 

ACCOUNTING
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 INDICATORS OF INTERNAL CONTROL WEAKNESSES 

Yousef Jahmani, Savannah State University 
jahmaniy@savannahstate.edu

Ulysses J. Brown, III, Savannah State University 
 brownu@savannahState.edu

ABSTRACT

Researchers on internal controls identified several determinants of internal weaknesses. 
Firm’s size, beta, sale growth, segments, and restructuring are among these weaknesses. They 
chose their sample from firms across the board. In this paper, we chose the sample from 
accelerated filers. Using a one-way ANOVA, and logistic regression analysis, we did not find 
any of these factors significant. Since small firms lack resources, it appears that firm’s size is a 
crucial factor in determining the internal control weaknesses. 

INTRODUCTION

The collapse of many giant companies like Enron and WorldCom has led many investors 
to question the regulations and oversight from the government side and the integrity of the 
management practices of these companies. It is apparent that government regulations and 
oversight had loopholes and that the company’s management sought their best interests which 
led to an erosion of public confidence in financial reporting.
 The passage of Sarbanes-Oxley Act of 2002 (SOX), represents a landmark for public 
company financial regulations. SOX was enacted to restore public confidence by closing the 
loopholes.  The Act includes many important sections among them section (404). It requires that 
annual reports for each public company include an internal controls report and indicates the 
responsibility of management for establishing and maintaining effective internal controls over 
financial reporting. The report should include an assessment, as of the end of company’s fiscal 
year, of the effectiveness of the internal controls structure and procedures. Section (404) also 
requires that an external auditor for each company attest to, and report on, the assessment made 
by the company’s management. The attestation should not be the subject of a separate 
engagement. Although, the establishment of internal control has been required by The Foreign 
Corruption Act of 1977, it just recently has become the focus of regulatory agencies. 

According to The Committee of Sponsoring Organization (COSO) of the Treadway 
Commission, internal control is “a process affected by an entity’s board of directors, 
management, and other personal, designed to provide reasonable assurance regarding the 
achievement of objectives.” Internal control helps companies in providing reliable financial 
statements, safeguarding the company’s assets, promoting effective and efficient operations, and   
complying with laws and regulations. A material weakness in internal control is a significant 
deficiency or combination of significant deficiencies that results in more than likelihood that a 
material misstatement will not be detected or prevented on a timely basis. Kinney and McDaniel 
(1989) Ashbaugh-Skaife, Collins, and Kinney (2005) and Doyle, Ge, and McVay (2005) suggest 
that weak internal controls can increase the probability of material errors in accounting 
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disclosures and/or lead to low quality accounting accruals from intentional earnings management 
and unintentional accounting errors. 

Internal control weaknesses have been the subject of a number of empirical research in 
recent years. Doyle et. el. (2007) examines the determinants of internal control weaknesses. They 
find that firms with internal control weaknesses are more likely to be smaller, less profitable, 
more complex, fast growing, or undergoing restructuring. The Doyle et. al sample consists of 
firms of different sizes. Given that small firms may have limited resources and lack financial and 
accounting expertise, it is possible that the cost of establishing an effective internal control 
system is cost prohibitive for these firms. Therefore, the firm size is a dominant factor in internal 
control weaknesses. Large firms may have different determinants of internal control weaknesses. 
 The purpose of this paper is to test whether the determinants of internal controls 
weaknesses as advanced by Doyle et. al (2007) apply to accelerated filers. Accelerated filers are 
defined by SEC firms with market capitalization between 70 and 700 million. These firms are 
more likely to have financial resources and financial and accounting expertise. The SEC requires 
these firms to report on the effectiveness of their internal control over financial reporting for 
fiscal years ending on or after November 15, 2004.

The remainder of this paper is organized as follows. Section Two discusses the related 
literature and presents the research hypotheses. Section Three discusses the sample and research 
design. Sections Four and Five summarize the empirical findings. Section Six provides a 
conclusion.

RELATED RESEARCH 

Recent literature on internal control weaknesses has taken two avenues. The first 
examined the association between internal control weaknesses and other variables such as 
earnings management, earnings quality, and information uncertainty. The second avenue looked 
at the characteristics of firms with internal control weaknesses.

Bedard (2006) findings suggest that SOX requirements improve earnings quality. 
Ashbaugh et. al (2007) found that firms who disclose internal control deficiencies have more 
complex operations, recent organizational changes, greater accounting risk, more auditor 
resignations and have fewer resources. Chan et. al (2007) compare firms reporting internal 
control weaknesses with other firms. They find some evidence that firms with internal control 
weaknesses manage their earnings better—suggesting that these firms may improve their internal 
control to comply with SOX, therefore, reducing the opportunity of accounting errors and 
improving the quality of reported earnings. Zhang et al (2007) investigate the relationship 
between audit committee, auditor independence and internal control weaknesses and found that 
internal control weaknesses are more likely associated with audit committees that have less 
financial accounting expertise and nonfinancial accounting expertise. They also find that internal 
control weaknesses are more likely associated with auditors that are more independent. 

Doyle et al (2007) examine the determinants of weaknesses in internal control over 
financial reporting for firms of different sizes for the period between 2002- 2005 and found that 
material weaknesses in internal controls are more likely associated with firms that are smaller, 
less profitable, more complex, fast growing, or undergoing restructuring. Their findings are 
consistent with the idea that firms struggling with their financial reporting controls due to a lack 
of resources have complex accounting issues and face a rapidly changing business environment. 
They also found that the strength of determinants vary depending on the type of material 



4

weakness disclosed. Bryan, and Lilien (2006) find that material weaknesses are associated with 
small firms with lower performance as compared with the control group. They also find that 
firms with material weakness have higher betas or risk coefficients.

Our paper departs from the research conducted by the aforementioned scholars in several 
ways. First, their sample represents all companies that are required to file 10-Ks with the SEC. 
This includes large accelerated filers, accelerated filers, non-accelerated filers, and small 
companies. Our sample consists only of accelerated filers, which are relatively homogeneous in 
size. Second, in the previously reviewed literature scholars used market capitalization as a proxy 
for company size; this research uses total assets as a size indicator. We believe that total assets is 
more relevant to internal control than market capitalization, since the controls related to total 
asses. Beta was a measure for risk in their sample while this research used the debt/equity ratio 
as the risk indicator.

HYPOTHESES

Doyle et. al (2007) found that firm size, firm age, special purpose entities, and segments 
are all positively correlated with one another and each is negatively correlated with aggregate 
loss and bankruptcy risk. We chose our sample from one category, firms who were accelerated 
filers. Our assumption is that firm size has a salient effect on internal control. In this study, we 
use most of the variables that other scholars found significant in their research. Therefore, the 
followinghypotheses will be evaluated:

H1: There is no difference in size between the experimental and control groups.
H2: There is no difference in number of segments between the experimental and control 
       group. 
H3: There is no difference in number of firms restructuring between the experimental and 
       control groups. 
H4: There is no difference in debt/equity ratio between the experimental and control 
       groups. 
H5: There is no difference in income between the experimental and control groups.

Sample Selection 
The Securities and Exchange Commission (SEC) categorizes companies that are required 

to file 10-Ks with them into four categories according to their size; accelerated, large accelerated, 
non-accelerated, and small reporting companies. Both accelerated filers and large accelerated 
filers are required to file a report on the effectiveness of their internal controls and controls 
attestation on their 10-K. An accelerated filer must currently file its Annual Report on Form 10-
K within 75 days of the end of its fiscal year. Beginning with fiscal years ending on or after 
November 15, 2004 the Management Report and the Control Attestation were to become a part 
of that Annual Report.

Accelerated filers generally included companies with an aggregate market value of voting 
and non-voting common equity held by non-affiliates of the issuer (referred to as “public float”) 
of $75 million or more, but less than $700 million, in public float as of the last business day of 
the issuer’s most recently completed second fiscal quarter. The definition of an accelerated filer 
was based, in part, on the requirements for registration of primary offerings for cash on Form 
S-3.
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 Previous research selected their samples from companies across all four categories. Since 
the last two categories are not required to report on the effectiveness on their internal controls, 
they were excluded from our sample. Large accelerated filers have more resources and are able 
to maintain effective internal controls. Therefore, in the current research the authors chose 
accelerated filers as their population of interest. 
 Sample selection consists of two phases; first the database search; second, the screening 
process of the 10-Ks. The Accounting Research Manager is the database used to search for 
companies with internal control weaknesses. The database contains 4210 companies that were 
identified as accelerated filers. The authors searched the database for accelerated filers with 
material weaknesses disclosed in their 10-Ks between April 30, 2007 and April 30, 2008. This 
period was chosen for two reasons; first to avoid the recession period as a confounding variable; 
second, the earlier period was excluded on the assumption that during that period these 
companies would have had sufficient experience to maintain effective internal controls.  Two 
terms were used to search the database; “material weaknesses” and “a deficiency or a 
combination of deficiencies.”  The result was that 290 companies had the latter term in their 10-
Ks, while the first search term was not useful.
 Phase two began by screening each 10-K, specifically the management report on internal 
control and the auditor opinion on effectiveness on internal controls. The final sample consists of 
135 companies that had documented material weaknesses in their 10-K and management report. 
Other companies, either had effective internal controls, were in the developmental stage, had 
insufficient data, or filed their 10-Ks prior to the period under consideration. Table 1 shows the 
distribution of these companies across each business sector. It is worth noting that approximately 
one third of the experimental group comes from the technology sector. This finding is consistent 
with previous research (Bulkeley, 2005). The control group with effective internal controls- was 
obtained to match the same number from each sector in the experimental group. 

Thus, the final sample included 135 companies with strong or effective internal controls 
that represented the control group and 135 companies with weak or ineffective internal controls 
that comprised the experimental group.

METHODS

Analysis
Using contrasts, a one-way ANOVA was conducted with total assets, market segments, 

debt-to-equity ratio, restructuring, income for Year 2007, and percentage of revenue growth as 
the dependent variables. The factor or independent variable was group (Experimental and 
Control). To calculate the percentage of revenue growth, we divided the annual revenue for Year 
2007 by the annual revenue for Year 2006. 
 We also conducted a logistic regression analysis with Group (Control and Experimental) 
as the dependent variable and total assets, market segments, debt-to-equity ratio, restructuring, 
income for Year 2007, and percentage of revenue growth as the independent measures in our 
model.

The sample means, standard deviations, and scale intercorrelations were reported. All 
statistical tests were performed using SPSS. 
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Results
One-Way ANOVA Test
 A one-way ANOVA test was conducted with group (Control and Experimental) as the 
categorical variable and total assets, market segments, debt-to-equity ratio, restructuring, income 
for year 2007, and percentage of revenue growth as the dependent variables. If the omnibus F-
tests for each dependent variable is significant, this finding indicates a real difference between 
the means of the control and experimental groups; otherwise, a insignificant omnibus F-test 
indicates there is no difference between the control and experimental groups. 
 As shown in Table I, the omnibus F-tests for all dependent variables were insignificant, 
indicating that these differences were due to sample fluctuations or sampling error. Therefore, 
we conclude that there were no significant differences between companies with weak or 
ineffective internal controls as compared with companies with strong or effective internal 
controls.

Table II provides the descriptive statistics for the control and experimental groups.

TABLE I 
RESULTS OF ONE-WAY ANOVA TESTING PROCEDURE FOR THE CONTROL 

AND EXPERIMENTAL GROUPS. (N = 270). 

     F-value          P-value 
Dependent Variables
Total Assets     .779   .378 
Market Segments   2.377   .124 
 Debt to Equity Ratio   2.558   .111 
Restructuring    2.048   .154 
Income for Year 2007   2.930   .088 
Percentage of Revenue Growth 1.566   .212 

Subsamples consist of 135 Control group companies and 135 Experimental group companies; 
*Significant at the 0.05 level. 

Logistic Regression Analysis 
 Table III contains the results of the logistic regression analysis. The logistic regression 
confirmed the results of the one-way ANOVA testing.  Although the Hosmer and Lemeshow test 
indicated an acceptable fit of the model to the data, the Nagelkerke R-squared value only 
explained 7.4 percent of the variance for predicting group status (Control and Experimental). 
Prediction success was not noteworthy, with 51.1 percent of the control group and 69.6 percent 
of the experimental group correctly predicted, for an overall success or hit rate of 60.4 percent. 
Moreover, none of the predictors significantly influenced the dependent variable, group status in 
the model.

Thus, it appears that firms with internal controls weaknesses did not significantly differ 
from those firms with effective internal controls with respect to total assets, market segments, 
debt-to-equity ratio, restructuring, income for the period under consideration, and percentage of 
revenue growth. It also appears that firm size is a dominant indicator for internal control 
weaknesses. In this paper, we control for firm size by choosing the sample from accelerated 
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filers, the results show that none of other the factors is significant in determining the internal 
control weaknesses.

TABLE II 
DESCRIPTIVE STATISTICS OF ONE-WAY ANOVA FOR THE CONTROL AND 

EXPERIMENTAL GROUPS.

Variable    Experimental                           Control          

Total Assets             $823,303       648,092     
Market Segments                 --                    --     
Debt to Equity Ratio               1.3115        .5203       
Restructuring                 --              --      
Income for Year 2007           -$31,759          -$4,574      
Percentage of Revenue Growth          1.3861            1.2110      

Means are based on a sample of 270 companies: 135 companies for the Control group and 135 
companies for the Experimental group. *Significant at < 0.05.

Tassets  = Total Assets 
Segment = Market Segment 
D/E Ratio = Debt to Equity Ratio 
Restruct. = Restructuring 
Income07 = Income for Year 2007 
Pgrowth = Percentage of Revenue Growth 

TABLE III 
RESULTS OF LOGISTIC REGRESSION MODEL WITH THE CONTROL AND 

EXPERIMENTAL GROUPS AS 
THE BINARY DEPENDENT VARIABLE, (N = 270). 

                                                                                                                   95% Confidence
Predictor Variables      B  Wald Test    Odds Ratio    P-value           Interval for  
                                                    (z-test)                                                     Odds        Ratio

                                                        Upper       Lower

Total Assets     .000      .000       1.000  .9887           1.0000      1.0000 
Debt to Equity Ratio    -.111      3.494      .895            .0616             .7966      1.0054 
Restructuring     -.382      1.605        .682 .2052             .3778      1.2326 
Income for Year 2007     .000      3.622    1.000  .0570            1.0000     1.0000 
Market Segment    -.149      2.046      .862  .1526              .7031     1.0566 
 % Revenue Growth    -.292      1.675      .747      .1956              .4797     1.1621 
(Constant)      .880      5.068    2.412            .0244 
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Subsamples consist of 135 Control group companies and 135 Experimental group companies.
*None of the predictors were significant in the model. 

Correlation Analysis and Sample Statistics
 The correlation among the variables was computed with the following results (table VI). 
Total assets was negatively related with annual income for Year 2007. Debt-to-equity ratio was 
positively related to annual income for Year 2007. The remaining variables used in this study 
were not significantly correlated. Table VI also contains the means and standard deviations for 
the sample.

TABLE VI 
MEANS, STANDARD DEVIATIONS, AND ZERO-ORDER PEARSON 

CORRELATIONS.
 Variable    Mean         s.d.          1             2             3              4             5             6               

1. Tassets      $735698  1630055
2. Segment         --      --        .059    
3. D/E Ratio     .9159     4.08        -.061        -.027     
4. Restruct.         --          --            -.036        .118         .018
5. Income07    -$18167  130951    -.491**   -.017       .179**     -.070
6. Pgrowth      1.2986    1.1502     -.088         .016        -.018        -.069       .078

n = 270; ** p  .01 
Tassets = Total Assets 
Segment = Market Segments 
D/E Ratio = Debt to Equity Ratio 
Restruct. = Restructuring 
Income07 = Income for Year 2007 
Pgrowth = Percentage of Revenue Growth 

SUMMARY AND CONCLUSION 

Previous research documented that firms with internal controls tend to be smaller, less 
profitable, more complex, growing rapidly, or undergoing restructuring. The research also 
documented the correlation among these variables. Which means, if the company is small, other 
variables may exist. That is to say, the firm size may be the only factor that determines the 
internal control weaknesses.  Based on our samples, we did not find any one of these variables 
significant. Since the establishment of an effective internal control requires financial resources. 
These resources are assumed to be available for accelerated filers, therefore, other variables 
which were identified by Doyle et. Al. (2007) have no effect on the effectiveness of internal 
controls.
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THE ETHICS OF TAX EVASION: A COMPARISON OF CERTIFIED PUBLIC 
ACCOUNTANTS, CERTIFIED MANAGEMENT ACCOUNTANTS AND 

NON-CERTIFIED ACCOUNTANTS BY VARIOUS CHARACTERISTICS 

Rodney Allen Oglesby, Drury University 
roglesby@drury.edu

ABSTRACT

 This study examined Certified Public Accountants (CPAs) and Certified Management 
Accountants (CMAs) and Non-Certified Accountants (NCAs) by measuring personal views on 
the ethics of tax evasion. Study participants provided demographic information and responded to 
fifteen statements related to tax evasion. Likert scale measurements were employed to determine 
the strength of responses. Responses were then were analyzed to determine if there were any 
differences among CPAs, CMAs and NCAs as to what effect certain demographics such as 
gender, age, religious involvement, marital status, years in the profession and years since 
certification have on the views of the ethics of tax evasion.

INTRODUCTION

 The primary purpose of this study was to determine if CPAs, CMAs and NCAs differed 
in their position on the Ethics of Tax Evasion and to provide descriptive data about the ethics of 
tax evasion.  Currently, the profession has limited descriptive data and has attempted little formal 
research on differing views about tax evasion.  It is hoped that the results of this study will make 
a contribution to the overall understanding of tax evasion behaviors and beliefs related to 
accountants entrusted to certify publicly consumed financial information and those accountants 
responsible for reporting corporate financial performance. Although many studies have been 
done on tax compliance, very few have examined noncompliance from the perspective of ethics. 

LITERATURE REVIEW 

 Most studies on tax evasion examine the issue from the perspective of either public 
finance or economics. Although tax evasion has been examined from a variety of perspectives 
(e.g., Allingham and Sandmo 1972; Alm 1991; Bardach 1989: Beck and Jung 1989; Bergman 
1998; Grasmick and Scott 1982; Horowitz and Schneider 1992; Kirchler 1999; Klepper and 
Nagin 1989; McBarnett 1991; Roth et al. 1989; Schwartz and Orleans 1967; Scott and Grasmick 
1981; Thurman et al. 1984), little has been done to examine how tax evasion relates to ethics. 
Torgler (2003) examined tax evasion from the perspective of public finance, discussing both its 
psychological and philosophical dimensions. Martin Crowe (1944) completed a Doctoral 
Dissertation entitled The Moral Obligation of Paying Just Taxes. Crowe’s dissertation examined 
the theological and philosophical debate that had perpetuated in the Jesuit community for over 
five hundred years.
 Morales (1998) examined the economic and sociological views of Mexican street 
vendors, finding that their loyalty to their families exceeded their loyalty to the government. 
McGraw and Scholz (1991) examined tax compliance by focusing on an individual’s self 
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interest. Armstrong and Robison (1998) discussed tax evasion and tax avoidance from the view 
of an accounting practitioner, employing Rawls’ decision framework to analyze practitioner 
views. Oliva (1998) examined evasion views of a tax practitioner focusing on the ethical/legal 
contradictions. Welch, et. al. (2005) indicated that individuals who reported that they had 
cheated on their taxes also reported a greater willingness to cheat in the future. The same holds 
true for those respondents who perceive that many members of their community commit tax 
evasion. However, individuals who believe that tax evasion is morally wrong report that they are 
less inclined to cheat, as are those who fear the social disapproval that cheating might provoke. 
Additionally, perceptions that tax evasion is widespread within the community tend to mitigate 
individuals’ judgments about the moral wrongfulness of tax evasion and reduce the potential 
threat that informal sanctions against tax evasion normally evoke. 
 Several studies have been conducted to examine tax evasion behavior in different 
countries. The focus of these studies is most often on government corruption and a widespread 
belief that there is no moral obligation to pay. Ballas and Tsoukas (1998) focused on Greece, 
Smatrakalev (1998) examined Bulgaria, Vaguine (1998) and Preobragenskaya and McGee 
(2004) examined Russia. McGee, (1999) concluded that there was two main reasons for evasion, 
a lack of a strong collection procedure and a widespread opinion that the government does not 
deserve a portion of a worker’s income. Some empirical studies and surveys have been 
conducted to determine the views on tax evasion in several countries. McGee (1999) conducted a 
survey to determine why tax evasion is so prevalent in Armenia. Country studies have also been 
conducted for China (McGee & An, 2006: McGee & Guo, 2006), Germany (McGee, Nickerson 
& Fees, 2006), Guatemala (McGee & Lingle, 2005), Hong Kong (McGee & Ho, 2006), Macau 
(McGee, Noronha & Tyler, 2006), Poland (McGee & Bernal, 2006), and Romania (McGee, 
2006).
 A few studies have applied utilitarian ethics and rights theory to particular taxes or 
particular arguments found to justify certain tax policies in the public finance literature. Tax 
policies examined in the literature include an examination of whether the ability to pay principle 
is ethically bankrupt (McGee 1999) and the related argument of whether discriminatory tax rates 
are ethically justifiable (McGee 1999). McGee (2004) also addresses these issues in a book that 
discusses the various philosophies of taxation. Additionally, McGee (2005) surveyed 
international business professors and found little support for tax evasive actions. He 
hypothesized that this finding was due to the fact that the majority of business professors are 
strongly against tax evasion. However, McGee did find that women were significantly more 
opposed to tax evasion than were men. McGee and Lingle (2005) confirmed this finding in a 
survey of law students in Guatemala. Additionally, they found that business students were more 
opposed to tax evasion than law students.
 Yet other studies have focused on various personal characteristics: Sex, Age and Marital 
Status. Gender was employed to compare ethical attitudes by Akaah (1989), Boyd (1981) and 
Hoffman (1998) each finding that women were more ethical than men. Other researchers either 
found men to be more ethical than women (Barnett & Karson, 1987; Weeks, et al 1999) or no 
relationship based on gender (Browning & Zabriski, 1983; Harris, 1990; Nyaw & Ng, 1994). 
However, Oglesby (2007, 2008) found female CPAs and CMAs to be more ethical than their 
male colleagues. Age was used to examine for a statistical relationship by Alm & Togler (2004) 
and McGee & Tyler (2007) both studies found that older individuals possess a stronger respect 
for governmental authority than younger individuals, McGee (2007) employed Marital Status in 
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his study concluding that Divorced individuals were significantly more opposed to tax evasion 
than either single or married individuals.
 Additional articles have been authored regarding religious perspectives. Cohn (1998) and 
Tamari (1998) discuss the Jewish literature and ethical belief related to tax evasion. Gronbacher 
(1998) examined tax evasion from a Catholic perspective. Schansberg (1998) examined the 
Biblical literature for guidance. Pennock (1998) discussed the “just war theory” in connection 
with the moral obligation to pay just taxes and to not pay unjust taxes. Smith and Kimball (1998) 
examined tax evasion from a Mormon view. McGee (1998, 1999) commented on Christian 
views and found that highly religious individuals possessed stronger moral condemnation of tax 
evasion than individuals with less religious beliefs. Murtuza and Ghazanfar (1998) discussed the 
ethics of tax evasion from a Muslim perspective while DeMoville (1998) discussed a Baha’i 
perspective. The results of these studies indicate that Jews, Baha’is and Mormons are strongly 
opposed to tax evasion, whereas Christians and Muslims are more flexible on the topic. 
 The literature indicates that the Ethics of Tax Evasion varies dramatically from country to 
country and is influenced by various demographic characteristics. This study included the 
following characteristics included in previous research: gender, age, marital status and religious 
involvement. Additionally, this study includes the following characteristics to gain insight into 
the professionally certified accountants (CPA and CMA): years since certification and years in 
the profession. 

PURPOSE, RESEARCH QUESTION AND PROCEDURES 

 The primary purpose of this study was to provide descriptive data about the ethics of tax 
evasion related directly to professional accountants. To accomplish the purpose the study 
considered the following research question:

Are there differences among Certified Public Accountants, Certified Management 
Accountant and Non-Certified Accountants about the ethics of Tax Evasion with regard 
to various demographic characteristics?

 This study employed a survey based upon the fifteen factors developed by Crowe (1944). 
A total of seventy CPAs, seventy CMAs and seventy non-certified accounting professionals were 
randomly selected to participate in the study. Respondents were captured electronically on 
SurveyMonkey.com. The resulting data was downloaded in excel format and uploaded to SPSS 
15 (2007) for analysis, no manual conversions were involved in the capturing or recording of 
data.  As a result of the literature review, the following demographic data (Independent 
Variables) are included: 

1. Gender – nominal data, binomial, Male or Female, 
2. Age – nominal data, four age ranges in years (20-30, 30-40, 40-50, and 50+), 
3. Marital Status – nominal data, three categories (Single, Married or Other), 
4. Organized Religious Involvement – ordinal data reclassified to nominal data, 

responses range from “No Involvement at all” to “Highly Involved.” 
5. Years in the Profession – nominal data, four categories (0-5 years, 5-10 years, 10-20 

years and over 20 years).
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The General Linear Model factorial design employing the univariate Two way ANOVA was 
utilized to test for statistical significance among the professional accounting roles with regard to 
Gender, Age, Marital Status, Organized Religious Involvement and Years in the Profession. The 
F statistic is the appropriate statistical measure for examining main and interaction effects of 
categorical independent variables and their effect upon an interval dependent variable. 
 All statistical tests were conducted at the 95% confidence level and the .05 level of 
significance (p < .05). 

FINDINGS

 The primary purpose of this study was to provide descriptive data about the ethics of tax 
evasion related directly to professional accountants. A total of forty-three (43) CPA surveys, 
thirty-nine (39) CMA surveys and sixty-two (62) NCAs were completed. No certified accountant 
held multiple certifications. Table I presents mean scores for all 15 Tax Evasion Statements. It is 
very interesting to note that even with a potential response range from 1 to 7 that the responses of 
the entire sample ranged from a low of 6.31 to a high of 6.82. The sample appears to be more 
homogenous than the population at large. Other researchers (virtually all other studies) have 
presented finding with significantly more dispersion of respondent scores. The tightness of the 
responses in this sample makes the study less sensitive to independent variable effects and does 
indicate a weakness that should be addressed in future examinations of professional accountants. 

TABLE I  MEAN VALUE OF ALL SAMPLE RESPONDENTS 
(ALL STATEMENTS BEGIN WITH: TAX EVASION IS ETHICAL…) 

Table II presents the F-statistic related to each of the 15 tax evasion statements tested by each 
demographic variable. The Null Hypothesis related to this variable is:

 Statement 
1 …if tax rates are too high.  6.70 
2 …even if tax rates are not too high because the government is not entitled to take as much as it 

is taking from me. 6.74
3 …if the tax system is unfair.  6.56 
4 …if a large portion of the money collected is wasted.  6.60 
5 …even if most of the money collected is spent wisely.  6.76 
6 …if a large portion of the money collected is spent on projects that I morally disapprove of.  6.59 
7 …even if a large portion of the money collected is spent on worthy projects. 6.77 
8 …if a large portion of the money collected is spent on projects that do not benefit me.  6.70 
9 …even if a large portion of the money collected is spent on projects that do benefit me.  6.77 
10 …if everyone is doing it.  6.31 
11 …if a significant portion of the money collected winds up in the pockets of corrupt politicians 

or their families and friends.  
6.31

12 …if the probability of getting caught is low.              6.77 
13 …if some of the proceeds go to support a war that I consider to be unjust.  6.72 
14 … if I can’t afford to pay.  6.69 
15 …even if it means that if I pay less, others will have to pay more.  6.82 
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Ho 1-5: There exists no statistically significant difference in the mean responses to each 
of the 15 tax evasion statements among the professional accounting groups (CPAs, CMAs and 
NCAs) with regard to various demographic characteristics (Gender, Age, Marital Status, 
Organized Religious Involvement, and Years in the Profession).

Gender
 When examining the main effect Gender, the F statistic for each of the fifteen statements 
ranged from .812 to 6.085 and never approached statistical significance. Additionally, neither the 
main effect of certification status (F statistic range .632 - 2.497) nor interaction effect (F statistic 
range .503 – 1.973) resulted in statistical significance. This finding contradicts the work of  
Oglesby (2007, 2008), Akaah (1989), Boyd (1981) and Hoffman (1998) each finding that women 
were more ethical than men and (Barnett & Karson, 1987; Weeks, et al 1999). However, this 
study confirms the work of Browning & Zabriski, 1983; Harris, 1990; Nyaw & Ng, 1994 who 
found no relationship on the basis of Gender.

Age
 When examining the main effect Age, the F statistic for each of the fifteen statements 
ranged from .165 to 1.082 and never approached statistical significance. Additionally, neither the 
main effect of certification status (F statistic range .089 - 2.530) nor interaction effect (F statistic 
range .719 – 1.588) resulted in statistical significance. This finding contradicts the work of  Alm 
& Togler (2004) and McGee & Tyler (2007) both studies found that older individuals possess a 
stronger respect for governmental authority than younger individuals.

Marital Status
 When examining the main effect Marital Status, the F statistic for each of the fifteen 
statements ranged from .113 to .979 and never approached statistical significance. Additionally, 
neither the main effect of certification status (F statistic range .318 - 2.560) nor interaction effect 
(F statistic range .146 – 2.419) resulted in statistical significance. This finding contradicts the 
work of  McGee (2007) who employed Marital Status in his study concluding that Divorced 
individuals were significantly more opposed to tax evasion than either single or married 
individuals.

Organized Religious Involvement
 When examining the main effect Organized Religious Involvement, the F statistic for 
each of the fifteen statements ranged from .557 to 2.278 and never approached statistical 
significance. Additionally, neither the main effect of certification status (F statistic range .917 - 
2.808) nor interaction effect (F statistic range .820 – 2.408) resulted in statistical significance. 
This finding contradicts the work of McGee (1998, 1999) who found that highly religious 
individuals possessed stronger moral condemnation of tax evasion than individuals with less 
religious beliefs and Murtuza and Ghazanfar (1998) and DeMoville (1998) whose studies 
indicated that Jews, Baha’is and Mormons are strongly opposed to tax evasion.
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Years in the Profession
When examining the main effect Organized Religious Involvement, the F statistic for 

each of the fifteen statements ranged from .557 to 2.278 and never approached statistical 
significance. Additionally, neither the main effect of certification status (F statistic range .917 - 
2.808) nor interaction effect (F statistic range .820 – 2.408) resulted in statistical significance. 
This finding contradicts the work The finding that Gender has no influence upon the individual’s 
willingness to accept evasive behavior as ethical contradicts the work of previous research by 
Akaah (1989), Boyd (1981), Hoffman (1998) and Oglesby (2008).

SUMARY OF FINDINGS

The statistical analyses led to the following findings:

• Gender - no statement led to statistical significance.
• Age – no statement led to statistical significance. 
• Marital Status – no statement led to statistical significance. 
• Organized Religious Involvement – no statement led to statistical significance.
• Years in the Profession – no statement led to statistical significance. 

 Although the study did not reflect statistical significance related to any of the 
characteristics tested, the findings do indicate that the all accountants whether certified or not, 
subject to a code of conduct or just doing their best to follow generally accepted principals of 
accounting are “very conservative.” The accountant is perhaps subliminally affected by the basic 
principles of truth and conservative reporting, to do so may require those basic inherent values 
listed in professional accountant codes: integrity, honesty and objectivity. The impact of those 
values can be observed directly in the responses to the 15 statements. With a response range of 1-
7 the range of the average response of all accountants was 6.31 to 6.82. The responses are very 
conservative. It is very interesting that the lowest average ranking of a statement was 6.31 and 
indicates that the majority of accountants would still consider evasion unethical, even when “…a 
significant portion of the money collected winds up in the pockets of corrupt politicians or their 
families and friends.”

CONCLUSIONS AND RECOMMENDATIONS

 The primary purpose of this study was to provide descriptive data about the ethics of tax 
evasion related directly to professional accountants and to determine if there were differences in 
tax evasion opinions among accountants with regard to various demographic characteristics.
 Differences did not surface related to any characteristics tested. The tightness of the 
accountant responses and their consistently high rankings (less evasive position) confirms the 
work of Oglesby (2008, 2008) and buttresses previous research on the moral reasoning ability of 
CPAs. Oglesby (2004) found that certified public accountants function at the “Conventional” 
level of moral reasoning. As a result, accountant’s approach ethical reasoning by living up to 
what is expected from them (complying with laws and regulations) in their role. From this 
extension we may conclude that members of the accounting profession (both certified and non-
certified) function at the conventional level of moral reasoning - the level of moral reasoning 
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required in the role of the accounting profession, a profession where ethical integrity is a 
desirable characteristic.

The findings lead to the following recommendations for further research: 

• Since the study was conducted in the Midwest (Missouri, Oklahoma and Arkansas) and 
previous research indicates the presence of a cultural/national influence upon a 
respondent’s position on tax evasion, then the study should be expanded to include other 
regions of the United States. 

• Since the study was limited to a sample size of 144 respondents, the study should be 
replicated in a larger setting to expand and strengthen the ability to generalize findings.  It 
must be recognized that this research was conducted on a relatively small sample of 
professional accountants and the findings should not be generalized.
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ABSTRACT

Every year, approximately $345 billion in federal revenue is uncollected.  The Internal 
Revenue Service refers to this uncollected amount as the "tax gap." The tax gap consists of 
individuals and businesses understating income and overstating deductions and exemptions. By 
law, the IRS is not allowed to collect from you after the 10-year period ends. The primary 
challenges that the IRS faces in improving compliance is to establish new forms of accounting 
and auditing standards. Closing the tax gap could reduce the federal deficit and be a major 
component of a strategy to restore fairness to the tax law.

INTRODUCTION

The primary purpose of the tax system is to raise revenue for the U.S. Government. 
Identification of tax-gap sources also matters from a psychological standpoint, because tax 
evasion has been linked to the perceived fairness of taxpayer burden. That is, taxpayers are more 
likely to cheat if they perceive others in similar situations (occupation, education, and income) 
are cheating: The tax gap is defined as the aggregate amount of tax liability imposed by law for a 
given tax year that is not paid voluntarily and timely.

The IRS divides the tax gap into the following three components, nonfiling, 
underreporting and underpayment: Nonfiling component is made up of taxpayers who do not file 
a tax return, Underreporting component that consist of  taxpayers who file their tax returns and 
understate their income or overstate their deductions. Individual underreporting represents about 
half of the total tax gap. Individual income tax also accounts for about half of all tax liabilities 
and that of the $166 billion small businesses are responsible for $109 billion. If the IRS doesn't 
collect the full amount in the 10-year period, then the remaining balance on the account 
disappears forever. The statute of limitations on collecting the tax has expired.

Problem Statement 
Empirical data suggests that additional tax enforcement alone has a limited effect on 

reducing the tax gap. Much of the tax gap is related to types of unreported income that are 
difficult to detect and are not covered by third-part information reporting. In addition, this type 
of underreporting has the potential to lead to a second layer of evasion called the shadow 
economy (Schneider, 2002). Cash payments for wages or supplies are less likely to be reported 
as income by recipients. Individual income taxpayer’s fail to report about 54 percent of income 
from sources for which there is no information reporting, such as sole proprietorships. In 
contrast, less than 5 percent of income from easily verified sources-interest, dividends, and 
pensions-goes unreported. For example: between fiscal years 2001 and 2006, the IRS increased 
its enforcement efforts and the enforcement revenue collected rose from $33.8 billion to $48.7 
billion. While $14.9 billion represents a 44% increase, only 4.3 % of the revenue collected 
contributed to the tax gap.
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Background of the Problem 
As the primary source of revenue for the U.S. government, a tax system with a significant 

gap between what it collects and what it is owed negatively affects the government’s deficit.  
With rising healthcare costs and the baby boom generation entering retirement, federal spending 
on Medicare, Medicaid, and Social Security programs is projected to grow dramatically in the 
coming years. 

Purpose of the Study 
The purpose of this descriptive study was: To determine if the IRS 10 year Statute of 

limitation affect and contribute to tax fraud and abuse? To determine which issues more 
significantly affect the tax Gap and Tax fraud? To determine if the amount of tax gap can be 
measured, reduce the federal budget deficit and will payer delinquent account continue to 
outpace tax payer accounts?

Significance of the Study 
The significance of this study was the need to substantiate the importance of and 

recommend an effective system that will measure the tax gap, reduce the budget deficit, identify 
its sources, monitor and enforce regulations that have resulted from underreporting on individual 
income tax returns and the $88 billion tax gap that resulted from underreporting by corporations 
and the self-employed. The magnitude of the tax gap has serious financial ramifications for the 
U.S. federal budget and imposes a significant and unnecessary financial burden on individual 
citizens who honestly comply with the tax law. According to research the IRS has inadequate 
performance measures, which may be hampering the agency’s ability to build an effective unpaid 
tax collected strategy.

Theoretical Framework 
The theoretical framework of this study was based on the Signaling Model with 

Apprehension and A Signaling Model with Heterogeneous Agents. These Models are suggested 
by Epstein & Gang (2009) who are considered to be two of the best-known theories relating to 
theoretical framework and information cascades for understanding tax evasion. Information 
cascades were first used by Scharfstein and Stein (1990), Banerjee (1992), Gul and Russell 
(1995) in investment applications, and by Epstein (2002) to migration. Information cascades are 
fragile because new information can overturn a long-standing behavioral trend. Because 
individuals are rational, they realize that their behavior is based on limited information and are 
willing to change. The models mentioned above depicted information that focused on a large 
proportion of the tax payer population that evades paying taxes.
  Researcher present a model which incorporates elements from the theory of information 
cascades with the standard model of tax evasion and analyze the connection between the decision 
of a potential  tax  evader, the number of  tax evaders and the number caught in previous periods. 
General conditions exist under which any expected utility maximizing tax evaders will decide to 
emulate other tax evaders. An information cascade occurs when individuals observe the actions 
of others and then make the same choice that the others have made, independently of their own 
private information signals. Because it is usually sensible to do what other people are doing, the 
phenomenon is assumed to be the result of rational choice (Hirshleifer, 1992). Nevertheless, 
information cascades can sometimes lead to arbitrary or even erroneous decisions. 
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Empirical evidence reveals inter-dependency among taxpayers, as reflected in the 
increased likelihood of evasion when others are believed to be evading (Geeroms and Wilmots, 
1985). Dunn (1992) has pointed out that strong empirical evidence reveals, contrary to standard 
evasion theory, that deterrence does not increase compliance. 

Literature Review 
 Although collections increased by $10 billion, the amount of unpaid debts increased the 
same amount during fiscal year 2007 through 2007. During this period, the IRS wrote off an 
estimated 46 percent of unpaid debts due to statute of limitation. For fiscal year 2007, the IRS 
classified only $100 billion out of $290 billion of unpaid tax debts as collectible. The Internal 
Revenue Service (IRS has no definitive estimate of revenues lost due to noncompliance 
involving offshore tax haven. A tax haven is a foreign country or dependency that has a series of 
unique characteristics, the primary one being relatively lower tax rates in comparison with other 
countries. Most tax havens have a double monetary control system which distinguish residents 
from non-resident as well as foreign currency from the domestic one. In general, residents are 
subject to monetary controls but not non-residents. In the U.S. the IRS agents’ handbook defines 
tax haven as “a term that generally connotes any foreign country that has either a very long tax or 
no tax at all on certain categories of income”. The IRS defines at least 30 jurisdictions around the 
world as tax havens. For example; Austria, Cayman Islands, Hong Kong, Singapore and 
Switzerland are only a few foreign countries. Low cost is also an incentive as illustrated by a 
policy in the Cayman Islands where an exempted company can be started for as little as $600.00 
and not be subject to the same registration as those of United States exempt organizations. 

Offshore Schemes 
           According to IRS in recent years, a significant increase in offshore activity has been noted 
among U.S. taxpayers. Numerous schemes have been devised in which the true ownership of 
income streams and assets has been hidden or disguised. "Offshore Transactions" generally 
involve activities in jurisdictions (commonly called "tax havens") that offer financial secrecy 
laws in an effort to attract investment from outside its borders. Most of these schemes are layered 
to hide the final beneficiary and are setup through multiple jurisdictions, making it much more 
difficult for the IRS to build a case to prosecute.  They normally involve hiding income or 
making false deductions such as in the cases of United States v. Taylor and United States v. 
Peterson (Tax Compliance, 2009, pg 8).

METHODOLOGY AND APPROACH 

The purpose of this descriptive study was to investigate and discuss the methodology 
employed to address the study objectives. The following subsections deal specifically with the 
data collection and data analysis methodology. The research methods used was qualitative and 
quantitative. Qualitative research was conducted by using scholarly written articles; court 
decisions, including Supreme Court decisions, executive agencies policies and rulings such as 
IRS Revenue Rulings and Revenue Procedures; and other studies and articles that are prevalent 
to the problem material. Quantitative research was conducted by using data already collected in 
other studies and research. Data was analyzed and presented in different formats in the form of 
charts and graphs which highlight the differences and similarities among the data. The research 
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used A Signaling Model with Apprehension (Case-Based Decision) and a signaling Model with 
Heterogeneous Agents to compare and contrast the data. 

A Signaling Model with Apprehension (Case-Based Decision).
  Case-Based Decision Theory (Gilboa and Schmeidler, 1995) states that if an individual 
sees that someone has been apprehended it may have a stronger impact on the individual's 
perception. Case-based decision theory does not assume that decision makers know the possible 
‘states of the world’ or the outcomes, let alone the decision matrix attaching outcomes to act-
state pairs. Case-based decision theory suggests that people make decisions by analogies to past 
cases: they tend to choose acts that performed well in the past in similar situations, and to avoid 
acts that performed poorly. For example; if an individual makes a decision on whether or not to 
evade taxes than the information he/she is faced with at the time of the decision is: 1) there are d 
non-tax evaders; 2) k tax evaders and 3) from the k evaders c have been caught. All this 
information helps the individual calculate the probability, p, of being caught if evading. When an 
individual sees someone being apprehended for evasion, this is interpreted by him/her as a 
probability of g that he (the individual who is currently making the decision) should evade. It is 
not clear whether g is greater or smaller than q (the probability that the general signal the 
individual receives is true). Case based theory suggests that g>q, however this may not be the 
case. Since actually seeing someone being apprehended may have a stronger effect on the 
decision making of the individual, we distinguish between the general signals the individual 
receives and the number he/she has personally witnessed being caught evading.

If q = g it is as if the number of individuals that have decided not to evade taxes has
increased by c, while the number of tax evaders has decreased by c. This shows that seeing 
someone being apprehended does not have a special effect on the individual deciding to evade or 
not. Otherwise, if q< g, then the difference between the number of tax evaders and non-evaders, 
which causes an individual to go against his/her signal, will increase. 

Analysis
If individuals observe others caught evading taxes and g>q, in order for individuals to go 

against their own signal and evade: (a) The difference, between the number of individuals who 
evade taxes and those who do not evade, will be larger than in the case where detection is not 
observed; (b) Increasing the probability that the signal, generated by observing detection is true, 
will require an increase in the difference between the numbers of individuals who evade and 
those who do not evade. 

A Signaling Model with Heterogeneous Agents 
This model has reference to the individuals that are considered heterogeneous with 

respect to the levels of utility generated from a given income; this can be thought of as different 
levels of risk aversion. Let U  i(w) denote the utility level of individual i with income level of w. 
Individuals now differ with respect to their risk aversion and, as we have a continuum of 
individuals distributed by level of utility for a given detection probability, there will be a 
proportion of the population that will evade. For a given gross income level of y, each individual 
will have a different critical probability, which will determine if he or she will decide to evade.  
This can be seen from equation (3): 
(1-p)U, (y) + pU i (y (1-Ft) ) >U i (y (1)- t ). (3’) 
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Analysis
For a given gross income level of y, each individual will have a different critical 

probability, which will determine if he or she will decide to evade, p i*. It is important to note 
that all individuals are different in their degree of risk aversion and thus have a different critical 
probability for evasion. Individuals may know the distribution of risk aversion in the population; 
however, they do not know the actual risk aversion level of each individual. Therefore, the value 
of q i, the probability that the signal is true, depends on the risk aversion of the individual who is 
receiving the signal. The same would be true for the value of g i. An individual receiving a signal 
does not have knowledge of the level of risk aversion for each person in the population, therefore 
he calculates the weighted level of q  i and g  i for all those that received a signal or have been 
apprehended given the distribution of risk aversion in the population. In other words, if the 
distribution of risk aversion in the population of the reference group of an individual is given by 
f. As seen in table 2 and graph 1 below, underreporting is the largest part of the tax gap. 
Nonfiling is not filing returns on time or not at all.  Underpayment is when the returns are filed 
but the liability is not paid in full.  Underreporting is when the tax returns are filed, but at least 
one component of income is understated or at least one expense or credit is overstated.  Often 
times this constitutes tax fraud. The following data is pulled from the Urban Institute (What is 
Tax Gap? 2007): 

TABLE II: COMPONENTS OF TAX GAP 
(in percent of total) 

Tax Source Nonfiling Underreporting Underpayment Total 
Individual Income Tax 7% 57% 7% 71% 
Corporate Income Tax   9% 1% 9% 
Employment Tax   16% 1% 17% 
Estate Tax 1% 1% 1% 2% 
All Taxes 8% 83% 10% 100%

                                    GRAPH 1: RESEARCH REPORT: 
                         URBAN-BROOKINGS TAX POLICY CENTER 

The calculation of the nonfiling tax gap percentage is estimated with the help of the 
Census Bureau. This is accomplished when the Census Bureau identifies the nonfiling tax gap 
using an exact match of Current Population Survey (CPS) with limited Internal Revenue Service 
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(IRS) data that the Census Bureau receives by law to help estimation of taxes.  This is done 
primarily for individual income taxes; as Corporate and Employment Tax returns are easier to 
identify due to a match of Federal Employer Identification Numbers (FEIN). 

Summary and Interpretation of Findings 
The theory of information cascades has been usefully applied to explaining behavior in a 

number of different contexts where individuals appear to discount their private information and 
to copy the decisions of others. Such duplication, based on what others are doing, reinforces the 
tendency for further duplication. The two models above describe the behavior of individual that 
decide to emulate other individuals and evade. The probability of detection is unknown. 
Individuals considering the option of evading taxes seek as much information as possible before 
making a decision. Decision theory can apply to conditions of certainty, risk, or uncertainty.
Therefore, each alternative is associated with a probability distribution, and a choice among 
probability distributions. Decision theory for risk conditions is based on the concept of utility. 
Utility can be thought of as a sort of common currency that integrates multiple goals or multiple 
quantitative attributes of outcomes. 

Recommendations
Continued improvements to technology, including continued development of and 

modernized e-File, would provide the IRS with better tools to improve compliance through early 
detection, better case selection, and better case management. Service is especially important to 
help taxpayers avoid unintentional errors. Given the increasing complexity of the tax code, 
providing taxpayers with assistance and clear and accurate information before they file their tax 
returns reduces unnecessary post-filing contacts, allowing the IRS to focus enforcement of 
taxpayers who intentionally evade their tax obligations. Simplifying the tax law would reduce 
unintentional errors caused by a lack of understanding. Simplification would also reduce the 
opportunities for intentional evasion and make it easier for the IRS to administer the tax laws.

CONCLUSION

The tax gap can be reduced by allocating more resources to enhance IRS enforcement policy. 
This enforcement would also give IRS the required resources (auditors) to enforce the law. For 
example, requiring additional types of information reporting would simplify the income tax law. 
One possible deterrent of corporate tax fraud and the avoidance of abusive corporate tax shelters 
for consideration would be public disclosure of corporate tax returns in the same way that a 
company must disclose its financial statements with relating notes and schedules to all current 
and prospective shareholders of a corporation. Currently the federal corporate tax return is not a 
publically disclosed document. Benefits of public disclosure includes the following: Aiding 
government regulators, Improving the functioning of the financial markets, Promoting tax 
compliance and Increasing political pressure for good tax policy.
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ABSTRACT

The global skincare industry is expected to reach $44.8 billion by 2010.  Seventy-five 
percent of this market is from sales in Europe, Asia and the U.S. Future growth is being driven 
by the Asia-Pacific countries, where China alone is predicted to account for 32% of the regional 
sales by 2010. Much of the demand in Asia has been for products designed especially to lighten 
the user’s skin. Our research aim is not to judge the use of skin lighteners in Asia, but rather to 
report on the extent of the marketing phenomenon, and to suggest that the presence of these 
legally available products will help obviate the use of very damaging and illegal substances.  
This is particularly important in the mass market, where entries by lower priced products from 
manufacturers such as Nivea, Unilever’s Pond’s and Unilever’s Fair & Lovely are more readily 
available to poorer women. 

INTRODUCTION

This exploratory research study is intended to investigate the marketing phenomenon of 
skin lightening products in the Asian skincare market, with a view to better understanding the 
rationale for these procedures and the manner in which skincare manufacturers reach their target 
markets. The current research is based on an analysis of advertising of products which are being 
marketed and used by women in various Asian countries such as China, Singapore, Thailand and 
India. In a follow-up research project, it is our intention to look at other Asian markets, including  
South Korea and to look also at the male market. Our research does not intend to be judgmental 
of women who lighten their skin, any more than we would judge a woman who has wrinkle 
reduction as her goal. Rather, our intention is to investigate the phenomenon and consider 
marketing strategies that participating competitors have adopted. 

OVERVIEW OF THE INDUSTRY 

  With slow growth in both the U.S. and Europe, more than 60 global manufacturers in the 
skincare industry are very keen to capitalize on the rapidly growing skin lightening cream 
category in Asia.  (NPD Report, 2009a, NPD Report, 2009b). The total Asian whitening market 
is estimated to be $18 billion (PRI.org, 2009) and is estimated to be growing at a rate of 12% 
annually (August, M., 2008), with India expecting to show growth of 20-25% annually 
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(Livemint, 2009a).  In 2008 alone, more than 62 new skin lightening products were introduced in 
Southeast Asia (Asian Pacific Post, 2009). 

The industry consists of a wide spectrum of products from luxury cosmetic manufacturers 
such as Dior, Estee Lauder, Lancome and L’Oreal, to medium and low priced products such as 
Olay, Neutrogena, Unilever’s Pond’s, through to home remedies using bleach, lemons, mulberry 
extract, licorice extract and other household and vegetable products. Many of these skin 
lightening creams, including over-the-counter products sold in the United States, contain 
hydroquinone. The European Union banned this ingredient from cosmetics in 2001 (Fuller, 
2006).
  When it was first launched in India in 1975, Fair & Lovely claimed a commanding 50-
70% share of the skin whitening market.  At that time its closest rivals were both local Indian 
firms, CavinKare with Fairever, and Godrej with FairGlow. However these companies have a 
combined market share of only 16%. Fair & Lovely claims a customer base of 27 million 
customers who use its product regularly.  It is marketed in 40 countries in Asia, Africa and the 
Middle East, with India being its largest single market. (Karnani, 2007).  With rising incomes, 
more Asians are using products to lighten their skin.  Swayed by advertising, TV and movies 
featuring glamorous models with creamy complexions, Asians are purchasing skin lightening 
products in ever-greater quantities. The number of products available in the region has risen 
dramatically, averaging 50 new products every year since 2002, according to marketing research 
company, Datamonitor. The preference for lighter skin is nothing new, based on comments from 
a Thai dermatologist, Dr. Chitrlada Vibhogool, who believes that the current growth is boosted 
by media campaigns tapping into an expanding middle class, with women’s increased incomes. 
A survey by research firm, Synovate in 2004, found that skin whitening products were used by at 
least 58 percent of Thai women between 18 and 64. Respondents spent US$65 per month on skin 
care, roughly 10 percent of their income. The same survey found that half of Filipino women, 45 
percent of Hong Kong women and 41 percent of Malaysian women use a skin whitening product. 
(See table below.) Unilever spokeswomen Arangya Luepradid said that “In Asia, lighter skin 
equates with beauty and well-being. Lightening products are being developed in response to 
those consumer needs.” (August, 2008). 

ASIAN COUNTRY 
ESTIMATED % OF 

WOMEN USING SKIN-
LIGHTENING
PRODUCTS

THAILAND                      58 
PHILIPPINES                      50 
HONG KONG                      45 
MALAYSIA                      41 
INDIA                    60-65 

Whiter skin is being aggressively marketed across Asia, with vast selelctions of skin 
whiteing creams on supermarket and pharmacy shelves, a testament to an industry that has 
flourished over the past decade. (Fuller, 2006). Advertisements for skin whitening products 
promote white skin as glowing and healthier. Olay has a product called White Radiance, L’Oreal 
marketing WhitePerfect.
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Although this market has primarily targeted women, men are increasingly taking an 
interest in skin lighteners. In India, Nivea (a Beiersdorf AG product) entered the market with 
Nivea for Men, a strong contender in that segment, and is now launching a product for women, 
called Visage Sparkling Glow, with a slogan of “get fair, stay fair.”  (Livemint, 2009b). A white 
complexion has been seen as noble and aristocratic, especially in Southeast Asia, where the sun 
always shines. Only those rich enough could traditionally afford to stay indoors, while peasants 
baked in the rice fields. This obsession with whiteness has not faded over time. A survey by Asia 
Market Intelligence revealed that three quarters of Malaysian men thought their partners would 
be more attractive with lighter complexions. In Hong Kong, two thirds of men prefer fairer skin, 
while half the local women wanted their men paler. Almost half of Asians aged 35 to 54 years 
used skin whiteners in a business that some analysts have said could be worth billions of dollars.  
(Bray, 2002). 

SOCIOLOGY OF PALE SKIN 

The belief that fairer skin will enhance one’s status, increase one’s success at work, and 
lead to a “good marriage” is very strong among Asian women. Across Asia, a white skin has 
traditionally been viewed as a symbol of innocence and femininity, and variations of the phrase 
“you can cover up three shortcomings if you are white” are well known. (PRI.org, 2009).  
Indeed, despite strong divisions in Asia in language, religion and ethnicity, there is a strong 
desire among Asians for light skin. Specific cultural meanings vary but the basic beliefs hold: 
   

In Japan, a light complexion is associated with wealth and a good education.
In India, a woman is told she can have “power” over her life, she can be independent and 
in charge. Also in India, a woman with a fair complexion will be more likely to marry 
well.
In China, a light skinned woman will be “happier” or for a man, finding a woman with a 
light skin is the secret to happiness. (PRI.org, 2009). 
In Thailand, people with lighter skins are deemed to have higher social status and wealth 
(August, 2008). 

Moreover, there are physiological issues of concern to Asian women. They are more 
inclined to have dark spots (hyperpigmentation) earlier than Caucasian women; Indian women 
tend to have the darkest skin among Asians; Japanese tend to have the lightest skin of all Asians; 
and Chinese and Korean women’s skin tends to turn yellowish with age. (Asian Pacific Post, 
2009; Lee, 2007). Indeed, research has shown that 40% of women in various Asian countries 
(Hong Kong, Malaysia, the Philippines, South Korea) use skin-whitening creams (Asian Pacific 
Post, 2009). 
  This desire for white, or pale, skin has had interesting repercussions, both in terms of the 
marketing of skincare products, and also in the potential for damage, both physically and 
psychologically. We appreciate the arguments leveled by doctors and sociologists at the skin-
lightening industry. Doctors point out that the best protection a woman has against sun damage is 
the melanin in her skin, and to remove that melanin can lead to skin cancer.  Some academics, 
activists and sociologists refer to the marketing of skin lighteners as “racism” (Sage, 2009; 
August, 2008, BBC News, 2003). Ashok Venkatraman of Unilever’s Indian skincare unit, has 
pointed out that taking offense at the products is “a very Western way of looking at the world. 
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The definition of beauty in the Western world is linked to anti-aging.  In Asia, it’s all about being 
two shades lighter.” (Timmons, 2007). However, our research aim is not to judge the use of skin 
lighteners in Asia, but rather to report on the extent of the marketing phenomenon, and to suggest 
that the presence of these legally available products will help obviate the use of very damaging 
and illegal substances. This is particularly important in the mass market, where entries by lower 
priced products from manufacturers such as Nivea, Pond’s and Unilever’s Fair & Lovely are 
more readily available to poorer women.  As an example, Unilever said “…its products are tested 
for quality and safety by the company’s in-house safety and environmental assurance centre in 
southern England,” (August, 2008) prior to being exported to Asia. Various anecdotes of 
problems in the skin lightening market are given below.  These have been drawn from August 
(2008), Lee (2007) and  Fuller (2006). 

Sumami, an Indonesian housemaid, developed blisters across her face, her skin burned by 
a whitening paste prepared by a neighbor.
Panya Boonchun was fired from her job in a restaurant after an illegally produced lotion 
turned her skin into a patchwork of albino pink and dark brown. 
Illegal potent bleaching agents have made their way onto the black market in Southeast 
Asia.
In Thailand, 70 whitening cream manufacturers have been warned against using illegal 
bleaching agents. 
In Indonesia, 50 cosmetics have been banned. Many cosmetic bottles have been 
mislabeled “whitening” when in fact that are merely sunscreens. 
Hydroquinone, Alpha Hydoxy Acids (AHA), retinoic acid and mercury can all whiten the 
skin, but if used in high quantities can cause conditions ranging from ochronosis (very 
dark skin patches), to leukoderma (the skin loses the ability to produce pigment) and 
damage to the central nervous system and kidneys, and can lead to fetal death. 

RESEARCH METHODOLOGY 

  To help inform our study, we did an analysis of several Asian fashion magazines all 
chosen from the same period (April 2009).  The magazines included Bazaar, Hong Kong, Vogue, 
China, and Cosmopolitan, Thailand. Of all the skin care advertisements displayed in these books, 
almost every one included a skin lightening, or brightening, element. We also referred to a 16-
page magazine supplement in Elle, Singapore, from June 2006, entitled “Your Guide to 
Whitening” and sponsored by skin-care manufacturer Neutrogena which dealt entirely with skin 
lightening. The Indian magazine selected during April 2009 contained no overt skin lightening 
advertisements. (As discussed above, manufacturers selling skin whitening products in India 
have been faced with a backlash from activists describing the products and their message as 
racist.)  For our analysis of the Indian market, and to provide additional information for the other 
Asian markets, we referred extensively to websites of the various skincare manufacturers and 
commercials available on the Internet. 
  Because of the variability in the advertising messages, we performed in-depth interviews 
with Indian and Chinese women in an attempt to uncover some of their views and attitudes 
towards skin lightening products. A young Chinese woman claimed that “If you are white, you 
don’t need to be beautiful or perfect.”  (Shan, November 2, 2009.) Our interviewee also pointed 
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out that although the women appear to be “airbrushed” in some of the advertisements, the 
advertisements themselves were still believable.

MARKETING MESSAGES 

 With this burgeoning market, manufacturers are using a wide variety of media to reach 
their consumers. Luxury products are being advertised in the Asian editions of high-gloss 
magazines such as Vogue, Bazaar and Cosmopolitan.  Billboards are being used along commuter 
rail lines in Japan.  In India, television advertising was under fire as early as 2003 (when a Fair & 
Lovely advertisement labeled as “racist” was taken off the air) (BBC News, 2003), but 
nonetheless the package of Fair & Lovely, shows an unhappy dark skinned woman becoming a 
light skinned woman, with the concomitant message that she will get a good job and a husband.  
(Fair & Lovely uses the tagline: The Power of Beauty.) (Timmons, 2007). Furthermore, 
“Bollywood” stars relentlessly tout the magic of a pale skin, even targeting men as seen in a 
mini-series advertisement for a Pond’s product called White Beauty. In this vignette, a snow 
white woman rejects her dusky-skinned suitor, who is left staring hopefully at an ad for White 
Beauty. (Buncombe, 2008). This product has also been the subject of a teaser campaign using 
placards placed on consecutive lampposts, with each post showing a progressively lighter model 
as she uses White Beauty skin lightening cream. (Livemint, 2009a).  In both Pakistan and India, 
men are being targeted with a product called “Fair & Handsome,” presumably a play on “Fair & 
Lovely,” although it is manufactured by Emami Ltd, as opposed to Unilever. This product claims 
to have 70% of the male market in India. A television advertisement for Fair & Handsome, 
shows a man with dark skin saying to a fair skinned man “I am unlucky because of my face.”  
The light skinned man throws his friend the whitening cream. In a country where most people 
have brown skin, these advertisements have been criticized as racist. (Ghana Business News, 
2009).
  An advertisement in Thailand for Estee Lauder depicts Grace Karnklaw Deaw Sian 
Klaw, Miss Teen Thailand 2004, an actress and model. Grace says: “Although my skin is 
originally white and clear, I can’t help questioning how to ensure that it will remain white and 
clear forever.”  Grace chooses Cyber White Ex of Estee Lauder.  This same product was strongly 
promoted in Hong Kong, using three Chinese models, including super-model Dai Lin Ziong.  
Estee Lauder’s Re-Nutriv in Hong Kong used a Caucasian American model, Carolyn Murphy, a 
blonde haired blue eyed “face” of Estee Lauder.  In China, Mylene Jampanoi, a French-Chinese 
actress is the face of DiorSnow, skin whitening essence.  With a tag-line “beyond whitening,” 
and her very fair body, bared to well below the shoulder, she is described as the “beauty of 
translucency.”
  An interesting technique used in Hong Kong is the “lifestyle” advertisement.  In these, a 
very fair skinned celebrity is seen with her favorite products, among which are her skin-
lightening creams. Qian Hua Yang, a well-known Hong Kong actress talks about how she flew 
to Japan to make a video for Shiseido, and was able to remove black spots on her skin in three 
weeks.  A Thai model, Xi Yuan Xu, talks of how she wrote a book about her skin whitening 
product, Suisse Programme.  Elizabeth Lee, a now-retired actress, is seen with her Paris key ring, 
her iPod and grand piano, and her Estee Lauder Re-Nutriv Ultimate White Lifting Cream. 
Together with the pictures, these psychographic exposees include quantities of information about 
the celebrities, their family lives and their activities.  Jiang Kian Yi, a CEO for the fashion brand, 
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Flora Zeta, provides a testimonial saying “Life is a fashion runway: you should shine every 
minute.”
  However, many of the advertisements under review used no models, but displayed only 
the product and a large amount of copy.  Such products included Guerlain, Dr. Oasis (a 
subscription product that appeared to be little more than a sunscreen) and Decleor in Hong Kong, 
and in China, Sisley, La Neige, Lancome, Clarins, Neutrogena and Shiseido. In all instances 
these advertisements carry tag-lines which indicate the desirability of fair skin: Charming White 
(La Neige), Witness to my Whitening (Aupres), White Essentiel (Chanel), Blanc Expert 
(Lancome), White Perfect Pearl (L’Oreal), White Lucent (Shiseido), Fine Fairness (Neutrogena) 
and Bloom of Whitening Skin (Kenebo Impress). In Thailand, products carry tag-lines such as 
celLucent fairness (sic) (Olay White Radiance) and Beauty is Radiance (Nivea White Cell 
Repair). A more inclusive list is given in the table below: 

BRAND SUB-BRAND 
Biotherm White D-Tox 
Dior DiorSnow 
Estee Lauder Cyber White 
Fair & Lovely Fair & Lovely 
Lancome Blanc Expert 
L’Oreal White Perfect Pearl 
Neutrogena Fine Fairness 
Olay White Radiance 
Shiseido White Lucent 
Yue Sai White Ling Lang (in Chinese 

characters)

CONCLUSIONS AND FUTURE DIRECTIONS 

  Further research should develop this study by including additional magazines and other 
media, such as outdoor promotions, and should include more Asian nations.  We believe also that 
future research should be extended to include males, especially since we find that many women 
in Asia prefer their men to be lighter (Bray, 2002). In addition, the researchers will develop 
research hypotheses to be used to carry out in depth analysis of the skin lightening industry.
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ABSTRACT

The purpose of this study is find out the how the demographic variables (sex, age, 
education, working status, Socio-economic status-SES) estimate the Brand Recall Scores. In the 
analysis, the brand recall research data that TNS PIAR has produced by using unaided recall 
technique towards various products was used. According hierarchical regression analysis results, 
education and age variables are stronger predictors than the sex, working status and SES 
variables.

LITERATURE BACKGROUND

According to the classical definition, a brand is a set of mental associations held by the 
consumer, which add to the perceived value of a product or service. These associations should be 
unique (exclusivity), strong (saliency) and positive (desirable).  In addition to these, brands have 
financial value because they have created assets in the minds and hearts of customers, 
distributors, prescribers, opinion leaders. These assets are brand awareness, beliefs of exclusivity 
and superiority of some valued benefit and emotional bonding (Kapferer, 2004, p.10).  
According to the American Marketing Association (AMA), a brand is a “name, term, sign, 
symbol or design or a combination of them, intended to identify the good and services of one 
seller or group of sellers and to differentiate them from those of competition” (Keller, 2008, p.2).

All marketers aim to build a strong brand. Brand equity is a key concept for creating a 
strong brand. Definition of brand equity is the set of associations and behavior on the part of a 
brand’s customers, channel members and parent corporation that permits the brand to earn 
greater volume or greater margins than it cloud without the brand name (Kapferer, 2004, p.13). 
In the branding and brand management there are two important brand equity models. The first 
one is Aaker’s model. Aaker defined the brand equity as the brand assets (or liabilities) linked to 
a brand’s name and symbol that add to (subtract from) a product or service. These assets can be 
grouped into four dimensions: brand awareness, perceived quality, brand associations and brand 
loyalty (Aaker, Joachissthaler, 2000, p.17). Keller (2007, p.56) argues that Aaker’s model is 
more of an asset based model and lacks the necessary consumer behavior perspectives to 
adequately interpret provide detailed prescriptive guidance for advertising and communication 
effects. The other model is Keller’s Consumer Based Brand Equity Model. Keller (2008, p.48) 
defines consumer based brand equity as the differential effect that brand knowledge has on 
consumer response to the marketing of that brand. According to this view, brand knowledge is 
not the facts about the brand – it is all the thoughts, feelings, perceptions, images, experiences 
and so on that become linked to the brand in the mind of consumer. All of these types of 
information can be thought of in terms of a set of associations to the brand in consumer memory. 
The basic premise of customer-based brand equity model is that the power of brand lies in the 
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minds of customers (Keller 2007, p.56). Brand knowledge is the key to creating brand equity, 
because creates differential effects that drive brand equity. Brand knowledge has two 
components: brand awareness and brand image (Keller, 2008, p.51). Brand awareness is buyer’s 
ability to identify (recognize or recall) the brand within the category in sufficient detail to make a 
purchase (Rossiter and Percy, 1997, p.110). Brand awareness is related to the strength of the 
brand node or trace in memory, which it can be measured as the consumer’s ability to identify 
the brand under different conditions. Brand image is consumers’ perceptions about brand a 
brand, as reflected by the brand associations held in consumer memory (Keller, 2008, p.51). In 
many situations (almost all fmcg), people choose a brand after it is recognized at the point of 
purchase. In other situations they must recall the brand they want in order to ask for it. And in 
yet other situations they may think about wanting a particular brand before shopping, then be 
reminded of it when it is recognized in the store or recall it when they get to store so they can ask 
for it. These situations define the two fundamental types of brand awareness: recognition and 
recall (Elliot and Percy, 2007, p.237).Brand recognition is consumers’ ability to confirm prior 
exposure to the brand when they given the brand as a cue. In other words when they go to store 
will they be able to recognize the brand as one to which they have already been exposed. Brand 
recall is consumers’ ability to retrieve the brand from memory when given the product category, 
the needs fulfilled by the category or a purchase or usage situation as a cue (Keller, 2008, p.54).

In summary, when the consumer is familiar with the brand and holds some favorable, 
strong and unique brand associations in memory, brand knowledge, which is defined in terms of 
brand awareness and brand image, makes brand equity occur. There is hierarchic relation 
between two components of brand knowledge. In other words gaining a high awareness is 
necessary condition of building brand image. In addition advertising works in a sequence form 
including exposure, processing, communication effects and target audience action. Especially 
communication effects stage creates a series of effects on consumers, which ranging from initial 
awareness of a product to the purchase decision. Four communication effects can occur in this 
series: category need, brand awareness, brand attitude and brand purchase intention (Percy and 
Elliot, 2009, p.71).All components of brand awareness (recall and recognition) were investigated 
in numerous studies. In this study brand recall was chosen. In the literature, many variables 
which are affect the brand recall included nudity, brand names types, category structure, 
competitive clutter and demographic variables etc were studied. This study especially focused on 
the demographic variables. 

Bogart and Lehman (1973) reports a study of unaided brand recall by female household 
heads and examines some factors related to brand salience. They found that women aged 50 and 
over named fewer brands than did younger and middle-aged housewives. Better educated women 
recalled more brands. Keiser (1975) designed a questionnaire to measure the criterion variables 
of brand and slogan awareness and several predictor variables (age, income, gender, social class, 
and mass media exposure and opinion leadership).  According the results of this study brand and 
slogan awareness is dependent on the age, social class and the amount of print media readership 
of adolescents. Moreover, brand and slogan awareness were found to be related to the incidence 
of opinion leadership. Brand and slogan awareness was greatest among opinion leaders, 
adolescents in the upper-class, and adolescents who spent the most time reading newspapers and 
magazines. Further results were the differences between brand and slogan awareness of 
adolescents. Brand awareness appeared to increase with age. While the reverse relationship held 
for slogan awareness. Also, the amount of television exposure had a completely different impact 
on brand awareness than on slogan awareness. Slogan awareness increased with increased 
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television viewing, while brand awareness was lowest among those who watch television 
frequently. Dubow (1995) tested three measures of memory for advertising by age. These three 
measures are day after recall, brand recall and recognition. Dubow (1995) found that, for each 
measure, young adults remember better than older adults and teens remember better than young 
adults. In a recent study, Kinney, McDaniel and DeGaris (2008) were investigated four 
demographic variables (education, age, gender and internet use) and two psychographic variables 
(attitude towards NASCAR sponsors and NASCAR involvement) for impact on NASCAR fan 
ability to recall sponsor brands. Regression analysis indicates that the above variables are 
significant predictors of ability to recall sponsor brands, Kinney, McDaniel and DeGaris (2008) 
research confirms the role that fan gender (favoring males), age (favoring younger respondents) 
and education (favoring more educated respondents) play in sponsor brand recall. 

METHODOLOGY

The main aim of this study is to find out effects of demographic variables on brand recall 
scores. Mainly this research tried to answer this question: Which demographic variables (age, 
sex, education, socio-economic status, and working status) are the strongest predictors of brand 
recall scores? In this study, it was used the brand recall research (top of mind – first three brands) 
data (as a secondary data) that TNS PIAR (A leading international marketing research company) 
has produced by using unaided recall technique towards various products.

Brand awareness is related to the strength of the brand in memory, as reflected by the 
consumers’ ability to identify various brand elements like brand name, logo, symbol, character, 
packaging and slogan under different conditions. Marketers and advertiser use several measures 
of awareness of brand elements. Brand recognition requires consumers to identify the brand 
under a variety of circumstances and can rest on the identification of any of the brand elements. 
The most basic recognition test gives consumers a set of individual items visually or orally and 
asks them if they think they have previously seen or heard of these items. Brand recognition 
measures provide only an approximation of potential recallability. To determine whether 
consumers will actually recall the brand elements under various circumstances, it is need 
measures of brand recall. (Keller, 2008: 374-375). Brand recall means that consumer must 
retrieve the actual brand element from memory when given some related probe or cue. So brand 
recall is an important player in the measurement brand equity and there are three classical 
measures of brand awareness in a given product category according to the types of cues provided 
to consumers.  (Laurent, Kapferer and Roussel, 1995: 170) 

• Spontaneous recall (Unaided Recall): consumer are asked, without any prompting to 
name the brands they know, even if only by name in the product category; the 
spontaneous awareness of brand x is the percentage of interviewees indicating they know 
the brand 

• Top of mind recall: using the same question, the top of mind awareness of brand x is the 
percentage of interviews who name brand x first 

• Aided recall: brand names are presented to interviewees; the aided awareness of brand x 
is the percentage of interviewees who indicate they know the brand. 

TNS PIAR are making these researches by face-to-face survey method and the surveys 
are conducted in 18 cities with a sample of 2000 respondents representing the 18 years old and 
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over population living in the cities and country side of Turkey. These surveys are conducted four 
times in a year. In the selection of sample, multi stage probable sampling was used. Subjects 
were determined with age, sex, education, working status quota. The surveys are composed in 
two sections. In the first section, respondents are asked for the first three brands of certain 
products they recall (the level of measurement of this questions are ordinal), after that 
demographical data (sex, age, education, working status and socio-economic status) is collected. 
All of the demographical data mentioned are collected in categorical level of measurement 
(nominal, ordinal); socio-economic status (SES) is grouped as A, B, C1, C2 and DE. Education 
is grouped as non educated, primary school, secondary school, high school and university. Age is 
grouped as aged 18-24, aged 25-34, aged 35-44, aged 45-54 and aged 55+. Working status 
grouped as worked within one year and not worked within one year. The data of the product 
categories serving the purpose of this study was selected among the 63 brand recall surveys that 
are conducted to the present day. Tea, Personal Computer, Jewel, Pasta and Insurance company 
product categories was selected with simple random sampling for analysis of this study. For the 
observation, brand recall scores are created from the data in the first place. In this procedure; if 
the respondent recalls 3 brand names, it was given “3 points” to this respondent, if the 
respondent recalls 2 brand names, it was given “2 points”; if the respondent recalls 1 brand 
name, it was given “1 point”; if the respondent doesn’t recall any brand name, it was given “0 
point” to this respondent. So brand recall scores which are created in this way has become ratio 
as a level of measurement. For the data analysis hierarchical regression was used. Hierarchical 
regression is often used in an explanatory manner. The aim for using hierarchical regression is to 
find the strongest predictor which affects the brand recall scores. The variables were entered in to 
regression equation one at a time in some order for determining the model which explains the 
dependent variable best. In this way, it is possible to find out variance accounted for by the total 
affects (Keith, 2005, p.84). Hierarchical regression process was completed in five stages for 5 
independent variables, and separate regression analysis was done for each individual product 
categories. In the first stage of the regression analysis sex was entered, after that age, education, 
working status and SES variables were entered respectively. Order of entry was important in 
Hierarchical regression. One common and defensible solution is to input the variables in order of 
presumed or actual time precedence (Keith, 2005, p.81). According to this solution; as people 
age they move further into their education level. As a result of better education people have the 
opportunity to find better jobs and presumably make more money with higher standard of life 
(Newton and Rudestam, 1999, p.256).

In this study the dependent variable is brand recall scores, the independent variables 
(predictors) are demographic variables (age, sex, education, working status and SES). The 
independent variables which were used in this study were in nominal scales. Regression analysis 
can be used with either continuous or dichotomous independent variables. A variable that is 
initially discrete can be used if it is first converted into set of dichotomous variables by dummy 
variable coding with 1s and 0s (Tabachnick and Fidel, 2007, p.119).

Dummy Coding Process
Each dummy variable represents one category of non-metric independent variable, and 

any non-metric variable with “k” categories can be represented as “k-1” dummy variable (Hair at 
al. 2009, p.177). For example if non-metric variable has 6 categories, this variable can be 
represented as 5 dummy variables. According to this, 4 dummy variables for age, 5 dummy 
variables for education, 4 dummy variables for SES was created. For sex variable, male category 
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was coded as “0” and for working status variable, not worked within one year was coded as “0”. 
In the process of dummy coding, one category in each individual categorical variable is chosen 
as reference group (the omitted group that received all zeros). But there are some rules for 
reference group selection. First, reference group should give useful comparison chance. Second, 
for clarity of interpretation of the results, the reference group should be well defined and not a 
waste basket category (such as “other”). Third, the reference group should not have small sample 
size relative to the other groups (Cohen at al. 2003, p.304). Especially moving from the third; the 
25-35 age category was selected as reference group for age variable, primary school category 
was selected as a reference group for education variable and C2 category was selected as 
reference group for SES variable.

RESULTS

The descriptive statistics of all independent variables and dependent variable were 
reported in the Table 1.

TABLE I DESCRIPTIVE STATISTICS 

n % n % n % n % n % n %
Female 1009 50.2 1053 52.5 967 48.2 1050 52.5 983 48.8 1015 49.8
Male 999 49.8 954 47.5 1039 51.8 951 47.5 1033 51.2 1024 50.2

18-24 332 16.5 368 18.3 377 18.8 348 17.4 465 23.1 480 23.5
25-34 512 25.5 497 24.8 473 23.6 563 28.1 513 25.4 535 26.2
35-44 394 19.6 448 22.3 446 22.2 441 22 431 21.4 436 21.4
45-54 365 18.2 320 15.9 320 16 342 17.1 306 15.2 281 13.8
55 + 405 20.2 374 18.6 390 19.4 307 15.3 301 14.9 307 15.1

Non-
Educated 221 11 255 12.7 225 11.2 201 10 184 9.1 201 9.9

Primary 
school 969 48.3 1009 50.3 1010 50.3 974 48.7 857 42.5 848 41.6

Middle 
school 286 14.2 230 11.5 232 11.6 226 11.3 267 13.2 256 12.6

High school 396 19.7 383 19.1 418 20.8 444 22.2 496 24.6 506 24.8
Collage 127 6.3 127 6.3 116 5.8 151 7.5 206 10.2 218 10.7
Postgraduate 9 0.4 3 0.1 5 0.2 5 0.2 6 0.3 10 0.5

Worked 
within one 
year

549 27.3 669 33.3 733 36.5 738 36.9 732 36.3 907 44.5

Not worked 
within one 
year

1459 72.7 1338 66.7 1273 63.5 1263 63.1 1284 63.7 1132 55.5

A 23 1.1 20 1 27 1.3 28 1.4 35 1.7 51 2.5
B 229 11.4 162 8.1 134 6.7 184 9.2 164 8.1 186 9.1
C1 284 14.1 374 18.6 350 17.4 379 18.9 393 19.5 497 24.4
C2 903 45 765 38.1 756 37.7 693 34.6 753 37.4 697 34.2
DE 569 28.3 686 34.2 739 36.8 717 35.8 671 33.3 608 29.8

0 Point 97 4.8 1139 56.8 564 28.1 1034 51.7 216 10.7 670 32.9
1 Point 465 23.2 405 20.2 366 18.2 243 12.1 391 19.4 258 12.7
2 Point 601 29.9 303 15.1 469 23.4 221 11 501 24.9 334 16.4
3 Point 845 42.1 160 8 607 30.3 503 25.1 908 45 777 38.1

Ice-Cream 
(N=2006)

Personal 
Computer 
(N=2001)

Pasta 
(N=2016)

Brand 
Recall 
Scores

Insurance 
Company 
(N=2039)

Sex

Age

Education

Working 
Status

SES

 Tea (N=2008)
Jewel 

(N=2007)

The results of the hierarchical regressions used to estimate the incremental and total 
variances associated with the variable groups are reported in Table 2. In addition final betas are 



38

reported for all individual demographic variables. According to the ANOVA results, all 
regression models statistically significant. 

Step 1. Sex variable account small amount of variance in brand recall score for all 
product categories. As table 2 indicates, sex is significant for jewel, personal computer, pasta, 
insurance company.  For jewel, personal computer and insurance company males more likely 
recall brand names than females. But for pasta females more likely recall brand names them 
males ( =.05, p<.05).

Step 2. Age was entered the model next. Aged 24 -35 was chosen as a reference category 
for dummy variable process. The incremental R2 for ice-cream is .20; for personal computer is 
.14; for the other product categories, it is less than .09 (see Table 2). Age variable seem product 
category specific variable. For tea, only age4 dummy variable is significant. It means older 
people less likely recall brand recall than reference category ( =-.10, p<.05). For jewel, age2, 
age3 and age4 dummy variables are significant. It means, the people who older than reference 
category less likely recall brand names (for age2 =-.06, p<.05; for age3 =-.07, p<.05; for age4 

=-.16, p<.05). For ice-cream, personal computer and pasta product categories, age1, age3 and 
age4 dummy variables are significant. Younger people than reference category more likely recall 
brand names but older people than reference category less likely recall brand names. For 
insurance company, only age4 dummy variable is significant. Older than reference category less 
likely recall brand names ( =-.08, p<.05). 

Step 3. Education was entered the model next. Primary school was chosen as a reference 
category for dummy variable process. The incremental R2s range from .45 to .15. All education 
dummy variables are significant for jewel, personal computer and insurance company. For other 
product categories education seems product category specific variable. According to final betas, 
it’s possible to say that more educated people recall more brand names than the others. For 
example, in the personal computer product category, more educated people than reference 
category more likely recall brand names (for education2 =.13, p<.05; for education3 =.34,
p<.05; for educaiton4 =.27, p<.05; for education5 =.05, p<.05). On the other hand less 
educated people than reference category less likely recall brand names (education1 =-.05,
p<.05).

Step 4. Working status was entered the model next. The incremental R2s range from .001 
to .006. Working status variable account small amount of variance in brand recall score for all 
product categories. Working status is significant for tea and personal computer product category. 
It mean people who has job more likely recall brand names than non-worker people (for tea 

=.07, p<.05; for personal computer =.10, p<.05). 

Step 5. Social-economic status (SES) was entered next. C1 SES status was chosen as a 
reference category for dummy variable process. The incremental R2s range from .003 to .009. 
Only a few SES dummy variables are significant in product categories. SES dummy variables 
are significant in computer. In personal computer product category, higher SES people than 
reference category more likely recall brand names (for SES1 =.05, p<.05; SES2 =.05, p<.05). 
Lower SES people than reference category less likely recall brand names (SES4 =-.04, p<.05).
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TABLE II HIERARCHICAL REGRESSIONS OF BRAND 
RECALL SCORES BY PRODUCT CATEGORIES 

R2 Final
Beta R2 Final

Beta R2 Final
Beta R2 Final

Beta R2 Final 
Beta R2 Final

Beta
Sex (Female) -0.004 -0.20* 0.004 -0.11* 0.05* -0.10*
R2 after step 1 0.007 0.013 0.003 0.055 0.003 0.046

Age1 0.04 0.04 0.05* 0.07* -0.03* -0.04
Age2 0.001 -0.06* -0.04 -0.01 -0.03 0.03
Age3 -0.05 -0.07* -0.14* -0.05* -0.13* 0.01
Age4 -0.10* -0.16* -0.29* -0.17* -0.29* -0.08*
R2 change for age 0.039 0.093 0.200 0.145 0.079 0.061
R2 after step 2 0.046 0.106 0.203 0.201 0.082 0.107

Education1 -0.16* -0.13* -0.13* -0.05* -0.22* -0.15*
Education2 0.03 0.07* 0.11* 0.13* 0.08* 0.17*
Education3 0.03 0.20* 0.19* 0.34* 0.15* 0.28*
Education4 0.05* 0.18* 0.13* 0.27* 0.12* 0.26*
Education5 0.01 0.05* 0.01 0.05* 0.02 0.06*
R2 change for education 0.04 0.083 0.071 0.170 0.098 0.153
R2 after step 3 0.086 0.189 0.274 0.371 0.18 0.259

Working status (Worked) 0.07* 0.03 0.03 0.10* 0.02 0.04
R2 change for working status 0.005 0.001 0.001 0.006 0.001 0.002
R2 after step 4 0.091 0.190 0.275 0.377 0.181 0.261

SES 1 -0.01 -0.01 0.03 0.05* 0.03 0.04*
SES 2 -0.004 0.03 0.02 0.05* 0.02 0.02
SES 3 -0.004 -0.01 0.02 0.02 0.02 0.001
SES 4 -0.10* -0.04 -0.07* -0.04* -0.08* -0.06*
R2 change for SES 0.009 0.003 0.006 0.006 0.008 0.006
R2 after step 5 0.099 0.193 0.281 0.383 0.189 0.267

Tea Jewel Ice-cream P. Computer Pasta Insurance Co.

        Depended variable is brand recall scores *p<.05 

Overall, the final regressions explain 09 to 38% reported brand recall scores. 
Demographic variables explain total variance 09% for tea, 19% for jewel, 28% for ice-cream, 
38% for personal computer, 19% for pasta, and 27% for insurance. Across all product categories, 
age and education are the strongest group of predictors.

DISCUSSION

In the previous studies which were done by the authors, (Ispir and Suher, 2007; Suher and 
Ispir, 2005) it was found meaningful differences between demographic variables and brand recall 
scores. These meaningful differences guided current study. According to the regression analyses, 
sex, working status and SES are not a strong predictor of the brand recall scores. Their 
contribution of total variance is low. But age and education is strong predictors of brand recall 
scores. Their contribution of total variance is high. It means older and less educated people less 
likely recall than younger and more educated people. It can be said that brand recall is a mental 
procedure. From the general results of this study, it can be logically decided that sex, working 
status and SES has no or very little effect to this mental procedure while age and education have 
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an significant effect on this. In this study demographic variables were used to estimate total 
variance on brand recall scores. These demographic predictors (age, sex, education, working 
status and SES) explain total variance for the brand recall scores 09% to 38%. It means that there 
are some other variables that can explain total variance for brand recall scores beyond 
demographic variables. For example, exposure frequency of message, other forms of 
communication, product performance, packaging, creative copy, etc. In future studies, the 
findings of this study must be tested with broader models that can include the other variables 
which explain the brand recall or recognition.
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ABSTRACT

This year-long study surveyed 1,764 visitors traveling to, from, or through the State of 
Tennessee to determine their selection of attractions to visit and activities in which they plan to 
participate during their leisure travel. Respondents indicated how likely they were to visit sixteen 
categories of attractions and participate in twenty-five categories of activities. The results 
indicated that respondents were most likely to visit historical landmarks, nearby cities, and 
national parks, while they were likely to participate the activities of eating out, shopping and 
hiking. The correlational analysis found that more correlations were negative; younger 
respondents were more likely to participate in the activity or visit the attraction. Statistically 
significant relationships are identified.

INTRODUCTION AND REVIEW OF LITERATURE 

Travel, tourism and hospitality research is being conducted in a variety of academic and 
professional fields. One reason for the large amount of research in this field is that there are 
many variables to be studied. For example, previous research by Fall and Lubbers (2009) studied 
the use of various information sources in the development of an integrated marketing 
communication campaign to encourage leisure travel. In addition to knowing how to develop 
appropriate marketing messages for potential travelers, it is important to have an understanding 
of travelers’ preferences for activities while traveling.

The interest in the field is also surely due - at least in part – to the huge economic impact 
of travel and the associated travel industry. The U.S. Travel Association (2010), estimates that 
travel in the United Stated alone resulted in spending of $773 billion, tax receipts of $117 million 
and the employment of 7.7 million people with a payroll of $194 billion. Additionally, 
projections for 2010 call for the addition 90,000 workers in the travel industry and an increase in 
domestic travel of 2.5% (USTA, 2009).  The numbers offer quantification for the importance of 
the travel, tourism and hosptitality industries in the United States.

Previous travel research has clearly indicated that leisure travel decisions are based in 
part on the selection of information sources (e.g. Fall & Lubbers, 2009). However, another 
important variable in the selection of attractions and activities are the individuals’ values.  In a 
study among Toronto residents, Muller (1991) used the List of Values (LOV) to identify three 
specific segments in travel decisions: fun-and-enjoyment oriented; security conscious; and art, 
culture and environmentally cognizant. Results supported Muller’s hypothesis that international 
visitors to Canadian cities can be segmented by the importance they attach to tourist criteria and 
that these segments have unique personal value orientations. 
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The LOV scale was also used when Madrigal and Kahle (1994) examined whether 
vacation activity importance ratings differed across segments comprised of tourists who were 
homogeneously grouped on the basis of their personal values. Results indicated that values 
reflected either an internal or external value domain structure. Results also demonstrated that 
segments comprised of tourists with similar value systems differ in their importance ratings of 
Scandinavian vacation activities. 

Pitts and Woodside (1986) employed the Rokeach Value Scale (RVS) to examine 
personal values as a means of understanding leisure and recreation decision-making behavior.  
They administered a mail survey to 250 members of the University of South Carolina Consumer 
Panel. Five popular South Carolina attractions/tourist destination cities were examined.   
Personal values were significantly related to differences in choice criteria and to actual behavior. 

Using both the LOV and Plog’s (1974) allocentrism-psychocentrism scale, Madrigal 
(1995) conducted a study to assess the relationship between Plog’s travel personality theory and 
values theory. According to Plog, allocentrics tend to be self-confident, intellectually curious and 
in control of their lives. On the other hand, psychocentrics tend to engage in non-active lifestyles 
and non-adventureous activities. Psychocentrics also prefer a high degree of familiarity in their 
travels in contrast to allocentrics who prefer taking trips to unique destinations. Results indicated 
that internally-oriented values were all positively associated with allocentrism. On the other 
hand, externally-oriented values were negatively associated with allocentrism. Finally, the data 
revealed that personal values serve as better predictors of independent versus group travel 
behavior than do Plog’s allocentrism-pyschocentrism scale. 

Statement of Purpose 
Results from this report are part of a greater research initiative that examines travel-related 

behaviors and demographic characteristics of travelers passing through or visiting the state of 
Tennessee in 2007 and 2008. Specifically, the purpose of this paper is to determine which 
activities and attractions are most likely to be selected by travelers and how the age of the 
traveler may influence those decisions.

The purpose of this investigation is to address the following research questions:

RQ1:  What attractions were visitors most likely to visit during the leisure travel? 
RQ2:  How does traveler age correlate with the selection of attractions most likely to be 

visited during the leisure travel? 
RQ3:  What activities were travelers most likely to participate in during their leisure travel? 
RQ4:  How does traveler age correlate with the selection of activities during the leisure 

travel?

METHOD

Selection of the Sample/Administrative Procedures 
The population for this study consists of travelers who stopped at various welcome 

centers within Tennessee on eight different weekends between September 2007 and August 
2008. The sampling frame consists of a purposive sample of visitors who stopped at these 
welcome centers during the study’s time frame. Data were collected across four seasons to 
represent one entire year.

Determining how to reach respondents for this study was a key concern. In the hospitality 
industry, purposive sampling is suitable for studies that seek to examine "known characteristics" 
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(Clark, Wiley, Wilkie & Wood, 1998). To obtain the most representative sample of within-state 
and out-of-state travelers, the researchers conducted the survey collection at various welcome 
center locations in all three dominant regions of the state. Intercept-type surveys at welcome 
centers have been found to be reliable data collection measures in previous travel research (e.g., 
Fesenmaier, 1994).  Also, they allow the researcher to examine respondents in a comfortable, 
non-threatening environment that is complimentary to their travel habits. Finally, nearly 65 
percent of this state’s visitors travel to/within the state via automobile (state’s annual tourism 
marketing report). In short, the decision to collect data among travelers at various welcome 
centers was strategic and supports the objectives of the study.  Further, for reliability purposes, 
the researchers wanted to survey respondents while they were in action – doing what was 
actually being studied (e.g., traveling). 

This study employed a self-administered, five-page questionnaire, that was pilot-tested 
during the spring months of 2007 at various welcome centers located in the eastern region of 
Tennessee. The questionnaires were distributed to visitors at the respective welcome centers; 
trained researchers were on hand to answer any questions. Respondents were advised that they 
must be 18 to participate and only one questionnaire per family was to be completed. 

Operationalization of Variables 
Attractions and Activities. A list of sixteen typical categories of attractions was generated 

and included on the survey instrument, as well as the option to include other attractions not 
mentioned.  A list of twenty-five common activities that travelers may engage in during their 
visit was also presented on the survey. Respondents were instructed as follows: “Please review 
the list of attractions and activities. Rate each in terms of how likely you are to participate/visit 
during this trip. Circle the numeric choice to the right of each item. A 5-point Likert-type scale 
was used, where 1=not at all likely to participate/visit, 2=slightly likely, 3=neutral, and 4=fairly 
likely, and 5=very likely to participate/visit.“ 

Demographics. Nine demographics were examined in the study, including gender, gross 
annual household income, employment status, level of education completed, race, marital status, 
number of children under the age of 18 living in the household, residency, and age. However, 
age is of special relevance to the objectives for this article. Rather than asking respondents to 
check an appropriate age "category," they were asked to numerically describe their age.  The age 
can then be correlated with other variables. 

Travel behaviors. Various travel behaviors were also examined in this study, including 
information sources used for planning, trip-specific information (accommodations, number of 
people in the party, etc.), and seasonality. However, to address the research questions posed in 
this study, results only reflect age in relation to attractions visited and activitities undertaken 
during the trip.
Statistical Analyses 

In an attempt to address the research questions, two types of analyses were conducted. 
First, descriptive statistics were determined, including the individual mean rankings. Second, 
Pearson correlations were computed to determine the relationship between respondent age and 
each of the activities and attractions.
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RESULTS and DISCUSSION 

Profile of Respondents 
The respondent pool consists of 1667 individuals from 43 U.S. states and 97 travelers 

from 11 foreign nations for a total of 1764. There are slightly more female (52.2%) respondents, 
and 61% of all respondents reported being married. Ages range from 18 to 88 with the median of 
49. Caucasians (72.4%) and African Americans (17.1%) represent the largest ethnic categories 
with fewer people identifying themselves as Asian (4.1%) or Spanish/Hispanic/Latino (1.7%).  
The median household income is in the $60,000-69,999 range. Just over two-thirds (67.4%) of 
the respondents are employed full-time, with 21.5% being retired and another 5.2% currently 
enrolled as students. Respondents report education levels from as low as elementary only all the 
way to post-graduate degrees. The most frequently earned degree among this sample is an 
associate’s degree.

To ensure the validity of the results, the profile attributes were compared to data collected 
by the state’s Dept. of Tourism Development. Characteristics found among the sample closely 
resemble those identified by this organization.

Answering Research Questions / Statistical Results 
RQ1:  What attractions were visitors most likely to visit during the leisure travel? 
RQ2: How does traveler age correlate with the selection of attractions most likely to be visited 

during the leisure travel? 
The first two research questions concern the selection of attractions during travel. Table I 

presents the results related to these questions. Research question one concerns what attractions 
are most likely to be selected by leisure travelers. The attractions are listed on the table according 
to the mean score. The higher the score, the more likely it was to be selected by the respondents. 
Visiting historical locations was the most common attraction travelers selected. The other 
attractions in the top 5 were visits to nearby cities, national parks, art galleries and museums and 
amusement parks.  The attractions least likely for respondent to visits included attending a motor 
speedway, a convention, or sightseeing in a rural area. 
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The second research question examines the relationship between the age of the 
respondent and the likelihood of selecting attractions during leisure travel. The results related to 
this question are also in table I. Pearson correlations were conducted with the age variable and 
each of the sixteen attraction variables. Fifteen of the sixteen correlations were negative, 
indicating that the younger respondents were more likely to select that attraction. While the 
negative correlation is a general finding, only five of the sixteen correlations were statistically 
significant. The negative correlations between age and amusement parks, state parks, zoos, 
aquariums and motor speedways were all statistically significant at the .01 level. 

RQ3: What activities were travelers most likely to participate in during their leisure travel? 
RQ4: How does traveler age correlate with the selection of activities during the leisure 

travel?

Research questions three and four concern the selection of activities during travel. Table 
II presents the results related to these questions. Research question three concerns what activities 
are most likely to be selected by leisure travelers. The activities are listed in table II according to 
the mean score. The most common activities are eating out and shopping. These results are not 

TABLE I.  ATTRACTION PARTICIPATION DURING CURRENT TRAVEL, 
MEANS AND CORRELATION WITH AGE 

Attraction
Rank

(by Mean)
Attraction % Very

Likely
% Not at 
all Likely Mean

Pearson
Correlatio

n with 
Age

Sig.

1 Historical/War Landmark 30.0 28.0 3.09 -.027 .264 
2 Nearby City 22.3 29.4 2.90 -.006 .804 
3 National Park 18.8 32.5 2.76 -.019 .426 
4 Science Center/Art 

Gallery/Museum
12.0 42.1 2.42 -.029 .222 

5 Amusement/Theme Park 14.1 43.1 2.42 -.107(**) .000 
6 TN State Park 12.0 44.7 2.35 -.082(**) .001 
7 Performing Arts 10.4 47.1 2.30 -.008 .753 
8 Festival/Cultural Event 12.0 48.5 2.26 -.045 .058 
9 Zoological Park 10.5 50.1 2.24 -.109(**) .000 
10 Local Festivals/Fairs 9.6 47.4 2.22 .028 .241 
11 Aquarium 8.9 53.9 2.08 -.096(**) .000 
12 Tours of Local Farms 6.7 54.5 2.00 -.042 .075 
13 Winery 6.1 58.1 1.96 -.031 .195 
14 Sightseeing Rural 

Community
5.8 57.5 1.96 -.046 .053 

15 Convention/Conference 4.1 61.5 1.82 -.022 .363 
16 Motor Speedway 4.8 63.4 1.79 -.106(**) .000 

N = Number of valid responses=1764 
**  Correlation is significant at the 0.01 level (2-tailed). 
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surprising, since travel away from home would normally require some eating out and also make 
shopping more common. Immediately below the top two are several activities all related to 
enjoying outdoor activities, hiking, nature walks, fishing, camping and golfing.  However, there 
are a number of other outdoor activities that are located at the bottom of the table, including 
hunting, boating, motorcycling and bicycling. 

The fourth research question asks for the relationship between the age of the respondent and 
the likelihood of selecting activities during leisure travel. The results related to this question are also 
revealed in table II. Pearson correlations were conducted with the age variable and each of the 
twenty-five activity variables. Nineteen of the twenty-five correlations were negative, indicating that 
the younger respondents were more likely to select that attraction. However, ten of the twenty-five 

TABLE II.   ACTIVITY PARTICIPATION DURING CURRENT TRAVEL, MEANS 
AND CORRELATION WITH AGE 

Activity
Rank

(by Mean)
Activity Name % Very

Likely
% Not at 
all Likely Mean

Pearson
Correlation

with Age 
Sig.

1 Eating Out 40.2 20.2 3.48 -.037 .116 
2 Shopping 33.3 29.0 3.17 -.056(*) .018 
3 Hiking 17.9 38.7 2.61 -.083(**) .000 
4 Education 17.7 44.5 2.49 .019 .418 
5 Nature Trails/Walks 13.1 44.0 2.40 -.040 .096 
6 Fishing 15.3 47.3 2.36 -.078(**) .001 
7 Religious Activities 14.3 47.9 2.35 -.032 .177 
8 Purchasing Local Product 11.7 45.6 2.34 -.028 .232 
9 Camping 17.1 51.2 2.30 -.046 .053 
10 Golfing 15.5 52.6 2.27 .008 .726 
11 Nightlife/Dancing 13.5 50.9 2.25 -.100(**) .000 
12 Gambling 12.9 53.8 2.19 -.045 .061 
13 Social/Family Event 11.2 54.5 2.13 .003 .887 
14 Concert 9.8 55.6 2.10 -.047(*) .048 
15 Sporting Events 9.4 55.1 2.09 -.070(**) .003 
16 Horseback Riding 8.4 53.7 2.07 .002 .920 
17 Local Farmers Market 9.1 54.9 2.04 .016 .493 
18 Pumpkin/Corn/Hayride 9.1 56.2 2.02 -.015 .520 
19 Children’s Activities 9.8 57.7 2.01 -.025 .286 
20 Bicycling 11.3 60.2 1.99 .016 .500 
21 Motorcycling 6.8 59.5 1.91 -.070(**) .003 
22 Boating/Kayaking 8.8 64.4 1.89 -.089(**) .000 
23 Children’s Day Camp 1.8 60.3 1.83 -.093(**) .003 
24 Hunting 5.7 66.3 1.78 -.073(**) .002 
25 Pick Your Own Produce 4.5 64.9 1.76 -.035 .142 

N = Number of valid responses=1764 
**  Correlation is significant at the 0.01 level (2-tailed). 
*  Correlation is significant at the 0.05 level (2-tailed). 
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correlations were statistically significant.  The negative correlations between age and hiking, fishing, 
nightlife, sporting events, motorcycling, boating/kayaking, day camps for children and hunting were 
all statistically significant at the .01 level. The negative correlations between age and shopping and 
concerts were significant at the .05 level.

Conclusions and Suggestions for Future Research
The travel industry is a major contributor to the United States economy. For practitioners in 

the industry to be most effective, they must have a clear picture of what travelers would like to visit 
and do while they are on leisure travel trips.The results of this investigation offer travel industry 
professionals a glimpse of the travel preferences of leisure travelers, as well as noting where the age 
of the traveler has a significant effect on the choices. Future research should extend this analysis to 
determine if there are predictors for the choices of the travelers, as well as investigating the role of 
age cohorts on preferences. Additionally, factor analysis may be considered for future research to 
determine if there are underlying factors or groupings that might identify the individual values used 
to select attractions and activities.  For example, do these results support Muller‘s (1991) findings of 
three segments or groups of activities and attractions? 
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ABSTRACT

The main aspect of Web 2.0 is Social Networking. Many organizations are trying to use 
Social Networking.  Social Networking by definition portends to incorporate a wide variety of 
people and their ideas into a common group. The amount of individuals within these groups 
increases as new members are recruited. The popularity of these networks is on the rise as web 
organizations like YouTube, MySpace, LinkedIn, and Facebook become trendier. Individuals 
that are not members receive invitations. As a company that knows little or nothing about these 
social networks a major issue that may be taken into account is the “Me” factor.  In other words, 
why should a company join this group? This paper attempts to answer the question from a 
business’s perspective of what’s in it for the company.  The paper also outlines the positive and 
negative aspects of Social Networking and lists the most common reasons companies should and 
should not join these types of networks.

INTRODUCTION

Practitioner’s journals indicate that the onslaught of Web 2.0, as a delivery system for its 
principal use, social networking is essentially unstoppable. Many enterprises are studying social 
networking and many are embracing related technologies and solutions to take advantage of 
promised benefits, such as efficient collaboration and greater adaptability to rapidly changing 
business plans. There are huge rewards and risks. Unfortunately, the term Web 2.0 lacks a 
simple, standard, or widely accepted definition and routinely means radically different things to 
different people (Bouchard, 2008). Web 2.0 as used in journalistic and often even scientific 
language is a broad and ill-defined concept (Lindmark, 2009).

