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Abstract: This article presents a summary and overall implications of a stream of research into buyer-supplier 

relationships. The research spanned a ten-year period and resulted in publication of five peer-reviewed papers. The 

first two papers developed theoretical propositions concerning how buyer-supplier relationships develop.      The last 

three papers tested the theoretical propositions with empirical data and extended theory as appropriate. This article 

first summarizes the objectives and results and conclusions of the five papers and then analyzes and synthesizes the 

research stream as an entirety to draw overall results, conclusions and implications. 
 

Keywords: Buyer-supplier relationship; Buyer power, Supplier power; trust; Commitment; Embeddedness 

 

 

I. INTRODUCTION AND OBJECTIVES 

 There were several practical theoretical and research objectives that drove the undertaking of this stream of 

research. From reviewing the literature we identified the following areas where we sought to make contribution to the 

body of research related to buyer-seller relationships:  

First, extend and coordinate existing theory by consolidating the implications of previous research into a 

cohesive buyer-supplier relationship model.  

Second, develop a model that would enable both researchers and managers to comprehend the dynamics of 

vertical relationships using a multidimensional, reciprocal approach.  

Third, focus on practical implications of relationship development and maintenance processes. Given the 

current trends in outsourcing of business processes and strategic assets, and minimization of internal 

development, businesses are increasingly facing these issues. 

Fourth, provide managers an additional tool to gauge and forecast the fate of a relationship by analyzing the 

levels of trust and commitment, and relationship progression.  

In order to achieve these objectives we planned and carried out a two-phase program:  

First: Draw implications that are relevant to our research objectives from the existing buyer-supplier 

relationship literature and other related literature. 

Second: Test the theoretical implications with empirical data from sources that are actively engaged in buyer-

supplier relationships.  

In this current paper our intention is to summarize the results of the five papers in this research stream, and to discuss 

and synthesize overall conclusions and implications from the five papers considered as one body of work rather than 

individual papers. 

http://sareb-journal.org/
mailto:kauffmanr@uhd.edu
mailto:KhojaFai@uhd.edu
mailto:jadams32@roosevelt.edu
mailto:CoyS@uhd.edu
mailto:kauffmanr@uhd.edu
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The research program began with an investigation of buyer-supplier relationship development theories, and 

business relationship theories in related areas. Previous research on business relationships was reviewed to identify 

what applicable variables, constructs, and theories other researchers had found.  

 Relationships among relationship variables have been previously studied (e.g. Gao, Sirgy, & Bird, 2005; 

Kim, 2001; Landeros, Reck, & Plank, 1995; Morgan & Hunt, 1994). However, we specifically focused on the 

following four areas:  

 1. Why some organizations are able to uphold long-term relationships (which we term as high degree of 

relational embeddedness depicted by strong ties to reap both economic and intellectual benefits) while others fail to 

do so.  

 2. How can adversarial relationships due to supplier or buyer power, be converted to relationships based on 

mutual understanding and cooperation?  

 3. To understand these and several other ambiguities, we differentiate among the dimensions of commitment 

and trust to understand the change in the level of embeddedness or type of relationship over a period of time that we 

have categorized into three stages: pre-deal (t-1), deal enactment (t), and deal continuation (t+1). By “deal” we mean 

the development of a new relationship between a buyer and a seller in a situation where neither has had significant 

experience with the other, or has not had significant experience with the other in a particular type of exchange. While 

many buyer-seller relationships are not new, all of them at one time were in the pre-deal stage, and most active 

businesses have, at any time, some new relationships that are under consideration, either as a buyer or a seller. Because 

our model encompasses three stages of relationship, it can be applied to existing relationships at either the deal 

enactment stage or the deal continuation state as well as to new ones at the pre-deal stage.  

 4. Conversely, we also look at how to ascertain the level of commitment and trust between partners if the 

level of embeddedness is predetermined. We argue that buyer or supplier power imbalance may vary the level of 

commitment, due to which the level of relational embeddedness and trust may change at different deal stages as 

compared to if there was mutual commitment at all stages of a relationship. 

 Analysis and synthesis of previous work led to construction of a conceptual model of buyer-supplier 

relationship development and to a number of research propositions and hypotheses. The first results of the theoretical 

phase of research were published in A temporal model of vertical relationships (Khoja, Adams, and Kauffman, 2010). 

Additional review of the literature with particular focus on power imbalance between buyers and suppliers resulted in 

publication of a second theoretical article, The inside story of relationship development: power asymmetry in a buyer-

supplier relationship (Khoja, Adams, and Kauffman, 2011).  

 To test the theoretical concepts and models developed in these papers, empirical data were collected from a 

sample of industrial practitioners engaged in buyer-seller relationships. The data were analyzed and the results 

compared to the posited theoretical concepts and models. The results of this comparison were published in the 

following articles: Buyer’s perspective of buyer-supplier relationship development: Interaction of key variables 

(Khoja, Adams, and Kauffman, 2015a), and A path analytic approach using partial least square technique to explain 

the effects of power imbalance I buyer-supplier relationships (Khoja, Adams, Coy, and Kauffman, 2015). We also 

applied the empirical data to the questions of how the relationship between relative buyer-seller power and degree of 

mutual commitment can affect the type of relationship between the parties, and how the relationship may evolve from  
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one type to another. The results of this research were published in a fifth article: The “ALLS” model of buyer-supplier 

relationships (Khoja, Adams, and Kauffman, 2015b). 

II. MATERIALS AND METHODS 

 Materials for this summary article consist of the five aforementioned journal articles. Details on materials 

and methods applied in those articles are available in the articles. The method applied in this summary article is 

analysis and synthesis of the results and conclusions of the five articles, treating them as an entirety to draw overall 

results, conclusions and implications from the entire research stream. 

III. RESULTS AND DISCUSSION 

3.1 Summaries of the two theoretical papers 

3.1.1 First theoretical paper: “A temporal model of vertical relationships” (Khoja, Adams, and Kauffman 2010).  

3.1.1.1 Objectives 

 The objectives of this paper were to identify key variables and constructs involved in buyer-supplier 

relationships, develop research propositions concerning their interactions in the process of buyer-supplier relationship 

development, and propose a comprehensive “Temporal Model” of how the variables interact in three stages of 

relationship development: Pre-deal (t-1), Deal enactment (t), Deal continuation (t+1). 

3.1.1.2 Key variables and constructs identified:   

o Power imbalance between buyer and seller  

o Commitment  

o Trust   

o Relational embeddedness.  

 Also identified as being involved, but considered to a more limited extent, were performance and intellectual 

capital. Details of the included variables are provided in Appendix A. Other variables that could impact relationship 

development, including price, quantity, quality, and delivery requirements were held constant. 

3.1.1.3 Development of the interaction model 

 The interrelationships that were identified among the identified key variables resulted in development of a 

conceptual model of interactions of buyers and suppliers in the process of relationship development (see the 

summarized interaction model in Figure 1.). The relationship interactions indicated by the model occur in different 

forms and degrees as a buyer-supplier relationship begins and progresses through the posited three stages: 

 The overall concept is one where a potential buyer and a potential seller meet and negotiate or otherwise 

interact with the possibility of at least one business transaction resulting from their interaction. Whether or not a 

transaction actually occurs depends on the development and influence of the key variables.  

3.1.1.4 Theoretical Contributions 

 To the best of our knowledge this is one of the first theoretical models that have been developed to explain 

the sparse and spread out relational view of vertical relationships.   

 First, in this model, we tie in all the relational constructs to explain the different roles that each one plays in 

previous empirical studies (e.g. Miyamoto & Rexha, 2004; Paulraj & Chen, 2005). 
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Second, we use the I/O model in our framework, the importance of which is determined by Keep et  al. 

(1998), who conducted a historical study of four different industries to claim that the I/O model is strongly applicable 

to the buyer-supplier relationship.  

 Third, we introduce an innovative perspective of associating relational embeddedness with relational content 

factors. Previously, researchers have explored the impact of relational embeddedness on interorganizational outcomes 

by examining inter-organizational reciprocal helping relations e,g, Hansen, (1999), (Moran, 2005) and 

(Reagans & Mc Evily, 2003), to name a few. In this paper, we identify the importance of relational embeddedness and 

the role it plays in a reciprocal buyer-supplier relationship and in accumulation of intellectual capital for both the 

buyers and suppliers.  

 Lastly, by thoroughly analyzing and incorporating previous research studies, this model provides a panoramic 

view of the vertical relationships. 

3.1.1.5 Implications for Business Marketing Practice 

 First, because the model is longitudinal, it provides a means for managers to holistically comprehend the 

long-term ramifications of buyer-supplier relationships.  

 Second, similarly to the interaction model developed by the IMP Group (Hakansson, 1982) this model shows 

that transactions between buying and supplying organizations often have to be viewed in the context of on-going 

relationships between the two organizations.  

 Third, this model demonstrates the importance that industry factors have on the dimensions of buyer and 

supplier commitment and vice versa.  

 Fourth, this model shows that commitment has a major impact on whether buyers and suppliers develop long-

term buyer-supplier relationships. 

 Finally, this model shows immense promise for relationships in the global marketplace, as competition is 

intensifying not only for price and quality but also for knowledge and strategic assets.  

 

 3.1.2 Second theoretical paper, “The inside story of relationship development: power asymmetry in a buyer-supplier 

relationship” (Khoja, Adams, and Kauffman, 2011). 

3.1.2.1Objectives  

 This paper posited a number of propositions mostly regarding power imbalance between buyer and seller. 

The overall objective of this paper was to apply the 3-stage buyer-supplier relationship development model (the 

Temporal Model) posited in Khoja, Adams, and Kauffman (2010) to examine the effects of power imbalance between 

buyer and supplier on relationship development.  

 Specific objectives of this paper are threefold: first, to explicate the role of power imbalance in buyer–supplier 

relationships; second, to analyze the inter-relationships among relational constructs from the perspective of both the 

buyer and supplier and lastly, to identify the benefits to same.  

3.1.2.2 Results and conclusions from this paper 
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The theoretical model developed in this paper provides a succinct relational view of power imbalance. 

Though previous research studies have analyzed most of the relational constructs relevant to this area of management 

and marketing, there is a lack of a cohesive model explicating the different roles relational constructs can play in a 

relationship, in conjunction with the variables of power imbalance and intellectual capital (e.g. Morgan and Hunt, 

1994; Kim, 2001; Dyer and Chu, 2003; Miyamoto and Rexha, 2004; Corsten and Felde, 2005). 

 We propose that buyer and supplier power may either increase or limit (not change) the level of commitment. 

Increased commitment may or may not reduce power imbalance based on switching costs, dependencies, and 

opportunism (Keep et al., 1998; Cannon and Perreault, 1999). Buyers and suppliers that are able to reduce power 

imbalance in their respective relationships, due to increased commitment, are likely to develop long-term partnerships. 

Contrarily, buyers and suppliers that are unable to alter power asymmetry in their relationships due to limited or no 

commitment or their inability to create switching costs and dependencies, are likely to foster arms-length relationships. 

Furthermore, long-term relationships help reduce power imbalance, as the latter is of not much consequence when 

partners start trusting each other. Figure 2. Depicts the Buyer-Supplier Relationship Model: Extended. 

3.1.2.3 Theoretical implications 

 This model builds a systematic understanding of the role industry factors and commitment play in 

determining the level of power imbalance and the impact of the latter on the type of relationship. Although, there are 

negative connotations associated with power in existing literature, it cannot and should not be ignored as it exists in 

most relationships. This model is distinct in its approach whereby commitment is not shown to directly impact the 

buyer–supplier relationships as depicted in previous research studies but is posited to impact the level of power 

imbalance, which in turn fosters long-term or arms-length relationships. Every partnership has some level of power 

imbalance and this model addresses the issue of relationship sustainability and stability while neutralizing power 

asymmetry. 

 In addition, contrary to the common belief, we theorize trust to be a consequence of long-term relationships. 

We also introduce a relatively ignored construct of intellectual capital in vertical relationships (McEvily and Zaheer, 

1999) that is likely to accumulate within buyers and suppliers. Intellectual capital is the building blocks of all 

organizations (Birkinshaw, 2000) and is a valuable and inimitable resource, which is likely to lead to competitive 

advantage (Grant, 1996). 

3.1.2.4 Managerial implications 

 First, managers can more fully comprehend the long-term ramifications of buyer–supplier relationships. 

Along the lines of the IMP model (Hakansson, 1982), the model shows that transactions between the buying and 

supplying organisations often have to be viewed in the context of ongoing relationships and that short-term actions 

can have long-term implications. 

 Second, this paper also shows that organizations should not be afraid of entering into relationships where 

power imbalance exists as relationship commitment can reduce power imbalance and benefit both partners in the long 

run.  

 Finally, this model shows immense promise for relationships in any marketplace, as competition is 

intensifying not only for price and quality but also for knowledge and strategic assets. By building strong relationships  
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with elements of advantage because of reduced uncertainty; reduced partner turnover; increased goal congruence; 

knowledge sharing; and increased productivity and profitability.  

 Research propositions from the theoretical papers are shown in Appendix B. 

3.2 Summaries of the three empirical papers 

3.2.1 First empirical paper, “Buyer’s perspective of buyer-supplier relationship development: Interaction of key 

variables” (Khoja, Adams, and Kauffman, 2015a). 

3.2.1.1 Objective 

 In this paper, we test the propositions pertaining to the three-stage Temporal Model developed in the 

theoretical papers in this research stream 

3.2.1.2 Discussion of results 

 To test the research propositions relative to the Temporal Model posited research propositions in the first 

theoretical paper (Khoja, Adams, and Kauffman, 2010), 20 research hypotheses were included in this paper. Of the 

20 hypotheses, 14 were fully supported and one was partially supported, leaving only 5 that were not supported. Thus 

it appears evident that the Temporal Model is in general supported by the empirical test. The relatively few areas 

where it is not supported may involve situations where special circumstances not provided for in the model influenced 

the empirical outcome.  

3.2.1.3 Theoretical Implications 

 The theory and empirical results developed in this paper confirm most of the posited Temporal Model of 

buyer-supplier relationships as they evolve over time. Though previous research studies have randomly analyzed most 

of the relational constructs relevant to this area of management and marketing, there is a lack of a cohesive model 

explicating the different roles dimensions of relational constructs can play in a relationship, and how these change in 

time. We tie in all the relational constructs to explain the different roles that each one plays in previous empirical 

studies (e.g. Miyamoto & Rexha, 2004; Paulraj & Chen, 2005).  By dissecting the relational constructs into dimensions 

and components, we propose temporal reciprocity that helps us add new information to existing literature. Previously, 

Gundlach et. al., (1995), conducted a temporal study highlighting reciprocity in relational relationships, but our study 

is more detailed and concise. 

3.2.1.4 Managerial Implications 

 While collection of data only from buying persons prevented direct analysis of the suppliers’ perspective, the 

results should nevertheless provide valuable insights, particularly to marketing managers. There are several 

implications: 

 First, because the model looks at relationships at different stages of development, it provides a means for 

managers to holistically comprehend the long-term ramifications of buyer-supplier relationships.  

 Second, we hypothesized the influence of industry factors on buyer and supplier commitment. The results of 

this study counter-intuitively indicate that increased supplier power of in a relationship is not likely to foster buyer 

input commitment at the pre-deal stage but in fact, reduced buyer power may actually increase the level of supplier 

commitment of the corresponding party as they do not fear opportunistic behavior and only want to invest in a 

relationship that may materialize in the future. 
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Third, when sufficient supplier commitment occurs at the pre-deal stage, then buyer contractual trust will 

likely develop at the deal enactment stage and its degree is not mediated by low degree of relational embeddedness. 

However, it is seen that if buyer input commitment is not initiated at the pre-deal stage, it does not directly build 

supplier contractual trust, but does so through low relational embeddedness, where perhaps repeated contact, builds 

up that level of confidence.  Either way, sufficient contractual trust fosters attitudinal commitment of both parties.  

 Fourth, the model demonstrates some long-term implications of short-term actions. The model thus helps 

bring practitioners to the full realization of potential long term consequences of particular decisions. 

 Fifth, The model provides a framework for the progression of the relationship, indicating what are the likely 

results of particular actions, beginning with a new relationship at the pre-deal stage, and continuing to the deal 

continuation stage (if desired by the parties). For example, the model can be used to develop “what-if” scenarios 

considering different degrees of commitment (up to and including investment in assets specific to the deal) and 

embeddedness (e.g. type and extent of knowledge exchanged) that could be applied. 

 In addition, the model shows that commitment has a major impact on whether buyers and suppliers develop 

long-term buyer-supplier relationships. For situations where long-term relationships are desirable, our model provides 

additional indication of positive effects of buyer and supplier commitment and relational embeddedness on 

development of goodwill trust and performance.  

  Finally, the model can be applied at any stage of a relationship. For new relationships it would seem obvious 

to apply the model beginning with the pre-deal stage. However, for relationships that are already in the deal enactment 

or deal continuation stage, the implications of the model are no less useful when applied at those stages than if they 

had been applied beginning with the pre-deal stage.  

 

3.2.2 Second empirical paper, “A path analytic approach using partial least square technique to explain the effects 

of power imbalance I buyer-supplier relationships” (Khoja, Adams, Coy, and Kaufman, 2015). 

3.2.2.1 Objectives and Motivation 

 In this study, we seek the answer to the following question: Does buyer and supplier commitment, the buyers’ 

level of trust, and their perception of their suppliers’ level of trust allow the buyer to enter into complex relationships 

with their suppliers even when a substantial power imbalance exists?  To answer this question, we focus on the buyer’s 

perspective of the buyer-supplier relationship both in terms of how they view the difference in power and how their 

perception affects their decision-making. In addition, we asked buyers to infer suppliers’ views on various aspects of 

the relationship because we believed that this inference could influence buyers’ actions to mitigate perceived threats.   

 We intend to show that commitment and trust impact the level of relational embeddedness in situations where 

power is imbalanced. 

3.2.2.2 Discussion of results 

 The theoretical model and empirical results developed in this paper provide a succinct relational view of 

power imbalance and level of closeness in the relationship and the latter’s impact on organizational performance. Most 

previous research studies have focused on the directional aspect of power imbalance, and the impact of relational 

variables on the same or on buyer supplier relationships; but this study looks at the overall level of power imbalance  
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on buyer-supplier relationship where trust and commitment play the role of a catalyst (e.g. Corsten & Felde, 2005; 

Dyer & Chu, 2003; Kim, 2001; Miyamoto & Rexha, 2004; Morgan & Hunt, 1994). 

 The results of this study indicate that power imbalance does not necessarily result in arms-length relationships 

between suppliers and buyers. In fact, this study found that power imbalance can foster high relational embeddedness. 

This study also found that the relationship between power imbalance and high relational embeddedness is mediated 

by both buyer and supplier commitment and trust.  

 The finding that power imbalance can positively impact relational embeddedness may seem counter-intuitive. 

It is possible that when dependency of one party on the other requires continuance of an imbalance situation, a closer 

relationship may facilitate defensive and mitigating activities on the part of the weaker party.  

 Additionally, the analysis suggests that buyers may not be as confident of how the suppliers are perceiving 

their depiction of trust but buyers, on the other hand, appear to trust their suppliers. It is the other party’s perception 

of trust that is more important than ones’ own portrayal of same. As the data was collected only from buyers, suppliers’ 

true perception of the intended level of trust depicted by the buyers is unknown.  However, we can say with certainty 

that buyers perceive suppliers to be trustworthy.  Thus, supplier’s depiction of trust adds fuel to develop the 

relationship more so than buyer depiction of trust.  It also is not surprising that high relational embeddedness positively 

impacts overall organizational performance. Furthermore, it seems reasonable to conclude that the close working 

environment between buyer and supplier that is implied by high relational embeddedness should result in higher 

overall performance than would be possible with a more detached relationship.  

3.2.2.3 Theoretical Implications 

 This study builds a systematic understanding of the role trust and commitment play in determining the level 

of power imbalance and the impact of the latter on the degree of relational embeddedness of the parties. This model 

is distinct in its approach whereby commitment and trust are not shown to directly impact the buyer-supplier 

relationships as depicted in previous research studies but are posited to impact the level of relational embeddedness 

in situations where power is imbalanced. Increased embeddedness can be expected to foster long-term relationships. 

Every partnership has some level of power imbalance, and this model addresses the issue of relational embeddedness 

in imbalanced relationships. 

3.2.2.4 Managerial Implications 

 The results of this study have several implications for managers.  

 First, it allows them to more fully understand certain aspects of imbalanced buyer-supplier relationships. 

Perhaps most surprising to managers may be that power imbalance situations can lead to closer buyer-seller 

relationships. Not so surprising is that commitment and trust by both buyer and supplier can be expected to increase 

the degree of closeness of the relationship.  

 A second implication is that, in an asymmetric buyer-seller relationship, the weaker party can be expected to 

take actions that, on the one hand, increases the closeness of the relationship; but on the on the other hand, provides 

some degree of mitigation or defense of the power of the stronger party. 

 A third implication is that the stronger party (assuming that continuation of the relationship is beneficial to 

it) can be expected to try to continue the relationship by employing actions that indicate commitment to the relationship 

and trust in the other party, thereby fostering a closer relationship and increasing their commitment. It should not be  
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surprising to managers that closer relationships can be expected to lead to increased overall organizational 

performance. 

 

3.2.3 Third empirical paper “The “ALLS” model of buyer-supplier relationships” (Khoja, Adams, and Kauffman, 

2015b).  

 This paper proposes a portfolio model of evolution of types of buyer-supplier relationships that posits how 

relationships could evolve, not from pre-deal to continuing relationship, but in a continuing relationship among four 

types of relationship arrangements depending on relative buyer-supplier power imbalance and degree of mutual 

commitment between buyer and supplier.  

3.2.3.1 Objectives 

 The intention of the “ALLS” Model is to help to show how the level of power imbalance and mutual 

commitment between buyers and suppliers can influence the type of relationship that exists between them. The model 

is also intended as a tool for performing “what-if” analyses.  

3.2.3.2 Approach 

 Based on review of literature and the results of the other papers in this stream, we posit four types of buyer-

supplier relationship arrangements: 

o Authoritative: High power imbalance and low commitment 

o Laissez-faire: Low power imbalance and low commitment 

o Leverage: Low power imbalance and high commitment 

o Strategic: High power imbalance and high commitment 

From the first letters of the four relationship types came the name “ALLS” Model see (Figure 3.) 

We discuss development and evolution of buyer-supplier relationships and posit a 2X2 portfolio model consisting of 

the four types of buyer-supplier relationships. The quadrants are determined by the inter-relationship between the 

factors of power imbalance and commitment.  We use the model to discuss relationship evolution by examining 

environmental factors, time and internal problems. The model and its portrayal of the dynamism in buyer-supplier 

relationships have significant and useful managerial implications for marketing, management and commercial buyers. 

Analysis of empirical data supported the relationship implications of the model. 

3.2.3.3 Relationship evolution 

 Authors such as Birou (2006) and Monczka, et al (2009) discuss an idealized evolution of supply chain 

relationships as a somewhat linear process that begins with an arms-length relationship between buyer and supplier 

and progresses ultimately to one of complete integration of the relationship in all aspects. The implication is that most 

if not all significant buyer-supplier relationships should proceed along this process line because it provides benefits to 

both parties as the relationship becomes more integrated. Although in the ‘ALLS’ model this could describe a 

transition from a one-time arms-length relationship to a long-term continuing relationship, we suggest that there are 

other reasons for evolution in buyer-supplier relationships. We suggest that factors such as environmental constraints, 

time, internal problems, and other factors may cause disruptions and need for change in buyer supplier relationships. 

The ‘ALLS’ model highlights the dynamism of relationships regardless of cause. The model can be used to depict the 

type of relationship that may be involved in an initial strategy selection. It can also be used to envision how the  
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relationship might change if a change in strategy or the environment occurs due to evolution of the interparty balance 

of power or because the commitment ability of either party changes. 

3.2.3.4 Some reasons why relationships may evolve in type: 

o Environmental factors, e.g. financial situation of either party may change. 

o Time, e.g. switching cost may change, or embeddedness increases, or management inertia results in short-

term becoming long-term. 

o Internal problems, e.g. financial or operational problems may result in increased or decreased commitment 

of either or both parties. 

3.2.3.5 Managerial implications 

 Due to changes in environmental factors and the balance of power between the parties, relationships between 

buyers and sellers are dynamic and ever changing which makes these relationships harder to maintain. As a result, 

managers must realize that the relationship structure that has been successful in the past may not necessarily work in 

the future. What consisted of a short-term commitment in the past may require more of a long-term commitment in 

the future. 

 For example, conditions such as an adverse economy may trigger the need to change an existing relationship. 

This also illustrates that organizations must guard against complacency in buyer-supplier relationships. Successful 

relationships may not survive in their current form due to quickly changing environmental or other conditions. Finally, 

the ‘ALLS’ model appears to have potential application to horizontal relationships in addition to vertical ones.  

 Thus, the ‘ALLS’ model has multiple applications:  

o determination of initial relationship following the strategy selection process  

o assessment of existing relationships to evaluate their current appropriateness   

o evaluation of how the relationship might evolve when a change in strategy is contemplated or when the 

relationship status-quo is challenged by external or internal environmental factors (“what-if” analysis). To 

facilitate this purpose the paper also includes a positioning grid (see Figure 4.). 

 While the foregoing can be applied by either buyer or seller, from the seller’s point of view the model can 

also be used to assess relationship implications of marketing strategy situations, either existing or contemplated. 

 Supported research hypotheses from the empirical papers are shown in Appendix C. 

3.3 Overall results, conclusions, and implications from the research stream 

3.3.1 Scope of research stream 

 This stream of research encompasses the key non-traditionally-quantifiable variables impacting buyer-

supplier relationships. The proposed Temporal Model includes pre-deal, deal, and deal continuation stages of a 

relationship and also provides an assessment tool for considering changes in type of a continuing relationship. Not 

merely an academic exercise, the proposed theoretical model was subjected to empirical testing using data obtained 

from practitioners in the field. Particular attention was paid to the balance of power between buyer and seller and 

several non-intuitive results regarding imbalance situations were found.  

3.3.2 Significance of research of non-traditionally-quantifiable variables 

In many cases, quantitative variables such as prices, because of a more direct relationship with operating and financial 

results, are the main, if not the sole basis of evaluation for buyer-supplier relationships. However, as supply chains  
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have become more extended (and individual ones more populous due to reduced internal vertical integration  of many 

firms), non-quantitative variables such as commitment, trust, and relational embeddedness have become more 

important. For example, benefits from a supplier’s low price will not be realized if the supplier is not willing to make 

the necessary commitment or achieve the necessary relational embeddedness required for operational success.  

3.3.3 Achievement of research objectives  

 Three of the areas of focus for the research stream that were identified in the introduction: 

1. Why some organizations are able to uphold long-term relationships while others fail to do so? 

2. How can adversarial relationships due to supplier or buyer power, be converted to relationships based on 

mutual understanding and cooperation? 

3. Proposal of a three-stage progression for buyer-supplier relationships and identification and analysis of the 

key variables involved in that progression. 

 Development and testing of the Temporal Model, including the three-stage progression concept, 

identification of key interrelationship variables, and how they change in the progression has provided insight into what 

is involved in making and keeping long-term buyer-supplier relationships and as such it provides useful insight into 

answering the questions posed by the first two of the three focus areas. The Temporal Model and its empirical validity 

serve as achievement of the goals in the third area of focus. Identification of managerial implications in all five papers 

should aid managers who are responsible for buyer-supplier relationships to diagnose relationship problems and devise 

solutions to them.  

3.3.4 Relationship development through the three stages of the model 

 Solutions to at least some buyer-supplier relationship problems can sometimes be improved with increased 

knowledge of what is going on among and between the variables. The following list summarizes some of the most 

significant interactions among the key relationship variables at each of the three stages of the Temporal Model of 

buyer-supplier relationship development.  

