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FOREWORD

The Annual Conference of the EuroMed Academy of Business aims to
provide a unique international forum to facilitate the exchange of cutting-
edge information through multidisciplinary presentations on examining and
building new theory and business models for success through management

innovation.

It is acknowledged that the conference has established itself as one of the
major conferences of its kind in the EuroMed region, in terms of size, quality
of content, and standing of attendees. Many of the papers presented

contribute significantly to the business knowledge base.

The conference attracts hundreds of leading scholars from leading universities
and principal executives and politicians from all over the world with the
participation or intervention of Presidents, Prime Ministers, Ministers,

Company CEOs, Presidents of Chambers, and other leading figures.

This year the conference attracted over 250 people from over 65 countries.
Academics, practitioners, researchers and Doctoral students throughout the
world submitted original papers for conference presentation and for
publication in this Book. All papers and abstracts were double blind
reviewed. The result of these efforts produced empirical, conceptual and
methodological papers and abstracts involving all functional areas of

business.
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ABSTRACT

Sheep and goat farming in Greece is of high importance because of the production of
food, the insurance of adequate employment and steady income to a large number of
farmers and the creation of added value in the products. Despite the high
productivity and the excellent quality of the products the sheep and goat industry
has low competitiveness due to high production costs. The efforts for the restructure
and improve of the competitiveness of the industry should focus primarily on

reducing the production costs.

The aim of this study is to research and analyze the parameters that compose the total
cost of production in sheep and goat farms as well as to determine their significance.
This paper tries to define the basic components of production costs, which form
clusters of sheep and goat farms, with same behavior in the management of cost
production. The analysis is also possible to lead to the creation of rational proposals

for restructuring of farms and business management.

The application of principal component analysis revealed two main components
(axes) for the cost: the first axis explains the 51%, while the second the 22% of the
total variance. The first axis F1 is associated with the depreciation, maintenance,
insurance costs and the permanent fund, while the second axis F: is related to the
feed costs, the value of self-produced feed, the total variable capital expenditures and
other costs. The Hierarchical Cluster Analysis, based on factors scores, per cost
component, in any goat sheep farm of the sample there was applied a grouping into

three clusters, with similar demographic characteristics.
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INTRODUCTION

Sheep and goat breeding (small ruminants) is traditionally one of the most dynamic sectors in
Greece, contributing to the rural income with a percentage about 18% and 28.07% to the total
gross value of livestock production (Eurostat, 2011, Ministry of Rural Development and Food,
2012; FAO, 2012). Sheep and goat farming is practiced in a high percentage (85% of animals
and 80% of farms) in mountainous and disadvantaged areas of Greece, which constitute the
85% of its surface area and in this way regions that are not suitable for intensive use are
reclaimed. Moreover, sheep and goat farming, is contributing decisively to the regional
development and maintenance of the social fabric in areas with particular problems (Ministry

of Rural Development and Food, 2011).

In Greece there are 99,026 sheep-goat farms. The predominant form of sheep and goat farms
composed of small family farming-pastoral extensive form, which are characterized by low
inputs and rely on the movement of animals to find food (grazing). Nowadays however,
there is a decline of small farms and nomadic development and a systemic-stabled sheep and
goat high productivity on business structures (Kitsopanides, 2006; Rancourt et al., 2006;

Theocharopoulos et al., 2007%; Aggelopoulos et al ., 2009).

In Greece, the total number of sheep reared amounts to 12.8 million animals and it’s the first
country in the EU, where sheep constitute the 55.8% of the animal population, followed by
the UK with 23.4%. Across the EU, Greece has the first place in rearing goats (4 million goats)
and the third in sheep (8.8 million sheep) after the UK (31milion sheep) and Spain (16.6
million sheep) (FAO, 2012; Eurostat, 2012). The bulk of Greek sheep and goat farms (95%) has
as a productive direction to the milk which herds of genetically heterogeneous farms, which
consist of animals with different breeds and mostly unknown cross genotypic composition,
showing great variability in terms of morphological, physiological and productive
characteristics (Chatziminaoglou, 2001; Ministry of Rural Development and Food, 2011;

Tzouramani, 2011).

Thus, Greece produces the 23.5% of the total goat milk produced in the EU, farm the second
position after Spain (23.8%) and the 14.5% of the meat production by still farm the second
place after the United Kingdom with 28.2% (FAQO, 2012). It is also remarkable that Greece has
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the largest annual production of sheep milk per capita (72.2 kg) and displays high quality
goat meat as a result of a series of parameters that characterize the Greek reality as the
extensive farming system, the domestic breeds and the administered feed (Zygoyiannis, 2006;

Ministry of Rural Development and Food, 2011).

Despite the high productivity and the high quality of the products, the sheep and goat sector
has low competitiveness due to the high production costs compared with other EU countries
Vlontzos and Soutsas, 2006, Aggelopoulos et al., 2009). The majority of farms in the country
operates under increasing returns to scale, so an increase in size to achieve lower production
costs and improved profitability is necessary (Theocharopoulos et al., 2007°). The total cost of
production in a sheep and goat farm configures the feed costs, the annual costs of livestock,

the annual costs of fixed assets and the remuneration of labor (Kitsopanidis, 2006).

The high cost of production in the Greek goat-sheep farms is one of the major problems of the
industry, resulting in reduced efficiency and low competitiveness in relation to other EU
countries. As a result, every effort for business development of the industry should be
coupled with reducing production costs. This study aims to identify and analyze the factors
that affect the total cost of production and the determination of their significance. This work
attempts to define the key components of production costs in sheep and goat farms. With the
formation of clusters of farms according to "their behavior" on cost variables, it is possible to
determine rational restructuring proposals, based on similar efforts to reduce production

costs, and their demographic characteristics.

MATERIALS AND METHODS

For the conduct of survey we selected the Prefecture of Grevena, a region with a remarkable
development of the sheep and goat farming. The variety of rearing conditions in this area
allows the generalization of the research results, with no significant deviation from reality

(Tsiouni, 2011).

For the research there were used financial data from sheep and goat farms in the region. The
techno-economic data in this study were collected using a properly structured questionnaire,
after personal interviews with farmers-owners of farms during the period 2007-2009. The
sampling method followed for the selection of the sample was layered random (Siardos,
2005). The final sample included 65 sheep and goat farms. The sample size is the 4.7% of the
total sheep and goat farms in the study area and it is the 0.03% of the total number of sheep
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and goat farms in the country. It is also the 0.22% of the total sheep population in the country

and 29.6% of the Prefecture.

It is also worth mentioning that in the final analysis there were included small, medium and
large farms and as a result there is a great variation in the cost parameters that are taken
under consideration. This is important because the cost components will be referred to a wide
range of general and industry farms. Therefore, the findings will refer to the field of sheep-

goad industry as a whole and not to specific categories of farm sizes.

For the study and analysis of production costs were calculated the annual expenditure of
fixed capital (buildings, machinery, livestock breeding, etc.), costs of animal feed, the value of
self-produced animal food, the total expenditure of variable capital (veterinary costs, costs of
foreign mechanical work, etc.) and other expenses (taxes, expenses of electrification,
communication, etc.) (Doll and Oragen, 1984; Damianos and Skuras, 1999; Kitsopanides, 2006;
Aggelopoulos, 2007 and Aggelopoulos et al. , 2009). Table 1 shows the classification of the

basic costs of production in the sheep-goat farms of the sample.

Table 1. Classification of the basic production expenses in the sheep-goat farms of the sample

production expenses Minimum Maximum Mean Std.
categories (€ per animal)) (€ per animal) (€ per animal) Deviation
Depreciation 6.7 98.8 31.8 21.5
Insurance premiums 0.5 11.9 3 2.1
Maintenance 0.4 33.7 6.8 5.8
Interest 4.2 66.6 18.2 11.3
Animal food 127.6 232.3 175.3 19.3
Self-produced animal food 0.0 172.3 42.6 50.8
Other capital expenses 3.9 92.5 28.8 19.5
Expenses of variable capital 12 249.1 79 51.3

Based on the figures in Table 1, we observe that the first component is significantly correlated
to all cost parameters (€ per animal) are (in descending order) the animal food, the expenses
of variable capital, the self-produced animal food, the depreciations, the other capital
expenses, the interest of fixed capitalkat and in the end the expenses of maintenance and

insurance premiums.

Through the application of Principal Component Analysis (PCA), we examined the structural
cohesion of the variables that compose the overall production cost, and their importance in its

final formulation (Hair et al., 1995; Sharma, 1996; Cattell, 1978; Dunteman, 1989; Tabakis,
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2001; Aggelopoulos at al., 2009). These variables are represented using non- observable

variables-factors, according to the following mathematical formula:

P
F=D>WZ =WZ +W,Z,+...+W,Z_, (i=1...m<pand j=1..,p)

j=1

Where w;; ’s are the coefficients (or loadings) for factor or component,

i (F;) multiplied by the measured value for variable j ( Z,)- So, each principal axis is a linear

combination of the original measured variables.

Then, based on the extracted Factors scores of sheep and sheep farms in these two axes,
applied the Hierarchical Cluster Analysis. The formation of clusters of farms was based on
the criterion of Ward, while the squared Euclidean distance was used as a measure of (in)
similarity of farms (Hair et al., 1995; Sharma, 1996). The analysis was performed with the
statistical package SPSS ver. 13.0. Variables before entering the analysis were transformed
into z-scores. The stability of the results, with respect to the input sequence of goats farms in
the analysis, was tested with the help of software PermuCLUSTER ver.1.0 (Spaans and Van
der Kloot, 2004).

RESULTS

The application of PCA highlighted two axes (components) cost: the first axis explains 51% of

the total variance, while the second 22% of the total variance (Table 2).

The first axis Fi associated with depreciation, maintenance, insurance premium and the
interest of the fixed capital, while the second axis F2 associated with animal food, the value of
self-produced food, total variable capital expenditures and other costs. The first axis F1 can be
characterized as the axis of fixed capital expenditure, while the second axis F: can be

characterized as the axis of the expenses of animal feed and variable expenses (Table 3).
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Table 2. Total Variance Explained

Initial Eigenvalues

Component Total % of Variance Cumulative %
1 4.067 50.842 50.842

2 1.780 22.250 73.092

3 0.907 11.340 84.432

4 0.595 7.443 91.874

5 0.409 5.111 96.985

6 0.137 1.718 98.703

7 0.102 1.272 99.975

8 0.002 0.025 100.000

Extraction Method: Principal Component Analysis

Table 3. Rotated Component Matrix

Data of cost Components
F1 E2

Depreciation 0.977

Insurance premiums 0.974

Maintenance 0.941

Interest 0.938

Animal food 0.813
Self-producted animal food 0.669

Other expenses 0.665
Variable capital 0.567

*Extraction Method: Principal Component Analysis.

Rotation Method: Varimax with Kaiser Normalization

Following the application of hierarchical cluster analysis and based on the scores per cost
component achieved by the sheep and goat farms in the sample, we group them. Table 4

presents the averages of the factors scores per cluster.

Table 4. Averages of the factors scores

Clusters F1 F2

G 0,308961 1,735458
C2 -0,53485 -0,29669
G 1,518448 -0,72176

Figure 1, shows the profile of the clusters of sheep and goat farms, according to the two

components of the cost

Confronting Contemporary Business ISSN: 2547-8516
Challenges Through Management Innovation ISBN: 978-9963-711-16-1



6th Annual EuroMed Conference of the EuroMed Academy of Business 32

1,5

mF1
0,5

] T
1 r
-0,5

mF2

Figure 1. The profile of the clusters of sheep and goat farms, according to the components of

the cost.

The application of the method highlighted three clusters of sheep and goat farms. In the first
cluster (C1) included 12 sheep and goat farms (form 12.5% of total sample). The second cluster
(C2) included 41 sheep and goat farms (63.1% of total sample), while the third cluster (Cs)

included 12 sheep and goat farms (18.5% of total sample).

As it is clear from the analysis, the first cluster (C1) consists of farms where the second axis F2
concludes the main component of the cost. In the farms of the second (Cz) and the third

cluster (Cs) the first F1 axis concludes the main component of the cost.

The three clusters of farms are distinct for the variables of cost of the first axis Fi, while in the

axis F2 cluster C1 is different from clusters Cz2 and Ca.

Then, the profile of cluster was studied in compare with the eight cost variables (Table 5).

Table 5. Profile of clusters based on cost parameters

;::::meters Cluster of farms
Ci C Cs

Depreciation (per animal) 42.02> 24.32¢ 63.392
Insurance premiums (per animal) 3.57> 1.93¢ 6.152
Maintenance (per animal) 9.87b 3.69¢ 14.262
Interest (per animal) 21.21° 12.28¢ 35.402
Expenses of animal food (per animal) 186.852 175.772b 161.87b
Value of self-produced animal food (per animal) 104.552 31.630 18.21b
Other expenses (per animal) 55.992 19.84¢ 32.25b
Expenses of variable capital (per animal) 160.352 59.52b 64.12°

*For each cost parameter the averages that have different letters differ significantly at a

significance level a = 0,005, according the results of the Tukey HSD test.
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The three clusters are diversifying in: depreciation, insurance premium, maintenance, interest
and other costs. For the cost of animal food it is observed a variation between the first (C1)
and the third cluster (Cs). Between the value of self-produced food and the variable capital
expenditures it is observed a difference between the first (Ci1) the second (C2) and the third

cluster (Cs).
The profiles of the clusters based on the cost parameters, it is also shown in Figure 2.
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Figure 2. Configuring clusters, based on cost parameters

Then it was analyzed the second-level profiles of the three clusters, based on demographic
characteristics. Table 6 presents the analysis of farms clusters according to their size. We
observe that the total sample consists of large (46.1%) and medium size (38.5%) sheep and
goat farms. The size distribution of the farms in three clusters is the following: the first cluster
(C1) consists of small (41.7%) and medium-sized farms (41.7%). The second cluster (Cz)
consists mainly of large (58.6%), followed by medium-sized farms (34.1%) and while the third
cluster (Cs) consists mainly of medium-sized farms (50%). The size distribution is shown in

figure 3.
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Table 6. Profile of clusters according to their size.

Size of farms

Clusters Mu: 0-199 Mo2: 200-399 Ms: 400-599 Ma: >600 Total
Ci 5 5 2 0 12
41.7% 41.7% 16.7% 0% 100%
C2 3 14 11 13 41
7.3% 34.1% 26.8% 31.7% 100%
Cs 2 6 2 2 12
16.7% 50% 16.7% 16.7% 100%

The statistical test of independence x? revealed a statistically significant relationship between
the clusters and the size of sheep and goat farms (x2 = 1.765, df. = 6, p-value = 0.05). The

intensity of the relationship is moderate (Cramer's V = 0.313 and 0.2 <CV <0.4).

100%

90%

80%

70%

60%

= 600<

50% = 400-599

= 200-399
a0%

= 0-199

30%

20%

10%

Figure 3. Profile of clusters according to their size
Table 7 shows the profile of the clusters, according to the type of farm

Table 7. Profile of the clusters, according to the type of farm

Type of farms
Clusters Tu: T2 Ta: Total
Sheep farms Goat farms Sheep and
goat farms
C 8 1 3 12
66.7% 8.3% 25% 100%
G 15 4 22 41
36.6% 9.8% 53.7% 100%
G 7 0 5
58.3% 0% 41.7% 100%
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Total 30 5 30 65
46.2% 7.7% 46.2 100

According to table 7, the first cluster (C1) consists mainly of sheep farms (66.7%). The second
cluster (C2) consists mainly of mixed farms (53.7%), while a high percentage has also sheep
farms (36.6%). Finally the third cluster (Cs) consisting of sheep farms (58.3%), while the mixed

farms have also high percentage (41.7%).

The statistical test of independence x2? revealed no statistically significant relationship

between the clusters and type of sheep and goat farms (x2=5.166, df =4, p-value = 0.2).

Table 8 presents the analysis of clusters of farms according to their geographical location. In a
high percentage, the sheep and goat farms are installed in mountain areas (43.1%), although a
large proportion of these are transhumance farms (40%), while a small number of farms
located in semi-mountainous (12.3%) and lowlands (4.6%). Specifically, the farms of the first
cluster (C1) are installed in the majority in semi-mountainous areas, while 25% are installed in
mountainous areas and another 25% are transhumance farms. The second cluster (C2) consists
mainly of transhumance farms (48.8%) and farms in mountain areas (39%). Finally, 75% of
farms in the third cluster (Cs) are located mainly in the mountainous areas 75% and 25% are

transhumance farms. The geographical distribution of farms clusters is shown in Figure 4.

Table 8. Geographical distribution of clusters

Geographical area of farms

Clusters P1: P2 Ps: Pa: Total
Mountainous Semi- Lowland Transhumance
mountainous
Ci 3 4 2 3 12
25% 33.3% 16.7% 25% 100%
C 16 4 1 20 41
39% 9.8% 6.4% 48.8% 100%
Cs 9 0 0 3
75% 0.0% 0.0% 25% 100%
Total 28 8 3 26 65
43.1% 12.3 4.6 40 100%
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The statistical test of independence x? revealed a statistically significant relationship between
the clusters and the geographical identification of sheep and goat farms (x2 = 16.88, df = 6, p-

value = 0.01). The intensity of the relationship is moderate (Cramer's V. =0.359, 0.2 <CV <0.4).

100%

90%

70%
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30%

20%
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Figure 4. Geographical distribution of clusters.

In Table 9, shows the profile of clusters, based on the educational level of their owners. The
owners of sheep and goat farms in the sample have mainly elementary and secondary
education level. The majority of the owners with elementary education appear in the third
cluster (Cs), and the owners who attend some high school are in the second cluster (Cz). Of the
total of 65 owners only 2 people have university education and allocated to one of the first

(C1) and the second cluster (C2).

Table 9. Profiles of clusters, according to owners education level.

Type of farms
Clusters Gu: Ga: Ga: Total
Elementary school = High school University
Ci 7 4 1 12
58.3% 33.3% 8.3% 100%
C 25 15 1 41
61% 36.6% 2.4% 100%
G 8 4 0 12
66.7% 33.3% 0% 100%
Total 40 23 2 65
61.5% 35.4% 3.1 100%
Confronting Contemporary Business ISSN: 2547-8516

Challenges Through Management Innovation ISBN: 978-9963-711-16-1



6th Annual EuroMed Conference of the EuroMed Academy of Business 37

The statistical test of independence x? indicated no statistically significant relationship
between the cluster and the educational level of the owners of sheep and goat farms (x2 =

1.620, df = 4, p-value =0.1).

CONCLUSIONS AND SUGGESTIONS

Sheep and goat farming is one of the most important sectors of the Greek livestock with high
potential for further development. However, the dynamic of the industry impacts the
increased costs of rearing sheep and goats, and as a result there is a reduced artificially
efficiency and low competitiveness in relation to other EU countries. Strengthening the

development direction can be achieved by reducing production costs.

In the presented study there was a research on the factors that affect the cost of production

and a determination of their significance.

The application of Principal Components Analysis revealed two major cost components,
showing that the first cost component, named the annual fixed capital costs (costs that are
affected by the amount of the investments in farms), as the main reason for the difficulty in

raising sheep and goats.

Then the application of hierarchical analysis in clusters formed three groups of farms, based
on cost data, and demographic characteristics. The first cluster (C1) consists of farms that the
key components of their costs are the costs of feed and variable capital. These small and
medium sized farms are located in mountainous and hilly areas. The farms of the cluster

seem to be mainly sheep type farms were the owners have an elementary education.

The second cluster (Cz2) consists of farms whose key components of their costs are the annual
costs of permanent capital. These are large farms, which are mainly transhumance farms and
located in mountainous areas. The farms of this cluster appear to be mostly mixed with their

owners being of an elementary education.

The third cluster (Cs) consists of farms whose key components of their costs are the annual
costs of permanent capital. In this cluster there are mainly medium-sized farms, which are
located in mountainous areas. The farms of the cluster seem to be mainly type sheep farms

and the owners are also of an elementary education.
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The recommended policy measures that aimed to the restructuring of the Greek sheep and
goat farming and they improve its competitiveness and they are based on the above analysis

are:

For the sheep and goat farms in the cluster Ci it is suggested to reduce the user cost of animal
food. In particular the reduce of animal food expenses is associated with the proper use and
quality improvement of animal food that it is used. Selecting the most proper and effective
way of preparing the animal food, the establishment of a well-balanced and economical diet,
the knowledge of animal food nutrients content and their suitability as well as the proper
facilities blending power and storage of animal food are leading to a better utilization of this
factor. Furthermore, it is necessary to connect the plant and animal production. The
systematic and organized cultivation of animal food, is expected to help to the increase of the

offered quantity and thus to the reduce of the offered price to the farmers.

For sheep and goat farms in clusters Cz and Cs it is suggested the better use of fixed capital
(buildings, machinery, etc.). The inclusion of the farms in financial programs which will aim
at improving the building and mechanical equipment is expected to reduce annual costs and
improve their efficiency. Moreover, the installation of automated feeding systems, would
improve the quality of animal food, lead to the reduction of animal food cost and improve

work efficiency and management of animals.

Generally, the organization of training programs for the breeders-owners of farms will help to
promote new technology in all phases of production process. The training is necessary for
issues that are related with milking, animal husbandry management, organization and

management of livestock farms and animal food preparation.
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ABSTRACT

This research aims to highlight the determinants able to predict consumption trends,
in order to provide important marketing evidence to wineries whose goal is to
penetrate new markets. To achieve this aim, the research focuses on the average US
consumer, represented by a Missouri population. The reasoned action approach
(Fishbein and Ajzen, 2010) was applied to 140 wine consumers from Missouri.
Behavioural and normative beliefs were surveyed to study their influence on
attitudes and subjective norms, which affect intentions and behaviours. The gathering
of information was divided into two phases: an exploratory analysis and a survey by
questionnaire. The results confirm the new trends in wine consumption and the
emerging predominant role of friends in influencing wine consumption. The
importance of family as a reference social group is overshadowed. The sensory
characteristics of wine remain relevant, and the role of health in determining the
choice to consume wine is confirmed as controversial. The study highlights that the
social pressure resulting from reference people and groups is losing significance in
relation to attitudes, expressed by the opinion that the individual shapes about

behavioural consequences.

Keywords: Consumer behaviour, Wine, Reasoned action approach, Average US

consumer, Wine marketing

INTRODUCTION

The determinants of wine consumption behaviour are a very complex subject of study
because of the complexity of wine itself, given its multiple intrinsic and extrinsic factors and
its material and immaterial nature, which characterise quality perception. Further, consumers

associate a risk level to their choices, resulting from the fact that wine quality is objectively
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and subjectively ascertainable only after it has been purchased and when the consumption
behaviour has been fully realised.

For the wine industry to understand drinking choices and establish marketing strategies,
knowledge of the consumer’s decision-making process, which leads to consumption
behaviour, is more important than ever.

Many studies aimed at explaining consumption behaviour have drawn from social
psychology and applied the reasoned action approach, as formulated by Fishbein and Ajzen
(2010). This approach has been used to explain which elements determine human behaviour
in many different life domains, including politics, health, discrimination and consumption.
The current study applies the reasoned action approach to offer new insight into the wine
consumption behaviour of a population that is approaching wine choice with an increasing
interest in wine. This approach provides an appropriate framework to evaluate the cognitive
factors determining the wine consumer’s decision-making process.

The article is structured as follows. First, the reasoned action approach is discussed through a
literature review. In this regard, the review gives special attention to the main applications in
the field of food. Second, the objectives and method are presented, allowing the paper to join
in the debate initiated by three previous applications of the reasoned action approach to wine
consumption. The empirical results are discussed, and some future research investigation

lines are recommended.

LITERATURE REVIEW

The reasoned action approach is the basis of two theories that aim to explain the decision-
making process that leads individuals to their behaviour: the theory of reasoned action (TRA)
and the theory of planned behaviour (TPB).

Developed by Fishbein and Ajzen (1975), TRA argues that the behavioural intention
underlying a behaviour is able to capture its motivational factors and indicates how hard a
person is willing to perform that behaviour. In turn, behavioural intention is determined by
attitude, namely, the degree to which a person positively or negatively assesses or qualifies a
behaviour, and by subjective norm, which refers to the social pressure carried out by
reference people or groups that a person perceives in performing or not performing the
behaviour.

Salient information, or beliefs, explains behaviour at a more basic level than that of attitude

and subjective norm. Many beliefs are available to people for all behaviours, but only a
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relatively small number of them is readily accessible when people choose to perform that
particular behaviour. These salient beliefs are the dominant determinants of behavioural
intention and behaviour (Ajzen and Fishbein, 1980).

The relations between attitudes and intentions, and consequently behaviours, are based on
the expectancy value model (Fishbein and Ajzen, 1975), according to which the evaluation of
the attributes (e;) associated with the behaviour and the strength of these associations (bi)
determines the attitude (A): A « X biei (Ajzen, 2012). Attitude can explain behaviour with
significant correlation if the principle of compatibility is respected and the expression of
attitudes and behaviour refers to the same action, target, context and time (Fishbein and
Ajzen, 2010). Among attitudes, scholars have recently distinguished instrumental and
affective components to reinforce the prediction capability of intentions taking into
consideration advantages/disadvantages, benefits/costs, and liking/disliking of the behaviour
(Ajzen, 2011; Conner and Armitage, 1998; Elliott and Ainsworth, 2012). This advance enables
a better understanding of the role of emotions, affects and irrationality in the decision-making
process (Ajzen, 2011).

New research developments have enlarged the explicative power of the normative construct
through the distinction between injunctive and descriptive beliefs (Cooke ef al., 2007; Rivis
and Sheeran; 2003). Thus, normative beliefs include the perception of approval/disapproval
stemming from the main referents, social pressure and situation expectation. The association
of these beliefs with the motivation to comply (mi) shapes the subjective norm (SN),
contributing to the prediction of behavioural intentions: SN o > nimi (Ajzen, 2012).

TPB was developed from TRA by Ajzen (1991, 2005) to overcome a fundamental limitation: it
can only be applied to behaviours under people’s volitional control. However, many
behaviours, although under volitional control in principle, can present serious difficulties in
their execution that are related to non-motivational factors, such as the availability of
opportunities and resources, in terms of time, money, skills or the cooperation of others
(Ajzen, 2005, 2012). TPB overcomes this limitation thanks to an additional predictor of
intentions and behaviour: perceived behavioural control (PBC) (Ajzen, 2012). The same
concept was previously proposed by Bandura (1977) with the construct of perceived self-
efficacy. PBC depends on the individual’s beliefs about the opportunities or constraints
facilitating or limiting their intentions and behaviours (ci), and on their power to control these
factors (pi): PBC o« X cipi (Ajzen, 2012). PBC acts through intention or directly on behaviour.
The correlation between intention and behaviour is facilitated by the conditions of an actual

behavioural control.
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TRA and TPB models have been broadly applied in various domains, especially in the past
decade. Investigations have just begun in food and drink choice analysis. Much research has
aimed at explaining and predicting the individual’s decision-making process in situations
involving risky behaviour (in terms of abuse or malnutrition), food safety, healthy eating,
dietary changes from a medical, sociological or psychological point of view (for example,
Berg et al., 2000; Brug et al., 2006; Collins et al., 2011; Fila and Smith, 2006; Lloyd et al., 1993;
Paisley and Sparks, 1998; Povey et al., 2000). To date, few studies have assumed a marketing
perspective. Seminal studies in the food domain were proposed by Sparks et al. (1995) and
Shepherd and Raats (1996). Use of the reasoned action approach contributes to the
investigation of the person—food interface and its integration with the consumption situation
and the wider choice context. Scholars are making an effort to identify and measure whether
the food decision-making process is characterised by specific constructs that determine
intentions and behaviour. For example, two additional components, personal identity and
moral factors, are proposed by Shepherd and Raats (1996) in organic food choice.

In addition to organic food (Arvola et al., 2008; Dean ef al., 2008; Tarkiainen and Sundqvist,
2005), in recent years, studies have focused on different and topical themes, such as halal
meat consumption (Alam and Sayuti, 2011; Bonne et al., 2007), genetically modified foods
(Chen, 2008; Cooke et al., 2007), risk perception for dairy products (Lu et al., 2010), the
propensity towards imported soy-based dietary supplements (Chung et al., 2012) and food
safety practices (Brannon ef al., 2009). Empirical advances support the extension of TPB in
food choice analysis in the antecedents of attitudes (Chung et al., 2012), in new constructs
explaining intentions (Bonne et al.,, 2007) and in the relationship between attitudes and
subjective norms (Tarkiainen and Sundqvist, 2005).

In the domain of beverage consumption, the TRA and TPB models have investigated risky
situations, such as the binge drinking phenomenon, especially in young generations (for
example, Dempster et al., 2005; Norman, 2011; Todd and Mullan, 2011). With respect to wine,
only a few studies have applied the reasoned action approach to consumption behaviour (St
James and Christodoulidou, 2011; Thompson and Vourvachis, 1995; van Zanten, 2005).
Thompson and Vourvachis (1995) investigated the British wine drinker, van Zanten (2005) the
Australian consumer, and St James and Christodoulidou (2011) the Californian consumer.
They obtained different results in relation to the weight exerted by subjective norms and
attitudes in influencing behavioural intention and behaviour; they are in agreement in
omitting PBC in explaining wine consumption behaviour. These results initiated a debate in

the International Journal of Wine Business Research (International Journal of Wine Marketing until
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2006), to which this paper aims to contribute with further insight into the analysis of the wine
consumer’s decision-making process. The assumption is that the influence of the wine
consumer’s life cycle emerges as a relevant determinant of product involvement and
favourable intentions. The role of personal and cultural background factors is apparent, but

these have not yet been investigated in depth by scholars from a marketing perspective.

OBJECTIVES

The innovative element of the current study is its subject. It aims to understand wine
consumption behaviour in a population that is approaching wine for the first time and
increasing its interest towards wine. This research aims to highlight the determinants able to
predict consumption trends, in order to provide important marketing suggestions to wineries
whose goal is to penetrate new markets.

To achieve this aim, the research focuses on the average US consumer, represented by a
Missouri population.

The US population consumed 32 million hectolitres of wine in 2012, becoming the world’s
largest wine consumer. The per capita consumption is 10.3 litres, 24% more than the previous
10 years, and it has grown since the 1990s (Wine Institute, 2013). The heterogeneity of the US
population translates into states in which wine consumption is consolidated (California, New
York and Florida), and states in which wine consumption is still in a primordial stage (such as
Missouri, Nebraska and Kansas). These represent potentially interesting catchment areas for
European wineries. Most of the studies on US wine consumers have focused on the
Californian consumer (St James and Christodoulidou, 2011; Thach, 2012; Thach and Olsen,
2004). In order to provide a more representative contribution of the US consumer than those
outlined by previous research, this study investigates the factors that influence the behaviour
of wine consumption in Missouri. A survey was conducted in St. Louis, the home of the
stereotypical US consumer, far away from the Californian consumer on the west coast of the
United States. Missouri can also be counted among the states that are entering the wine
market, both from the production point of view —whose business, however, can only be
competitive at the domestic level because of the climatic conditions that prevent the use of
Vitis vinifera—and from the consumption point of view, presenting Missouri as an interesting

destination for foreign producers.
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METHOD

As proposed by Fishbein and Ajzen (1975), the analysis was divided into two phases: an
exploratory phase and a phase of survey by questionnaire.

The exploratory phase aimed to determine the salient beliefs and the reference people and
groups in wine consumption behaviour, which was useful for carrying out the second phase.
The study involved 22 respondents. As in the studies of Thompson and Vourvachis (1995),
van Zanten (2005) and St James and Christodoulidou (2011), open-ended questions were used
to discover (i) advantages and disadvantages in drinking wine; (ii) free associations with the
action of drinking wine; (iii) people or groups that would approve or disapprove of the wine
drinking of the respondent; and (iv) people or groups that come to mind when thinking about
drinking wine. Processing of the information provided the salient beliefs and the reference
people and groups that influence wine consumption behaviour; these are listed in descending

order of frequency in Table 1.

Salient beliefs Referents
Wine is good for health Family

Wine is sociable Partner

Wine has a good taste/flavour Friends

Wine helps to relax Close Friends
Wine is a cultural product Colleagues
Wine is good with food

Table 1 - Salient beliefs and referents in drinking wine

The results of the exploratory phase were used to build the survey questionnaire of the

second phase of analysis (see Table 2). The questionnaire presents some new elements when

compared with those of previous studies, which arose from the results of the first phase and

the important contribution of studies in other fields that have applied the reasoned action

approach (Dean et al. 2008; Esses and Maio, 2002):

1. Items about affective attitudes have also been included in the questionnaire to analyse
attitude better. Therefore, the respondents were asked about feelings aroused by drinking
wine. The other studies on wine consumption behaviour consider only cognitive attitudes,

namely, the characteristics and consequences perceived in drinking wine.
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Theory components

Items

Behaviour
Behavioural Intention (BI)

Attitude (A)

Subjective Norm (SN)

Behavioural Beliefs (b)

Outcome Evaluations (oe)

Normative Beliefs (NB)

Wine drinking frequency
Intention to drink wine sometime in the next month

Drinking wine characteristics
Consequences of drinking wine
Feelings from drinking wine

Thinking of reference people or group concerning the
respondent’s drinking wine Reference people or group’s drinking
wine in the next month

Wine is good for health, sociable/fun, has good taste/flavour,
good for relaxing, a cultural product, goes well with food

Importance of health, sociability/fun, taste/flavour, relaxing,
cultural approach and food matching when drinking wine

Opinion of family, partner, friends, close friends, colleagues
about the respondent’s drinking wine in the next month

Motivations to Comply Respondent’s general will to do what family, partner, friends,

(MC)

close friends, colleagues want

Table 2 - Survey components and items

2. The subjective norm was analysed through what reference people and groups think about

the respondents’” wine consumption behaviour, as the other analogues studies do, and by

investigating the wine consumption behaviour of the reference people and groups.

3. The exploratory analysis revealed new items for the components behavioural beliefs and

outcome evaluations, which are linked to the relaxing properties of wine and its cultural

component. Important items of other studies were not salient, namely, the feeling of

sophistication (St James and Christodoulidou 2011), link to special occasions and quality

assessment through the price (Thompson and Vourvachis, 1995).

4. New reference people or groups emerged concerning normative beliefs and motivations to

comply, namely, the partner and the split among close friends and acquaintances. Guests

were not found to be important, unlike in the study of Thompson and Vourvachis (1995).

The questionnaire was given directly to 140 people in St. Louis, the main urban centre of

Missouri. The information was processed out using Stata 11 software.
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RESULTS

Socio-demographic characteristics and wine consumption frequency of the sample are
summarised in Table 3. The sample consists of males and females in almost equal measure;
the number of individuals aged below 40 and the number above 40 were also almost equal.
Respondents were mostly married, had high education levels and were employees, freelance

workers or managers. More than half of the sample claimed to consume wine at least once a

week.
Attributes Levels n %
Gender Males 68 48.6
Females 72 51.4
Age class 21-30 years old 47 33.6
3140 years old 21 15.0
41-50 years old 35 25.0
More than 50 37 26.4
Relationship status Single 48 34.3
Engaged 11 7.9
Married 81 57.9
Education level High school 21 15.0
Technical school 8 5.7
College 104 74.3
Master’s degree 7 5.0
Employment Student 19 13.6
Worker 12 8.6
Employee 61 43.6
Freelance/Manager 31 22.1
Unemployed 4 29
Other 13 9.3
Wine drinking frequency Never 11 7.9
Once every three months 17 12.0
Once a month 21 15.0
Once a fortnight 19 13.6
Once a week 26 18.6
Two to six a week 35 25.0
Once a day 11 7.9

Table 3 - Sample characteristics (N = 140)

Figure 1 shows the application of TRA to wine consumption behaviour, as was the case in the
other studies about wine consumption (St James and Christodoulidou, 2011; Thompson and
Vourvachis, 1995; van Zanten, 2005). The formulations proposed by Ajzen and Fishbein
(1980) were applied to bring out the correlations among model components. Each behavioural
belief was multiplied by the corresponding outcome evaluation, and these products were

summed (Zbie)). The same procedure was carried out for normative beliefs and motivations to
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comply (Znimi). The six items of attitude were summed instead (A), as were the two items of

subjective norm (SN).

N
Behavioural B=0.166

Beliefs
(b)
— Attitude

Yhe; r=0.576% (A)
Y
r=0.616*

Outcome
Evaluations
(e)
-~ Behavioural

R=0.619 Intention ®)
Y
o

Normative r=0422%
Beliefs
(n)
-/
Ynm; r=0.636%
N
Motivations to
Comply
(m)
e

r=0.673*

Subjective Norm

(SN)

B=10.071

Behaviour

*p<0.01

Figure 1 — The determinants of wine consumption behaviour

Simple correlations and linear regressions were applied to estimate the relationship between
the different model components. As stated by Ajzen and Fishbein (1980), a correlation level
greater than 0.30 is considered acceptable in this type of study, and a correlation greater than
0.50 is considered a strong relation. In this application, most of the correlations are higher
than 0.50, showing the strong link between the model components. As in the other studies
about wine consumption, it was found that both attitude and subjective norm influence
behavioural intention to drink wine (St James and Christodoulidou, 2011; Thompson and
Vourvachis, 1995; van Zanten, 2005) and behavioural intention is influenced more by attitude
than by subjective norm, in line with the two more recent studies. As suggested by van
Zanten (2005), this can be explained by the fact that group influence on intention is obvious
for wine consumption because wine is often consumed in situations of conviviality. In today’s
society, far from the days of prohibition, subjective norm is less important because the
influence of reference people or groups perceived by the average US wine consumer is more

related to conviviality dynamics than to social pressure.
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The relevance of attitude in determining behavioural intention is evidence that, for the
analysed sample, personal evaluations about the behaviour are more important than the
opinions of others in deciding to perform the behaviour.

Tables 4 and 5 show the importance of the different factors concerning attitude and subjective
norm in explaining the model components.

The correlation between attitude and salient beliefs is presented in Table 4. As in the other
studies on wine consumption behaviour, taste or flavour is the most important determinant
of attitude. The relaxing and sociable properties of wine are also important in shaping
attitudes. The link with food and the cultural connotations of wine were found to be of little
influence. The health properties of wine appear to be controversial and are not significant in

determining attitudes.