It has also been suggested that this is not a radical change in web technologies but rather 
cumulative changes in the way software developers and end-users use the Web (Wikipedia, EU). 
While the term "Web 2.0" suggests a new notion of the World Wide Web; the person 
(Tim Berners-Lee) credited with being the founder / inventor of the web calls the term a 
nothing more than a "piece of jargon"http://en.wikipedia.org/wiki/Web_2.0 - cite_note-
developerWorks_Interviews:_Tim_Berners-Lee-3 (IBM podcast, 2006).

The European Union’s Joint Research Centre - Institute for Prospective Technological 
Studies indicates that Web 2.0 can be defined as a set of applications, technologies and user 
roles. In this definition applications are based on creative combinations of a number of recent 
web-related technologies and include blogs, wikis, social tagging, social gaming, syndication 
feeds, mash-ups, and wiki engines. Web 2.0 enables users to do more than just retrieve 
information, it enables them to become a partner and co-provider of elements within a service 
delivered through the Web, and as such a contributor to collective intelligence (Lindmark, 2009).  
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Lindmark credits the rapid diffusion of Web 2.0 in that it builds on existing technological 
innovations allowing users to easily create and distribute content and to interact with other users. 

Darcy DiNucci is credited for coining the term “Web 2.0” in her 1999 article 
"Fragmented Future" (wikipedia.org/wiki/Web_2.0). The Web, we know, loads essentially a 
static screen into a browser window. As the first glimmerings of Web 2.0 are beginning to appear 
... the Web will be understood not as screens full of text and graphics but as a transport 
mechanism, that allows interactivity. It will appear on your computer screen, on your TV set, 
your car dashboard, your cell phone, hand-held game machines, and possibly your microwave. 

Robert Reich, former secretary of labor was asked where he sees information technology 
(IT) most improving productivity in the next few years. “Mostly in the area that I call ‘relational 
capital’: the relationships inside a company between managers, executives, engineers and people 
who have certain specialized domains of knowledge” (IBM 2007, July p 5). 

He describes relational capital is one of the most important and yet most neglected areas 
of capital formation. “Companies need to utilize IT so that everyone in an organization can take 
maximum advantage of everybody else. It used to be called knowledge management.  It’s more 
complicated than that, as we’ve all discovered.  But because all other entry barriers are dropping 
so fast, we need IT systems that rapidly connect the right people to each other so that there are 
real synergies” (Reich, 2006, Dec 5).

THE WEB 2.0 PLATFORM 

If Web 2.0 is not the Internet and it is not a new version of the World Wide Web, than 
what is it, and why should people, organizations, and governments be interested in it?

Chief among the Web 2.0 principles is the notion of “the Web as a platform.” At a high 
level, this captures the goal of building applications that take advantage of its inherent features 
and strengths instead of just simply using the Internet as a means for transport (Bouchard, 2008).  
A Web 2.0 site in contrast to static site, allows the users to interact with the site, or other users, 
and to change website content.

Web 2.0 is also commonly associated with web development and web design protocols 
that facilitate interactive information sharing, interoperability, user-centered design 
http://en.wikipedia.org/wiki/Web_2.0 - cite_note-0 and collaboration on the World Wide Web. 
Examples of Web 2.0 include web-based communities, hosted services, web applications, social-
networking sites, video-sharing sites, wikis, blogs, and mashups. 

User generated web content, such as blogs, wikis, social networking sites, and RSS feeds, 
are rapidly creeping into a large percentage of organizations, offering users new ways to 
collaborate and communicate. Gartner Inc. of Stamford, Conn. estimates that the size of the 
enterprise social software market will triple; growing from $317.5 million in worldwide sales in 
2007 to $939.4 million in 2012.

THE WEB 2.0 COMMUNITY

Web 2.0 has become the story about community and collaboration on a scale never seen 
before. “It's about the cosmic compendium of knowledge on sites like Wikipedia, the million-
channel people network YouTube, and the online metropolis MySpace. It's about the many 
wresting power from the few and helping one another.  Web 2.0 will not only change the world, 
but also change the way the world changes” (Wikipedia). 
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While Web 2.0 technologies are profoundly changing the way we work and interact no 
dominant revenue model for Web 2.0 content-hosting sites has been established.  Although, 
Lindmark (2009) has identified five basic revenue models: 

(1)  Advertising (e.g. YouTube);  
(2)  Users paying for content (e.g. online social gaming);  
(3)  Bundling - cross selling (tying web 2.0 to complementary products or services);  
(4)  Donations (e.g. Wikimedia projects) and  
(5)  Business model - developers of a new Web 2.0 content hosting site intend on sell their 

site to a large established company.

DISCUSSION

   What’s in it for the organization? 
Employees increasingly work in places other than their offices. They work in teams that 

draw expertise from virtually anywhere in the world.  Employees access applications, data and 
subject matter from experts across networks, while allowing others to view the information. 
They utilize whatever end-user device is right for the job to improve productivity, all the while 
enhancing the work experience for themselves and their employees. Today, collaboration is the 
name of the game (IBM 2009). 

Sharing information and expertise can be critical in driving both individual and 
organizational success. From forward-thinking business leaders to younger workers who have 
grown up in the Web-based world, working collaboratively is now business as usual. (IBM 2009) 

How does collaboration yield results?
• By fostering innovation. IBM (2009), states that true innovation is virtually impossible 

without collaboration. And innovation is indispensable to success.
• In a recent CEO study conducted by IBM (2009), more than 75% of CEO (765) queried 

cited collaboration and partnering as very important to their innovation efforts. 
• Communications channels such as blogs and online forums, amplified by collaborative 

technologies like Web 2.0, provide powerful tools for sharing information and sustaining 
relationships across geographic borders and industry silos. 

• Social software tools can help people locate and link up with an extended network of 
subject matter experts - providing a fresh, innovative approach toward solving problems 
and meeting new challenges in the marketplace. 

• Internal IT systems that provide blogging capability provide a one-to-many type of 
communication that allows an individual to “push” ideas in a non-disruptive way to a 
broad audience.

• Blog (short for weblog) software makes it easy to self-publish journal-style Web pages 
where entries are displayed in reverse chronological order and can include text, images, 
links to other Web pages and the like.

• In a business environment, blogs can help foster a culture of sharing expertise and 
knowledge rather than hoarding, while rewarding an individual with better visibility and 
potential recognition for contributions to the business beyond an immediate workgroup. 
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• Human resource departments have found that providing social networking tools is useful 
in attracting young and Internet-savvy talent that has come to count on social networking 
to maintain personal and professional relationships.

Potential issues with implementation 
While Web 2.0 can yield enormous benefits, such as building and enhancing customer 

loyalty, it can also introduce unprecedented security risks.
• Data leaks - important and or critical strategic plans could be inadvertently (or 

deliberately) released.
• Legal risks - when users download inappropriate material to their computers other 

employees may take serious offense which in turn can create legal liabilities for 
managers.

• Malware - legitimate Web 2.0 sites as a mechanism for spreading a malware virus
• Privacy - employees passing along personal information of clients, could be subject to 

one of several state, federal and international laws GLB, HIPA, SOX,
• Reduced productivity - employees spending time on a social networking sites such as 

Facebook, instead of spending it doing their job.
• Reputation risk - social networking can create opportunities for employees to leak 

confidential information or spread damaging rumors online. Bad behavior by a single 
employee can reflect on the reputation of the whole organization. 

• Security problems - malware hides on websites and can install itself as users browse 
infected pages. MessageLabs Intelligence reports that the number of new, malicious 
websites blocked each day by its software nearly doubled (91 percent) in just one month

• Unlicensed software -when users download and install software from the internet, they 
create a legal risk. Software piracy is illegal. If an organization uses illegal copies of 
software, they may face a civil suit and company directors risk criminal penalties. 

• Wasted bandwidth - browsing and downloading non-work related material can easily 
chew more than half the companies allotted bandwidth.

Additional company issues concerning social networks 
According to a survey of more than 31,000 employers released by CareerBuilder.com 

more than one in five employers search social networking sites to screen job candidates. Many 
young adults in their spirit of the moment often place comments, pictures, and opinions on the 
web that is not in their best interests. The study found that hiring managers who access social 
networks like MySpace and Facebook get a more well-rounded view of job candidates in terms 
of their skills, accomplishments and overall fit within the company. The bad news is that one-
third of the managers that checked social networks indicated they found material that 
disqualified candidates for consideration; the good news is that 24% of hiring managers found 
content on social networks which helped convince them to hire a candidate (Havenstein, 2008). 

The top areas of concern found on social networking sites include: 

• Information about alcohol or drug use (41% of managers said this was a top concern) 
• Inappropriate photos or information posted on a candidate's page (40%) 
• Poor communication skills (29%) 
• Bad-mouthing of former employers or fellow employees (28%) 
• Inaccurate qualifications (27%) 
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• Unprofessional screen names (22%) 
• Notes showing links to criminal behavior (21%) 
• Confidential information about past employers (19%) 

CONCLUSION

From a company prospective there are a lot of great things about social networking and 
what it can do for the organization. These include the possibility of increased collaboration, 
fostering new ideas, and facilitating open discussions.  Social networking can also be utilized as 
a marketing tool for the company, as well as, products.

Alternatively, if an organization encourages the use of social networking it needs to be 
prepared for potential fallout to include security issues (sharing of unauthorized data, viruses) 
and a reduction in productivity. Additionally, allowing access to these social networks can put 
strain on the company’s IT resources from developing new protocols to bandwidth usage.

The organization must understand its assets; information is too important, valuable, and 
fragile to be locked away. To get the maximum benefit out of information, organizations must 
prudently and carefully share it.  However, the information in the hands of the competitor can be 
a threat. If the information is recklessly handled, or released, it can become a liability exposing 
the company to litigation at multiple levels.  Fortunately, all of the above issues can be addressed 
easily with strong company policies in place. 
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ABSTRACT

In a graduate level human resource management strategy course, specific learning 
objectives (SLOb)for fifteen chapters of the course were clearly enunciated to the students from 
which specific leaning outcomes (SLOu) were clearly envisaged/outlined by using tests which 
contained specific learning constructs (SLC). Using Blackboard as a course management system 
(CMS), this course emphasized the fifteen-chapter specific learning outcomes by three 
automated and randomized examinations. These exams determined student scores from 100 
points-- these 100 questions being the random sample size of questions from a bank of about 750 
questions. This experimental arrangement wanted to determine the control limits of student 
performance so that 99.7% of the random variation would be included in the performance control 
process when the process is in control. This approach will guide the instructor of the course for 
taking timely corrective action and inform the university's institutional research and effectiveness 
department whether such courses taught are in fact attaining and maintaining strict quality 
control of the university. Such measures will monitor student achievement and progress for 
meeting the stringent requirement of defensible quality control. The demonstration of this 
evidence of the attainment specific learning outcomes is the burden of proof on the instructor. 
Such evidence gathering is helpful for accreditation needs and faculty performance 
evaluation with regard to teaching effectiveness. 

INTRODUCTION

Quality assurances of “products” or “outcomes” have been accomplished either by 
control charts by variables, or control chart by attributes. The learning outcomes problem fall in 
the territory of the latter. These attributes of learning outcomes or “retentions” are either good or 
bad—either the student “got it” or “not got it” so percent defective chart applies to the retention 
effort.

Control charts for X-bar and R do not apply when we're sampling for attributes which are 
typically classified as defective or non-defective. Measuring defect involves counting them for 
example the number of bad light bulbs in a given lot, or number of data entry records typed with 
errors. However, variables are usually measured for length, width, depth, diameter,  or weight 
etc. There are two kinds of attribute control charts (1)  those that measure the percent defective in 
a sample called p-charts and (2) those that count the number of defects are called c-charts. We 
are going to use p-charts here in understanding student learning or retention defects (failure to 
retain an important elemental or specific learning objective in a course) 
UCLp = p bar + z p hat 
LCLp  = p bar – z p hat 
p bar = mean fraction defective in the exam 1
z = number of standard deviations ( z= 3 for 99.73% limits) 

p hat = standard deviation of the sampling distribution estimated by the formula 
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p hat = 
where, n = number of observations in each sample = 100 
For exam 1:
p bar = total number of errors/ total number of records examined = 525/ (100) 27 = .1944 

p hat = (.1944)(1-.1944)/100 = .0396 
UCLp = p bar + z p hat = .1944 + 3 (.0396) = .3132 
LCLp  = p bar – z p hat = .1944 – 3 (.0396) = .0756 
And the centerline p bar = .1944 
For exam 2: 
p bar = total number of errors/ total number of records examined = 489/ (100) 26 = .1881 

p hat = (.1881)(1-.1881)/100 =  .0391 
UCLp = p bar + z p hat = .1881 + 3 (.0391) = .3054 
LCLp  = p bar – z p hat = .1881 – 3 (.0391) = .0708 
And the centerline p bar = .1881 

All indicators of learning quality is better due to stringent control. 
Specific learning objectives have been enunciated in the 38 learning objectives of five 

chapters consisting of 745 learning outcomes questions which makes about 20 specific learning 
outcomes questions for one specific learning objective of the chapter. 

When a student learns a specific learning objective and demonstrates 100% retention, he 
or she has demonstrated that there is no defect in cognition or learning of the construct. A student 
will be tested with 100 questions and if he or she demonstrates five incorrect answers, then the 
student has demonstrated that he or she has 5% defect in 100 question construct. Such defects are 
plotted by a p- chart. Using a software technique the class’s p-chart has been plotted for the exam 
1. Comparison from exam 1 to exam 2 will determine how this student has improved the learning 
retention ability by examining the percent defectives. This is the quality control technique which 
eventually helps a professor to counsel the student behavior to monitor their progress in the class 
for an optimal grade. 

BACKGROUND

The retention will be measured by Specific Learning Objectives which are defined as 
follows.
Exam 1: Thirty Eight Specific Learning Objectives and 745 Outcomes questions; (or about 
twenty Specific Learning Outcome questions, on average, for one Specific Learning Objective) 
Chapter 1 (Nine Specific Learning Objectives or SLO’s and 144 Outcomes questions) 

• Identify how firms gain sustainable competitive advantage through people. 
• Explain how globalization is influencing human resources management. 
• Describe the impact of information technology on managing people. 
• Identify the importance of change management. 
• State HR’s role in developing intellectual capital. 
• Differentiate how TQM and reengineering influence HR systems.
• Discuss the impact of cost pressures on HR policies.
• Discuss the primary demographic and employee concerns pertaining to HRM.
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• Provide examples of the roles and competencies of today’s HR managers 
Chapter 2 (Seven Specific Learning Objectives or SLO’s and Outcomes 122 questions) 

• Identify the advantages of integrating human resources planning and strategic planning. 
• Understand how an organization’s competitive environment influences stratetic 

planning.
• Recognize the importance of internal resource analysis 
• Describe the basic tools for human resources forecasting. 
• Explain the linkages between competitive strategies and HR. 
• Understand the requirements of strategy implementation.
• Recognize the methods for assessing and measuring the effectiveness of strategy. 

Chapter 3 (Nine Specific Learning Objectives or SLO’s and Outcomes 164 questions) 
• Explain the reasons behind passage of EEO legislation. 
• Prepare an outline describing the major laws affecting equal employment opportunity.
• Describe bona fide occupational qualification and religious preference as EEO issues 
• Discuss sexual harassment and immigration reform and control as EEO concerns. 
• Explain the use of the Uniform Guidelines on Employee Selection Procedures. 
• Provide examples illustrating the concept of adverse impact and apply the four-fifths rule. 
• Discuss significant court cases impacting equal employment opportunity. 
• Illustrate the various enforcement procedures affecting equal employment opportunity. 
• Describe affirmative action and the basic steps in developing an affirmative action 

program.
Chapter 4 (Seven Specific Learning Objectives or SLO’s and Outcomes 155 questions) 

• Discuss the relationship between job requirements and the performance of HRM 
functions.

• Indicate the methods by which job analysis typically is completed. 
• Identify and explain the various sections of job descriptions. 
• Provide examples illustrating thevarious factors that must be taken into account in 

designing  job.  
• Discuss the various job characteristics that motivate employees. 
• Describe the different group techniques used to maximize employee contributions.
• Differentiate and explain the different adjustments in work schedule

Chapter 5 (Six Specific Learning Objectives or SLO’s and 164 Outcomes questions) 
• Explain the advantages and disadvantages of external recruitment. 
• Explain the advantages and disadvantages of recruiting from within the organization. 
• Discuss how job opportunities can be inventoried and employee potential assessed. 
• Explain how a career management program integrates individual and organizational 

needs.
• Describe the conditions that help make a career management program successful. 
• Explain why diverse recruitment and career development activities are important to 

companies.
Exam 2: Thirty Specific Learning Objectives and 834 Outcomes questions; (or twenty eight 
Specific Learning Outcome questions, on average, for one Specific Learning Objective) 
Chapter 6 learning outcomes ( Six Specific Learning Objectives and 191 Outcomes questions) 

• Explain the objectives of the personnel selection process. 
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• Identify the various sources of information used for personnel selection. 
• Compare the value of different types of employment tests. 
• Illustrate the different approaches to conducting an employment interview. 
• Describe the various decision strategies for selection. Employee Selections 

Chapter 7 learning outcomes ( Six Specific Learning Objectives and 160 Outcomes questions) 
• Discuss the systems approach to training and development. 
• Describe the components of training-needs assessment. 
• Identify the principles of learning and describe how they facilitate training. 
• Identify the types of training methods used for managers and nonmanagers. 
• Discuss the advantages and disadvantages of various evaluation criteria. 
• Describe the special training programs that are currently popular. 

Chapter 8 learning outcomes ( Six Specific Learning Objectives and 163 Outcomes questions) 
• Explain the purposes of performance appraisals and the reasons they can sometimes fail.
• Identify the characteristics of an effective appraisal program.
• Describe the different sources of appraisal information.
• Explain the various methods used for performance evaluation.
• Outline the characteristics of an effective performance appraisal interview. 

Chapter 9 learning outcomes ( Six Specific Learning Objectives and 169 Outcomes questions) 
• Explain employer concerns in developing a strategic compensation program. 
• Indicate the various factors that influence the setting of wages. 
• Differentiate between the mechanics of each of the major job evaluation systems. 
• Explain the purpose of a wage survey. 
• Define the wage curve, pay grades, and rate ranges as parts of the compensation 

• Identify the major provisions of the federal laws affecting compensation. 
• Discuss the current issues of equal pay for comparable worth, pay compression, and low 

b dChapter 10 learning outcomes ( Six Specific Learning Objectives and 151 Outcomes questions) 

• Discuss the basic requirements for successful implementation of incentive programs. 

• Identify the types of, and reasons for implementing, individual incentive plans. 

• Explain why merit raises may fail to motivate employees adequately and discuss ways to 
increase their motivational value.

• Indicate advantage of each of the principal methods used to compensate for sales 
• Differentiate how gains may be shared with employees under the Scanlon, Rucker, 

Improshare, and earnings-at-risk gainsharing systems.
• Differentiate between profit-sharing plans and explain advantages and disadvantages of 

these programs.
• Describe the main types of ESOP plans and discuss the advantages of ESOPs to 

employers and employees.

Proposed Exam 3: will have Twenty five Specific Learning Objectives and 754 Outcomes 
questions; (or about 30 Specific Learning Outcome questions, on average, for one Specific 



60

Learning Objective.) .These data could not be available by the deadline of the paper and they 
will be reported later. 

DATA COLLECTION 

Total fifteen chapters with about 100 specific learning objectives yielded about 2200 
Specific Learning Outcomes, which amounts to about 22 specific learning outcomes associated 
with one specific learning objective. These specific learning outcomes are earmarked to be at the 
lowest activity level, which is executable to the behavior level. It means that if a student is able 
to retain correctly a specific learning outcome he or she has no defect in the learning outcome. If 
a student scored 100% in the exam his or her defect level is 0%. Using percent effective 
software, we can graph the p-chart which depicts the percent effective chart for the whole class 
in exam one, two, and three. An examination will reveal that a student might have progressed 
from example 1 to exam three in a chronological level of improvement by reducing his or her 
percent defective. In fact, as the two graphs show students have demonstrated consistent 
improvement from exam one to exam two which the p- chart actually shows evidence of. 
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EXAM 2 : LEARNING QUALITY CONTROL PERCENT DEFECTIVE INPUT PAGE

EXAM 2: LEARNING QUALITY CONTROL PERCENT DEFECTIVE 
OUTPUT PAGE DATA ANALYSIS 

Analysis of EXAM 1: Learning Quality Control percent defective output of the Heizer 
and Render p-chart software reveals that students plotted as 1, 4, 8, 19, 20 and 21are out of 
control in learning (defective outliers from UCL). This upper control limit shows assignable 
cause with their preparation consequently affecting their performance in the exam. Students 
depicted as 2, 9, 15, 20, are out of control in learning (effective outliers from the LCL), which 
means that their percent defective scores are much lower than the lower control limit, which is 
even better than the class performance. These were the exceptional outliers from others in class 
and they received excellent performing grades. 

Analysis of EXAM 2: Learning Quality Control percent defective output of the Heizer 
and Render p-chart software reveals that students plotted as 2, 10, 15, 16, 18, and 26 are out of 
control in learning (defective outliers from UCL). This upper control limit shows assignable 
cause with their preparation consequently affecting their performance in the exam. Students 
depicted as 1, 7, 8, 14, 22, and 25 are out of control in learning (effective outliers from the LCL), 
which means that their percent defective scores are much lower than the lower control limit, 
which is even better than the class performance. These were the exceptional outliers from others 
in class and they received excellent performing grades. 

Comparing the two results we can see that the band of LCL and UCL has tightened and 
the mean has been reduced indicating that this is the result of students’ performance has been 
heightened. The result of the exam 1 performance was given to the students for self evaluation 
and control as a means of emulating the shop floor production and quality control.



63

RESULTS

Examination of the two control charts from exam 1 to exam 2 reveals that the Upper 
Control Limit has reduced from 0.313 to 0.305, the Centerline has reduced from 0.194 to 0.188 
and the Lower control Limit has moved from 0.076 to 0.071. This testifies to the fact that 
learning quality and retention can be controlled and improved by rigorous and timely 
interventions and feedback. 
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ABSTRACT

To achieve the competitive edge, companies must align with suppliers and customers to 
streamline operations, as well as agility beyond individual companies. Consequently Agile 
Supply Chain (ASC) is considered as a dominant competitive advantage. However, so far a little 
effort has been made for designing, operating and evaluating agile supply chain in recent years. 
Therefore, in this study a new approach has been developed based on Adaptive Neuro Fuzzy 
Inference System (ANFIS) for evaluating agility in supply chain considering agility capabilities 
such as Flexibility, Competency, Cost, Responsiveness and Quickness. This evaluation helps 
managers to perform gap analysis between existent agility level and the desired one and also 
provides more reliable information for decision making. 

INTRODUCTION

With an increasing global competition, at the beginning of the 21st century, companies 
have witnessed significant changes in the market, such as high degree of market volatility, 
shortened lifecycles, uncertain demand and unreliable supply. Mass markets are continuing to 
fragment as customers' demands and expectations rise. These developments have caused a major 
revision of business priorities and strategic vision (Sharifi and Zhang 1999).The need to respond 
of volatile environment has been addressed in recent years by the concept of agility. Companies 
have recognized that agility is crucial for their survival and competitiveness. Agility is defined 
as" the ability to cope with unexpected challenges as opportunities". (Sharifi and Zhang 1999). 
Other related definitions of agility have been proposed since the construct is still in its initial 
stage of application to organizational phenomenon. For instance, Sambamurthy (2003) has 
defined agility as" the ability to detect opportunities for innovation and seize those competitive 
market opportunities by assembling requisite assets, knowledge and relationships with speed and 
surprise". Researchers studying agility have emphasized that firm's ability to respond is a key 
measure of agility (Dove 2001; Overby et al. 2000). 

Many researchers provide conceptual over views, different reference and mature models 
of agility. For instance Lin et al (2006) presented that to become a truly agile supply chain key 
enablers are classified into four categories: Collaborative relationship as the supply chain 
strategy, Process integration as the foundation of supply chain, Information integration as the 
infra structure of supply chain and Customer /marketing  sensitivity as the mechanism of supply 
chain. Table 1 provides some conceptual models  provided in the state-of-the art related to this 
study.
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TABLE I. CONCEPTUAL MODEL BASED STUDIES

Conceptual Model 

Authors  Year  Main points  
Gunasekaran
Martin
Christopher
Van Hoak 
Denis Towill 
Y.Yusuf
Ching
Torang Lin 
Ashis
Agarval
Sowford
Daniel
Vazquez
Gunasekaran

1999
2000
2001
2001
2003
2005
2006
2006
2007
2008

4 key dimensions: strategies, Tec, people and system 
ASC's enablers 
Agility audit in supply chains 
Integrated model for enabling ASC:  principles, programs, actions  c 
Agile supply chain capabilities 
A conceptual model for assessing agility in supply chain 
Identifying agility index in supply chain 
A process approach to ASC 
Conceptual model for assessing ASC, Agility drivers, enablers and 
outcomes
Modeling and control of supply chain 

The aggregation of above approaches can be criticized as they haven’t considered the 
impact of enablers in assessing agility in supply chains and also the scale used to aggregate the 
agility capabilities has two limitations: 

(l): Such techniques do not consider the ambiguity and multi possibility associated with 
mapping of individual judgment to a number and (2),  the subjective judgment, selection and 
preference of evaluators have a significant influence on these methods. Due to the qualitative and 
ambiguous attributes linked to agility assessment, most measures are described subjectively 
using linguistic terms, and cannot be handled effectively using conventional assessment 
approaches.

SUPLLY CHAIN EVALUATION PROCEDURE 

To evaluate supply chain agility two main steps should be carried out: First,  a conceptual 
model has been developed based on literature review to identify measurement criteria, in this 
step capabilities of supply chain have been used to define supply chain agility in three basic 
segments: Sourcing, Manufacturing and Delivery. Secondly, an ANFIS architecture has been 
designed -that can construct an input-output mapping based on both human knowledge in the 
form of fuzzy if-then rules with appropriate membership functions and stipulated input-output 
data based- for deriving agility in supply chains. These two parts are investigated in detail in 
following sections. 

MODEL CONSTRUCTION 

As mentioned earlier, agile supply chain concerns change, uncertainty and 
unpredictability within business environment and makes appropriate responses to change. 

65

TABLE I. CONCEPTUAL MODEL BASED STUDIES

Conceptual Model 

Authors  Year  Main points  
Gunasekaran
Martin
Christopher
Van Hoak 
Denis Towill 
Y.Yusuf
Ching
Torang Lin 
Ashis
Agarval
Sowford
Daniel
Vazquez
Gunasekaran

1999
2000
2001
2001
2003
2005
2006
2006
2007
2008

4 key dimensions: strategies, Tec, people and system 
ASC's enablers 
Agility audit in supply chains 
Integrated model for enabling ASC:  principles, programs, actions  c 
Agile supply chain capabilities 
A conceptual model for assessing agility in supply chain 
Identifying agility index in supply chain 
A process approach to ASC 
Conceptual model for assessing ASC, Agility drivers, enablers and 
outcomes
Modeling and control of supply chain 

The aggregation of above approaches can be criticized as they haven’t considered the 
impact of enablers in assessing agility in supply chains and also the scale used to aggregate the 
agility capabilities has two limitations: 

(l): Such techniques do not consider the ambiguity and multi possibility associated with 
mapping of individual judgment to a number and (2),  the subjective judgment, selection and 
preference of evaluators have a significant influence on these methods. Due to the qualitative and 
ambiguous attributes linked to agility assessment, most measures are described subjectively 
using linguistic terms, and cannot be handled effectively using conventional assessment 
approaches.

SUPLLY CHAIN EVALUATION PROCEDURE 

To evaluate supply chain agility two main steps should be carried out: First,  a conceptual 
model has been developed based on literature review to identify measurement criteria, in this 
step capabilities of supply chain have been used to define supply chain agility in three basic 
segments: Sourcing, Manufacturing and Delivery. Secondly, an ANFIS architecture has been 
designed -that can construct an input-output mapping based on both human knowledge in the 
form of fuzzy if-then rules with appropriate membership functions and stipulated input-output 
data based- for deriving agility in supply chains. These two parts are investigated in detail in 
following sections. 

MODEL CONSTRUCTION 

As mentioned earlier, agile supply chain concerns change, uncertainty and 
unpredictability within business environment and makes appropriate responses to change. 



66

Therefore, an agile supply chain has various distinguishing capabilities. In order to carry out the 
supply chain agility assessment model, a committee of decision-maker has been formed. The 
member of the committee are supply chain managers, strategic managers and finance managers 
academic experts. It is assumed that the group members will carry out necessary brainstorming 
sessions and reach to consensus. In other word, rather than asking the same questions to 
individual members separately, only one response is received from the group and it is believed to 
represent the democratic majority point of view of the group. 

A conceptual model which has been derived from expert's knowledge and literature is 
shown in figure1 it consists of three main segments of supply chain (sourcing, manufacturing 
and delivery). As Prater (2001) mentioned the supply chain may be broken down into these three 
basic segments, the combination of these supply chain segments on the one hand and supply 
chain's capabilities on the other hand leads to the definition of supply chain agility. Four main 
attributes are shown in Table 2, in which were used in the proposed conceptual model. 

TABLE II. ATTRIBUTES OF THE CONCEPTUAL MODEL

Attribute                            Reference List

Flexibility Sharp et al. 1999, Christopher 2000, Swafford et al. 2006, Sharifi 
and
Zhang 1999, Lin et al.2006 

Responsiveness
& Quickness

Sharifi and Zhang 1999, Goldman et al. 1994, kidd 1999, Lin et al 
2006
Vickery, Calantone 1999, Handfield & Pannesi 1992, Vickery & 
Drog
1999, Tersine & Himminbirg 1995 

Competency Lin et al. 2006, Sharif and Zhang 1999 
Cost Swafford et al. 2006, Sharifi and Zhang 1999, Van Hoak et al. 2001 

Cooper & Enllarm 1993, Goldman et al. 1994, Crocitto & Yusuf 
2003
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TABLE III. SUB- ATTRIBUTES FOR THE CONCEPTUAL MODEL 

   Code Sub-attributes Reference 

SF1 numerous available suppliers Sharifi and Zhang 1999, Goldman et al. 
1994

SF2 flexibility in volume Sharifi and Zhang 1999, Goldman et al. 
1994

SF3 flexibility in variety Swafford 2006 
MF1 flexible manufacturing system Powar & Sohal 2001 
MF2 CAM based manufacturing Ismail & Sharifi 2005, Towill 2001 
MF3 variety and volume of productions Sharifi and Zhang 1999 

DF1
variety of supply schedules for meeting 
costumers' needs Swafford 2006 

DF2 flexibility in volume of product Swafford 2006 
SR1 Adaptability of deliver time by suppliers Van Hoak 2001 
SR2 suppliers' delivery time Van Hoak 2001 
SR3 supplier relation management Copanico 1996, Coyle et al.1996 

MR1
Time of establishment and changing 
parts Sharifi and Zhang 1999 

MR2
Responsiveness level to the market 
changes Swafford 2006, Goldman et al. 1994 

C1
cooperation and internal-external 
balance

Agrawal & Shankar 2002, Lee et 
al.1999

MC1 new product introduce Ismail & Sharifi 2005 
MC2 quality of products or services Swafford 2006, Sharifi & Zhang 1999 
MC3 Integration Cristopher & Towill 2001 
MC4 time of new product development Goldman 19994 
C2 capabilities of human resources Willis 1995, Sharifi & Zhang 
SO Sourcing cost Cooper 1993, Goldman et al.1994 
MO1 production cost Swafford 2006, Goldman et al.1994 
MO2 establishment cost Swafford 2006, Goldman et al.1994 
MO3 The cost of changing parts Swafford 2006, Goldman et al.1994 
DO delivery cost Van Hoak 2001,  Sharifi & Zhang 1999 
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FIGURE I. THE OVERALL CONCEPTUAL MODEL 

DESIGNING ANFIS ARCHITECTURE 

Fuzzy set theory is a perfect mean for modeling uncertainty (or imprecision) arising from 
mental phenomena, which are neither random nor stochastic. In the field of artificial intelligence 
(machine intelligence) there are various ways to represent knowledge.

Literature, we can find some other names such as fuzzy-rule-based system, fuzzy expert 
system , fuzzy model , fuzzy associative memory, fuzzy logic controller , and simply (and 
ambiguously) fuzzy system. In the literature, there are several inference techniques developed for 
fuzzy rule-based systems, such as Mamdani (1977) and Sugeno (1985). Mamdani FIS is the first 
inference methodology, in which inputs and outputs are represented by fuzzy relational equations 
in canonical rule-based form. In Sugeno FIS, output of the fuzzy rule is characterized by a crisp 
function.

MODEL IMPLEMENTATION 

Step 1: Rule Generation 
There are some ways for rule generation in ANFIS. The common way is grid partitioning 

which partitions the input space and sets membership functions. Another way is deriving rules by 
experts and inserting rules to the system, if possible. This way can increase the speed of training 
and can train the FIS with fewer numbers of observations. Clustering the inputs is another 
efficient way for rule generation. Traditional K-means and fuzzy C-means are criticized because 
we should impose the number of clusters. Mountain clustering was developed by Yager and 
Filev (1994) is an efficient clustering approach which approximates the center of clusters by 
using a density function called mountain function. This approach uses the grid points as 
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alternatives of cluster centers. Chiu (1994) used data points as clusters center alternatives instead 
of grid points in mountain clustering and called the method subtractive clustering. In this paper, 
subtractive clustering has been used to generate the FIS the range of influence, the squash factor, 
the acceptance ratio, and the rejection ratio were set at o.5, 1.25, 0.5, and 0.15 respectively 
during the process of subtractive clustering. Also, for deriving flexibility (FI), Competency 
(Cm), Cost (Co), Quickness and Responsiveness (Qu) we have used four sub ANFIS (Figure 2.) 
according to their sub criteria shown in conceptual model and the modified rules of trained 
ANFIS have been shown in the appendix. 

Step2: Data Generation and Training the ANFIS 
In order to collect the knowledge from experts a questionnaire was used which was made 

by randomly generating the combinations of flexibility, competency, cost, responsiveness and 
quickness in the range of 0-10. 150 data set were collected of which 120 used for training the 
ANFIS and the rest for checking and validation of the model.

Step 3: validation of the model 
As we mentioned in step 2, after receiving the data from experts about their opinions of 

agility level of supply chain to the set of inputs values, we divided them into two categories. We 
used one data set for training ANFIS and the other for validation purpose between ANFIS output 
and the score which experts have identified. The plot of ANFIS outputs and testing data has been 
shown in figure 2. In this plot training data appears at circles with the checking data, appearing 
as plus, so as it is observed, they conform each other. In order to validate the accuracy of 
proposed ANFIS, we compared the model output with experts' knowledge about agility level 
which has not been used for training ANFIS. We used mean error and mean magnitude for 
validating the proposed ANFIS. The mean error between experts' knowledge and the output of 
model was 0.07 and Mean magnitude of relative error (MMRE) of 0.012 was observed that are 
acceptable amounts. We have also chosen sign test for significant testing. It is a standard test to 
test difference between population means for two paired samples which are equal. The 
hypothesis test is as follows: 
Ho: μ1=μ2 
 H1:μ1 μ2
Test statistic=Min (w-, w+) 
Alpha: Typically set to 0.05 
Conclusion: the null hypothesis will be rejected if the test statistic is in critical region. 
After the hypothesis testing (sign test) PVALUE is calculated .081, considering =0. and pVALUE
> .  Since H0 cannot be rejected, there is no significant difference between two paired samples. 
It means our system behavior doesn’t have significant difference with experts' knowledge.  And 
it should be mentioned that the current validation of ANFIS model is also based on experts' 
knowledge as the data about agility level of supply chain is currently not available. 
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FIGURE II. COMPARISON OF ANFIS OUTPUTS AND TESTING DATA 

CONCLUSION

Since Agile Supply Chain (ASC) is considered as a dominant competitive advantage in 
recent years, evaluating supply chain agility can be useful and applicable for managers to make 
more informative and reliable decisions in anticipated changes of volatile markets. As agility 
assessment is associated with vagueness and complexity, crisp (conventional) evaluation are 
unsuitable and ineffective, so we have developed an Adaptive Neuro Fuzzy Inference System 
(ANFIS) using ASC capabilities for deriving agility level in supply chain. Fuzzy inference 
system can be used when there is a shallow knowledge and can be operated with some 
experiences about the system. The objective of using ANFIS was to optimize the parameters of 
equivalent fuzzy inference system by applying a learning algorithm using input-output data sets. 
Fuzzy theory has been used to handle the imprecision and vagueness of ASC'S attributes. 

This study has been addressed the question of how to measure and improve supply chain 
agility as we cannot manage what we cannot measure. We have implemented the proposed 
methodology in a leading car manufacturing company in Iran to prove the applicability of the 
model and the supply chain of this company is labeled "Medium agile" that, according to experts' 
opinions it should be "High agile". 

This evaluation helps managers to perform gap analysis between an existent agility level 
(Medium) and the desired one (high). Gap analysis assists to identify obstacles within the 
organization that could block agility achievement. Furthermore, the proposed methodology has 
the following features: It facilitates a rapid decision making for managers and can also ease a 
systematic quality improvement as it provides the means for managers to devise an improvement 
plan.

We used mean error and mean magnitude of relative error (MMRE) as criteria sets for 
validating approach. We also analyzed the proposed model behavior by comparing with experts' 
knowledge using the sign test and no significant difference was found between these two paired 
samples.
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ABSTRACT

Citation analysis approach was used in this paper to find out the top cited articles and the 
citation life cycles of literature published on MIS Quarterly (MISQ) during 1995-1999. 
According to this study, the citation of the publications in MISQ increased steadily after the 
publication and reached its peak in nine to ten years. Comparing to literature in financial field, 
the literature in MISQ showed a later peaking age. 

INTRODUCTION

Citation analysis, developed in the 1950’s, is a well-established procedure in academic 
scholarship for examining and evaluating the contribution, dissemination, and extent of 
knowledge-exchange in a given field, where a citation is listed as a reference at the end of an 
article (Cheng, Kumar, Motwani, Reisman, & Madan, 1999). For a long time, citation research 
has focused on the references of investigated articles (i.e., reference analysis), not on those 
articles that cited the investigated ones (i.e., citation analysis). With that said, reference analysis 
is useful in studying the relationship between other disciplines and the target discipline such as 
MIS, while the citation analysis can be very useful in investigating the influence of the target 
discipline on other disciplines (Katerattanakul & Hong, 2003). Based on citation analysis, 
citation patters and citation life cycle can be found and investigated. Citation patterns can be 
used to enhance the understanding of the research quality of articles, journals, individual faculty, 
and departments and institutions (Mingers & Burrell, 2006) and citation life cycle demonstrates 
when the article reaches its peak citation period.

Citation analysis has been commonly used in physical and biological sciences 
(Katerattanakul & Hong, 2003), and recently it is also frequently applied to journal and article 
quality studies in the field of information system (IS). For example, Culnan (1987) mapped the 
intellectual structure of MIS using co-citation analysis. Cooper et al (1993) studied journal 
influence in MIS research using citation analysis methodology. Katerattanakul and Hong (2003) 
used this methodology to evaluate the quality and the knowledge contributions of MISQ. It is 
also one of the methodologies that are used to determine citation patterns (Chan et al, 2006).

LITERATURE REVIEW 

There are many approaches of ranking IS journals, citation analysis is one of them. For 
example, Chan et al (2004) studied the citation patterns of International Conference on 
Information System (ICIS) articles using citation analysis. They found that there are a large 
number of articles being cited from non-IS journals. Kateratlanakul and Hong (2003) evaluated 
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quality of MISQ using citation analysis approach. They have recorded 251 articles published in 
MISQ during 1989-1998 which marked as target articles. For these target articles, some of them 
had never been cited while others were cited more than 20 times. Based on their analysis of the 
citation of MISQ articles, they could conclude that IS research contributes to advancing the body 
of knowledge.

Citation analysis has been used in studying the citation life cycle of literature, also known 
as the literature ‘aging’. Literature is considered obsolete if its circulation decreased below a 
certain level (Glanzel & Schoepflin, 1995). The concept of “obsolescence” is more concerned 
with the document usage (citation) rather than its “information” or “knowledge” (Glanzel & 
Schoepflin, 1995). Pollman (2000) made a statistic analysis of scientific publications included in 
the science citation index (SCI) between 1972 and 1984. He found that the most recent literature 
is less frequently referred to than literature that is two or three years old. In the third or fourth 
year, however, a citation decline of SCI articles sets in. Chung, Cox, & Mitchell (2001) found 
that the number of the citations of articles published in three leading finance journals between 
1974 and 1998 increased sharply during the first year after publication. The citation reaches a 
peak during the fourth year and then declines gradually after that (Chung et al, 2001). But not all 
the articles were cited right after publication. For example, Cano and Lind (1991) analyzed 
citation in medicine and biochemistry and identified two types of citation cycles: type A and type 
B. Type A, comprised of both high and low cited papers in both fields, has an early peak of 
citation rate and may be approximated by a bilinear cumulative citation curve with a break at six 
years of age. Type B, on the other hand, exhibits a constant or slowly accelerating growth rate 
with a vigorous citation life extending over the entire period studied and typically one third or 
less of the total citations accumulated at six years of age.

According to Glanzel’s citation analysis all papers indexed in the 1980 annual volume of 
the SCI (2003), 76% of all papers were cited in an initial period of three years. Papers that were 
not cited within the initial period of three or five years have much lower chances to be cited. The 
citation curve of any journal can be described by the relative size of the curve, the extent to 
which the peak of the curve is close to the origin, and the rate of decline of the curve (Yu, Guo 
and Li, 2006). A number of citation studies have been done in sociology, psychology, chemistry, 
medicine, and financial field. The question is that if there are any citation patterns exist in IS 
journals and if yes what they are.

RESEARCH QUESTIONS 

In this study, citation analysis is conducted to investigate the IS literature’s, specifically, 
articles published on MSIQ, life cycles and citation patterns. The objective of this study is to 
shed a light on current IS research literature and to seek answers for the following questions: 

First, which paper and which author in MISQ is most cited? It is important to understand 
what research has been published in the chosen area before researchers start their research 
project. The articles they read and write about will enhance their subject knowledge and help 
them clarify their research questions further (Saunders, Lewis and Thoruhill, 2007). The highly 
cited article shows the most popular topic in the past certain years. It will also give some 
suggestions to the students who are preparing their research papers.

Second, during which period the article was cited most after it was published and how 
long would this period last? The analysis of the literature age will enhance understanding the 
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obsolescence speed of MISQ literature. Finding out during which period the article was cited 
most is to find out the best time to use the information inside. 

Third, are literatures in application section and in theory and research section cited 
differently? MISQ categorizes its articles of each issue into different sections such as application 
section, theory and research section, case study and etc. Application research section and Theory 
and research section are two major sections in which most articles of an issue are included. 
Application research tends to give more information, insights, and guidance to practitioners, 
while theory and research section articles tend to be more academic theoretical research that has 
more implications to scholars. Because of this nature, it is natural to wonder if application 
research would receive less citation than that theoretical research. Finding out the different 
number of citations received by different section article in MISQ can help us understanding the 
aging process in MISQ. 

METHODLOGY

MISQ articles published between 1995 and 1999 were collected and treated as target 
articles. The citations of these target articles are found and collected via Web of Science (also 
known as ISI Web of Knowledge). For each target article, only the citations within ten years 
since the article was published are collected and analyzed to allow comparisons between target 
articles. For example, for a MISQ article published in 1995, only the articles published between 
1995 and 2004 that cited it are analyzed. Only so can target articles be compared in terms of 
citation life cycle and patterns. The citation analysis in this research is focused on document 
usage (citation patterns), the relationship between IS and other disciplines, and the difference of 
application vs. theoretic and research articles, not on subject content.

Based on the results of previous studies (Kateattanakul and Hong, 2003; Walstrom and 
Hardgrave, 2001; Whitman et al., 1999; Kim and Tan, 2004), MISQ is consistently rated as one 
of the top IS journals. It has consistent IS content for evaluation and has adequate citations to be 
analyzed. It is selected as sample journal in this study that best represents IS research. Citation 
data are collected from ABI/INFORM Global and SCI online database of the Institute for 
Scientific Information (ISI Web of Knowledge). Totally 118 MISQ articles published between 
1995 and 1999 were found and the citations within ten years since the articles were published are 
analyzed. TABLE I indicates 118 citable articles published in MISQ between 1995 and 1999 and 
the citation information.

TABLE I. MISQ (1995-1999) BASIC CITATION FACTS 
1995 1996 1997 1998 1999 Total 

Number of Article 24 22 21 22 29 118 
Number of Citations within 10 years 
period 994 640 696 652 1272 4254 

Number of un-cited article 1 1 1 1 1 5 
Average Citation per Article per Year 4.14 2.91 3.31 2.96 4.39 3.61 

DATA ANALYSIS 

Two lists are compiled about the articles in MISQ during 1995 -1999 into TABLE II. The 
first list includes the information about the number of article, the total number of citations, the 
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number of citations in each year, and the number of articles in application section. The 
information about the citing articles of theory & research section was included in the second list.

TABLE II. CITATIONS OF ARTICLES IN DIFFERENT SECTION 
Application Section Theory & Research Section 

Number of 
Article

Number of 
Citation

Citation per 
Article

Number
of Article 

Number
of Citation 

Citation per 
Article

18 638 35  38 1480 39  

Based on the citation data (TABLE II), several indexes for article citation are calculated.  
Citation per article is the average number of citations received per source article published in 
each year. Annual mean citation rate per article provides a normalized quality index of the source 
articles based on the number of years since published. Comparing to total number of citations 
received by each article, density shows the percentage of citation in each year. Percentage of 
article shows the portion of articles published in application section or theory and research 
section. TABLE II shows the number of article and the number of citation in application section 
and in theory & research section during 1995-1998. Sixteen percent of 118 MISQ articles are 
published in application section which received 638 citations, equivalent to 35 citations per 
article. Thirty four percent of 118 articles are in theory & research section. They have received 
1480 citations. The number of citation per article is 39.

Of 118 MISQ articles published in 1995-1999, each received an average of 36 citations 
over the ten-year period. Annual mean citation is 3.6 per article. Of which, the theory and 
research articles are averagely (39 citations in 10 years) cited more than application article (35 in 
10 years). Katerattanakul and Hong (2003) found that MISQ articles published during 1989-1998 
have averagely received 13.1 citations per article in ten years. Comparing to that, the result in 
this article shows a big improvement. It shows that IS literature’s citations have strong 
accumulated trend in later year. Comparing to 6% un-cited rate (Katerattanakul and Hong, 2003), 
the articles in MISQ during 1995 to 1999 have 4% un-cited rate in ten years after their 
publication. Of 118 articles published during 1995-1999, the top eight articles received 1151 
citations, which represent 27% of total number of citations (4254). These articles were cited 144 
times during first ten years since their publication. TABLE III shows the top cited article during 
last ten year.
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TABLE III. TOP CITED MISQ (1995-1999) ARTICLES 
Title of Article Author Year # of 

Citation
Citation
per year 

A Set of Principles for Conducting and 
Evaluating Interpretive Field Studies in 
Information Systems 

Klein & Myers  1999 208 20.8 

Information Technology Adoption Across 
Time: A Cross-Sectional Comparison of 
Pre-Adoption and Post-Adoption Beliefs

Karahanna,
Straub & 
Chervany

1999 201 20.1 

Social Cognitive Theory and Individual 
Reactions to Computing Technology: A 
Longitudinal Study

Compeau,
Higgins, & Huff

1999 157 15.7 

Computer Self-Efficacy: Development of a 
Measure and Initial Test

Compeau & 
Higgins

1995 127 12.7 

Gender Differences in the Perception and 
Use of E-Mail: An Extension to the 
Technology Acceptance Model

Gefen & Straub  1997 126 12.6 

Creation of Favorable User Perceptions: 
Exploring the Role of Intrinsic Motivation

Venkatesh  1999 121 12.1 

Key Issues in Information Systems 
Management: 1994-95 SIM Delphi Results 

Brancheau, Janz, 
& Wetherbe

1996 111 11.1 

Personal Computing Acceptance Factors in 
Small Firms: A Structural Equation Model

Igbaria, Zinatelli, 
Cragg, & Cavaye 

1997 100 10 

FIGURE I shows the time based pattern of the number of citations received by all articles 
during each year since their publication. The number of citations in MISQ literature keeps 
increasing after the article was published, reaches its peak around nine to ten years and stays 
stable after that before starting to decline. 

FIGURE I. CITATION LIFE CYCLE OF MISQ (1995-1999) 

FIGURE II shows citation patterns of application section vs. theory and research articles. 
There is no significant difference of citation pattern between articles in these two sections. 
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FIGURE II. CITATIONS IN APPLICATION SECTION VS. 
THEORY & RESEARCH SECTION 

RESULTS AND CONCLUSION 

The citations of MISQ articles kept increasing after publication. It reached peak around 
nine to ten years. In MISQ, the articles published in theory & research sections averagely 
received more citation than the articles published in application section.

Comparing to the science literature of which citations increase sharply during the first 
three years after publication and reach its peak at the fourth and then decline gradually, literature 
in MISQ has late peak age. The type B curve proposed in Glanzel (1994) study is more suitable 
in describing MISQ literature citation pattern. The literatures in MISQ do not belong to the 
rapidly aging group which has a more skewed distribution with a small median and expectation. 
The citation rate of MISQ literature also declines slowly. That is why even there is only five year 
difference between this study and Katerattanakul and Hong’s study, however citations per article 
have increased by 23. The citation of literature in MISQ kept increasing, reached its peak at age 
nine to ten, and stays stable before declining. The citations have accumulated greatly in the later 
year. Some papers were still being regularly cited after ten years since publication. Citation rate 
for a paper varies over its cited lifetime. 

Mature period and decline period are two periods in the life of IS publication. Mature 
period on application article is shorter than the one in theory and research section.  
Correspondingly, it will decline sooner than theory and research article.  Line and Sandison 
(1974) pointed out that in a fast growing field or in one with rapidly advancing technology, older 
articles are made to supersede more quickly.

LIMITATION

In this study, the citation life cycle stopped right after its peak for observation period was 
limited in a special interval period (ten years) of the ageing process. It is hard to forecast whether 
article was fading out from citation life or will be cited more lately. To get more precise result, 
the citation year and the source year will need to be as long as possible.

The model elapsed time between IS article publication and IS article citation was found 
to be about two years (Katerattanaku and Hong, 2003). It is also generally the estimated time 
between submission of an article and its appearance in print. Some articles were cited before they 
were published. But in this study the beginning year of citation start at the year right after the 
article are published.
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ABSTRACT

In today’s global market, an international industry must collaborate with a large number 
of suppliers and different customers worldwide. To offer a large variety of products and services 
while keeping costs and lead times low, the virtual supply chain is emerged. In this paper we will 
introduce a conceptual model of VSCM, which is composed of Intelligent Agents and Enterprise 
Knowledge Architecture (EKA). In this model we have an Electronic Intelligent Supply Chain, 
which is a proper candidate model for virtual supply chain needs.2

INTRODUCTION

Recent advances in information technology (IT) have brought dramatic changes to 
Supply Chain Management (Eric W.T. Ngai, Bernard K.S. Cheung, 2004). The traditional 
methods of inventory control warehousing and scheduling of deliveries for a company have to be 
completely revised in order to cope with the demands of customers, which have been highly 
complex with the advent of e-commerce and trade globalization. Centralized information on 
orders and inventories at warehouses (e.g., inventory levels, lead times, demands and backorders 
etc.) and retailers located in different regions is instantly accessible, and it can be viewed as a 
single virtual warehouse. This being the case, the deliveries of goods from various facilities to 
the customers can now be coordinated by a single management unit, and these deliveries are no 
longer confined to the traditional method of going from supplier to warehouses, and then from 
warehouses to the dedicated customers. This leads us to establish what we call a Virtual Supply 
Chain Management. In this paper, we will introduce Intelligent SCM and Enterprise Knowledge 
Architecture the main as elements of our Virtual SCM model. 

VIRTUAL SCM 

Going Virtual 
Going Virtual is a question of survival. In an accelerating world, organizations need to 

use every means available to maximize relationships with their stakeholders. Going virtual is not 
only about technology, it is about new forms of management; Empowered by the information 
and communication technologies. We can reinvent the way we work in new and exciting ways, 
“Business as usual” is obsolete (Philippa Collins,2002).Each enterprise must develop a flexible 
management system to survive in today’s competitive market. More and more, management is 
deciding in favor of outsourcing both design and fabrication. In some cases, they do not have the 
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capabilities; in others, it is simply a matter of cost. Regardless of the reason, the management of 
multiple suppliers is becoming critical to an enterprise’s success. There are two important keys 
to achieving that success: a thorough understanding of the business processes and quality 
practices at these suppliers, and the synchronization material flow and information flow across 
the chain ( Shigeki Umeda, Albert Jones,1997, Tom Wagner, Valerie Guralnik John 
Phelps,2002).

What do we need to build VSCM? 
Virtual Supply Chain could be assumed as a chain of virtual individual or organizational 

partners, capable of communicating via communication platforms at any time and place. In this 
system, all nodes of the chain should be implemented in a way that has the below abilities: 

• Connecting to other nodes via a communication technology. The communication 
platform could be of any kind, such as Internet, Intranet, Extranet or Wireless Networks. 

• Decision Making
• Detecting probable errors and problems such as Bullwhip 
• Asking whatever he doesn’t know from others in the chain 

INTELLIGENT SCM 

A major challenge facing companies with integrated information systems is how to 
process and utilize information available to users within the chain. To deal with this situation, 
companies are beginning to introduce new types of "intelligent” decision support systems. Such 
systems offer a three-tiered vehicle that allows (Robert B. Handfield, Ernest L. Nichols,1999): 

• Better planning and decision making via intelligent decision support tools 
• Network systems with intelligent communications support 
• Enterprise systems that offer intelligent operations response 

Literature Review 

FIGURE 1. THE RECURSIVE EINTERPLY BETWEEN AN INTEGRATED SUPPLYCHAIN
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Intelligent SCM 
Intelligent Supply Chain Management could be implemented using DSS systems, Agent 

based systems and multi agent based (MAS) systems [2,4,6,7,8,9,10,11,27], but the question is 
that “How could such intelligent systems be placed in a supply chain?” One possible method is 
represented in figure 1. In this method each node in the supply chain is a DSS, and is managed 
separately, there is an Knowledge Base Server (KBS) includes system knowledge base and data 
mining tools, which is responsible for gathering and mining information from all parts of the 
supply chain and the internet and supports the whole Supply Chain with the resulted knowledge. 
Each node will be served by Information and Knowledge served by the KBS, and it could query 
any needed Information via KBS. 

As it can be seen in figure 2, dash arrows show the flow of messages, and thick arrows 
show the flow of information. 

E-BUSINES IN SUPPLY CHAIN 
E-Business is the execution of business transactions via the internet. Supply Chain 

transactions that involve e-business, include the flow of information, product, and funds. For 
instance, the following are all transactions that can be executed with e-business (George A. 
Papadopoulos,2002):

• Providing product information to participants across the supply chain 
• Placing orders with suppliers 
• Allowing customers to place orders 
• Allowing customers to track orders 
• Filling and delivering orders to customers 
• Receiving payment from customers 

ENTERPRISE KNOWLEDGE ARCHITECTURE (EKA) 
The primary purpose of this EKA is to enable an organization to integrate a collection of 

knowledge pockets into a knowledge network. Traditionally, systems developers and IT 
organizations have approached such system integration problems by centralizing analysis, 
design, implementation, and maintenance (P. Balasubramanian, G. Shankaranarayan, G. M. 
Wyner,2003). In general terms an EKA is an information systems architecture, which is defined 
as: a set of design rules that specify the components of a system, the relationships between those 
components, the key design principles behind each component, the master plan for IT 
procurement, and the plan for systems development. In short, an ITS architecture provides a 
method to manage IT investment(s) in order to meet the multiple business needs of an 
organization. More specifically, an EKA is an IS architecture that focuses on the structure of the 

FIGURE II. DSS BASED 
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enterprise Knowledge Management System (Tom Wagner, Valerie Guralnik, John Phelps,2003) 
Enterprise Knowledge Architecture (EKA) in Virtual SCM is composed of a Knowledge base 
server (KBS), functional agents and knowledge agents. These agents could be of both kinds, 
Stationary or Mobile depends on the requirements. The EKA provides each agent with 
automated information acquisition and distribution, this task is on Knowledge Agents (KA), they 
are responsible to answer any query, through searching or mining KBS. When an agent requests 
information or knowledge, the EKA’s, Knowledge Agents will find it. When an agent creates 
information or knowledge of interest to others, the KA’s will distribute it to those agents that 
wish to know. The EKA provides the “right information and knowledge in the right way” to the 
decision makers.

VIRTUAL SCM MODEL 

VCSM is composed of two types of agents: functional agents and knowledge agents.
• Functional agents plan and/or control activities in the supply chain.
• Knowledge agents support other agents by providing information and communication 

services.
The dynamics of the environment is an important factor in integrating supply chain 

decisions. An agent cannot make a locally optimal decision, but must determine the affect of its 
decisions on other agents, and choose an alternative that optimizes the entire supply chain. 

An agent is responsible for a set of functions or activities in the supply chain. Each agent 
stores information and knowledge locally and it may access information and knowledge 
throughout the network. We assume that the agents are in the heterogeneous environment. hence, 
their interactions are made through message-based electronic transactions. 
VSCM model is composed of the below components (Figure 3): 

This agent is responsible for acquiring orders from customers, negotiating with customers 
about prices, due dates, etc., and handling customer requests for modifying or canceling 
respective orders. This agent is one of the agents participating in negotiation that may be 

Figure 3. VSCM MODEL COMPONENTS
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necessary to successfully create supply chain plans. These will be exceptional situations where 
other agents find an over constrained situation requiring modification of constraints. This agent 
captures the order information from directly from customers and communicates these orders to 
the logistics agent. When a customer order is changed, it is communicated to the logistics agent. 
When plans violate constraints imposed by the customer (such as due date violation), the order 
acquisition agent participates in negotiating with the customer and the logistics agent for a 
feasible plan. 

• Query Agents
These agents do not emulate any supply chain entity. They handle queries from the user 

and assist in supply chain analysis. Each enterprise has one or more query agent. There are also 
query agents for clusters of enterprises. The query agents are active only in the analysis mode. 
For example, a user may wish to know the status of backorders across an industrial cluster 
comprising of a number of manufacturing enterprises. The cluster level query agent receives the 
request, processes it, and identifies the information needed to reply to this request. It then 
contacts the query agents of the enterprises from which it needs the data. The query agents of the 
enterprise access the data of the agents under that enterprise and reply to the cluster level query 
agent. In the above example, the enterprise level query agent contacts the sales agent and 
production agent of the enterprise and collects the data on backorders from them. This data is 
processed, a reply generated and sent to the cluster level query agent. The cluster level query 
agent compiles the data from all enterprise level query agents and displays it to the user. 
Sometimes studies are to be performed or certain problems are to be solved using the supply 
chain model, which require more diverse steps than that provided by the query agent. Such 
studies or problem solving methodologies can be modeled as project agents. 

• Manufacturing Agents 
• Scheduling agent 

This agent is responsible for scheduling and rescheduling activities in the factory, 
exploring Hypothetical “what-if” scenarios for potential new orders, and generating schedules 
that are sent to the dispatching agent for execution. The inputs to the scheduling agent are 
production requests from the logistics agent, resource problems from the resource agent, and the 
deviations of the current schedule from the dispatching agent. Its output is a detailed schedule. 
The scheduling agent assigns resources and start times to activities that are feasible while at the 
same time optimizing certain criteria such as minimizing WIP or tardiness. It can generate a 
schedule from scratch or repair an existing schedule that has violated some constraints. 

In anticipation of domain uncertainties such as machine breakdowns, material 
unavailability, etc., the agent may reduce the precision of a schedule by increasing the degrees of 
freedom in the schedule for the dispatcher to work with. For example, it may "temporally pad" a 
schedule by increasing an activity’s duration, or "resource pad" an operation by either providing 
a choice of more than one resource or increasing the capacity required so that more is available. 
The scheduling agent also acts as a coordinator when infeasible situations arise. It has the 
capability to explore tradeoffs among the various constraints and goals that exist in the plant. 

• Suppliers Agents 
• Resource agent 

The resource agent merges the functions of inventory management and purchasing. It 
dynamically manages the availability of resources so that the schedule can be executed. It 
estimates resource demand and determines resource order quantities. It is responsible for 
selecting suppliers that minimizes costs and maximizes delivery. It generates EDI purchase 
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requests and monitors their fulfillment. The inputs to the resource agent are the schedule from 
the scheduler, the availability or unavailability of resources from suppliers, the arrival of 
resources from the factory floor, and the consumption of resources from the dispatcher. The 
outputs of the resource agent include the arrival of resources, the availability of resources, and 
the orders sent to suppliers. The resource agent generates purchase orders and monitors the 
delivery of resources. When resources do not arrive as expected, it assists the scheduler in 
exploring alternatives to the schedule by generating alternative resource plans. 

CONCLUSION

SCM has become the key strategic area that has direct impact over the success of any 
enterprise in today’s highly competitive business environment. We have described an Intelligent 
Virtual Supply Chain Management model that takes advantage of state-of-the-art IT systems. 
This model of supply chain management is especially useful for international organizations 
which are trading on the whole world and facing different customers and suppliers. In this model 
the physical position of the supplier, manufacturer and customer as the main parts of SCM is not 
important. Supplier and Customer could be in any part of the world. The model is composed of 
EKA, which is responsible for supporting all Supply Chain with its information and knowledge 
and some Functional Agents to perform Supply Chain tasks, such as Distribution and Logistics 
agents. Since this research is an initial effort, some issues still need to be addressed. The detailed 
implementation points of the system could be a future path of research. Another research point is 
agents rules which are used for agent decision making, and will grow up as the agent is training 
during the time, and on the other hand the limitation of network resources. So, the size of the 
Agent is limited too, and is restricted in growth. Security and threats are very critical points for 
such system, where each agent could be a Virtual Enterprise and have its own rules for security 
that may restrict other parts of the chain from accessing their resources in different ways. The 
cost of implementing such systems is also considered as a key point for research. 
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A LOOK AT THE INTUITIVENESS OF A POPULAR SPREADSHEET PROGRAM 

James J. Cappel, Central Michigan University
james.cappel@cmich.edu

ABSTRACT

In recent years, there is growing emphasis on usability in software design. Among 
important usability concerns is the need for intuitiveness, i.e., software design that conforms to 
user expectations. Programs that lack intuitiveness risk confusing or frustrating users, making 
operations less efficient or leading users to purchase alternative products. Vendors attempt to 
identify potential usability problems through user testing, but this process may not eliminate 
them. An important interface design change in MS Excel 2007 was the adoption of a “ribbon” to 
organize commands into tabs and groups. This change has been criticized by some Excel users as 
lacking intuitiveness. This study considers how intuitive this interface element is to users based 
on a survey of eighty subjects. The findings suggest that while most of the 18 spreadsheet tasks 
investigated appear to be intuitive to most users, some tasks had a very low success rate in terms 
of users being able to identify what tabs they have to access to perform those operations. The 
results identify aspects of Excel 2007 that users tend to find less intuitive to which software 
designers and instructors may choose to focus greater attention.

INTRODUCTION

In recent years, there is growing emphasis on usability in software design. While much 
attention has been directed at website design (e.g., Flanders and Peters, 2002; Gold 2006; 
Johnson, 2003; Krug, 2006; Nielsen and Loranger 2006; Van Duyne et al., 2007) usability is 
based on classic design principles such as the need for clarity, simplicity, consistency, 
organization, and good navigation that apply to virtually all types of information systems. An 
important aspect of usability is “intuitiveness,” i.e., the need of a system to meet users’ 
expectations in performing desired operations (e.g., Usability.gov; Krug 2006; Johnson 2003; 
Nielsen and Loranger 2006). A comprehensive U.S. Federal Government usability report 
concluded that it is important for designers to understand and meet users’ expectations 
“especially related to navigation, content and organization” (Usability.gov., p. 3). According to 
this report, the interface should be intuitive and straightforward to help users accomplish systems 
tasks (Usability.gov). Nielsen and Loranger point out that users don’t want to spend time 
learning different navigation schemes for different systems and state, “The more natural the 
design feels the better” (2006, p. 173). Additionally, usability enthusiast, Stephen Krug, states as 
his “First Law of Usability,” “Why make me think?” (2006, p. 11).

Spreadsheets are among the most popular software programs in use. Since 1993, 
Microsoft Excel has been the leading spreadsheet application (Microsoft Excel, 2009). MS Excel 
2007 is part of the Microsoft Office 2007 suite of products. According to Forrester Research, as 
of June 2009, some version of MS Office was used in 80% of businesses and about 80% of these 
companies have adopted Office 2007 (Montalbano, 2009). One of the most significant interface 
changes in Excel 2007 compared to Excel 2003 is the presence of a “ribbon” at the top of the 
screen that contains several tabs which are further divided into groups of icons and buttons 
needed to perform various operations. This design replaces pull-down menus and it is purported 
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to be a “more intuitive and visual-based interface” (Microsoft Office 2007). There is a difference 
of opinion however among Excel users whether or not the ribbon represents a design 
improvement. The ExcelUser website which collects Excel users’ feedback reports that it has 
received far more negative than positive comments from users about the ribbon (Kyd, 2009). 
While some users contend the ribbon makes it easier to access commonly used features, many 
others say it reduces their productivity by requiring extra clicks and mouse movements. One user 
states about MS Excel 2007, “Intuitive? Definitely not.  Productive?  No.” (Kyd, 2009).  As a 
result, some users report that they have gone back to using Excel 2003 or have moved to Open 
Office (Kyd, 2009). The purpose of this study is to assess how intuitive the MS Excel 2007 
ribbon appears to users with respect to performing selected spreadsheet tasks. This study utilizes 
survey data to measure task “success rates,” i.e., the extent to which users can correctly identify 
which tab in the ribbon they need to access to perform 18 different spreadsheet operations. 

METHODOLOGY

A survey was administered to eighty students in two undergraduate courses at a large 
public Midwest university. Fifty four participants were enrolled in BIS/ENT 300, a course taken 
mostly by Entrepreneurship majors, which gives significant coverage to MS Excel 2007. The 
remaining participants were enrolled in BIS 420, Systems Analysis and Design, which provides 
no coverage of Excel and is primarily taken by IS majors and minors. The survey was 
administered during the first week of the semester prior to any course coverage of the content of 
the survey that might have otherwise biased the results in the BIS/ENT 300 course. The first 
page of the survey provided detailed instructions for its completion which were reinforced with 
oral instructions. This page explained the basic organization of MS Excel 2007. It provided a 
screen shot of the “ribbon” of major tabs (main level commands) in MS Excel 2007 and 
explained that one of these options had to be selected to access lower level icons or buttons to 
carry out commands that users sought to perform. The main portion of the survey presented an 
18 item matching question shown in Table I. Participants were instructed to identify which tab in 
MS Excel 2007 (shown in a column at the right) they would select to perform each of 18 
spreadsheet tasks. Only tasks were included in the survey that had one correct matching answer. 
The tasks were worded as simply as possible with explanatory phrases as needed.  For example, 
task 10 in Table 1 states, “Change a document so it prints in landscape format (so it is wider than 
it is tall).” More advanced Excel operations such as using pivot tables, data validation, and 
macros were not included as tasks. The participants were instructed to answer each item based on 
their knowledge of MS Excel 2007 or if they had no knowledge of Excel 2007, what they would 
expect in using this software package. The survey was completed by each participant 
independently without the use of computers or help from other class members. The survey also 
collected information about respondents’ background in terms of student classification, gender, 
major, and their prior course experience using spreadsheets, Excel 2007, and two other Microsoft 
Office programs, MS Word 2007 and MS PowerPoint 2007. 

Several limitations and assumptions of this study are acknowledged. First, the study 
focuses on one aspect of usability, the intuitiveness of main menu options of MS Excel 2007. It 
is not intended to be a comprehensive evaluation of the overall intuitiveness or usability of 
Excel. MS Excel provides other features that mitigate some of the design issues raised here. 
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TABLE I.  MS EXCEL 2007 MATCHING QUESTION
MS Excel 2007 Tasks:      MS Excel 2007 Tabs:

____ 1. Spell check a worksheet      A) Home 

____ 2. Create a chart        B) Insert 

____ 3. “Freeze” column headings so you can see them on the   C) Page Layout 
 screen even when at the bottom of a long worksheet 
          D) Data 
____ 4. Add bold appearance to a word       
          E) Review 
____ 5. Add a hyperlink to a word in a worksheet 
          F) View 
____ 6. Import (bring in) data from a Microsoft Word document 
 into an Excel file 

____ 7. Change the margins of a worksheet  

____ 8. Change the appearance of a number so it is  
 shown in currency format (with $ signs) 

____ 9. Use the “thesaurus” option to find a synonym (another  
 word that means the same thing as a certain word)   

____ 10. Change a document so it prints in landscape format 
 (so it is wider than it is tall) 

____ 11. Add a comment to a cell to describe what it contains 

____ 12. Add “conditional formatting” to a cell so it will be  
 highlighted if its value exceeds a certain value 

____ 13. Change a worksheet’s settings so it prints on one page 

____ 14. Add a picture or graphic image to a worksheet 

____ 15. Find a certain word in a worksheet 

____ 16. Add a page break (so the printing of a page ends at a  
 certain point before the next page begins) 

____ 17. Center some text so it appears in the middle of a cell 

____ 18. Zoom or magnify a worksheet so it is displayed bigger 
 on the screen
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For example, besides giving users main menu level commands, Excel allows users to 
right-click a screen element, use the quick access toolbar, or use a short-cut key (e.g., Control/F 
to Find something) to perform a desired operation. These features likely help some users 
overcome problems associated with a lack of intuitiveness in the main level (Tab) commands. 
Second, the results are based upon upper-level undergraduates at one university, so they may or 
may not be representative of results that might be obtained in other settings such as among 
students at other universities or users having a different experience level. Third, this study 
involves data collection at one point in time; it is possible that task success rates would improve 
with additional experience using the software. Fourth, the survey included only six selected tabs 
from the Excel 2007 screen as response options. These options represent most but not all of its 
tabs. Additional main menu choices that were not used in the survey were those for the Office 
Button, and the Formulas, Developer, and Add-in tabs. If these choices were included, they may 
have affected the success rates of the survey since participants would have been given more 
choices. Finally, for purposes of simplifying the analysis, only tasks were included in the survey 
that could be found under a single tab in Excel. This eliminated some worksheet tasks such as 
performing functions using the Sigma icon, because it can be accessed under multiple tabs. 

RESULTS AND DISCUSSION 

The participants were predominantly juniors and seniors (94%); three-fourths were male 
(74%); and Entrepreneurship majors comprised 49% of the sample while IS-related majors made 
up over one-third of it (35%). Subjects’ self-reported mean rating of their knowledge of MS 
Excel 2007 was 2.9 on a 5-point scale. Their mean rating for the degree of confidence they had 
in their survey answers was 2.7 on a 4-point scale, which approximated the “somewhat 
confident” point on the scale. About 29% of subjects reported that they had taken a course where 
Excel 2007 was addressed as a major topic. An additional 25% said they had taken a course 
where MS Excel 2003 was addressed as a major topic, and the percentages who had taken 
courses involving MS Word 2007 or MS PowerPoint 2007 were 39% and 34%, respectively. 

The success rates for the spreadsheet tasks are shown in Table II. This table is arranged in 
descending order by success rates. As indicated, the overall mean success rate was 52%. This is 
about three times higher than what could have been obtained by chance with participants 
guessing (17%, or a one in six chance). This suggests some level of intuitiveness in this software 
program. However, as Table II indicates, the success rates for specific tasks varied widely from 
96.3% to 2.5%. Five tasks had a success rate less than 25% (those that addressed importing data, 
changing a number to currency format, finding a word in a worksheet, adding a comment to a 
cell, and adding conditional formatting to a cell). When the tasks are considered by response 
category, the mean correct response rates and the number of measures by category were: Insert 
tab (81.3%, 3); View tab (66.5%, 2); Page Layout tab (63.8%, 4); Review tab (46.0%, 3); Home 
tab (28.8%, 5); and the Data tab (22.5%, 1). Tests of significance were also run to determine 
whether subjects’ background characteristics had an impact on the results. They revealed no 
significance for the variables of gender, student classification, or whether or not students had 
taken a previous course in spreadsheets, Excel, MS Word, or MS PowerPoint. A t-test on student 
major was significant. IS-related majors, i.e., Information Systems, Computer Science, 
Information Technology, or Accounting Information Systems majors had a mean score of 10.07 
out of 18 compared to all other majors whose mean score was 8.96 (t = 2.415, p = 0.018). 
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TABLE II. RESULTS 

Spreadsheet Tasks in Excel 2007:

14. Add a picture or graphic image to a worksheet 

7.  Change the margins of a worksheet

5.  Add a hyperlink to a word in a worksheet 

18. Zoom or magnify a worksheet so it is displayed bigger on the screen 

1.  Spell check a worksheet  

2.  Create a chart         

10. Change a document so it prints in landscape format (so it is wider than it is tall) 

4.  Add bold appearance to a word 

9.  Use the “thesaurus” option to find a synonym (another word that means the same thing 
as a certain word)

3.  “Freeze” column headings so you can see them on the Screen even  when at the bottom 
of a long worksheet 

13. Change a worksheet’s settings so it prints on one page 

17. Center some text so it appears in the middle of a cell 

16. Add a page break (so the printing of a page ends at a certain point before the next page 
begins)

6.  Import (bring in) data from a Microsoft Word document into an Excel file 

8.  Change the appearance of a number so it is shown in currency format (with $ signs) 

15. Find a certain word in a worksheet 

11. Add a comment to a cell to describe what it contains 

12. Add “conditional formatting” to a cell so it will be highlighted if its value exceeds a 
certain value 

Mean for all 18 items

Percent
Correct:

96.3 % 

90.0 % 

80.0 % 

77.5 % 

72.5 % 

67.5 % 

66.3 % 

58.8 % 

56.3 % 

55.0 % 

55.0%

51.3 % 

45.0 % 

22.5 % 

17.5 % 

13.8 % 

8.8 % 

2.5 % 

52.0 % 

CONCLUSIONS

This study seems to raise some intriguing issues that could be elucidated through further 
research. A wide discrepancy in success rates was observed across different tasks and Excel 
response categories. As noted, for five tasks, the participants were able to identify the correct 
response less than 25% of the time, and among response categories, the Home and Data tabs had 
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the lowest mean success rates (each less than 30%). These results raise questions about whether 
Excel 2007 is as intuitive as it could be. Software developers, for example, could rename some 
tabs or relocate some options under other tabs to match users’ expectations. The “less intuitive 
tasks” identified by this or future studies could pinpoint areas of Excel that software instructors 
could give greater emphasis. Again, it should be stressed that this is an exploratory study so these 
observations are conjectural. There is a need for more research to clarify which Excel tasks and 
tasks categories are most problematic and in need of possible correction. Another finding that 
may merit more research is to examine the relationship between user experience and task success 
rates. As noted, the mean score of IS-related majors was significantly higher than for other 
majors, 10.07 versus 8.96 (out of a possible 18). Thus, besides intuition there appears to be a 
knowledge factor at work that affects task success rates. Future studies could clarify this issue 
using multiple survey administrations during a semester. Finally, the results seem to raise 
attention to the importance of consistency in the user interface. For measure 16, less than half of 
the participants (45%) were able to correctly identify Page Layout as the tab to click to insert a 
page break in Excel. An almost equal percentage of subjects (44%) thought the correct answer 
was the Insert tab, while only 11% indicated one of the other four answers. Curiously, inserting a 
page break is accomplished in MS Word 2007 through accessing the Insert tab. Since nearly 40% 
of the participants indicated that they had prior course experience with MS Word 2007, this may 
have affected the answers to this item. These results suggest that Microsoft developers should 
strive to achieve greater consistency in the main level ribbon commands across different MS 
Office applications. Follow-up research could evaluate whether similar results are obtained for 
other ribbon inconsistencies that may exist across different MS Office applications.
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ABSTRACT

This research proposes that electronic meeting participants should have an efficient and 
effective way to terminate an electronic meeting. In an experiment, three groups of 9 members 
each used a group support system (GSS) implementing gallery writing with a voting mechanism 
to determine the end of their meetings.  A fourth group of 10 participants had a pre-set 10-minute 
limit. Results showed that group members liked being able to decide when to stop the meeting, 
and wanted the ability to see the progress of the voting. From our research, we believe electronic 
meeting participants would benefit from the ability to decide when to stop the meeting. 

INTRODUCTION

Many studies have shown how group support systems improve upon traditional, verbal 
meetings that involve sharing ideas by allowing participants to exchange typed comments 
anonymously and simultaneously over a computer network (e.g., Dennis, et al., 2001; Dennis & 
Garfield, 2007). However, little research has been conducted on how long these meetings should 
last. If a meeting is too short, good ideas might be lost, but if a meeting is too long, participants 
can be bored, feel that the meeting is wasting their time, and start to type more off-topic 
comments (Reinig, et al., 1997). While some members might want to contribute more thoughts, 
others might be ready to end the discussion. For example, one study of a group using electronic 
voting noted (Matson, 1996): 

“Some people vote faster than others, and as the early birds finish, they begin chatting. 
For the first time [the group leader] seems worried about distractions; she threatens to 
throw Nerf footballs at the laggards. And she knows who they are. The big screen shows 
how many people haven't finished; her monitor lists their identities.” 

A fixed time might be used to delimit a meeting, or the facilitator / group leader could 
survey the participants to see if a majority want to quit.  However, in the latter approach, this 
informal voting is often subjective with no a priori thresholds used (Clawson & Bostrom, 1995). 
But it is uncertain how many group members must be ready to quit before the meeting should be 
terminated.

We propose that group members should be allowed to determine when a meeting should 
end via an anonymous voting feature with a pre-determined threshold. In this paper, we first 
review studies of electronic meeting durations, and then we present the results of an experiment 
of four groups with different meeting limits.
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BACKGROUND

Many meetings using a group support system (GSS) have lasted 30 to 45 minutes 
(Nunamaker, et al., 1991) while others have taken as little as eight, nine, or ten minutes (Aiken, 
et al., 1994). However, planning for how long an electronic meeting should last is difficult. For 
example, one study (Aiken & Paolillo, 1997) found actual durations varied from that planned in 
37.5% of 69 meetings, because electronic meeting times can be affected by the topic complexity, 
participant’s typing speed, and group culture, among other factors.

Although planning how long an electronic meeting should last is difficult, an estimate is 
still needed for effective time management (Hayne, 1999), and at least one study has attempted 
to find the optimal length of a session. Aiken, et al. (2002) used seven groups of seven 
participants each who met for 2, 4, 6, 8, 10, 12, or 14 minutes with a GSS. Results showed that 
an average time of about 7.5 minutes was optimal for a meeting with seven people discussing the 
selected topic, “How can we solve the parking problem on campus?” Participants who were 
allowed less time stated there was too little time to contribute ideas, while more time caused 
participants to state there was too much. Further, an analysis of comments by time showed that 
after an initial burst of good, relevant comments, as time increased, most comments tended to be 
off-topic ideas, a result also found in other studies (e.g., Alonzo & Aiken, 2004; Reinig, et al., 
1997).

In another experiment to determine the optimal time limit (Aiken, et al., 2006), 22 
students in  three groups of about seven each used the same GSS software as in the prior study 
for 7, 9, or 12 minutes. Results indicated that no less than seven minutes is probably needed by 
groups of seven to discuss the parking problem on campus, especially if the goal is to limit the 
number of irrelevant comments generated.

In addition to the problem of planning how long a meeting should last, facilitators have 
difficulty determining when to terminate an electronic meeting once it has begun. As has been 
noted, a fixed time limit can be used, or the facilitator can take a poll. Although the latter 
approach has been done informally countless times in electronic meetings, and occasionally, 
formally, with a “mood meter” (Barent, et al., 1995; Rein, 1991), we are not aware of any study 
that has recorded the affects of such voting. 

EXPERIMENT

In an attempt to determine how participant voting influences the cessation of GSS 
meetings, we conducted an experiment with students in an electronic meeting. We divided 37 
undergraduate Business students into four groups with nine students in each of the first three 
groups and ten students in the fourth. These group sizes were chosen because most GSS benefits 
arise only when at least seven or eight participants are included (Aiken, et al., 1994). Although 
the overall sample size was relatively small, the statistical power of 0.753 is close to the 
commonly accepted 0.80 standard, indicating the sample was adequate. 

Each group discussed “What can be done to improve the parking problem on campus?” a 
topic used in several prior studies of similar electronic meetings (e.g., Jessup, et al., 1990; Kerr 
& Murthy, 2004).

Students were instructed how to use locally developed electronic meeting software 
implementing gallery writing that enabled simultaneous submission and viewing of all ideas 
generated by a group (Aiken, et al., 2007). The software was modified so that at any time, a 
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group member could click a button, voting to stop the meeting. The vote could not be withdrawn, 
but the participant could continue typing and reading comments until a pre-determined threshold 
had been reached, e.g., 7, 8, or 9 group members. At that point, the program would stop for the 
entire group, even if a member was in the process of typing a new comment. 

The meeting termination threshold for group 1 was set before the meeting at 7 (78% of 
the group), 8 for group 2 (89%), and 9 for group 3 (100% of the members). Group 4 members 
were not allowed to vote when to end the meeting. Instead, their session was terminated by the 
meeting facilitator after 10 minutes, a little more time than the optimal 7.5 minutes determined in 
a prior study (Aiken, et al., 2002). In addition, each computer screen showed how many group 
members had voted to stop, allowing all to judge how soon the ending might be.  At the end of 
the meetings, the group members completed a questionnaire. 

The duration of each group’s meeting was recorded in a transcript file that also recorded 
which group member wrote which comment. In addition, we asked the students to rate their 
feelings about the meeting duration, e.g., “I was satisfied with how long the meeting lasted,” 
“The meeting duration was too long.”, and “The meeting duration was too short.”

Four survey items covered their feelings about the software and meeting process:  “I liked 
being able to see the number of votes to stop the meeting,” “Group voting is a good way to 
decide when to end the meeting,” “I was satisfied with this meeting process,” and “It would be 
better to have a facilitator / group leader decide when to end the meeting.”

One survey item was included to measure the students’ feelings about production 
blocking (“It was easy to submit and read comments”), one measured evaluation apprehension 
(“I was afraid that others in my group would criticize my comments”), and one measured 
perceptions of group participation (“I believe all members of my group wrote comments”). 

RESULTS

Participants overall were satisfied with how long their meetings lasted and thought they 
were neither too short nor too long. Further, they liked being able to see the progress of the vote, 
were not afraid of others’ criticism,  thought it was easy to submit and read comments, believed 
others participated, and were satisfied with the meeting process. However, they were neutral 
about whether it would have been better to have a group leader decide when to end the meeting. 

 Group 2, with the shortest meeting time (5.5 minutes), was the most satisfied with the 
meeting duration, and even though Group 1 had the lowest stopping threshold (7 of 9), their 
meeting time was the longest (10.5 minutes).

Because Group 1 took the longest (10.5 minutes), they generated more comments than 
the other groups.  However, Groups 2, 3, and 4 spanning 5.5 to 10 minutes in duration generated 
about the same number of comments. 

As time went on, the groups tended to write more comments until reaching a peak after 6 
minutes when Group 2 had finished. However, no attempt was made to analyze the text for 
content, and most of the later comments were likely to be off-topic as more and more group 
members waited for their meetings to end. 

A multivariate test shows that there was no significant difference in survey responses 
across the four groups (F = 1.007, p = .475), and no significant difference between the four 
groups in the number of overall comments (F = .454, p= .715). 

Those who were satisfied with the meeting duration (Q2) tended to prefer group voting 
(Q1) and did not think the meetings were too long (Q3). Participants who lacked comment 
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evaluation apprehension (Q6) believed there was more group participation (Q8) and were more 
satisfied with the meeting process (Q9). Those who were more satisfied with the meeting process 
believed there were more people participating and were less inclined to prefer having a group 
leader decide when to end the meeting (Q10). Finally, as expected, those who thought the 
meeting was too long (Q3) did not think the meeting was too short (Q4). 

Overall, group members liked being able to decide when to terminate the meeting, and 
they wanted the ability to see the progress of the voting when to quit. Like most previous studies 
with similar groups faced with the campus parking problem (e.g.,  Aiken, et al., 1994; Aiken & 
Waller,  2000), they had little comment evaluation apprehension, thought the system was easy to 
use, believed most of their group participated, and were satisfied with the meeting process. Most 
disagreed with the statement that the meetings were too short, indicating that perhaps the 
thresholds of when to terminate were just right or set too high. Also, the peak in comment 
generation occurred at about 6 or 7 minutes, close to the 7.5 minute suggested time limit for this 
type of group and this task (Aiken, et al. 2002). 

Group 1 with the lowest voting threshold (7 of 9) took an inordinately long time, but that 
might have been due to several students forgetting to vote to quit until reminded.  Group 2 with 
the second-lowest threshold (8 of 9) finished in less time (5.5 minutes) than did Group 3 with 
unanimous agreement required (9.5 minutes). Even though the peak in comment production 
occurred at about 7 minutes, we believe many of the last messages were off-topic, as previous 
studies have shown. Therefore, we suggest that near unanimous agreement (8 of 9 or 89%) can 
generally result in satisfactory outcomes, especially if the groups are reminded that they are 
required to vote when to quit. 

Results have shown that the participants liked the ability to determine when to terminate 
their meetings, and even minimal facilitation support can positively impact a group’s meeting 
effectiveness and satisfaction (Wheeler & Valacich, 1996). With greater satisfaction, group 
members are more willing to use a group support system again (Lester, et al., 2003).

One limitation of the study is the lack of topic complexity. The parking problem on 
campus is relatively simple and non-controversial, and other discussion topics should be used in 
future studies. Another limitation is the small sample size. Although statistical power tests 
showed that the sample size was adequate, larger samples should be used to replicate our results.  
Finally, the use of students for subjects might limit generalizations of the results (Hughes & 
Gibson, 1991). However, previous GSS research using people from the business world has 
tended to validate results from student-based experiments (Fjermestad & Hiltz, 2001) 

CONCLUSION

This study shows that electronic meetings can become more satisfying to participants 
when they are allowed the opportunity to vote on when to end the discussion. This capability 
could become even more important when these meetings are geographically dispersed or when a 
group facilitator is burdened with other tasks.

In an experiment involving four groups of students using a group support system to 
discuss the campus parking problem, Group 2 was the most satisfied with their duration of 5.5 
minutes while Group 4 was the least satisfied with their 10-minute meeting, the second longest. 
A time limit of 10 minutes might be too long for a group of college students to discuss ways of 
solving the parking problem on campus (the chosen task), but continued research is necessary to 
determine when the optimal time to quit is, especially when larger groups are used with different 
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tasks. In addition, researchers should investigate alternate methods of meeting termination. For 
example, software could end the discussion when the rate of new, unique, relevant ideas drops 
below some pre-determined threshold, e.g., 0.25 comments per group member per minute 
(Aiken, et al., 1991). Alternatively, the software could end the meeting when the rate of 
irrelevant comments rises above that of the relevant ideas.

REFERENCES

Aiken, Milam W., Kim, Sang, and Wong, Zachary. “The effect of time on electronic meetings.” 
Proceedings of the 37th Annual Meeting of the Decision Sciences Institute, San Antonio, 
November 18-21, 2006, November, San Antonio, TX. 

Aiken, Milam W., Krosp, Jay, Shirani, Ashraf, and Martin, Jeanette. “Electronic brainstorming 
in small and large groups.” Information and Management, 27 (3), 1994, 141-149. 

Aiken, Milam W., Liu Sheng, Olivia, and Vogel, Douglas. “Integrating expert systems with 
group decision support systems.” ACM Transactions on Information Systems, 9 (1), 
1991, 75-95. 

Aiken, Milam W. and Paolillo, Joe. “A longitudinal study of group decision support system use.” 
International Business Schools Computing Quarterly, 8 (3), 1997, 49-54.

Aiken, Milam W., Rebman, Carl, and Vanjani, Mahesh. “Comment generation with three 
electronic brainwriting techniques.” Academy of Information & Management Sciences 
Journal, 10 (1), 2007, 11-29. 

Aiken, Milam W., and Vanjani, Mahesh. “A comparison of synchronous and virtual legislative 
session groups faced with an idea generation task.” Information and Management, 33,
1997, 25-31. 

Aiken, Milam W. and Waller, Bennie. “Flaming among first-time group support system users.” 
Information and Management, 37 (2), 2000, 95-100. 

Aiken, Milam W., Wong, Zachary, and Rebman, Carl. “The effect of meeting time on group 
support system satisfaction and productivity.” Proceedings of the 31st Annual 
Conferences of the Western Decision Sciences Institute, April 2-6, 2002, Las Vegas, 
Nevada.

Alonzo, Mei and Aiken, Milam. “Flaming in electronic communication.” Decision Support 
Systems, 36 (3), 2004, 205-338. 

Barent, Volker, Krcmar, Helmut, Lewe, Heinrick, and Schwabe, Gerhard. “Improving 
continuous improvement with CATeam: Lessons from a longitudinal case study.” 
Proceedings of the Twenty-Eighth Hawaii International Conference on System Sciences,
(4), 3-6 January, 1995, 200 – 209. 

Clawson, Vikki and Bostrom, Robert. “The importance of facilitator role behaviors in different 
face-to-face group support systems environments.” Proceedings of the 28th Annual 
Hawaii International Conference on System Sciences, IEEE, 1995, 181-190. 

Dennis, Alan R. and Garfield, Monica J. “The adoption and use of GSS in project teams: Toward 
more participative processes and outcomes.” MIS Quarterly, 27(2), 2007, 289-323. 

Dennis, Alan R., Wixom, Barbara H., and Vandenberg, Robert J. “Understanding fit and 
appropriation effects in group support systems via meta-analysis.” MIS Quarterly, 25 (2), 
2001, 167-194. 



99

Dugosh, Karen L., Paulus, Paul B., Roland, Evelyn J., and Yang, Huei-Chuan. “Cognitive 
stimulation in brainstorming.” Journal of Personality and Social Psychology, 79 (5), 
2000, 722-735. 

Fjermestad, Jerry and Hiltz, Starr R. “Group support systems: A descriptive evaluation of case 
and field studies.” Journal of Management Information Systems, 17 (3), 2001, 115-160. 

Hayne, Stephen C. “The facilitator’s perspective on meetings and implications for group support 
systems design.” Data Base, 30 (3-4), 1999, 72-91. 

Hughes, Cary T. and Gibson, Michael L. “Students as surrogates for managers in a decision-
making environment: An experimental study.”  Journal of Management Information 
Systems, 8 (2), 1991, 153-166. 

Jessup, Leonard M., Connolly, Terry, and Galegher, Jolene. “The effects of anonymity on GDSS 
group process with an idea-generating task.” MIS Quarterly, 14 (3), 1990, 313-321. 

Kerr, David S. and Murthy, Uday S. “Divergent and convergent idea generation in teams: A 
comparison of computer-mediated and face-to-face communication.”  Group Decision 
and Negotiation, 13 (4), 2004, 381-399. 

Lester, Scott W., Ready, Kathryn J., Hostager, Todd J., and Bergmann, Marilyn. “The human 
side of group support systems: Influences on satisfaction and effectiveness.” Journal of 
Managerial Issues, 15 (3), 2003, 317-337. 

Matson, Eric. “Have I died and gone to meeting heaven? Fast Company.” Issue 2, April. 
Retrieved April 10, 2009 from 
http://www.fastcompany.com/magazine/02/meetings2.html.

Nunamaker, Jay F. “Special Issue: Decision Support Systems for Teams, Groups, and 
Organizations.” Journal of Management Information Systems, 8 (3), 1991, 3-5. 

Reid, Fraser J. and Hards, Rachael. “The effects of time scarcity on conflict and compromise in 
computer conferencing.” Computers in Human Behavior, 14 (4), 1998, 637 –656. 

Rein, Gail L.  “A group mood meter.” Proceedings of Hawaii International Conference on 
System Sciences, (3), 1991, 308-323.

Reinig, Bruce A., Briggs, Robert O., and Nunamaker, Jay F. “Flaming in the electronic 
classroom.”  Journal of Management Information Systems, 14 (3), 1997, 45-59. 

Wheeler, Bradley C. and Valacich, Joe. “Facilitation, GSS, and training as sources of process 
restrictiveness and guidance for structured group decision making: An empirical 
assessment.” Information Systems Research, 7 (4), 1996, 429-450. 



100

IN-TRANSIT ASSET VISIBILITY AN OPPORTUNITY FOR 
CHINESE SUPPLY CHAIN ADVANCEMENT 

Michael J. Mitchell, International School of Management, Paris, France 
aguilacinco@gmail.com

ABSTRACT

 The principles of supply chain asset management have not changed in millennia, even 
with advances in technology. Present systems actually provide incentives for stops and 
slowdowns in the name of visibility. These costs and slow downs are a significant problem in 
China. This paper suggests that China is in a unique position to leap-frog current technologies 
and actually change the traditional supply-chain paradigm. While building roads, add real-time 
sensors for earthquake event recording. While establishing mobile phone infrastructure, include 
the capability for wireless data transfer from remote un-tethered sensors. When negotiating trade 
deals with other countries, include the capabilities to accomplish customs and security at ports in 
China for faster delivery to customers abroad. China could change the rules of the game. 

INTRODUCTION

The Traditional Supply Chain Paradigm
The management of assets through a supply chain is ultimately constrained by the 

limitations of the processes. The historical assumption has been that the supply chain is 
ultimately controlled by immutable natural laws. Robson points out that this paradigm confines 
itself to that which is measurable or observable, through an inductive approach—“that is a 
preference to proceed from the particular to the general” and tends to favor reductionism—
reducing and dissecting “the number of variables it seeks to treat discreet, relatively controllable, 
phenomena.” (2002).

Present Supply Chain and related logistics systems are focused on assets moving through 
a complex array of processes (see Figure I). Conventional wisdom supported by the need to 
measure at sub levels demands that assets must be stopped to be measured, to check their “state 
of being,” and ultimately to be managed. Traditional systems actually provide incentives for 
stops and slowdowns in the name of visibility. Systems stop movement to scan a barcode, or 
slow down movement by routing the deliverable through a physical location to read an RFID tag. 
To shorten the time through that process the only solution is to increase velocity. There are good 
reasons for slowdowns and stoppages. Knowledge barriers must be overcome to keep a modern 
supply chain flowing smoothly and decision-makers must have the best information possible to 
keep up with the dynamics of the market and their interface to that market. Throughput success 
is measured as the number of assets through the process divided by time.
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This paradigm must deal with negative velocity due to assets moving backward in a queue, 
opportunity loss due to shelf-life constraints, bottlenecks, asset defects, lost assets and lost 
knowledge, requiring the assets be stopped to gain or regain required knowledge (see Figure II).   

Product Time to Sale 
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Transport Raw 
Materials

Manufacture

Package

Transport to 
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This figure highlights the actual 
inefficiencies of negative 
movement in the name of data 
collection and supply chain 
visibility.  The dotted lines 
represent the knowledge barriers 
and the red areas represent the 
slowdowns or stops required to 
overcome those barriers. 

FIGURE II 
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Data silos, visibility voids, expensive systems that attempt to build bridges between silos (instead 
of breaking the paradigm and not creating the silos in the first place) are all part of the 
increasingly complex supply chain. Methods and systems are needed that enable the elimination 
of knowledge barriers and a new paradigm for asset management that doesn’t require the asset to 
be stopped to be measured, managed, or completed. What is needed is a way to send a vastly 
simplified process through an asset while that asset is moving towards final customer fulfillment.

CHINA’S CHALLENGE AND OPPORTUNITY 

As Malone points out, “China is certainly the place to do business. But many analysts 
strongly believe that China also has significant problems, particularly in getting the goods it 
produces to market.” (2006, p.1) Additionally, international firms that once jumped into China 
because everyone else seemed to be doing so, are now looking closer at the total cost of China 
sourcing. Much of their caution is due to the high costs associated with the supply chain. Shi 
pointed out in his Logistics Excellence in China presentation, “Logistics in China’s industrial 
product take almost 90 percent of the whole production cycle time and 40 percent of general 
production costs. Logistics spending in China is about twice the level spent on logistics in the 
United States.” (2006, slide 4). Malone indirectly corroborates Shi’s assertions. “Logistics costs 
as a percent of GDP are about double what they are in the U.S., and in order to keep pace with 
the economy, logistics services have to grow 2.8 percent for every 1 percent increase in GDP.” 
(2006, p.2).

Many of the logistics and supply chain challenges China faces are due to infrastructure 
issues. As Chinese manufacturing moves westward, the physical infrastructure becomes more 
problematic, or nearly non-existent. Hayes highlights the positive, that “Between 1978 and 2002, 
railway freight in China grew threefold from 535 billion tkm to 1,552 billion tkm, equivalent to 
an annual growth rate of 4.5 percent.” But he admits, “At the same time, bottlenecks on the 
railway system caused by insufficient railway lines serving key intercity and national routes pose 
a major constraint to efficient economic growth.” (2006, p.1) Many of these same problems exist 
with Chinese roadways. Where the roadways are clear, the toll costs are extremely high. Malone 
cites, “Trucking a 40-foot container from Beijing to Shanghai can cost as much as $400 in tolls.” 
(2006, p.1).

China has been walking, while much of the developed world has been running at a faster 
and faster pace. This is doubly a serious matter because these developed countries were already 
so very far ahead of China in experience, infrastructure, and focus. As the rest of the world is 
“connecting everything” (Economist, 2007, p.3), China is building needed roads, warehousing, 
ports and communications systems. The Asia Development Bank reports that China enjoys a mix 
of low degree of direct government policy intervention and a high degree of openness to FDI and 
imports. (2003, p. 68) This is giving a “specialized” edge “in fast-changing markets.” (2007, 
p.68) This dynamic edge is enabling China to leap-frog technologies.  Some examples are: 

Chinese conglomerate Huaneng cooperation with Tsinghua University to make the 
concept of pebble-bed nuclear reactors a reality (Innovaro, 2007,  p.2) 
Distributed electrical power to rural areas where current infrastructures are either absent 
or inadequate—driving development of low-cost efficient solar cells and implementation 
of new micro bio-mass systems at a village scale. (Innovaro, 2007, p.2) 
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Engineering firm Arup’s involvement in Dongtan development: 8,400 hectare city of 
mixed use environment that redefines the concept of city.  The city has less than half the 
ecological footprint—water consumption down by 43 percent, water discharge down by 
88 percent and a 64 percent reduction in energy requirements. (Innovaro, 2007, p.3) 
China’s National Development and Research Commission creation of IPv6—the next 
generation internet. “The strategy, outlined in China’s latest five-year plan, calls for the 
country to transition its economy from one based almost entirely on manufacturing to one 
that produces its own scientific and technological breakthroughs.” (Worthen, 2006,  p.1) 

According to Men Xiaowei, a senior economist with the Chinese State Economic and Trade 
Commission, “Lowering costs and strengthening competitiveness have become the internal 
driving forces fro China’s logistics sector. The development of e-business will also take logistics 
to a new level.” (Peopledaily, 2002, p.1) The way to harness China’s new passion for innovation, 
solve their supply chain problems, and catch-up and even leap-frog current best practice supply 
chains is through a new paradigm, where everything is rewarded for staying in motion. 

APPLYING IN-TRANSIT VISIBILITY AND MANAGEMENT IN CHINA 

The In-transit asset visibility and management paradigm is a method for relieving the 
decision-maker from the requirement to stop an asset in order to measure its “state of being.” 
This system would provide for data capture of the asset state of being which includes, but is not 
limited to location, temperature, speed, chemical and biological status, light amount, radiation 
amount, size, volume, and change of state of being over time. These asset management elements 
can also receive information and provide the capability to arrest, alter, and generally control asset 
state of being—all while the asset is in-transit. 

Data capture/management elements should be non-obtrusive and non-obstructionist to the 
state of being of the asset. The sensors should be “un-tethered,” that is, they should not have any 
external power source requirements so they are free to roam with the actual asset, not necessarily 
the asset container, or asset transport system. Assets in this new paradigm are un-tethered as to 
traditional control methodologies because the assets are not constrained to stop to overcome 
knowledge barriers typical of the old paradigm. Instead, state of being can be ascertained at any 
time, anywhere; thus allowing management of the asset on the move. The old measurement of 
throughput (assets through a process) is no longer fully relevant. Instead, we could begin to 
measure how fast the production and delivery process goes through the asset.

Assets in this paradigm are allowed to be un-tethered geographically because of battery 
power and wireless communications. Data communication is accomplished via various 
potentially ubiquitous methodologies including satellite, cellular net control channel, GPRS, 
WiFi, CDPD, peer-to-peer wireless modes, smart RFID, 802.11, and Blue Tooth. These 
communications systems would report to a gateway and become available to authorized users 
and decision-makers via the internet/intranet. 

Additionally, instead of adding additional layers of complex data capture and mining 
tools, this new paradigm enables proactive decision-making through data capture and data 
collection that are immediate, efficient, and efficacious. Through an architecture of decentralized 
data capture (at the asset), data communication (through the infrastructures listed above) and 
centralized data command management is simplified and more “real-time.”