Stage t-1: Pre-Deal stage 

 -High relative buyer power results in increased supplier commitment 

Stage t: Deal stage 

 -Supplier commitment increases buyer trust 

 -Low relational embeddedness contributes to buyer commitment and supplier 

    trust 

 -Increased trust by both parties increases commitment of both parties 

Stage t+1: Deal continuation stage 

 -Increased commitment by both parties increases trust of both parties 

 -Increased trust results in even more commitment 

 -Increased commitment contributes to increased overall performance of both 

    parties 

 -High relational embeddedness contributes to supplier commitment and overall 

    performance 
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Figure 5 depicts the principal variables and some of the main interactions between them as a relationship moves 

through the three stages of development. 

 

3.3.5 Research contribution summary 

 The view of buyer-supplier relationships, particularly in the popular media, appears to be that they are 

determined mainly by supply, demand, and price considerations. While these items are extremely important, a key 

implication of this research is that there also are a number of other, more subtle variables at work, both in getting to 

an initial deal and in moving past that stage to a continuing relationship. The main contribution of this research stream 

is perhaps the tying together of these other non-quantifiable variables into a cohesive Temporal Model that can be 

used by buying and supplying management to determine and plan strategies for entering and continuing particular 

buying and selling relationships. Because of this additional consideration, the availability of the model produced by 

this research is particularly valuable because it provides a conceptual framework within which to consider these 

intangible variables. Results of analysis of a given buyer-supplier relationship using traditional quantifiable variables 

could be greatly enhanced by the addition of results from application of the proposed relationship development model. 

For example, assessment of relationship status, determination of whether to proceed to an initial deal, or to a continuing 

relationship, or to withdraw from an existing relationship could all be more completely analyzed and considered by 

application of the Temporal Model in addition to more traditional means of analysis. 

 

 

  



Buyer-Supplier Relationships: Development, Power, and Evolution     

    

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 15 | Page 

 

 

 Although existing buyer-supplier relationships are extremely important to any business, assessment of the 

status and condition of them is often done on an ad-hoc basis. There is some justification for this approach because 

many of the variables involved are not readily quantifiable. Item such as prices, price changes, quality levels, and 

delivery performance are easily quantifiable. Most businesses do this to a greater or lesser extent. However, variables 

such as commitment, trust, and embeddedness, however, are not readily quantifiable. These latter variables are often 

ignored, or subjectively evaluated through personal opinions or, perhaps evaluation is attempted by use of opinions 

surveys of involved personnel. The framework provided by the Temporal Model can be used to structure the 

assessment of non-quantifiable variables in buyer-supplier relationships. Other researchers have studied particular 

parts and pieces of the non-quantifiable areas of buyer-supplier relationships. However, the Temporal Model that was 

developed in this research stream is, we believe, the first comprehensive model of the buyer-supplier relationship 

development process, including all key variables. 

 
Appendix A 

 
Definitions of Key Variables for Buyer-Supplier Relationship Development: 

Buyer and Supplier Power  

 Ability of one party to impose its desires on the other party 

 Relatively Higher Buyer power 

o Increased number of suppliers considered by buyer 

o Increased number of substitutes considered by buyer 

o Reduced buyer competition reduces suppliers’ market alternatives 

o Buyer size in terms of relative share of demand for a given product 

Relatively Higher Supplier power 

o Decreased suppliers available or considered by buyers 

o Decreased substitutes available or considered by buyers 

o Increased buyer competition for particular products 

o Supplier size in terms of relative share of supply for a given product 

Commitment  

Implicit or explicit pledge of continuity of the relationship 

o Input commitment: actions up to and including an initial deal 

o Attitudinal commitment: a sense of unity from goal agreement and/or operational linkages 

o Temporal commitment: indicating an enduring relationship, e.g. specific asset investments related 

to the deal  

“Relational Embeddedness” 

 Integration of the two parties in one or more ways  

o Develops over time through adaptation and trust. Examples: information sharing, process or 

management integration through personnel exchange or use of each other’s data systems 

o Can be “low degree” or “high degree” 

Trust  

One party’s confidence that the other will behave in a predictable and mutually acceptable manner 

o Contractual trust: Partners expectation that contracts will be fulfilled 

o Competence trust: Expectation that partners will fulfill the contracts 

o Goodwill trust: Partners confidence in one another to support and continue a long-term 

relationship 

o Intended trust: One’s confidence in another that encourages the other party to behave in a 

predictable and mutually acceptable manner 

Performance and “Intellectual Capital”  

Performance: An outcome of a buyer-supplier relationship. May be financial or operational 

o May be positive of negative 

o May be large or small 
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Intellectual Capital: Knowledge and information that contributes to improvement in overall performance 

 

 

APPENDIX B 

Research propositions of the theoretical research phase 

 The first theoretical paper (Khoja, Adams, Kauffman, 2010) set the stage for the research stream by 

proposing: 

 In the pre-deal stage (t-1):  

o Increased buyer or supplier power fosters input commitment of the other party 

 In the deal stage (t): 

o Increased buyer and supplier input commitment fosters contractual trust 

o Low degree of relational embeddedness mediates the relationship between buyer and supplier imput 

commitment and contractual trust 

o Increased buyer or supplier contractual trust enhances buyer or supplier attitudinal commitment 

 In the deal continuation stage (t+1): 

o Increased buyer and supplier contractual trust and increased attitudinal commitment of the weaker 

party increases attitudinal commitment of the stronger party 

o Increased buyer and supplier attitudinal commitment increases competence-based trust 

o High degree of relational embeddedness mediates the relationship between buyer and supplier 

attitudinal and competence trust 

o Increased buyer and supplier competence trust increases temporal commitment 

o Buyer and supplier commitment increases goodwill trust 

o Increased buyer and supplier commitment enhances intellectual capital and financial performance 

o High degree of relational embeddedness mediates the relationship between buyer and supplier 

commitment and intellectual capital and between buyer and supplier commitment and financial 

performance 

o A high degree of relational embeddedness helps the weaker party accumulate more intellectual capital 

than the stronger party 

 The second theoretical paper (Khoja, Adams, and Kauffman, 2011), built on the first one and extended the 

buyer-supplier relationship model by looking in particular at the impact of buyer and supplier power in the 

relationship development process. This paper proposed: 

o Increased power of either party fosters increased commitment of the other party 

o The relationship between increased power of one party and increased level of commitment of the other 

party is negatively moderated by fear of exploitation 

o Increased level of commitment of the weaker party to the stronger party likely reduces power 

imbalance 

o The relationship between increased level of commitment of the weaker party to the stronger party and 

power imbalance is negatively moderated by lack of receptiveness 
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o Increased level of commitment by the stronger party to the weaker party increased power imbalance 

o Reduced power imbalance encourages a close relationship 

o Power imbalance encourages and arms-length relationship 

o A close buyer-supplier relationship reduces the level of power imbalance 

o A close relationship develops trust between both buyer and supplier 

o A close relationship accumulates intellectual capital within both buyer and supplier 

o Trust positively moderates the relationship between close relationship and intellectual capital 

The result of the theoretical phase of the research stream is a comprehensive model (Temporal Model) of the 

relationships of the key variables in buyer-supplier relationships. In particular, how they interact with each other in 

three phases of buyer-supplier relationships, and the impact of differing balances of buyer and supplier power. 

 

APPENDIX C 

Research hypotheses of the empirical research phase 

 The three empirical papers provide a multi-dimensional test of the theoretical buyer-supplier relationship 

development model. The first empirical paper (Khoja, Adams, and Kauffman, 2015a), tested 20 hypotheses which 

were based on the research propositions contained in the two theoretical papers. Fourteen of the hypotheses were 

fully supported, 1 was partially supported, and 5 were not supported by the empirical data.  

 Supported hypotheses of the first empirical paper by stage of the Temporal Model: 

 In the pre-deal stage (t-1): 

o Increased buyer power fosters input commitment of the supplier 

In the deal stage (t): 

o Increased supplier input commitment fosters buyer’s contractual trust  

o Low degree of relational embeddedness mediates the relationship between supplier  input commitment 

and buyer contractual trust. 

o Increased contractual trust of either party enhances attitudinal commitment of the other party 

 In the deal continuation state (t+1): 

o Increased attitudinal commitment of either party increases competence-based trust of the other party 

o High degree of relational embeddedness mediates the relationship between supplier’s attitudinal 

commitment and buyer’s competence-based trust (partially supported) 

o Increased competence-based trust of either party increases temporal commitment of the other party 

o Increased commitment of either party increases goodwill trust of the other party 

o Increased commitment of either party improves overall performance 

o High degree of relational embeddedness mediates the relationship between supplier’s commitment  

and performance 

 Supported hypotheses of the second empirical paper (Khoja, Adams, Coy, and Kauffman, 2015): 

o Power imbalance fosters relational embeddedness 

o The relationship between power imbalance and high relational embeddedness is positively mediated by 

tangible commitment by buyer or supplier 
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o The relationship between power imbalance and high relational embeddedness is positively mediated by 

buyer’s intended trust or supplier’s realized trust 

o High relational embeddedness positively impacts overall organizational performance 

The third empirical paper found: 

o Power imbalance significantly impacts buyer commitment 

o Both buyer and supplier commitment are significantly associated with both arms-length and long-term 

relationships 

 

References 

 
Birkinshaw, J., 2000. Network relationships inside and outside the firm, and the development of capabilities. In Birkinshaw, J. (eds), Network 

Relationships and the Firm: 4-17. 

Birou, L. 2006. “Relational supply chain: from arms-length to alliances and joint ventures, the future of supply chain relationships.” In The 

Supply Chain Management Handbook, 7th ed., edited by Joseph L. Cavinato, Anna E. Flynn, & Ralph G. Kauffman, 289-309. New 

York, McGraw-Hill.  

Cannon. J., & Perreault, W., (1999). Buyer seller relationships in business markets. Journal of Marketing, 36, 439-460. 

Corsten, D., &Felde, J., 2005. Exploring the performance effects of key-supplier collaboration. International Journal of Physical Distribution & 

Logistics Management, 35 (6): 445-461. 

Dyer, J., & Chu, W., 2003. The role of trustworthiness in reducing transaction costs and improving performance: Empirical evidence from the 

United States, Japan, and Korea. Organization Science, 14: 57-68. 

Gao, T., Sirgy, M., & Bird, M., 2005. Reducing buyer decision-making uncertainty in organizational purchasing: can supplier trust, commitment, 

and dependence help? Journal of Business Research, 58: 397-405.   

Grant, R., 1996. Toward knowledge based theory of the firm. Strategic Management Journal, 27(special issue), 109-122. 

Gundlach, G., Achrol, R., &Mentzer, J., 1995. The structure of commitment in exchange.Journal of Marketing, 59(1): 78-92. 

Hakansson, H (1982). International Marketing and Purchasing of Industrial Goods. New York: Wiley. 

Hansen, M. (1999). The search transfer problem: The role of weak ties in sharing knowledge across subunits. Administrative Science Quarterly, 

44 (1) 82-111. 

Keep, W., Hollander, S., & Dickinson, R., (1998) Forces impinging on long-term business to business relationships in the United States: a 

historical perspective. Journal of Marketing, 62, 31-45. 

Khoja, Faiza, J. Adams, & R. Kauffman (2010). A temporal model of vertical relationships. Journal of Business-to-Business Marketing, 17(3), 

279-307. 

Khoja, Faiza, J. Adams, & R. Kauffman (2011). The inside story of relationship development: power asymmetry in a buyer–supplier relationship. 

International Journal of Integrated Supply Management, 6(1), 73-91.  

Khoja, Faiza, J. Adams, & R. Kauffman (2015a). Buyer’s perspective of buyer-supplier relationship development: interaction of key variables. 

Journal of Business and Management, 4(4), 01-21. 

Khoja, Faiza, J. Adams, & R. Kauffman (2015b). The “ALLS” model of buyer-supplier relationships. Journal of Business Disciplines, 12(1), 28-

59. 

Khoja, Faiza, J. Adams, S. Coy, & R. Kauffman (2015). A path analytic approach using partial least square technique to explain the effects of 

power imbalance in buyer-supplier relationships. The International Journal of Management Theory and Practice, 16(1), 5-30. 

Kim, K., (2001). On the effects of customer conditions on distributor commitment and supplier commitment in industrial distribution. Journal of 

Business Research, 51, 87-99. 

Landeros, R, Reck, R., & Plank, R. (1995) Maintaining buyer-supplier partnerships, International Journal of Purchasing and Materials 

Management, Summer, 3-11. 

McEvily, B., & Zaheer, A. (1999). Bridging ties: A source of firm heterogeneity in competitive capabilities. Strategic Management Journal, 20 

1133-1156. 

 



Buyer-Supplier Relationships: Development, Power, and Evolution     

    

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 19 | Page 

 

 

Miyamoto, T., & Rexha, N. (2004). Determinants of three facets of customer trust: A marketing model of Japanese buyer-supplier relationships. 

Journal of Business Research, 57 312-319. 

Monczka, R., R. Handfield, L. Giunipero, and J. Patterson., 2009. Purchasing and Supply Chain Management, 4th ed., pp. 211-213, South-

Western, Cengage Learning. 

Moran, P. (2005). Structural vs. relational embeddedness: Social capital and managerial performance. Strategic Management Journal, 26 1129-

1151. 

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

Paulraj, A., & Chen, I., 2005. Strategic supply management and dyadic quality performance: A path analytical model. Journal of Supply Chain 

Management, 41(3): 4-18. 

Reagans, R., & McEvily, B. (2003). Network structure and knowledge transfer: The effects of cohesion and range. Administrative Science 

Quarterly, 48 (2) 240-267. 



THE UHD-CTU ANNUAL ECONOMICS AND BUSINESS CONFERENCE 2017 

ISSN: 2472-9329 (Print) and 2472-9310 (Online) 

http://sareb-journal.org 
 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 20 | Page 

 

 

DETERMINANTS OF MANDATORY DISCLOSURE OF LISTED 

COMPANIES IN HANOI STOCK EXCHANGE 

Vo Van Dut1, Nguyễn Thị Lan Anh2* 

1 Can Tho University; vvdut@ctu.edu.vn 

*  Correspondence: lananhnguyen@ctu.edu.vn; Tel: +84-905-255-625 

 

Abstract: The main aim of this paper is to examine the relatives between managerial features, owner structure, financial 

features and the level of information disclosure. The proposed hypotheses are developed based on agency theory and 

signaling theory. The study uses the Random Effect Model to examine the elements affecting the information disclosure 

of listed companies on the Hanoi Stock Exchange. Information was taken from the annual reports of 120 listed companies, 

from 2012 to 2014. REM regression releases that the proportion of independent directors, the percentage of shares held 

by institutional shareholders, profitability and size of firms are positively associated with the level of information 

disclosure, whereas, the combination of functions between the chairman and chief executive officer and the leverage of 

firms are negatively associated with the level of information disclosure. 

Key words: information disclosure, Hanoi, stock exchange 

 

I. INTRODUCTION 

Existing research recognizes the critical role of financial report quality in regards to several aspects. Kothari (2010) 

discussed a high quality of financial reports provides reliable information to outside investors of corporate, thus reducing 

the cost arising from the conflict of interests between shareholders and managers. Kothari (2010) suggested that disclosure 

of financial information reduces asymmetric information. The quality of information disclosure, therefore, assists 

corporates in reducing the cost of debt and volatility of stock prices on the market.  

A number of empirical studies on quality of disclosure have cited the well-known study by Jensen and Meckling 

(1976) and Ross (1977). Jensen and Meckling (1976) suggested that a separation of ownership and control of a firm can 

possibly lead to agency cost, due to conflicts of interest of the firm manager and owners. These firm owners wish the 

managers to act toward maximizing their investment value, whereas, the firm managers tend to maximize his own wealth. 

The agency cost may arise because the owners are limited to financial and non-financial information. In this situation, 

investors should pay attention to changes in the debt to equity ratio, as the manager’s choice of financial structure reveals 

information to the market (Ross, 1977).    

 However, in markets where investors are weakly protected, or in countries with a weak law enforcement 

environment, the demand for high quality financial reports is less than that in developed countries. The role of financial 

reports is not as significant as that in developed countries. One of the main reasons for this situation is, according to 

Kothari (2010), that these markets are characterized by concentrated ownership. This means control is concentrated in 

the hands of families, banks, government agencies, and/or labor unions. As such, internal communication among 

stakeholders could resolve the problem of information asymmetry. Similarly, in a survey of small and medium enterprises 
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(SME) in Vietnam, Son (2011) found that a significant proportion of SME comply with national accounting 

standards, mainly due to legal requirements. A large proportion of accountants in these enterprises are not aware of 

the cost and benefit achieved from compliance with international accounting standards. This finding raised a concern 

about a lag in the quality of financial reports of Vietnamese SMEs, and a concern about reliability for use in contracting  

Additionally, the study of Binh (2014) is a recent study on the determinants of disclosure of listed companies in 

Vietnam. Binh (2014) examined annual reports in 2009 and discovered the explanatory factors for information to be 

disclosed in these annual reports. After 2009, new laws and regulations on compulsory disclosure were passed and 

put into practice by Vietnamese authorities. Therefore, this study aims to update the research on the determinants of 

mandatory disclosure by listed companies on the Hanoi Stock Exchange in Vietnam.  

The remainder of this research is structured as follows. Section 2 provides the literature reviews and hypothesis 

development on mandatory disclosure.  Section 3 is concerned with the data and methodology used for this research. 

Section 4 presents the findings of the research. The final section discusses the findings, implications and limitations 

of the research.  

II. LITERATURE REVIEW AND HYPOTHESES   

2.1. Corporate governance 

2.1.1 Separation between ownership and control 

Few studies on the relationship between corporate governance structures and the extent of voluntary 

disclosure show consistent result (Ho and Wong, 2001, Li et al 2008). These authors agree that companies that have 

a dual leadership structure (chairman and CEO are separated) have a higher level of transparency and higher levels of 

disclosure. Under this structure, the top manager and CEO have less abusive opportunities. Whereas, under the unitary 

leadership structure, a CEO as well as the chairman tends to dominate the board. Therefore, the following hypothesis 

is proposed  

Hypothesis 1: There is a significant relationship between the level of disclosure and a firm’s dual leadership structure.  

2.1.2 Ratio of non-executive directors 

Chen and Jaggi (2000) observed a positive relationship between mandatory disclosures and the ratio of 

independent non-executive directors on boards of directors. Similarly, Haniffa and Cooke (2002) and Cheung et al 

(2007) observed a positive link between director composition and corporate disclosure scores. Fama (1980) and Fama 

and Jensen (1983) also suggested that a non-executive director plays an important role in ensuring viable monitoring 

on  the corporate’s executives, thus effectively controlling the agency problem. Likewise, Conelly et al (2007) 

discussed that one-year buy-and-hold stock returns are sensitive to good corporate governance practice, especially in 

regards to improvement in disclosure and transparency.   
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While several authors have supported the role of an outside director in enhancing disclosure, some others 

expressed different opinions.  Agrawal and Knoeber (1996) proved a negative link between board composition and a 

firm’s financial performance. A possible explanation for this finding is that outsider directors could be selected due to 

political reasons, rather than for monitoring reasons. Similarly, Hermalin and Weisbach (1991) found a firm’s 

accounting performance was not dependent on the number of outside directors on the board. We therefore suggest the 

hypothesis 

Hypothesis 2: The level of disclosure improves with an increasing number of non-executive directors on a board.  

2.1.3 State ownership  

The existing literature on determinants of disclosure has presented mixed views on the relationship of 

ownership structure and corporate disclosure. On the one hand, several authors believe in the positive link between 

state ownership (which is understood as the number of shares held by a state-owned organization) and voluntary 

disclosure (Eng and Mak , 2003). On the other hand, the study by Jalila and Devi (2012) put forward an interesting 

viewpoint, as they found no significant effect of government-link ownership on disclosure in Malaysia. In the context 

of Vietnam, Binh (2014) studied the annual reports of 199 listed companies in 2009 and found no significant 

relationship. This finding is consistent with the studies by Yuen et al (2009). These authors suggested that state-owned 

companies are different from public-owned companies in some ways. The former sometimes works toward national 

interest rather than profit maximization. In addition, state-owned companies must be subject to certain laws and 

regulations that are different from those imposed on public-owned companies. Last but not least, state-owned 

companies are run in a special manner that is in line with the government’s social and/or economic strategies. Based 

on these observations, this study suggests the following hypothesis:  

Hypothesis 3: There is a significant relationship between state ownership and the level of disclosure.  

2.1.4 Foreign ownership  

Another factor that should be considered in most studies on disclosure quality is foreign ownership. In many 

cases, foreign investors have a preference for companies in which they are well informed and where their investments 

are more likely to be protected. Regarding the impact of this factor on disclosure quality, Haniffa and Cook (2002) 

found that they were positively correlated in the context of listed companies in Malaysia. Surprisingly, Jalila and Devi 

(2012) found the opposite relationship in the same country. Similarly, in the different context of New Zealand, Laidroo 

(2009) reported a negative link between the same variables. However, further investigation into related studies in 

developing countries has shown a positive relationship, such as studies in Kenya (Barako, 2007) and Jordan (Amer et 

el, 2014). Taken together, the following hypothesis is suggested 

 Hypothesis 4: The higher the proportion of foreign ownership, the higher corporate disclosure becomes.  

2.1.5 Insider ownership and ownership concentration 
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Besides foreign ownership, there remain several aspects of ownership structure and its corresponding impacts 

on disclosure, which have been discussed in previous studies. With respect to insider ownership, it is generally agreed 

that insider investors have an advantage over outsider ones, because the former can access valuable information and 

news over a shorter time. Therefore, to be fair, outside investors often require companies to announce all relevant 

information, thus leading to a company’s incentive to release disclosure.  In a similar manner, if a majority of shares 

are held by a small number of investors, it is likely that the voice of each remaining individual is easily ignored, and 

his right and/or benefit is not fully protected. Such situations result in an increasing demand for disclosure on several 

aspects of a company (Fama and Jensen, 1983). Consistently, previous research has suggested a positive relationship 

between dispersed ownership and disclosure (Chau and Gray, 2002).  Hannafi & Cooke (2002) and Helwege et al 

(2007) also found a positive  relationship between widely held ownership and high valued, liquid and well-performed 

stocks in US firms during the period 1970 to 2001. Therefore, this study posits two additional hypotheses:   

Hypothesis 5: The lower proportion of insider investors, the higher the level of disclosure would be. 

Hypothesis 6: The more dispersed the ownership, the higher the level of disclosure would be.    

2.1.6 Institutional ownership 

Institutional investors are often respected due to their financial ability and profoundly analytical techniques. 

Investment decision within these organizations is often based on the analyses of experts who are experts in detailed 

and in-depth research. This situation ensures their decisions are influential over other investors. Regarding the effect 

of institutional investors, Jiambalvo et al (2002) claimed that, as sophisticated investors, they should be better able to 

use current-period information in order to predict future earnings, compared with other owners. Therefore, it is likely 

that an increase in institutional ownership leads to an increase in stock prices in the future. The percentage of 

institutional ownership also signals the extent to which stock prices lead earnings. However, Velury and Jenkins 

(2006) have suggested that concentrated institutional ownership may negatively affect earnings quality.  

With regard to the extent to which institutional ownership affects corporate disclosure, there seems to be 

contrasting views. Binh (2014) has reported a negative relationship. Meanwhile, Bushee and Noe (2000) found a 

positive link between a firm’s disclosure ranking and its institutional ownership. Similarly, Laidroo (2009) agreed on 

the positive relationship between public announcement disclosure quality and institutional ownership. Based on recent 

efforts to strengthen the transparency level of disclosure made by the Vietnamese government, the following 

hypothesis is proposed 

Hypothesis 7: There is a significant relationship between institutional ownership and disclosure.    

2.1.7 Profitability 

The literature review suggests clear evidence for the positive relationship between profitability and the level 

of disclosure (Eng and Mak, 2003; Kamal et al, 1991). A manager of a company with high profits and having a good 

reputation tends to frequently release good information and news due to two reasons. Firstly, this frequent practice 

helps to attract potential investors, thus reducing the cost of debt and raising the company’s value. Secondly,  
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improving disclosure quality also helps to improve the level of transparency. In particular, good information about a 

company’s financial performance is considered to be a good indicator of the managers’ ability and his/her will toward 

satisfying the expectations of shareholders. The literature review therefore provides a strong background for the 

following hypothesis 

 Hypothesis 8: The higher the profit, the higher the level of disclosure would be. 

2.1.8 Leverage  

Another aspect of a firm’s characteristic that has been examined in several disclosure- related studies is 

leverage. Existing literature reviews offer mixed suggestions on the link between leverage ratio and disclosure level. 

Hossain et al (1994) examined the financial reports of companies listed on the New Zealand Stock Exchange and  

reported no significant relationship, Similarly, Mathew et al (2007) examined the annual reports of  22 listed 

companies on the Ghana Stock Exchange and also found invalid association between the two variables. However, the 

study by Feng and Mark (2003) reported a negative relationship. In the context of Vietnam, Binh (2014) examined 

data from listed companies in two markets in 2009 and found an insignificant relationship. This study examined recent 

data of listed companies and therefore, suggested the hypothesis as follows: 

 Hypothesis 9: The level of leverage is negatively related to the level of disclosure.  

2.1.9 Firm size 

A considerable amount of literature has been published on the impact of firm size on the level of corporate 

disclosure. These studies are generally agreed that firm size is significantly and positively associated with the level of 

disclosure (Khalid, 2006; Mathew et al 2007). Large firms have a complicated web of interactions among managers 

and directors and between directors with outside stakeholders. Due to the complex structure of large firms, exchanging 

information among insider stakeholders and outsiders through official documents, such as periodical reports, is indeed 

important for controlling issues arising from the conflict of interest between controllers and outside shareholders. As 

such, this study examines the following hypothesis  

Hypothesis 10: The larger the firm’s size, the higher the level of disclosure would be.  

2.1.10 External audit firm (by Big 4)  

The Big 4 refers to Deloitte Touche Tohmatsu, Pricewaterhouse Coopers, Ernst & Young and KPMG 

(Owusu-Ansah, 1998). The quality of auditing is the most common factor examined in most disclosure-related studies.  

Investigating the markets of developed countries, Hossain et al (1995) and Bernard (1995) agreed that the quality of 

auditing is not related to the level of voluntary disclosure. Meanwhile, studies by Jalila and Devi (2012) and Wang et 

al (2008) have argued the opposite view that firms, which have been audited by the Big 4, tend to have higher segment 

disclosure. This argument is drawn on the belief that audited annual reports provide a reliable source of information 

and data for the stakeholders and investors to make an analysis. Moreover, companies that choose these Big 4 firms 

to audit their annual reports reaffirm the director’s will toward enhancing transparency. Based on this belief, this study 

tests the hypothesis 
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Figure 1: Theoretical model 

Source: Author 

 

Hypothesis 11: There exists a significant relationship between auditing quality and the level of disclosure.  

Based on the above arguments, the theoretical model is presented in Figure 1. 

2.3. Methodology 

2.3.1 Data and sample 

This section describes the author’s process of selecting the sample.   

The first step is described as follows. Until 01/01/2012, the number of companies listed on the Hanoi Stock 

Exchange amounted to 317. Companies listed from 01/01 to 31/12/2012 were excluded from the study sample because 

the time length was less than one year and this was not long enough for mandatory reports to be issued (Owusu-Ansah, 

1998). The author also excluded 22 companies, including banks, security companies and insurance companies from 

the sample, due to some special characteristics and regulations under which they must comply. For example, the ratio 

of foreign ownership in the listed banks is lower than that in the non-financial companies. Another example is that the 

average size of a listed bank is relatively larger than a commercial/service listed company. After exclusion, the sample 

size consisted of 295 companies. The minimum sample size is computed in accordance with Slovin (1996) (with error 

+/- 10%). The result is N = 295/(1+295x0,12) = 75 

In the next step, the author randomly selected 120 companies from these 295 companies. The selection steps 

were as follows:  

A list of 295 companies was drawn up and displayed on a worksheet 

Level of 

voluntary 

disclosure 

Separation between 

ownership and 

control  

 

H6 - 

H4 + 

Ratio of non-executive 

directors 

 

Firm size 

Leverage 

Foreign ownership 

Insider ownership 

Institutional 

ownership 

State ownership 

 

Return on asset 
Ownership 

concentration 

 

H7 + H8 + 

Auditing quality 

H10 +  
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Function Index (sourerange; UniqueRandomNum (bottom;top;amount)) in Excel was used to randomly 

select a sufficient sample. When encountering a duplicate observation, the author skipped it and moved on to the next 

selected one. 