Salient beliefs Attitude

Good taste/flavour 0.568 **
Relaxing 0.479 **
Sociable/fun 0.391 **
Food matching 0.281 *
Cultural product 0.233 *
Health 0.136

**p <0.01; *p <0.05

Table 4 - Correlation between attitude (A) and salient beliefs (be)

Correlations between subjective norm and the influence of reference people and groups
emerged (Table 5). Close friends and acquaintances were found to be the most important
reference groups in determining the subjective norm of the individual. The judgement and
behaviour of family members appears to be less important than in the other studies about

wine drinking behaviour (St James and Christodoulidou, 2011; Thompson and Vourvachis,

1995; van Zanten, 2005).

Referents Subjective Norm

Close friends 0.592 o
Friends 0.544 o
Partner 0.534 *
Family 0.524 o
Colleagues 0.493 *
**p <0.01; *p <0.05

Table 5 - Correlation between subjective norm (SN) and referents (NBMC)
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CONCLUSIONS

To increase its effect, decisions on wine marketing should consider how consumers structure
their decision-making process and what determines their choices. This research shows that
TPB can be an important instrument to achieve this aim.

The study shows a strong correlation between behaviour and behavioural intention.
However, there is a part of behaviour which has not yet been explained and should probably
be investigated by considering PBC. This component has not been included in the other
studies that applied the reasoned action approach to wine consumption, but it could provide
important explanatory results.

The study highlights that subjective norms, namely, the social pressure resulting from
reference people and groups, is losing importance in relation to attitude, expressed by the
opinion that the individual shapes about behavioural consequences. In this regard, a personal
relationship between the individual and wine emerges. From these two trends, the reference
people and group, previously exerting social pressure through norms, have become the target
of the individual’s behavioural choices, highlighted by the social component of the wine
itself. Further, the reduction of the role of social pressure leads to new issues in assessing the
effect of policy in nutrition education, reduction of risk behaviours and encouragement of
positive behaviours.

This research provides wineries with guidelines for implementing strategies towards an
emerging market, represented by the average US consumer. The results confirm a new trend
in wine consumption and the predominant role of friends in influencing wine consumption
that has emerged. The role of family as a reference social group is overshadowed. The sensory
characteristics of wine remain relevant, and the role of health in determining the choice to
consume wine is confirmed as controversial. These are important directions for strategies to

penetrate these new markets.
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ABSTRACT

The purpose of this study is to explore management decisions during the on-going
financial crisis from a gender perspective. An empirical analysis was conducted using
a sample of 132 personal surveys involving the managers of independent small travel
agencies. This paper finds some significant gender differences in strategic
management decisions in crisis times Thus, the findings provide useful empirical
evidence for leadership development that will enhance leadership effectiveness from

a gender viewpoint and facilitate advances in women business management theory.

Keywords: Gender; gender management decision; crisis management; leadership;

gender differences, Spain, travel agencies.

INTRODUCTION

Nowadays companies face manifold challenges that often deal with uncertainty. Thus, to lead
an enterprise it is not sufficient to possess only technical skills in the industry. In addition, to
demonstrate an effective and efficient leadership style, managers have to develop social and

emotional capabilities (Mandell and Pherwani, 2003; Melero, 2011).

Several studies underline the change that has been going on in the labour market, starting
with the massive incorporation of women in the workforce. In most developed nations this
tendency started in the 70s and by now women account there for approx. 50 % of the total
workforce (Hopkins et al., 2008). Prior research has shown that female capabilities, acquired
through education and participation in the workforce, are not reflected in the daily workplace

reality. Female participation in leadership roles is still very low compared to the above
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mentioned two factors education and workforce participation. (Alonso-Almeida, 2011;

Appelbaum et al., 2003; Broadbridge and Hearn, 2008).

One reason to explain this situation is the idea that men and women define success in private
and professional life differently (Mainiero and Sullivan, 2005; O’Connor, 2001; O'Neil and
Bilimoria, 2005). According to these studies men and women use different leadership styles
resulting in different business decisions (Hackman ef al., 1992; Mandell and Pherwani, 2003).
These differences lead to the use of different leadership styles between men and women that
manifest themselves in the way decisions are made and management is executed. Therefore,
according to the results of prior studies, the female leadership style seems to be less effective
when analysing performance in companies run by men and women (Alsos et al., 2006; Fairlie
and Robb, 2009). Pioneer cross-sectorial studies obtained mixed results with regard to gender-
related capitalization, external financing and performance but mostly showed that women
achieved worse performance. Nevertheless, latest research did not find any differences in
performance. Especially when longitudinal studies were conducted (Aterido and Hallward-
Dreiermeier, 2011; Lafuente and Rabetino, 2011) they even show a significantly higher

performance in women-led companies.

There is little empirical evidence available about what kind of decisions female managers
make. Even though some attempts have been made to identify differences in male and female
leadership styles, research has room for improvement (Amagoh, 2009; Appelbaum et al.,
2003). The main reason is that most of prior research is based on a macro level perspective.
Thus, it is necessary to deepen the knowledge on female leadership from a micro level
viewpoint -firm level-, in order to help women to overcome barriers that hinder them to take

up the positions they deserve.

The remainder of this paper is structured as follows. Section two discusses the theoretical
arguments concerning decision making from a gender approach. Section three describes the
empirical design of this study. Section four presents a quantitative analysis, followed by
section five, which presents the study’s findings and concludes this paper with several major

implications drawn from the research.

DECISION MAKING: A GENDER APPROACH

For many years, predominant research stated that male leadership was most effective in

the business world in terms of financial performance (e.g. Cooper et al., 1994; Alsos et al., 2006;
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Fairlie and Robb, 2009). Given that the business world has been created out of a male vision
(Dye et al., 2005), the ideal leader is characterized by traits that most men own (Broadbridge
and Hearn, 2008; Schein, 2007) called this the ‘think-manager; think-male’ effect which
apparently qualifies men as better leaders. This form of thinking currently prevails in

developed countries (Bosak and Sczesny, 2011; Rodler et al., 2001).

A number of authors (e.g. Eagly and Carli, 2007; Eagly and Sczesny, 2009; Melero, 2011)
summarized the different characteristics in leadership among men and women. Thus,
leadership theory has identified two orientations: task-oriented and interpersonally oriented
leadership. According to gender roles, female managers would be more prone to lead with an
interpersonal orientation, while male managers should be more likely to apply a task-
oriented style (Powell and Graves, 2003). Task-oriented leadership pursues the maintenance
of authority, hierarchy and achieving business goals over all while interpersonally oriented
managers build their leadership on empowering their subordinates, motivating them and
showing concern about their development at work as a mean to achieve business goals. Eagly
and Carli (2007) mentioned that although some studies found that both men and women have
the same task-oriented leadership, women shown more interpersonal orientation than men

(e.g. Melero, 2011).

Another way to describe leadership styles is the differentiation between democratic and
autocratic. In this line of reasoning Bird and Brush (2002) argued that men have a strategic
style of management characterized by centralized decision making -autocratic- and women
prefer a participative decision making characterized by high commitment to the employees -
democratic-. This same idea was found in the meta-analysis done by Eagly and Johnson

(1990).

On the other hand, globalization, increased client focus, the search for new markets and other
factors like increased care for the environment, corporate social responsibility and the
necessity to relate to different stakeholders of a company put the focus on new capabilities
needed to lead companies. This gives way to a new leadership style, called transformational
leadership. As Eagly and Carli (2007) asserted these type of leaders help their employees to
develop their full potential and face difficult situations with innovation. It seems that women
use a leadership style that is concerned with the employees they work with to keep their
motivation up (Barbuto Fritz et al., 2007; Davis et al., 2010). This is consistent with prior
literature regarding female leadership styles (Bird and Brush, 2002; Hackman et al.,, 1992;

Mandell and Pherwani, 2003; Melero, 2011). Thus, women directors prioritize stable
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employment and their responsibility for the employee (Danes ef al., 2007) as well as long-term
client-relationships (Krishnan and Park 2005; Schaap et al., 2008). For these reasons, previous
research suggested that in transformational leadership -opposite to transactional leadership
focused in the conventional manner to manage a company-, female capabilities are more
important and women are better adapted to understand the changes that take place in the

market (Carless 1998; Eagly and Sczesny 2009; Schein 2007; Schaap et al., 2008).

Although women leadership has changed over time, some authors (as Eagly and Carli 2007;
Melero 2011) suggested men and women tend to make managerial decisions consistent with

their gender-specific leadership styles. Thereby, this study proposes the following hypothesis:

Hypothesis: Gender is a significant factor in explaining strategic managerial decisions in critical

situations -as a financial crisis- according to gender-specific leadership style.

METHODOLOGY

To analyse the impact of gender on strategic decision making 136 tourist companies were
surveyed. To ensure that the proper person was surveyed this study only considered
questionnaires when person pointed out he or she was the decision-maker person. In total, 64
companies were led by women and 69 by men, which translate to 47.8 % female led
companies and 52.2 % male led companies. The survey took place between November and
December of 2009 when the Spanish tourist sector was reviving from the past economic crisis.
Since the beginning of the crisis, tourism declined until the end of 2009 (UNWTO, 2010) and
rebounded in 2010. The rebound was confirmed in 2011 (UNWTO, 2011) and is predicted to
stay in 2012.

Travel agencies were chosen for two reasons. First, data from Spanish universities show that a
majority of women choose this major (Rodriguez-Anton et al., 2009). However, the sector is
not considered to be a female one (Williams, 1992). Secondly, fierce competition exists within

the sector (Alonso-Almeida and Llach, 2011).

Most companies focus on retail, no matter if male-led (65.1 %) or female-led (64.9 %). There
are slightly more male-led retail agencies. Women lead most of the wholesale agencies
whereas men dominate the tour-operators, even though this type represents only a small
percentage of the entire population (8.2 % out of the total). In this study, like in previous

research (e.g. Appelbaum et al., 2003; Schein, 2007; Aterido and Hallward-Dreimaier, 2011;
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Bardasi et al., 2011), female-led companies are younger and smaller, if employees are
concerned. Moreover, women have less professional experience than men. 59.4 % of the
women interviewed have less than five years of work experience in contrast to 40.3 % of the
men. A priori, this is a normal observation since in the sample 45.7 % of all the female-led

companies had owners younger than 30 years old.

In order to analyse the leadership styles of men and women and their subsequent differences
in the companies they lead the measures taken to confront the economic crisis that started in

2008 were researched.

The literature regarding strategies undertaken in times of crisis was considered and from it
possible measures to confront the crisis were identified. In total 22 measures were chosen.
Thus, the scale used was adapted from literature. The surveyed managers were asked if they
applied these measures and to what extent. The measures taken to confront the crisis were
classified using a 5 point Likert scale with 1 if the measure was not used and 5 if the measure

was applied fully.

RESULTS

In order to test the hypothesis an exploratory factorial analysis was undertaken which
allowed to group the 22 named measures. First, a reliability analysis over all items was
conducted. The coefficient obtained for Cronbach’s Alpha was 0.836 which can be
considerated very good. Moreover, no significant benefits were accrued with regard to
Cronbach’s Alpha if some of the observed elements were eliminated (Malhotra, 1981). Thus,

the unidimensionality of the scale can be accepted.

In order to group the 22 measures taken, a factor analysis was undertaken using the
maximum likelihood method. The KMO test result, with a value of 0.770 is compatible with a
good level of adjustment. Bartlett’s test of sphericity took statistical values of 937.278 and a

critical

value of 0.000 which leads to the rejection of the null hypothesis that the correlation matrix is
equal to the identity. The study of the communalities after extraction and the anti-image

matrix showed the suitability of all nine items. Convergence was achieved in few itinerations.

For the extracted factors only those with an Eigenvalue above or equal 1 were taken into

account. Afterwards, a varimax rotation using Kaiser’s normalization was carried out for the
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business decisions whose values are synthesized in table 1. Here only factor loads over 0.4

were considered. Table 1 displays of the resulting nine factors those three that have

differences among men and women.

Table 1. Factorial analysis of the business decisions taken during the crisis

Factor 1 PROACTIVE MEASURES 3.18 3.36 3.01 .041*
We increased spending on advertising .766 2.52 2.63 2.47
We strengthened the commercial area .604 3.38 3.55 3.19
We looked for new business channels .590 3.70 391 3.52
We improved processes to save operating costs 416 3.11 3.37 2.87
We entered into strategic alliances with other|.474 2.61 2.78 2.46
companies to offer joint services
Factor 2 SOCIAL VALUE 2.49 2.71 2.28 .042*
We decreased or eliminated our training budget .804 2.49 2.73 2.26
We decreased or eliminated our budget for internal|.662 2.40 2.63 2.16
and external social spending
Factor 3 DRASTIC MEASURES 2.59 2.86 2.36 016***
We renegotiated prices or payment conditions with|.639 271 2.67 2.79
suppliers
We reduced personnel in all departments .523 2.80 2.84 2.76
Factorial ~ Total Men Women ANOVA
Load Mean ~ Mean  Mean

*=Statistically significant, ***=Statistically highly significant

The first factor groups proactive measures. According to literature (Alonso-Almeida and

Bremser, 2013; De Sausmarez, 2004; Enz et al, 2011; Kimes, 2009; Okumus ef al., 2005)

companies have to undertake these actions to overcome the crisis. The above cited researchers

found that during previous economic crises strengthening of the commercial area and

increased marketing spending were crucial to reach new market segments, put in the

consumer’s mind the company’s image and conquer clients of companies that closed down

and thus needed new service providers.
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The second factor includes activities that companies eliminate in order to reduce costs before
recurring to other cost cutting measures. It comprises measures like personnel development
and corporate social responsibility. From an internal viewpoint these factors motivate
employees and impulse a professional career development through educational measures. On
the other hand, from an external viewpoint these factors are important for small companies
since actions undertaken in this domain increase their visibility and strengthen their market
positioning (Tullberg, 2005). Those activities are also important since they enable firms to
maintain a high degree of service quality towards the final customer despite the changes that

might be caused by the crisis.

The third factor groups the most drastic cost cutting measures as for instance lay-offs and
renegotiation of corporate debt. In the case of service industries the lay-offs go in line with a
service-level reduction and thus might lead to lower degrees of client satisfaction or the loss
of the client (Alonso-Almeida and Bremser, 2013; Pearce and Michael, 2006). Even though
these measures are easy to undertake and are more often used by companies than desired

they carry a high social cost.

Subsequently an ANOVA analysis was conducted in order to determine difference between
the decisions taken to face the crisis in male and female-led companies. The results have been
included in the last column in table 1. As can be seen significant differences were found in the

displayed three. Robust statistics from ANOVA found the same results.

It is evident that significant gender differences were found in decision making in the
following categories: Factor one groups measures that according to literature are called
proactive (F=4.241; Squared Mean=4.072). Those actions help to maintain or increase the
business activity in crisis times. Factor two describes measures that concern responsibilities

towards employees (F=4.524; Squared Mean=6.260) and factor three combines drastic

measures of cost reduction that companies can make use of in times of crisis (F=6.007;

Squared Mean=7.193). Differences are significant on the factor level only.

DISCUSSION OF RESULTS AND CONCLUSION

Discussion of the results

The findings obtained shed light about women'’s strategic decisions in companies and how

they lead. The study has found that in the factors in which men and women took different

Confronting Contemporary Business ISSN: 2547-8516
Challenges Through Management Innovation ISBN: 978-9963-711-16-1



6th Annual EuroMed Conference of the EuroMed Academy of Business 60

decisions women received lower values. This implies that women used those measures to a
lesser extent than men. Therefore, it means than women apply less proactive measures in
crisis times than men. Proactive measures are necessary to optimize and evaluate all the
resources of the company and to strengthen inter-company relationships that the firm
developed before the crisis (Pearce and Michael, 1997). These finding could be related to the
fact that women could take fewer risks than men (Bardasi et al., 2011). But it could also
indicate that women use other measures of risk and based on them make different decisions

(Eagly and Carli, 2007). It is needed to deepen this issue with qualitative data.

According to the leader style attributed to women, they keep the social measures intact and
use to a lesser extent than men drastic measures to reduce costs. Thus, they might not be able
to reduce costs as far as men. The biggest difference has been found in this third factor where
male-led companies are those that use drastic measures mostly. However, since this study
researches service industries, the results suggest that in male-led companies staff is dismissed
and more pressure is put on remaining personnel whereas female-led companies follow a
more responsible and sustainable business model (Thompson et al., 2010). Therefore, the
research hypothesis (Gender is a significant factor in explaining strategic managerial decisions in
critical situations -as a financial crisis- according to gender-specific leadership style) is partially
supported, because some similarities in making-decision in crisis times have been found, but
also some differences have been disclosed. These differences are according to the leader style
deployed by gender, albeit in the last two decades both women and men managers are
changing and making a balance between task and person oriented strategic decisions (Rodler

et al., 2001).

In addition, the research showed that agencies led by women were in general smaller and
younger. This data contains a mixed meaning. On the one hand it could mean that women in
this specific subsector have fast access to management positions given their educational
background and the glass ceiling does not exist or is easier to break than in other sectors. It
would also imply that there are fewer barriers to reach top management positions in this kind
of companies than in other sectors. This fact is supported by literature because previous
research has shown that around the world tourism companies have more diversified and
more equal boards of directors and administrative councils than companies operating in other
sectors (Alonso-Almeida, 2011). Therefore, this sector presents a good starting point to
research management from a gender perspective. On the other hand, this fact could underline

what some authors have discovered (e.g. Ndemo and Maina, 2007) that women are “pushed’
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to create their own jobs since they cannot find adequate ones in the labour market. Thus, one
could find young women leading companies in this sector despite having on average less
experience than men. Although it could be a critical factor for firm performance, not always
manager experience is significant (see Aterido and Hallward-Driemeier, 2011). The analysis
of this specific situation of the tourism sector exceeds the limits of the current study but it will

be included in future research.

Conclusions

The resulting findings allow extracting a series of relevant conclusions for successful
leadership. A study realized by Barsh ef al. (2008) for the McKinsey Leadership project states
that currently there are no differences between men and women regarding academic
education, dedication and professional preparation. Given the need for more leaders that are

able to manage successful companies it is hoped that more women will make it to the top.

First, the studied companies -both led by women and men- seem to have chosen the right
measures to confront the crisis and survive. On the one hand, companies led by men decided
to use new distribution channels via new technologies and networking while at the same time
taking drastic measures to reduce costs and lay-off people. On the other hand, companies led
by women strengthened their relationships with clients and added value to their offering
while keeping employment and employment benefits (social value) as stable as possible. In
the current economic situation managers who develop a leadership based on
transformational leadership are better ready to understand the changes that take place in the

market.

Secondly, with regard to the results using a statement made by Krishnan and Park (2005)
both women and men are qualified to respond to the environment’s difficulties and take the
best decisions to maintain a company in the market. Companies should overcome their
reluctance and strike down the barriers that hinder women to climb to the top given that the
prevailing legends regarding underperformance and real results do not correspond to reality.
On the contrary, companies might lose valuable opportunities to add to their human
resources women that bring with them an innovative and fresh vision regarding business
decisions. The current crisis has underlined that companies cannot continue to waste talent
but instead have to break with former values and reinvent the way they operate and react in
the market. In order to do this, they need well qualified and experienced men as well as

women.
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Inasmuch this article does not attempt to explain differences in performance, but only to
verify that managerial decision are affected by gender. Performance in women-led companies
should be a subject expanded in the future to satisfy that limitation. There it could be useful

to employ hard financial figures and in depth business cases.
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ABSTRACT

The objective of this research is to investigate the role of the relationship quality and
culture between Portuguese companies and their export market intermediaries in
Angola. In particular, we aim to understand the importance that the quality of the

relationship has and the role of cultures in export activities.

An important aspect of this study is precisely the fact that it includes an African
country, about which, in terms of the marketing literature, there is a strong lack of

studies.

In terms of methodology we opted for a qualitative analysis; we present the results of
two case studies of Portuguese exporting companies and one case study about an

Angolan intermediate.

In general, the results are that the business relationships are influenced by trust,
commitment, culture and similar values. As in the past Angola belonged to Portugal,
communication is facilitated because both countries share some cultural traits. Such
factors will influence the trade relations between Portuguese exporters and their

Angolan distributors.

Keywords: Angola, Portugal, Exporter, Distributor, Relationship Marketing, Culture.
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INTRODUCTION

This study is of great relevance since, increasingly, Portuguese companies are not confined to
the domestic market but they seek new markets to ensure their survival. Thus, it becomes
relevant to analyze the quality of the relationships and culture in the relations between the
Portuguese export companies and their intermediaries in the Angolan market. For this

purpose we used the input from Morgan and Hunt (1994) that systematizes the KMV model.

The choice of the Angolan market is due to the fact that it is an expanding market, and also
one of the most promising countries in the African continent. The trade balance in terms of
Portuguese exports to Angola, from January to May 2011, is about € 787,923 thousand,

according to data provided by the National Institute of Statistics (INE).

In addition, Angola currently is a major destination for the Portuguese exports outside the
EU, being the fifth in the ranking of destination countries, accounting for an output of 4.55%,

according to data provided by INE.

The objective of this research is to investigate the role of the relationship quality and culture
between Portuguese companies and their export market intermediaries in Angola. In
particular, we aim to understand the importance that the quality of the relationship has and

the role of cultures in export activities, within this context.

LITERATURE REVIEW

A growing liberalization, integration and competition in world economies since the post-war
period have been responsible for the increasing engagement of firms in exporting activities
(Douglas and Craig, 1995), because export plays a vital role in the world economic affairs and

its importance is expected to grow further as markets become more globalized.

Export development has been highly regarded by both public and corporate policy-makers,
due mainly to the substantial macroeconomic and microeconomic benefits derived from
external trade. From a macroeconomic perspective, exporting can enable national economies
to enrich their foreign exchange reserves, provide employment, create backward and forward
linkages, and, ultimately, lead to a higher standard of living (Czinkota, Rivoli and Ronkainen,
1992). In microeconomic terms, exporting can give individual firms a competitive advantage,
improve their financial position, increase capacity utilization, and raise technological

standards (Terpstra and Sarathy, 1994).
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The exporting phase of the firm's internationalization process is defined as the transfer of
goods or services across national boundaries using indirect or direct methods (Young, Hamill,

Wheeler, and Davies, 1989).

The interest in the impact of buyer-seller relationships in business markets has increased over
the past decades. This interest reflects the importance of distribution in the value chain and
the relevance of social networks and personal relationships for many conductive exchange

transactions (Dwyer, Schurr and Oh, 1987).

In the same way, Achrol (1991, p. 78, 89) forecasts the rise of ‘true marketing companies”
within networks of functionally specialized organizations whose interrelationships, being
driven, are “held together and coordinated by market driven focal organizations” by means

of “norms of sharing and commitment based on trust”.

Talking about exports, once a domestic manufacturer decides to introduce a product into a
foreign market, a difficult question must be solved. Should the new product be distributed
via a company-owned distribution channel, or is it more efficient to outsource distribution to
an independent organization? Anderson and Coughlan (1987) believe that, for an economist,
this is a question of vertical integration, the choice being between primarily captive agents
(company sales force and company distribution division) or primarily independent
intermediaries (independent sales agents and distributors). The former solution is an
integrated channel, which generally gives the manufacturer more control than the latter,

which is a non-integrated channel (Anderson and Coughlan, 1987).
Relationship Marketing

According to Dwyer et al., (1987); Palmatier et al., (2007); Sheth and Parvatiyar, (1995) quoted
by Gupta and Sahu (2012), the evolution of relationship marketing has been one of the most
significant developments in marketing over decades, particularly regarding to industrial

marketing.

Relationship marketing refers to all business activities directed towards establishing,

developing and maintaining successful relational exchanges (Morgan and Hunt, 1994).

Relationship marketing brings stability and decreased uncertainty to business, by acting as a
barrier to competitor entry and maintaining a stable and solid base according to Alexander

and Colgate (2000) (quoted by Gupta and Sahu, 2012).
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According to Gronroos (1994), relationship marketing aims to "establish, maintain and
improve relationships with customers and other partners as well as the maintenance of
corporate profit, so that all objectives of all parties are satisfied." That is, there is a mutual

exchange and fulfilment of reciprocal promises.

Chien and Moutinho (2000) argue that the level of involvement in relationships and
information exchange are instrumental to the development and maintenance of marketing

relationships and for buying behaviour and legitimacy.

In the case of bilateral relationships, the actors in exchange episodes are often committed to
continuing relationships which involve neither a unified hierarchy nor necessarily
comprehensive and detailed contractual obligations (Heide and Stump, 1994). This type of
business relationship is driven by shared behavioural norms which allow for the adoption of
common business behaviour, wherein opportunistic motives are constrained because of the
long term benefits of conforming to system norms and other social pressures (Dwyer, Schurr
and Oh, 1987). Marketing represents how important it is to develop and nurture

relationships, especially when in the international arena.

According to Morgan and Hunt (1994) the expectation of reducing overall costs is a reason to
build a committed relationship, thus affecting the customer-supplier relationship. The
partners, in turn, should prevent opportunistic behaviour that would be detrimental to one of

the parties.

The theory of Morgan and Hunt (1994) is assumed to be relevant in explaining the
relationship between exporters and local intermediaries based on the concepts of trust and
commitment, concepts which are central to the development of business activities based on
the establishment, development and maintenance of successful relational exchanges. Thus, it
can be concluded that whenever they are successful, relational exchanges contribute to

cooperation between the parties involved.

According to Vahlne (1997), companies decide to choose to start the process of

internationalization through exports to render markets closer in psychological terms.

Gupta and Sahu (2012, p. 63) state that an “effective relationship marketing programme
provides better results in terms of increased customer base, sales and profitability”. They

maintain that marketing literature provides some important dimensions of relationship
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marketing like commitment, trust, cooperation etc., these factors being very important for

inclusion in any firm’s marketing program (Gupta and Sahu, 2012).
Trust

Within relationship marketing, trust has been recognized as an important concept (Lagrosen,
and Lagrosen. 2012). Morgan and Hunt (1994) conceptualize trust as existing when one party

has confidence in the reliability and integrity of the other exchange partner.

For Nicholson, Compeau and Sethi (2001), trust is the security in the reliability and integrity

of the other party.

According to Abosag, Tynan and Lewis (2006), trust is based on emotion. These authors
consider that trust that one party puts in the other party is based on feelings and emotions
generated by love, empathy, politeness, similarity and concern for the other part, which is

demonstrated in their interaction.

In Marshall’s (2003) view, based on Blau (1994), trust is the belief that another person will

fulfil its obligations and generally do what he can.

To Hakansson (1982), trust increase is a social process that takes time and must be based on
personal experience. Therefore, interaction is important for interpersonal confidence building

(Zaheer et al., 1998, Nicholson et al., 2001).

According to Boersma, Margreet, Buckley and Ghauri (2003), trust is on the expectation that
one of the parties will be reliable in the fulfilment of the agreements, will play its role in a
competent manner and will act honourably even when promises or guarantees of
performance have been given. Relational trust is the perceived ability and willingness of the
other party to act in order to consider the interest of parties in the relationship (Selnes and
Sallies 2003). According to Abosag et al. (2006), trust emerges from the foresight of a part on
his partner as for meeting future actions/behaviours to fulfil the promises (Zaheer et al., 1998),
forecasts being based on an accumulated knowledge gained through interaction of the parties
(Harris and Dibben, 1999) or based on the reputation of the partner or on other relationships
(Johnson and Grayson, 2005). The expectations of the parties can be a good indicator of the
level of confidence. In this sense it may be said that when the trust level is high, the
expectations can be predicted with confidence as all parties feel secure in their interaction. But

when trust is low, expectations will be clouded by uncertainties. From the standpoint of
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Morgan and Hunt (1994), "willingness to trust" should be seen as a result (or alternatively, a

potential indicator) of trust and not as a part of its definition.

Blois (2003) based on Baier (1986), states that trust is the acceptance of vulnerability to

possible but not expected bad faith (or lack of good faith).

To Marshall (2003), quoting Carnevale, Pruitt and Carrington (1982), trust is a concomitant

expectation that the other (in a dyad) will reciprocate.

Next are presented some authors’ testimonies that corroborate that trust is crucial in business

relationships.

Berry and Parasuraman (1991, p. 144) argue that the "company-client relationship requires

trust in marketing services, since the customer generally buys first and then experiences."

According to Berry (1993, p. 1), "in the retail sector, trust is the basis of loyalty." In this sense,
he concludes that the greatest obstacle to the success of alliances is the lack of confidence. It is
also relevant to examine this concept from the perspective of the level of individualism of a
country (Hoftede, 1980). According to Abosag et al. (2006) this perspective is crucial because
people from an individualistic culture give more room for professional interaction and give

little room for personal interaction.

Trust is a complex concept with multiple meanings and dimensions (Abosag et al., 2006).
Defining the scope of trust is difficult and can be frustrating. A common feature in the various
definitions is that trust involves a part that depends on the other party to fulfil its obligations.
Trust was conceptualized in several ways. Some studies have conceptualized it as an
unidimensional concept (Morgan and Hunt, 1994, Jap 1999; Gabarino and Johnson, 1999)
while others conceive trust as a two-dimensional construct (Geyskens et al., 1996, Doney and
Cannon, 1997; Joshi and Stump, 1999, Nicholson et al., 2001). Still others propose a
multidimensional approach to the study of trust (Rodriguez and Wilson, 1995; Brashear et al.,
2003; Miyamoto and Rexha, 2004, Johnson and Grayson, 2005). All these studies show a lack
of consensus on the conceptualization and operationalization of trust. Once that trust is

knowledge driven, missing or incomplete knowledge creates the need for trust.

According to Obadia (2008), an international organization, wherein the legal differences
between countries make it difficult to enforce contracts (Zhang et al., 2003), the existence of
trust is even more important, because the partners need to trust the promises made by the

other partner (MacNeil, 1980). In this sense, trust is central to all relational exchanges abroad.
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In short, trust exists when a partner has faith, hopes and believes he can deliver (something)

to someone without fear of loss or damage, that is, to indulge in full security.
Commitment

According to Berghall (2003), the concept of commitment, in business relationships, regards a
phenomenon in which one side of the social interaction limits its behavioural alternatives,

due to the presence of a long-term orientation.

To Morgan and Hunt (1994), committed relationships exist only when there is an enduring

desire to maintain a relationship considered as important.

Some authors believe that the level of commitment a partner feels towards a relationship is of
major importance in relationship development and subsequent success (Morgan and Hunt

1994; Wilson 1995).

To Abosag et al. (2006), commitment is like an asset, a good and/or an intention to continue to
maintain a relationship in the future. A committed relationship is known as an enduring
desire to maintain a relationship (Dwyer et al., 1987; Geyskens et al., 1996; Mooman et al, 1992;
Morgan, and Hunt, 1994).

Commitment is often seen as an ongoing “investment” into activities which are expected to
maintain the relationship (Blois, 1998). Commitment has also been found to be reciprocal in
nature, and that successful relationships relying on commitment from both parties (O’Malley,

Patterson and Evans, 1997).

According to Selnes and Sallis (2003), a commitment to collaboration is defined as the joint
belief that the relationship is important enough to ensure joint efforts to maintain and

strengthen the relationship.

To Abosag et al. (2006), a committed relationship is increasingly important; as suggested by
Gundlanch et al., (1995, p. 78), commitment "may very well become a focal point of

explanation in marketing."

To Conway and Swift (2000), commitment can be seen as an intention to continue the course

of an action or activity or desire to maintain a relationship.
Berry and Parasuraman (1991, p. 139), argue that "relationships are built on a mutual

commitment."
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According to Kim and Oh (2002), commitment is the extent to which a company is dedicated
to a close and lasting relationship with the channel partner. It should be noted, however, that
some authors warn for the fact that a committed relationship is a difficult and complex
phenomenon, and a deeper understanding of this concept is hampered by the lack of a clear

and complete commitment (Abosag et al., 2006).

To Rodriguez and Wilson (2002), commitment reflects the relative strength of an individual's

identification with, and involvement in, a particular organization.

As mentioned by Abosag et al. (2006), who examined the role of specific investments in
developing commitment throughout the life cycle of a relationship, a transaction specific
investment (TSI) highlights the commitment at the exploration phase and has a positive effect
during the decline phase. According to these authors, the parties recognize the need to
maintain their relationship, due to the high costs associated with termination or the
continuous, safe access to important benefits. In summary, since relationships require
investments, the parties recognize the need to maintain their relationship, since the costs
associated with termination of these and looking for new partners are very high. According to
Abosag et al. (2006) in the relationship marketing literature, it is assumed that the parties'
ability to exercise greater social interaction reduces uncertainty (Achrol and Stern, 1988) acts
as a barrier against opportunism of the partner, improves the quality of the relationship,
helps to build satisfaction in the relationship (Selnes, 1998), increases the attractiveness of the

relationship (Harris et al., 2003), and leads to better cooperation.

Besides the analysis of the instrumental dimension (financial commitment) it is also relevant
to study the affective commitment. This one is more personal, involving social interactions
among individuals with partner organizations. However, as it is reported by Gundlanch et al.
(1995) the behavioural aspect of the affective commitment is critical in terms of developing
trust, reciprocity, integrity and solidarity, which are required to maintain long-term
relationships. Meyer and Allen (1991) argue that the level of emotional commitment in a
relationship does not affect the degree of calculation commitment and vice versa. Abosag et
al. (2006) contradict this argument and, instead, they argue that the parties may increase the

commitment to a course of action.

The key factor in the early development of affective commitment, according to Abosag et al.
(2006), is the social bond/emotion. A social bond leads to the creation of the emotional

dimension and the cognitive dimension of commitment (meaning perception, knowledge,
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beliefs shared by parties), which are important antecedents of affective commitment (Sanchez

and Iniesta, 2004).

Despite it is understandable that a tight personal relationship helps the duration of trade
relationships, a personal relationship may have a negative impact on trade relations in some
situations. In this regard, Alajoutsijarvi et al. (2000) report the damaging impacts of personal
conflicts in trade relations. They point out that the costs of the emotions at the end of
relationships can be high when the level of affective commitment is high (Meyer and Allen,

1991).

Trust and commitment are key elements for relationship marketing strategy success (Siguaw,

Simpson and Baker, 1998).

Moreover, Tellefsen and Thomas (2005) argue that the link between personal trust and

personal commitment has not been fully examined or tested in the literature.
Culture

In the international environment, culture is an element of paramount importance when a
company decides to internationalize. There isn’t much agreement on how culture should be
defined. The choice of a theoretical and conceptual frame means the choice of different
objects, methods and research instruments and perspectives. Next we present several views

for this concept.

Parsons (1951,1954,1960 and 1964) consider the culture of human societies as a coherent
whole, harmonious and functional in relation to the imperatives of the social system and he
believes that the social order will eventually be formed whenever the symbolic values are

formulated in a coherent and harmonious manner and internalized by social actors.

Hall (1973, 1977 and 1990) uses criteria to differentiate cultures in order to facilitate
international comparisons and an anthropological description of the different national
cultures. That is, he identifies two behavioural criteria which are significant in terms of the
impact on the approaches to work and professional relationships: "Polychromic cultures"
(that means that a number of actions are fulfilled at the same time or in the same period) and
"monochromic cultures” (refers essentially to the performance of an activity at a time) and
"reference to the context” (organization of information that may be implied (high context) or
explicit (low context), versus “content of the message" in human communication in societies.

According to this author, Portugal and Africa fit into the "high context" category.

Confronting Contemporary Business ISSN: 2547-8516
Challenges Through Management Innovation ISBN: 978-9963-711-16-1



6th Annual EuroMed Conference of the EuroMed Academy of Business 74

National culture is like a collective mental program of the human mind or a system of
patterns and meanings about the way of thinking, feeling and acting on common problems
that characterizes and distinguishes one group or category of people from another group or

category (Hofstede, 1980 and 1991).

Hofstede, Trompenaars and other authors use an onion diagram, wherein culture is depicted
as consisting of several layers, in which centre, in the main and deeper level, are the values,

while the external layers are more visible, namely the level of symbols, heroes and rituals.

In Hofstede's research, which has more than 30 years, Portugal exhibits the following scores:
Average to high power distance (63), low individualism (27), low masculinity (31), very
strong need to control uncertainty (104) and short-term orientation (30). Angola exhibits the
following scores: Power distance (80), low individualism (25), masculinity (45) and need for

control of uncertainty (85) (Hofstede, 1980 and 1991).

Skarmeas et al. (2001) suggest that the constructs reflecting cultural differences should be
included in studies about the relations between exporters and importers. Conway and Swift
(2000) reported that, when there is a high level of psychic distance, the establishment and/or
development of business relationships can be damaged. Swift (1999) mentions studies that
address the impact of culture on the interaction process between buyers and sellers. Kale and
Barnes (1992) suggest that international interactions should be affected by aspects of the
national culture. Shankarmahesh et al. (2003) conclude that a strong organizational culture,
characterized by low level of individualism, power distance, uncertainty avoidance and
masculinity, favour the maintenance of international relations. Mehta et al. (2003) add that it
is necessary to include aspects of cultures when the research deals with feelings and
behaviours of actors belonging to different countries, since underlying the culture of each
country are "systematic differences in behaviour" (Steenkamp, 2001). Companies with
international operations need to evaluate the possible impact of cultural differences on the
partners' reaction to the marketing strategies. Rodriguez and Wilson (2002) argue that, on one
hand, cultural distance contributes to the emergence of communication problems, distrust
and distant interpersonal relationships, and, on the other hand, an intercultural adjustment is

required for the development of commitment in the relationship.

OBJECTIVE AND RESEARCH QUESTIONS

The objective of this research is to investigate the role of the relationship quality and culture

between Portuguese companies and their export market intermediaries in Angola. In
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particular, we aim to understand the importance that the quality of the relationship has and
the role of cultures in export activities. This objective can be deployed into two research

questions:

RQ1) How do the differences and the similarities between Portuguese and Angolan cultures
and the values influence the quality of the relationship in trade relations between the

Portuguese exporting companies and their Angolan distributor(s)?

RQ2) Why do trust and commitment influence business relationships between the

Portuguese exporting companies and their Angolan distributor(s)?

METHODOLOGY

According to Yin (1994) the case study methodology is more suitable when the research
questions involve the "how" and "why", as it happens in this research, allowing to greater
contact with the players involved, resulting in a more detailed and thorough analysis, which

allows us to highlight details that might otherwise go unnoticed.

The geographical scope of this study is Portugal and Angola. Given the cross-cultural nature

of this study we will take into account the specific nature of these markets.

This methodology has been applied to the field of international strategic management, since
one has access to information from those involved in decision making, which results in being

able to better analyze, and in more depth, one’s options (Rialp, 1998).