104

The data capture elements are set to capture events of predetermined interest. The data 
capture elements can also be changed to different event envelopes of interest via the data 
communication processes through reverse communications methodologies available with present 
day technology. Only data of established interest are communicated to the data command 
module. Appropriate persons are notified of key events via automated voice and electronic 
systems, to include telephone, cellular phone, pager, and email. Scenarios can also be established 
by the users to manage the asset state of being with or without human intervention. Change in 
temperature or other asset stimulus can be transmitted, warning sounds and signals can be 
produced at the asset end of the system, system shutdown and dormant additional system 
controls can be activated.  Some applications China could incorporate include: 

• Real-time monitoring and management of theft and pilferage 
• Real-time adjustment of shelf life items such as fruit shipments abroad 
• Temperature sensitive material management (chemicals, frozen foods) 
• High value item damage management and mitigation 
• Automobile customer support, real-location advertisements, taxi and deliveries 

management
• Secure mobile storage facilities closer to the customer 
• Secure, customs pre-cleared containers and container security management 
• Facility and guard management 
• Infrastructure safety during natural disasters 

CONCLUSION

There are many applications of this new paradigm. The question is how close is reality to 
this dream of interconnective utopia?  All of these examples are doable with today’s technology. 
It is, “...seeing what everyone else has seen, but thinking what no one else has thought.” (Brody, 
2006, p.1) China’s supply chain is fraught with inefficiencies. Physical infrastructure is 
improving, but as China invests huge amounts in this foundation necessity, other supply chains 
that already have these basics are advancing on other fronts—leaving China to do double 
investment just to attempt to stay competitive. This paper suggests that China leap-frog 
technologies and change the paradigm. China has the opportunity to:

Create and deliver understanding through real-time supply chain visibility and 
management
Capture information and control systems that actually provide lead time 
Remove structural constraints--pushing the “chain” through the “supply” instead of the 
traditional supply through the chain method. 
Eliminate the middle man and middle infrastructure 
Reduce the bullwhip phenomena
Integrate Information Technology with people and systems to produce a new way of 
management—not just a faster or cheaper way 
Reduce bottlenecks 
Create customer centric models through smarter delivery that meets customer demand, 
not supply chain filtered customer demand 
Elimination information silos
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Take advantage of true borderless “manufacturing” through un-tethered data and event 
capture visibility and un-tethered in-transit asset management 
And leapfrog the world’s supply chain methods and systems by using technology in a 
new way—creating a new paradigm.

Finally, some supply chains are reminiscent of the seeming chaos of the Shanghai Circus. 
The job gets done because of highly skilled and capable supply chain managers. But there is a 
shortage of these skill sets that will continue to grow under the old paradigm. Decision-makers 
need to find new ways to break though these challenges. In-transit asset visibility and 
management is one paradigm departure that seems to offer some new clarity. Who will get there 
and when is not clear. What is clear is that the traditional scientific paradigm of supply chain 
methods and processes are not a sufficient answer for global success in the years to come. A 
system that can handle the potential dynamics of nearly everything in motion was best expressed 
by Heinz Pagel: “Science has explored the microcosmos and the macrocosmos.... The great 
unexplored frontier is complexity. I am convinced that the nations and people who master the 
new science of Complexity will become the economic, cultural, and political superpowers of the 
next century."  (1989, p. 27) 
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ABSTRACT

As multilingual meetings become more common with globalization, technology can be 
used to facilitate transmission and comprehension of knowledge. This paper describes a 
prototype system that automatically converts spoken English into any of 50 other languages for 
display on a screen during a presentation. A test with German and Spanish as target languages 
showed comprehension of the final text was about 90% and 93% respectively. With this system, 
we believe people in an audience who are not fluent in English or do not hear well can better 
understand a speaker. Further, a transcript in multiple languages is available immediately after 
the lecture. 

INTRODUCTION

Meetings and seminars involving people who do not know a common language (e.g., 
English) or know it imperfectly have traditionally relied upon human interpreters. However, 
interpreters can be difficult to schedule, especially for obscure languages, and costs can be high. 
For example, in 2006, the European parliament spent about US $400 million or 30% of its 
budget on the interpretation and translation of speeches and documents (Accipio, 2006), and a 
capable interpreter can make up to US $850 per day (Ehow, 2009). As a consequence, only a 
fraction of all potential multilingual meetings are held.

Real-time display of single-language captions with phonetic keyboards can help those 
with hearing problems, but this is also limited by the costs and occasional unavailability of 
stenographers (Wald, 2006). However, computer speech recognition (CSR) or simply speech 
recognition (SR) can automatically provide real-time captioning presented on a screen for 
spontaneous speech and thus support presentations. Further, the computer-generated text can be 
saved to a file, alleviating the need for the audience to take notes or remember all the details. 
Those who are absent may review the verbatim minutes immediately after a speech.

By integrating SR with machine translation (MT), a speech can be automatically 
converted to text in multiple languages for display on a screen at the front of an audience. With 
this combination of technologies, those who are not fluent in the speaker’s language can 
understand a speech more clearly. In this paper, we describe a prototype automated interpreter 
combining commercial SR software and a free Web-based translation service. A test with 
interpretation of spoken English to German and Spanish text shows that most of the problems 
occurred because of SR rather than MT errors, but the overall accuracy was very good.
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BACKGROUND

In a simultaneously interpreted bilingual or multilingual meeting, an interpreter attempts 
to render speech into another language at nearly the same time as a speaker talks, but usually 
after the completion of a phrase or an entire sentence. If multiple languages are used, participants 
can wear headsets while interpreters in sound-proof booths speak into microphones. In this 
manner, the same speech can be interpreted into several languages at once with very little time 
lag.

However, we believe that automatic speech recognition combined with machine 
translation can support or possibly supplant these human interpreters in many meetings.

Automatic Speech Recognition 
Attempts to automate speech recognition began decades ago, but great improvements in 

accuracies and speed have been made over the past few years, and several commercial SR 
programs are now available for many languages including English, Spanish, German, and French 
with Dragon Systems NaturallySpeaking and IBM’s ViaVoice (Barnett, et al., 1996; Dragon, 
2009; Zafar, et al., 1999). Under ideal conditions with no background noises and thorough 
system training for a particular speaker’s voice mannerisms (enrollment), these systems have 
been claimed to achieve up to 99% accuracy at 150 words per minute (Dragon, 2009).

However, in tests with novice users, poorer results are usually obtained. In a test at PC 
Labs with ViaVoice, five subjects obtained an accuracy of 89.1% at 74 wpm and 87.8% at 69 
wpm, and a study of 12 users speaking 300 words with minimal training found no difference 
between DragonNaturally Speaking Version 5.0 and ViaVoice Version 8.0 (both about 80% 
accuracy) (Broughton, 2002).

One study with Dragon Systems was able to achieve 97% accuracy with just 30 minutes
of user enrollment and training (Zafar, et al., 1999). Another study with a different version of the 
software found that subjects generated 149% more words in the same amount of time using SR 
than with typing, but more of the words were inaccurate (Rebman, et al., 2003). On average in 
this study, accuracy using SR was approximately 85% for “easy” text and 62% for “hard” text 
while accuracy for typing was about 98% and 97%. A final study with10 sample passages with 
varying complexity found the absolute SR accuracy was about 79% while an adjusted error rate 
accounting for reader comprehension was 91%, and the accuracy for proper nouns was 54% 
(Aiken & Wong, 2001). 

SR in Lectures 
Despite the often poor accuracy in transcriptions of text, SR has the potential to increase 

the productivity of seminars by automatically and cost-effectively providing synchronized 
captions (Bain, et al., 2005). Because the average adult reading speed for English is 250 to 300 
words per minute (Wald, 2006), and people speak at 125 to 160 wpm (De La Paz, 1999), 
audience members might be able to listen and read previous lines of text simultaneously, 
enhancing the communication and their comprehension of information. 

However, early trials with Dragon Systems and ViaVoice found that the technology might 
be unsuitable for some speakers, as the software requires the dictation of punctuation (e.g., 
saying “period” or “question mark”) to terminate sentences, creating somewhat awkward speech 
(Wald, 2006). Without the dictation of punctuation, the SR software produced a continuous 
unbroken stream of text that was very difficult to read and comprehend. Nevertheless, the trials 
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showed that reasonable accuracy could be achieved by interested and committed lecturers who 
spoke very clearly and carefully after extensively training the system

AN SR-MT PROTOTYPE 

Although several systems have been developed to convert speech to text or even to 
further speech, they all use local technology and are limited to a few languages. Here, we discuss 
a prototype that uses easily obtainable software which enables other researchers to replicate our 
results. Further, this new, integrated software enables automatic interpretation among far more 
languages than prior systems. The prototype combines Dragon Systems Naturally Speaking 
version 6.0 for SR, a free Web-based translation service (Google Translate - 
http://translate.google.com/#), and locally developed software based upon MicroSoft’s Visual 
Studio 2008 to extract translations from Google.

The user simply starts Dragon Systems (after the enrollment process for the SR software 
to learn the user’s voice), places the cursor in the top textbox of the automatic interpreter 
program, and begins speaking. Dragon Systems converts the speech into text which is placed in 
the textbox after a few words are spoken. When the user completes a sentence by saying 
“period,” “question mark,” or “exclamation point,” the interpreter program appends the text to a 
file, submits the new sentence to Google Translate, extracts the results, and posts the translated 
text in the appropriate textboxes within one second. Further, as the user speaks, the first textbox 
automatically scrolls down, and the translation textboxes scroll at the same time, thus showing 
the equivalent sentences simultaneously. By displaying the program on a projection screen while 
talking, an audience that does not know English well can better understand the information. 

Google Translate currently provides automatic translation among 51 languages, while 
Dragon Systems provides versions of SR in Dutch, English, French, German, Italian, and 
Spanish. Thus, with this technology, a user could speak in any of these 6 languages and receive 
the equivalent text in any of the other languages Google supports. English, German, and Spanish 
were chosen for this study simply because an evaluator was available who was familiar with 
these three languages. Also, a prior study showed that good translations could be obtained when 
German or Spanish was converted to English (Aiken, et al., 2009). 

Prototype Testing 
In an attempt to test the accuracy of the system, a male, native English speaker went 

through approximately 15 minutes of enrollment with Dragon Systems and selected a sample of 
48 travel phrases with 244 words in English from the Fodor’s Web site found at 
(http://www.fodors.com/language/).

SR accuracy 
We asked an objective evaluator to judge the quality of the English transcriptions. 

Overall, seven sentences were wrong, but 93.44% of the English text was judged to be 
understandable.

In addition, the BLEU, TER, and F scores were calculated using Asia Online Language 
Studio Lite (http://www.asiaonline.net/Default.aspx ). BLEU (Bilingual Evaluation Understudy) 
measures how closely a target text matches an original text, and the method was one of the first 
metrics to achieve a high correlation with human judgments of quality (Coughlin, 2003; 
Papineni, et al., 2002). The TER (Translation Error Rate) measures the amount of editing that a 
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human would have to perform to change a system output so it exactly matches a reference 
translation (Snover, et al., 2006) and also correlates well with human judgment (Snover, et al., 
2005). Finally, the F measure combines the recall and precision of the translation. Results 
showed a BLEU (insensitive to case) score of 94.93 (perfect = 100), an F-score of 97 (perfect = 
100), and a TER of 4 (perfect = 0). 

Although not perfect, this result (93.44%) compares favorably with the 80% accuracy of 
the Broughton (2002) study, and the 62% and 85% accuracy of the Rebman, et al. (2003) study. 
It was about the same as the 91% accuracy of the Aiken and Wong (2001) study, but lower than 
the 97% accuracy of the Zafar, et al. (1999) study. However, subjects in this latter study trained 
the system for twice as long, and higher SR accuracies can be achieved with more system 
enrollment (Moore, 2003). 

Translation Accuracy 
We asked a native English speaker moderately fluent in German and Spanish to judge 

how similar the meanings of the final translations were to the original English text. Scores are 
indicated in Table 1. The mean German accuracy was 89.65% while the Spanish accuracy was 
92.98%. Thus, nearly all of the miscomprehension in the final translations arose from the English 
speech recognition errors. 

Although direct comparisons cannot be made because of different source text samples 
and input and output languages, these results were better than the 80% accuracy found using 
German, English, and Japanese in the Wahlster (2000) study and were about the same as the 
89.9% found using English and Chinese in the Wang & Seneff, (2006) study.

The accuracy could be improved with further user enrollment, but one study has found 
that transcripts having a word error rate of 25% or less are useful in webcast archives (Munteanu, 
et al., 2006). Thus, we believe the SR-MT prototype is already useful for many oral 
presentations. However, another study (Van Buskirk & LaLomia, 1995) found that the “just 
noticeable difference” for accuracy appears to be between 5% and 10% for most people. That is, 
the accuracy of this prototype would have to improve to at least 95% for most people to notice a 
change.

CONCLUSION

Automatic speech recognition can be used in lectures as a tool to assist hearing impaired 
audience members as well as to provide ready and complete documentation. Captioning by hand 
is slow and expensive, but SR could provide a cost effective alternative. In combination with 
automatic translation, the technology can provide simultaneous captions for a multilingual 
audience, reducing or eliminating the need for a human interpreter. 

This paper has described a prototype SR-MT system than provides automatic 
interpretation of spoken English to any of 50 other languages, although only German and 
Spanish were used for testing purposes. We consider the test’s 89.65% accuracy for German and 
the 92.98% accuracy for Spanish to be satisfactory, especially if the alternative is no 
interpretation at all. With only small changes, completely automated speech-to-speech 
interpretation can be provided through mobile devices in many languages, unlimited by topic 
area.
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ABSTRACT

The main aim of this study is to understand digital TV broadcasting adopters’ media 
usage by identifying their profile in Turkey. According to this aim, this study attempted to 
determine the demographic characteristics of digital TV broadcasting adopters and media usage 
level with a sample of Anadolu University workers. In addition, this study aimed to find out 
demographic variables, media usage frequency differences between adopters of digital TV 
broadcasting and non-adopters. The result of analysis shows that there was a significant 
differences between adopters’ and non-adopters’ income, number of household members, 
number of child, and education level; but no significant differences were found between 
adopters’ and non-adopters’ age and sex. There is no significant differences between adopters’ 
and non-adopters’ internet usage or reading frequency of newspaper and magazine. No 
significant differences between adopters’ and non-adopters’ viewing time of TV and frequency 
of movie going was found. 

INTRODUCTION

Nowadays, recent developments of digital technologies, which are known as computer 
languages, caused digitalization of mass communication vehicles. Interaction, easiness, and 
speed bring about digital technologies and cause some changes in social life. With digital 
convergence, distance between computer and television is no longer significant (Chan-Olmsted 
and at al., 2005, p.327). This convergence that started in the later 1990’s, revealed the “teleputer” 
concept (Fidler, 1997, p.196). Teleputer describes collimation of TV as a computer according to 
the personal wishes, needs and expectation. Swedlow (2006) argues that by the digital television 
broadcasting, television transformed into more participant, using for more infotainment, 
nonlinear, focus more advertising, and two-way information platform. Television is positioned as 
a device that is used for information and communication by the viewer. Interaction in the 
television defined as new TV viewing experience that viewer able to control over what, when 
and how he/she watch or actively participate in the program (Jensen, 2001, p.352). In Turkey, 
digital television broadcasting started delivering programs to the viewer via digital platforms at 
beginning of 2000’s. With digital platform, facilities such as interactivity, the watching ability of 
coded programs can be served to the subscribers. The digital platform subscribers’ experiences 
and perception which determines transforming from analog TV broadcasting to digital 
broadcasting, will effect diffusion of this broadcasting technology.

DIFFUSION OF DIGITAL TV BROADCASTING AND ADOPTION OF NEW 
TECHNOLOGY

The special features of digital TV broadcasting give new dimensions, uses, and positions 
of TV as an interactive mass communication vehicle. However it’s not well known how the 
special features of digital TV broadcasting will affect existence of this new technology. Because 
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the thoughts of people, who are the first user of new technology and known as “critical mass”, 
are an important factor to define the life of new technology. The first studies about adoption and 
diffusion of new technologies was done by Everett M. Rogers. Rogers’ theory of “diffusion of 
innovation” is an area of communication studies which tries to explain how the new technologies 
are adopted by the people and how innovations diffuse in the society (Mutlu, 1998, p.371). 
Diffusion of innovation theory explains how the users moved the new technologies to the others, 
evaluated new technologies and adopted (Kang, 2002: 1995). Diffusion of innovations theory 
that foregrounds technology and ideology was introduced by Rogers and Shoemaker in 1973. 
Rogers revised the theory according to the new communication technology in 1995 and argues 
five stages for innovation decision process: Knowledge, persuasion, decision, implementation 
and confirmation (Rogers, 2003, p.169). 

Diffusion of innovation speed is an important factor for diffusion of new technology. The 
factors that affect diffusion of innovation, such as speed, also affect the ratio of adoption of 
innovation. These factors are relative advantage, compatibility, complexity, trialability and 
observability. Receivers adopt an innovation in a short time if the innovation has more relative 
advantage, compatibility, complexity, trialability and observability than the others (Mahler and 
Rogers, 1999, p.723). Rogers (2003, p.279) defines five adopter categories in the innovation of 
diffusion theory. These are innovators, early adopters, early majority, late majority, and laggards.
Individuals in these categories differ from others according to their various characteristics (Kang, 
2002, p.196). The criterion for adopter categorization is innovativeness, the degree to which an 
individual or other unit of adoption is relatively early in adopting new ideas than other members 
of social system (Rogers, 2003, p.280). According to Rogers (2003, p.281), 2.5% of individuals 
in a system are innovators, 13.5% of individuals are early adopters, 34% of individuals are early 
majority, 34% of individuals are late majority and 16% of individuals are laggards. 

Demographic characteristics such as personality, education, social economic status, age, 
etc. of individuals in these categories differ from each other. For example, while late majority 
can be defined as individuals who have low income, more conservative, and negative attitudes 
toward new technologies, innovators can be defined as individuals who have more income, 
curiosity, and positive attitudes toward new technologies (Rogers, 2003, p.281–283; Dupagne, 
1999, p.40). Studies about diffusion of innovation focused mostly characteristics of individuals 
who tend to adopt new technology. Diffusion of innovation theory defines adopters of new 
media as more daring, less dogmatic, and more risk taking individuals in order to satisfy their 
self-needs (Atkin et al, 2003, p.162).

The studies based on adopter categories of Rogers focused on innovators and early 
majority. Innovators are passionate lovers of technology and adopt new technology for their 
enjoyment. We can define innovators as passionate lovers of technology who are the first adopter 
of the new technology. Early majority is comprised of curious adopters and this group 
determines the continuity of the product (Chan-Olmsted et al. 2005, p.331). Demographic 
characteristics and media usage behavior was investigated as a predictor of new media adoption 
in the new technology adoption studies. In these studies, generally independent variables are 
demographic variables, media usages, technology ownership, adoption need, and satisfaction, 
while the dependent variable is adoption categories (Chan-Olmsted at al. 2005, p.328).

Digital TV broadcasting can be called as new communication technology in Turkey. 
Digital platform subscribers’ penetration rate is 7% and these subscribers can be called as 
innovators and early majority. Digital platform subscribers’ perception about this new 
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technology, also these subscribers can be called as critical mass; will determine the future of this 
broadcasting technology in Turkey.

METHODOLOGY

The main aim of this study is to understand digital TV broadcasting adopters’ media 
usage by indentifying their profile in Turkey. According to this aim, the following research 
questions were determined. 

• What are the demographic profiles (age, sex, education, household number, number of 
child, income) of digital TV broadcasting adopters? 

• Are there any significant differences between demographic profiles of digital TV 
broadcasting adopters and demographic profiles of non-adopters? 

• Are there any significant differences between media usage frequency of digital TV 
broadcasting adopters and media usage frequency of non-adopters? 

Respondents were selected with systematic random sampling technique from the Anadolu 
University workers. Two-part surveys were distributed to 819 respondents via mail and 513 
surveys were returned. Response rate is 63%.  In the first part, demographic variables (age, sex, 
income, education, child number, the number of household member) were collected. Age, child 
numbers, the number of household members and income are continuous variable; sex and 
education are categorical variables. The second part of the survey includes media usage level.  In 
this stage TV watching, newspaper and magazine reading, uses of internet, and movie going 
frequency were asked. In order to statistically analyze a new nominal variable was created by 
coding digital platform subscribers as adopters and non-subscribers as non-adopters. Adopters 
were considered innovators and early adopter while non-adopters were coded as either early 
majority, late majority, and laggards. For the statistical tests, T-test and independence chi-square 
test was used according to the variable type.

RESULTS

The mean of age is 33.5 for adopters and 32.1 for non-adopters. The mean of income is 
3030.11 TL for adopters and 1781.45 TL for non-adopters. The mean number of household 
members is 2.95 for adopters and 3.53 for non-adopters. The mean of child number is 0.93 for 
adopters and 1.26 for non-adopters.

To find out differences between adopters and non-adopters according to the age, income, 
number of household members and child numbers, T-test was used. The T-test results can be 
seen in Table 1. T-test results show that while there is no significant difference between mean of 
adopters’ and non-adopters’ mean age, there is significant difference between adopters and non-
adopters according to mean income, number of household members, and number of children. 
Adopters have more income than non-adopters. More people are leaving non-adopters’ 
households and non-adopters have more children than adopters.



115

TABLE I T- TEST RESULTS BETWEEN ADOPTERS AND NON-ADOPTERS 
ACCORDING TO THE AGE, INCOME, NUMBER OF HOUSEHOLD MEMBER 

AND CHILD NUMBER 

Variable
Adopting 

categories N Mean t p

Adopters 99 33.54

Non-adopters 408 32.15

Adopters 99 3030.11

Non-adopters 408 1781.45

Adopters 94 2.95

Non-adopters 398 3.53

Adopters 99 0.93

Non-adopters 408 1.26

Age 1.548 0.124

Income 4.391 0.000*

Number of household members -4.437 0.000*

Child number -3.236 0.001*

      *p<0,05 

Results show that 64% of adopters are women, 36% are male, while 53% of non-adopters 
are women and 47% are male. Chi-square independence test was used to find out differences 
between adopters and non-adopters according to the sex. According to the chi-square test results 
there is no significant relationship between adopters’ sex and non-adopters’ sex (X2= 3.519, df=1 
p>0.01). Additionally, Chi-square independence test was used to find out differences between 
adopters and non-adopters according to education. According to the chi-square test results there 
is significant relationship between adopters’ education and non-adopters’ education (X2= 40.310; 
df= 5; p<0.01). Adopters are more educated than non-adopters.

The average weekday TV viewing time of adopters is 2.8 hours and the average weekday 
TV viewing time of non-adopters is 2.9 hours. The average weekend TV viewing time of 
adopters is 4.1 hours and the average weekend TV viewing time of non-adopters is 4.4 hours. 
According to the T-test result, which was done to the find out differences between weekday-
weekend TV viewing time of adopters and non-adopters, there is no significant difference 
between adopters and non-adopters (Table 2).

TABLE II T-TESTS RESULT BETWEEN WEEKDAY-WEEKEND 
TV VIEWING TIME OF ADOPTERS AND NON-ADOPTERS 
Variable Adopting 

categories
N Mean t p

Adopters 99 2.85
Non-adopters 408 2.94
Adopters 99 4.14
Non-adopters 408 4.47

Weekday TV viewing time -0.4929 0.622

Weekend TV viewing time -11.485 0.252

      p>0,05 

Average internet usage time of adopters is 4.6 hours in a day and 3.86 hours in a day for 
non-adopters. According to the T-test result which was done to the find out differences between 
daily internet time usage of adopters and non-adopters, there is significant difference between 
adopters and non-adopters (Table 3). Thus, adopters are using internet mostly.
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TABLE III T-TEST RESULT BETWEEN DAILY INTERNET USAGE TIME 
OF ADOPTERS AND NON-ADOPTERS 

Variable Adopting 
categories

N Mean    t p

Adopters 99 4.6
Non-adopters 408 3.8

Daily internet usage time 25.334 0.012*

             *p<0,05 

Average movie going time of adopters is 1.1 days in a month and average movie going 
time of non-adopters is 1.1 days in a month. According to the average movie going times, it is 
possible to say that there is no difference between movie going time of adopters and non-
adopters. The mean of newspaper reading in a week is 5.1 days for adopters and 2.5 days for 
non-adopters. The mean of magazine reading in a week is 1.6 days for adopters and 1 day for 
non-adopters. Results show that 4% of adopters and 7.8% of non-adopters never read a 
newspaper during the week, while 27.3% of adopters and 50.2% of non-adopters never read 
magazines during the week. 

To find out difference between newspaper-magazine reading mean for adopters and non-
adopters, T-test was used. According to the T-test results, there is significant difference between 
adopters’ newspaper-magazine reading mean and non-adopters’ newspaper-magazine reading 
mean (Table 4). Adopters read more newspapers and magazines than non-adopters. 

TABLE IV T-TEST RESULTS BETWEEN NEWSPAPER-MAGAZINE 
READING MEAN OF ADOPTERS AND NON-ADOPTERS 
Variable Adopting 

categories
N Mean    t p

Adopters 99 5.1
Non-adopters 408 4.5
Adopters 99 1.6
Non-adopters 408 1.0

Newspaper 2,598 0.010*

Magazine 3,235 0.000*

             *p<0,05 

CONCLUSION

As a descriptive study, the aim was to find out demographic characteristics and media 
usage level of digital platform adopters and non-adopter in Turkey. Young people are more 
disposed to adopt new technologies than elders (Bjoerner, 2003, p.94). Bjoerner (2003, p.94) 
argues that age and sex are important variables for adopting new technologies. Males are more 
disposed to adopt new technologies than females. Contrary of Bjoerner’s findings, no significant 
differences were found between adopters and non adopters according to the age and sex in this 
study. On the other hand, parallel to the literature, this study found that adopters are more 
educated and have more income than non-adopters. Studies about adopting rate argue that more 
educated people and people who have high income adopt new technologies faster than others 
(Chan-Olmsted at al., 2005, p.328). Education is important variable to understand messages 
which were sent via mass communication vehicles. The variables which affect awareness level of 
innovation are the usage of different communication medium, income and sex (Atkin at al. 2003, 
p.161). In this study, number of household member and child number were found as variables 
which affect adopting level. Less people are living in the adopters’ household and adopters have 
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fewer children than non-adopters. According to Svennevig’s study (2004, p.157) people are 
viewing TV 4 hours in a day. This TV viewing time is higher than any other activity time, such 
as conversation with friends, eating foods, doing house work, reading, and shopping. In addition, 
TV viewing time is higher than exposure to other communication vehicles. Findings of this study 
do not support Svennevig’s finding about TV viewing. On the other hand, adopters use more 
internet and read magazine and newspaper more than the non-adopters. In conclusion, Rogers’ 
five adopter categories from diffusion of innovations were coded as adopters and non-adopters 
and analyses based on these two categories were performed. Rogers’ five adopter categories 
should be investigated in the further research, especially as new technologies develop.
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ABSTRACT

What is now known as “computer technology,” evolved into “information technology,” 
while the earliest study of how to use these machines became known first as “electronic data 
processing,” and “information systems”. In the 1950s and 1960s, some workers had become 
interested in some way to recognize their capabilities. The earliest certification program in the 
computer discipline was to recognize the data processing managers.  The role of certification had 
increased since 1973 because commercial manufacturers and vendors have joined the initiative. 
This paper explores the issues of certifications and examines their relevance in determining 
professional qualifications for IT personnel. 

INTRODUCTION

The earliest workers in corporations learned how to use this new equipment “on the job,” 
mostly by mentoring. Early programs of study arose in vocational schools and community 
colleges, with titles such as “electronic data processing.” These evolved into “Management 
Information Systems” programs of study in business schools and colleges.

The study of these new machines became known as “computer technology,” then evolved 
into “information technology,” while the earliest study of how to use these machines became 
known first as “electronic data processing,” and “information systems.” Before college programs 
were available in the late 1950s and 1960s, many of the workers had become interested in some 
way to recognize their capabilities. The earliest certification program in the computer discipline 
was started in 1962 by the Data Processing Management Association (DPMA), now the 
Association for Information Technology Professionals (AITP), to recognize the data processing 
managers by means of the Certified Data Processor (CDP) examination. The role of certification 
increased as other professional associations joined in the effort to give the workers a means of 
recognizing their capability, creating the Institute for Certification of Computer Professionals in 
1973, now renamed as the Institute for Certification of Computing Professionals.

The role and influence of computer certification has grown rapidly as commercial 
manufacturers and vendors have joined the initiative, with hundreds of certifications now 
available to the worker in information technology. This paper explores the issues of certifications 
and examines their relevance in determining professional qualifications for IT personnel. 

LITERATURE REVIEW 

A certification is a confirmation of an adequate knowledge and skills in a specified 
occupation (Cantor, 2002). Certification can either be issued by industries that are product 
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related or by professional associations and organization. Cantor (2002) discussed two types of 
certification: those issued by the industry and those issued by organizations or professionals.  
Certification establishes a standard of competency in specific areas and job roles, (Montate, et. 
al. 2001). Because Information Technology (IT) certifications represent a standard of 
measurement for specific IT skills, companies seek out professionals with these credentials, (AL-
Rawi, Lansari, & Bouslama, 2005).  Cosgrove (2004) notes that while academic qualification   
acts as a stepping stone into the industry, industry qualification attests to his competence to use 
specific products.  Many companies in their search for professionals to employ prefer an industry 
certification in addition to a tertiary qualification (Roberson, et. al. 2004).  Certification does not 
just help in getting your first job; it facilitates career advancement and job opportunities, 
(Bowman, 2002). Cegieski, et. al.’s (2003) research found that end users of networks 
administered by certified professionals did not have higher perceptions of the network than non 
certified end users of networks administered by non certified technicians. In the industry, many 
people agree that certification is a verification of knowledge and requisite skills, (Eggert, 2001).

CERTIFICATION AND CREDENTIALING 

Certification affirms a knowledge and experience base for practitioners in a particular 
field, their employers, and the public at large. Certification represents a declaration of a 
particular individual’s professional competence. In some professions certification is a 
requirement for employment or practice. In all instances, certification enhances the 
employability and career advancement of the individual practitioner or employee. Many 
organizations in today’s competitive and challenging economy have recognized their workforce 
as their most valuable asset. Likewise, individuals, whether employed or self-employed, know 
that now more than ever before they must acquire and maintain more comprehensive skill-sets to 
ensure their own attractiveness and ability in the workplace. The benefits of certification include: 

• Higher wages for employees in the form of bonuses, education assistance or higher 
salary.

• A more productive and highly trained workforce for employers. 
• Prestige for the individual and a competitive advantage over non-certified individuals... 
• Enhanced employment opportunities. 
• Assisting employers in making more informed hiring decisions. 
• Assisting consumers in making informed decisions about qualified providers. 
• Protection of the general public from incompetent and unfit practitioners. 
• Establishment of a professional standard for individuals in a particular field. 

A professional certification is earned by a person to give assurance that the person has 
attained appropriate and acceptable knowledge to perform a task in the workforce. Such 
assurance is helpful to employers and gives an advantage to the individual seeking a position. 
Although many educational organizations offer a certification to students completing a course 
which are considered certificates of completion and not professional certifications A professional 
credential is evidence that credibility can be given to allow easy recognition of the holder.  The 
National Organization for Competency Assurance (NOCA) published a new standard for the 
development and delivery of assessment-based certificate programs. (Andrews, 2009). Standard 
1100 were published in January 2009 and were recently submitted for ANSI accreditation. 
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According to the NOCA standard, a professional certification program is a non-governmental 
program that

• Delivers an assessment based on industry knowledge not related to training courses or 
course providers, and 

• Grants a time-limited credential to anyone who meets the assessment standards. 

According to NOCA, professional certifications are independent of training courses. The 
primary focus of professional is on assessment. The assessment conducted by a certification 
program is independent of a specific class, course or any provider of classes, course or programs. 
(NOCA, 2009). The examination for professional certification is used to select those who meet 
the assessment standards. The distinction between certificates and certifications is important 
when one considers NOCA Standard 1100 stipulates that the use of letters, acronyms and the 
word “certified” are to be done by holders of professional certifications. (NOCA, 2009). In some 
instances, the attainment of a certification credential has given special immigration status to 
workers attempting to move from country to country.

INFORMATION TECHNOLOGY CERTIFICATION 

In an industry where technology and skills are always changing, certification provides an 
up-to-date training in IT skills to meet the ever changing industry. Certifications are generally 
renewed periodically or may be valid for a specific period of time.  The originators of credentials 
for IT certification have been non-profit organizations, industry sponsorships, professional 
associations, and educational organizations. One such originator group, the Computing 
Technology Industry Association (CompTIA), is a non-profit board of commercial vendors. 
Another originator group, Institute of Electrical and Electronic Engineers- Computer Society 
(IEEE-CS) is a non-profit trade organization. Some countries, such as Japan and Canada, have 
one such certification with recognition from their government. Another organization, the 
Institute for the Certification of Computing Professionals (ICCP), originated as a group of non-
profit organizations dedicated to coordinating the certification efforts on behalf of its 
organizational members on behalf of the industry. A movement for a global credential in this 
discipline is now being promoted by the International Federation for Information Processing 
(IFIP), for recognition in an international perspective..

As the IT Industry developed and specialized skills were needed, certification became the 
process by which IT skills were evaluated. When Data Processing Management Association 
(DPMA) started the Certified Data Processor (CDP) credential they wanted a way to evaluate 
applicants for positions to work in their companies. Certification in the computing field then 
evolved from this program. In the 1970s, other non-profit associations joined their efforts to 
create the Institute for Certification of Computer Professionals (ICCP), later changed to become 
the Institute for Certification of Computing Professionals (ICCP). Much later, companies such as 
Microsoft, Novell, Sun Microsystems, International Business Machines Corporation (IBM), 
developed their own certification programs too, so today, we have over a thousand certification 
credentials.

IT certification can be classified into two types, namely vendor-specific and vendor-
neutral certification. Vendor-specific certifications are vendor-product specific. As IT 
Companies developed new products, they wanted a way to sell, and support their products.  In 
order to increase their market share, they needed a technical sales force that is trained and 
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certified in their proprietary products. The more people are certified in a company’s product, the 
better product support and the greater share of the market the company will have. Vendor-
specific certifications programs are tailored specifically for those workers who would use that 
vendor’s technology. Novell led other companies in certification for networking of computers 
when in 1989 it created the first IT certification to support and monitor its products.  . 

Vendor-neutral certifications that are non-vendor-specific are issued by organizations or 
professional associations. These are certifications developed and issued by non-profit 
organizations, governments, and professional associations. A vendor-neutral certification focuses 
on job skills by demonstrating key concepts critical to current market place job roles and has 
core objectives that are often reinforced through popular hardware or software tools, but focus on 
job skills rather than software or hardware skills. (Prosoft, 2005). Also, Antienza (2001) asserted 
that vendor-neutral certifications reflect how technologies work by focusing on concepts relative 
to the underlying technology. This prepares the individual to work in multi-vendor environment. 
Although vendor-neutral certification came later than vendor-specific certification, it is 
becoming more popular because it emphasizes multi-vendor skills. While vendor-specific 
certifications continue to dominate the certification market, they are losing ground to vendor-
neutral certifications because of the requirements for multi-vendor skills (Zarley, 2004). Vendor-
neutral certifications provide core knowledge that is useful in supporting products from a variety 
of vendors (Roberts, 2004).

CERTIFICATION AS A MEASUREMENT OF INFORMATION TECHNOLOGY 
PROFESSIONALISM

Certification programs and credentials are used as evidence of the worker having passed 
a formal testing of competence, as well as having attested to a code of ethics. Such programs are 
often supported by the relevant association, although limiting entry into a profession, in most 
jurisdictions, requires regulation by government, typically described as licensing.

On the whole, university faculty have not recognized, nor given much credence, to 
certification credentials, not for job placement nor for course equivalency. However, at the 
vocational level many educational institutions offer courses directed specifically at a certification 
exam, with some arranging to offer the examination at their site. Many corporations recognize 
the attainment of a certification credential for their workers and will provide reimbursement for 
expenses incurred.  On the other hand, some corporations give little weight to certifications in 
their hiring practices, with most of the weight given to college degrees.

IT credentials represent a standard of measurement for specific IT skills. Companies are 
seeking out professionals with credentials. Employers require IT graduates with bachelor degrees 
to have certification because certifications give graduates advantages against non-bachelor 
degree holders and help graduates demonstrate their acquisitions of the necessary skills that can 
make them highly productive. (Al-Rawi, Lansari & Bouslama, 2005).

The IT industry now generally uses certification as a measure of certain knowledge and 
proficiencies of its workforce.  Certification standardizes required knowledge of prospective job 
candidates and the general workforce.  Managers may look for IT certifications to ensure that job 
candidates possess at least a base level of required knowledge, (Hunsinger, 2004).  Thus people 
who are not certified may not be considered for hiring.  Certification is a stepping stone to being 
hired, and key to other opportunities, such as high salaries, promotion, recognition, marketability 
and easy global job opportunities. 
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IT certification demonstrates that the holder understands all aspects of a particular IT 
topic and practice. That person is considered capable of showing his commitment to expanding 
his knowledge and taking on increasing responsibilities. IT certification provides an objective 
measurement to assist in helping an employer to select the right job candidate, creates a 
workforce capable of succeeding in the increasingly competitive global economy. It also gives 
the employer an independent assurance that the holder of the certification can perform on real-
world projects and in real-world situations 

Robertson (2003) believes it is a demonstration of professionalism with the industry, and 
a visible sign of commitment and those industry stake holders benefit from an objective, fair and 
meaningful system of certification, and have a right to expect its workers are qualified. There are 
some companies which prefer candidates with practical experience over certified inexperience 
candidates. Due to this problem of experience versus theory, there are now some criticisms on 
over-reliance on certification. Cegielski (2003) found that certification is not a positive predictor 
of ability. Additionally, certified technicians have access to additional technical support. 

A new trend towards IT Certification is emerging. This is known as performance-based 
certification. Knowledge-based examinations measure a candidates understanding of vocabulary, 
a body of knowledge, and some practices, whereas performance-based certification infers an 
ability to perform tasks at a given level, giving a greater degree of assurance and value (Ireland, 
2003). IT companies encourage formal education institutions to teach IT courses for possible 
employment at entry levels. At the vocational level, many educational institutions offer courses 
directed specifically at a certification examination and at the graduate school level many 
universities offer a track within a master’s program that is directed toward a specific certification 
credential. A recent innovation at the college and university level is the emphasis on having a 
means of assessment of learning, and one instrument that has been popular to use in assessing 
systems analysis and in information systems learning outcomes is a certification examination. 
Education institutions gain access to industry-sponsored IT curriculums. These curriculums are 
responsive to professional needs and can easily be aligned to various standards (Randle & Zirkle, 
2005).

Vendors benefit when their curriculum is introduced into classrooms. They gain an 
allegiance of trained workers to support their products, services and technologies. IT certification 
may act to satisfy the training needs to support the products and services of a company (Barlett, 
2002). They also increase vendors, market shares and revenues. A preference is developed for 
particular products by students working with a particular vendor’s software, hardware, and 
proprietary curriculum. This eventually promotes that brand of technology. IT certifications play 
an important role for both student that use the skill to get employment, institutions, and also 
important to vendors that create them because they serve as a means of promoting the adoption 
of their products and technologies, (Brookshire, 2000). 

There is also a growing debate over the introduction of certification in formal education 
institutions. Ray and McCoy (200), emphasized the benefits that certification provides to 
students, employers and educational institutions. Technical skills depreciate quickly and 
hardware and software technologies have short life cycles. This makes it difficult for educational 
institutions to deliver IT education and accommodate needs of employers. IT certifications are 
market-driven, and skills learned by students become outdated because the IT market changes 
constantly (Randle & Zirkle, 2005). McKenzie (2006) suggests that industry certification is one 
of three areas that appear to be contributory to the decline in interest in academic computing 
qualifications, describing industry certification programs as competition, suggesting that the 
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prevalence and acceptance of industry certification by employers may devalue bachelor’s 
degrees in the eyes of students. Au (1999) believes that IT certifications are complementary to 
basic academic degrees, as degrees set a path for a career, but are insufficient to furnish specific 
skills. Cosgrove (2004) notes that while academic institutions give IT students a well-rounded 
academic base to enable them to move into industry, industry certification adds competence to 
use specific products. 

CONCLUSION

Companies have become very dependent on IT technology, which requires IT employees 
to be well trained and qualified in IT technology. IT certification has come to be a measure of IT 
qualification. Managers now consider IT certification to be important when considering 
qualifications of prospective employees, making IT certification an important component of the 
job application process. Employees with technical credentials usually earn high salaries, and 
enjoy other incentives compared to non certified employees. While some professionals caution 
against over-reliance on IT certification in hiring prospective employees, human resources 
managers believe a certified IT employee, on the average, possesses a higher degree of 
competence than a non-certified employee, relative to technology. 

Partnerships between IT vendors and formal education institutions are bound to grow, 
and should be encouraged. The educational level of an IT worker has an impact on the worker’s 
IT certification. Workers with college degrees have a good foundation to build on as compared to 
workers that have only high school education.  Certified college graduates are faster to learn and 
more marketable. The impact that an IT certificate will have on a high school graduate’s success 
in the long term career prospects is limited (Randall & Zirkle, 2005).  High school graduates lack 
a strong theoretical foundation and most often have little previous experience and exposure.

A lot of young people hear about certification sooner than they hear of college degrees.  
Vendors push and promote certification with the lure of high salaries and job opportunities.  
They get certified without adequate educational foundation. They soon realize that certification 
is great for jobs but are not necessarily good for future advancement without post secondary 
education.  It is evident that IT certification could be an important complement to basic academic 
degrees.  Both are needed in the IT industry.  The role of certification credentials is important to 
the future of the information technology workforce, which is much in demand around the world.
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ABSTRACT

The purpose of this paper is to list and discuss ideas for selecting and implementing 
service learning projects in computer technology courses. The paper focuses on the experience of 
the department of technology support and training (TST) at Eberly College of Business and 
Information Technology (ECOBIT) at Indiana University of Pennsylvania (IUP) and their 
selection of service learning projects in technology courses.

INTRODUCTION

Academic programs have long integrated service learning into their courses and 
programs. It has been practiced for some time at different educational institutions to provide 
courses that require students to complete projects that provide learning opportunities but at the 
same time offer service to the community (Ali, et. Al 2008). The range of ideas for “Service 
Learning” is quite open and may begin with projects that send the students to clean streets to 
other projects that involve fund raising and donation to different agencies and requires further 
planning and coordination. There are numerous advantages that can be gained from assigning 
service projects. At the same time, there are different challenges that face the planning, selection 
and implementation of these projects. But the combining service with learning in one activity 
often makes this option more attractive to faculty and students alike (Mensch and Ali, 2009). 

The concept of integrating service projects in computer technology courses is more recent 
than in courses of other disciplines (Chaytor, 2003). Despite this recent integration, a number of 
computer programs have began including service learning projects into their courses and 
programs. Among these programs is the technology support and training program (TST) at 
Eberly College of Business and Information Technology (ECOBIT) – Indiana University of 
Pennsylvania (IUP). Faculty members at the TST department have incorporated service learning 
projects into different courses in their program. The same faculty worked with different agencies 
and with their students to implement computer technology projects for local non-profit 
organizations. Numerous advantages have been sought from introducing this service project and 
different challenges were faced along the way of implementing these projects. This paper is to 
list and discuss selected ideas for service learning projects for faculty attempting to integrate 
service learning projects into their computer technology course.

The remainder of this paper is divided into three sections. First, the paper explains about 
service learning projects in technology courses in general. The second section, lists selected 
ideas for technology service projects in computer technology courses along with issues that may 
need to be addressed in each selected idea. The third section elaborates on the experience of the 
TST department at IUP and how their faculty integrated the concepts of service learning projects 
into their courses. It will further list the challenges and steps that are faced then they 
implemented the projects. A summary of the paper is introduced at the end. 
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SERVICE LEARNING PROJECTS AND TECHNOLOGY COURSES 

“Service learning” projects, though has been integrated into numerous technology 
courses, yet many information technology programs still lag behind in introducing and adapting 
such concept into their courses. There are different reasons that information technology 
departments lag behind in introducing this concepts into their courses. Sanderson (2003) for 
example noted about the lack of visibility for computer science courses in terms of service 
learning projects: 

“Service-learning is a form of experiential learning that integrates classroom 
concepts with related community services. Computer science faculty and students 
stand to reap great benefit from the integration of service-learning practice and 
philosophy into curricula. Many faculty are already doing so, yet computer 
science is not very visible in the service-learning community. Similarly, service-
learning is not very visible in the computer science education community. (p. 83). 

In service learning projects, numerous benefits can be gained from such integration of projects 
with community service. At the same time, different obstacles are faced from 
introducing/implementing such projects into computer classrooms. The remainder of this section 
elaborates on these potential benefits/challenges from introducing service learning projects into 
computer courses. 

Potential Benefits 
Service learning projects potentially provide benefits for students, for faculty and for the 

academic institutions as well. Examples of these benefits may include career preparation of 
students, bringing awareness of community problems, and helping of the connection between 
theory and practice. Additional benefits from such projects include the following: 

- Civic Engagement and helping with civic responsibilities (Chaytor, 2003). 
- Connecting the department with the community (Ward and Wolf-Wendel 2007). 
- Providing practical experience to the students (Evans and Evans, 2003). 

There are a number of challenges that need to be addressed along the way of introducing service 
learning projects into computer technology courses. Chaytor (2003) noted that to make Service 
Learning effective, there must be integration into college curriculum and sustainability. 
Additional studies noted the following obstacles that need to be addressed when introducing such 
projects in the classroom: 

- Facilitating with the Community (Chaytor, 2003).
- Integrating into the Curriculum (Sanderson and Vollmar 2000). 
- Evaluating Service Learning Projects after completion (Ali et. al, 2008).

IDEAS FOR SERVICE LEARNING PROJECT IN TECHNOLOGY COURSES 

There are numerous ideas and opportunities that faculty can use for selecting service 
learning projects in their technology courses. Sanderson (2003) for example, suggested the 
following opportunities for service learning projects in technology courses: 

- Develop an information system for an organization’s administrator. 
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- Develop a web site for an organization or school. 
- Develop classroom software for a school. 
- Network an organization’s computer resources. 
- Tutoring and other instructional activities. 

Homkes on the other hand provided the following general ideas for involving students in service 
learning projects: 

a) Participate in an organized service activity that meets identified (not for profit) 
community needs;

b) b) Use knowledge and skills directly related to a course or discipline; and 
c) Reflect on the service activity in such a way as to gain 

• Further understanding of course content 
• A broader appreciation of the discipline, and 
• An enhanced sense of personal values and civic responsibility. (p. 17). 

The remainder of this section elaborates on some of these ideas in terms of their applicability and 
also the challenges they pose. 

Develop/Update web site for non-profit organizations 
Building a web site for any organization has numerous advantages. First, the developed 

web site potentially adds visibility to the organization. Second, it works as a communication 
mean among the personal involved in the organization. Third, it may work as a way of 
conducting business through e-commerce. For non-profit organizations, the presence of such 
web site may bring similar benefits and possibly more. Having a good web site for the 
organization brings visitors and enhances the chance for volunteers as well as customers at the 
same time. It also may work as a way for collecting fund/donation.

Providing a service project to design a web site for a charity or non-profit organization 
though may be a valid and useful, but such project may run into numerous difficulties when 
implementing it. Rosmaita (2007) noted that introducing such projects may pose the following 
risks when attempting to introduce them into the classroom: 

The experience obstacle: In order to get involved in service projects require having 
experience which limits the offering of such projects to upper level courses and limits 
involvement of students. 

- The danger obstacle: Some of the applications that are developed may pose a risk. 
Example would be to design a site that involves collecting donations online and the risks 
that such collection will be hacked by computer hackers. 

- The maintenance problem: Sometimes a project may take more than one semester to 
complete and it may go from one the hands on student to another. 

Tutoring/Computer Literacy 
The idea for tutoring or teaching computer literacy has been practiced for quite some time 

in different computer classrooms. One of the main decisions that need to be made when selecting 
a project like this is to decide on who to teach and second on what platform and what settings. 
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Teaching one individual at a time is different from teaching a group of students together. 
Another decision that needs to be made is about the selection of topics that are to be covered 
during the tutoring/training.

One of the prime topics that are included for general computer tutoring is teaching how to 
use the Internet. Lacher (2001) noted that "Individuals who lack Internet access or the skills 
necessary to use information technology are on the underprivileged side of a widely recognized 
'digital divide,'" and explained that the goal of a service learning project class that they provide 
as. "explore the possibility for educational innovations that seek to identify, understand and 
remove these barriers in a comprehensive and systemic manner (P. 1)". Thus, different benefits 
can be gained from a computer literacy like this. 

Despite the numerous potential benefits that this type of service learning project may 
bring, different problems are noted in their implementation. A group of students worked on 
service projects and reported a number of problems that they encountered during their 
implementation:

• The students go to a meeting and the representatives of the organization do not show up. 
• University students are busy during the day which is an ideal time for meeting with the 

organization.
• Often, service projects are suggested to meet on Saturdays, this frustrated the students.

Donating Software/Hardware 
Donating computer hardware or software is especially helpful for individuals who need 

them and also to organizations who cannot afford buying them. In many cases, donating such 
computers to individuals who cannot afford them has the potential of bringing them up to speed 
regarding the technology. However, donating computers will not be completely helpful without 
donating software to work on them. Also, some training may be necessary on the hardware and 
software being donated. 

In donating hardware/software, the issue of training becomes relevant. What software to 
train on and how much training to provide. Technology advancement is making such training 
easier. However, practicality is becoming an issue also. One of the main areas that are becoming 
beneficial is to donate computer games for people to use them. Such games are becoming easier 
to use and little training is required to get users to be fully acquainted with their use. 

The TST Program at IUP 
The Technology Support and Training (TST) department in the Eberly College of 

Business and Information Technology (ECOBIT) at Indiana University of Pennsylvania (IUP) 
offer two bachelor degrees. The first Bachelor degree is in Business Technology Support while 
the second is in Business Education. The Associate degree is in Computer and Information 
Technology. Additionally, this department offers a master degree in Business Education (M.Ed.).

Service learning projects have been implemented in different courses in this department. 
It has been the policy of a faculty in this department to actively introduce service learning 
projects into his courses as much as possible. This idea has been crystallized along different topic 
coverage that is implemented in different courses. The remainder of this section explains about 
how faculty in the TST department attempt to integrate service projects into their technology 
courses along the categories mentioned in this paper. 
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Designing/Maintaining Web Sites for non-profit organizations 
This type of projects have been exercised different times during the last few years. Our 

department teaches two courses in web design in our undergraduate curriculum: BTST401 – 
Web Design and BTST402 – Web site development and administration. In addition, the 
department offers one graduate course in web design: BTST675 – web design theory and 
applications. Furthermore, the department teaches a seminar course: BTST480 – Seminar in 
technology support. In this last course, the covered content is quite flexible and faculty can 
adjust to suit what best fits the students during this capstone course.

The bulk of web design projects are completed during our capstone BTST480 course. 
This course is taught in the fall semester of each year. Prior to the beginning of the semester, the 
faculty teaching this course approached the department of career development center to solicit 
ideas for this project. This department has a database of non-profit organizations that approach 
them to send them students for service projects. The career development center sent an email to 
40+ organizations. Responses from the organizations came back and several of them expressed 
interest in our service. 

A breakfast-meeting was set between the faculty and representative of the organizations 
that expressed interest in these projects. Some of these projects were intended for creating a new 
web site and finding a domain while others required updating/maintaining the site. After the 
meeting, the faculty put it on his agenda to present the project to the students. 

At the beginning of the semester, the same representatives of the non-profit organization 
came to the class to meet the students and present the projects. The reps explained to the students 
their needs and stressed the values that can be gained from this project for the organization and 
for the community. The faculty in turn stressed the value from such projects that involves service 
and learning at the same time, thus called “Service Learning Projects”.

During the course, students were divided into groups. Each group was responsible to 
work on one project. The groups were responsible for contacting the agencies, analyzing their 
requirements and completing the projects. Follow up reports and procedures were followed by 
the faculty to assure the correct completion of the projects.

Before the end of the semester, students are required to present their completed projects. 
Representative of the organizations are invited to the presentations as well. Students are required 
to submit their project on a CD. Further, the students who had the responsibility to upload the 
site to a host are required to show their “live” web site. Different feedback is solicited from the 
organization representative and different ideas are gathered for future projects. 

Computer Literacy 
Two types of projects are completed in this regard: First, to provide training for a group 

of employees at a particular non-profit organization. Second, provide computer literacy on one-
to-one basis for residents at senior citizens center. 

The first project involved teaching employees from a food shelter organization. This 
organization has different employees and they updated their software from office 2003 to office 
2007. Additionally, several of their employees had little or no experience with computers. Thus 
there was a need for training their employees.

A group of our students started working on this project and divided the work based on 
software. From the earnest, the students decided that it will be best if we hold the training on our 
site because we are familiar with our installations and the problems we encounter with hardware 
and software. But then, the students had to work on several logistics to solve the problems 
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associated with holding such a training program for a group of employees from outside the 
university.

All these problems were worked on and satisfactory result was achieved by all parties. 
The training program started, room reservation was made, and the employees were transferred 
from their work site to the college where we were holding the training. Each student covered one 
topic, thus in all they covered teaching Windows XP, MS Word, MS Excel and Outlook Express. 
The faculty checked on the training program from both sides, from the employee side as well as 
from the students’ side and provided suggestions to the students for improving and for the 
inclusion of additional topics.

The second type of project was about teaching senior citizens using computers. We 
approached a senior citizens center in the area and they identified different residents that asked 
for such training. From the beginning, we recognized that it will be difficult to bring these 
residents to campus, due to their limited mobility and difficulty of transportation. Thus, the 
decision was made to hold the training on their site. But the question that came up afterword is 
where on their site. A few residents had computers in their rooms. Thus, our students went to 
their rooms, they installed the computers and started teaching them about using computers.

One of the problems that we encountered in teaching residents in their rooms is the issue 
with controlling the time spent on preparing for training. We received a complaint from the 
facilitator of the senior citizens center that the two students were not showing up. Once we were 
informed, we talked to the students and they started working and spending more hours with the 
residents.

Donating Game Controllers to Senior Citizens Centers 
This topic though may not be in the main stream of projects that are used in service 

learning, but it is coming to light and increasing in use. The main reason for such increase in use 
is the changing phase and the simplicity that video games have been playing in many senior 
citizens centers (Mensch, Ali, 2009). The use of video games is becoming much easier and it is 
spreading through different senior citizens centers. It is being used in social events.

In order to donate video controllers for this kind of service project, the students had to 
raise fund to purchase the game controller. Then the game controller needed to be donated to a 
senior citizens center and train the staff for using it. 

The TST department has a student club and the students in the club were able to raise 
fund by selling towels at a major sports event. Another faculty in the department donated the 
game controller to a senior citizens center and informed them of the proper use of the game.

RESEARCH SUMMARY 

This paper introduced various ideas for presenting service learning projects into 
technology courses. It explained briefly about the meaning and the use of the term “service 
learning” and the related terms. It then reviewed literature regarding some range of projects that 
can be used in computer technology courses. The paper then shifted focus on the work of the 
Technology Support and Training (TST) department at Indiana University of Pennsylvania. The 
TST department has worked on integrating of this kind of service learning concepts for the last 
couple of years. The department has been successful in finding and implementing different 
projects in their computer technology courses. The words are spreading around and more service 
agencies are requesting such service from the faculty in the department. 
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STORY OF SHOTS FIRED: RECOMMENDATIONS FOR 
MORE EFFECTIVE CRISIS COMMUNICATION 

John R. Fisher, Northwest Missouri State University 
jfisher@nwmissouri.edu

ABSTRACT

A crisis narrative is used to tell the story of shots fired at Northwest Missouri State 
University in Maryville, Missouri, United States. The story provides a learning experience for 
institutions as they seek best practices in handling crises. Although it appears that the university 
followed procedures correctly in dealing with this situation, questions linger as to whether 
administrators truly communicated effectively with students. Technology was used to warn 
students of potential danger, but not enough information was provided so students could deal on 
a personal level with the crisis. Face-to-face communication is important especially in a crisis to 
“soften” the blows of the situation.

INTRODUCTION

Shootings at Virginia Tech and Northern Illinois University have demonstrated the need 
for effective communications with students. At Virginia Tech students complained afterward 
because the only news they received was an email sent out more than two hours after the initial 
killings. Earlier communication and action on the part of authorities might have averted some of 
the slayings.

“Untimely communication may lead to some individuals delaying or not taking 
appropriate precautions that could help avoid injury, illness, or death,” writes Chun (2009).   On 
the other hand, the timely release of information may allow people at risk to take precautions that 
could prevent injury and save lives.

“Crises happen when least expected, are shocking and create a great deal of uncertainty 
for everyone concerned,” write Ulmer, Sellnow, and Seeger (2007, p. 18). Because crises are 
non-routine events, they say, leaders should respond quickly, but using non-routine responses 
that take into account the special situations of the crisis. Often the threat of a crisis is more 
perceptual than real, thus compounding the uncertainty of the situation.  “Crisis communicators 
must communicate early and often following a crisis, regardless of whether or not they have 
critical information about the crisis” (Ulmer, Sellnow, and Seeger, 2007, p. 21). In a crisis 
situation, organizations shouldn’t increase the uncertainty of the crisis by misleading or 
distracting the public (p. 25).

While communicators should act to effectively reduce uncertainty, ambiguity may be 
something they can’t avoid (Sellnow and Ulmer, 2004). Ambiguity is appropriate when all the 
facts aren’t known.  It is better to be accurate and admit not knowing than to have to correct false 
information later.  Ambiguity lets stakeholders “create their own relevant meanings” in a crisis 
situation and helps “to heighten receiver attention” (p. 254). 

Ulmer, Sellnow, and Seger (2007) make a number of recommendations for effectively 
communicating in a crisis situation. First, before the crisis the organization must develop 
relationships with stakeholders, both internal and external to the organization.  During the crisis 
acknowledge these stakeholders as true and important partners in managing the situation.  
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Effective crisis communication involves listening to stakeholders. In the crisis communicate 
early with stakeholders, acknowledge any uncertainty, and maintain contact with the 
stakeholders about current or future risks. Finally, provide the public information that they can 
use to make decisions about protecting themselves during the crisis.

While organizations can’t always correctly predict a crisis and how it will play out, they 
can anticipate possible crisis situations. In a crisis it is important to act by responding in some 
way. The worse thing to do in a crisis, according to Holder (2004), is to say or do nothing. If the 
situation is negative, silence will lead to disaster. Holder (2004) indicates that the complex 
messages involved a crisis situation may require effective face-to-face communication. Face-to-
face communications allows both verbal and nonverbal messages, with the nonverbal messages 
“softening” the blow of the crisis. “Face-to-face interaction also allows for a quicker cycle of 
acts and interacts to reduce uncertainty” (p. 54).

In the university setting Chun (2009) recommends a multi-layered communication 
approach that could reach as high a percentage of the constituents as possible in a crisis situation.   
He suggests universities use of a combination of text messaging, emails, siren systems with voice 
capability, digital displays, and emergency websites. The text messaging system allows campus 
police to send a text alert (including instructions) to registered cell phone users who are on or 
off-campus. Other approaches include radio and television, hotline numbers, a “reverse-911” 
system, and even bull horns.

For warning procedures to be effective emergency managers must continually educate 
stakeholders and update systems.  Members of university communities are constantly changing, 
requiring continual education and recruitment.  Two years after the shootings at Virginia Tech 
only 25 percent of campus members are registered for text messaging. These numbers will 
decrease unless registration is mandatory, which university officials at Virginia Tech                  
hesitate to require. An added problem is that systems can be knocked out because of severe 
weather that may be part of a crisis situation.

THE NARRATIVE

“Telling a story is a culturally typical response to a crisis,” writes Heath (2004, p. 168).  
Narrative gives meaning to a person’s world. Through narratives, they structure their experiences 
and actions. A narrative is an orderly way of presenting a view through a description of 
characters, actions, and settings. In telling the story of a crisis, one may begin the narrative 
before the crisis, during the crisis, and after the crisis. Narrative, according to Heath (2004, p. 
173), is “a perfect framework for understanding the past, knowing what is occurring in the 
present, and projecting action and events into the future.”

The story at Northwest Missouri State University occurred in the aftermath of the 
Virginia Tech April 16, 2007 shooting where 32 people were killed and many others wounded by 
a lone gunman who turned his weapon on himself.  Northwest reviewed its emergency response 
procedures and as a result expanded the Simplex voice warning system to include messages 
about an active shooter in addition to fire and tornado warnings. A security and emergency 
checklist was also placed in each classroom on campus with instructions to “shelter in 
place/lockdown” (Security and Emergency Checklist, updated 2008). Faculty and students are 
told to secure the immediate area by locking and barricading doors, turning off lights, closing 
blinds and blocking windows, turning off radios and TVs, keeping calm, quiet and out of sight, 
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taking adequate cover behind desks, filing cabinets and keeping cell phones quiet unless 
communicating with authorities.

Late on Saturday, October 27, 2007, following a homecoming dance, shots were fired on 
the Northwest Missouri State University campus in Maryville, Missouri. Although it was not 
immediately clear how many shots were fired, it was later determined that five shots were fired 
from a small caliber weapon, three of which went into a parked car.  No one was injured (Shots 
fired, 2007). 

By the time campus security officers arrived at The Station, a conference and campus 
activity center, the shooters and most witnesses had fled. The few witnesses, who were still 
around indicated that the man who had fired the shots was not a student.  Police put out an all 
points bulletin for two persons of interest, that they described as “two black males with 
dreadlocks who were both wearing green ‘hoodie’ sweatshirts at the time of the shooting.” One 
officer, who was later interviewed (April 20, 2009), indicated that police knew within five 
minutes that the shooter had left the campus.

Once police arrived, the campus wide alarm system was activated to make students and 
faculty aware of the incident (Shots fired, 2007). Officials said they put the school on lockdown 
as a precautionary measure. The campus-wide alarm system warned over loudspeakers in every 
building of a "shooter on campus." Students, faculty and staff were told to go to their rooms and 
lock their doors as a precaution until officers could check each of the thirteen residence halls and 
the other campus buildings. Finally, after officers from the state troopers, sheriff’s department, 
city police, and campus security had completed a room-by-room check in the residence halls, the 
lockdown was lifted. The lockdown lasted until about 6 a.m. The warning blared every few 
minutes for the six hours of the lockdown. 

Campus officials held a press conference with the media soon after the shots were fired.  
At the press conference the media were told that gunshots were reported shortly before midnight 
Saturday in a parking lot near The Station and that no one was arrested. Officers were looking 
for two men they described as persons of interest, but said they believed the men had left the 
campus. About 2 a.m. an email was sent out to all members of the campus community. For many 
students this was the first information they received other than what they could hear over the 
alarm system. Many other students didn’t check their email until later next day (Interview, April 
20, 2009). 

Students who were off the campus were not permitted to return to their dorms, but had to 
find places to stay with friends.  Police check points were set up and people of suspicion were 
stopped and questioned. One African American student said he felt blacks were purposely 
profiled and stopped. As one university official said, the result was that every black male with 
dreadlocks became a suspect. (At Halloween a few days later several fraternity members 
darkened their faces and put on dreadlocks. These students were disciplined and special sessions 
were held to deal with “cultural insensitivity.”)

In interviews (April 20, 2009), some students said the alarm was loud and annoying. 
Most of the approximately 2,000 students living on campus are freshmen. Many of the students 
stayed in their rooms, following directions as they had been instructed. However, it was 
impossible to go to sleep. Many of the students after a while got up and wandered the halls, but 
didn’t leave the buildings. One student said, “We were scared, completely unaware of what was 
happening. We tried to talk to our RA (residence hall assistant), but she had barricaded herself in 
her room.” Some students phoned campus safety to get updates. They shared this information 
informally with other students.  Rumors abounded.
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While the situation unfolded, many students called home.  One set of parents called their 
Congressman who called CNN.  Within an hour CNN was calling for the story.  One official said 
the university was unprepared for this kind of communication.

The next day university president, Dr. Dean Hubbard, issued a statement. “What 
happened was an altercation between a couple of people,” Hubbard told the press. “Shots were 
fired as a result of the altercation. Northwest is still a safe campus and we are doing everything 
we can to figure out exactly what happened last night.” Hubbard indicated that Northwest was 
ranked fourth nationally among safe college campuses. Students were offered counseling 
services if they needed help. 

On Oct. 29, university officials confirmed that a person of interest had been arrested in 
conjunction with the shooting (Person of Interest, 2009). The individual was picked up on a 
warrant from another county. However, although the man was a witness, investigators 
determined he was not the shooter.  The man who fired the shots has never been found. 

A week later on November 6, Missouri State governor Matt Blunt issued a statement 
describing Northwest's crisis management plan as "invaluable" in the wake of a shots-fired 
incident that took place on campus. He cited a report authored by Director of Public Safety Mark 
James and Dr. Robert Stein, state commissioner of higher education. The men were co-chairs of 
Blunt's Campus Security Task Force, which was formed following the shootings at Virginia 
Tech in April. 

"The co-chairs reported to me that Northwest Missouri State University had a solid crisis 
management plan, and its implementation proved invaluable.,” Blunt said. “Using their 
emergency operations plan, responders worked well together, warnings to members of the 
campus community were immediately relayed with specificity, and the campus population was 
referred to emergency instructions posted on buildings." 

Blunt continued: "This incident is a reminder to all academic colleges and universities 
that they must maintain and review a current all-hazards crisis management plan. The 
Department of Public Safety and the Department of Higher Education are working 
collaboratively at designing ways to include higher education institutions in the recently 
developed Missouri Alert Network established by the Missouri School Boards' Association…. 
Overall, I am pleased the report indicates that members of Northwest Missouri State University 
and the surrounding community should be commended for their response to the existence of an 
active shooter on their campus. Fortunately no one was hurt, and the campus community was 
able to return to its normal operation in a reasonable time period." 

Three months later on February 14, 2008, a gunman shot six people and wounded 
eighteen on the campus of Northern Illinois University in DeKalb, Illinois. The incident 
happened on the campus's Cole Hall at approximately 3:05 p.m. local time. The school placed 
the campus on lockdown; students and teachers were advised to head to a secure location, take 
cover, and avoid the scene and all buildings in the vicinity of the area.

Following that Northern Illinois University massacre, Northwest Missouri State 
University launched an emergency text-messaging system to increase the University’s ability to 
communicate with students during times of crisis. Scott Walk, health and safety manager, said 
the program adds another layer to the University’s emergency response plan. 

“The goal for an emergency coordinator is to alert as many people in as short of a period 
of time as possible,” Walk said. The text-messaging program is voluntary and is open to all 
Northwest students, faculty and staff. The alerts will cost only what cellular phone plans dictate 
for normal text messages. Walk emphasized text messages will be sent only in emergency 
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situations. They could include University closings, an immediate threat/violence situation on 
campus, tornado, situations of an extreme nature and periodic testing. Messages will not be sent 
for advertisements, marketing or to communicate campus or community events. 

Along with the text-messaging program, Walk reported the University has other 
emergency notification measures in place. The Simplex System sends audible alerts throughout 
campus buildings for weather and emergency situations. Additionally, e-mails will be sent and 
information about an emergency will be posted on the Northwest Web site. Additionally, radio 
stations will broadcast announcements in connection with alerts. 

“It all goes back to redundancy,” Walk said. “The more ways we have to communicate 
with staff and students in case of an emergency, the better.”

CONCLUSIONS

After an evaluation, Northwest Missouri State University officials determined that their 
crisis procedures had worked well. In this 2007 shooting incident the university took immediate 
action to protect the lives of students. In addition, they contacted the media and sent emails to the 
university community. The crisis communication system worked as it was supposed to. The 
addition of the text-messaging system further developed the multi-layered communication 
approach recommended by Chun (2009).

However, given that police knew almost immediately that the suspects were no longer on 
campus and that the shots were fired as part of an altercation between two individuals, did 
campus officials take the right action in closing down the campus and confining students to their 
rooms? Probably. However, the failure to communicate beyond the abbreviated message on the 
alarm system created uncertainty and trauma among students. As Ulmer, Sellnow, and Seeger 
(2007) indicate the threat of crisis is perceptual. The lack of information and rumors may have 
created more concerns among students than necessary.  This failure to communicate adequately 
served as a “distraction” and may have created more uncertainty. Although students were told 
they could get counseling, the process was not easily available. Failure to have adequate 
counseling services in place may cause long term psychological damage. 

While in this situation as in most crises, the facts were murky and ambiguity existed, not 
enough information was given to stakeholders to help them in their own decision making nor to 
allow them to take precautions to protect themselves. The actions of university officials may 
have in fact inhibited relationship building. While listening to stakeholders may not be feasible 
in this kind of crisis, face-to-face communication as proposed by Holder (2004) is still important 
in “softening” the blow of the crisis.  Not only were students left uninformed but they potentially 
could have been traumatized by the blaring repetition of the “active shooter” alarm. In locking 
down a campus for whatever reason, it is important that university resources be used to 
communicate more effectively, beyond the use of technical means, on a more personal face-to-
face basis.  Residence staff, student assistants, and faculty could be trained and used to provide 
this personal communication. 

A crisis narrative as proposed by Heath (2004) was used to describe the 2007 shooting at 
Northwest Missouri State University. The narrative provided a means of learning from the 
incident and a way of recommending future action.  This story shows that narrative can be used 
effectively to study crisis situations.  The narrative also becomes a part of the cultural history of 
the institution.  As the story is retold it takes on a life of its own. 
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ABSTRACT

Countries with deposit insurances differ significantly on how much protection their 
deposit insurance would provide. The most recent deposit insurance reform in the United States 
raised the coverage limit to 250,000 temporally. This paper studies the optimal coverage limit in 
a model of deposit insurance with capital requirements and risk sensitive premia to prevent moral 
hazard. With partial coverage limit depositors have incentives to monitor bank’s risk-taking 
behavior, threatening banks with withdrawals of deposits if necessary. Moreover, this model 
gives the same qualitative results as reality. It explains the difference of the coverage across 
countries which consist with the evidence empirically observed. 

INTRODUCTION

Countries differ significantly on how much protection their deposit insurance would 
provide. Most developed countries have a smaller ratio of coverage limit per capita GDP than 
developing countries (Demirguc-Kunt and Kane, 2002). In the U.S., coverage limit varies over 
time. The legislation authorizing temporary increases in deposit insurance coverage of all 
accounts to $250,000 through December 31, 2009 was in response to the unforeseen financial 
crises started at late 2007 and early 2008. The goal of deposit insurance is to protect 
unsophisticated depositors, smooth bank liquidity services, and further prevent banking panics. 
However, due to the asymmetric information and regulation-induced conflict of interest arising 
naturally in financial intermediaries, pricing deposit insurance becomes difficult. Over-expanded 
deposit insurance, which shifts the risk of potential banking failure mostly to taxpayers, will 
exacerbate moral hazard under mispriced risk-sensitive premium and risk-based capital 
requirements. In current crisis loosened banking regulations combined with the poor 
management and supervision, in part, have been responsible for bank’s improper collaterals and 
acquisitions and aggressive lending and securization. This paper focuses on solving the moral 
hazard driven by banking regulation. Greenspan (2002) provided an annotation for this moral 
hazard problem: 

The market discipline to control risks that insured depositors would otherwise 
have imposed on banks and thrifts has been weakened. Relieved of that discipline, 
banks and thrifts naturally feel less inhibited from taking on more risk than they 
would otherwise assume…. This incentive to take excessive risks is the so-called 
moral hazard problem of deposit insurance, the inducement to take risk at the 
expense of the insurer. 
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Empirical evidence supports Greenspan’s statement. Using a panel of 61 countries, 
Demirguc-Kunt and Detragiache (2002) show that countries with generous coverage limits 
would have higher probabilities of banking crises. The general rule of thumb scholars typically 
agree on is an adequately designed deposit insurance works better after considering the risk 
induced by the insurance itself. The existing literature on resolving the moral hazard emphasizes 
the roles of risk-sensitive capital requirement and risk premia under the assumption of full 
deposit insurance (Hellmann, Murdock, and Stiglitz, 2000; Cooper and Ross, 2002). The 
assumption of full insurance, however, is inconsistent with the empirical evidence that shows a 
wide range of variation from unlimited guarantee to tight coverage limits (Garcia, 1999). It is 
important for us to fill the gap by providing joint determination of optimal coverage limit and 
risk-sensitive premia within a framework that risk-oriented moral hazard exists.

Another concern arises from the liquidity of Deposit Insurance Funds (DIF). In a time of 
a crisis the tremendous amount of deposit outflows would dry out funds easily and quickly. 
Recently approximately 25 financial institutions in 2008 and another 140 to date including the 
investment giants Indy Mac and Washington Mutual have been assumed or purchased through 
the FDIC. Given the accelerating bank failures, the FDIC plans to raise extra premium to 
replenish the pool of insurance funds without stealing the money from the pocket of the 
taxpayers. However, those actions, no doubt, will place an extra burden on an already struggling 
banking industry and will worsen the procyclical of lending (Pennacchi, 2005;Jarow, Madan, and 
Unal, 2006). This research endeavors to enrich the optimal coverage model that on one hand 
ensures long-term funds survival, and on the other hand will manage the drawback generated by 
the risk-sensitive policies. 

THE ENVIRONMENT 

There is a continuum of ex-ante heterogeneous depositors with unit mass. With a fraction 
q, a depositor was born with higher endowments D1, and belongs to the group of rich; otherwise, 
she has endowments D2, and belongs to the poor. D1> D2 and q < 1-q. A rational depositor will 
save in a bank if there is no risk of losing it. The contingent plan a depositor faces is whether she 
will monitor the bank, and whether she will withdraw early. Other than depositors, there is a 
continuum of identical banks with unit mass in the economy. Banks are the only ones that have 
access to investment technology. A risk-neutral bank maximizes its expected return by choosing 
investment portfolio between two assets: a prudent asset with a certain return , and a risky asset, 
I, with a random realized return R. Assuming the return of gamble asset belongs to N( R , 2), 
where R >  >1, the probability of receiving a return no greater than R  is Prob(R< R ) which 
equals to G( R ). A Typical moral hazard arises due to the unobservable temptation to gamble 
(Boyd, Chang, and Chen, 2002; Chen, 1999, Cooper and Ross, 2002; Hellmann, Murdock, and 
Stiglitz, 2000). In this model economy, only the bank knows how much it will invest in risky 
assets and the realization of the gamble returns afterwards. The more gamble asset the bank 
invests means that the higher expected return will be if the bank wins but of course the risk the 
banking failure increases correspondingly. The third player, the FDIC, serves as a social planner 
in the economy. It provides insurance to depositors when banks are unable to meet the 
obligations and go bankruptcy. The FDIC maximizes social welfare which includes the expected 
returns from risk-neutral depositors and banks under budget constraint financing by the risk 
premium, p. Also, we assume that all banks pay the same deposit rate, r, in a partial equilibrium 
setup, where r>1.
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THE MODEL 

At the beginning of each period, the FDIC announces the maximum coverage limit,C , to 
the public and capital requirements ratio, k, to the banks. The exogenous fraction k is the 
required capital per unit of deposit. After deposit, a depositor decides whether she wants to 
monitor the bank with the cost, d, to become an informed depositor. Without a monitor, banks 
investment decisions are a hidden action. Once monitor, she knows exactly how a bank manages 
investment portfolio and the realization of risky asset. She observes the bank’s true failing 
probability, PF, and could further claim early withdrawal before the bank runs out off resources. 
Early withdrawal is not free; the cost of early withdrawal is the interest this depositor would have 
earned from saving. In a simplest one-shot game, a depositor has no chance to update the 
information and could not observe others’ actions. A simple assumption, 2 2 1 1D rD C D d rD< < < − < ,
reveals the different actions taken by heterogeneous depositors.

FIGURE I DEPOSITOR’S TWO-STEP DECISION 

In figure 1, depositor’s decision can be separated into two stages. In the first stage, 
whether the depositor is willing to monitor relies on the expected earnings of monitoring. Once 
the depositor pays the monitoring cost and becomes informed, she then decides when to 
withdraw depending on the chance of a banking failure. If the initial endowment of the rich 
depositor is greater than D*, where 
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monitoring the bank is incentive compatible; otherwise, she will do nothing and remain 
uninformed. Expected deposits of the heterogeneous depositor are 

ED=q[Pr(D1>D*)(D1-d)+Pr(D1<D*)D1]+(1-q)D2 (1)

The first term in equation (1) is the expected saving from the rich depositor, and the second term 
is the possible deposits from the poor. 

When the FDIC announces a binding coverage limit, assuming there is no early 
withdrawals, the bank will continue operating when its earning from both risky and risk-free 
assets exceeds the obligations. In this case, the bank will be in a liquid position when Pr(R> R~ ),
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where R -(1/I)[ (1+k-p)-( k+r)].ED. To guarantee the informed depositor can successfully 
withdraw before the bank runs out of resources, the following condition needs to hold. 

q. (D1-d-C ) <R.I+ [(1+k-p)ED–I] (2) 

Equation (2) shows that before repaying the uninformed depositors and shareholders, the gross 
payoffs of the bank should be sufficient for informed depositor to withdraw. It implies that R
should be greater than R̂ , where R̂ -(1/I)[ (1+k-p)ED-q.(D1-d-C )]. To put it all together, the 
expected return of a profit-maximizing bank is 

 ER = [ ]{ }(1 ) ( ) ( )
R

R I k p ED I k r ED f R dR EWα ρ
∞

⋅ + + − − − + −    (3) 

When the return of the bank exceeds the obligations, there is no withdrawal possibility. 
The terms in parenthesis are returns from gamble and safety assets respectively minus the cost of 
funds that need to be repaid to shareholders and depositors. Except the funds use to gamble and 
pay the risk premium, the rest of the resources go to safe assets. Recall that k is the percentage of 
the deposits held as capital requirements; kD is the matched shareholders’ equity. Capital is 
costly. It comes with a higher cost, , than the return from prudent assets, . Let us emphasize 
the late term in equation (3). Withdrawals reduce a bank’s expected return. Hence, it could be a 
useful tool to mitigate the risk taking behavior of the bank. The expected withdrawal from a 
depositor is shown in equation (4). 

 EW = ( )1 1
ˆ

Pr * .( ) ( )
R

R

q D D D d C f R dR> − −  (4) 

When depositor observes something wrong in the bank, withdrawing the unprotected 
portion of deposits, D1-d-C  is the consequence of monitor. However, keep in mind that the 
adverse effect of the withdrawal could drive down banks franchise value. Lower franchise value 
implies unfavorable quality of collaterals which makes the gamble become more attractive and 
incentive compatible.

To solve moral hazard, the policy instruments the FDIC uses are the risk-sensitive 
premium, capital requirement and the coverage limit. The FDIC maximizes social welfare under 
its budget constraint. The risk-sensitive premium and the optimal coverage are determined 
through both side of the market, the bank and the depositor. Working together with capital 
requirements, the FDIC restrains banks excessive risk-taking by counting on the internal 
shareholders and the depositors who are not fully insured. The FDIC’s budget constraint is

{ }2. . (1 ) ( )
R

p ED q C q rD f R dR
−∞

≥ + −  (5) 

A NUMERICAL EXAMPLE 

This section considers the following numerical example to solve the optimization. The 
parameter values in a benchmark model are as follows. D1 = 125000, D2 = 3000, q = 0.1, d = 50, 

*
FP = 0.01, R = 1.2,  = 0.15, = 1.1,  = 1.12, r = 1.04, and k = 0.04. For an adequately 

capitalized bank, the capital ratio is priced around 4% to 8%. In the model, the total risk-based 
capital ratio equals to kD/I it is assumed the percentage of the capital requirements is 
approximately 0.04 to 0.06.
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TABLE I EQUILIBRIUM RESULT 
Insurance Welfare Cbar p DER EW BER x I
Full 44061 ----- 0.0018 40488 ----- 3573.3 0.0017 7188.3 
Partial 44058 80000 0.0017 40482 8.2258 3576.6 0.0018 7255 
No 44041 ----- ----- 40433 120.3225 3607.5 0.0030 7993.4 

Note: Table 1 illustrates the equilibrium result from a numerical example in each corresponding system. Cbar 
is the optimal coverage; p is the risk premium; DER is the expected return for depositors; EW is expected 
withdrawals; BER is the expected return for banks; x shows the failing probability, and I is the risky asset. 

The first thing we observe in Table 1 is the rank of welfare. The gap between the partial 
insurance and the economy without insurance is relatively large compared to the gap between the 
full and partially covered insurance. Depositors are definitely better off under the full insurance, 
even thought is may increase bank default risks and further create losses of the deposit insurance 
funds. From Table 1, one can see that the cost of promoting the partially-covered insurance is 
high. It requires the FDIC to establish a fairly low coverage to encourage depositor’s action 
under a reasonable cost to monitor. The partial coverage could be beneficial in preventing a 
financial crisis which may result from bank’s investment and credit risks. Partial coverage could 
also be a good tool to guarantee the long-term solvency of the FDIC under an ongoing crisis. 
However, the confidence of the public is the first sign to trigger a crisis. We should be careful 
that a low coverage may jump start depositor’s irrational withdrawals and cause a panic or a 
contagious bank run. This numerical example illustrates another important point: without 
banking regulations and deposit insurance, market discipline itself is relatively ineffective to 
manage bank investment risk. Depositors who share the burden of monitoring and supervision 
have the lowest welfare. Banks, on the other hand, are better off among the deposit insurance 
systems. The ineffectiveness of market discipline comes from bank’s investment portfolio. The 
large amount of risky assets creates the highest expected return but with it accompanies with the 
greater default risk. 

CONCLUSION

Analyzing the coverage-determination process has practical importance in two major 
areas. The first is for the countries that have adopted a established deposit insurance system for a 
long period of time. The optimal coverage limit in this study provides the possibility to resolve 
the moral hazard in banking system, and further, prevent the risk-oriented bank run by 
reinforcing the market discipline. More importantly, for the countries that have the implicit 
deposit insurance, this model provides a theoretical foundation to support the introduction of a 
proper system which protects the small depositors and also reduces economic instability. The 
design of a proper deposit insurance scheme, however, is still debatable. Even for the deposit 
insurance system in the U.S., which has existed for more than a half century, a key challenge the 
authorities still face is how to deal with a bank’s moral hazard problem. Bhattacharya, Boot, and 
Thakor (1998) argue that market mechanisms such as cash-asset reserve requirements, risk-based 
capital requirement, risk-sensitive deposit insurance premium, and partial deposit insurance may 
all be effective in dealing with the moral hazard problem. This model has incorporated capital 
requirements, risk-sensitive premium, and partial deposit insurance in a partial equilibrium 
model, which includes risk-taking banks, ex-ante heterogeneous depositors, and an insurance 
company providing deposit insurance.

It is found that a social welfare improvement can be achieved by implementing this 
mechanism design. Moreover, when the partial coverage limit is in place, banks are better off by 
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balancing between the high deposit premia and the depositor’s monitoring and potential 
withdrawals. The FDIC’s long-term liquidity and solvency could be achieved relatively easy 
through the partially-covered system. This issue becomes extremely important when the ongoing 
financial crisis requires tremendous credit and liquidity support from the FDIC.  In addition, 
countries differ significantly on how much protection their deposit insurance would provide. 
Through a numerical example, this research model explains the difference of the optimal 
coverage limit across countries.
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ABSTRACT

The effects of multiple country-of-origins on product evaluation are examined. A sample 
of 200 individuals was used to evaluate the impact that country-of-origin has on the perception 
of product quality and price. The study involved three countries and a case of a bi-national 
cooperation. The product employed (an illustrated children’s dictionary) was a relatively 
inexpensive item, with a low risk of making a wrong decision. It was easy to evaluate, and 
respondents were able to inspect it. An empirical study was conducted, and results showed that 
country-of-origin has an impact on consumers' choice, perception of quality, and price.

INTRODUCTION

Country-of-origin (COO) studies continue to be an important research topic because of 
current trends toward globalization and increased availability of international products. The 
country-of-origin concept has evolved into more complex notion with the increase in world trade 
and with the ability of multinational corporations to produce and market products in many different 
countries.  Not so long ago it was much easier for consumers and custom officials alike to define 
the country-of-origin for most products. Examining country-of-origin has become much more 
difficult now. Some interesting questions regarding this construct have been raised recently:  What 
is the country-of-origin for a product whose vital parts are produced in more than one country?  
How do consumers process such information?  Is there a situation in which it is better to emphasize 
foreign origin of a brand than domestic origin?  Initially, people perceived COO as the same as 
country of manufacture (made-in). Later on, with more emphasis on global brands, the country-of-
design concept arose (COD)

Although a rich stream of research on country-of-origin exists, there is a paucity of 
research on how it affects evaluations of products originating from East European countries.  So 
far, most of the research has focused on comparing products coming from the USA and several 
significant trading partners (mainly Japan, Germany, France, and recently China and Korea). Its 
primary focus examined evidence relating to loss or gain of perceived quality advantage of 
domestic products. Also, most previous studies focused on complex products (such as cars, 
computers, home electronics). Country-of-origin was used as a simple peripheral cue. There has 
been a paucity of research on products that are low risk, relatively inexpensive, and easy to 
evaluate. In addition, in most studies respondents were provided only with information on country-
of-origin. Ryan (2008) has introduced a COO concept to create a distinctive identity for a country 
(Finland) in a very competitive international market by finding product attributes that convey an 
attractive Nordic life.
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HISTORICAL PERSPECTIVE OF COUNTRY-OF-ORIGIN STUDIES 

Extensive research on the impact of country-of-origin on buyer evaluations of products has 
been reported in the international marketing literature. Since Schooler (1965) has presented a paper 
on the effects of country-of-origin on the evaluation of products, controversy has surrounded the 
saliency of the construct.  Although most empirical studies found significant country-of-origin 
effects (Yoo, 1992), three studies showed no effects. Johansson, Douglas, Nonaka (1985) have 
found that familiarity and knowledge about the product have more significant effects than country-
of-origin. Some authors, for instance, Bilkey and Nes (1982) and Yoo (1992), have confirmed that 
the country-of-origin could influence the buyer's evaluation of the product. Studies in industrial 
purchasing, for example, have found country-of-origin to be a salient cue in the buyer's perception 
of quality (White and Cundiff 1978). That was challenged by Johansson et al. (1985; p.395) who 
have concluded, "country-of-origin effect may be less significant than has been generally 
believed." Hong and Wyer (1989) have discussed the several ways in which country-of-origin may 
have an impact on attitudes towards products and they have found that country-of-origin enhanced 
elaboration of the other attributes presented. Han (1989) studied the role of country of origin on 
product evaluation and found that "country image may serve as a hello effect from which 
consumers infer product attributes, and it may indirectly affect their brand attitude through their 
inferential beliefs" (Han, 1989; p.228). Another stream of research identified similar relationships 
while noting that the overall influence is mediated by the product category. The conclusion was 
that consumer perceptions are positively influenced for certain products and are unaffected for 
others.  For example, Germany may be viewed as having a quality advantage for automobiles, but 
a similar perceptual advantage may not exist for their clothing. There are a number of studies that 
support those conclusions (Eroglu and Machleit 1989; Hooley, Shipley, and Krieger 1988; and 
Cordell 1991).

Also, country-of-origin evaluations tend to change over time, especially if accompanied by 
coordinated marketing efforts. If we look at the early country-of-origin studies (Nagashima 1970, 
1977) related to the auto industry, we can find a strong advantage for "Made in USA" cars vs. 
foreign (especially Japanese); that attitude changed over time. Years ago Japanese products were at 
a significant disadvantage, as American consumers perceived products from those countries had a 
lower level of quality. This presented a formidable obstacle to success in the United States. By the 
mid 1980's that image was changed completely. 

Some methodological limitations found in many studies, first identified by Bilkey and Nes 
(1982) and also confirmed by Yoo (1992), still remain. These are the use of intangible products 
and surveys, and a tendency to use a single cue.  It is a limitation when the country-of-origin is the 
only information provided to consumers required to evaluate products. This restriction can bias the 
results in favor of finding country-of-origin effects, thus serving as a proxy variable when other 
information is lacking (Huber and McCann 1982). Two other studies used visual cues by providing 
pictures of the products involved in addition to questionnaires (Brown et al. 1987; Thorelli et al. 
1989). The survey method was used more frequently than the experimental design method, which 
was used in only 20% of studies (Johansson and Nebenzahl 1986; Ettenson et al. 1988; Thorelli et 
al. 1989; Hong and Wyer 1989). However, there is also a renewed interest in this topic, and many 
studies have appeared in the late 2000s examining different aspects of country-of-origin and to 
some extent democratizing this topic by including different and interesting twists, such as new 
research trends that explore role of culture and country-of-origin effects (Gurhan-Canli 2000), and 
a similar study where the impact of country-of-origin was researched relative to services in five 
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African countries (Ferguson et al. 2008). The importance of country-of-origin is evident in a 
special issue where several authors have discussed the research related to this topic, 
methodological issues, and the effect of globalization on COO (Phau and Chao, 2008). 

RESEARCH OBJECTIVES 

Many previous studies confirm that country-of-origin has an impact on product evaluation 
and our research objective is to reexamine this assumption in relation to product originating from 
two Eastern Europe countries: Poland and the Czech Republic. A secondary objective is to find out 
which country has the greater advantage in the level of perceived quality and price.  In that regard, 
we have developed two situations: (1) where the product origin is easy to determine (single 
country), and (2) the increasingly common situation where product origin is not so clear, due to 
international cooperation, specifically between the United Kingdom and the Czech Republic.  Our 
purpose is to examine how country-of-origin can act as a simple peripheral cue to determine the 
perception of a product quality.  Since many marketing managers view pricing as a critical aspect 
of the marketing actions of the firm, and key to its profitability we also extend our analysis on 
pricing ramification of country-of-origin evaluations.  So, the goal of this paper is to evaluate how 
country-of-origin information affects perception of a product's quality and its price. 

METHODOLOGY

This study involved three countries: the UK, Poland, and the Czech Republic. The United 
Kingdom was selected because of its significant international activity and as a benchmark to 
compare two Eastern European countries of origin effects. Poland and the Czech Republic were 
selected because of their significant attempts to reform their economies.  Second, the product under 
investigation was the result of a joint cooperative effort between a UK publishing company and a 
Czech company that provided printing. In most previous studies, consumers were only provided 
with country-of-origin or product description. In current study respondents were provided with 
product description, and they were able to see the illustrated children’s dictionary (the product) and 
to inspect it physically. All respondents were shown the identical product.  Each respondent had to 
evaluate the product’s price and quality.  Respondents were given three different price levels, 
starting at $7.95, $9.95 and $12.95 and asked to match one with the product. In addition, 
respondents were asked to evaluate the quality of that product on a scale from 1 (lowest) to 5 
(highest).

The data collection instrument consisted of a questionnaire that included a comprehensive 
description of the product. The sample was comprised of 200 university students. While 
generalizations based on student samples are risky, they can provide meaningful insight and 
directions for future research. 

RESULTS

Three hypotheses were tested.  For the first two hypotheses we used the chi-square test to 
find out if there was a significant difference between observed and expected values.  Data used to 
develop conclusions pertaining to first hypothesis, (country-of-origin has no impact on consumer 
choice), revealed some interesting results. Two hundred respondents were shown the same product, 
and they were asked to associate the product with the country-of-origin.
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Q1.  Assuming this product can differ only in terms of the country where it was printed, from what 
country would you prefer this product to be? 
Ho: Country-of-origin has no impact on consumers’ choice 
Ha:  Country-of-origin has an impact on consumers’ choice. 

TABLE I: COO AND CONSUMER CHOICE 
Poland  21 respondents UK 92 respondents 
Czech Rep. 26 respondents UK/Czech 61 respondents 

The null hypothesis was rejected since the calculated value (66.04) of the test statistic was 
higher than the critical value (7.81) at a significance level of 0.05. Therefore, we conclude with a 
95% confidence level, that country-of-origin appears to have an impact on consumers’ choice. 

To test the second hypothesis (no relationship between country-of-origin and different price 
levels $7.95; $9.95, and $12.95), the chi-square method was used. The respondents were given a 
list of four countries and asked to match one of the listed price levels to each country. The question 
indicated that the product under investigation was the same in all situations. The presented results 
indicate the percentage of respondents that associated a certain price level with that country. 

Q2. Assuming product characteristics are the same, regardless where it comes from, what price 
level would you assign to each product? The most frequent answers for each country are presented. 

TABLE II: THREE PRICE LEVELS AND ASSOCIATIONS 
WITH DIFFERENT COUNTRIES 

Country Price 
Level

Percentage Country Price Level Percentage 

Poland $7.95 82% UK $12.95 86% 
Czech $ 7.95 79% UK/Czech $ 9.95 81% 

    Ho: Origin has no impact on consumers’ perception of price. 
    Ha: Country-of-origin has an impact on consumers’ perception of price. 

Since the calculated value (32.99) of the test statistic was higher than the tabular value of 
chi-square (12.59) at a 0.05 level of significance, and 6 d.f., the null hypothesis was rejected.  We 
therefore conclude with a 95% confidence level, that there is a significant relationship between 
country-of-origin and price level.  Although all respondents saw the same product, Poland and the 
Czech Republic were associated with a lower price, the UK with higher price, and joint UK/ Czech 
product with a medium price level.

Respondents were also asked to evaluate the product quality on a scale from 1 (lowest) to 5 
(highest) and the mean values for the groups are presented in Table III. One-way analysis of 
variance was used to test third hypothesis (there is no relationship between country-of-origin and 
perceived quality).

TABLE III: COO AND PERCEIVED QUALITY SCALE 
County Perceived Quality (5 

highest)
County Perceived Quality (5 highest) 

Poland 3.45 UK 4.25 
Czech Republic 3.68 UK/Czech 

Republic
3.92
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The calculated F value (7.44) was greater than the table value (F=3.78), at a significance 
level of 0.01, numerator 3, denominator 196. Therefore, the null hypothesis was rejected.  We 
concluded that the variability observed between four means is greater than expected due to chance. 

MANAGERIAL IMPLICATIONS 

Marketers should not ignore the fact that products (and manufacturers) are perceived 
differently solely on the basis of their association with certain countries. Marketers should first find 
out whether their country-of-origin presents an opportunity or an obstacle. If a country-of-origin is 
associated with a higher quality, then the COO should be emphasized when pricing, advertising, 
labeling, and branding decisions are being made.  Conversely, when an association with a country-
of-origin is harmful to the product image, the marketers should try to avoid advertising, branding, 
and pricing which identifies the home country. As our example shows, respondents consistently 
favored a product developed jointly by the UK/Czech Republic over a product developed solely by 
either Poland or the Czech Republic. International cooperation (UK/Czech) produced better results 
than the identical product from a country that is perceived less favorably. One potential strategy is 
to link up with companies whose home countries are perceived as superior in terms of quality 
products.

This research confirms that consumers also use country-of-origin information as a proxy 
variable to choose and evaluate low-risk, inexpensive products, even when they have almost 
perfect information. Manufacturers from East European countries must develop long-term 
strategies to eliminate that obstacle. It should be done in several phases since most of those 
companies has neither capital nor technical or marketing skills to do it alone.  In the first phase, the 
emphasis should be on a joint venture or licensing from a country that is more favorably perceived 
than the home country. In the second phase, emphasis should be on improving production, 
establishing quality control standards, and maintaining them. Only when these are achieved should 
a company try to change a COO bias using higher quality and better warranties in their advertising 
and public relations campaigns to reposition products.  Since this is a long-term strategy that 
affects not only one company, but also an array of others, one could argue that there is a role for 
the government in terms of financial support for conducting such actions.  In that case improved 
country-of-origin image may carry on to other products or industries. 
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ABSTRACT

This research explores the theoretical foundations to study the relationship between the 
relationship between culture and marketing ethics. Dorfman and Howell’s (1988) CULT scale 
will be used to operationalize culture along the four dimensions of the Hofstede (1980) model 
(i.e., collectivism, masculinity, power distance, and uncertainty avoidance). Marketing ethics are 
measured by the five dimensions of Vitell, Rallapalli, and Singhapakdi (1993) marketing ethics 
scale (MES) (i.e., general honesty and integrity, information and contract norms, obligation and 
disclosure norms, price and distribution norms, and product and promotion norms). Based on 
theory and literature review, this study predicts 1) a negative relationship between collectivism 
and marketing ethics and a positive relationship between individualism and marketing ethics; 2) 
a positive relationship between masculinity and marketing ethics and a negative relationship 
between femininity and marketing ethics; 3) a direct relationship between power distance and 
marketing ethics; 4) and a negative relationship between uncertainty avoidance and marketing 
ethics. The theory, literature review, and hypotheses of this study should prove valuable for 
marketing managers because Hofstede’s cultural framework allows marketers to identify 
differences in marketing ethics and thus provides a theoretical base for designing more effective 
marketing strategies.

INTRODUCTION

This study explores the theoretical foundations to examine the relationship between 
culture and marketing ethics.  Hofstede (1991, p. 5) has defined culture as “the collective 
programming of the mind which distinguishes the members of one group or category of people 
from another.” Christie et al. (2003) have found that culture has a strong influence on 
individuals’ ethical attitudes. Bartels (1967, p. 21) has defined ethics as a “standard by which 
business action may be judged “right or wrong.” Standards usually differ from one culture to 
another, and so actions regarded moral by one culture may be in conflict with and judged 
immoral by another culture (Armstrong and Sweeney 1994; Bartels 1967; Ralston, Giacalone, 
and Terpstra 1994). Studying marketing ethics of various cultures is vital for marketers to 
capitalize on positive values and safeguard against potentially unethical behaviors.

Cross-cultural research has demonstrated contradictory and mixed results in comparing 
the moral values of marketers from different countries. These contradictions in past research may 
stem from the fact that many researchers did not operationalize the construct of culture. Rather, 
they use “country” as a surrogate for culture. Consequently, it is difficult to determine whether 
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differences in personal values across cultures are indeed due to culture or whether they are due to 
other factors. Kirkman, Lowe, and Gibson (2006) in their review of 180 studies have noticed this 
weakness and stated that researchers tend to depend on Hofstede’s (1980) country scores instead 
of direct measurement of cultural values. The current study fills this gap in research by 
developing the theory to operationalize the culture construct using Hofstede’s framework. Vitell, 
Nwachukwu, and Barnes (1993) have hypothesized various relationships between the 
dimensions of Hofstede’s framework and personal values. Finally, Mooradian and Swan (2006) 
have concluded that Hofstede’s model of culture has been the most widely adopted and applied 
framework in cross-cultural marketing research. In summary, this study lays the theoretical basis 
to explore the relationship between culture and marketing ethics.

LITERATURE REVIEW AND HYPOTHESES 

Hofstede Framework 
Culture has a strong influence on individuals’ attitudes toward both business ethics in 

general and various questionable business practices in particular (Christie et al. 2003). Hofstede
(1980) identified four dimensions of culture: collectivism/individualism, masculinity/femininity, 
power distance, and uncertainty avoidance. 

According to Hofstede (2001, p. 225) individualism is evident in “a society in which the 
ties between individuals are loose: everyone is expected to look after herself/himself and her/his 
immediate family only.” Individualists value personal independence, pleasure, individual 
expression and personal time (Hofstede 1980; 1991). They tend to believe that personal goals 
and interests are more important than group interests (Hofstede 1984). Individualists tend to have 
a high need for personal achievements and value individual rights. In contrast, Hofstede (2001, p. 
225) has stated that collectivism is evident in “a society in which people from birth onwards are 
integrated into strong, cohesive in-groups, which throughout people’s lifetime continue to protect 
them in exchange for unquestioning loyalty.” Collectivism is characterized by a tight social 
framework, in which people distinguish between in-groups and out-groups (Hofstede 1980). 
Collectivists consider themselves as members of an extended family, tribe, nation or culture 
(Hofstede and Bond 1988). A collectivist’s identity is based on the social system rather than on 
the self.  Moral implications of this dimension are that members of individualist societies 
frequently question the moral standards established by their societies. Several studies have 
reported that people in individualistic cultures are less concerned with following formal moral 
rules. Verma (1985) has reported a positive relationship between individualism and the tendency 
of people to break rules. These studies support the concept that collectivists are likely to be more 
sensitive to ethical issues than individualists.

Masculinity and femininity refer to the dominant gender patterns in the society. 
Masculinity has been defined as “a preference for achievement, heroism, assertiveness, and 
material success” (Hofstede 1985, p. 348). Masculine individuals are characterized as assertive, 
aggressive, tough, ambitious, competitive, focused on material success and oriented toward 
money and material objects. In contrast, feminine individuals are modest, tender, humble, 
nurturing and concerned with the quality of life (Hofstede 1980; 1991; and 2001). The values 
implications of masculinity center on the relationship between aggressiveness and morally 
acceptable behavior. One problem is that assertive, masculine individuals might be more tolerant 
of aggressive, questionable behavior than feminine persons. Cohen, Pant, and Sharp (1995) have 
hypothesized that feminine individuals might be more concerned with ethical issues and less 
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tolerant of aggressive, dollar-driven behavior. These findings imply that marketers who score 
higher on the masculinity scale will be less ethical than marketers who score lower on the same 
scale. Thus, this study predicts a negative relationship between masculinity and marketing ethics.

Hofstede (2001, p. 98) has proposed that power distance represents “the extent to which 
the less powerful members of institutions and organizations within a country expect and accept 
that power is distributed unequally.” The fundamental issue involved in power distance is how 
individuals deal with the fact that members of their society have unequal power (Hofstede 1983). 
Individuals who score higher on power distance accept the inequality of power in their society 
more than individuals who score lower on the same scale (Hofstede 1983). One important 
implication of power distance for ethical values relates to the likelihood that subordinates would 
perform unethical actions in response to superiors’ pressure (Cohen, Pant, and Sharp 1995). 
Christie et al. (2003) have ascertained that business managers from a country with a small power 
distance (i.e., the U.S.) viewed a questionable business practice (i.e., complying with the 
superior’s unethical order) as more unethical than business managers from relatively large power 
distance oriented countries (i.e., India and Korea). These theories and findings support the notion 
that marketers who score higher on the power distance scale will be less ethical than marketers 
who score lower on the same scale.