In the third step, the author collected information about the disclosure practices of these 120 listed companies 

during the period 2012-2014 from two sources:  

Primary information was collected from annual reports of the 120 listed companies which were issued 

between 2012 -2014.  These reports were officially available on the websites of the Hanoi Stock Exchange and the 

listed companies. The total number of observations was 258, including only 18 observations obtained for the year 

2012.   

Secondary information was collected from websites vndirect.com.vn and cophieu68.vn. This source was 

supplementary to the primary source.  

2.3.2 Definition and measurement of model variables 

Dependent variable: The level of disclosure refers to the extent and amount of information published in 

annual report of the selected companies.  

Basing on Decree No 52, dated 5-April-2012 by Ministry of Finance in order to compute the level of 

disclosure. According to this Decree, listed companies are required to announce five types of information. The author 

classified this information into 50 detailed indicators. Measurement of each indicator is based on an ascending scale 

from 0 to 2, with 0 indicating the lowest score. The total score of 50 indicators for each company ranges from 0 to 

100.   

Independent variables 

- The separation between ownership and control is a binary dummy variable. It equals 1 if CEO/chairman are 

separated, and equal 0 if otherwise 

- The proportion of non-executive directors (X2) is computed by dividing the number of non-executive 

directors into the total directors on the board. This computation is based on a definition of the proportion of non-

executives stated in Circular No.121/2012/TT-BTC, Article 2.  

- State ownership (X3) refers to the proportion of shares held by the State (%).  

- Foreign ownership (X4) refers to the proportion of shares held by foreigner investors (%).  

- Insider ownership/insiders (X5) refers to member(s) of the board, the general (chief) director/director, 

financial director, chief accountant and the manager/s of the financial and accounting departments of a listed company 

(Circular No 52/2012/TT-BTC). Insider ownership is measured by the ratio of shares held by insiders (%).  
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- Ownership concentration (X6) refers to the investors who directly or indirectly possess equal to and above 

5% of the total common shares of a listed company, as stated in Item 9, Article 6 Securities Law 2006. This variable 

is measured by the ratio of shares owned by the largest shareholder (%).  

- Institutional ownership/shareholders (X7) refers to the proportion of shares held by a financial 

organization/fund, as stated in Article 84, Civil Law 2005. Institutional ownership is measured by the ratio of shares 

held by legitimate organizations (%).  

- Return on assets (X8) is measured by dividing net profit into total assets. 

- Leverage (X9) is measured by dividing total debt into total assets of each company. 

- Firm size (X10) is measured by the log of total assets of each company. 

- Auditing quality (X11) is a binary dummy variable (equals either 1 or 0). The variable equals 1 if the listed 

company was audited by any company belonging to the group Big 4. The variable equals 0, if otherwise 

2.3.3 Measurement approach 

The study employs the Fenite Element Method (FEM) or Random Effect Model (REM). This model is 

generalized as follows:  

DIi,t = β0 + β1 Xi,t1 + β2 Xi,t2 + β3 Xi,t3 + β4 Xi,t4 + β5Xi,t5 + β6 Xi,t6 + β7 Xi,t7 + β8 Xi,t8 + β9 Xi,t9 + β10 Xi,t10 + β11 Xi,t11  

+  ui,t    (3.2) 

where, 

DI: Disclosure indicator  

βi : Refers to the coefficient for each independent variable i 

ut : Refers to the error term 

Xi,t: Refers to variable i, year t 

X1, X2, X3, X4, X5, X6,  X7, X8, X9, X10, X11:  Independent variables already described above. 

III. RESULTS AND DISCUSSION 

IV.  

4.1 Descriptive statistics and correlation matrix 

 

Table 1 shows maximum, minimum, average value and standard deviation of dependent and independent 

variables. The average value of variable disclosure indicates a rather low level of disclosure by the listed companies 

on the Hanoi Stock Exchange.  
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Table 1: Descriptive statistics of model variables  

Variables Average Maximum Minimum 
Standard 

deviation 

Disclosure indicator 51,616 82 17 12,787   

Separation between 

ownership and control 

0,332 1 0 0,472 

Proportion of non-executive 

directors  

0,416 1 0 0,195 

State ownership 0,229 0,879 0 0,241 

Foreign ownership  0,066 0,482 0 0,093 

Insider ownership 0,260 0,932 0 0,237 

Ownership concentration  0,494 0,982 0 0, 211 

Institutional ownership   0,426 0,962 0 0,257 

Return on asset (ROA) 0,050 0,855 -0,365 0,107 

Leverage 0,550 0,985 0,008 0,239 

Firm size 26,235 30,435 23,33 1,392 

Auditing quality 0,121 1 0 0,327 

Source: Author’s computation using Stata. 

 

Table 2 shows correlation coefficient between variables. All coefficients are smaller than 0.8. The result of the 

Wooldridge test shows no autocorrelation between variables (p=0,4612). Similarly, the result of the Collin test shows 

no multicollinearity between variables. However, the result of the Larange and Breusch test on model REM shows 

heteroscedasticity (p=0). As such, the author applies robust function to ensure the reliability of parameter coefficient.    

 

The study employs panel data regression methodology. The Hausman test is applied, in order to select a 

suitable model: FEM or REM. The test result shows p value equaling 0.87, meaning multicollenarity between 

dependent variables does not exist and the REM model is a better model. 
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Table 2: Correlation matrix 

Variables Label DI 1 2 3 4 5 6 7 8 9 10 

Separation between 

ownership and control 
X1 -0,110*           

Proportion of non-

executive directors 
X2 0,221*** -0,175***          

State ownership X3 0,108* -0,203*** 0,101         

Foreign ownership X4 0,0770 -0,047 0,191*** 0,020        

Insider ownership X5 -0,038 0,091 -0,044 -0,051 -0,126*       

Ownership 

concentration 
X6 0,186*** -0,069 -0,025 0,453*** 0,080 

0,227**

* 
     

Institutional ownership X7 0,069 -0,170** -0,072 0,464*** 0,0770 0,117* 0,454***     

Return on asset (ROA) X8 0,091 0,077 0,119* 0,189 0,197*** 
-

0,156** 
-0,006 -0,019    

Leverage X9 0,039 -0,057 -0,120* 0,003 -0,208*** 0,069 -0,045 -0,047 -0,337***   

Firm size X10 
0,2291**

* 
-0,190*** -0,029 0,193*** -0,209*** 0,014 0,139** 0,145** -0,123** 

0,530**

* 
 

Auditing quality X11 
0,2113**

* 
-0,261*** 0,102 0,378*** 0,0420 -0,058 0,246*** 0,195*** 0,018 0,051 0,395*** 

* significant level 10%; ** significant level at 5%; *** significant level at 1% 

3.2. Results and discussion 

The first lines of Table 3 show the impact of governance –related variables, i.e. variables X1 and X2, on 

corporate disclosure.  X1 is found negatively related, while X2 is opposite to X1. Coefficient of parameter X1 is 

-2.028** at a significant level of 5%. This is an interesting finding, as it contradicts Hypothesis 1. Meanwhile, 

the coefficient of X2 is 6.765***, which supports Hypothesis 2.  

The most striking aspect of Table 3 is that state ownership, foreigner ownership, insider ownership, and 

majority ownership, are found to be not significantly associated with corporate disclosure. This finding is 

inconsistent with findings of previous research, and therefore rejects Hypotheses 3, 4, 5 and 6. Only the 

ownership-related variable, institutional ownership, significantly explains corporate disclosure. This finding 

supports Hypothesis 7 that an increasing proportion of shares held by an organization leads to a higher level of 

disclosure.  

The next part of Table 3 displays the relationship between financial indicators and disclosure. In this part, 

the result worth noticing is that leverage is found to be negatively associated with disclosure. In particular, the 

coefficient of parameter X9 is -7.743**, thus implying that enclosure would be reduced by 7.743%, if leverage 

increased by 1%.  This finding supports Hypothesis 9 and aligns with the study by Feng and Mak (2003). With 

respect to the impact of the other financial indicators, the findings are consistent with all the hypotheses.  
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Parameter X8 and X10 are all positively related. In detail, disclosure would increase by 3.942% if ROA increased 

by 1%. Similarly, an increase in firm size by 1% could lead to an improvement in disclosure by 2.260%.  

Another interesting aspect of Table 3 is the annual report disclosure is not dependent on the reputation of the 

Big 4. Again, this finding rejects Hypothesis 11 and becomes inconsistent with the findings of the previous study 

by Jalila (2012).  

Table 3: Estimation for REM model 

Independent variable: DI disclosure indicator 

Variables Coefficient Adjusted error  

Intercept -7,388 21,537 

Separation between ownership and control (X1)  -2,028** 0,853 

Proportion of non-executive directors (X2)  6,765*** 1,840 

State ownership (X3) 1,485 5,877 

Foreign ownership  (X4) 2,156 2,464 

Insider ownership (X5) 0,288 2,387 

Ownership concentration (X6) 2,752 5,511 

Institutional ownership (X7) 2,626** 1,325 

ROA (X8) 3,942** 1,990 

Leverage (X9) -7,743** 3,804 

Firm’s size (Quy mô) 2,260** 0,874 

Auditing quality (Kiểm toán) 1,174 1,655 

R2 0,304  

N 258  

P 0,000  

Note:  *: Significant level 10%; **: Significant level 5%; ***: Significant level 1% 

 

V. CONCLUSIONS, IMPLICATIONS AND LIMITATIONS 

This study employs signal theory, agency theory and panel data to explore the explanatory factors affecting 

the level of compulsory disclosure issued by listed company on the Hanoi Stock Exchange.  The REM model has 

been selected to analyze the panel data, due to its reliability and validity.  The most important finding to emerge 

from the analysis is that the level of disclosure is positively correlated with the proportion of non-executive 

directors on a board, the proportion of shares held by an institution and the firm’s size and ROA. In the meantime, 

the level of disclosure would decrease as the result of increased leverage level or the increasingly dominant role 

of CEO and chairman.  
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The findings of this research provide insights into disclosure quality attributes of listed companies on the 

Hanoi Stock Exchange.  The findings of this research could be used to help investors and related authority entities 

to assess the level of transparency of the companies in which they want to invest. Moreover, the research can be 

used by managers of those companies to identify solutions that can enhance their companies’ disclosure scores 

and rankings in the future. Hope (2003) has suggested that firm-level disclosures are positively related to the 

reliability of earning forecasts. Thus, improving disclosure quality will provide useful information for analysts. 

This study is also useful for analysts and researchers when explaining why companies adopt and carry out certain 

disclosure strategies.  

The study contributes to the limited number of research in the field of disclosure of listed companies in the 

context of the Vietnam Stock Exchange.  Future research of similar interest can expand in two directions. Given 

the fact that lawful requirement on disclosure came into effect recently, the present research has only collected 

data disclosed over three years. Future research should therefore collect a longer range of data, in order to capture 

its trending feature. In addition, the current study is limited to examining compulsory disclosure. Future research, 

therefore, should examine both voluntary and compulsory disclosure, in order to provide additional evidence with 

respect to the determinants of disclosure, which can then better assists investors when making investment 

decisions.  
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Abstract: This study determined and described the economic and demographic transformation of Nueva 

Vizcaya from 1970-2010. Specifically, this paper determined the economic growth of the province in terms of 

GDP sector composition and employment rate, demographic transformation in terms of population growth and 

population composition and the rate of economic and demographic transformation. Mixed methods, specifically 

the sequential explanatory design, wherein the quantitative data were analyzed followed by a qualitative 

interpretation. Findings revealed that Nueva Vizcaya is still largely an agricultural province. However, the rate 

of change in terms of the number of people involved in Agriculture, Fishery and Forestry is declining. There is a 

movement of the people’s gainful occupation from Agriculture, Fishery and Forestry to Commerce and 

Services. In terms of employment, this study showed that an increase in working population leads to an increase 

in the employment rate. But the increase in the population does not guarantee a decrease in the unemployment 

rate. Further, the relatively increasing population that enters into the labor force however runs parallel to the 

increasing population that is unemployed. This is an indication that the available resources in Nueva Vizcaya 

do not run parallel to the increasing population of the province. 

 

Keywords: GDP sector composition, employment rate, population growth, population composition 

 

I. Introduction 

Growth is a recent phenomenon (Aghion and Howitt, 2009). Although growth has been seen and 

defined in the economic side, it has as well facilitated various social, and demographic changes and 

transformation. In China for instance, economic growth, due part and parcel with globalization, has led to the 

largest poverty reduction in history, that is, between 1990 and 2005, poverty rates in the country fell from 60% 

to 16%, leaving 475 million fewer people in poverty. In Uganda, poverty fell 40% during the 1990s and school 

enrollments doubled. And in Vietnam, surveys of the country’s poorest households show 98% of people 

improved their living conditions in the 1990s (World Bank Group, 2013). 

 Demography has been seen also to contribute to economic growth. In the United Kingdom, for 

example, population is ageing due to increased life expectancy and dropping birth rate – more babies were born 

in 1940s and 1960s but since 1970s, numbers of babies born have fallen. The result of which is fewer people in 

economically active group, more elderly people living in poverty because there is not enough working 

population to pay for a decent pension and people have no savings. There is also an increased demand for more 

pensions but taxes aren’t enough to cover pensions. On this note, UK government encouraged immigration of 

young people to the UK wherein around 80% of immigrants since 2004 have been 34 years or under. The result 

of which is an increase in the number of people paying taxes (Crown, 2007).  
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In the study of Bloom, Canning, and Malaney (1999), they examined the links between demographic 

change and economic growth in Asia during 1965-90. Their study also shows that the overall rate of population 

growth had little effect on economic growth, but that change in life expectancy, age structure, and population 

density had a significant impact on growth rates. It was also found out that there was a strong evidence of 

feedback from higher income to population change via lower fertility, though a significant component of the 

demographic changes appears to have been exogenous. The results of their study suggests that the demographic 

transition can act both as a catalyst and as an accelerator mechanism, and that demographic effects can explain 

most East Asia’s economic “miracle”. East Asia benefited from a “virtuous spiral” of income growth and 

fertility decline, while South Asia seems to remain caught in a low-level population-income trap. 

 The total population of Nueva Vizcaya as of 1995 census is 334,970 which makes the province the 3rd 

largest and second fastest growing in region II with a population growth rate of 2.23%, and the population 

density is 83 persons/sq km. The labor force of about 193,277 is distributed into the following fields: 60.9% in 

agriculture, industry and forestry, 33.1% in trade and services sector, and the remaining 6% in the 

manufacturing, construction, etc. (CASCADE and DTI-NV, 2003). 

The abovementioned studies have discussed the relationship between demographic transition and 

economic growth. It is in this light that this researched was premised and conceptualized. This paper probed into 

the unending discussion regarding the interrelationships between population growth and economic development 

with special attention to its relevance to the province’s socioeconomic development. Hence, this study 

determined Nueva Vizcaya’s economic and demographic profile from 1970-2010 and the rate of transformation 

of the aforementioned profiles. Specifically, this paper determined the economic growth in terms of GDP sector 

composition and employment rate, the demographic transformation in terms of population growth and 

population composition, and rate of economic development and demographic transition in Nueva Vizcaya. 

 

II. MATERIALS AND METHODS 

 This mixed methods research made use of the quantitative method to determine the economic and 

demographic transformation of Nueva Vizcaya. The quantitative part of this research was the use of the 

sequential explanatory design of mixed methods research on the economic growth and demographic 

transformation of the province. On the use of sequential explanatory design, quantitative data, in percentages, on 

the economic and demographic profile of Nueva Vizcaya were collected and analyzed, followed by a qualitative 

interpretation.  

 The reports/documents regarding the province’s GDP sector composition, and employment rate were 

obtained from the National Statistics Office, Bayombong, Nueva Vizcaya. The demographic profile of the 

province was obtained from the said office. 

The locale of the study was Nueva Vizcaya. Nueva Vizcaya is one of the five provinces of Region 2. It 

is located at the southernmost part of Cagayan. Valley. It is surrounded by mountain ranges of Sierra Madre on 

the east, Cordillera on the west, and Caraballo on the south. The province has a total land area of 3,904 square 

kilometers which constitutes 1.3 percent of the total land area of the Philippines (NSO, 2000). 

 Nueva Vizcaya was created as a politico-military province by a royal decree in April 1841. The capital 

then was established in Camarang, the northeast portion of the province. With the creation of the province of  
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Isabela in 1856, Bayombong, which is located in the northeast portion of Nueva Vizcaya became the provincial 

capital (NSO, 2000). 

III. RESULTS AND DISCUSSIONS 

 

3.1 On Economic Profile 

a. GDP Sector Composition 

 

The study reveals that 75.39% or the majority of the 15 years old above population in 1970 are into 

Agriculture, Fishery and Forestry. This is followed by Services, 12.99%; Manufacturing, 4.85%; Commerce, 

4.31%; Construction, 2.26%; Electricity, Gas, Water, and Sanitary Services, 0.17%; and Mining and Quarrying, 

0.03%. In the year 1970, there were 769 respondents whose activities were not adequately defined. 

 

 

 

 

 

 

 

 

 

 

 

 

 

In 1980, 68.68% or the majority of the 15 years old above population are into Agriculture, Fishery and 

Forestry. This is followed by Services, 17.63%; Commerce, 6.05%; Manufacturing, 4.50%; Construction, 

2.50%; Electricity, Gas, Water, and Sanitary Services, 0.40%; and Mining and Quarrying, 0.24%. For the year 

1980, there are 676 respondents whose activities are not adequately defined. It can be noted here that there is an  
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increase in the number of those employed in Commerce outnumbering that in the Manufacturing. It can also be 

noted here that there is a decrease in the number of people involved in Agriculture, Fishing and Forestry. 

 

 

 

 

 

 

 

 

 

 

 

 

 

In 1990, 62.18% or the majority of the 15 years old above population are into Agriculture, Fishery and 

Forestry. This is followed by Services, 21.15%; Commerce, 7.98%; Manufacturing, 4.47%; Construction, 

3.23%; Mining and Quarrying, 0.35%; and Electricity, Gas, Water, and Sanitary Services, 0.27%;. In 1990, 

there were 5030 respondents whose activities were not adequately defined. It can be noted here that there is an 

increase in the number of those involved in Mining and Quarrying which outnumbers that of Electricity, Gas, 

Water, and Sanitary Services. It also reveals that there is a decrease in the number of gainful workers in 

Agriculture, Fishery and Forestry. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

In 2000, it is projected that 53.64% or the majority of the 15 years old above population are into 

Agriculture, Fishery and Forestry. This is followed by Services, 26.57%; Commerce, 10.27%; Manufacturing,  
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4.10%; Construction, 3.74%; Mining and Quarrying, 1.33%; and Electricity, Gas, Water, and Sanitary Services, 

0.35%;. It can be noted here that there is a decreasing number of people involved into Agriculture, Fishing and 

Forestry. While the number of those involved into Commerce is increasing. 

 

 

 

 

 

 

 

 

 

 

 

 

Lastly, the projected data for 2010 shows that 43.68% or the majority of the 15 years old above 

population are into Agriculture, Fishery and Forestry. This is followed by Services, 30.99%; Commerce, 

12.47%; Mining and Quarrying, 4.79%; Manufacturing, 3.56%; Construction, 4.08%; and Electricity, Gas, 

Water, and Sanitary Services, 0.43%.  It can be noted here that people involved into Mining and Quarrying are 

increasing while people involved in Agriculture, Fishery and Forestry has significantly decreased. 

The figures/data in the study reveal that people involved into Agriculture, Fishing and Forestry are less 

becoming involved into by people, while more people are involved into Services, Commerce, and Mining and 

Quarrying. The decreasing number of employed people in Agriculture, Fishing and Forestry is an indication that 

the province has been moving from such to a more service-oriented occupation. As the data shows, there are 

more people involved into occupations like transportation, communication and government services. 

Meanwhile, there is also an increase in number of people involved into Commerce which include wholesale 

trade, retail trade banks and other financial institutions insurance and real estate services. The graph also shows 

that there is an increasing number of those involved into mining and quarrying. Such is the case because of the 

presence of mining operations in the province. 

 

b. Employment Rate 

 Out of the 117,425 15 years old and over population in 1970, the number of employed was 69,661 or 

59.32% while the number of unemployed was 47,764 or 40.68%. In the year 1980, 69,113 or 49.76% of the 

138,898 15 years old and over population were employed while 69,785 or 50.24% was unemployed. In the 

1990, 105,531 or 58.68% of the 179,849 15 years old and over population were employed while 74,318 or 

41.32% was unemployed. Out of the 230,085 15 years old and over population in 2000, the number of employed 

was 132,969 or 57.79% while the number of unemployed was 97,116 or 42.21%. Out of the 285,257 15 years 

old and over population in 2010, the number of employed was 167408 or 58.69% while the number of 

unemployed was 117,849 or 41.31%.  
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Graph 6. Labor Force from 1970 – 2010  

The employment rate in the year 1970 – 1980 was -0.08% while unemployment rate was 4.61%. In the 

decade of 1980 – 1990, employment and unemployment rates are 5.27% and 0.65% respectively while 2.60% 

and 3.09% respectively in decade of 1990 – 2000.  The employment and unemployment rates in the decade of 

2000-2010 were 2.59% and 2.19% respectively. Therefore, in terms of employment rate, the average 

employment rate from 1970 – 2010 was 2.60% while the average unemployment rate was 2.64 from 1970 – 

2010.  

It can be noted here that there was a decrease in the employment rate in the 1970 – 1980. The decade of 

1980 – 1990 was a decade of increased employment rate. This corresponds to the analysis of Orbeta and Pernia 

(1999) that there was a much better performance around the mid-1990s in the Philippines in general, wherein 

such trend was also observable in Nueva Vizcaya. The -0.08% decline in the employment rate in the decade of 

1970 – 1980 could possibly be accounted to the separation of three towns of the province of Nueva Vizcaya that 

eventually form part of the province of Quirino 

 

3.2 On Demographic Profile 

a. Population growth 

 

Year Total Growth Rate 

1970 221965 - 

1980 241690 0.89 

1990 300566 2.45 

2000 366962 2.21 

2010 421355 1.48 

Average Growth Rate  1.76 

Table 1. Population Growth from 1970 – 2010 
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The study reveals, as shown in Table 1, that there was an increase in the population of Nueva Vizcaya 

with the year 1990 as the highest growth rate where the province experienced 2.45 growth rate. It can also be 

noted that there was only 0.89% growth rate in 1980 because this was the period that Aglipay, Diffun, Maddela, 

Saguday and Cabarroguis became a part of Quirino Province. The study also shows that the province has an 

average growth rate of 1.76 from 1970 to 2010. 

 

b. Population Composition 

b.1. By Sex 

The study shows, as shown in Table, that in the year 1980, female population grew faster at 0.91% 

growth rate compared to the 0.86% population growth rate of the male population, and in the year 2010 when 

female population was at a growth rate of 1.52% compared to 1.45% growth rate of the male population. But in 

the years 1990 and 2000, male population growth rate was higher than that of the female population.  

Male Year Female 

Population Growth Rate Population Growth Rate 

112830 - 1970 109135 - 

122579 0.86 1980 119111 0.91 

153026 2.48 1990 147540 2.39 

188122 2.29 2000 178840 2.12 

215397 1.45 2010 205958 1.52 

 1.77 Average Growth Rate  1.74 

 

Table 2. Population by Sex from 1970 – 2010 

b.2. By age-group structure 

 The study reveals the province has experienced a “baby-boom” generation in the year 1990. It is 

expected that the 10 -14 years old in the year 1990 will enter the labor force in 2000.  This can be manifested by 

the increase in the labor force in the year 2000. 

 1970 1980 1990 2000 2010 

0-14 years old 104540 102792 120717 136747 136098 

15-64 years old 111534 130429 169052 215372 266296 

65 years and over 5891 8469 10797 14843 18961 

Table 3. Population by Age Structure (both sexes): 1970 – 2010 

 

This finding is similar the study of Prskawetz and Lindh (2007) that showed an empirical model of how 

different age-groups affect economic growth in a panel of OECD countries. The main result is that increases in 

the working population are associated with the increased growth rates. 

 

IV. CONCLUSION 

Nueva Vizcaya is still largely an agricultural province. However, the rate of change in terms of the 

number of people involved in Agriculture, Fishery and Forestry is declining. The movement of economic  
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growth is the movement of the people’s gainful occupation from Agriculture, Fishery and Forestry to Commerce 

and Services (Transportation, Communication and Government Services). The continued transformation of 

many urban areas has led more people to be involved in Commerce and Services. This has led to an increase of 

employment rate in the province. Therefore, in terms of employment rate, the average employment rate from 

1970 – 2010 was 2.60% while the average unemployment rate was 2.64 from 1970 – 2010. This shows that an 

increase in working population leads to an increase in the employment rate. But the increase in the population 

does not guarantee a decrease in the unemployment rate.  The relatively increasing population that enters into 

the labor force however runs parallel to the increasing population that is unemployed. This is an indication that 

the available resources in Nueva Vizcaya does not run parallel to the increasing population of the province. 

Based on the scope and limitation of the research and on the difficulties encountered in data gathering, 

the following are recommended: 

 

For Government Offices 

Records keeping should be taken into account by Government Offices in order to keep track of the 

changes/transformation, and to understand the problems that may arise as consequences of such 

changes/transformation in their respective town’s in particular and in the province, in general. There should be 

proper turnover of public documents. These documents should be kept on file in appropriate government offices. 

Every town of the province must have complete records on economic and socio-demographic profile of their 

respective municipality.  

For Future Researches 

The economic and socio-demographic profile of the province in the year 1941- 1969 may be included 

in their study to further understand and analyze the economic and socio-demographic trend in the province. 

Future researches may include a more detailed data on birth, and death rate to further understand the 

demographic transition of the province. Other than, birth and death rates, a study on migration – rate, and push 

and pull factors – in Nueva Vizcaya can also supplement the understanding of such transition. To further 

understand the interconnectedness between economic growth and demographic transformation, future studies 

may include the Gross Domestic Product and the income of the province.  Furthermore, future researches may 

include in their study the changes in the physical landscape of the province as a result of and as a precursor to 

economic growth. 
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Abstract: The aim of this study is to investigate the impact of bank-specific characteristics on credit risk of 

commercial banks in Vietnam by using bank data collected from audited financial statements or annual reports 

of 43 commercial banks in Vietnam during the period 2009-2013. The research uses three popular estimate 

methods: OLS, FEM and REM. The result of the Hausman test shows that FEM is the most suitable model for 

this paper. The finding reveals that the bank size and the operating efficiency are negatively related to the credit 

risk level. Conversely, the profitability is the main factors which have a positive influence on banks’ credit risk. 

The impacts of liquidity and capital structure on banks’ credit risk are indicated to be not significant. 

 

Keywords: Credit risk, loan loss provision, Vietnamese commercial banks, Banks’ specific characteristics 

 

I. INTRODUCTION  

Financial intermediaries in general and commercial banks in particular play an important role in the world 

economy because of the ability to efficiently transform financial claims of savers into claims issued to 

corporations, individuals and governments. However, these entities are facing with risks and challenges coming 

from their internal and external elements.   

Back to the year 2009, the world had experienced a variety of complex volatilities and black holes from 

many while Vietnam also had to deal with macroeconomic uncertainty, bad debts or “freezing” real estates. 

According to the Saigon Times Weekly no 02-2012, “the loan loss provision at that time was too low compared 

with bad debt. In fact, the annual loan loss provision of some big commercial banks just accounted for 30% of 

total bad debt. In the period 2009-2012, the amount of loan loss provision used for bad debt settlement is about 

VND 1,000 billion.” The year of 2013 was the peak of bad debt when it really became a serious threat to the 

security of banking system and the national financial stability. Therefore, the analysis of determinants affecting 

the credit risk of commercial banks will help the administrators find the reasonable decisions to decrease the 

loan loss provision (by decrease non-performing loans or bad debts), thereby enhancing the health of banks. 

A lot of researches about credit risk in Vietnam and around the world have brought many practical values 

for the management of banks as well as government agencies. However, previous studies of domestic authors 

only provided the insight into some aspects that affected the credit risk in small scopes such as ethical 

dimension (Hùng L.V., 2007), bank size and yearly growth rates (Quý V.T., 2014).  