According to Morse and Richards (2002), in areas where the skills are not well cemented or

where existing theories seem inadequate, it is appropriate to opt for this type of analysis.

When choosing a single case study or multiple case studies, it was taken into account that a
"potential weakness of a case study relates to the fact that this case could prove to be different
from what was initially expected "(Yin, 1994, p. 41). According to this author the option for a

single case is justified only if that case is critical (in order to test a well-founded theory).

According to Huberman (1994), the selection of the cases should be guided by theory, in
order to establish a reference from which one can meet the objectives of the investigation, not
to mention the limitations of time and resources. According to Eisenhardt (1989), the selected
cases may have the function to replicate previous cases to extend the theory or they may still
be chosen to fill a theoretical category or to exemplify polarized cases. According to Dubois

and Gadde (2002) more interesting than the similarities to be found among the cases, are the
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differences and their possible explanations. In this sense, it will be interesting to study
contrasting cases. Based on what was proposed by Yin (1994), the choice of the cases should

meet with certain objectives between the three possible options:

* Selecting cases fulfilling the theoretical categories in order to extend the theory.
* To opt for cases that serve as replication, to test the theory, or

* To choose contrasting cases to extend the theory.

In summary, cases should be relevant (George and Bennett, 2005) and with a potential for
learning (Dubois and Gadde, 2002), in order to be able to build a more complete and

noticeable mosaic.

The criteria for the selection of the case studies were:

* To be successful Portuguese export companies to the Angolan market.

¢ To export to the Angolan market through a distributor based in Angola.

In order to fulfil the criteria and to meet with the suggestion of the authors mentioned above
it was decided to ask to the Agency for Investment and External Commerce of Portugal
(AICEP, EPE), in August 2011, the most recent list of the fifty largest Portuguese companies

exporting to the Angolan market.

According to Miles and Huberman (1994), one of the advantages of using a qualitative
methodology is that the analysis may focus around phenomena in their natural environment,

and therefore the data collection occurs close to the situation under consideration.

The methods to determine the reliability of a measuring instrument used in qualitative
research are the validity of interviews, the validity of documentary analysis and the validity
of the observation techniques. According to Yin (1994), a case study can be used to test a

theory.

POPULATION AND SAMPLING

The sampling process is not random and is based on the latest data provided by AICEP in
August 2011, including the list of the top 50 Portuguese exporters and their respective

counterparts (Angolan distributors). In short, companies were not selected randomly, nor
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intended to be a representative sample of any manufacturing business (belonging to different
sectors in order to have an overview of the market). We are interested in companies that have

been engaged in long-term relationships with their distributors.

The sample was selected according to the criteria of external validity/reliability. As for the
activity sector, we opted for companies belonging to different sectors of the market, in order
to get as much information about manufacturer-distributor relations in different businesses,

therefore increasing this study validity.

The option to select companies within the list of the 50 largest Portuguese exporting
companies and their respective pairs provided by AICEP was based on the fact of these being

an added value to this investigation.

The sample was made up by two case studies of Portuguese export companies (Petréleos de
Portugal- Petrogal. S.A. (Galp Energia) and Unicer Bebidas, S.A.) and one case study of an

Angolan distributor (Mota & Tavares Lda.).

Unicer Bebidas, SA. |Unicer! actually is the Portuguese company, in all the sectors of activity
that exports more to Angola. Unicer is a company that is now 125 years old and exports to

Angola since the middle fifties of the twentieth century.

Mota & Tavares Lda. IM&T| was founded 50 years ago and it imports from Portugal since

1970.

Galp Energia IGE| founded in 1976, belongs to the oil and power sector, is present in Angola

since 1982.

DISCUSSION

The first research question investigates how the differences and the similarities between
Portuguese and Angolan cultures and the values influence the quality of the relationship in

trade relations between the Portuguese exporting companies and their Angolan distributor(s)

The following interviewees’ statements, and the respective theoretical explanations, will help

us to understand the influence of culture and values in this context

Both Portuguese and Angolans speak the same language, which may represent “a trade

facilitator” (Ghemawat, 2001):
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“The Lusophone component of Galp Energia operates as a further facilitating factor of the relation

of cultural affinity between the parties,” |GE|
“...the same language, other easiness.” |M&T|

Although the Portuguese and the Angolans share the same language, the way to

communicate must be adapted to the local culture.

“Unicer made a huge effort to communicate locally either by the use of local expressions in

language, or through the “Angolanisation” of events like the Super Bock Super Rock.. | Unicer|
There are many common habits and customs:

“Portuguese companies at this time, some Angolans have bought from Portuguese companies for a
simple reason: habits and customs, there were 500 years. And Portugal and Angola, like it or not,

created a family of 500 years that is almost difficult to separate.” | M&T |

..."The culture is the same, because the Portuguese have a culture of long years of qualities and
customs of Angola, the food, habits of dressing, are equal. Now what happens is that sometimes, both
on one side as the on the other, are not properly prepared and make things easier, and then things go
wrong. But the culture is the same, no differences. Habits, customs of the Angolan and Portuguese

are the same and you cannot change them.” |M&T|

Other important cultural traits are the notion of time (Hall, 1977) social hierarchies and

national pride and nationalism.

“The African concept of time is completely different from the European concept. There is a bias
for the short term. The African reality is more oriented living day after day and the moment without
a long-term referential. This fact often leads to misunderstandings as for a benchmark for the

assessment of investments”.

Angola may be considered a p-time country (Hall, 1977) since “there is an established tolerance

for delays and non-fulfilments.” | Unicer|

As for distinct social hierarchies, “it still prevails the importance of age and position in the
family as a benchmark of social relations. For example, the importance of the elder in decision

making and in social relations.”

Angola is a low individualism country, and status oriented and so, the “recognition by the

group is determining of the individuals’ attitudes. |Unicer |
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National pride and nationalism are quite obvious in the following statement: “There is an
extreme sense of belonging to the Angolan nationality and patriotism; therefore, the business
behaviours must take into consideration this sense of belonging. It is easy to adopt behaviours that
offend the notion of “Angolanity” which can have severe negative repercussions on business and on

brands. It's easy to be perceived as neo-colonial.” | Unicer |

These statements show the importance of cultural empathy, defined by Phillips et. al. (1994)
(quoted by Swift, 1999) as the ability to (a seller) to put himself in a buyer position, from
another culture. As previously maintained by LaBahn and Harich (1997), cultural sensitivity
is needed to succeed in international markets, since importers may be susceptible to
behaviours they deem inappropriate. Sensitivity to time conception differences, to a very
stressed sense of nationalism and to social hierarchies is of paramount importance in doing

business with Angolans.

An expression of nationalism is the landlord behaviour, which is very deeply rooted in the
Angolans’ beliefs and business practices, maybe due to the several centuries of the

Portuguese colonization:

“The Angolan deems to be the owner of his country and therefore he thinks he can take possession
of some income from foreign business operating in his country. This leads, for example, to the

requirement of quotas and shares in companies without capital inflows |Unicer|.

The influence of values like honesty, credibility and transparency on trade relations success,

between Portuguese and Angolan companies, is quite clear from the following statements:

“One of the main bases is honesty...” ... ”...because of this aspect Angola prefers to work with the
Portuguese than with any other, this is known. ... “Most of moral values are honesty from both parties.
Knowing that I will deliver a product and the customer will be satisfied with the product, he will not be
badly served: This is the main base, don’t sell to the customer a pig in a poke. This is the main base

in moral values.” |M&T |

A business with a Portuguese is always faster. And if there is understanding and honesty from

both parties it is always much, much faster than with any other foreign business.” |M&T |

To be credible “the Company must demonstrate financial and operational capacity, i.e. the
existence of physical facilities and human resources in order to succeed in marketing the company'’s

products | Unicer|.
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Being transparent in trade relations, in this context, is also important to succeed:

Will to share market knowledge and philosophy of information share about the market, customers and
business conditions in order to enable maximum efficiency of the joint operation and maximizing

value. | Unicer |

Understanding the importance of local values, like masculinity and status recognition, and
social practices, like rumour spreading, and being able to convert them into strategies may

represent the difference between product success or failure

“Crucial to the success of the product has also been the creation of myths about the brand. The Super
Bock became known in the Angolan market as the GTI, beer with power to the riot troop. That is,
through "rappers” and expressions of contemporary Angolan popular music a myth was created that
responds to the desires of masculinity in society and that corresponds to the diffusion of the belief
that Super Bock is a strong beer only for those who have power, those who are manly, hence Super
Bock for the riot troop...Displays of virility are a form of trust building or of coming together with
partners. This is an example of how the knowledge of cultural realities, at the consumer level, can be
used for the communication strategy for a product/brand. This however requires the knowledge of
the idiosyncrasies of local consumers and of the culture that shapes their behaviours.”

| Unicer|

“The rumour spreads very fast and can be used as a weapon of guerrillas to positively influence the
performance of the company’s products, as well as, if not controlled, it can cause irreparable damage to

a brand or a business relationship with a distributor.” | Unicer |

Understanding local business ethics idiosyncrasies and being able to cope with them is of

paramount importance

“Most relationships, in Angola, are defined outside the current legal context. There is a prevalence of
personal relationships and plots. They set up creative ways to make money that sustain an
entire subsistence economy. Without knowledge of the rules in force in the informal sector, on which
substantial part of the distribution networks of consumer products is based, you cannot successfully

do business in Angola. | Unicer |

Summing up, the common language, the habits, customs and social practices, the notion of
time, the social hierarchies, the national pride and its expression, the existence of cultural

empathy, the people’s values, the masculinity expression and the business ethics, strongly
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influence the trade relations between the Portuguese exporting companies and their

Angolan distributor(s).

The second research question investigates why does trust and commitment influence the
relationships between the Portuguese exporting companies and their Angolan
distributor(s).The following interviewees statements help us to understand how to build trust

and commitment, and their influence on business relationships, within this context

“... trust must exist between both parties. The activity of Galp Energia in the Angolan market has
demonstrated the existence of this perennial feature, and both parties have fulfilled their

commitments.” | GE|
“Exactly. This is the main base, there has to be trust and commitment.” | M&T |

“I have been working with Portugal for many years, I have good relationships, and they all are my
friends.”... “He is a friend of mine and when 1 come to Portugal, I have all cars, I have to go to the
factories, so I can only say good things about Portugal. In every corner I have a friend,

friend.” IM&T |

“Most important, from both parties, not just one. If both parties have this behaviour, the deal will go
far and builds friendships” |IM&T|.

“... the relationships with our partners are based on mutual trust which has proved to be robust over

the years.” | GE|

The trust dimension “benevolence” aims to assess whether the customer sees the exporter as
a friend and believes that he is on his side (Siguaw et al., 1998). These statements show the
importance attached to affective trust and its role in building relationships that last “for many
years” |M&T| and “robust over the years” |GE|. The commitment dimensions portrayed
here are the continuity commitment - which can be referred to as the importer's desire to
continue the relationship with the distributor (Skarmeas et. al. 2002) — and the affective
commitment which is more effective than the calculation commitment in maintaining
relationships (Sanzo et. al., 2003). From the statements, one may confirm that trust is a
precondition for increased commitment (Mietilla and Moller, 1990) and, like commitment, it
is often stated as a vital factor in successful relationships, mutual trust being a main factor in

long-term relationships (Takala and Uusitalo, 1996).
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Opportunistic behaviours can damage trust. Li and Ng (2002) state that there may be
opportunistic behaviours in export channels, when the cultural gap and psychic distance
hinder communication. This may explain why the Angolan importer M&T trusts more the

Portuguese exporters:

“Pig in a poke. And in Portugal, throughout this time I have no problem. I do not mean that there

are no individuals, but I have no problem.” |M&T |

"It helps a lot, because the culture is the same, the habits are the same and there is an understanding
and doing business is fast because that is what sometimes, when you are going to do business for
example with a Chinese guy, with an individual of another country that has not the same
language, it is not the same culture, the same customs and habits, it is always more difficult,

more time consuming”. |M&T|

Confirming the interviewee’s statement, Harris and Ghauri (2000) note that sharing the same
language, beliefs and understandings is required for high quality interactions and trust

development to occur.

The level of trust in a relationship has been assessed by evaluating in what extent one partner
is on the other’s side (Siguaw et al., 1998), in what extent a partner is concerned with the other
partner’s business (Johnson et al., 1996) and in what extent one partner can count on the other
when circumstances change or in an emergency situation (Sanzo et al., 2003). All these three

trust items are recognizable in the following M&T’s statement.

”...he phoned me to say he was troubled with the payment of things, it was not much, $30 000 or
$45 000 and if I could help out. I sent, I transferred that money and I told him not to send the goods,
to keep them until we see how it goes in the next 15 days; a week later there was a withdrawal then the
goods were settled within the price they could sell. Therefore it was this help that 1 gave because

otherwise he said he would have been obliged to shut down the factory.” IM&T|

The following statements show the importance of the dimension “competence” (Walter et al.,

2003) in building trust:

“You have to develop a climate of mutual trust, so that Unicer has confidence in the ability of the
entity distributor to meet its commitments and to respect the values of the brand, not causing any

damage to its image and possessing the ability to distribute products with success.” | Unicer |

“...distributors must demonstrate their ability by repeatedly placing orders.” |Unicer |
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Reputation is also a process of building calculation trust (Doney and Cannon, 1997), that is a
company may be trusted “because they are who they are” (Conway and Swift, 2000)”. Elg

(2002) argues that trust may be based on the general reputation of the company

(To build reputation) “the distributor and/or its members must have to demonstrate an enduring
presence in the market and to be able to attest by his reputation the medium/long-term

commitment to the market.” | Unicer|

The demonstration of commitment in relationships should be a priority, in order to build

1

partners’ trust (Buttle, 1996) since commitment serves to discriminate between those "who

stay" and those "who leave" (Mummalaneni, 1987, quoted by Wilson, 1995)

“It has always remained the same, simply because here in Porto (Portugal) everyone knows me.
Now after independence, because 1 was in debt in the market square here in Porto, $ 7 million, it was a
supply to the state (Angolan) and the state did not pay me, then tomorrow, we will pay tomorrow. And
then they decided to pay and I paid by two or three instalments, here in Porto, I had no problems
. IM&T

“Especially if you have paid in advance. Portugal does not, Portugal if one pays in advance; they
fulfil (the contract). It is very difficult to miss their commitments. Even me, I appreciate in all

the imports.” IM&T |

The fulfilment of one’s obligations can build trust. This is quite obvious from these
statements. Cognition based trust may result from the perception of performance behaviours
and achievements of the partner, such as ... the fulfilment of the responsibilities of a part
towards the other (Chen et al., 1998). Trust may be conceived as a belief in the reliability of

the partner and the fulfilment of its obligations (Schurr and Ozane, 1985).

Ower the years I have credit, a friendship with all the companies, all give me credit. We have a

great friendship, over 30 or 40 years.” IM&T|

Parkhe (1998) identified three common issues in trust definitions: trust is related to
uncertainty about the future, trust entails vulnerability and it is granted to someone whose
behaviour is not under one’s control. This being said, credit granting means that you trust the

other party, since you don’t know for sure that you'll receive the money.
Granting distribution exclusivity creates the conditions to build calculation commitment

(Gilliland and Bello, 2002) as it becomes apparent from the following statements:
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“Firstly, commitment to the UNICER brand and products and desire to work in exclusive with

company’s brands...reflection of the desire of the operator to develop UNICER brands”. | Unicer|

Summing up, the statements above reveal the great importance of building trust and
commitment in the relationships with the Angolan importers. Friendship is valued and it
leads to long lasting relationships, i.e., benevolence trust builds continuity commitment and

affective commitment.

Between Portugal and Angola the psychic distance is low, which may explain why mutual
trust is higher comparatively to other markets, allowing for faster and easier business

negotiations and giving rise to less frequent opportunistic behaviours.

If a partner shows he is concerned with the other partner’s business and is helpful when an

emergency occurs, this may be a path to trust building and a catalyst to sound relationships.

While the regular fulfilment of obligations, the exhibition of ability and credit granting are
trust builders, granting distribution exclusivity may be a way to build calculation

commitment.

CONCLUSIONS AND IMPLICATIONS

The general objective of this paper is to investigate the role of relationship quality and culture
between the Portuguese export companies and their intermediaries in the Angolan market. In
this particular case, we aim to understand the importance of the quality of the relationship

and the role of culture and shared values in the export activities.

The three case studies analysed relate to two Portuguese companies that export to the

Angolan market and one case study concerning an Angolan distributor.

One of the objectives of this paper was to understand the influence of cultural differences and

similarities, between the Portuguese and the Angolans, on export relationships.

A common cultural issue is the language. It became apparent that language facilitates the
relationship, although the knowledge and the use of local expressions may be necessary.
Common habits and customs, acquired by the Angolans through centuries of Portuguese
colonization, may influence the choice of Portuguese suppliers over suppliers from other

countries. Even though, a certain “Angolanisation” may be required.
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On the contrary, the African concept of time is completely different from the European
concept. There is a bias for the short term which may hamper business objectives setting, the

assessment of investments, definition of strategies, etc.

Angola is almost a new born independent country which may partially explain the existence
of a very strong sense of belonging to the Angolan nationality and patriotism Thus, it is very
important to avoid behaviours that offend the notion of “Angolanity”. An expression of this
is the landlord behaviour, meaning that the Angolans claim they can take possession of some
income from foreign business operating in his country, somehow reducing the attractiveness

of doing business locally.

Other cultural traits are the reverence for elder people, the importance attached to social
position and to recognition by the group. The knowledge of these realities may help in, for
example, having a proper social behaviour and in carrying out business negotiations and in

choosing the right advertising messages and opinion makers.

Values like honesty, credibility and transparency on trade relations are valued and are of
paramount importance in doing business with local partners besides hastening business.
Portuguese business partners are generally viewed by the Angolan importers as, honest and
credible. Other values, like masculinity, may be used in advertising campaigns to successfully
position brands. Fast rumour spreading is a local reality that, if properly used, may benefit

companies and brands.

Understanding business ethics idiosyncrasies - which are different from those in most
Western European countries - like creative ways to make money, and being able to cope with

them, may represent the business success or failure

Another objective of this paper was to understand why trust and commitment influence the

relationships between the Portuguese exporting companies and their Angolan distributor(s).

From the interviewees’ statements, one may confirm that trust and commitment are the main
bases to build and develop relationships within this context and the former is a precondition

for the later. It is also clear that affective trust has an important role within this process

As it has been shown previously, the cultural gap between Portugal and Angola is small,
which may prevent opportunistic behaviours and consequently reinforce the level of trust in

business relationships between these two countries.
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Several trust builders are identifiable in the statements, such as being concerned with the
partner’s business, assistance when an emergency situation occur, perceiving the other
partner as a friend, knowing that the other party is on one’s side, credit grant and exclusive

distribution grant.

a7

The dimensions “competence”, “reputation”, “fulfilment of the obligations” and “reliability”

are also evident.

In general, the results show that trust, commitment, culture and similar values affect the way
how relationships are managed and its outcomes. Confirming some theoretical proposals, it
becomes quite clear that these constructs affect the trade relations between Portuguese export
companies and their Angolan distributors. It is also evident that the knowledge of some

market idiosyncrasies is indispensable to succeed in the Angolan market.

The implications of this study for management are very important since managers can realize

how they can do business/international trade in this specific market, Angola.

However the study’s results should be interpreted with caution. Given its qualitative nature,

there are limits to their generalization.

Future investigation can replicate this study in other colonizer/colonized pair of countries in

order to assess if the results hold.

REFERENCES

Andaleeb, S. S. (1995), "Dependence Relations and the Moderating Role of Trust: Implications for
Behavioral Intentions in Marketing Channels", International Journal of Research in Marketing, 12, 157-72.

Abosag, I, Tynan, C., and Lewis, C. (2006). The commitment-trust theory: the British and Saudi Arabian
cross-national perspectives, University of Nottingham, Nottingham, UK.

Achrol, R. L. W. S. (1988). “Environmental Determinants of Decision-Making Uncertainty in Marketing
Channels”, Journal of Marketing Research, 25(February), 36-50.

Achrol, R. G. (1999). “Legal and social safeguards against opportunism in exchange”, Journal of Retailing,
75(1), 107-124.

Achrol, R.S. (1991). “Evolution of the marketing organization: new forms for turbulent environments”,
Journal of Marketing, 55: 77-93.

Agéncia para o Investimento e Comércio Externo de Portugal, E. P. E. A. (2011).
http:/lwww.portugalglobal.pt (Agosto).

Alajoutsijarvi, K., Moller, K. and Tahtinen, J. (2000), “Beautiful exist, how to leave your business
partner”, European Journal of Marketing, 34(11/12), 1270-1289.

Anderson, ].C. and Coughlan, A.T. (1987), “International market entry and expansion

Confronting Contemporary Business ISSN: 2547-8516
Challenges Through Management Innovation ISBN: 978-9963-711-16-1



6th Annual EuroMed Conference of the EuroMed Academy of Business 87

via independent or integrated channel of distribution”, Journal of Marketing, 51: 71- 82.

Anderson, J. G. (1988). “Strutural equation modelling in practice: a review and recommended twostep
approach”, Psychological Bulletin, 103(3), 411-423.

Anderson, J. C. N. (1990). “A model of distributor firm and manufacturer firm working partnerships”,
Journal of Marketing, 54(1), 42-58.

Anderson, E. W. (1989). “Determinants of continuity in conventional industrial channel dyads”,
Marketing Science, 8(4), 310-324.

Assael, H. (1987), Consumer Behavior and Marketing Action (3 ed.). Boston: PWS-Kent.

Berghill, S. (2003), "Perceptions of dyadic business relationships: in search of the social psychological
basis of interpersonal relationship perceptions in socio - economic exchange relationships", Marketing
Theory, 3 (1), 59-77.

Berry, L. L. P. (1991), Marketing Services, The Free Press, New York, NY.
Berry, L. L. (1993), Playing Fair in retailing. Arthur Anderson Retailing Issues Newsletter (March), 5, 2.

Berry, L. L. (1995), “Relationship marketing of services growing interest, emerging perspectives”, Journal
of the Academy of Marketing Science. 23(4). 36-45. D0i:10.1177/009207039502300402

Blois, K. (2003), "B2B "relationships" - a social construction of reality? A study of Marks and Spencer and
one of its major suppliers", Marketing Theory, 3 (1), 79-95.

Brashear, T., Boles, J., Bellenger, D. and Brooks, C. (2003), “An empirical test of trust-building processes
and outcomes in sales manager-salesperson relationships”, Academy of Marketing Science Journal, 31(2),
189-200.

Blois (1998), "Don't All Firms Have Relationships?", Journal of Business and Industrial Management, 13 (3),
256-70.

Buttle, F. (1996), "Relationship Marketing in Relationship Marketing: Theory and Practice, F. Buttle, Ed.:
Paul Chapman Publishing.

Cannon, J. P. P. (1999), “Buyer-seller relationships in business markets”, Journal of Marketing Research,
36(4), 439-460.

Conway, T. and Swift, J. (2000), "International relationship marketing. The importance of psychic
distance", European Journal of Marketing, 34 (11/12), 1391-413.

Czinkota, M.R, Rivoli, P. and Ronkainen, I.A. (1992), International Business, 2nd,
The Dryden Press, Orlando, FL.

Chen, Chao C., Xiao-Ping Chen, and James R. Meindl (1998), "How Can Cooperation Be Fostered? The
Cultural Effects of Individualism-Collectivism," Academy of Management Review, 23 (No 2), 285-304.

Chien, C., and Moutinho, L. (2000). “The external contingency and internal characteristic of relationship
marketing”, Journal of Marketing Management, 16, 583-595.

Dubois, A. (2002), “Sistematic Combining na Abductive Approach to Case Research”, Journal of Business
Research, vol. 55, pp. 553-60.

Douglas, S.P. and Craig, S. (1995), Global marketing strategy, McGrow Hill.

Doney, P. M. and Cannon, J. P. (1997), "An Examination of the Nature of Trust in Buyer-Seller
Relationships" Journal of Marketing, 61 (April 1997), 35-51.

Dwyer, E. R., Schurr, P. H. and Oh, S. (1987). “Developing buyer-seller relationships”, Journal of
Marketing, 51(2), 11-27.

Eisenhardt, K.M. (1989), “Building Theories from Case Study Research”, Academy of Management Review,
vol. 14, n®4, pp. 532-550.

Elg, U. (2002.), "Inter-firm Market Orientation: Its Significance and Antecedents in Distribution
Networks", Journal of Marketing Management, 18, 633-55.

Confronting Contemporary Business ISSN: 2547-8516
Challenges Through Management Innovation ISBN: 978-9963-711-16-1



6th Annual EuroMed Conference of the EuroMed Academy of Business 88

Ford, D. (1984). “Buyer/seller relationships in international industrial markets”, Industrial Marketing
Management, 13, 101-112.Harvard Business Review, 74(4):

112-120.

Gabarino, E. J. (1999). “The different roles of satisfaction, trust and commitment in customer
relationships”, Journal of Marketing, 63(2), 70-87.

George, A. And Bennett, A. (2005), Case, studies and theory development in the social science, Belfer Centre
for Science and International Affaris, Harvard University, Cambridge, UK

Geyskens, I, Jan-Benedict, E. M., Steenkamp, L. K. and Kumar, N. (1996), "The effects of trust and
interdependence on relationship commitment: A trans-Atlantic study", International Journal of Research in
Marketing, 13, 303-17.

Ghemawat, Pankaj (2001), "Distance Still Matters. The Hard Reality of Global Expansion," Harvard
Business Review (September 2001), 137-47.

Gilliland, D. I. B. (2002). “Two sides to attitudinal commitment: the effect of calculative and loyalty
commitment on enforcement mechanisms in distribution channels”, Journal of the Academy of Marketing
Science, 30(1), 24-43.

Gronroos, C. (1994), “From Marketing Mix to Relationship Marketing”, Management Decision, 32(2), 4-20.

Gundlach, G., Achrol, R. and Mentzer, J. (1995). “The structure of commitment in exchange”, Journal of
Marketing, 59, 72-92.

Gupta, A. N. M. (2012). “A Literature review and classification of relationship marketing research”,
International Journal of Customer Relationship Marketing and Management, 3 (1), 56-81.

Hakansson, H. (1982), International Marketing and Purchasing of Industrial Goods: An Interaction
Approach. Wiley, Chichester.

Hall, Edward T. (1973), The Silent Language. Anchor Books, USA.
Hall, Edward T. (1977), Beyond Culture. Anchor Books, USA.
Hall, E. T. (1990), Understanding Cultural Differences, Intercultural Press, Yarmouth, MA.

Harris, S. D. (1999). “Trust and co-operation in business relationship development: exploring the
influence of national values”, Journal of Marketing Management, 15(6), 463-483.

Harris, S. and Ghauri, P. (2000), "Strategy formation by business leaders Exploring the influence of
national values", European Journal of Marketing, 34 (1/2), 126-42.

Harris, L., O'Malley, L. and Patterson, M. (2003), “Professional interaction: exploring the concept of
attraction”, Marketing Theory, 3(1), 9-36.

Heide, J.B. and Stump, R.L. (1995). “Performance implications of Buyer-Seller relationships in industrial
markets”, Journal of Business Research, 32(January): 57-66.

Hofstede, G. (1980), Culture's Consequences: International Differences in Work—Related Values, Sage
Publications, Beverly Hills, CA.

Hosftede, G. (1991). Cultures and organizations; Software of mind, McGraw Hill, London, UK (ISBN 0-07-
707474-2).

Huberman, M and Miles, M. (1994), Data management and analysis methods, in N Denzin e Y Lincoln (
eds), 1994. Handbook of qualitative researxh, Sage Publications Thousand Oaks.

INE, L. N. d. E.-. (2011). www.ine.pt (Agosto).

Jap, S. (1999), “Pie-expectation efforts: collaboration processes in buyer-supplier relationships”, Journal
of Marketing Research, 36(4), 461-475.

Joshi, A. W., and Stump, R. L. (1999), "The Contingent Effect of Specific Asset Investments on Joint
Action in Manufacturer-Supplier Relationships: An Empirical Test of the Moderating Role of Reciprocal
Asset Investments, Uncertainty, and Trust", Journal of the Academy of Marketing Science, 27 (3 (Summer)),
291-305.

Confronting Contemporary Business ISSN: 2547-8516
Challenges Through Management Innovation ISBN: 978-9963-711-16-1



6th Annual EuroMed Conference of the EuroMed Academy of Business 89

Johnson, D. G., K. (2005), “Cognitive and affective trust in service relationships”, Journal of Business
Research, 58(4), 500-507.

Johnson, Jean L., John B. Cullen, Tomoaki Sakano, and Hideyuki Takenouchi (1996), "Setting the Stage
for Trust and Strategic Integration in Japanese - U.S. Cooperative Alliances," Journal of International
Business Studies, 27 (5), 981-1004.

Kim, K. and Changho, O. (2002), "On Distributor Commitment in Marketing Channels for Industrial
Products: Contrast Between the United States and Japan", Journal of International Marketing, 10 (1), 72-97.

Kluckhon, C. and Strodtbeck (1961), Variations in Value Orientations. Row, Peterson, New York, NY.

Kale, S. H. and Barnes, J. W. (1992), "Understanding the Domain of Cross - National Buyer-Seller
Interactions", Journal of International Business Studies, 23 (1 (First quarter)), 101-32.

Leonidou, L. C., Katisikeas, C. S. and Hadjimarcou, J. (2002), “Building sucessful export business
relationships: a behavioural perspective”, Journal of International Marketing, 10(3), 96-115.

Li, L. and Peggy, Ng (2002), "Market exchanges, hierarchical exchanges or relational exchanges in export
channels into emerging markets", International Business Review, 11 (6), 707-23.

LaBahn, D. W. and Harich, K. R. (1997), "Sensitivity to National Business Culture: Effects on U.S.-
Mexican Channel Relationship Performance", Journal of International Marketing, 5 (4), 29-51.

Macneil, I. R. (1980). The New Social Contract. Yale University Press, New Haven, CT.

Marshall, R. S. (2003), "Building trust early: the influence of first and second order expectations on trust
in international channels of distribution”, International Business Review, 12 (4), 421-43.

Meyer, A. D. (1991), “What is strategy’s distinctive competence?”, Journal of Management, 17, 821-833.

Miles, MB and Huberman, A. M. (1994), Qualitative Data Analysis: an expanded sourcebook, Thousands
Oaks, Sage, CA.

Miyamoto, T. R.,, N. (2004), “Determinants of three facets of customer trust a marketing model of
Japanese buyer-supplier relationship”, Journal of Business Research, 57(3), 321-319.

Miettila, A., and Moller, K. (1990), Interaction perspective into professional business services: a
conceptual analysis. In Proceedings of the 6! IMP Conference Milan, Italy.

Morgan, R., and Hunt, S. (1994), “The commitment-trust theory of relationship marketing”. Journal of
marketing, 58 (3), 20-38.

Mooman, C., Gerald, Z. and Rohit, D. (1992), “Relationships between providers and users of marketing
research: the dynamics of trust within and between organizations”, Journal of Marketing Research,
29(August), 314-329

Morse, ]M and Richards, L. (2002), Readme First for User’s Guide to Qualitative Methods, Sage
Publications.

Mehta, R., Alan, J.,, Dubinsk and Rolph E. Anderson (2003), "Leadership style, motivation and
performance in international marketing channels. An empirical investigation of the USA, Finland and
Poland", European Journal of Marketing, 37 (1/2), 50-85.

Nicholson, C. Y., Compeau, L. D. Compeau, and Sethi, R. (2001), "The Role of Interpersonal Liking in
Building Trust in Long -Term Channel Relationships", Journal of the Academy of Marketing Science, 29 (1),
3-15.

Obadia, C. (2008), “Cross-border interfirm cooperation: the influence of the performance context”,
International Marketing Review, 25(6), 634-650.

O'Malley, L., Patterson, M., and Evans, M. (1997). “Intimacy or intrusion? The privacy dilemma for
relationship marketing in consumer markets”, Journal of Marketing Management, 13, 541-559.

O'Malley, L. and Patterson, M. (1998), "Vanishing Point: The Mix Management Paradigm Re-Viewed",
Journal of Marketing Management, 14, 829-51.

Confronting Contemporary Business ISSN: 2547-8516
Challenges Through Management Innovation ISBN: 978-9963-711-16-1



6th Annual EuroMed Conference of the EuroMed Academy of Business 90

O'Malley, L. and Tynan, C. (1997), "A Reappraisal of the Relationship Marketing Constructs of
Commitment and Trust in New and Evolving Paradigms: The Emerging Future of Marketing, AMA
Relationship Marketing Conference. Dublin, Ireland

O'Grady, S. and Lane, H. (1996), "The Psychic Distance Paradox", Journal of International Business Studies,
27 (2), 309-33.

Parsons, T. (1951). The Social System. Free Press, New York, NY.

Parsons, T. (1954), Essays in Sociological Theory- Revised Edition, Free Press, New York, NY.
Parsons, T. (1960), Structure and Process in Modern Societies, The Free Press, Glencoe, IL.
Parsons, T. (1964), Social Structure and personality, Free Press, New York, NY.

Parkhe, Arvind (1998), "Building Trust in International Alliances,” Journal of World Business, 33 (417-
437).

Palmatier, R. W., Dant, R. P. and Grewal, D. (2007), “A comparative longitudinal analysis of theoretical
perspectives of interorganizacional relationship performance”, Journal of Marketing, 71(4), 172-194.

Rialp, A. (1998), El Método del Caso como Técnica de Investigagao y su Aplicacién al Estudio de la
Funcién Directiva, Ponencia presentada en el IV Taller de Metodologia ACEDE, Arnedillo ( La Rioja).

Rodriguez, C. W., D. (1995), Trust me!!!... but how?, Pennsylvania State University Park: Institute for the
Study of Business Markets.

Rodriguez, C. M. and Wilson, D. T. (2002), "Relationship Bonding and Trust as a Foundation for
Commitment in U.S.-Mexican Strategic Alliances: A Structural Equation Modeling Approach", Journal of
International Marketing, 10 (4), 53-76.

Siguaw, J.A., Simpson, P.M. and Baker, T.L. (1998), “Effects of supplier market orientation on distributor
market orientation and the channel relationship: The distributor perspective”, Journal of Marketing,
62(July): 99-111.

Sanchez, M. I, A. (2004). “The structure of commitment in consumer-retailer relationships”, International
Journal of Service Industry Management, 15(3/4), 230-249.

Sanzo, Ma Jose, Ma Leticia Santos, Rodolfo Vazquez, and Luis L Alvarez (2003), "The Role of Market
Orientation In Business Dyadic Relationships: Testing an Integrator Model," Journal of Marketing
Management, 19, 73-107.

Sheth, J. N. and Parvatiyar, A. (1995), "Relationship Marketing in Consumer Markets: Antecedents and
Consequences”, Journal of the Academy of Marketing Science, 23 (4), 255-71.

Swift, J. S. (1999), "Cultural closeness as a facet of cultural affinity A contribution to the theory of
psychic distance", International Marketing Review, 16 (3), 182-201.

Skarmeas, D. A. and Katsikeas, C. (2001), "Drivers of Superior Importer Performance in Cross-Cultural
Supplier-Reseller Relationships," Industrial Marketing Management, 30, 227-41.

Skarmeas, Dionisis, Constantine S. Katsikeas, and Bodo B. Schlegelmilch (2002), "Drivers of
Commitment and its Impact on Performance in Cross-Cultural Buyer-Seller Relationships: The
Importer's Perspective", Journal of International Business Studies, 33 (4 Fourth quarter), 757-83.

Skarmeas, Dionisis A. and Constantine S. Katsikeas (2001), "Drivers of Superior Importer Performance
in Cross-Cultural Supplier-Reseller Relationships", Industrial Marketing Management, 30, 227-41.

Shankarmahesh, Mahesh N., John B. Ford, and Michael S. LaTour (2003), "Cultural Dimensions of
Switching Behavior in Importer-Exporter Relationships," Academy of Marketing Science Review, 7 (6), 1-17.

Steenkamp, Jan-Benedict E. M. (2001), "The role of national culture in international marketing research”,
International Marketing Review, 18 (1), 30-44.

Swift, J. S. (1999), "Cultural closeness as a facet of cultural affinity A contribution to the theory of
psychic distance", International Marketing Review, 16 (3), 182-201.

Confronting Contemporary Business ISSN: 2547-8516
Challenges Through Management Innovation ISBN: 978-9963-711-16-1



6th Annual EuroMed Conference of the EuroMed Academy of Business 91

Selnes, F. (1998). “Antecedents and Consequences of Trust and Satisfaction in Buyer-Seller
Relationships”, European Journal of Marketing, 32(3/4), 305-322.

Selnes, Fred and James Sallis (2003), "Promoting Relationship Learning", Journal of Marketing, 67 (3), 80-
95.

Skarmeas, Dionisis, Constantine S. Katsikeas, and Bodo B. Schlegelmilch (2002), "Drivers of
Commitment and its Impact on Performance in Cross-Cultural Buyer-Seller Relationships: The
Importer's Perspective", Journal of International Business Studies, 33 (4 Fourth quarter), 757-83.

Tellefsen, T. T., G. (2005), “The antecedents and consequences of organisational and personal
commitment in business service relationships”, Industrial Marketing Management, 34(1), 23-37.

Takala, Tuomo and Outi Uusitalo (1996), "An Alternative View of Relationship Marketing: A
Framework for Ethical Analysis", European Journal of Marketing, 30 (2), 45-60.

Terpstra, V. and Sarathy, R. (1994). “International Marketing”, Harcourt College Pub.

Van Bruggen, Gerrit H.,, Manish Kacker, and Chantal Nieuwlaat (2005), "The Impact of Channel
Function Performance on Buyer-Seller Relationships in Marketing Channels", International Journal of
Research in Marketing, 22, 141-58.

Walter, Achim, Thilo A. Muller, Gabriele Helfert, and Thomas Ritter (2003), "Functions of Industrial
Supplier Relationships and their Impact on Relationship Quality," Industrial Marketing Management,
32,159 - 69.

Wilson, D. T. (1995), "An Integrated Model of Buyer-Seller Relationships", Journal of the Academy of
Marketing Science, 23 (4), 335-45.

Yin, R. (1994), Case Study Reseacrh-design and methods, Sage Publications.

Young, S., Hamill, J., Wheeler, C., Davies, ].R. (1989), International Market Entry

and Development: Strategies and Management, Harvester Wheatsheap-Prentice-Hall, Hemel Hempstead.
Zaheer, A., McEvily, B. and Perrone (1998), “Does trust matter? Exploring the effects on
interorganisational and interpersonal trust on performance”, Organisation Science, 9(2), 141-159.