Hofstede (2001, p. 161) has defined uncertainty avoidance as “The extent to which the 
members of a culture feel threatened by uncertain or unknown situations.” Individuals with high 
uncertainty avoidance are more concerned with security in life, feel a greater need for consensus 
and written rules and are intolerant of deviations from the norm. In contrast, individuals with low 
uncertainty avoidance are less concerned with security in life, rely less on written rules and are 
more risk tolerant (Hofstede 1984). Past research has shown that individuals who are low in 
uncertainty avoidance are more likely to take risks (Hofstede 1984). From an ethical perspective 
the tendency to take risks is highly correlated with unethical behavior (Rallapalli et al. 1994). On 
the other hand, individuals with high uncertainty avoidance feel a greater need for written rules. 
High uncertainty avoidance individuals place greater emphasize on “substance over form” 
(Cohen, Pant, and Sharp 1995). These findings provide evidence that marketers who score higher 
on the uncertainty avoidance scale will be more sensitive to moral issues than marketers who 
score lower on the same scale. 

Marketing Ethics Framework 
Hunt and Vitell (1986, p. 7) have defined marketing ethics as: “an inquiry into the 

nature and grounds of moral judgments, standards, and rules of conduct relating to marketing 
decisions and marketing situations.” Vitell et al. (1993) have developed a multi-dimensional 
scale to measure marketing ethics. According to that scale, there are five dimensions of 
marketing ethics: (1) norms pertaining to general honesty and integrity, (2) information and 
contract norms, (3) obligation and disclosure norms, (4) pricing and distribution norms, and (5) 
product and promotion norms. Vitell et al. (1993) have used the MES to examine the relative 
influence of personal moral philosophies and organizational ethical climate on the norms of 
marketers using a sample of American marketing professionals. Specifically, they examined the 
relationships among marketers' norms and their personal moral philosophies (idealism vs. 
relativism). They found that the five dimensions of marketing ethics were negatively related to 
idealism and positively related to relativism. This suggests that marketers who score high on the 
marketing ethics scale tend to be idealistic while those who score low on the same scale tend to 
be relativistic. 
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Rallapalli, Vitell, and Szeinbach (2000) have explored the relationships between 
marketers' ethical norms and their personal values using a sample of 249 marketers. Results have 
generally indicated that marketers' ethics can be partly explained by personal values. Marketers' 
pricing and distribution norms, information and contract norms, and norms pertaining to 
marketers' honesty and integrity were significantly related to the personal values emphasizing 
"excitement," "warm relationships with others," "fun and enjoyment in life," and "a sense of 
accomplishment." These studies suggest that marketers who score high on the marketing ethics 
scale tend to be more sensitive to ethical issues than marketers who score low on the same scale.

Hypotheses
Based on the previously discussed theory and research first, this study anticipates 

negative relationships between marketing ethics and collectivism and uncertainty avoidance 
(independent variables). Second, this study predicts positive relationships between marketing 
ethics and the two independent variables: masculinity and power distance. Marketers who score 
higher on collectivism and uncertainty avoidance will be more sensitive to marketing ethical 
issues than marketers who score lower on the same scale. Marketers who score higher on 
masculinity and power distance will be less sensitive to marketing ethical problems than 
marketers who score lower on the same scales.

SUGGESTED METHODOLOGY 

A one-page (front and back) survey will be administered to respondents’ in the future 
empirical study of these variables. The instrument consists of three major parts: the first section 
measures culture along the four dimensions of Hofstede’s model using the Dorfman and Howell 
(1988) scale. The second part measures the marketing ethics of respondents using the marketing 
ethics scale (MES) developed by Vitell et al. (1993). The last section measures the demographics 
of participants.

Dorfman and Howell’s (1988) CULT scale will be used to operationalize culture along 
the four dimensions of the Hofstede (1980) model. Dorfman and Howell (1988) have developed 
and validated a questionnaire that measures culture along the four dimensions of Hofstede’s 
model, adapting the culture scales from Hofstede’s macro level constructs to capture the essence 
of the cultural dimensions at the individual level. The reliabilities and factor analysis have been 
satisfactory and consistent in studies performed with both Mexican and Chinese managers 
(Dorfman and Howell 1988). Clugston, Howell, and Dorfman (2000) have used the scale 
successfully to explore the relationship between culture and organizational commitment in the 
U.S. Clugston et al. have concluded that the Dorfman and Howell culture scales are adequate 
measures of culture at the personal level. Clugston et al. have published the complete list of 
Dorfman and Howell culture scales at pages 28-29. Clugston et al. (2000, p. 22) said, “Another 
encouraging outcome of this study is the confirmatory factor analysis support of the four cultural 
dimensions . . .  of the scale. 

The Vitell et al. (1993) marketing ethics scale (MES) will be used to operationalize 
marketers’ ethics along five dimensions. Vitell et al. (1993) have developed the MES to assess 
the dimensionality of the marketers' ethics using a sample of professional marketers. The 25 
items in the MES were derived originally from the code of ethics of the American Marketing 
Association (AMA). Each of the items reflects a specific ethical situation that marketers may 
face in decision making and is derived from a specific element in the AMA code. The MES 
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consists of five dimensions (1) general honesty and integrity, (2) information and contract norms, 
(3) obligation and disclosure norms, (4) price and distribution norms, and (5) product and 
promotion norms. The first dimension measures general deontological norms while the other 
four dimensions measure marketing specific norms. Vitell et al. (1993) have concluded that the 
five dimensions of MES measure the essential areas within marketing ethics.

DISCUSSION AND IMPLICATIONS 

Studying the marketing ethics of various cultures is vital for marketing managers. Even 
though cross-cultural ethics is an important subject, many marketing scholars agree that it is one 
of the least studied areas in marketing. The current study laid the theoretical foundations to 
explore the relationship between culture and marketing ethics. 

Past research has found that masculine consumers are more likely to engage in unethical 
behaviors leading to personal gains (Chang and Ding 1995). As mentioned, masculine 
individuals are characterized as assertive, aggressive, ambitious, competitive, and more oriented 
toward money and material objects. Modic (1987) has found that ambition, personal financial 
gain, and desire to win were the greatest contributors to unethical behavior. Rawwas et al. (2007) 
found that less masculine individuals tended to be more idealistic. This theory and past findings 
have important marketing implications. Businesses that have more masculine marketers should 
adapt strategies to handle the unique characteristics (e.g., more likely to engage in unethical 
practices) of their marketers. This could include adding more training to handle these unique 
marketers. The development of tighter code of ethics could be another option to improve the 
ethical awareness among marketers. Also, rewards and punishments could be used to encourage 
ethical behaviors and curb unethical practices. Such strategic adaptations will influence the 
marketing mix variables (i.e., product offerings, pricing, promotion, and distribution). 

Rawwas et al. (2007) have found that power distance is the strongest predictor of 
relativism. This may be somewhat expected since marketers high in power distance are more 
likely to form submissive attachments than those low in power distance (Hofstede 2001). This 
supports the likelihood that ethics of marketers high in power distance depend upon situational 
circumstances and the nature of the situation. This finding has an important strategic implication 
for marketing managers. Most likely, managers will find it easier to manage marketers with high 
power distance than marketers with low power distance.

Rawwas et al. (2007) have found that uncertainty avoidance is the best predictor of 
idealism. This finding supports previous research that has suggested that individuals who are low 
in uncertainty avoidance are more likely to take risks (Hofstede 1984). The tendency to take risks 
is highly correlated with unethical behavior (Rallapalli et al. 1994), implying that marketers who 
are high in uncertainty avoidance are less likely to take risks and are more sensitive to ethical 
issues. Past research has found that marketers with high uncertainty avoidance are more 
concerned with security in life, feel a greater need for consensus and written rules and are 
intolerant of deviations from the norm (Hofstede 2001). Hofstede’s theory implies that marketers 
strong in uncertainty avoidance need more directions and instructions to make their job 
assignments more ethical. Marketers with high uncertainty avoidance may feel more comfortable 
in structured situations and uncomfortable in unstructured settings. Marketers high in uncertainty 
avoidance feel more comfortable performing in structured environments where they find clear 
guidelines to follow in carrying out their duties. Marketers high in uncertainty avoidance may 
perceive the unstructured working environment as intimidating and unfriendly. 
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ABSTRACT

Many consumers are likely to be concerned about the time they put into consumption. 
However, research identifying the demographic and psychographic characteristics of consumers 
who are most time-sensitive, to the point that they will prefer to trade off money for time, is 
extremely limited. This paper explores that topic using data from exploratory surveys conducted 
in the U.S. and Singapore. Although time-sensitivity shows some relationships with demographic 
factors, identification of those most willing to trade off money for time indicates the importance 
of psychographic factors such as attitudes related to free-spending and convenience orientations.

INTRODUCTION

Benjamin Franklin famously observed in 1748 that “time is money.” In their paper 
“Spending Time versus Spending Money,” Okada and Hoch (2004) extended this observation, as 
it applies to consumer behavior, as follows: “Both time and money are exchange mediums. 
People can acquire products by paying hard cash or expending effort, but typically there is a 
trade-off between the two currencies. Consumers generally pay a premium for convenience (p. 
313).”

Consumer orientations to time, and specifically the trade-off between time and money, 
have been concerns of consumer research and related fields for some time (cf. Jacoby, Szybillo 
and Berning, 1976). A sampling of the many topics addressed would include: 

• Differential consumer perceptions of time (Bergadaa, 1990); 
• Different patterns of time usage, or “timestyles” (Cotte, Ratneshwar and Mick, 2004); 
• Attempts to put a monetary value on the consumer’s time (Spencer, 2003); 
• Development of time-management skills (Ricadela, 2009); 
• Strategies for managing time, such as multi-tasking or polychronicity (Kaufman, Lane 

and Lindquist, 1991); 
• Specific methods by which consumers save time, such as buying convenience foods 

(Darian and Cohen, 1995); 
• Modeling of trade-offs between time and money (Okada and Hoch, 2004; Umesh, Pettit 

and Bozman, 2007). 

Many consumers will certainly pay attention to budgeting their time, especially in an 
increasingly fast-paced society. However, there appears to have been little or no research 
designed to identify the demographic and psychographic characteristics of consumers who are 
more time-sensitive, to the point that they will prefer to trade off expenditures of money to save 
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time. It might be hypothesized, for example, that unemployed consumers would be less likely to 
spend money to save time, as compared with employed persons. But even such a straightforward 
hypothesis has been more of an assumption than an empirically tested proposition. A better 
understanding of demographic and psychographic/attitudinal factors associated with such 
susceptibility would certainly be of interest to marketers in a variety of industries. 

Evidence of such relationships, as reported in this paper, was derived from a re-analysis 
of data, collected in a study by the current authors, which was concerned with general aspects of 
consumer behavior. Because this was an exploratory study, no specific hypotheses regarding the 
current topic were advanced prior to data collection. Nevertheless, the findings may provide a 
useful basis for future research and hypothesis development, as well as implications for 
marketing strategy.

METHODOLOGY

A questionnaire was administered to a convenience sample of 315 adults in a major U.S. 
metropolitan area. (After pre-testing, MBA students at two universities administered the 
questionnaire to adult friends and family members.)  Subsequently, a slightly revised questionnaire 
was administered in a similar manner and completed by 338 comparable adult respondents in 
Singapore.  Singapore was initially chosen for an exploratory comparison with the U.S. for three 
reasons. First, the availability of English-speaking respondents precluded the difficulties that would 
have been involved in translating the questionnaire into another language. Second, Singapore has a 
highly developed economic infrastructure, similar to that of the U.S., which would tend to mitigate 
any differences in consumer behavior attributable to stage of economic development. Finally, a US-
Singapore comparison could provide empirical evidence concerning any Asian-Western cultural 
differences in consumer behavior. Because of the exploratory nature of the study, no attempt was 
made to design samples that would be statistically representative of any definable populations of 
consumers.  Nevertheless, the samples were sufficiently large, and exhibited sufficient diversity in 
terms of demographic and psychographic characteristics, to serve as a basis for identifying a range 
of responses to the items of interest, and ultimately generating hypotheses related to consumer time 
sensitivity. However, the findings should be viewed as tentative pending future research.

One of the questionnaire items was the statement (to which responses were made on a 
five-point Likert-type scale) "I don’t mind spending a little extra money to save a little time.” For 
the purposes of the present paper, that item was treated as a dependent variable indicating time 
sensitivity. (The limitations of a single-item measure of the dependent variable could not be 
overcome, given the current instrument.  Although some previous research has shown that 
multiple-item measures do not necessarily outperform single-item measures in such studies [cf. 
Day, Lee & Johnson, 1985], it was expected that any tentative findings from this phase of the 
study could be confirmed with a more comprehensive measure in future research.)

RESULTS

Responses to many of the questionnaire items were quite similar across the US and 
Singaporean samples. Indeed, the grand mean of all responses to the attitudinal items did not 
differ significantly between the two samples. (The difference was approximately .01 on a five-
point scale.) This also suggested no overall response bias between the samples, which meant that 
examining differences between the samples on selected items might yield suggestive results.
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In that regard, like many other consumer behavior phenomena, time-sensitivity shows 
both cross-cultural similarities and differences. An initial finding that was somewhat surprising 
was that our Singaporean respondents were significantly more willing to make the money-for-
time trade-off than their US counterparts (t=4.74, p<.000). As an essentially urban culture, 
Singaporeans may feel the time pressures of modern society more acutely than the suburban 
consumers who made up a large proportion of our US sample. However, like our other findings, 
this will need to be verified in future research.

However, this apparent cultural difference does not explain differences in the types of 
consumers in each culture who are more or less time sensitive. With respect to relationships 
between time-sensitivity and demographic variables, some interesting findings emerged. There 
were no significant relationships between our dependent variable and either gender, income or 
education. This suggests that time-sensitivity is more a matter of lifestyle than demographic 
identity. With respect to age, there was no significant relationship with our dependent variable 
for the US sample, but in Singapore, younger people were significantly more willing to trade 
money for time (correlation coefficient 0.20, p<0.01). This suggests that Singaporean youth are 
leading the trend towards more of a convenience orientation. 

TABLE I: RELATIONSHIPS BETWEEN TIME SENSITIVITY AND 
EMPLOYMENT STATUS, US AND SINGAPORE 

Status Mean Score Status Mean Score t-value Probability 
US

Employed 2.78 Unemployed 2.14 1.57 .12ns 
Employed 2.78 Homemaker 3.11 1.49 .14ns 
Employed 2.78 Student 2.66 0.97 .33ns 
Homemaker 3.11 Unemployed 2.14 1.86 . 07 ns 
Unemployed 2.14 Student 2.66 1.40 .16 ns 
Homemaker 3.11 Student 2.66 2.10 .03 

Singapore
Employed 2.50 Unemployed 2.24 1.51 .13ns 
Employed 2.50 Homemaker 3.28 2.70 .01 
Employed 2.50 Student 2.28 1.91 .06ns 
Unemployed 2.24 Homemaker 3.28 3.58 .00 
Unemployed 2.24 Student 2.28 0.27 .78ns 
Homemaker 3.28 Student 2.28 4.16 .00 
Note: Lower scores reflect greater agreement with the dependent variable item. 

With respect to occupational status (see Table 1), there were some interesting 
relationships – and non-relationships. In the US, there were virtually no differences between the 
employed, the unemployed, students, and homemakers. Homemakers were significantly less 
likely to trade off money for time than students, presumably because it is part of the “job 
description” of a homemaker to spend time in consumption-related activities. In Singapore, this 
pattern was even more evident. Here the only significant patterns were those involving 
homemakers, such that students, the employed, and even the unemployed were more willing to 
spend money to save time. These findings suggest that convenience-oriented expenditures are so 
common in modern society that even those without work (but perhaps needing time to look for 
work) will engage in them. 
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The current study went beyond prior research in relation to psychographic or attitudinal
factors related to time-sensitivity. In the initial study, a number of consumer behavior 
questionnaire items had been combined (based on exploratory factor analysis of 60 attitudinal 
items) into several attitude scales (see Table 2), which were used to compare the U.S. and 
Singaporean respondents. These scales were interpreted as follows: 

TABLE II: CORRELATIONS BETWEEN TIME SENSITIVITY AND CONSUMER 
ATTITUDE SCALES 

Consumer Attitude Scales US Singapore 
Spending Orientation (SO)
It's worth it to me to pay a little more and not run the risk of being 
unhappy with what I buy.
I spend a lot more money than I really ought to.
I buy whatever I have to without worrying too much
about the money.

.35** .31** 

Credit Buying (CB)
I don't pay much attention to interest payments when I buy things on 
credit.
Credit cards are a great convenience for me.                                         
It doesn't bother me to buy things with credit cards.
I buy on credit whenever I need something and can pay it off over 
time.

.27** .22** 

Procurement Intensity  (PI)
I go out of my way to get a better price on something I want to buy.
Before I buy something expensive, I find out everything I can about 
it.
I talk with people a lot about things I am thinking about buying.
I am likely to complain to the seller if something I bought turns out 
to be less than was promised.
If dissatisfied I take advantage of "money back guarantees."

-.22** -.02ns 

Household Frugality  (HF)
I am very efficient about the routes I use when I go shopping.
I save money by buying a lot of something at once and then using it 
up over a period of time. 
It's worth it to me to use coupons, rebates and refund offers.

-.17** -.12* 

Shopping Pleasure  (SP)
I think shopping is an enjoyable way to spend my time.
I prefer to go to one place and get my shopping all done at once. (-)
I find shopping to be a stressful activity.  (-)

-.13* -.09ns 

(Pearsonian correlations, at significance levels:  * p=.05, ** p=.01) 

Spending Orientation (SO): This scale indicates relative insensitivity to monetary 
expenditures as compared to perceived benefits or other costs of consumption such as time and 
effort; Credit  Buying (CB): A propensity to use credit  and  credit  cards, suggesting relative 
insensitivity to  “financing“ costs; Procurement Intensity (PI): These items indicate a willingness 
to expend time and effort in shopping and consumption, to maximize value; Household Frugality 
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(HF): These items pertain to behaviors aimed at achieving economy in operating a household; 
Shopping  Pleasure (SP): Shopping can be experienced  as  a  form of recreation or a source of 
ego-gratification rather than a  chore in the procurement process. These scales were inspired by, 
and represent extensions of, a "purchasing involvement" scale developed by Slama and 
Tashchian (1985). (With regard to reliability, Cronbach's alpha for these scales ranged from .72 
to .80, considered satisfactory for newly-developed scales in the early stages of research 
[Nunnally, 1978; Peter, 1979], but suggesting a need for continued development as this project 
moves beyond the exploratory stage.) 

Among those more time-sensitive, there were psychographic similarities between the two 
cultures, as indicated in Table 2. First, as indicated by strong positive correlations in both the US 
and Singapore with our Spending Orientation (SO) scale, the tendency to trade off money for 
time is, not surprisingly, related to a general tendency to be a free-spending consumer. Similarly, 
strong positive correlations in both samples with Credit Buying (CB) indicates that the money-
for-time trade-off is part of a general convenience orientation that also includes the use of credit. 
Our Procurement Intensity (PI) and Household Frugality (HF) scales both represent a level of 
involvement in consumption activities characterized by a willingness to expend effort (and 
typically time) in order to get the best deals. Not surprisingly, the relationships with time-
sensitivity are all negative, although the relationship with PI fails to achieve statistical 
significance in Singapore. Finally, higher scores on our Shopping Pleasure (SP) scale indicate 
the kind of consumer for whom shopping is more of a recreational activity than a chore. Here 
again, the relationships with time-sensitivity are negative, indicating that expenditures of time in 
the recreational aspects of consumption are not viewed as a cost or expense, but rather as a 
benefit. However, here again the relationship in Singapore barely fails to achieve statistical 
significance.

DISCUSSION

Culture and demography appear to provide a basic structure of values and norms related 
to time sensitivity. Within such structures, psychographic or attitudinal factors determine which 
persons in any given society, group or category will be more willing to trade off money for time. 
The tentative portrait of the time-sensitive consumer that emerges from these exploratory 
surveys, conducted in the U.S. and Singapore, suggests that a complex of free-spending or 
convenience-oriented attitudes will predispose a consumer to trade money for time. These 
relationships between time-sensitivity and other attitudinal/behavioral variables, coupled with 
relatively few significant relationships with demographic variables, suggest that time-sensitivity 
is part of a convenience-oriented consumer lifestyle that transcends the specifics of one’s 
demographic situation.

One implication of this research is that convenience orientations among consumers are an 
increasingly global phenomenon. Moreover, these orientations are not restricted to certain 
market segments, such as the affluent. Therefore, at least in developed countries such as the US 
and Singapore, marketers can generally increase their profits to the extent that they can charge 
more for products and services that save people time. In terms of communication strategy, 
convenience appeals to all consumer segments may be equal or greater in effectiveness than 
other benefit or price appeals. However, additional research will be required to confirm these 
tentative relationships, provide more fine-grained analysis of these and other demographic, 
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economic and psychographic variables, and delve deeper into cultural similarities and differences 
in time sensitivity. 
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ABSTRACT

Cultural institutions, including museums start to focus their marketing strategies on the 
visitor’s resources. Positioning museums effectively in this century may become a subject of 
survival. Different studies indicate how cultural institutions management has created new 
strategies, changing their traditional philosophy, and has established new technologies to adapt 
their cultural programs to the new visitor’s behaviour. Nowadays, information acquisition in the 
cultural and creative sector still results very difficult, so studies are very insufficient. However, 
at this point, we present this new assignment, engaged to the knowledge of the modern cultural 
situation.

INTRODUCTION

This paper analyses how marketing affects cultural institutions and we study the case of 
Spanish Museum Guggeheim Bilbao, as an example of how global brands are related to visitor 
behaviour and local development. Cultural institutions, including museums, have begun to 
realize of the importance to consider marketing as an essential management tool. Over the last 25 
years, museums have responded to an increased interest in their visitors (Rentschler, 2002). 
These institutions have taken into account how marketing affects the museum management and 
they have included this discipline into their organisational strategies. 

BACKGROUND

Adam Smith (1776) and Ricardo (1817), consider that culture and art are essentially non 
productive activities so they can not contribute to the wealth of Nations (Benhamou, 1996). 
There is still some scepticism about the usefulness of marketing in cultural organisations (Kolb, 
2000) and some authors even consider that marketing and culture are two opposite topics that 
cannot joint together (Gómez Ramírez, 2007). In 1977, Kotler raised the question of the use of 
the marketing in cultural institutions, as producers of cultural goods. Since then, many other 
authors as Hirschman (1983), Diggles (1986) or Benhamou (1996), have produced a great 
number of researches regarding the so called cultural marketing. 

CULTURAL MARKETING 

Cultural institutions, including museums, have realized the importance of marketing as an 
essential management tool. Over the last 25 years, museums have responded to an increased 
interest in their visitors (Rentschler, 2002). These institutions have taken into account how 
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marketing affects the museum management and they have included this discipline into their 
organisational strategies.

There is still some scepticism about the usefulness of marketing in cultural organisations 
such as museums (Kolb, 2000), and confusion within the profession about the marketing concept 
itself (Neilson, 2003). Some authors go even further and consider marketing and culture as two 
opposite terms that are not possible to mix (Gómez Ramírez, 2007). In this sense, Classic authors 
as Adam Smith or Ricardo, consider that culture is essentially a non productive activity. In their 
opinion, Arts belong to leisure activities and does not contribute to the wealth of Nations 
(Benhamou, 1996). 

Since Kotler (1977) raised the question of the use of the marketing in cultural institutions, 
noting that cultural organizations, museums, auditoriums, libraries and universities, produce 
cultural goods, many other authors as Hirschman (1983), Diggles (1986) or Benhamou (1996), 
has produced a number of researches regarding the so called cultural marketing. There are 
different perspectives of this topic. Diggles (1986) assumed that culture and art marketing 
follows basically the distribution or dissemination of a work and contribute to generate the 
maximum benefit. A more modern conception understands cultural marketing, as marketing 
applied to artistic expression. It is a discipline that has wide scope within the cultural industries, 
given the arts diversity, as playful creations of human beings (Gomez Ramirez, 2007). The 
importance of the economy of culture has increased due to the necessity of cultural industries 
development (Pérez-Bustamante Yábar, 2008). 

Marketing thus becomes one of the essential tools for the diffusion of artistic and cultural 
activities. The aim is to facilitate the attainment of benefits that satisfy all actors, creators, 
performers, artists and the different organisms of the society. The need for companies and 
institutions to find new ways to communicate and justify their actions to the consumer society it 
is directly related to the growth potential in the use of cultural marketing as a tool to link with its 
audiences.

Identity of a cultural project is the main requirement to make a successful association 
culture-business. This has nothing to do with the imposition tool of the abusive sponsored 
conditions. Nowadays, if operators recognise that to continue in their market, a culturally aware 
performance ethic, commitment to the community and its responsibility in business subscribe to 
a healthy future. 

MUSEUMS MARKETING MANAGEMENT 

The insistent "marketization" of the public sphere has not arrived in the world of 
museums and galleries. This arrival coincides with demands from the boards which run these 
institutions that they be managed as if they were businesses. 

Museums as agents of cities development and living institutions, articulates the cultural 
diversity and sources of development. The museums are seen as a source of wealth and spending 
attractiveness of across the public and cultural tourism, along from being a factor of development 
and urban regeneration. Today there are over sixty thousand museums worldwide, of which 90% 
of them were created from Second World War (Do Nascimento, 2008). 

The report “The Economy of Culture in Europe” (European Commission, 2006), remind 
how the world's leading museums are hired to organize the most important exhibitions, for the 
purpose, among others, to attract more visitors. The report highlights that these leading museums 
are not located in Europe. Of the 20 most important exhibitions held in 1998, 14 were devoted to 
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European artists but only 4 occurred in Europe, and the 20 made in 2005, 7 were held in Europe 
and 11 were dedicated to European artists. This concluded that “the old Europe”, source of great 
wealth exhibiting art for visitors, is not making their potential as Asian and US Museums do.

Table I show top 20 world exhibitions by number of visitors, and proves that museums 
and companies are increasing the responsibility of organising cultural and artistic activities that 
attract most visitors. These entities have to find new resources or sponsors, develop business 
plans and strategies, and implement communication and marketing plans. In other words, these 
institutions are increasingly integrated into market mechanisms. 

TABLE I: TOP 20 EXHIBITIONS HAVING RECORDED 
MOST ADMISSIONS IN THE WORLD, 2005 

N Admissions Exhibition Museum Town
1 937,613 Toutankhamon et l´age d´or des pharaons Lacma Los Angeles
2 866,812 Touttankhamon et la vallée des rois Ausstellunghalle der Bundesrepublik Bonn
3 699,486 Pharaon Institut du Monde Arabe Paris
4 621,814 Chefs d´oeuvre français du XIXéme siécle du Musée du Louvre Musée d´Art de Yokohama Yokohama
5 607,699 L´Empiere Aztéque Guggenheim Museum Bilbao
6 518,307 Van Gogh dans son contexte Musée National d´Art Moderne Tokyo
7 501,601 Turner Whistler Monet Galeries Nationales du Grand Palais Paris
8 463,603 Chanel MOMA New York
9 459,972 Vincent Van Gogh Les dessins MOMA New York

10 440,564 Monet la Scéne et les Nénuphars Museo Di Santa Giulia Brescia
11 433,397 Cezanne et Pissarro 1865-1885 Museum of Modern Art New York
12 425,404 Chefs d´oeuvre français du XIXéme siécle du Musée du Louvre Musée Municipal de Kyoto Kyoto
13 386,841 Frieclander Museum of Modern Art New York
14 382,269 Turner Whistler Monet Tate Britain London
15 370,011 Salvador Dalí Philadelphia Museum of Art Philadelphia
16 369,249 Frida Kahlo Tate Modern London
17 362,152 Matisse, le tissue des réves son art et ses textiles MOMA New York
18 342 La beuté de la Santeté Israel Museum Jesuralem
19 337,475 Chefs d´Oeuvre de I´lle aux Musées á Berlin Musée National de Tokyo Tokyo
20 332,939 Hokusai Musée National de Tokyo Tokyo

    Source: European Commission (2006, p. 153). 

MUSEUMS BRAND & LOCAL DEVELOPMENT: THE GUGGENHEIM BILBAO 

The marketing task within museums and galleries has been put under increasing pressure 
and at the same time raised to a new status. The marketing has become an essential tool for the 
institutions. It must deliver according to the performance measure of the museums industry and it 
must also develop the identity of the institutions into a brand. 

A successful brand is its high level of name awareness and the positive associations 
which attach to the name and are called to mind by the name. Name awareness and brand 
associations will be addressed as components of the total picture of a museum brand later in this 
paper. Museum brands have become valuable entities, and the managers of these brands are 
faced with challenges their predecessors could not have imagined. The role of the managers has 
changed significantly within the last years. The power of museum brands is great and complex. 
The ability of the Guggenheim Museum to franchise its brand name has been one of the most 
spectacular recent examples of brand strength in the museum and gallery marketplace (Caldwell, 
2000).
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With a strong brand identity, museums should be able to promote their changing products 
(exhibitions and programs) linked to the essential core elements and attributes associated with 
the long-term purpose of the museum (Scott, 2000). 

From its origins on Fifth Avenue, New York, the Guggenheim Museum has become the 
first global brand in the world of museum marketing and provides an example of what it means 
to adopt the techniques of brand management in managing the assets of cultural tourism 
products. The current director of the Guggenheim has used a strategy taken from consumer 
product marketing which uses a developed brand identity as a means of gaining a wider 
audience/customer base through a program of franchising. The Peggy Guggenheim Collection in 
Venice shares the family name and was the first brand extension. The Deutsche Guggenheim 
Berlin and most recently the Guggenheim Museum Bilbao would have been unthinkable if not 
for the Guggenheim name and art collections, which are part of the Guggenheim Foundation. 
Taken together, these institutions operate under the umbrella of a global brand identity which has 
overcome the limits on visitor numbers imposed by the original site on Fifth Avenue (Caldwell, 
2000).

It is important to establish a link between a well known brand and the impact that this 
brand might have in the development of the area where is set. A museum may contribute to 
develop the economy and culture of the local area and to rehabilitate of a damaged and neglected 
historical region, like the case of the Guggenheim Museum in Bilbao. 

This project was conceived as one of the principal elements of a strategic plan to develop 
the city and country. Adopted in 1989, was included into the redevelopment of the city of Bilbao. 
The city had suffered a severe economic crisis in the previous years. The Museum’s amazing 
design by North American architect Frank O. Gehry was built on a 32500 square meter site in the 
centre of Bilbao. The museum has turned the city in one of the essential visits for all lovers and 
enthusiasts of Art and Architecture. The local economy activity has increased since the 
Guggenheim Museum in Bilbao was opened. It has been a considerably growth in number of 
tourist, with over 8 million visitors recorded, 60% of them were foreigners, mostly from US.

Basque authorities provided funds to build the museum up. A total of 132 million Euros, 
which 84 million where use for the construction of the museum, 36 million were for purchasing 
different collections and 12 millions to create the Guggenheim Foundation. Since then, the 
museum has generated 1.3 billion Euros revenues. That represents18 times the investment made 
for the construction of the building through a very successful self-financing strategy.

Figure I presents the directly and indirectly impact the Guggenheim Museum has had on 
the Basque Country since its inauguration in October 1997 and up to December 2005., related to 
economic and social outcomes developed since it is open. The GDP generated by this autonomy 
representing approximately the 3.7% of the national GDP. According to all the data collected, we 
could say that the Guggenheim Museum, has managed to highlight Bilbao within the tourist map 
of our country. 
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FIGURE I. ECONOMIC IMPACT OF GUGGENHEIM BILBAO MUSEUM IN THE 
BASQUE COUNTRY (SPAIN). (MILLION €). 1997-2005. 

Source: European Commission (2006, p. 157). 

In 2005 the total revenue generated by this museum, both direct and indirect revenues 
were more than 165 million Euros. The total number of visitors registered was 965,082, 
including 578.549 foreign visitors. The museum has contributed to the maintenance of 4,893 
employees in 2005 and the creation of 4,361 employments since its opening. The average 
unemployment rate in the City of Bilbao went from 14.5% in 1995 to 9.5% in 2005. 

The "Guggenheim effect" on the local cultural sector registered (Balzola, 2003), 
describes a breakthrough in the industry and cultural activities, because it shows how cultural 
and arts local visitors increase. How other local museums in the Basque Country and in 
particular the Museum of Arts in Bilbao got restructured and modernised to avoid remaining in 
the Guggenheim’s shadow and how many art galleries opened as a consequence of the activity 
generated by the Guggenheim Museum. In addition, in the period 1991-2004, the public 
association of the Bilbao City Hall, contributed to the creation of 20 hotels, to the creation of a 
variety of cultural outlets: 37 enterprises with cultural, sports or entertainment purpose and 20 
enterprises dedicated to graphic design and arts. 

CONCLUSIONS

Cultural institutions, museums, and their impact in the economy are important items to 
consider in the Cultural Policies. How cultural managers had changed their vision about this type 
of institutions is a real revolution. Visitants are at this moment of time the main reference, even 
more important that the collections shown. The experience of the visit is as important as the 
product. Positioning museums effectively in the 21st century may become a subject of survival. 
Marketing experiences in cultural institutions it is necessary and the cultural industry knows that 
this is true. The budget of this type of business is increasing directed to attract new cultural 
visitors. Museums are going to have to market themselves very strategically to attract audiences 
and maintain a position in the future. 
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ABSTRACT

One of the challenges that raises from the analysis of ICT at the firm level - also at a 
more aggregate level, sector, or economy is to obtain an indicator that allows us to value or to 
reflect which is the level - qualitatively and quantitatively - of ICTs a company has. Thus, the 
aim of this paper is to present a methodological proposal that allows us to value the degree of a 
firm´s ICT adoption, by the construction of a specific index.

INTRODUCTION

Information and Communication Technologies -ICTs from here onwards- are all those 
technologies that are applied in the processes of generation, processing, storage, transmission 
and reproduction of information and in the processes of communication of any nature (Sanchez 
and Nieto, 2009). Therefore the ICTs includes both hardware, this is, tangible devices  -
computers, telecommunication equipments, etc, -, and software, this is, -web pages, CRM 
(Customer Relationship Management), ERP (Enterprise Resource Management), CAD/CAM 
(Computer Aid Design; Computer Aid Manufacturing) etc-. 

Many papers have emphasized the importance of the ICTs for companies, so much 
regarding the results derived from their application as to the budget that firms dedicate to ICTs 
investments (Veugelers and Cassiman, 2005). The importance of ICTs is due to their capacity to 
create competitive advantages for firms across improvements in efficiency, product 
differentiation and distribution channels, management and control (Piccoli and Ives, 2005). 
Therefore, they have a potential impact on firm productivity and competitiveness. Heeks (2002) 
shows the importance of the adoption of the ICTs for the improvement of the firm’s productivity 
highlighting the role that information plays in the business processes and in the results of 
business management. In addition, with regard to the role of the ICTs in the results of firm 
management, it is associated with the learning process (i.e. the metamorphosis of the information 
into knowledge as a part of the learning process) and with decision making (i.e. the information 
as an input for the decision making process). 

Relevant research develops a quantitative analysis including descriptive statistics of 
different variables, such as the introduction and the technological applications of ICTs in 
enterprises and homes. These studies also analyze variables related with the availability of the 
on-line administration of those technologies and variables related with the percentage on the 
GDP that the communication and technology expenses suppose (Alfaro and Alfaro, 2009). With 
the aim of obtaining information of those variables different sources information published by 
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different entities -such as Eurostat- are used. Likewise, Survey on Business Strategies (ESEE) 
elaborated by Public Enterprise Foundation (FUNEP) is one of the most important statistical 
sources related to study of innovation in Spain. 

Once the qualitative study is concluded, an empirical analysis is developed. We will use 
factorial and cluster analysis and/or a variance study (ANOVA). 

Factorial analysis allows us to choose a reduced group of factors which sum up the 
information of the original variables. On the other hand, cluster analysis groups a series of these 
factors with regard to the introduction degree of ICTs. Finally, variance analysis (ANOVA) is 
used to observe if the established groups have significant differences in the original variables. 
So, it detects those variables for which enterprises with a lower introduction of ICTs have higher 
deficiencies.

METHODOLOGY (I). INTRODUCTION AND STAGES INVOLVED 

Research design and structure 
In order to establish the degree of integration of firm ICTs, both qualitative and 

quantitative methods will be used. We consider three stages of research. 

Stage I: It begins with in-depth interviews with experts in the sector, as well as group-
dynamics sessions using the Delphi technique. This method is considered a tool for structuring 
the group communication process, effective in enabling a group of individuals, as a whole, to 
deal with complex problems. (Liston and Turoff, 1975). Thus, Parisca (1995) states that the 
Delphi technique is based on the principle of collective intelligence, attempting to arrive at a 
consensus of the individually-expressed opinions of a carefully selected group of qualified 
experts on a subject, by means of repeated applications of a questionnaire with feedback of 
average results from the previous round, applying statistical calculations. In sum, the Delphi 
method is able to predict based on the use of intuitive judgment transmitted by a group of 
experts. (Astigarraga, 2000). Experts must have recognized experience and competence in the 
subject which is the object of analysis. 

The results entail the classification of parameters to evaluate the level of implantation of 
ICTs in three groups: 

• Resources or availability of computational tools, where the aim is to know the “IT 
inventory” for financial management, control, production, sales, quality, purchasing, 
maintenance, liquid assets, fixed assets, projects and the Internet. 

• Human capital resources, where the aim is to know the “IT skills inventory” of the 
firm’s personnel. 

• Resources linked to system development, where the aim is to find out to what extent 
the firm has ICT systems at its disposal which will allow the firm to list customer 
according to the type of product purchased and the corresponding profit margin, as 
well as the suppliers of raw materials. 

Based on the above a first draft of a questionnaire is drawn up which is then applied to a 
small number of enterprises – the 27 which compose the Corporación Caixa Galicia -. This pre-
test stage involves the collection of enough information to develop a more reliable questionnaire 
which will allow us to describe the matter being researched. 
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Stage II: Final version of the questionnaire, its application and the collection of results 
based on a representative sample of Galician SME’s and the design of indicators based on the 
information and feedback processes obtained from the first stage. 

While we are waiting for the questionnaires to be duly filled in and sent back, a synthetic 
indicator is drawn up which will enable us to measure the level of ICT implantation in 
enterprises. The design of this index –I 2ICT- is carried out on the basis of 49 indicators or 
observable variables (p=49) being the same number as the number of questions proposed in the 
questionnaire – classified into three groups (k=3): IT Resources, Human Resources and System 
Resources

Stage III: Analysis of data and presentation of results. In this stage the factorial method 
of principal components will be used and, later, a cluster technique in order to find typologies of 
enterprise according to the degree of implantation of ICTs.

Units of analysis 
The unit of analysis are the SMEs present in different sectors, to be more precise, 

companies in the building, mineral, metallurgical and chemical industries, engineering, 
aerospace and manufacturing, consumer services, financial and real estate, technological and 
telecommunications sectors. Narrowing our research to one region (Galicia region) enables us to 
isolate the indirect effects and the interference caused by interregional effects. 

Sample
The sample will be drawn from ARDAN database where a primary search for enterprises 

was carried out, finding a global count of 7,293 SME’s, classified as enterprises belonging to the 
above-mentioned sectors. From this broad sample, twenty-seven were selected for the 
assessment of the model and of the preliminary draft questionnaire. With the sample obtained, a 
stratified sample was made, classifying companies by size and sector. Finally, the final 
questionnaire has been sent to 500 firms. 

Conceptual description of techniques employed 
After drawing up the draft questionnaire, obtained in the previous stage, we went on to 

try it out on the selected group of firms. After the application of the new questionnaires, the 
multivariant factorial analysis technique is used by means of the method of principal 
components. In the present research, the use of the cluster by means of the k-averages method 
enables us to construct a hierarchy of Galician SMEs according to the degree of ICT 
implementation.

METHODOLOGY (II). DEVELOPMENT OF A STATISTICAL MODEL 

The index of ICT implantation (I 2ICT) aims to trace the profile of Galician SMEs based 
on the level of integration and adoption of Information and Communication technologies and 
also to enable us to make a scale of them from 1 to 5. In order to calculate this index the 
indicators are grouped as follows: G1 (Availability of Computing Tools and Infrastructures), G2 
(Human Resources) and G3 (System Development). The idea is to identify factors that cannot be 
directly appreciated which can represent groups G1, G2 and G3, using as a basis a set of 
observed variables or indicators, where each observed variable corresponds to one of the 
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questions proposed in the questionnaire (C1, C2, …., C49). Lastly, the indices were classified in 
three types by means of group or “cluster” analysis using the k-averages method for the division 
into types. 

Composition of the index of ICT implantation 
In the process of drawing up an ICT implantation index (I 2ICT) 49 observable indicators 

or variables were considered (p=49) – as many as the questions on the questionnaire – classified 
into 3 groups (k=3). 

An index was drawn up for each group of indicators, using the multivariant technique of 
factorial analysis. The statistical model used in the factorial analysis explains a structure of linear 
correlation existing between the indicators Y = (Y1, Y2, ...Yp)T, which are directly observed, 
called common factors, plus a residual factor. This model can be expressed in the following way: 

Y = Λ F + ε         (1) 
where Y = (Y1, Y2, ...Yp)T, T is a transposed vector of indicators observed (p × 1); Λ is 

a matrix (p × k) in which each element represents the correlation existing between the yi 
indicator and the fj factor, with Λ being denominated the matrix of factorial charges, with the 
number (k) of factors being smaller than the number (p) of indicators; F is a vector of common 
factors (k × 1) and ε is the vector of residual components (p × 1). 

In this way, each variable of the factorial model (1) can be written as: 

yi = λij f j
j=1

k

+ ej
   I = 1, 2, .... p (2) 

The aim of this technique is to estimate the matrix of the factor charges, to explain as far 
as possible the correlation between the indicators Yp×1 by means of the common factors Fk×1.
In general, the initial structure of the estimators of these of these factorial charges is not a 
definitive one. In order to confirm or deny the initial structure, the method of factorial analysis 
allows the rotation of the axes of this structure. To this end, the correlation matrix Rpxp of the 
model’s indicators is used (1). The columns of Λp×k are made up of normalized autovectors of 
the matrix Rp×p submitted to an orthogonal rotation of the factors by means of the varimax 
method, with the aim of defining more clearly the pattern of the relationship existing between 
each of the indicators and the factors used. Thus, each λij element of the Λp×k matrix represents 
the degree of correlation between the “i”th indicator and the “j”th factor when I = 1, 2, ... p  y j = 
1, 2, ... k; k < p. 

There are also p autovectors (λ1 λ2  … λp  0) associated with the Rp×p matrix, 
which provide the percentage of total variance of the model. In this way, the number of factors of 
model (1) can be defined, based on the percentage of explanation of each factor in the total 
variance.

The index calculated based on the factorial charges, and summarizing all the information 
contained in the various groups, is given by

=

⋅=
k

j
gjm

j
gm F

tr(R)
IND

1       (4) where: 
 INDgm = index of company m within group g; 

λj = “j”th root characteristic of correlation matrix R of group g; 
 k = number of factors selected; 
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 Fgjm = factorial charge of company m, of factor j in group g; 
 tr = trace of correlation matrix Rp×p.

In order to make it easier to compare the indices of each one of the companies in the 
different groups, the base of these indices was transformed in such a way that the estimated 
index was in the range of 0 – 100: 

100
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−
−
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INDIND
I

   (5) 
Once the sector indices were defined, a global index can be drawn up by means of 

weighing up the indices n each group according to its relevance in the final classification of the 
different companies. The weight or importance of a group will be greater in proportion to the 
size of the discrepancy between the indices in relation to their maximum value for each 
company, by means of the following formula: 
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    (6), where 
   n = number of companies; 

   g = number of groups; 
   Pg = weight for group g; 
   Imj = index of company m in group j. 

In this way, for each company, the Index of Company Development is given as: 

=
g

gmgm IPTICI 2

   (7)    
Cluster analysis 

In order to classify firms according to I 2ICT and the indices obtained in each specific 
group, we used Cluster Analysis with the k-averages method for type selection. This is one of the 
most widely-used methods in group analysis when dealing with a large number of elements. 
Firms will be classified into five classes of group, where class-1 firms correspond to those with 
the least ICT implantation and class-5 firms with excellent levels of implantation, where for each 
class:

 p(l) = {om(l) : 1 < m < nl}; l = 1, 2, 3, 4 and 5  (8) where: 
   p(l) = type of grouping; 
   om(j) = coordinate m of class l. 

Thus, the centre of class p(l), or rather, the average of the coordinates of its elements, will 
be represented by o(l) and the sum total of the residual quadratics, within the “l”th group SQR(l) 
will be given by
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 SQR(l) =  d2 [om(l); o(l)] 1 < m < nl     (9) 

Where d2 represents the square of the Euclidian distance of element m of class l from its 
centre.

The smaller this value, the more homogeneous will be the elements within each class. 

CONCLUSIONS

The new technological revolution of the information and communication has important 
and new challenges for SME´s. So, the competitiveness of these companies will be given, in a 
notable manner, by their innovation capacity and the incorporation possibility of these 
technologies in an effective and efficient way. 

The present paper is aimed at proposing a methodology to analyse the level of 
implantation of Information and Communication Technologies in Galician SMEs and, 
afterwards, establish a hierarchical scale from 1 to 5. In order to do this, an Index was proposed – 
ICT Implantation Index – as a considered measurement of the partial indices calculated for each 
group of questions on the questionnaire. 

The next step in this investigation line is the obtaining of the results. It will allow to 
assess an overall classification of the analyzed companies with respect to the availability of ICT 
tools, the asset management, the automation of operational policies and quality and maintenance. 
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ABSTRACT

There is a polysemic confusion between digital identity (objective factors) and digital 
reputation or credit (subjective factors). Both are part of the corporate marketing 2.0. Firms are 
entering a digital stage of life. A balance relation between corporate identity and corporate image 
needs to be established in order to achieve a brand consolidation. Digital reputation is the 
valuation reached about a company through the use or misuse that offers Internet through the 
integration of a sequential process: image, perception, beliefs and character that reflect the 
economic value of the reputation or social valuation of the company. Digital reputation and RSC 
forms responsible reputation. 

INTRODUCTION

The concepts of identity, image and reputation are often misused in the corporate 
communication. The Corporate communication 2.0 acquires strategies 2.0 for the enrichment of 
the bidirectionality, that the more demanding and active new user wants, within the framework 
of a more digitally flexible company. This article offers a new conceptual framework to clarify 
those concepts. Within this framework corporate identity is defined as the personality of a 
company, that is, the essence that make it different from other firms; corporate image is the total 
impression an entity makes on the minds of people; and reputation is the estimation of a 
company when it is compared with others companies in the same sector.

BACKGROUND

Corporate identity and reputation have become very relevant topics. Firms must realize 
that they need to introduce and apply corporate communication 2.0 to improve the relations with 
their customers. New corporate communication implies a new business model that makes the 
company more flexible and participating through the use of the tools 2.0, such us the positioning 
in search engines, blogs, microblogs, wikis, social networks, etc. This is part of the marketing 
strategy in order to obtain a greater visibility and, therefore, of identity and reputation. 
Additionally, it is possible to use the Social Mass Marketing to get to an upper stage of 
Analogical Identity, inspired in Mitchell (2003) famous sentence “Disconnection would be 
amputation. I am part of the networks and the networks are part of me. I link therefore I am”. 
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CORPORATE COMMUNICATION 2.0

The positioning in search engines (SEO) comprises marketing strategy to obtain a greater 
visibility and, therefore of identity. The model of a more open, flexible and participating 
business enterprise 2.0 is the frame of corporate communication 2.0. Martín Salvador (2006) 
affirms that in this new company exists an ecosystem of open and tensile business, with great 
confidence in the external collaborations. Thus, we can apply two perspective, an external one 
for the public relations; another internal for the management of knowledge. The new approach in 
the strategies of internal and external communication in the organizations that suppose the 2.0 
with the idea to share and manage the knowledge through the participation and implication of the 
users, makes a high priority the identification of technologies, tools and applications that can be 
integrated in the different existed channels of diffusion (RSS, Google Maps, etc.). We are 
witnessing the introduction of the applications of corporate communication 2.0 to improve the 
relations with the customers. A bidirectional channel of listening is created, offering this way 
services adapted to the preferences and needs of the users who reflect their interests, 
expectations, preoccupations and demands. From an internal corporate point of view the 
introduction of microblogging, blogs, wikis and social networks can contribute to the personnel 
the tools necessary to share the knowledge, to improve the internal communication and to 
participate in collaborative processes that improve the effectiveness of the services to the users. 
The corporate blogs are acquiring a significant height in the organizations that wish to foment a 
culture of corporate communication. It constitutes an excellent tool of bidirectional 
communication with the customers and media, fomenting the participation. The adoption of the 
social networks as tool of Social Media Marketing is generalized and constitutes an effective tool 
for the product promotion, events and the publication of new features and activities of interest, 
like in Facebook or Tuenti. The number of companies that are adopting Youtube or Vimeo not 
just like a repositorio but like an extension of its corporate identity, musical groups, television 
programs, political parties, universities.

CORPORATE IDENTITY AND REPUTATION

In this paper we make a revision of the different definitions of corporate identity, from 
the purely visual conceptions to formulas that put the emphasis in the perceptual result of this 
concept. For Fombrun and Van Riel (2008), Identity is the group value, the autoimage, the 
reality of the company, but also the most visual aspects of the organization, such as the name and 
its graphical system. For Martín Salvador (2006), corporate identity is the personality of a 
company, what make it different from other firms. Global corporate identity is determined by 
four factors: the corporate behaviour, the corporate culture, the visual identity and the corporate 
communication. The corporate identity or corporate visual identity (CVI) is the physical 
manifestation of the brand. It becomes reference to the visual aspects of the organization identity 
(Mouriz Costa, 2007). 

Corporate identity and reputation have become very relevant topics. Villafañe (2000) 
maintains that the corporate reputation in anything is different from any other class of reputation. 
Traditionally, the term was used to talk about the people who in their profession or life 
characterized themselves by a commendable behaviour, or by quite the opposite. According to 
the RAE (2009) dictionary, the meaning of the word reputation is the opinion or consideration 
held about somebody or something. A perception that is form from the outside and it is subject to 



180

variations. This is the reason why reputation can be positive, but also negative. For Charles 
Fombrun and Van Riel (2008), reputation is always the consequence of its ability to be related to 
its stakeholders, the rational and emotional union between the company and these or, also, the 
net image that the stakeholder have of that company. According to Mouriz Costa (2007), this 
arises from the balance relation between the corporate identity and the corporate image, that is to 
say, it is the result of the consolidation of its image; For Dans (2007), reputation is the 
integration of a sequential process: image, perception, beliefs and character. The knowledge of a 
corporation passes by those four stages and when you develop a deeper relationship with the 
firm, you can feel its character, where the source of the reputation resides. On the other hand, 
Aaker (1997) identifies corporate reputation with brand reputation, attributing this to six factors: 
knowledge, loyalty, perception of its qualities, associations and the intrinsic quality of the brand. 
In this sense, Mouriz Costa (2007) defines the corporate reputation like the set of perceptions 
that of the company have, the stakeholders is related. It is the result of the behaviour developed 
by the company throughout the time and describes its capacity to distribute value to the 
mentioned groups. Mínguez Arranz, (2008) affirms that the reputation is not, then, the image of 
an organization, but a judgment or valuation that takes place on this image, being an enormously 
valuable capital for the organization and, as such, it is necessary to manage it with rigor, just as 
any other assets of the company are managed. The reputation is not fruit of a campaign that is 
executed at a certain time, but it is a value that is built by planning an effective management 
throughout the time. Reputation is built day by day. Mínguez Arranz (2008) maintains that the 
corporate reputation is detached in five components: commercial reputation, economic and 
financial reputation, internal reputation, sector reputation and social reputation.

DIGITAL IDENTITY MANAGEMENT

The digital identity is integrated in corporate marketing 2.0 the corporate communication 
is part of the behaviour of the organization and, therefore, is an objective fact and we can define 
it like the repertoire of processes, messages and means of communication involved in the 
transmission of information on the part of the organization. The set of characteristics that define 
an individual or group in a digital transmission media is known as Digital Identity. Freire (2009) 
goes further and talks about Analogical Identity versus digital identity, inspired in the famous 
sentence “Disconnection would be amputation. I am part of the networks and the networks are 
part of me. I link therefore I am” (Mitchell, 2003). Varela (2006) thinks that everybody has a 
digital personality, independent of the activity that we are involved with and that we are a society 
of authors. Companies start to enter in a digital plane of life in which there are social networks, 
creation and contribution of contents, flows of information and knowledge, Web spaces and 
other elements that form their digital identity, their digital truth. On the other hand, the digital 
identity and reputation are linked with the management of privacy in the network. Reig (2009) 
warned of the new policy of Google, to adapt publicity based on our behaviours, or Behavioural 
targeting, or of the change of privacy norms of Facebook. 

DIGITAL REPUTATION MANAGEMENT 

The digital reputation talks more about the perception, which entails subjective elements, 
according to Rojas (2004). Losada (2009) emphasizes that now this concept of reputation faces a 
new scene of communication 2.0, or what is the same, the network, that supposes a challenge of 
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cultural change. The knowledge in Internet takes place of an agile, spontaneous and improvised 
way, reason why it is opposed to the traditional form to understand the reputation. The large 
corporations and smaller companies no longer can make decisions with rigid and slow ideas, 
because the social reality moves at a greater speed. The digital reputation is at the moment a 
strategic value for the companies and its weight in the decisions of purchase of the consumers 
has increased considerably. It is extends an awareness of the bidirectionality of the digital 
reputation within the companies. RepTrak™ measures the reputation through the interested parts, 
the countries and industries. It owns 23 tracks of key indicators of performances (attributes), 
grouped around seven basic concepts: 1. Products and Services; 2. Innovation; 3. Place of work; 
4. Governability and Services; 5. Citizenship; 6. Leadership; 7. Performance. These attributes 
and their dimensions can be measured to establish the priorities in the context of their influence 
in the reputation. Digital reputation is the valuation reached by a company through the use or 
misuse that offers Internet (Antón Ferremoné, 2008). It is difficult to correctly adapt the concept 
of corporate social responsibility in its digital version because the reputation of a firm in Internet 
is not equivalent to the total reputation of a company, but when requiring an own management 
and implications, is not either a simply aspect of its global reputation. For Gutiérrez Rubí (2005) 
the users are more demanding but, simultaneously, they are generous and able to act like 
diffusers of the messages and communications of the companies if they notice in them 
authenticity, creativity and innovation. Advertisers like Calvo or Dove, have counted with the 
complicity of the users and the viral effect, in order to secure a fast and intense diffusion in 
Internet. Antón Ferremoné (2008) concludes that the management of the corporate reputation 
online supposes a benefit for the professionals of the Public Relations when favouring dialogue, 
transparency and the construction of bonds between the company and its public. It emphasizes 
the capacity of the network to monitor in real time any action of a company and to measure its 
results, reason why it saves time and money in the adoption of new strategies. In spite of these 
changes, the reputation online, like the additionally well-known, continues being an element that 
plays a decisive role and supposes an intangible strategic value for the companies in regard to the 
decision of purchase of the consumers.

However, the rules change. Losada (2009) notices the fact that the network is very 
sensible and the reputation can vary with much practical facility if are carried out behaviour that 
are not approved by the new digital ethics, mentioning the example of the critics pointed at 
Microsoft for having paid supposedly a blogger to modify some articles published in Wikipedia. 
Gutiérrez Rubí (2005) affirms that the frauds in Internet end up discrediting their authors and 
who are severely penalized. Internet users are informed consumers, demanding and critics and 
have a great capacity to negatively show their displeasure affecting the reputation of the 
company and its brand. This author notices that “Digital fingerprint” is discovered, among other 
tracks, with tracking programs such as the WikiScanner.

The Branding Web, or the construction of the brand in Internet forms part of the 
management of the digital reputation. Dans (2007) describes basic tactics of positioning of a 
brand in the network, promotion in search engine, planning of publicity online, creativity in the 
Webs to obtain customers´ satisfaction online, and the optimal reputation of the organization, etc. 
For García de la Fuente (2009), the digital reputation is understood by many companies only like 
time and effort to occupy the first results of Google or in other specialized search engines in 
blogs, videos, social media and the news. For this reason, it should be implemented a strategy of 
digital reputation that takes part in several fronts. The first step is to identify all the situations in 
which the public maintains an interaction with our brand. Since many of the negative references 
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to a brand happen in the first positions of the search engines, the companies tend to identify a 
problem SEO with a problem of digital reputation. The negative commentaries published online 
by user displeasures or with a terrorist profile can have a dramatic impact in brands that have 
supposed years of investments and efforts to be created. That is the reason why the digital 
reputation should be a key section in a marketing budget.

Thus, according to García de la Fuente (2009) exist three fundamental concepts to 
manage the digital reputation in search engines: to monitor controlling brands, products, 
companies, names of executives, etc. in results of the news of search, tags in social media, 
habitual search results, blogs and forums of opinion; to optimize all the digital communications: 
notes of press, content of the Web, product Webs, social media content: videos, images, audio, 
etc. This should be part of the daily task of the content production, and not  the result of an 
precise remedial action, and interact and to talk, after identifying a negative mention, by means 
of some basic steps for its management: 1. To investigate if it has foundation; 2. If it is not thus, 
to publish the facts and to request correction to the publisher; 3. If it has foundation, to offer an 
honest form for its discussion; 4. To be prepared to publish an answer from the own blog; 5. To 
be honest, transparent and listen. 

The best tools to monitor are the alert of Google and Yahoo, and especially to use version 
RSS of search results in Technorati, Feedster, Blogpulse, etc. This version RSS has to be 
supervised to offer a variety of tools of control, search and analysis: ideally Google reader. Exist 
diverse strategies in order to put in practice a digital reputation and set the optimal enterprise 
perception: an initial consultancy on the presence and reputation of the brand in social networks 
and the blogosphere; the establishment of a goal and its objectives within a strategic plan of 
action; the definition of the objective public to whom would go directed; definition of tools 2.0 
to use; the invigoration of brands and interactive social media products by means of the natural 
relation with the users; creation and management of action in social media marketing; 
Community management, or managers of communities, function more and more demanded by its 
effectiveness.

The Corporate Social Reputation (RSC) is the reflection of the values and the cultural 
identity of a company, but, at the same time, it is a tool of management of the corporate 
reputation, for that reason the activities developed within the framework of the RSC have to be 
authentic and nourish from a true conviction been born in the presidency and the high direction 
of a company. Otherwise, these activities will lack support and will not be received as an ethical, 
but as a mere investment in superficial social marketing and can provoke a ricochet feeling in the 
consumers and leaders of opinion, the economic and general press. Digital reputation and RSC 
are very close. In fact, Gutiérrez Rubí (2005) talks of responsible reputation. 
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ABSTRACT

Freedom is usually considered a key feature of the U.S. and its economic success. 
Freedom; religious, economic, civil, and political and their interactions effect on economic 
growth are evaluated. These freedoms impact are considered on economic growth as measured 
by per capita GDP, growth rate of GDP in a single year, and average annual growth rate over a 
17-year period. This contributes to the literature by creating interaction terms for these freedom 
variables which contribute to a better understanding of their impact on economic growth within a 
nation. The findings suggest that the interaction of these freedoms help provide a better indicator 
of economic growth within a nation than just each freedom in isolation. 

IINTRODUCTION

This paper contributes to the literature of economic growth by considering the interaction 
of variables of freedom considered to influence economic growth within a nation. Four variables 
measuring different types of freedom and their interactions were investigated. Religious freedom 
includes the freedom to worship, freedom from religious persecution, freedom of religious press, 
freedom of religious expression, freedom of religious organization and affiliation, etc. (Marshall, 
2007). Economic freedom includes the freedom to make personal choice, voluntary exchange, 
freedom to compete, and security of privately owned property (Fraser Institute, 2009). Political 
freedom allows individuals “to participate freely in the political process, including the right to 
vote freely for distinct alternatives in legitimate elections, compete for public office, join 
political parties and organizations, and elect representatives who have a decisive impact on 
public policies and are accountable to the electorate” (Freedom House, 2009). Civil freedom 
allows individuals “the freedoms of expression and belief, associational and organizational 
rights, rule of law, and personal autonomy without interference from the state” (Freedom House, 
2009). Both political freedom and civil freedom are viewed as negative freedoms, as espoused by 
Locke. The interaction terms were formed in combination of twos with each of the four variables 
to investigate whether they were a better predictor of economic growth than each in isolation.

LITERATURE

Suwanakul (2009) stated “economists have reached a consensus that successful 
explanation of economic performance must go beyond narrow measures of economic variables to 
encompass political and social forces.” There is a growing trend in the literature that considers 
non-traditional economic factors that explain economic growth (see Barro and Sala-i-Martin, 
2004; McCleary and Barro, 2006). These non-economic variables include social, cultural, and 
political factors (Landes, 1999; Inglehart and Baker, 2000; Guiso, Sapienza, and Zingales, 2003; 
Barro and McCleary, 2003). 
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Numerous studies have found a relationship between economic freedom and economic 
growth (see Adkins, Moomaw, and Savvides 2002; Ali and Crain 2002; De Haan, and Sturm 
2000; Cummings, 2001; Gwartney 2009; Gwartney, Lawson, and Holcombe 2006). The 
relationship between economic freedom and economic growth, however, is unidirectional: 
economic freedom promotes economic growth, but economic growth does not seem to increase 
economic freedom. The political freedom literature has found mixed results of the impact of 
political freedom on economic growth. Doucouliagos and Ulubaþoðlu (2008) using meta-
analysis of all available published material found that the level of political freedom (positive and 
negative) did not have a direct impact on the level of economic growth within a nation.

Studies have found civil freedom provide limited ability in predicting economic growth. 
Kormendi and MeGurire (1985) found a marginal relationship between civil freedom and 
economic growth. While Ali and Crain (2002) claimed that civil freedom does not matter for 
economic growth [e.g., China and Singapore]. 

Studies seem to support that increased religious freedom promotes economic growth. 
Alon and Chase (2005) found greater levels of religious freedom were significantly related to 
greater economic growth. Suwanakul (2009) found the religion affected an economy by the 
ethics and traits that can promote economic growth.

Only a limited number of studies have considered the interaction of these freedom 
variables. Vanssay, Hildebrand, and Spindler (2005) found that the greater the probability of 
removal from office for a politician, the more likely they were to pursue efficient economic 
policy.  They found a significant indirect effect of political freedom through economic policies 
that promote economic freedom. Griswold (2004) found the more open an economy in terms of 
trade with other nations, the higher the level of political freedom and civil freedom. Stroup 
(2007) considered the interaction of economic freedom and democracy on measures of health 
and education. He found that the greater the level of economic freedom in a nation, the less 
important political freedom became. Christman (2007) looked at characteristics of legal systems 
that supported economic freedom and found that they were highly related to political and civil 
rights.

DATA AND MODEL 

The religious freedom (RF) variable was taken from Marshall (2007). Each country was 
assigned a value from one, the most freedom, to seven, the least amount of freedom, based on the 
level of religious freedom perceived in a nation. The measure is based on the situation in a 
country, not the conduct of government. The measure focuses on the denial of the right to 
practice one’s religion in a nation. The measure of economic freedom (EF) used was developed 
by the Fraser Institute (2009) which evaluated 123 different countries. The measure of economic 
freedom looks at five major areas: size of government; legal structures and security of property 
rights; sound money; freedom to trade with foreigners; and regulation of credit, labor, and 
business. Among these areas, 37 different data items are considered with a rating from 10, the 
highest, to 1, the lowest.  The values for political (PF) and civil freedom (CF) were obtained 
from Freedom House (2009), which ranks the level of each on a scale from one to seven with 
one being the highest level of freedom and seven the lowest.  These rankings were done through 
surveys in 208 countries and territories. The remaining data was obtained from the World Bank’s 
World Development Indicators (2009). 
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Regression analysis was utilized to help understand the relationships that exist between 
the different freedoms along with their interactions against measures of economic growth. The 
independent variables were regressed against level of GDP per capita in 2007 in logs, growth 
rate of GDP in a single year (2007), and an average annual growth of GDP from 1991-2007.  
Four different regressions were evaluated for each of the dependent variables. First, the basic 
freedoms (religious, economic, political, and civil) were regressed against each of the measures 
of economic growth. Second, only the interaction variables were regressed against each of the 
measures of economic growth. Third, the basic freedoms combined with the interaction variables 
were regressed against each of the measures of economic growth. Finally, stepwise regression 
was used with all of the variables against each of the measures of economic growth. The number 
of observations for per capita GDP and growth rate of GDP in 2007 was 75.  For the average 
annual growth rate from 1991-2007 there were 43 observations. 

RESULTS

The results for the models are shown with the basic variables (A), the interaction 
variables (B), all of the variables (C), then the stepwise with all of the variables (D). The results 
are first shown for each of the regressions with all of variables in each group for each variation 
of the model. Any insignificant variables from the individual models were dropped one at a time 
until only significant variables remained, as shown in A1, B1, and C1. This method was used for 
all three of the dependent variables. 

The results for each of the individual variables are listed in Tables I, II, and III. Table I 
has the results for the variables regressed against per capita GDP in logs. Table II has the results 
for the variables regressed against 2007 GDP growth rate. Table III has the results for the 
variables regressed against average GDP growth rate from 1991-2007.  The variance inflationary 
factor indicated varying levels of multi-collinearity, as was expected. However, since this is not a 
violation of the model assumptions, no adjustment was made for it.

Using per capita GDP in logs as the dependent variable all of the models were significant 
at a high level with adjusted R2 ranging from a high of .62 to a low of .44 (as shown in Table I). 
The coefficient signs for model A were as expected.  However, there was only one variable that 
was significant, EF. The low level of significance for individual variables could be due to the 
high level of multi-collinearity in the model. When variables were dropped from model A one by 
one, dropping two of the variables increased the number of variables that were significant from 
one to two (as shown in model A1). However, the level of adjusted R2 dropped from .49 to .44. 
For models B and B1 a similar situation happened with the number of significant variables 
increasing from 2 to 4 with only a slight drop in adjusted R2 from .48 to .47 after dropping 
insignificant variables one at a time (as shown in model B1). Once again for model C the same 
thing happened, the number of significant variables increased from 1 to 4 as the insignificant 
variables were dropped one by one from the model and adjusted R2 dropped from .61 to .54 (as 
shown in model C1). Interestingly, model D at .62 had the highest adjusted R2, but with a mostly 
different set of variables than the next best model. 

The addition of the interaction variables to the basic variables increased the level of 
significance and resulted in higher adjusted R2 values. While the model of only basic variables 
compared to the model with only interaction variables gave mixed results. The basic model with 
significant and insignificant variables included was significant at a higher level and had a slightly 
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higher adjusted R2, .49 to .48, than the model with all of the interaction terms. The opposite was 
the case for the models with only significant variables, adjusted R2 of .44 and .47. 

TABLE I 
REGRESSION RESULTS 

Per Capita GDP in logs for 2007 is the Dependent Variable 
Model A A1 B B1 C C1 D 
Religious
Freedom (EF) 

-.02
(-.32)

   -0.383 
(-.5)

-1.18
(-5.9)*

Political
Freedom (PF) 

.02
(.19)

   0.46 
(.4)  

-.39
(-3.9)*

Civil Freedom 
(CF)

-.19
(-1.7)

-.19
(-4.4)*

  -1.33 
(-1.0)  

-.54
(-5.9)*

Economic
Freedom (EF) 

.24
(2.7)*

.25
(2.8)*

  -0.04 
(-.2)  

RF*PF   .024 
(.41)

 -0.054 
(-.7)

.07
(4.0)*

RF*CF   -.13 
(-1.9)

-.12
(-4.4)*

0.03
(.3)  

RF*EF   .04 
(2.7)*

.05
(3.1)*

0.06
(.6)

.14
(5.0)*

PF*CF   .10 
(3.6)*

.11
(4.1)*

0.12
(2.6)*

.10
(5.8)*

PF*EF   -.06 
(-1.8)

-.07
(-4.3)*

-0.11
(-.8)

-.06
(-5.0)*

CF*EF   -.02 
(-.6)

 0.11 
(.6)  

Adjusted R2 .49 .44 .48 .47 .61 .54 .62 
F  Significance 1.89 

E-10
1.19
E-09

2.20
E-09

6.40
E-10

1.19
E-11

3.94
E-12

2.28
E-11

Note: The first number is the coefficient rounded off to the second decimal point
and the number in parentheses is the t-stat rounded off to the first decimal 
point. *Significant at the 5% level. 

Using GDP growth rate in 2007 as the dependent variable all of the models were 
significant with adjusted R2 ranging from a high of .42 to a low of .14 (as shown in table II).  For 
model A, three of the signs for the coefficients were opposite of what was expected. CF and RF 
were positive indicating higher levels reduced economic growth levels. While EF was negative 
indicating higher levels reduced the rate of growth of GDP. The only significant variable was RF 
and the adjusted R2 was .22. The low level of significance for the individual variables was 
probably due to a high level of multi-collinearity in the model. When the insignificant variables 
were dropped from the model one at a time this did not increase the number of variables that 
were significant and the level of adjusted R2 dropped to .14 (as shown in model A1).  For model 
B none of the variables were significant, but dropping 3 of the variables from the model caused 3 
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variables to become significant (as shown in model B1). For the model there was an increase in 
adjusted R2 from .35 to .37. For model C the similar thing to what happened in model B 
happened as the number of significant variables increased from 0 to 3 as the insignificant 
variables were dropped from the model (as shown in model C1) and adjusted R2 increased from 
.40 to .42. Model D, stepwise regression model, had only one variable that was significant, RF. 

The addition of the interaction variables to the basic variables increased the level of 
significance and resulted in higher adjusted R2 values in the models. The interaction variables in 
isolation and in combination with basic variable models all had higher adjusted R2 values than 
models with just the basic variables. 

TABLE II 
REGRESSION RESULTS 

Average Growth rate of GDP 2007 is the Dependent Variable 
Model A A1 B B1 C C1 D 
Religious
Freedom (EF) 

0.87
(2.4)*

  -4.62 
(-.9)

-5.98
(-3.0)*

1.29
(6.0)*

Political Rights 
(PF)

-0.20
(-.4)  

  2.94 
(.4)  

Civil Freedom 
(CF)

0.60
(.9)  

  -1.48 
(.2)  

Economic
Freedom (EF) 

-0.34
(-.6)

1.29
(6.0)*

  -2.70 
(-1.8)

-3.8
(-3.7)*

RF*PF   0.09 
(.3)

 0.165 
(.37)  

RF*CF   -0.09 
(-.2)

 -0.16 
(-.3)  

RF*EF   0.13 
(1.3)

.13
(2.5)*

0.84
(1.3)

1.09
(3.6)*

PF*CF   -0.18 
(-1.1)

-.13
(-2.0)*

-0.22
(-.8)  

PF*EF   0.004 
(.02)

 -0.43 
(-.4)  

CF*EF   0.29 
(1.3)

.26
(2.8)*

0.50
(.5)  

Adjusted R2 .22 .14 .35 .37 .40 .42 .32 
F  Significance 0.0091 0.0078 0.0091 7.68 

E-08
2.295
E-06

4.06
E-09

7.302
E-08

Note: The first number is the coefficient rounded off to the second decimal point
and the number in parentheses is the t-stat rounded off to the first decimal
point. *Significant at the 5% level. 

Using average growth rate of GDP from 1991-2007 as the dependent variable resulted in 
all but one of the models being significant with adjusted R2 ranging from a high of .31 to a low 
of .12 (as shown in table III).  The coefficient signs for Model A were as expected. The only 
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significant variable in the model was EF with an adjusted R2 was .27. When insignificant 
variables were removed from model one by one the number of variables that were significant 
increased from 1 to 2, but adjusted R2 dropped to .20 (as shown model A1).  For model B, the 
model was not significant as were all of the individual variables with an adjusted R2 of .12. 
However, dropping 5 of the variables from the model caused it to become significant with 1 
variable and increased adjusted R2 from .12 to .14 (as shown in model B1). Model C was 
significant, but none of the individual variables in the model were significant. This suggests 
multi-collinearity as the cause. Dropping the insignificant variables from the model one at a time 
resulted in three variables becoming significant and adjusted R2 going from .31 to .28 (as shown 
in model C1). Model D had two variables that were significant with an adjusted R2 of .27. 

The addition of the interaction variables to the basic variables increased the level of 
significance in two of three models and resulted in adjusted R2 values that were the same or 
higher. The models with only interaction variables were less significant and had lower adjusted 
R2 than the models with only the basic variables. Interestingly, the models with the four highest 
levels of adjusted R2 had different variables included in each with none in common. 

TABLE III
REGRESSION RESULTS 

Average Growth Rate of GDP 1991-2007 is the Dependent Variable 
Model A A1 B B1 C C1 D 

Religious
Freedom (EF) 

.93
(2.1)

1.32
(4.2)*

  -.35 
(-.05)  

1.78
(2.6)*

Political Rights 
(PF)

-0.44
(-.71)  

  -22.0 
(-1.7)

-6.24
(-3.0)*

Civil Freedom 
(CF)

1.01
(1.2)  

  24.0 
(1.1)  

Economic
Freedom (EF) 

2.25
(2.9)*

2.22
(3.0)*

  2.02 
(1.1)  

RF*PF   .69 
(1.2)  

1.52
(2.0)

.36
(3.3)*

RF*CF   -0.47 
(-.86)  

-.99
(-1.4)  

.19
(4.1)*

RF*EF   0.001 
(.01)  

0.04
(.04)  

PF*CF   -0.18 
(-.6)  

-0.67
(-1.6)  

PF*EF   -0.41 
(-1.3)  

2.86
(1.6)

.74
(2.5)*

CF*EF   0.47 
(1.5)

.12
(2.8)*

-2.79
(-1.0)  

Adjusted R2 .27 .20 .12 .14 .31 .28 .27 
F  Significance 0.003 0.0001 0.098 0.008 0.0128 0.002 0.001 

Note: The first number is the coefficient rounded off to the second decimal point
and the number in parentheses is the t-stat rounded off to the first decimal
point. *Significant at the 5% level. 
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CONCLUSION

The inclusion of interaction freedom variables with the basic freedom variables seems to 
provide a better explanation of economic growth than just the basic freedoms. The level of 
significance was higher in all but one of the models that included interaction terms. In addition, 
adjusted R2 was equal or higher in all but one model than models with just the basic freedoms 
variables. The results suggest that the different freedoms work better in combination with each 
other than in isolation. Interestingly, different dependent variables produced models with 
different independent variables with no single variable dominating in any of the models. 
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ABSTRACT

In this paper, we present a statistical analysis of the influence of Public Support Agencies 
for Innovation on the development of cooperative activities by innovative enterprises. We 
analyzed the relationship between obtaining financial support from Regional, National and/or 
European Agencies and business cooperation, to investigate whether such influence exists and is 
statistically significant. We also searched for empirical evidence of the relationships between 
firm size and the realization of cooperative activities. All this was done using a sample of 2,593 
Spanish manufacturing firms with innovation activity during the period 1998-2000.

INTRODUCTION

The current economic environment is characterized by a rapid, continuous and often 
unpredictable, technological change. In this context it is not surprising that technological 
innovation policies, both government and corporate, play a central role in all sorts of theoretical 
debates and also in the development of technology innovation initiatives. Nobody doubts that 
research, development and innovation activities are essential to achieve high productivity levels 
and to advance towards a hegemonic position (Baldwin and Sabourin, 2002). They are also 
important to maintain fast sustained growth at both micro and macro-level (Crafts, 1996) and to 
achieve high standards of welfare and progress for people in the territory concerned (Keller, 
2004).

At the same time, as the technology becomes more sophisticated, the life cycle of 
products becomes shorter and globalization and competition intensify, investments in product 
and process technologies are higher and the associated uncertainty is more and more important. 
In addition to this, technology, since it incorporates knowledge, has features similar to public 
goods, resulting in serious problems of appropriability of the results (Ma and Lee, 2008). Also, 
technology investments tend to increase incessantly fixed costs and to lower variable costs, so it 
is necessary to reduce time to recover investments in order to manage risk (Yip, 1992). 

Consequently, in a scenario of this nature, it is difficult for companies to carry out alone 
the development of innovation activities, primarily those requiring high volumes of investment 
and/or those that involve taking high risks. It is for this reason that innovative companies tend to 
share investments, operating costs, risks, and benefits in greater proportion than other firms 
(OECD, 2002). However, cooperation not only provides a chance to grow less expensive and 
safer, but also, in many cases that is the only option that enterprises have to access to knowledge, 
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skills and technologies which are crucial to compete, and that otherwise would be impossible to 
achieve. Therefore, in many cases, cooperation becomes a matter of survival. 

But cooperative arrangements are not something that only affects businesses and their 
competitive position. It also concerns the processes of generation and diffusion of new 
technologies and, through it, the generation of wealth and prosperity of societies which firms 
belong to. Hence the interest of Public Administrations to encourage cooperative agreements 
between firms and between these and Public Institutions involved in research (those that best 
meet the interests of society), through various Public Finance Programs of Innovation Projects. 

Consistent with the previous statement, it is predictable that there is a positive 
relationship between public finance of innovative projects and business cooperation. The purpose 
of this work is to try to prove that such a relationship exists and is statistically significant. Also, 
we will study the relationship between firm size and the realization of cooperative activities. 

PUBLIC SUPPORT AGENCIES FOR INNOVATION AND COMPANY SIZE. 
THEORETICAL FRAMEWORK AND RESEARCH HYPOTHESES. 

In general, there are a large number of empirical studies that have attempted to determine 
which are the most important characteristics that influence, positively or negatively, the 
development of cooperative activities under the starting presumption that these activities benefit 
the competitive development of companies and increase the wealth and welfare of citizens in the 
areas where these companies are located. Starting from the consideration of cooperation as an 
explanatory variable, these works attempt to incorporate independent variables that, under the 
consideration of solid theoretical foundations, may have some sort of meaningful explanation on 
the cooperation activities by firms. Thus, employers and public authorities get to know the role 
that some of the most important variables, micro and macro, play in promoting cooperation. 
Among these independent variables, we often find: whether or not companies belong to high-
tech sectors, different measures of R&D effort, internal or external sources of innovation, firm 
size, whether or not there is public funding, etc.  (Bönte., Keilbach, 2005), (Bayona et al., 2006). 

In the specific context of public support to innovation by promoting cooperation 
agreements between innovative firms and between firms and public research organizations, 
empirical studies are few in number. In this regard, Reger and Kuhlmann (1995) and OECD 
(2002) conclude that the aforesaid support for innovation has increased the number of 
cooperation agreements undertaken by innovative firms. In turn, Herrera and Heijs (2007) have 
contrasted that companies having agreements on technological cooperation, as well as those with 
a high potential for technology transfer, are likely to get significant public support to carry out 
their innovation projects. 

Thus, since cooperation agreements contribute to the diffusion of technology, and public 
authorities have an interest in this diffusion, it is hoped that the public support systems for 
innovation have a positive influence on the development of cooperative activities of innovative 
enterprises. Therefore, and given that in Spain there are three possible generic sources of public 
funding (European, National and Regional), we propose the following hypotheses: 

Hypothesis 1: Exclusive public support of the European Union positively and 
significantly determines the implementation of cooperation agreements in innovative 
manufacturing enterprises. 
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Hypothesis 2: Exclusive public support of the Spanish Government positively and 
significantly determines the implementation of cooperation agreements in innovative 
manufacturing enterprises. 

Hypothesis 3: Exclusive public support of Spanish Autonomous Communities positively 
and significantly determines the implementation of cooperation agreements in innovative 
manufacturing enterprises. 

Hypothesis 4: Simultaneous public support of two or more Agencies (European, National 
and Regional) positively and significantly determines the implementation of cooperation 
agreements in innovative manufacturing enterprises. 

With regard to the impact of company size, it is noteworthy that there are conflicting 
theoretical arguments regarding cooperation agreements (Robertson and Gatignon, 1998). On the 
one hand, it is obvious that large companies have greater technological, financial, administrative 
and human resources than small firms and this enables them to face alone, with greater 
likelihood of success, achieving high targets in the field of R&D. By contrast, small businesses, 
due to the limited resources available, are doomed to cooperate, if they want to achieve the same 
or similar objectives. On the other hand, it is obvious that companies cooperate with one another 
to acquire knowledge and experience they lack. Well, practice shows that to assimilate properly 
complex knowledge it is necessary to have previously a solid base of self-knowledge (Cohen and 
Levinthal, 1990). Usually the larger companies have this solid base of knowledge, while small 
ones often lack it. Therefore, from the perspective of accumulated knowledge, will be the large 
innovative companies will be the most likely to establish cooperation agreements, while small 
companies will have greater difficulty in doing so. 

Obviously, the empirical evidence on the relationship between business size and 
cooperation are also contradictory. So, Colombo and Garrone (1998) contrast a significant 
positive relationship between both variables, and Pisano (1990) established there is no significant 
relationship between business size and cooperation. However, it should be noted that, in general, 
the investigations that found a positive and significant relationship, are more numerous. In view 
of this, we propose the following hypothesis: 

Hypothesis 5: The larger innovative manufacturing firms are more likely to establish 
cooperation agreements than the smaller ones.

SAMPLING METHODOLOGY

From the "Survey on technological innovation of enterprises 2000", conducted by the 
National Statistics Institute (INE) of Spain, we select the observations belonging to the Spanish 
manufacturing sector with innovation activity during 1998-2000. The result of this selection is 
made by a total of 2,593 firms that form the final sample with which we work. The unit of 
analysis in the survey is the enterprise. The Spanish survey is part of the Community Innovation 
Survey (CIS) of the European Union, prepared under the guidelines of Eurostat and the Oslo 
Manual (OECD, 1997). 

The variables used in the analysis, and their internal structures from the perspective of the 
statistical treatment of data, are: 

Cooperation. If the company does not carry out cooperation activities, the variable takes 
the value zero and one when it cooperates with other companies or institutions. This is a 
qualitative categorical variable of dichotomous nature. 
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Public funding. This variable takes the value zero if the company does not participate in 
any public support program for innovation during the analysis period 1998-2000; the value 1 
when it participates only in programs of the Spanish Autonomous Communities, the value 2 only 
when participating in the Spanish Government program, the value 3 when it participates only in 
the European program and the value 4 when participating simultaneously in more than one of 
previous programs. This is a qualitative categorical variable of polytomous nature. 

Size. We consider four categories of business size in relation to the volume of 
employment and structural conditions in the sector which the company belongs to: small, 
medium, large and extra large ones, respectively encoded by the digits 1, 2, 3 and 4. A company 
is classified as a small one when its number of employees is less than or equal to the first quartile 
of the distribution function of the variable employment in the firm's activity sector. It is 
classified as a medium one when the number of workers in the enterprise is greater than the first 
quartile and less than or equal to the average of the corresponding activity sector. A company 
will be classified as a large one when the number of workers is greater than the average and less 
than or equal to the third quartile of the distribution function of the variable employment in the 
firm's activity sector. Finally, it is classified as a very large one when the number of workers 
exceeds the third quartile of the distribution function for its industry. We note that the concept of 
size considered in the survey is relative, since a firm classified, for example, as a small one in its 
sector of activity could be classified as a large one in another sector. This is an ordinal 
categorical variable. 

The contrasted hypothesis is conducted using a logistic regression model in which 
cooperation is the dependent variable, and public funding and size, the independent variables. 
The public funding variable enters the model through the creation of 4 dummy variables, with 
companies that do not participate in any public innovation support program acting as the 
reference category. Although the size variable is categorical, since it is an ordinal variable it can 
be interpreted as a continuous variable, because these kind of variables exhibit tacitly continuous 
latent behaviour (Afifi and Clark, 1990). 

RESULTS

The logistic regression coefficients (B), the odds ratios (Exp (B)) and the significance 
level of the Wald (Sig.) are reflected in Table I. 

TABLE I: LOGISTIC REGRESSION: 
FACTORS EXPLAINING THE BUSINESS COOPERATION 

B E.T. Wald gl Sig. Exp(B) 
SOLELY
AUTONOMOUS
FINANCING

.309 .169 3.341 1 .068 1.362 

SOLELY NATIONAL 
FINANCING 1.078 .159 45.733 1 .000 2.938 
SOLELY EUROPEAN 
FINANCING 1.314 .341 14.857 1 .000 3.721 
MIXED FINANCING 1.807 .140 165.577 1 .000 6.093 
SIZE .560 .059 90.150 1 .000 1.750 
CONSTANT -3.677 .203 329.577 1 .000 .025 
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Cox & Snell. R Square: 0.130 / Nagelkerke. R Square: 0.209 

Using the Wald statistic we note that at a confidence level of 95%, solely Autonomous 
Government financing is not statistically significant. Also, through its regression coefficient we 
note that, in relation to not using any source of public funding, its influence on the likelihood of 
cooperation is positive. The logistic regression coefficients of other financing alternatives and 
firm size are statistically significant, and also indicate that companies that use public funding 
sources, National and/or European, are more likely to cooperate than others. Consequently, we 
obtain statistical confirmation of hypothesis 1, 2, 4 and 5, and rejected the hypothesis 3. 

From the Exp (B), we determine the changes in the likelihood of cooperating when each 
of the significant explanatory variables increases one unit, while other variables remain constant. 
Thus, we observe that the exclusive use of National Government financing compared to the 
option of not using any public funding increases the likelihood of cooperating to 193.8%, under 
the assumption that other variables remain constant. Exclusive European financing increases the 
likelihood to 272.1% and any combination of the three public funding agencies does to 509.3%. 
In turn, an increment of one unit in the variable size, while others remain constant, increases the 
likelihood of firms to cooperate by 75%. 

Also, from the average values of significant variables and logistic regression coefficients 
we can determine the marginal effect that each explanatory variable has on the likelihood to 
cooperate (Table II). 

TABLE II: MARGINAL EFFECTS ON THE LIKELIHOOD OF COOPERATION 

Average
values B

Marginal Effect on the likelihood of 
cooperation in relation to the average 

values of the variables 
SOLELY
NATIONAL
FINANCING

0.0980 1.078 26.87% 

SOLELY
EUROPEAN
FINANCING

0.0166 1.314 32.85% 

MIXED
FINANCING 0.1238 1.807 44.61% 

SIZE 2.80 .560 7.99% 

From the data of Table II it follows that European public support for innovation have a 
greater influence on the ability of firms to cooperate than those derived from the Spanish 
Government Agencies, and that a combination of agencies promotes even greater chance of 
cooperation. The firm size has a positive but very small influence on the ability to cooperate. 

CONCLUSIONS

Using a logistic regression model, our study provides two main conclusions. On the one 
hand, we found the evidence that the combination of public agencies in financing innovative 
manufacturing firms has a strong effect on the likelihood of firms to cooperate, as in the case of, 
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although with less intensity, obtaining funds exclusively from the European agency or from the 
Spanish agency. By contrast, public funding exclusively from the Regional agencies has no 
statistically significant impact on the likelihood to cooperate. On the other hand, we found that 
business size exhibits a positive effect on the likelihood to cooperate, but with limited impact. 
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ABSTRACT

This paper is an empirical test of the theory that elite NFL quarterbacks raise the level of 
play of below-average to average NFL receivers.

BACKGROUND

On December 28, 2008, the Chicago Bears lost their last game of the season 31-24 to the 
Houston Texans, thus eliminated from the NFL playoffs for the second year in a row since 
appearing in Super Bowl XLI after their 2006 season. The Bears' postmortem of the loss in 
Houston revealed a defense gashed for a season-high 455 yards (Mayer, 2008a, p. 1). The 
following day a story on the team Web site proclaimed head coach Lovie Smith's commitment to 
Kyle Orton as the team's starting quarterback.  With regard to player job security for the next 
season Smith stated, "All players will have competition…But Kyle Orton’s our quarterback. He 
has done a lot of good things for us this year" (Mayer, 2008b, p. 1).

The article went on to list some impressive measures of Orton's play, noting that through 
eight starts, he threw for 1,777 yards, 10 touchdowns to 4 interceptions, to earn a passer rating of 
90.8 before injuring his right leg in a home game on November 4 against the Detroit Lions. The 
injury was thought to disrupt his play for the rest of the season (Mayer, 2008b, p. 1).  Sitting out 
one game, Orton then returned for the last 7 games of the season to throw for 1,195 yards, 8 
touchdowns to 8 interceptions, with a 67.2 passer rating (Mayer, 2008c, p. 1). Nevertheless, 
Orton completed the season with a total of 18 touchdowns to 12 interceptions for a passer rating 
of 79.6 for the year (Mayer, 2008b, p. 1). [Given later developments, what is interesting is that 
for 2008, Orton ended up being ranked 25th in the league, nine slots below 16th-ranked Jay 
Cutler of the Denver Broncos. Cutler finished his 2008 season with an 86.0 passer rating and a 
place at the NFL Pro Bowl (National Football League, 2008, p. 1).] 

For the Bears, a thrifty and ultraconservative team, these assessments seemed to be just 
business as usual.  However, the following day a series of intriguing events began. Despite the 
enthusiastic backing of Orton by his head coach, Bears general manager Jerry Angelo made clear 
that he was anything but impressed by Orton's play: 

Well, I'm not convinced 100 percent obviously.  I believe in Kyle but until Kyle puts a 
good year together we can't say for sure. I saw some really good things out of Kyle, 
particularly early on in the season. He didn't have the second half of the season that he 
did the first half of the season. Is that part of the growing pains that come along with the 
position?  I can't answer that right now.  We do believe that Kyle has some good things, 
really buy into Kyle the person. He's shown an exemplary work ethic, leadership to be 
named captain by your peers.  I think it speaks volumes, particularly at that position, but 
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we really do feel good about Kyle.  He's still a work in progress. We have time. We're 
going to take our time and we're just going to have to wait and see.  (Biggs, 2008, p. 1) 

Angelo did not completely contradict his head coach: 

I think we have to have competition at that position, yes…I know Lovie said that we have 
to have competition at all positions, but we still have to keep an eye at that position more 
than any. We have to get that position right.  (Mayer, 2008c, p. 1) 

THE OFFENSIVE THEORIES OF JERRY ANGELO

Later during this press conference--an event that would mark a pivotal change with significant 
ramifications for the Bears' next season--Angelo expressed his new theory of the relationship 
between NFL quarterbacks and receivers: 

I know that there is going to be a lot of talk about a number-one receiver.  Guys, it starts 
with the quarterback. It's all about the quarterback. You don't win because of wide 
receivers. You don't win because of running backs. You win because of the quarterback.   
We've got to get the quarterback position stabilized. We're fixated on that and I don't 
want us to lose sight of that. The rest of that is peripheral stuff.  That's something that if 
you don't have anything to write about, you'll write about that. It starts with the 
quarterback and that's the bottom line.  (Biggs, 2008, p. 1) 

When asked if he was considering the possibility of adding a free-agent veteran quarterback, 
Angelo answered: 

I don’t know that yet until I know who is out there, but if I feel that is our best option, 
then we have to look at it very seriously. That position has to get righted. The offense 
starts with the quarterback. We know it’s the most valuable position on a football team 
and we have always been mindful of it. We’ve gone through so many different scenarios 
at that position we can write a book, more so of what not to do than what to do…We do 
believe in Kyle. But Kyle has got to take another step, and that’s the bottom line. It’s a 
very difficult position to play. It consumes an inordinate amount of money on your 
[salary] cap. It’s a very big decision and we’re going to measure twice and cut once on 
this one.  (Mayer, 2008c, p. 1) 

The team organization saw the non-injury causes for Orton's play in the last 7 games as poor 
decision making and inconsistency, in particular on long passes (Mayer, 2009a, p. 1). 

The team's first explicit and official acknowledgment of Angelo's new offensive 
philosophy was on June 22, 2009 when its spokesman Larry Mayer posted his article "Cutler 
Seemingly Proves Angelo's Quarterback Theory" on the team Web site.  Posted almost 3 months 
after the Bears acquired Denver's Pro Bowl quarterback Jay Cutler in a blockbuster trade on 
April 2, 2009, Mayer's article quoted the new quarterback as asserting, "We’re good to go.  
We’ve got everything we need out there.  I’m 100 percent comfortable. I think we’ve got more 
than enough to compete" (Mayer, 2009c, p. 1).  Cutler's statement was made about a notoriously 
undistinguished receiving corps consisting of Devin Hester, Earl Bennett, Brandon Rideau, and 
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Rashied Davis.  (By the beginning of the regular season, Davis was sent to special teams and 
Rideau was cut.) 

While Cutler's comments were greeted with cynicism outside the organization, the article 
asserted that inside the organization it was firmly believed that Cutler would improve the play of 
a below-average receiving corps.  The putative evidence?  Cutler supposedly performed the same 
feat with the Denver Broncos.  According to Mayer, this is "exactly what Jerry Angelo had in 
mind a few days after the 2008 season when he discussed the importance of stabilizing the 
quarterback position" (Mayer, 2009c, p.1).  Elaborated Mayer: 

Cutler seemingly proved Angelo’s theory that the quarterback-makes-the-receiver [sic] 
the past few seasons with the Broncos.  In Cutler’s first full year as a starter in 2007, 
Brandon Marshall, a fourth-round draft pick, caught 102 passes, the third most by a 
second-year player in NFL history.  And then last season, Eddie Royal, a second-round 
choice, had 91 receptions as a rookie. 

Marshall was the 14th wide receiver chosen in the 2006 draft (119th overall).  The nine 
wideouts taken immediately before him were Travis Wilson, Derek Hagan, Brandon 
Williams, Maurice Stovall, Willie Reid, Brad Smith, Cory Rodgers, Jason Avant and 
Demetrius Williams. 

Cutler isn’t the only example of a great quarterback making his receivers into elite 
players.

The Packers didn’t spend a first-round draft pick on a wideout until Brett Favre’s 11th 
season in Green Bay.  But the future Hall of Famer made stars out of second-rounder 
Robert Ferguson, third-rounders Robert Brooks and Antonio Freeman, and seventh-
rounder Donald Driver.

Dan Marino had a similar impact on eighth-rounder Mark Clayton with the Miami 
Dolphins, Joe Montana helped transform 10th-rounder Dwight Clark into a hero with the 
San Francisco 49ers, and John Elway fueled the development of sixth-rounder Mark 
Jackson with the Broncos.  (Mayer, 2009c, p.1) 

Of course there are some very trenchant counterarguments that can be made against all these 
claims made by Angelo via Mayer, however it is beyond the scope of this paper to present them.

LITERATURE REVIEW 

While there are few if any economic studies testing the decision making of NFL general 
managers, there is one recent study of the decisions made by NFL coaches.  Romer (2006, pp. 
340-365) studied whether NFL teams should punt or attempt a field goal on fourth down 
(provided they were in field-goal range) or run or pass the ball in an attempt to earn another set 
of downs.  He found that teams that "went for it" (attempted to earn another set of downs) on 
average won more games than they lost.  While football fans are usually much less risk averse 
than coaches in "going for it," particularly interesting was the study's implication that teams 
should "go for it" even more than what fans would be comfortable with.  While Romer's findings 
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were verified in separate studies and enthusiastically received by owners and fans, the response 
from NFL coaches was (with apparently only a single exception) to ignore his work and even 
become more conservative in play calling the past two seasons (Vedantam, 2007, p.1).

THE MODEL

The NFL team is the firm and its production function for maximizing the number of 
victories in a regular season, q, is

q = f(K, L,…), 

where q is the number of team victories during a given season, K is the capital used during the 
season, L is the labor input, and so on including other factors affecting the team's production 
process.  For the purposes of this analysis, a simplified production function isolating two 
specialized types of labor will be examined, receivers (R) and quarterbacks (Q): 

q = f(R,Q),

An isoquant of such a function is defined as follows: 

 f(R,Q) = q0

where various combinations of R and Q produce a given number of victories, q0, ceteris paribus.
The rate of technical substitution (RTS) is the rate at which one input can be substituted for 
another along an isoquant, with output fixed.  Specifically, 

RTS = -dR|
dQ|q=q0

 Jerry Angelo's hypothesis suggests that the RTS between receivers and quarterbacks in 
the NFL is high, such as to produce the following isoquant map with isocost line TC1 = wQQ + 
wRR:
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FIGURE I: ISOQUANT MAP WITH             FIGURE II: ISOQUANT MAP WITH 
ISOCOST LINE                                                WITH ISOCOST LINE

R            R 

                              
0 TC2 TC1 Q 0 TC1 Q

If Angelo's apparent assumption about the RTS between quarterbacks and receivers is correct, he 
should be able to increase the portion of his total coasts devoted to acquiring and paying an elite 
quarterback, while paying to assemble a below-average to average receiving corps.  If the RTS 
between receivers and quarterbacks holds up, then this should allow Angelo to not only maintain 
his level of total costs (rotation of TC1 to TC2 below), but possibly increase his winning 
percentage by finding equilibrium at a higher level of output:

EMPIRICAL EVIDENCE: THE BAD NEWS BEARS 2009

The Bears entered the 2009 season with stratospheric expectations.  Sports Illustrated's
Peter King predicted they would appear in the Super Bowl after an 11-5 regular-season record 
(King, 2009, p. 1). Instead, the team's record fell from 9-7 in 2008 to 7-9 in 2009. By regular 
season's end, Angelo's new Pro-Bowl quarterback Jay Cutler had thrown a 2009 league-high 26 
interceptions.

CONCLUSION WEAKNESSES AND RECOMMENDATIONS 

We find no evidence in our model to suggest that the RTS between NFL receivers and 
quarterbacks (allowing for limited quality variation) is as high as posited by Jerry Angelo, from 
the 2009 Bears or other teams in the league past and present. Although our analysis did not find 
such evidence, the model does not take into account the effect of the offensive line on the 
success of the quarterback; no quarterback can complete a high percentage of passes if he is on 
his back or running for his life. Therefore, future research should add the effect of the offensive 
line by including other measures such as “hurries, hits, and sacks.” This data is readily available 
and provides a strong measure of the offensive line’s ability to give the quarterback time to make 
reads and improve passing efficiency.
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ABSTRACT

In 1983 Deng Xiaoping spoke of building “socialism with Chinese characteristics” 
(Koch, 2004, p. 20) which in practical terms placed China on the road of economic reform and 
openness. The Chinese Central Government has cautiously continued reforms for the past 24 
years, or in Deng’s words “Mozhe shitou guo he” (Crossing the river by feeling for stones) 
(Gabriel, n.d., pp. 4-5). As China continues to mature as a true global economic, industrial, and 
technological powerhouse, the use of entrepreneurial development through outside consultants 
will become critical to continued success and an opportunity for a new type of international 
consultant. This paper will present the business case for doing business in China by helping the 
Chinese do business in the United States. 

INTRODUCTION

In order to successfully compete in China as a foreign company, it is essential to 
understand where the Chinese have been and where they are going. Validating the opportunity, 
clarifying advantages, and identifying the barriers to entry are critical to breaking into new 
international markets. This is doubly true for a U.S. company that wants to do business by 
helping Chinese companies do business in the United States.

From the historical context of isolation and non-capitalist experience, Chinese companies 
began their maturation process by producing for domestic markets with poor quality, but with 
low domestic consumer expectations. With government support and foreign direct investment in 
Chinese industry, Chinese companies began to assemble and then produce goods for foreign 
companies abroad. With increased domestic expectations and increased Chinese quality 
capabilities, expanded manufacturing for domestic use became more commonplace. This was 
followed by the present efforts of Chinese companies to produce directly for markets abroad, 
eliminating the middle men of the previous foreign expansion phase. China will continue to 
strengthen their capabilities to deliver quality goods to foreign markets, but they will also 
stumble on some significant stones as they cross this river.  As Deng explained: “Now we have 
set the economic development objectives.  But how are we going to achieve them?  Well, we 
need to abide by the principles of social and economic development and pursue two ‘opening-
ups’, that is, opening up to the outside world and opening up within the country itself,” (Deng 
cited in Fang, 2006, p.1).

Continued opening up to the outside world at this phase of development requires a new 
kind of reform. That reform not only includes the institutional and monetary policy reforms 
Deng was most likely referring to, but also the maturation of the businesses themselves.  In order 
to compete in the global market, Chinese companies must meet the standards and expectations of 
very demanding consumers, potential business partners, governments, and other market actors. 
To clarify where those challenges are and where the opportunities and advantages of those who 
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might help the Chinese with those challenges, it is helpful to briefly look at the market through a 
SWOT analysis and entry into the U.S. market specifically, through a PEST analysis. 

SITUATIONAL ANALYSIS 

SWOT and PEST Analysis 
It is not within the scope of this paper to accomplish a complete Chinese SWOT 

(Strengths/ Weaknesses/Opportunities/Threats) analysis of the specific global markets, nor a 
PEST (Political/Economic/Social/Technological) analysis of every country that each Chinese 
enterprise seeks to enter. A cursory review, however, highlights some important points that 
strengthen the opportunity and advantages of a U.S. company that wishes to do business in China, 
by helping the Chinese do business in the U.S.  Those items marked in italics suggest a market 
opportunity for U.S. small business. 