On the other hand, there are many academics researches from all over the world arguing and studying 

about this issue in different countries or regions. Samad A. (2012) processed his research about American banks 

and Manab N.A. (2015) sought to study in Malaysia. However, these two authors focused on bank specific 

factors while Biase P.d. (2012) chose to examine macroeconomic factors of Italian banking system. Nikolaidou 

E. (2014) examined both types of factors mentioned above based on the empirical results collected from banking  
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system in Bulgaria. In addition, some researches was studied in cross-countries or multi-countries such as the 

research of Ali A. (2010), Castro V. (2013) and Chaibi H. (2015). 

II. MATERIALS AND METHODS  

2.1. Model 

According to Joseph C. (2013), credit risk can be defined as “the possibility of the loss (due to the non-

recovery of) emanating from the credit extended as a result of the non-fulfillment of contractual obligations 

arising from unwillingness or inability of counterparty or for any other reason”. Based on previous studies, the 

availability of data and the empirical situation in Vietnam, we decided to choose the Loan Loss Provision ratio 

(LLP) to be the dependent variable of our research. It represents the value of reserves set up by banks in case of 

loss to cover the new nonperforming loans (Baumann E.N.a.U., 2002; Miller S.M., 1997; Staikouras P.K., 

2007). On the other side, we considered five banks’ characteristics as five independent variables to examine the 

impact on credit risk of commercial banks in Vietnam: 

 Liquidity: Under the banking side, liquidity is one of their basic characteristics that represent the ability of 

controlling the credit risk. According to Mishkin F.S. (2004), liquidity is a specialized terminology 

representing for the ability of meeting the demand for using available capital to serve business operations 

at all times such as deposit payment, lending, payments, capital transactions, etc. Previous studies showed 

that the liquidity has the negative impact on credit risk. When banks decide to increase total loans, the 

liquidity of those banks will decrease and the credit risk will increase. Authors use the loan-to-deposit ratio 

to calculate this factor.   

 Profitability: This is an important indicator of bank performance. Rose P.S. (2013) proved that it presents 

the rate of return of a bank generated from using resources at its command in order to produce and sell 

services. In Chaibi H. (2015) and many previous studies, we found significant evidence showing that if 

banks increase their profitability, they might afford to reduce the credit risk. This means high performance 

can reflect the high quality of management and leading to a low level of credit risk. ROA is commonly 

used to analyze the profitability of commercial banks.  

 Size: Bank size is considered to be an important factor that affects banks’ credit risk. Under the “too big to 

fail” presumption, when a bank has become so large and ingrained in the economy, a government will 

provide assistance to prevent its failure so that they can stay away from disastrous ripple effects 

throughout the economy. As noted by Zribi N. (2011), this could indicate that larger banks could have 

more chances to be more diversified, and likely to be more skilled in risk management, enabling them to 

deal more effectively with “bad” borrowers.  Bank size is usually represented by total assets. However, 

this data is mathematically bigger than other indicators in the research. Therefore, the logarithm of total 

assets is useful for fixing this issue. 

 Capital structure: Capital structure is likely to affect credit risk. Highly leveraged capital leads to a 

tendency to higher risk-taking because of the need to produce higher returns with lower capital. The 

research of Inderst R. (2008) shows that without regulation any positive leverage leads to excessive risk-

taking by banks. However, if banks optimally adjust their leverage then this should not have an impact on 

their riskiness. The equity-to-debt ratio is used to measure this determinant based on the study of Wen T.C. 

(2009), Ahmad R. (2009) and Ahmet B. (2011).  
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 Operating efficiency: Banks’ efficiency levels may impact on future bank risk. In what Berger A.N. (1997) 

labeled as the “bad management” hypothesis, banks operating with low levels of efficiency have higher 

costs largely due to inadequate credit monitoring and inefficient control of operating expenses (which is 

reflected in lower cost efficiency almost immediately). Ali A. (2010) also showed that inefficient bank 

may have problems monitoring their internal costs as well as evaluating “bad” loans and bad loans may 

arise because of an event beyond the bank’s control. Therefore, this bad management of costs is associated 

with increases in future NPLs and credit risk.  

Thus, from those factors, five independent variables were chosen as the proxies for the banks’ 

characteristics respectively. Table 1 summarized and briefly explained the dependent and explanatory variables 

included in the model. 

To estimate the regression model, this study used the three most popular models which were implied in 

related research in the world: Pooled OLS model, Fixed-effects model (FEM), and Random-effects model 

(REM). However, regarding to the credit risk of banks, most of the recent literature have to take into account 

several unobserved factors that could affect activities as well as performance of banks (e.g. the age, gender, 

skills or experiences of the B.O.D, etc.). In this study, due to the differences in operations between banks, 

especially between foreign-owned and domestic banks, we think that Pooled OLS model might be not sufficient 

to capture the effects from the unobserved factors in the residuals; FEM and REM could be more appropriate. 

Nevertheless, besides our expectation, it is necessary to rely on the results of statistics tests in order to choose 

the most suitable model; hence, the following two tests were used: F-test for the joint significance of the fixed-

effects and Hausman test to choose between FEM and REM. The regression model is expressed as followed: 

 Pooled OLS: 

𝑌𝑖𝑡 = 𝛽0 + 𝛽𝑘𝑋𝑘

5

𝑘=1

+ 𝑢𝑖𝑡  

 

 Fixed-effect model: 

𝑌𝑖𝑡 = 𝛽0 + 𝛽𝑘 ,𝑖𝑡𝑋𝑘 ,𝑖𝑡

5

𝑘=1

+ 𝜆𝑖𝐷𝑖

43

𝑖=1

+ 𝛿𝑡𝑇𝑡

5

𝑡=1

+ 𝑢𝑖𝑡  

 

 Random effect model: 

𝑌𝑖𝑡 = 𝛽0 + 𝛽𝑘 ,𝑖𝑡𝑋𝑘 ,𝑖𝑡

5

𝑘=1

+ 𝑢𝑖𝑡 + 𝑣𝑖 + 𝑤𝑡  

 

Moreover, to make the regression results reliable, some required tests have been applied. The correlation 

matrix was used for testing the multicollinearity between the explanatory variables. The results from table 3 

showed that multicollinearity might not be a problem in this study when the correlations between each pair of 

independent variables was not significant. Furthermore, there was no pair having the correlation coefficient that 

was higher than 80%. The highest correlation is between the equity-to-debt ratio (LEVEL) and the loans-to-

deposit ratio (LDR) (around 52%) still smaller than 80%. Moreover, a part from the T-test to check the  
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individual significances of each regression coefficient, F-test to check the valid of the whole regression models, 

we applied robust standard error (White H., 1980) to adjust for the heteroskedasticity. 

Table 1. Variables in the model and their descriptions. 

Dependent 

Variables 
Descriptions 

Expected 

correlation 

LLP (Y) Loan loss provision ratio = Provision for loan losses/ Gross loans  

Independent 

Variables 
 

LDR (X1) 
Loan-to-deposit ratio = Total loans/Total deposits. The higher 

this ratio is, the lower the liquidity is. 
+ 

ROA (X2) 
Return on Assets = Net income/Total assets. This ratio measures 

the profitability of banks. 
- 

LAS (X3) Bank size = ln (total assets). This ration measures the bank size. - 

LEVER 

(X4) 

Equity-to-debt ratio = Book value equity/Total liabilities. 

Measuring the Capital Structure. The higher equity-to-debt ratio 

is the lower leveraged capital is. 
- 

INEFF (X5) 

Inefficiency ratio = Operating Expenses/Total Income. 

Measuring the Operating Efficiency. If this ratio decreases, the 

bank operation will increase. 
+ 

Dummy 

variables 

Di: The dummy variables of banks 

Tt: The time dummy  

 

uit The error term  

Random 

effect 

vi: Individual effects 

wt: Time effects 

 

 

2.2. Data 

The data used in the empirical work were extracted from the audited and consolidated financial statements 

or annual reports of 43 commercial banks in Vietnam over the period 2009-2013, an unbalanced panel dataset. 

All of the data is collected from Bankscope database. Before the analysis works, all the variables were 

winsorized at the level 1% and 99% for each year to eliminate the distortion from the outliers to the regression 

results. 

Table 2. Descriptive statistics of variables 

Variables Mean 
Standard 

Deviation 
Min Max 

LLP 1.00% 0.90% 0.00% 6.26% 

LDR 65.59% 25.58% 20.29% 168.39% 

ROA 4.13% 3.25% 1.11% 26.47% 

LAS 17.59 1.35 14.22 20.24 

LEVER 17.05% 14.49% 4.44% 86.48% 

INEFF 51.68% 16.65% 22.94% 119.93% 
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Based on the descriptive statistics on table 2, during the period of 2009 - 2013, Loans Loss Provision ratio 

(LLP) of commercial banks in Vietnam varied from 0% to 6.26%. The mean of this ratio is just approximately 

1% shows that the loans loss provision of banks is not significantly high in the research period. According to the 

Financial Market Report in 2013 of The National Financial Supervision Commission of the Socialist Republic 

of Vietnam (NFSC), the bad debt tended to decrease, and the asset quality of banks was under controlled. 

Secondly, the liquidity ratio (LDR) had relative large fluctuations and tended to decrease showed that the 

liquidity in this time became better. NFCS also reported that the liquidity of commercial banks had been 

improved by the increase of deposits. 

Thirdly, during the research period, ROA has a significant fluctuation with the mean of this ratio is about 

4.13%. ROA of each bank has a significantly downward trend. Therefore, the asset efficiency of banks had a 

down trend in this period. Besides, the difference in equity-to-debt ratio (LEVER) is also noticeable. The 

maximum value is 86.48% and the minimum one is 4.44%. The mean of this ratio is 17.05% and the standard 

deviation is 14.49%.   

Finally, the inefficiency ratio (INEFF) was high in average and various among banks in this period. This 

could indicate the efficiency in banking operations is still not high. NFSC proved that the operating efficiency of 

banking system had been enhanced, but some banks that had small size and poor risk management would be 

vulnerable to the risk of being purged from the market. 

Table 3. Correlation matrix 

 LDR ROA LAS LEVER INEFF 

LDR 1.0000     

ROA 0.4133 1.0000    

LAS -0.2856 -0.4131 1.0000   

LEVER 0.5233 0.4068 -0.6406 1.0000  

INEFF -0.1179 -0.0751 -0.0387 -0.0386 1.0000 

 

III. RESULTS AND DISCUSSION  

3.1. Regression results 

Table 4 displayed the regression and testing results. First of all, the p-value of the F-test is lower than 0.05; 

hence, it indicated an evidence for the presence of the fixed-effects in the regression model (at the significance 

level of 5%). Therefore, the Pooled OLS might not be sufficient in this case. Then, the p-value of the Hausman 

test is also lower than 0.05; it means that the random-effect estimator is not consistent. Consequently, the fixed-

effects model is more adequate to explain the regression model than the random effect model; the results of 

FEM will be focused in this study. 

As can be seen from table 4, the estimated coefficients of loan-to-deposit ratio (LDR) and leverage 

(LEVER) are negative but not a significant predictor of credit risk in banking. Therefore, it implied that the 

liquidity and the leverage factors do not significantly affect the credit risk of Vietnamese commercial banks in 

the period of this research. 

Moreover, the return on asset (ROA) and the inefficient ratio (INEFF) have positive relation with loan loss 

provision (LLP) at the same lever of significant, 1%. This result implied that Vietnamese commercial banks 

which have lower profitability and higher efficiency could achieve the higher competitive position in the market  
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and lower risk from loans losses. Last but not least, the logarithm of total assets (LAS) shows a negative 

correlation with LLP. This means that larger banks tend to have lower credit risk. 

 

Table 4. Regression results 

  (1) (2) (3) 

 

Pooled 

OLS 
FEM REM 

VARIABLES LLP LLP LLP 

        

LDR 0.00025 -0.00138 0.00084 

 (0.12) (-0.50) (0.45) 

ROA 0.18044*** 0.05824*** 0.14576*** 

 (8.37) (4.38) (13.92) 

LAS 0.00030 -0.00541* -0.00040 

 (0.48) (-1.83) (-0.59) 

LEVER -0.00583 -0.00478 -0.00713*** 

 (-1.00) (-1.25) (-3.19) 

INEFF 0.00054*** 0.00043*** 0.00050*** 

 

(17.45) (15.84) (15.53) 

Constant -0.00221 0.09905* 0.00899 

 

(-0.20) (1.90) (0.72) 

    Observations 189 189 189 

Adjusted R-squared 0.469 0.319 0.301 

Bank dummies 

 

YES YES 

Year dummies 

 

YES YES 

F-test1  0  

Hausman test2 

  

104.9 

Prob>chi23     0 
 Note: Robust t-statistics in parentheses 

  *** p<0.01, ** p<0.05, * p<0.1 

  Coefficients of dummy variables are not shown 

  1 F-test: the p-value of the F-test for the joint significant of fixed-effects 

  2 Hausman test: the χ2 value of the Hausman test between FEM and REM 

  3 Prob>chi2: is the p-value of the Hausman test. 

3.2 Implication 

According to these results, we propose some recommendations for banks to control their credit risk. First of 

all, bank managers could reduce the risk efficiently by some solutions: well-managing liquidity assets, 

establishing and maintaining the relationship with customers and investors; actively collaborate with borrowers 

to restructure loans and adjust the repayment period for customers who got temporary trouble on finance but are 

able to repay later; managing the inflows and outflows of money in banks more efficiently; increase the 

reservation; rising the quality of loans. 

Secondly, banks might consider to keep increasing their profit by increasing the return on assets to reduce 

the credit risk. One of solutions is that current assets should be used more efficiently. Moreover, maintaining the 

high return on assets should be focused on to increase the intrinsic strength of banks; hence banks will be able to 

hold up shocks during their operation. In addition, return on equity, another index, also need to be considered. 
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Thirdly, once facing with the challenges in business environment, another suitable method for banks to 

reduce the credit risk is improving the operating efficiency by focusing on managing both financial and human 

aspects. However, nowadays, the quality of bank officers is one of most important issue affecting the bank 

development so that banks also should concern about this issue. Besides, state bank should force banks to 

provide their information about debit balance, repayment capacity and bad debt of customers to CIC (Credit 

Information Center) to have accurate assessments and make solutions. Moreover, CIC need to warn about 

customers who got problems so that banks could find the way to reduce their risk. 

 

IV. CONCLUSION  

This study investigates the effect of five financial factors on credit risk of commercial banks in Vietnam: 

the liquidity, the profitability, the bank size, the capital structure, and the operating efficiency. The data used in 

this study is an unbalanced panel dataset collected from Bankscope with 43 commercial banks in Vietnam in the 

period 2009-2013.  

The tests in the empirical works implied that fixed-effect model is the most appropriate model for this 

study. The results show that banks’ credit risk responds negative to the increase of the bank size and operating 

efficiency while it has positive relation with the profitability; on the other hand, the liquidity and the capital 

structure do not have a significant impact on the credit risk of banks. In other words, a bank which has a large 

size and more efficient operation could have lower risk and higher competitive position in the market than 

others. 

However, this study still contains some limitations; therefore, we have some recommendations for further 

studies: Firstly, this model only explain around 32 percent the variation of the dependent variable; hence, we 

should find, test and include other factors might have impacts to the credit risk of banks. Secondly, the further 

research should consider more carefully the differences in operations of banks with different types of 

ownerships or between domestics and foreign owned banks, especially on how the non-performing loans are 

reported. Finally, in order to increase the reliability of the empirical results on the current circumstance and 

widen the implication of the study, adjusting the research period and increasing the overall observations 

(consider a longer period of time or widen the scope of this study by considering banks from more countries, 

etc.) could be necessary. 
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Abstract: This study analyses factors affecting net interest margin of commercial banks in Vietnam. The paper 

uses the secondary data of 26 banks with 182 observations for the period 2008-2014 and applies the panel data 

regression method. The empirical results indicate that lending scale, credit risk, capitalization, interest rate have 

positive impacts on net interest margin. In contrast, Managerial efficiency has a negative impact on net interest 

margin. However, bank size and loan to deposit ratio are statistically insignificant to net interest margin. 

 

Keywords: Net Interest Margin, Commercial banks, panel data, Vietnam. 

 

I. INTRODUCTION 

The efficiency of banking operations has always been a problem of great concern to bank managers, as it is 

the key to sustainable profit, which enables the bank to develop and compete in the international environment. 

A competitive banking system will create a higher efficiency and a lower NIM (Rudra & Ghost, 2004). High 

profit return ratio creates significant obstacles to intermediaries, such as more savings encouraged by lower 

borrowing interest rate and reduced investment opportunities of the banks as a result of higher lending rate 

(Fungáčová & Poghosyan, 2011). Therefore, banks expect to be doing their intermediate functionality with the 

lowest cost possible to promote economic growth. 

NIM ratio is a measure for the effectiveness as well as profitability, and a very important performance 

indicator because it often accounts for about 70 – 85% the total income of a bank. The higher this ratio is, the 

higher the bank’s income will be. It indicates the ability of the Board of Directors and employees in maintaining 

the growth of incomes (mainly from loans, investments and service fees) compared with the increase in cost 

(mainly from interest cost for deposits, monetary market’s debts) (Rose, 1999).  

Therefore, research on factors that influence the net interest margin of commercial bank is necessary. The 

result of this study can serve as a scientific basis for bank managers to make suitable decisions, bringing good 

efficiency and increase the attractiveness of their stocks. 

II. MATERIALS AND METHODS 

1. Literature review and previous studies 

1.1. Net interest margin 

To calculate the operating effect of any bank, we often analyze return on Equity (ROE), Return on Asset 

(ROA), Net interest margin (NIM) and interest spread (Rose, 1999). Hemple et al. (1986) stated that NIM is 

helpful in measuring changes in interest spread and comparing profit between banks. 
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Net interest margin ratio is one of the most important measurements to quantify financial effectiveness in 

an intermediary institution (Golin, 2001). Net interest margin (NIM) is defined by net interest income over total 

earning asset.  

Net interest margin (NIM) = 
(Interest Income – Interest Expense) 

 
Total earning asset 

 

1.2. Factors influence on Net Interest Margin 

 Based on previous researches in Russia, Turkey, China, Lebanon and Fiji, the authors define similarities 

between Vietnam and these nations, and thereby suggests some factors which has impacts on net interest margin, 

including: 

Size 

 Studies of Maudos & Guevara (2004), Ugur & Erkus (2010) find positive relation between lending scale 

and bank’s net interest margin, where large average operating scale leads to higher market risk and credit risk, 

increasing the possibility of losses. Meanwhile, researches of Fungáčová & Poghosyan (2011), Hamadi & Awdeh 

(2012) show negative effect of bank size on NIM, where large banks with high credit ratings earn their profit from 

economy of scale and have low NIMs. In Vietnam, banks with large size have advantages they can utilize to raise 

capital at low cost, such as: large network of operation with many branches, wide variety of products and service, 

etc. to make higher profit. 

Lending Scale (LAR) 

Studies of Maudos & Guevara (2004), Maudos & Solís (2009), Hamadi & Awdeh (2012) find positive 

relation between lending scale and NIM. Where market risk and credit risk occur, larger lending scale leads to 

bigger losses for the bank. In contrast, researches of Hawtrey & Liang (2008), Zhou & Wong (2008), Kasman et 

al. (2010) indicate negative relation between LAR and NIM. Large banks can offer bigger loans with lower interest 

rate than small ones, leading to lower interest income. In Vietnam, lending is the most significant operation which 

brings income to banks, so ones with big loan size will have higher NIM. 

Credit Risk (CR) 

Credit risk is the risk that customers aren’t able to repay the debt at its maturity. Research of Angbazo (1997) 

stated that credit risk impacts banks’ interest income in a positive relation. Banks which are lending out more 

money face higher credit risk and thus have to maintain more reserve; this forces them to charge more interest on 

their loans in order to make up for the expected losses, causing a positive relation (Garza-García, 2010). More 

studies have found the positive relation between credit risk and net interest margin (Maudos & Guevara (2004), 

Dolient (2005), Maudos & Solís (2009), Kasman et al. (2010), Gounder & Sharma (2012), Tarus et al. (2012)). 

Equity Capital (CAP) 

 According to the IMF (2006), the ratio of equity over total asset is used as one of the recommended 

indicators to assess the financial health of a commercial bank. Most studies have found positive correlation 

between CAP and NIM (Brock & Suarez (2000), Saunders & Schumacher (2000); Maudos & Guevara (2004); 

Doliente (2005); Hawtrey & Liang (2008); Maudos & Solís (2009); Garza-García (2010); Ugur & Erkus (2010); 

Kasman et al. (2010); Fungáčová & Poghosyan (2011)). Raising the capital will increase the mediate cost of  
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keeping equity more than loans due to taxes and diluting shareholders’ rights. The increase in mediate cost is often 

recovered through an increase in the interest rate spread. Whenever capital is too high, the manager is pressured 

to increase profit margin. 

Loan / Deposit Ratio (LDR) 

An increase in LDR indicates that a bank has less “onlay” to finance for its growth and protect itself from 

unexpected withdrawals, especially for banks which depend much on deposits for their growth. When LDR is at 

a relatively high level, the bank’s managers rarely want to give out loans and investments. In addition, they will 

be more cautious when LDR increases and demand a tightened credit line, therefore, interest rate tends to increase 

(Rose, 1999). Most experimental researches show that LDR shares a positive correlation with NIM (Ahmad et al. 

(2011), Hamadi & Awdeh (2012)). 

Management Efficiency (CTI) 

High management efficiency helps banks maximize profit and minimize cost, allowing them to reduce the 

expenses for each dollar of income (Ugur & Erkus (2010)). High management efficiency also enhance managing 

responsibility to lessen cost and invest in more earning assets (Angbazo (1997); Maudos & Guevara (2004)). 

Consequently, the higher management effect is, the lower CTI and higher NIM get. Studies of Zhou & Wong 

(2008),  Maudos & Solís (2009), Garza-García (2010), Kasman et al. (2010), Gounder & Sharma (2012), Hamadi 

& Awdeh (2012) also used this ratio to measure management efficiency and came to the same conclusion of the 

negative correlation between management efficiency and bank’s NIM. 

Interest Rate (IR) 

When real interest rate rises, banks tend to raise their lending interest to compensate for borrowing interest. 

An increase in actual interest rate puts more pressure on borrowing customers and leads to lower asset quality. 

Therefore, banks may offer higher interest rate to make up for credit risk. Most researches found a positive 

correlation between interest rate and NIM, including Ho & Saunders (1981), Angbazo (1997),  Saunders & 

Schumacher (2000), Maudos & Guevara (2004), Hawtrey & Liang (2008), Maudos & Solís (2009), Ugur & Erkus 

(2010), Hamadi & Awdeh (2012). 

The authors’ experimental study mainly focuses on banks in one area, a group of countries such as Southeast 

Asia, OECD, EU, Europe, the United States, or a particular country such as America, Lebanon, Turkey, China .... 

There are few researches on factors affecting the net interest margin of banks in Vietnam. The data of the 

researches mentioned above is mainly from the period before 2008, plus only a few studies with research data of 

2010. There is no study with data from the period 2008-2014. 

2. Methodology and Data 

2.1. The Model   

Based on research models of Fungáčová & Poghosyan (2011), Gounder & Sharma (2012), Hamadi & Awdeh 

(2012), this study applies the following model: 

NIM = β0 + β1*SIZE +  β2*LAR + β3* CR + β4* CAP + β5*LDR + β6*CTI + β7* IR + uit 

Where: 

NIM: Net interest margin; SIZE: Bank size; LAR: Lending size; CR: Credit risk; CAP: Equity Capital; LDR: 

Loan over Deposit ratio; CTI: Management Efficiency; IR: Interest rate. 

2.2. Variable Measurements 

The description of how to calculate variables and the expected signs are detailed in Table 1. 
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Table 1. Describing Table for Variables and Expected Signs 

Variables Description Measurement Expected Signs Previous studies 

Dependence    

NIM Net interest margin 

(Interest Income – 

Interest Expense)/ 

Total earning asset 

 

 

Independence    

SIZE 
Bank size Logarithm of total 

asset  
+ 

Maudos & Guevara (2004), Ugur & 

Erkus (2010) 

LAR 

Lending size Loan Outstanding / 

Total asset + 

Hamadi & Awdeh (2012), Maudos 

& Guevara (2004), Maudos & Solís 

(2009). 

CR 

Credit risk Credit Provision / 

Total Loan 

Outstanding + 

Doliente (2005), Garza-García 

(2010), Gounder & Sharma (2012), 

Kasman et al. (2010),Maudos & 

Guevara (2004), Maudos & Solís 

(2009), Tarus et al.  (2012). 

CAP 

Equity Capital Equity / Total asset 

+ 

Doliente (2005), Fungáčová & 

Poghosyan (2011), Garza-García 

(2010), Hawtrey & Liang (2008), 

Kasman et al. (2010), Maudos & 

Guevara (2004), Maudos & Solís 

(2009), Saunders & Schumacher 

(2000), Ugur & Erkus (2010). 

LDR 
Loan over Deposit 

ratio 

Loan Outstanding/ 

Total Deposit 
+ 

Hamadi & Awdeh (2012), Ahmad et 

al. (2011) 

CTI 

Management 

Efficiency 

Operating cost / 

Total income 

- 

Garza-García (2010), Gounder & 

Sharma (2012), Hamadi & Awdeh 

(2012), Kasman et al. (2010), 

Maudos & Solís (2009),Ugur & 

Erkus (2010), Zhou & Wong (2008). 

IR 

Interest rate Average 12 – month 

interest rate 

+ 

Hamadi & Awdeh (2012), Hawtrey 

& Liang (2008),Maudos & Guevara 

(2004), Maudos & Solís (2009), 

Saunders & Schumacher (2000), 

Ugur & Erkus (2010). 

 

2.3. The data 
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Data in this study was taken from the audited financial statements of Vietnamese Banks and the index report 

of Asia – Pacific of Asia Development Bank in the period 2008 – 2014. Up until 31/12/2014, Vietnam has a total 

of 37 Commercial Banks. Data is collected after eliminating merged banks (SHB and SCB) and banks with lacking 

or unclear information. The result is a random balance panel data involving 26 banks and 182 observations, which 

accounts for about 70.3% of the Vietnamese banking system. Hence, one can say that those selected bank has 

right to represent commercial banks in Vietnam. Table 2 describes mean, standard deviation, min and max of 

variables. 

Table 2. Describing observed variables 

Variables Mean 
Standard 

Deviation 
Min Max 

NIM 0.0292 0.0145 -0.0063 0.0961 

SIZE 17.7138 1.2790 14.5026 20.3096 

LAR 0.5084 0.1481 0.1561 0.9442 

CR 0.0132 0.0061 0.0021 0.037 

CAP 0.1311 0.0910 0.0426 0.6141 

LDR 0.9427 0.3859 0.3719 3.5187 

CTI 0.5041 0.1554 0.2251 1.1152 

IR 0.1084 0.0202 0.0762 0.1346 

 

This research uses 3 methods: Pooled OLS Regression, Fixed Effects Model and Random Effects Model. In 

addition, it uses Hausman Test (1978) to select the suitable model. After choosing one, the variance of the constant 

error and its autocorrelation are tested to determine the appropriate regression model. As the last step, the variables 

are sorted based on the statistics. 

III. RESULTS AND DISCUSSION 

1. Empirical result 

The study examines the possibility of multicollinearity between the variables by setting up a correlation 

matrix of the variables and calculating VIF indicators, as presented in Table 3. 

Results shows that none of the correlation coefficient between pairs of variables exceeds 0,8. The largest 

VIF index of the independent variables in this study is 3.17, less than 5 (Gujarati, 2004). Therefore, the 

multicollinearity phenomenon in this research’s models is negligible. 