Zhang, C., Cavusgil, S. T. and Roath, A. S. (2003), “Manufacturer governance of foreign distributor
relationships: Do relational norms enhance the competitiveness in the export market?”, Journal of
international business studies, 34, 550-566.

Confronting Contemporary Business ISSN: 2547-8516
Challenges Through Management Innovation ISBN: 978-9963-711-16-1



6th Annual EuroMed Conference of the EuroMed Academy of Business 92

PARTNER SELECTION IN CO-OPETITION: A THREE STEP
MODEL

Alves, Jodo!; Meneses, Raquel?

'Faculdade de Economia, Universidade do Porto, Portugal, 110418021@fep.up.pt
2Faculdade de Economia, Universidade do Porto, Portugal, raquelm@fep.up.pt

ABSTRACT

Co-opetition partnerships refer to developing cooperation efforts between
competitors. The scarcity of studies conducted in this field to date provides limited
contribution for the understanding of the partner selection process in this particularly
paradoxical concept. This paper aims to contribute towards a better understanding of
the partner selection process, which anticipates a successful co-opetition partnership.
This study follows a methodology based on systematic combining for the qualitative
analysis of four cases of domestic co-opetition in Portugal. A sample range of eight
companies was selected for a series of semi-structured interviews. After data was
collected, coded and analysed, results indicated that prior personal relationships
between decision makers are facilitators for the implementation of cooperation

partnerships with competitors.

Based on these findings, this paper proposes a 3-step model to explain the process of
partner selection for co-opetition partnerships. According to this model, after opting
to commence a new coopetitive business alliance, the manager undergoes a first
unconscious selection based on his/her own prior personal relationships, followed by
a conscious and judicious selection based on specific criteria related to partner’s

operational skills, resources, effectiveness and trust.

Keywords: co-opetition, partner selection, personal relationships, networks

INTRODUCTION

“Sleeping with the enemy” is how Quint (1997) illustrates co-opetition. Indeed, co-opetition
partnerships imply tight cooperation between competitors simultaneously entailing a “war

and peace” concept (Brandenburger and Nalebuff, 1996) that involves the notion of “compete
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and cooperate at the same time”, as stated by Novell's CEO Raymond Noorda (Ritala, 2010; Luo,
2007). Co-opetition is thus inherently paradoxical as the question of why a company would
join forces with a competitor and share its competitive advantages appears to be dubious.
(Schmiele and Sofka, 2007). This paradox also lends itself to the question of how a firm would
then proceed to select a competitor to partner as co-opetition. In other words, what are the
criteria, factors or considerations that influence the selection of a competitor and its reciprocal
acceptance of combining strengths to create a co-opetition strategy. While many researches
attempt to explain why the phenomenon occurs (Bengtsson and Kock, 2000; Dagnino and
Padula, 2002; Zineldin, 2004), not many have described how the “enemy to sleep with” is
chosen. Curiously, in a study on domestic co-opetition, Schmiele and Sofka (2007) observed
that the prevalence of co-opetition partnerships was higher among graduated managers. In
the same study, the authors report that the same phenomenon is unnoticed in international
co-opetition. In the exclusion that co-opetition is not directly linked to the managers' level of
education, Schmiele and Sofka (2007) propose that the existence of prior personal ties could
facilitate the formation of domestic co-opetition partnerships, as personal networks are
known to be important channels for the flow of knowledge. This observation marks the
foundation of our research question: How are competitors chosen to team up for a
co-opetition partnership? To answer this question, we have conducted an exploratory
qualitative analysis following an abductive approach and therefore, hypothesis has not been

formulated.

We've commenced by identifying four cases of domestic co-opetition and conducted
interviews with top managers in order to determine how each co-opetition partnerships
started. Case analysis was carried out through a Systematic Combining methodology (Dubois
and Gadde, 2002) based on Grounded Theory (Glaser and Strauss, 1967) in order to propose
an answer to our research question. From the analysis of these cases we learnt that prior
personal relationships impacts positively on the creation of co-opetition partnerships and
we’ve proposed a model to explain this process further. The proposed 3-step model
comprises of an unconscious pre-selection of partners based on prior personal relationships,
followed by a conscious selection based on judicious criteria and finally concluded with an

invitation for partnership.
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LITERATURE REVIEW

. Co-opetition partnerships

The concept of co-opetition has been introduced in the academic literature in 1996 by
Bradenburger and Nalebuff (Ritala, 2010). The term is a portmanteau of “cooperation” and
“competition” aimed to describe the ambivalent nature of a partnership between competitors.
Despite the inherent paradox in co-opetition (Brandenburger and Nalebuff, 1996; Schmiele
and Sofka, 2007), reasons pointed out as leading to such alliances are the sharing of costs,
risks and/or knowledge in Research & Development (Dagnino and Padula, 2002; Schmiele
and Sofka, 2007), Product Development (Bengtsson and Kock, 2000; Zineldin, 2004),
Innovation (Zineldin, 2004), Production (Dagnino and Padula, 2002) and Marketing
(Bengtsson and Kock, 2000; Zineldin, 2004; Ritala, 2010). Bengtsson and Kock (2000) reminds
us that the complexity of such relationships results from the intertwining of two opposite
interactions, in that partners can benefit from both: from collaboration partners can reduce
costs for new product development, reduce lead times and benefit from partner's core
competences; from competition, each firm is driven to differentiate themselves and their

products and services and to perform more efficiently than its partner.

It is commonly accepted that partner selection is one of the most influential factors for the
success of business alliances (Geringer, 1991; Shah and Swaminathan, 2008). The relevance of
the choice is of such importance that Cummings and Holmberg (2012) refer to partner
selection criteria as critical success factors, given that an unfit initial partner selection may
even destroy the best possible alliance management capabilities. However, to the best of our
knowledge, no research has been made on the partner selection process prior to the launch of
a co-opetition partnership. For this reason, our literature review on partner selection is based

on the existing literature for Strategic Alliances.

. Factors for an enduring partnership
On exploring long-lasting alliances, Zineldin (2004, p.781) identifies 7 factors that determine

the development of enduring and mutually beneficial business relationships:

o All parties are committed to be engage in an interactive exchange relationship;
o Each party can contribute with something valuable for the other parties;
o  Relationship is perceived by all parties as mutually rewarding, by which each party is willing

to give something of value in order to receive something equally valuable in return;
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o Each party is free to negotiate the terms and conditions for the cooperation agreement;

o All parties are able to freely communicate and interact with each other;

o All parties recognise that ethical values, interdependence, commitment and adaptation are
crucial for a sustainable long-term relationship;

o All parties can find a positive balance between pros and cons of the relationship.

It is interesting to notice that all these factors make reference to partners (the parties), thus
clearly indicating that the success of mutually beneficial business relationships depends
firstly in a good selection of partners — the right match, on their joint coordination, on their

mutual acceptance and understanding.

. Partner selection process

Motivations for the choice of partners should be clearly distinguished from motivations for a
partnership formation. On such differences, Al-Khalifa and Peterson (1999) stress that
motivations involved in partner selection differ from motivations for entering into a
partnership, the former being a “means” for the achievement of the “ends” implied by the

latter.

Bierly and Gallagher (2007) describe alliance's partner selection as a complex process
influenced by three endogenous factors — fit, trust and strategic expediency — depending on
the extent of two other exogenous factors — uncertainty and time constraints. According to the
authors, as long as the company has sufficient time and information, the search for strategic
fit is the first step when choosing a partner. When information is lacking and uncertainty rises
then trust becomes important as a selection criterion. However, these factors can only explain
the process in the absence of any significant time constraints, otherwise response will be
based on strategic expediency, described as the ability to make effective partner selection
decisions under time pressure. The authors describe that in such cases skilled managers will
tend to effectively rely on intuition due to the difficulties imposed by time constraints in

following a rational decision-making approach.

. Partner selection criteria
General motivation to partner selection has been described as being related with several

purposes. The first and most cited approach was introduced by Geringer (1991) who had first

Confronting Contemporary Business ISSN: 2547-8516
Challenges Through Management Innovation ISBN: 978-9963-711-16-1



6th Annual EuroMed Conference of the EuroMed Academy of Business 96

distinguished task-related and partner-related dimensions of selection criteria. In Geringer's
(1991) conception, task-related criteria refer to operational skills and resources, which are
required for the success of the partnership, whereas partner-related criteria group factors are
associated with the efficiency and effectiveness of partners' cooperation. Despite this
classification being widely accepted by many scholars, as Das and He (2006) notice it’s not
always clear and remains somewhat confusing, as the same criterion may be enclosed in
either set of dimensions in different studies. Das and He (2006, p.126) hence suggest the

following grouping of criteria in these 2 major categories:

- “Task-related criteria: complementary products or skills; financial resources; technology
capabilities or uniqueness; location; marketing or distribution systems, or established
customer base; reputation and image; managerial capabilities; government relationship,
including regulatory requirements and government sales; help in faster entry into the target
market; and industry attractiveness.

- Partner-related criteria: strategic fit or interdependence, or compatible goals; compatible or
cooperative culture and ethics; prior ties and successful prior association; trust between top
managers; strong commitment; similar status, including size and structure; reciprocal
relationship; commensurate risk; and ease of communication.”

In addition to these two sets of partner selection criteria, Cummings and Holmberg (2012)
also introduce learning-related and risk-related dimensions of selection criteria. In this
conception, learning-related criteria refer to the partner's attributes that enhance learning
from knowledge transfer, whereas risk-related criteria are those arising from the

interdependence nature of alliances.

Altogether, the widely accepted and cited task-related and partner-related dimensions of
partner selection criteria, despite being a structured and valuable attempt to explain the
partner selection process, it is not always a solid or self-sufficient approach to describe that
phenomena completely. It seems that there still remains an absence of an unifying theory
capable of explaining partner selection process as a whole in strategic alliances in general and
in co-opetition in particular. It seems as well that the study of influential factors or selection

criteria for the choice of partners has not yet been depleted.
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. Prior personal relationships

As Ganguli (2007) notices, the dominating and most relevant part in a co-opetition strategy is
cooperation. Corporate success on cooperating companies depends, to a great extent, on the
quality of cooperation, since it’s directly linked with its cooperation experience (Fink and
Kessler, 2010). Effective cooperation, in turn, relies on how good a relationship is between all

the involved parties.

Studies on the field of partner selection seem to point at task-related and partner-related
criteria to be on the basis of the choice of decision makers. Nevertheless, an additional
criterion that seems to have been neglected may be the inter-personal relationships between
entrepreneurs or decision makers, which is likely to be a relevant factor for partner selection
in many cases — particularly in co-opetition partnerships where sharing information between
partners means as well sharing information between competitors. In such cases, personal

trust between partners stand as the basis of the business alliance itself.

RESEARCH

. Methodology

The starting point for this research was to answer how competitors are chosen to team up for
a co-opetition partnership. As such no hypothesis was advanced for this purpose and
investigation was held with a free spirit. We have conducted an exploratory study to collect
qualitative data in an abductive approach. Data have been processed through a Systematic
Combining methodology (Dubois and Gadde, 2002) based on Grounded Theory (Glaser and
Strauss, 1967). Following such methodology the existing literature is taken as starting point
for research, from which new data is systematically collect and analysed for the emergence of

new concepts and categories until saturation is reached (Goulding, 1999).

. Sampling

The selection of cases was based on a Purposive Sampling technique as the most suitable for
randomly selecting appropriate informants among the population segment with the most
information on the researched topic (Guarte and Barrios, 2006). Following such technique the
selected sample encompassed eight Portuguese companies with forged alliances with

national competitors from four cases of established co-opetition partnerships in the sectors of
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wine, tourism and construction industries. Only two partners at each partnership were
selected even though two of the partnerships included five partners, in which cases partners
were selected at random. For the purpose of this analysis any co-opetition relationships

involving international partners were disregarded. Table 1 presents a characterization of the

analysed sample.

Cases Sector Established Purpose Companies
Case A Wine 2002 Pro‘mo'te sales by increasing wine Partner A.1
region's brand awareness Partner A.2
Case B Construction 2007 Promote internationalization =~ with Partner B.1
enhanced complementary offer Partner B.2
P 1 i i P 1
Case C Wine 2010 romote sales by increasing product Partner C
category awareness Partner C.2
Case D Tourism 2012 Expand product portfolio based on Partner D.1

complementary offer

Partner D.2

Table 1: Sample characterization (Source: the authors)

Case A represents a partnership of five competing wine producers from the same region who
decided to jointly promote their region in international markets. These producers realized
that their strength together was higher than when each one was promoting separately,
therefore as a group they were able to “cause a greater impact and a leave a better impression”
(Partner A.1). Even though they recognize that their promoting efforts are beneficial to all the
wine producers from that region, the group perceives added value in their co-opetition

partnership, which has been active for over a decade.

Case B stands for a partnership of competitors in construction industry. All companies are
based in the same geographical region and compete in their domestic market. As a
consequence of their membership and involvement in the local industrial association, top
managers knew each other well previously. Such relationship had great impact in the creation
of this co-opetition partnership, as stated by Partner B.1: “I'm convinced that our personal
relationships had great influence”. This group remains active only in some previously defined
external markets where all partners cooperate based on their complementarity of skills and

competences.
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Case C is a partnership between two competing Port wine companies aimed to “promote
Vintage Port wine next to opinion makers and consumers” (Partner C.1). Both companies are major
players in all Port wine categories, marketing their brands globally. However, they realized
that their top category wine suffered from low recognition in a certain strategic market. These

companies thus teamed up as a solution for a specific problem in a specific region.

Case D is a case of co-opetition in the domestic market incorporating two hotel chains with “a
petfectly complementary offer” (Partner D.1), as each operates in different regions and with
different hotel categories. The creation of this partnership encompassed synergies allowing
each company to expand their own product portfolio and market presence. Partner D.2
reported that the contact was facilitated by “prior relationships between both CEQ’s resulting

from their work together in the Tourism Association”.

o Data collection and analysis

Data was obtained by semi-structured interviews to top managers or decision-makers at each
target firm. Conversations followed an adaptive guideline in order to assure the inclusion of
topics emerging from previous interviews. The aim of the interviews was to discuss the
selection of partners for each partnership, namely by discussing how the partnership was
created, how was each partner selected and why was each particular partner chosen to
participate in the alliance. Interviews were digitally registered and the content transcribed for
content analysis using RQDA software. The analysis aimed at partner selection criteria and
initial codification consisted within four criteria dimensions including 19 selection criteria
based on revised literature. At a later stage one new dimension and two new criteria emerged
from the analysis. Additionally three existing selection criteria where included in the
emergent dimension. Table 2 presents a list of all the criteria used and their origins, as well as
a summary of identified occurrences and respondents. Following these codifications, we were
able to determine the criteria most consistently referred to and thus establish the ground for

the understanding of partner selection process.

. Research Findings
Content analysis to respondents’ testimonials is presented in table 2, listing all analysed
partner selection criteria. Column “Respondents” shows how many respondents mentioned

each criterion. Column “Occurrences” shows how many times each criterion was identified in
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respondents’ testimonials. The last five rows refer to dimensions of partner selection criteria
and indicate the authors who associate each criterion to a specific dimension. As example,
first row reads: “Prior Personal Ties, as a partner selection criterion, was mentioned by eight
respondents in a total of 26 occurrences. This criterion is pointed as partner-related by Das
and He (2006), as risk-related by Cummings and Holmberg (2012) and as network-related by

the authors of this study”.

Codings RespondenOccurrenc Network Partner Task Risk Learning
ts es Related Related Related Related Related

Prior Personal Ties 8 26 the Das and Cumming

Prior Successfuly 16 the Das and Cumming

Shared Businessg 7 the

Similar Status 5 10 Das and

Similar Positioning 5 9 the

Shared Vision 5 7 the Das and

Ease of Communication 5 6 Das  and Cumming

Complementarity 4 9 Das and Cumming

Strategic Fit 4 9 Das and

Managerial Capabilities 4 7 Das and

Vicinity 4 6 Das and

Reciprocal Relationship 4 5 Das and

Compeatible Goals 3 8 Das  and

Reputation and Image 3 8 Das andDas and

Trust 3 6 Das and

Compatible Culture 3 5 Das and

Commensurate Risk 3 3 Das and Cumming

Commitment 2 2 Das and

Established  Customer) 2 Das andDas and

Established Supply1 2 Das and

Technology 1 2 Das and Cumming

Table 2: Interviews content analysis on partner selection criteria (Source: the authors)

In all four analysed cases of co-opetition partnerships it notoriously prevails that prior
personal relationships between managers from all partnering companies were very present.
This reference was usually mentioned when respondents were confronted with the question
of “How did this partnership start?”. In those cases where this fact was not mentioned in the
first answer, it would eventually come up at a later stage during the interview. In the final
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count, all eight respondents referred to this fact 26 times. On this qualitative data analysis,
coded criteria “Prior Personal Ties” accounts for acquaintances that may come from family or
friendship ties, as well as from business ties resulting from previous business associations.
Even though it was not highlighted specifically as a criterion of selection, the fact that the
leaders of each organization already knew each other was consistently referred to by all
respondents and indicated as facilitator or as a catalyst for the partnership formation. Table 3

presents statements from all respondents supporting this interpretation.

Cases Partners Statements

Case A Partner “There were already some relationships, either family or friendship based”
Al
Partner “These 5 families already knew each other and had friendly relations”
A2

Case B Partner B.1 “[This partnership] was the result of conversations that we kept regularly in the

industrial association”

Partner B.2 “One of the factors for this idea to take shape was the fact that the CEOs already knew

each other personally”

Case C Partner “We know each other personally and we are friends for a long time”
C1
Partner “If we didn’t know each other probably this partnership would never happen”
C2

Case D Partner “There are personal relationships between both presidents, and that certainly facilitated
D.1 contact”
Partner “There were already some contacts between both presidents as they already knew each
D.2 other”

Table 3: Statements on Prior Personal Relationships (Source: the authors)

The next most mentioned criteria were “Prior Successful Association” and “Shared Business
Networks”. Seven respondents mentioned that managers had previously and successfully
experienced working together in informal or formal associations with the current partner(s).
On this matter Partner A.1 stated that “it was common to get together in wine shows and we used
to cause a good impact. We then concluded that we had to do it in a more organised and formal way” .
The latter accounted for 6 respondents highlighting the fact that leaders of each company

gathered previously in common business networks such as sector clusters or industrial
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associations, as stated by Partner D.1: “The presidents from both companies have previously worked

together in the National Tourism Association”.

Another relevant set of ideas was coded as “Shared Vision”. An example is the statement of
Partner C.1: “We knew that we have the same philosophy [about the market] and we both have very
similar views about how to develop our market approach”. In our opinion, such knowledge can
only be acquired as a result of a close connection between top managers from both
companies. Even though this code did not sum up many occurrences, it was referred to by a

considerable number of respondents.

As expected from literature review, many of the cited criteria for partner selection fit partner,
task, risk or learning-related dimensions. However, from the analysis of the most cited facts
emerged a new dimension of partner selection criteria, presented in table 2 as
network-related. This new proposed dimension highlights the importance of networks when
considering a competitor for a partnership. When weighting the risks of such alliance, the
experience of a positive personal relation seems to ease the managers” mind and may even
serve as a facilitator for a formal gathering given that other partner or task-related criteria are

met as well.

Considering that all the analysed cases revealed the existence of prior personal relationships
between top managers, two thoughts must be clarified before deepening the discussion of
these results: a) these cases were selected only based on the fact of encompassing domestic
co-opetition partnerships. No knowledge about their origins was founded prior to our
analysis; b) due to the qualitative nature of this analysis and its abdutive approach, one
cannot infer that prior personal relationships are a prerequisite for the creation of a
co-opetition partnership, or that they are somehow common to all co-opetition cases. This last

thought will be explored in our conclusion.

DISCUSSION

A new perspective of partner selection process emerged from our analysis. We observed that
all analysed cases of domestic co-opetition were preceded by a prior relationship between

managers!, for all analysed partnerships seem to have been born from a previous personal

1 o ..
Note: in this sense “manager” refers to top managers, decision makers or any other actors who may have

the power to decide and implement company’s strategy.
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relationship. The phenomenon might be explained by a 3-step model including the awareness
of a problem, a primary unconscious selection and a secondary conscious selection. Firstly the
manager identifies a problem whose solution involves establishing a cooperation strategy.
Secondly, the manager identifies a set of potential partners for cooperation. This mental yet
unconscious process originates a group of potential partners, which is restricted to the
manager’s network of connections. This potential group includes just any potential partners
with whom the manager has or had a relationship, thus excluding any eventual possible
partners who have no relationship with the manager. Thirdly, the manager makes a finely
tuned selection within the potential group. It is now a conscious selection according to a set of
judicious criteria, mixed and weighted according to whatever aspects the manager finds
relevant. At this stage such judicious criteria may be partner-related (such as strategic fit
between companies, management commitment towards the project or similar status among
all partners), task-related (such as complementarity of products or resources, managerial
capabilities or access to a specific technology) and even risk or learning-related (such as a
commensurately risky partner or the possibility to acquire knowledge from the partner). This
pondered selection gives origin to the viable group, which will be addressed with an

invitation for a partnership. Figure 1 illustrates this process.

Universe of all players
Unconscious selection
based on prior
personal relationships

Potential Group

J L J 1§ Conscious selection
based on
judicious criteria
Viable Group
. J Invitation for

partnership

Selected
Partner
Figure 1: Three step model for partner selection (Source: the authors)

The most relevant contribution for the understanding of partner selection process is the

inclusion of a step resulting in the creation of a potential group of partners. It entitles a

Confronting Contemporary Business ISSN: 2547-8516
Challenges Through Management Innovation ISBN: 978-9963-711-16-1



6th Annual EuroMed Conference of the EuroMed Academy of Business 104

self-limited selection given that there is no conscious systematic approach to all existing
players in the market. This unstructured mental step is then the bottleneck that will trim
down the offer of partnership possibilities from a theoretically large universe of partners into

a limited group of acquaintances.

CONCLUSIONS, LIMITATIONS AND RECOMMENDATIONS

Our research aimed to contribute to the understanding of partner selection process in
co-opetition partnerships. The goal was to determine how companies choose partners for
collaboration among their competitors. Having as starting point the existing literature on
partner selection process and partner selection criteria for strategic alliances, an exploratory
study was specifically directed to domestic co-opetition partnerships. Despite the similarities
found with the existing literature on strategic alliances, a new dimension of partner selection
criteria emerged from our research. Criteria such as prior personal relations, prior successful
association, shared business network and shared vision were now included in the proposed
network-related dimension referring to the set of criteria used by managers with regards to

their network of relations.

Results suggest that selection of partners for co-opetition is firstly based on the existence of
prior previous relationships. Regardless of their personal or business nature, the experience
of positive prior relationships seems to contribute as a facilitator and even a catalyser for the
formation of co-opetition partnerships. Our model proposes that managers undergo an
unconscious phase of picking potential partners thus mentally limiting the range of
possibilities to their network of connections, from which viable partners will then be elected.
These findings suggest that the experience of positive prior relationships seems to endorse the
reduction of risk perception towards a potential partner, thus lessening the uncertainty that

usually accompanies a cooperation partnership with a competitor.

Despite the fact that this study aimed for objectiveness and accuracy, results are supported on
qualitative analysis, which invariably comprises a personal interpretation of observations.
Additionally, this is an exploratory study, for which it does not intent to confirm a given
hypothesis. The contribute of this study is then to present a new hypothesis to explain partner
selection processes for co-opetition partnerships, for which we would recommend a broader

study supported on quantitative analysis to validate the proposed model.
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In turn, the proposed 3-step model suggests a possible approach for the understanding of
partners’ selection processes for domestic co-opetition partnerships. However, it does not
imply that all domestic co-opetition partnerships are created according to this model, as one
cannot conclude from this study that a network of personal or business relationships is a
prerequisite for co-opetition. It is also not implicit that the process is extensible to all kinds of
co-opetition partnerships. In fact, we cannot infer on the model's application for international
co-opetition partnerships, and it would probably require a certain degree of adaptation in
order to be applicable to intra-organisational forms of co-opetition. Additionally our results
do not allow a conclusion on the model's exclusivity for co-opetition partnerships. In fact, it is
inconclusive as to whether the model can be applied to other partnership governances or

broadly to all kinds of strategic alliances in general.

Yet another limitation is that the sample is entirely formed by Portuguese companies. Thus it
is bounded to the culture, the economic environment and even the way of doing business in
one single country. Research results would be largely enriched with the extension of this
study to other countries and continents in order to represent other business contexts and
cultural environments. Additionally, the sample reflects only cases of domestic co-opetition
partnerships, for which it would be interesting to develop further studies including cases of
international co-opetition in order to determine whether the proposed model remains

applicable in such cases.

Finally, co-opetition is a peculiar kind of strategic alliances with the main characteristic being
that partners are as well competitors. Such paradoxical cooperation entails great risks, such as
opportunistic behaviours, disclosure of critical knowledge and loss of competitive
advantages. The greatest contribution of this study is hence highlighting the importance of
personal relationships in business networks as an influential criterion for partner selection,
acting as a risk reduction factor thus facilitating the selection of strategic partners for the

creation of co-opetition partnerships.
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ABSTRACT

The paper presents a competing-risks approach for investigating the determinants
of corporate financial distress. In particular a comparative analysis of three European
markets - France, Italy and Spain — is performed in order to find out the similarities
and the differences in the determinants of distress.

By using the AMADEUS dataset, two possible causes of exit from the market are
considered: bankruptcy and liquidation. For identifying the variables that influence
the risk of leaving the market, a competing-risks model for each country is estimated
and is compared with a pooled model including all the three countries. In addition,
the performance of the competing-risks approach is evaluated versus the single-risk
model, in which all states are considered without any distinctions.

The reached results show that the competing risks approach leads to a saving in
the number of selected variables that becomes more significant when the model is
estimated for each country separately. Moreover, the selected variables for each
country enable to identify similarities between the different exit routes across the
markets. Some of the differences between Spain and the other two countries may be

related to the dissimilar definition of the distress states.

Key words: Competing-risks model, Default risk; Financial ratios; Hazard model.

1. INTRODUCTION

Business failure has been widely studied since the seminal papers of Beaver (1966) and
Altman (1968). A large ammount of the literature is devoted to analyze the firms’ survival
and to investigate the determinants of the exit decision, without considering possible
distinctions among different status (Ohlson, 1980; Zmijewsky, 1984; Lennox, 1999; Shumway,

2001, among others) and without estimating the dynamical evolution (Sexton et al., 2003;
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Balcaen and Ooghe, 2004; Chava and Jarrow, 2004; Hillegeist et al., 2004; Dakovic et al., 2010;
Amendola et al., 2011a).

To overcome these limitations, some authors applied advanced versions of the logistic
regression model (e.g. the mixed logit, multinomial error component logit and nested logit
model) (Jones and Hensher, 2004, 2007; Hensher, Jones and Greene, 2007; Dakovic et al., 2010)
and the competing-risks models (Bhattacharjee et al., 2002; Dickerson ef al., 2003; Headd, 2003;
Rommer, 2004, 2005; Chancharat et al., 2010; Amendola et al., 2011b).

Therefore, in order to examine the effect of explanatory variables across the diverse states
of financial distress, a multi-state approach can be used. Theoretical evidence for considering
multi-exits was provided by Schary (1991) which analyzed acquisition and bankruptcy as
alternative routes, while Lau (1987) had previously proposed a five state prediction model for
estimating the probability that a firm enters each of the considered states. The increase in
information on different types of exit and the development of statistical methods and
computational techniques have caused a renewed interest in analysing how financial factors

affect firm survival and the different causes of entry and exit of firms from the market.

Our interest is to investigate the causes of business failure of three European markets -
France, Italy and Spain - in order to study the determinants of the probability of alternative
exit routes and find out whether there are connections among the predictors of distress in the

different countries.

A similar problem has been focused by some previous studies that compare the
determinants of failure in several countries. For example, Hunter and Isachenkova (2000)
explain the differences in the predictors of failure in Russian and UK firms. Their main results
are that liquidity and gearing are not effective for failure in Russian firms, while size,
profitability and turnover are good predictors. For the UK firms, it seems that profitability,
gearing and liquidity are all important for predicting failure. Bhattacharjee et al. (2004)
analysed UK and US firms by means of competing risks model, in order to identify the
variables influencing the bankruptcy and the acquisition. They found out that adverse
macroeconomic conditions increase the bankruptcy hazard while decreasing the acquisition
hazard. The difference is related to the diverse bankruptcy definition in the two countries.
Ooghe and Balcaen (2002) focus on whether a failure prediction model can be transferred
across countries. They used a dataset of Belgian company accounts to build a failure

prediction models potentially appropriate for different countries.
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To the best of our knowledge, only one paper (Rommer, 2005) analyzes the business
failure reasons in the three European markets considered here. Our contributions differ from
Rommer (2005) in two main issues. Firstly we considered a larger data set including a huge
number of variables and an extended sample period. Secondly, we focus our analyses on a
two-way competing-risks model based on the two main exit routes (bankruptcy and

liquidation).

In order to compare the effects of micro-economic indicators and firm-specific variables on
the different states, we estimate a competing-risks model for each country. This model, unlike
the traditional logistic framework, enables to incorporate the time to event as dependent
variable in determining the probability of a firm being in a distressed status. Moreover, it
allows taking into account whether and when the exit occurs, monitoring the evolution of the
risk of each exits type over time. Furthermore, for sake of comparison, we also estimate a
pooled-country model in which all countries are pooled together and a pooled-state model in
which all financial distress states are considered at the same time. The significant variables
and their sign are compared across the three country models in order to determine the

similarities and the differences in the variables that influence the financial distress.

The paper is structured as follows. Section 2 gives the notion of business failure and
illustrates the data. Section 3 briefly reports the methodologhy used in the analysis. Section 4

describes the reached results while the last session gives some concluding remarks.

2. THE NOTION OF BUSINESS FAILURE AND THE DATA BASE

Business failure has been defined in many different ways and it is not easy to agree on a
widely accepted definition (Karels and Prakash, 1987; Crutzen and van Caillie, 2007). A
failure state has been analyzed from different perspectives depending not only on the context
and the characteristics of the firms but also on the interest of researchers (Dimitras, Zanakis
and Zopounidis, 1996). In many studies, business failure is defined as a series of different
situations that lead to the closing down of the firm due to relevant financial problems (Morris,
1997). However, this definition only concentrates on the financial disease without taking into
account other difficulties that can affect the firms’ health in the early stages of the failure

process (Argenti, 1976).
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Given that the empirical literature distinguishes between economic and juridical business
failure (Ooghe and Van Wymeersch, 1986; Weitzel and Jonsson, 1989), the present analysis
refers to the economic concept, focusing on those companies that have experienced
permanent financial disease, including companies that have voluntarily chosen liquidation
for whatever reason. Therefore, our sample is composed of those companies that belong to a
specific sector of activity and had entered the economic procedure of bankruptcy in three
European countries (France, Italy and Spain) in the period 2004-2010. In particular, we
considered a firm as exiting in period t when it was the last year the firm was in business or
active. This study focuses on these countries since they are inspired by the French

Commercial Code (La Porta et al, 1998; Rommer, 2005).

The data used in this paper have been extracted from the Amadeus database, a pan-
European database, provided by Bureau Van Dijk (BVD). Since our main interest is in
investigating the determinants of firms that end up in financial distress in the three markets
and in comparing them in terms of different forms of exit and country-effects, we focus on
three mutually exclusive states of exit from the market: bankruptcy, dissolved and liquidation.

The bankrupt status includes those firms that have been legally declared as being unable
to meet financial obligations to creditors and are under court supervision. The dissolved
status includes the company that no longer exists as a legal entity, but the reason for this is
not specified. This means that the company is dead, has no more activity or is no longer
included in the companies register. The last state includes those companies that no longer
exist because they have ceased their activities and are in the process of liquidation. The
reference group is provided by active firms.

The distribution of our population consists of 874 companies that went bankrupt, 311 that
had entered voluntary liquidation, and 548 that were dissolved. There are 27,292 companies
in the active state. The distribution of firms by state and by countries is displayed in Table 2.1.

Looking at the Table 2.1, it can be noted that there are no firms that go bankrupt in Spain
and there are no firms that are dissolved in France and Italy. This situation may be related to
the different corporate failure laws (Garcia-Posada and Mora-Sanguinetti, 2012). For this

reason we decide to join the bankruptcy and the dissolved state for the rest of the analysis.
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Table 2.1: Financial distress

France Italy Spain
Active 13,102 12,292 1898
Bankruptcy 264 610 0
Dissolved 0 0 548
In liquidation 37 273 1

The predictors” database for the period of interest (2004 - 2010) is elaborated starting from
the financial statements of each firm included in the sample, for a total of 197,181 balance
sheets. In particular, we compute nv = 72 indicators selected as potential predictors among
the most relevant in highlighting current and prospective conditions of financial distress
(Table 2.2) (Dimitras et al., 1996; Altman, 2000; Altman and Hochkiss, 2006).

The selected predictors reflect the main aspects of the firms’ structure such as liquidity,
operating structure, profitability, turnover and size and capitalization, as shown in Table 2.2.
Moreover, some firm-specific variables, such as national legal status, firm size, firm age,
publicly quotation, are also considered. These covariates are transformed into dichotomous
variables.

A preliminary analysis is made on the database of predictors to analyze the impact of
missing data and investigate the bivariate linear relations among them. Those covariates with
a high percentage of missing and with a significative correlation coefficient are excluded from
the analysis. It is consider as significant those correlation coefficients greater or equal to
10.80! point out that correlation below that value are not harmful for an appropriate variable
selection. Then we test them at a significance level 5% and we reject the null hypothesis that

there is no correlation.

Table 2.2: Financial predictors

nv
Liquidity 17
Operating structure 13
Profitability 16
Turnover 15
Size and Capitalization 11

3. THE METHODOLOGY

The methodology used in this paper in order to compare the determinants of business
failure in the three European countries considered is the competing-risks model, one of the

most popular settings of the multi-state models (Andersen ef al., 1993 and 2002). This model
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can be considered as an extension of the mortality model for survival analysis and is based on
one transient state (state alive) and a certain number of absorbing states that are the death
from different causes. All possible transitions are from the state alive. In this paper, we
consider two possible causes of exit from the market: bankruptcy and liquidation, and we
estimate the probability of transition from state active to the two states.

Let T be the observed time of exiting the market and let D be the cause of failure. The
possible causes are labelled from 1 to K.

The main quantity in competing-risks model is the cause-specific hazard function, that is the

probability of failing due to a given cause k, after one has reached the time point t:

7 (0 = tim PITStHALD =K|T >1]

k=1...K
At—0 At

Since the cause-specific hazard function may be depend on a set of covariates, the Cox

Proportional Hazard model for each cause of exit can be considered:

A (1 X,) = A o (D) eXP (B X, (1))

where 4, ((t) is the baseline cause-specific hazard of cause k which does not need to be

explicitly specified, X, is the vector of covariates to k-type cause at time t, and is the
p y sp k yp k

vector of covariates coefficients to be estimated by optimizing the partial likelihood for each

cause:

o exp(fy X, (1)
Lk k) = T
s B X

where N, is the number of firm in specific hazard k, and R(t, )= {| |t Ztik} is the set of

firms at risk at time T .

4. THE EMPIRICAL RESULTS

This section provides the empirical results obtained from the estimated competing-risks

model for each country and for the pooled data set. The effect of strategic factors on the
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likelihood of exiting the market for different reasons in the three European countries are
investigated and the determinants of various exit routes are compared.

The variables considered as the initial set of explanatory variables in the model, in order to
assess their effect on the hazard rate of each exit route for each country, are syntethized in
Table 2.2. The most relevant variables for each state and each market are selected by stepwise
procedure. Then, the significance of the estimated coefficients is checked and the variables
that are not significant at least at 10% level are eliminated. This significance level is choosen
in order to compare the determinants of exit routes selected in the paper with the results of a
few papers in the literature (Chancharat et al, 2010; Rommer, 2004 and 2005).

In addition to the competing-risks model, a single-risk model is estimated where all states
of financial distress are pooled together, for all countries.

The number of variables selected and their sign are synthesized in Table 4.1, while the sign
of the estimated coefficients for the competing-risks and single-risk models for each country
are shown in Tables 4.2, 4.3 and 4.4.

The results show that in the single-risk model (i.e. for predicting the business failure) and
in pooled-country model (in which we consider all countries together), 33 variables are
selected as potential predictors. Instead, in the competing-risks model, in which the exit
routes are estimated separately, a less number of variables are chosen (Table 4.1).

When the single-risk and the competing-risks models are estimated for each country
separately, the results show that there is a saving in the number of selected covariates in
France and in Spain (Table 4.1).

Now, looking at the sign of covariates, the results show some remarkable differences
supporting the need to use not only the competing-risks model over the pooled one, but also
the model for each country over a pooled-country model. Moreover, the variables are
different in the determinants of the three exit routes and in their sign, not only between the
competing-risks and single-risk models, but also between the states for the three countries.

In order to interpret efficiently the results, it is important to state that a positive sign of
estimated coefficients means that the failure risk is high for firms with higher values of that
variable, while if the sign is negative, the failure risk is lower for higher values of the variable.
For further investigation, the hazard ratios, obtained by computing the exponential of
coefficients are also checked, giving a measure of the covariates effect on the hazard (the

results are available upon requests from the authors).
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Table 4.1: Number of variables selected

Single-risk model Bankruptcy/Dissolved Liquidation
Poole Poole Poole
d- Fran Ital Spai d- Fran Ital Spai d- Fran Ital Spai
count ce y n count ce y n count ce y n
ry ry ry
Firm-
specific 4 0 6 4 5 1 5 4 4 1 4 0
variables
Liquidity 6 5 6 7 6 6 7 4 2 1 2 0
ratios
Operating
structure 5 3 5 4 3 2 1 4 3 1 3 0
ratios
Profitabilit | 5 5 8 3 4 4 8 3 3 1 6 0
y ratios
Size and
capitalizati 6 2 3 3 4 2 4 3 4 0 3 2
on ratios
Turnover 7 2 5 6 6 2 5 6 4 2 6 0
ratios
Total 33 17 33 27 28 17 30 24 20 6 24 2

The results for each exit route and for each country are illustrated in order to compare the
determinants among the states and the countries.