TABLE I. SWOT ANALYSIS

Strengths
Low overhead for manufacturing export 
Funds availability for investment 
Diamond clusters for efficiency and support 
Proven products at home and abroad (albeit 
often under a foreign company’s name) 
Growing quality reputation 
Well educated and proven leadership in most 
firms

Weaknesses
Insufficient domestic demand for products 
due to high savings rates and limited 
consumers in Central and Western China 
Little control of retail prices charged by reps 
and distributors 
Minimal international business and language 
skills
Only vague knowledge of international 
opportunities
Poor localization capabilities

Opportunities
Untapped international markets 
Leading edge products at “China Price” 
United States and European Union still very 
large consumer markets even with economic 
downturn

Threats
International competition 
Foreign government suspicions and political 
issues of buying Chinese with such a high 
trade surplus over past decade, with 
struggling manufacturing sectors in most 
consumer countries 

Most Chinese companies have the funds to invest in consulting services.  Mary Ma, CFO 
of Lenovo points out that “Chinese companies are better prepared to invest abroad than many 
people believe” (Silicon, n.d., p. 1). The well educated leadership and their awareness of not 
knowing what they don’t know supports the case for communications consulting services. “As 
Lenovo discovered..., all the competition at home was not translating into great success 
overseas” (Silicon, n.d., p.2). Taipei Times reported that “Lenovo may be the world’s third-
largest computer maker..., but it’s a household name only in its native China” (Silicon, n.d., p.1). 
In particular the weaknesses of minimal language skills with American Business English, lack of 
in-depth U.S. market knowledge and important nuances, and poor localization of products and 
cultural understanding are an opportunity for U.S. small business consulting services. Again 
from the interview with Ms. Ma, “The most important thing for a Chinese company expanding 
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overseas is to have a deep understanding of the local market all the way to the top of the 
company, combined with local resources and talent.... So the question overseas-minded Chinese 
companies should be asking is ‘where do we find the insight and understanding to make us 
successful in a given market.’” (Silicon, n.d., p.3)

Many of the weaknesses and threats to successful Chinese entry into U.S. markets can be 
avoided or diluted with proper marketing communications and avoiding faux pas of which 
Lenovo is an example. When Lenovo bought IBM’s personal computer division, there was not 
sufficient sensitivity dedicated to U.S. sentiments. The U.S. Congress immediately stepped in, 
calling for an investigation “to make sure the Chinese megacorp wasn’t getting access to 
anything sensitive or secret in IBM’s labs or R&D facilities.” (Block, 2007, p. 1) If that wasn’t 
enough of a warning, six months later the U.S. State Department “placed an order for 15,000 
Lenovo PCs and the U.S. China Economic and Security Review Commission required a 
thorough look through the machines to ensure they’re not rigged with bugs and spyware.” 
(Block, 2007, p.1) That most PCs are already manufactured in China, but under trusted names is 
not the point. Lenovo missed a great market entry opportunity due in part to botched 
communications, which set them back at least a year in U.S. consumer trust and product 
acceptance.

TABLE II. PEST ANALYSIS 

Political
Political issues will continue to be a sensitive 
issue between China and the U.S.   Many 
issues are economic, but they live in the 
political arena. 

Chinese cheap goods are taking away U.S. 
manufacturing jobs 
Chinese trade surplus hurting U.S. markets 
RMB valuation hurts U.S. market 
The People’s Republic of China is still a 
communist enemy not to be trusted 

Economic
China continues to hook its economy to the 
U.S. consumer; As the U.S. consumer buys 
Chinese goods and Chinese buy U.S. Bonds.
U.S. needs foreign capital inflows. China 
needs American consumerism;
Haley suggests “one reason that China-
based companies are eager to move into 
markets that are less cutthroat.  It’s difficult 
to turn a profit in China for a number of 
reasons…  It’s not hat Chinese companies 
are invading the West; it’s that they are 
escaping from China.” (IBM, 2005, p. 2) 

Social
U.S. is used to seeing “Made in China” and 
doesn’t carry the stigma it once did 
U.S. consumers are for the most part 
educated, discerning, and expect marketing 
savvy.  Simple miscommunications and 
misspellings can cause serious sales 
problems.
U.S. has a bias toward action and course 
correction as they go 
U.S. business expects others to be prepared 
and is not as understanding if someone is not 
prepared.

Technological
The U.S. has high technological standards 
(but not typically as high as Europe, Japan, 
and Korea) 
The internet is ubiquitous in U.S. 
Consumer technology products are in high 
demand
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As with the SWOT analysis, those PEST items marked in italics suggest a market 
opportunity for U.S. small business consulting. Political issues require clear product, contract, 
marketing, etc. communications. One misstep can cause irreparable harm. The Lenovo suspicion 
challenges are a case in point. The failed attempt of China National Offshore Oil Corporation
(CNOOC) to purchase the California based petroleum firm Unocal is another example. 
Additionally, the American consumer is demanding in its marketing expectations. Even 
misspelled words or poorly organized assembly instructions cast a damaging light on a product. 
Even more critical are American business perceptions of Chinese businesses—provided through 
their presentations, documents, negotiation skills, etc. A poorly prepared Chinese presentation to 
a potential partner in the U.S., for example, will probably hurt the Chinese company’s chances for 
business, even if the product is great. The internet is ubiquitous in the United States. If Chinese 
websites are not properly localized and presented, that too will hurt Chinese opportunities in the 
U.S. On the bright side, as this PEST analysis points out, the U.S. is hooked on Asian goods. The 
products Chinese manufacturers can provide are in high demand in the U.S.  The market is there. 
The market is there for the Chinese to lose.

Inexperience and Early Mistakes 
 Wharton Business School guru, Marshall Meyer points out, “Chinese firms are making 

their international debut, if awkwardly” (IBM, 2007, p.4). Rein, of the China Market Research 
Group states, “Ironically, these companies have fallen into many of the same traps that 
multinational companies succumbed to when they first arrived in China.” These include 
communications. (Rein, 2007, p.1) Google’s halting progress in China due to “lazy localization” 
and communications shortfalls could cause the same challenges for the Chinese search company, 
Baidu, as they internationalize into the U.S.  (Rein, 2007, p.1)

U.S. Attitudes, Chinese Attitudes 
  “China’s expansion into the United States’ markets stands in contrast to the Japanese 

investment ‘invasion’ of the 1980s, because China is much more receptive to U.S. investment 
and imports.” (IBM, 2007, p.3) There is an outstanding opportunity for Chinese companies to 
make significant inroads in the U.S. market. Yet without the proper sensitivities and clear 
communications, Chinese goals will not be met. The quiet and fairly successful advances in the 
U.S. market by TCL and Haier were well managed and their communications well prepared and 
presented. On the other hand, the Lenovo acquisition of a division of IBM and CNOC’s failed 
bid for Unocal were fraught with problems.

Chinese and U.S. Small Business Opportunities 
 The need for U.S. consulting services is obvious when it comes to the high visibility, 

high sensitivity activities of large Chinese companies moving into the U.S. market. The same is 
true for small to medium sized firms as well. Meyer points out that, “Internationalization will be 
a small-firm phenomenon.” (IBM, p.3) Of the Chinese firms entering the U.S. market, a majority 
are smaller firms. Ilon Alon (2004) points out that “SMEs follow five stages in their 
internationalization: 1) domestic marketing, 2) pre-exporting and evaluation, 3) experimental 
involvement, 4) active involvement, and 5) committed involvement.”(p. 25) U.S. SMEs (small 
and medium sized enterprises) are particularly experienced to support foreign SMEs in phases 
two though four.
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 The Chinese have a saying: "from chaos comes opportunity." Some Chinese companies 
express the seeming chaos of entering the U.S. market. The chaos is really just the distance 
between paradigms. Assuming a company has a competitive product, intelligence, sensitivity, 
cultural awareness, and the ability to communicate in those new environments are required to 
complete the effective internationalization process. In other words, IQ + EQ + CQ = Effective 
and Successful transition to Global Leadership. China and the United States enjoy some 
similarities, but in many areas they are far apart.  For example, the following graph highlights the 
differences and similarities between China and the United States using the Hofstede cultural 
dimensions analysis.

TABLE III. HOFSTEDE ANALYSIS 

 United States China Delta 
Power Distance Index 40 80 40 
Individualism 91 20 71 
Masculinity 62 66 4 
Uncertainty Avoidance 46 40 6 
Long-Term Orientation 29 118 89 

(Source: http://www.clearlycultural.com/geert-hofstede-cultural-dimensions/long-term-
      orientation/) 

 In the initial analysis, it is not important where each country is because there is no value 
judgment placed on “cultural location.” What is important is the distance between the two 
numbers because distance equals difference. Significant distances highlight important chasms that 
will directly affect the entry strategies and areas of highest risk. It often takes a third party to help 
clarify the differences and the actual distance between those differences in operational and 
practical terms. U.S. consultancies can be the bridge-builder; ensuring companies new to an 
international market communicate appropriately. Additionally, areas where both countries are 
similar are important opportunities that are not often leveraged wisely.

CONCLUSION

While most U.S. firms are focused on how to do business with China from the U.S. 
perspective, few are focused on doing business by helping the Chinese do business in the U.S. A 
Google search on “Helping the Chinese do business in the U.S.” results in over 49,000,000 hits.  
Of the first 50 hits—where the most relevancy to the search request would be, only three relate to 
supporting Chinese business going to the United States—and two of those are Chinese 
government documents. The overwhelming majority of search results focus on helping foreign 
businesses trying to do business in China.

The discussion above, including the SWOT and PERT analysis outlines Chinese 
globalization plans and progress. U.S. SMEs helping Chinese companies do business in the U.S. 
include simple communications improvement support that includes: PowerPoint Presentations, 
Bid Proposals, Website Localization, Speeches, Business Plans, Curriculum Vitae, Brochures, 
Sales Letters and Press Releases. Additionally, marketing, PR, and functional coaching support 
round out consulting opportunities for U.S. business. 
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 Ton Zhou Gon Ji  should be the working theme of U.S. SME consulting firms  in China.  
Although this literally means "Work together on the same boat" – Chinese and U.S. SMEs need 
to leverage this concept to describe where this consulting concept helps out its “teammates” in a 
difficult situation.
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ABSTRACT

There is much upcoming news about rising unemployment, major corporations cutting 
jobs. However, in every economic crisis, some markets remain successful and those who live 
through self employment are generally pretty good about applying their skills where needed. 
This paper contributes by specifying and testing the impact of internal factors that determine an 
individual’s decision on whether to become self employed. Understanding the internal drivers of 
individuals’ intentions will help to further trace the impact of external initiatives on individual 
behavior. Data is collected from over 400 Swedish university students with various backgrounds. 
As is suggested in Theory of Planned Behavior, the results provide that the strongest determinant 
of individuals’ intention to become self-employed is their attitude towards being self employed, 
which stems from behavioral beliefs about having one’s own business.

INTRODUCTION

Self-employment offers many advantages to the individual as well as to the economy as a 
whole. Yet, in the Nordic countries self-employment is not as common as one would expect and 
the full potential of it is far from being tapped. It is thus imperative to understand the drivers of 
entrepreneurial spirit and individuals’ wish to become self-employed in order to be able to 
initiate specifically targeted programs and campaigns.

One of the biggest advantages of self-employment relates to the belief that small 
businesses are needed for a capitalist economy to grow (Blanchflower, 2000). Also, small 
businesses are regarded as a major provider of labor demand (Yuengert, 1995). Thus, self-
employment is often named as a potential remedy to unemployment and governments run 
programs aimed at providing transfer payments to individuals that want to become self-employed 
(Blanchflower, 2000; Hamilton, 2000). Also for the individual, self-employment brings various 
advantages, such the ability to manage one’s own time, not having to do as others tell one to do, 
and possibly even a way to earn more money (Blanchflower, 2000; Georgellis & Wall, 2000).

Previous research on the dynamics of self-employment concentrated on the effects of 
external factors, for instance technological development, tax environment, and demographics 
(age, education, income, etc) on self-employment rates. Yet, not much is known about what 
internal, attitudinal factors determine an individual’s decision whether to become self-employed. 
Only if with an understanding of what determines individuals’ decisions on whether to become 
entrepreneurs and what hinders those who want to but do not in the end, can governments 
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support individuals and push self-employment. This paper attends to this issue and introduces a 
well established theory from social psychology, the Theory of Planned Behavior (TPB), to the 
self-employment context.

The remainder of this paper is structured as follows. First, a summary of previous 
research efforts on the entrepreneurial spirit and the behavioral sciences research stream on self-
employment is provided. Thereafter, the paper’s research hypotheses are formulated. This is then 
followed by a description of the methodological approach and data collection technique. The 
results of the analyses are then presented and major findings discussed leading to the conclusions 
that can be drawn from those findings. The paper ends with a section on limitations of the 
present study and leaves some suggestions for future research.

BACKGROUND

A literature review confirms that among the 119 most cited studies of self-employment, 
just the four studies by Rees and Shah (1986), Blanchflower (2000), Bruce (2000), and Hanley 
(2000) distinguished between the entirely self-employed and the self-employed that also received 
wages from an employer, and in these cases by excluding the latter group. This means: no study 
has of yet investigated people that combine self-employment with employment as a specific 
group. Further, only 60 studies included small capitalist-entrepreneurs with employees in their 
definition of self-employed. We also found that several studies coded individuals according to 
their often self-perceived ‘main occupation’. Some studies excluded all persons, both employees 
and self-employed, that were working part-time. Some studies excluded self-employed whose 
income fell below a certain threshold. It is likely that these inconsistent definitions have led to 
different conclusions in the literature on self-employment (Kim et al., 2006).

A common belief in literature suggests that technological advances have amplified 
prospects for self-employment. Devine and Alakar (1993) theorize that decreasing capital costs 
in personal computers reduce barriers to entry. Yet, data from 1975 to 1990 showed that, across 
industries, the price of computing power had little or no effect on the probability of self-
employment. Also the shift in the composition of industries toward service producing industries 
in which self-employment has always been more prevalent is regarded as a driver for self-
employment. Blau (1987) and Devine and Alakar (1993) tested this hypothesis on US data and 
could find support for the significant role of the inter-industry shift in explaining the increase of 
self-employment in the US. However, as Devine and Alakar (1993) point out, this shift is not the 
main determinant, as they found that a within-industry increase in self-employment produced 
most of the rise of the self-employment rate. 

Behavioral scientists as well as efforts in economics research could establish that there 
are significant differences between men and women when it comes to the uptake of self-
employment (De Bruin, Brush, & Welter, 2007). The reason men and women face vastly 
different costs and benefits of self-employment, relative to other labor market options, is due to 
the large differences in motivation of becoming self-employed (Fotinato-Ventouratos, 2006). A 
few studies have compared the determinants of men’s and women’s self-employment decisions 
(Avrahami & Lerner, 2003) and these are differences in male and female labor market 
opportunities due to things like discrimination, experience and different levels of skills (Boyd, 
2005). Also, greater concerns regarding child-care and an often different occupational lifetime 
strategy, along with other indistinguishable characteristics, may account for this difference 
(Georgellis & Wall, 2000). According to Robinson and Sexton (1994), on the other hand, the 
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difference between men and women may mainly stem from situational factors such as education, 
experience, and the actual time working (Robinson & Sexton, 1994).

The Theory of Planned Behavior (TPB) is a theoretical model from social sciences put 
forward by Ajzen (1991), attempting to explain individuals’ behavior. TPB has its roots in the 
Theory of Reasoned Action (TRA) (Fishbein & Ajzen, 1975) but in addition encompasses the 
concept of control and self-efficacy. In line with TRA, TPB posits that an individual’s behavior 
is mainly determined by the individual’s intention to perform certain behavior - the behavioral 
intention (Ajzen, 1991, p. 181). Intentions are understood to be the motivational factors that 
influence a behavior which means that the stronger the intention to perform an activity the 
greater the chance an individual will follow through with it.

RESEARCH HYPOTHESES 

Even though there are some previous research efforts on the identification of drivers of 
self-employment with results that are well to acknowledge ( e.g., Blau, 1987; Devine & Alakar, 
1993; Henrekson, 2005), there is only limited understanding on the internal drivers of an 
individual’s decision to become self-employed. The present paper introduces a well established 
and powerful model from the social sciences, the Theory of Planned Behavior, to the context of 
self-employment striving to explain what internal factors determine an individuals’ intention to 
become self-employed. The objective is to investigate to what extend TPB, with its antecedents: 
attitude, subjective norm, and perceived behavioral control can explain individual’s intention to 
become self-employed.

Based on the notion that there is a different psychological process involved in men and 
women’s decision to become self-employed, this paper furthermore investigates gender 
differences in this context, by examining to what extend gender shifts the role of different 
determinants in TPB. Previous efforts have come to the conclusion that men in general are more 
likely to become self-employed. Consequently, a first hypothesis is posed as:

H1: Men have higher intentions to become self-employed than women.

Following the main assumptions of TPB, we further hypothesize that the main 
determinant of individuals’ decision to become self-employed is their attitude towards self-
employment. Thus, we expect that:

H2: Attitude toward becoming self-employed will be the main determinant of an individual’s 
intention to become self-employed.

TRA furthermore posits that besides the individuals’ attitude also subjective norm (i.e. 
social pressures and influences) as well as the perceived level of control over the decision 
determine their intention to become self-employed. In behavioral science research it was found 
that social influences commonly are stronger for women (Venkatesh, Morris, Davis, G. & Davis, 
F., 2003). We therefore hypothesize subjective norm and perceived behavioral control will 
further explain individuals’ intention to become self-employed, but that women will be more 
strongly influenced by their social network than men. Men’s intention to become self-employed 
will instead be more dependent on their perceptions of control. Consequently, we hypothesize 
that:



215

H3: Subjective norm will be positively associated with an individual’s intention to become self-
employed and will be stronger for women.

H4: Behavioral control will be positively associated with an individual’s intention to become 
self-employed and will be stronger for men.

METHODOLOGY

To test the proposed model and relationships of what makes people want to become self-
employed, we approached students at a midsize northern European University for data collection. 
By asking students we could reach different ages and also get good distribution between men and 
women.

A systematic random sampling procedure was employed, where we selected the largest 
classrooms in the Department of Business Administration and Social Sciences. We contacted 
five teachers to get accurate information about how many students are participating in their class 
and get the permission to do the survey in the beginning of the lessons, the total amount of 
students in the classrooms were 430. Systematic random sampling results in a more uniform 
distribution of demographic attributes across respondents than does simple-random sampling 
and, thus, leads to greater sampling reproducibility (Santhanam and Hartono, 2003).

In addition to assessing the study’s focal variables, the survey requested demographic 
information pertaining to the respondents’ chronological age, gender and education level. 
Among the 430 responses, 25 questionnaires were removed, either because of missing data, or 
because they were completed by an ineligible respondent. Exactly 405 survey responses were 
complete and useable, giving an effective response rate of 94.1%. This response rate is much 
better than other marketing studies where potential respondents were not pre-screened to 
determine their interest in participation (cf. Phillips, Chang, & Buzzell, 1983; Morgan & Hunt, 
1994; Siguaw, Brown, Widing, 1994). In order to check for the severity of non-response bias, 
there was no significant difference in the profile of those that responded and those that did not, 
suggesting that a non-response bias is unlikely to be a concern (Douglas & Shepherd, 2002).

RESULTS

First some descriptive statistics of the sample and the data are presented. The sample 
consists of 198 men and 207 women, of which 59% are between 18 and 24 years of age, 31% 
between 25 and 34 and around 10% above 35 years of age. The items of each scale are 
summated and overall scales are created for the four attitudinal variables intention to become 
self-employed, attitude towards self-employment, subjective norm and perceived behavioral 
control.

The skewness and kurtosis values of all items lie within suggested thresholds, providing 
that one can emanate from a normal distribution (Hair, Money, Page, & Samouel, 2007). In 
addition, Cronbach’s Alpha values for all the constructs are greater than 0.67 determining the 
reliability of the scales.

In order to test differences between men and women in relation to the four constructs, 
independent samples t-tests were conducted. As was hypothesized, men do demonstrate a higher 
intention to become self-employed as compared to women, which is reflected in the significant 
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mean difference in intentions (mean  = 0.5; p=.000). Hypothesis H1 can thus be supported. 
Men’s and women’s attitude toward self-employment does not differ significantly, which 
supports the assumptions taken in this paper that it must be something else apart from attitude 
that influences individuals’ decision to become self-employed.

The statistics provide that perceptions of control do not significantly differ between men 
and women either (p=.205) and seem to overall be rather high with a mean of 5.58 on a 7-point 
scale. Subjective norm, the social pressure set on the individuals to become self-employed, is 
perceived as rather low with a mean of 2.26 on a 7-point scale. Interestingly, there is a significant 
difference in gender, with women perceiving subjective norm to be slightly lower as compared to 
men (mean  = 0.27; p=.027). This may be explained by the still rather common, traditional 
notion that women take care of the children while men provide the main income. Men, on the 
other hand, may still feel more pressured to have a good job with a good and stable income.

In order to establish the role of attitude, subjective norm and control as determinants of 
individuals’ intention to become self employed, and to test the remaining hypotheses, multiple 
regression analyses are conducted. As the importance of the antecedents is expected to shift 
depending on the sex of the individual, two regressions are run, one on the male sample and one 
on the female. The results of the regression analyses are presented in Table 1. 

The first regression on both samples reveals that attitude toward self-employment is 
significantly correlated with intention to become self-employed (male: t=9.76, p=.000; female: 
t=12.36, p=.000) and the strongest independent of the three. Consequently, hypothesis H2 is 
supported. As hypothesized, also subjective norm and control are significantly correlated with 
intention to use and together with attitude explain more than 55 percent of the variance in 
individuals’ intention to become self-employed. Perceived behavioral control does however have 
a stronger influence on men’s intentions (t=3.841; p=.000) as compared to subjective norm 
(t=2.304; p=.022).

TABLE I: MULTIPLE REGRESSION ANALYSIS; DEPENDENT:
INTENTION TO BECOME SELF-EMPLOYED

Male Sample (198) Female Sample (207) 
Independent Beta t-value p Beta t-value p 

    
Subjective Norm .127 2.304 .022 .225 4.550 .000 
Control .203 3.841 .000 .056 1.164 .246 
Attitude .566 9.758 .000 .627 12.359 .000 

    
Adjusted R² = .554 
F-statistic = 82.424 
(p=.000)

Adjusted R² = .557 
F-statistic = 170.605 
(p=.000)

On the female sample, the three independents: attitude, behavioral control and subjective 
norm together again account for more than 55 percent of the variance in individual’s intention to 
become self-employed. Once more, attitude turned out to be the strongest determinant of 
individuals’ intention to become self employed and shows an even stronger correlation than in 
the male sample (t=12.359; p=.000). At the same time, behavioral control does not appear to 
have any significant impact on women’s intention to become self-employed at all. Subjective 
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norm on the other hand has a significant impact and, as it was hypothesized, plays a more 
important role for women. Thus, hypothesis H3 can be supported. Even though the impact of 
behavioral control was hypothesized to be stronger for men, since it does not seem to have any 
significant impact on women’s intention at all, hypothesis H4 can only be partially supported.

CONCLUSIONS

This paper investigated the applicability of the TPB to self-employment with the aim to 
identify the internal drivers of individuals’ decision to become self-employed in Sweden. In 
addition, the paper aimed at identifying differences in those internal drivers between men and 
women. The results demonstrate that TPB is applicable to the context of self-employment and 
explains over 55% of individual’s intention to have their own business in the future. In line with 
the assumptions of TPB, the results reveal that the strongest determinant of individuals’ intention 
to become self-employed is their attitude towards being self-employed. Also, subjective norm 
and perceived behavioral control influence the intention to become self-employed in the future. 
Yet, the study could further establish that this impact significantly differs between men and 
women. While the social environment does have an impact on male’s decision to become self-
employed, their perception of control is a much stronger determinant of their intention to become 
self-employed. For women, on the other hand, perceptions of control did not have any significant 
impact on their decision to start their own business, but rather their social environment.

Furthermore, the paper provides empirical evidence of differences in males and females’ 
decision to become self-employed, going back to differences in the dynamics of the internal 
drivers. It’s also important to highlight that governments have a role to play in enhancing the 
entrepreneurial dynamism of the economy (Grilo & Irigoyen, 2006), 

In order to establish whether the differences between men and women stem from a 
general difference in the decision making process of men and women or whether the results are a 
reflection of the still apparent different roles of men and women in society, continued research is 
necessary. In particular, future research should focus on identifying antecedents to the three TPB 
concepts: attitude, subjective norm and perceived behavioral control, and test their mediating 
role of external effects. Also, the role of possible additional determinants should be evaluated, 
since even though TPB could explain 55% of the variance in intentions, this at the same time 
means that 45% remain unexplained. Such additional variables may for instance include 
perceived risk or expected outcome. Finally, similar research or a repetition of the current 
investigation in another country may provide further insights into the dynamics of internal 
drivers as well as the differences between men and women.
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ABSTRACT

A number of small firms have enjoyed significant cost reductions by greening, and 
clearly present and future stakeholders have much to gain from this business trend. Because of its 
importance, the concept of corporate greening has spurred much debate on the realistic 
expectations of a small firm and its place in its operating environment. A central question is that 
if the cost of greening at the outset will produce no cost savings, or will reduce profit, where the 
obligations lie for a company and whether profit or long-term impact on stakeholders guide the 
final decision. 

INTRODUCTION

From the start, the central idea of sustainability has been an attempt to incorporate a 
multifaceted array of fundamental requisites concerning the growth of the human race into the 
future world to come in the long term. Intertwined within a fabric of seemly paradoxical 
economic, social, and ecological elements, it embodies an endeavor to balance essentially 
anomalous conditions and goals. Overall, this spurs an expansive and ongoing contentious debate 
in the academic arena and especially with respect to its realistic position within business, politics, 
and culture. This paper provides an overview of the greening for businesses in America The role 
of small business, the concept of a green business and the subsequent struggle to define it, as 
well as the emergence and significance of the ecoprenuer will also be discussed.  Another issue 
that will be addressed is whether going green is beneficial for small business, and ethics of 
money driven environmentalism within that context. 

DEFINITION OF A GREEN BUSINESS 

The notion of organizational “greening,” or “ecological modernization,” is conceivably 
very potent, and this concept has been gaining momentum in the business world as a new 
buzzword, encompassing a various number of organizational actions. However, the term “green” 
has almost as many definitions as there are academics who employ the phrase. In the research for 
this paper, it was discovered that in truth there is no such thing as a 'green company.'  Indeed, the 
best one can do is to explain the progression of how companies are 'going green'. From the 
theoretical standpoint of institutional study, this makes sense because greening processes and 
activities are even more difficult to detail at the institutional level, where individual 
organizations perceived as not being in absolute control of their own programs and other 
activities (Hoffman & Ventresaca, 2002).  In general, a business qualifies as sustainability driven 
or green if it integrates opportunities and desires to generate value in tandem with an economic, 
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social, and ecological perspective (Gibbs, 2009). The academic community views the theoretical 
concept of greening as a process and suggests that organizations differ to the extent to which 
they give emphasis to different aspects of greening. As such, the consensus of scholars support a 
model of organizational greening that includes a broad set of environmentally responsive, 
protective, and restorative instruments, programs, and activities (Johnson, 1998) .

Therefore, a major challenge firms can come across is that when they attempt to create, 
execute, and communicate their green strategy is that there is not much conformity about what it 
means for a firm to be viewed as green. Certainly, it seems ironic and paradoxical in contrast to 
the mounting media coverage and attention the greening trend has been receiving along with all 
of the ongoing efforts that encourage the concept of environmentally conscientious company, the 
definition largely remains at the discretion of the business. On the other hand, the term green 
building has a voluntary industry standard, called the Leadership in Energy and Environmental 
Design (LEED) Green Building Rating System, in the United States and Canada, and is matched 
in many other nations (“Green LEEDs”, 2009). Another example is that there is clear regulation 
for defining organic products (in the United States). Nevertheless, it is still unknown exactly 
what it means to be a green business.  This is problematic for the development of the greening 
concept because virtually every emerging product, idea, trend, or market requires norms and 
standards to attain public acceptance and scale (Makower, 2009).

 . 
THE GREEN CERTIFICATION 

By catching on to the greening trend and becoming certified with a reputable program, a 
small business could gain a competitive advantage over a larger business. For example, there is a 
program named Green Business Network, run by the nonprofit Co-op America, has a 
membership of about 4,000  mostly small companies that must adhere to social and 
environmental criteria to join (Bachman, 2009) .

According to a recent 2009 report by Kadleck, the network has experienced about 67% 
growth in the past five years and 1,350% growth since its founding in 1983. Todd Larsen, 
corporate responsibility programs director, stated that the businesses in the network, which are 
mostly small or medium sized, are the innovators who are generating jobs and healthy 
communities (Kadleck, 2009). Small businesses are significant pioneers and catalysts of the 
green movement, as evidenced by the value they are creating within these certification networks 
thus far. Small business environmental certification is becoming progressively more essential for 
numerous reasons. First, major purchasers consider their suppliers as crucial allies in making 
their businesses more ecologically proficient. Thus, if a business desires to do business with a 
business that mandates that its suppliers meet or surpass a standard of ecological performance, 
the business needs to abide by the certification process necessary to document that standard 
(Bachman, 2009). Wal-Mart and Ikea, for instance, necessitate their particular suppliers to 
sustain the environmental goals they have established for themselves (Allen, 2008 & 
Christianson, 2001).

In addition, a growing number of customers consider environmental performance factors 
when making decisions about which businesses to patronize. The 2008 Cone Green Gap Survey 
(“Cone Releases,” 2008) indicated that 63 percent of the 1,080 American adults surveyed 
deemed certification as important in purchasing a product or service that purported an 
environmental benefit. Further, eco-certification provides a means to authenticate the ecological 
goal and performance to the community (Hamilton, & Zilberman, 2006).  And regional and local 
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agencies support green certification programs as an economic development and environmental 
management strategy, affording a way for consumers to recognize which enterprises in their area 
are going green (Hamilton, & Zilberman, 2006).

For a number of businesses, the eco-certification process serves as an outline for the 
greening of the organization. Guidelines arranged by certifying agencies supply a blueprint for 
the way in which to decrease energy, water, materials use, and the quantity of waste produced 
(Hamilton, & Zilberman, 2006). Clearly, small businesses are in a strategic position to set the 
stage for widespread certification programs that will flow to larger businesses as the demand in 
the market grows for a single standard. Small businesses are involved in the beginning, 
participating in the institution of these standards so not only will they be ahead of the curve, but 
could be ahead in the market and in the end society as important drivers of the green movement.

Before moving on in the discussion, it is important to highlight a fascinating 
differentiation being made regarding the concept of green business. According to the 
comprehensive research conducted by Robert Isaak over many years (2002), green business is an 
ideal type of environmentally responsible businesses that comes in two basic forms:  ‘green 
businesses’ and ‘green-green businesses’. A standard green business  did not begin as such, 
however once it was established, managers observed the cost and innovation and marketing 
returns, if not the ethical reasons, for greening their existing venture (Isaak, 2002). For example, 
3M Company, from the time when its Pollution Prevention Pays (or 3P) program was initiated in 
1975 the firm has saved over $750 million because of reformulating products and processes and 
recycling (Isaak, 2002). On the contrary, a ‘green-green business’ is one that is premeditated to 
be green in its processes and products from scratch, as a start-up, and, moreover, is anticipated to 
transform socially the industrial sector in which it is positioned towards a model of sustainable 
development (Isaak 1998).

Given that this type of business is what sociologist Max Weber (1968) considered ‘an 
ideal type’, there is no perfect illustration in existence today (Isaak, 2002). However, Ben & 
Jerry’s (founded by Ben Cohen and Jerry Greenfield) and The Body Shop (founded by Anita 
Roddick) come very close; each of these businesses were started by counter-culture 
entrepreneurs who required their businesses to be environmentally responsible and to make a 
social statement, not just to profit (Isaak, 2002). The accomplishment of efforts and expansion 
was a product of perceptive social awareness in business design, production, and marketing as 
much it was fixation on the bottom line (Isaak, 2002). In the end, these business leaders 
understood that business is a people-to-people exchange of goods and services and that there was 
a budding niche for products that stood for devotion to the belief of sustaining the Earth, its 
resources, and its biodiversity for future generations (Isaak, 2002).

According to Isaak, as opposed to the typical business paradigm, the green-green 
business takes into account “the same free-rider motivations that stimulate any entrepreneur and 
transforms them into a ‘freedom to’—the freedom to create a new, environmentally responsible 
community, however small that community may be” (2002, p. 82). In other words, all 
entrepreneurs survive by risking other people’s money and resources; with the goal to get things 
as cheaply as possible in order to facilitate their businesses to survive a little longer, (i.e. they 
have a free-rider motivation), but green-green businesses do so in the context of environmental 
sustainability and social responsibility.
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POTENTIAL IMPACTS OF SMALL BUSINESS

The greening of corporate giants such as Wal-Mart, Toyota, and DuPont has garnered a 
lot of media interest over the past few years. True, society has been inclined to spotlight big, 
Fortune 500 companies for the magnitude of their greening participation, influence, and 
leadership. However small business may be more nimble, innovative, and have a key role to play 
in moving toward a “green” economy (Eagan, 2009).

As such, consider the following information:  According to the U.S. Small Business 
Administration (SBA) (2008), and the U.S. Census Bureau (2008) of the projected 27 million 
businesses in the United States, 99.7 percent have less than 500 employees, 97.5 percent have 
fewer than 20, and more than 70 percent are "Mom-and-Pop" home-based. Small companies 
comprise 99.7 percent of all firms with employees in the United States.

As of 2004, about 7 million small businesses were operating in our economy, employing 
nearly 60 million workers.  Small businesses provide half of the jobs in the United States and pay 
45 percent of the nation’s private wages. Their total payroll reached $2 trillion in 2004.  
Throughout the past ten years, small companies have generated as much as 80 percent of total 
new jobs in the U.S. economy each year. They hire 40 percent of our high-tech workers and 
produce 13 times more patents per employee than large firms turn out. Moreover, small 
businesses employ about half the private U.S. labor force, which is about 57.4 million people.  In 
short, individually, small businesses may be nominal energy users and waste discharge.  But all 
together their environmental impact potential is massive (Becker, 2009).

Despite all of these statistics, however, the aggregate impact that small business makes 
on the environment (often called carbon footprint) and the progress being made therein is still 
virtually unknown. Greener World Media's State of Green Business 2009 cites to a few 
significant gaps in data and methodologies involving to the measure of progress of 
environmental practices of firms, both big and small. According to this report (2009), there is 
information about the number of jobs in clean technologies, but no apparent data on the number 
of people doing green work in unclean industries; similarly, we have no indication how many 
jobs are being produced in green business sectors, or how many green businesses make up that 
sector.  Furthermore, recall the fact that the very term green business has no specific definition, 
which further complicates the situation.

Regardless of the statistics, there are "countless thousands of small businesses out there 
greening --it's a technological and cultural revolution," claims Byron Kennard, founder and 
executive director of the Washington (D.C.) based nonprofit Center for Small Business & the 
Environment (Barrett, 2009, para. 1).  According to an April 2009 survey by the National Small 
Business Association (NSBA), 38% of small companies surveyed have invested in energy 
efficiency programs in the last 18 months. Approximately 13% had invested in alternative energy 
sources, 6% had bought or leased hybrid or alternative fuel vehicles in the past 18 months, and 
18% had specified employee incentives to reduce driving.  According to Barrett in a recent 
BusinessWeek report (2009), small companies comprise at least half of the country's industrial 
and commercial energy usage.  Since increasing energy efficiency reduce consumption by 30%, 
small businesses have the likelihood to decrease their combined carbon dioxide emissions by 
182.2 million tons per year, which equates to about 36 coal-fired power plants, and would save 
$30 billion of the country’s energy costs (Barrett, 2009).  In total, small business and the actions 
it takes with respect to greening have the potential to make an enormous impact.
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In sum, it seems that we are in the emerging stages of the greening of small business in 
America.  Undeniably, as greening practices intensify across much of the business world, U.S. 
small businesses are joining the movement and will have a substantial impact. A force to be 
reckoned with, tens of thousands of small companies, from mom-and-pop stores to 
manufacturers, are going green by reducing energy costs and the carbon footprints from their 
facilities, offices, and vehicle fleets (Iwata, 2007).

It seems that small businesses have hardly reached their potential with regard to the green 
movement—it can be seen in almost every market these days, that there is a retailer, dry cleaner, 
auto mechanic, or coffee shop with a green awareness (Iwata, 2007). As further evidence of this, 
surveys by trade groups confirm that small firms are apprehensive about the global climate, 
increasing fuel costs, and other environmental issues (Iwata, 2007). Although, it is too soon to 
ascertain how many of the 26 million U.S. small-business owners are going green, it is apparent 
that their numbers are rising (Iwata, 2007) although there is a long way to go and a lot of room 
for growth.

CONCLUSION

In the upcoming years, it would not be a surprise if being a sustainable business were no 
longer viewed as a management objective, but rather an expected component of any viable 
business, big or small as much as the ability to make a profit is nowadays. In this vision, the real 
leaders will have concentrated their efforts on being restorative rather than merely sustaining or 
having a reduced impact on the environment. Truly, it can be argued that greening, or ecological 
modernization, with its assured collection of new technologies and shifting institutions, is 
becoming progressively more a mainstream source of policy responses and initiatives in the 
developed world (Gibbs, 2009). Hybrid cars, windmills and solar power, for instance, will 
purportedly permit us to carry on with a comparable, if slightly different, lifestyle that will still 
allow a high quality of life (Gibbs, 2009).

Definitely, it could be argued that we are all environmentalists now, conditioned perhaps 
by growing awareness of climate change and oil price rises, if not peak oil.  Recent debates over 
the need to reduce U.S. dependence on fossil fuels, Wal-Mart’s notice of a change to organic 
products and recycled energy, controversy over air travel and so on all seem to be a sign that 
environmental issues have at last moved into the mainstream of both popular and political 
concerns (Gibbs, 2009). Consequently, this may open the door to sustainable entrepreneurial 
activity to progress into the mainstream of economic expansion. In 2008, Ernst & Young’s 
outlook views cost-inflation, energy shocks, regulatory and compliance risk, consumer-demand 
shifts, and what it calls radical greening among the year's top 10 strategic risks for global 
business (Whelan).

As such, firms can shield themselves by pushing down supply expense, energy use, and 
carbon footprints (Whelan, 2008). Radical greening risk involves not reacting to future 
compliance issues well enough in the midst of a rapidly and fundamentally changing 
environment (Whelan, 2008). Rather than going too radically green, Ernst & Young indicates the 
more probable mistake is not going green enough (Whelan, 2008).  Ecopreneurship is not just 
existentialism--businesses that are not equipped to be sustainable diminish human health, 
abbreviate people’s time on Earth, and devastate the heritage we leave for the children, 
regardless of where one lives on this planet (Isaak, 2002).
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However, success will entail innovative thinking, a solid conception of the marketplace, a 
readiness to form fresh paradigms and break old ones, and patience (Makower, 2009). Of course, 
some green products and companies will, inescapably, fall short or lose support, however the 
truly momentous ideas such as energy efficiency, waste reduction, pollution prevention, supply-
chain management, environmental reporting, and so on—will be around in one form or another 
for all time (Makower, 2009

  If humans are to keep on existing on this earth, a concentrated effort must be made 
towards sustainable development, and sooner than later. Depleting the earth’s resources is just 
not an option, and contrary to the financial world, Mother Earth does not give out a stimulus 
package or bailouts. The strategic position of a small business or entrepreneur is seemingly ideal 
for not only participating in the green movement, but rising to the challenge in the most adept 
and responsive way only they can, thereby effectively shifting the paradigm of a green business 
model and its definition and expectation by stakeholders for the betterment of the world at large. 
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ETHICAL AND SOCIAL ISSUES
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ABSTRACT

This paper examines the nature of a “virtue” approach to ethics, contrasts it with other 
approaches as appropriate, analyzes contemporary applied ethical orientations in journalistic 
standards and public relations, and suggests what new virtues need to be fashioned in our present 
circumstances.

INTRODUCTION

In the last several decades there seems to have been a philosophical revival of “virtue 
theory” as a way to approach morality in business practices. Perhaps this revival is due to what 
Ellul and Mitchum believe is a proliferation of technology in modern society. Perhaps its revival 
is due to what Taylor believes is the age of secularization in which we find ourselves. Whatever 
the reason, virtue theory seems to fit this modern technological society more inclusively than any 
other approach to the moral life. This essay will look at the nature of the “virtue” approach to 
ethics in the practices of journalistic standards in their field of newsgathering and business 
standards in public relations. 

THE NATURE OF VIRTUE THEORY 

For Aristotle, “virtue theory is based on the conception that man is essentially a rational 
being,” by asking what the natural good for man is (Solomon 1997, 531). This theory does not 
involve one asking if his or her action is right or wrong. The question instead asks what are you 
made of? What are you? What is directing your affections, reasoning and actions? Interestingly 
enough, this approach is not something you can see with a single action--it appears as a pattern in 
one’s life. Virtue theory suggests that morality is primarily a matter of individual character. 
Indeed, Hume believes “reason is, ought only to be, the slave of the passions” (Hume II.iii.3, 
415). Within this tradition, the moral point of view is primarily concerned with the question of 
what it means to be a good person. The focus is on “excellence of character” (Hinman 2003, 17).  
Virtue ethics theories take their inspiration from Aristotle. Aristotle tells us virtue is a habit or 
disposition of the soul, involving both feeling and action. He suggests that man seek the mean in 
all things relative to us, and defines the mean as “reason as the prudent man would define it” 
(Hinman 2003, 277-78). Thus, modern virtue theory takes its inspiration from the Aristotelian 
understanding of character. Aristotelian character is, at the core, a state of being. It's about 
having the appropriate inner state. For example, “Practical wisdom consists of the application of 
a specific excellence of character to a particular situation in light of an overall conception of the 
good life” (Hinman 2003, 297). However, character is also about doing, as virtue ethics is also a 
theory of action in essence. Consider, that a person holding various virtuous inner dispositions 
shall be moved to act in accordance with them. An example is kindness. Realizing that kindness 
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is the appropriate response to a situation and being disposed to feeling appropriately kindly shall 
lead to a corresponding attempt to act in a kind manner.  

In virtue ethics the prudent character traits are stable, fixed, and reliable dispositions. In 
other words, when a man possesses the character trait of kindness, for example, he would act in a 
kind manner in all sorts of situations, towards all kinds of people, and over a long period of time, 
even when it is difficult to do so. Thus, a person with a virtuous character can be relied upon to 
act consistently over a time. At “the very heart of Aristotle’s understanding of the moral life is 
his notion of pron sis, which is variously translated as wisdom, practical wisdom, prudence and 
even intelligence” (Hinman 2003, 296).  It is developed with time, alongside wisdom, and is the 
application of intellect to create moral fortitude. Prudence is a vital means of judgment and ought 
to be used when doing good works for all life. It is often pluralistic in its many discretions, and 
can be utilitarian or practical if applied to the general population. The fact that it is pluralistic 
does not discard it from virtue theory, as you use prudence to do what is best for society. 
Aristotle believed prudence in ethics and morality is individualized to suit the situation. Since 
“moral virtue comes about as a result of habit,” people must acquire knowledge about morality 
and the consequences of not upholding a moral system (Aristotle I.1103a,14-20).
  Unlike the Dalai Lama and Eastern thought, Aristotle did not believe we are born with 
goodness; instead he advocated that one must learn it. He believed that moral virtues are formed 
by habit, by a repeated routine that comes from a solid education in virtue and character. Most 
importantly, moral character develops over a long period of time. Thus, moral education and 
development are a major part of virtue ethics. The student has to develop the right habits in order 
to perform virtuous acts when called upon. Not all habits are virtues. Virtue is not merely a habit, 
as true virtue requires choice, understanding, and knowledge. Thus development of moral 
character may take an entire life span. However, once firmly established, the one schooled in 
virtue will consistently, predictably, and appropriately act virtuously in a variety of situations. 

CONTRASTING ETHICAL ORIENTATIONS 

In Virtue Theory, the virtuous response cannot be captured in a rule or principle in which 
an agent can learn and thus act virtuously. One criticism of Aristotle’s virtue theory, therefore, 
involves the extremes we find in living in the technological society that makes up modern life.  
Depending on the extremes in your society, the mean of being good may still be too extreme to 
follow.  For example, the mean between cowardice and foolhardiness is courage. Other value 
systems, such as Absolutism posit that ethics should follow specific rules. Kant and theistic 
fundamentalists are absolutists, in that they believe there are intrinsic truths and these ‘truths’ are 
absolute. However, virtue ethics advocates that application of ethics is too diverse and imprecise 
to be captured in a rigid code. Thus, morality must be approached with a theory that is as flexible 
and as situation-responsive as the subject matter itself. Consider the modern pluralistic global 
society we live in today. Each culture seems to provide different codes of moral virtue. Thus, 
there are bound to be some conflicting virtues within our modern culture. These conflicting 
views are becoming more conventional as new media usage allows for a wider scope of 
information exchange than ever before.

With the myriad problems that stem from working within an inclusive global society, it 
seems highly unlikely that we will find the solution to all of them by applying the same code. If 
the problems are indeed so varied, we should not expect to find solutions to such complex 
problems by applying one rigid and inflexible rule that does not admit exception. The answer key 
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to virtue ethics is "how should I live?" and cannot be found in one rule. At best, for virtue ethics, 
there can be rules of thumb--rules that are true for the most part, but may not always be the 
appropriate response (Athanassoulis 2006). 

Consequentialism, a separate value system is action based, where the consequences of 
one’s actions are what matters. The two most popular orientations that follow this view are 
Utilitarianism, postulated by Bentham and Mills, and Egosim, which is often associated with 
Ayn Rand. These two forms respectively consider the consequences for all those involved, and 
consequences for simply the person involved. According to Mills (1859), the primary difference 
between this thread of ethical thought and virtue ethics is that both consequential orientations 
above argue that pleasure is the only thing desired and therefore, pleasure is the only thing 
desirable. Mills would clearly agree on the importance of virtue, however, he would ask what it 
is that the virtuous person hopes to achieve?  Consequently, when one follows the utilitarianism 
orientation, the first consideration is the likely consequences of potential actions. Only after that 
is determined is a decision made to do the very action that is believed to generate most pleasure. 
In virtue ethics the application of these principles depends on people of good judgment and 
character. Hinman (2003) suggests that the good character of the decision makers in virtue ethics 
“offers the context in which the consequentialist moral considerations are embraced” (270).

Necessary also is a comparison between virtue ethics and the orientation called 
Intentionalism. In this orientation, the intentions of each action are what matters most. This 
ethical system can take various forms, including the Kantian view of duty and respect and the 
Theistic view of following God’s words. There is obviously quite a difference between these 
orientations and virtue theory. The primary difference between these various orientations appears 
in the intentions and consequences of the action. While in both, intentions and consequences 
matter regarding rational thought; the virtue theory raises rational thought to a higher level by 
focusing on the character of the actor rather than the act itself or its consequences exclusively. In 
virtue ethics, the act is important only in what it reveals about the character or does to the 
character.  The Aristotelian ethic is teleological where the goal is happiness.

While virtue ethics is theoretically still a viable ethical orientation, can one apply it to 
situations found within a modern technological society? To this end, this next section 
investigates virtue ethics in American journalistic standard and the field of public relations. As 
noted in the discussion above, the application of virtue ethics is not as straightforward as, say, 
utilitarianism. The virtue approach is certainly different as it begins with the question 'What sort 
of person should I be?'  When approaching the three areas of inquiry, the approach was to ask 
'What would a virtuous person do?'

JOURNALISTIC STANDARDS 

As television has the ability to penetrate the private home, thus shaping the thoughts and 
actions of the mass public, an attention to ethics is particularly important. Journalists must report 
on a variety of hot button stories ranging from politics, religion, race, sexual orientation and 
sexual assault just to name a few. Obviously a solid ethical orientation is essential when 
considering these issues and others. 

In disseminating these types of stories, "the struggle to preserve journalistic integrity, like 
the struggle to preserve such democratic freedoms as free speech, never ends” (Steel 2004). The 
virtue theory of ethics is appropriate to analyze journalistic ethics. Consider the idea of the 
‘perfect virtue’ of “excellence” (Solomon 1997, 545). Journalists win awards for their excellence 
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in covering stories, and many of the criteria for judging are based on the ethical standards they 
use in collecting and producing the story for mass consumption. In newsrooms across the 
country, journalists focus on doing the noble deed of sharing stories that impact the world.  They 
do this ultimately because they want to live in a good and just world. Here ‘good’ is used in the 
same sense that Aristotle uses the word as in “a man is not good at all unless he takes pleasure in 
noble deeds” (Solomon 1997, 535). Furthermore, Cicero, concerned with the ideas of reason and 
speech, espoused that reasoned speech is the most effective mechanism by which to stir citizens 
to political and moral action. This in fact is what journalists do. Journalists also act as the 
catalyst of judgment for society, lending credence to the idea that the “principle of reason and 
rationality that enters into his ethics will have the interests of society as well as the individual 
build into them” (Solomon 1997, 535).

Journalists also value the same practical or moral virtues Aristotle advocated, namely 
courage, generosity, truth, and that of contemplation. Within the study of journalism, budding 
journalists are taught that their role in society is to inform and facilitate change for the betterment 
of society. This training results in journalists acting virtuously not because they force 
themselves; but instead it is how they want to, because it has been built into their characters. 
Where there is no vision, the people perish (Proverbs 29:18). Many journalists also see 
themselves as protectors of those who cannot speak for themselves, which is closely related to 
the virtues of justice and perhaps courage. This idea is demonstrated by the many stories 
concerning product recalls, consumer complaints and unethical business practices. 

Furthermore, many news organizations have begun taking part in continuing education 
for journalists, such as participation in workshops and at conventions. This education allows 
journalists the opportunity to develop new skills and grow as leaders and decision makers, as 
well as practice the virtues mentioned above. This additional training in ethics allows journalists 
to follow the virtue theory by learning and practicing virtuous thoughts that Aristotle advocates 
will lead to a habit of being virtuous. While virtue theory as Aristotle envisioned it is obviously 
still alive and well today, there have been some contemporary adjustments. While journalists do 
subscribe to many of Aristotle’s beliefs, they do seem to adhere more closely to the more 
contemporary version. These contemporary additions include the impact social factors have on 
virtues. When writing and producing stories, journalists see the “main barriers to human 
flourishing as external to any individual;” thus their accounts “stress external, social factors” 
(Hinman 2003, 266). The external social factor yields specific attention to the virtue of justice.  
The external social factors impacting contemplation is an oft-disseminated theme, and usually 
takes the form of justice. Of the virtues, justice holds a special place. It’s more visible, as it has a 
wide impact. “Justice is harmony, both internal and external. Internal harmony is a proper 
balance in the soul, and external harmony manifests itself in the state” (Hinman 2003, 245).  
Journalists’ quest for justice in their stories, according to Cicero, is essential to the character of 
the individual, yet is more essential to the character of the nation.

PUBLIC RELATIONS FIELD 

While the field of public relations is closely related to journalism, there is a distinct 
difference, worthy of a separate discussion. Public relations advocates and seeks to persuade the 
masses through journalists who act as gatekeepers in the flow of information to the public. 
Practitioners must answer not only to the masses as journalists do, but also to the clients who hire 
them. With the abundant flow of new technology, those working in public relations must 
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constantly be educated on ethical responses to this new information, as “Technology increases 
the available supply of information” (Postman 1993, 72). In that vein, the field of public relations 
is just now beginning to work on achieving the state of character that Aristotle describes as 
virtue, according to organizations such as the Eastern Communication Association. Public 
relations practitioners’ greatest need for ethical guidance is in the reconciling of the conflicting 
roles of professional advocate and social conscience. When considering the application of ethics 
in this field, it becomes apparent that virtue theory is best suited. That virtue theory is the more 
prudent choice for dictating how one should behave is illuminated when one examines the Public 
Relations Society of America’s member statement of professional values. Here the core virtues 
of Aristotle and other virtue theorists are obvious. Virtues such as honesty, loyalty, fairness, and 
justice are the virtues that PRSA believe are “activity in accordance to rational principle” 
(Solomon 1997, 586). These virtues are espoused in the PR Code of Ethics as a set of ethical 
principles that should be followed. However, these are just principles, not rules, as would be the 
case in the Kantian approach to ethics. Instead these values are something the organization works 
to cultivate in its members, suggesting contemplation as well as action.

Public relations professionals engage in “systematic and analytical means of 
contemplating ethical dilemmas. The use of moral philosophy lends rigorous, systematic, and 
consistent methods of ethical analyses and decisions in public relations” (Bowen 2007). This 
ethical approach requires the public relations practitioners to balance their roles as advocates for 
their clients with their roles as social conscience. This system depends on the self-discipline of 
each individual public relations practitioner, which falls squarely into line with virtue ethics. In 
this way the field of public relations in primarily individualistic; thus virtue is when “Every man 
[believes] that what is right is always profitable…. Where his own interest in particular is the 
same as that of the community general; since otherwise, he violates the order of that society 
which heaven has established” (Hopkins 1857, 110).

Most recently the field of public relations, and specifically PRSA, have begun advocating 
adherence to the idea of inclusiveness. Inclusiveness manifests by respecting “all opinions and 
support[ing] the right of free expression of accuracy and truth in advancing the interests of those 
we represent and in communicating with the public” (PRSA 2009). Furthermore, public relations 
practitioners work to use technology in such a way that it assists in human flourishing, and work 
to develop “indices of well being in society” (Hinman 2003, 267). Just as Putnam posited that 
“societies have a certain amount of social capital that function to make communities stronger” 
(Hinman 2003, 267), public relations advances the profession through continued professional 
development, research, and education. This advancement builds mutual understanding, 
credibility, and relationships among a wide array of institutions and audiences, which only works 
to strengthen society.

NEW MODERN VIRTUES 

In this age of technological advance, journalists find that technology has done “wonders 
for our health and longevity, for the defense of our freedom and for our prosperity. Yet it 
threatens human flourishing…” (Kass 2002, 22). Once citizens become dependent on a 
technology, limits are set, and these limits begin to decrease the ability of humans to be rational 
beings. Without reasoning, there can be no virtue, because “Virtue is a rational activity in 
accordance with a rational principle” (Solomon 1997, 531). Over-dependence on technology can 
indeed lead to a virtueless void, "Stepping outside the Tao, they have stepped into the void. Nor 
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are their subjects necessarily unhappy men. They are not men at all: Man's final conquest has 
proven to be the abolition of man" (Lewis 2001, 64). Despite the evidence that classical virtues 
are still alive, the trap technology sets for society cannot be discounted. In order to combat this, 
several new virtues are in the process of being fashioned to overcome this.

James Grunig, one of the leading public relations scholars in the world, proposes a model 
of two-way, symmetrical communication. As this advocates collaboration and working jointly 
with others, it has become a key value in ethical decisions within a global society. This process 
of rational dialogue with different people allows for both listening and arguing, and can 
culminate in a decision that allows all to flourish. A rational being shall not be happy if the 
livelihood of those we love may prove to be in jeopardy because of some inaction on our part. 
Thus, a rational being must see some responsibility to the future. “The interests of future 
generations present a perplexing problem, on one hand, they do not yet exist –and, depending on 
our actions, they might never exist” (Hinman 2003, 158). “Despite these logical difficulties, 
there is a strong intuition in everyday morality that we owe something – at least a minimally 
inhabitable world environment – to future generations; and if we owe it to them, then they would 
seem to have a right to it” (Hinman 2003, 217). It would seem that virtue ethics would be in line 
with a new modern virtue of obligation, as it surely falls under the established virtues of heroism 
and liberality. Furthermore, as the virtuous “has an understanding and an appreciation of reason,” 
(Solomon 1997, 544) it seems reasonable that a virtue is indeed obligation. Perhaps the revival 
of virtue ethics is due to what Postman calls Technopoly, where he claims technology weakens 
our moral institutions and frameworks. He claims this leads to “a mood of skepticism and 
agnosticism of judgment” (Postman 1992, 179). Perhaps it is because “humans are inescapably 
driven by a fear of death” (Hobbes 1651), and believe they need virtues to make it to the after 
life. Regardless of the reason, it is apparent that at least within journalism and the field of public 
relations, the virtue theory of ethics is alive and well.
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ABSTRACT

A prevalent phenomenon occurring with marketing firms is their active pursuit of 
involvement with social causes.  Despite the growth of corporate social responsibility research, 
few efforts concentrate on the impact it has on stakeholders in the corporation. The paper is 
organized as follows: First various literatures are reviewed including: corporate evaluation, 
corporate social responsibility and cause-related marketing. The review identifies a framework 
and factors that may affect marketing representatives’ corporate evaluations.  Second, a model is 
proposed and discussed. Finally, three tests that establish constructs and methods to test the 
model are executed and discussed.

INTRODUCTION

Relationships between firms and not-for-profit organizations currently represent roughly twenty-
five percent of the roughly $300 billion to in support given annually in the US (Strom 2008). 
About $1.34 billion of total philanthropy is in the form of cause related marketing 
(onPhilanthropy 2007).  But can firms do good and do well?  Corporate social responsibility has 
been rewarded with consumers receptiveness to corporate products (Brown and Dacin 1997), 
customer’s derived utility (Strahilevitz and Myers 1998), consumer response to promotions 
(Steckel 1992), and with improved corporate reputation (Fombrun and Shanley 1990).
   Despite the growth of such socially responsible behavioral research, few efforts 
concentrate on the impact it has on people within the corporation. The limited and consumer-
focused research on business/not-for-profit alliances (with social causes) leaves marketing 
managers with only an intuitive idea that their firm can better serve its internal public by 
participating in a cause-related marketing relationship.  Research is needed to link ‘doing good’ 
to marketing representatives’ attitudes and performance.

This research contributes to the marketing literature as corporate social responsibility 
alliances with social causes (especially cause-related marketing) is first examined as a 
recruitment, motivation, and retention tool available to marketing managers and then key 
concepts are developed in multiple tests for further studying.

The paper is organized as follows:  First various literatures are reviewed including:  
corporate evaluation, corporate social responsibility and cause-related marketing.  The review 
identifies a framework and factors that may affect marketing representatives’ corporate 
evaluations.  Second, a model is proposed and its constructs and linkages are discussed.  Finally, 
three tests that establish constructs and methods to test the model are executed and discussed. 
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FIGURE I:  EFFECT OF CAUSE-RELATED MARKETING PARTNER EVALUATION 
ON  CORPORATE EVALUATIONS WITH SELECT MODERATING VARIABLES 

CORPORATE SOCIAL RESPONSIBILITY AND CAUSE RELATED MARKETING 

Working with or supporting causes generally bodes well possibly because it helps 
consumers see the firm as a “good guy” and as part of the community. “By aligning themselves 
with worthy causes or implementing policies that are radically different from industry practice, 
organizations enable consumers to identify with what the organization represents” (Bhattacharya, 
Rao, and Glynn 1995 p. 46). 
  Robin and Reidenbach (1987) define corporate social responsibility (CSR) as “the set of 
generally accepted relationships, obligations and duties that relate to the corporate impact on the 
welfare on society” (p.45). While corporate social responsibility means many things, a specific 
form of CSR that has been particularly popular with marketers is cause-related marketing. A 
cause-related marketing alliance can be thought of as a manifestation of the arrangement 
between corporate philanthropy and enlightened self-interest (Varadarajan and Menon 1988).  A 
cause-related marketing alliance has duel objectives -- improve corporate performance and help 
not-for profit causes.  A defining feature of cause-related marketing is the firm’s contribution to 
a specific not-for-profit organization linked to consumers’ engaging in revenue-producing 
exchanges. The firm—cause alliance is activated by consumers purchasing the firm’s products or 
services. While the resulting social behaviors are still philanthropic, decision-making and 
funding is marketing in origin.  While most cause-related marketing research has depended on 
consumer attitude and behavior response measures (Varadarajan and Menon 1988; see Chew 
1992 and Stipp and Sciavone 1996 for exceptions), marketers also have a large stake in 
influencing corporate evaluations for internal employees.

CORPORATE EVALUATION 

  Corporate evaluation as a criterion variable has become increasingly important to 
marketing research.  Brown and Dacin (1997) established the concept’s centrality by linking it to 
consumer attitudes and responses. Likewise, corporations are notably aware of the centrality of 
establishing and maintaining corporation evaluations to not only consumers but also employees.  
Through internal business communications, internal corporate promotions, and witnessed 
corporate behaviors, marketing representatives learn. Banerjee et al. (1995) noted the recognized 
importance of positive corporate evaluations as their research uncovered the concerted effort that 
companies exert to enhance corporate evaluations.
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THE MODEL AND RESEARCH HYPOTHESES 

  As Figure I suggests, a not-for-profit partner organization’s evaluation should positively 
correlate with marketing representatives’ global corporate evaluation of their employing firm.  
Reasons why are based on social identity theory and information integration theory.  Moreover, 
this effect is contingent upon certain important conditions including: perceived level of corporate 
commitment and perceived fit of the partners. 
  According to social identity theory, individuals make active efforts to classify him or 
herself into various social categories to (1) order his/her social environment and (2) locate/define 
him/herself within it (Tajfel and Turner 1986). To gather information needed to properly perform 
categorization, employees attend to information cues (Fombrun and Shanley 1990). Social 
identity theory argues that meaning is not a given but evolves from interactions.
  Moreover, when applied to a relationship context, information integration theory 
(Anderson 1981) suggests that any new information about a cause-related marketing relationship 
partner results in modification or updating of the corresponding evaluation. For applied 
examples, the brand alliance literature has observed “spillover effects” in consumer evaluations 
where attitudes toward an alliance’s partner resulted in attitudinal shifts toward individual 
participating brands. The effect can be seen also in co-branding research where one brand is 
more favorably rated as a result of being psychologically associated with a second, positively 
evaluated brand (see Rao and Ruekert 1994 for example). In the current research context the 
cause-related marketing alliance partner acts as a symbolic cue to marketing employees which 
contributes to, or influences corporate evaluations.  
  In sum, the model’s main effect can be stated as the impact of not-for-profit evaluation on 
the corporate evaluation should be positively correlated. If the not-for-profit firm is associated 
with positive evaluations, the corporate partner should benefit from the partnership. If the not-
for-profit partner firm earns a poor evaluation, the corporate evaluation should be harmed. 

MODERATORS

  The model proposed in Figure I asserts that if a not-for-profit partner is perceived as 
attractive, then a clear affiliation should transfer positive evaluative effects to the member’s firm.  
Likewise, if a firm lends extensive support to a poorly evaluated firm (e.g., the Ku Klux Klan) a 
negative evaluative transfer carries over to the company. Additionally, the model proposes that a 
number of different variables potentially moderate the effect.

Perceived Commitment 
The perceived depth of commitment exhibited by a corporate partner toward its not-for-

profit partner firm is expected to enhance the transfer of global evaluations. Marketing 
representatives who see their firm heavily investing nonredeployable assets into the cause-related 
marketing relationship will infer a stronger linkage between the corporate partners. Because the 
value of the specific investments are directly dependent on the relationship’s survival, the 
investments act as an implied cue to marketing members as to their firm’s pledge to the partner 
cause.  This greater pledged closeness is posited to embellish the evaluation transfer. 

Under the conditions of low perceived commitment, there should be little difference 
between the effect of high versus low not-for-profit partner evaluation. An evaluated partner that 
receives few specific resources from the company should be seen as a less “consummated” 
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partner.  Marketing representatives, consequently, will not infer as close a relationship between 
the firms.  Perception of high commitment, contrarily, serves to overtly make members aware of 
the dedicated nature of the affiliation and should stimulate a positive correlation between the 
evaluations of the partner firm’s and marketing member’s firm’s evaluation.
    

H1:  The positive relationship between partner evaluation and corporate 
evaluation is greater when perceived commitment is high than when 
perceived commitment is low. 

Fit Of Relationship Partners 
It is reasonable to believe cause-related marketing leads companies to invest in areas that 

relate to, or fit with, their own industry. This commonly seems to be the case. To understand why 
fit impacts the individual marketing representative, we turn to the argument that individuals 
categorize, or group, like objects more readily than they group unlike, or nonfitting objects. The 
fitting group should allow evaluative transfer more easily.  “The degree to which a new product 
is viewed as typical of a brand category plays a critical role in determining the extent to which 
brand affect is generalized...” (Smith and Andrews 1995).

In sum, when marketing employees observe a poor partner fit, less attitude transfer is 
posited to take place. However, conditions of good partner fit should be conducive to congruent 
transfer of evaluation. Partnered business and not-for-profit organizations that are perceived to 
fit, more readily lend themselves to evaluative transfer. 

 H2:     The positive relationship between partner evaluation and corporate evaluation is 
greater when perceived fit is high than when perceived fit is low. 

 Next we describe the tests executed to further study these effects. 

TEST METHODS 

  Multiple tests were performed to establish the reliability of measures and to refine tools 
and techniques used in further studies. A central focus of the first test was to identify a familiar 
not-for-profit organization that generated a high degree of evaluation variance. It was designed to 
determine subjects’ perceptions of prospective not-for-profit firm partners and potentially good 
(and bad) fitting business firm partners. Moreover, it was to help better understand the range of 
variance associated with global evaluations of not-for-profit organizations. 
  Tests 2 and 3 were engineered to test constructs’ measures. Measurement reliability is 
vital since low reliability reduces the observed size of the coefficient of interaction (Ping 1996).  
Moreover, the overall questionnaire was tested for readability, believability, and any fatigue 
factor. Additionally, a scenario was developed, tested and refined for parsimony and clarity. 

Test 1 Sample And Procedures.  A sample of 22 college student subjects enrolled in an upper-
division marketing course from a public Midwestern university was queried for their opinion on 
potentially good- and bad-fitting business firm / not-for-profit firm partners. A 2-item 7-point 
Likert scale (1 = “very much disagree” to 7 = “very much agree”) followed each not-for-profit 
organization. Items measured overall organization evaluation. Two open-ended questions also 
were included after each not-for-profit organization.  Subjects were asked to generate the names 
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of both a “good” fitting business partner for the not-for-profit firm and then a “bad” fitting 
partner for the not-for-profit organization.

Test 2 Sample And Procedures was conducted (1) to test the scenario and questionnaire against 
the fatigue factor and for readability and believability and (2) to establish dimensionality and 
reliabilities of scales.  For Test 2, an actual business retailer / not-for-profit firm alliance report 
was adapted. A report about a retailer’s alliance was recreated and modified into a scenario. 22 
student respondents (12 male, 10 female – none from Test 1) received a material packet from a 
confederate (employee of fictitious Career Extension Office) who aided the researcher.

Respondents read (1) the generated scenario about an alliance between Habitat for 
Humanity (Habitat for Humanity was expected to be well known by respondents and offer a 
wider evaluation variance) and a business firm and (2) a short company profile of a fictitious 
Mexican style buffet restaurant (the alliance partner) that was said to be interested in establishing 
a business in the respondents’ area 

Key characteristics of the alliance were made salient in the scenario (i.e. fit, commitment, 
not-for-profit partner firm).  No variations of the company profiles were made between subjects.  
Respondents filled out the questionnaire in the presence of the researcher and were asked to 
identify any ambiguous scale items and volunteer any comments.

Multi-item measures were used in Test 2 to increase reliability and decrease measurement 
error (Churchill 1979).  Respondents evaluated the company on a 3-item, 7-point, bipolar scale 
(adapted from Simonin and Ruth 1998) anchored by the adjectives “unfavorable” and 
“favorable”; “bad” and “good”; and “not admirable” and “admirable.”  The not-for-profit firm 
evaluation measure was collected on a 6-item, 7-point Likert scale with statements such as:  “My 
overall evaluation of the not-for-profit organization is very high.” To evaluate fit, respondents 
answered a 3-item bipolar scale adapted from Simonin and Ruth (1998) with items like “is 
consistent” and “is not consistent,” and “is complementary” and “is not complementary.”  
Commitment to the alliance was measured on a 5-item, 7-point Likert scale with items that 
included “There was much information provided about the relationship (flyers, memos, 
management’s speeches, newsletters, etc.).” 

Test 3 was done to replicate findings, refine measures, and develop manipulations. The 
questionnaire and scenario for Test 3 were similar to those used in Test 2 but underwent minor 
retooling to more strongly cloak the experiment as a university survey.  Scales with low interitem 
correlations in Test 2 were adapted and retested in under near identical circumstances.

RESULTS

Test 1’s purpose was to figure subjects’ perceptions of prospective not-for-profit firm 
partners and potentially good/bad fitting business partners and to better understand the range of 
variance associated with global evaluations of not-for-profit firms.  Results appear in Table I. 
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TABLE I
Test 1 Results:  “My overall opinion of the organization is very positive.”
(1=“very much disagree” to 7=“very much agree”) 

Peace
Corps.

Children’s
Miracle
Network

World
Wildlife
Fund

Breast
Cancer
Res.
Foundation

National
Rifle
Assoc.

Greenpeace

MEAN 5.727 5.545 5.818 6.500 3.955 5.136
VARIANCE 0.874 0.831 1.680 0.452 3.665 2.219
MEDIAN 6.000 6.000 6.000 7.000 3.500 5.000
Test 1 Results:  “I would consider this a controversial organization.”
(1=“very much disagree” to 7=“very much agree”) 

Peace
Corps.

Children’s
Mir. Ntwrk

WWF Breast
Cancer  Res. 
Found.

NRA Greenpeace

MEAN 2.318 2.455 3.091 1.864 4.773 3.773
VARIANCE 1.656 1.974 4.182 2.600 3.517 3.041
MEDIAN 2.000 2.000 3.000 1.000 5.000 4.000

Two not-for-profit firms generated a wide range of attitudinal responses: the National 
Rifle Association and Greenpeace. Results correspond to personal interviews conducted by the 
lead researcher with cause-related marketing consulting agencies.

Tests 2 and 3 tested measures of the constructs for readability, believability, and any 
fatigue factor. Factor analysis on each construct’s set of items demonstrated high factor loadings.  
Reliabilities ranged from .6190 to 9562. The tested constructs appear adequate for use in the 
main studies. 

TABLE II  CRONBACH ALPHA RELIABILITY MEASURES OF TEST 
CONSTRUCTS
 Not-for profit 

Firm Evaluation 
Fit Commitment Corporate Evaluation 

Test 2 .8916 .6190 .8516 .8883 
Test 3 .9171 .9280 .9562 .9149 

  The data of Tests 2 and 3 signaled positive results and strengthened the belief that the 
scenario and measures appear adequate for use in the actual studies.
  We also believe the scenario/questionnaire were being viewed as actual university 
instruments (upholding their guise). Students exerted care filling out the questionnaire (x=7.12 
on an 11-point scale). Therefore, the scenario was evidently veiling the true survey’s reason 
relatively well. 

CONCLUSIONS

Beyond an increased understanding of the effect of corporate social responsibility on 
internal stakeholders, this paper underscores the importance of certain moderating conditions.  It 
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lends itself to taking another step toward elucidating our knowledge of corporate / nonprofit 
alliances. In general, the marketing discipline’s understanding of dyadic alliances is in need of 
current research.  Our foundational knowledge of traditional business-to-business alliances is less 
useful to studying the emerging business-nonprofit alliance phenomenon.  This paper strives to 
lay the foundation of understanding business and nonprofit firm’s alliances. 
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ABSTRACT

Based on the definition of "gap", as a subtraction between “credits-deposits” within the 
balance of a financial institution and adding to that concept the variable "delinquency rate", this 
essay deals with the demonstration how the result of that union, which form a new variable that 
we call "gap corrected", has a different behaviour according to the moment is situated in a period 
of growth or expansion of the economy, or a period of crisis. 

We will also define the variable "gap corrected" as a closer approximation to the concept 
of liquidity, given the importance of it, mainly in periods of economic crisis, in which we can 
establish and articulate procedures to improve the efficiency of the financial system, through its 
management.

INTRODUCTION

Inadequate liquidity management by financial institutions, is recognized as one of the 
aspects of contribution to the current crisis situation. It is now clear that several factors might 
have led to financial institutions not to be adequately protected against a possible liquidity crisis. 

In this context, it is interesting to make an analysis of financial institutions´ liquidity, in 
order to check the effect that the current economic crisis has in the financial field, and 
specifically in the banking system, in order to contrast the reality of the facts and to conduct 
proper proposals for correction. 

We will start this analysis of from a concept called "gap management", as a variable 
linked to the liquidity of financial institutions. It is defined as "gap management" the difference 
in the balance between the concepts of "credits" and "deposits". This variable, which can be also 
named “credit minus deposits”, represents the differential that arises from the management of an 
intermediary entity, is considered classically as the sum of pure loans and deposits, in reference 
to the traditional business of banking. 

Previous studies on the behaviour of the "gap" as such, and the trend and degree of 
dispersion showed the interrelation between the change in trend of this variable and the behavior 
of banks during the financial crisis (Cibrán et al., 2008).

The aim of this paper is to demonstrate, how to start from the variable “gap corrected”, 
which incorporates an element of liquidity management, the study of the weaknesses of the 
banking system reaches a higher degree of efficiency. 

We believe, that it is possible to verify empirically, although in an analysis "ex post", 
how the liquidity control can identify more precisely the impact of the crisis. This means, that the 
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application of the “ex-ante” model proposed, is a better system´s weaknesses predictor than the 
evolution´s outlook of the variables credits, deposits, and “credits minus deposits” or “gap”. 

METHODOLOGY

To test empirically the referred effect, a simple study of data´s sensitivity of the variable 
"credit" is arose, to determine a closer variable of liquidity, knowing that “credits” is affected by 
the default rate. To do that, we calculate the "delinquency rate" through the "dubious clients”, 
dividing the total amount of this variable by “credits” at every period considered. Instead of 
“dubious clients”, it should be possible to consider “moors clients”, but for prudence reasons in 
the valuation of any coverage, we prefer the first variable mentioned. 

The expected value of credits, is the difference between the number of claims and the 
value resulting from applying the default rate to the number of credits for each period. To 
simplify the statement, we assume that the deposits are consistent with their theoretical maturity. 

Finally, the difference between the expected value of the credits and the value of 
deposits, taking into account the default rate, we will name "gap corrected", differentiating that 
from the variable "gap", because of the former is a closer indicator to liquidity than the second 
one.

Based on the data released by the Statistical Bulletin of the Bank of Spain in June (2008) 
and July (2009), we develop the study in two different periods of the economy. 

1. The first period is divided by 2 sub-periods. The first sub-period is ranging from 2002 to 
2006 (representing 5 time points per year), which matches with an expansion and growth 
period of the economy. The second sub-period goes from January 2007 to March 2008 
(represented by 15 time points per month) which matches with the beginning of the 
current financial crisis.

2. The second period is ranging from April 2008 to April 2009, and is measured monthly 13 
times. This period corresponds to the phase of full impact of the current crisis and in 
which we try to show the effects of this period. 

ECONOMIC AND FINANCIAL ANALYSIS OF CONCEPTS "GAP" AND "FIXED 
GAP"

The Tables I and II show the values previously described for the two periods in which we 
worked on this study. Also, we provide the graphs 1 and 2 to analyse the data.

TABLE I. CALCULATION OF "GAP CORRECTED" 
DURING THE SUB-PERIOD 2002-2006 

Expected Value Year Total
Credits Doubtful Delinquency

Rate Crédits Deposits Gap Corrected
Gap

2002 848.237 9.419 1,110% 838.818 909.728 -61.491 -70.910
2003 954.440 9.529 0,998% 944.911 998.987 -44.547 -54.076
2004 1.107.196 9.231 0,834% 1.097.965 1.108.378 -1.182 -10.413
2005 1.402.403 10.480 0,747% 1.391.923 1.366.059 36.344 25.864
2006 1.758.171 11.626 0,661% 1.746.545 1.591.419 166.752 155.126

 Source: own elaboration based on the Statistical Bulletin of Bank of Spain 
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“dubious clients”, it should be possible to consider “moors clients”, but for prudence reasons in 
the valuation of any coverage, we prefer the first variable mentioned. 

The expected value of credits, is the difference between the number of claims and the 
value resulting from applying the default rate to the number of credits for each period. To 
simplify the statement, we assume that the deposits are consistent with their theoretical maturity. 

Finally, the difference between the expected value of the credits and the value of 
deposits, taking into account the default rate, we will name "gap corrected", differentiating that 
from the variable "gap", because of the former is a closer indicator to liquidity than the second 
one.

Based on the data released by the Statistical Bulletin of the Bank of Spain in June (2008) 
and July (2009), we develop the study in two different periods of the economy. 

1. The first period is divided by 2 sub-periods. The first sub-period is ranging from 2002 to 
2006 (representing 5 time points per year), which matches with an expansion and growth 
period of the economy. The second sub-period goes from January 2007 to March 2008 
(represented by 15 time points per month) which matches with the beginning of the 
current financial crisis.

2. The second period is ranging from April 2008 to April 2009, and is measured monthly 13 
times. This period corresponds to the phase of full impact of the current crisis and in 
which we try to show the effects of this period. 

ECONOMIC AND FINANCIAL ANALYSIS OF CONCEPTS "GAP" AND "FIXED 
GAP"

The Tables I and II show the values previously described for the two periods in which we 
worked on this study. Also, we provide the graphs 1 and 2 to analyse the data.

TABLE I. CALCULATION OF "GAP CORRECTED" 
DURING THE SUB-PERIOD 2002-2006 

Expected Value Year Total
Credits Doubtful Delinquency

Rate Crédits Deposits Gap Corrected
Gap

2002 848.237 9.419 1,110% 838.818 909.728 -61.491 -70.910
2003 954.440 9.529 0,998% 944.911 998.987 -44.547 -54.076
2004 1.107.196 9.231 0,834% 1.097.965 1.108.378 -1.182 -10.413
2005 1.402.403 10.480 0,747% 1.391.923 1.366.059 36.344 25.864
2006 1.758.171 11.626 0,661% 1.746.545 1.591.419 166.752 155.126

 Source: own elaboration based on the Statistical Bulletin of Bank of Spain 
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TABLE II. CALCULATION OF "GAP CORRECTED" IN THE SUB-PERIOD 
JANUARY 2007 - MARCH 2008 

Expected Value Year Month Total
Credits Doubtful Delinquency

Rate Crédits Deposits Gap Corrected
Gap

2007 Jan 1.777.590 11.800 0,664% 1.765.790 1.587.249 190.341 178.541 
 Feb 1.802.845 12.000 0,666% 1.790.845 1.610.895 191.950 179.950 
 March 1.852.693 12.500 0,675% 1.840.193 1.660.910 191.783 179.283 
 April 1.862.539 12.842 0,689% 1.849.697 1.658.501 204.038 191.196 
 May 1.888.396 13.230 0,701% 1.875.166 1.679.002 209.394 196.164 
 June 1.936.607 13.379 0,691% 1.923.228 1.721.611 214.996 201.617 
 July 1.966.667 14.087 0,716% 1.952.580 1.724.895 241.772 227.685 
 Aug 1.978.258 14.941 0,755% 1.963.317 1.732.483 245.775 230.834 
 Sept 2.008.300 15.267 0,760% 1.993.033 1.760.072 248.228 232.961 
 Oct 2.025.980 16.351 0,807% 2.009.629 1.790.450 235.530 219.179 
 Novr 2.064.238 16.858 0,817% 2.047.380 1.826.923 237.315 220.457 
 Decr 2.057.545 17.147 0,833% 2.040.398 1.828.145 229.400 212.253 

2008 Jan 2.098.182 19.326 0,921% 2.078.856 1.840.476 257.706 238.380 
 Feb 2.122.690 21.075 0,993% 2.101.615 1.886.558 236.132 215.057 
 March 2.094.950 22.519 1,075% 2.072.431 1.887.478 207.472 184.953 

   Source: own elaboration based on the Statistical Bulletin of Bank of Spain 

FIGURE I. TREND OF GAP AND GAP CORRECTED SUB-PERIOD 2002-2006 
(MILLIONS OF €) 
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                               Source: own elaboration. 
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FIGURE II. TREND OF GAP AND GAP CORRECTED SUB-PERIOD 
JANUARY 2007-MARCH 2008 (MILLIONS OF €) 
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TABLE III. DIFFERENCE "GAP CORRECTED" - "GAP" IN THE FIRST PERIOD 

Year  "Corrected Gap -Gap" 
2002  -9.419 
2003  -9.529 
2004  -9.231 
2005  -10.480 
2006  -11.626 
2007 January -11.800 
  February -12.000 
  March -12.500 
  April -12.842 
  May -13.230 
  June -13.379 
  July -14.087 
  August -14.941 
  September -15.267 
  October -16.351 
  November -16.858 
  December -17.147 
2008 January -19.326 
  February -21.075 
  March -22.519 

                              Source: own elaboration.

The graphs allow to see the trends exposed the "gap" and the "gap corrected" by 
demonstrating that the line profile of "gap corrected" is always below than the marks profile of 
the remaining "gap". However: 
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A. In the sub-period 2002-2006 (a growth period of the economy), the two lines 
represented in Figure I, have a parallel conduct, as it is proved by the fact that the 
calculated coefficients of correlation between the inverse of the default rate and the 
variable “gap”, on the one hand, and the reverse rate of delinquency and the variable 
“gap corrected” on the other, are practically equal. This indicates that in this period, 
the liquidity variable is not significant because the information provided is scarce, 
because of in periods of stability, there are no liquidity problems at the aggregate 
level.

B. In the sub-period March 2007-March 2008 (the period of the beginning of the current 
crisis), the lines tend to deviate in recent observations, indicating a dysfunction 
between the "gap", which measures the difference between lending and deposit and 
the "gap corrected", which includes aspects of liquidity. You can see more clearly the 
evolution of susbstracciones of values between variables (gap and gap corrected), 
numerically, subtraction which also reflects the following graph. 
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TABLE V. DIFFERENCE "CORRECTED GAP-GAP" IN APRIL 2008-APRIL 2009 

Year Month “Corrected  Gap-
Gap”

2008 April -25.870 
 May -29.063 
 June -32.284 
 July -41.863 
 August -47.216 
 September -50.350 
 October -56.236 
 November -61.685 
 December -65.617 

2009 January -75.107 
 February -81.291 
 March -82.494 
 April -86.682 

                                         Source: own elaboration. 

During the period April 2008-April 2009, the gap between the lines is significant, in the 
sense that clearly reflects the impact of the crisis, showing a “Delinquency Rate” of 4%. This can 
be tested, just like previous analysis, through the numerical values by the corresponding figure. 

Finally, the correlation coefficients between the "Reverse the Delinquency Rate" and 
"Gap" on the one hand, and the correlation coefficient between "Reverse Delinquency Rate" and 
"Corrected Gap" on the other, endorse the proposed approach (Table V) in the last period 
available.

TABLE VI: CORRELATION COEFFICIENTS 

Delinquency Rate Reverse Gap “Corrected Gap” 
First Period: January 2002-March 
2008 0.36424674 0.38801899 

Second period: April 2008-2009 0,84391985 0,89897862 
                   Source: own elaboration. 

Indeed, the coefficient of correlation between the "Reverse the Delinquency Rate" and 
the variable gap corrected "is 0.899 in the period April 2008-April 2009 (period of crisis), while 
the correlation of the variable first with the "gap" is 0.844.  In the first period (economic 
expansion and the beginning of the crisis) express lower correlations between variables of 
different "gap" and "gap corrected", which are 0.388 and 0.364, respectively.  This shows, from 
the empirical evidence, the need to project the profiles of liquidity to prevent or mitigate the 
problems arising from the current financial crises. 

CONCLUSIONS

From the research developed we can extract the following conclusions: 
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The difference between the variables defined as "gap" and "gap corrected" increases 
significantly by the time of the crisis. It happens, especially, as it is demonstrated “ex-post”, 
during the deepest liquidity crisis phase. This is confirmed by the correlation coefficients 
between these variables and the variable "Reverse Delinquency Rate".

This means, that in case of having "ex-ante" analysis of a model that includes a variable 
related to liquidity which incorporates the deficits arising from failures in the maturities of assets 
and liabilities, the system could discuss solutions and take actions to largely reduce the adverse 
effects.

The empirical analysis of the information from banking data in both periods under study, 
has demonstrated the importance of controlling liquidity to prevent failures in financial 
institutions, and that liquidity and solvency must be complementary objectives, rather than 
substitutive. We suggest techniques and control and monitoring methods to reach both objectives 
of liquidity and solvency. 
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COMPETITIVE ADVANTAGE: 
THE MISSING LINK IN CAPITAL BUDGETING 

Kenneth Zapp, Metropolitan State University 
Kenneth.zapp@metrostate.edu

ABSTRACT

The goal of this paper is to propose a modest improvement in how capital budgeting 
analysis is taught in business schools and how it is applied in operating firms. I propose that the 
concept of competitive advantage be included in the discussion of cash flow analysis of capital 
projects.

INTRODUCTION

While the methodology of capital budgeting analysis is well developed, the weakest link 
in the process is the issue of how long projected cash flows will be received. Brealy, Myers and 
Allen (2006) offer both sage advice and skepticism. They recommend consideration of the 
competitor’s response in projecting the size and duration of cash flows. Competitors will not 
watch passively while their market shares or profit margins are weakened by a new project.  At 
the same time, however, they warn about agency problems.  They found that the likelihood of a 
positive result was independent of the discount rate used. When a project was considered risky, 
its proponent adjusted the cash flows enough to produce an acceptable NPV (or other result).

HOW CAN WE PROJECT CASH FLOWS MORE RELIABLY? 

Some time ago, Miller (1987) warned that in a competitive market firms rarely earn 
economic profits (above normal profits) from a capital project. His answer was to apply 
Bayesian probabilities to determine expected NPVs. This scenario analysis, however, requires a 
subjective judgment about the risk normality of the project. He did help firms avoid funding 
projects whose actual costs exceeded their present values of operating profits.

The economic concept of competitive advantage may help us answer this question. (Most 
of the material on competitive advantage is taken from Besanko, Dranove, Shanley and Schaefer 
(2008), their excellent text used by many MBA programs to build an understanding of business 
strategy.) The rational consumer purchases the product that delivers the greatest consumer 
surplus. Consumer surplus is the difference between the perceived benefit a consumer derives 
from a product and what is paid for it.

Mauboussin and Johnson (1997) applied the concept of competitive advantage period 
(CAP) to the analysis of the ability of a firm to create value for investors. The CAP is the time 
period the firm earns returns on investment above its cost capital. The CAP depends on internal 
factors such as competitive position in the industry, management strategies and scale economies.                   

External factors include government actions and antitrust regulations.  Mauboussin and 
Johnson focused their efforts at the level of the firm in order to project stock values. They did not 
extend their analysis to specific capital projects that create value.

In applying the concept of competitive advantage to capital projects, both the benefit and 
price are in the eyes of the consumer. The “perceived benefit” is what the consumer realizes; this 
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is broader than what may be measured by objective criteria. Thus the seller works to develop 
subjective aspects of the benefit such as status, style, and image. 

The price can also encompass more than just the direct monetary outlay; it involves all 
the sacrifices the consumer must make to use the product. These may include distance traveled, 
delivery efforts, assembly, and other work necessary to consume the product.

When the perceived benefit of a product (B) is greater than the cost (C) of producing (and 
selling) it, the firm has created value. The price (P) paid for the product divides this value 
between consumer surplus and producer surplus. 
       B  

                                                           B   -   P = consumer surplus 
          P   -   C = producer surplus 

For our purpose of projecting cash flow, competitive advantage will be defined as the 
ability of a firm to create more consumer surplus than other competitors in the market.  This use 
of the term enables us to understand why consumers will purchase one firm’s product rather than 
another’s.  While consumers are not concerned about the producer surplus, it is the source of 
cash flow and economic value for the firm.  When projecting cash flows from a new project, 
competitive advantage will help project why and how many units will be purchased and the 
amount of cash flow to be received. 

HOW DO FIRMS CREATE COMPETITIVE ADVANTAGE? 

Michael Porter (1980) and others have found that firms have two sources of competitive 
advantage: offering consumers unique need satisfaction through attributes not available from 
alternative products (differentiation) and offering the same attributes available from competitors 
at lower prices (cost advantage). Besanko, Dranove, Shanley, and Schaefer identify a third 
source of competitive advantage: market focus or segmentation where potential competitors fail 
to satisfy a unique set of consumer needs a firm has found. 

In all three cases, we first will have to define the advantage and then project how long the 
firm will have this advantage. Competitors will react. Will the firm have the ability to sustain its 
initial competitive advantage? 

Differentiation, offering a unique benefit to consumers, gives the firm several advantages.
Being first to market, the firm enjoys monopoly pricing. The early mover usually has a head-start 
on technological improvements.  Potential competitors have to climb a learning curve to keep up.  
If the originator improves the product, late comers continually play catch-up. 

Differentiation often stems from new understanding of customer needs or preferences.  
The firm that best understands its customers’ needs will have the advantage in developing new 
products. In the long run, knowledge of customer needs may be the most crucial factor 
developing a differentiation based competitive advantage.

Differentiation can be based on a new product or by altering the consumer’s perception of 
a product’s benefit. The “designer jean” is an example of the latter. By convincing prospective 
buyers that their new jean provided unique style or status unavailable from the traditional jeans, 
producers were able charge higher prices while increasing the cost of production only slightly. In 
both cases, however, this form of competitive advantage must be sustained.
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Cost advantage allows a firm to offer more consumer surplus by selling standard or 
normal benefit products at lower prices.  Here the firm uses its unique abilities or resources to 
achieve lower production costs compared to other firms in the industry. This advantage is 
effective in gaining market share when demand is elastic. With inelastic demand, this advantage 
does not gain market share but can earn a firm higher profit margins. 

This cost advantage is usually sought when producers cannot differentiate their products 
or services. The sustainability of a cost advantage depends on how difficult it is for competitors 
to emulate the initial source of the efficiency.

The market focus strategy creates an advantage by specializing in a narrow market in 
which consumers have unique needs. Once in the market, the firm may sustain its advantage by 
creating competencies in satisfying the unique needs that are difficult to copy.

SUSTAINING COMPETITIVE ADVANTAGE 

In economic theory, if all firms have equal access to the same inputs or resources, no firm 
could sustain a competitive advantage over others in the long run. Short term advantages would 
be minimized as competitors respond to an initial innovation or change offered by one firm.  
There are two ways for a firm to sustain a competitive advantage: access to resources unavailable 
to competitors and limits to imitation. 

Barney (1991), Peterof (1993),  Grant (1991) and others have developed the resource 
based theory of the firm. Clearly, scarce resources can sustain a competitive advantage. In the 
modern economy, key resources are usually contributed by employees. But if these scarce 
resources are perfectly mobile, any advantage would be fleeting.  The firm with a resource based 
advantage, therefore, should limit or eliminate the resource’s mobility.

Some methods of restricting the mobility of human resources, such as long-term contracts 
and non-compete clauses, are well known.  Microsoft, however, used broadly based stock 
options during its formative years to keep key employees in the firm. These people stayed in 
order to maximize the value of their options. Today, most high-tech companies use stock options 
to attract and keep employees who are believed to possess unique capabilities. 

Location is another scarce resource on which a competitive advantage may be built, 
particularly in retail and hospitality markets. Starbucks is famous for requiring that building 
owners eliminate competing coffee operators before they agree to sign a lease. Food suppliers 
are willing to pay substantial concession fees for the right to be the sole providers of services in 
venues such as sport stadiums and convention halls.

Mc Donald’s require the highest level of market research in the industry before a new 
franchise was awarded.  However, often these locations were not exclusive.  Subway responded 
by locating across the street wherever possible and saved the location research expenses Mc 
Donald’s funded. 

Legal restrictions provide some protection against imitation. Firms have long used 
patents to give themselves 17 years exclusive benefits from an innovation recognized by the US 
patent Office. The time period can be extended forward by acquiring new patents.

Some firms can also use trademarks and copyrights to perpetuate their market advantage.   
Since all these legal rights can be sold or licensed, their values depend on the laws governing 
them and their use. Consequently, firms actively influence government in order to tilt legal 
advantages in their direction. Verizon lobbies for laws prohibiting the use of hand held cell 
phones while driving. The firm is the largest producer of hands free cell phone devices. 
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Economies of scale can be another way to blunt attempts to imitate a firm’s new product.  
If the initial entrant reaches the scale economy before competitors enter the market, they could 
be dissuaded from even considering doing so.

A third source of sustaining a competitive advantage is relationship based transactions.   
Firms use their relationships with suppliers to keep potential competitors from the market.  
Relationships, however, are not eternal.

Firms have also found ways of raising buyer switching costs enough to discourage them 
from buying products from competitors. Replacement parts for a car cost 5 times the original 
price of the entire vehicle. Harley Davidson riders pay dearly for Harley equipment as do parents 
who are pressured to supply dresses for Barbie or new parts for the Lego set. 

Finally, another method of limiting or reducing competition is to set the industry standard 
for a new product or service. If a firm can set the market standard to its specifications, 
competitors must adopt its lead or face major market limitations. This is known as competing for 
the market rather than competing in the market.  Sony invested heavily when it attempted to set 
the video tape standard to its Betamax system some years ago. Recently,  however, Sony 
invested heavily in its battle for the HD DVD market. The potential rewards for setting the 
standard are large enough for Sony to try again, regardless of the possible costs.

INTEGRATING COMPETITIVE ADVANTAGE IN CAPITAL BUDGETING 

Cash flows from a capital budgeting project will usually justify investment when the 
product or service being developed enjoys a competitive advantage in the market. How long the 
cash flows can be expected from a project will depend on the ability of the firm to sustain its 
initial competitive advantage. Projects for which a competitive advantage cannot be articulated 
should probably not be funded or at least be subject to greater scrutiny.

I recommend that the application for project funding include the proposer’s analysis of 
the competitive advantage on which the projected cash flows are based. I propose that firms 
develop a form to be completed with capital budgeting proposals which would require 
addressing the following questions: 

1. What is the source of the competitive advantage? 
2. Who are the key competitors and what is the advantage the firm’s product or service has 

over each competitor’s offering? 
3. What is the expected reaction of each competitor to the firm’s new product or service?
4. How will the firm sustain its competitive advantage given the expected responses from 

competitors?
5. How long will it take competitors to match this move? Or if there had been a similar 

innovation in the industry in the past, how long did it take competitors to respond? 
6. How do the answers to the above questions inform the cash flow projections? 

Requiring this analysis for capital budget requests would have several benefits for the 
firm.  Poorly prepared projects may be withheld, saving the firm much time and effort. All 
participants in project development would focus more on their customers’ needs and consider 
how to serve them better than their competitors do. Making assumptions about customer needs 
and competitor reactions explicit will enable decision makers to improve their strategic efforts.  
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Every proposal should include an analysis of consumer surplus, competitive advantage, and 
likely competitor responses.

Traditional methods of assessing project risk such as scenario analysis, sensitivity 
analysis and simulations can then focus on uncertainty about competitor responses.
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ABSTRACT

The main purpose of this paper is to identify the contractual conditions and other 
characteristics of Spanish franchised chains that favor the adoption of an internationalization 
strategy and those that have a negative influence. In order to detect relevant differences between 
chains with some grade of internationalization and those that only operate in the Spanish 
domestic market, we conduct a discriminant analysis to discover which of the independent 
variables taken into account contribute, in a significant manner, to a correct classification of 
chains to their corresponding. We appreciate funds received through SEJ2007-63706/ECON. 

INTRODUCTION: FRANCHISING AND THEORY 

Franchised chains have at least two essential characteristics that make them different 
from alternative organizational forms (Combs et. al., 2004). Firstly, franchising activity itself is 
most common when a relevant portion of production or service must be made locally or near the 
consumer. This brings up the need for opening many disperse outlets that constitute replicates of 
each other. Secondly, the contract that regulates the relation specifies the distribution of 
responsibilities, rights and generated economic rent between the franchisor and the franchisee. 

Related to this, franchising has been justified from different, sometimes contradictory 
theoretical perspectives –basically, agency theory and resource-based arguments-. In this paper, 
we basically, employ the latter. From a resource-based view, we can say that organizations attain 
their competitive advantage through productive efficiency improvements. These are originated 
due to the presence of intangible assets and distinctive skills and the existence of other entry 
barriers that limit competition (Wernerfelt, 1984; Barney, 1991; Dierickx & Cool, 1989; Peteraf, 
1993).

The purpose of this paper is to try to explain how intangible assets can affect the option 
to expand chain activities overseas. More specifically, we pretend to identify, from a resource-
based view, the key factors or characteristics that best discriminate Spanish chains that have 
expanded abroad from those that operate only in Spain. Therefore, the aim is to discover if both 
types of Spanish chains –those that have adopted an internationalization strategy and those that 
are only present in their domestic market- present significantly different values, from a statistical 
point of view, for certain relevant variables. 
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We conduct a discriminant analysis and use a variety of independent variables to quantify 
domestic market saturation, brand name value or reputation, monitoring capabilities and 
franchisor knowledge and experience. 

VARIABLES AND THE RESOURCE PERSPECTIVE 

The dependent or classification variable is ESTABROAD, which represents the 
internationalization activity of Spanish franchised chains. In this sense, it will be equal to one 
when the chain has performed some kind of activity abroad and equal to zero when the chain has 
outlets in domestic market only. We have introduced the following independent variables: 

• National market saturation. The value of this factor was measured through the variable 
labelled GROWTH, which is defined as the percentage increase in the number of outlets of the 
chain in Spain during the period from 2004 to 2005. Of course, low rates of growth in domestic 
market can be caused by other situations rather than saturation but it was the best proxy we 
found. In order to overcome problems due to the intensification of competition in country of 
origin –Spain-, chains that compete in a more saturated national market can choose, in greater 
extent, to expand activity at an international level. This way and given that competitive 
conditions vary enormously from one geographical area to another, organizations and chains can 
have important incentives to internationalize and extend operations to other countries with lower 
market saturation hazards (Aydin and Kacker, 1990; Hymer, 1970). Moreover, all franchisors 
will always count with powerful motivations to open new units of the chain because this makes it 
is easier to increase turnover compared to achieving higher sales in existing establishments 
(Norton, 1998; Sen, 1998). The growth rate in the number of units of the chain from 2004 to 
2005 in Spain was calculated as the quotient is the difference between the number of units in 
2005 and 2004. The influence over the dependent variable –the internationalization decision- is 
expected to be negative.

• Trademark value and chain reputation. To measure this item, we employed two 
variables: (1) TY, which reflects the number of years since the franchisor opened the first unit he 
owned –number of years between the year the firm was established and 2005- and, (2) SIZE 
measured as the total number of outlets of the chain. These two proxies have been employed in 
many empirical studies (Lafontaine, 1992; Norton, 1988; Lafontaine and Shaw, 1999; Affuso, 
2002; González-Díaz and López, 2003) to account for the existence of one of the most valuable 
intangible resources. 
Because this type of assets does not usually lose value with their use and given their intangible 
and chain specific nature, the excess cannot be easily negotiated through the market. This means 
that, in most cases, the franchisor can only decide to exploit them through activity extension, for 
example, through the adoption of an internationalization strategy. This gives place to the 
existence of a positive feedback structure because the existence of a well-known and successful 
brand name allows for increased additional unit opening –in this case, in other countries-, not 
only without value destruction but reinforcing such value because it is now exposed to more 
potential consumers. Therefore, we expect internalization of activities to be positively affected 
by the number of years the since the firm was established and the total size of the chain.

• Franchisor knowledge and expertise to adequately transmit it. Not only franchisor 
know-how itself is of special relevance in determining chain success, but also the capacity or 
expertise he owns to effectively and adequately transmit it to all franchisees. Through 
experience, the owner of the chain slowly accumulates specific and valuable know-how (Shane, 
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1996), thanks to practice on a daily basis (Bradach, 1998; Michael, 2000) and to constant 
interaction with franchisees (Falbe, Dandridge and Kumar, 1996; Bradach, 1998). 

To measure the level of franchisor knowledge and the degree of complexity associated 
with its transmission, as in González-Díaz and López (2003), we finally used various variables to 
reflect this type of intangible resource: (1) the number of initial years during which the chain did 
not franchise any units –YNOTF-, calculated as the difference, in years, between the year the 
chain was established and the year the firm was created; (2) the type of activity –SECTOR- that 
is equal to one if the chain is basically dedicated to the distribution of products and equal to zero 
if its main object is to provide services, and (3) the entry fee established by the franchisor and 
that all franchisees must pay initially to join the chain –CANON-. 

With regard to the first of these, YNOTF, longer periods are thought to reflect greater 
difficulties in completing, adequately, the franchise package and this should be due to increased 
know-how needs. However, higher values for YNOTF can also hide deeply rooted centralized 
decision making –if the franchisor has not had during many years any franchised units at all, he 
may be reluctant to let them in now because some decisions would have to be made locally- or 
incompetence hazards in order to complete such package. In order to partially solve this 
inconvenient, the variable SECTOR has been introduced. In this sense, we assume that the 
provision of services is associated to greater local agent effort at the unit level compared to 
product distribution and, therefore, the importance of labour-intensive activities and know-how 
transfer needs to franchisees will also be higher. 

With regard to the third variable employed to measure this item, CANON, it represents 
the initial lump sum every new franchisee must pay to the franchisor to join the chain. It is 
basically established to allow franchisors to recover the initial selection and training costs due to 
the existence of new franchisees (Lafontaine y Kaufmann, 1994). Therefore, it should be higher, 
the higher the transfer of intangible assets to franchisees. Because increased franchisor 
knowledge and expertise to transmit it entail that certain intangible assets of the chain are more 
valuable, this should also have a positive effect over the internationalization decision

• Monitoring costs and capabilities. The third type of intangible resources that can have a 
relevant influence over the decision of expanding activities abroad is franchisor´ supervision 
costs and skills because they help in the process of selecting franchisees and monitoring them. In 
this paper, we have included the number of years the franchisor has been franchising, the 
proportion of franchised units and initial contract duration. 

First, the number of years franchising will, most probably, have a positive effect over 
franchisor´ monitoring skills and experience (Hoffman and Preble, 2003; González-Díaz and 
López, 2003; Weaven and Frazer, 2003). Higher levels of franchisor experience are also likely to 
be associated with longer contractual durations –DUR; this is because in initial phases of chain 
life-cycle, adverse selection hazards for the franchisor do not allow him to fix long initial time 
periods for his relation with franchisees. As time goes by, these type of problems are reduced, 
franchisor experience increases and should find longer contract durations. 