The results of the regression model are shown in Table 4, this study conducted the Hausman test to select the 

appropriate model. The Hausman test result gives the statistical value Chi-Square of 20.87 with Prob.Chi-Square 

of 0.0040. As we can see, Prob is more than 5%, which allows to reject hypothesis H0, and accept hypothesis H1 

in Hausman test - no correlation exists between the random element of the bank and independent variables. Thus, 

the study will select the fixed effects regression model (FEM) to analyze the results. Next, the researchers 

conducted testing on the variance of the constant error as well as its autocorrelation. 
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Table 3. Matrix of correlation between the variables 

 SIZE LAR CR CAP LDR CTI IR VIF 

SIZE 1       2.65 

LAR -0.0446 1      1.42 

CR 0.4635 -0.0289 1     1.35 

CAP -0.7056 0.0871 -0.2586 1    3.17 

LDR -0.4101 0.4517 -0.2100  0.6412 1   2.44 

CTI -0.0617 -0.0718 0.1261 -0.0129 -0.0928 1  1.22 

IR -0.2358 -0.0404 -0.1877 0.1299 0.1729 -0.3404 1 1.28 

 

The test results of the variance of the constant error (White test), Prob.Chi -Square = 0.000, less than 5% and 

the result of error autocorrelation (Breusch-Godfrey test), Prob.F (1,25) = 0.0000, also less than 5%. These results 

show that the model has both the phenomenons of changing variance and autocorrelation of errors. According to 

Wooldridge (2002), the solution to changing variance errors & error autocorrelation is applying the regression 

model with the general least squares method (General Least Square -GLS). Table 4 presents the regression results 

of using GLS method to estimate the regression coefficients. 

Table 4. Regression Results 

Variables 

Model 

Pooled (p-value) FEM (p-value) REM (p-value) GLS (p-value) 

Constant -0.0411(0.030) -0.1165 (0.001) -0.0567 (0.012) -0.0277 (0.131) 

SIZE 0.0026***(0.004) 0.0061***(0.000) 0.0032***(0.005) 0.0015(0.113) 

LAR 0.0213***(0.000) 0.0265***(0.001) 0.0193***(0.002) 0.0218***(0.000) 

CR 0.1571(0.236) 0.3014**(0.045) 0.2806**(0.042) 0.2245**( 0.035) 

CAP 0.1203***(0.000) 0.1072***(0.000) 0.1076***(0.000) 0.0852***(0.000) 

LDR 0.0028(0.330) 0.0037(0.170) 0.0043( 0.105) 0.0015(0.543) 

CTI -0.0206***(0.000) -0.0191***(0.000) -0.0175***(0.000) -0.0166***(0.000) 

IR 0.0360(0.358) 0.1072***(0.004) 0.0623*(0.065) 0.0992***(0.000) 

Adjusted R2 0.5806 0.4726 0.4558 - 

F-statistic/Wald.Chi2 36.80(0.000) 19.08(0.000) 176.45(0.000) 178.20(0.000) 

Hausman test 20.87***(0.0040)    

Note: *, ** and *** have Statistical significance at 10%, 5% and 1% respectively. 
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2. Discussion 

In this section, the research focuses on the results of the regression model using GLS method. 

- The first variable considered here, Lending scale (LAR), shares a positive correlation with NIM. The more 

Vietnam commercial banks enlarge their lending scale, the higher NIM is. These results are consistent with 

previous findings of Maudos & Guevara (2004) in Europe, Maudos & Solís (2009) in Mexico and Hamadi & 

Awdeh (2012) in Lebanon. In Vietnam, lending makes up the most traditional and major activities of banks (about 

70-80% of bank operations). Therefore, most banks tend to focus on lending activities, their main channel of 

profits. 

As expected, credit risk (CR) has the strongest positive correlation with the NIM of Vietnamese commercial 

banks. Research result indicates that in Vietnam, banks who accept higher credit risk will have higher NIM. The 

results are consistent with results of previous studies: Angbazo (1997), Maudos & Guevara (2004), Dolient (2005), 

Maudos & Solís (2009), Garza-Garcia (2010), Kasman et al. (2010), Gounder & Sharma (2012), Tarus et al. 

(2012). 

Equity Capital (CAP) has a positive correlation with NIM of Vietnam commercial banks, demonstrating the 

importance of scale of equity in improving the banks' NIM. This study shows that better - capitalized banks face 

lower risk of default. Moreover, a strong capital structure is essential for banks operating in developing economies, 

as it provides more power for banks to survive during times of financial crisis and increase the level of security 

provided to depositors when faced with the conditions of macroeconomic instability. These results are consistent 

with previous research findings as: Brock & Suarez (2000), Saunders & Schumacher (2000), Maudos & Guevara 

(2004), Doliente (2005), Hawtrey & Liang (2008), Maudos & Solís (2009), Garza-Garcia (2010), Kasman et al. 

(2010), Ugur & Erkus (2010), Fungacova & Poghosyan (2011).  

Whether management efficiency is good or not depends on the ratio of operating cost over total income (CTI). 

The result pointed out that CTI has negative correlation with NIM. The study results are consistent with previous 

research findings: Angbazo (1997), Maudos & Guevara (2004), Zhou & Wong (2008), Maudos & Solís (2009), 

Garza-Garcia (2010), Kasman et al. (2010), Ugur & Erkus (2010), Gounder & Sharma (2012), Hamadi & Awdeh 

(2012). In the period of 2008 - 2012, the time of financial crisis, the Vietnamese economy had been facing many 

difficulties, banks had to go through large-scale reorganizations of their administration and operating systems in 

order to improve management efficiency as well as to clearly define the responsibilities and authorities of 

departments at different levels. Up to now, Vietnamese banks’ administration and management efficiency has 

become more professional, with access to management knowledge from technology transfers and strategic 

cooperations. 

Finally, research results show that interest rate (IR) has positive correlation with NIM. The results reflect the 

situation of the Vietnamese banking system in the studied period, when the rise in interest rates led to an increase 

in the cost of raising banks’ capital. Besides, banks tend to expand their system, increasing operating costs, 

including staff costs. Compared with other sectors of the entire economy, the cost of banking staff is at a high 

level and it is translated into the output interest of the bank, leading to  high interest rates being given to borrowers. 

The study results are consistent with studies by Ho & Saunders (1981), Angbazo (1997), Saunders & Schumacher 

(2000), Maudos & Guevara (2004), Hawtrey & Liang (2008), Maudos & Solís (2009 ), Ugur & Erkus (2010), 

Hamadi & Awdeh (2012). 
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IV. CONCLUSION 

The paper examined 7 factors that affect the Net Interest Margin of commercial banks in Vietnam from 2008 

to 2014. The data used is panel data. After analyzing and testing of hypotheses violations, the study has applied 

regression models with GLS method. Research results indicate that in Vietnam, lending scale (LAR), credit risk 

(CR), scale of equity (CAP), and interest rate (IR) may positively impact the NIM of banks; while management 

efficiency (CTI) of Vietnam commercial banks has negative impact on it. Bank size (SIZE) and ratio of loans on 

deposits (LDR) are statistically insignificant to the NIMs of Vietnamese commercial banks. 

From the result in Table 4, the authors suggest some solutions to enhance Net Interest Margin of Vietnam 

commercial bank, as below: 

1. Widening lending scale 

Lending scale has positive effect on NIM. Increasing bank loan means increasing NIM of banks. However, 

if banks widen lending scale without tight control, the consequence is of great concerns, for example, it may lead 

to imbalanced safety or increased inflation. To sum up, along with expanding their lending scale, banks need to 

ensure credit security in accordance with the State Bank’s regulations. 

2. Credit risk 

Credit risk has positive effect on NIM of Vietnamese commercial banks. The higher credit risk is, the higher 

NIM is. Thus, to increase the NIM, banks often have to manage their credit risk well while not focusing on high-

risk loans because high profit may create principal loss and insecurity. 

3. Increasing equity 

Owned equity scale impacts NIM of commercial banks in the same direction. As the scale of owned equity 

of one bank grows, NIM also grows. There are many ways to increase equity capital such as issuing additional 

shares in the market; selling shares to strategic partners which are local banks, foreign banks, domestic 

corporations, foreign investors; implementing dividends by shares; using the equity surplus of the last year to raise 

funds for this year, setting up the fund from profits of previous years. Depending on the strength and the specific 

situation in each period, banks will have different methods to raise capital that assure sustainable fund as well as 

the benefit of shareholders in the bank. 

4. Improving the efficiency of the management of commercial banks 

Management Effectiveness has opposite impact on NIM. Increasing management efficiency leads to 

decreased NIM, because when control is too tight, lending size will be narrowed as a result. To ensure effective 

management, commercial banks need to restructure and rearrange each of their business functions, governance 

and administration; they need to logically sort out and arrange the development of personnel staff and business 

managers who are highly-qualified, with sense of responsibility and good ethics. They also needs to modernize 

the IT system and develop the risk management system in accordance with the principles of the Basel Committee's 

standards. 

5. Interest issue: 

Interest ratio has positive effect on NIM of joint stock commercial banks in Vietnam. An increase in interest 

ratio results in a rise in NIM. However, in terms of economic nature, the loan interest rate is derived from the 

operating profit of the business. Hence, when making interest rate policy, banks should: 

- Analyze and accurately evaluate the rate of return of businesses to determine the proper lending rate 
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and to ensure win-win cooperations 

- Enhance forecasting and advisory ability on lending rate to help customers prevent and limit their risks.  

- Provide derivative products as hedging instruments for interest rate risk of businesses 
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Abstract: This paper illustrates asymmetries in the Vietnamese intermediation premium. Empirical results have 

shown that the Vietnamese intermediation premium adjusts to the threshold faster when deposit rates increase 

relative to lending rates as opposed to when deposit rates move in the opposite direction. The findings of this 

paper suggest that the Vietnamese lending institutions responded differently to expansionary monetary policy 

than to contractionary monetary policy.  Moreover, the empirical findings indicate that the Vietnamese 

commercial banks exhibit predatory rate setting behaviour and that the lending rates and deposit rates are 

interdependent. Additionally, the estimation results of the GARCH (2,2)-in-Mean model suggest that 

countercyclical monetary policy should be more frequent and by smaller increments. This should minimize the 

conditional variance of the intermediation premium, which should minimize the magnitude of the lending rate 

cycle.  

Keywords: asymmetry; lending rate; deposit rate; intermediation  premium; Vietnam; predatory pricing 

behaviour; Granger causality; countercyclical monetary policy. 

 

I. INTRODUCTION  

  Financial intermediation is a critical facilitator of investment and economic growth (Schumpeter 1912; 

Patrick 1966; McKinnon 1973). Commercial banks serve a crucial role in determining the spread between the 

lending rate and the cost of funds. This spread not only creates interest income to financial intermediaries, it also 

affects the economy's savings and investment level, the effectiveness of a central bank's monetary policies as 

well as economic development and social progress. A portion of the spread is due to risk related to the 

instrument; that is, the intermediation premium above the "cost of funds". This "risk" element provides useful 

insights into commercial banks' behaviours, which this paper uses to study Vietnamese commercial banks—with 

an emphasis on the factors that affect the dynamics of the spread between Vietnamese lending rates and deposit 

rates (or henceforth the "intermediation premium"). 

During the past three decades in which the international economic landscape has been driven by 

international political and social turmoil that have reached new heights, the Vietnamese banking sector itself has 

become more internationalized. These new international developments have greatly aggravated the 

intermediation premium causing it to fluctuate from some sub-period to sub-period over the sample period. This 

leads to another important question of whether the fluctuations of the intermediation premium conditional 

variance in one month affect the premia and the conditional variances in subsequent months. Countercyclical 

monetary policy makers are very interested in this information to determine whether they should intervene to 

bring the economy to its long-term trend less frequently and by large adjustments or more frequently by smaller 

policy measures as these two approaches result in different intermediation premium variances. An increase in 

variance is indicative of increased risk associated with the debt instrument and, therefore, increases the lending 
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rate in the banking sector. This investigation specifies and estimates a simple GARCH(s, r)-in-Mean (GARCH-

M) model to investigate this relationship. 

Theoretically, banks operating in a free market economy are expected to consider all sources of risk in 

setting the spread that differentiate the cost of funds from the lending rate. If banks set an intermediation 

premium either too high or too low, market forces in theory will force an adjustment back to some equilibrium 

spread. Three main hypotheses explain this rate-setting behaviour: the bank concentration hypothesis, the 

consumer characteristic hypothesis, and the consumer reaction hypothesis.  

The bank concentration hypothesis theorizes that oligopolistic banks are slow to raise deposit rates, but 

will quickly raise lending rates when market forces allow it. Conversely, banks in declining markets are quick to 

adjust the rates paid to depositors downward and will only slowly reduce the rates charged to borrowers 

(Neumark and Sharpe, 1992, Hannan and Berger, 1991).  

The consumer characteristic hypothesis posits that banks can adjust rates to widen the spread and 

increase their profitability to the extent that consumers are unsophisticated and/or are saddled with higher costs 

of searching and switching (Calem and Mester, 1995, Hutchison, 1995, Rosen, 2002).  

The consumer reaction hypothesis proposes that asymmetric adjustments in lending rates may actually 

benefit consumers, because the presence of asymmetric information can foster an adverse selection problem in 

lending markets such that higher interest rates will tend to attract riskier borrowers (Stiglitz and Weiss, 1981).  

Therefore, even if market rates rise, banks will be reluctant to raise lending rates because the expected cost to 

the banks of not raising the lending rates (when their marginal cost of funds increases) is offset by the risk 

reduction benefits of not encouraging higher-risk borrowers. 

As previously stated, the last three decades were marked with considerable international political, and 

social turmoil.  As a result, the Vietnamese banking sector has gone through a drastic transformation from a 

mono to a more market oriented banking system. However, the transformation process is not yet complete and, 

as articulated by Ho and Baxter (2011), the Vietnamese government will face a number of challenges as it 

moves forward with further reform and development of the banking sector.   

After almost two decades of liberalization and reforms to the banking sector to gauge the effectiveness 

of the aforementioned liberalization and reforms, it is now of special interest to assess the rate setting behavior 

of the Vietnamese commercial banks.  Likewise, it is also of interest to compare the rate setting behavior of 

Vietnamese banks to those of their counterparts in advanced market economies.   To these ends, this paper 

explores whether asymmetries exist in the Vietnamese lending-deposit rate spread and, if such asymmetries are 

present, how lending and deposit rates respond to these asymmetries. Furthermore, this paper explores whether 

responses to such asymmetries are independent and static or are dynamically interdependent. Also, this analysis 

seeks to determine whether Vietnamese lending institutions exhibit competitive or predatory pricing behaviours 

and if so, to what extent.  Finally, this study investigates whether the conditional variance of the intermediation 

premium in one month affects the conditional variances and the premia in subsequent months.  

The remainder of this study is organized as follows: The next section summarizes the literature on 

asymmetric rate adjustments by international lending institutions and the Vietnamese banking sector. The 

section that follows describes the data and the descriptive statistics used in the analysis. The next section 
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describes the methodology used in the investigation. The following section reports the empirical results. The 

final section provides a summary of the study and offers concluding remarks and policy implications. 

II. ASYMMETRIC RATE ADJUSTMENT AND THE VIETNAMESE BANKING SECTOR 

2.1 Asymmetric Adjustment 

The documented asymmetric rate-setting behavior of commercial banks in the context of rates of return on 

financial market instruments serves as the rationale for theoretically hypothesizing asymmetric responses to the 

national countercyclical monetary policy. Dueker (2000) and Tkacz (2001) have reported asymmetries in the 

U.S. prime lending rate in the past.  Thompson (2006) found asymmetries in the U.S. prime lending-deposit rate 

spread. Sarno and Thornton (2003) found asymmetries in U.S. Treasury securities in their studies.  Frost and 

Bowden (1999) and Scholnick (1999) reported asymmetries in mortgage rates in New Zealand and Canada.  

Hofmann and Mizen (2004) indicated asymmetric behavior of retail rates in the United Kingdom. Hannan and 

Berger (1991), and Neumark and Sharpe (1992)) examined various asymmetric deposit rates.  Several studies 

have found asymmetric cointegration between bank lending and deposit rates. For instance, Nguyen et al. (2008) 

documented similar asymmetries in Mexican lending and deposit rates. Nguyen and Islam (2010) reported 

asymmetries in Thai bank lending and deposit rates. Nguyen and Henney (2013) found asymmetries in the US 

housing mortgage market. Chang and Su (2010) reported nonlinear cointegration between the lending and 

deposit rates in ten Eastern European countries. Also, Haug and Basher (2011) found nonlinear cointegration in 

the purchasing power parity relationships for Canada, Japan, Switzerland, the U.K., Belgium, France, Germany, 

Italy and the Netherlands. 

2.2 The Vietnamese Banking Sector 

The current Vietnamese banking structure was initiated by the banking reforms in 1988-1989 when the 

mono-bank system which served the need of the centrally planned economy was split into a two-tier banking 

system which consisted of the State Bank of Vietnam as the Central Bank and four state-owned commercial 

banks. The National Assembly approved in December 1997 two new laws relating to the operations of the 

Central Bank and commercial banks. These became effective in October 1998.  In 1990, the rule on sectorial 

specialization of these banks was abolished and entry into the banking system was liberalized. 

This liberalization led to the rise of the formation of joint-stock, joint-venture banks mostly in early 1991-

1993. The shareholders of joint-stock banks consist of state-owned commercial banks, state-owned enterprises 

and private entities. Joint-venture banks are partnerships between foreign banks and state-owned commercial 

banks which are subject to the same restrictions on deposit taking as foreign banks. Operations of commercial 

banks and other financial institutions are supervised by the State Bank of Vietnam. Prudential regulations 

provide for offsite and on-site inspections, set prudential limits on lending and stipulate minimum capital 

requirements. 

To strengthen and modernize the banking sector as part of the country's move towards a more open and 

market oriented economy, the Vietnamese government has undertaken a series of reforms over the past two 

decades.  Vietnam's growing participation in international agreements and ongoing efforts to adopt international 

standards such as the Basel I and II capital framework are also factors motivating these reforms. The objectives  
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of these reforms include a restructuring of the banking system, a gradual opening to foreign investment, the 

partial privatization of state-owned banking institutions and measures to strengthen the capitalization of 

Vietnamese banks.  

Leung (2009) argued that since the new millennium, Doi Moi 2 has "unleashed" the domestic private 

sector and addressed the discrimination inherent in the trade and investment regime. This process started with 

the Enterprises law in 2000, the Unified Enterprises Law in 2005, the Vietnam-U.S. Bilateral Trade Agreement 

in 2006, and culminated in the Vietnam's entry into the WTO in 2007. Leung (2009) also posited that, for 

Vietnam to realize its goal of becoming a modern industrialized economy by 2020, it needs to have world-class 

public institutions to complement a flexible and entrepreneurial private sector. The most important issue is that 

effective policy-making and skillful regulation have to be balanced against profitable risk-taking, all set against 

a background of commitment to a one-party state where the objectives of social and political stability still reign 

supreme. 

According to the Thompson Reuters's 2016 Annual Report (April 29, 2016), the Vietnamese banking 

sector at the end of April consisted of four primary types: (i) six state-owned commercial banks, (ii) thirty one 

joint-stock commercial banks, (iii) three joint-venture banks, and (iv) fifty eight  wholly foreign-owned banks, 

branches and representative offices of foreign banks.  Prior to the 2004 amendment of the 1998 Law on Credit 

Institutions which was done to comply with the terms of the US-Vietnam Bilateral Trade Agreement, foreign 

banks access to the Vietnamese market was limited to taking a minority share in joint venture banks and 

establishing branches and representative offices.  This amendment requires Vietnam to permit 100 percent US-

owned subsidiary banks by the year of 2010.  The amendment to the law also set the stage for the establishment 

of wholly foreign-owned banks by investors from any country which was eventually to be required under 

Vietnam's WTO accession in 2007. 

To this end, Ho and Baxter (2011) reported that since 2006 the State Bank of Vietnam has granted 

licenses to six foreign banks to operate as wholly foreign-owned banks. During this short period of operation, 

the wholly foreign-owned banks have been profitable, in part due to high demand by foreign investors in 

Vietnam to open accounts with foreign banks and to use their trade finance and foreign exchange services.  In 

addition, foreign banks have pursued the growing Vietnamese middle class as potential customers for services 

of foreign banks which are perceived as having a competitive advantage over domestic banks especially in areas 

such as retail banking and wealth management services. 

In light of opening home banking markets to foreign institutions, the Vietnamese government has 

attempted to strengthen the competitiveness of domestic banks.  In May 2006, the Vietnamese government 

announced plans to "equitize", or partially privatize, the state-owned commercial banks and reduce government 

ownership of state-owned commercial banks to 51 percent by 2010.  Additionally, in 2007 the Vietnamese 

government raised the maximum stake a single strategic foreign investor could hold in a domestic commercial 

bank, including state-owned commercial banks, from 10 percent to 15 percent of the bank's chartered capital. 

Despite the Vietnamese government's goal of equitizing all state-owned commercial banks by 2010, as 

of April 2011 only two state-owned commercial banks: Vietcombank and Vietinbank—had successfully sold 

shares to private investors. Vietcombank became the first state-owned commercial bank to hold an initial public  
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offering selling a 6.5 percent stake for VND 10.5 trillion (USD 652 million) in December 2007. However, 

Vietcombank was not able to attract a single strategic foreign investor willing to take a 15 percent stake, a 

requirement of the bank's equitization plan.  Because the bank was not in compliance with the equitization plan, 

in December 2009 the government halted Vietcombank's plans to raise an additional VND 1 trillion (USD 48 

million) through the sale of shares to existing shareholders (Ho and Baxter, 2011). 

As to the near future, Ho and Baxter (2011) conjectured that the government will face a number of 

challenges as it moves forward with further reform and development of the banking sector. As the December 

2011 deadline for the new minimum capitalization requirement approached, the competition for capital among 

banks intensified.  Capital raising efforts were made more difficult by declines in equity values. In addition, 

lower equity prices also created difficulties for the government as it continued to search for strategic 

shareholders to provide investment and expertise to newly equitized state-owned commercial banks. Moreover, 

the State Bank of Vietnam has announced new limitations on foreign investment in state-owned commercial 

banks, requiring at least USD 20 billion in assets for investors wishing to invest in more than 15 percent of the 

ownership. These restrictions may limit the number of potential investors and delay the equitization process. 

 

III. DATA AND DESCRIPTIVE STATISTICS  

This study used the monthly lending rates and the deposit rates from the Vietnamese commercial banks 

from 1997:01 to 2015:11, reported by the International Monetary Fund, which includes the post-1997 Asian 

financial crisis. Consequently, the results describe how the Vietnamese commercial banks behave after the 

Asian financial crisis, which affected financial markets internationally. The monthly Vietnamese lending rates, 

deposit rates, and their spread or intermediation premium, are denoted by
tLR ,

tDR , and 
tIP , respectively. 

Figure 1 describes the movements of
tLR ,

tDR , and 
tIP  over the sample period. 

VIETNAMESE LENDING RATES, DEPOSIT RATES, AND INTERMEDIATION PREMIA
January 1997 to November 2015
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Figure 1: Vietnamese Lending Rate, Deposit Rate, and Intermediation Premium since 1997 
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The mean lending rate during this period is 11.54 percent and ranges from 6.96 to 20.25, with a 

standard deviation of 2.73. The mean deposit rate over the same period is 7.89 percent and ranges from 3.54 to 

17.16, with a standard deviation of 2.86. The mean intermediation premium during this period is 3.64 percent, 

and ranges from 0.50 to 8.40, with a standard deviation of 1.46.  Their correlation is 86.55 percent.  Figure 1 

suggests the Vietnamese lending-deposit rate spread experienced a structural change over the sample period. 

IV. METHODOLOGICAL ISSUES AND ANALYTICAL FRAMEWORK 

4.1 Structural Break 

  This study specifies and estimates Perron's (1997) endogenous unit root test function with the intercept, 

slope, and the trend dummy to test the hypothesis that the Vietnamese lending-deposit rate spread has a unit 

root; 

                   
tit

k

i itbt IPIPTDDTtDUIP     11)(                    (1) 

where )(1 bTtDU  is a post-break constant dummy variable; t  is a time trend; )(1 bTtDT  is a post-

break slope dummy variable; )1(1)(  bb TtTD is the break dummy variable; and t  are white-noise error 

terms.  The null hypothesis of a unit root is stated as 1 . The break date,
bT , is selected based on the 

minimum t-statistic for testing 1  (Perron, 1997). 

4.2 Nonlinear Cointegration 

Breitung (2001) articulated that there is often a nonlinear relationship between economic and financial 

time series, implying that
tLR and

tDR  may be nonlinearly cointegrated. To discern this possibility, this 

investigation utilizes Breitung's nonparametric procedure to test for their nonlinear cointegration.  

Breitung's nonparametric testing procedure consists of the cointegration test, known as the rank test for 

cointegration, and the nonlinearity test, referred to as the score statistic for a rank test of neglected nonlinear 

cointegration.  To calculate the rank test for cointegration, this study first defines a ranked series as 

)( tT LRR [of
tLR  among ],...,1 TLRLR  and )( tT DRR . Breitung’s two-sided rank test statistic, testing for no 

cointegration, denoted by
*

T , is then calculated as follows:  

                                                 )(/)( 2

1

23*

r

T

i

R

iT rT 



                                                                  (2) 

where T is the sample size, 
R

ir  is the least squares residual from a regression of )( tT LRR  on )( tT DRR .  

According to Haug and Basher (2011), 
2

r  is the variance of
R

ir , which is included to adjust for the potential 

correlation between the two time series 
tLR and

tDR . The critical values for this rank test are found in Table 1 

of Breitung (2001). 
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Given a positive result of the rank test, the first step in calculating Breitung's score statistic for a rank 

test of neglected nonlinear cointegration (testing for the null hypothesis of nonlinearity) is to regress the 

Vietnamese lending rate, 
tLR , on a constant, the deposit rate, 

tDR , the ranked series of the deposit rate, 

)( tT DRR , and the disturbance t . 

                                         
titt DRRDRLP

t
  )(*

210
                                                     (3) 

where 
t

DR10   is the linear part.  

Under the null hypothesis, 0)(* it DRR , implying that 
tLR and

tDR are linearly cointegrated. 

Under the alternate hypothesis, 0)(* it DRR , implying that 
tLR and

tDR  are nonlinearly cointegrated. The 

score test statistic is given by 2.RT , where 2R is the coefficient of determination of the least squares 

regression of t , under the null hypothesis, on a constant, the ranked series of the deposit, )( tT DRR , and a 

disturbance term.  T is the sample size.  As explained by Breitung (2001), under the null hypothesis of linear 

cointegration, the score statistic for a rank test of neglected nonlinear cointegration is asymptotically Chi-Square 

distributed with one degree of freedom. 

4.3 Threshold Autoregressive (TAR) Model 

If the results of Breitung's nonparametric tests are positive, this study follows Thompson (2006) to 

regress the intermediation premium ,
tIP , on a constant, a linear trend and an intercept dummy (with values of 

zero prior to the structural break date and values of one for the structural break date and thereafter) to formally 

examine the Vietnamese
tLR ,

tDR , and 
tIP .  The estimation results are reported in Appendix.  The saved 

residuals from the above estimated model, denoted by t̂ , are then used to estimate the following Threshold 

Autoregressive (TAR) model: 

                        tit

p

i ittttt uII ˆˆˆ)1(ˆˆ
11211                                             (4) 

where ),0.(..~ˆ 2diiut , is difference operator, and the lagged values of t̂  are meant to yield 

uncorrelated residuals. As defined by Enders and Granger (1998), the Heaviside indicator function for the TAR 

specification is given as:  
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The threshold value, , is endogenously determined using Chan's (1993) procedure, which obtains   

by minimizing the sum of squared residuals after sorting the estimated residuals in ascending order, and 
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eliminating the largest and smallest 15 percent of values. The elimination of the largest and the smallest values 

assures that the t̂  
series crosses through the threshold in the sample period.  

The TAR model allows the degree of autoregressive decay to depend on the state of the intermediation 

premium, i.e. the "deepness" of cycles.  The estimated TAR model reveals whether the intermediation premium 

reverts back to the long-run position faster when the premium is above or below the threshold.  Therefore, the 

TAR model indicates whether troughs or peaks persist more when countercyclical monetary policy actions or 

economic shocks push the premium out of its long-run equilibrium path.  The null hypothesis (that the 

intermediation premium contains a unit root) is expressed as 021   , while the hypothesis that the 

premium is stationary with symmetric adjustments is expressed as 21   . 