Looking at the results of the single-risk model (in which all exit routes are pooled together,
without distinguishing between them) for the pooled-country model, it can be noted that the
joint-stock companies have a greater probability of failure, while the limited parternship and
consortium have a lower probability of exit the market. At the same time, the old firms (more
than 23 years) have a positive coefficient and their hazard rate decreases.

Then, high values of IND03, IND30, IND46, IND15, IND41, IND47, IND64, IND72, IND10,
IND13, IND38, IND50, IND62, IND19, IND20, IND21, IND56, IND59 correspond to increase
the hazard rate and the probability of failure, while the coefficients of the IND04, INDO6,
IND27, IND33, IND47, IND53, IND54, INDé61, IND11, IND37, IND70 are negative and
consequently the probability of failure is lower.

Unlike the results of the pooled-country model, the joint-stock companies have a lower
probability of being bankrupted and dissolved in Italy and Spain. The old firms have a lower
hazard rate. As concerns the size of firms, the medium firms in Italy have a higher risk of
failure, while for the very large companies the hazard rate is lower. In Spain, the situation is
lightly different. In fact the large and very large firms have a higher probability of being
dissolved. The difference between Italy and Spain is related to the fact that the definition of
the two failure states (bankruptcy and dissolved) is divergent. Moreover, there are some

financial ratios in common between the three countries, even though the sign of coefficients is
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different. For example, IND06, IND24 has a negative coefficient for Italy and France, while it
is positive for Spain. The difference of sign is again related to the nature of the states included
in the model.

The results of the competing risks framework for the pooled-country model showed that
the joint-stock companies, limited companies, limited parternship, limited cooperative
societies have a higher risk of being bankrupted. Then for the limited partenship the
probability of liquidation is lower; while for consortium and limited cooperative societies the
risk of liquidation is higher. As concerns the financial ratios, high values of IND03, IND30,
IND15, IND49, IND64, IND72, IND13, IND38, IND20, IND21, IND56, IND69 correspond to
high risk of being bankrupt. Moreover, some covariates, such as IND54, IND41, IND71,
IND72, INDO08, IND20, IND21, have positive coefficients, related to a higher risk of being
liquidated. Then, IND04, INDO6, IND27, IND33, IND47, IND53, IND54, IND11, IND37,
IND70 have negative effect of the bankruptcy, and IND06, IND13, IND54, IND61, IND10,
IND11, IND13, IND19, IND58 effect negatively the risk of liquidation.

By checking the results of the competing risks model for each country, it is observed that
in Italy more variables are needed for predicting bankruptcy and liquidation than in France
and in Spain. One possible reason is related to the period considered in the paper, which
included the period 2007-2010 characterized by the global financial crisis. It seems that the

effects of the financial crisis have a deeper impact in Italy than in France and Spain.

Table 4.2: The sign of covariates for the pooled model

Code Variable Area Pooled- France Italy Spain
Country
SPA Joint-stock company - Legal Form Firm-Specific + - -
SAS Limited Partnership - Legal Form Firm-Specific - +
Consortium Consortium - Legal Form Firm-Specific - -
Old Old - Age Firm-Specific - - -
Medium Medium - Size Firm-Specific +
VeryLarge  Very Large - Size Firm-Specific -
Large Large - Size Firm-Specific
INDO1 Current assets/Fixed assets Liquidity +
INDO3 Cash & cash equivalent/Current liabilities Liquidity + +
INDO04 (Current assets - Stock)/Current liabilities Liquidity -
INDO6 Working capital/Total assets Liquidity - - - +
INDO07 Net current assets/Total assets Liquidity +
IND24 Cash flow Liquidity - - +
IND27 Cash flow/Shareolders funds Liquidity - -
IND30 Current liabilities/Total assets Liquidity + + + +
IND31 (‘Zur.rér.lt liabilities/(Current liabilities + Non-Current Liquidity ) )
liabilities)
IND33 Cash & cash equivalent/Total assets Liquidity - - +
IND35 Cash & cash equivalent/Sales Liquidity -
IND46 Financial Expenses/(Current liabilities + Non-Current Operating structure + + +
Confronting Contemporary Business ISSN: 2547-8516

Challenges Through Management Innovation ISBN: 978-9963-711-16-1



6th Annual EuroMed Conference of the EuroMed Academy of Business 116

Code Variable Area Pooled- France Italy Spain
Country
liabilities)
IND47 Financial Expenses/Sales Operating structure - - -
IND53 EBIT/Operating revenue Operating structure - + + -
IND54 Sales Operating structure - - + -
IND61 EBIT/Financial Expenses Operating structure - - -
IND15 Profit (Loss) for Period/Shareolders funds Profitability + +
IND17 Profit (Loss) for Period/Sales Profitability + -
IND29 l'frof.i’F FLoss) for Period/(Current liabilities + Non-Current Profitability .
liabilities)
IND39 EBITDA/Sales Profitability - -
IND41 EBIT/Fixed Assets Profitability + + +
IND49 EBIT/Total assets Profitability
INDo64 EBIT Profitability
IND71 Standard deviation ROE Profitability - -
IND72 Standard deviation ROA Profitability + + + +
INDI0 ShaFéqlders funds/(Current liabilities + Non-Current Size and capitalization . . )
liabilities)
IND11 Shareolders funds/Capital Size and capitalization - - -
IND13 (Long Term Debt + Loans)/Total assets Size and capitalization + -
IND38 Current assets/Current liabilities Size and capitalization +
IND50 Current assets/Total assets Size and capitalization + + -
IND62 Total assets Size and capitalization + +
IND19 Sales/Current assets Turnover + -
IND20 Debtors/Sales Turnover + + +
IND21 Sales/Shareolders funds Turnover + +
IND36 (Current assets - Stock)/Sales Turnover + -
IND37 Working capital/Sales Turnover - -
IND56 Cash & cash equivalent/Depreciation Turnover + - + +
IND69 (Debtors/Operating revenue)*360 Turnover
IND70 (Creditors/Operating revenue)*360 Turnover - -
Table 4.3: The sign of covariates for the bankruptcy state
Code Variable Area Pooled- France Italy  Spain
country
SPA Joint-stock company - Legal Form Firm-Specific + -
SAS Limited Partnership - Legal Form Firm-Specific + +
Consortium  Consortium - Legal Form Firm-Specific -
Old Old - Age Firm-Specific - - -
Medium Medium - Size Firm-Specific + +
VeryLarge  Very Large - Size Firm-Specific -
Large Large - Size Firm-Specific
SRL Limited Company - Legal Form Firm-Specific
SCARL Limited Cooperative Society- Legal Form Firm-Specific
INDO3 Cash & cash equivalent/Current liabilities Liquidity + - +
INDO04 (Current assets - Stock)/Current liabilities Liquidity - +
INDO06 Working capital/Total assets Liquidity - - -
INDO07 Net current assets/Total assets Liquidity +
IND24 Cash flow Liquidity - - +
IND27 Cash flow/Shareolders funds Liquidity - -
IND30 Current liabilities/Total assets Liquidity + + +
IND31 C.ur.r?l?t liabilities/(Current liabilities + Non-Current Liquidity )
liabilities)
IND33 Cash & cash equivalent/Total assets Liquidity -
IND34 (Current assets - Stock)/Total assets Liquidity - - -
IND35 Cash & cash equivalent/Sales Liquidity -
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Code Variable Area Pooled- France Italy Spain
country
IND46 Financiall fo.p.enses/(Current liabilities + Non- Operating structure .
Current liabilities)
IND47 Financial Expenses/Sales Operating structure - -
IND53 EBIT/Operating revenue Operating structure - + -
IND54 Sales Operating structure - -
IND61 EBIT/Financial Expenses Operating structure - -
IND15 Profit (Loss) for Period/Shareolders funds Profitability + + +
IND17 Profit (Loss) for Period/Sales Profitability -
IND29 Profit (L(.)ss). .ft.)r Period/(Current liabilities + Non- Profitability .
Current liabilities)
IND39 EBITDA/Sales Profitability - -
IND41 EBIT/Fixed Assets Profitability + +
IND49 EBIT/Total assets Profitability +
IND64 EBIT Profitability +
IND71 Standard deviation ROE Profitability - -
IND72 Standard deviation ROA Profitability + + + +
INDO8 Shareolders funds/Fixed assets Size and capitalization -
IND10 S.ha.re'ollders funds/(Current liabilities + Non-Current Size and capitalization .
liabilities)
IND11 Shareolders funds/Capital Size and capitalization - - -
IND13 (Long Term Debt + Loans)/Total assets Size and capitalization -
IND38 Current assets/Current liabilities Size and capitalization -
IND50 Current assets/Total assets Size and capitalization + +
IND62 Total assets Size and capitalization - +
IND19 Sales/Current assets Turnover -
IND20 Debtors/Sales Turnover + +
IND21 Sales/Shareolders funds Turnover +
IND36 (Current assets - Stock)/Sales Turnover + -
IND37 Working capital/Sales Turnover - - -
IND56 Cash & cash equivalent/Depreciation Turnover - +
IND69 (Debtors/Operating revenue)*360 Turnover
IND70 (Creditors/Operating revenue)*360 Turnover - -
Table 4.4: The sign of covariates for the liquidation state
Code Variables Area Pooled- France Italy Spain
country
SAS Limited Partnership - Legal Form Firm-Specific -
Consortium Consortium - Legal Form Firm-Specific
Medium Medium - Size Firm-Specific
SRL Limited Company - Legal Form Firm-Specific -
SCARL Limited cooperative societies - Legal Form Firm-Specific + +
INDO6 Working capital/Total assets Liquidity - - -
IND33 Cash & cash equivalent/Total assets Liquidity - -
IND46 Financiall E*P?nses/(Current liabilities + Non- Operating structure .
Current liabilities)
IND53 EBIT/Operating revenue Operating structure + +
IND54 Sales Operating structure - -
IND61 EBIT/Financial Expenses Operating structure - -
IND17 Profit (Loss) for Period/Sales Profitability +
IND29 Profit (Lo.ss).f.olr Period/(Current liabilities + Non- Profitability .
Current liabilities)
IND39 EBITDA /Sales Profitability -
IND41 EBIT/Fixed Assets Profitability +
IND71 Standard deviation ROE Profitability +
IND72 Standard deviation ROA Profitability + +
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Code Variables Area Pooled- France Italy Spain
country
INDO08 Shareolders funds/Fixed assets Size and capitalization + -
IND10 Shareold?rs. fgnds/(Current liabilities + Non- Size and capitalization ) )
Current liabilities)
IND11 Shareolders funds/Capital Size and capitalization - -
IND13 (Long Term Debt + Loans)/Total assets Size and capitalization - -
IND62 Total assets Size and capitalization -
IND18 Sales/Fixed assets Turnover +
IND19 Sales/Current assets Turnover - -
IND20 Debtors/Sales Turnover
IND21 Sales/Shareolders funds Turnover
IND36 (Current assets - Stock)/Sales Turnover
IND56 Cash & cash equivalent/Depreciation Turnover
IND58 Non-Current liabilities/Sales Turnover - -
IND70 (Creditors/Operating revenue)*360 Turnover - +
5. CONCLUSION

Competing-risks models for corporate failure in three European markets — France, Italy

and Spain - have been estimated based on micro-economic indicators and firm-specific
variables. The determinants of financial distress have been investigated highlighting the
similarities and dissimilaritys across countries. In particular a competing-risks approach has
been used to estimate the risk of exit the market for two main reasons: bankruptcy and
liquidation.

The reached results show that there are some differences and some similarities in financial
ratios for predicting the financial distress in the three countries considered in the paper. In
particular, it seems that in Italy a greater number of variables are needed to estimate the
probability of failure, while in France and Spain the number of covariates is less. Moreover,
the results show how there is a saving in the number of business failure determinants when a

model for each country is estimated and/or a model for each exit route is considered.
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ABSTRACT

This paper analyses the determinants of the performance of the savings bank in
Spain. We study whether the efficiency, the core capital, the delinquency ratio, the
liquidity, the number of branches and the profitability influence in the performance
of these entities. We find evidence that the efficiency and the core capital lead to
greater performance. However, the results indicate that the higher the delinquency
ratio, the lower the performance it will be. The results indicates that entities opened
new bank offices uncontrollably, without a proper analysis of their viability and
profitability, under the euphoria of real state loans, have now a network that means a
heavy weight for them, both at the personal and structural level, which causes a clear
drop in performance. Only the entities that have maintained a solid core capital, can
keep their position during the financial crisis. They had greater financial strength and
improved ability to carry out the provisions without damaging excessively its capital,

and so its solvency.

Keywords: saving banks, performance, financial crisis, Spain

1. INTRODUCTION

During years Spanish savings banks have growth in unsustainable and disorganized way by
opening new branches and expand throughout the country, accessing zones outside its core
area. They have proven to be the weakest part in the national financial system (Parejo et al.
2010). With the global economic crisis, which later becomes debt crisis, the saving banks have
been caught off, fully indebted, and with more weight on its balance of credits than liabilities,
appearing a grater risk of liquidity. The unnecessary excess of capacity, based on growth of
promoters and builders loans, with high default risk, was not assessed at the time (Franco,

2012),, the excessive borrowing in wholesale markets by the saving banks, which cause
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significant weakening of its core capital, and the high rate of default ratio in Spain, caused
that the balance sheets of financial institutions remain flooded of property assets that are
losing value day by day. No other choice but to support the majority of saving banks or

groups of them, and as a result, the nationalization of many of them.

In this paper, we study the reasons for which savings banks have suffered this situation as
well as the structural imbalances that have occurred and why they have unchecked
commercial banks behaviour (Garcia-Cestona and Surroca, 2008). For this, we carry out a
study of the economic factors that determine the performance of Spanish savings banks. That
is, we test indicators or variables concerning financial institutions and the effects on their
performance. With this analysis, some conclusions that reflect the reality of the situation of
financial institutions could be obtained. The variables that have been analysed on the most
part of saving banks are: the efficiency ratio (euros spent, primarily in personnel and
structure, for every dollar obtained); the core capital that gives strength to the entities; the
default rate of loans to individuals, businesses and institutions; the liquidity of the entities;
the number of offices opened through the Spanish territory; and net interest income of
financial products in liabilities (deposits) and assets (financing). These variables were
analysed in connection with the performance of these financial institutions, identifying those
that have had a high degree of success in their business, and those that have not survived to

the present situation by his weakened situation.

2. HYPOTHESES

The scope and framework of this study can be explained by the changes that have taken place
in the role of the savings banks sector in recent years in the Spanish financial sector. In this
section, we analyze the factors that contribute to explaining the performance of savings banks

and we develop our hypotheses.

The efficiency ratio compares the operating expenses and revenues. An entity that seeks to be
more efficient obtaining higher revenues from lower expenses can reduce expenses
maintaining the quality of service or increase revenues without incurring in more expenses
(Prior, 2003). As financial expenses are the same for all entities (legal cost of money), the way
to obtain more revenues is paying deposits with a lower interest rate or charging credits with
a higher interest rate. A savings banks can also increase its efficiency reducing operating
revenues, such as salaries, central services expenses, number of branches, technology

expenses, buildings and so on. If savings banks are able to keep its number of clients despite
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closing branches, synergies emerge due to save staff and rental costs. However, cost
reduction does not necessarily imply an improvement in efficiency, as the evolution of
income also influences in this magnitude. Currently, as incomes are decreasing, the efficiency
is worsening in the banking sector. To solve this problem, mergers are taking place to obtain

long-term synergies.

An entity with better efficiency ratio significantly improves its profit and, consequently, its

ROA.
H1: Savings banks with greater efficiency ratio obtain a better performance.

The core capital of a financial entity is made up of nominal capital and reserves and defines
the solvency level. A higher core capital indicates that an entity has a higher equity compared
to risk-weighted assets. These assets include deposits from central banks (no risk) and
industrial interests with a high risk. Entities should decrease risky assets and increase its
equity, but savings banks are private foundations and cannot issue equity. An entity that has
a higher core capital is more sensible and solvent and it is expected that its credits to clients

have lower default risk.

The relationship between the core capital and performance is not direct. Five years ago, some
savings banks had relatively lower core capital, but bigger profits. This occurs because
entities obtained higher profits at the expense of a higher risk. To avoid this, regulator is
stricter with financial entities and, now, the core capital must be higher than 8%. In the long-
run, a higher core capital is indicative of a higher performance. The determinant factor of the
core capital is not the equity of the entity, but the risk-weighted assets, which marks the entity

capacity to generate revenues.
H2: When a savings bank has a higher core capital, it obtain a better performance.

The delinquency ratio informs about the default credits to total credits. The higher this ratio
is, the lower opportunities to obtain revenues, which haves adverse effects in the performance
of the entity. The delinquency ratio establishes the quality of credits and its risk. An entity
that analysed credit risk during boom economic years, it has a better delinquency ratio than

those entities that gave credit without quantifying risks.

As a consequence of the economic expansion, Spanish savings banks have expanded business
by opening branches in areas affecting by the bust in houses prices (Bachiller and Lasa, 2013).
With this practice, savings banks captured property developers as clients. When the houses

prices fell, savings banks had to include properties into their balance sheet and the credit to
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property developers resulted default. As the Moody’s Investors Service (2006) indicates, some
savings banks had 24,000 millions of default credit from property developers when they were
inspected. When the business expansion derives from buildings without risk analysis, the

delinquency ratio increases and performance decrease.
H3: Savings banks with a lower delinquency ratio obtain a better performance.

The liquidity can be defined as the degree to which an asset can be bought or sold in the
market without affecting the asset's price. As it is a temporal indicator of economic situation,
an entity can have a good liquidity position in the short term by an excess of debt, but this
does not mean that the entity will be able to meet its responsibilities in the long term. When a
financial entity cannot meet their payment obligations, the entity is more vulnerable,
especially in the current economic situation. Now, it is expensive and difficult to find funding
in the market (Ibercaja, 2012), therefore the lack of liquidity leads to savings banks to get into

debts. The extra cost derived from higher interest rates affects the income statement.

An entity that does not have capacity to pay their loans due to the lack of liquidity can cause
a panic situation into the financial system by the default risk. To solve this, the European
Union has introduced massive injections of liquidity into financial entities at a low cost.
Excess liquidity does not always cause an improvement in the performance of the entity, but

an illiquidity situation can generate a worse performance.
H4: Savings banks with a higher liquidity obtain a better performance.

In the period of economic growth, savings banks opened branches to cover more businesses
and to be more efficient and profitable. The higher the number of branches is, the higher the
economies of scale are (for example, economies of scale due to central services). Financial
entities also open branches to be present in most of Spanish regions. This marketing decision

aims to improve the image of the entity.

This variable does not follow a fixed criterion of direct or inverse relation, although
depending on the economic cycle, and the over sizing of the entity, may have an implication
or another. In a period of economic expansion, if the entity is small, for expanding, it must
increase the number of offices, to capture new business and increase the volume of activity,
and since the activity is expansive, to increased benefits. If the entity is large and
implemented nationwide, increasing the number of offices does not involve excessive
improved profitability, unless expanding in new geographic areas, previously unconquered.
Under recession, is always true that the improved performance is achieved on the basis of

reducing the number of offices. As the entity has been oversized (excess of branches), it
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should be reduced to cost containment, trying to keep the business achieved in the

expansionary phase.
Hb5: Savings banks with a lower number of branches obtain a better performance.

The main activity of an entity is based on capturing customer money to lend to other
customers. Since the overall interest rate that is paid to the lender is less than the interest
rate that the borrower receives, it generates a margin. Such net interest income is the most
important item in the income of the entity (supplemented by utility commissions and
other concepts), which has a direct relationship to the benefit. In addition, this indicator is
affected negatively with the default rate, as the default of a credit finance income

decreases.

Therefore, there is a direct relationship between the margin and the ROA of the entity.
However, an entity with high net interest income, but with a portfolio of industrial stocks
or real state losing value continuously under the crisis, may be unable to offset this loss

with its high margin and will arrive into a lower ROA.

Net interest income is the core of the financial business. However, this can be benefited in
some cases (mainly with businesses other than financial), but mostly hurt by loss of value
of the assets of the entity, whether real estate, industrial portfolios, etc. Certainly, an
increase in net interest income will produce a better performance on profitability of the

entity.

He6: Net interest income of a saving bank is directly related with ROA.

3. METHODOLOGY AND DATA

We have used the panel data methodology to analyze the factors that determine the
performance of savings banks. Our database is made up of observations of 38 entities over 4
periods (2006-2009). We then run panel data estimations to explain the determinant factors of

the performance. Data is collected from annual reports from savings banks for 2006 to 2009.

To analyze the performance, we use the return on assets (ROA) as dependent variable. This
profitability indicator is calculated by dividing revenue by total assets. We focus on the

financial dimension of the savings banks’ performance. Hodge (2000) shows that only a few
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performance indicators are common across studies and, among these, profitability is the most

frequently used.

The variables used in the study as explanatory factors of the performance of savings banks

are:

- Efficiency. Efficiency ratio defined as general, administrative and amortization
expenses to profit margin. The higher the ratio is, the most efficient the entity is. This variable

has been inversed to facilitate its interpretation.

- Core Capital. Defined as the equity capital and reserves (or retained earnings) to risk-

weighted assets ratio. We introduce this indicator because is indicative of the entity risk.

- Liquidity. Ratio calculated as credits to deposits. It is an indicator of the dependence of

entities on funding requirements.

- Delinquency. Ratio defined as past-due credits divided by total credits. This variable

measures the quality of a bank's loan portfolio.

- Branches. The number of branches has been included as variable in the regression as

the period analysed coincides with the great expansion of savings banks in Spain.
Intermediation margin. The intermediation margin, defined as the sum of net interest
income from financial service activities. The intermediation margin is indicative of the

traditional business of the banking sector: granting credit and capturing deposits.

With this information, a regression is run to study the relationship between
performance and several factors (efficiency, core capital, liquidity ratio, delinquency ratio,

branches and intermediation margin).

ROA.t = o + 1 Eficiencyi + B2 Core_capitalit + (33 Liquidityit + 3« Delinquencyi + 35 Branches: +

s Intermediation Margenit + €it

Panel with T =4 and N = 38.

5. RESULTS OF THE STUDY

The results obtained using the panel data methodology are presented (see Table 1).
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Table 1: panel data regression analysis

Variable Coefficient  Std. Error Z-Statistic ~ Prob.
Constant 0.5902869 0.2640609 2.24 0.025
EFFICIENCY 0.0059722 0.002701 -2.21 0.027
CORE CAPITAL 0.0781742 0.0118457 6.60 0.000
LIQUIDITY 0.0005135 0.0012911 0.40 0.691
DELINQUENCY -0.1594029  0.0127015 -12.55 0.000
BRANCHES -0.0000555  0.0000867 -0.64 0.522
INTERMEDIATION MARGIN 0.0001384 0.0001331 1.04 0.299
R2=0.5461

Wald Chi? = 266.48 Prob>chi2 = 0.000

As can been observed, there are three statistically significant variables in the regression:
efficiency, core capital and delinquency. The Wald test indicates statistical significance in the

model.

- The coefficient of efficiency is positive, so this variable is directly related to the performance
of savings banks. That is, when a company is more efficient, it shows better performance than
when is less efficient. This result is coherent with our initial hypothesis (a more efficient entity
obtains a better performance). When a savings bank saves costs, it manages optimally its

resources and its ROA is higher.

- As can be seen, the variable core capital is positively related to performance. That is, when
the core capital is higher, the savings bank obtains a better performance. This supports our
hypothesis that an entity that manages efficiently its risk, is more profitable and has a better

performance.

- In our model, liquidity ratio is not related to performance, so we cannot accept our
hypothesis. The higher dependence to external funding is not an explicative factor of the

performance of the savings bank.

- The delinquency ratio is inversely related to the performance. This supports our hypothesis,
that is, a savings banks with less past due credits obtains a poor profitability. This

relationship indicates that the credit risk generates a worse performance.
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- The variable branches is not related with the ROA of savings banks. The performance of
savings banks does not depend on the number of branches, but the profitability obtained in

every branch.

- Finally, the intermediation margin is not related with the ROA. This is not consistent with
our hypothesis, but it is logical as commissions and other products not included in this

margin also determine the profit of savings banks.

6. CONCLUSIONS

With the significant drop in revenues produced in recent years, due to the narrowing of
interest margins, the efficiency ratio has become one of the main indicators to optimize
resources and improve productivity and performance of the entities. Those savings banks
that were not concerned with this aspect in good times could hardly sustain a positive bottom
line under the decrease in incomes. Logically, those who have efficient production systems

and optimize their expenses have been able to survive under the current financial situation.

Our results indicate that only the entities that have managed to maintain a solid core capital,
can keep their position during the financial crisis, in spite of the significant increase for
supplies demanded by the government of the country. They had greater financial strength
and improved ability to carry out the provisions without damaging excessively its capital,

and so its solvency.

The type of credit provided to the national productive system, the public administrations and
the private client, is a very important variable for the performance of the entities. Those
entities that provided credit without prudent risk assessment, found a higher default rate on
these loans, which obviously hurts his performance. This occurs due to the important
provisions on outstanding claims that have been set by national and international supervisors
and, also, from the arrival of goods derived of the lack of payment of real state developers,
builders and end final customers. These assets arrive in the banks' balance sheets but on the
current real estate situation, lose value continuously, causing loss of balance value of the

entity.

Today business in financial institutions is largely influenced by withdrawal of business from
the past. Most of the revenue of the entities, especially in the asset, comes from past

operations that endure over time. Those entities that put in the market very cheap credit, with
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low intermediation margins, now are with a default business, since money seeking from

abroad is much more expensive than that provided by the borrowers.
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ABSTRACT

The concept of “skill” has been the subject of considerable research in recent years,
particularly revolving around management skills within firms, without necessarily
connecting skills to a framework of learning. The question can be asked: What
happens when a model of skills development is applied to production employees
whose tasks are simple and routine? This paper addresses this question, as well as the
related social and managerial issues, through a case study of the implementation of a
skill-based pay system in a middle-sized manufacturing company. The case study
reveals surprising results with regard to the effects on employee retention and
increased productivity, as well as the effects on employee identification to the
company. Needless to say, a direct relationship had been established between the
skills development model used and the pay increases, which could be seen as
substantial when compared to the prevalent wages within the industry and for other
jobs in the area. The most important limitation of this study is related to the
methodological approach, which precludes any theoretical generalizations.
Nonetheless, this article opens the door to further research based on new hypotheses.
It is also hoped that the findings will help practitioners understand the process used
in this instance and transfer the critical elements in order to achieve similar success

within their organizations.

Keywords: Social constructivist model of skills, skill-based pay system, SME,
personnel turnover.

INTRODUCTION

Although the literature is replete with examples of the use of compensation-based skills
development systems, few have explored the effects of skills learning in a manufacturing
setting. This paper addresses this through a case study of a medium-sized Quebec company.

The paper first clarifies the concept of skills and proposes a social constructivist model of
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skills development that illustrates the acquisition of contextualized knowledge. The concept
of skill-based pay system is then presented and its main advantages are exposed. After a brief
explanation of the methodological approach, the case study itself is presented and discussed.
The paper concludes by recalling the contributions, limitations and further research avenues

opened by the case study.

DEFINITIONS AND CONCEPTUAL FRAMEWORK

This section presents the main definitions delineating the complexity of the concept of skills,
both to help the reader develop a sufficient understanding of the concept and to determine
the most appropriate choice for use in the current study. We will then discuss the conceptual

framework and describe what is entailed in a skill-based pay system.
Definitions

The first clarification that must be made is between the concept of qualifications and the
concept of skills. The concept of qualifications is a more instrumental notion in which the
person acquires the abilities involved in carrying out a specific task, whereas the concept of
skills refers to knowledge development with regard to actions, but also with regard to
organizational contingencies. The distinction is thus made within a broader relative view.
While the concept of qualifications connotes a single goal, the concept of skills refers not only
to acquiring knowledge, but also to realizing the individual’s potential within an

organizational setting that has its own dynamics.

To understand what the concept of skills means in practice, several authors have developed
definitions whose perspectives converge on the realization of the individual’s potential. Carré
and Caspar (1999) define skills as the knowledge that makes it possible to act and/or resolve
the problems of a company within a particular context by mobilizing various abilities in a
systematic approach. For Le Boterf (1997), skill refers to the application of many forms of
knowledge in a given situation and context. In earlier work, the definition developed by Katz
(1974) refers to three types of knowledge: conceptual skills (i.e., the ability to analyze,
understand and make connections), technical skills (i.e., knowledge of task-specific methods,
procedures and techniques), and personal intelligence (i.e., intra- and interpersonal skills).
Although these definitions are all worth examining, the most pertinent definition for our
purposes is that developed by Samurcay and Pastré (1995). For these authors, the concept of

skills involves a goal, a purpose; they are acquired for a particular activity and through
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performance of that activity. Skills are thus learned through specific training or by carrying
out the task to which the skill applies. Finally, the application of a skill can be either explicitly

or tacitly integrated in the execution of a given action.

This definition is particularly appropriate for use in this study because it points to the
development of knowledge and takes its meaning within the social constructivist paradigm,
thus finding its epistemological raison d’étre. It is within this conceptual framework that the
present case study was carried out (Jonnaert, 2006). Despite this, it is impossible in this case to
separate the development of action and knowledge from the achievement of organizational
objectives, which were established beforehand, independently of the workers involved. The
solution to this paradox lies at the intersection of management’s intentions and the
commitment of the production personnel. Clearly, as each party may have differing

rationales, there is a shared need for collaboration (Edwards, 1986).
Conceptual framework

More specifically, the conceptual model used to construe the realities of the situation is based
on a principle of oscillation between assimilation and accommodation during the learning
process. A phenomenon of repeated iterations of oscillations between these two modes can
also be added. That is, knowledge is acquired through a cyclical process in which new
information is first assimilated and then integrated into existing cognitive frameworks
through action, thus modifying those frameworks (accommodation). The model below
(Strauss and Corbin, 1990; Ouellet and Guilbert, 1997) illustrates this acquisition of
contextualized knowledge. It is a social constructivist model because acquisition of
knowledge is based on the principle of repeated iterations between theory and practice;

employees build their knowledge trough practice.
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This model makes it possible to see the cycle of learning in context and to grasp the full
process of operationalization of knowledge. This model has previously been used in non-
business contexts, but is also relevant and easily be adapted to production workers in the

manufacturing sector.
The skill-based pay system

But even if skills development is, as we shall see, mutually beneficial to employees and to the
company, skills development is not self-induced; employees need to have a concrete reason to
get involved in the process. The most obvious and efficient starter is to be found is a
compensation system that rewards skills acquisition, that is some form of skill-based pay
system. A skill-based pay (SBP) system is usually defined as “a system of compensation in
which people are paid for the number, type and depth of skills they have developed”
(Ledford, 1991). In this type of system, compensation is determined by the variety of skills the
employee has acquired or by the number of positions the employee could effectively fill
(Tremblay, 1996). Thus, the more employees progress in learning different skills, the better
paid they will be. In fact, the concept of skill points to a significant change in the new
employment agreement, thus restructuring the social relationship between employer and

employee, in keeping with the conceptual framework of this paper (O’Neal, 2000).
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From a managerial point of view, there are five main reasons for implementing a SBP plan
(5t-Onge, Haines and Klarsfeld, 2004; Tremblay, 1996).

1. To develop and maintain productivity in the most efficient manner possible.

2. To promote more flexible use of the workforce. Through flexibility in job positions and by
training a group of available and mobile employees (versatility), the company is better able to
deal with problems related to absent employees, staff turnover or temporary staffing requests
during certain periods or to deal with critical situations. Greater employee versatility also

helps meet production and service delivery requirements.

3. To increase the quality of products and services. Skill-based compensation can also give
rise to greater accountability with regard to quality control among members of a work team

because of their increased versatility and the skills they have acquired.

4. To make better use of new technologies and support new management values. For this
purpose, a more flexible workforce enables the organization to adapt more easily and quickly
to changes in technology, modifications of production processes, or new additions to the

product line.

5. To have more motivated and involved personnel, improve teamwork, and enhance job
descriptions to create more opportunities to reward the occupants of those jobs. With regard
to this last point, Vroom’s expectancy theory (1964) holds that employees will be more
motivated to develop their skills to the extent that a reward they are likely to value (i.e., their
pay) is accorded based on those acquired skills. Indeed, this theory postulates that a person’s
motivation to achieve a result or adopt a behaviour is greater when they perceive a stronger
link between their efforts and the result (or behaviour), when they perceive a stronger link
between this result (or behaviour) and rewards received, and when they value those rewards

(St-Onge, Haines and Klarsfeld, 2004). In general, SBP systems fulfill all three of these criteria.

Several studies have pointed out the advantages of this approach to compensation. For
example, a study by Ledford (1991) confirms that establishing an SBP system improves
employee attitudes toward their pay, their job and the organization, as measured over two
years. Another study of employees who had recently been switched to an SBP plan showed
that they considered this system of compensation to be more fair and found that it had
several advantages compared to traditional systems: higher wages compared to those offered
in the job market, more rich and varied work, enhanced career opportunities and greater

personal control over wages (St-Onge and Peronne-Dutour, 1998). According to another
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study, employees of firms using SBP systems viewed their company’s financial performance
(estimated based on sales growth and the size of profits) in a much more positive light
compared to employees of organizations that do not use this method of compensation (St-
Onge, Haines and Klarsfeld, 2004). Finally, a study of 214 organizations conducted by Mitre et
al. (2011) showed significant associations between this form of compensation and increased

productivity.

The present article is a contribution to this body of research. Its specific contribution is that it
applies manufacturing employees whose tasks, as we observed before, are simple and

routine.

METHODOLOGICAL APPROACH: CASE STUDY

The literature is filled with explanations of the case study approach. Although not
diametrically opposed, there are rather contrasting notions as represented by, on the one
hand, Yin (2003), who considers case studies to be, on the theoretical level, illustrative studies
that strive to confirm one or more hypotheses, and on the other hand, Hammersley and
Gomm (2000), who view case studies as a more ethnographic approach that gives a voice to
the subjects and attempts to give a broad and detailed description of social phenomena. Our
thinking in this case is based on a formalized and structured model of learning, which is
closer to the view put forward by Yin (2003). However, given that there are few similar case
studies in the literature, it has been difficult to establish hypotheses in advance; in this sense,
this case study can be considered exploratory, and thus similar to ethnographic research.
Despite this apparent paradox, Hamel (1998) asserts that there is common ground that can
minimize this obstacle, in that both approaches seek to explain a phenomenon within its
context. The purpose of this paper then is not to resolve the debate, but to examine the
realities of what we consider a vector of a social and managerial phenomenon with theoretical

and practical value.

Data collection took place between September 2010 and March 2011. The data source was
company documents, as permission was granted to consult all records considered relevant to
our research. Subsequently, five interviews were conducted, each lasting approximately 90
minutes. Two interviews were conducted with the company president to gain an
understanding of his vision, the problems he faced, and the decisions made with regard to

setting up a skill development model for production employees. Three interviews were
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conducted with the director of human resources to examine the process of setting up the
model as well to obtain additional information concerning how it functions. Concomitantly,

the employees were observed for a total of ten hours on the factory floor.

THE COMPANY

We will first present a description of the company and the issues it was dealing with,
followed by an explanation of the different skill levels that the employees need to acquire to
obtain wage increases. Finally, we will discuss the tangible results obtained by both the

employees and the company.
History of the company

This SME is located north of Montreal, Quebec, and was acquired in 1995 by a company

headquartered in Vancouver, British Columbia.

The company is a leader in the design and manufacture of plastic cartons for specialty eggs
such as omega-3 and organic eggs. The products are made of PET? and contain a minimum of
50% recycled material. In addition to producing egg cartons using recycled material, the
company shows its commitment to environmental values in various ways including, for
example, lighting its offices with compact fluorescent bulbs and entrusting disposal of
hazardous wastes to a specialized firm (Perreault-Labelle, 2010, in lesaffaires.com). Similarly,
by producing strong, precision-made egg cartons that protect the eggs during shipment and
handling, the company limits the number of broken eggs and the resulting waste. The
company’s innovative products are sold across Canada and exported throughout the
Americas and Europe. The company has approximately 80 employees who work in three

shifts.

The president is a chemical engineer by training, and has been head of the company since
2008. He has worked in the plastics and packaging sector for over 20 years. His management
philosophy is based on creating a healthy and safe workplace for the employees. In his
opinion, it is the cornerstone of efficient and productive operations. An ardent advocate of

workplace health and safety and accident prevention, he believes that profitability and

2 PET stands for polyethylene terephthalate. It contains oxygen, hydrogen and carbon and its disposal is
considered “harmless” by the Confederation classification. PET is a polyester, that is, a plastic, and is
commonly used in the textile industry. Recycling PET can result in a 50% reduction in energy use.
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sustainability are generated by sound management, which includes worker health and safety.
“If an employee is injured, everyone loses as a result. In addition to the injured individual,
the incident impacts the family, the co-workers and productivity.” The president also asserts
that by dealing with the health and safety of its employees, the company is sending them a
message that they are important to the company and that they will be held accountable for
their behaviour and obligations to their co-workers. He believes that educating and training

the employees with regard to health and safety will always be profitable for the company.

The values the company president attempts to transmit thus include integrity and the
importance of employee well-being, a good working environment, teamwork and coaching.
With regard to training, he holds that it is one of the best means available to make the work

interesting for employees.
The Challenges

At the time that the company president assumed his duties, the turnover rate was 67%, which
reflected mainly turnover among operational personnel (plant employees). This statistic
indicated to management that they were constantly hiring new employees. The challenge was
thus to retain employees, which led to a key question: How could the company increase

employee involvement to elicit a greater degree of commitment?

The chosen solution was to set up a compensation system based on the acquisition of skills.
Before 2010, there was no established salary structure. With a starting wage of $10/hour® and

an average increase of 3% per year, employees had to be very patient to reach $15/hour.

The skills-based pay system for operations positions (plastic thermoforming machine operator and
senior plastic thermoforming machine operator)

The company underwent a major reorganization in 2010, eliminating the assistant supervisor
level (which was between the supervisor and the machine operators) to place greater

emphasis on the operator positions.

As mentioned above, to meet the challenge of improving employee retention, the company
had decided to connect pay levels to the development of progressive skill levels indicating the
extent of the production employee’s qualifications and ability to perform the tasks required at

each level. Each skill level targets the acquisition and application of specific skills. Table 1

3 The minimum wage in Quebec was $9.90 /hour in 2012. As a comparison, the minimum
wage in France was €8.90/hour in 2010. Any further comparisons should take the cost of
living of each country into account.
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presents the details of the skill levels for the program set up at the company.