The third variable included to measure this item is the proportion of franchised units -
%FRAN- . This may also contribute to quantifying franchisor skills related to monitoring 
franchisees and, moreover, franchisees need less control compared to employees of franchisor-
owned outlets, given their different incentives structure. The latter implies that higher 
proportions of franchisees would drastically reduce supervision costs of the chain and, in this 
sense, power international expansion. Additionally, higher proportions of franchised units should 
be associated to increased internationalization because when the chain decides to spread 
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activities abroad, the franchisor faces problems related to information regarding local market 
conditions, regulations, consumer tastes, etc., so the decision, in these cases, will probably be to 
franchise the new units. This is because local franchisees have powerful incentives to discover 
and will usually have more precise information of local market conditions (Windsperger, 2002). 

We expect findings to support a positive influence of YF, DUR and %FRAN over the 
internationalization decision of the chain. This is because increased monitoring capabilities entail 
lower associated costs which will favor international expansion.

Lastly, we must make reference to the fact that the type of activity –SECTOR- can also 
indicate, to some extent, monitoring costs or difficulties. In this sense, chains dedicated to the 
provision of services support higher supervision costs at the local level and these increased 
supervision difficulties are enhanced if the chain spreads activities overseas. Therefore, from this 
agency perspective, service chains should exhibit lower internationalization activity and this 
contradicts what was stated above from a resource-based view. 

Sample
Due to the non-existence of a ready to use Spanish database, the sample used in this 

paper was constructed using the information provided by the existing Annual Franchise 
Guidebooks published in Spain for 2005. Finally, 368 chains belonging to all existing sectors of 
activity integrated the final sample used in this paper. 

RESULTS

Several tests were performed in order to determine the convenience of conducting the 
discriminant analysis. First, the correlation matrix between the different independent variables 
shows small values, so multicolinearity problems are reduced. Second, normality distribution of 
the sample was checked through the K-S and S-W tests; both Sig-values were higher than 0.05, 
so the null hypothesis of normality cannot be rejected. Third, to check for the homogeneity of the 
variances of each group, the Levene test statistic is significant at the 0.05 and, therefore, the null 
hypothesis that groups have equal variances is rejected. 

We conduct a discriminant analysis employing a stepwise estimation, so independent 
variables will be sequentially included in each step according to the discriminatory power they 
add. From the tables, we can infer that the variable that contributes, in greater extent, to explain 
the dependent variable –internationalization- is the number of years since the chain started to 
franchise –YF-. In the next four steps initial contract duration –DUR-, percentage of growth rate 
–GROWTH-, the percentage of franchised units -%FRAN- and the total number of outlets of the 
chain –SIZE- are found to be significant as exhibited in Table I. 

TABLE I: VARIABLE INTRODUCED (IN EACH STEP THE VARIABLE 
INTRODUCED MINIMIZES GLOBAL WILKS´ LAMBA). 

Step Introduced

LAMBA WILKS (F) Sig.
1 YF ,926 24,022 ,000
2 DUR ,878 20,928 ,000
3 GROWTH ,840 19,031 ,000
4 %FRAN ,798 18,975 ,000
5 SIZE ,785 16,365 ,000
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Summarizing, we can say that Spanish indigenous franchised chains included in our 
sample for 2005 and that have chosen to spread activities overseas, present certain significantly 
different characteristics compared to the group that operates only within national territory. In this 
sense, they present lower growth percentages in domestic market. This means that domestic 
market saturation leads chains to continue to grow, in order to maintain trend in sales and profits, 
through international expansion. Of course, they will choose to penetrate in markets where future 
prospects are better that in domestic market. For this reason, we find empirical evidence to 
accept that domestic market saturation stimulates franchise chain internationalization. 

As for the relevance of brand name value and reputation of the chain, results are in the 
expected direction, even though variables are not always significant. We had proposed two 
magnitudes to measure this type of intangible resource, years franchising –TY- and total chain 
size –SIZE-. The former is not found to be significant, even though, as expected, it has a positive 
influence over chain internationalization decision. So, as the number of years since the chain 
opened the first franchisor-owned store increases, we find increased international activity. As for 
the total number of outlets –SIZE-, another relevant variable in determining brand name value 
and reputation, it also has a positive influence over the classification variable. In this case, the 
independent variable is significant. Overall, we can say that higher chain brand name and 
reputation favor international expansion. 

TABLE II: FINAL CLASSIFICATION MATRIX. 
THE FUNCTION ADEQUATELY CLASSIFIES 76.8 PERCENT OF CHAINS. 

Predicted group 
membership TotalESTABROAD

0 1

0 176 57 233Actual Group
1 25 96 121
0 75,5 24,5 100,0

Original

Percentage
1 20,7 79,3 100,0

With reference to another important intangible resource, franchisor know-how and his 
skills for adequate transmission, none of the three variables used to measure this item turn out to 
be significant to classify chains in their actual group. However, the respective signs for two of 
these variables –number of initial years without franchising activity and sector activity- are as 
expected from a resource-based perspective. In this sense, the group of chains that have decided 
to undergo some type of international expansion has on one side, waited more years to start 
franchising activity itself and, on the other, include more service activities compared to product 
distribution. From a basic agency view, we had also stated that SECTOR could have a negative 
relation over the dependent variable –it may increase monitoring difficulties-, but in this case we 
find no support for agency reasoning.

As for the third and last variable included to measure franchisor know-how –CANON-, it 
is not only statistically insignificant, but its influence is opposite to what was expected. This 
means that chains with present in overseas markets fix lower entry fees, which can be due to the 
increased need of finding foreign franchisees willing to join the chain. Overall, we do find some 
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support on the positive influence of franchisor know-how over internationalization of chain 
activities.

The last intangible resource we intended to measure is franchisor monitoring skills. We 
employed three variables to capture its value –YF, DUR, and %FRAN-. We stated that SECTOR 
could also imply increased monitoring costs, so we could find that service chains chose to 
internationalize less –we have already explained that we have not found any support for this 
agency reasoning and yes for the opposite effect, based on a resource-based perspective-. 

Basically, chains that have expanded operations to foreign countries exhibit, significantly 
higher values for YF, DUR, and %FRAN as expected. This means that franchisor monitoring 
skills reduce supervision costs and this favors internationalization of activities. Lastly, Table II 
displays the original classification of chains and the predicted group of membership using the 
discriminant function. The model adequately classifies about 77% percent of chains. 

CONCLUDING REMARKS 

In this paper, we have attempted to discover, form a resource-based view, some of the 
key characteristics that distinguish chains that have expanded activities to foreign countries from 
those that operate only in domestic market –Spain-. With this objective, we have conducted a 
discriminant analysis that has established that domestic market growth rates, chain brand name 
and reputation, franchisor know-how and monitoring skills are relevant constructs to classify 
chains in their actual group of membership. Specifically, chains that have to chosen to expand 
activities abroad present higher values for YF, SIZE, DUR and %FRAN and lower values for 
GROWTH. The rest of the variables have not turned out to be statistically significant. 

The present analysis has, of course, several limitations regarding the variables included 
and the means of measuring them. This preliminary analysis will be completed in the near future 
through the introduction of new variables. In this sense, it would e interesting to include financial 
variables and other economic or accounting magnitudes like sales, advertising costs, or profits to 
study their effect over chain internationalization. We also intend to extend the analysis including 
specific sectors of activity within service chains and product distribution chains, based on the 
idea that different activities will present different expansion behaviours. A last limitation comes 
from some of the proxies used to measure intangible resources as, for example, national market 
saturation; in this sense, growth rate in national market can reflect other circumstances rather 
than saturation. 
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ABSTRACT

The article deals with the idea of how Catalan public institutions design PR campaigns to 
promote confidence to grassroots. This article analyses two cases focused on the Catalans 
political system: the education activities of the Catalan Parliament and the collaboration between 
the public radio station, COM Radio, with the university in its political programs. However, 
although both institutions (and the political parties that take part on these experiences) justify 
these activities as part of their Corporate Social Responsibility projects (or projects to improve 
active citizenship), we can question if the final idea of all of them is to create an active 
citizenship or, at the end, some of them follow the idea of generating captive opinion leaders. 

INTRODUCTION AND THEORETICAL BACKGROUND: GLOBALIZATION, 
GOVERNANCE AND CSR 

The globalization process caused that some authors started using the term “global 
corporate citizenship” (Matten, 2003). This sense of global corporate citizenship led to the joint 
statement “Global Corporate Citizenship – the Leadership Challenge for CEOs and Boards”, 
signed by 34 of the world largest multinational corporations during the World Economic Forum 
in New York in January 2002. This statement point out that being a global actor gives emphasis 
on business responsibilities in a global context, but at the mean time business needs to take into 
account the community where it is operating. This is why the concept of Corporate Social 
Responsibility is so important. Globalization process, in fact, also leads to a redefinition of the 
functions and the role of the State. State now has to be a strategic planner (Bertucci and Alberti, 
2003, p. 23). Both the crisis of the Welfare State and the globalization phenomenon increased the 
feeling among people of the distance between leaders and citizens, that’s stand on the basis of 
the loss of legitimacy of political institutions. Western democracies, in this way, are faced to 
changing social and political scenarios where policy problems and options become less and less 
manageable as new trends of complexity interfere with political practice, and exactly as for the 
business sector, the concern for local community is becoming more and more important. That is 
why we can state that Local Government is a fundamental actor since maybe it is the only one 
that people themselves feel close to. Furthermore, since citizens, institutions and companies 
belong to the same community –citizen’s work within the companies and vote for their 
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Administration that is both the controller and “client” of the companies–, therefore they all have 
to work together for the well-being of the community. 

Normally, Local Administration is only seen as law-provider, as an important driver to 
encourage enterprises to carry out their programs. This is the position, for example, of the EU 
Multi-stakeholders forum on CSR (2004, p. 9), but this view is reductive since Local 
Government can do much more to improve what we have called ethical and voluntary 
responsibility. Local Government itself, as an actor (both political and economic), should behave 
following CSR principles, secondly its task is to educate citizens to feel part of a bigger project, 
mainly showing them that a CSR program is useful to them principally because it gives them the 
opportunity to improve their relations with their stakeholders: shareholders, clients, workers and 
society. In this sense, good governance should be an open and efficient way of conducting public 
affairs, managing public resources, and guaranteeing the realization of human rights.

More than 50 years ago, Almond and Verba (1963) claim to have identified three broad 
types of political culture: parochial, in which no clear differentiation of specific political roles 
and expectations exists among actors, i.e. "political specialization is minimal"; subject, in which 
institutional and role differentiation exists in political life, but towards which the citizen stands in 
largely passive relations; participant, in which the relationships between specialized institutions 
and citizen opinion and activity is interactive. Actual societies tend to exhibit combinations of 
these and other, more specific, characteristics. The civic culture exhibits participatory 
characteristics in which participatory action is based upon assumptions of rationality, and in such 
a way that "political culture and political structure are congruent" (Almond and Verba, 1963, p. 
31). Problems of social complexity and political distrust seem to automatically lead to political 
participation discussion. There is no single definition of political participation, and actually any 
given definition hides a very animated ethic-political debate about how much participation a 
society needs, who participates, what is the effective influence of citizens’ opinions, etc (Barber, 
1984; Putnam, 1993). Without entering the debate we simply point out the need to bridge the gap 
between citizenship and the political-institutional, social and technical arenas. For this reason we 
prefer avoiding the word “participation” substituting it with “active citizenship” that underlines 
the need of effective ways for local and national governments to introduce policies that aim civic 
engagement and fight marginalization. 

But how can we be sure that “participation” results in any improvement over previous 
ways of doing things, or indeed, of any effective or useful consequences at all? Evaluation of 
participation exercises is important for all parties involved. Unfortunately, evaluation is also 
difficult. As Rosener already pointed out in 1981, there are many problems in conducting 
evaluations: first of all the participation concept is complex; second, that there are no widely held 
criteria for judging success and failure of an exercise, third, there is no agree upon evaluation 
methods, and finally there are few reliable measurement tools. For our exercise we selected two 
programs of CSR promoting Active Citizenship of two different Institutions in Catalonia: the 
Catalan Parliament and the public radio station COM Radio. 

THE CATALAN POLITICAL SYSTEM 

Before starting with the case analysis we consider that a quick introduction to the Catalan 
political system is crucial to understand the special framework inside which our cases are 
developed. Even if Catalonia may be defined a stateless nation, legally it constitutes an 
Autonomous Community –a territorial entity with political autonomy-, in accordance with the 
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1978 Spanish Constitution and the Statute of Autonomy. The Generalitat, the institutional system 
around which Catalonia's self-government is politically organized, is made of a Government and 
of a unicameral Parliament. The “Statute of Autonomy” specifies the matters in which the 
Generalitat's power is “exclusive” -meaning that both legislative and executive power fully 
correspond to the institution- , “shared” - when Catalonia can legislate, but within the framework 
of the basic conditions established by the State- , or simply have to execute the legislation 
deriving from the central government of Spain. 

The Parliament, currently made up of 135 MPs, consists of a single legislative Chamber 
or house, and the electoral is proportional: seats are distributed among the electoral lists in 
proportion to the votes each one has obtained. It is allowed to legislate on those matters defined 
in the Statute of Autonomy, in accordance with the Constitution as exclusive powers of the 
Generalitat, as well as on shared powers, within the framework set by the State as principles or 
as lowest common legislative denominators.

This constitutional setting, started by the first autonomical election in 1980, created a 
unique sub-political system, quite different from the Spanish one. The political competition 
actually, takes place in a bi-dimensional arena: in addition to the classical left-right competition 
axis, in fact, there is another axe, defined as “Catalanism versus Spanish centralism”, reflecting 
the ethno-regionalistic conflict.  Beside the Spanish parties (Socialist and People’s Party) 
Catalonia create its own parties. Concretely we can find CiU, Convergència i Unió, a bourgeois
party demanding more economical autonomy; ERC, Esquerra Republicana de Catalunya,
defending total independence for Catalonia; ICV-EUiA, Iniciativa per Catalunya-Els Verds-
Esquerra Unida i Alternativa, a post communist party C’s, Ciutadans-Partido de la Ciutadania, a 
newborn party who feels that Spanish language is attacked in Catalonia, due to the “linguistic 
normalization policy”. 

CASE STUDY 1: PARTICIPATION OF STUDENTS IN A POLITICAL DEBATE 

COM Radio is a Catalan radio network owned by the Barcelona County Council and 
based in Barcelona, but transmitting all over Catalonia through local radio stations. The network 
is composed by 120 member radio stations, but the majority of the content, such as the morning 
programs, the evening ones and the news bulletins, is produced by the central studios. Our case 
study is focused on the prime time political program, produced by the central studios, called “La
Nit”( The Night), a one hour political debate where experts and/or politicians comment political 
agenda and news. Three years ago, the network signed a co-operation agreement with 
“Journalism and Communication Sciences Department” of UAB, the Autonomous University of 
Barcelona, allowing an average of 50 students per year to take part in the program not only as 
passive listeners, but as active speakers with the possibility to interview guests or take part in the 
general debate. To this we need to add that students are totally free to formulate questions, they 
don’t have to prepare and show their questions before the show begins.

On the one hand we recognize the pedagogical utility of this experience: students can 
practise real down-to-heath political journalism, training at that radio network where teachers, 
together with senior journalists, can show them how a real program works. At the end of the 
show, for example, they are given the chance to point out mistakes, problems, etc. Moreover this 
methodology is based on an educational-oriented selection. Only teachers are in charge of 
selecting the students who will take part in the program realization, this imply that they won’t  
pick up only the best students, but they will select according to the students’ needs. Beside the 
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strictly educational perspective, this is a unique chance for students to be in touch with 
politicians and to address them their questions and queries, interacting with them not as simple 
voters but as communication professionals. This enables them to take on a very different role, to 
exercise both objectiveness when formulating questions and critical thinking when decoding 
politician answers. 

On the other hand, the presence of students somehow forces politicians to adapt their 
discourse to a very specific audience, avoiding the formal political speech. But political parties 
too are willing to participate in these types of shows, because they consider young people a 
crucial audience, and, above all, the informal conversation that politicians can have with students 
at the end of the debate is a good moment to interchange information and to taste public opinion. 

For this reason we can assume that this activity enhances a fluid and open communication 
between young citizens and politicians, contributing, from the one hand to the transparency of 
the political process, and from the other to the creation of both critical thinking and civic culture, 
together with willingness to participate. Students, in fact, can interact with them politicians, both 
inside and outside the program recording, having a unique occasion to see them in reality, that is 
to say to fill this distance gap between citizens and political élites. This face to face interaction 
allow them to be more critical, but at the same time to feel that they can make the difference, 
having an active role in the political arena, that undoubtfully enhance active citizenship . 

CASE STUDY 2: UNIVERSITY PARLIAMENTARY SIMULATIONS IN THE 
CATALAN PARLIAMENT 

Parliamentary simulations are diffused worldwide: among others, in the EU some 
students of the Law Faculty of the Munich University started in 1988 the moot court in  the 
European Court of Justice, and, up to now, different simulations are organized in different 
regions of the European Union ending with a join session in the European Court of Justice; the 
National Assembly of Quebec organizes, since 1960 the Parlement Jeunesse du Quebec and, 
together with European Parliament, they organize Simulation du Parlement Européen Canada-
Québec-Europe (SPECQUE), an activity wanting to promote a better comprehension among 
European and Canadian students of both political systems (Fréchette, 2005). In Spain, the 
Parliament of Catalonia has been the first political institution to organize a parliamentary 
simulations, in 2005, in co-operation with another local university, the Rovira i Virgili 
University of Tarragona with the objective of “showing students the work of the Parliament”. In 
2003, a group of students from the Law Faculty of the Barcelona University (UB) that took part 
in the SPECQUE project created an association called XIC (Catalan Interuniversitary Debates) 
which spent two years in preparing the project that, in 2005, became the first Catalan university 
parliamentary simulation (Jaria, Oliveras and Roman, 2009). 

Firstly, some data: an average of 80 university students per year have participated in the 
parliamentary simulations since 2005: this means, that 400 students form Catalan universities 
took part in this experience. The simulation gathers an average 100 students that during one 
week, work exactly as they were in the real Catalan Parliament, following the parliamentary 
procedures. Actually they re-create the six group representation. Furthermore, every political 
group has the special support of a senior student –coming from other editions– whose work is to 
advise new members in every moment of the simulation.

There is no doubt that students participation in the legislative proceeding, using exactly 
the same rules as a real one, is a very good practise. But on the other side we can formulate some 
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doubts regarding the participatory output of the activity. First of all the selection of the student is 
made by students themselves, that is to say every student is allowed to choose the political group 
he/she will work in. In other words every student is more motivated to pick up its own political 
party, or the political party that is as close as possible to his/her own ideals: in this way the 
student cannot analyse the political scenario from a different perspective (that is one of the most 
desirable output of such an activity) and it’s more probable that he/she will reinforce his/her 
preconceived perception of reality. Moreover the presence of some students belonging to parties’ 
young sections allows parties to make hidden political-proselitism. At least, in the 2009 edition, 
an 18.6% of the students were members of a young political organization. In this sense, the fact 
that students can choose their political affiliation together with the presence of party activist –
that are not asked to publicly declare their affiliation–, in a context of a very fractured political 
culture, dominated but the role of highly ideologized anti-system political party make us doubt 
about the participatory output. In fact we believe that the most probable output is recollection of 
new political activists for political parties and great advertising for the Institution itself. 

Someone may criticize our position arguing that political activism is a form of political 
participation, but we believe that it’s very important to distinguish between ideological affiliation 
and participation. From the citizen participation point of view, the participation in ideological 
parties is articulated around groups that do not necessarily channel citizens’ opinions but vested 
interests, and often lead to elitist policies. What we mean is that we can at least question if 
political parties are looking for new followers and not for citizen involvement in politics.

On the other side we have to point out a special section of the simulation, started in 2009 
(13th to 17th of July). Although the simulation has the participation of students from different 
universities and schools, last year, for the first time, a group of students from the Communication 
Faculty of UAB took part in the simulation. The students were divided in two groups and their 
work was to create, every day, two newspapers with different editorial lines: a conservative 
daily-news magazine and a socialist daily-news magazine. Their aim was to cover the events that 
the other members of the simulation generated during their activities as MPs. However, during 
the simulation students also had a special day to meet real MPs and cover real political 
information. For the occasion they had an interview with the President of the assembly, Mr. 
Ernest Benach, from the Catalan Independentist Party (ERC). The political journalism 
simulation, exactly as the radio experience, is very interesting for the students practising in it, but 
in this case it’s also useful for all the other allows other students to understand the role of the 
mass media in the contemporary societies and, above all, their role as a fourth power. 

CONCLUSIONS

As we have already pointed out the evaluation of a participation exercise is very difficult 
since there are no widely held criteria for judging success and failure and no agree upon 
evaluation methods. To evaluate our case studies we focus on the idea that evaluation is very 
important for all parties involved. These include the sponsors of the exercise, the organizers that 
run it, the participants that take part, and the uninvolved-yet-potentially affected public. That is 
to say that this exercise should be positive for any engaged part: if the activity is positive for 
every part then we can consider it a useful tool. 

Almond and Verba (1963), and later, Inglehart (1997 and 1999), argue that if “a 
democratic political system is one in which the ordinary citizen participates in political decisions, 
a democratic political culture should consist of a set of beliefs, attitudes, norms, perceptions and 
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the like, that support participation” (Almond and Verba, 1963, p. 178).  This is an assumption 
about the character of rational behaviour in participation, this as opposed to “emotional”, 
sentiment-driven involvement: in other words any activity in this field should enhance this “set 
of biliefs, etc.”. This could be a first interpretative key: does our case enhance civic culture? As 
we have seen, in the first case, the Radio Station, we have no doubt that it does; in the second we 
can have some doubts regarding this conflict between “rational and emotional”. The 
Parliamentary simulation, as conceived in Catalonia, seem to appear in this sense, more a 
teatralization of the governance process then a real exercise of participation. From the citizen 
participation point of view, participation in pluralist structures is articulated around groups that 
do not necessarily channel citizens’ opinions but vested interests and often lead to elitist policies. 

So, even if these techniques are not ‘substitutes’ to representative forms of democracy 
and citizenship, they could become fertile complements of classic institutional mechanisms only 
if they fulfil the criteria of being useful for all the engaged part: better governance could 
strengthen the vertical accountability of institutions to citizens, and the horizontal accountability 
between institutions.  But to do so a real political will is necessary. Institution should act to 
promote active citizenship and not to generate captive opinion leaders. To say it in other words 
they should first of all be open to give back a part of their power to the source of the power itself: 
the people. 
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ABSTRACT

The aim of this research is to analyze the role of public relations in times of financial and 
global crises. From this standpoint, the authors examine how some Spanish financial institutions 
acted in the first year of the economic crisis that began in the summer of 2008 with the banking 
crisis in the United States. From these examples, the results reflect on the role of CSR and 
reputation management in today's society, characterized by their liquidity. Thus, reputation 
becomes a key risk for organizations in the liquid society described by the Polish sociologist 
Zygmunt Bauman. 

INTRODUCTION

As Jonathan House reported in The Wall Street Journal (March 30th, 2009, p. 23), 
Spanish banks have so far held up relatively well in the global financial crisis because of 
conservative lending practices and because they didn’t invest in US products, and added 
“dialogue with stakeholders and their involvement in the decisions of the institution, 
commitment to the development of their environment and social action, as part of the culture of 
Spanish banks, have contributed to this survival.” We tried to find some examples of this 
involvement and dialogue in the corporate social responsibility (CSR) practiced by Banco 
Santander and other banking organizations.

Euromoney magazine, founded in 1969, and recognized worldwide as a leader in 
international banking and financial news, has named Banco Santander the Best Bank in the 
World 2008 for its ability to grow in difficult markets, its strategic focus on retail banking and its 
capacity for execution. In addition to the global award, Euromoney also named Santander: Best 
Regional Bank in Latin America; Best Bank in the United Kingdom (Abbey); Best Bank in 
Spain (Banesto); Best Bank in Portugal; Best Bank in Chile; Best Bank in Argentina, and Best 
Bank in Project Finance in Latin America. When its General Director, Alfredo Saenz, explained 
this to the shareholders in Caracter, the Bank’s newsletter, he stated: “creating value as a group 
is not merely optional: it is mandatory. The market will demand that any bank which does not 
create value as a group, but only as a collection of business, should be split up” (March 2009, p. 
59).

From this standpoint, Banco Santander is socially legitimated through CSR. As Suchman 
(1995) pointed out: “Legitimacy is a generalized perception or assumption that the actions of an 
entity are desirable, proper, or appropriate within some socially constructed system of norms, 
values, beliefs, and definitions” (p. 574). This definition is useful in CSR research because it 
positions legitimacy as being socially constructed, thereby addressing the relationships between 
stakeholders, organizations, and communities (O’Connor et al., 2008). 
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One of the main roles of CSR in financial firms is the management of reputational risk. 
Certainly, stakeholders’ expectations are increasingly focused on how the company performs and 
behaves in relation to society or the environment, either just locally to its operations or in the 
wider world. A company’s reputation can therefore be significantly damaged if these wider 
expectations are not met. Many of these expectations are commonly rolled up under CSR which 
includes, among others, the protection of its reputation through prevention programs best known 
as reputational risk (Atkins et al., 2006). Indeed, if CSR has provided opportunities for 
companies to align their activities with broader societal expectations, reputational risk 
management is a paramount part of CSR. 

BACKGOURND: THE LINK BETWEEN CSR, REPUTATIONAL MANAGEMENT 
AND PUBLIC RELATIONS 

A strong reputation can be a key competitive advantage, which is especially important in 
today’s environment of increasing competition, deregulation, globalization, and almost 
instantaneous flow of information. Reputation may confer advantages in accessing key markets, 
attracting capital, attracting and maintaining a high quality workforce, and in maintaining 
customer and supplier relationships. There is a growing academic literature that supports this 
view (Fombrun, 1996; Fombrun & Shanley, 1990; Hammond and Slocum, 1996; Roberts and 
Dowling, 2002). 

Although risk is often implicit and sometimes explicit in reputational management 
discussions (e.g. Bezuyen 1994), the term “reputational risk” as a widely-used category is, in 
practice, relatively recent. There is likely no single origin of the use of the term, but an important 
source is the Basel 2 operational risk debate. The Basel 2 banking regulations excluded 
reputational risk from the formal definition of operational risk, but in doing so helped to 
institutionalize the category and its increasingly prominent articulation in formal risk maps 
within organizations of all kinds (Power et al., 2009). It is only relatively recently that textbooks 
and papers have appealed explicitly to the concept of reputational risk (e.g. Fombrun et al., 2000; 
Larkin 2003; Neef 2003; Rayner 2003; Atkins et al., 2006; Eccles et al. 2007), although it has 
now come to be represented in practitioner texts as a risk category in much the same way as 
other specific risks (market, credit risk, etc.): “reputation is a major risk for all organizations and 
needs to be considered alongside all the other major risks such as operational, strategic and 
financial risks” (CIMA 2007, p. 1).

As Regan (2008) pointed out, evidence indicates that financial services executives 
recognize the importance of reputation risk management. A recent survey of financial services 
executives by PricewaterhouseCoopers (PwC) in conjunction with the Economist Intelligence 
Unit (EIU, 2005) reports that 54 percent ranked reputation risk as a serious threat to earnings 
(PwC, 2007). The structure of Banco Santander’s 2007 Sustainability Report (Banco Santander, 
2008) introduces the question of how the sustainability and CSR policies of large corporations, 
including financial entities, are significant to public relations. The process of preparing Banco 
Santander’s sustainability report included the use of international standards prepared by the 
Global Reporting Initiative (GRI-G3) and the taking into account of AA1000 series rules defined 
by Accountability. These rules, guidelines and recommendations made by benchmark 
international organizations are based on the idea of maintaining a relationship and dialogue with 
stakeholders, which makes sustainability and CSR policy a function of public relations. The 
differences between CSR and public relations are increasingly more blurred.  
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Public relations and reputational risk management seek to enhance the quality of the 
relationship of an organization with key stakeholder groups. Both disciplines recognize that to do 
so makes good business sense. We can therefore state that public relations and reputational risk 
management have a set of similarities that provide clues to their integration and increased joint 
effectiveness.

On the other hand, reputational risk management, including CSR (Thomas & Simerly, 
1994; Kim & Reber, 2008), is the development of processes to evaluate stakeholder and 
environmental demands and the implementation of programs to manage social issues. 
Reputational risk management gives public relations a substantial opportunity to build, through 
dialogue, a mutually beneficial relationship with publics, which is emphasized as the ultimate 
goal of public relations. Indeed, since reputational capital depends on stakeholder support, each 
stakeholder group is a source of reputational risk to be managed (Fombrun et al., 2000). A key 
task for executives is to manage the risks that come from the company’s dependency on those 
stakeholder groups (Pfeffer & Salancik, 1978). Therefore, reputational risk management has 
become a major reason for an organization to have a public relations function, as a relationships 
management function between organizations and its stakeholders. Banco Santander is a good 
example of what we have just said due to the fact that, as we have already seen, its entire 
sustainability and CSR report is associated with the concept of dialogue.

From another standpoint, public relations in reputational risk management becomes, as a 
part of risk communication, “a tool for communicating values and identities as much as being 
about the awareness, attitudes and behaviors related to the risk itself” (Palenchard & Heath, 
2007, p. 127). 

A different implication is the role of risk management in the institutionalization of ethics. 
By contrast with the results obtained by Fitzpatrick (1996), the case of Banco Santander suggests 
that reputational risk managers played key roles in the institutionalization of ethics. According to 
this author “the findings that ethics officers view ‘complying with the law’ as the most important 
aspect of social responsibility and consider the counsel of and training in law… as most 
important to ethics work indicates that many companies may be taking a legalistic, compliance-
oriented approach to institutionalizing ethics” (Fitzpatrick, 1996, p. 256). Compliance function 
and anti-money laundering are two excellent examples of the institutionalization of ethics by 
Banco Santander. In fact, one of the six values of Banco Santander is professional ethics: “Over 
and above strict compliance with the laws, the Codes of Conduct and internal rules, all 
Santander’s professionals work with the maximum honesty and transparency, always putting the 
interests and principles of customers and of the Group before their own” (Banco Santander, 
2008, p. 6). 

Finally, given that this study suggests a link between public relations and risk 
management, it also proposes a link between public relations and “liquid society”. The 
conditions of late or “liquid” modernity have been much debated (Bauman 2007; Giddens 1991). 
As Power et al. (2009) pointed out, variously characterizing it as an “information” society, a 
“post-industrial” society, a “network” society and a “risk” society, views differ on the timing, 
extent and significance of key changes. Such consensus about the nature of late modernity that 
does exist refers to increased ambiguity and uncertainty at the level of individuals and a 
problematization of trust in, and legitimacy of, institutions and experts in an interconnected 
world. From this sociological standpoint, we suggest a remarkable role for public relations in late 
modernity.
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DISCUSSION

Linkages between public relations, CSR, corporate governance, risk management, and 
reputation have been elusive for some time but it seems that the wake up calls have been 
numerous with the present financial crisis and other factors as financial scandals, creating an 
unending chain of reminders of the complexity of the modern economy. Nobody can now ignore 
the fact that long-term development rests on a rational balance of risks, threats, and 
opportunities, for their own merits and as a whole to enhance the use of resources not only for 
this but also for future generations. Our research suggests that Banco Santander does not ignore 
this.

Despite this study does not establish a direct relationship between reputational risk 
management and the fact that a company being more or less vulnerable to the effects of a crisis 
in an economic downturn, such as that which began in 2007, the case of Banco Santander 
suggests that these organizations, particularly those in the banking sector – very regulated in 
Spain – with a solid policy regarding reputational risk management, are more resistant to the 
effects of global financial crises. The current leadership of Banco Santander, which manifests 
itself not only in the awards it receives but also in its economic results (in the first quarter of 
2009, despite having suffered a loss of 5% in net profits, Banco Santander remains the highest 
profit-making Spanish company, according to El País [May 14, 2009, p. 22]), is the fruit, along 
with other factors such as the strength of the Spanish financial system and the bank’s economic 
capacity, of its risk management policy.

The examples of its behavior in the cases of Lehman Brothers and Madoff not only 
demonstrate this but also allow us to conclude that: 1) A reputational risk management function 
should be based on dialogue with the main publics. Dialogue therefore becomes the ideal 
communicative tool for facing up to economically turbulent situations. 2) Although we have 
cited studies which suggest that bad reputation affects share value, there is no research to suggest 
the contrary, i.e. there is no empirical data to prove that a good reputation increases share value. 
Neither does Banco Santander provide an example of this, as its share value has fallen due to the 
effects of the financial crisis on the stock markets. It has, however, retained its profit levels 
despite being affected by situations such as that of Lehman Brothers and Madoff. 

Another conclusion we can draw is that reputational risk is a new concept which will 
have to be taken into account in the theory and practice of public relations. Although it is a field 
which still requires exploration and has witnessed little research in the discipline of management, 
public relations will have a large part to play, as reputational risk management cannot exist 
without dialogue, as is demonstrated by the case of Banco Santander. The practice of public 
relations is therefore not only a factor in conflict prevention, but rather in a context of financial 
crisis such as that which began in 2007 with subprime-mortgage products, it becomes an 
essential management function for companies to be able to protect themselves, to a greater or 
lesser extent, from the effects of this type of global crisis. 

From an academic viewpoint, there is still much work to be done in the field of 
reputational risk, and no consensus on how to do it. According to Eccles et al. (2007) authors 
consider it a risk category in its own right or a consequence of poorly managing other risks. On 
the other hand, as we have seen in this study, the practice of reputational risk management is 
focused more on customers and products than on other stakeholders. In a context of economic 
crisis such as that of 2007-2009, where survival or not losing market share become the main 
goals of large, medium-sized and small organizations, it would seem logical that the market is 
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above the publics themselves. This is even more true for those companies in sectors with strong 
governmental regulation and a high media exposure (Smith, 2003), as is the case with Banco 
Santander, whose sustainability map gives customers, products, and services as the three parts of 
its sustainable activity. The bank “endeavors every day to attain maximum customer satisfaction, 
creating lasting relations and providing the highest quality service” (Banco Santander, 2008, p. 
16).

CONCLUSION

Despite these limitations, the theory and practice of public relations should play an 
important role in the definition and management of reputational risk. Future research should 
focus on defining the exact place public relations occupies in reputational risk management, 
analyzing its strategic process and comparing it with other similar processes, such as issues 
management strategy. Furthermore, as we have noted, researchers into the sociology of public 
relations may find in this intersection between risk communication and public relations a good 
example of the role of public relations in late modernity. 

In sum, global companies like Banco Santander face a new reality that changes the nature 
of risk and risk management: networked operations and global values chains, empowered 
stakeholders, and the dynamic tension among sectors, that is, the real roots of the 2007-2008 
economic downturn (Acharya & Richardson, 2009). The emergence of new forms of social risk 
cannot be mitigated through traditional means. “Risk management by global companies should 
be adapted to include CSR programs” (Kytle & Ruggie, 2005). The link of CSR to core business 
processes can improve a company’s overall approach to risk management and reputational risk, 
and allow a company not only to design better risk management for current issues but also help 
anticipate those coming down the pike. Is this not one of the key functions of public relations? 
Yes, it is; and it is also one of the public relations’ challenges in times of economic downturn.
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ABSTRACT

According to many authors applied public relations-ethics can influence the relationship 
between organizations (public, private, political and others) and their publics, and influence also 
the level of corporate social responsibility (CSR) of these organizations. Moreover, at this time 
CSR is a burning issue specifically in Spain and in the world by extension. 

Therefore, the purpose of this article is on the one hand to demonstrate the relationship of 
public relations-ethics and CSR; and on the other hand, to offer an overview about CSR from a 
Spanish perspective through the analysis of the social structure of CSR in that country and its 
ramifications in Latin America. 

INTRODUCTION

Ethics can be defined as the standards that suggest how one should behave. Public 
relations-ethics is linked with moral values of each culture. And cultural industries (mass media, 
music and books publishers, etc.) offer in each country services and products with direct 
repercussion on the cultural values and on the ethical values of the public opinion. How many 
elements do we need to consider in order to create, maintain or modify the moral values and the 
ethical values of a target group? There are many ways of reaching these goals. Public relations 
programs and campaigns are not the unique solution, although their effects can be measured in 
terms of images, attitudes and intention of behavior; and although in my opinion the symmetrical 
model (Grunig, Grunig and Dozier, 2002, pp. 306-382) is the ideal framework to integrate public 
relations-ethics.

Human behavior is not only influenced by moral codes and ethics. There are other 
important elements that are linked to it, from a social point of view (social rules, cultural 
industries, societal culture, etc.), from a professional point of view (ethics codes, etc.) and from 
an organizational point of view (corporate culture, etc.). According to Wilcox, Ault, Agee and 
Cameron (2000, p. 62), public relations practitioners have the additional dilemma to decide 
strategies, tactics and activities for their programs and their campaigns in order to satisfy the 
following items: the goals of the publics; the goals of the entrepreneurs; the objectives demanded 
by the professional ethic code of the organization, and their own moral values. 

My approach is that public relations concept (from a realist perspective, constructive and 
interactional about philosophy of sciences; from a position cognitive neo-behaviorist on social 
psychology; and with the reference of the sources of the discipline and the more recent theories) 
is maintained in five different columns: communication; managerial function; two-way 
symmetrical model; relationship and corporate social responsibility. And thus, the professional 
and academics ethics in public relations are present in each of these five columns, through ethics 
codes proceeding from professional, academic associations, etc.

I share the opinion of Todd Hunt and James Grunig (1994, p. 395), more than speaking of 
a code of professional standards, we should focus on ethical behaviour, because that puts the 
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responsibility on each public relations professional to behave in a manner that is fair to all and 
does damage to none in sort, to perform in the two-way symmetrical model of public relations 
that supposes all parties work for the common and greatest good. On the other hand, we can refer 
to legal responsibility about the material that public relations agencies and public relations 
departments of the different institutions can disseminate.

In consequence, we can remember here, the already old formula that has given and gives 
such good results in public relations: to do it well and let it be well known. This first part of the 
formula, to do it well, is associated with the ethical behaviour from a managerial point of view 
for the organizations. And we might say: It is perceived in this discipline that in major ethical 
behaviour it seems that better results to improve in the mid and long term. Ethics and public 
relations are orientated towards the same aim: just to do it well. 

In 2000, James Grunig and Yi-Hu Huang wrote an article titled From Organizational 
Effectiveness to Relationship Indicators: Antecedents of Relationships, Public Relations 
Strategies, and Relationship Outcomes (2000, p. 23-53), where the authors understand that when 
public relations helps the organization to build relationships with strategies constituencies, it 
saves the organization money by reducing the costs of litigation, regulation, legislation, pressure 
campaigns, boycotts, or lost revenue that result from bad relationships with publics –publics that 
become activist groups when relationships are bad. It also helps the organization make money by 
cultivating relationships with donors, consumers, shareholders and legislators who are needed to 
support organizational goals. In addiction, it will be necessary to consult the works of Broom, 
Casey and Ritchey (1997), Grunig and Huang (2000), Oliver (1990), Miller (1978), L. A. 
Grunig, Grunig and Ehling (1992), among others, to understand the two-way symmetrical 
relationship  from objective and measurable values. 

THE SOCIAL STRUCTURE OF CSR IN SPAIN: A RECENT PICTURE 

That public relations are gaining weight and value in Spain, is already a fact. And as an 
element associated to contemporary public relations, corporate social responsibility is also 
obtaining more and more presence and consideration among executives, leaders, entrepreneurs, 
etc., of different organizations. 

The evolution of CSR has received an enormous dynamism from 2000 up to date. In July 
2001, the European Commission published Promoting a European Framework for Corporate 
Social Responsibility. Green Paper. The aims of this document were, firstly, to launch a debate 
on the concept of corporate social responsibility and, secondly, to identify how to build a 
partnership for the development of a European framework for the promotion of CSR. 

In 2003, the European Commission approved the creation of European Multi Stakeholder 
Forum on Corporate Social Responsibility with the aim of promoting CSR through raising the 
level of understanding of CSR, and fostering a dialogue between the business community, trade 
unions, civil society organizations and other stakeholders. And in June 2004, the first outcomes 
have been exposed to the countries of the European Union: reaffirmation of international and 
European principles, standards and conventions; analysis of CSR determining factors (drivers, 
obstacles and critical success factors), and future initiatives and recommendations. 

But, it is necessary to say in this context that corporate social responsibility is not equal 
to philanthropy. I agree with Santiago Pozas (2004, p. 229), professor at the UPV in Spain, with 
the idea that the most exact approximation to the relation between philanthropy and social 
responsibility is in Carroll’s definition (1999, p. 37), who shapes a concept of social corporate 
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responsibility as result of assuming economic, legal, ethical responsibilities and also 
philanthropic activities. And when you are practising whatever public relations activity you 
deign to in order to increase the excellence in an institution, you ought to work in the Carroll’s 
four levels, in other words, in economic, in legal, in ethical and in philanthropic manners at the 
same time.

In 2005 El País already published in its Sunday business section (February 20th, 2005, p. 
32), a news appeared with this headline: corporate social responsibility gains weight. 85% of the 
managerial and big investors think that it is a decisive aspect. The same article refers, five years 
ago only 44% of the consulted was giving importance to topics as ethics, good government or 
corporate transparency. 

Thus, the same newspaper, in the same Sunday business section (November 7th 2004, El
País, p. 34), recognizes that at least 30% of the most advanced organizations have a specific 
director for corporate social responsibility issues. Once again the same newspaper, in this 
occasion publishing an article signed by Ramon Jáuregui, spokeperson of the PSOE (Spanish 
Socialist Party) in the Constitutional Commission of the Congress, he indicates that for a short 
period of time, internal life and the management of the companies belonged to the most strictest 
field of the private area, even to the secret field. But today, the activities of the companies are 
observed by multiple areas of interest: mass media, non profit organizations, consumers, 
Government, environmental organizations, unions and even the competitors, examine the 
international behavior of the companies, their respect to the human rights and to the international 
rules of the International Labour Organization, their management of human resources, their 
respect for the ecological requirements, the conditions of work of their suppliers and even their 
relations with the Government. 

The Spanish Government indicated that in 2006 CSR law would be approved, but we do 
not still have a law that regulates CSR. However, important progresses have been observed: for 
example, in June 2006, the Subcommittee to promote the CSR in the companies, created by the 
Commission of Work and Social Matters of the Spanish Congress drew its conclusions, which 
they presented on December 13th, 2006, in the Spanish Congress. This Subcommittee received 
the contributions of 59 experts in different representation of groups such as university, 
administration, civil society, companies and unions. From my point of view, it is so interesting to 
consider a general directive of that Commission: to emphasize the CSR concept as a culture of 
mutual exigency among companies, society and institutions and to call the attention of the 
Administration, companies, unions, consumers, investors, etc., in order to complement their 
efforts in the joint promotion of CSR. 

On March 20th, 2007, the Spanish Government, unions and companies generated the 
Table of Social Dialog on CSR, which adds to the commitments of the Government represented 
by the Experts' Forum and the Parliamentary Subcommittee. 

With these principles in the area of CSR many lines of work have been opened in 
Spain by companies, governments, non governmental organizations, public institutions, 
etc. The Spanish people have been witnesses of the birth of different organizations 
stimulated by private sector and focus on CSR and sustainable development: Forética 
(http://www.foretica.es/es/), Fundación Entorno-BCSD España 
(http://www.fundacionentorno.org/), Club de Excelencia 
en Sostenibilidad (http://www.clubsostenibilidad.org/), Fundación Empresa y Sociedad 
(http://www.empresaysociedad.org/feys/es), Observatorio de la RSC 
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(http://www.observatoriorsc.org/) and Foro de Reputación Corporativa 
(http://www.reputacioncorporativa.org/).

At present, different authors indicate ample obstacles which impede the regulation of 
CSR in Spain: a rise in the prices of products; the loss of employments, which would generate 
another type of added problems; and the limitation to the development of diverse sectors for the 
application of the agreement of Kyoto's emission. But, which are the vital constants of the CSR 
in Spain at this very moment? There are a lot of references with respect this. I am going to select 
the most representative studies, from a managerial point of view. 

The Study on the Real State of Corporate Responsibility Implantation in the Spanish 
Company (February, 2007. Escuela de Organización Industrial e Instituto de Análisis de los 
Intangibles) indicates that 4% of Spanish companies began to implant CSR’s strategies only two 
years ago and 24% from two to four years. Up to the moment, the policies most developed by the 
companies are centered on non discrimination; the safety and labor health, the conciliation of 
labor life with familiar live, the systems of evaluation of client’s satisfaction, and the social and 
labor actions. This study also reveals that 96% of the companies consulted have already 
developed systems of dialog with the different groups of interest, though they are simply the 
conventional ones. 

As for the motives that have led to companies elaborating these plans and assuming them 
in the strategy, 37% of the companies affirms that first they do it on the belief they have the duty 
to do it. To create an environment of more attractive work for their personnel and to increase the 
sales these are the second and third reasons respectively. Another one of the principal 
conclusions of this study is to comment whish we can confirm already, it is not necessary to 
question if corporate social responsibility is a fashion or not. It is evident that the integration of 
the CSR in the strategies, policies, systems and processes of the companies, generates added 
value. In this way, Cinco Días (April 30th, 2007) has published that the Escuela de Organización 
Industrial and the Instituto de Análisis de los Intangibles conducted a research where 97% of the 
companies consulted declare having a strategic plan of social corporate responsibility. 

In addition, we can observe how the budgets are also increasing of the companies 
destined to actions of CSR. This is a fact. These budgets already have a specific concept. Though 
it is true, that as they are improving the management as for CSR, they consider reducing budgets 
but optimizing management. 

Nevertheless, the study of the Escuela de Organización Industrial and Instituto de 
Análisis de los Intangibles denounces that the social responsible investment has not had yet a 
great acceptance and development in Spain, unlike in other European countries such as is the 
case of the United Kingdom. In this manner, already in November 2006 the Economist without 
Borders Foundation carried out a report indicating that through the study Adequacy of Demand 
and Offer in Social Responsible Investment in Spain, financed by the Department of Work and 
Social Matters, carried out an analysis of social responsible investment products based on a 
sample of 800 persons, from which we can extract some conclusions: the awareness level is 
moderated among the citizens, considering that only 36% of the ones questioned has heard of 
Social Responsible Investment and only 10.24% has realized this type of investment; as for the 
commitment grade of the investors and potential investors, regarding the maintenance of this 
investment for moral principles, even in adverse financial conditions, to indicate that 52.9 % 
chose to support the participations while losses were moderate; and finally, the study emphasizes 
that for particular Spanish investors the most important criteria are human and labor rights, 
whereas for the Funds of Social Responsible Investment in Spain they give priority to armament, 
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tobacco and nuclear production, following international indexes of sustainability to a great 
extent.

The research carried out in January 2007 by the Club de Excelencia en Sostenibilidad, 
with the collaboration of the Spanish Ministry of Work and Social Matters, supports the 
following important conclusions: the situation of corporate social responsibility in Spain seems 
to be not too different to other countries of the same socioeconomic environment; at least, in case 
the of the leading companies, they share many of the most advanced practices, and of the 
opportunities of improvement with the companies most advanced in CSR worldwide; the CSR in 
the leading Spanish companies is a strategic topic; the range of majority companies is still a basic 
or tactical level and has still a long way to go; though a good part of the range of majority 
companies publishes CSR reports do not recognize the legitimacy of all the groups that can be 
interested in its activities, and, in consequence, they have not established channels to support an 
open, honest and fluid dialog with them;  many of these majority companies do not check the 
information that they include in their reports. 

From the Confederación Sindical de Comisiones Obreras, the leading trade union in 
Spain, Juan Carlos Jiménez (2007, p. 147) has written about the need of alliances to speak on a 
good frame of action of corporate social responsibility of the companies in Spain. And in this 
sense, Jiménez conceives the utilization of the responsibilities and capacities of non 
governmental organizations and unions, on the one hand, and the understanding between them, 
on the other one, as a vital piece of the CSR puzzle. 

It is necessary to consider also the Informe Forética (2008, p. 10), entrusted for 
measuring the evolution of the CSR in Spain, affirms that 90% of big companies with more than 
500 personnel know the concept, and that according to 70% of the entrepreneurs consulted CSR 
is going to have an increasing importance in the future, being the reputation and the internal 
climate in the organizations the two main elements in order to have a good evolution. But, only 
one of every two small or medium companies (with less than 10 personnel) recognizes the 
concept of CSR.Likewise, it is apt to emphasize that more than 75% of the big companies in 
Spain detects a growing concern in investors for ethical, social and environmental aspects. 
Following the Informe Forética (2008, p. 6), in the year 2008 the companies of major size have 
reached maximum levels of reputation in the concept of social responsibility. The managerial 
practices have been consolidated and the perspectives of growth remain strong. From the civil 
point of view, we have stated how some elements of social responsibility have settled themselves 
in consumer mind. Nevertheless, they remain some of the challenges in the air. The small and 
medium companies have not joined to the CSR in Spain. 

Fundación Entorno has elaborated a report on the management of sustainability in the 
Spanish Company (2009), where Cristina García-Orcoyen, General Manager of Fundación 
Entorno-BCSD España points out: the study reveals leaving aside business of the great majority 
of the Spanish companies develops to the margin of any consideration related to the sustainable 
development; of every 100,000 Spanish companies, only 5,000 can be qualified of awkward and 
active for sustainability. Referring to expenses and investments, this report admits that 12% 
companies that carry out investments in sustainability has diminished, and 8% in the case of 
expenses. The principal areas of investment are the prevention of labor risks, the energy 
efficiency and renewable energies. The expenses centre on training and protection of the 
environment.
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THE RAMIFICATIONS OF SPANISH CSR IN LATIN AMERICA 

Recently I have conducted a PhD with the title the social corporate responsibility of big 
Spanish companies with presence in Latin America: models of action (Juan Francisco Polo, 
2009), where we can observe that the Spanish companies find themselves caught between their 
need to manage adequately their international penetration, to promote their investments, to give 
the suitable performance to their shareholders, to offer a good service to the consumers and to 
acquire a social commitment in an unknown environment. This environment asks for a presence 
from them in social, educational, cultural projects and of attention to the community, at the same 
time as the legal and social needs are growing to act under a few criteria of sustainability and 
responsibility on the markets in which the operate. In this sense, Guillermo de la Dehesa (2008, 
p. 54) thinks that the effort corresponds with the results, since the jump towards Latin America 
has been a logical and natural internationalization based on its deep knowledge, on the common 
language and the culture, and in favorable demographic and economic perspectives. 

CONCLUSION

The main conclusions of Juan Francisco Polo’s research are the following: 

• The majority of managers of CSR asked indicate that they have selected a model of 
sustainability. They consider CSR as an investment connected with the strategy of the 
enterprise and define it as a transverse activity that crosses the whole company.

• The companies have triennials or annuals CSR plans, in which the protagonism of the 
presence of Latin America has different degrees according to the cases. 

• The entire sample thinks that the CSR must be voluntary, fomented but not imposed by 
regulations of the governments. 

• In Spain, the shareholders, customers, personnel and public opinion are the target group 
of CSR actions. Mass media and Government are among the last priorities. In Latin 
America the structure repeats itself, but with a minor presence of the shareholders. 

• Opinion leaders and journalists consulted, in different grade, observe CSR integrated in 
the strategy of the companies in Spain and Latin America and think that they have 
specific plans for the region.

• Opinion leaders and journalists recognize the right of the big companies to communicate 
their CSR actions, but they have the impression of exaggerating a little their 
contributions. It is dominating the idea that the companies possess concrete CSR 
communication plans, but a large percentage has the impression that they improvise, 
especially this impression is observed among the Spanish journalists. 

• In general, there is a critical vision of the treatment that mass media give to CSR's topics 
connected with Latin America. 

• Referring to the topics of the news in the mass media, to say that in Spain they 
predominate themes as environment (especially), good government, society and 
community (these three last ones with less presence). The topics related to the community 
dominate in Latin America, followed by environment and society. 

Finally, I understand that there are still a lot of challenges in CSR area in Spain: to build 
a stable structure in order to regulate, support and promote corporate social responsibility in 
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society; to form businessmen, workers, syndicalists (unions), opinion leaders, journalists, etc., in 
the elements of CSR; to foment the territorial and sectorial associations; to generate more and 
more research from all points of view (economic, sociological, communicative and 
psychological) about CSR, and to compromise the universities in the practice and promotion of 
the discipline. 
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INTRODUCTION

The role of political communication in the formation and expression of public opinion 
has been expounded upon by numerous researchers. In the context of political communication, 
there are three entities involved: the authorities, the media, and society itself. The forces 
determining political communication from within civil society. Here we deal with the role 
undertaken by lobbies, Non Governmental Organisations, management, unions, etc. 
Nevertheless, those which are nowadays acquiring a more influential and relevant role, albeit 
often through the back door, are the Think Tanks. Within this expression we define those 
organisations which put forward proposals of political action with regard to real situations.

CONCEPT OF THINK TANK

Defined as tanks of research, centres of investigation, idea laboratories, thought centres 
or idea tanks; these are some of the terms used to try and define the think tanks. Due to the 
ambiguity of the terminology employed and their actual function, the Think Tanks have been 
conceptualised from different perspectives, and under this denomination we could group a 
multitude of social organisations which plan, undertake and carry out researches regarding 
certain subject matters, in order to put forward concrete proposals for a policy of action. Before 
examining their functions in depth, it is worthwhile to emphasise a series of defining aspects: 

• They are entities organised with an internal structure, permanent and temporary staff. 
Therefore they tend to avoid dealing with transient subject matters, given they have a 
permanent nature. This organisation is very strongly linked with the initial act of its own 
creation, given that this defines its very structure. Thus we find Think Tanks which have 
come about through the initiative of individuals, a group of experts in a specific subject, 
or the initiative of professionals (business people for example), through political 
formations or the initiative of a university. In this sense, Rich (2004) highlights the 
importance of the participation of experts in the taking of decisions.

• Non profit making, as looking for immediate financial gain is not among their objectives, 
but instead they look for knowledge and progress within a social sphere (human rights for 
example), a sector of activity (economic or legal), an international context (international 
relations) or an ideology (liberalism, among others). In this sense, the final subject 
matters are both broad and extensive. This wish to be non profit making doesn’t mean 
that it isn’t necessary to seek and procure finance (fundraising), to realise their 
commitments and for these resources necessary that are conditioned by their structure.
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• If the origin is a foundation or an individual contributor, then there are not not so many 
problems in seeking stipends. This is not to underestimate the intrinsic difficulty in 
funding any entity. 

• If it is necessary from the beginning to seek other sources of finance, then this aspect  is 
broad and complicated. The funding could come from outside by means of contributions 
from similar bodies (Think Tanks from other countries or foundations from abroad), 
governmental, donations from members or of a legal nature (businesses), or individual 
donations. As regards self-generated income there are essentially two options: the sale of 
products or commissioned research. 

• Communicative action with the aim of making their research public, so that  other private 
and public bodies can take into account the studies made regarding their own particular 
spheres of interest. Thus, documents and reports would be the principal tools of these 
organisations. This capacity for communication would extend into the organisation of 
workshops and seminars, with the aim of making direct contact with interested 
individuals. Nevertheless one of the main areas in which they work is gaining access to 
the media, given that this opens up the possibility reach a wide audience, and confers 
social presence and influence. Equally, nowadays the role performed by the internet has 
meant that it has been necessary for them to employ the web as a communications tool, 
and in this way reach their target audience more directly (without having to go through 
the media). In this sense, from the perspective of the politics of communication, access to                  
to the internet is of constantly increasing importance, as is pointed out in this article: 

“It is still not comparable to the television as a means of spreading messages and 
political propaganda, but the internet continues to consolidate its position, and a study 
by the Republican Party affirms that 37% of American adults use the Red to obtain 
political information. In this context, blogs stand out as creators of opinion. This is 
the main conclusion of the second edition of the Personal Democracy Forum (PDF), 
which took place this week in New York, and in which participated the leading gurus 
of politics on the Internet” (Maria Silva, “Blogs, los ‘think tanks del S. XX1, (think 
tanks of the 21st century) en diario El Pais, May, 18th, 2005). 

• In this sense, as has been pointed out previously, the think tanks with their 
communication strategies, seek the spreading of their opinions, the legitimacy to put 
forward proposals and the monopolisation of subject as a specialist body, and to act as 
interlocutor (legitimate) in this field for the organisations and the general public.

• Political action related to those who have a specific objective of influencing political 
decisions through definitive proposals regarding the implantation of public politics. The 
think tanks have a distinguishing eye witness character, given that they investigate and 
draw up concrete plans of action. Within this aim, we find think tanks which have 
distanced themselves somewhat from an autonomous objective, and are initiated by the 
power of politics, as they are created and financed, either partly or completely, by 
political parties, and are bodies which set out specific proposals based on party policy. In 
this aspect, they fit in perfectly with the expression ‘laboratory of ideas’, given that one 
of their main functions is to produce proposals which will be included in the electoral 
programme of the parties.

With these formative requirements of the think tanks in mind, we could define them as 
entities, which by means of research and analysis, put forward proposals of political action to the 
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institutional bodies using direct or indirect communication strategies, as in how to gain access to 
and influence public opinion. With this concept we can broaden the definition to describe think 
tanks as organisations formed by diverse intellectuals and analysts, who receive contracts or 
commissions (from public and private organisations) to analyse ideas and projects and propose 
forms of putting into action various government and or industrial activities. Finally it’s 
appropriate to point out the three elements which contextualise the activities of a think tank: 

1. Research for generating ideas and proposals. 
2. Concrete propositions, detailed and practical, made for the authorities. 
3. The creation of communication strategies for public opinion and for institutional 

bodies. Implicit in this is the use of the essential term, as in how is the effect on 
intellectuals, politicians, business people, ordinary citizens, organisations, etc. 

Definitions
The study undertaken by McGann, defines the think tanks as organisations of research, 

analysis and the implementation of public policies, which generate studies, analysis and 
recommendations with regard to national and international questions, and which facilitate those 
involved in politics and the society in general to take informed decisions about matters of public 
policy.

Stone defines the think tanks as “independent research institutes whose main purpose is 
researching public policy, […] non profit, non governmental organisations, independent of the 
government, political parties or interest groups.” (1996, 16). 

Abelson defines them as “non profit institutions orientated towards research, politically 
independent (which is not to say non ideological) whose main objective is to influence public 
opinion and public policy.” (2002). 

HISTORICAL EVOLUTION

Different authors (Abelson, 2002, Haass, 2002 and Weaver, 1989) refer to the existence 
of three stages in the genesis and evolution of the think tanks: 

a) Up to the beginnings of the twentieth century, and within the framework of university 
research, with a function strictly limited to the pursuit of basic knowledge. They have 
been defined as “universities without students” given that they were institutions on the 
margins of teaching, and fairly assimilated with the universities. The research was 
defined by the interests of the researcher, little to do with daily life and with a long term 
agenda. They would be researches undertaken with the intention of influencing, 
instructing and informing a social elite.  It is closely related to ideological platforms and 
national and international relations. On the other hand, Boucher and Royo (2006) point to 
the birth of the think tanks with the Fabian Society, created in Great Britain in 1884.

b) From the beginning of the Second World War, initiated for technical matters in the 
military conflict, and continued within the framework of the American hegemony in the 
international sphere. Within this new framework of international relations, arise 
specialised solicitations for applied research, which receive the term “research 
institutions contracted by the government”. These organisations feed off information. 
They are financed by and recruit personnel from the administration. They are 



288

organisations which break with the previous model in that they are very involved in daily 
life.

c) The decade of the 70’s was the scene for the third evolution of these bodies, and they 
emerged under the umbrella of the increase of social  organisations, national and 
international. Defined as “advocacy think tanks” they have a marked character of 
defending their research approach, and the purpose of the externalisation and influence of 
their platforms. This results in an increase in different strategies of communication, given 
that they don’t only undertake research, but also look for ways of spreading the results 
and getting them known, and finally receive the acceptation of the government and public 
opinion for their proposals.

In these three stages we see that the think tanks grew out of the university, passed 
through being advisers to the needs of the government, and ended up with an organisational 
activism in defence of their platforms and in search of general acceptance.

McGann and Weaver (2000) stress the research element, and indicate three main 
categories.

- as a university, defined as “universities without students”. Such as institutions dedicated to 
research, and which operate on funds from foundations, corporations and individual 
donors. They are different from traditional universities in that there is no regulated 
teaching. This typology has been partially modified with the organisation of postgraduate 
and specialised courses 

- responding to private demands and defined as “contract research organisations”. They are 
research bodies motivated by a particular reason and at the request of another party 
(contracted, for considerations, or paid for their services). They have a marked purposeful 
character, and act, on many occasions, as businesses which undertake a contract (research 
or study) with the interests of the contractor (client) in mind. The clients may be public or 
private.

- as defenders of  their own ideas (“advocacy tank”). Linked or not to political parties, they 
have a distinct character of influence, and their actions are defined by their capacity of 
communication, for which they develop specific communication strategies. It could be said 
that their main objective is to actively participate in the political process with proposals, 
while research plays a secondary role in respect to the main objective. 

We could also add the Think Tanks of the political parties. Organised around the political 
parties, but intellectually autonomous, their work is of direct use to the aforementioned 
(providers of speeches). A small part of their finance is dedicated to their work as a Think Tank,
although generally they constitute powerful idea laboratories, as they work directly with the 
party elite, the ministers and elected representatives. McGann (2007,6) points to a growing 
globalisation of the think tanks, caused by a series of factors such as: 

1. The world of communication has increased the volume and circulation of ideas and 
information.

2. The governments no longer have the monopoly over information. 
3. Increase in the complexity of technology, and of political problems, which makes 

decision making more difficult. 
4. An increasing involvement of government in the social sphere. 
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5. Globalisation boosts the number of non governmental agencies. 
6. The necessity of taking public decisions as quickly as possible. 

COMMUNICATION AND THIN TANKS

The think tanks have come to carry out a series of social and political functions, which 
could be defined in the following points: 

1. To be organisations which prepare and serve as centres of recruitment for the personnel 
of the administration and Government, given that they are accustomed to research and 
undertake work regarding the subjects concerning the organisations.

2. To be centres of convergence around certain schemes and objectives, which allow 
research in depth, with specialists and in a centripetal manner, into the object matter of 
study of the organisation. This confers upon them a growing specialisation within their 
fields of operation.

3. To carry out research and studies of social and political problems.
4. To instigate areas of research combining the researchers themselves and other invited 

parties.
5. To serve as an evaluator of actions, programmes and politics at government request. 
6. To inform public opinion about determined subject matters through the publication of 

their research. 
7. To train researchers and intellectuals by means of educational courses. Some of them 

organise postgraduate programmes to train future intellectuals and politicians about their 
specific topic. 

8. To make proposals and assist in the education and formulation of the immediate public 
policy of government action. 

9. To serve as centres of ideas to make proposals for taking action in the long term and short 
term.

10. To defend by means of reports and studies, the agreed underlying ideology of the entity.

In the business of communication, the think tanks turn to strategies of communication to 
disseminate their research. The group of strategies employed by the think tanks could be grouped 
succinctly within the following parameters: 

1. The presentation of their entreaties, proposals and requests to society at large (action of 
dissemination)

2. To present and exhibit to the public authorities an action of public support, through 
appearances in the media, giving the image of the group as having a real social impact 
(social support function) 

3. Establishing and presenting the educational means for tackling different internal and 
external problems (educational function) 

4. Acting as elements that raise the awareness of the public with regards to the associated 
subject matters, in relation to individual and collective perceptions (raising awareness 
function)

5. Restricting access to the proposals of other groups, due to the subject matter limitation 
of agenda-setting. In this way, the association can limit the concurrence of interests 
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different to its own, creating a climate of single topic proposals, that is to say, its own 
(restrictive function) 

6. Improving their participation in the social interactive dialogue with government 
agencies (public relations function) 

7. Maintaining a constant active presence in the media regarding their subject matters and 
aims. In this way the organisation is seen to be a specialist in the subject matter, and 
can thus present itself as the ideal candidate to deal with the question at hand 
(monopolising function) 

8. Each think tank which maintains a certain presence in the media in a positive way, 
increases its legitimacy in the eyes of the authorities, its own members, society at large 
and the media itself. It tries to introduce the following sequence: legitimacy achieved 

 legitimate proposals (legitimising function) 

Among one of the main objectives of the Think Tanks which we find, is the necessity to 
communicate the results of their research, and to educate society at large about the subject 
matters which have been the object of their study. All of the organisations analysed gave 
accessible web pages, with a great deal of material available to download. Thus the most 
common tools are: 

- A web site which serves as a point of diffusion of the research available for those who 
are interested.

- The downloading of documents and reports. 
- The possibility of consulting complete texts of books published by the organisation and 

offered up in pdf format. 
- A summary of appearances in different aspects of the media, of the possibility of 

knowing how the information has been reflected in the media.
- Media presence from a numerical perspective..
- Videos that can be consulted by visitors.
- Serving as experts as a source of information for the media.
- National and international conferences involving important figures. 
- Generic or specific seminars. From the presentation of results or of training, that could 

be generated by their own resources. 
- Meetings with national and international experts. 
- Symposiums and round tables. 
- Participation in academic events. 
- Publication of books. 
- Reception of important international figures such as Chiefs of State, members of 

Government or academic specialists. 
- Electronic bulletin about the subject matter being researched. 
- Postgraduates for students. 
- Free preparation courses, as is the case with Fiel, which organises a free course for 

journalists dealing with the economy. 
- Contact with legislators, government authorities, political leaders and business people. 
- Thematic reports. 
- Yearbook



291

CONCLUSIONS

The situation of the Think Tanks is very varied, and depends on the political, social and 
economic situation in each country. We find organisations which emerged en mass, starting at 
the end of the 70’s, and whose essential functions are the research over diverse subject matters, 
the drawing up of political proposals over their particular object of study, and with a tendency to 
raise awareness and educate through strategies of communication which includes a presence in 
the media, but also who cover actions of dialogue (reports made available to the public, 
meetings, seminaries, etc). 

The main problem they encounter is funding, and in order to achieve the highest grade of 
autonomy, they undertake means of looking for funds of their own, through individual members 
or legal partners, sale of products, international funding, research contracts or material gifts.
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ABSTRACT

In today’s diverse workplace, managing internal communication is a vital practice for 
organizations’ success. The front-line environment of the retail industry appears as a rapidly 
evolving tool for development of global internal communications. Through a comprehensive 
analysis of brand culture, the text provides an insightful perspective of the connection between 
multinational corporations, organizational staff management, and the retail industry. 

INTRODUCTION

“One's own culture provides the "lens" through which we view the world; the "logic"... 
by which we order it; the "grammar" ... by which it makes sense. In other words, culture is 
central to what we see, how we make sense of what we see, and how we express ourselves 
(Axner and DuPraw).” Given the international character of today’s corporate organizations, 
many workplace environments face cultural clashes as the single culture of the international 
entity and the different cultures where it operates, view the world, and the world of business 
through a different “lens.” Companies that are currently working to overcome internal cultural 
clashes, aim for the improvement of internal communication analysis, plan and strategies. 

In this article, cultural clashes at the workplace and the growing practice of internal 
communications find a meeting point: the retail industry -where first-hand relationships between 
employees and final customers are a reality, and an opportunity. The following literature aims to 
offer a brief look at recent cultural clash situations, and opens the debate for new dynamic 
strategies, as final retail’s “front-line” environment is prone to increase the speed of any 
managerial, internal communications process in the world. 

BRAND CULTURE IN A FOREIGN ENVIRONMENT 

"Culture" is often at the root of communication challenges. Our culture influences how 
we approach problems, and participate in groups and communities (Axner and DuPraw).” When 
we mingle with different groups we often realize how differently people approach their work. 
And while working together with different cultural groups is an exciting challenge, cultural 
values sometimes conflict and organizational goals cannot be accomplished as desired. 

There have been workplaces such as the Samsung-Tijuana Park in 2000, a Korean-owned 
business in Tijuana where there were approximately 100 Korean managers and 6,500 Mexican 
workers. As two national cultures were being represented, “in Samsung Tijuana Park, Korean 
managers and Mexican workers were cultural “strangers” to each other (Zhong and Lee, 2008).” 
Just as individuals who migrate to a second culture, a multinational company faces similar 
challenges in an organizational scale, dealing with “a different set of field operational patterns 
and managerial styles from one country to another (Youseff and Briggs, 1975).” Let this explain 
that success or failure of a multinational company cannot be anymore explained just through 
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economic factors. Today’s international workplace needs an effective intercultural 
communication “and mutually beneficial relationships between cultural groups, especially when 
it comes to manager-worker relationships, to avoid the appearance of cross-cultural 
communication breakdowns (Zhong and Lee, 2008).” 

Among all business environments, one of the practices where those differences need to be 
assessed in an even more constant, dynamic manner is the retail industry. 

UNDERSTANDING THE RETAIL INDUSTRY:  FRONT-LINE COMMUNICATION 

Merriam-Webster’s dictionary defines “retailing” as “the activities involved in the selling 
of goods directly to ultimate consumers for personal household consumption.” This definition 
provides us with one of the main reasons why the dynamics of staff management for in-store 
business communication should be based on strengthening a close relationship between staff and 
the ultimate customer. 

Today’s international retail organizations offer detailed descriptions and guidelines 
regarding matters such as company’s product, or customer service patterns when operating 
globally. However, by default each store has a particular dynamic that evolves around 
employees’ personal feelings that, when shared, shape the team character and the routines that 
define the uniqueness of each store and differentiate it from another. It should be also kept in 
mind that in the retail industry, the end transmitter of the company’s values is the in-store sales 
person, who has a rather underestimated job: to please the customer by applying both brand 
knowledge and improvisation skills.

As companies in the retail industry increasingly invest more in foreign countries, the 
constant flow of world cultures creates new challenges for a) individuals traveling/relocating 
overseas for work, and b) for franchises or delegations from all over the world that aim to respect 
and maintain company values and image. With such variety of global employees, who is the 
target internal audience of an organization, and what media should be used to address them? As 
special correspondent for Retail Week Liz Morell suggests, “This is one of the great challenges in 
retail. There are many locations and people of differing backgrounds and seniority in the 
business, which means there may need to be different levels of communication to address 
specific layers of the organization (Morrell, 2009).” In addition, for each one of these layers, the 
channels of communication have to be precisely targeted. An example that applies to our case 
study is the fact that store management staff may normally have e-mail access while shop-floor 
staff doesn’t, which excludes online communication as a tool to reach shop-floor staff. This is 
why “picking the right message and the right method of communication is vital to ensure 
understanding of company’s messages and values, specially for store staff, as they deliver it 
directly to the customer (Morrell, 2009).” 

THE ROLE OF INTERNAL COMMUNICATION 

“A company's culture is essentially the organization's soul, shaped collectively through 
success and setback. Employer branding is an opportunity to breathe new life into that soul 
(Willard, 2008)

 “According to research from Gallup, 69% of employees are either not-engaged or 
actively disengaged on the job (How to write an international communications plan and strategy, 
2008).” This research study also estimates that given the lower productivity from “actively 
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disengaged workers alone” generates an annual loss of over £185,000 million (£0.19 Billion). In 
order to increase employee engagement there needs to be clear and effective internal or 
employee communications. 

This is one of the reasons why this communications practice is now at the center of the 
corporate agenda. “It is now an established function with a growing cadre of experienced 
specialist practitioners. Increasingly Human Resources (HR) or Organizational Development 
(OD) teams are being asked to drive and deliver internal communications (Helsby and Croton, 
2009).” Besides, today’s practices of Human Resources and Public Relations need to be more 
connected than ever, actively communicating to employees on a regular basis and a single 
direction.

In addition, the application of communications strategies in shop-floor environments 
needs to be approached differently and be strategically coordinated, as team employee 
communications is normally applied by store managers; not necessarily by communications 
professionals. In many cases, store managers may know the message they want to communicate, 
but may not foresee the impact of that message on the receiver. As an example, a notification 
about restructuring staff could be perceived as a very negative message, but if presented with an 
explanation of how it will improve the workplace in a near future, store managers can avoid 
employee dissatisfaction.

MANGO-SANTO DOMINGO. A CASE STUDY OF INTERNAL COMMUNICATION

The case study presented in this article is a subtle review of the first-hand experience 
from the author, brand manager of Mango-Santo Domingo (Dominican Republic). Mango is “an 
internationally famous multinational corporation which designs, manufactures, and markets 
women’s and men’s clothing and accessories (Behind the Brand).” With more than 1390 stores 
in 99 countries over the world, Mango’s central operational departments in Barcelona, Spain, 
work on ensuring product quality and in-store customer service. For this purpose, diverse 
departments offer descriptions and guidelines through the organization’s Intranet; from 
information bulletins to motivational tips for sales staff. 

It is theoretically possible to apply these guidelines of professional advice, research, and 
creativity, into the “store playground”. However, as previously mentioned, each team of 
employees in a given store/city/country generates a distinct and unique team culture. The 
following lines review some of the challenges that were presented at Mango-Santo Domingo, 
while a new managerial team from Spain was aiming to incorporate the brand’s image into this 
particular store. As a reference for any retail business venture in a foreign country, the following 
are a set of institutional obstacles that might need to be evaluated before addressing any 
advanced internal communications strategy. 
Organizational/educational challenges:

Many corporate internal strategies presume employees take initiative and are responsive 
to methods. However, in some workplace environments, these presumptions may not come into 
play as desired.  In this particular case of Mango-Santo Domingo, factors such as employees’ 
ages and educational levels, play a big role at defining team culture but make it a rather 
complicated task when applying internal communication strategies into the shop-floor. Many 
employees set their personal feelings and taste as an alternative to professional instructions, as 
they base their actions on the assumption that the way they have always worked, is the right way.
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Communications challenges: based on “the 6 fundamental patterns on cultural differences” by 
Marcelle Axner and Marya DuPraw (Axner and DuPraw): 

a. Different Communication Styles: Language and the way people communicate can vary 
widely between cultures. For example, in our case study, although all staff members 
share the same language, some words and expressions have different meanings for 
Spanish than for Dominicans. When these are not appropriately clarified, they can have 
negative connotations and lead to confusion between managers and shop-floor staff. 

b. Different Attitudes Toward Conflict: At a business level, some cultures view conflict as a 
positive thing, while others view it as something to be avoided. While Westerners are 
often encouraged to deal directly with conflicts that arise, for some Latin countries, open 
conflict might be experienced as a personal matter instead of a non-related professional 
solution.

c. Different Approaches to Completing Tasks: From culture to culture, there are different 
ways that people act toward completing tasks. Different access to resources and different 
notions of time, are some reasons that directly apply to this case study. Also, in Santo 
Domingo’s team, comprised of Spanish and Dominican staff, when it came to working 
together effectively on a task, the Dominican (Caribbean/Latino) culture placed more 
value in developing relationships at the beginning of a shared project, and more emphasis 
on task completion toward the end, while the Spanish (staff with a European-American 
dynamic) focused immediately on the task at hand, and let relationships develop as they 
moved on with the task.

d. Different Decision-Making Styles: The roles individuals play in decision-making vary 
widely from culture to culture. As a service-oriented culture, Dominicans preferably 
delegate decisions, instead of holding decision-making responsibilities themselves. 

e. Different Attitudes Toward Disclosure: In some cultures, it is not appropriate to be frank 
about emotions, about the reasons behind a conflict or a misunderstanding, or about 
personal information. Dominican staff of this case study often felt very comfortable 
revealing personal information and/or conflict topics, while Spanish staff seemed to be 
more intrusive to others.

f. Different Approaches to Knowing: Each cultural group has certain ways in which people 
come to know things. Western/European cultures tend to value information acquired 
through cognitive means, such as counting and measuring. The Dominican culture, on the 
other hand, shows a preference for affective ways of knowing, with a strong insistence on 
personal experience at the workplace.

CONCLUSION/BUSINESS SOLUTIONS

“In The Art of War, Sun Tzu wrote that every battle is won or lost before it is fought 
(Tzu, 1988).” Aside from recognizing cultural differences in order to understand and respect 
others, knowing what your challenges are, and planning your strategies is essential. The 
Knowledge Management Principles by Enric Ordeix can serve as an inspirational outline to this 
matter (Ordeix, 2009): 

• Dialogue: Listen actively and empathetically. “Today's default internal communications 
strategy remains broadcasted corporate-speak (Willard, 2009).” This type of 
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communication is based on only a one-way information flow that undermines the 
feedback from employees. What employees think about their work experience is critically 
important, as that idea leads to a feeling, which in turn leads to action. In the case of 
Mango-Santo Domingo, for example, employees’ weekly merchandising reviews give 
staff the chance to engage in corporate dialog and fashion trends.

• Compromise: “Real communication doesn’t exist if there is no mutual interest (Ordeix, 
2009).” Employees need to know the direction of the organization, and how they can 
actively participate and have a real say. However, this is a point to work on in given cases 
where not all employees might add substantial value as they might not have a relevant 
education level or personal/corporate values.

• Knowledge: All members of an organization should be aware of its brand essence, 
mission, vision, and values, and provide feedback. Envision Retail managing director 
Jason Kemp says: “It’s helpful in these times especially to understand what is going on in 
the minds of the staff, so you can head off a problem before it becomes an issue (Morrell, 
2009).”

• Leadership:  knowing what to say, how to say it, and who to say it to, makes a good 
leader. With a thorough understanding of the internal personnel audience, good leaders 
can successfully achieve an environment of understanding.

As a final conclusion, in order for multinational organizations to achieve operational 
excellence, there must be a strong integration between the internal and external communications 
practices. Practitioners should not forget to put the same creative efforts and significance to the 
planning and execution of international communications, as it would be expected in consumer-
focused campaigns. “Communication within any organization is like the human circulation 
system, it serves as a channel or network that links parts of the organization together (Willard, 
2008.)”
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ABSTRACT

Universities face increased pressures to both reduce costs and, at the same time, serve 
more students. Using on-line or virtual education is often viewed as a mechanism to serve these 
competing interests. Indeed, the number of on-line courses has increased significantly over the 
past decade. And, while most students actively use the Internet to both collect information and 
engage in social interaction, the results of this study suggest that they actually prefer the 
traditional classroom setting for most of their coursework. 

INTRODUCTION

Advances in technology have significantly impacted the manner in which courses are 
delivered to students. In fact, many universities have made on-line learning an important element 
of their strategic plans. On-line learning allows institutions to reach a much larger pool of 
students, offers these students a more flexible alternative for pursing degrees, and can be 
provided without the costs associated with building space and energy costs (Piskurich, 2006).   
Given the declining budgets in many universities, the pressure is often great to reduce costs and, 
at the same time, serve more students. Computer-based learning is often considered a practical 
approach to reducing these pressures. 

The ability to provide courses on-line has been greatly enhanced over the past decade by 
advances in technology and the declining cost of this technology.  A majority of students now 
have their own personal computers and, in many cases, are no longer confined to accessing the 
Internet from their home, office, or classroom.  Indeed, wireless technologies allow students and 
instructors access to course materials wherever they may be located.

Given the pressure to offer more computer-based courses, many universities have 
established incentives to get faculty more involved. Financial incentives to attend various 
technology training sessions and course releases to then build on-line instruction are common.   
And, universities are benefiting greatly from the increase in these virtual courses. In addition to 
serving more students at lower costs, many institutions elect to charge students a premium fee to 
take on-line courses. These fees are then used to provide necessary technology, training, and 
personnel to establish computer-based classrooms, and, in some cases, excess fees are then used 
to cover other budget shortfalls. 

A key assumption made by university administrators in encouraging this move to more 
on-line learning is that student demand for these courses will be strong. On the surface, this 
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belief seems reasonable. One need only observe the extent to which students engage in virtual 
social networks, exchange text, voice, and video messages, and surf Internet sites to conclude 
that most students are comfortable with technology and use it often to communicate with others.   
However, based on student feedback and comments, we question whether or not computer-based 
learning provides the college experience that students expect. Thus, this study examines the 
assumption that students prefer computer-based learning over the more traditional approach.

THE CHANGING NATURE OF THE CLASSROOM 

With the development of video film over 80 years ago, technology was introduced into 
the classroom (Mackay & Stockport, 2006). Over the years, instructors have continued to 
introduce emerging technologies such as television, DVDs, satellite feeds, and computer systems 
to supplement traditional classroom instruction.  However, even with advances in technology and 
the Internet, the traditional classroom setting has remained the dominant means of delivering 
courses to students in higher education. Rosenberg (2001) suggests that the inability of students 
to interact with these technologies may be a primary reason that they have been unable to replace 
more traditional instruction. But, as technologies become more interactive and as university 
officials continue to encourage more e-learning, it seems reasonable that the computer-based 
classroom may one day replace the traditional classroom as the preferred approach. In fact, it is 
estimated that enrollments in totally on-line courses is increasing 12-14 percent per year (Allen 
& Seaman, 2008). And, projections suggest that by 2014, 81 percent of students in the United 
States will be taking at least some of their courses on-line (Ambient, 2009).

The most basic approach to creating a computer-based classroom is for instructors to 
simply present materials that they normally cover in class to students over some type of web-
based platform (e.g, Blackboard). Students review PowerPoint overheads, read lecture notes, 
watch short videos, and complete exercises. They then use automated systems to submit work 
and take exams. While there are opportunities to communicate with instructors and other 
students via chat rooms and e-mail, most of these on-line courses are self-paced and provide only 
minimal interaction. A majority of computer-based courses follow this basic, on-line approach.  
But, others are taking a much more interactive approach by constructing virtual classrooms. 

Next generation virtual classrooms take the form of a computer-based simulated 
environment. Using Internet-based virtual worlds such as Second Life, instructors can construct 
classrooms. Students, taking the form of avatars, then enter these simulated classrooms and 
interact with others. Unlike the on-line courses that primarily present information and then 
automatically grade and post assignments, these virtual classrooms provide real-time simulations 
and significantly more interaction. For example, virtual environments can be constructed to 
mirror college classrooms, student centers, and laboratories.  Students and instructors, as avatars, 
can move around these environments and enter the virtual rooms at regularly scheduled times.  
Real-time communication can then occur using text, graphical icons, voice, and gestures (Wang 
& Braman, 2009).  While some faculty are skeptical of these digital classrooms (Foster, 2007), it 
is estimated that hundreds of educational institutions now own or rent land in Second Life 
(Linden Research, 2009). 
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METHODOLOGY

One hundred and ninety junior and senior undergraduate students in a university business 
school participated in this study for extra credit.  Two surveys were administered to the students.   
The first survey asked questions related to demographics, learning styles, and Internet use. The 
second survey asked about their preferences regarding the delivery of courses. Prior to 
administering the second survey, students viewed a brief PowerPoint presentation that described, 
in very general terms, differences between traditional classroom instruction, on-line classes, and 
virtual classrooms.

Of the 190 students participating in this study, 51% were management majors, 12% were 
marketing majors, 9% were accounting majors, 6% were finance majors, and the remaining 
students were in disciplines such as MIS, economics, and real estate. The average age of the 
respondents was 22 years old and they reported working just over 17 hours per week. Just over 
84% of the students lived off campus and reported, on average, commuting 11 miles each way. 

RESULTS

Using items from the Internet Addiction Test (IAT) (Widyanto and McMurran, 2004), we 
first determined the extent to which our respondents used the Internet on a regular basis.  Table I 
shows the percentage of respondents that replied either frequently, often, or always to four items 
from the IAT. 

TABLE I:  INTERNET ADDICTION ITEMS 

How often do you find that you stay on-line longer than you intended? 68% 
How often do you check your e-mail before something else that you 
need to do? 

60%

How often do you lose sleep due to late-night log-ins? 22% 
How often do you choose to spend more time on-line over going out 
with others? 

6%

 These responses show that over two-thirds of the students admitted that they use the 
Internet more than they should. However, based on the responses, their Internet use does not 
appear to significantly interfere with sleep or social interactions. Additionally, 91% of our 
respondents indicated they had a Facebook account and 52% noted they also had a MySpace 
account.

Even though our sample appeared to be computer savvy and comfortable with Internet 
applications, overall results showed that the traditional approach to delivering classroom 
instruction was preferred by most students.  Specifically, when asked which method of delivery 
was most preferred, 74% selected the traditional approach, 21% chose the on-line approach, and 
only 5% indicated that they would prefer the virtual classroom. Given the novelty of the 
interactive, virtual classroom and the ability to create and customize avatars, we were surprised 
that more students did not select this option as the preferred method. When questioned about the 
avatars, 72% admitted that they found the avatars interesting.

While the traditional classroom was the clear preference of our respondent group, most 
students did express a desire to take at least some of their coursework in a computer-based 
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environment.  To better understand the extent to which students would select traditional, on-line, 
or virtual learning environments, we looked at preferences based on types of courses, learning 
styles, hours worked, commute time, and age.

Types of Courses 
Table II shows that the type of course greatly influences student preferences. Our 

respondents clearly prefer taking their Math courses in a traditional classroom. Given the 
objective nature of this material, one might consider this an ideal fit for computer-based learning.
However, many students seem to struggle with math courses, and they may feel that face-to-face 
communication with the instructor is critical to success. 
 Students were much more interested in taking their humanities and social sciences either 
on-line or in a virtual classroom. Given that our respondents were business students, one might 
question if these results can be generalized to other students groups. 
 There was a clear preference to take major business courses in a traditional setting. In 
fact, students expressed a desire to take almost 80 percent of their major courses in a traditional 
classroom. Given these findings, business schools that are significantly increasing the number of 
computer-based courses should make certain that they do not progress so quickly that their 
students become dissatisfied.

TABLE II:  PREFERENCES BY CLASS TYPE 
Traditional On-Line Virtual 

English 68% 19% 12% 
Math 88% 8% 3% 
Oral Communication 67% 18% 15% 
Humanities/Fine Arts 38% 43% 19% 
Sciences 74% 14% 12% 
Social Sciences 37% 47% 15% 
Introductory Business Courses 65% 24% 10% 
Major Business Courses 79% 11% 7% 

Learning Styles 
 In our survey, students were asked to identify themselves as either visual, verbal, or 
kinesthetic learners. Visual learners benefit most from pictures, charts, written notes, and 
diagrams. Verbal learners seem to retain information better when they can hear information 
being presented, relying on voice inflections and body language to communicate the intended 
message. Kinesthetic learners do their best when they have hands-on experiences (Drago & 
Wagner, 2004).  Methods such as role playing, simulation, and laboratory settings work best with 
this group. 
 As shown in Table III, those students who identified themselves as verbal learners 
preferred to take almost 75 percent of their courses in a traditional setting where they could both 
hear and see the instructor. And, those who learned best through seeing the information were 
most favorably disposed to on-line courses. Given that most of the information communicated 
through on-line courses in available in written form, visual learners may be predisposed to 
successfully complete coursework provided in computer-based environments.
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TABLE III:  PREFERENCES BY LEARNING STYLES 
N Traditional On-Line Virtual 

Visual 88 58% 29% 14% 
Verbal 19 74% 18% 7% 
Kinesthetic 27 63% 27% 10% 
Not Sure 32 61% 28% 12% 

Hours Worked 
 While there was little difference across respondents who either did not work or who 
worked part-time, the flexibility offered by most computer-based courses was appealing to full-
time workers. Table IV shows that those working full-time expressed a desire to take less than 
half of their courses in a traditional classroom setting. 

TABLE IV:  PREFERENCES BY HOURS WORKED 
N Traditional On-Line Virtual 

No Work 58 64% 24% 12% 
< 20 hours/week 50 59% 29% 12% 
20-39 hours/week 67 62% 28% 10% 
40 or more hours/week 15 48% 31% 21% 

Commute Time 
Table V shows that for students actually commuting, those with the longer drive seemed 

to prefer more computer-based learning. Unexpectedly, however, students living on campus were 
also inclined to take more computer-based classes.  In fact, this group reported that they would 
take 15% of their courses in a virtual classroom. The rationale behind these results is unclear.   
However, it is possible that students living on campus may believe that any problems 
encountered in computer-based classes could be more easily resolved since they could simply 
walk across campus and meet with instructors during office hours.

TABLE V:  PREFERENCES BY COMMUTE TIME 
N Traditional On-Line Virtual 

Live On Campus 36 57% 28% 15% 
Commute < 10 Miles 113 63% 25% 12% 
Commute 10-24 Miles 14 63% 31% 6% 
Commute 25 Miles or More 33 56% 30% 14% 

Age
Surprisingly, the younger respondents in our survey preferred more traditional classes 

than the older respondents. Given that younger students have been exposed to computer-based 
applications for most of their lives, we assumed that they would feel more comfortable with on-
line and virtual learning. Yet, as shown in Table VI, the 19-20 year old students preferred to take 
about two-thirds of their courses in a traditional classroom setting. It is possible that the self-
paced nature of many computer-based systems may be daunting for younger students who may 
not yet feel comfortable managing college coursework.
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TABLE VI:  PRFEFERENCES BY AGE 
N Traditional On-Line Virtual 

19-20 years old 45 66% 26% 8% 
21-22 years old 94 59% 27% 14% 
More than 22 years old 48 58% 28% 14% 

CONCLUSION

 Given advances in technology, and the affordability and availability of personal computer 
systems, computer-based learning offers a viable alternative for the delivery of courses. And, 
considering the current, weak economy and the resulting budget cuts, many universities are 
gravitating toward more of these on-line learning environments. Potentially, computer-based 
courses can serve more students at a reduced cost.  Unfortunately, administrators may incorrectly 
assume that student demand for these on-line courses will be strong. And, given the extent to 
which students surf the Internet, use e-mail, and participate in on-line social networks, there is a 
reasonable basis for this assumption. However, based on the results of our study, almost 75 
percent of the business students surveyed were much more inclined to take traditional classes.   
Our research shows that one’s preference for these on-line courses are influenced by such factors 
as the course type, one’s learning style, commute time, and age. But, future research should 
examine other factors that may impact these preferences. It is possible that students may perceive 
that virtual classes simply do not provide the social interactions, mentoring opportunities, and 
course rigor that they believe should be part of the “college experience.”
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ABSTRACT

Brands express the sum of all attributes of a product. In many studies, brands have 
proven to be the most influential factor of a product when it comes to the consumer decision 
making process. Brands can be manufacturer (national), store (private), or generic. For various 
reasons, many consumers still perceive store brands to be inferior to manufacturer brands; 
however, perceptions of store brands have increased significantly over the past two decades. The 
researchers’ objective was to determine how influential the brand and product packaging 
(extrinsic cues) were in subjects’ evaluation of intrinsic product attributes (taste, texture, 
appearance, quality). 

INTRODUCTION

  Once thought to be inferior, consumers’ perceptions of store brands have changed as 
indicated by their increasing market share on manufacturer brands. According to the Private 
Label Manufacturers Association (PLMA) “store brands now account for one of every five items 
sold in the U.S.” and “represent more than $83 billion of current business at retail” (PLMA, 
2009). Furthermore, the PLMA reports that seven of every ten shoppers believe that “private 
label products are as good if not better, than their national brand counterparts” based on a 
national study by Ipsos-MORI (PLMA, 2009).  With the increased popularity of store brands and 
consumers’ perceptions of quality, the researchers set out to investigate how influential the brand 
(manufacturer versus store) is on consumers’ perceptions of the quality. The researchers 
conducted an experiment where subjects were randomly assigned to one of two treatment groups 
to determine how influential the brand, specifically the brand name and packaging, is on 
consumer’s taste perceptions.

BACKGROUND

According to Sethuraman (2000), there are three reasons why consumers choose to pay 
more for manufacturer brands when they have the option to save money by purchasing store 
brands: consumers believe that there is a difference in quality between manufacturer and store 
brands and the perceived better quality of manufacturer brands is worth paying the extra costs; 
consumers may not think that the quality difference is high, but are so sensitive to any quality 
change that they are willing to pay the extra price for manufacturer brands; and consumers’ 
familiarity, imagery, or other positive associations with the manufacturer brands makes it worth 
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it to them to pay the extra money for the manufacturer brand products. In simpler terms, 
manufacturer brand names help to make the selection process easier when the product category is 
cluttered (Quelch & Harding, 1996). The PMLA believes that the unfavorable perceptions of 
store brands are due to the poor appearance of the package, positioning strategies, and 
communication as well as the lack of an attractive brand image and identifiable manufacturer 
(Richardson et al., 1994). During the 80s, there was a distinct gap in the quality level between 
store and manufacturer brand products. However, today the gap has narrowed with store brand 
quality levels higher than ever before (Quelch & Harding, 1996). The majority of today’s 
consumers ignore the stigma of store brand products compared to the “generic” brands decades 
ago (A place of their own, 2006). In the 2006 Food Marketing Institute Show in Chicago, the 
message of premium store labels was delivered. It was the first time that the show had dedicated 
an entire section of seminars to the subject matter of better quality store label products. During 
the seminars, speakers announced that 50 of Wal-Mart’s top 100 selling items are store label 
products and 81% of North American consumers regard store label as “a good value for the 
money”  (A place of their own, 2006).

Most researchers argue that manufacturer brands have the upper hand because they have 
developed brand equity. Brand equity is the added value or utility to a product by its brand name. 
In other words, to which extent is a manufacturer brand able to generate an apparent distinction 
as opposed to a store brand name (De Wulf et al., 2005). Keller (1993) describes brand equity as 
resulting from the marketing of a product or service because of its brand name that would not 
occur if the same product or service did not have that name. Shapiro (as cited in De Wulf et al., 
2005) demonstrated that positive brand equity provides a support value in the face of doubt. In 
the case of high brand equity, consumers are more likely to believe advertising claims that are 
extreme and it also controls for negative reactions to price increases. Brand equity stems from 
consumers’ perceptions of both extrinsic and intrinsic cues. Extrinsic cues are those attributes 
which are not part of the physical product – attributes such as price, brand name, brand image, 
company reputation, product reputation, warranties, advertising and consumer-based brand 
equity (Jacoby, Olson & Haddock, 1971; Zeithaml, 1988; Keller, 1993). Intrinsic cues refer to 
“attributes that cannot be changed or manipulated without changing the physical characterizes of 
the product itself” (Gutman and Alden, 1985, p. 99). Intrinsic cues are also referred to as 
objective quality which refers to “the measurable and verifiable superiority on some 
predetermined ideal standard or standards” as well as “the actual technical superiority or 
excellence of the product” (Zeithaml, 1988, p. 4).

THE IMPACT OF TASTE TESTS 

Richardson et al. (1994) studied the effects of extrinsic and intrinsic cues on consumers’ 
perceptions of store brands. The study included 1564 shoppers in a 3 (extrinsic) x 3 (intrinsic) x 
5 (product) between subjects factorial design. The intrinsic cues were manipulated based on 
package content. Extrinsic cues examined included price, package size, brand name. The authors 
used cue utilization theory as a framework to investigate why manufacturer brands are chosen 
over store brands. According to the cue utilization theory, products consist of numerous cues 
(assessed by predictive and confidence values) that serve as substitute indicators of quality to 
shoppers (Richardson et al., 1994). The predictive value of a cue is the degree to which a 
consumer links a given cue with the quality of a product. Confidence values indicate the degree 
to which the consumer believes he/she can use and judge that cue accurately. Richardson et al. 
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(1994) found that store brands suffer extrinsic deficiencies compared to manufacturer brands, 
because store brands are priced lower, poorly packaged, lack brand recognition, and are not 
advertised as much as manufacturer brands.  Believing that consumers base their views of quality 
on the extrinsic cues, Richardson et al. (1994) hypothesized that when consumers taste grocery 
products, despite actual product ingredients, manufacturer brands are perceived to be superior to 
store brands. Store brand items are also rated poorer intrinsically as their taste, texture, aroma, 
and quality of ingredients are seen as inferior to that of manufacturer brand products. Richardson 
et al. (1994) also hypothesized that regardless of extrinsic cues, manufacturer brand products’ 
ingredients will be chosen as having better quality than products with store brand ingredients. As 
hypothesized, the authors found that regardless of the product category or the actual product 
sampled, manufacturer branded products received significantly higher quality assessments 
compared to the store brand products for both intrinsic and extrinsic cues. The authors concluded 
that when assessing product quality, consumers rely strongly on the extrinsic cues (Richardson et 
al., 1994).
 Although there have been some taste test done with food products, many of the prior taste 
tests performed were done with beverages. Those beverages included such items as wine, beer, 
orange juice, or soft drinks. For example, in 1978 Thomas J. Stanley performed a taste test on 
cola brand preferences. His subjects were sixty students from Georgia State University. In his 
test, each subject tested two separate sets of stimuli; seven different colas (Stanley, 1978). There 
were two store brand colas and five manufacturer colas used in the study. In the first taste test, 
the subjects did not know which cola product they were tasting (Stanley, 1978).  After tasting 
each cola, the subjects made their preference evaluations. In 25 out of 60 or 42% of the cases 
studied, the subjects taste preferences matched that of their brand preferences. Stanley concluded 
that because taste is such an important part of the decision making process, that cola producers 
may want to spend  a greater effort on creating and promoting unique flavor characteristics and 
variations of their brand and less time on the actual “look” of the brand.

Allison and Uhl in 1964 conducted a taste test with beer. In their study they tested 
subjects on their ability to choose their favorite brand of beer in a blind taste test followed by a 
regular taste test  (Allison & Uhl, 1964).  Subjects were males who drank beer at least three 
times a week. Subjects were first given different bottle of beer to taste whose labels had been 
soaked off so there was no way of identifying which brand the beer inside was. Subjects were 
asked to rate each of the different beers. Those subjects then received the beer with the labels on 
and were asked to taste them and give their preferences. It was also found in this study that 
subjects gave preferences to their favorite brand even without the label being on the bottle. This 
again shows that taste is very important factor when deciding which product to purchase  
(Allison & Uhl, 1964).
 In 2006, Howard Angela performed a taste test using cereal to test whether or not the 
brand had any influence on the taste. The two cereals used were the manufacturer brand, 
Kellogg’s Frosted Flakes and the store label, Always Save Sugar Frosted Flakes. The 
participants were to taste each product then take a survey that had a picture of either product on 
the top of the paper. Angela hypothesized that students would have a more favorable taste 
perception while viewing the manufacturer brand product. Angela (2006) used different aspects 
of the brand to aid in the experiment. Those aspects consisted of brand preference, brand 
recognition, brand image, and brand loyalty (Angela, 2006). The results showed no significant 
difference in brand preference from the manufacturer brand and the store brand. Angela (2006) 
concluded that these results could have risen from the sample size being too small. 
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PURPOSE AND METHODOLOGY 

The purpose of the study was to determine whether the brand name and packaging 
(extrinsic cues) would significantly influence subject’s perceptions of the intrinsic attributes of a 
product whereby they would rate a store brand item more favorably when they thought it was a 
manufacturer brand. Based on a review of the literature for taste tests of food items, four 
questions were used to evaluate each cookie using 5- point Likert scaled responses with bi-polar 
adjectives as anchors. In addition, subjects were asked the frequency of cookie consumption.  
The use of cookies as a food item to use was deemed appropriate due to the popularity and 
familiarity of cookies among college-aged students. 
  Subjects were junior and senior business students enrolled in a medium-sized university 
in the southeast United States during the Spring 2009 term. A total of 119 students participated 
in the study. Subjects who agreed to participate were randomly assigned to one of two treatment 
groups (treat). Each treatment group was presented two packages of cookies: Chips Ahoy 
(manufacturer brand) and Great Value (store brand). Subjects were asked to remove a cookie 
from the package, eat the cookie and then answer six questions based on their evaluation of that 
cookie.  The subject would then remove a cookie from the other package, eat it, and answer the 
same six questions based on their evaluation of the second cookie.  In the control group (n=61), 
the cookies were in their respective bags.  In the experimental group (n=58), the Chips Ahoy 
cookie was in the Great Value bag and vice versa.
 The authors created an overall cookie evaluation score which was the sum of the 
individual attribute ratings (taste, texture, appearance and quality). Additionally, the frequency of 
cookie consumption/use was recoded to categorize subjects as heavy, moderate and light 
consumers of cookies. To analyze the data, the authors used the GLM (General Linear Model) 
routine in SPSS which allowed for an ANOVA repeated-measures design. The factors of interest 
were the treatment group (real versus switched bags) and cookie consumption and interactions of 
the factors with the dependent variable of interest (overall cookie evaluation score for the brand). 

RESULTS AND DISCUSSION 

 Partial results of the ANOVA analysis are presented in Table 1 for the 2 (treat) x 3 (use) 
x 2 (brand) repeated measures design. The Between-Subjects Effects revealed no significant 
differences for the treatment (real versus switched), use (light, moderate, heavy) or the 
interaction of treatment*use variables. This however is not surprising since the Between-Subjects 
portion of the analysis does not take into consideration the cookie brand which is the repeated 
measure (the subjects’ overall ratings of the Chip Ahoy and Great Value cookies). The results of 
the Within-Subjects Effects indicate that the brand was significant ( F = 36.584, p < 0.001 ) as 
well as the three-way interaction of brand*treat*use ( F = 53.688, p = 0.006); however, the effect 
sizes (indicated by the Partial Eta Squared) are small (Howell, 1997).  The interaction effects are 
graphically illustrated in Figures 1 & 2 by the absence of parallel lines. In the case of Chips 
Ahoy (Figure 1), the interaction effect is present only with the “heavy” consumers and the 
switched packaging. The most plausible explanation for this outcome is that heavy cookie 
consumers are more likely influenced by the brand packaging regardless of what was contained 
in the package. A similar but opposite trend is found for the Great Value cookie (Figure 2) where 
heavy cookie consumers’ perceived evaluation of the Great Value cookie increased when it was 
in a Chips Ahoy bag.  Moderate cookie consumers also showed an effect in that their evaluation 
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of the Great Value cookie was higher when it was in its packaging versus in the Chips Ahoy 
package.

TABLE I:  ANOVA RESULTS: TESTS OF WITHIN-SUBJECTS EFFECTS

Source

Type III 
Sum of
Squares df

Mean
Square F Sig.