4.4 The Asymmetric Error-Correction Model 

If the results of the above asymmetric co-integration tests are positive, a Threshold Autoregressive 

Vector Error-Correction (TAR-VEC) model is specified and estimated to continue an investigation into any 

asymmetric short-run dynamic behaviours that occur between lending rates and the deposit rates.  Results of this 

model can be used to study the Granger causality between lending rates and the deposit rates. The Granger 

causality will help to evaluate empirically (through statistics) how the Vietnamese lending rates and deposit 

rates respond to widening and narrowing of the intermediation premium due to external economic shocks or 

countercyclical policy measures.  Again, conventional error-correction models do not suffice for this purpose, 

because they do not allow the asymmetric adjustments toward the long-run equilibrium that the TAR-VEC 

model does.  

           
tititttttt uDRLALRLAIILR 1121112110 )()(ˆ)1(ˆ   
 

        (6) 
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where ),0.(..~ 2

2,1 diiu t
, )(LAij

 is the first-order polynomial in the lag operator L, and the Heaviside 

indicator function is set in accordance with (5).  This assumes that the Vietnamese lending rates may respond 

differently depending on whether the intermediation premium is widening or narrowing as a result of 

expansionary, contractionary monetary policy or external shocks.  

4.5 GARCH(s,r)- M Model 

As mentioned above, this investigation specifies and estimates the following GARCH(s, r)-in-Mean 

(GARCH-M) model to determine whether the fluctuations in the intermediation premium and hence its variance 

in one month affect the premia and the variances in future months.  It is of some interest to note that GARCH-M 

models have been very popular and effective for modeling the volatility dynamics in many asset markets.   

                                         tttt IPcIP    )( 2
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where 
tIP  is the intermediation  premium,  1tIP  is the value of the premium in the previous month, and  

2

t  is 

its variance at time t; t  is a disturbance; c is a constant;  ,   , 
l ,  , and 

m  are the parameters to be 

estimated of the model.  The retentions of these estimated coefficients are determined by the calculated z-

statistics at the 5 percent level of significance. The r and s indices are the highest subscripts l and m of retained 

l and
m . 

V. EMPIRICAL RESULTS 

5.1 Structural Break 

Table 1 summarizes the results of Perron's endogenous unit root tests. The post-break intercept dummy 

variable, DU , is negative and significant at 10 percent level.  The post-break slope dummy variable, DT, is 

positive, the break dummy, )( bTD is negative, and both are insignificant at any conventional level.  The time 

trend, t, is negative and is also insignificant at the 10 percent level. These results suggest a stationary non-trend 

process, with a break date of October 2000, for the Vietnamese intermediation premium. Moreover, the test 

statistic, 5.1453)1( t confirms the structural beak.  This break date suggests possible delayed impact 

of the birth of the stock market 

Table 1: Perron’s Endogenous Unit Root Test, Vietnamese Data, 1997: 01 - 2015:11 

Notes: Critical values for t-statistics in parentheses. Critical values based on n = 100 sample for 

the break date (Perron, 1997). “*” and   “***” indicate significances at 1 percent and 10 

percent levels. 

5.2 Results of Breitung’s Nonparametric Tests 

Breitung's nonparametric rank tests calculates to be 1.00e-24, a result which rejects the null hypothesis 

of no cointegration, while the score test calculates to be 79.9851, which fails reject the null hypothesis of 

nonlinearity. These results strongly indicate that the Vietnamese lending rates and deposit rates are nonlinearly 

cointegrated.  

5.3 Results of the Cointegration Test with Asymmetric Adjustment 

Also, the overall estimation results of the TAR model (summarized in Table 2) indicates that the 

estimation results are without serial correlation and have good predicting power, as shown by the Ljung-Box 

ttbt IPTDDTtDUIP  18094.0)(6002.00070.00062.03144.09854.0  

        (4.0816*)   (-1.6467***)     (-1.0714)      (1.1828)           (1.1741) (21.8445*)  

 

Number of augmented lags: k  0 Break Date: October  2000  *5.1453)1( t  
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statistics and the overall F-statistics, respectively.  The model confirms that the Vietnamese lending-deposit rate 

spread is stationary, as statistic 
 = 9.3020 indicates that the null hypothesis of no 

cointegration, 021   , should be rejected at the 1 percent significant level.  

The results also show that both 1  and 2  are statistically significant at the 1 percent level.  In fact, 

the estimation results reveal that the intermediation premium tends to decay at the rate of 

1262.01  for 1
ˆ
t  

above the threshold, -0.93274 , and at the rate of 9185.02  for 1
ˆ
t  

below the threshold.  On the strength of the partial F = 9.4509, the null hypothesis of symmetry, 21   , should 

be rejected at 1 percent significant level, indicating statistically asymmetric adjustments around the threshold 

value of the Vietnamese intermediation premium.  

Table 2: Unit Root and Tests for Asymmetry, Vietnamese Data, 1997:01- 2015:11 

1  2  
  0: 210  H  210 :  H

 
aic sic 

-0.1262* -0.9185* -0.93274 Φµ = 9.3020* F =9.4509* -1.3564 -1.2803 

        QLB (12) = 8.9620[0.7062] 

 

ln L = -160.9174 F(4,219)=8.3816* D.W. = 2.0312 

Notes: The null hypothesis of a unit root, 0: 210  H , uses the critical values from Enders 

and Siklos      (2001). ”*” indicates 1 percent level of significance.  The null hypothesis of 

symmetry, 210 :  H , uses the standard F distribution.  is the threshold value 

determined via the Chan’s (1993) method. QLB (12) denotes the Ljung-Box Q-statistic with 

twelves lags. 

 

 

Specifically, the adjustment of the intermediation premium toward the long-run equilibrium tends to 

persist more when the premium is widening than when it is shrinking, evidenced by the finding of 
12   .  

This suggests that Vietnamese commercial banks react differently to rising deposit rates than they do to 

declining deposit rates. These findings may also be interpreted as that these institutions react differently to 

expansionary monetary policy than to contractionary monetary policy, since the deposit rate is itself affected by 

countercyclical monetary policies. The empirical results indicate the predatory pricing behaviour of the 

Vietnamese lending institutions. These results also parallel those reported in advanced and emerging economies 

(section 2.1).  Furthermore, these empirical findings support the aforementioned consumer characteristic and 

bank concentration hypotheses. 

5.4 Results of the Asymmetric Error-Correction Model 

The estimation results of the TAR-VEC model, specified by Equations (5), (6), and (7), using the 

Vietnamese lending rates and the deposit rates are summarized in Table 3.  Therein, Aij(L) is the first-order 

polynomial in the lag operator L. Fij is the calculated F-statistic (with the p-value in brackets), which tests the 

null hypothesis that all coefficients of Aij are equal to zero.  Q(12) is the Ljung-Box statistic (with its significance 

in brackets), which tests whether the first twelves of the residual autocorrelations are both equal to zero.  ln L is  
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the log likelihood.  

Table 3: Vietnamese Lending and Deposit Rates, Monthly Data, 1997:01- 2015:11 

tititttttt uDRLALRLAIILR 1121111 )()(ˆ)1(1351.0ˆ0480.00499.0     

                   (-1.1743)        (-1.7712)           (-1.7712***)     F11= 5.6780[0.0009]      F12=12.7863[0.0000] 

 

 Q(12) = 4.0200[0.9831] ln L = -175.4790 F(8,210)-statistic =12.4207* 

tititttttt uDRLALRLAIIDR 2222111 )()(ˆ)1(1592.0ˆ0340.00105.0     

                     (0.230)          (0.5394)              (2.0021*)         F21=5.7231[0.0039]        F22=8.8271[0.0000] 

 

 Q(12) =1.6350 [0.9998]  ln L = -164.0440 F(8,190)-statistic =11.6653* 

Note:” *” and”* ** *” indicate 1 percent and 10 percent levels of significance, respectively. 

The empirical results suggest that the estimated equations (6) and (7) are without serial correlation and 

have good predicting power, as shown by the Ljung-Box statistics and the overall F-statistic, respectively.  The 

estimation results of equation (6) of the TAR-VEC model indicate that 1  is insignificant at any conventional 

level while 
2  is significant at 10 percent level.  These empirical results indicate that, in the long run, the 

Vietnamese lending rates respond to narrowing but not to widening of intermediation premium. These findings 

thus suggest that Vietnamese lending institutions respond to contractionary but not to expansionary monetary 

policy in the long run. Regarding the long-term adjustment of the deposit rates, the estimation results of 

Equation (7) show that that 1
~  is insignificant at any conventional level and 2

~  is significant at 1 percent level.  

These empirical results indicate that, in the long run, the Vietnamese deposit rates respond to narrowing but not 

to widening of the intermediation premium. These findings thus suggest that Vietnamese deposit rates respond 

to contractionary but not to expansionary monetary policy in the long run. 

In addition to estimating the long-run equilibrium relationship and asymmetric adjustment, the 

estimated TAR-VEC model also allows for determinations of the short-run dynamic Granger causality between 

the Vietnamese lending rates and the deposit rates.  Equation (6) reveals in the partial F-statistic that the lending 

rate responds to its own lagged changes, as well as the lagged changes in the deposit rate. Similarly, the 

estimation results show that the deposit rate responds to both its own lagged changes and lagged changes of the 

lending rates.  These findings suggest a bidirectional Granger-causality between the Vietnamese lending rate 

and the deposit rate in the short run, and reveal that the Vietnamese lending rate and the deposit rate affect each 

other's movement in the short run in the period after the 1997 Asian financial crisis. 

5.5   GARCH(s, r)-M Model 

As aforementioned, the retentions of the estimated coefficients of equations (7) and (8) are determined 

by the calculated z-statistics at the 5 percent level of significance.  The r and s indices are the highest subscripts 

l and m of retained l and m  which are l =2 and m=2, respectively.  The values of l and m, in turn, suggest 
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GARCH (2, 2) is the best model for this investigation.  The estimation results of the GARCH (2, 2)-M model 

are reported in Exhibit 5. 

An analysis of the estimation results of the GARCH(r, s)-M model suggests the presence of the 

GARCH (2, 2) effect on the Vietnamese intermediation premium and its conditional variance.  Financially, the 

empirical results indicate that the fluctuations in the Vietnamese premium and hence its variance from the one 

month affect the premia and the variances in the subsequent months. 

 

        Exhibit 5- GARCH (2, 2)-M Model Results, Vietnamese Data, 1997:01 - 2015:11 

                              tttt IPIP    )(3120.39018.04694.0 2
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                                  (1.7276***)    (2.3119*)      (-1.3163)          (1.3110)         (3.0105*)             

 

Notes: Akaike info criterion=1.4027; Schwarz criterion =1.5242; Hannan-Quinn Criterion=1.4517; 

    Log likelihood = -149.8046; Durbin-Watson Statistic = 2.0720. 

         “*”, and “***” indicate the 1 percent and 10 percent levels of significance, respectively. 

 

VI. CONCLUDING REMARKS AND POLICY IMPLICATIONS  

This study investigates the behaviour the Vietnamese lending rates, deposit rates and the intermediation 

premium in the post-1997 Asian financial crisis era, by estimating the Threshold Autoregressive (TAR) model 

developed by Enders and Siklos (2001). 

First, the study tested the hypothesis that the Vietnamese intermediation premium has a unit root by 

specifying and estimating Perron's (1997) endogenous unit root test function with the intercept, slope, and trend.  

This test suggested that the premium followed a stationary non-trend process with a structural break in October 

2000, which may be attributable to a possible delayed impact of the birth of the stock market. 

Second, the study tested whether the Vietnamese lending rates and deposit rates are linearly and/or 

nonlinearly cointegrated. Breitung's nonparametric rank tests revealed significant nonlinear cointegration. 

Third, the estimation results of the TAR model reveal that Vietnamese commercial banks react 

differently to rising versus declining deposit rates.  These findings suggest that these institutions react 

differently to expansionary monetary policy than to contractionary.  Furthermore, these results on asymmetric 

responses reveal the predatory interest rate setting behaviour of the Vietnamese lending institutions. 

Fourth, the study tested for the dynamic Granger causality between the lending rate and the deposit rate 

in the short run by the empirical estimation of the TAR-VEC model.  This revealed bidirectional Granger 

causality indicating that the lending rate and the deposit rate affect each other's movement in the short run. The 

finding also reveals asymmetric responses of commercial banks to contractionary and expansionary monetary 

policy actions. This empirical finding confirms the ability of the Vietnamese monetary authority to use its 

countercyclical monetary policy instruments to achieve its short-run macroeconomic objectives and forewarns 

the policy makers of the commercial banks’ asymmetric responses to their countercyclical monetary policy 
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measures. However, the lending rates respond only to contractionary monetary policy actions while the deposit 

rates do not respond to both expansionary and contractionary monetary policy measures in the long run.  

Finally, the GARCH(2,2)-M model results suggest that monetary policymakers should intervene to 

bring the economy to its long-term trend more frequently and by small policy adjustments to minimize the 

conditional variance of the intermediation premium to minimize the magnitude of the lending rate cycle.  

APPENDIX  

Table 4: Estimation Results, Vietnamese Monthly Data, 1997:01 - 2015:11 

Notes: “*” indicates significance at 1 percent level. 

(a) As articulated by Enders and Siklos (2001, p. 166), in this type of model specification, t  may 

be contemporaneously correlated. 
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Abstract : The research analyzes the impact of customer experience management on customer loyalty 

shopping at supermarket. 321 correspondents in the Mekong Delta were interviewed by questionnaire at the 

supermarkets. The descriptive statistics, factor analysis, Cronbach's Alpha, structural equation modeling and 

multi-group structural analysis methods were used in this study. The results show that the components of 

customer experience management include six components such as brand name, space, commodity, staff, parking 

lot and the presence of other stores in supermarkets. In particular, the commodity composition has the strongest 

impact on customer experience management and satisfaction and directly influences on customer loyalty. In 

addition, elements of customer experience management affect customer loyalty indirectly through sensory 

experience, social experience and satisfaction. The results of multivariate analysis show that age group, 

spending per shopping at supermarkets and marital status of the client does not change the relationships in the 

research model. Meanwhile, the relationship of the different models of the client group income, gender, 

education, occupation and customers are different. This study adds value to consumer behavior and customer 

experience management literature. 

Keywords: Customer experience management; customer loyalty; satisfaction; supermarket  

 

I. INTRODUCTION 

Supermarket in the Mekong Delta Vietnam is changing rapidly and expressed as a retail market's 

potential. In 2010, the entire region had 17 supermarkets; however, until 2015 modern retail system was more 

competition in 13 provinces and cities in the region with about 40 local and foreign supermarkets. To succeed 

and survive in the competition environment, supermarket managers need to design strategies to improve 

satisfaction and maintain customer loyalty better than competitors. Most companies recognize the benefits of 

customer loyalty. The previous study showed that the cost to entice a new customer typically 9 -10 times higher 

than the cost of retaining existing customers and decreased 5% loss rate, increased 25-100% profit (Reichheld et 

al., 2000). Therefore, the construction of the loyalty of existing customers is essential to the supermarket in the 

Mekong Delta. However, to obtain a long-term commitment from the client side, supermarket managers need to 

identify factors affecting their customer loyalty. A new approach to building loyalty of customer is a customer 

experience management (CEM) approach. To create a positive experience, it is an important to identify and 

understand the components of strategic CEM. Due to different cultural environment, consumers in each country 

may have different perceptions about the various components that make experience for them. Moreover, most of 

the researches on CEM and customer experience are carried out in developed countries. So in the case of  

http://sareb-journal.org/
mailto:ltthuan@ctu.edu.vn
mailto:hbbaongoc@gmail.com
mailto:ntntrang@ctu.edu.vn
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developing country like Vietnam, does CEM impact on the loyalty of customers? This study examines the 

impact of CEM on loyal customers shopping at the supermarket in the Mekong Delta. The objectives of this 

study are to: (1) Identify the components of CEM in supermarkets; (2) Develop and test the relationship between 

CEM, customer experience, satisfaction and loyalty; (3) Analysis of the differences in the relationships with 

different customer groups on consumer characteristics and personal characteristics; and (4) Propose a number of 

recommendations to improve customers experience and maintain customer loyalty to the supermarkets. This 

study is expected to contribute and enrich the literature on consumer behavior and customer experience 

management. 

II. MATERIALS AND METHODS 

Customer satisfaction and loyalty:  

Customer satisfaction is the emotional response / feeling of customer with service providers’ bases on 

comparing the difference between what they received and expectations (Oliver, 1997). According Sirdeshmukh 

et al., (2002), the loyalty in the context of marketing is an intention to carry out a diverse set of behaviors signal, 

a motivation to maintain the relationship with the organization, including higher payment for a specific service 

provider, has a positive effect to the intention worth of mouth and repeat purchase. Loyalty is also defined as the 

commitment of customers, who would purchase products or services preferred (Chaudhuri, 1999), will give 

priority to buy products from a certain brand (Yoo et al., 2000) in the future. In addition, acceptable buying at 

higher prices was mentioned by Shen & Zhao (2005) as an expression of loyalty to the client. 

Customer experience management: 

With the aim of understanding, monitoring, supervision and organization of all interactions between 

customer and business, the term CEM has been mentioned by many scholars. First, customer experience is 

defined as the sum of all experiences that a customer has with a supplier/services provider. It can also be used as 

a personal experience rather than a transaction (Pine & Gilmore, 1998). Smith & Wheeler (2002) has asserted 

that CEM is evaluating the valuable experience from the customer's satisfaction with their people, processes and 

products/services. Schmitt (2003) emphasized that CEM is a process of strategically entire customer experience 

with a product or a company. According to Bernd Schmitt, the term CEM is also a set of techniques, methods 

and processes used to manage a comprehensive channel exposure, interaction with business customers, and 

commercial product performance or service. 

Vehoef et al., (2009) suggested that CEM is the factors that control the customer experience for 

developing a model and create experiences in the retail environment. In which the authors emphasized that the 

retailer can control the elements of the business such as social environment, services, atmosphere and 

characteristic of supermarkets, etc. to make the good experience and differentiate to the customers. Moreover, 

Grewal et al., (2009) mentioned that promotion, pricing, merchandise and location are all factors which can 

create a great feeling to the customers. On the other hands, Kamaladevi (2010) reinforced the view of Vehoef et 

al., (2009) and pointed out that the customer experience is formed from a variety of channels retail environments 

such as brand, price, supported sales program, location, advertising, packaging and labeling services, and the 

atmosphere. The study also showed that the macro factors not only impact the customer experience, but also can 

affect the loyalty of consumers to the enterprise. Recently, Songsak & Teera (2012) found a direct relationship 
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Customer Experience Management 

(CEM) 

H1  (+) 

Social 

Experience 

(So-E) 

Customer 

Satisfaction 

(Sat) 

Customer 

loyalty 

(LY) 

H3 (+) 

H5 (+) 

H6 (+) 

Supermarket brand (Brand) 

Acessibility (Acces) 

Supermarket design (Des) 

Security of supermarket (Sec) 

Supermarket product (Prod) 

Sale promotions (Prom) 

Supermarket staff (staff) 

Facilities for shopping (Fac) 

Wait time at supermarket (Wait) 

Additional services (Ad_ser) 

Presence of other stores (Store) 

Sensory 

Experience 

(Sen-E) 

 H2 (+) 

 H4 (+) 

Supermarket parking lot (Parking) 

  

between the components of management experience with loyalty. In particular, the components of customer 

experience management are a causal factor and the loyalty is the result factor. From the above statement, the 

hypothesis H1, H2 and H6 are as following: 

H1: The components of customer experience management have positive influence to sensory experience of 

customer.  

H2: The components of customer experience management have positive influence to social experience of 

customer. 

H6: The components of customer experience management have positive influence to the loyalty of 

customer. 

To illustrate the affect of CEM components to customer experience, Kamaladevi (2010) pointed out 

that the more customer experience, the more customer satisfaction is. Besides, Ceribeli et al., (2012) provided 

evidence that customer satisfaction is dominated by experience in the procurement process. In turn, satisfaction 

is closely linked to loyalty. Rust et al., (1993) found a link between satisfaction and loyalty in the case of 

banking and hotel industries. Fornell et al., (1996) suggested that increase satisfaction will enhance loyalty and 

repeat purchase rates. The hypotheses H3, H4, and H5 are set as following: 

H3: Social experience has positive influence to customer satisfaction.  

H4: Sensory experience has positive influence to customer satisfaction. 

H5: Customer satisfaction has positive influence to customer loyalty. 
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Figure 1: Research model 

 

This study was carried out through two steps: explorative and quantitative research methods. 20 

respondents were interviewed and divided into group of four to six interviewees in the first step. The main 

purpose of this step is to clarify the discussion issues, edit and revise questionnaire. In the second step, 321 

respondents who were shopping in the following supermarkets: Co.opmart, Metro, and Big C, etc. were selected 

by convenience sampling method and conducted interview directly. These supermarkets are located in Can Tho, 

Bac Lieu, Long Xuyen, Rach Gia, Vinh Long and Tra Vinh cities. All scales in this study are five-point Likert 

scale with 1: Strongly Disagree and 5: Strongly agree. Descriptive statistics, Cronbach’s Alpha, explorative 

factor analysis (EFA), confirmative factor analysis (CFA) and structural equation model (SEM) were used in 

this study.  

III. RESULTS AND DISCUSSION 

3.1 Cronbach’s alpha testing 

Cronbach's alpha was used to test the reliability of data. The results showed that eight observed 

variables were dropped out. On the other hands, Cronbach's alpha of components easy accessibility (Acces) 

variable is less than the permitted level (0.554 <0.6), so all the elements of this scale will be disqualified. After 

eliminated unsatisfactory variables, the components of CEM, sensory experience, social experience, satisfaction 

and loyalty variables are satisfactory Cronbach’s alpha reliability testing (from 0.687 to 0.819). The remaining 

72 observed variables were used to performance next step of EFA. 

 

3.2 Explorative factor analysis (EFA)  

+ CEM variable: there are 33 observed variables which had loading factor coefficient of less than 0.5 

should be removed from the model. The final EFA results found that there were 6 factors extracted within 21 

observed variables, with KMO = 0.797, sig = 0.000, the total variance extracted was 50.6%. After factor 

analysis, 6 scale components of CEM without disruption observed variables between components, so called 

primary components remain the same.  

+ The four remaining variables: in EFA process, the variables LY1, LY2, and LY3 of less than 0.5 

should release out the model. After analyzing EFA, the loading factor coefficient did not have the disturbance 

observed variables, the KMO coefficient, significant, and the total variance explained were extracted to be 

satisfactory, ready to conduct CFA. 

+ CEM variable: after processing data, the results showed that CEM consists of 6 components with 21 

observed variables. CFA showed the model is consistent with market data and satisfied condition of CFA (Chi-

squared = 324.359, p = 0.000 value, degree of freedom of 173, Chi-square / df = 1.875 <2, CFI = 0.928, TLI = 

0.912, RMSEA = 0.052). The weight (i) satisfied with greater 0.5 and statistically significant p-values are 

equal 0.000. The correlation coefficient between the components is less than 0.9.  
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+ Sensory experience, social experience, satisfaction and loyalty variables: Similarly the results showed 

that this model fit the market data and satisfied condition of CFA (Chi - squared = 174.399, TLI = 0.911, CFI = 

0.930, RMSEA = 0.067). The weights of the four scales are satisfactory and statistically significant (p = 0.000). 

 

 

 

3.3 Confirmative factors analysis (CFA) 

Table 1: Summary of the results 

Variable Components 
Number 

variables  

Reliability 
Total variance 

extracted (%) 

Value (convergence and 

discrimination) Cronbach 

Customer 

experience 

management 

Brand 4 0.687 0.36 satisfy 

Design 2 0.780 0.70 satisfy 

Product 3 0.703 0.46 satisfy 

Staff 3 0.819 0.61 satisfy 

Parking lot 4 0.812 0.52 satisfy 

Other stores 5 0.781 0.40 satisfy 

Sensory experience 3 0.811 0.60 satisfy 

Social experience 4 0.734 0.41 satisfy 

Satisfaction 4 0.789 0.49 satisfy 

Loyalty 3 0.688 0.43 satisfy 

(Source: The results from survey 321 respondents) 

3.4 Structural equation model 

The first result of SEM showed the relationship between the customer experiences management with 

loyalty is not statistically significant at the 95% confidence level for p - value> 0.05. This relationship will be 

excluded from the model in order to find a better model. The final SEM achieved compatibility with market 

data: 446 degrees of freedom; chi - square / df = 1.738 <2; TLI = .892; CFI = 0.903 and RMSEA = 0.048 <0.05. 

Figure 2 showed the results of SEM. 

The weights are normalized positive which demonstrated positive relationships (see Table 2). The 

concept of CEM explained 45% of the variation of sensory experience with standardized weight gain was 0.67 

and explained 49% of the variability of social experience with standardized weights 0.7. Sensory experience and 

social experience explained 56% of the variations of satisfaction with standardized weights are 0.42 and 0.46 

respectively; Satisfaction concepts explained 45% of variance of customer loyalty with importance of 

standardization reached 0.67.  

On the other hand, SEM results also illustrated that all 6 major components of CEM are positive which 

demonstrate the impact of these components in the same direction with the customer experience expectations. 

The factor has the greatest impact to the CEM is commodity (0.78), followed by parking lot respectively (0.62); 
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Staff (0.61); Brands (0.6); The presence of other stores within supermarkets (0.56) and finally the supermarket 

space and design (0.17).  

 

 

Figure 2: The results of SEM (unstandardized) 

 

Table 2: Testing results the relationship among variables and components 

Relationship Estimate S.E C.R P 

SenE  CEM 0.671 0.125 5.374 0.000 

SoE  CEM 0.703 0.141 4.971 0.000 

Sat  SoE 0.457 0.087 5.276 0.000 

Sat  SenE 0.417 0.075 5.591 0.000 

LY  Sat 0.668 0.089 7.496 0.000 

Brand  CEM 0.604      

Des  CEM 0.173 0.088 1.966 0.049 

Prod  CEM 0.777 0.147 5.304 0.000 

Staff  CEM 0.608 0.115 5.283 0.000 

Parking  CEM 0.616 0.119 5.206 0.000 

Store  CEM 0.557 0.122 4.583 0.000 

Source: The results from survey 321 

respondents respondents  
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(Source: The results from survey 321 respondents) 

 

 
 

 

Figure 3: The results of SEM (standardized) 

Although SEM results in Figure 2 showed that there is no direct link between the components of CEM 

and loyalty. However, the indirect relationship between these two concepts exists. By analyzing the results of a 

causal relationship of the variables in the model shown in Table 3, the study found that: 

(1) Direct impact: Customer loyalty is directly influenced by customer satisfaction with standardized 

coefficients of effects is 0.67. 

 (2) Indirect impact: Loyalty is influenced indirectly by the CEM, social experience and sensory 

experience with standardized coefficients of affects respectively 0.40, 0.31 and 0.28. In particular, the impact of 

Source: The results from survey 321 

respondents respondents  
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CEM to loyalty factor is greater than 1.3 times (0.40 / 0.31) to social experience and greater than 1.4 times to the 

sensory experience.  

 

 

Table 3: Results of causal relationships between the factors in theoretical models 

 CEM SoE SenE Sat 

 TE IE DE TE IE DE TE IE DE TE IE DE 

SoE 0.703 - 0.703 - - - - - - - - - 

SenE 0.671 - 0.671 - - - - - - - - - 

Sat 0.601 0.601 - 0.457 - 0.457 0.417 - 0.417 - - - 

LY 0.401 0.401 - 0.305 0.305 - 0.278 0.278 - 0.668 - 0.668 

(Source: The results from survey 321 respondents) 

Note: TE: total effect, IE: indirect effect, DE: Direct effect 

With 5% significance level, sensory experience and social experience directly affected by the CEM at the 

0.70 and 0.67. Customer satisfaction is directly influenced by sensory experience and social experience at 0.46 

and 0.42 and indirectly affected by the CEM via variables: social experience and sensory experience with the 

standardized coefficient is 0.60.  