Level 2010 Hourly Wage 2011 Hourly Wage

New hires A0 3 months $10.50 $10.50

Grade 1 Al 1-2 years $11.00 $11.20

Grade 2 A2 1-2 years $11.25-$11.75 $11.40 - $11.95
Grade 3 A3 1-2 years $12.00 - $12.50 $12.20 - $12.65
Grade 4 A4 1-2 years $12.50 - $13.50 $12.70 - $13.70
Senior Grade 1 S1 1-2 years $13.50 — $14.00 $13.70 — $14.20
Senior Grade 2 52 1-2 years $14.00 - $14.50 $14.20 - $14.70

Table 1. Payroll structure for production employees.

All employees are hired at the A0 pay level and remain at that level for three months. During

that period, they receive the following training:

e Full integration training, lasting 2 to 3 weeks depending on how quickly the
employee learns. During this time, a trainer works closely with the employee to
provide the basic training.

e Health and safety training on procedures such as wearing PPE, lockouts, ergonomic
working methods, etc.

e Training concerning the manual and automatic operation of the plastic
thermoforming machine.

e Training on the process of collecting production data.

After the three months integration period, the trainees are evaluated by the supervisor, using
an assessment form, and by the trainer, to confirm that they can apply the concepts they have
learned. If the assessment is positive, the employee receives Al-level certification and the
commensurate wage increase. All new employees will then progress through the skills
development program with four possible skill levels. The trainer monitors the progress of

each employee and serves as the resource person for the workers at all times.
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In the following one to two years, the employees receive training to qualify them for
certification at Level A2. The assessment is carried out during the second year, when the
trainer observes that the new concepts are consistently applied, again depending on how
quickly the employee learns. This assessment consists of both written tests and observation
by the trainer on the factory floor. Upon successful completion of the tests and a positive
assessment by the trainer, the employee receives A2-level certification. This certification
entitles the employee to a performance-based wage increase, within the range established for
this grade, a decision made by the director of operations and the human resources committee.

The same process is repeated for progression from each level to the next.

Notably, A2-level certification involves comprehensive training in quality control; A2-

certified employees thus become accountable for the quality of their work.

Level A3 includes training on managing priorities, organizing production activities to
maximize productivity (resulting in a significant reduction machine downtime), preparing

production reports, and performing basic mechanical procedures.

Level A4 consist mainly of training on carrying out somewhat more advanced mechanical
procedures.
For new employees, progressing from Level Al to Level A4 requires six years on average. All

employees should be able to reach Level A4.
Results

This compensation plan, which is based on increasing the versatility of the employees and
upgrading their professional skills, resulted in a decrease in the turnover rate and an increase
in retention of skilled workers. Indeed, the turnover rate dropped from 67% in 2008 to 8% at

the end of 2011. Several other improvements were observed, including:

> adecrease in overall costs, despite the increase in payroll;
> a19% increased in productivity; and
> stimulation of interest in skills development and promotion of a culture of
continuous improvement and lifelong learning.
As O’Neal (2000) has stressed, the use of SBP usually comes about in response to the need to
encourage workers to act less like simply occupants of a certain job and more like the

“owners” of the primary means of production: themselves.
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DISCUSSION

As was suggested, a social constructivist conceptual framework is usefull to understand the
situation in this case study, because this framework helps establish links between the abilities
of the workers and a contextualized situation where they need to adjust according to the
principle of oscillation. That is, the employee acquires skills through explicit theoretical
instruction followed by validation of the skill in practice, or even the development of new
skills or, at a minimum, the ability to adapt to new tasks; the oscillation between theory and
practice is easily observable. The case study also illustrates that skills development induced
by a skills-based pay system does indeed generate most of the benefits put forward in the

literature that we have previously exposed.

But, in spite of the clear benefits, this model of workplace learning linked to compensation
has some limitations. It can potentially lead to insidious competition among employees
whose ability to respond to the requirement for skills development depends on their logical-
spatial and reasoning abilities, which are clearly unique to each person in a given situation.
Employees who do not voluntarily participate may also be marginalized by the system or by
their peers, leading to various forms of exclusion. In practice, there is also potential for
conflict between the employees who participate in a skill-based compensation system and
those who are excluded. In addition, managers must be prepared to be patient when setting
up such a system, particularly in the modern business world where short-term profitability is

viewed as the prerogative of any company.

Several exportable elements of success emerge from this case study. First, we noticed that it is
critical that the skill profiles for each level be clear and well thought out: they must be both
appropriate to the company’s mission and attainable starting from the current knowledge
base of the personnel. The compensation levels must be perceived by the employees as
sufficiently generous to serve as a motivation and stimulus for learning. Managerial
leadership, in the form of a consistent focus on human resource development, is also needed
to implement this type of compensation system. Finally, this leadership must remain
steadfast despite the vagaries of the market during the transition period, which may appear

long in the eyes of shareholders.

CONCLUSION

This case study makes four significant contributions to the field. First, on a theoretical level, it

helps strengthen the social constructivist model as a valid explanatory framework for the
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implementation of compensation systems based on skill acquisition. There has been a
tendency in the literature to favour a problem-solving approach in business settings,
relegating the social constructivist framework to the context of education. Second, this study
highlights the appropriateness of using this conceptual framework in real time business
context, paving the way for future research on the impact of socialization with regard to
performance indicators for employees and for the company itself. Third, in practical terms
relevant for managers, the findings elucidate several critical elements that can be transferred

to other organizations and contribute to their renewed success.

Finally, this case study emphasizes the importance of skills development in giving a
legitimate meaning to work, in contrast to a merely instrumental vision that focuses on how

to achieve short-term results.

Of course, these results need to be used with care. This is a single case-study, which precludes
any theoretical generalizations. Obviously, many replications in different companies with
different skills-based pay system and different ways to implementing SBP would have to be

conducted, possibly using different methodologies , before generalizations can be attempted.
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ABSTRACT

A luxury brand represents social and cultural meaning which are used by consumers
to fulfill their social goals toward brand conspicuousness. Consumer-brand
relationship is considered an important variable in understanding the meanings that
consumers bring to their lives when involved in symbolic consumption. Although
research on consumer-brand relationships has been developed in the last years, this
variable has never been operationalized in the luxury brands field. Of greater
importance is that, while the term is used extensively, a clear definition of what
constitutes a luxury brand been not been developed. Without a clear, consistent and
accepted definition there is likely to be confusion in research outcomes due to
investigations involving different product types. This paper attempts to provide a
definition of the Luxury brand and the development of a model which describes its
product and behavioral components. The model is a result of an investigation of the
theoretical literature as well as the application of an author’s developed scale that

measures the relationships consumers develop with luxury brand.

Keywords: luxury brand, consumer brand, definition luxury, luxury model

INTRODUCTION

Although for several years luxury brands had not receive considerable attention as a
topic of research (Vigneron & Johnson, 1999, 2004; Beverland, 2004), it is accepted that the
luxury industry has been increased since the 90’s with the creation of conglomerates such as
LVMH, Gucci group and Richemont (Okonkwo, 2009). In the last two decades, the luxury
construct has gained relevance in the literature due to the importance that luxury brands
have assumed in contemporary consumption and communication activities (Chevalier &

Manzalovo, 2008). For Peirce, all knowledge and meaning is derived, with its basis in
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experience (Mick, 1986). Accordingly, it is a person’s experiences with a brand that determine
the meaning(s) that consumers will attribute to their familiar brands (Heilbrunn, 1996).
Gronroos (2001) adds that the sum of experiences that the consumer establishes with a brand

forms the “brand relationship”.

The consumption of brands gives meaning to the lives of the consumers (Levy, 1959;
Kassarjian, 1971; Sirgy, 1982; Malhotra, 1988; McCracken, 1989; Biel, 1993; Holt, 1995, 2002).
That meaning is the result of the way the consumers live and perceive their experiences with
brands. A brand relationship, or a consumer-brand relationship, is based on the assumption
that a brand is a partner in a dyadic relationship with the customer (Fournier, 1998; J. Aaker
et al.,, 2004; Aggarwal, 2004). Thus, a brand relationship is a source of meaning to the person
who engages it (Fournier & Yao, 1996). While there is increasing research relating to luxury
brands there is no clear, consistent or agreed upon definition of what actually constructs the
elements of a luxury brand. While there generally the concept of luxury has become like the
classic definition of art, “ I may not know what excellent art is, but I know what I like.” It is
clear that luxury has product, economic and cultural aspects as what may be luxury in one
culture or region may be a mundane product in another. Kleenex, low end cars and even ice
may be seen by some as a luxury item. This makes it clear that the definition of luxury
product or brand is essential to assure that the term has a broadly accepted meaning resulting
in a standardized use of the term. Without such agreement is will be increasing difficult to

compare research results as investigations in this area increase.

There is some agreement in the literature that a luxury brand represents social and
cultural meaning (Wilcox et al., 2009) that are used by consumers to fulfill their social goals
toward brand conspicuousness. These social goals may be of social-adjustive order, or value-
expressive order, or a mix of both (Shavitt, 1989). A luxury brand carries out important
symbolic meaning that fulfills consumers’ psychological needs. The great emphases on
psychological benefits versus lower emphases on functional benefits is one of the aspects that
characterizes luxury brands and allows distinguishing them from non-luxury brands
(Vigneron & Johson, 2004). In this vein, the study of luxury brands should implies to
understand the meanings that consumers bring to their lives when involved in symbolic

consumption.

The study of brand relationships has emerged as an interesting topic in recent years.
The research of Fournier (1998) appears as an innovative example since it imported the

interpersonal relationship metaphor to the universe of the consumer-brand relationships
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(Keller, 2003). According to Aggarwal (2004) “Once, products and brands are associated with
human qualities people may interact with them in ways that parallel social relationships, and
their interactions are guided by the norms that govern these relationships” (p. 88). Thus, it
makes sense to view the study of consumer-brand relationships under the umbrella of the

theories of social relationships.

Although research on consumer-brand relationships has led to a better
understanding of consumer behavior and company positioning as they relate to luxury
brands a clear definition of what constitutes a luxury brand derived from this research has
not been developed. This paper offers a review of the research as it relates to developing a
definition of a luxury brand which can be used to promote better understand the key value
dimensions behind a luxury brand choice and usage. A clear definition of luxury brands can
help; to assure that those involved in luxury brand research are investigating the same types
of products/services, lead to a focus of future research in luxury brands, extend the
knowledge in the field and stimulate further empirical research on consumer-brand
relationships. At the managerial level a clear definition of luxury brands should allow

practitioners to define strategies and actions to address lasting consumer-brand relationships.

TOWARD A DEFINITION OF A LUXURY BRAND

This study explores the definition of luxury brand products based on two measures,
first the luxury product characteristics and second consumer’s psychological association to
the luxury brand products. The luxury product characteristic is controlled by the luxury
product owners where at the base the luxury product requires high quality offering with high
price as well as charming and different product aesthetics. The product owner drives the
product further to exclusivity by making it hard to attain by general publican and adding
extraordinariness to its features. At the highest level of its luxurious characteristic the product

matures to a well-respected sign established firmly within the luxury brand consumers.

At its base the luxury consumer’s psychological characteristics requires a firm
understanding and assurance of the luxury product’s high quality. This characteristic is a
perceived quality and could stem from the luxury product’s image and aesthetic more than
the product’'s true quality. At a later stage the luxury consumer enjoys belonging to a
premium social status and seeks positive attention from others by being part of a very select

group possessing the luxury brand product. As the consumer’s psychological characteristic
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matures to the highest level, a sense of self identification and togetherness to the luxury brand
develops. At this stage the feeling toward the product is matured to the point where the
consumer perceives a total sense of natural righteousness to be a regular client of the luxury

product.

Initially the behavioral relationships to brand were investigated by Fournier (1998) in
which facets of Brand Relationship Quality were determined. These were further examined
Aaker, Fournier and Brasel (2004). Aaker et al. (2004) offer a model to understand consumer-
brand relationships, in which brand personality significantly influences and predicts
Relationship Strength and Partner Quality (an unidimensional scale) is a mediator of this
relationship. According to their model, Relationship Strength is a multi-dimensional scale
including four constructs: Commitment, Intimacy, Satisfaction, and Self-Connection. They
concluded that: (1) sincere brands tend to facilitate strong and stable relationships based on
trust but are more susceptible to the transgression effects which may be irreversible; and (2)
the brands of excitement tended to nurture less stable relationships but that customers are
more benevolent with their transgression acts and the reparation of problems may actually
serve to reinforce the relationship. These two types of consumer-brand relationships fit with
bi-dimensional model for intimate interpersonal relationships developed by Fletcher et al.
(1999). Fletcher’s el al. (1999) personality research explored interpersonal relationship theory
and expressed relationships as developing the behavioral characteristics of passion and
intimacy-loyalty. The work of Fletcher and Aaker was expanded by Nobre, Becker and Brito
(2010) who further defined the influence of the behavioral characteristics as well as their effect
on partner quality. These studies, attempting to refine the relationship between behavioral
characteristics and brand loyalty investigated a broad spectrum of goods. Among all, four
characteristics of Commitment, Partner Quality, Intimacy-Loyalty and Passion are considered
as four-measures of LUXBRAND-RELATIONSHIP. At the highest maturity level where the
luxury product and luxury consumer’s psychological characteristics intersect, these four
dimensions would emerge and define the relations ship between the luxury consumer and

luxury product at the most in-depth level.
Luxury brands

In defining a luxury brand different aspects and dimensions should be taken in
account, such as the product category, the degree of luxury associated with the brand and the
context of use. According to Chevalier and Manzalovo (2008), a restrictive definition of

luxury brand, such as “almost the only brand in its product category, giving it the desirable
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attributes of being scarce, sophisticated and in good taste. It also has a slightly understated
and aristocratic dimension” (p. viii), does not make sense in the reality of consume. A luxury
brand image relies on strong consumer involvement; therefore the notion of luxury brand is
partially built on the consumer perceptions which help to create an image of luxury

(Vigneron & Johnson, 2004).

Familiar brands are purchased by the consumers to satisfy different goals, necessities,
and expectations, according to a dichotomy of meaning: functional attachment and existential
attachment. This dichotomy serves as a basis to classify the several categories of meanings
which consumers assign to brands (Heilbrunn, 1996): brands with functional significance,
brands related to deepening experiences, brands as extension of the self, brands that embody
cultural and personal values, brands effectively related to a close person or a personal
environment, brands that act as an extension of memory, brands associated with a social

exchange and/or status.

Consumer-brand relationships

Consumer-brand relationships represent a source of value for both brands and
consumers (Blackston, 1993, 1995, 2000). This value is founded on the meaning that the
relationships with brands have and bring to the lives of people (Fournier, 1998). Baumgartner
(2002) states that people use consumption for self-creation and “strong self-brand connections
are associated with better quality stories involving the brand” (p. 289). Thus, the experiences
with brands influence the development of the individual identity. A relationship does not
necessarily imply loyalty, but loyalty implies the establishment of a relationship — “relational
condition of brand loyalty” (Fournier & Yao, 1996, p. 3). Loyalty is just a particular kind of a
relationship (Jacoby & Chestnut, 1978). Thus, the relational approach may provide a better
and broader understanding of the phenomena that arises between the customer and the
brand. Adopting a relational view of consumption is consistent with the need for a more
holistic approach for developing brand knowledge (Keller, 2003). Additionally, Gummesson
(2003) emphasizes that reality cannot be analyzed based on independent objects but as a
social construct that includes all interactions and relationships. Thus, in the analysis of brand
consumption the emphasis should be placed on the consumer-brand relationships as a whole

and not individually on the brand or the consumer (Heilbrunn, 1996).
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Blackston (1993) developed a communicational model based on consumer-brand
relationships similar to the interpersonal relationships. According to this model the
relationship concept is defined as “the interaction between consumers’ attitudes toward the
brand and the brand’s “attitudes” toward the consumer” (p. 113). The author states that
successful consumer-brand relationships rely on the consumer perceptions of the brand’s
attitudes and on brand’s ability on creating meaning to the consumer. The Brand
Relationships Model (Blackston, 1993, 1995, 2000) states that a brand can be viewed as having
two dimensions: the objective brand (i.e., one-dimensional brand image) and the subjective
brand (i.e., the brand attitude). Brand-customer relationships are an important source of value
and flexible an area more easily changed or adjusted than the elements that make up the

objective brand.

Cognitive Characteristics

Quality appears in many literatures as a basic requirement of luxury products. A
research by Heine and Phan (2011) identified several concrete and abstract constructs that
when evaluated as an aggregate, forms an encompassing definition of quality. The literature
acknowledges that different product categories lead consumers to evaluate product quality
using differing dimensions (Saricam et al., 2012), but in general the higher the rating of these
constructs the higher the product quality (Heine & Phan, 2011). Product quality is also a
cornerstone for rationalizing the purchase of often higher-priced luxury brand products
(Eastman & Eastman, 2011). The cognitive perception of quality is often cited as being more
influential than actual quality (Heine & Phan, 2011; Eastman & Eastman, 2011), and it is this
psychological perception of quality that forms one of the bases of luxury brand image.
Consumers often expect higher comparable quality in luxury products, and it is unlikely that
a luxury image can be sustained without sustaining high levels of product quality

(Christodoulides, Michaelidou, & Li, 2009).

Aesthetics is a distinct characteristic often cited as being a significant in the
perception of luxury (Townsend & Sood, 2012). Aesthetics is a product characteristic of an
abstract dimension that is difficult to compare in concrete terms. But studies have shown that
product design is a highly valued attribute of luxury products (Heine & Phan, 2011).
Aesthetic design and ideology is often an extension of highly creative individuals, and the
aesthetic characteristics they imbue into a product brand frequently resemble works of art,

inducing emotions of exclusivity and superiority (Dion & Arnould, 2011). There appears to be
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an innate tendency in humans to appreciate and pursue aesthetic pleasure (Townsend &
Sood, 2012). The inherent non-functionality of aesthetics represents a cultural relativity of
luxury (Heine & Phan, 2011) and can be meaningfully understood in terms of consumer
perceptions of aesthetic product features, creating a link between high aesthetics and a luxury

image.

Price is the other product characteristic that is a basic requirement of luxury.
Kapferer’s (2012) absolute concept of luxury illustrates that in current socio-economic context,
wealth is the only remaining consistent differentiator of social status (Han, Nunes, & Dreze,
2010). To this end, raising the price of products creates social separation and the image of
luxury to those who are unable to afford. Price has proven to be the most objective
characteristic in evaluating the luxuriousness of a product (Heine & Phan, 2011) and requires
no psychological perceptions except to know the price. Although price alone does not create
luxury image (Eastman & Eastman, 2011), as not all expensive products are considered
luxury, low-priced products are never considered luxury, and therefore is a basic requirement

for luxury.

In a study conducted by Allison and Uhl (1973) the perceived quality, rather than the
actual quality, of a product was of considerable importance in consumer preferences.
Numerous studies (Anderson & Cunningham, 1972; Bilkey & Ness, 1982; Rasky, 1986;
Schooler,1965) have explored the "made in" implications to consumers as they relate to
country of origin and its effect on the consumer's perception of quality. Understanding the
importance of origin of country is paramount when attempting to market against foreign
competition whose goods are perceived by the consumer to be of superior quality. It would
appear then that product value is not only a function of price and actual quality but also the
quality that is perceived. The concept can be expressed as: Value (F) = Price + Qualityacual +/-

QualityPreceived

These three product characteristics can be categorized as the basic building blocks of
luxury products. This correlates with the most basic cognitive psychological functions
consumers use to evaluate these characteristics, and their perceptions of these characteristics
are the fundamentals of a luxury brand image. When these three luxury product
characteristics interact with luxury brand consumer perceptions and judgments, this creates
satisfaction (Saricam et al., 2012) at the most basic level in a luxury brand relationship

between the product brand and the consumer.
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Extrinsic Characteristics

Extrinsic product characteristics are those that serve a social purpose for the
consumer. Rarity, when defined as limited availability, is one such product characteristic.
Rarity come in two forms, concrete (Heine & Phan, 2011) and virtual (Kapferer, 2012).
Concrete rarity is physical limitations on production capacity that adds value for consumers
that have access (Heine & Phan, 2011). Kapferer (2012) describes a concept of virtual rarity,
where luxury brand products using selective distribution and marketing strategies create
value through artificial inaccessibility. Uniqueness is an abstract product characteristic that is
derived from qualities of unique product design (Dion & Arnould, 2011) or construction that
can be either functional or trivial, that is almost exclusive to the image of luxury (Heine &
Phan, 2011). The perception of uniqueness in this characteristic enhances the desirability of a

product brand and therefore derives value in its consumption (Vigneron & Johnson, 2004).

Consumers use the extrinsic product characteristics of rarity and uniqueness, and
their concrete or abstract connections with luxuriousness to exhibit social status and
association or dissociation from social groups (Han, Nunes, & Dreze, 2010). The study by
Han, Nunes, and Dreze (2010) clearly indicates that the majority of consumers actively signal
to those equal and above their perceived social status using the consumption of prominent
luxury product brands. High price is also frequently perceived as a differentiator of social
status, where conspicuous consumption of luxury is used for the purposes of conveying
social status (Eastman & Eastman, 2011). Social association (Wilcox, Kim, & Sen, 2009) and
social dissociation (Han, Nunes, & Dreze, 2010) are consumer aspirational goals, where
consumers of perceived higher social status consume luxury to dissociate from those of

perceived lower status, and vice versa.

An inference that can be made between extrinsic luxury product characteristics and
extrinsic luxury brand consumer psychological attributes, is that the more rare or more
unique a product characteristic is perceived, the higher the perceived social value, and
therefore the higher price premium and luxuriousness attained. Luxury product brand
consumers derive social status and social association through the display of these product
characteristics (Podoshen & Andrzejewski, 2012). The interactions between product brand
and consumers at this level develop a luxury brand relationship of prestige, being defined as
a distinction of perceived social values within a socioeconomic context (Vigneron & Johnson,

1999).
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Intrinsic Characteristics

Intrinsic product characteristics exist at the highest level of sophistication and include
a complex integration of concrete and abstract attributes. Symbolism is one such product
characteristic, and can refer to human values and lifestyles that exceed functional benefits
(Heine & Phan, 2011). Symbolism can be thought of as the spiritualization of a product brand
that embodies iconic and intemporal ideologies with little emphasis on physical form factor
(Dion & Arnould, 2011). Luxury product brands often have a ‘war chest’ of subtle symbols,
immortalized through public displays of superiority, but discreetly embedded within luxury
product features (Kapferer, 2012). A similar product characteristic with more concrete basis is
heritage. Heritage encompasses attributes such as country of origin (Godey et al., 2011),
historical foundation (Kapferer, 2012), and authenticity (Alexander, 2008). A prestigious
heritage is constructed and sustained through time and culture by product brands that are
imbued with historic notions of luxury (Kapferer, 2012; Alexander, 2008), and is often

perceived as being of superior quality, uniqueness, and authentic (Dion & Arnould, 2011).

Consumers’ understanding of a product brand’s symbolism and heritage drives
intrinsic perceptions of the self. Sophisticated symbolism and prestigious heritage are sought
by consumers of the highest caliber who have the financial capacity to consume without
regard to functionality or social pursuits. Consumer psychological characteristics of self-
esteem (Truong, McColl, & Kitchen, 2010) and self-affirmation (Townsend & Sood, 2012) are
tied with these product characteristics because they induce an inward valuation of one’s
identity and worth (Townsend & Sood, 2012). Consumption of luxury product brands laden
with subtle symbolism and heritage is related to emotional qualities of indulgence and a self-
expression of individuality (Eastman & Eastman, 2011). Due to the transcendence of these
intrinsic characteristics from functionality and social pursuits, the value attributable to
symbolism and heritage defy traditional means of price valuation (Kapferer, 2012), the

perception of luxury of which is driven beyond cognitive and extrinsic characteristics.

At this level of interaction between luxury product characteristics and luxury brand
consumers, a strong relationship is created based on the constructs of commitment; partner
quality, Intimacy-Loyalty, and passion. This framework is to show how the combination of
the physical characteristics of luxury products and psychological perceptions of luxury create
a luxury brand relationship with the consumer. This model depicts how the physical and

psychological aspects of luxury brands inter-relate in a hierarchical structure of values.
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Luxury product physical characteristics can be considered as a varying range of dimensions
that increases proportionately with perceived luxuriousness. The major characteristics can be
further categorized into concrete and abstract features, with quality having many sub-
characteristics. Price is recognized as the function of physical costs of production and the
perceived value. It is the most basic requirement of luxury definition in the current socio-

economic context because wealth remains the only consistent differentiator of social status.

Luxury brand psychological characteristics largely derive from the consumers’ perception of
the Iuxury product physical characteristics. On a basic level, consumers develop a positive
perception of the quality and aesthetics of a product, inducing satisfaction. On a secondary
level, consumers use luxury brand products as an extrinsic signal of higher social status and
association with, or dissociation from specific social groups, relying on the rarity and
extraordinary physical characteristics to create self-connection. On an advanced level, luxury
brand psychological characteristics become more intrinsic and spiritual, which correlate with
increasing symbolism in physical characteristics. As luxury brand products exhibit higher
degrees of desirable physical characteristics, it induces higher levels of psychological
perceptions of value within consumers. Together, they create brand partner-quality and
stronger consumer luxury brand relationships, which have been elusively attributed as the

magic or passion behind luxury brands.

The Luxbrand relationship and partner quality

Commitment is defined according to Morgan & Hunt (1994) as a lasting and strong
desire to keep the relationship and the willingness to make efforts toward it, and is described
according to the Gundlach, Achrol, and Mentzer (1995) works by items that reflect the
instrumental nature of the investments in commitment, the time horizon that the construct
implies, and more widely, the behaviors suggesting loyalty. Partner Quality Inferences are an
important subclass of character inferences (Altman & Taylor, 1973). Consumers make
inferences through the observation of a brand’s behaviors. The sum of these inferences will
form a global evaluation that the customer develops of the brand and its role as partner in a
relationship (Blackston 1993), and will act as a mediating variable on the effects of brand
personality on the relationship strength (Aaker et al.,, 2004). Partner Quality Inferences are
nurtured in judgments of equity and justice, in socio-emotional benefits, and have the
purpose of calibrating the belief the customer has in his relationship with the brand. It
includes aspects of dependability, reliability, trust, support and accountability, regarding

brand’s performance in terms of respect for promises, avoidance of failures, problem-solving
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processes and long-term consumers’ interests served. The partner-quality construct includes
items that focus on aspects of trust and trustworthiness (Moorman, Deshpandé, & Zaltman,
1993; Sheppard & Sherman, 1998; Braun & Zaltman, 2000), “behavioral indicators of
benevolence”, “problem-solving prowess”, “perceived reliability and dependability” (Aaker
et al, 2004, p. 7), and transgression commission (Smith, Bolton, & Wagner, 1999).

Two more constructs, intimacy-loyalty and passion, emerge and represent the two
Relationships Ideals of intimate (romantic) inter-personal relationships proposed by Fletcher,
Simpson, Thomas and Giles (1999). In a new approach to the interpersonal relationships field,
Fletcher et al. (1999) developed the Relationship Ideals, a factorial model for explaining
intimate (romantic) relationships, which is composed by two basic factors: Intimacy-Loyalty
and Passion. Relationships of Intimacy-Loyalty are caring, respectful, honest, trusting and
supportive; and relationships of Passion are related to feelings of exciting, fun and
independence. The authors note that results may not be necessarily generalized to other
relationship domains and social contexts but that issue could represent an interesting
direction of research. According to Aggarwall (2004) customers will relate to brands in ways
that resemble their social ties. Aggarwall further states that the norms of interpersonal

relationships are a basis for the assessment that customers make of their relationships with

brands.

Table 1. A DEFINATION OF A LUXURY BRAND: THE MODEL

Luxury Brand

Relationship

Luxury Product Luxury Brand Consumer

Characteristies Pavehnlnnical Characteristics

Partner-Quality

Intimacy

Symbolism Commitment

Rarity .
Prestige Association
Uniqueness Social Status
Price Cognitive
Aesthetics Satisfaction Perception of Aesthetics
Quality Perception of Quality
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Table 2. A DEFINATION OF A LUXURY BRAND: RESEARCH SUPPORTING THE

MODEL

Luxury Product

Characteristics

Luxury Brand

Relationshin

Intrinsic

Symbolism (Heine & Phan, 2011; Kapferer,
2012; Dion & Arnould, 2011)

Heritage (Kapferer, 2012; Godey et al., 2011;

Alexander, 2008; Dion & Arnould, 2011)

Luxury Brand

Consumer Psychological
Characteristics

Commitment

Partner-Quality

Extrinsic

Rarity (Heine & Phan, 2011; Kapferer, 2012;
Dion & Arnould, 2011)

Uniqueness (Heine & Phan, 2011; Vigneron &
Johnson, 2004; Dion & Arnould, 2011)

Intrinsic

Self-Affirmation (Townsend & Sood, 2012;

Eastman & Eastman, 2011)

Self-Esteem (Truong, McColl, & Kitchen, 2010;

Eastman & Eastman, 2011)

Prestige

(Vigneron &
Johnson, 1999;
Podoshen &
Andrzejewski, 2012)

Cognitive

Price (Heine & Phan, 2011; Kapferer, 2012;

Eastman & Eastman, 2011)

Aesthetics (Heine & Phan, 2011; Townsend &
Sood, 2012; Dion & Arnould, 2011)

Quality (Heine & Phan, 2011; Eastman &

Eastman, 2011; Saricam et al., 2012)

Extrinsic

Association (Han, Nunes, & Dreze, 2010;

Wilcox, Kim, & Sen, 2009)

Social Status (Han, Nunes, & Dreze, 2010;
Vigneron & Johnson, 2004; Eastman &

Eastman, 2011)

Satisfaction

(Saricam et al., 2012)
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Cognitive

Perception of Aesthetics (Heine & Phan, 2011;
Townsend & Sood, 2012)

Perception of Quality (Heine & Phan, 2011;
Christodoulides et al., 2009; Eastman &

Eastman, 2011)
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ABSTRACT

158

Various typologies of trust were suggested in the literature. Although abundant

literature has examined online trust, the different approaches were scarcely

integrated to explain consequences of online trust. This paper addresses this gap by

adopting an integrative approach to online trust antecedents and explaining its

consequences on perceived risk and purchase intention. A survey is carried out on a

sample of Indonesian cyberconsumer. The findings show that Purchase intention is

determined by perceived risk and online trust. Besides, there is significant impact of

personality based trust, cognitive based trust and institutional based trust on online

trust.

Keywords: Online trust, personality based trust, cognitive based trust and

institutional based trust, Perceived risk, Purchase intention

INTRODUCTION

The digital age deeply changed the way people communicate, learn, and shop. Nowadays,

More than 2 billion people are using the Internet in the world (WorldInternet stats, 2011). As

a reaction, businesses have been doing E-commerce and offering their products and services

online. To positively integrate the online environment, businesses have to deeply

comprehend cyber consumer behaviour, to meet cyber consumer expectations. According to

Yoon (2002, p.50) “Electronic commerce can be characterized as transactions on the Internet

which are conducted between individuals and firms through different forms of online-linking

media such as shopping mall web sites or portals”. Although the recent exponential rise in

online transactions, several issues still hinder the development of e-commerce. It has been
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demonstrated that cyberconsumers browse trading website to seek information and very few
would proceed with the buying stage in their buying decision processes (Chen and Barnes
(2007). This highlights trust and risk perception as critical issues for the future of e-
commerce. Trust is important when consumers start to form an intention to buy products
online (Kim et al., 2008). Moreover, it has been found that trust has strong relationship with
perceived risk (Yoon, 2002 and Kim et al. 2008) which also has an effect on purchase intention
(Chang and Chen 2008, Yoon 2006, Kim et al., 2008, Li at al. 2008). Consequently, it is very
important for any business to identify and understand online trust, consumer risk perception

and their impact on online purchase intention.

Various typologies of trust were suggested in the literature. McKnight and Chervany (2001)
suggested four concepts: disposition to trust, institution-based trust, trusting belief and
trusting intention. McKnight, Choudhury, & Kacmar, (2002) focused on the web vendor to
define trust as beliefs and intentions or willingness to rely on another party. Li et al. (2008),

Brown et al., (2004) suggested a personality based conceptualization of online trust.

Cognitive Based Trust is another conceptualisation of online trust ( Li et al, 2008 and
Meyerson et al, 1996) which suggest two dimensions: reputation of the web vendor (Li et al.
2008, Mcknight et al.2002 and Gefen et al. 2003) and calculative trust (Li et al. 2008).
Moreover, Yoon (2002 ) demonstrated that website properties factor is a significant
antecedent to online trust and that assurance of transaction security and personal variables

both play a role in enhancing web-site trust.

Although abundant literature examined trust in a Website, the different approaches to trust
were scarcely integrated to explain consequences of online trust. This paper addresses this
gap by adopting an integrative approach to online trust antecedents and explaining its

consequences on perceived risk and purchase intention.

The research objectives are (1) to examine the antecedents and consequences of online trust in
terms of perceived risk and purchasing intention, and (2) to investigate these antecedents and

consequences using a sample of Indonesian cyberconsumers shopping at kaskus.com.

THEORETICAL BACKGROUND

In the literature, trust has been found to be essential in B2B and B2C relationship (Rosseau et

al, 1998, and Doney and Cannon, 1997, Doney et al. 2007). It is an important factor that
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enables companies to build long term relationships with consumers and generate their loyalty
(Fletcher and Peters, 1997 and Selnes, 1998). Morgan and Hunt, (1994) defined trust as
something that arises when one group or individual believe in the reliability and integrity of
his exchange partner. With regards to consumer trust there are two perspectives in the study
of trust. Firstly, individual trust related to the personality characteristics. Lewicki and Bunker
(1995) conceptualise individual trust as a belief, expectancy or feeling that is deeply rooted in
the personality, with its origins in the individual early psychological development and can
also be based on individual experiences. In addition, satisfaction from exchange with other
people can develop individual trust (Sheppard and Sherman, 1998). Secondly, trust can be
considered between individual and their social institutions and trustiness can be built based
on social environment recommendations (Buttler, 1991). Online environment emphasises the
importance of trust and the absence of trust may be one of the most important obstacles of

accepting online trade (Isaac and Volle 2008).

CONCEPTUAL MODEL

Online trust has been triggering the debate since the last two decades. The rise of online
shopping is also, it became critical for businesses to comprehend the online trust antecedents
and consequences. Typologies of trust were suggested in both B2B context and B2C
(Hofstede, 2010, Gulati and Sytch, 2008, Mcknight et al. 2002). In online context, online trust
has five antecedent that differently contribute to it (Li et al., 2008 and Wang, 2010): the
knowledge-based trust, the cognition-based trust, the calculative-based trust, the institution-

based trust and the personality-based trust

PERSONALITY BASED TRUST

Doney and Cannon (1997) defined trust as the perceived credibility and benevolence of a
target of trust. Mcknight and al. (2002) added a third dimension of trust, which is the
integrity. These dimensions are widely accepted and used in research (Bhattachjee 2002,
Gefen et al. 2003). The first dimension of trust, perceived credibility, is the extent to which one
partner believes that the other partner has the required expertise to perform the job (Denis
2007, Chouk et Perrien 2003, Gefen 2002, Morgan et Hunt 1994) effectively and reliably
(Ganesan 1994). Then, trust based on a partner’s expertise and reliability focuses on the
objective credibility of an exchange partner: expectancy that the word or written statement of
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the partner can be relied on (Wang et Emurian, 2005). Wang and Emurian (2005) refer to the
belief that the electronic supplier has the required knowledge to do his job effectively. The
second dimension of trust, benevolence, is the extent to which one partner is genuinely
interested in the welfare of the other and is motivated by the search for common
gain (Denis, 2009). It reflects the belief that the supplier wishes well to the user despite its
own profits (Gefen 2002, Ganesan 1994). Benevolence is thus the belief that the electronic
merchant is interested in user interests (Wang and Emurian 2005, Chouk and Perrien, 2004,
Chen and Dhillon, 2003, Bhattacherjee, 2002). The third dimension of trust, the perceived
integrity, is the belief that the other party accepts the honesty and the respect of promises and
commitments (Isaac and Volle, 2008, Chouk and Perrien, 2004, Gefen, 2002). The perceived
integrity is the confidence that the merchant-mail do not exploit the vulnerability and that
itwill honorits commitment by promisingto protect the security of transactions
and the confidentiality of information (Jannouri et Gharbi, 2008, Wang and Emurian 2005,

Chouk Perrien and 2003, Bhattacherjee 2002). Based on the above discussion, we posit:
H1: Benevolence in personality based trust is positively related to Online Trust
H2: Integrity in personality based trust is positively related to Online Trust

H3: Competency in personality based trust is positively related to Online Trust

COGNITIVE BASED TRUST

Parayitama and Dooleyb, (2009) demonstrated that cognition-based trust is a moderator in
the relationship between cognitive conflict and decision outcomes. Cognitive based trust is
built through people use of their common knowledge — own mind or asking relatives or
friends- when they want to purchase online a particular product (Li et al, 2008). In the same
vein, Meyerson et al. (1996) explained that cognitive based trust arises from first impression
rather than experiential personal interactions. Based on this first impression, Li et al. (2008)
and Mcknight et al (2002) pointed out that reputation of web vendor as being an antecedent

factors of cognitive based.

Reputation is another dimension of cognitive based trust (Mcknight et al., 1998, Li et al., 2008,
Jarvenpa et al., 1999). Reputation is the extent to which buyers believe that the selling
organization is honest and concerned about its customers (Doney and Cannon, 1997).