Partial
Eta
Squared

Noncent.
Paramete
r

Observe
d
Powera

Brand Sphericit
y
Assumed

369.563 1 369.56
3

36.584 .000 .245 36.584 1.000

brand * 
Treat

Sphericit
y
Assumed

24.040 1 24.040 2.380 .126 .021 2.380 .334

brand * use Sphericit
y
Assumed

44.420 2 22.210 2.199 .116 .037 4.397 .441

brand * 
Treat
*  use 

Sphericit
y
Assumed

107.376 2 53.688 5.315 .006 .086 10.629 .829

Error(bran
d)

Sphericit
y
Assumed

1141.515 113 10.102

a. Computed using alpha = .05 

CONCLUSIONS

Today, there are more store brands on the market, as they have increased 4.7 percent 
between the 1980s and the 1990s (De Wulf et al., 2005). Store brand sales in grocery products 
increased from $34 billion in 1994 to $43.3 billion in 1998, which was more than the 
manufacturer brand growth (Sethuraman, 2000). As of 2000, store labels accounted for one-fifth 
of total volume sales in the United States. In 2005, store label sales reached $40.9 billion, up 
$5.6 billion from 1997 (Walker, 2007). In 2005, the PLMA found that store labeled products 
represented 16.1 percent of total supermarket dollar sales and 20.8 percent of the overall number 
of products sold in the supermarkets (Walker, 2007). Recently, PLMA reports $65 billion in 
sales of store brands with 41% of American shoppers now saying that they are frequent store 
brand buyers which is up  five percent from five years ago (Market Update, 2008). One in three 
shoppers says that they are more likely to buy store brand products now than just one year to date 
with seven in ten shoppers believing that the store label brands are as good as, if not better, than 
manufacturer brand counterparts (Market Update, 2008). While store brands have come a long 
way, there is still plenty room for improvement. The results from this study indicate that 
consumers’ evaluations of store brands via a taste test reveal that the intrinsic product attributes 
of the store brand studied, as measured by the summed score (i.e., taste, texture, appearance and 
quality), falls short of the national brand counterpart. Taken collectively, the results indicate that 
consumers perceptions of the quality of the cookie were based more on their evaluation of the 
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cookie and not the packaging or brand from which it came. While some consumers are more 
concerned with value and are willing to sacrifice some level of quality, the results from this 
study do not support that claim for the majority.  Simply put, consumers want value and they 
expect higher quality products – regardless of the source!  Store brand managers would likely see 
significant returns if they would invest in improving the quality of their brands to better rival the 
manufacturer brands. 

FIGURE I: INTERACTION EFFECT: CHIPS AHOY 

FIGURE II: INTERACTION EFFECT: GREAT VALUE 

The researchers believe that extension and replication of the current study would be very 
beneficial to store brand managers. Different store brands may be perceived as being better 
(higher quality, better taste, etc) than Great Value, if not superior to their manufacturer brand 
counterparts. In addition, the authors suggest experiments involving different product categories.

use

use
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The authors plan to continue this stream of research in the future with additional samples 
from various locations as well as different brands and product categories. 

REFERENCES

A place of their own. Prepared Foods, 14, 2006. 
Allison, R., & Uhl, K.  Influence of Beer Brand Identification on Taste Perception. Journal of 

Marketing , 1 (3), 1964, 36-39. 
Angela, H. L. Taste the Label. Retrieved August 26, 2008, from Undergraduate Research 

Clearinghouse: http://clearinghouse.missouriwestern.edu/manuscripts/811.asp, May 8 
2006.

De Wulf, D., Odekerken-Schroder, G., Ossel, V., & Goedertier, F. Consumer perceptions of 
store brands versus manufacturer brands. Journal of Consumer Marketing,  22 (4), 2005, 
223-232.

Gutman, J. & Alden, S. D. Adolescents’ cognitive structures of retail stores and fashion 
consumption: A means-end chain analysis of quality.  In J. Jacoby & J. Olson (Eds.,), 
Perceived Quality: How consumers View Stores and Merchandise (99-114).  Lexington, 
MA: Lexington Books, 1985. 

Howell, D. C.  Statistical Methods for Psychology (4th ed.). Belmont, CA: Wadsworth Publishing 
Co, 1997. 

Jacoby, J., Olsen, J. C., &  Haddock, R. A.  Price, brand name and product composition 
characteristics as determinants of perceived quality. Journal of Applied Psychology,
55(6), 1973, 570-579. 

Keller, K. Conceptualizing, measuring, and managing customer-based brand equity. Journal of 
Marketing , 57 (1), 1993, 1-22. 

Market Update.  Retrieved October 15, 2008, from PMLA: 
http://plma.com/storeBrands/sbt08.html, 2008. 

Quelch, J., & Harding, D.  Brands versus store labels: fighting to win. Harvard Business Review
, Jan-Feb 1996, pp. 99-109. 

Richardson, P., Dick, A., & Jain, A.  Extrinsic and intrinsic cue effects on perceptions of store 
brand quality. Journal of Marketing, 58, 1994, 28-36. 

Sethuraman, R. What makes consumers pay more for manufacturer brands than for store 
brands: image or quality? Cambridge: Marketing Science Institute Working Paper 
Series, 2000. 

Stanley, T.  Cola preference: disguised taste vs brand evaluations. Advances in Consumer 
Research , 5 (1), 1978, 19-22. 

Walker, E.  Publix offers shoppers a free taste: publix is offering a promotion of free store-label 
products, convinced that if it gets consumers to try its products that they will like them. 
Knight Ridder Tribune Business News , April 20 2007, p. 1. 

Zeithaml, V. A.  Consumer perceptions of price, quality and value: a means-end model and 
synthesis of evidence. Journal of Marketing, 52(3), 1988, 2-22. 



312

DEVELOPING EFFECTIVE ELECTRONIC NETWORKS OF PRACTICE: 
TOWARD A CONCEPTUAL FRAMEWORK 

Liqiong Deng, Richards College of Business, University of West Georgia 
jdeng@westga.edu

ABSTRACT

With its capability to enhance information sharing and communication regardless of 
geographic location and time, advanced information and communication technology (ICT) is 
touted as having the potential to enable the cultivation of networks of practice (Brown and 
Duguid, 2000) by allowing a group of people  to work and learn collectively. These electronic 
networks of practice (ENoPs) promote the sharing of information/knowledge, cooperation, and 
partnership among participants and thus provide an appropriate context for individual and 
organizational learning. This paper advances a conceptual framework to investigate the factors 
and processes influencing the effectiveness of an ENoP and provide suggestions on how to bring 
people together to form networks of practice by the use of ICT.

INTRODUCTION

The social network literature has well documented the instrumental value of social 
networks, such as harnessing personal relations as social capital to complete tasks or to learn.  
The recent advancement of modern information and communication technologies (ICT) has 
given rise to numerous electronic networks among people distributed across time and space. 
Wasko et al. (2004) introduced the concept of “electronic network of practice” (ENoP), which 
refer an online social structure (i.e., virtual communities) focused on a shared practice that exists 
through ICT-mediated communication. By eliminating the spatial and temporal limitations of 
traditional social networks, ENoPs enhance the knowledge transfer and learning benefits of 
traditional social networks by bringing otherwise dissociated actors into contact and expediting 
information flow and social process in the networks. Such networks enable knowledge-based 
value creation, quality improvement and novel insights, which are especially valuable in the 
knowledge intensive settings, such as health care delivery, product design, and software 
development. For this reason, developing effective ENoPs has received more and more attentions 
from both the practitioners and the researchers. The purpose of this paper is to develop a 
conceptual framework to investigate the factors and processes influencing the effectiveness of an 
ENoP and provide suggestions on how to bring people together to form ENoP by the use of ICT.

LITERATURE REVIEW 

Developing an ENoP is not as simple as establishing electronic linkages among a group 
of people. We need to get people to use the technology to communicate with each other, to 
connect to each other’s stories, experiences, and mentoring, and to develop collaborative 
relationships and share knowledge. Similar to the formation of groups, the development and 
functioning of ENoPs are based on the interaction among people (Lewin, 1948; Brown, 1988). 
The dynamic group interaction (DGIn) model (Andriessen, 2002) describes the interaction and 
outcomes of a group. The DGIn model makes a distinction between the context, process and 



313

outcome of the group. Group success and effectiveness is a function of the group processes (i.e., 
communication, interaction, coordination, and learning), which in turn are determined by the 
(input) characteristics of group context (i.e., task characteristics, technology, group structure) as 
well as by external environment. The group characteristics are not static but can change 
continually. The interaction processes in a group change the context-characteristics of the group, 
thereby leading the group through certain “life cycle stages”. In essence, the success of a group 
depends on the degree to which the group processes mutually match to each other, and the 
degree to which the group characteristics match each other, and the extent to which learning 
processes function adequately. 

Group interactions take place involving people doing things and thus are characterized by 
the nature of group tasks, such as task interdependence. Task interdependence refers to the 
degree to which people need to work closely with others, share materials, information, and 
expertise in order to complete their tasks (Cummings, 1978). It is closely related to the 
granularity of dependencies among people and the level of information sharing or interaction 
required for the tasks (Borghoff and Schlichter, 2000).

In ENoPs, group interactions occur through ICT-enabled interconnections. Each 
connection has at least two dimensions: the electronic connection established with cables, 
software, and hardware, and the relational linkages the electronic connection supports, for 
example consultation, education, and workflow. The electronic connection sets the basic 
parameters for relational linkages; in turn, the relational linkages determine the regularity, 
frequency and nature of interaction among people. 

ENoPs provide an informal learning environment by engaging participants in a shared 
practice. While learning occurs through practice (Cook and Brown, 1999), however, a shared 
practice alone is not sufficient for learning to occur. Social interaction is a critical component of 
learning. Nonaka (1994) suggest that knowledge is created through the interactions among 
individuals. Learning is also a social process that occurs during activities undertaken by people 
(Leonard-Barton, 1995) in conditions of uncertainty, complexity, and conflict (Amit and 
Schoemaker, 1993). Learning requires social interaction for the continuous conversion of tacit 
and explicit knowledge (Nonaka, 1994). Vygotsky (1978) suggests that social interaction is an 
important component of learning as all cognitive learning occurs at a social level before it takes 
place at the individual level. Furthermore, interaction must have certain qualities for learning to 
be effective. Learning will be easiest and most effective when parties engage in collaborative 
interaction marked by a cooperative climate in which mistakes are tolerated and free interchange 
of ideas is the norm (Johnson et al, 1981). And interchanges among multiple parties with 
different ideas are more likely to eventuate in new insights. Hence, effective learning is most 
likely to occur during rich, spontaneous interaction among parties with different specializations 
and different types of experience and education.

In an ENoP, learning occurs more easily and quickly when people consult about a 
practice or problem and take into account the situated nature of learning (Brown and Duguid, 
1991). Learning occurring through ENoPs is a public good.  Network members know that they 
obtain value from the network and are willing to contribute their own questions, expertise, and 
insights in a system of generalized exchange.  Once an ENoP is recognized as a public good, it 
acquires a momentum of its own.  Members are drawn to contribute to the network and 
interaction within the network is self-sustaining.
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PRELIMINARY FRAMEWORK 

Based on the DGIn model, a conceptual framework is developed to investigate the factors 
and processes influencing the effectiveness of ENoPs (See Figure 1).  It describes the 
relationships among the contextual characteristics of the network, the network processes, and the 
network outcome in terms of effectiveness.

Effectiveness

PROCESSES OUTCOMES

Task Inter-
dependence

Learning

NETWORK 
CONTEXT

Relationship 
Quality

Information and Communication 
Technology

Interaction/
Communication

Practice

FIGURE I. RESEARCH FRAMEWORK OF ELECTRONIC 
NETWORK OF PRACTICE 

Context of Network 
Three components are identified to constitute the context of an ENoP: the level of 

interdependence among people participating in the network (i.e., task interdependence), the 
quality of interpersonal relationships among network members, and the features of ICT used to 
build the network’s technical infrastructure (i.e., flexibility, media richness, etc). These three 
components are interrelated with each other. 

  Different kinds of networks of practice can have different degrees of task 
interdependencies due to the varying degree to which members must communicate or interact to 
successfully perform tasks. For example, online professional forums are usually characterized by 
low levels of task interdependencies because they involve casual information sharing in terms of 
information seeking and providing among actors engaged in independent tasks in different 
contexts. Open source communities, however, have higher levels of task interdependencies than 
online professional forums, as the actors are often working on separate tasks that have a common 
goal and a high degree of interdependence. Considerable social interaction is required to 
coordinate the contents and processes of the interdependent tasks and maintain a high state of 
shared knowledge. Telemedicine networks are developed on connections among heath caregivers 
with complementary medical skills or knowledge who collaborate/interact with each other to 
achieve shared care-giving practice, and thus have a very high degree of interdependence.

The appropriateness of an ICT communication medium for a certain ENoP is dependent 
on the network’s task interdependence. For highly interdependent tasks, practice and 
communication are intertwined and inseparable from each other. The successful performance of 
such tasks requires concurrent performance of task-related actions in the current context and 
across all of the personal interaction.  For instance, performing a medical teleconsultation within 
a telemedicine network demands high interdependence between on-site care practitioners and 
remote specialists. The local practitioners act as the hands and eyes of the specialists during the 
teleconsultation sessions. They follow the specialists’ instructions, provide in-person medical 
observations to the specialists, and give treatments. Hence, communication media with high 
synchronicity (e.g., audio- or video-conferencing) are best suited for highly interdependent tasks. 
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In contrast, software development has lower levels of task interdependence, and tasks are 
decomposable due to the modular structure of activities. However, frequent communication is 
still required to coordinate activities and processes. In the case of open source software 
development, while communication media of high synchronicity would be most desirable, with 
the public code repository that provides each individual access to the common objects for 
carrying out their tasks, frequent communication with low synchronicity may also be sufficient.

Similar to a traditional social network, the interpersonal relationship is a key part of an 
ENoP. Using electronic ties as the conduits for information flow, network members are able to 
establish network contacts and access information, expertise and knowledge from other 
members. Cross et al (2001) identify four relational qualities – knowledge, access, engagement, 
and safety that promote information/knowledge sharing and learning. Firstly, “knowledge” 
means that everybody knows what other persons know and when to turn to them. Then, “access” 
means being able to gain timely access to that person. “Engagement” measures the willingness of 
the person sought out to engage in problem solving rather than dump information. And finally, 
“safety” refers to the degree of safety in the relationship that promoted learning and creativity.

The development of quality relationships requires the awareness of who knows what and 
what knowledge/learning activities are taking place within the ENoPs. Public communication 
media (such as mailing lists and bulletin board system), which circulate communication to the 
network as a whole, provide a mechanism that builds such awareness. The use of public 
communication media encourages a sense of belonging to the network (Haythornthwaite, 2001), 
enables network-wide sharing of information/knowledge, and shifts the locus of knowledge from 
individuals’ heads to a transactive memory where network members know who to turn to or 
where to find information. 

The degree of task interdependence may also influence relational qualities in the network. 
Highly interdependent tasks cannot be subdivided and are jointly performed by the network 
members. This engages the members in shared experiences, which cause them to think about 
others’ expertise more deeply and have a better understanding of the unique expertise of different 
members (Jarvenpaa and Majchrzak, 2005). Thus, the members are able to better locate, access, 
integrate and use each other’s skills and knowledge.

Network Processes 
Due to an emphasis on the co-occurrence of working, communicating and learning in the 

literature of “communities of practice” (Brown and Duguid, 1991), the framework suggests that 
the processes of an ENoP involve three components: practice, interaction/communication, and 
learning. The practice defines a domain for an electronic network, around which members are 
motivated to interact with each other, share knowledge/expertise, and learn in order to improve 
their practices. Therefore, practice is the process where the interaction/communication and 
learning processes originate, defining both the subject and the goal for these two processes.

Social interaction is considered very important to learning. Learning is not possible 
without interaction in an ENoP. On the other hand, the learning process also influences social 
interaction among members. Specific knowledge transfer and adeptness of collaboration are two 
processes of learning that occur simultaneously and recursively from exploration and experience 
with collaborations (Powell et al., 1996). Learning how to effectively collaborate with each other 
using available information technologies will in turn contribute to improving the quality of 
interaction in an ENoP. For example, communication quality can be improved if participants 
learn how to process social information exchange in ICT-mediated communication.
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Dynamics between Community Context and Processes 
The quality of relationships plays a critical role for learning related to knowledge sharing 

and creation within the network. Knowing what someone else means is a prerequisite for seeking 
out a specific person. Additionally, one wants to gain timely access to what that person thinks. 
Finally, willingness to engage in problem solving and safety in the relationship are required for 
effective knowledge sharing.  A network where all these qualities exist for its relationships 
allows its members to acquire knowledge easily and quickly. It provides a quality relational 
environment that promotes productive learning process. 

The degree of task interdependence influences the network processes. Highly 
interdependent tasks are often performed at the same time as parts of a shared task, in which 
communication and practice are intertwined and inseparable. The members depend on each other 
for information, knowledge, and reciprocal input in their daily work. High task interdependence 
requires that members interact/communicate frequently with regard to their tasks. Thus, if a 
network’s task characteristics are interdependent, its members would be more likely to share 
information/knowledge regarding practice and maintain reciprocal relationships. By creating a 
productive knowledge-sharing environment, the network further encourages and sustains 
learning process among the members. 

ICT, as an enabler of ENoPs, mediates communication/interaction, and stores and locates  
information/knowledge. The characteristics and quality of ICT influence the learning process 
through its affects on the way members are allowed to interact with each other and the way that 
information/knowledge can be saved, retrieved, and manipulated. ICT mediated communication 
can implemented by means of a wide range of technologies, such as e-mail, news-groups, 
listservs, online chats, bulletin boards, asynchronous discussions, audio- and video-conferencing, 
and etc. Applications like videoconferencing are considered media with high synchronicity, 
which enable a better sharing, interpretation, and understanding of information/knowledge 
among network members. ICT can also provide a single convenient and flexible platform to 
support knowledge management and memory systems in the network. Those systems can be used 
to store and retrieve both hard data/facts and softer information such as narratives and 
experiences of the network members. In addition, the use of multiple ICTs provides multiple 
means for acquiring and sharing information/knowledge and thus enables the learning to be 
tailored to the pace and style of individual members.

Effectiveness of an ENoP 
The effectiveness of an ENoP directly depends on the interaction and learning processes 

with that network, and indirectly on the network context. In an ENoP, two learning processes co-
exist and occur simultaneously. One is related to the domain practice, while the other concerns 
the communication/interaction practice. The former learning process allows the network 
members to share, deepen and build their knowledge in the shared domain practice by interacting 
on an ongoing basis. And the latter learning process enables members to explore how tzo 
collaborate/interact effectively to learn best in a virtual environment. And over time they will be 
able to develop trustful, collaborative relationship, improve quality of interaction, and enhance 
learning processes, all of which will contribute to the healthy growth and development of the 
network. Therefore, both of the two learning processes are critical to the network effectiveness.
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CONCLUSION

Understanding how to develop an effective ENoP is a critical issue. Drawing on the 
DGIn model (Andriessen, 2002), this paper posits that the effectiveness of an ENoP is dependent 
on the learning process and how the other processes (practice and communication/interaction 
processes) are tuned to this central process occurring within the network. Additionally, these 
network processes are shaped by network context characteristics (task interdependence, ICT 
characteristics and relationship quality). A conceptual framework linking an ENoP’s 
effectiveness to its processes and context factors is presented. An ENoP’s effectiveness will be 
improved to extent that the network supports fast and broad sharing of domain knowledge, 
enhances collaborations, integrates distributed knowledge residing in individuals’ heads, and 
promotes continuous improvement and innovative practice through learning. 
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ABSTRACT

In recent years, how to integrate product design, process design, and supply chain design 
has become an important issue, entering the realms of competitive strategy and captured the 
attention of top management (Rungtusanantham and Forza 2005). Many studies have been 
spurred to address this issue from many ways. However, none of them has taken a work design 
perspective, although this is a work design issue. This paper presents a taxonomy to define and 
identify work design problems involved in the integration of product design, process design and 
supply chain design.

INTRODUCTION

The Operations Management community has recognized the importance of coordinating 
product design, process design, and supply chain design decisions. For example, in April 2005, a 
special issue of the Journal of Operations Management (Volume 23, Issues 3-4) is devoted to 
this topic. However, this issue belongs to one of the “classical” concerns in the study of 
organizations – the design of the set of activities undertaken to develop, produce, and deliver a 
product, or simply, work design. From the perspective of work design, it is more important to 
integrate, rather than coordinate, product design, process design, and supply chain design 
decisions. This paper frames and explores the work design problems / issues involved in 
integrating product design, process design, and supply chain design decisions from the 
perspective of Work Design.

TAXNOMY FOR WORK DESIGN PROBLEMS 

Drawing on organization design literature, relationship governance literature and supply 
chain design literature, we propose that work design problems include three aspects: relationship 
structuring, coordination and control (see Figure 1), which are of significant interest to both 
practitioners and scholars. When discussing the integration of product design, process design and 
supply chain design, we should consider from these three aspects. Next, we will discuss each 
aspect and associate research issues in details.
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Structure Problems
Structure problems involving the integration of product design, process design and supply 

chain design include the following two levels: 
(1) Entity selection: determine who will participate in the design and when 

In the literature of concurrent engineering, many studies have discussed the importance 
of combining product design and process design. Recently, theoretical research advocates that 
early and extensive supplier involvement is a key integrating process in supply chain design, 
product design and process design (Peterson et al. 2005 ; Primo and Amundson 2002; Spina et al. 
2002). Prior relevant studies suggest that this involvement of supplier may range from simple 
consultation with supplier on design ideas to making suppliers fully responsible for the design of 
components or systems they will supply. In other words, the earliest entering of supplier is after 
the product idea has been initiated. However, work design can start before any product design 
idea is formed. In another word, the integrated design of product, process and supply chain 
shouldn’t be considered as being triggered by a product design idea. For example, a clothing 
manufacturer may start a working relationship with a clothing designer for his good reputation 
not for a specific design idea. Strategic work design is not solving problems by managing 
network relationship but anticipating opportunities.

(2) Role specification: given the decisions on entity selection, determine work division and 
specify roles as well as the procedures to assign roles 

Role specification should include two aspects, non-relational and relational (Nadel 1957), 
which are roughly equivalent to the notions of action and interaction. The relational elements of 
a work role can be viewed as a set of recurrent activities that do not involve interpersonal 
interaction and that fall within the purview that a person who does a particular task. These would 
encompass where a task is done, what is done and how it is done—what we commonly think of 
as skills, tasks and practices.

The relational elements of roles include with whom one interacts and what those 
interactions involve. Peterson et al (2005) investigate whether new product development team 
effectiveness differs depending on what level of responsibility is to be given to a supplier. There 
is no research so far examining how role specifications and the way to assign roles are associated 
with the integration design of supply chain, product and process.

Work Design Problem
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Modularity

Information
Sharing
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Coordination Problems 
Work systems often display a pluralistic structure, with members having divergent 

objectives and diffuse power and knowledge-based work processes (Sinha and Van de Ven 
2005). These pluralistic settings raise a great challenge to traditional conceptions of 
organizational coordination (Denis et al. 2004). The purpose of coordination is to mobilize 
participants to support a given orientation while simultaneously redefining that orientation in 
terms that network members can accept and support. Interface and movement flow are identified 
as the major coordination problems in work design. 

Interface
Interfaces function as connectors between different parts of a work system. From work 

design perspective, modularity and intermediate are the tools to link product design, process 
design and supply chain design together. 

Sinha and Van de Ven (2005) define modularity in work design as designing a work 
system into relatively independent subsystems that can be performed by different organizational 
units of one or more firms. They also point out that the modularity perspective represents a shift 
in focus in the organization design literature from fit between functional areas to an examination 
of the interdependencies between various work subsystems. Systems are said to have a high 
degree of modularity when their components can be disaggregated and rearranged into new 
configurations.

Intermediates refer to entities who can maintain product coherence from concept to 
customer across numerous firm boundaries. These entities could be individuals, organizations 
and information technology. Virtual organization is a good example showing how information 
technology functions as interface. Information technology blurs the traditional boundaries in 
work systems involving suppliers, manufacturers and end users. Virtual integration stitches 
together a business with partners that are treated as if they are inside the company (Magretta 
1998).

Movement flow 
 “Move” is an important concept in the studies of work. Pentland (1992) shows that it is 

possible to parse a stream of activities into a series of “moves”. From the perspective of work 
design, moves consist of specific operations and interactions that are undertaken to develop, 
produce and deliver a product. How to make these moves flow constitutes another important part 
of coordination. People coming from different domains have the tendency to operate 
independently in their own self interest using only locally available information. In the literature, 
information sharing and joint decision making are the most discussed remedies to coordinate 
work movements so that a whole system interest can be achieved. 

In summary, from the work design perspective, there are two major categories of 
coordination problems involved in the integration of product design, process design and supply 
chain design. 

a. How to use interfaces to blend product design, process design and supply chain into a 
unified work system.

As mentioned before, a few studies have investigated the effect of modularity as a 
coordination mechanism on linking product design, process design and supply chain design 
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together. However, how to use intermediates as connectors among the three domains hasn’t been 
investigated by any studies yet. 

b. How to coordinate work movements across the three domains of product, process and 
supply chains so that all the core elements of a work system can behave as a 
complementary and interdependent set, producing positive interactions with 
performance.

Prior studies have examined how different levels of information sharing influence work 
flow, ranging from no information sharing to complete information sharing. However, some 
studies (e.g. Peterson et al. 2005) show that the effect of information density is small due to 
limited information processing ability. It is the quality of information (e.g. timeliness, 
relevancy and accuracy) and type of information shared that are closely associated with 
successful coordination. Future studies are needed to explore the effect of information type and 
information on coordinating product design, process design and supply chain design. 

As to joint decision making, most studies only look at it in the supply chain design 
domain. Future research needs to investigate how joint decision making coordinates work 
design activities across all three domains.

Control Problems 
The main purpose of structuring a work system is to control activities (Gibson et al. 1997; 

Miles 1980), especially in the face of changes and uncertainties. Based on the relevant literature, 
we propose that work activities can be controlled either by contractual governance or by 
relational governance. Contractual governance details roles and responsibilities to be performed 
in contracts, specifies procedures for monitoring and penalties for noncompliance and determine 
outcomes or outputs to be delivered. Contracts can be customized, for example by adding 
contractual escalator clauses, to performing as a priori by which changes will be carried out. 
Relational governance refers to the enforcement of obligations, promises and expectations 
through social processes that promote norms of flexibility, solidarity and information sharing. 
Flexibility facilitates adaptation to unforeseeable events. Solidarity promotes a bilateral approach 
to problem solving, creating a commitment to joint action through mutual adjustment. 
Knowledge sharing facilitates problem solving and adaptation when parities are willing to share 
private information with one another, including short and long –term plans and goals. Through 
these social processes and the resulting norms, relational governance may function to cope with 
inevitable uncertain activities and changes that arise in a work system, in which actors are 
simultaneously dependent on and vulnerable to the actions and decisions of others. Empirical 
work generally shows that relational governance cultivates trust (e.g. Heide and John, 1990; 
Zaheer et al. 1998). Sinha and Van de Ven (2005) point out that trust is an organizing principle 
for coordinating interorganizational relationships in a work value chain. 

Although research in economics and sociology has generally viewed relational 
governance and contracts as substitutes –either relational governance eliminates the need for 
contracts and vice versa, or contracts directly hinder the formation of relational governance. 
Poppo and Zenger (2002) propose that the two approaches can function as complements. 

Through clearly articulated clauses that specify punishments, contracts can limit gains 
from opportunistic activity. Failing to contractually specify elements of the exchange 
relationship in the work system, which are easily specified merely heightens incentives for short-
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run cheating and lowers expectations of collaboration. In addition, contracts that specify 
frameworks for bilateral adjustments may facilitate the evolution of highly collaborative 
exchange relations.

The complementary relationship may work in reverse as well. Contracts obviously have 
adaptive limits. Relational contracts can function as a release on the limits by fostering 
continuance and bilateralism when changes and conflicts arise. In addition, relational governance 
may also promote the refinement of contracts. Exchange experience, patterns of knowledge 
sharing and evolving performance measurement and monitoring may all enable greater 
specificity in contractual provisions. In the literature, while contractual governance and 
relationship governance have been discussed in supply chain management, there is no research 
examining the role that contractual governance and relational governance plays in the integrated 
design of product, process, and supply chain. Future studies are needed in this direction.

CONCLUSION

The motivation for this paper is that the design of product, process and supply chain 
should be integrated from a work design perspective. In trying to provide a useful framework for 
defining and identifying work design problems, this paper presents a taxonomy of work design 
problems. In addition, this paper describes a small, but representative segment of literature to 
demonstrate today’s state of art. It shows that although much work has been done, many research 
needs still remain. Specific recommendations for future research are made in the second section 
of the paper. In general, more research is needed which (i) recognize the importance of 
integrating product design, process design and supply chain design from a work design 
perspective (ii) look at integration issues from three dimensions: structure, coordination and 
control.
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ABSTRACT

Although integrated supply chain relationships are becoming more common, little is 
known about the effects of trust on behavior within these relationships. Drawing on social 
exchange theory we devise a model linking trust to displayed behaviors, both constructive and 
opportunistic, between supply chain partners. Constructive behaviors tend to strengthen the 
supply chain whereas opportunistic behaviors tend to weaken the supply chain. We also 
investigate moderators to the trust-behavior relationship. Termination costs, relationship benefits, 
and behavior observability have unique effects on the likelihood that firms will engage in 
constructive or opportunistic behaviors.

INTRODUCTION

Trust is the mutual confidence that no party to an exchange will exploit another’s 
vulnerabilities (Barney & Hansen, 1994) and is an important factor of success within business 
relationships. Trust has been referred to as the cornerstone of strategic relationships (Sherman, 
1992) as it provides assurance that one firm’s investments are safe from appropriation by its 
partners. However, trust has also been referred to as “the biggest stumbling block to the success 
of alliances” (Sherman, 1992: 78). In fact, a third of all business relationships fail simply because 
they lack sufficient trust (Sherman, 1992; Ireland, Hitt, & Vaidyanath, 2002).

In exchange relationships, firms must often extend trust to receive trust but the first party 
to extend trust is at risk because the partner may not reciprocate. Non-reciprocating partners are 
placing their own firm’s goals above the relationship’s mutual goals (Ketchen & Giunipero, 
2004). Sometimes partners may exploit a firm’s trust for their own advantage. For example, 
Mitsubishi licensed proprietary technology to rival Hyundai expecting Hyundai to build a better 
car on Mitsubishi’s behalf. Yet Hyundai used the technology to improve its own cars and 
surpassed Mitsubishi in many key markets. 

Tightly integrated relationships are becoming increasingly common but this does not 
mean that managers are completely comfortable with them. While trust facilitates cooperation, 
commitment, and cost reduction, it is possible to over or under invest in trust (Erdem, 2003). The 
desired outcome is optimal trust, or “knowing whom to trust, how much to trust them, and with 
respect to what matters” (Wicks et al., 1999: 102). Our research question is then, how does trust 
within exchange relationships affect partner behavior?

We investigate trust between firms from the perspective of social exchange theory 
(Gouldner, 1960) and in doing so broaden the scope of the theory. Social exchanges involve 
unspecified obligations in which one person does a favor for another person and there is an 
expectation of some future reciprocation. To date, social exchange theory has been limited to 
interactions between employees and managers, and employees and their organizations. We 
suggest that as individuals interact, so do firms. Obtaining a tightly integrated exchange 
relationship requires some degree of trust and interaction between partners (Kwon & Suh, 2004).
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This paper is set in the context of supply chains, or networks of firms that transition 
goods from raw materials into finished goods. Supply chains often rely on trust. Because 
contractual enforcement of partner obligations is more costly and less efficient than informal 
enforcement, supply chain partners rely to a great extent on trust and informal enforcement. This 
study contributes to the extension of theory in several ways. First, the study shows that trust 
affects the choice of social enforcement method. Second, the study helps understand the 
implications of positive and negative social enforcement behaviors.

LITERATURE REVIEW AND PROPOSITIONS 

Trust has been defined as both a behavior and a belief system (Kramer & Tyler, 1996). 
We take the view that trust is a belief system that leads to certain expressed behaviors and apply 
it at the inter-organizational level. The result of trust is a firm’s belief that its partner will act in 
ways that improve the relationship. High levels of trust between partners have many benefits 
including low levels of uncertainty in partner behavior, greater information sharing, less 
opportunistic behavior, and greater risk taking (Kwon & Suh, 2004; Beccerra & Gupta, 1999).

Trust to Behavior 
The management of supply chain relationships requires a great deal of trust and 

coordination because the respective relationships often involve a high degree of interdependency. 
Often, firms are hesitant to trust because of fear that the partner will not reciprocate. The first 
party to act in good faith is open to exploitation. To protect against exploitation, there are two 
common enforcement options available to protect a party when extending trust to a partner: 
contractual and social (Gilliland & Bello, 2002).

Contractual enforcement is the legal form of mandating a desired behavior. Social 
enforcement involves the presence of behavioral norms to ensure the parties of a relationship act 
in coordination with each other. For social enforcement to be effective, firms must have faith that 
payoffs are divided fairly, monitoring costs are minimal, agreements can be adjusted "on the fly," 
and there is no time limitation to the agreement (Dyer & Singh, 1998). This suggests that social 
enforcement relies greatly on trust, which we focus on.

Building upon the above reasoning, we suggest that relationships are managed by a series 
of displayed behaviors between firms. Firms manage relationships through series of actions and 
reactions toward partners. Some action is proactive, the firm’s planed behavior, and some actions 
are reactive, as in response to a partner’s behavior. In both cases, it is through behaviors that the 
firms interact and convey their sense of trust toward each other.

We recognize two types of behaviors toward partners. Constructive behavior involves 
actions taken to pursue mutual interests, whereas opportunistic behavior involves actions taken 
to pursue a firm’s own interests at another’s expense. As displayed in Figure I, these behaviors 
are separate constructs as it is possible to be high in both. Consider the stereotypical con artist. 
This person displays a great amount of constructive behavior that allows him to gain the trust of 
the victim. Meanwhile, the con artist is also robbing the person blind without their knowledge.

Restricting the model to the setting of supply chains allows the assumption that the 
participants are familiar with one another and that the relationship at issue has moved beyond the 
level of simple transactions. The supply chain partners are actively trying to create efficiencies 
and remove costs from the business model.
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FIGURE I. 
 HYPOTHESIZED MODEL OF TRUST LEADING TO FIRM PERFORMANCE 

Central to our argument is that constructive and opportunistic behaviors are not two 
extremes of the same scale. Although a negative relationship likely exists between the two, it is 
quite possible for a firm to be high in both constructive and opportunistic behavior. For example, 
a research intensive firm may trust certain partners but still be unwilling to share proprietary 
information, an opportunistic behavior, because the information has a critical value to the firm. 
Thus, in our model, constructive and opportunistic behaviors are displayed as independent 
mediators of the trust-performance relationship.

Constructive Behavior 
Constructive behavior, involves the pursuit of mutual interests through relationship-

building actions (Das & Teng, 2000) such as information sharing, idea exchange, and willingness 
to make sacrifices for the partner. When trust is high, firms likely focus on relationship success 
through constructive behaviors that allow firms to focus on core competencies that add value to 
the relationship. For example, in an effort to reduce supply chain costs and improve efficiency, 
IBM offloaded its personal computer assembly to partner distributors, allowing IBM to focus on 
product development.

Social exchange theory argues that trust evolves from past and current experiences and is 
continuously changing. A firm reacts to the level of trust displayed by its partners and modifies 
its own behavior in response. High levels of trust cause firms to behave constructively because 
they have confidence that partners share the same values and will reciprocate. Thus, firms can 
behave with little of opportunism. For example, a firm might freely share information, dedicate 
resources to the relationship, make concessions for partners that they would not make for others, 
and take greater risks. Thus: 

Proposition 1: Trust is positively related to the display of constructive behavior in a 
supply chain relationship. 

Opportunistic Behavior 
Opportunistic behavior occurs when firm pursue their own interests at the expense of 

their partners (Das & Teng, 2000). Firms that engage in opportunistic behavior seek to gain more 
from a relationship than they contribute. For example, in 2002 General Motors used its industry 
power to demand price cuts of four to six percent from its supplier partners even though it had 
received similar reductions in price the previous year (National Post, 2002). Firms incur 
increased costs to monitor and scrutinize partner behaviors when there is a threat of opportunism.

We argue that when trust is low, firms will behave opportunistically because they lack 
assurance that partners will reciprocate trustful behaviors. Fearing opportunism, firms will tend 
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to close themselves off from partners thereby decreasing the effectiveness of relationships. 
Supply chain relationships might continue, but not as effectively as they could at high levels of 
trust. Additionally, when trust is low, firms may actively search for alternative partners and 
therefore limit their exposure in current relationships. The actions suggest that the firms are more 
concerned with their own priorities than with the priorities of the supply chain. Thus, 

Proposition 2: Trust is negatively related to the display of opportunistic behavior in 
supply chain relationships.

Relationship Termination Costs 
Although supply chain relationships have the potential to produce various efficiencies, 

there are times when firms must terminate relationships. However, there are costs to termination, 
especially when idiosyncratic investments have been made. Termination costs include all 
expected losses from termination such as the lack of a comparable alternative partner, 
relationship dissolution expenses, and possibly switching costs (Morgan & Hunt, 1994). Because 
termination involves costs, it may be very expensive for firms to end relationships frequently. To 
avoid termination costs, firms become somewhat dependent upon their current set of partner 
relationships and increase their interest in maintaining quality relationships. Therefore, as 
termination costs increase, firms display more commitment to a relationship and this is likely 
displayed through constructive behaviors. Thus: 

Proposition 3: Termination costs moderate the relationship between trust and constructive 
behavior in supply chain relationships; the relationship is more positive when termination 
costs are high. 
Opportunistic behaviors might benefit firms in the short run but risk partnership stability 

in the long run (Ellram & Cooper 1990). Firms likely weigh the costs of each and would only 
want to engage in opportunistic behavior if the value of such behavior is higher than the 
termination costs. As termination costs increase, firms are less likely to display opportunistic 
behavior and instead behave in ways that maintain their current relationships. 

Proposition 4: Termination costs moderate the relationship between trust and 
opportunistic behavior in supply chain relationships; the relationship is more negative 
when termination costs are high. 

Relationship Benefits 
Competition requires that firms continually seek out products, processes, and 

technologies that add value to their own offerings. In fact, supply chain relationships, and 
specifically the role of procurement, may be the most important factor in delivering superior 
value to customers (Webster, 1992). Those partners that deliver superior benefits will be highly 
valued. Firms then, likely commit to establishing, developing, and maintaining relationships with 
such valued partners. Thus, we suggest: 

Proposition 5: Relationship benefits moderate the relationship between trust and 
constructive behavior in supply chain relationships; the relationship is more positive 
when relationship benefits are high.
Opportunistic behaviors tend to put the priorities a firm above the priorities of the 

relationship (Das & Teng, 2000). Opportunistic behavior will cause partners to withhold their 
commitment to the relationship, thereby decreasing, and possibly eliminating, the potential 
relationship benefits. In a rational sense, for firms to behave opportunistically, the benefits of 
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opportunism must outweigh the relationship benefits. As the relationship benefits increase, the 
hurdle for greater benefits through opportunism increases. Thus, we suggest:

Proposition 6: Relationship benefits moderate the relationship between trust and 
opportunistic behavior in supply chain relationships; the relationship is more negative 
when relationship benefits are high. 

Behavior Observability 
A critical factor of firm behavior is the extent to which the behavior is observable to 

outside parties (Greve, 2008).  Research in the field of competitive dynamics indicates that in 
highly collusive situations, firms will tend to honor collusion, or tacit agreements, when their 
actions are perfectly observable (Bernheim & Whinston, 1990). Under perfectly observable 
conditions, firms that defect from collusion are always detected and punished. However, when 
behaviors are imperfectly observable, there may be an incentive to act opportunistically without 
detection. We assert that behavior observability may not only affect a firm’s behavior toward its 
competitors but also toward its partners.  When actions are imperfectly observable, constructive 
behavior is not affected. Partners that trust one another will continue to display constructive 
actions whether the actions are observable or not. However, when actions are imperfectly 
observable, opportunistic behavior is affected. Void of detection, firms that are intent on acting 
opportunistically will do so when they have the opportunity. We propose:

Proposition 7: Behavior observability moderates the relationship between trust and 
opportunistic behavior in supply chain relationships; the relationship is more negative 
when behavior observability is high.

DISCUSSION AND CONCLUSION 

One general implication of our study is that varying levels of trust can serve as a key 
ingredient in the determination of displayed behaviors. High levels of trust lead to greater 
constructive behaviors and lower levels of opportunistic behaviors. The effects of trust on 
behavior, however, are moderated by three critical factors: termination costs, relationship 
benefits, and behavior observability. Termination costs and relationship benefits are economic 
factors and we can expect rational outcomes in terms of firm behavior. However, behavior 
observability is a social factor and such rationality cannot be assumed. Behavior observability is 
a benefit when firms seek to behave constructively. Firms are able to display their commitment 
to the relationship and gain reassurance that their partners are also committed to the relationship. 
However, when observability is low, firms can behave opportunistically without much risk of 
being detected or punished. This might occur with information asymmetries. For example, if a 
supplier holds proprietary information about the true value of a product, it may be able to charge 
a price to the buyer that is above the fair price. To defect when behavior observability is high, 
firms must weigh the economic benefits of opportunism. In this case, defection likely comes 
when there is little risk of punishment. Consider the previous example of Hyundai. By being the 
first to defect, Hyundai gained an advantage, much like a first mover (Lieberman & 
Montgomery, 1988), and was able to exploit a technology without punishment. However, it is 
likely that by defecting, firms lose any potential future benefit from the respective relationships 
and face limited future partnership opportunities.

There are several managerial implications that can be derived from our arguments. First, 
managers should look for signs of mistrust from partners. Addressing mistrust early on will 
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avoid large altercations later. Managers would be wise to extend the optimal level of trust to a 
partner. By doing so, managers can limit their firms exposure to the risk of a partner going bad. 
Second, managers should consider trust when determining opportunities to pursue. Managers in 
an environment of high trust should discount risk to the degree that they believe the partner will 
alleviate the risk. Working trustfully on each firm’s strengths, managers can entertain 
opportunities that would otherwise be out of reach. Because the effects of trust on performance 
within supply chain relationships is not fully understood, we have attempted to shed light on this 
relationship. Our first step in this direction draws on social exchange theory and considers how 
the behavior of firms aids in building successful relationships.
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ABSTRACT

This paper examines students’ ethical judgment based on Forsyth’s two dimensions – 
idealism and relativism. Further, it investigates whether there are differences between business 
and non-business students with respect to these two dimensions. A survey of 178 students 
revealed significant differences between the two groups of students with respect to both ethical 
dimensions.  Implications for educators and educators are discussed, and suggestions for future 
research are presented.

INTRODUCTION

The ethical standards and attitudes of managers and business students have been among 
the principal issues confronting business and society for many years. Widespread media accounts 
of recent illegal and fraudulent actions involving some of the largest corporations and financial 
institutions have shaken the public’s confidence and diminished investors’ trust in the soundness 
of corporate decisions and the integrity and competence of business executives.

REVIEW OF THE LITERATURE 

 A sizeable academic literature has investigated students’ attitudes toward business 
ethics.  The research has come from many disciplines, and has focused on a wide range of issues. 
One important stream of research has compared the ethical perceptions of business and non-
business majors. Overall, empirical studies have produced conflicting results.

 More than three decades ago, Hawkins and Cocanougher (1972) examined students’ 
reactions to ethical matters in business. Their study revealed that those majoring in business were 
more tolerant of questionable business practices than were non-business students.  More recent 
studies have confirmed these earlier findings. For example, St. Pierre, Nelson, and Gabbin 
(1990) found that accounting students scored lower on a test of moral reasoning than psychology 
students. In a survey of individual subscribers to Business Ethics Quarterly, Hosmer (1999) 
reported that, compared to non-business students, accounting and finance students were more 
likely to view business ethics as generally unimportant.  Smyth and Davis (2004) concluded that 
among two-year college students, business students were more unethical in their behavior and 
attitudes than non-business majors. Crown and Spiller (1998) found that business students are 
more tolerant of unethical behavior than are non-business students. McCabe and Trevino (1993) 
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reported that college students intending careers in business cheat more often than those who were 
planning non-business careers.

Although the preponderance of these investigations reported significant differences 
between the two groups, some studies produced different results. For example, Beltramini, 
Peterson, and Kozmestsky (1984) concluded that “somewhat surprisingly, the ethical concerns of 
the students surveyed were not substantially different across academic classifications or 
academic major” (p.199). Similarly, Arlow (1991) reported no systematic differences in the 
ethical perceptions of students depending on their major. 

Given these conflicting results, a meta-analysis of 30 such studies found mixed results: 
20% were significant, 57% were non-significant, and 23% were mixed. Also, in their review of 
eight studies examining differences and similarities between business and non-business students, 
Ford and Richardson (1994) reported that four studies did not find any significant differences, 
while the other four provided results which were both significant and contradictory.  Borkowski 
and Ugras (1998) conducted a meta-analysis of several hundred studies carried out between 1985 
and 1994. Their results were similarly inconclusive and they concluded that this relationship “is 
still difficult to interpret” (p. 1117).

Ethical Judgment 
In his pathbreaking work, Forsyth (1980) identified two distinct dimensions that play an 

important role in ethical evaluation and behavior – idealism and relativism. These two aspects 
explain a significant amount of the variance in what different individuals perceive as right and 
wrong.  He defined the former as the degree to which a person focuses on the inherent rightness 
or wrongness of an action and assumes ‘‘that desirable consequences can, with the ‘right’ action, 
always be obtained’’ (p. 176).  Relativism is defined as "the extent to which an individual rejects 
universal moral rules in making ethical judgments” (p. 175).

These two constructs have been extensively used in the business ethics literature. For 
example, they have been found to be quite useful in the study of consumer ethics in China (Zhao, 
2008), ethical decisions of small business managers (Marta et al., 2008), the moral ideology of 
African Americans (Swaidan et al., 2008), ethical sensitivity (Sparks and Hunt, 1998), and the 
ethical ideology and judgment of Portuguese accountants (Marques and Azevedo-Pereira, 2009).   

While many studies have attempted to determine whether there were differences in 
ethical attitudes and behavior between business and non-business students, significant gaps in the 
literature remain.  One area which has been largely overlooked and, therefore, warrants further 
investigation is whether there are differences between business and non-business students with 
respect to Forsyth’s idealism-relativism dichotomy. The current study attempts to partially fill 
this void.  Specifically, its purposes are twofold. First, to examine students’ ethical judgment 
based on Forsyth’s two dimensions.  Second, to ascertain whether differences between business 
and non-business students do exist with respect to these two dimensions.

METHODOLOGY

A total of 182 graduating undergraduate students were surveyed. All were volunteers 
who were briefed on the importance of the study and told that all the questionnaires were 
anonymous.  Although participation during class time was voluntary, only six students refused to 
participate in the study.  Of the 182 completed questionnaires, four did not disclose whether they 
were business or non-business students and were, therefore, excluded from the analysis. 
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In addition to demographic variables, the questionnaire included a section designed to 
assess the students’ ethical judgment based on the Ethics Position Questionnaire (EPQ) 
developed by Forsyth (1980). The EPQ consists of two scales, each containing ten items; one 
scale is designed to measure idealism and the other to measure relativism.  Different versions of 
these two scales have been widely used in ethics research (e.g., Singhapakdi, Vitell, and Franke 
1999; Marta et al., 2008; Zhao, 2008). Forsyth stated that "the two scales that make up the EPQ 
were found to have adequate internal consistency, were reliable over time, were not correlated 
with social desirability " (1980, p. 175).  Others have subjected these scales to considerable 
empirical verification and found them to be both valid and reliable (see, e.g., Rawwas, 1996; Lee 
and Sirgy, 1999; Vitell, Singhapakdi, and Thomas, 2001).

Respondents were requested to indicate on a five-point Likert scale (1= Strongly 
Disagree, 5 = Strongly Agree) the extent to which they disagreed or agreed with the EPQ items.  
Each respondent’s score was computed by calculating the mean of the scores to the ten items 
measuring idealism. A high score indicates that the respondent adheres to high idealism and vice 
versa. A reliability assessment of this scale indicates that it is internally consistent ( = 0.87).   
Similarly, the relativism score of each respondent was calculated by averaging the scores to ten 
items. A high relativism value indicates that the respondent tends to rely less on universal moral 
rules and vice versa. Cronbach's alpha coefficient for this scale was 0.79, suggesting that it, too, 
is highly reliable.

RESULTS

A total of 82 business and 96 non-business students participated in the study. Fifty-nine 
percent of the students were male. The average age was 25 years.  Overall, they had 5.3 years of 
work experience. The average scores from the entire sample for idealism and relativism were 
4.11 and 2.74, respectively.  
______________________________________________________________________________

TABLE I: ANOVA RESULTS FOR DIFFERENCES BETWEEN BUSINESS 
AND NON-BUSINESS STUDENTS

______________________________________________________________________________
                                                                                  Group Means a
                                _____________________________                     
                                   Business                     Non-Business 
Dependent Variables             (n = 82)                           (n = 96) F     p
______________________________________________________________________________

Idealism                  3.94         4.26                4.54      0.03 
                           (0.96)              (1.03) 
Relativism                     2.87          2.63                6.25      0.01 
                           (0.66)              (0.62) 
______________________________________________________________________________
a Figures in parentheses are standard deviations. 
______________________________________________________________________________

The analysis of the results was conducted in several stages. First, since the means of the 
two groups’ scores on each of the two dimensions are different, a multivariate analysis of 
variance (MANOVA) procedure was considered to be the most appropriate analytic technique 
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for exploring differences in scores between the business and non-business students.  The 
MANOVA revealed significant differences between the two groups (F = 28.66, p < .008).  That 
is, overall, the two groups had different scores for the eight items.

Next, to understand the underlying contributions of the variables to the significant 
multivariate effect, each dependent variable was tested using a one-way analysis of variance 
(ANOVA) with the two groups of students treated as our two levels of the independent variable.  
Overall, the business students’ idealism scores (mean = 3.94) were significantly lower than those 
of the non-business students’ (mean = 4.26).  On the other hand, the business students’ mean 
score for relativism (mean = 2.87) was significantly higher than the non-business students’ mean 
score (mean = 2.63).  As shown in Table 1, the two ANOVAs found significant differences 
between the two groups of students. Whereas, compared to business students, the scores of their 
non-business counterparts were significantly higher for the “idealistic” dimension (F = 4.54, p = 
.03), their scores for the “relativistic” component were lower (F = 6.25, p = .01).

DISCUSSION

Taken as a whole, these results corroborate previous research showing that business 
students are more tolerant than non-business students of questionable business practices. The 
implications of these results for educators are that these differences might reflect the type of 
education business students are (or are not) receiving and/or the values they bring to those 
classes. As these students move into positions of future corporate leadership, they could play a 
major role in elevating or reducing corporate ethical standards. This paper’s findings will be 
disturbing to advocates of business ethics particularly since other studies report that, compared to 
non-business students, business students are more willing to cheat, especially once they move 
into the business world (Kidder, 1995; McCabe, 1992). The results seem to offer proponents of 
greater emphasis on societal issues and ethical conduct in business education support for their 
normative suggestions.

For business practitioners, these results evoke a greater urgency for the need to advance 
organizational ethics. Several organizational variables help shape ethical behavior. Businesses 
legitimize the consideration of ethics as an integral part of decision making by providing strong 
guidance and continuously reminding managers of what is ethical. Some rely exclusively on 
codes of ethics to reduce ambiguity, promote ethical practices, and establish a strong ethical 
environment.    

Ambrose and Schminke (1999) argued that “the greatest influence on an individual’s 
ethical behavior may be the ethical behavior of one’s immediate supervisor” (p. 469).  Often 
“there is a gap between the existence of explicit ethical values and principles … and the attitudes 
and behaviour of the organisation” (Webley and Werner, 2008, p. 45). A number of studies (e.g., 
Fisher and Baron, 1982; Greenberg and Scott, 1996) have concluded that employees often feel 
justified in engaging in unethical behaviors when they believe that their leaders have acted 
unethically toward them. There must be a high degree of commitment to business ethics from top 
management. They set the tone; they are the role models in terms of words and actions. 
Managers must embrace ethics and continually reaffirm their support for ethical conduct 
(Aguilar, 1994). Perceptions of poor leader ethics might promote unethical behaviors among 
subordinates in at least two ways. First, subordinates that perceive the behaviors of leaders to be 
unethical might act unethically themselves in order to retaliate.  Second, the behaviors of leaders 
often set precedents for employee behaviors (Kemper, 1966). The employees will believe that 
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unethical behaviors are tolerated in their organization and may, therefore, act less ethically than 
they otherwise would. 

Although this study offers an improved understanding of differences between business 
and non-business students, caveats must be offered regarding the conclusions generated by this 
research. First, additional research with larger national samples from each group would be 
necessary to confirm these findings. As Shaub (1994) points out, an individual’s ethical 
perspective could be influenced by geographical and cultural location. Another caveat concerns 
the respondents’ somewhat limited full-time work experience.  An additional limitation concerns 
the generalizability of these results. A study such as this one is based largely on aggregate 
measures.  However, it opens a line of inquiry on whether these results are valid when only those 
majoring in a particular discipline (e.g., accounting, management, etc.) are surveyed. This would 
ensure a greater homogeneity within the group being studied. Finally, a comparison of business 
students and practitioners would be another productive avenue. For example, it would be useful 
to examine differences between future managers, younger managers, and managers with more 
extensive work experience. This type of analysis would yield insight into the perceptions of these 
three generations’ attitudes toward codes of ethics.
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ABSTRACT

Corporate social responsibility has been of great interest to educators, practitioners, and 
regulators in recent years because of its great impact on the business community and society.  
One area which has received attention is the impact of educational status upon an individual’s 
corporate social responsibility orientation. This study examined whether graduate students 
exhibit a different corporate social responsibility profile than their undergraduate counterparts.  It 
utilized Carol’s four-dimensional construct of corporate social responsibility to study 704 
students from five universities in the eastern and southeastern United States. The results show 
that undergraduate students score higher in the legal and ethical dimensions while graduate 
students score higher in the economic dimension. There were no significant differences with 
respect to the discretionary dimension. 

LITERATURE REVIEW 

Corporate social responsibility has been the subject of considerable writing and debate 
for many years among researchers and practitioners. In response to numerous demands that 
corporations pay a more energetic role in the overall welfare of the society, many businesses 
have in recent years given increasing attention to the social impact of their economic activities.  
This has prompted some organizations to introduce codes of ethics and to actively accommodate 
the interests of various groups in society by engaging in certain purely social endeavors 
(Berenheim, 1988; Lewin, 1988). 

In spite of these efforts, business executives are often perplexed by the continuous 
expansion of society’s expectations of corporations.  For example, in the corporate world, 
numerous laws and extensive government regulation affect virtually every aspect of business 
activities. They touch “almost every business decision ranging from the production of goods and 
services to their packaging, distribution, marketing and service” (Carroll, 1979). In such an 
increasingly legalized business environment, corporate executives are fully aware of society’s 
criminal and civil sanctions. The impact of this knowledge on managerial attitudes and behavior 
has been widely discussed and documented in both the popular and academic literature 
(Whitehill, 1989; Samuelson, 1990; Galen, 1992; Fisher, 1990). Thus, not only are managers 
held responsible for maximizing profits for the owners and shareholders and for operating within 
the legal framework, they are also expected to support their employees’ quality of work life, to 
demonstrate their concern for the communities within which their business operate, to minimize 
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the impact of various hazards on the global environment, and to engage in purely social or 
philanthropic endeavors. Furthermore, managers are puzzled when they discover that certain 
business practices are acceptable in one community but not tolerated in another. 
 Within the academic community, the notion that business firms should be attentive to the 
needs of a diverse group of constituents having a claim on the organization has been the subject 
of vigorous discussion and investigation for over two decades. Business educators have 
attempted to address this issue by discussing social and ethical issues in business ethics or 
business-and-society courses or by infusing these subjects throughout the business school 
curriculum (Murray, 1987). 
 Among researchers, this issue has provoked an especially rich and diverse literature 
investigating the role of business in society. Indeed, the Academy of Management has long 
established a separate division to address this issue.  Research in this area has followed two 
major streams. The most popular of these studies have focused on the relationship between a 
firm’s social responsibility and its financial performance (McGuire et al., 1988; Aupperle et al., 
1985; Ullman, 1985; Moskowitz, 1972; Vance, 1975). The other stream of studies has examined 
the effect of board members’ demographic and non-demographic characteristics on their 
individual corporate social responsiveness orientation (Ibrahim, & Angelidis, 1990; Kelley, & 
Whatley, 1987). 

Studies Focusing on the Social Responsibility of Students 
The number of studies examining the social responsibility of students is extensive and 

has produced diverse results. Ibrahim and Angelidis (1993) compared the corporate social 
responsibility orientation (CSRO) of students and business executives. The results showed that 
business executives tend to be more economically driven than students while students were more 
ethically and philanthropically oriented than the executives. Kraft and Singhapadki (1995) asked 
the students to assume that they were managers and then to rank organizational effectiveness 
criteria. These students ranked social responsibility criteria as the least important. In a study of 
231 students, Kalameh (1995) found that students are less concerned with the bottom line and 
more concerned with social responsibility and good corporate citizenship.  In her study of MBA 
students, Walker (1992) reported that they face a high degree of tension in dealing with a world 
of different moral institutional and societal values.

Studies indicate that the social responsibility orientation of students changes across 
different nations and cultures. Axinn and Blair (2004) compared the scores of ethical ideologies 
of MBA students from the U.S., Malaysia, and Ukraine against those of U.S. managers. They 
found that, overall, the managers scored higher on the stockholders’ view and lower on 
relativism than the students. Among the students, the Malaysians scored higher on idealism, 
relativism and the stockholders’ view than their American counterparts, while the Ukrainian 
students’ scores were similar to those of the American students.  Ibrahim and Angelidis (1994) in 
two studies examined corporate social responsibility orientation (CSRO) differences between 
American, Egyptian and Greek students. They reported that American students scored higher in 
the legal and ethical dimensions of CSRO than the Egyptian students, but the Egyptian and 
Greek students scored higher in the economic and discretionary dimensions of CSRO. 
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Studies Comparing Graduate and Undergraduate Students 
An examination of the literature reveals numerous studies comparing undergraduate and 

graduate students with regard to a wide variety of issues. They present a landscape of mixed 
differences and similarities between these two populations. For example, a study examining the 
relative importance of non-technical and technical skills of 270 graduate and undergraduate 
accounting students showed differences between the two groups (Usoff and Feldmann, 1998).  
Compared to the undergraduates, the graduate students placed greater value on written and oral 
communications and the ability of working with others. Another study focused on graduates and 
undergraduate students to determine whether there are differences in the problem-solving 
behaviors of the two groups as the abstraction of the problem increases. The results indicate that 
there are no differences between them (Hendrick, 1979). 

Remus (1996) examined the relative convergence of managerial decision making with 
those of undergraduate and graduate students. He found that unlike the undergraduate students, 
graduate students made decisions similar to those of practicing managers.  He also reported that 
decisions made by undergraduate students tend to be less effective and efficient.  Whitecotton 
(1996) studied the impact of experience and the utilization of statistical tools upon forecasting 
accuracy.  He examined financial analysts, graduate students, and undergraduate students. The 
results of a covariate analysis revealed that the analysts and the graduate students had a better 
slope and less scatter than the undergraduate students.  More recently, Klein (2002) found major 
differences between graduate and undergraduate students in their perceptions concerning the 
quality of information found in the internet. Graduate students believed more that information 
found in cyber space to be less accurate, less secure, poorly presented and formatted than 
undergraduate students. Finally, a study comparing Executive MBA students and undergraduate 
students revealed that the graduate students scored less in an overall creativity index than the 
undergraduates (McIntire, et al., 2003). 

In spite of these research efforts, there is a dearth of studies focusing on the social 
responsibility orientation of these two populations of students. This study addresses this issue by 
examining whether there are differences between graduate and undergraduate business students 
with respect to their CSRO. 

METHODOLOGY

A total of 704 business students from five universities in the eastern and southeastern 
United States participated in the study. The respondents’ corporate social responsibility 
orientation (CSRO) was measured with an instrument developed by Aupperle, Carroll, and 
Hatfield (1985). It is based on the four-part construct developed by Carroll (1979). In addition, 
the participants were asked to provide certain demographic information. 

In his seminal paper on the obligations of business toward society, Carroll suggested that 
total corporate social responsibility consists of four distinct components: economic, legal, 
ethical, and discretionary concerns. The first component requires management to maximize 
profits for the owners and shareholders by efficiently providing a supply of goods and services to 
meet market demands. Legal responsibility requires management to operate within the legal 
framework. To be ethical, a decision maker should act with fairness, equity, and impartiality.  
Finally, discretionary activities are purely voluntary; they are guided by management's desire to 
make social or philanthropic contributions not required by economics, law, or ethics. Carroll 
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contends that these four components "address the entire spectrum of obligations business has to 
society" (1991, p. 40). 

The instrument adopted a forced-choice format. This format is especially functional in 
the corporate social responsibility research area since it can limit a given respondent=s social 
desirability bias.  Respondents were asked to allocate up to ten points among four statements in 
each of several sets of statements. Each of the four statements in a set represents a different 
underlying dimension of Carroll's four components.  The instrument used in this study contained 
20 such statements. The mean of each respondent's scores on each of the four dimensions was 
calculated to arrive at an individual=s orientation toward each of the four components. 

RESULTS

The respondents were evenly split between females (50.2%) and males (49.8%). The 
majority were undergraduates (596 students), 68.4 % had full-time or part-time jobs, and 84.8% 
were single. The statistical analysis was conducted in two steps. First, a MANOVA was 
conducted. We considered this procedure to be the most appropriate analytic technique for 
exploring the relationship between educational status and the four corporate social responsibility 
orientation (CSRO) dimensions. This technique compensates for variable intercorrelation and 
provides an omnibus test of any multivariate effect. The independent variable was education 
status (graduate, undergraduate), and the dependent variables consisted of the four CSRO 
dimensions. As Exhibit 1 indicates, the MANOVA results showed that, overall, there were 
significant differences between the two groups of students. 

EXHIBIT 1: MANOVA TESTS 
     Value    F ______           Significance
Pillai’s Trace    0.46  8.365                    0.000 
Wilks’ Lambda   0.954  8.365                    0.000 
Hotelling’s Trace   0.048  8.365                    0.000 

The next step in the analysis involved performing a series of t tests to determine which 
pair of the two levels of the independent variable exhibited significant differences. Exhibit 2 
shows that undergraduate students scored higher in the legal and ethical dimensions while 
graduates scored higher in the economic dimension.  There were no significant differences in the 
discretionary dimension. 

This study tested the hypothesis that there are differences in the corporate social 
responsibility profiles of graduate and undergraduate business students.   The results have shown 
that this is the case. More specifically, this study found that graduate students are more 
economically driven than undergraduates.  One could speculate that undergraduate students have 
less business experience than the graduate counterparts so that they have less appreciation of the 
economic pressures business people are experiencing. 

EXHIBIT 2:  T TESTS FOR EQUALITY OF MEANS 
t Test Significance Means: Undergraduate/ Graduate 

Economic - 4.606       0.000                     2.62 / 3.04 
Legal    3.557      0.000                     2.72 / 2.47 
Ethical   3.139      0.002                     2.61 / 2.40 
Discretionary   0.285      0.776                     1.84 / 1.82 
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The second finding reveals that undergraduate students are more legally oriented than 
their graduate counterparts. One supposition that explains this result is that graduate students 
realize that legal considerations are some of the many concerns they must take into account when 
they make decisions involving the survival and prosperity of the firm. Undergraduate students 
might be more impressed by the legal factors and consider them in isolation, rather than as a part 
of a set of factors that play a role in the decision making process. This study also found that 
undergraduates tend to be more ethically oriented than graduate students. One possible 
explanation of this phenomenon is that younger persons tend to be more idealistic than those 
who are more mature. 

It is interesting to note that the lowest scores from both groups pertained to the 
philanthropic dimension. Furthermore, the statistical analysis did not find any significant 
differences between them in this area. One possible reason for this result is that business students 
believe that a firm’s major social responsibility is to enhance its profits by not involving itself in 
philanthropic endeavors. 
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ABSTRACT

This paper is designed to address, in general, the nature and patterns of FDI flow for the 
years 1990-2008. In particular, the paper focuses on the emerging markets and their importance 
as recipients and suppliers of FDI. The results show that FDI inflows into emerging economies 
have increased at a rate higher than that for developed countries. Furthermore, it shows that 
outflows from emerging economies are not only impacted by the current economic crisis but also 
have risen at an increasing rate in recent decades. The results underscore the economic power of 
these countries without overlooking their vulnerability to sudden fluctuations in the global 
markets.

INTRODUCTION

Since the ascendance of the Industrial Revolution, cross-border capital flows have been 
instrumental in realizing economic growth and technology transfer. Earlier, during the 
colonization era, capital primarily followed the flag and both the colonial state and charter 
corporations were the medium through which capital was transferred to colonies. The search for 
new markets and the emergence of multinational corporations (MNCs) have dramatically 
changed the compositions, sources, and destinations of capital flows. Indeed, foreign direct 
investment (FDI) has assumed a life of its own and, since the 1980s, its rate of growth has 
surpassed that of international trade. In fact, the growth of FDI outflows has far outpaced growth 
in exports and world output (Roach, 2005).

FDI should be differentiated from investment portfolios. The latter does not represent a 
notable degree of control in any business entity. The FDI, on the other hand, represents an 
investment made by a company in business activities, including the purchase of physical assets 
or a controlling stock in a company, in a country other than the home market. The FDI is a 
deliberate and purposeful business activity and is strategically aimed at enhancing a company’s 
competitive market position. Hence, such activities have contributed to economic growth and 
development and have been significant in easing world economic integration. Indeed, FDI helps 
countries to develop and grow (UNCTAD, 2003). Wilkins (2005) underscored the importance of 
FDI flows when she asserted that accompanying these flows will be business culture, practice, 
perspectives, and information. That is, FDI flows, depending on circumstances, can help in 
advancing technological innovation, economic growth, social development, and a change in 
business culture.

FDI flows have substantially increased over the years from an average of 2.25b in 1990-
1995 to 1.7t in 2008. This increase in FDI has been credited to MNCs’ worldwide activities. The 
number of MNCs has experienced phenomenal growth; increasing from 24,000 in 1990 to 
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82,000 in 2008 (UNCTAD, 1993, 2009).  In recent decades, the flow of FDI to developing and 
emerging markets has increased substantially. This has accelerated since the abatement of the 
Cold War, economic liberalization, political democratization, and recently the financial crisis.  
The latter has been instrumental in changing the landscape of FDI as investments to these 
countries have surged, thereby increasing their share in global FDI flows to 43 percent in 2008 
(UNCTAD, 2009). Previously, Li and Resnick (2003) found that democratic institutions 
positively affected FDI inflows to developing countries. FDI trends are a multidimensional 
phenomenon which is an outcome of the interplay of complex macro-economic and firm 
strategic perspectives and hence is subject to change (Sethi, Guisinger, Phelan, and Berg, 2003). 
This paper is designed to address the changing trend of FDI flows to emerging economies from 
1990 to 2008 and attempts to shed the light on the reasons which make such a trend possible. 
Furthermore, the paper will briefly address the determinants of FDI and the role of MNCs in 
accelerating the shift in FDI flows.

LITERATURE REVIEW 

Generally, studies on FDI have evolved gradually and have produced deeper insights 
benefiting from UN annual FDI publications.  Earlier, there was no theory of FDI (Dunning and 
Rugman, 1985). The earlier conceptualization of FDI was undertaken by Hymer (1960). Hymer 
viewed FDI as an instrument for transferring assets and knowledge so that MNCs can achieve a 
desired degree of control. In his product life cycle, Vernon (1966) argued that corporations 
utilized foreign investments as their products reached the standardized stage and maturity in the 
home market. This particular study motivated several scholars to look closely at FDI activities 
and to incorporate various perspectives in order to reasonably and adequately explain the rise, 
growth, and trends in FDI. Chief among these scholars are Buckley and Casson (1976) and 
Dunning (1980). Buckley and Casson focused on market imperfections. These researchers 
indicated that firms undertake FDI in order remove imperfections by internalizing the 
transaction. Dunning, on the other hand, proposed an eclectic paradigm to explain why a firm 
undertakes FDI in a particular location. He argued that a location is considered appealing for 
investment when certain locational features along with ownership and internalization advantages 
exist. Recently, Sethi et al.  (2003) suggested that in their search for optimal locations for their 
investments, MNCs evaluate all prospective locations for their investments through traditionally 
identified FDI determinants and select locations offering the best fit with their strategy.

Traditionally, most of the research on FDI has focused on the triad areas (U.S., European 
Union, and Japan). In recent years, this has introduced, in terms of regions, North America, 
Europe, and Asia-Pacific (see Dunning, Fujita, and Yakova, 2007; Rugman and Verbeke, 2007). 
The concentration of international activities, primarily FDI and trade, is in the triad. This does 
not necessarily convey that other regions are excluded. Rather it indicates that international 
business activities are not evenly spread across regions and that the triad is the source/ 
destination of these activities. Rugman and Verbeke (2007) argued that MNCs’ activities are 
regional in nature as both FDI and sales are concentrated in the triad areas. This, however, is 
gradually changing as emerging economies have increasingly become a source and a destination 
of FDI flows. For example, in their study of location choices of top 100 U.S.-based corporations 
over a twenty-year period, Flores and Aguilera (2007) found out that regions outside the triad 
have become more attractive MNC locations. 
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Garten (1997) indicated that big emerging markets were destined to change the face of 
global economic and politics. He predicted that these countries would be pivotal for the future 
growth of world trade, global financial stability, and the transition to free market economies. In 
recent years, studies have been conducted to explain the rise of FDI in emerging and developing 
nations. These studies have been conducted not only to figure out whether FDI determinants are 
similar to those of developed nations but also to provide insights into the nature, patterns, and 
motives for investing in non-developed countries. In investing in emerging markets, MNCs are 
exposed to information asymmetries and risks (Filatotchev, Strange, Piesse, and Lien, 2007). 
These authors have argued, too, that FDI strategies of MNCs in entering emerging markets are 
an outcome of a complex interplay of institutional and organizational factors.  Jordaan (2008) 
established that complex factors such as productivity, education, market demand, and 
infrastructure are important factors in attracting FDI. Indeed, as Buckley, Devinney, and 
Louviere (2007) have found, managers usually follow a set of rules in considering their 
investment choices abroad which include both organizational and institutional variables.  
Globerman and Shapiro (2003) and Luo, Chung, and Sobczak (2009) underscored corporate 
governance practices in attracting FDI. Sethi et al. (2003) found that FDI flows to emerging 
economies are influenced by several factors including political and economic stability, high 
GNPs, sound infrastructure, technically skilled labor and culture along with membership in 
economic grouping.

Outflows from emerging markets have also increased in recent years. An increase in 
sovereign wealth funds, the emergence of vital MNCs from emerging economies, and openness 
to world markets have contributed to this trend. The recent economic crisis appears not to have 
affected this flow. In fact, the developing and transition economies accounted for nineteen 
percent of global outflows in 2008, an increase over previous years (UNCTAD, 2009). China, 
Brazil, and Russia have played a significant role. Nevertheless, contrary to the buzz, outward 
FDI from emerging markets such as China remains relatively small (Morck, Yeung, and Zhao, 
2008). China’s flow and stock are minuscule in comparison to its GDP, even compared with 
those of other developing countries (Morck et al., 2008). In fact, the majority of China’s FDI is 
in the form of mergers and acquisitions concentrated in neighboring Asian economies (Zhang, 
2009). The remainder of FDI is often located in tax havens areas, particularly the Cayman 
Islands and the Virgin Islands (Zhang, 2009). With respect to destination by income level, the 
majority of China’s FDI outflows go to developing economies (Zhang, 2009). Only 5 percent of 
China’s total FDI outflows are destined to North America and Europe. China’s investment in the 
Middle East, Africa, and Australia is primarily aimed at natural resources, while investment in 
Asia, Latin America, and Eastern Europe is concentrated on manufacturing activities (Zhang, 
2009).

METHODOLOGY

Data and Method.
An aggregate data on FDI inflows and outflows was obtained from the United Nations 

Conferences on Trade and Development (UNCTAD). The data was obtained from 1990 to 2008 
using multiple publications of the World Investment Report. The aggregate data was collected for 
world total, developed, and developing countries. In addition, the aggregate data for each major 
emerging country was also obtained for the years under study. The top fifteen major emerging 
countries were identified based on GDP ranking provided by the World Bank (2009). Change as 



347

percentage was calculated. Furthermore, the Fortune Global 500 was used to generate the list of 
MNCs from the top emerging economic for 2005 and 2009.

FINDINGS

Table 1 shows FDI inflows over several years for top emerging economies along with 
world total and developed and developing nations. The results indicate that world inflows 
increased from an average $225.32b for 1990-1995 to $1.70t in 1999. But for the period 2000-
2005, the average decreased to $819.84b. This particular pattern also occurred, for the same 
years for emerging economies where the total inflows for the top fifteen increased from $42.90b 
in 1990-95 to $130.81b in 1999 and experienced a decline to $127.87b in 2000-2005. The Table 
shows, too, that China, Russia, Brazil, and India, in order, witnessed a phenomenal increase in 
FDI inflows between 1990-95 and 2008. For example, inflows to China increased from $19.36b 
in 1990-95 to $108.31b in 2008. Iran and Venezuela received the least inflows in 2008. For 
2000-2005 and 2008 there was a decrease in inflows which was common to the entire world and 
the regions; developed, developing, and emerging economies.

Table 2 shows FDI outflows for the same years as Table 1. Total world outflows 
increased from $253.30b for 1990-95 to $1.00t in 1999. This was jumped to $1.86 in 2008.  
While the pattern of flows for the developed nations resembled that of the world, the outflows 
for both developing and emerging economies did not experience the same drop as in 2000-2005 
and 2008. In fact, like in developing countries, the emerging economies witnessed an increase in 
2000-2005 over 1999; from $13.75b to $23.97b. Likewise, while total world outflows dropped in 
2008 relative to 2007, for emerging economies it did increase from $148.40b to 176.40b in 2008.  
The countries that experienced an increase of their outflows in 2008 relative to 2007 outflows, in 
order, are: Russia, China, Brazil, and India.

Table 3 shows the percentage increased, for the years in the study, for both inflows and 
outflows. The Table reveals that with the exception of the 1990-1999 change, the emerging 
economies and developing nations, in general, experienced a larger increase in their inflow and 
outflows than both world total and developed nations. For example, for the period of 1990-2008, 
there was a 834 percent increase in inflows to emerging economies relative to change in 
developed nations; 564 percent. A similar pattern is held for outflows where emerging 
economies increased by 1847 percent vs. developed world, 582 percent.

Table 4 shows major MNCs, included in Fortune Global 500, from emerging economies. 
It shows that China and Korea followed by Russia have the most MNCs.   It should be noted that 
total MNCs from emerging economies increased from 47 in 2005 to 86 in 2008. 

DISCUSSION

The importance of emerging nations in the world economy has been highlighted by the 
sudden rise of China, India, and Brazil in the world trade and by their rate of economic growth 
relative to developed economies. The financial crisis which took place in the U.S. in 2008 sheds 
some light on the significance of the emerging economies and their role in stabilizing the world 
economy. One vital factor in measuring the role of any country in the world economy is the 
amount of FDI flows. Our results demonstrate that there has been a phenomenal growth in the 
FDI flows to emerging economies. These countries have become an attractive place for FDI. The 
average FDI inflows for these nations decreased for the years 2000-2005, reflecting the fact that 
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these countries were susceptible to the economic crisis which took place in Asia in late 1997.  
However, relative to the developed nations, the 2008 crisis appears not to impact FDI inflows to 
these emerging economies. This may indicate that the economy of these countries is more 
resilient to the crisis which originated in the U.S.  Perhaps, too, the economy of these countries 
has a better capacity to recover and international investors have confidence in the economic 
strength of these countries. 

In terms of outflows, the emerging economies have become increasingly a source of FDI. 
This, as the data showed, has steadily increased since 1990. There are many factors which may 
contribute to this trend, including the rise of MNCs from these countries, political stability and 
openness, cultural proximity, improving infrastructure, increasing demand and business 
opportunities, increasing the size of the middle class, and transparency and improving legal 
institutions which provide property rights protection and ensure due process. An interesting 
finding is that there has been no decrease in the outflows from emerging markets during the 
economic crisis of the late 1990s and 2008. This may demonstrate that these countries have 
active investors who have confidence and are looking to seize opportunities in other regions. It 
may indicate, too, that these inventors purposively link their business growth to the global 
market.

More importantly, our study indicates that the rate of growth in both FDI inflows and 
outflows has been well above that for developed nations and the world average. While this 
finding may reveal that these countries are vital contributors to the health of the world economy, 
it does signal that the FDI is no longer concentrated in the triad areas. That is, increasingly, FDI 
is becoming global. Perhaps the rise of MNCs from these countries and, in particular, the 
increasing attractiveness of these economies for international investors constitute a qualitative 
change in business operations across the globe, and the quest for world economic integration is 
not hindered by the reemerging economic crises of global capitalism.

Furthermore, though most of the studies on FDI, including UNCTAD, have attributed the 
flourishing of FDI to the role of MNCs as an instrument for spreading investment across the 
globe, our results show that even though South Korea has more major MNCs than India or 
Russia, it has less FDI flows than these countries. Perhaps the size of the population is a 
determining factor in attracting FDI. This is consistent with the results of Flores and Aguilera 
(2007) who found that population has become more important in predicting the likelihood of 
being a recipient of FDI. 

Our study has its limitations, especially in its focus on aggregate data. Future studies may 
focus on a country or a region and changes in FDI over a longer period. This should be 
correlated with GDP, population size, and other factors like infrastructure and cultural and 
political openness.  Nevertheless, this study underscores the importance of emerging economies 
in the global flows of FDI. This importance is expected to deepen as the economies of these 
countries are increasingly integrated in the world. 
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ABSTRACT

Talent management is a key factor that determines organizational performance and the 
success of organizations in the marketplace. This article discusses the state of talent management 
in the Arab World. The article reflects on major economic indicators and development in the 
region. In addition, it probes the factors which ease/impede talent management. Based on 
statistics and information provided by UN agencies and other business surveys in the region, it is 
concluded that the environment in the region is not conducive to talent discovery, development, 
and deployment.

TALENT MANAGEMENT IN THE ARAB WORLD 

Recent developments in the global economy have situated talent resources as the primary 
factor for competitive advantage and prosperity. Indeed, the evolution and growth of the world 
economy in the last two centuries demonstrates that a nation’s ability to discover, develop, 
energize, and deploy human capital is the most critical factor in positioning it strategically in the 
global marketplace.

In today’s world, economic development is primarily linked to generating and using 
knowledge. In countries where the general environment is conducive for nurturing and rewarding 
creativity, economic progress takes place. The common thread among countries which have 
experienced remarkable economic growth and a tangible improvement in the welfare of their 
people (e.g., Singapore, Finland, Germany, South Korea, etc.) is a commitment to nurturing and 
rewarding talented personnel. Sustaining economic growth and development, requires, two 
interrelated elements: good economic governance (accountability, property rights, and rule of 
law) and investments in human capital (Timmer, 2006).

The Arab world, despite its wealth and abundance of natural resources, has experienced 
difficulties in the improvement of its economic welfare. The UN’s Arab Human Development 
Report 2009 found that “For nearly two and half decades after 1980, the region witnessed hardly 
any economic growth” and without any tangible benefit for citizens.  Furthermore, the Report 
argued human insecurity is common and it inhibits human development. Since, the youth 
population in the region constitutes about 60 percent; the state of underdevelopment coupled 
with high unemployment rate are expected to intensify social and political instability if sound 
strategies are not envisioned and carefully executed.

The Arab World, from Morocco to Iraq, because of its natural resources and geographic 
position, has been on the global stage.  Since the late eighteenth century, it has been subjected to 
Western colonization and invasion. This has resulted in lost opportunities and acute 
fragmentation. In fact, recent invasions and occupation, “have exacted a heavy price in terms of 
lost lives and freedoms, with negative repercussions on income, employment, nutrition, health, 
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education and the environment” (UN’s Arab Human Development Report 2009, p. 185). The 
Arab region was arbitrarily divided into countries and protectorates. This was succinctly 
captured by Israeli strategist, Oded Yinon when he stated in 1982 “The Moslem Arab World is 
built like a temporary house of cards put together by foreigners [France and Britain in the 
Nineteen Twenties], without the wishes and desires of the inhabitants having been taken into 
account. It was arbitrarily divided into 19 states.”

Despite, the prevailing gloomy economic situation and political instability, the Arab 
World has the potential to be an active global economic player and a contributor to knowledge 
generation and cultural enrichment. Indeed, the region has many possibilities which if effectively 
used, can “set free again the sources of life and vitality in the Arab nation” (Jayyusi, 2006, p. v).  
Furthermore, the IMF (2009) indicated that the region is likely to fare better than countries in 
other parts of the world in coping with current financial and economic crises. This paper 
addresses the nature and trends in talent management in the region. Specifically, it covers the 
practice of human capital formation, stages of development, factors that foster/ impede its 
development, institutional and structural arrangements at micro and macro levels, and strategies 
essential for attracting and retaining talent while enhancing the capacity of the economy to 
absorb growing labor force.

CHANGING NATURE OF TALENT MANAGEMENT 

Talent management (TM) as a corporate area of focus is a new development ( Cappelli, 
2008; Galagan, 2008; McCauley and Wakefield, 2006; Paradise, 2009). As a concept and 
practice, TM   has assumed an increasingly important role in revitalizing corporations and 
enhancing their competitive advantage. This is especially true as the world and MNCs, in 
particular, face a shortage in skilled and knowledge personnel (Guthridge and Komm, 2008; 
McCauley and Wakefield, 2006; Ready, Hill, and Conger, 2008). Primarily, TM focuses on 
cultivating and nurturing competencies. Since the concept of TM is still in its early stage of 
infancy, there is no concession among corporate experts on the meaning of and approaches to 
TM. Nevertheless, there are two prevailing views (Pace, 2008). The first focuses on learning and 
thereby it conveys a very narrow meaning of TM. The second view places emphasis on strategic 
choices and how to compete in the marketplace.

Generally, the essence of TM is human capital formation and development. As Cheese, 
Thomas, and Craig (2007) argue, in the corporate world, the discussing of talent always implies 
an ability to multiply and create ever-increasing sources of new value. Based on their talent 
conceptual model, we propose that the term TM means the process of discovering, developing, 
deploying, motivating, and energizing the workforce within an organization to effectively 
achieve objectives and enhance the competitive position in the marketplace. The process of TM 
is dynamic and futuristic in nature. This is because TM encompasses not only leveraging human 
capabilities but also strategic choice. The latter involves rethinking priorities based on practical 
assessment of the corporate resources and conditions and developments in the marketplace; 
especially the nature of competition and competitors’ initiatives.

Certainly, TM has two primary concerns. These are competencies and performance 
process (Galagan, 2008, p. 42).  Galagan indicates that the practices of TM usually include nine 
aspects: leadership development, succession planning, career planning, performance 
management, high –potential employee development, learning and training, competency 
management, retention, and professional development. However, researchers have indicated that 
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the practice of TM, in developed countries and especially, the U.S., is either dysfunctional 
(Cappelli, 2008) or not yet developed (McCauley and Wakefield, 2006; Paradise, 2009).

In the developing world, supporting and sustaining growth has become an imperative 
task. These countries cannot escape poverty, disease, economic stagnation, and dependency 
without refocusing efforts and policy directives on nurturing and cultivating talent. Indeed, in 
these countries, especially the emerging nations, companies have no choice but to nurture local 
talent and broaden and upgrade their resources to cope with mounting market challenges (Ready 
et al., 2008). Countries which have reasonably cultivated talent have achieved relative social 
stability, human resource edge, and the welfare of broader group (Cummings, 1995).

DEVELOPMENT PROSPECTS 

Countries in the Arab World are either resource (oil) –based (Algeria, Iraq, Libya, 
Kuwait, Oman, Qatar, Saudi Arabia, and UAE) or lacks oil and related resources thereby having 
low per capita income (e.g., Djibouti, Egypt, Jordan, Mauritania, Morocco, Sudan). General 
economic indicators are provided in Table 1. Among the non-oil producing countries, only 
Tunisia achieved more than $7,000.  The disparity in income is remarkable, where Yemen has 
about $2,400 per capita income while Qatar has $103,500.  On average, the Arab countries have 
a very high unemployment rate. The highest rate in Djibouti (59%) and the lowest is in Qatar 
(0.4%). In general, the Arab World has high unemployment rate relative Israel (6.1%) and South 
Korea (3.2%). The Arab World, however, collectively, has more than 300 million people and 
high-percentage workforce that can be utilized to improve economic conditions.

 A useful indicator for nurturing, cultivating, and utilizing talent is the number of patents 
obtained each year. Table 2 shows U.S. patents granted in 2008, Israel had 1166 while the whole 
Arab World had 71 patents. The latter is conspicuously low relative to South Korea which 
registered more than 7549 alone. The largest economy in the region in terms of GDP, Saudi 
Arabia, had only 30 while Egypt, the largest in terms of population, had 2 granted patents in the 
same year. The accumulated granted patents for 1998 -2008, South Korea and Israel had 49,935 
and 10,926 respectively, while the rest of the Arab World had 457 patents.

Three major developments, relative to talent, are noticeable. First, for six consecutive 
years, the Arab World has witnessed an increase in foreign direct investment (FDI), especially 
for countries of Saudi Arabia, UAE, and Egypt (UNCTD, 2009). The second progress is in terms 
of human development. The UN Human Development Report 2009, which measures the average 
achievements in a country based upon three dimensions of human development (longevity, 
knowledge, and an appropriate standard of living), provides a more realistic and promising 
picture of the situation in the region.  Four countries ranked among the highest nations (Bahrain, 
UAE, Kuwait, and Qatar). The rest of the countries ranked at high and medium categories 
(ranging between 39 and 158). This indicates that citizens have opportunities to realize their 
potential, increase their choices, and enjoy the freedom to lead lives they value (UNDP, 2009). 
Accordingly, the region is considered to be a fruitful place for human capital formation and 
nurturing talent. Furthermore, there has been substantial growth in higher education institutions 
in the region (Arab Human Development Report 2009). These developments, coupled with the 
availability of large amount in sovereign wealth funds (Farrell and Lund, 2008), enable the 
region to embark on ambitious development projects.
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OBSTACLES TO TALENT DEVELOPMENT 

Historically, talent issues in the region were not addressed adequately. At the corporate 
level, the issue at best, was viewed narrowly and was strictly confined to personnel office. In 
recent years, due to openness to world market and liberalization of trade, increasing number of 
Arab business people who graduated from western universities, influx of foreign consultant 
firms, and phenomenal growth in MNCs operating in the region (e.g., 80 percent of Fortune 500 
companies now have regional hubs in the UAE--KPMG, 2008) human resource departments 
have been incorporated in organizational structure and the function assumes strategic important 
in some corporations.

Despite the increasing awareness, however, TM is and for the foreseeable future will not 
be as an integral strategic issue. In a survey of 587 most influential CEOs in the region 
conducted by the Arab Human Capital Challenge (2009), these executives indicated that  there is 
no sufficient supply of qualified national labor, the education system does not provide people 
with adequate skills and in sufficient quantities to the economy, the curricula are based on 
theoretical knowledge rather than practicality, and that they are not satisfied with the educational 
system (see Table 3). Likewise, the Middle East Youth Initiative (2009) and the Arab Human 
Development Report 2009 have both underscored poor quality of education and lack of linking 
skills to market needs. In fact, the first, reported, “the lack of skills among workers as a major 
constraint on business growth.”

In a survey of 13,376 employees across the region, Bayte.com (2009), a Middle East job 
site, found that though most participants were informed about the company’s short and long 
term-goals, they are not that motivated, are not willing to recommend their organizations to their 
friends, and believe that their current organization offers little help to achieve a good work-life 
balance (see Table 4).  These perceptions, along with others, demonstrate that employees in the 
region, despite, some kind of work security do not feel appreciated and that they may not work 
up to their potential.

In addition, there are several factors which impede talent development. Ali (2010) 
identifies lack of fair accesses to career growth and influence, high unemployment rate, high 
percentage of youth, relative to total population,  with no suitable education, discrimination at 
the workplace, reliance on expatriates, weak structural foundations of the economy, lack of 
succession planning, inadequate training and development, negligence of retention of talent 
personnel, and lack of performance-–related pay. Most importantly, the Arab Human 
Development Report 2009 attributed lack of talent development and utilization to prevailing 
institutional factors, including lack of democracy, and political participation, and the primacy of 
personal connection to the ruling class and powerful political families.

OVERCOMING OBSTACLES TO TALENT DEVELOPMENT 

In recent years, the region has witnessed economic reform, privatization, and introduction 
of labor protection laws.  These reforms allow entrepreneurs and employees to have some say in 
the business affairs and at the workplace.  However, the region capacity to create wealth and jobs 
for its people is significantly curtailed (Ali, 2010). Ali  suggested that, individually and 
collectively, and in partnership with business and civic organizations, the state must reinvigorate 
talent multiplication, introduce compensation package compatible with global trends, invest in R 
& D,  grant citizenship to expatriates with needed skills, diversify the economy and invest in 
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knowledge creation institutions, ease the emergence and growth of independent business, build 
sound vocational , science and engineering institutions, and away from State security and more 
toward human security. 

The above prescriptions are impossible, under current political and social institutions to 
be guiding principles. If progress of any kind is to be made in the region, political reform and 
business managers’ participation in managing their national economies are prerequisite. Under 
conditions of human insecurity and freedom deficit, no amount of investment and spending will 
free the energy of the workforce and energize them to utilize their capacity and align their goals 
with that of their organizations.

CONCLUSION

Talent management plays a pivotal role in ensuring balance and sustainable development. 
In the Arab World, development since early 1980s has not progressed in a compatible pace with 
the amount of invested capital. In fact, the experience of the Arab countries in talent 
development has been disappointing.  The region, however, is endowed with rich resources and 
young population which, under normal conditions, should allow greater development and 
utilization of talent. 

Unfortunately, there are several factors, ranging from political to social, that impede 
talent discovery, development, and deployment. Policymakers and business executives have to 
grip the fact, that economic development requires sound economic governance and an 
appreciation of knowledge creation and dissemination. These are important for unlocking 
leadership talent and creative involvement in the national economy. 
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ABSTRACT

The concept of Sustainable Development has emerged as a framework for businesses to 
address the sometimes competing demands for environmental protection, economic 
development, and social equity.

The private sector, however, still narrowly interprets sustainability as environmental 
stewardship that offers minimal value as a model for improving the bottom line and the long-
term viability of the business. This paper integrates Sustainable Development with strategic 
management and how businesses can sustain their existence over very long periods of time. 
Thus, sustainability is used as a key framework to improve the long-term survival of the firm. 

INTRODUCTION

  “Sustainable development”, has been an important topic in several fields, from 
economics, to ecology and politics. However, work within the private sector has demonstrated 
little evidence in understanding, valuing or using the Sustainable Business construct as a model 
for creating long-term success. “In the private sector, sustainability is still often narrowly 
interpreted as environmental stewardship. If we look at sustainability as long-term survival, then 
a company’s ability to fit well with its environment is the key. In this article, we take an 
exchange-based approach to analyzing this interaction. Survival depends on a company’s ability 
to maintain high levels of satisfaction among its key stakeholders. 

SUSTAINABLE DEVELOPMENT AS A RELATIONSHIP 

From the World Council of Churches original use of the term to the BCSD’s current 
orientation, the concept of sustainable development’s aim is to integrate environmental, 
economic and social justice issues.

Business must see sustainable development as a way to improve the organizations 
success by leveraging the relationship of the “living triangle” in a way that improves 
management, operation, profit and long term viability of the firm. This requires addressing the 
concept of the corporation as a social entity, clear articulation of the advantages of sustainable 
development to improve organizational performance and “mechanics” for integrating 
sustainability into the strategic planning process, assessing performance for each of the three 
elements, accounting for the value of sustainability in the organizations financial records and 
communicating those elements to shareholders in a meaningful way.
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OVERCOMING AGENCY THEORY – BEYOND PROFIT 

Adam Smith is often cited in Wealth of Nations (1776) as the spokesperson for the profit-
driven firm. Milton Friedman has become the 20th century spokesperson for the profit-driven 
perspective with the primary focus of the firm on increasing shareholder wealth. The summary of 
his argument is that “The social responsibility of Business is to increase profit” (Friedman, 
1970). Essentially, this forms the basis for the agency theory of the firm where the corporate 
executive acts as an agent of the shareholder with a focus on profit. 

Whole foods CEO John Mackey suggests that Friedman’s perspective is “too narrow 
…and…undersells the humanitarian dimension of capitalism” (Mackey, 2005). Mackey argues 
that the modern corporation has multiple stakeholders (beyond shareholders) including, 
customers, employees, suppliers and the community. Mackey’s case is essentially a multi-
dimensional/multi-stakeholder perspective for the business enterprise. 

Other management leaders have advanced the multiple stakeholder perspective and the 
dangers of over-focus on profit. Kaplan and Norton (1996) propose that a Balanced Scorecard is 
needed to ensure the firm manages interdependent elements and to improve the long term 
viability of the firm. Employee development, customer satisfaction and process improvement 
gain stature in this model. The Balance Scorecard and related multi-stakeholder models offer 
support for a sustainable development framework. 

Of the three sustainability elements, social responsibility has had the most difficulty with 
measuring its value in ways meaningful to all stakeholders. Furthermore, value must be 
measured for economic, environmental and social capital of the firm, if the concept of 
sustainable development is to resonate with multiple-stakeholders including investors. This 
suggests a broader and possibly systems approach to the organization. 
Systems Theory presents a framework for managing the business enterprise as part of its physical 
and social environment and therefore, mutually dependant (Charlton 2003). The Balanced 
Scorecard is used by many businesses to create a more sustainable focus for the business. The 
shift from singular/shareholder focus to multiple-stakeholder focus provides a rational baseline 
for business people to understand a broader view of the enterprise and to understand the potential 
and value of managing a business as part of a social enterprise.

Enterprise Strategy extends the concept of Systems theory and provides a framework that 
integrates the organization with its environment. According to Shendel and Hofer (1979), 
Enterprise Strategy emphasizes the role the firm plays in society by addressing mutually 
reinforcing elements of responsibilities to shareholders, customers and its global community.
The Balance Scorecard, Systems Theory and Enterprise Strategy, provide solid ground for 
developing the next generation of sustainable business models. Essentially, the corporation needs 
to extend these concepts and methods to one where the organization and its potential are viewed 
as part of the environment-biophysical, and socioeconomic system. 

CALL TO ACTION

The limited acceptance of Sustainable Development as a management model suggests the 
need for a new framework and tools to move beyond the current ecological perspective and 
limitations.

First, we need to clarify and present a clear management framework for Sustainable 
Development as a practical management model. The Balanced Scorecard, Systems Thinking and 
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Enterprise Strategy offer reasonable constructs for organizations to use in guiding organizational 
mission, vision and leadership of the firm. These frameworks shift the orientation of the firm 
from an agency-based or profit-centered focus, firm to one that is multi-dimensional and more 
sophisticated. The firm potentially develops improved strategy through understanding the 
complex interdependencies of the firms operating environment AND an increased ability to 
innovate because of that holistic understanding. Hamel (2000) suggests that it is because of this 
holistic view that the organization has the ability to produce wealth through discontinuous 
innovation and in turn, long term competitive sustainable advantage. It increases the value 
maximization orientation of the firm to include not only shareholders, but customers, the 
community and environment with sustainable solutions. Value is achieved through product 
ecology, economic growth and social responsiveness. Risks are mitigated through 
environmentally conscious planning and socially responsible action.

Second, we need to explore and clarify how strategic planning practices, which are 
already perceived as complex and costly, can be modified to effectively address the additional 
dependencies suggested by a Sustainable Development model. Current strategic planning models 
already typically include assessment of internal external elements, reconciliation with the 
corporate mission and objectives and recognition of environmental and political dynamics. 
However  Sustainable Development theory suggests a much more robust planning approach and 
shift in orientation of the firm to view itself as part of an ecological and social system where, 
once understood, provides a mechanism for achieving long-term sustainable advantage for all 
constituents including shareholders. This creates an inherent problem. If some companies already 
struggle with strategic planning, how can a Sustainable Development strategic planning model 
be reasonably holistic, yet simple enough for all organizations to use in its planning process?

Third, the outcomes of strategic planning need to be managed in a way to link the 
functional areas of the institution with Sustainable Development objectives. This suggests many 
implementation issues. How might products be designed to consider economic, social and 
environmental issues beyond current packaging and cost reduction constructs?

Fourth, to achieve functional excellence based on a Sustainable Development model 
requires that employee culture and values be aligned and reinforced with Sustainable 
Development principles. Here again, traditional management theory and practice speak to 
corporate culture and the importance of values within the organization yet most management 
theorists and practitioners acknowledge the difficulty in creating positive corporate culture and 
supporting values. Introducing Sustainable Development as a model of governance and decision 
making requires changes in culture and values. This can be powerful yet, complicated. 
Overcoming this challenge and identifying and affecting supportive Sustainable Development 
culture and values may lie in the advantage of the social and environmental orientation of the 
firm.

Fifth, beyond culture and values, compensation and reward mechanisms are required to 
support Sustainable Development thinking, action and objectives. If the objective of the firm 
goes beyond short-term profit maximization, how can operations, sales, finance and staff 
personnel be compensated in a way that rewards Sustainable Development work while other 
companies or the investment community may reward or judge their performance differently.

Six, corporate valuation and reporting changes are needed to reflect the increased value 
of the organization from sustainable practices including environmental, social, risk mitigation 
and enhanced long-term sustainable advantage. Ultimately, the investment community must be 
able to understand this increased value through reasonable transparent assessment and 
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accounting practices. As previously mentioned, this will require new tools for capturing the firms 
environmental and social advantages, the later being the most problematic. Concepts like eco-
efficiency, viability, risk mitigation, customer and social equity all need to be explored. The 
work on Triple-bottom line reporting and other emerging financial accounting practices hint 
toward new solutions.

STAKEHOLDER OPTIMIZATION AND SURVIVABILITY

In his classic “Capitalism, Socialism and Democracy“, published in 1942, Schumpeter 
talked about capitalism being a dynamic system where there is no static equilibrium, but instead 
a perpetual process of renewal and destruction. Renewal comes through innovation and the 
creation of new businesses by entrepreneurs, whereas destruction is the demise of old companies 
that are replaced by the new ones. Schumpeter called this process “creative destruction” and it 
remains a key characteristic of the market economy (Schumpeter, 2008).

Given the reality of a changing business environment and the process of creative 
destruction, is it possible for a business to sustain itself over very long periods of time, and if so, 
how can this be achieved? A brief look at history shows us that long-term survival, although rare, 
is not impossible. A 2009 survey by Tokyo Shoko Research, identified 8 companies in Japan that 
have been in business for over 1000 years.  The Bank of Korea has identified 837 companies that 
have lasted for over 200 years in Germany, 222 in Holland, and 196 in France. With 89.5 percent 
of all firms that are older than 100 years being small businesses employing fewer than 300 
people (Kim 2008).

If we look at sustainability as long-term survival, then a company’s ability to fit well with 
its environment is the key. We propose an exchange-based approach to analyzing this 
interaction. Survival depends on a company’s ability to maintain high levels of satisfaction 
among its key stakeholders. Therefore, we define sustainability as follows: 

Business sustainability is the outcome of establishing and maintaining long-term, mutually 
beneficial exchanges with the organization’s key stakeholders and thus achieving the best 
alignment with the company’s environment. 

Given that different stakeholders may have demands that are often in conflict with each 
other, a company is faced with the issue on how to balance them and on how to achieve and 
maintain this balance. This balance is never static, because the relative importance of 
stakeholders is fluid. The resulting challenge for managers is not that they lack the insight about 
the importance of the stakeholders, but rather as to how to allocate scarce resources such as 
money, time, personal attention, etc., in managing them efficiently. What we are proposing is a 
systematic method that managers can use to optimize their stakeholder management and to 
achieve sustainability. 

The varying length of the arrow represents how immediate the impact of a particular 
stakeholder is on the corporation. The varying thickness of the arrows indicates a higher score on 
the 100 point scale. Example of a visual summary of key stakeholder exchanges and their 
importance.

Step #1: Identify the key stakeholders.
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Step #2: Allocate 100 points among the key stakeholders. the allocation of the 100 points should 
reflect not only relative importance but also the current level of stability in the exchange 
relationship between the company and each stakeholder. The combination of importance and 
stability gives a numeric value of urgency. Once the points are allocated, then the manager has a 
clear idea of what percentage of resources to allocate in managing each of these exchanges. 
Step #3: Determine the likelihood of outcomes of each negotiation with each stakeholder. 
Predicting the outcomes of negotiations with stakeholders is not an easy task. Here, Bueno De 
Mesquita’s model of prediction combines inputs about key players and then analyzes them using 
a game theory based simulation (Bueno De Mesquita 2009). 
According to Mesquita’s method, to predict another organization’s moves one needs to identify 4 
key elements: 

(1) The key players in the organization who have an active interest in the negotiations.
(2) Identify what outcomes they are pursuing. 
(3) Estimate the salience of the issue for each one of the key players. 
(4) Estimate the relative influence and power of each player. 

These estimates are the numeric foundations for running Mesquita’s prediction model. Once a 
manager has done this, one can see the range and probability of possible outcomes with the 
negotiations with each of the key stakeholders. This allows for a marginal cost-benefit analysis 
between resource investment and results for different exchanges. 