 

Table 4: Results of testing the reliability of estimates by Bootstrap  

Relationship 
Estimate ML Estimate by Bootstrap  

ML se Mean se se(se) Bias se-bs cr 

SenE <--- CEM 0.671 0.125 0.662 0.080 0.003 -0.009 0.004 -2.25 

SoE <--- CEM 0.703 0.141 0.699 0.088 0.003 -0.003 0.004 -0.75 

Sat <--- SoE 0.457 0.087 0.467 0.100 0.003 0.009 0.004 2.25 

Sat <--- SenE 0.417 0.075 0.406 0.095 0.003 -0.011 0.004 -2.75 

LY <--- Sat 0.668 0.089 0.665 0.064 0.002 -0.003 0.003 -1.00 

Brand <--- CEM 0.604 0.000 0.608 0.094 0.003 0.004 0.004 1.00 

Des <--- CEM 0.173 0.088 0.180 0.080 0.003 0.006 0.004 1.50 

Prod <--- CEM 0.777 0.147 0.774 0.073 0.002 -0.002 0.003 -0.67 

Staff <--- CEM 0.608 0.115 0.602 0.063 0.002 -0.006 0.003 -2.00 

Parking <--- CEM 0.616 0.119 0.615 0.066 0.002 -0.001 0.003 -0.33 

Store <--- CEM 0.557 0.122 0.550 0.078 0.002 -0.007 0.003 -2.33 

(Source: The results of survey in 2014) 

Note: Se: standard error; bs: bias 

 

In short, CEM does not directly affect the customer loyalty that indirect effects through sensory 

experience, social experience and satisfaction. Therefore, the hypothesis H1, H2, H3, H4, and H5 are accepted and 

rejected hypothesis H6. 
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-  Bootstrap testing: This study used a repeated pattern number of 500 samples. The results showed the 

estimation results are acceptable and trusted.  

3.5 Structural multi-groups analysis 

Structural multi-group analysis was performed to study the model according to the group of qualitative 

variables such as gender, income, expenditure, age, education, occupation and supermarkets. Results of Chi-

squared test between the two models are presented in Table 5. 

Table 5: The results of Chi-squared test between two models  

Variable 

Unconstrained 

model 

Partially Constrained 

model 
difference p - value 

Chi - square df Chi - square df Chi - square df  

Age 1,496.275 892 1,499.416 897 3.141 5 0.678 

Income 1,473.036 892 1,492.270 897 19.234 5 0.002 

Gender 1,470.175 892 1,483.862 897 13.687 5 0.018 

Spending 1,379.217 892 1,380.798 897 1.581 5 0.904 

Marital status 1,431.442 892 1,441.671 897 10.229 5 0.069 

Education 1,463.490 892 1,482.708 897 19.218 5 0.002 

Occupation 1,440.292 892 1,455.596 897 15.304 5 0.009 

Supermarket shopping 1,546.181 892 1,559.939 897 13.758 5 0.017 

(Source: The results from survey 321 respondents) 

 

The results showed that age, spending for shopping at supermarkets and marital status of the client does 

not change the relationships in the research model. Therefore, these factors would not be considered in setting 

up CEM program. Besides that, the characteristics of income, gender, education, occupation and shopping at 

different supermarkets could affect the relationships in the model. So the CEM program needs to pay attention 

to these differences in order to see whether or not to invest any element to satisfy customers without wasting 

resources. Differences are discussed detail as following: 

Comparison by income group  

The main difference of the two groups of customers with different income was affected in the 

relationship between the CEM and sensory experience; between sensory experience and satisfaction. For the 

income group of between two million dong / month or more, the relationship is significant (p <0.05) but not 

significant in the group of customers with incomes below 2 million / month (p> 0.05). Results also indicated 

that while supermarket staff, parking lot and the presence of other types of stores inside supermarkets do not 

impact on the experience of customer whose income less than 2 million / month when shopping at the 

supermarket, the factors that affect the experience of other groups. 

Comparison by gender  

The results found that the main differences of the two groups of men and women are affected in the 

relationship between supermarket design and space and CEM. This relationship is significantly (p <0.1) for men 

but not significant in the case of women group. 
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Comparison by education level 

The results presented that the main difference of these two different groups of educated respondent  

impact to the relationship between supermarket design and space and CEM. For the group with college degrees, 

this relationship is significantly (p <0.05) but it is not significant for the group without college degrees (p = 

0.834> 0.05). In addition, when customer satisfied for shopping at the supermarket, the group of customer 

without college degrees would have a higher level of loyalty compared with other groups. This has important 

implications as the clients with college degree are quite hard to serve them and should pay more attention on this 

group. They paid special attention to the commodities, supermarket brand and parking lot. Additionally, the 

understanding in some aspects of social experience for this group should be review by the managers. 

Comparison by occupation 

The results showed that difference occupation impact to the relationship between sensory experience and 

satisfaction. To the business group, civil servants, workers and employees groups, this relationship is 

significantly (p <0.05) but not significant in the case of student group and other professions (p> 0.05). In the 

components of the CEM, there is no difference between the two groups. While supermarket commodity is an 

important factor in creating customer experience for business groups, civil servants, workers and employees, the 

impact of this factor to group of students, vocational students and others is not significant (p> 0.05).  For the 

group of students, vocational students and others, supermarket staff is an important factor that makes the 

experience for these groups. 

IV. CONCLUSION  

Nowadays it is not easy to be differentiation, where similar products, prices and services are becoming 

ever more regulations. Differentiation will appear in the customer's mind on the basis of brand identity, 

perceptions and feelings about the company. All will be managed and delivered through the customer 

experience. The customer experience will make a differentiation to the company, build loyalty and ultimately 

lead to growth and the rising profits. With such practical significance, CEM is becoming a new wave of 

management activities in order to build customer loyalty. Theoretically, this study contributes and enriches the 

research on CEM in the case of supermarket industry in the Mekong Delta. The results of this study showed that 

CEM in the supermarket sector in the Mekong Delta consisted of six components: (1) supermarket brand, (2) 

supermarkets space and design, (3) supermarket commodities, (4) supermarket staff, (5) car parking lot and (6) 

the presence of different types of stores inside the supermarket. The results also illustrated that customer loyalty 

is directly positive affected by customer satisfaction. Although the components of the CEM are not directly 

affected loyalty, they indirectly influenced to loyalty through direct effects of customer experience and 

satisfaction. Thus, to maintain customer loyalty, supermarkets need solutions to improve the level of customer 

experience and satisfaction, and social experience should be considered as well. 
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Abstract: This paper aims to search for a better explanation of the impact of total quality management (TQM) 

on innovation performance in the context of the decline of famous Japanese firms with excellent quality 

management. It also aims to find a satisfactory answer for that TQM should be pursued as a whole or as a TQM 

subgroup to have better innovation performance. Based on an iterative methodology, the paper reviews, 

analyzes, synthesizes, and refines the current state of the literature and proposes a research framework which 

allows to overcome limitation encountered in previous empirical researches and answer satisfactorily the 

research questions posed. Two second-order innovation performance constructs, namely the incremental 

innovation performance and the radical innovation performance, enable to measure more clearly these two 

innovation performances. Four TQM subgroups were used in the competing model for comparing to the 

proposed research model to search for the best fit model. This study has theoretical contributions by putting two 

second-order measurement scales of innovation into use and using the competing model comparing to the 

proposed research model based on the exploratory approach. It also has practical contributions by helping to 

explain clearly the role of TQM on innovation performance in the current context. 

 

Keywords: total quality management, incremental innovation, radical innovation, competing model 

 

I. INTRODUCTION 

The last 30 years, the innovation has caught the attention of researchers and practitioners (Gatignon et al, 

2002). However, previous studies gave the inconsistent results about the impact of TQM on innovation 

performance. Some previous studies only studied the impact of TQM on one type of innovation such as process 

innovation (Abrunhosa et al, 2008), product innovation (Prajogo & Sohal, 2004), or on innovation in general 

(Esin & Cemal, 2010), or on both process innovation and product innovation (Feng et al, 2006; Martinez-

Martinez-Lorente & Costa, 2008). Moreover, most previous studies have not clearly separated the incremental 

innovation performance and the radical innovation performance. In which, incremental innovation performance 

is said to be the strength of TQM and radical innovation performance is not said to be the strength of TQM but 

only a certain consequence of TQM. Therefore, such studies have not really clarified the role of TQM on 

innovation performance. Only the study by Dong-Young et al (2012) has separated incremental innovation 

performance and radical innovation performance. However, the innovation performance in this study has been  

 

http://sareb-journal.org/


Research framework on the impact of total quality management on incremental and radical 

innovation performances: the role of the competing model 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 85 | Page 

 

subdivided up to 5 dimensions. This can make the innovation performance faded on each dimension, from 

which the conclusions of tests can be diminished its strength.  

The decline of famous Japanese firms with excellent quality management along with the aforementioned 

research gaps posed two research questions in today's context: Does TQM still play a positive role on both the 

incremental innovation performance and the radical innovation performance in the current context? Should we 

pursue TQM as a whole or as a TQM subgroup to have better incremental innovation performance and the 

radical innovation performance? To answer these questions, a suitable research framework needs to be built so 

that it can be consistent with the context of research. 

 

II. THEORETICAL BACKGROUND AND HYPOTHESES 

2.1. Theoretical background 

According to Kaynak (2003), TQM is a total management philosophy strived continuous improvement in 

all functions of an organization, and it can be only achieved when a total quality concept was used from the 

acquisition of resources to customer service after the sale. 

The previous literature on innovation has shown the importance to have more clearly definition on 

innovation by distinguishing between radical innovation and incremental innovation (Abernathy & Clark, 1988; 

Cooper, 1998). Some scholars argue that there is a negative relationship between TQM and innovation 

performance while most others insist that there is a positive relationship between them. However, the literature 

review also showed the different roles of TQM for incremental innovation and radical innovations. Most of 

scholars believe that TQM mainly affects incremental innovation performance but only a little or indirectly 

impacts on radical innovation performance. 

Research concepts on behavioral science in general and on business in particular are often latent variables 

that cannot be measured directly (Ahire et al, 1996). According to Tata et al (1999), latent variables that were 

tested from previous experimental studies should be used to ensure their validity and reliability. 

2.2. Proposed research model 

Base on review of the literature, the research model is proposed as shown in Figure 1 in order to answer 

two research questions posed. In this model, TQM is considered as a complete body of quality management in 

firms that affects their incremental innovation performance and radical innovation performance. 

The perspective viewed TQM as a complete body affecting the performance of firms has been used by many 

scholars such as Prajogo and Sohal (2003), Prajogo and Sohal (2006), Costa and Lorente (2008), Prajogo and 

Hong (2008), Esin and Cemal (2010) thus the model ensures its practical significance. 

On the other hand, a review of previous studies also showed the different roles of TQM on the incremental 

innovation performance and radical innovation performance. Therefore, in this study to have clear explaination 

about the different roles of incremental innovation performance and radical innovation performance, two 

second-order constructs of innovation performance were used, including incremental innovation performance 

and radical innovation performance. These two second-order constructs were developed base on the first-order 

construct of innovation performance derived from empirical research of Dong-Young et al (2012) to ensure their 

reliability and validity. 
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Figure 1. The proposed research model. 

 

2.3. Constructs in prosed research model 

2.3.1. TQM: Second-order construct  

In this study, the measurement model for TQM used by Samson and Terziovski (1999) accepted as the 

core model and elements that reflect characteristics of Japanese TQM is added. This selection is based on some 

reasons. Firstly, the elements of this construct constitute the criteria of the Malcolm Baldrige National Quality 

Award (MBNQA) that has been accepted by many scholars (Juran JM, 1995; Curkovic et al, 2000) as matching 

with the contents of TQM practices. Secondly, the MBNQA criteria can be applied to firms both in the areas of 

manufacturing and non-manufacturing that can be used in this study. Thirdly, this TQM construct has been used 

in experimental studies of many scholars such as Prajogo and Sohal (2003, 2004, and 2006) in Australia, Feng et 

al (2006) in Australia and Singapore, Prajogo and Hong (2008) in Korea, so its reliability and validity have been 

tested. Finally, Vietnam - where this research framework will be experimented – has the quality award based on 

criteria similar to the MBNQA criteria.  

Schroeder and Flynn (2001) have made comparisons about quality management practices amongst 164 

firms at the United States, Japan, Germany, Italy, and the UK in the 1990s and have found that Japanese 

manufacturer achieved an outstanding performance in quality management in comparison with other countries 

on a variety of activities such as process control, information feedback, and small group activities. So, to reflect 

its own characteristics of TQM Japan, based on the study of Anh et al (2011) on Japanese firms, two elements 

are added to TQM measurement models of Samson and Terziovski. Those are “employee suggestion” and 

“problem solving group”. Therefore, TQM is a second-order construct including eight first-order elements as 

shown in Figure 1.  

 

H1 

H2 

 
 
 

TQM 

Radical 
innovation 

performance 

Incremental 
innovation 

performance 

Radical product 
innovation 

performance 
 

Radical process 
innovation 

performance 

Incremental 
product innovation 

performance 

Incremental 
process innovation 

performance 

 

Leadership 

Strategic 
planning 

Customer focus 

Information and 
analysis 

People 
management 

Process 
management 

Employee 
suggestion 

Problem solving 
group 



Research framework on the impact of total quality management on incremental and radical 

innovation performances: the role of the competing model 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 87 | Page 

 

 Leadership element 

This element reflects the leadership of the senior executives and the participation of individuals in setting 

the strategic direction, developing and maintaining a leadership system that can enable an organization to 

achieve superior performance, personal development and organizational learning. 

Four observed variables for leadership are taken from Prajogo & Sohal (2006). This is the scale of Samson 

and Terziovski (1999) that was adjusted and tested by Prajogo and Sohal (2003, 2004 and 2006) so it get the 

reliability. 

 Strategic planning element 

This element reflects the organisation’s business and strategic planning and deployment of plans, along 

with the organisation’s attention to customer and operational performance requirements. The importance of 

central objective and mission defined in the organization are also a part of this element. 

Four observed variables for strategic planning are taken from Prajogo and Sohal (2006). This is the scale of 

Samson and Terziovski (1999) that was adjusted and tested by Prajogo and Sohal (2003, 2004 and 2006) so it 

get the reliability. 

 Customer forcus element 

This element mentions to the determination of requirements and expectations from current and potential 

customers, the implementation of effectively customer relationship management, and determination of 

customers’ satisfaction. This element also reflects the extent to which customers are related to the information 

disseminated through the organization and the extent to which customer complaints are resolved by the 

organization. Customer focus is the basic principle of TQM philosophy. 

Six observed variables for customers focus are taken from Prajogo and Sohal (2006). This is the scale of 

Samson and Terziovski (1999) that was adjusted and tested by Prajogo and Sohal (2003, 2004 and 2006) so it 

get the reliability. 

 Information and analysis element 

This element refers to the scope of management and use of data and information in order to maintain 

customers focus, to guideline excellent quality, and to improve performance. 

Four observed variables for information and analysis are taken from Prajogo and Sohal (2006). This is the 

scale of Samson and Terziovski (1999) that was adjusted and tested by Prajogo and Sohal (2003, 2004 and 

2006) so it get the reliability.  

 People management element 

This element refers to training processes for skills such as quality skills relating to the activities at 

workplace and skills to recognize and solve problems. This element also reflects the efforts of the organization 

in order to build and maintain a favorable environment, to contribute to the creation of effective operations with 

the participation of all members in the organization. 

Five observed variables for people management are taken from Prajogo and Sohal (2006). This is the scale 

of Samson and Terziovski (1999) that was adjusted and tested by Prajogo and Sohal (2003, 2004 and 2006) so it 

get the reliability.  

 Process management element 
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This element is related to the ways that the organization designs and introduces products and services, 

integrates manufacturing and distribution requirements, and manages the performance of suppliers. 

Six observed variables for Management by process are taken from Prajogo and Sohal (2006). This is the 

scale of Samson and Terziovski (1999) that was adjusted and tested by Prajogo and Sohal (2003, 2004 and 

2006) so it get the reliability.  

 Employee suggestion element 

This element measures how firms respects, feedbacks and uses the employee suggestions. Creativity and 

innovation are the necessary requirements to meet the needs and to exceed the expectations of customers. In 

Japan, “soikufu” is an important concept that means creative thinking, focusing on employees’ proposals and 

suggestions or new ideas. 

The measurement scale for employee suggestion element is taken from Anh et al (2011). This scale was 

selected for Japanese plants from international research coorperation initiative of researchers at the University of 

Minnesota and Iowa State University in two research rounds in the 1990s and 2000s at many countries including 

Japan. The content of this scale is also consistent with firms in the services sector. As a result, validity of the 

scale was ensured and also tested twice. 

However, in this scale, authors have used reversed items for the fifth observed variable. This can create 

fake factors that cannot be explained (Schriesheim et al, 1981; Woods, 2006; Swain et al, 2008). On the other 

hand, if the content of the fifth observed variable was changed into a normal variable, its content was repeated in 

the first observed variable, so the fifth observed variable was deleted in this research.  

 Problem-solving group element 

The problem-solving group element is demonstrated by the establishment of problem-solving groups 

which are actively used to solve arising problems quickly and in place. 

The measurement scale for problem-solving group element is taken from Anh et al (2011). This scale was 

selected for Japanese plants from international research coorperation initiative of researchers at the University of 

Minnesota and Iowa State University in the two round of research in the 1990s and 2000s at many countries 

including Japan. The content of this scale is also consistent with firms in the services sector. As a result, validity 

of the scale was ensured and also tested twice. 

However, in this scale, authors have used reversed items for the fourth observed variable. This can create 

fake factors that cannot be explained (Schriesheim et al, 1981; Woods, 2006; Swain et al, 2008). As a result, the 

fourth observed variable was adjusted into a normal variable by replacing the phrase “not use” with the word 

“use”. 

 

2.3.2. Incremental innovation performance: Second-order construct 

Incremental  innovation  mentions  to  minor  changes  of  existing  technologies  in  terms  of  design,  

function,  price,  quantity,  and  features to  meet  the  needs  of  existing  customers (Garcia  and Calantone, 

2002; De  Propris, 2002). Incremental innovation focuses on refining, expanding, improving and exploiting 

existing knowledge, skills, and technical cycles (Gatignon et al, 2002). Although incremental innovation 

requires a low level of risk, it generates little benefit (Koberg et al, 2003). The incremental innovation is the  
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second-order construct that includes: incremental product innovation performance and incremental process 

innovation performance, as shown in Figure 1.  

We operationalized a single composite incremental innovation performance construct (IIP). The IIP index, 

which equals the aggregate of the means of two incremental innovation elements, can be formulated as follows: 

 

 

                        (1) 

 

Where itemij is the jth measurement item of the ith element’s measurement scale and mi the number of 

measurement items in the ith element’s measurement scale. 

 Incremental process innovation performance element 

Incremental process innovation is identified as innovation associated with the application of minor or  

incrementally  improved  elements  into  an  organization’s  production or service operations with the purpose of 

achieving lower costs  and/or  higher  product  quality  (Reichstein  and  Salter,  2006; Ettlie, 1983; Gatignon et  

al, 2002).   

Three observed variables of incremental process innovation performance are taken from Dong-Young et al 

(2012). This scale was selected from many empirical studies such as Huergo & Jaumandreu (2004), Reichstein 

& Salter (2006), Jansen et al (2006), Martinez-Costa & Martinez-Lorente (2008), Akguna et al (2009), thus its 

validity and reliability are ensured. 

 Incremental product innovation performance element 

The incremental product innovation mentions to the innovation that involves the introduction of the 

products (or services) that offer new features, improvements, or the benefits associated with the technology 

available on the existing market (Chandy and Tellis, 1998; Herrmann et al, 2007; Vázquez-Bustelo and Valle, 

2009). 

Five observed variables of incremental product innovation performance are taken from Dong-Young et al 

(2012). This scale was selected from many empirical studies such as Atuahene-Gima (2005), Subramaniam & 

Youndt (2005), Jansen et al (2006), Herrmann et al (2007), Valle & Vázquez-Bustelo (2009), thus its validity 

and reliability are ensured. 

 

2.3.3. Radical innovation performance: Second-order construct 

Radical innovation is defined as the adoption of new technologies to create a demand not yet recognized 

by customers and markets (Jansen et al, 2006). Radical innovation, regarded as competence-destroying (Teece et 

al, 1997), concentrates on market pull or technology push strategies (Li et al, 2008). Radical innovation requires 

greater uncertainty and a high level of risk (Moguilnaia et al, 2005). 

The radical innovation performance is the second-order construct that includes: radical product innovation 

performance and radical process innovation performance, as shown in Figure 1. 
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Radical process innovation mentions to the innovation that involves the application of the new or 

significantly improved elements for production activities or services of an organization with the aim for 

achieving lower costs and/or higher quality products (Reichstein and Salter, 2006; Ettlie, 1983; Gatignon et al, 

2002). 

Three observed variables of radical process innovation performance are taken from Dong-Young et al (2012). 

This scale was selected from many empirical studies such as Huergo and Jaumandreu (2004), Reichstein and 

Salter (2006), Martinez-Costa and Martinez-Lorente (2008), Valle and Vázquez-Bustelo (2009), Lau et al 

(2010), thus its validity and reliability are ensured. 

 Radical product innovation performance element 

Radical product innovation is defined as innovation that involves the introduction of products or services 

that are associated with new technologies which are different to existing ones used in existing products or 

services (Chandy and Tellis, 1998; Herrmann et al, 2007; Valle & Vázquez-Bustelo, 2009). 

Five observed variables of radical product innovation performance are taken from Dong-Young et al 

(2012). This scale was selected from many empirical studies such as Chandy and Tellis (1998), Atuahene-Gima 

(2005), Subramaniam and Youndt (2005), Herrmann et al (2007), Valle and Vázquez-Bustelo (2009), thus its 

validity and reliability are ensured. 

 

2.4. Composite variables 

To use the structural equation model (SEM) for above proposed research model, the composite variables 

for each first-order construct were operationalized. Among several methods suggested by Hair et al (1998), 

mean value was selected to represent the composite variables due to the simplicity of the method without losing 

the accuracy. The composite variable for each first-order construct was calculated after these constructs have 

met the requirements of construct validity and reliability. 

In case the first-order composite variables of each second-order structure diverge strongly, leading to the 

goodness of fit indices of the model being bad, we operationalized single composite variable for each second-

order construct. 

According to Hendricks and Singhal (1996), Easton and Jarrell (1998), Douglas and Judge (2001), 

Rungtusanatham (2001), and Esin and Cemal (2010), the TQM composite variable, which equals to the 

aggregate of the means of eight TQM elements, can be formulated as follows: 

 

 

                        (2) 

 

Where itemij is the jth measurement item of the ith element’s measurement scale and mi the number of 

measurement items in the ith element’s measurement scale. 

In a similar way, we operationalized a single composite incremental innovation performance variable (IIP), 

which equals to the aggregate of the means of two incremental innovation elements, as follows: 
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Where itemij is the jth measurement item of the ith element’s measurement scale and mi the number of 

measurement items in the ith element’s measurement scale. 

In a similar way, single composite radical innovation performance variable (RIP), which equals to the 

aggregate of the means of two incremental innovation elements, as follows: 

 

 

 

                        (4) 

 

Where itemij is the jth measurement item of the ith element’s measurement scale and mi the number of 

measurement items in the ith element’s measurement scale. 

 

2.5. Hypotheses 

Proponents of TQM (e.g. Deming, Juran, and Crosby) have not connected quality managemnet to radical 

product innovation, they stressed on the importance of continuous improvement of product quality to meet the 

demands and expectations from customers. Some authors like Prajogo and Sohal (2001) or Weirauch (2006) 

have reported that the staffs of TQM firms have worked for gradually improving the existing system by focusing 

on the details of the existing quality process rather than new ideas for basically changing the existing system. 

Focus on customers leads organization to the incremental improvement for current products and services to meet 

the current demands of existing customers, rather than radical improvements to meet the potential demands of 

existing and future customers (Esin and Cemal, 2010). Nowak (1997) argued that TQM and quality seem to be 

attached to the existing technology because they mainly focus on the incremental improvement of the product or 

existing processes. This leads us to the following hypothesis: 

H1: TQM has positive impact on incremental innovation performance.  

Jha et al (1996) suggested that continuous improvement (stressed by TQM) provides a solid background on 

which more radical innovation can be successfully implemented. When pursuing the quality performance, 

organizations may need to deal with process innovation, even in a radical way (Prajogo and Sohal, 2006). This 

is because in certain situations, the resources needed to meet a new quality standard (ie specification) can not be 

achieved through incremental improvements of existing processes, even though how many resources are 

pumped into this effort. That can only be achieved through resetting these processes and innovating radically, 

more or less (Grossi, 1990). Thus, the following hypothesis is proposed: 

H2: TQM has positive impact on radical innovation performance. 

 

2.6. Competing models 
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The competing model is a model built on the basis to adjust some details of the proposed research model. 

The role of the competing model is determined only after comparing the fit of it to that of the proposed research 

model. The competing model is only considered valid when it has a higher fit than that of the proposed research 

model. Then it can be used to have a better answer to the research questions posed. 

The competing models strategy was used, in which the proposed research model is compared with competing 

models that provide alternative explanations of the data (Hair et al, 2010; MacCallum & Austin, 2000).  

The comparison of the two competing models was based on the concept of nested models and using the Chi-

squared difference (Bentler & Satorra, 2010; Hair et al, 2010). The proposed research model was compared with 

the competing models based on the concept of non-nested models using three steps: comparing the fit indices, 

the path coefficients, and the variance explained (R2) (Lee & Back, 2008).  

With tools and intentions mentioned above, in addition to the proposed research model (Figure 1) in which 

TQM is viewed as a whole body comprising full elements of total quality management practices that affects two 

types of innovation performance of firms, this study also considers competing models which considered TQM 

as different TQM subgroups that affect two types of innovation performance of firms. 

.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2. The competing model. 

 

Sitkin et al (1994) and Spencer (1994) strongly associated control-orientation with the mechanistic model 

and learning-orientation with the organic model. Sitkin et al (1994) hold that under similar underlying TQM 

precepts, organizations can apply two different goals and practices based on two different orientations, namely 

total quality control being associated with conformance of quality, and total quality learning being related to 

innovation. Spencer (1994) argues that various practices under the TQM umbrella can be categorized into 
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several organizational models, including the mechanistic and the organismic model. Spencer (1994) also hold 

that organizations that practice TQM do not necessarily hold strictly to any one of her three models; rather, they 

“oscillate” among them 

Organizations will show various configurations in implementing TQM practices in the context of pursuing 

different strategic performance (Prajogo & Sohal, 2004). Similar to Prajogo and Sohal (2004), the six prior 

variables of TQM (leadership, strategic planning, customer focus, information and analysis, people 

management, and process management) were grouped into three TQM subgroups (TQM 1, TQM 2, and TQM 

3). TQM 1 comprises leadership and people management variables, TQM 2 comprises customer focus and 

process management variables, and TQM 3 comprises strategic planning and information and analysis variables. 

This study adds the fourth TQM subgroup (TQM 4) showing the features of Japan TQM. TQM 4 comprises 

employee suggestion and problem-solving group variables. 

From a theoretical point of view, the mechanistic elements of TQM (represented by TQM2 and TQM 3) 

were expected to show stronger relationship to the incremental innovation performance than the radical 

innovation performance, whilst the organic element of TQM (represented by TQM 1 and TQM 4) should exhibit 

stronger association with the radical innovation performance than the incremental innovation performance. The 

competing model is built as shown in Figure 2. 

In this model, we did not directly impose hypotheses reflecting the structural relationships based on the 

path diagrams. Instead, we followed the exploratory approach by estimating all possible paths relating the four 

TQM subgroups as the independent variables and the two innovation performance measures as the dependent 

variables. 

With four by two relationships, there were eight paths that needed to be estimated. The non-significant 

paths of the initial structural model are deleted, if the goodness of fit indices of the model are improved. This 

process is continued until the best competing model is established. 

Finally, the proposed research model was compared with the best competing model based on comparing 

the fit indices, the path coefficients, and the variance explained (R2) from these two models. If the proposed 

research model proved better than the best competitive model, it will help us as well as managers knowing that 

we should pursue TQM as a complete body to bring better innovation performance for firms. Otherwise, if the 

best competitive model proved better than the proposed research model, it will help us as well as managers to 

know that we should focus on TQM subgroups which will bring better innovation performance for firms. 