Organization’s reputation and size were found to contribute to trust (Anderson and Weitz,
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1989, Ganesan, 1994, Doney and Cannon, 1997). Mcknight et al., (1998) explained that
reputation categorization can be known through second hand information i.e. relatives and
friends. Sabater and Sierrathe (2005) emphasized that the main sources of information used
by the trust and reputation models are direct experiences and information from third party
agents. Quelch and Klein (1996) and Lohse and Spiller (1998) speculate that the reputation of
the store will influence perceptions of the website. In addition, Powel (1996) also mentioned
that reputation may reflect to the professional competence. Jarvenpaa et al. (1999) added that
reputation of a website has become the most significant antecedent of cross cultural trust
building in consumer. In addition, Gefen (2000) explained that when people lack of
information and experience about particular vendor, the cognitive process will be running
based on second hand knowledge and impressions. Doney et al (1991) added calculative or
cost and benefit calculation dimensions as an antecedent of cognitive based trust.
Furthermore, Shapirro et al. (1992) stated that calculative based trust is driven by economic
principles, when people shaped by their rational assessment of the cost and benefits of
another party cheating or cooperating in the relationship. Moreover, people tend to trust
when the trustee is thought to have nothing to gain, or the cost overwhelms the benefit, from
being untrustworthy (Shapiro et al., 1992). Paul and McDaniel (2004) evaluated calculative
trust in an initial interpersonal trust context and argued that as long as the trustor is
vulnerable to the non-performance of the trustee, calculative trust is effective. Based on this

discussion, we posit:
H4: Reputation in cognitive based trust is positively related to Online Trust

Hb5: Cost/Benefit Calculation is positively related to Online Trust

INSTITUTIONAL BASED TRUST

Bachmann and Inkpen (2011) claimed that institutions can be an important and efficient
facilitators of trust that develop through legal provision, corporate reputation, certification
exchange partners and community norms, structures and procedures. Besides, the authors
add that institutions matter differently according to stages of a trustor-trustee relationship,
level of assets specificity, level of maturity of the business and the rapidity of decision making

requirement.

Mcknight et al. (2003, p. 339) defined Institutional based trust as “the belief that needed

structural conditions are present (e.g., in the Internet) to enhance the probability of achieving
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a successful outcome in an endeavor like e-commerce”. According to Mcknight et al (2003)
there are two dimensions of institution trust based which are: structural assurance and
situational normality. Trust is supported by institutions through the use of guarantees,
regulations, promises, legal recourse, or other procedures are in place to promote success
structures that create an environment that feels safe and secure to participants (Bachmann
and Inkpen 2011, Shapiro, 1987; Zucker, 1986). Corbitt et al (2003) explained that a quality of
web vendor developed through usefulness, timeliness and advance of the website can build
trust. Selnes (1998) mentioned that quality of web vendor is achieved through giving correct
and accurate information about products or other information about company also being part
of quality of web vendor. Quality of web vendor influences trust beliefs (Mcknight et al.
2002). Moreover, situation Normality is another dimension of institutional based trust which
means that a people will believe that the situation they face is normal, in or in proper order
because it is favorable (Baier, 1986). In addition, with regards to the e-commerce, people who
step in this situation will feel that the internet environment is appropriate well ordered, and

favorable for doing transaction (Mcknight et al., 2003). Based on this discussion, we posit:
H7: Quality positively is related to Online Trust

HS8: Situation Normality is positively related to Online Trust

ONLINE TRUST, PERCEIVED RISK AND PURCHASE INTENTION

Trust and perceived risk are strongly related (Mayer et al., 1995, Mcknight et al, 2002, Corbitt
et al, 2003, Lu et al. 2005, and Zhao et al, 2010). Mcknight et al (2002) found that online trust
affect perceived risk. Perceived risk is the perceived probability of loss or harm (Rousseau et
al. 1998). Graziolli and Jarvenpaa (2000) mentioned that high perception of perceived risk will
adversely affect consumer willingness to share personal information, follow vendor advice,
and also their purchase intentions. In addition, trusting another party’s behavior involves risk
as the trustor is unable to confirm his/her decision outcomes prior to performance (Doney et
al., 2007). Furthermore, perceived risk comes from uncertainty condition and undesirable as a
result of purchasing product from ecommerce or online shopping (Lim, 2003). In uncertainty
condition, customers rely on their trust beliefs to reduce their feeling about how much
perceived risk they will have when shopping online (Zhao et al, 2010). Moreover, trust can
reduce the levels of perceived risk associated with transaction process (Pavlou, 2003)

especially when know little about the seller (Koufaris and Sosa, 2004).
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Intention is a plan or will to behave in certain ways whether a person will do it or not (Ajzen
and Fishben, 1980). Yoon (2002) and Kim et al. (2008) online trust significantly affect purchase
intention. Besides, online purchase intention is significantly correlated with online perceived
risk (Kim et al., 2008). Chang and Chen (2008) also stated that perceived risk has a mediator
effect between trust and purchase intention. Rousseau et al. (1998) demonstrated that trust
and perceived risk has a significant effect to the purchase intention of consumer. Based on the

above discussion, we posit:
H9: Online Trust is negatively related to Perceived Risk
H10: Online Trust is positively related to Purchase Intention

H11: Perceived risk is positively related to purchase intention

CONCEPTUAL MODEL

Personality Based Trust

@

Cognitive Based \

Trust

Percerved

@

Purchase
Intention

Beputzhon

Cost/
Benefit
Calculation

H8

Sit. Normality

Institutional Bazed Trost

Figure 1: An integrative approach to online trust antecedents and consequences.
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RESEARCH METHODOLOGY

A survey is carried out to collect primary data. A questionnaire was designed by adapting
measures from prior research to ensure the content validity of the scales. The measurement of
personality based trust (competency, integrity and benevolence) was adapted from the scale
developed by Li et al., (2008). Besides the three dimensions attributed to the personality based
trust, the two dimensions of cognitive trust (reputation and cost/benefit calculation) were
measured respectively using the scales developed by Mcknight et al., (2002) and Gefen et al.,
(2003). The two first dimensions of institutional (structural assurance and situation normality)
were measured by the scale developed by Gefen et al., (2003), the third dimension (quality)
was measured by the scale of Mcknight et al., (2002). The scale of Chang and Chen, (2008) was
used to measure online trust. Perceived risk was measured by the scale of Corbitt et al., (2003)
and purchase intention was measured by the scale of Pavlou, (2003). Finally, the survey
instrument used in this study consisted of a total of 39 items related to the eleven constructs
of the research model. The items were measured using a 5-point Likert-type scale for all
constructs. The questionnaire is translated to Indonesian then back translated to English by

two experts to check translation reliability.

A snow ball sampling method was applied. The questionnaire was emailed to kaskus.co.id e-
shoppers who were asked to forward it to all their contacts that are also shopping on
kaskus.co.id. Kaskus is the biggest merchant website in Indonesia with more than 3 million
members (Kompas, 2011). Individuals sell new or used product to other individual in auction
or “buy it now” system (Kompas, 2011). Indonesian customer is a massive market with strong
purchasing power (Guardian, 2011). A pilot test was conducted and the wording of the items

used in the questionnaire was slightly modified. 401 questionnaires were completed.

The male respondents were 53.5% and female respondents were 46.5%. 45.3% of total
respondents were between 19-25 years old. 23% of total respondents were between 26-35
years old, followed by 20% of total respondents who were between 36-45 years old. Most of
respondents were in bachelor (29.8% ) degree followed by college (27.8%), master degree
(20%), high school (14.5%) and other education level (8.1%). The most of the respondents
were students ( 37%), respondents from corporate employee were 25% of total respondents,
followed by government employee (18.3%) and entrepreneur were (16%). 44% of total
respondents have an expenses between 5 to 10 million Rupiahs per month; followed by 32.5

who have expenses 1 to 5 million Rupiah per month.
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DATA ANALYSIS AND RESULTS

Measurement model

A confirmatory factor analysis using Amos 16 was conducted to test the reliability and the
validity of the measures. Some common model-fit indices were used to assess the model
overall goodness of fit (GFI, AGFI, RMR, RMSEA, NFI, TLI, CFl, Normed Khi-square). As
shown in Table I, the majority of the model-fit indices approach or exceed their respective
common acceptance levels. So, we can conclude that the measurement model has an
acceptable fit with the data collected. Therefore, we can evaluate the psychometric properties

of the measurement model in terms of reliability, convergent validity and discriminant

validity.
Fit indices Recommended value Measurement model
GFI >0,9 0,910
AGFI >0,9 0,859
RMR <0,1 0,078
RMSEA <0,08 0,039
NFI >0,9 0,936
TLI >09 0,962
CFI >0,9 0,975
Normed 2 <5 1,594

Table I: Measurement model goodness fit

Within confirmatory factor analysis, T test associated with each factorial contribution is much
higher than 1.96, thus confirming the significance of the relationship of each indicator with
the corresponding construct. Construct reliability, which reflects the internal consistency of
the scale items measuring the same construct for the collected data (Straub, 1989), was
assessed by computing Joreskog’s rho. As can be seen in Table II, the o coefficient for each
construct was above 0.715, exceeding the common threshold value (0.70) recommended by
Fornell et Larker (1981). Thus, it is determined that the scale was reliable or internally
consistent. The convergent validity of the constructs was estimated by calculating the rho of
convergent validity (Qev) which indicates the average variance extracted by the construct. The

average extracted variances are for the majority above the recommended 0,5 level (Fornell et
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Larker, 1981) which mean that more than half of the variances observed in the items are
accounted for by their hypothesized factors. However, both integrity and purchase intention
measures have a rho of convergent validity nearby the common 0.5 value, respectively 0.499
and 0.497. We can conclude to their acceptable validity. Thus, all factors in the measurement

model have adequate reliability and convergent validity (Table II).

Construct Reliability (o of Joreskog) | Convergent validity (oc)
Competency (CMP) 0,738 0,518
Integrity (INT) 0,726 0,499
Benevolence (BNV) 0,757 0,513
Reputation (RPT) 0,723 0,567
Cost / Benefit calculation (CBC) 0,719 0,566
Assurance (ASS) 0,771 0,622
Sit. Normality (SN) 0,737 0,525
Quality (QLT) 0,833 0,666
Online trust (OLT) 0,715 0,593
Perceived risk (PR) 0,785 0,524
Purchase intention (PI) 0,745 0,497

Table II: Measurement model reliability and convergent validity

To examine discriminant validity, the shared variances between factors is compared to the
average variance extracted of the individual factors (Fornell et Larker, 1981). This analysis
shows that the shared variance between factors is lower than the average variance extracted

of the individual factors, confirming discriminant validity (Table III).

CMP INT | BNV RPT CBC ASS SN QLT OLT PR

PI

CMP 0,720

INT 0,681 | 0,706

BNV 0487 0,568 i 0,716

RPT 0,621 0,523 : 0,328 0,753
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CMP | INT BNV RPT CBC ASS SN QLT OLT : PR PI
CBC 0,702 : 0,559 0,505 0,618 0,752
ASS 0,363 | 0,366 | 0,336 0,436 (0,476 (0,789
SN 0,489 | 0,483 | 0,486 0,530 (0,584 0,493 | 0,725
QLT 0,580 : 0,710 0,692 0,400 0,546 0332 0,511 0,816
OLT 0,653 | 0,569 0,528 0,616 0378 0,716 0,457 0,549 0,770
PR 0,085 @ 0,001 :-0,063 0,140 0,036 :-0,034 :0,144 -0,043 0,035 0,724
PI 0,643 : 0,499 | 0,458 0,470 0546 0,393 0,453 : 0,548 0,686  -0,151 : 0,705

Table III: Measurement model discriminant validity

In summary the measurement model shows adequate reliability, convergent validity and

discriminant validity.

STRUCTURAL MODEL

A path analysis is conducted on the structural model in order to determine the direct and

indirect effects of the research variables on purchase intention. Similarly to measurement

model a set of indices is used to examine the structural model goodness fit (Table IV). In

comparing fit indices with their corresponding recommended values, we conclude to an

acceptable model fit.

Fit indices

Recommended value

Measurement model

GFI >0,9 0,963
AGFI >0,9 0,872
RMR <0,1 0,049
RMSEA <0,08 0,077
NFI >0,9 0,966
TLI >0,9 0,921
CFI >0,9 0,973
Normed y2 <5 4,771

Table I: Structural model goodness fit
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Thus, we can examine the path coefficients of the structural model. As shown in Table V,
standardised path coefficients, t-values and variances explained for each significant equation

of the hypothesized relations between constructs in the research model are presented.

As expected, the basis hypothesis (H1, H2, H3, H4, H5, and H7) were supported, in that
online trust is determined by personality based trust dimensions (competency, integrity and
benevolence), cognitive based trust dimensions (reputation and cost / benefit calculation) and
institutional based trust dimension (situation normality). The two institutional based trust
dimensions (assurance and quality) seem to have no effect on online trust, so the hypothesis

H6 and H8 were rejected.

Online trust and perceived risk have direct effects on purchase intention. Thus, we conclude
to the validity of the hypothesis H10 and H11. However our results show that there is no
direct link between online trust and perceived risk, so H9 is rejected. We also note that
perceived risk is not a mediator of the relationship between online trust and purchase
intention. The explanation power of the model is 50,5%, that is 50,5% of the variance of the
purchase intention is explained by exogenous variables perceived risk and online trust which
is determined for 74,6% by personality based trust dimensions (competency, integrity and
benevolence), cognitive based trust dimensions (reputation and cost / benefit calculation) and

institutional based trust dimension (situation normality).

Relation Estimateur standardisé t de Student p R?
CMP — OLT 0,570 13,617 0,000
INT - OLT 0,093 2,471 0,013
BNV — OLT 0,163 4,949 0,000

0,746
RPT —» OLT 0,134 3,767 0,000
CBC —» OLT 0,277 6,906 0,000
SN — OLT -0,089 -2,644 0,008
OLT — PI 0,689 19,563 0,000

0,505
PR - PI -0,174 -4,947 0,000

Table V: Hypothesis testing results
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DISCUSSION, IMPLICATIONS AND RESEARCH LIMITATIONS

This research in vein with previous findings (Isaac and Volle, 2008, Mcknight and al. (2002),
Chouk and Perrien, (2004), Gefen, 2002, Doney and Cannon 1997) demonstrated that online
trust has three categories of antecedents: personality based dimensions - competency,
integrity and benevolence-, cognitive based trust dimensions - reputation and cost/benefit

calculation- and institutional based trust dimension which is situation normality.

However, assurance and quality dimensions related to institutional based trust (Corbitt et al
2003, Selnes 1998, Mcknight et al., 2003) were found to have insignificant effects on online
trust. According to Bachmann and Inkpen farmework (2011), this finding can be justified
because Indonesian consumers are at an advanced stage in their relationship with kaskus.com
(searchcowboy, 2011). Besides, kaskus.com is a mature business and purchasing goods on
Kaskus.com is commonplace. Therefore, Indonesian consumers make swift decisions with
little concerns of assurance and quality. Moreover, the website has a strong reputation and is

provided with the requested certification.

We also found a direct effect between online trust and perceived risk on purchase intention.
This result confirms previous authors’ findings (Lu et al. 2005, Zhao et al, 2010, Kim et al.,
2008, Chang and Chen 2008). The more an individual trusts a website, the less he perceives
risk and the bigger is his intention to purchase on this website. Surprisingly, we did not find a
significant relationship between perceived risk and online trust. This can be explained by the
nature of the activities that can be done on Kaskus.com ranging from information seeking,
news and gossips, social events, to hobbies and advertising. Besides, Kaskus.com has more
than 2,5 million users which emphases it as Indonesia’s largest community. This might

explain the low perceived risk amongst this community.

The findings of this research have several managerial implications. Online brands have to

develop integrity, competency and benevolence dimensions

These results provide valuable insights for professionals who should consider influencing
online purchasing by promoting professional competency, benevolence and integrity. They
should, certainly, create informative interfaces for potential cyber consumers, provide fast
page downloads, short transaction times and frequent-user advantages for active users. Thus,
practitioners should give an extra attention to prevent cyber consumers from consequently
experiencing access difficulties, system crashes, drop outs, service delays and system

malfunctions which consequently decrease their trust belief. Moreover, professionals should
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reveal their integrity and credibility by respecting their promises, by developing the features

of security and privacy, and by promoting their trustworthy brand.

This empirical study has some limitations. First, the study findings and implications are
obtained from a single study that examined a particular website context. Thus, additional
research efforts, replicating the study on other website are needed to evaluate the validity of
the investigated model and our findings. Second, this study was conducted with a snapshot
research approach. This reduces the ability of this study to reflect the temporal changes in the
research constructs, especially when e-shopping experiences increase. Longitudinal evidence
might enhance our understanding of the causality and the interrelationships between

variables that are important to online purchase intention.
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ABSTRACT

The modern workplace worldwide is facing the new reality of multigenerational
challenges. While organizations are struggling to manage values-diverse workforce,
the ability to understand various generational needs and expectations, and to target
them with tailored employer branding activities, could be a winning strategy to
attract, retain and engage key talent. Therefore it is the purpose of this paper to
explore generational perspective in employer branding. It is also the particular
ambition of this study to promote the yet largely unexplored field of employer
branding in higher education. Specifically, generational differences in the work
values are investigated in 19 Lithuanian higher education institutions (N=1105),
identifying particular aspects of employment experience that are the most significant
to Generation Y, Generation X, Baby Boomers and Traditionalists. The paper also
examines how data differentiates between and across two types of higher education
institutions, i.e. universities and colleges. Implications and recommendations for

generational segmentation in employer branding in higher education are presented.

Keywords: employer branding, generational differences, work values, segmentation,
higher education.

INTRODUCTION

“... the traditional rules of management, motivation, and reward fly
out the window. Can this be the essence of the change going on in the
workplace today? Can it be as simple, and as complicated, as a change
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in philosophy about the reason for working? Maybe. Time will prove
this theory right or wrong. But many employers say that this is
precisely what they're seeing. They describe the tremendous
repercussions this change in values and principles is having on
management’s mode of operations — on the way executives recruit,
communicate with, manage, motivate, and retain employees in order to
remain competitive in the marketplace” (Marston, 2007: 4).
In modern economies where products and services become very alike, industries get
overcrowded and competition for the best employees is almost as fierce as competition for
customers, organizations are most likely to be heartily investing in distinctive employment
practices and differentiating themselves from their competitors in the labour more than the
product market (Lievens and Highhouse, 2003; Serensen, 2004; Berthon et al.,, 2005).
Employment practices determining the employment experience "guide the firm in selecting
particular types of people with particular kinds of aptitudes and abilities to pursue particular
goals in particular kinds of ways, motivated by particular kinds of rewards" (Baron, 2004: 5). It
is no longer enough for organizations to manage their human resources effectively. In order
to attract, select and retain the right employees and talents, organizations have to look for a
“secret sauce” (Sartain and Schuman, 2006) — to immerse themselves in employer branding, i.e.
identify what is so special and valuable about them, what exactly the current employees or
possible candidates love and embrace about a particular work place, to create an employer
value proposition and market it both internally and externally, winning the label of an
attractive employer and in the same vein, signaling what kind of people the organization is
eager for. In other words, employer branding refers to “how a business builds and packages
its identity, from its origins and values, what it promises to deliver to emotionally connect
employees so that they in turn deliver what the business promises to customers” (Sartain and

Schuman, 2006: vi).

Most of the approaches for clarifying and uncovering employer brand are aimed at
discovering “what is common among employees, their shared needs, motivations,
perceptions and values. However, most organizations are diverse” (Barrow and Mosley, 2011:
100) and the simple fact is that different people have different perceptions about the value
and importance of different job characteristics (Schokkaert, 2009). Even though “different”
has many names, after a few decades of coping with gender, racial, ethnical, and cultural
diversity, the modern workplace worldwide now is most sharply facing multigenerational

challenges (Zemke et al., 2000).
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The concept of generational differences and the conflicts, collisions, challenges and
opportunities this diversity presents is a fopic of popular discussion in a vast amount of
management practitioner literature. Recent years have witnessed a steady march of studies on
the development of generational competencies offering bundles of insights, methods and
tools on how to effectively recruit, retain, motivate, manage each generation, and bridge the
gap (Marston, 2007; Lancaster and Stillman, 2003; Espinoza et al., 2010; Martin and Tulgan,
2006; Sujansky and Ferri-Reed, 2009; Lipkin and Perrymore, 2009; Dorsey, 2009; Elliott-Yeary,
2011). However, only limited and mixed empirical evidence for generational differences in
work values is available to reliably demonstrate whether or not and to what extent these
differences exist (Smola and Sutton, 2002; Cennamo and Gardner, 2008; Hansen and Leuty,
2012; Parry and Urwin, 2011; Twenge et al, 2010; Tolbize, 2008). Moreover, while
organizations are struggling to manage a values-diverse workforce with “different ways of
working, talking, and thinking” (Zemke et al., 2000:11), and work hard to attract and retain
talent, surprisingly far too little attention to shifting demographics has been paid in the
theory of employer branding. It is only lately that some books, articles, investigative pieces,
podcasts, and blogs about approaching employer branding from a generational perspective
have emerged (Gruber, 2012; Employer Branding Today, 2013; Scrivener, 2013; Hubschmid,
2012; Hughes, 2013).

Therefore it is the aim of this paper to explore generational differences in work values and to
provide evidence and insights for application of market segmentation approaches in the
context of employer branding. The target population of the study was higher education
institutions, since this sector has been — albeit with a few exceptions (Stensaker, 2007; Temple,
2006) - largely unexplored in branding literature, despite evidence showing it to be worth such
thorough research. Namely, knowledge-intensive industries and knowledge-based
organizations are merely dependent on the expertise, competencies and excellence of their
employees, thus the ability to effectively attract and retain best possible faculty and staff is

crucial to them.

THEORETICAL BACKGROUNDS OF GENERATIONAL DIFFERENCES

“The problem of generations is important enough to merit serious
consideration” (Mannheim, 1952: p.286).

‘Generation’ is a cohort of people, born around the same time, raised in a unique era and

sharing significant social and historical life events and experiences at critical development
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stages (Parry and Urwin, 2011; Twenge et al., 2010; McCrindle and Wolfinger, 2011). As
Kotler et al. (2009: 347) assert, “each generation is profoundly influenced by the age in which
it is reared — the music, films, politics and defining events of that period ...”, and as a result
generational behaviors, work values and preferences do differ (Zemke, et al., 2000; Smola and
Sutton, 2002; Hansen and Leuty, 2012; Cogin, 2012; Buahene and Kovary, 2007; Schultz et al.,
2012; Hu et al., 2004).This “difference of attitudes between people of different generations,
leading to a lack of understanding” (Oxford Dictionaries, 2013) termed as a ‘generation gap’
has always existed, but as a phenomenon in fields of marketing and business management
literature it has attracted increasing attention since the late 1960s when two generations, the
Traditionalist and Baby Boomers, have been fighting and learning how to co-exist (Howe and
Strauss, 1992; Simons, 2010). A new generational gap emerged in 1990 when Generation X
rushed into the labor market with their different visions of society and self (Howe and
Strauss, 1992), and, eventually, after Generation Y has joined the battle, it is the first time in
history when four different generations are working side by side, sharing and dividing the
labor market (Hansen and Leuty, 2012; Tolbize, 2008). Furthermore, the near future (or
already a new reality) of work demographics brings with it five generations in the workplace
at once and “this mixed, multi-generational environment is a new diversity challenge for ...

organizations everywhere” (Shah, 2011: para. 2).

Nevertheless there is little agreement on the starting and ending points for generations with
high discrepancies of time spans (Smola and Sutton, 2002, Crowley and Florin, 2011; Burke,
2004; Tolbize, 2008; McCrindle and Wolfinger, 2011; McCrindle, 2006; Buahene and Kovary,
2008; Simons, 2010. Zemke et al, 2000; Becker, 2012; European Commission, 2011; Hansen and
Leuty, 2012), the majority of literature defines Traditionalists as those born before 1946, Baby
Boomers as individuals born between 1946 to 1964, Generation X as people born between 1965
and 1980, and Generation Y as including members born between 1980 and 1994 (Hansen and

Leuty, 2012) (see Table 1). The newest Generation Z is reported to begin as early as 1991 or as

late as 2001.
Generation Birth Years

Traditionalists (aka Veterans, Matures, Silent Generation, WWII Generation) Born before 1943/1945/1946/
Baby Boomers 1943/1945/1946/— 1960/1964/1970
Generation X (aka Baby Bust Generation, Gen Xers, Pragmatic Generation) 1960/1963/1965/1968/1970—- 1976/1979/1980/1985
Generation Y (aka Millennials, Nexters, Digital generation, Echo Boomers, Generation 1977/1978/1980/1981/1985- 1994/1998/2000
www, Generation E, Net Generation, Gen Yers, Generation Me, Unlimited Generation)
Generation Z 1991/1995/2000/2001 — Present

Table 1. Generational time spans

Confronting Contemporary Business ISSN: 2547-8516
Challenges Through Management Innovation ISBN: 978-9963-711-16-1



6th Annual EuroMed Conference of the EuroMed Academy of Business 179

Admitting that there are some theoretical grounds to consider generational differences across
national contexts and cultures (Schewe and Meredith, 2004), though “the notion of global
generations as the incidence of ‘global” events becomes more common” (Parry and Urwin,
2011: 92), providing with comparative approach, and facilitating the process of assigning

particular work values to particular generation.

Despite some ambiguity in defining and delineating generations, most researchers agree on
the inherent attributes of each generation (Hansen and Leuty, 2012; Twenge, 2010) and argue
that generations “can be characterized by a certain set of attitudes and beliefs” (Smith, 2008:
8). Elaborating on this idea further, a qualitative and empirical literature review on
generational diversity provides the means to categorize some aspects of each group’s
behaviors, needs, personality traits, workplace perceptions, perspectives, interaction styles

and preferences as summarized below.

— Traditionalists have grown up in the “do without” era, they believe in hard work and
sacrifice, honor and compliance, are dedicated, very uncomfortable with change and aim
at building a legacy (Buahene and Kovary, 2007). Traditionalists feel appreciated if their
experience is respected, perseverance admired and knowledge valued
(www.mcfrecognition.com). Characterized by high levels of loyalty, they believed they
would (and commonly did) work for the same company their entire career (Marston,
2007). Described as liking structure, authority, formality and hierarchy (Burke, 2004),
“averse to risk and strongly committed toward teamwork and collaboration” (Tolbize,

2008: 2), Traditionalists are gradually retiring.

— Baby Boomers are the Post-Second World War generation that lived through, adapted to,
and created the incredible change. They are ambitious, loyal to the team, value personal
growth, equality and collaboration (Buahene and Kovary, 2007). Having grown up in a
healthy economic era, Baby Boomers strive for status, leadership, career and higher salary.
They want their opinion to be heard and valued, and contribution recognized (Cennamo
and Gardner, 2008). Baby Boomers are result driven, they give maximum effort (Burke
2004), are described as willing to “go the extra mile” (Zemke et al., 2000) and living to
work (Marston, 2007; Smola and Sutton, 2002), which has started the workaholic trend

(Tolbize, 2008).

— Generation X is referred to as a “bridge generation” which can easily understand Baby
Boomers and, at the same time, connect with Generation Y (McCrindle, 2006). Grown up
in the era of distrust for national institutions, members of Generation X tend to be cynical,
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skeptical, pessimistic, pragmatic, comfortable with change, more independent, self-reliant,
autonomous and not overly loyal (Tolbize, 2008; Hansen and Leuty, 2012; Smola and
Sutton, 2002). Research has found that Generation X is placing increased importance on
compensation, working conditions, security, moral values (Hansen and Leuty, 2012), quick
promotion (Smola and Sutton, 2002), flexibility, work-life balance, continuous learning,
challenging work and supervisor relationship (Buahene and Kovary, 2007; Tolbize, 2008;
Burke, 2004).

— Generation Y, which was raised in the era of financial boom, is the most highly educated

generation (Tolbize, 2008). Its members embrace diversity, learn quickly (Burke, 2004), are
devoted to their own careers (Marston, 2007), confident, optimistic, innovative, techno-
savvy, loyal to peers, not title or company; they expect continuous change, rapid career
growth and personalized experiences (Buahene and Kovary, 2007). Generation Y feels
comfortable with multitasking, connects responsibility with personal goals, builds parallel
careers (www.mcfrecognition.com) and is characterized by productivity, networking and
openness (Employer Branding Today, 2012). Besides, several studies have revealed that
representatives of Generation Y are more active volunteers but not “more caring,
community oriented, and politically engaged than previous generations” (Twenge et al.,

2012: 1060).

— Generation Z, commonly referring to people born from the mid 1990s to 2010, seems to be

still miles away from the workplace, but it will take a flash of time for those bright, flexible
and tech-savvy youngsters to enter the labor market, and some of them are already there.
Influenced by the Internet, technology, war, terrorism, the recession and social media,
members of Generation Z are connected globally to their peers and knowledge, and
“expect to be able to work, learn, and study wherever and whenever they what” (Renfro,
2012, para. 9). By 2020, 36% of the workforce will be made up of this generation of
employees, who have specific expertise, create no long-term plans, make no long-term
contracts, are not loyal, expect quick results and quick promotions, are comfortable with
and even dependent on technology, more socially responsible, constantly multitasking

and always connected.

While generations demonstrate a number of differences in their work-related attitudes,
research indicates many points of agreement as well: they all like teamwork; fair, ethical and
collaborative/friendly workplace culture; want to be valued, supported and involved

(Tolbize, 2008). As Smith (2008: 25) has concluded, “all generations basically want and value
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the same things” — people expect to be respected, recognized, remembered, coached,
consulted and connected. However, even though “people may want the same things, but they
want them delivered in different packages, depending on when and how they grew up”

(Ibid.).

EMPLOYER BRANDING AND MARKET SEGMENTATION

“...organizations of all shapes and sizes have much to learn if we
are to attract and keep the talent we need to succeed. And, by the
way, it’s not all about the millennials ... it’s really about everyone in
the workforce” (Smith, 2008: 5).

Market segmentation, defined as “the process of dividing a market into distinct groups of
buyers who have distinct needs, characteristics, or behavior, and who might require separate
products or marketing programs” (Kotler and Armstrong, 2010: 73), has been analyzed in
marketing since 1970s and remains one of the key elements of its success. Demographic
segmentation, which is considered to be the most common one, deals with — among other
demographic values — age, generation, and the changing age structure of global population.
Referred to as ‘generational marketing’ (Schewe et al.,, 2000), it makes a huge impact on
today’s marketing strategies which attempt to appeal to the consumers’ emotions, beliefs,

values and attitudes.

In the context of human resource management, segmentation “is a tool used to identify the
most significant and meaningful way of dividing people into groups who can be catered for
differently according to their specific needs” (Barrow & Mosley, 2011: 100). Although proving
to be beneficial and helping companies “to be more efficient and effective in attracting,
retaining and motivating both current and potential employees” (Moroco and Uncles, 2009:
181), application of market segmentation approaches to employer branding context is
definitely yet unexplored and underappreciated, though idea itself is not entirely new
(Hubschmid, 2012; Dahlstrém, 2011) and “is likely to grow in both frequency and
sophistication over the coming years” (Barrow and Mosley, 2011: p. 100). Still, only the top
companies which extensively apply employer branding strategies focus their efforts to offer a
particular “package of functional, economic and psychological benefits provided by
employment” (Ambler and Barrow, 1996: 187) to particular generation. Best practices of
multigenerational employer branding include a pharmacy innovation company CVS Caremark

(www. cvscaremark.com), which sends a message to mature employees saying “Talent is
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Ageless”, or the world’s largest home improvement retailer Home Depot
(www.homedepot.com), which targets the next Generation Z by “looking for the bold, the
dreamers, the innovators and the problem solvers” under the slogan “Who’s next?”. And
similarly, the second largest professional services network Deloitte (www.deloitte.com),
assuring that “we understand that your personal life and your professional life deserve an
equal amount of attention ... and provide a comprehensive array of benefits that can help to

provide balance and flexibility”. Isn’t it exactly what Generation X is looking for?

It is asserted that one of the most useful approaches of segmentation is to cluster
people according to their different attitudes towards employment, for instance in such types
as ‘Work-Life Balancers’, ‘Want it AIl' and ‘Pleasure Seekers’ found by Tesco or
‘Ambassadors’, ‘Career Oriented’, ‘Company Oriented” and ‘Ambivalent’ as produced by

TNS analysis (Barrow and Mosley, 2011).

It should be noted though that for segmentation in employer branding to be necessary and
economically feasible, the first thing to determine is whether the wants and the needs of an
employee are heterogeneous enough, and whether different groups are not too small, or the

total number of them too great (Neely et al., 2002; Barrow & Mosley, 2011).

Nonetheless, the first and the biggest issue to address in relation to generational employer
branding is to accept that different generations choose and stay with companies for very
different reasons, that generations are not sharing the same definition of ‘success’ (Marston,
2007), and that they work, think differently and have different sets of priorities (Espinoza et
al., 2010). Further, it should be answered what kind of employment experience the
organization wants to create, how it may need to vary by generational segment, and “how
your employer brand can and should mean different things to different people” (Sartain and
Schuman, 2006: 40). All these actions may be defined as ‘generational competence’ or
‘generational perspective’ — the ability of organizations to understand various generational
identities, to appreciate diverse needs of each generation and to meet them. As
Kupperschmidt (2000: 65) asserts, “a generational perspective enables managers to leverage
employee uniqueness as a source of learning, productivity, and innovation and to create and

role model a shared vision of positive co-worker relationships”.

Using internal research, organizations must answer, for the employee, the fundamental
question “What's in it for me?” if I work there (Sartain and Schuman, 2006). Clarifying
generational expectations should be viewed as a starting point for every employer’s branding

campaign (Hubschmid, 2012), which assists organizations in developing efficient target
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group-oriented employer branding strategies to attract, retain and engage key talent and

enhance productivity (Fraone et al., 2008).

METHOD

The study reported here was carried out in 19 Lithuanian higher education institutions — 7
universities (N = 715) and 12 colleges (N = 390) — during the period from March until
November 2012. Table 2 below shows the demographic characteristics of the total sample (N =
1105). Age intervals used in the questionnaire to cluster respondents into age groups were
adapted (with one year start-date and end-date error) from the Statistics Lithuania (2012),

which commonly follows them to report about research and development personnel by age.

Characteristics Frequency Percentage

Gender

Females 636 59,6

Males 431 40,4
Age

<=25 25 2,3

26-35 317 28,9

36-45 308 28,1

46-55 239 21,8

>55 206 18,8
Employee group #1

Academic staff 808 74,1

Administrative staff 282 25,9
Employee group #2

Subordinate staff 837 77,3

Supervising staff 246 22,7

Table 2. Demographic characteristics of the sample.

To collect the data, invitations to participate in the present study were sent by email to
employees of higher education institutions, whose management had expressed survey
approval. The email contained a link to a web-based anonymous questionnaire. Although e-
mail surveys are prone to poor response rates and it is possible that results will be biased, it is
still the most effective method to reach respondents in scattered faculties, departments and
divisions of higher education institutions. The list of items was randomly mixed not to
provide respondents with a clue as to what dimension is being measured and to avoid inertia
and bias. Twofold 10-point response scale was used for evaluation of each item. Firstly,
respondents were asked to assess whether a statement reflects actual employment experience

in a particular higher education institution, with “1” used to indicate “least experienced”
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(lowest perceived experience), and “10” — “most experienced” (highest perceived experience).
Secondly, the respondents were asked to evaluate how important such employment
experience is to them, with “1” used to indicate “least important” (lowest perceived value)

and “10” — “most important” (highest perceived value).

An Organizational Attractiveness Extraction Scale (OAES), originally developed by the
authors, was used to measure the perceived actual and desirable characteristics of
employment experience in higher education institutions. Particularly, the research was
focused on the measurement of employment-based identity as perceived actual and desirable
characteristics of employer’s attractiveness. Following the best practices of scale
development, both deductive and inductive methods were used in item generation. As for
deductive scale development, 8 international methodologies of workplace attractiveness
assessment were analyzed. In parallel, applying an inductive approach, three focus groups of
university staff (total N=70) and four focus groups of students (total N=160) were conducted
with the aim of identifying dimensions of organizational attractiveness in a university.
Further, content validity was used to refine dimensions that make up the attractiveness of the
higher education institution as an employer and to expand them with the statements collected
during the pilot surveys. After collection of initial data (N=186) the scale was purified and
resulted in a total row of 67 items measuring 11 factors, i.e. Organizational Culture, Fairness &
Trust, Teamwork, Academic Environment, Strategic Management, Job Satisfaction, Supervisor
Relationship, Compensation and Benefits, Training & Development, Work-Life Balance, and Working
Conditions. In order to test reliability of OAES with the present study data, a series of
Cronbach’s alphas were calculated for each of the 11 factors ranging from 0.675 to 0.953 with

only one factor (Work-life Balance) returning coefficient lower than 0.70.

Additionally, Affective Commitment Scale developed by N. J. Allen and J. P. Meyer (1990)
was used to measure employees’ loyalty, or employees' perception of their relationship with

the organization and their reason for staying.

DATA ANALYSIS

To explore generational differences in higher education, respondents were categorized into
four generations based on the age intervals used in survey, as they approximately pertain to
the generational birth frames. Only 25 respondents indicated being younger than 25 years old
and presumably composing a mix of late Generation Y and early Generation Z members. This

group was not included in further analysis. The group of respondents born between 1977-
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1986 and aged 26-35 in 2012 was labeled as Generation Y; the group of those who were born
between 1967-1976 and were aged 36-45 in 2012 was labeled as Generation X; the group of
people born between 1957-1966 and aged 46-55 in 2012 was labeled Baby Boomers; and
finally, the group of those who were born before 1956 was labeled as Traditionalist. The latter
group is likely to contain some Baby Boomers as well, however, since the number of
employees aged 65 and older was low and accounted to almost 8 percent of the total
academic workforce in Lithuania (Statistics Lithuania, 2012), the highest margin of above 55

years old was employed to facilitate data analysis.

The data of the survey was analyzed using the IBM SPSS Statistics 19 for Windows software
package. The aim of this study was to explore and describe generational differences in the
preferences for work values and employment experience in academic workplace,
consequently only the data from Importance scale, which indicated the employees’ needs,
wants and expectations, was used in further analysis. Table 3 reports descriptive statistics —

the means, standard deviations and ranks for OAES item scores for each generational group.

The Kruskal-Wallis test was used to determine whether the generational groups’ distributions
were identical. The results of the Kruskal-Wallis test were significant (H(3)=16.727, p=.001);
the mean ranks of importance values are significantly different among the four generations.
Accordingly, considering statistically significant differences, analysis of rank ordered data
was performed, exploring most wanted employment experience facets for each generation.
Additionally, total mean of responses, referred to as Importance Index [M=8.960], was

calculated to facilitate interpretation of results.