Step #4: After step #3, one has to go back and revise the 100 point allocation among key 
stakeholders. The new allocation should incorporate the insights from step #3. This gives the 
managers the final point allocation, which now communicates the combined relative importance, 
stability, and potential outcomes.

All 4 steps should be a part of the company’s ongoing process of assessing and monitoring its 
environment. A consistent application of such a method as a key component of an organization’s 
strategic approach as well as a part of the organization’s culture can result in sustaining the 
organization over long periods of time through any kind of changes in its environment. 

CONCLUSION

This paper integrates Sustainable Development with strategic management, enterprise 
theory and systems theory and emphasizes increasing the survivability of the firm through 
mutually beneficial exchanges with key stakeholders. To achieve this, we suggest improved 
processes for linking functional components to Sustainable Development objectives, the 
increasing importance of culture and values, and the need for Sustainable reward systems and 
financial reporting mechanisms that capture the value of the economic and social components of 
the model in ways that are meaningful to all stakeholders. This framework and its operational 
elements may drive corporations to embrace Sustainability as a Management model for 
enhancing the long-term viability of the organization and a sustainable bottom line.
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STUDENT VIEWS OF “ETHICAL” ISSUES: RURAL VS. URBAN UPBRINING 
AND NON US VS. US NATIONALITY 
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ABSTRACT

This manuscript examines student views of questionable business practices.  The unique 
perspective added by this manuscript is a comparison of “Rural Location” vs. “Urban Location” 
and “Nationality”. The data did support some differences between the location groups as well as 
nationality.  The “Rural Background” students indicate a higher level of ethicality in regards to 
the business practices that were examined and there were mixed results for nationality.  And the 
Nationality data appeared to mirror the Rural vs. Urban findings. 

INTRODUCTION

Questionable business practices and the subsequent media exposure of these activities 
continue to undermine the very fabric of business. These charges are of concern to both U.S. 
based firms as well as those based in foreign countries (Kaye, 1992).

Despite these ethical concerns, many of today’s university students are choosing business 
administration as a course of study with the intent of pursuing meaningful careers in business.  
Stevenson and Bodkin (1998) report that nearly 25 percent of all college students nationally 
major in business. As such, business students represent an important population of study in 
regards to business ethical issues. 

While we may be unable to predict that any one particular student will emerge as 
tomorrow’s “business leader” it is certain that many will emerge from this group. Also by 
examining the ethical views of this group we may be able to gauge higher education’s role in 
shaping the ethical views of these individuals. 

Rural Background vs. Urban Background
There is ample evidence that individuals from an urban setting differ from those in a rural 

setting along numerous dimensions.  For example, alcohol, tobacco, and other drug use has been 
found to vary among rural and urban youth (Cronk and Sarvela 1997; Sarvela, Cronk, and 
Isberner 1997). These two settings also provide for differences in opinion, for both care givers 
and receivers, concerning health care issues (Olesen 1989; Sriram, Radhika, Shanmugham and 
Murthy 1990). There is also a difference in female labor force participation among these groups 
(Caiumi and Perali 1997). Most of these differences are attributed to cultural differences 
including familial background. Thus, a logical assumption to make is that there will also be 
differences between these two groups concerning the perceived ethicality of various business 
practices.

Survey Design
One factor in the determination of our sample was the impact, if any, of a rural vs. urban 

upbringing on ethical values. As a result, a determination was made to utilize undergraduate 
students enrolled at a medium sized, rural university in the southeast as well as students enrolled 
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at a medium sized, metropolitan university in the southeast. While it is true that universities 
attract students from both rural and urban settings, it was postulated that the majority of students 
attending a university would come from the immediate surrounding areas, thus affording an 
opportunity to test the rural vs. urban impact.  Students in three principles of marketing courses 
were selected at each university as this course is required of all business students and should be 
representative of all business majors. 

Survey Instrument
A self-administered questionnaire was used to measure the acceptability of taking 

gratuities from vendors.  The first section of the questionnaire was a replication of the scale used 
by Jones (1990) and Kidwell et al (1987).  The second section contained 17 Likert-type questions 
that dealt with a separate set of potentially ethical. These questions were a replication of the 
Kidwell et at (1987) study. The third section solicited demographic information such as 
population size of hometown, sex, age, academic major, nationality and marital status. 

To avoid the research design flaw of "other party" questions (DeConinck and Good 1989; 
Hunt and Vitell 1986), respondents were instructed to respond to the questionnaire as though 
they were in the situation described in the scenario. In other words, students were asked if they 
personally agreed or disagreed with an issue as opposed to asking them whether an employee 
should/should not agree/disagree with a particular issue. 

Findings
In regards to the sample demographics, 93% were single, 50% were male, 97% were 18-

22 years old, 19% were a nationality other than American, and 46% had hometowns with fewer 
than 30,000 people. Only about 32% of the rural school sample had hometowns with over 30,000 
while 80% of the metropolitan school sample had hometowns with over 30,000. This difference 
was significant at the .01 level. 

Table 1 presents the first five issues, in the same sequence they were presented in the 
questionnaire, along with the mean responses from both the rural and urban colleges. As is 
evidenced in this table, there was not much difference between the two schools concerning the 
ethicality of these issues 

Table 2 presents the second five issues, again in the same sequence they were presented 
in the questionnaire, along with the mean responses from both the rural and urban colleges.  
Again, the two groups were largely in agreement.
Table 3 presents the remaining issues in the study. These are the questionable business practices 
found in the Kidwell et al (1987) study. As seen in this table, there are some differences between 
the two groups concerning the ethicality of these situations.  In each instance where a significant 
difference existed between the two groups, the rural college respondents found the situation to be 
more unethical. Ironically, these same findings were found for the non-US vs. the US nationality. 

There was a great difference of opinion concerning an employee doing personal business 
on company time. The rural group again found this situation to be more unethical than the urban 
group. This finding was significant at the .0005 level. The rural group found it more unethical for 
an employee to use company materials and suppliers for personal use. This finding was 
significant at the .06 level. A noticeable difference can be found between the two groups when 
we peruse table 3.  In every instance, except for one, the mean responses were lower for the rural 
group, indicating that the rural group found each of these situations to be more unethical than the 
urban group. 
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TABLE III 

Situation Rural Urban P US Other P

Using company services for personal use 2.20 2.86 .002 2.50 3.16 .001

Padding an expense account up to 10% 2.14 2.24 .69 2.19 2.34 .59

Padding an expense account in excess of 10% 1.57 1.82 .27 1.67 1.89 .37

Giving gifts/favors in exchange for preferential 
treatment

2.15 2.53 .14 2.35 2.59 .19

Taking longer than necessary to do a job 2.47 2.86 .07 2.67 3.05 .06

Doing personal business on company time 2.14 2.82 .000 2.44 3.22 .000

Divulging confidential information 1.52 1.46 .79 1.44 1.36 .69

Concealing one’s errors 2.14 2.46 .14 2.25 2.41 .17

Passing blame for errors to an innocent co-
worker

1.49 1.53 .86 1.51 1.58 .91

Claiming credit for someone else’s work 1.46 1.46 .97 1.46 1.56 .87
       

 TABLE I nationality
It would be O.K. for an employee to:  Rural Urban P US Other P 
- take home a few office supplies 4.5 4.31 .58 4.4 4.21 .6 

- call in sick when some personal time is needed 4.56 4.22 .33 4.3
5

4.1 .3 

- use the company telephone for a personal long-
distance call 

5.83 5.84 .98 5.8 5.6 .95 

- make a personal copy on the company copying 
machine

3.25 3.08 .57 3.1 3.0 .5 

- use a company car to make a personal trip 5.90 5.15 .009 5.5 4.75 .00
8

TABLE I 
On a company business trip, it would be O.K. 
for an employee to: 

Rural Urban P US Other P 

- eat at the very best restaurant 4 3.55 .19 3.8 3.3 .2 
- charge wine & cocktails as well as food 4.80 4.64 .65 4.7 4.5 .7 
- take a spouse along at company expense 5.35 4.68 .049 5.2 4.4 .044 
- stay in the most expensive hotel 4.5 4.84 .28 4.65 4.78 .32 
- charge a $5 cab ride when you actually 
walked

6.41 6.37 .86 6.4 6.28 .75 
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Falsifying time/quality reports 1.58 1.73 .55 1.48 1.64 .54 

Calling in sick to take a day off 2.68 2.8 .62 2.72 2.79 .81

Authorizing a subordinate to violate company 
rules or policies 

1.66 1.68 .92 1.67 1.71 .95

Using company materials and supplies for 
personal use. 

2.58 2.95 .06 2.78 3.05 .06

Accepting gifts/favors in exchange for 
preferential treatment 

2.04 2.4 .17 2.24 2.6 .18

Taking extra personal time (long lunches, late 
arrivals,...)

2.34 2.51 .46 2.54 2.71 .48

Not reporting others’ violations of company 
rules and policies 

2.44 2.64 .35 2.63 2.85 .38
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HUMAN RESOURCE MANAGEMENT 
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ABSTRACT

This paper explores the linkages between employee consciousness of the High 
Performance Work System (HPWS) and their commitment through a matrix approach. The 
impact of individual human resource practices in HPWS on employee outcomes is also 
investigated. The data collected came from the enquiry responses of non-managerial Japanese 
employees in sixteen companies in the Kanto region of Japan from around October 2008 to 
February 2009. The average response rate was 52% (n=227). Discriminant analysis reveals that 
affective commitment, occupational commitment and HPWS were the most important 
discriminant variables. Hierarchical OLS regression indicates an increase in team work, 
employee participatory programs and the sharing of company information with employees as 
human resource practices in HPWS that could increase employee commitment and reduce stress, 
though some practices could also increase job intensity. The research findings contribute to the 
extant literature in HPWS and employee psychology. The practical implications of the findings 
are also discussed. 

INTRODUCTION

Past research has shown how strategic Human Resource Management (HRM) can be 
used to design a set or bundle of Human Resource (HR) practices (staffing, training, workplace 
flexibility, compensation, employee influence, performance evaluation) to improve 
organizational performances (Pfeffer, 1994; Guest, 1997 ) and increase employee commitment 
(Appelbaum et al., 2000). Such HRM practices, supposed to be the best, are known as the High 
Performance Work System (HPWS) (Ramsay et al., 2000) and are implemented in different 
economies in the world (Lawler et al 2000).  However, there is a dearth of research producing 
empirical studies of employee consciousness of HPWS practices in Japanese organizations. This 
paper attempts to fill this gap by investigating empirically how employee consciousness of 
HPWS and employee commitment vary across four predicted groups of non-managerial 
employees in Japanese organizations. The objectives are: (i) to investigate the differences 
between the groups; (ii) to discriminate effectively between groups; (iii) to identify important 
discriminant variables; and finally (iv) to detect which individual HRM practices in the HPWS 
have a significant relationship with the different forms of employee commitment and other 
behavioral outcomes. Consciousness is defined in this paper as employee cognition or perception 
of the organizational environment of the company’s policies and practices (Burke et al., 1992) 
which eventually goes on to shape employee behavior in the organization (Ostroff et al., 2003). 

HPWS

There are considerable arguments about which HRM practices actually constitute HPWS 
(Chaudhuri, 2009a; 2009b). This paper adapts a working definition of HPWS as a group or 
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bundle of HRM practices that can incite employee commitment and thereby improve 
organizational performance. In the wake of an extensive literature survey of HPWS by the 
present author (Chaudhuri, 2009a; 2009b), the most widely referred HR practices were selected 
to construct HPWS bundle in this study. They are: (i) selective recruitment; (ii) formal and 
continuous training; (iii) internal promotions or selections to fill vacant positions from within the 
organization; (iv) merit based promotions; (v) teams as a fundamental unit of organization; (vi) 
employee participation programs; (vii) performance based pay systems; (viii) formal 
performance appraisals; (ix) development appraisals; (x) formal communication programs to 
keep employees informed about the firm; and (xi) regular use of employee attitudes survey.

HPWS AND EMPLOYEE COMMITMENT 

Most authors believe HPWS can promote positive behavior in employees. The HRM 
practices used in HPWS have their sources in the soft Harvard model ( Beer et al., 1984) and 
increase organizational commitment as is found by Appelbaum et al. (2000), Takeuchi et al. 
(2009), and Chaudhuri (2009b; 2009c). However, Goddard (2004) and Ramsay et al. (2000) 
argue that HPWS can be exploitative and, if imposed upon workers, can also cause stress and 
strain, having a negative influence on the commitment levels of employees. Several authors have 
also argued that employee discretion can have effects which ultimately intensify work and create 
stress, causing a split in the work/ life balance and influencing employee affective commitment 
(Chaudhuri, 2009 a; Chaudhuri & Oba, 2009). However, some stressors can also be exploited to 
increase employee affective and normative organizational commitment (Chaudhuri & Oba, 
2009). Research has also shown stressors have a mediating role between HPWS and affective 
organizational commitment and occupational commitment (Chaudhuri 2009b; 2009c).

THE SETTING OF THE STUDY IN JAPAN 

Japanese management style now leans towards its American counterpart (like MBO), for
example, in the weakening of seniority systems and the introduction of performance based 
evaluation systems for short-term goals, to name just two examples. However, researchers have 
doubted the transparency of the evaluation of employee performance in Japanese organizations 
and have linked this to low employee satisfaction and motivation (Nakamura, 2006; Tatsumichi 
& Morishima, 2007). An increase in workload per individual has occurred due to recent 
measures to reduce the workforce, and intensified competition among workers has resulted from
the introduction of performance-based wage systems resulting in excessively long working hours 
(Japan Labor Bulletin, no 42, pp. 2-3). Increased working hours have led to tiredness and 
depression amongst the Japanese employees (Ogura, 2006). Unpaid overtime or service overtime 
is very prevalent today and job burn out or Kharoshi is common in Japanese organizations 
(Genda, 2003). An official report released by the Ministry of Health, Labor and Welfare, Govt. 
of Japan (2008) suggests 61.8% of general employees suffer stress and anxiety in their work 
places, mostly due to issues of both the quality and quantity of work and human relations in the 
work place, among other reasons. Do these factors affect employee commitment? This makes the 
study of employee consciousness of HPWS and commitment in Japanese organizations relevant. 
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RESEARCH DESIGN 

Responses from non-managerial employees were collected from multiple sources, 
including the HR heads of companies and representative union members of RENGO (Nihon 
Rodo Kumiai So Rengo Kai), and affiliated organization Soubu Chiiki Kyogikai. The 
respondents were asked to fill out questionnaires in most cases, while in some others, the 
completed questionnaires were returned to the author in prepaid self-addressed envelopes 
(provided by the author).

MEASURING INSTRUMENTS 

As the target was native Japanese speakers, all the questions were translated into 
Japanese, initially by the author, following the general conventions of back translation as 
proposed by Brislin (1990) and then modified with the help of two academic guides of this 
author, Prof. H. Oba and Prof. C. Nakano. Both are native Japanese speakers and faculties in 
Economics at Reitaku University. A 6 point Likert scale (very accurate = 6, accurate = 5, 
partially accurate = 4, partially inaccurate = 3, inaccurate = 2 and very inaccurate = 1) was 
applied to all measurement of all the variables used in the study. HPWS was measured by using 
21 items (Cronbach = .89) derived from Chaudhuri (2009a, 2009b). Stressors was measured 
adapting the 24 item scale (Cronbach = .86) from Chaudhuri (2009b), Chaudhuri and Oba 
(2009). An employee commitment scale (Cronbach = .82), comprising three forms of 
organizational commitment, was adapted from Meyer and Allen (1991) and an occupational 
commitment one from Blau et al (1993). Interclass correlations (ICC 2) of all the three scales 
were all greater than ICC 1 and were above the acceptable level of 0.60 (Glick, 1995) confirming 
the use of mean aggregated responses of the employees as a single bundle. Principle axis 
factoring was also used in these scales. A job intensity scale (Cronbach = .64) was adapted 
from Kalmi and Kauhanen (2005). Other scales were Affective (Cronbach = .86), normative 
(Cronbach = .61), continuous organizational commitments (Cronbach = .62) adapted from 
Meyer and Allen (1991) and occupational commitment (Cronbach = .75) adapted from Blau et 
al. (1993). 

SAMPLE

 Data were collected between October, 2008, and February, 2009, from 16 companies 
ranging from large conglomerates to small companies involved in various industries in the Kanto 
region of Japan.  In total, 250 responses (52%) from non-managerial employees were collected, 
of which 23 were rejected owing to incomplete responses. Thus, 227 samples were found 
suitable for analysis. All the respondents in the study were native Japanese males (98%) and 73% 
of the respondents were married. Average respondents were divided within the age group (mean 
= 2.39, SD = 0.95) of 30- 39 years old, which were the largest at 48%, followed by age group 40-
49 with 21%. Respondent groups below the age of 29 years and between 50 and 59 each 
comprised 15% of the sample. All respondents were permanent non-managerial employees in 
their organizations. Their areas of work were production (41%), maintenance (30%), 
administration and others (17%), sales and marketing (11%), IT and software development (only 
1%). 46% were high school graduates and 40% were university graduates, as well as some 
graduates of professional schools, and other forms of education. 43% of respondents worked 
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(mean= 2.43, SD=1.724) in organizations employing more than 5000 people, while 26% worked 
in organizations employing between 1000 and 4999 people. The rest worked in medium and 
small sized organizations ranging from 300-999 at 5%, 100-299 at 7 %, 50-99 at 9 % and 10-49 
people at around 10%. 66% of the respondents were main the bread earners in their family 
(mean= 0.66, SD = 0.476) and 75 % had dependants (mean= 3.03, SD = 1.376) in their family. 
About 42% of the respondents had more than 16 years of service in the current organization 
(mean = 1.86, SD= 0.886). A large proportion (74%) had no experience in working in other 
organizations, according to figures for years of service in other organizations apart from the one 
where he/she was currently employed (mean = 0.255, SD = 0.437). About 70% of the 
respondents had a monthly salary of between 250,000 and 350,000 yen (approximately US$ 
2500-3500) while 18% earned above 350,000 yen and 12% below 250,000 yen monthly. 

CONTROL VARIABLES (DEMOGRAPHIC) 

Following Cohen (2009) and Macky and Boxall (2007), the author used 6 controlled 
demographic variables in this study: (1) age (in terms of birthday); (2) years of service in the 
current organization (the actual number of years of each respondent); (3) years of service in other 
organizations (1 was assigned when a respondent had never experienced job-hopping, while a 0 
was assigned when he or she had not); (4) the number of employees in the workplace (company 
size) (measured in terms of the number of employees in each establishment); (5) being the main 
bread earner (1 for yes, 0 for no); and (6) the number dependants (actual number). 

MATRIX DESIGN 

Adapting Oba’s value-conscious theory (Oba, 2007), the author designed four possible 
forms of relationships between employee consciousness of HPWS and employee commitment. 
The X-axis is denoted by the HPWS platform and Y-axis is the employee commitment, both 
having positive and negative ends. The four possible groups or profiles of linkages are: X + Y+

matrix = High HPWS and High Commitment (group 1); X+ Y- matrix = High HPWS and Low 
Commitment (group 2); X- Y+ matrix = Low HPWS and High Commitment (group 3); X-Y-

matrix = Low HPWS Low Commitment (group 4). 

TOOLS USED FOR THE ANALYSIS 

Discriminant Analysis (DA) SPSS 13 version software was used to predict the four 
groups of respondents based on the median value of the average responses of HPWS 3.84 and 
Commitment 4.11 respectively. The perceived high group was predicted as having higher values 
than each of these median values, while the perceived low group would be lower than or equal to 
the median value. The mean values of HPWS, affective, continuous, and normative 
organizational and occupational commitment, stressors and job intensity, along with the 
demographic controlled variables were entered together as independent variables to predict these 
four groups. Finally, to study how individual HR practices in the HPWS bundle are related to 
different form of employee commitments, and to stressor and job intensity, hierarchical ordinary 
least square (OLS) regression analysis was performed into two stages. In the first stage the 
demographic controlled variables were entered; then the individual HR practices were entered 
one by one using SPSS 13 version software. 



371

FINDINGS

The value of Wilks'  statistic in DA for the test of function 1 through 3 functions (chi-
square = 303.991) showed a probability of 0.000 <= 0.05. Test of function 2 through 3 functions 
(chi-square = 108.172) showed a probability .000 <= 0.05. After removing function 2, the Wilks' 
 statistic for the test of function 3 (chi-square = 11.344) had a probability of 0.415 >= 0.05. 

Thus, the model produced significantly differentiated scores among the groups. Eigen values 
showed 70.04 % of variance among the 4 groups that can be explained by function 1, whereas 
only 27 % of this variance can be explained by function 2, and just 2.6 % by function 3. The 
degree of relationship between the predictors and groups (canonical correlation) due to function 
1 is 0.770, greater than function 2 (0.599) and function 3 (0.225). Thus function 1 is more 
important than function 2 and 3. The standardized discriminant canonical coefficient functions 
revealed that affective organizational commitment (.52) followed by occupational commitment 
(.47) and HPWS (.24) were all positively related to the function 1 and contributed more than 
other variables in the model. DA correctly classified about 90.07 % of the original group cases as 
per the prediction. This is further supported by the results showing 81.9% of the cross validated 
groups were correctly classified, which is quite satisfactory. Prediction of individual groups 
through DA resulted in 74.17% (cross validated 64.52%) of cases being classified in Group 1 
(n=31); 76.47% ( cross validated 41.18%)  in group 2 (n=17); 87.93% ( cross validated 74.14%) 
in group 3 (n=58); and 98.35% (cross validated 95.87%) in group 4 (n=121). The estimated 
discriminant function produced more cases in group 4 than in other groups. Fisher's classification 
function coefficients were also used to classify the cases between the groups See Table (I) for 
details. Group 4 (n=121) showed a decrease of coefficients in HPWS, affective, continuous and 
occupational commitments but an increase on stressors in comparison to group 1. The highest 
classification of the cases was in group 4 (n=121), having employees with low consciousness of 
HPWS and commitment. This indicates strong linkages in employee consciousness between 
HPWS and commitment in the sample and motivates the author to investigate how the individual 
HR practices in HPWS influence different forms of commitments and other employee outcomes.

Two staged OLS regression analysis showed that employee participation programs 
( =.24, p< .01), team work ( =.15,p<.05) and information sharing on the company’s financial 
status ( =.23,p< .01) were significantly related to the employee affective organizational 
commitment. Overall the regression equation revealed values of R2 = .38, F=5.18(p<.001) and 
F =6.20(p<.001). The number of employees ( =.16, p<.05), and training was found to be 
significantly and negatively related ( = -.17, p< .05) to continuous organizational commitment. 
However, the overall regression equation resulted in R2 = .13, F=1.61 (p<.05), but did not result 
in any significant F  between HPWS individual HR practices and employee continuous 
organizational commitment, or employee participation programs ( =.21, p<.05), formal 
grievances and complaint resolution system, ( = -.17, p < .05) to normative organizational 
commitment. Overall the regression equation produced R2 = .22, F= 2.17(p< .001) and F =
2.65 (p< .001). Employee age ( = -.22, p < .01), having dependants in the family ( = -.13, p < 
.05), years of service in the current organization ( = -.12, p < .05) were negative, but being the 
main bread earner ( = .19, p < .01) was positively related to occupational commitment. 
Employee participation programs ( = .21, p < .05), self-directed team work ( = .16, p < .05), 
information sharing on the company’s financial status ( =.17, p < .05) and measures of 
occupational safety ( = .16, p < .05), were found to be positively and significantly related to 
employee occupational commitment. The overall equation revealed R2 = .21, F=3.01(p<.001) in 



372

the first stage, F= 2.89 (p < .001) in the second stage and F = 2.72 (p< .001). Years of service in 
the current organization ( =-.26, p < .01) were negatively related, while years of service in other 
organizations ( =.28, p < .001) were positively and significantly related to stressors. H.R. 
practices such as participation programs ( = -.19, p < .05) and formal communication programs 
( = -.21, p < .05) were negatively related to stressors. However formal grievance resolution and 
complaint system had significant positive relationships ( =.17, p < .05) with stressors. The 
overall result was R2 = .17, F= 4.77(p< .001) in the first stage, F= 3.01(p< .001) in the second 
stage and F = 2.33 (p< .001) in the regression equation. Employee age ( =-.20, p < .05), years 
of service in the organization ( = -.20, p < .05) were negatively related to job intensity. HR 
practices of rigorous selective recruitments ( =.18, p < .05), information sharing of the 
company’s financial results ( =.23, p < .01), and employee attitude surveys ( =.17, p < .05) all 
had a significant positive relationship, but measures of occupational safety had a negative 
significant relationship with job intensity ( = -.19, p < .05). Overall the OLS regression resulted 
in R2 = .18, F= 2.04(p< .01) and F = 2.17 (p< .01) with job intensification. 

(I) FISHER’S LINEAR DISCRIMINANT FUNCTIONS 
AND GROUPS CENTROIDS 

Discriminant Variables Group 1
(n= 31) 

Group 2
(n= 17) 

Group 3 
(n= 58) 

Group 4 
( n= 121) 

Age 10.25 10.30 10.60 10.72 
No of employees 1.35 1.42 1.38 1.41 
Years of service in the same co 8.66 8.29 8.95 9.09 
Having dependants 2.98 3.30 3.21 3.16 
Main bread earner 1.93 .32 1.84 1.30 
Years of service in other co -1.66 -2.10 -1.72 -2.35 
HPWS 18.98 20.87 15.01 15.41 
Affective org. commitment 7.07 3.77 6.94 5.13 
Continuous org. commitment 8.15 6.58 7.81 6.92 
Normative org. commitment 1.24 .23 1.36 .55 
Occupational commitment 13.13 11.87 13.10 11.42 
Job Intensity  .22 -.11 1.25 .74 
stressors 15.63 17.34 16.00 16.41 
Constant -150.83 -140.46 -148.72 -127.70 
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DISCUSSIONS AND IMPLICATION 

DA gave the highest accuracy level with respect to those who felt a low perception of 
both HPWS and commitment. From the company’s perspective, it is important to predict which 
employees are likely to have such low perception of HPWS and commitment so that pro-active 
strategies can be initiated to minimize such cognition. In addition, efforts should be made to shift 
their consciousness to group 1 (people with greater consciousness of HPWS and commitment) or 
to group 3, where at the least people have greater consciousness to commitment. The individual 
HR practices in the HPWS could be utilized in this regard.  Results from the regression analysis 
show that creating low stressful working conditions and encouraging teamwork among 
employees, increasing various employee participation programs in operations and sharing 
information about the company’s financial results could increase employees’ affective, 
normative organizational and occupational commitments. However, there is also evidence of 
intensification of work. No significant influence of demographic controlled variables were 
observed in the relationships except that age, years of service in the current organization and 
being the main bread earner had some influence on occupational commitment alone. Employees 
with fewer years of service in their present companies showed higher consciousness of stress and 
job intensity in the workplace. In spite of methodological limitations, with a small sample size 
and possible bias among respondents, this study provides academic supports for the argument 
made previously by the authors that HPWS can increase employee commitment (Appelbaum et 
al., 2000; Takeuchi et al., 2009). 

373

DISCUSSIONS AND IMPLICATION 

DA gave the highest accuracy level with respect to those who felt a low perception of 
both HPWS and commitment. From the company’s perspective, it is important to predict which 
employees are likely to have such low perception of HPWS and commitment so that pro-active 
strategies can be initiated to minimize such cognition. In addition, efforts should be made to shift 
their consciousness to group 1 (people with greater consciousness of HPWS and commitment) or 
to group 3, where at the least people have greater consciousness to commitment. The individual 
HR practices in the HPWS could be utilized in this regard.  Results from the regression analysis 
show that creating low stressful working conditions and encouraging teamwork among 
employees, increasing various employee participation programs in operations and sharing 
information about the company’s financial results could increase employees’ affective, 
normative organizational and occupational commitments. However, there is also evidence of 
intensification of work. No significant influence of demographic controlled variables were 
observed in the relationships except that age, years of service in the current organization and 
being the main bread earner had some influence on occupational commitment alone. Employees 
with fewer years of service in their present companies showed higher consciousness of stress and 
job intensity in the workplace. In spite of methodological limitations, with a small sample size 
and possible bias among respondents, this study provides academic supports for the argument 
made previously by the authors that HPWS can increase employee commitment (Appelbaum et 
al., 2000; Takeuchi et al., 2009). 



374

REFERENCES

Appelbaum, E., Bailey, T., Berg, P., and Kalleberg, A. Manufacturing Advantage: Why High 
Performance Work Systems Pay Off. Cornell University Press, Ithaca, NY: ILR Press (an 
imprint of Cornell University Press), 2000. 

Beer, M., Spector, B., Lawrence, P.R., Quinn-Mills, D., and Walton, R.E. Managing Human 
Assets. New York: Free Press, 1984. 

Blau, G., Paul, A. and St. John, N. “On Developing a General Index of Work Commitment.” 
Journal of Vocational Behavior, 42, 1993, 298-314. 

Brislin, R.W. “Applied Cross-Cultural Psychology: An Introduction”. In R.W. Brislin, eds., 
Applied Cross- Cultural Psychology. Newbury Park, CA: Sage, 1990, 9-33. 

Burke, M.J., Borucki, C.C., and Hurley, A.E. “Reconceptualizing Psychological Climate in a 
Retail Service Environment: A Multiple Stakeholder Perspective.” Journal of Applied 
Psychology, 77, 1992, 717-729. 

Chaudhuri, K. “A Discussion on HPWS Perception and Employee Behavior.” Global Business 
 and Management Research: An International Journal, 1, (2), 2009a , 27-42. 
Chaudhuri, K. “An Empirical Quest for Linkages between HPWS and Employee Behaviors- A 

Perspective from the Non Managerial Employees in Japanese Organizations.” 
International Journal of Social Sciences, WASET, 4, (2), 2009b, 117- 131. 

Chaudhuri, K. “A Quantitative Analysis of Linkages between Perceptions of HPWS Practices 
and Forms of Employee Commitments in Japanese Employees – Do Stressors Have a 
Mediating Role between Them?” Paper presented in 3rd IOCBM , May 27th 2009, 2009c. 

Chaudhuri, K., and Oba, H. “Linkages Between Stressors and Forms of Employee Commitment: 
An Empirical Study of Employee Consciousness in Japanese Organizations.”  The 
International Conference on Administration and Business ICEA –FAA 2009 14th-15th

Nov, The faculty of Business and Administration University of Bucharest. Bucharest: 
Students Book Publishing House, 2009, 152 - 169. 

Cohen, A. “A Value Based Perspective on Commitment in the Workplace: An Examination of 
Schwartz’s Basic Human Values Theory among Bank Employees in Israel.” International 
Journal  of Intercultural Relations , 33, 2009, 332-345. 

Genda, Y. “Dangers Facing Businessmen in their 20s and 30s Who Work for Large Companies.”
 Japan Labor Bulletin, 42, (2), 2003, 7-11. 
Glick, W. H. “Conceptualizing and Measuring Organizational and Psychological Climate: 

Pitfalls in Multilevel Research.” Academy of Management Review, 10, 1985, 601-616. 
Godard, J. “A Critical Assessment of the High Performance Work Paradigm.” British Journal of 
 Industrial Relations, 42, (2), 2004, 349-378. 
Guest, D. “Human Resource Management – The Workers’ Verdict.” Human Resource 

Management Journal, 9, (4), 1999, 5-25. 
James, L.A., and James, L.R. “Integrating Work Perceptions: Explorations into the Measurement 

of Meaning.” Journal of Applied Psychology, 74, 1989, 739–751. 
The Japan Institute of Labor. “Working Condition and the Labor Market”. Japan Labor Bulletin

42, (2), Feb. 2003, 2 - 3. 
Kalmi, P., and Kauhanen, A. “Work Place Innovations and Employee Outcomes: Evidence from 

a Representative Employee Survey.” Helsinki School of Economics Working papers: W-
395, 2005. http://hsepubl.lib.hse.fi/pdf/wp/w395.pdf  Downloaded on 2.10.2007. 



375

Lawler, J., Chen, S., and Bae, J. “Scale of Operations, Human Resource Systems and Firm 
Performance in East and Southeast Asia.” Research and Practice in Human Resource 
Management, 8, (1), 2000, 3-20. 

Macky, K., and Boxall, P. “The Relationship between High Performance Work Practices and 
Employee Attitudes: An Investigation of Additive and Interaction Effects.” International 
Journal of Human Resource Management, 18, (4), 2007, 537-567. 

Meyer, J.P., and Allen, N.J. “A Three-Component Conceptualization of Organizational 
Commitment.” Human Resource Management Review, 1, 1991, 61- 89. 

Minister of Health, Labor and Welfare. Published report of Government of Japan, 2008, 
http://www.mhlw.go.jp/toukei/itiran/roudou/saigai/anzen/kenkou07/index.html (accessed 
on October 2008). 

Nakamura, K.  Seikashugi no shinjitsu. (The truth about performance-based pay system). Tokyo:
 Toyo Keizai, 2006. 
Oba, H. Gakumon ryoku no susume- ikikata gakumonwo tanoshimutameni. (Power of Wisdom 

and Value Realization Studies- A New Paradigm in Studying Social Sciences). Reitaku 
Daigaku, Reitaku Daigaku Shuppan Kai (published by Reitaku University Publishing 
Department, Reitaku University), 2007. 

Ogura, K. “Current situation of work hours and vacations in Japan”. Japan Labor Review. 3, (3),
 2006, 13. 
Ostroff, C., Kinicki, A.J., and Tamkins, M.M. “Organizational Culture and Climate.” In  Borman 

W.C., Ilgen, D.R., Klimoski, R.J., eds., Handbook of Psychology, Volume 12 , Hoboken, 
NJ: Wiley, 2003, 565-593. 

Pfeffer, J. Competitive Advantage through People. Boston, MA: Harvard Business School Press,
 1994. 
Ramsay, H., Scholarios, D., and Harley, B. “Employees and High-performance Work Systems: 

Testing Inside the Black Box.” British Journal of Industrial Relations, 38, (4), 2000, 501-
531.

Takeuchi, R., Lepak, D., Wang, H., and Takeuchi, K. “An Empirical Examination of the 
Mechanisms Mediating Between High-Performance Work Systems and the Performance 
of Japanese Organizations.” Journal of Applied Psychology, 92, (4), 2007, 1069-1083. 

Takeuchi, R., Chen, G., and Lepak, D. “Through the Looking Glass of Social System: Cross-
Level Effects of High Performance Work Systems of Employees’ Attitudes.” Personnel 
Psychology, 62, 2009, 1- 29.

Tatsumichi, S., and Morishima, M. “Seikashugi (performance based pay system) from an 
Employee Perspective,” Japan Labor Review, 4, (2), 2007, 79-104. 



376

USING CASE STUDY METHOD AND METHODOLOGY FOR HUMAN RESOURCE 
APPLIED BUSINESS RESEARCH PROJECTS 

Jennifer L. Schultz, Metropolitan State University 
jennifer.schultz@metrostate.edu

ABSTRACT

Organizational culture, people, and their interactions are often complex and difficult to 
research in meaningful ways due to embedded social constructs, social identities, organization 
artifacts, and other influencing factors. Using qualitative case study design, researchers are able 
to provide the necessary emphasis on workers’ experiences and viewpoints as well as the human 
development process over time. This manuscript presents the case study method and 
methodology framework as a credible solution to systematically investigate applied business 
scenarios using a human resource formal workplace social network study as an example.

INTRODUCTION

In the words of Edmund Husserl (1970) “merely fact-minded sciences make merely fact-
minded people” (p. 6). This manuscript will explore an interpretive approach, specifically 
qualitative case study research methodology, as a framework for conducting applied business 
research studies. A formal workplace social network research study will be presented as an 
illustration of this method and methodology. This paper will provide a short summary of the case 
study research method (which is embedded in the qualitative paradigm), specifically detailing a 
definition, purpose, characteristics, assumptions, and a process overview. 

QUALITATIVE RESEARCH SUMMARY 

Philosophically and pragmatically case study is tied to models presented by Yin’s (2003) 
protocols. Case studies can be classified as either qualitative, quantitative, or mixed methods, 
Creswell (2003) has situated case study research as qualitative research; and according to a later 
publication by Creswell (2007), all qualitative research has nine common characteristics: (a) 
natural setting, (b) researcher as key instrument, (c) multiple sources of data, (d) inductive data 
analysis, (e) participants’ meaning, (f) emergent design, (g) theoretical lens, (h) interpretive 
inquiry, and (i) holistic account. The approaches to qualitative inquiry fall into one of five 
categories: (a) biography, (b) phenomenology, (c) ethnography, (d) case study, or (e) grounded 
theory.

Denzin and Lincoln (2005) define qualitative research as a situated activity that locates 
the observer in the world. This activity consists of a set of interpretive, material practices that 
make the world visible by turning it into a series of representations via field notes, interviews, 
conversations, photographs, recordings, and memos. At this level, qualitative research involves 
an interpretive, naturalistic approach to the world. This means that qualitative researchers study 
things in their natural settings, attempting to make sense of, or interpret, phenomena in terms of 
the meanings people bring to them (p. 3).

Creswell (2007) defines this method by beginning with assumptions regarding a 
worldview, the possible meaning of a theoretical lens, and the study of research problems 
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inquiring into the meaning individuals or groups ascribe to social or human problems or 
situations. To study these problems, qualitative researchers use an emerging qualitative approach 
to inquiry, the collection of data in a natural setting that is sensitive to the people and places 
under study, and data analysis that is inductive and establishes patterns or themes. The final 
written report or presentation includes the voices of participants; the reflexivity of the researcher, 
and a complex description and interpretation of the situation or problem, and it extends the 
literature or signals a call for action (p. 37).

Qualitative research approaches may also use varying designs, such as interpretive, 
grounded theory, hermeneutic, phenomenological, constructivism or ethnographic inquiry, 
depending upon the context for its usage. Qualitative research is based on subjective observation, 
and has several possible goals: to understand, to interpret, to clarify, to say, to explain, or to 
translate conditions. Evolving social science disciplines utilize interpretive research to 
understand the ways that individuals perceive, interpret, plan, act, feel, value, or evaluate their 
social worlds. The intended outcome of interpretive research is to create meaning and clarity of 
something that was previously unclear or incoherent. It is neither generalizeable nor a call for 
action.

The four main strengths of the interpretive research approach for research are that it (a) 
grasps understandings of complexities and ethical considerations, (b) possesses strong internal 
integrity, (c) has utility, and (d) establishes standards for good research. Basically, the strengths 
of qualitative methodology can be found in how it delves in-depth into complexities and 
processes, and can research little-known phenomena or innovative systems, through research 
where relevant variables have yet to be identified (Marshall & Rossman, 1999). Interpretive 
studies can also be used to evaluate ethical considerations, since it can take into account research 
processes, assurances of confidentiality, analysis, and dissemination of results. Theoretical, 
philosophical, and conceptual lenses are inherent in the research paradigm and strengthen the 
methodology through researcher acknowledgement and reporting perspectives of experiences 
and bias (van Manen, 1990). 

A qualitative case study research approach may be most appropriate for some applied 
business research because this method is linked epistemologically to these types of research 
questions. These questions usually focus on the how, why, and in what ways phenomena persist 
in organizations. Qualitative research, by definition, is a scientific approach to studying social 
phenomena. After completing a review of the theoretical foundations and literature, it is my 
opinion that some research has failed to investigate and describe phenomena unique to the social 
natures of workplaces. Using a qualitative case study framework, researchers are able to provide 
the necessary emphasis on workers’ experiences and viewpoints and the human development 
process over time. Research questions aimed at exploration, description, and analysis of contexts, 
interactions, and processes, then set the stage to identify new knowledge and connect existing 
knowledge in new and unique ways. In short, the main reason a qualitative case study should be 
used in applied human resource business research is because it is subjective, contextually 
defined, and aims to create an understanding of complex workplace systems.

CASE STUDY RESEARCH SUMMARY 

A case study approach is appropriate when the research project is intended to study 
systems, individuals, programs, and events (Swanson & Holton, 2005). Yin (2003) defined a 
case study as an empirical inquiry that “investigates a contemporary phenomenon within a real-
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life context, especially when the boundaries between phenomenon and context are not clearly 
evident” (p.13). Yin suggests that four circumstances are deemed appropriate for a case study: 
(a) when a “how” or “why” question is being asked about contemporary events, (b) when the 
description of a real-life context is sought, particularly if boundaries are not clearly evident; (c) 
when there are more variables of interest than data points; and (d) when multiple data sources are 
necessary as evidence (p. 13-14). 

Case study research is usually characterized by the following: (a) bounded by an 
individual, organization, or multiple organizations; (b) embedded as part of a larger system; (c) 
multivariate, and examines the interplay of multiple variables; (d) data is collected by multiple 
methods such as interviews, document analysis, observations, and surveys; (e) multidisciplinary 
and can be descriptive, historical, biographical, thematic, exploratory, explanatory, theory 
building, or theory confirming; and (f) multi-site, where cross-case analysis can be used 
(Swanson & Holton, 2005, p. 329).

Case study research should follow the standards of good qualitative research as 
developed by Brown (1989): 

1. The text selected to interpret is important and relevant to life today. 
2. The research question(s) requires interpretation of meaning. 
3. The participants’ meaning is respected. 
4. The research is contextual and makes meaning of interrelated and wholeness. 
5. The interpretation is reasonable. 
6. The researcher demonstrates knowledge in subject matter (i.e. traditions, culture, 

symbols).
7. The researcher uses logic of validation. 
8. The research makes clear the meaning of the text and its relevance to life.

According to Yin (2003), case studies include five components: (a) a study’s questions; 
(b) its propositions, if any; (c) its unit(s) of analysis; (d) the logic linking the data to the 
propositions; and (e) the criteria for interpreting the findings. Bacharach (1989) defines 
propositions as theoretical causal statements of the relationships among terms. However, the 
relationships among constructs are usually general and difficult to test. Propositions fall into the 
following categories: (a) categorical–assigns things to classes or categories, (b) disjunctive–
differentiates classes of things–crucial propositions, (c) conjunctive–integrative; connects or 
bridge terms, and (d) conditional–if/then propositions. 

Delimitations and Limitations 
Several limitations are inherent in this research approach. Using a single researcher may 

introduce bias, yet there are no claims for bias-free research. Additional limitations include 
results that are not generalizable, a process that is time intensive, and findings that do not result 
in change. This type of research is not generalizable because it is contextually and temporally 
bound. There is also a possibility for halo effect in the sample because the participants may be 
self-selected. In addition, data collection done through interviews or focus groups, can be 
influenced by the emotional and cognitive state of both or either the interviewer or interviewee, 
as well as, age, communication skills, memory, and culture. Therefore, the data used for analysis 
could vary greatly in quality, nature, completeness, and accuracy. 
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Logic Linking the Data to the Propositions 
Collected research data are then linked to the propositions through pattern matching and 

explanation building. Pattern matching logic compares an empirically based pattern with a 
predicted one, or several alternative predictions (Trochim, 1989). Explanation building is a 
specific type of pattern making where the goal is to connect propositions through the case study 
data by building an explanation about the case (Yin, 2003).

Criteria for Interpreting the Findings 
Findings are interpreted using cross-case synthesis and triangulation (Yin, 2003). Cross-

case synthesis is a technique that treats each individual case study as a separate case and 
aggregates findings across the series of cases. Triangulation, when used, means that multiple 
sources of evidence are collected and compared. The criteria used to guide the researcher during 
the interpretations phase includes the following: (a) cross-checking to make sure that all the 
evidence was reviewed, (b) developing all possible rival interpretations, (c) making sure that the 
most significant aspects of the case study are addressed, and (d) using prior and expert 
knowledge in the case study (Yin, p. 137). 

Case Study Database 
Yin (2003) encourages the use of a case study database to increase the reliability of the 

case study. The term database is used loosely to mean a formal organizational method for the 
data collected. The intention of the record keeping tool in the case study approach is to provide a 
strong chain of evidence to support research findings. 

Researcher Involvement 
In short, the overarching assumptions of interpretive research are that meanings are 

socially constructed, facts are value-laden, human experience is context-bound, and the 
researcher and participant are interrelated. Therefore, it is understood that the researcher is 
personally involved in most case study research. 

HUMAN RESOURCE CASE STUDY EXAMPLE 

Case study method and methodology were used to investigate in what ways and to what 
extent a workplace social network for working mothers impacts the lives of the network 
participants. It was based on the premise that work and family are socializing forces (Edwards & 
Rothbard, 2000) and that there is not a clear demarcation in work and family research; research 
is present in a variety of fields, including management, psychology, sociology, and family 
science, with the scholarship in the field based on a variety of theoretical approaches (Morris & 
Madsen, 2007). The propositional foundations for the study were based in women’s 
psychological development (Gilligan, 1982) and originated from two main underlying 
propositions that (a) women’s sense of self and worth is grounded in their ability to make and 
maintain relationships, and (b) that a sense of value and effectiveness is derived from 
experiences that lead to connection rather than separateness. The research study design is 
displayed in Figure 1. 
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FIGURE I. RESEARCH DESIGN PROCESS DETAIL 

The research study example provided in figure 1 uses Yin’s (2003) guidelines. The issue 
of construct validity was addressed through multiple sources (observation, pilot interview and 
interviews) and multiple case research design, which included multi-site collection points. In 
addition, subject matter experts mentored the principal investigator and findings were presented 
to key informants for review and discussion. 

Internal Credibility and Integrity Process 
Issues regarding internal credibility were resolved using Merriam’s (1988) 

recommendation and can be addressed with internal integrity through an apriori detailed data 
collection and analysis method. A triangulation of investigator, data sources, and methods can be 
used along with additional examination of data and findings by a subject matter expert who was 
not a study participant. Collecting data from multiple interviews and observations was congruent 
with Denzin’s (1978) and Patton’s (1990) recommendations for using multiple collection 
formats; these cross checks strengthened the research study’s internal credibility and integrity. 
Internal validity was strengthened during the interview analysis phase using pattern matching, 
explanation building, and time series analysis (Yin, 2003). When the patterns coincided, results 
are confirmed and therefore strengthened. 

External Credibility and Reliability 
In general, external validity and reliability are not congruent with case study 

methodology and inappropriate as a guide or condition of research.

SUMMARY

Applied business research questions that deal with the “complexity of social interactions 
as expressed in daily life and with the meanings the participants themselves attribute to these 
interactions” (Marshall & Rossman, 1999, p. 2) may be appropriate for research studies that use 
case study method and methodology to collect data and interpret the findings since these 
questions often focus on the pragmatic and interpretive nature of organizations and are 
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commonly grounded in the experiences and interactions of people—all suitable for a case study 
investigation.
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ABSTRACT

In this study we investigated attitudes of Brazilian subjects toward women as managers, 
and compared Brazilian attitudes about female managers to U.S. attitudes.  We used the Women 
as Managers Scale (WAMS) to measure perceptions of 728 U.S. and 544 Brazilian subjects.  The 
perceptions of both Brazilian men and U.S. men for this sample were less positive about women 
as managers than perceptions held by their female counterparts.  In addition, no significant 
differences were found between perceptions of Brazilian and U.S. men, or between the 
perceptions of Brazilian and U.S. women.  Findings are discussed in terms of existing research 
and areas for future research are suggested. 

INTRODUCTION

With its above-average GDP growth and its ranking as the fifth-most populous country 
and the tenth-largest economy in the world, Brazil is an increasingly attractive market for global 
business (EIU ViewsWire, 2009).  Brazil is also attractive because it “does not suffer from the 
ethnic and border conflicts of India, Russia’s loose regard for contracts, or China’s supercharged 
credit- and investment-led growth” (Barber, Rathbone, & Wheatley, 2009, p. 9).   To prepare for 
expatriate assignments in Brazil, mangers need knowledge of local customs and attitudes to 
enhance the likelihood of successful performance.

One host-country attitude about which knowledge is important for any expatriate is that 
of women as managers (Insch, McIntyre, & Napier, 2008; Caligiuri & Cascio, 1998).  In Brazil, 
the role of women in business has changed dramatically in the past few decades.  Women have 
been accepted in the workforce at a variety of levels, but still face the potential for gender 
discrimination.

BACKGROUND

In the early days of Brazilian colony, there was no room for the personal growth of 
women, who were entirely restricted and absorbed by the domestic duties of mother and wife 
(Del Priore, 1994).  During the twentieth century, the push for female equality eventually 
resulted in the 1985 creation of the National Council for Women’s Rights, which was a result of 
national movements toward democratization of the country.  In 1988, the new Federal 
Constitution eliminated the legal gender inequalities, a measure considered “a fundamental 
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milestone in the citizenship and human rights of the women” in Brazil (Pitanguy & Miranda, 
2006, p. 23).

The right of a woman being elected to public office also had a long evolution: the first 
congresswoman was elected in 1933 and the first state deputy in 1970 in São Paulo. In the same 
year, the first woman was promoted to the position of Minister. In 1990 the country had its first 
female director of the Ministry of Finance and its first senator. During 2001, the presence of 
women in all levels of public office reached 11.5% (Piovesan, 2006, p. 43).

Between 1992 and 2002, women in the Economically Active Population increased from 
28 million to 36.5 million; the rate of activity for women increased from 47% to 50.3%; and, 
women’s participation in the total number of workers increased from 39.6% to 42.5% (Bruschini 
et al., 2006). Sixty-two percent of university graduates are women (Santos, 2006).  Results of a 
2006 study of 2,000 companies indicated that 23.6% of all director-level jobs were occupied by 
female executives, and that women occupied 11.5% of the executive jobs in factories, 15.2% in 
the civil construction, 30.5% in clinical services and hospitals, 16% in financial services, and 
50.2% in community and social services. Traditional professions also present significant 
percentages of female participation: 14% of all engineers, 55% of all architects, 40% of all 
medical doctors, 43% of all lawyers, and 33% of all judges (Bruschini et al., 2006).
 In spite of the progress made by Brazilian women, the continuing potential for gender 
discrimination seems to exist.  The World Economic Forum ranked Brazil as 74th out of 128 
countries on its gender gap list (Hausmann et al., 2007).  Also, women have a stronger presence 
in traditionally female sectors than in the traditionally male sectors (Maxfield, 2005).  In 
addition, Brazilian women perceive that they must work harder to advance as compared to their 
male counterparts (Bruschini & Puppin, 2004).  Finally, in one of the few empirical studies 
investigating Brazilian attitudes toward women as managers, results indicated Brazilian women 
possessed more egalitarian attitudes toward women in the workforce than did Brazilian men 
(Olivas-Luján et al., 2009). 
 With the goal of adding to the empirical knowledge about Brazilian workplace attitudes, 
we conducted an exploratory study investigating attitudes about women as managers among 
Brazilian men and women.  Because of the abundance of research on U.S. perceptions of women 
as managers, we also compared the Brazilian perceptions to a sample of U.S. perceptions 
collected from a similar sample at the same point in time in order to benchmark our findings. 

METHOLODOGY

Subjects
Of the 1,272 subjects, 728 were U.S. subjects—715 were bachelor’s degree-seeking 

undergraduate students at a midwestern state university, 5 were graduate students at a 
midwestern state university, and 8 were non-students. All of 544 Brazilian subjects were degree-
seeking graduate students from two different universities and three university centers. There 
were 586 males and 686 females in the study. The use of students in organizational research is an 
established procedure (Greenberg, 1987).  In the present study, English was the primary 
language for the U.S. students; Portuguese for the Brazilian students. The distribution of the 
subject population is shown in Table I.
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The Women as Managers Scale 
We used the “Women as Managers Scale” (WAMS) to measure subjects’ perceptions of 

women as managers (Peters, Terborg, and Taynor, 1974; Terborg, Peters, Ilgen, and Smith, 
1977), chosen because it has been used extensively in previous research. The WAMS consists of 
21 Likert-type scale statements ranging from 1 (strongly disagree) to 7 (strongly agree).

TABLE I 
DISTRIBUTION OF SUBJECT POPULATION BY 

YEAR IN SCHOOL AND COHORT
Cohort
American Brazilian Total

Freshman 34 0 34
Sophomore 42 0 42
Junior 246 0 246
Senior 393 0 393

Year in 
School

Graduate 5 544 549
Total Students 720 544 1,264
Total Non-Students 8 0 8
Total Subjects 728 544 1,272

Two Brazilian university professors, fluent in both English and Portuguese, 
independently translated the WAMS scale from English to Portuguese. They compared the two 
translations, corrected minor differences, and agreed upon a revised version in Portuguese. The 
revised version was shown to several Brazilian faculty members within a Brazilian university to 
assure that it was clear. The questionnaire was then modified as appropriate. With clarity in 
Portuguese verified, the corrected Portuguese version was translated back into English and a 
comparison was made between the original English version and the back-translated version. A 
few minor changes were made to account for some idiomatic expressions that were awkward or 
that were more British than American. Finally, copies of the original and back-translated English 
versions were reviewed by a person fluent in English to assure that there was a one-to-one 
correspondence between the two versions.

The translation approach herein follows the recognized translation-reverse translation 
method established in previous research (e.g., Sincoff, Owen, & Coleman, 2009; Stewart, 
Carland, Carland, & Watson, 2003; Hwang, Yan, & Scherer, 1996; Guthrey & Lowe, 1992; 
Candell & Hulin, 1987).

Analytical Approach 
Our analytical approach employed t-tests of total WAMS score means to test group 

scores on five null hypotheses:
 1. Ho: The perceptions of women as managers will not be significantly different for 

subjects from the U.S. and for subjects from Brazil. 
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2.  Ho: The perceptions of women as managers will not be significantly different for men 
and women. 

3.  Ho: The perceptions of women as managers will not be significantly different for 
Brazilian men and Brazilian women.

4.  Ho: The perceptions of women as managers will not be significantly different for U.S.  
women and Brazilian women.

5.  Ho: The perceptions of women as managers will not be significantly different for U.S. 
men and Brazilian men. 

RESULTS

 Table II shows the results of the two sample t-test of the means used to test the five 
hypotheses. For the first four hypotheses, the null hypothesis for the test of equal variances was 
rejected, and the two-sample test of the mean assuming the variances of each group are not equal 
was applied. For hypothesis number 5, the null hypothesis of equal variances was not rejected, 
and the pool t-test assuming equal variances was used.

TABLE II 
TWO SAMPLE T-TEST OF THE MEANS 

Hypothesis
# Cohorts t df Sig. (2-tailed)

1 U.S./Brazilian  -1.584 1,217.714 .114 
2 Men/Women -14.875 1,014.584 .000*

3 Brazilian Men/ Brazilian Women -8.257 321.842 .000*

4 U.S. Women/Brazilian Women 1.718 662.632 .086+

5 U.S. Men/Brazilian Men -1.202# 576 .230 
           #Equal variance t-test utilized; *Significant at the .05 level; +Significant at the .10 level. 

When gender was tested, there was a significant difference in the means for both all 
males’ perceptions versus all females’ perceptions and for Brazilian males’ perceptions versus 
Brazilian females’ perceptions (p-values equal to .000 for both cases).  The perceptions of U.S. 
females and Brazilian females were different at the .10 level of significance but not at the .05 
level (p-value equal to .086).  No significant difference was found for the hypothesis test 
between the U.S. and Braziliam cohorts (p-value equal to .114) and the hypothesis test between 
the U.S. males and Brazilian males (p-value equal to .230).

DISCUSSION AND CONCLUSIONS 

The results add to the knowledge about Brazilian attitudes toward women as managers in 
several ways.  First, only a few empirical studies have been previously conducted on this topic. 
Second, the results mirror the Olivas-Luján et al. (2009) findings of a more positive perception 
of women as managers among Brazilian women as opposed to Brazilian men.  Third, the pattern 
of similarities and differences among the cohorts in this study reflects the pattern that has 
emerged from previous research on U.S. subjects:  in spite of the progress made by women over 
the past few decades, men are still less likely than women to see female mangers in a positive 
light in both Brazil and in the U.S. 



386

When considered in light of the factors mentioned earlier in this paper, the results suggest 
that a cultural stereotype about women as managers contributes to the potential for gender 
discrimination in the Brazilian workplace.  In fact, it would appear that the same psychological 
barriers faced by female managers in the U.S. exist in Brazil.  The good news about our findings 
is the existence of a great deal of information on how to address such a cultural stereotype, both 
in terms of expatriate training and in terms of guidance for both male and female managers to 
reduce the negative impact of such stereotypes on organizational effectiveness.  Future research 
is suggested to expand and clarify these findings with regard to the sample, the nature of the 
stereotype specific to Brazil, and the extent to which stereotypical perceptions affect 
organizational effectiveness in Brazil. 
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ABSTRACT

An ethics course as executive development program (EDP) for professionals and 
global business executives must be prescribed as a strict precondition to professional ethical 
standard and compliance. Executives get the most benefit from such a course based on five 
learning outcomes— A. Learning core values in global ethics, B. Critical Ethical Executive 
thinking, C. Interdisciplinary and Intercultural thinking, D. Oral Rhetorical Communication 
for ethical management, and E. Business Writing across the globe using technology and 
information literacy conforming to global business ethics. The following paper is the result of 
a two-stage development – first, a survey was conducted for executive needs assessment for 
uncovering global ethics; and then the results of the survey were applied in applying the 
above values and skills for the intended outcomes of the global EDP. 

INTRODUCTION

A literature review on designing global executive development programs responsibly 
suggests that companies should not offer such programs without due considerations for their 
outcomes. This means that they must offer those EDP responsibly with a view to their 
effectiveness and outcomes. 

BACKGROUND AND LITERATURE SEARCH

In a classic study by Sullivan et al. (2003), the authors describe an evidence-driven 
approach used in designing a leadership development program targeted for nurses in middle 
management positions in an academically affiliated integrated healthcare system. A qualitative 
study was conducted to investigate leadership development needs and experiences of nurse 
managers across the health system. Study findings were used to inform educational programs and 
organizational initiatives responsive to needs of both novice and expert nurse managers across 
diverse clinical settings. 

A study conducted by Bolt (1989) found that (i) senior executives are paying more 
directive role in shaping management training and development courses and curricula in their 
organizations (ii) in order to meet the demand for productivity and competition for change, many 
corporate cultures need to respond to greater demand for management training (iii) at the highest 
level of the Corporation executives including the chief executive officer are not only mandating 
larger role for management training and development but are also themselves taking a role in 
those programs to learn for themselves for their own effectiveness 

In this study conducted by Olian (2003), skills training effectiveness of the workforce 
were specifically enunciated which concludes that in the 21st century the education and skills of 
the workforce will end up being the most dominant competitive weapon. Their study focused on 
organizations which had the capability of buying skills through hiring or they could develop 
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those skills through training and development activities. The paper focused on strategically 
designed training and development systems that advance and sustain the organizations 
competitive position in the market. This study concluded that readiness and flexibility are 
achieved largely through supervisory management and executive training as these individuals set 
the boundaries for modification and continuous improvement golf existing organizational 
practices.

 Chris Argyris (1980) in his discourse suggests that the case method as used by faculty 
“stars” in a management development programs may (1) facilitate learning that does not question 
the underlying values of executives or the policies of their organizations and (2) inhibit the 
learning that would enable the executives to question these basic factors and to improve the 
application of new learning in the home organization. 

Cervero and Wilson (1996) assert that program planning activity is not just a mastery, or 
individual competence in intuitively designing a training program. It is, in fact, a great 
coordination effort among all stakeholders of learners, planners and administrators in designing 
and delivering a great responsible program by all connected stake holders who have a common 
interest or bond in such professional development. And they conclude with argument with 
argument that, executive development program must include interactions of organizational 
effectiveness which enhances the working relationship of all those who are pulled together in a 
training program with a purpose of working together. 

In the commentary on the 2006 publication of planning responsibly for continuing 
education and executive development, Cervero and Wilson had been very effective in 
influencing public opinion on the direction in which continuing education and continuing 
professional education should go.  Due to their seminal contributions to the subject the political 
and ethical dimensions of planning for continuing professional education got a major emphasis 
in the design stage a redirection of effort toward the importance of critical rationality of 
stakeholder representation in learning outcomes at the planning table. They gave emphasis to 
teaching of globalization movement in professional development which is being experienced by 
the executive professionals themselves in their jobs. This inclusion of globalization in training 
programs did not exclude economics in business and production.   

Wilson and Hayes (2000) discuss human capital development comprising of the seven 
soft skills -- communication skills, critical thinking and problem solving skills, team work, 
lifelong learning and information management skills, entrepreneurship skills, ethics, and 
professional moral and leadership skills. These skills were incorporated into the institutes of 
higher learning in other parts of the world particularly the Asian countries for their graduate 
programs and executive development. These authors also suggested that these soft skills 
elements to be incorporated in the undergraduate education programs as ethics plays a dominant 
role in curriculum development of executive development programs.  

Cervero and Wilson (1996) assert that executive education has taken a central position in 
present day social life of organizations. Previously executive education was considered as an 
expression of social power, which produced conflict, and envisioned change. But now 
institutions of the state, the market, and civil society have used it to exert and influence change 
into the society so much so that executive education has, with the use and distribution 
knowledge, has tweaked the balance of social, cultural and economic power. 

 In their study of commitment-to-change, Mazmanian, and Mazmanian (2005) argue that 
this strategy has been the catalyst in promoting and measuring behavioral change in the program 
participants. They examined the theoretical foundations for the commitment-to-change strategy
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and they uncovered methods for the implementation of, and assessing of behavioral change in 
carefully designed training programs. 

Boatright (2008) recommends that exact needs of global executives be determined. A 
needs assessment survey was conducted using the Internet for effectiveness. The results of the 
survey are disseminated here using graphs for easy reading. There are eight ethical scenarios in 
the survey which were all connected with global executive decision making. The results indicate 
that there are no clear-cut ways to making ethical decision-making. So it is imperative that the 
case method of executive development program will be effective if the learning objectives are 
clearly and completely defined and training program evaluation actually measures the ethical 
outcomes in the four areas of measurement, e.g. Reaction, learning, behavior, and results, which 
have been promoted as Kirkpatrick (2004) executive training evaluation model.

GLOBAL SURVEY FOR NEEDS ASSESSMENT 

With the literature review as a reference we conducted, with perceived needs known and 
expected, a global executive development needs survey using the web. After the survey results 
came in, we compared the ethics executive development course outcomes with what the 
respondents were saying. Generally there have been two kinds of efforts in an EDP in ethics, one 
to just satisfy Management Development purpose (MDP) or career development purpose, and the 
other is to develop the ethics awareness among executives due to the needs of time. It seems 
logical to us that the MDP view is a stronger view because it needs outcomes-based evaluation. 
From this research it is evident that the executive participants need to: 

1. Demonstrate an understanding of how the social, economic, political, technological and 
ecological dimensions of internal and external environments create a moral and social 
context for business decision making. 

2. Demonstrate an ability to apply personal values and ethical principles as a basis for 
identifying, analyzing and managing ethical issues in contemporary business settings. 

3. Demonstrate the ability to analyze the influence of critical stakeholders on business 
operations, and to apply principles of stakeholder management to contemporary issues in 
business practice. 

4. Demonstrate an understanding of the complex interdependencies that exist between 
business and government, and of their strategic importance to corporate decision making. 

5. Demonstrate an understanding of the legal, ethical, and social responsibilities of business 
toward their members, their customer, and the natural environment. 

6. Demonstrate the ability to recognize and solve contemporary ethical and social issues in 
the business, economics or public administration decision making process. 

MEASURING THE INTENDED LEARNING OUTCOMES

Outcome 1: Learning core values in global ethics (see Table I).  Ethical Core Values are 
derived from “Statement of Commitment” and the “Statement of Purpose” of the training 
program.  They are: (1) social justice (e.g., human dignity and ethical considerations); (2) service 
to others; (3) democratic processes or civic responsibility; (4) stewardship for the environment; 
(5) inclusiveness (e.g., global awareness, multiculturalism, and advocacy for the excluded); and 
(6) advancement of women and minority group members.
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TABLE I 
PERCEPTIONS OF GLOBAL ETHICS—GRAPHICAL RESULTS 

Outcome 2: Critically ethical executive thinking is defined as “a disciplined, self-directed 
cognitive process of leading to high quality decisions and judgments through the analysis, 
assessment and reformulation of thinking. It presupposes understanding of the parts of thinking, 
or elements of reasoning, as well as the intellectual standards by which reasoning is assessed and 
intellectual traits which dispose us to think in deep and honest ways” (Elder and Paul, 2002):  (1) 
Looking for evidence in ethical decision making; (2) Ethical assumptions for expected 
behavioral change; (3) Drawing conclusions and making informed decisions; (4) Logical 
thinking for executive decisions; and (5) Demonstration of intellectual empathy. 

Outcome 3: Interdisciplinary and intercultural thinking for executive development seeks 
to broaden student perspectives and emphasize the interdependence of academic disciplines.  
Integration of knowledge and methods of study from two or more discipline areas could be 
fostered by team-teaching, or by incorporating substantial content, perspectives, and 
methodologies from several disciplines in a single course.  An integrated pair of courses is 
another option.  Issues:  (1) Disciplined integration of ethics in the EDP; (2) Interdisciplinary and 
integrated approach to learning (content knowledge from different disciplines and perspectives 
from different disciplines); and (3) interdependence of academic discipline. 

Outcome 4: Oral rhetorical communication for ethical management requires an 
understanding of the processes of communication as well as the development of rhetorical 
speaking and listening skills. Thus, the goals of oral communication are:  (1) Oral 
communication activities; (2) Preparation needed for oral communication activities; (3) Type of 
feedback given; and (4) Opportunity to engage in critical self-analysis. 
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Outcome 5: Ethical business writing across the globe using technology and information 
literacy conforming to business ethics.  The executive development objective is writing and
speaking across borders and cultures using technology in communication in all matters of ethics 
and ethical decisions. 

TABLE II 
PROPOSED EXECITVE DEVELOPMENT TRAINING PROGRAM MODULES 

• Ethics in the world of 
business

• Welfare, rights, and justice 
• Equality, liberty, and virtue 

One day—details of EDP 
schedule hour by hour and 
exercises will be provided to 
the participants 

Case study and 
discussion. Based on 
needs assessment.
Outcomes: 1,2,3,4 

• Preparing for whistle 
blowing in the workplace 

• Trade secrets and conflict 
of interest 

• Privacy

One day—details of EDP 
schedule hour by hour and 
exercises will be provided to 
the participants 

Case study and 
discussion. Based on 
needs assessment.
Outcomes: 1,2,3,4 

• Discrimination and 
affirmative action 

• Women and family issues 
• Unjust dismissal 

One day—details of EDP 
schedule hour by hour and 
exercises will be provided to 
the participants 

Case study and 
discussion. Based on 
needs assessment.
Outcomes: 1,2,3,4 

• Marketing advertising and 
product safety 

• Occupational health and 
safety

• Ethics and finance 

One day—details of EDP 
schedule hour by hour and 
exercises will be provided to 
the participants 

Case study and 
discussion. Based on 
needs assessment. 
Outcomes: 1,2,3,4 

• Ethics and corporations 
• International business 

ethics

One day—details of EDP 
schedule hour by hour and 
exercises will be provided to 
the participants 

Case study and 
discussion. Based on 
needs assessment. 
Outcomes: 1,2,3,4 

SUMMARY AND CONCLUSION 

This research study was undertaken first to determine the need for the executives to learn 
ethics from five distinct outcomes which will make them wholesome and effective global 
managers. After the needs assessment the faculty put together an EDP which exposes executives 
to simullated and ethical decision making. The outcomes are measured by Kirkpatrick’s (2004) 
model of Reaction, Learning, Behavior and Results obtained through rigorous intervetions in 
thirteen areas of international business ethics and executive development. The training program 
development (Table II) used the author’s study of executive development program design used 
by Khan (1996) for effectiveness. 
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ABSTRACT

Job applicants are frequently advised to ask questions during employment interviews for 
a variety of reasons (e.g., securing information and demonstrating motivation and preparedness). 
In addition, applicants may be further advised to avoid asking certain types of questions, such as 
salary and benefits. Despite the prevalence of such advice, scholarly and empirical investigation 
of the exact influence of job applicant questions is scarce. Therefore, the authors conducted a 
study using human resource professional participants to determine the influence (positive vs. 
negative) of various job applicant questions. Along with the negative influence found for 
applicants asking no questions during the interview, four meaningful factors were extracted from 
a larger list of job applicant questions: questions regarding the job, organization, hiring process, 
and salary and benefits—all of which did not exhibit negative influence among HR 
professionals. The implications for practice and further research are discussed. 

INTRODUCTION

When providing interviewing advice to job applicants, the importance of asking questions 
during interviews as a mean of demonstrating motivation, competence, and preparedness is 
frequently stressed (c.f., Bolles, 2009; Kador, 2002; Vick & Furlong, 2006; Wellenstein, 2009). 
As an example of the prevalence of this advice, an internet search using the phrase “questions to 
ask employers” showed over 2 million results. In addition to advising applicants to ask questions 
during the interview, applicants are often instructed to avoid asking questions regarding salary 
and benefits as well as to avoid asking questions that are clearly answered on the employer's 
Web site or in company brochures (Kador, 2002). Despite the pervasiveness of this advice in the 
popular literature, applicant questions remain a mostly unexplored topic in employment 
interviewing research. Therefore, in order to advance our understanding of the role applicant 
questions play in the interviewing process, an empirical study was conducted using survey data 
from experienced interviewers (i.e., human resource professionals) to determine the exact 
influence of various applicant questions and whether such questions can be summarized by a 
reduced set of meaningful factors. 
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BACKGROUND: WHAT IS KNOWN ABOUT APPLICANT QUESTIONS? 

It is clearly established that what applicants say and do during an interview affects 
interviewers’ evaluation of them (Mecan, 2009). In addition, the importance of applicants asking 
questions is stressed in the interview coaching literature. For example, Bolles (2009), author of 
the bestselling perennial job-hunting book, What Color is Your Parachute?, asserts the 
importance of the job hunters asking questions during the interview. Failure to ask any questions 
is also considered to be problematic when it comes to applicant performance on the job 
interview. Kador (2002) states in his book, Two Hundred and One Best Questions To Ask on an 
Interview, “there are great questions, dumb questions, and worst of all, no questions at all” (p. 1). 
He reports the result of an unscientific survey of over 150 recruiters, job coaches, and hiring 
managers that showed “doesn’t ask any questions” as the number one applicant behavior that 
caused interviewers to “condemn” job candidates. Similarly, a recent BusinessWeek Online 
article identified “not asking any questions,” as one of “the five deadly interviewing mistakes” 
applicants should avoid (Wellenstein, 2009). Yet, within the empirical employment interviewing 
literature, little is known regarding the link between the questions applicants ask during the 
interview and interviewers’ ratings or whether the absence of applicant questions truly 
“condemns” a job candidate. 
 Mecan’s (2009) qualitative review of published interviewing research since 2002 
referenced no studies examining the influence of applicant questions on interviewers’ ratings. An 
earlier summary of the literature by Posthuma, Morgeson, and Campion (2002) identified only 
one study conducted by Tullar (1989) in which the information exchange process between 
applicants and interviewers was examined. Tullar found that successful candidates, when 
provided an opportunity to ask question, “seized this opportunity to ask at least one or two 
probing questions about things in the organization” (p. 975). According to Tullar, the questions 
applicants asked were most frequently about performance reviews, merit or bonus pay, or 
organizational culture and norms. In an earlier study reported by Jablin and Miller (1990), 
researchers analyzed 49 recorded interviews and found that successful applicants asked questions 
focused on the job and organization while unsuccessful applicants tended to ask more 
interviewing process questions and questions dealing with topics other than the job, organization, 
interviewer, and interviewing process (Babbit & Jablin, 1985). Jablin and Miller also referenced 
a qualitative study involving 14 interviews. The results indicated that successful applicants 
tended to ask well-focused questions on a variety of topic and tended to phrase their questions in 
the first person case (Einhorn, 1981). One additional study was found in which applicant 
questions were considered among other items in a measure of verbal skills (Goldberg & Cohen, 
2004). The item, “applicant asked relevant questions” loaded well on the factor labeled “verbal 
skills;” however, the item was not explored individually in terms of its impact on interviewers’ 
overall assessment of the applicant, nor was a definition of “relevant questions” provided.   
 These limited studies exploring applicant questions serves to highlight the importance of 
examining applicant questions within the context of the employment interview. However, little is 
known about the range of questions applicants ask during the interview and interviewers’ 
reactions to specific types of questions. Jabin & Miller (1990) highlight the deficiency in the 
interviewing literature regarding the arbitrariness of question characteristics that have been 
examined and the need to develop better categorization schemes. Similarly, Mecan (2009) 
stressed the need for “consistency in definitions, labeling, and measurement of all applicant 
factors and characteristic,” (p. 215). Therefore, we attempted to address the absence of a measure 
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for applicant questions in the employment interviewing literature by empirically investigating the 
influence of applicant questions and by using exploratory factor analysis of survey data. 

EMPIRICAL INVESTIGATION OF APPLICANT QUESTIONS 

Method and Participants 
In order to explore whether applicant questions could be reduced to a set of meaningful 

factors, a survey was sent to members of a human resource professional organization serving 
south central Pennsylvania and northern Maryland. Questions for the survey were developed 
from a review of interview coaching literature. Mecan (2009) referenced the prevalence of 
applicant coaching material in the popular press. Likewise, the internet abounds with this 
information, and we quickly located career sites that provided job applicants with advice on 
“questions to ask during the interview” as well as questions to avoid asking. A list of items was 
generated from the questions and members of the research team and two additional subject 
matter experts reviewed and pooled the items. The following categories emerged from the list of 
questions applicants should ask: (1) the company, e.g., questions regarding the organization’s 
culture, structure, and career opportunities; (2) the job, e.g., questions regarding the job 
responsibilities, duties, working conditions, typical day, performance expectations, and why the 
job is available; (3) the hiring process, e.g., questions regarding selection criteria and the hiring 
process. A smaller list of questions applicants should not ask surfaced and included questions 
about salary and benefits and questions that reflected that the applicant did not conduct research 
on the organization. A consensus was reached on the items that best captured each category. In 
total, 16 items were generated with the following category-level distribution: the company, 4 
items; the job, 6 items; the hiring process, 3 items; and questions to avoid, 3 items. Participants 
were asked to indicate how the questions would influence their evaluation of a job applicant on 
7-point scale (1 = very negative; 4 = neither positive or negative; 7 = very positive). In addition, 
an item was included to capture applicants asking no questions. 

The survey was administered by sending an email to the membership of the human 
resource professional organization and asking them to follow a link to an internet-based survey. 
One hundred and forty-nine members received a request to participate in a voluntary and 
anonymous survey. A response rate of 41% was obtained as 62 responses were completed; 
however, because of missing data, only 59 of the responses were included in the analysis for a 
response rate of 39.5%. Sixty-five percent of the participants were female and 35% were males. 
The average number of years of interviewing experience reported was slightly over 3 years, and 
71% of the participants reported having received some type of interviewing training. 

Results: Descriptive Statistics 
Of the 16 different types of questions included in the survey, only one question had a 

mean score of less than 4.0 (neither positive or negative influence). A score greater than 4.0 
represents a question that, on average, positively influences the interviewers ratings of the 
applicant and a score of less than 4.0 represents a question that, on average, negatively influences 
the interviewers ratings of the applicant. Questions about the company’s history, revenue, and/or 
products and services had a mean score of 3.28 and a standard deviation of 1.41. Perhaps this 
mean score represents a feeling among human resource professionals consistent with the popular 
literature—that is, questions that could have been answered by reading the company's annual 
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report, employment brochure, or by visiting the company website, negatively influence 
interviewers’ evaluation of the job applicant.
 Contrary to the coaching literature, within this data set, questions about salary and 
benefits appeared not to negatively influence the interviewer’s assessment of the applicant. The 
mean score for salary was 4.89 and the mean score for benefits was 5.42. One other descriptive 
statistic was of particular interest. Survey participants were asked to rate the influence of 
applicants asking no questions during the interview. The mean score for this item was 1.81 with 
a standard deviation of .99 indicating that, on average, participant’s evaluations of applicants 
asking no questions was negative. This result is consistent with the popular interview coaching 
literature that stresses failure of the applicant to ask questions during the interview will 
negatively influence the interviewer’s assessment of the applicant. 

Results: Exploratory Factor Analysis 
An exploratory principal components analysis was conducted using the 16 items to 

determine the existence of a new and smaller number of hypothetical factors. The following 
steps were used in applying exploratory factor analysis: (1) generating the correlation matrix for 
the 16 items, (2) extracting factors with eignenvalues greater than 1.0; and (3) transforming or 
rotating the factors to make them more interpretable. 
 Six factors were extracted with eigenvalues greater than 1; a scree test also indicated the 
presence of 6 factors. The six factors accounted for 76.5% of the total variance in the observed 
variables. The first factor accounted for approximately 33% of the total variance, the second 
factor accounted for approximately 11% of the total variance, the third factor accounted for 
approximately 10% of the total variance, the fourth factor accounted for approximately 9% of the 
total variance, the fifth factor accounted for approximately 7% of the total variance, and the 6th
factor accounted for approximately 7% of the total variance. 
  The six-factor solution was further examined using a promax oblique rotation to allow for 
inter-factor correlations. Table I contains the factor pattern matrix of factor loadings for the six-
factor solution. To aid in the interpretation process, the matrix of factors loading was sorted in 
ascending order. The criterion for determining whether an item was salient to a factor was based 
on Floyd and Widaman’s (1995) recommendations that factor loadings should be considered 
primary when exceeding .30 or .40 in an exploratory factor analysis. In Table I, factors with 
loadings of at least .4 on the intended factor and no cross loadings of more than .4 on any other 
factor are in bold (Norusis, 1990). 
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TABLE I: ROTATED (PROMAX) FACTOR PATTERN MATRIX 

Extracted Factors 
Item 1 2 3 4 5 6
Questions about:      

Job schedule .833 -.129 .151 .178 -.201 -.006 
Department in which job is located .731 .048 -.126 -.045 .317 .151 
Job performance standards .724 -.008 -.005 .001 .217 -.335 
Organizational culture -.147 .979 .023 .005 .021 -.101 
Career opportunities .050 .694 -.137 .125 .009 -.081 
The hiring/decision-making process .043 -.033 .872 -.120 .122 .145 
The selection criteria .125 -.094 .807 -.057 -.076 .123 
Why the job is available -.324 .199 .497 .160 .239 -.006 
Benefits .061 .095 -.149 .888 -.153 .109 
Salary .072 .024 .001 .771 -.067 .208 
The interviewer's impressions of the job .094 .000 .049 -.139 .770 .204 
Questions regarding reporting relationships .187 .385 .053 -.073 .453 .042 
The interviewer's impressions of the applicant -.040 -.145 .243 .227 .251 .641
Job responsibilities .279 .415 .323 -.091 -.413 -.060 
Company, history, revenue, products or services .293 .336 -.062 .064 .150 .254 
Working conditions .086 -.070 .198 .355 .168 -.272 

In absence of a theoretical construct underlying applicant questions, the patterns of 
loadings for each factor were interpreted based on the a priori classification of questions taken 
from the applicant coaching literature. The first four factors explained approximately 63% of the 
total variance in the observed variables. The first factor, which we labeled as “job”, consisted of 
3 items (  = .803) and accounted for approximately 33% of total variance. This first factor 
included questions about the job department, schedule, and performance standards. The second 
factor, “organization,” consisted of 2 items (  = .786) and accounted for approximately 11% of 
the total variance. This second factor included questions about the organizational culture and 
career opportunities. The third factor, “hiring process,” consisted of 3 items (  = .781) and 
accounted for approximately 10% of the total variance. This third factor included questions about 
hiring/decision-making process, the selection criteria, and the reasons why the job is available. 
The fourth factor, “salary and benefits,” consisted of two items (  = .785) and accounted for 
approximately 9% of the total variance. This fourth factor included questions about salary and 
benefits. The remaining two factors were judged to be non-interpretable or composed of a single 
item. The fifth factor was classified as non-interpretable because the grouping of the items was 
unrelated to any of the a priori factors. The sixth factor was a single-item factor, questions about 
the interviewer's impressions of the applicant. After completing the interpretation of the factor 
loading, the extracted factor solution aligned well with the existing empirical literature 
describing the types of questions applicants ask during interviews.  
 The means, standard deviations, and correlations for the four interpretable factors 
mentioned above are listed in Table II. The matrix of inter-factor correlations shows that some of 
the factors are intercorrelated. Questions about the job exhibited significantly positive 
correlations with questions about the organization, the hiring process, and salary and benefits; 
and questions about the organization exhibited a significantly positive correlation with questions 
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mentioned above are listed in Table II. The matrix of inter-factor correlations shows that some of 
the factors are intercorrelated. Questions about the job exhibited significantly positive 
correlations with questions about the organization, the hiring process, and salary and benefits; 
and questions about the organization exhibited a significantly positive correlation with questions 
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TABLE I: ROTATED (PROMAX) FACTOR PATTERN MATRIX 

Extracted Factors 
Item 1 2 3 4 5 6
Questions about:      

Job schedule .833 -.129 .151 .178 -.201 -.006 
Department in which job is located .731 .048 -.126 -.045 .317 .151 
Job performance standards .724 -.008 -.005 .001 .217 -.335 
Organizational culture -.147 .979 .023 .005 .021 -.101 
Career opportunities .050 .694 -.137 .125 .009 -.081 
The hiring/decision-making process .043 -.033 .872 -.120 .122 .145 
The selection criteria .125 -.094 .807 -.057 -.076 .123 
Why the job is available -.324 .199 .497 .160 .239 -.006 
Benefits .061 .095 -.149 .888 -.153 .109 
Salary .072 .024 .001 .771 -.067 .208 
The interviewer's impressions of the job .094 .000 .049 -.139 .770 .204 
Questions regarding reporting relationships .187 .385 .053 -.073 .453 .042 
The interviewer's impressions of the applicant -.040 -.145 .243 .227 .251 .641
Job responsibilities .279 .415 .323 -.091 -.413 -.060 
Company, history, revenue, products or services .293 .336 -.062 .064 .150 .254 
Working conditions .086 -.070 .198 .355 .168 -.272 

In absence of a theoretical construct underlying applicant questions, the patterns of 
loadings for each factor were interpreted based on the a priori classification of questions taken 
from the applicant coaching literature. The first four factors explained approximately 63% of the 
total variance in the observed variables. The first factor, which we labeled as “job”, consisted of 
3 items (  = .803) and accounted for approximately 33% of total variance. This first factor 
included questions about the job department, schedule, and performance standards. The second 
factor, “organization,” consisted of 2 items (  = .786) and accounted for approximately 11% of 
the total variance. This second factor included questions about the organizational culture and 
career opportunities. The third factor, “hiring process,” consisted of 3 items (  = .781) and 
accounted for approximately 10% of the total variance. This third factor included questions about 
hiring/decision-making process, the selection criteria, and the reasons why the job is available. 
The fourth factor, “salary and benefits,” consisted of two items (  = .785) and accounted for 
approximately 9% of the total variance. This fourth factor included questions about salary and 
benefits. The remaining two factors were judged to be non-interpretable or composed of a single 
item. The fifth factor was classified as non-interpretable because the grouping of the items was 
unrelated to any of the a priori factors. The sixth factor was a single-item factor, questions about 
the interviewer's impressions of the applicant. After completing the interpretation of the factor 
loading, the extracted factor solution aligned well with the existing empirical literature 
describing the types of questions applicants ask during interviews.  
 The means, standard deviations, and correlations for the four interpretable factors 
mentioned above are listed in Table II. The matrix of inter-factor correlations shows that some of 
the factors are intercorrelated. Questions about the job exhibited significantly positive 
correlations with questions about the organization, the hiring process, and salary and benefits; 
and questions about the organization exhibited a significantly positive correlation with questions 
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about the hiring process. However, the inter-factor correlations are not sizable enough (all r < 
.40) as to suggest that the factors are inappropriate. While all four factors did not exhibit negative 
influence among the human resources professional participants, questions about the organization 
and the job exhibited directionally more positive influence than questions about the hiring 
process and salary and benefits. 

TABLE II: MEANS, STANDARD DEVIATIONS, AND INTER-FACTOR CORRELATIONS 

Factors M SD 1 2 3
1. Job 5.5956 .86734
2. Organization 5.9355 .89389 .360**
3. Hiring Process 4.6278 .99734 . 323* .287*
4. Salary and Benefits 4.7623 1.14966 .362** .250 .134

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

DISCUSSION

Mecan (2009) describes the employment interview as “a social interaction where the 
interview and applicant exchange and process the information gathered from each other” (p. 
215). In addition to enabling the applicant to discover important information regarding the job 
opportunity, applicant questions may serve to convey to the interviewer specific information 
about the individual’s personality and preparedness. Asking questions may be a form of self-
promotion (Stevens & Kristof, 1995) by the applicant where the applicant uses questions to elicit 
from the interview attributions of preparedness and competence. In other words, applicants may 
ask questions in order to give the interviewer the impression that the applicant is well prepared, 
competent, and motivated (Jablin & Miller, 1990). 
 This empirical study begins to address the call for construct development as it relates to 
applicant questions during the interview. An exploratory factor analysis was applied to 16 
representative questions drawn from the popular coaching literature. Four meaningful factors 
were extracted which were interpreted, respectively, as questions about the job, questions about 
the organization, questions about the hiring process, and questions about salary and benefits. 
 As this is the first empirical study to examine the factor structure of applicant questions 
during the interview, a number of issues still need further investigation. One issue is the need to 
examine the construct validity of the scale developed in this study. Using confirmatory factor 
analysis and linear regression from a larger and more diverse sample could help to demonstrate 
the reliability of the scale as well as its ability to explain unique variance in interviewer overall 
ratings of an applicant. Future studies should include both human resource professionals and 
non-human resource managers tasked with hiring decisions. As this study shows, human 
resource professionals have often received training in the interview process and, as a result, may 
bring a different set of assumptions and expectations to the interviewing process. Alternatively, 
hiring managers interested in filling a position may be more interested in selling the job to the 
applicant versus assessing the applicant’s questioning skills. Similarly, the type of interview may 
influence the explanatory power of applicant questions on applicant ratings. For example, 
applicant questions may be less important in screening interviews than in second interviews or 
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hiring interviews. In the same way, salary and benefit questions may be considered negatively in 
screening interviews but appropriate during the later stages of the selections process.   
 The contributions of this study should prove to be beneficial to job applicants, interview 
coaches and researchers alike. Job applicants can use this information to improve their 
performance on the interviews. It appears, at least initially, that applicant questions do influence 
interviewers’ assessments, especially when it comes to the absence of any applicant questions. 
Therefore, applicants need to take advantage of the opportunity to ask questions during the job 
interviewer, particularly ones about the job itself and the organizational culture. Similarly, 
interviewing coaches can use the findings from this study to further encourage applicants to ask 
questions during the interview process and avoid the “deadly sin” of asking no questions. 
Finally, researchers can use the extracted factor solution to gain a better understanding of the 
influence of applicant questions on interviewer ratings. For example, structural models can be 
developed linking the extracted factors to interviewer ratings.
 According to Postuma, Morgeson, and Campion (2002), additional research is needed to 
understand “the nature of the constructs best measured in the interview” (p. 39). It is our hope 
that this initial empirical study of the factor structure of applicant questions will help to advance 
our understanding of the characteristics of applicant questions and the influence of applicant 
questions on interviewer ratings. 
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ABSTRACT

As the recession continues, Maryland and many other states prepare their budgets with 
little attention placed on a looming problem on how to fund retiree health care benefits for future 
years. Maryland’s state budget emphasis is on maintaining flat funding of current programs in 
Education, Public Safety, Environment and Protecting Families while cutting all non-essential 
programs. This paper will address the budgetary concerns of the health care funding for retirees 
and pose recommendations to reduce the burden on states’ fiscal policy.

INTRODUCTION

Retiree benefits have become an increasing concern for states as with private industry. 
However; as with many state issues, rather than addressing the problems, government officials 
decide to study them, even as they continue to grow. The ongoing structural deficit is a good 
example of delayed action. Retiree health benefits is not a new or small problem, and it could 
have an impact on future retiree benefits, the financial stability of the state, and many existing 
and needed new programs currently funded or considered for funding. 

BACKGROUND

According to a General Accounting Report, the total retiree health benefits for all states 
and local governments showed that liabilities are between $600 billion and 1.6 trillion. Although 
the estimates are based on samples of governments they are not necessarily representative. The 
study noted that, like many private employees few governments have set aside any assets to pay 
for these obligations. The projected unfunded liabilities do not have to be paid all at once, but 
can be paid over years. Some governments do not pay for any retiree health care benefits and 
therefore do not have any unfunded liabilities. Others may have large unfunded liabilities. For 
example, California has estimated its unfunded retiree health benefits liabilities at $70 billion, 
while the state of Utah estimates $749 million. (GAO 08-223). Utah allows retirees who are not 
yet 65 years old to maintain enrollment in plans offered to active employees. After turning 65 
years of age, a retiree must either be entitled to Medicare Part A or enrolled in Medicare Part B 
to be a member of the state-sponsored plan. (Retiree Health Plans) Medicare is not the ultimate 
solution.

Medicare is scheduled to go broke within a decade (Mulshine). Some jurisdictions have 
made public their estimates of unfunded retiree health cost, which are projections of future costs 
measured on present value basis. For each jurisdiction Edwards calculates, the unfunded health 
cost per active employee in the related health plan was $135,313 per employee. The 
methodology uses the average to make a national estimate of unfunded state and local retiree 
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health costs.  There are 15.9 million state and municipal workers in the United States.  About 
10.3 million, or 65 percent, of those workers who are covered by employers are covered by 
health plans during retirement. If the average of $135,313 of unfunded cost per worker is 
representative of the total state and municipal workforce that receives retiree health benefits, it 
indicates a total unfunded cost of $1.4 trillion. (Edwards)

FEDERAL STANDARDS 

Since the 1980’s the Governmental Accounting Standards Board (GASB) has maintained 
standards for accounting and financial reporting for states and local governments. GASB 
operates independently and has no authority to enforce the use of its standards. Still, many state 
laws require local governments to follow GASB standards, and bond holders do consider 
whether GASB standards are followed. Also to receive a clear audit opinion under generally 
accepted accounting principles, states and local governments are required to follow GASB 
standards. In contrast to pensions, the financial status of retiree health care benefits has generally 
not been reported or even estimated actuarially until recently. However, new GARB standards 
(Statement 43 and 45) call for employers to quantify and report on the size of retiree health care 
liabilities. The new health care reporting standards are being phased in over time to give more 
time to smaller states and local government sponsors to generate estimates. (GAO 08-223) Under 
these new rules the State would have to begin recognizing a portion of those liabilities on its 
annual financial statements unless it makes annual contributions to a trust fund to offset them.

The commission learned that Maryland offers retirees one of the most generous benefit 
plans available in either the public or private sector. The level of benefits has generated a long 
term liability of more than $15 billion, roughly the current size of the state’s general fund. The 
annual required contribution necessary to fully fund the State’s liability is between $809 million 
and $1.2 billion, of which the Maryland already pays $314 million in pay-as-you-go costs. (Blue 
Ribbon Report)

LEGISLATIVE AUTHORITY 

Chapter 433 of 2006 Maryland Legislative Session established the Blue Ribbon 
Commission to Study Retiree Health Care Funding Options. In December 2008, the commission 
was charged with the following seven tasks:

1.  Contract with an actuarial consultant firm to conduct an actuarial valuation that 
illustrates the State’s annual required contribution as both a fixed dollar amount and also 
as a percentage of payrolls. 

2.  Review the specific legal obligation of the State to provide retiree health benefits to 
existing retirees, fully vesting employees, active employees, and new employees. 

3. Study the cost drivers associated with the State’s unfunded retiree health care liabilities 
which provide the basis for the unfunded accrued liabilities as well as the ongoing normal 
cost associated with the retiree health care liabilities. 

4. Review the current health care benefits levels for both State employees and retirees and 
how the benefits compare to benefits provided under Medicare, by private employers, and 
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by others public employers, with particular emphasis on whether the various levels are 
appropriate, equitable, and sustainable. 

5. Review the eligibility requirements for State retiree health care benefits with particular 
emphasis on whether the requirements are appropriate and equitable. 

6. Review alternative vehicles for providing health care benefits to State retirees, including 
Voluntary Employee Beneficiary Accounts (VEBAs) Section 401(h) accounts, Section 
115 trusts, health reimbursement arrangements, and health saving accounts. 

7. Recommend a multi-year implementation plan to address fully funding the obligation of  
the State as set forth in the Governmental Accounting Standard Board’s (GASB) 
Statement 45 as soon as practicable.  (Blue Ribbon Commission)In December 2008, A 
Blue Ribbon Commission to study Retiree Health Care Funding Options issued an 
interim report. The Commission’s work took place over a 18 month period and is 
expected to issue a final report is in December 2009.

Currently, most States have not prefunded retiree health benefits for several reasons. 
First, for many governments, retiree health benefits began as an extension of employee health 
benefits, which are usually paid for from general funds (GAO 08-223). Maryland has taken 
several steps to address its OPEB liabilities. Chapter 355 of 2007 designated Maryland’s 
Postretirement Health benefits Trust Fund as a trust fund for the purpose of pre-funding its 
OPEB liabilities. (S.B. 780) In addition, the fiscal 2007 and 2008 budgets, as enacted each 
included $100 million contributions to the Dedicated Purpose Account to begin pre-funding the 
State’s Public Employee Benefits (OPEB) liabilities (Report). This amount was reduced in the 
2009 budget (H.B. 100). As stated above, the amount designated to meet the new accounting 
standards is far less than what will be needed for future retirees.

Second, retiree health benefits were established at a time when health care costs were 
more affordable, so paying for the benefits as a yearly expense was less burdensome. Third, the 
inflation rate for health care is less predictable than pensions, so calculating the current funding 
status is difficult. (GAO 08-223) In 2008, total national health expenditures were expected to 
raise 6.9 percent -- two times the rate of inflation. Total spending was $2.4 trillion in 2007, or 
$7900 per person. Total health care spending represented 17 percent of the gross domestic 
product (GDP).U.S. health care spending is expected to increase at similar levels for the next 
decade reaching $4.3 trillion in 2017, or 20 percent of GDP (Health Care Cost).
Fourth, given that specific retiree health benefits are generally not guaranteed by law, employees 
are free to modify benefits. As a result, state and local governments are reluctant to commit 
funds to an obligation that may be reduced or eliminated in the future. At present, Maryland has 
a statutory obligation to provide health care benefits to certain retirees; however, the statute does 
not create a contractual obligation and the General Assembly remains free to amend the law that 
provides such benefits. Although the General Assembly may choose to offer a vested right in 
retiree health care benefits, it has not done so. Even a contractual right to health care benefits 
would be subject to modification if reasonable and necessary to serve an important public 
purpose (Opinion).
 Finally, changes in national health care policy and health insurance markets can affect 
what benefits state and local governments cover, so state and local governments may have 
resisted locking in their commitment to pay for future retiree health benefits by prefunding, and 
instead preferred to finance on a pay-as-you-go basis. The Obama administration, hoping to 
boost its health-care reform effort with financial concession from the hospitals, and 
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pharmaceutical industries, is instead confronting deep dissension on several fronts within the 
Democratic ranks and possible defections among key constituents (Washington Post).

MARYLAND’S OPTIONS PLAN AS COMPARED WITH OTHER STATES

There are 10 of the 50 states that have AAA bond rating, determined by the three bond 
rating companies (Opinion). These states offer some form of retiree health care benefits to their 
employees. The question is how our plan compares with those states and whether we can 
continue to offer a variety of plans?  Overall, Maryland appears to be very generous in providing 
a host of plans compared to other states. Maryland’s retiree health care plans provide our retirees 
a better selection of plans. It also keeps our plan more in line with pre-retirement plans. With 8 
Medicare eligible plans options, we are encouraging our providers to offer a broad spectrum of 
coverage, that encourages competition and are offered on a cost conscious basis. An employee 
may decide to switch plans if the level of care is not adequately provided. (Blue Ribbon) 

For most individuals, who are not disabled, Medicare eligibility begins the first day of the 
month in which they reach age 65 (Guide).  Most states limited the number of plans or offer 
Medicare supplemental plans to their retirees.  Limiting the number of plans gives an employee 
less choices in determining which plan will meet their needs, allows greater government control 
over a select fewer plans, and may lower the cost of retiree health benefits.

The vesting period in Maryland for partial benefits is 5 years and 16 years for full 
benefits. Most AAA states have a partial vesting period of 10 years and a fully vesting period of 
20 or more years. Maryland has a generous vesting period and may help in attracting and 
retaining state and local government employees. However, the vesting period in Maryland is the 
shortest period of all the AAA states. Maryland’s Vesting Health Benefits allows some 
employees to draw on their health benefits in a very early time period after retirement. North 
Carolina has recently changed the vesting period to 20 years for new employees but does not 
subsidize spousal coverage (Blue Ribbon). Maryland needs to consider a similar approach and 
extend the vesting period to 20 or 25 years for new first time employees to help in curtailing 
retiree health cost and to bring it in line with other states. Cost containment measures will have 
to be considered in the future to balance state budget priorities and to meet the need of current 
and future employees. 

Florida, Kansas, Minnesota, Mississippi, Wisconsin and now West Virginia, require their 
retiree to pay their total premium (Messina).  Maryland’s state share of premium paid depends on 
the plan each employee enrolls upon retirement. Preferred Providers Organizations (PPO’s) will 
pay 80 percent of premiums; Point of Service (POS’s) pays 83 percent and Health Maintenance 
Organizations (HMO’s) pay 85 percent of premiums. Again, Maryland is a leader among the 
AAA states in paying for retiree health benefits premiums. Most states give credits toward 
premiums, pay for employees, but not pay any subsidies for spouses or pay no subsidies at all. 
(Blue Ribbon) To reduce the 15 billion projected shortages in retiree health benefit cost, that is 
projected in future years, the legislature may have to consider increasing the premiums paid by 
employees to help defray some of the cost. This will be an extremely contentious issue that will 
not be embraced by many employees, unions and retirees.

Maryland offers a Prescription drug program as an add-on provision to the 8 Medicare 
plan for retirees who elect that coverage. The plans are structured to require retirees to meet the 
vesting periods.  Thereafter, the state pays 80 percent subsidy for premium for these services.  
Most of the other AAA enjoys subsidized prescription benefits only to the extent that the state 
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subsidized the plan premiums. Delaware, retiree basic health plan for example, would not cover 
any prescription drugs unless a retiree had ten years of service. After twenty years of service, 
Delaware would pay 100 percent. For all other plan, retirees pay the difference between the 
premium for their selective plan and the basic plan (Blue Ribbon). The early vesting period and 
the fifteen years of state paying the major part of the premium gives Maryland retirees an 
advance should one choose to add this benefit. 

Maryland has the lowest prescription drugs co-pay of the 10 AAA states. Currently, 
retirees pay, for a thirty day supply, $5 for generic drugs, $15 for formulary and $50 for non-
formulated drugs.  Georgian retirees, for example, pay twice as much for generic, formulated and 
non-formulated drugs as does Marylander’s (Blue Ribbon). 

Dental care is treated in a similar manner as prescription drugs.  A retiree can choose to 
add this provision to one of the 8 Medicare plans. The state will pay 80 percent subsidy for 
premiums. Delaware dental coverage is available as an add-on, with retirees paying 100 percent 
of premium. Other states include dental coverage in their plan. However, these AAA states offer 
fewer plans, longer vesting periods or have less generous plans overall (Blue Ribbon).

A  STATE OF MARYLAND OPTION 

In Maryland vesting benefits for retirees could begin with five years of active service. 
Some employees could work for private employees, retire, and begin to work for local or state 
governments. This trend will continue since only 54 percent of the population is covered by 
employer’s health insurance with an addition 5 percent having individual private coverage 
(Entrepreneur). Working for state and local government becomes very attractive considering 
their health benefit package. For example, an employee who began working for a private 
employer at age 25, works 30 years and then immediately upon retiring from the private sector, 
takes a state job for five years, retires under the state’s early retirement system. He/she is age 60 
and would meet the age retirement and would vest to receive partial state benefits (Guide). The 
city of Lakeport has addressed this problem by implementing an out of pocket surcharge for 
retired employees receiving early retiree’s health benefits.  Some employees argue that they were 
recruited, hired, retained and retired with the understanding that they had full health coverage in 
retirement (Lakeport).

CONCLUSION

As the National debate continues to determine components of a Federal bill that is 
acceptable to the majority of the population and Congress, Maryland will have to address health 
care cost for retirees in the midst of the state’s declining revenues. The $15 billion shortfall in 
Health Care cost for retirees will have to be addressed if Maryland intends to maintain its AAA 
bond rating. The Blue Ribbon Commission will have to make several hard choices to maintain a 
fundamentally financially sound retiree health care system. Most of the commission’s 
recommendations, due December 2009, will not be embraced by the legislature especially in an 
election year.

• Reduce the number of Non-Medicare and Medicare eligible plans for 8 to 6 or 5.  This 
will create more competition within the health industry and could reduce cost. 
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• Increase the vesting period to 10 years for partial benefits and 20 years for full benefits.  
This will reduce long term cost. 

• State share of premiums should be determined on a sliding scale based on the years of 
service. The state may need to be considered this approach for retirees now receiving 
benefits. This will reduce cost. 

• Maintain the current system for prescription drugs and dental coverage.
• Increase co-payment for prescription drugs. 
• The state should continue to set aside funds in the Dedicated Purpose Fund. 

The commission and the legislature should consider some or all of these 
recommendations to create a fiscally sound retiree health care system. Once some or all of these 
recommendations are approved the members of the Governmental Accounting Standards Board 
will have to re-evaluate the state’s health programs and cost out the revised plan.  Changing the 
current retiree health care system will not be easy and may cause as much trepidation and grief 
as the pension bill did in the early 1990.  However, the state’s fiscal health and the stability of 
retiree’s long term health benefits may be improved.
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