It can be seen from the data in Table 3 that Generation Y places most importance on an
interesting job [M=9.60; SD=.914], supervisor guidance [M=9.44; SD=1.154], supervisor
attention and respect [M=9.43; SD=1.107], recognition of performance results and
competencies [M=9.40; SD=1.056], job meeting one’s experiences and abilities [M=9.38;
SD=1.059]; supervisor support [M=9.37; SD=1.060], study quality assurance [M=9.36;
5D=1.253], keeping promises [M=9.34; SD=1.198], possibility to combine work and personal
life needs [M=9.33; SD=1.388], and help and support from colleagues [M=9.32; SD=1.133].
Other generations also have a fairly high regard for these work values, except Traditionalists,
who were found to value recognition for performance results [M=8.95; SD=1.614] and proper
prioritizing between work and life [M=8.91; SD=1.565] much lower than Generation Y, and

below the Importance Index.
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Analyzing the preferences of work values of Generation X, it could be concluded that an
interesting job [M=9.50; SD=1.224] which meets one’s abilities and experience [M=9.45;
SD=1.000] is the first priority as in the case of Generation Y. Further, “walk the talk” is most
appreciated by Generation X [M=9.42; SD=1.133], fairness of treatment [M=9.40; SD=1.116] is
considered as very important, keeping promises [M=9.40; SD=1.189] is most valued, and good
atmosphere is embraced [M=9.38; SD=1.059]. Generation X also places more importance on
consistent administrative support provided to faculty members [M=9.37; SD=1.091],
appreciation of best employees [M=9.35; SD=1.232], attentive supervision [M=9.35; SD=1.122],
and study quality assurance [M=9.32; SD=1.53]. It should be noted that, again, Traditionalists
do not perceive consistent administrative support [M=8.87; SD=1.502] as a must, with scores

falling below the total average.

When it comes to the work values of Baby Boomers, echoing the previous groups’ results,
they place the highest emphasis on an interesting job [M=9.43; SD=1.144], fairness of
treatment [M=9.41; SD=.899], job and experience match [M=9.32; SD=1.210] and reward of
achievements [M=9.29; SD=1.198]. Good relationship with colleagues [M=9.26; SD=1.040] and
procedures promoting transparency [M=9.29; SD=1.257] are also most valued by Baby
Boomers. However, further preferences of attentive supervision [M=9.24; SD=1.247], study
quality assurance [M=9.23; SD=1.391] and keeping one’s word [M=9.21; SD=1.130] overlap
with both Generation Y’s and Generation X’s priorities. In agreement with Generation X,
Baby Boomers place increased importance on faculty support [M=9.22; SD=1.056]. Largest
discrepancies are observed in the Traditionalists’ case, where three of ten highest work value
preferences of Baby Boomers, i.e. recognition of results [M=8.95; SD=1.614, faculty support
[M=8.87; 5D=1.502] and procedures promoting transparency [M=9.96; SD=1.464], are found

below Importance Index.

Dimensions Generation Y Generation X Baby Boomers Traditionalists

Items Mean SD R Mean SD R Mean SD R Mean SD

1.  Work environment is

) 9.03 1471 | 39 9.07 1471 | 35 9.00 1.448 | 36 8.95 1.495
collegial.

29

2. Good atmosphere prevails in

PR 9.17 1430 | 22 9.38 1.059 6 9.18 1192 | 12 9.08 1.468
my institution.

16

3.  Openness and sincerity is

- e 8.42 1.739 | 64 8.58 1.659 | 61 8.52 1557 | 60 8.55 1.535
encouraged in my institution.

57

13

4 Bthical *standards - are |00 |6 | 41 | 924 | 1320 | 20 | 917 | 1363 | 13 | 909 | 1.454
followed.
5. High quality performance
Organizational Culture culture is being created in my 9.09 1431 | 33 9.13 1.277 | 30 9.00 1.334 | 37 8.90 1.433
institution.

35

6.  Conflicts are harmonized and

. 9.01 1.377 | 44 9.15 1.426 | 25 9.11 1.231 24 8.84 1.597
resolved effectively.

40

7.  Environment is community-

) . R 8.50 1.951 | 59 8.69 1.782 | 57 8.56 1.726 | 57 8.71 1.500
friendly in my institution.

53

8.  Constructive  criticism  is

X 8.66 1.633 | 55 8.69 1.739 | 56 8.73 1.587 | 53 8.72 1.649
appreciated.

52

9. Informal communication is
frequent.

8.11 2.058 | 67 8.32 1.745 | 65 8.29 1.813 | 66 8.17 1.943

65
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Dimensions Generation Y Generation X Baby Boomers Traditionalists
Items Mean SD R Mean SD R Mean SD R Mean SD R
10 Creativeness and initiative is | g o5 | 4440 | 46 | 020 | 1153 | 21 | 915 | 1184 | 19 | 905 | 1418 | 17
fostered in my institution.
11. Academic freedom is valued. 9.00 1.377 | 45 9.08 1.406 | 34 9.06 1.456 | 31 8.97 1.522 25
12 Remuneration system is clear | o1y | 4574 | 30 | 906 | 1665 | 36 | 901 | 1497 | 34 | 892 | 1615 | 31
and objective.
13. Procedures promoting | g1 | 1343 | 24 | 928 | 1350 | 15 | 920 | 1257 | 10 | 896 | 1464 | 27
transparency are developed.
14. Equal —opportunities are | g0 | 445 | 35 | 925 | 1180 | 19 | 907 | 1218 | 30 | 897 | 1524 | 26
ensured.
15 Clear standards for promotion | g1\ | 436 | 57 | 013 | 1493 | 26 | 916 | 1238 | 17 | 898 | 1505 | 24
and tenure are articulated.
Fairness & Trust 16. Promises are kept in my | g4 | 08 | g | 940 | 1189 | 5 | 921 | 1130 | 9 | 899 | 1344 | 23
institution.
17. Lhave trust inmy institution’s | g\, | 4 495 | 49 | o011 | 1363 | 32 | 910 | 1196 | 27 | 913 | 1126 | 8
leadership.
18. Eizcs‘sw“s are made without | g0 |y 40 | 34 | 918 | 1393 | 22 | 912 | 1203 | 23 | 891 | 157 | 33
19. Employees are treated fairly. 930 | 1110 | 13 | 940 | 1116 | 4 | 941 | 899 | 2 | 919 | 1171 | 5
20. Words match actions in my | 5,0 | 4144 | 19 | o042 | 1133 | 3 | 909 | 1366 | 29 | 901 | 1444 | 20
institution.
21. I canrely on my colleagues. 9.26 1.129 | 16 9.13 1.352 | 29 9.00 1319 | 35 9.03 1.450 18
22. 1 enjoy working alongside | g 40 |y o | 6o | 861 | 1776 | 58 | 856 | 1779 | 58 | 838 | 1793 | 61
like-minded people.
23, Lhave good relationships with | g 31 | 196 | 15 | 031 | 1102 | 12 | 926 | 1040 | 5 | 923 | 1135 | 3
my colleagues.
24 My colleagues are helpfuland | g 5) | 133 | 19 | 929 | 978 | 13| 913 | 1169 | 21 | 920 | 1128 | 4
Teamwork supportive.
25 Effective - ntemal | g0 | g oae |53 | sgo | 1738 | 48 | 878 | 1533 | 52 | 854 | 1738 | 58
communication is developed.
26. Cooperation is promoted to
: 845 | 2010 | 61 | 846 | 2076 | 63 | 848 | 2062 | 63 | 837 | 2047 | 62
get the jobs done.
27. Employees share their ideas | o o0 |y oos | 57 | g5 | 1781 | 60 | 852 | 1718 | 62 | s64 | 1654 | 54
and knowledge.
28. High study quality is pursued | 936 | 1253 | 7 | 932 | 1.530 | 10 | 923 | 1.391 | 7 | 9.08 | 1669 | 15
29. My peers are the ‘best | o0 | 440 |35 | 918 | 1437 | 23 | 919 | 1250 | 11 | 903 | 1363 | 19
scientists and lecturers.
30. Students - are  good “and | g5 | g6 |35 | 901 | 1653 | 40 | 893 | 1552 | 40 | 879 | 1768 | 45
motivated in my institution.
Academic Environment | 31. Innovative training methods
are encouraged in my 8.87 1.703 | 50 8.75 1.876 | 52 8.83 1.627 | 46 8.88 1.594 36
institution.
32. A favorable research
environment is created in my 9.26 1.358 | 15 9.08 1.700 | 33 9.13 1.501 | 22 8.83 1.750 42
institution.
33. Organizational, departmental
and employee integrity is | 812 | 1.898 | 66 | 827 | 2114 | 66 | 844 | 1773 | 65 | 824 | 1941 | 64
ensured.
34. Policies, procedures and
responsibilities support | 866 | 1.605 | 54 | 874 | 1706 | 53 | 880 | 1641 | 49 | 876 | 1.541 | 48
strategy implementation.
35. Sustainability and corporate
) social  responsibility are | 845 | 1.867 | 62 | 871 | 1756 | 55 | 879 | 1615 | 51 | 854 | 1711 | 59
Strategic Management
fostered.
36. Employee participation in
P bart 844 | 1854 | 63 | 846 | 1953 | 64 | 852 | 1730 | 61 | 833 | 1.895 | 63
decision making is promoted.
37.  University is building positive
i . 911 | 1588 | 29 | 897 | 1591 | 42 | 910 | 1627 | 26 | 911 | 1.649 | 10
reputation and image.
38. A clear strategy and direction
is set and aligned with vision | 879 | 1.663 | 51 | 892 | 1.552 | 46 | 896 | 1307 | 38 | 873 | 1.670 | 50
and values in my institution.
8. I like my job and find it | g0 | g1 | g | 950 | 1224 | 1 | 943 | 114a | 1 | 928 | 1200 | 2
interesting.
40. My job is intellectually | g0 | 4575 | 25 | 902 | 1696 | 38 | 911 | 1451 | 25 | 910 | 1420 | 11
challenging.
41. T can realize my ideas and
) 932 | 1215 | 11 | 902 | 1580 | 39 | 9.09 | 1429 | 28 | 884 | 1574 | 41
potential.
42 Tknow whatis expected ofme | g, | 4 isc | 4o | 912 | 1354 | 31 | 887 | 1621 | 42 | so1 | 1309 | 32
Job Satisfaction at work.
43. My job meets my experience | o35 | 1050 | 5 | 945 | 1000 | 2 | 932 | 1210 | 3 | 931 | 1063 | 1
and abilities.
44, My job feels meaningful. 916 | 1334 | 23 | 931 | 1167 | 11 | 916 | 1311 | 16 | 901 | 1359 | 21
45, Ifeelthat Tand my efforts are | g0 | 4507 | 36 | go1 | 1823 | 47 | 885 | 1735 | 45 | 883 | 1711 | 43
valued.
46. I have career opportunities in
A 913 | 1512 | 28 | 884 | 1673 | 51 | 886 | 1477 | 44 | 862 | 1659 | 55
my institution.
Supervisor Relationship | ¥/~ MY Supervisor gives me | g3 | g0 | gy | 904 | 1547 | 37 | 866 | 1784 | 56 | 879 | 1700 | 46
feedback about my progress.
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Dimensions Generation Y Generation X Baby Boomers Traditionalists
Items Mean SD R Mean SD R Mean SD R Mean SD R
48. My supervisor listens to me
and takes my opinion into 9.43 1.107 3 9.35 1.122 9 9.24 1.247 6 9.17 1.194 6
account.
49. My supervisor supports me. 9.37 1.060 6 9.28 1.226 | 16 9.15 1.147 | 20 9.09 1.499 12
50. Ihave trust in my supervisor. 9.26 1.412 17 9.17 1.522 24 9.16 1.507 18 9.15 1.337 7
51. My supervisor gives me | g, | 1150 | o | 925 | 1383 | 18 | 917 | 1440 | 15 | o911 | 1526 | 9
guidance.
52. Effective employee incentive
scheme is functioning in my | g o) |y 3 | 4g | 895 | 1784 | 45 | 879 | 1627 | 50 | 856 | 1886 | 56
institution (for loyalty,
achievement, etc.).
53. Additional  benefits  are
offered to motivate 8.52 1.860 | 58 8.59 1.697 | 59 8.45 1.775 | 64 8.03 2.004 67
employees.
Compensation & Benefits | 54. in ayn;‘oéemng paid enough for | o) | 1507 | 26 | 896 | 1839 | 43 | 881 | 195 | 47 | 875 | 1873 | 49
%. The best employees are | o,; | yygq | 1g | 935 | 1232 | 8 | 917 | 1217 | 14 | 909 | 1446 | 14
appreciated in my institution.
56. Employees’
performance results and | 940 | 1os6 | 4 | 928 | 1318 | 17| 929 | 1198 | 4 | 895 | 1614 | 28
competencies are recognized
and rewarded.
57 1 receive enough training to | g gy | 4491 | 4o | 913 | 14220 | 27 | 871 | 1784 | 55 | 873 | 1663 | 51
do my job in the best manner.
58. 1 have opportunities for
personal growth in my 9.19 1.451 21 8.96 1.691 44 8.86 1.655 43 8.99 1.429 22
institution.
Training & Development | 59. Employee training and
development  meet  my | g | jg3y | 56 | 857 | 2004 | 62 | 853 | 1934 | 59 | 848 | 1962 | 60
institution’s aims and
objectives.
60. Talents are nurtured in my | gog | 3733 |5y | 886 | 1499 | 49 | 873 | 1685 | 54 | ss7 | 1492 | a7
institution.
61. I have enough flexibility in | go5 | 175 | 47 | 872 | 1901 | 54 | 880 | 1771 | 48 | 880 | 1604 | 44
my work.
Work-Life Balance 62 1 can harmonize my needsin | 33 | y3g8 | 9 | 929 | 1249 | 14 | 902 | 1367 | 33 | 891 | 1565 | 34
work and personal life.
63. My work load is manageable. 8.16 2334 | 65 8.00 2342 | 67 8.10 2199 | 67 8.10 2.040 66
64. I am provided with all
necessary equipment and 9.24 1.379 | 18 9.00 1.710 | 41 9.03 1.574 | 32 8.93 1.671 30
resources to do my job well.
65. Safe and comfortable working
environment is created in my 9.11 1.479 | 31 9.13 1.517 | 28 8.88 1.596 | 41 8.86 1.815 39
Working Conditions institution.
66. Consistent administrative
support is provided to faculty 9.21 1276 | 20 9.37 1.091 7 9.22 1.056 8 8.87 1.502 38
members.
67. Lamnotexperiencing stressin | g, | 4475 | 43 | gg5 | 1501 | 50 | 893 | 1510 | 39 | 878 | 1627 | 47
my work.

Table 3. Descriptive statistics for OAES items on Importance scale by Generation

It is apparent from the Table 3 that Traditionalists are consistent with other generations above

on three aspects of employment experience, which are a job that is interesting [M=9.31;

S5D=1.063] and meets one’s experience [M=9.31; SD=1.063], and attentive supervision [M=9.17;

S5D=1.194]. Similarly to Baby Boomers, Traditionalists embrace good relationship with

colleagues [M=9.23; SD=1.135], just like Generation Y, they value helpful colleagues [M=9.20;

5D=1.128], and, like both these groups, place much emphasis on fair treatment of employees

[M=9.19; SD=1.171]. Traditionalists also agree with Generation Y on high importance of

supervisor guidance [M=9.11; SD=1.526]. In contrast to other generations, Traditionalists

express their appreciation for trusty supervisors [M=9.15; SD=1.337], leaders [M=9.13;

SD=1.126], and the institution’s positive reputation and image [M=9.11; SD=1.649].
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Eventually, the data of Affective Commitment Scale was checked and strong evidence for
significant differences between generations (F(3,1033) = 22.587, p < .001) was found,
supporting previous findings (AON Hewitt, 2012) and showing declining employee loyalty
with each younger generation with Traditionalists being most loyal [M=8.00; SD=1.909], Baby
Boomers [M=7.66; SD=2.031] and Generation X [M=7.11; SD=2.111] getting less loyal and,

finally, Generation Y representing the least loyal group [M=6.58; SD=2.202].

Further analysis was performed on the level of overarching values, ie. eleven OAES
dimensions. To determine whether identified generational work value preferences are
universally applicable, the non-parametric Mann-Whitney U test was used to compare mean
values of universities and colleges and indicated statistically significant differences (p<.001)
between generations in these two subsamples on all dimensions on Importance scale, without
exceptions. Given these statistically significant differences, the remaining analyses were
performed separately for universities and colleges, but only the data from 10 higher
education institutions — five universities (N = 672), and five colleges (N = 262) — was analyzed,
as the samples of the remaining 9 institutions did not exceed 30 respondents, which is

considered too small for segmentation.

Kruskal-Wallis non-parametric test was used to compare generational groups inside higher
education institutions. Results indicated (Table 4) that there were statistically significant
differences in attitudes between generations within all universities, except University B
(H(3)=5.664, p=0.129), and in all colleges, except College D (H(2)=2.071, p=0.355), where no

evidence of significant differences between generations was found.

University University University University University College College College College College
A (N=119) B (N=69) C (N=98) D (N=268) EN=118) | A(N=65) | B(N=50) | C(N=42) | D (N=44) | E(N=61)
Chi- 13.935 5.664 10.409 21.052 13.286 16.705 21.528 22.438 2.071 30.815
square
df 3 3 3 3 3 3 3 3 2 3
Asym .003 129 .015 .000 .004 .001 .000 .000 .355 .000
p. Sig.

*p value of <.05 is statistically significant

Table 4. Results of non-parametric Kruskal-Wallis test for ten higher education institutions.

In order to identify the most preferable work values and to determine whether any group-
preferential pattern could be observed in the subsamples of five universities and five colleges,
three dimensions with the highest mean values and ranks, perceived as the most important
by employees, were listed and summarized in Table 5 for each generational group with

indicated frequency.

This analysis is quite revealing in several ways. First, it is apparent from table below that all

or most of the generational groups across surveyed universities and colleges agree on one or
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two highest priorities in work values. Namely, Supervisor Relationship and Job Satisfaction are
embraced by Generation Y, Fairness & Trust is most valued by Generation X, Academic
Environment and Fairness & Trust are most appreciated by Baby Boomers, and Job Satisfaction
and Fairness & Trust are most desired by Traditionalists in the universities” subsample. In the
same way, Working Conditions and Fairness & Trust are most appreciated by Generation Y,
Supervisor Relationship is most valued by Baby Boomers, and Supervisor Relationship and
Fairness & Trust are most expected as employment experience by Traditionalists in the
colleges’ subsample. Interestingly, no clear pattern emerged for Generation X in the colleges’
subsample. Secondly, it is evident that certain employment facets are given the highest

importance only in particular institutions, therefore revealing their specificity.

Work values:

Generation Y

Generation X

Baby Boomers

Traditionalists

perceived as most
important by
Universities’
employees

Supervisor Relationship 5/5
Job Satisfaction 4/5
Academic Environment 2/5
Fairness & Trust 2/5
Working Conditions 1/5
Organizational Culture 1/5

Fairness & Trust 5/5

Job Satisfaction 3/5
Compensation & Benefits 2/5
Academic Environment 2/5
Supervisor Relationship 2/5
Organizational Culture 1/5

Academic Environment 4/5
Fairness & Trust 4/5

Job Satisfaction 3/5
Supervisor Relationship 2/5
Teamwork 1/5
Organizational Culture 1/5

Job Satisfaction 5/5
Fairness & Trust 4/5
Supervisor Relationship 3/5
Academic Environment 2/5
Working Conditions 1/5

perceived as most

Working Conditions 4/5

important by | Fairness & Trust 4/5
Colleges’ | Supervisor Relationship 3/5
employees | Compensation & Benefits 2/5

Academic Environment 1/5
Work-Life Balance 1/5

Supervisor Relationship 3/5
Job Satisfaction 3/5
Fairness & Trust 3/5
Teamwork 3/5

Working Conditions 1/5
Compensation & Benefits 1/5
Academic Environment 1/5

Supervisor Relationship 4/5
Academic Environment 3/5
Job Satisfaction 2/5
Fairness & Trust 2/5
Working Conditions 2/5
Strategic Management 1/5
Training & Development 1/5

Supervisor Relationship 4/5
Fairness & Trust 4/5
Strategic Management 1/5
Academic Environment 2/5
Job Satisfaction 1/5

Table 5. Work values perceived as most important by employees of universities and colleges.

CONCLUSION AND DISCUSSION

The contribution of this study is threefold. Firstly, it provides evidence for generational
differences in work values in higher education. Secondly, it explores the generational
diversity between and across universities” and colleges’ subsamples. Thirdly, it elaborates on
yet properly unexplored field of employer branding segmentation based on the criterion of

age.

The results of this study support previous observations (e.g. Tolbize, 2008), indicating
that generations, starting with dedicated Traditionalists and ending with self-concerned
Generation Y, are successively less loyal to their employers. Furthermore, consistently with
previous research (Smith, 2008; Burke, 2004; Marston, 2007; Meister and Willyerd, 2010;
Zemke et al., 2000; Tolbize, 2008, Twenge et al., 2010), Generation Y was found to be driven
by personal relationships with colleagues, flexibility to combine work and personal life needs,
sense of greater good expressed as a concern for study quality assurance, need for immediate,

straight and continuous supervision, and inclusive, transparent management style (measured
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there as Fairness & Trust). There was no clear evidence found to support recent findings that
representatives of Generation Y are placing less importance on social interaction and “more
value on work that provides extrinsic rewards” (Twenge et al., 2010: 1133), except for higher
emphasis on working conditions, which was particularly observed in the colleges” subsample.
Interestingly, Strategic Management was not given much importance by Generation Y in
universities and colleges and by Generation X in universities, which could be explained both
by particularity of academic workplace, which is “built on a culture of individualism and
academic personal autonomy” (Coaldrake and Stedman, 1999: 1) and generational values of
independence, flexibility, and ‘challenging authority’. The results of this study also indicate
that Generation X holds high expectations for security provided by credible, trusted and fair
leadership, and places increased importance on salary, namely Compensation & Benefits.
Generation X was not, as expected (Smola and Sutton, 2002), found to place much emphasis
on work-life balance, and continuous learning and working conditions (Hansen and Leuty,
2012; Tolbize, 2008). The findings of this study suggest that Baby Boomers exceptionally value
Academic Workplace which “serves as as symbolic economy, in which academic performance
assumes a symbolic value that is worth little in other occupations” (Bauder, 2006: 232),
accordingly providing Baby Boomers with a particular sense of achievement, recognition and
contribution that motivates them (Cennamo and Gardner, 2008). Finally, consistently with
previous findings (Burke, 2004), Traditionalists were found to be the most distinct
generational group, which values authority, institutions’ reputation and image, wants to be
heard, collaborative and cares the least about compensation, benefits and recognition of

results.

The results of this study also support previous evidence (Tolbize, 2008; Smith, 2008) that
generations have many points of agreement or a ‘common good’ that is shared by all and not
much dependent on generations. Specifically, the study indicates that all generations in
higher education appear to be predominantly driven by job satisfaction, i.e. work which is
interesting and meets one’s experience and abilities. These findings support the idea that
higher education institutions have preserved a continuous identity that is bonded by “love”,
settled by academic men of ideas and ruled by personal autonomy, collegial self-governing
and altruistic commitment (Clark, 1986). The research has also found that such work values
as Fairness & Trust and Supervisor Relationship are embraced almost unanimously by all
four generational groups. These findings are consistent with previous research showing that
trust is among the key universal values and the defining principles of great workplace

(www.greatplacetowork.com) as well as interpersonal relationships (especially in the area of
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supervisor-subordinate relationship) are leading psychological growth, development and

long-term satisfaction (Montana and Charnov, 2000; Sachau, 2007).

Summarizing it could be concluded that, supporting previous research on generational
differences, people raised in a particular era and sharing specific historical and social
experiences and events tend to have similar work values and employment experience
preferences. However, although the results of this study indicate that generations differ, this
diversity — as investigation of generational preferences in universities’ and colleges’
subsamples revealed — is increasing when analysis is being gradually detailed elaborating
upon types and, especially, individual higher education institutions. Therefore, it clearly
suggests that generational ‘packages of work benefits’ should be neither generalized nor
‘prescribed’ to all institutions. On the contrary, altogether these findings argue for individual
approach and specific case analysis researching the wants, needs and expectations of

employees in a particular organization.

All in all, this study provides new evidence for generational segmentation and encourages
organizations to apply generational perspective in their employer branding strategy. And the
main reason for demographical targeting is not generational differences per se. Due to the
effects of ageing society, this will be the most noticeable between 2015 and 2035, when a large
part of the Baby Boomers will retire (European Commission, 2012) and “the competition to
attract and retain key performers will become more fierce — companies will solicit candidates
and not vice versa” (Dahlstrom, 2011:10). Therefore, in order to reach the right employees in
today’s complex and segmented society, “every future leader will have to be culturally
dexterous, knowing how to motivate and reward people of different backgrounds” (Ibid.:11).
Generational employer branding targeting individuals based on their generational
preferences or even personal values becomes imperative for organizational survival and

success in winning the war for talent.

Finally, considering the fact that higher education institutions are increasingly facing the
challenges and opportunities presented by the aging academic workforce, and employing
disproportionally higher numbers of older people in the labor force in general (Kaskie et al.,
2012), they are even more sensitive to generational differences and struggling with
“reallocation of resources and staffing policies for the older and the younger generation of
academics” (Enders and de Weert, 2004: 11). Additionally, regarding the particularity of
higher education institutions, making them a “substantial reservoir of knowledge, talent and

energy” (European Commission, 2008: 11), yet admitting that “in many countries the career

Confronting Contemporary Business ISSN: 2547-8516
Challenges Through Management Innovation ISBN: 978-9963-711-16-1



6th Annual EuroMed Conference of the EuroMed Academy of Business 193

patterns and employment conditions of academic staff as well as the attractiveness of the
academic workplace for the coming generation are of a major concern” (Enders and de Weert,
2004: 12), higher education institutions should start building their strong employer brands as

a leading strategy to attract and retain multigenerational talent.
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ABSTRACT

The article draws a comparison between family and non-family businesses' financial
and economic performance in the years 2006, 2008 and 2009. The objective is to assess
how Italian companies have reacted to the international crisis which started in 2008
and identify possible differences between family and non-family firms.

Only few studies examine the crisis effect and how Family Businesses reacted
compared to Non-Family Companies. Moreover, the main contributions in this field
focus on large companies, while small and micro enterprises represent the majority of
the European economic fabric.

The sample was built based on the European Commission's family business
definition. It includes 3,200 Italian firms, 1,600 family businesses and 1,600 non-
family ones, divided into four size categories.

The analysis of the indicators for the 3,200 companies over the period shows that
family businesses have higher profitability in terms of Return on Investments and
Return on Equity and suffered the crisis as Non-Family Businesses because the
contractions recorded by these indexes are at the same level. The financial structure
analysis reveals both cathegories have the same debt level and Family Businesses
show an higher debt sustainability in terms of Net Financial Position on EBITDA.
Overall, the analysis of variations 2006-2008 and 2006-2009 shows that family

businesses are able to better respond to crises.

Keywords: Family Business, Company Performance, Financial crisis, Italian

Companies
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INTRODUCTION

Family businesses are one of the most common firm types in the world (Family Business
International Monitor, 2008). Anderson & Reeb (2003) show that one third of the S&P 500
index firms are controlled by one family, whereas the Instituto de la Empresa Familiar (2009)
considers that in Europe there are around 17 million family businesses, representing 60% of
the total and employing around 100 million people. In Italy, their presence is even more
widespread, as 73% of firms are family-run and employ 52% of the workforce (Family
Business International Monitor, 2008).

Family businesses are not only quite widespread, but they also play a fundamental role in the
economy. The IFERA report (2003) estimates that family businesses' contribution to European
GDP averages 50%. Astrachan (2003) considers this contribution to be even higher in the US,
where it reaches 64%.

Precisely because family businesses play such an important role in the economy, in time
many researchers have analysed their economic and financial performance. A large literature
identified unique features in family firms such as altruism, trust and long term commitment
that can in principle enhance company performance (Davis, 1983; Chami, 1999).

Different authors explained the influence of the family factor on business’ performances.
Chrisman et al. (2003) and Dyer (2006) focused on agency theory showing the presence of
certain family members lowers the agency costs improving results, whereas Donaldson and
Davis (1997) and Miller (2006) used the stewardship theory to investigate the positive and the
negative influence of the family on company’s economic and financial performances. Others
such as Sirmon and Hitt (2003) and Habberson et al. (2003) assert family businesses have a
competitive advantage basing on the Resource Based View theory.

Different authors empirically compared the economic and financial performances of family
businesses with non family businesses. Anderson & Reeb (2003) investigated the Tobin Q and
ROA ratios in S&P 500 companies, showing that family businesses achieve better
performance, while Villalonga & Amit (2006) looked at the companies included in the Fortune
500 list and reached the same conclusions, but only as far as the first generation is concerned.
European companies studies are basically in line with the American ones (Gorriz & Fumas,
2005; Cucculelli & Micucci, 2008; Barontini & Caprio, 2005; Maury, 2006). In Italy, Favero
(2006) and Gnan & Songini (2003) traced similar conclusions to international studies' results.
The international crisis started in 2008 is the deepest since 1929 and recession represent a
significant test for the continuity and the solidity of a company. During economic downturns,

the management behavior and decision could differ compared to stable periods. This makes
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interesting the investigation of the performance differences between family and non-family
businesses. According to Braun and Latham (2011) family firms are deemed to exhibit strong
stewardship and stakeholder orientations, and the combination of a clear leadership and
ample resources could positively smooth performance effects over the course of a recession.
Few authors had the oppurtunity to empirically analyze the behavior of family businesses
during such downturn period. Lee (2006) examined the company performances during the
2000 recession finding the family firms are characterized by higer employment stability,
without analysing financial performances.

Though literature on family businesses’ performance is quite vast, we have identified some
aspects which need a closer examination. We particularly make reference to studies
examining the link between Family and Non-family businesses and the economic crisis and to
researches whose samples include small and micro enterprises, which represent the most
important part of the Italian and European economic fabric (Family Business International
Monitor, 2008).

Based on the results of our literature review, we intended to assess the impact that the 2008

economic crisis has had on Italian Family and Non-Family businesses' performance.

LITERATURE REVIEW

The lack of a single unambiguous definition of family business does not favour comparisons
among the authors who have written on this subject.

Literature includes several definitions and, to this day, none has been universally accepted by
academics. Astrachan, Klein & Smyrnios (2002) state that there often is no definition of
family, which creates further problems at international level, where families and cultures
differ in space and time.

Some researchers define family business based on the degree of involvement of the family,
which is measured through variables such as ownership, management and succession
(Chrisman et al., 2003). Other definitions only use ownership, which can vary from total
possession to owning the majority of voting rights. Others take into consideration the
management aspect.

Westhead et al. (1998) examined the definitions given by previous studies, highlighting that
the real problem is not so much that of establishing the difference between a clearly family-
run business and a clearly non-family one. Rather, according to them, the real challenge is
classifying what lies in the middle. The authors consider that the percentage of family

business varies significantly based on the definition used.
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Astrachan et al. (2002) developed a scale to measure the family's influence over the enterprise
using three dimensions: “power”, “experience” and “culture”. These were then used by Klein
et al. (2005), who measured them developing the so-called “F-PEC scale”.

Habbershon et al. (2003) introduced a new perspective, called "familiness", which describes
those unique resources and abilities that stem from the family's involvement in and
interaction with the enterprise.

In 2007 the European Commission launched a project called "Overview of family-business
relevant issues: research, networks, policy measures and recent studies”. The project
identified more than 90 definitions and highlighted that, even within the same country,
several different ones are used. One feature many them share is that they are hardly suitable
to be effectively used for statistical purposes. The Commission's definition uses objective
parameters to identify family businesses, based on relations among shareholders and on the
composition of the business' governance. This allows for a standard definition which can be
used in any investigation and grants a certain degree of comparability among different
studies.

The European Commission recommends the use of this definition of family business within

the Member States of the European Union in order to produce comparable quantitative

results at cross-European level.

FAMILY FIRMS AND PERFORMANCES

There are several articles comparing the financial performances of Family Businesses against
Non-Family Businesses (Anderson & Reeb, 2003; Villalonga & Amit, 2006; Barontini &
Caprio; 2005; Maury, 2006), but only few observed the differences during a downturn period
(Lee, 2006).

Recession is a particular period for the human gender and for its organisations, in which
resources become scarce and the competition for survival higher. The Evolutionary Theory, in
particular Evolutionary Psychology, could contribute to explain the peculiarities of Family
Businesses in such a hard period.

In the evolutionary theory, the family is the main mean by which transmitting the identity in
the future (Emlen, 1982). This gives family companies a special power to infuse meaning, self-
sacrifice and altruism into their workers. According to Nicholson (2008), Family Firms have

an advantage because their forms fit better with the human nature than Non-Family firms.
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Nicholson (2008), after reviewing the Darwinian perspective, suggests that Family Businesses
are able to generate unique advantages through their capacity to link naturally diverse
individuals together in a common enterprise and purpose.

Other theories explore the interaction between the family and the business from different
point of views. Miller et al. (2006) use the stewardship theory to analyze the relationship
between governance and business performaces. They recognize the emotional involvement of
the family plays a strong role in the company, because the future of the family is strictly tied
to to the future of the company. The authors observe the strong motivation of family
members brings advantages such as employee retention, higher accountability and cautious
investments. Miller et al. (2006) observe also the negative consequences a family involvement
in the company could cause low involvement of the entire organization and incautious
strategic decisions. Donaldson and Davis (1997) argue that Family Businesses represent most
fertile ground to the application of the stewardship theory because the interest alignment
between management and property is easier and frequent. The family, acting as the company
“guardian”, adopt a conservative behavior that lead to better performances, especially during
economic downturns.

Chrisman et al. (2003) through the agency theory assert that the presence of relatives in the
company reduce the agency costs allowing better economic performances. According to Dyer
(2006), Family Businesses have lower agency costs because of the trust and the value
condivision within family members that lead to better monitoring of the targets.

On the other hand, the same author observe that conflicts within relatives could represent a
source of higher agency costs. In fact some members could present different opinions in terms
of power distribution, remuneration, risks and responsibilities. Schulze et al. (2001) agree
with Dyer (2006), asserting the “altruism” that distinguishes Family Businesses could cause
moral hazard issues and have consequences on company economic and financial
performances. Greenwood (2003) says this altruistic behavior has a negative impact on other
difficulties family businesses face and on company results.

In general, the findings of these studies suggest that family businesses perform better than
non-family ones. Such evidence is found by some studies that value performance through
both accounting and market indicators. In fact, Anderson & Reeb (2003) conducted an
analysis on the companies included in the Standard & Poor’s 500 index. Their research
indicates that family businesses have better economic and financial performance compared to
non-family businesses. In particular, they analysed the ROA and Tobin Q trends. Both

indicators showed higher results for family businesses, particularly when family shares
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amount to less than 30%. The higher this percentage, the worse the results. Villalonga & Amit
(2006) concentrated their attention on Fortune 500 list of companies, finding that the family
business' value, measured through the Tobin Q, grows when the founder is involved in the
enterprise and plays an active role in its governance.

The literature lack of evidences about the behavior of Family Firms during economic crisis.
Lee (2006) examined the same sample as Anderson and Reeb (2003) and assessed the
enterprise's competitiveness and stability. He measured the revenues growth rate, profits
over revenues and market capitalization during the period 1992-2002, which included the
2000 recession. He observed that family businesses grew more in terms of revenues and profit
before the downturn and they presented flat performances for the period 2000-2002. However
his main finding concerns the employment, because showed that Family Businesses maintain

employment stability during temporary downturns.

RESEARCH QUESTION AND HYPOTESES

As explained in section 3, literature on family business performance is quite vast. However,
while examining literature we identified some gaps which have become the starting point for
our research question.

First of all, there are few studies investigating the impact of the recent economic crisis on
companies and comparing family businesses' reaction to that of non-family firms in Italy.
Another point arising from literature analysis concerns the type of indicators used. Several
studies focus on indicators that measure market performance (Filatotchev et al.,, 2001;
Villalonga & Amit, 2006; Poutziouris, 2006) or operating performance, such as productivity
and efficiency in the use of resources (Gorriz & Fumas, 2005, Mannarino et al., 2011). Those
studies assessing the typical economic and financial indicators in companies focus on the
main tools such as turnover, ROA and ROE (Thomsen, 2000; Anderson & Reeb, 2003; Gnan &
Songini, 2003; Lee, 2006; Maury, 2006; Favero, 2006). While these indicators can summarize
company performance, they are not able to explain many of its aspects. Particularly when
studying the effects of an economic crisis, the set of indicators used needs to be widened, so
as to have a clearer and more complete vision of the company's situation.

Given these gaps, we want to investigate how family businesses permformed against non
family businesse during the 2008 economic crisis.

As showed by evolutionary theory, stewardship theory and agency theory, the family has
strong incentives to protect the company over the long run and for these reasons the

company performances should be better than non family businesses. On the other hand there
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are other factors and empirical studies that show negative influence of the family on
company’s perfomances, especially after the first generation. Given what emerged from the

literature review, the hipoteses we want to test are:

Ho : FBIndexz00x — NFBIndexzoox = 0 against Hi : FBIndexzox — NFBIndexzoox # 0

Where FBIndex20x and NFBIndexzox are the means of a generic performance indicator called
“Index” for the year 200X.

Because we’d like to investigate the impact of the 2008 downturn, we compare the means of
each perfomance index for the years 2006, 2008 and 2009. We use the t-statistic on the
differences among the means of a specific financial index to verify if that difference is

significant or not.

METHODOLOGY AND DATA

For the purpose of this study, we adopted the family business definition put forward by the
European Commission because it fits the needs of our investigation and grants that our
results are significant at European level, as they are fully comparable with other studies.

The sample was built based on the European Commission's family business definition. It
includes 3,200 Italian firms, 1,600 family businesses and 1,600 non-family ones, divided into
four size categories: micro, small, medium and large, including 400 firms each.

As highlighted in the literature review, only few studies examine small and micro family
businesses, despite the fact that they represent the majority of the European economic fabric.
Therefore we decided to include these types of firm in our sample to find possible behavior
differences due to their size.

For classification purposes, we used turnover as our main criterion, creating the following
four categories: Micro enterprises (total turnover not exceeding 2 million Euros); Small
enterprises (turnover between 2 and 10 million Euros); Medium enterprises (turnover
between 10 and 50 million Euros); Large enterprises (turnover exceeding 50 million Euros).
Firms were randomly selected and classified using the AIDA - Bureau Van Dijk database,
which includes data from corporations, excluding banks, insurances and trust companies.
From the database, we collected economic and financial information concerning the years
2006, 2008 and 2009, as well as information on shareholders which we used to classify firms

as family/non family.
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