 

III. DISCUSSION AND IMPLICATIONS  

The latent research variables in the proposed research model which have been taken from the previous 

experimental studies ensure their validity and reliability. Two second-order innovation performance constructs, 

namely the incremental innovation performance and the radical innovation performance, enable to measure 

more clearly these two innovation performances. The composite variables for each first-order or second-order 

construct were operationalized to allow using structural equation modelling (SEM) for the proposed research 

model. 
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The proposed research model allows explaining the different roles of TQM for incremental innovation and 

radical innovations based on the view of most scholars that TQM mainly affects incremental innovation 

performance but only a little or indirectly impacts on radical innovation performance. 

The competing model approach will help us as well as managers knowing that we should pursue TQM as a 

complete body or as TQM subgroups to bring better innovation performance for firms. However, if the best 

competing model is selected, this is just an exploratory model. Therefore further studies need to be performed to 

confirm the findings. 

The research framework is a good theoretical framework for the empirical studies to test the hypotheses 

based on sample data, especially collected from Japanese FDI firms operating in Vietnam. Empirical research 

results based on this research framework will be a reliable information source for firms to apply effectively 

TQM to enhance their innovation performance in today's business context. 

 

IV. CONCLUSION AND LIMITATIONS 

The proposed research model has satisfactorily answered two research questions posed. Limitations 

encountered in previous empirical researches have been addressed.  

Two second-order constructs including incremental innovation performance and radical innovation 

performance enable to measure more clearly these two innovation performances. This allows explaining the 

different roles of TQM for incremental innovation and radical innovations. 

The exploratory approach of competing models allows searching the model to have the best answer for the 

question: should we pursue TQM as a whole or as a TQM subgroup to have better incremental innovation 

performance and the radical innovation performance? 

However, the limitation of the proposed research model is that it does not allow studying the moderating 

role of type of business or firm age on relationships in the model. This research approach can help firms have 

the best way in applying TQM according to its versions in order to enhance their innovation performance. This 

is the next research direction in the efforts to approach and improve TQM so that it can be consistent with 

today's business context. 
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Appendix. Scales of measures 

A. Leadership 

A.1. Senior executives share similar beliefs about the future direction of this organization. 

A.2. Senior Managers actively encourage change and implement a culture of improvement, learning, and 

innovation towards ‘excellence’. 

A.3. Employees have the opportunity to share in and are encouraged to help the organization implement 

changes. 

A.4. There is a high degree of unity of purpose in our company, and we have eliminated barriers between 

individuals and/or departments. 

B. Strategic planning 

B.1. We have a mission statement which has been communicated throughout the company and is supported by 

our employees. 

B.2. We have a comprehensive and structured planning process which regularly sets and reviews short and long-

term goals. 

B.3. When we develop our plans, policies and objectives we always incorporate the needs of all stakeholders, 

including the community. 

B.4. We have a written statement of strategy covering all business operations which is articulated and agreed by 

our Senior Manager. 

C. Customer focus 

C.1. We actively and regularly seek customer inputs to identify their needs and expectations. 

C.2. Customer needs and expectations are effectively disseminated and understood throughout the workforce. 

C.3. We involve customers in our product design processes. 

C.4. We always maintain a close relationship with our customers and provide them an easy channel for 

communicating with us. 

C.5. We have an effective process for resolving customers’ complaints. 

C.6. We systematically and regularly measure customer satisfaction. 

D. Information and analysis 

D.1. Our company has an effective performance measurement system to track overall organizational 

performance. 
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D.2. Up-to-date data and information of company’s performance is always readily available for those who need 

it. 

D.3. Senior management regularly have a meeting to review company’s performance and use it as a basis for 

decisionmaking. 

D.4. We are engaged in an active competitive benchmarking program to measure our performance against the 

‘best practice’ in the industry. 

E. People management 

E.1. We have an organization-wide training and development process, including career path planning, for all our 

employees. 

E.2. Our Company has maintained both ‘top-down’ and ‘bottom-up’ communication processes. 

E.3. Employee satisfaction is formally and regularlymeasured. 

E.4. Employee flexibility, multi-skilling and training are actively used to support performance improvement. 

E.5. We always maintain a work environment that contributes to the health, safety and well-being of all 

employees. 

F. Process management 

F.1. The concept of the ‘internal customer’ (i.e. the next process down the line) is well understood in our 

company. 

F.2. We design processes in our plant to be “fool-proof” (preventive-oriented). 

F.3. We have clear, standardized and documented process instructions which are well understood by our 

employees. 

F.4. We make an extensive use of statistical techniques (e.g. SPC) to improve the processes and to reduce 

variation. 

F.5. We strive to establish long-term relationships with suppliers. 

F.6. We use a supplier rating system to select our suppliers and monitor their performance. 

G. Employee suggestion 

G.1. Management takes all product and process improvement suggestions seriously. 

G.2. We are encouraged to make suggestions for improving performance at this plant. 

G.3. Management tells us why our suggestions are implemented or not used. 

G.4. Many useful suggestions are implemented at this plant. 

H. Group problem solving 

H.1. Our plant forms teams to solve problems.  

H.2. In the past three years, many problems have been solved through small group sessions. 

H.3. Problem solving teams have helped improve manufacturing processes at this plant. 

H.4. We use problem solving teams much, in this plant. 

I. Incremental  process  innovation 

I.1. Our organization introduced minor or incrementally improved machinery and equipment for producing 

products or services. 
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I.2. Our  organization  introduced  minor  or  incrementally  modified  productive processes  for  producing  

products  or  services. 

I.3. Our organization introduced minor or incrementally improved information technologies for producing 

products or services. 

J. Incremental  product  innovation 

J.1. Our new products differ slightly from our existing products. 

J.2. We  introduce  incremental  product  innovations  into  the  market  more frequently  than  our  competitors. 

J.3. Our  percentage  of  incremental  product  innovations  in  the  product  range  is significantly  higher  

compared  to  the  competition. 

J.4. The  percentage  of  total  sales  from  incremental  product  innovations  is  up substantially. 

J.5. We  are  well  known  by  our  customers  for  incremental  product  innovations. 

K. Radical  process  innovation 

K.1. Our  organization  has  introduced  new  or  significantly  improved  machinery  and equipment  for  

producing  products  or  services. 

K.2. Our  organization  has  introduced  new  or  significantly  modified  productive processes  for  producing  

products  or  services. 

K.3. Our  organization  has  introduced  new  or  significantly  improved  information technologies  for  

producing  products  or  services. 

L. Radical  product  innovation 

L.1. Our new products differ substantially from our existing products. 

L.2. We  introduce  radical  product  innovations  into  the  market  more  frequently than  our  competitors. 

L.3. Our  percentage  of  radical  product  innovations  in  the  product  range  is significantly  higher  compared  

to  the  competition. 

M.4. The  percentage  of  total  sales  from  radical  product  innovations  is  up substantially. 

M.5. We  are  well  known  by  our  customers  for  radical  product  innovations.  
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Abstract : Professional skepticism is considered to be an essential element of the financial statement audited, 

as reflected in professional auditing standards and the audit methodologies of audit firms. Moreover, it could be 

said that a lack of sufficient professional skepticism is often cited as the reason that auditors fail to detect 

material misstatement. This paper summarizes different models of auditors’ professional skepticism used in 

recent empirical studies to provide better understanding about professional skepticism. 

 

Keywords: professional skepticism; skepticism; auditor skepticism; models.  

 

I. INTRODUCTION  

Professional skepticism, like independence, is essential to the auditing profession, but is often difficult to 

define and measure. Various sources have defined professional skepticism as an attitude that includes a 

questioning mind and a critical assessment of evidence (AICPA 2007), the ability to detect fraud (Choo and Tan 

2000), the opposite of trust (Shaub 1996), a conservatism bias in audit judgment (McMillan and White 1993), 

the equivalent of independence (Kadous 2000), and presumptive doubt (Nelson 2009). 

Professional  scepticism  may  make  auditors  either  confront  the  directors  or  perform additional tests 

(Shaub & Lawrence, 1996). These decisions particularly depend on the level of trust between auditors and 

directors (Anderson & Marchant, 1989). The assessment of the extent  to  which  the  statements  of  directors  

can  be  trusted  is  formulated  during  the  audit planning  stage  (Shaub  &  Lawrence,  1996).  The  level  of  

trust  between  auditors  and  the directors may impact on the auditors’ perception of the  level of misstatements 

that may exist in the financial statements (Endraw and Monroe, 2012). 

The objective of this paper is to provide comprehensive review of the literature of professional skepticism 

to help academic researchers and auditors as well as corporate directors better understand professional 

skepticism in auditing. The remainder of the paper proceeds as follows. The next session proposes a definition 

and significance of professional skepticism. This is followed by different models of professional skepticism in 

section three. The conclusion is accompanied by a discussion of possible directions of future research. 

 

II. MATERIALS AND METHODS  

Concept of Professional Skepticism in Auditing 

Professional skepticism is a fundamental precept for the auditing profession, and the first Statement of 

Auditing Standards (SAS) stressed this concept. Professional skepticism was re-emphasized in the 1997 

revisions to SAS No.1, which states: 

Due professional care requires the auditor to exercise professional skepticism. Professional skepticism is 

an attitude that includes a questioning mind and a critical assessment of audit evidence. The auditor uses the 

knowledge, skill, and ability called for by the profession of public accounting to diligently perform, in good faith  
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and with integrity, the gathering and objective evaluation of evidence. Gathering and objectively evaluating 

audit evidence requires the auditor to consider the competency and sufficiency of the evidence. Since evidence is 

gathered and evaluated throughout the audit, Professional skepticism should be exercised throughout the audit 

process. The auditor neither assumes that management is dishonest nor assumes unquestioned honesty. In 

exercising professional skepticism, the auditor should not be satisfied with less than persuasive evidence 

because of a belief that management is honest. 

McMillan and White (1993) indicate, “…professional skepticism implies that auditors focus more on error-

related evidence”. They gauged professional skepticism by categorizing subjects’ initial explanation s for a 

hypothetical company’s financial ratio fluctuations as either an environmental (i.e., naturally occurring) or error-

based explanation. Those subjects who used an error-based explanation were judged to be more skeptical. Shaub 

(1996) characterized skepticism as the opposite of trust and operationalized the construct using the trust and 

independence portions of Wrightman’s Trustworthiness Scale (1974). Shaub and Lawrence (1996) defined 

skepticism as the behavior of confronting a client or engaging in expanded audit work and operationalized this 

construct through their subjects’ responses to nine scenarios.  

Hurtt (2007) defines professional skepticism in terms of various characteristics of skeptics (e.g., a 

questioning mind, suspension of judgment, selfconfidence) that focus more on having and pursuing doubt than 

on a particular direction of doubt.  Bamber et al. (1997) consider how auditors update their beliefs in light of 

new evidence, and their framework accommodates a neutral weighting. Cushing (2003) defines skeptics as 

tending to be relatively accurate in their risk assessments, as opposed to ‘‘trusting’’ or ‘‘suspicious’’ auditors 

who are predictably biased. 

In its auditor inspections, the PCAOB recently cited the lack of professional skepticism as a serious 

problem in auditors’ fraud investigations and has suggested that audit testing in response to the risk of fraud has 

failed to satisfy audit standards (PCAOB 2007, 2008).  High profile frauds have led to an estimated loss of 

nearly $900 billion in market capitalization between 1997 and 2004 (Glass Lewis & Co. 2005) and have resulted 

in a focus on fraud detection in the auditing profession (Elliott 2002; PCAOB 2003, 2004, 2007, 2008). 

Moreover, professionals have recently called for more academic research in this area (Mintz 2009). SAS No. 99, 

Consideration of Fraud in a Financial Statement Audit, has reemphasized the need for auditors to exercise 

professional skepticism when considering and responding to the risk of material misstatement due to fraud, and 

has provided guidance that suggests that auditors should respond to increased fraud risk assessments with 

increased professional skepticism and additional audit procedures (AICPA 2002). Professional skepticism is 

defined in the standards as an attitude that includes a questioning mind and a critical assessment of audit 

evidence. Standard setters suggest that partners must set the proper tone at the top on all engagements for the 

benefits of professional skepticism to be realized and to increase the likelihood that auditors will uncover fraud 

(AICPA 2003). 

Models of Professional Skepticism in Auditing 

Nelson (2009) built a model of professional skepticism in auditing which describes how audit evidence 

combines with auditor knowledge, traits, and incentives to produce judgments that reflect professional 

skepticism. The model also describes how, given a judgment that reflects some level of professional skepticism, 

the judgment combines with auditor knowledge, traits, and incentives to produce actions that reflect relatively  
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more or less professional skepticism. The model highlights that auditors’ pre-existing knowledge, traits, and 

incentives all combine (and potentially trade off or interact) to affect the amount of professional skepticism in 

audit judgment and audit actions. This perspective also facilitates understanding how audit firms can influence 

professional skepticism in practice via hiring, training, performance appraisal, review, decision aids, incentives, 

and changes in tasks and institutions.  

As can be seen in Figure 1, the center of Nelson’s model is the idea that there is a difference between 

skeptical judgment and skeptical action (link 1). As indicated in the definition of professional skepticism 

provided in the auditing standards (AU 230), professional skepticism is a product of auditors’ judgment, but 

professional skepticism is revealed by skeptical behavior, and therefore is an attribute of auditor performance. 

 

Figure 1 - Professional Skepticism Model of Nelson (2009) 

Evidential input provides an important input to the judgment process (link 2). Other inputs to the judgment 

process include the auditor’s knowledge (link 3), other non-knowledge attributes that the author refers to 

collectively as auditor traits (e.g., intelligence, tendency to doubt, self-confidence; link 4), and auditor incentives 

(link 5). Nelson (2009) followed Libby and Luft (1993) in viewing auditor knowledge as resulting from a 

combination of traits (link 6) and prior experience (which includes training; link 7), and in viewing traits as 

fixed by the time an auditor commences audit training and practice. Whether professional skepticism judgments 

translate into professional skepticism actions depends not only on the extent to which judgments reflect 

professional skepticism, but also on aspects of the auditor’s incentives (link 8), traits (link 9), and knowledge 

(link 10). Skeptical action can change the amount or nature of evidence available to the auditor, which must then  
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be reconsidered by the auditor and which becomes part of the auditors ‘experience and knowledge. Therefore, 

this model is recursive, with evidence being assimilated and judged, action taken, further evidence resulting 

from action taken (link 11), that evidence becoming part of the auditor’s experience (link 12), and that evidence 

becoming future input (link 13) to the process.  

Another view of professional skepticism measurement is based on Hurtt (2010) that defined professional 

skepticism as a multi-dimensional individual characteristic. As an individual characteristic, professional 

skepticism can be both a trait  a relatively stable, enduring aspect of an individual and also a state a temporary 

condition aroused by situational variables. The author develop a scale designed to ex ante measure an 

individual’s level of trait professional skepticism based on characteristics derived from audit standards, 

psychology, philosophy, and consumer behavior research. Those same literatures also suggest a possible set of 

behaviors that are indicative of professional skepticism. Figure 2 models how an individual’s trait skepticism 

and situational variables which arouse state skepticism influence an auditor’s mindset, and how this mindset 

then influences skeptical behaviors. 

 

Figure 2 - Professional Skepticism Model of Hurtt (2010) 

 

With a scale capable of measuring trait skepticism, researchers can begin to pursue critical issues such as 

identifying whether an auditor can be too skeptical and reach a level where over auditing or inefficient audits 

might occur. Research could similarly examine whether there is an optimal level of trait skepticism and whether 

all members of an audit team need to measure as “highly skeptical.” Other questions that might be addressed 

are: whether trait skepticism facilitates, or is necessary in, risk identification or alternative generation; whether 

auditor trait skepticism influences modification of audit testing to respond appropriately to risk; and whether 

auditor trait skepticism influences client negotiations, audit planning, or even fraud brainstorming.  

To create an instrument for measuring professional skepticism, Hurtt (2010) defined a theoretical set of the 

characteristics and behaviors of skepticism based on relevant research and professional standards. Accordingly, 

the author identified six characteristics that comprise professional skepticism: a questioning mind, a suspension 

of judgment, a search for knowledge, interpersonal understanding, self-esteem, and autonomy. 
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III. CONCLUSION  

This paper summarizes different measurement proxies of auditors’ professional skepticism. Understanding 

professional skepticism in auditing has an important meaning because of its implication for practice. In 

particularly, professional skepticism is foundational to the performance of a high-quality audit. This could 

motivate auditing firms as well as the regulators in standardizing regulations involved with enhancing the 

Auditor professional skepticism.  

It could be seen from the two models that professional skepticism can influence auditor judgment and also 

auditor actions. However, in fact, most of auditing standards have focused primarily on auditor actions. This 

disconnect should be addressed by future research. 
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Abstract : Vinamilk is the largest dairy company in Vietnam. It had mostly focused on the domestic market 

in its 40-year history but it now hopes that overseas markets will contribute 50% to its revenue over the next five 

years. At this moment, Vinamilk holds 21% share of Miraka – a dairy factory in New Zealand – where they 

produce UHT milk under the brand “Twin Cows” for Vinamilk. It also works with strategic partners in Thailand 

and Myanmar to promote Vinamilk products. Among all the markets in ASEAN, Singapore may be the toughest 

to penetrate due to its small but affluent population. All big names in dairy industry are trying very hard to please 

Singaporean consumers. Because Vietnam is not a well-known country for dairy product, it may be beneficial for 

Vinamilk to introduce the Twin Cows line instead of Vinamilk. To understand the potential effects that country-

of-origin may cause in terms of UHT milk consumption, this paper proposes a preliminary study to explore 

Singaporean consumer behaviors. 

 

Keywords: International marketing, dairy products, consumer behavior 

 

I. INTRODUCTION  

Dairy giant Vietnam Dairy Products, better known as Vinamilk, said that net revenue from overseas markets 

rose 14% to 4.4 trillion dong ($197 million) in the first six months of 2016 from a year ago, as it unveiled plans 

to expand its reach in Asia (Nguyen, 2016). For 40 years, Vinamilk had mostly focused on the domestic market 

but it now hopes that overseas markets will contribute more revenue over the next five years. It is already working 

with strategic partners, including Topmost Enterprise in Thailand and Synchro World in Myanmar to promote 

Vinamilk products. It has also built its first dairy plant in Cambodia via its Angkor Dairy Products joint venture 

with BPC Trading Company that produces fresh milk, yogurt and condensed milk for the market (Nguyen, 2016). 

Vinamilk is encouraged to become more internationalize thanks to the current situation in ASEAN. Vietnam 

together with other countries in South East Asia is working toward an ASEAN Economic Community (AEC). 

Moreover, all ten countries in ASEAN has formed a Free Trade Area that impose zero tariff on dairy products 

originate from the member states, not to mention several FTAs with countries such as China, India, Australia and 

New Zealand (Lee, 2016). 

Among the ASEAN members, Singapore stand out as a developed country where people earn good income, 

understand the benefits of a balance diet and have access to most of world class brands. Singapore import over 

300 thousand tons of dairy products annually, which ranked 11 among top 14 countries that account for 55 percent 

of global dairy imports (Global Dairy Trade, 2014). Generally, each Singaporean drinks average 45 liters of milk 

per year. To put it briefly, Singapore would be an ultimate test for Vinamilk. If Vinamilk’s products were accepted 

by Singaporean consumers, they should do well in all other ASEAN markets 

II. BACKGROUND LITERATURE  
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Vinamilk and Twin Cows as dairy product 

It is said that nutrition and taste are two most important factors for dairy products. In terms of nutrition, 

Vinamilk and Twin Cows are on par (not to say even better) with most international brands. A desk research using 

content found on Vinamilk’s homepage and the Internet found that in 100ml of whole milk, Vinamilk contains 

75.9 kcal, Twin Cows contains 73.2 kcal and Harvey Fresh – one of the most popular Australian dairy brands – 

has 69.3 kcal. Vinamilk and Twin Cows also have less carbohydrate and sugars while having more Vitamins in 

its content. 

However, dairy market is no longer a market where brands can fight on nutritious facts. Since the “Got 

milk?” campaign in 1993, the dairy market is a battlefield where brands fight on image and awareness. Vinamilk 

does not have an advantage on this front as it is a Vietnamese brand and Vietnam is not known for dairy products. 

Would this jeopardize the company’s chance in expanding its market overseas? Would the Twin Cows brand, 

originate from New Zealand, become the savior for Vinamilk’s chance of success outside Vietnam? 

Country of Origin  

In 1994, Saeed identified that country-of-origin means the country of manufacturing (COM) or assembling 

one product. For some brands, country-of-origin belongs to a given and definite country, such as IBM belongs to 

the USA and SONY is a Japanese brand. However, Saeed showed that country of manufacture (COM) represents 

the last location/country of manufacturing or assembling one product. In 1992, Roth and Romeo insist that 

country-of-origin affect customers’ stereotypes of one specific country. Moreover, Johansson and Thorelli (1985) 

also indicates that a country’s stereotype means people in a country have stereotypes and preferences for products 

of another country. However, Saeed (1994) perceives that country-of-origin effect means any influences or 

preferences caused by country-of-origin and/or COM. 

Country image first defined by Nagashima in 1970 as: “Consumer holds particular picture, reputation, and 

stereotype towards products of a specific country. This image is formed by the country’s representative product, 

political and economic background, and historic tradition variables…”. In addition, Roth and Romeo (1992) assert 

that defining country image should clearly reflect its relation with product recognition. Therefore, they redefine 

country image as: “Consumer forms his/her understanding to specific country based on his/her recognition of 

advantages and disadvantages of manufactured and marketed products from a specific country in the past”. In 

short, country image means the consumer’s general conscience for product quality manufactured from a specific 

country. 

Hong and Wyer (1989) report that when customers hear any news or find any clues about country of origin, 

such as price or brand, the country-of-origin effect in the consumer recognition process should be observed from 

two sides (product evaluation). One is the halo effect, the other is the summary construct effect. When the 

consumer is not familiar with a specific country’s product, then the country image would cause a halo effect, this 

would not only directly affect the consumer’s trust in the product, but also it would indirectly affect the consumer’s 

overall evaluation of the product (Johansson et al., 1985). However, when the consumer is very familiar with a 

specific country’s product, then he/she refers product associated information to the country and this causes a 

summary construct effect. This effect would indirectly affect his/her attitude towards this brand (Han, 1989). 

Han and Terpstra (1988) referring to Nagashima’s (1970) research, refine four factors from 14 measured 

items through factor analysis to measure the country image. The four factors are advanced technology, prestige, 
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workmanship and economy. Furthermore, they place subjective concern serviceability and overall evaluation as 

the measure dimension of country image.   

Purchase Decision 

There has been much research concerning consumer behavior; therefore, an explanation of many different 

consumer behavior models is extended. The EKB model was first presented by three scholars: Engel, Kollat and 

Blackwell, in 1968 and later revised in 1995. The EKB model assumes that a consumer’s decision processing is 

a consecutive processing which leads to solving problems, and which features considering decision processing as 

the center of combining interaction of relevant outside and inside elements. 

Summarizing consumer behavior and purchasing behavior from Nicosia, Howard and Engel et al. (1995), 

and naming relevant information/news parts as a search for information. When a consumer confirms his/her 

demand, he/she would start seeking relevant information. That means, a consumer reads about relevant product 

information through this news, compares differences among different products, and furthermore spends more time 

on product search (McQuarrie and Munson, 1992). In this processing when a consumer purchases a product, 

information search intention takes a large part. Therefore, information search intention is considered as the first 

element in affecting a consumer purchase decision. 

In evaluation of alternatives and purchase decision relation map, Kotler et al. (1999) indicates that between 

evaluation of alternatives and purchase decisions, they would first form buying intention. Fishbein and Ajzen 

(1975) verify that buying intention could be taken as an important index to predict consumer behavior. Therefore, 

buying intention is considered as the second element that influences the consumer purchase decision.  

Product Knowledge  

Product knowledge plays an important role in the research of consumer behavior, therefore, it is an essential 

research subject in related fields. Brucks (1985) states that product knowledge is based on memories or known 

knowledge from consumers. Lin and Chen (2006) assert that product knowledge depends on consumer’s 

awareness or understanding about the product, or consumer’s confidence about in it. Based on a definition of 

Brucks (1985) about product knowledge, it can be divided into three major categories: subject knowledge or 

perceived knowledge, objective knowledge and experience-based knowledge. However, Alba and Hutchinson 

(1987) indicate that product knowledge should contain two parts, which are expertise; and familiarity with 

products. Wang (2001) summarizes much literature and reports that the index used to measure product knowledge 

by scholars include: 

 The consumer’s perception of how much he or she knows (Park and Lessig, 1981). 

 The amount, type and organization of what the consumer has stored in his/her memory (Johnson 

and Russo, 1984). 

 The amount of purchasing and usage experience (Marks and Olson, 1981). 

Rudell (1979) uses an examination score to measure objective knowledge and applies a self-evaluation 

inventory to measure subjective knowledge. Lin and Zhen (2005) adopt the product knowledge definition stated 

by Brucks (1985) to measure product knowledge. The aim of the measurement of product knowledge is to measure 

the understanding and confidence level of notebook attribute and information, and a Likert seven-point scale was 

used. 
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To understand consumer behavior, consumer knowledge is an important construct. This is because, before 

the consumer performs actual purchasing behavior, he/she most likely experiences two procedures: 

 Information search: this means when the consumer faces many consuming relevant questions, 

he/she requires relevant information to assist with his/her consuming decision. This type of search 

of appropriate information procedure is called information search (Solomon, 1997). 

 Information processing: includes consumer self-selects to expose, notice, recognize, agree, accept, 

or retain. No matter how much knowledge the consumer has, it all affects his/her procedures 

concerning information search and information processing (Brucks, 1985). 

Much evidence shows that product knowledge does have an impact on information processing to the 

consumer (Larkin et al., 1980). For example, Zhu (2004) states that, in a RV leisure van research, when the 

consumer selects a product, he/she usually rely on his/her product knowledge to evaluate it, and his/her product 

knowledge would also affect his/her information search procedure, attitude, and information search quantity. In 

addition, his/her level in product knowledge would determine consumer purchase decision, and indirectly affect 

his/her buying intention.  

Product Involvement  

The concept of involvement originated from social psychology. Krugman (1965) first brought and applied 

the involvement concept into marketing. He explains how low the involvement concept has a television 

commercial effect. With this low involvement concept, it not only brings a huge influence on advertisement, but 

also on marketing research concerning the consumer behavior theory. After this, involvement discussion gradually 

becomes part of the major stream in consumer behavior research. 

Traylor (1981) defines involvement as a consumer’s understanding or recognition of a specific product. The 

higher level the consumer consideration of the product is called high involvement and the lower level, low 

involvement.  Zaichkowsky (1985) calls involvement personal demand, conception, and interest in the product. 

Engel et al. (1995) reports involvement as, under a specific environment, a consumer is stimulated by personal 

recognition and/or interest in the product. The higher the level, the higher of the involvement; the lower the level, 

the lower of the involvement. Depending on different involvement objects, involvement can be divided into 

advertising involvement, product involvement, and purchasing involvement. To understand the difference 

between these three involvements, they can further be divided into situational involvement, enduring involvement, 

and response involvement. 

Krugman (1965) asserts that involvement with advertisement as understanding a consumer’s involvement 

level or response after receiving advertising information based on a consumer’s concern about advertising 

information. The involvement level ranges from absolute concentration to complete ignorance. Involvement with 

a product means consumer’s concern and contribution to it (Cohen, 1983). Involvement with purchase refers to a 

consumer’s self-concern over purchase decision and purchasing activity. Enduring involvement reflects that an 

individual has given a response to specific behavior environment. Houston and Rothschild (1978) indicate that 

enduring involvement originated from two sources, which are a consumer’s personal subjective appreciation 

system in a product’s meaning to a consumer or consumer’s experience in using this product in the past. Bloch 

(1982) perceives that a situational involvement refers to when a consumer intends to reach outside goals about 

product purchasing or application, or has temporary concern about the product. After his/her goal is achieved, the 
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situational involvement would immediately decrease. Arora (1982) demonstrates that, response involvement 

means combining situational involvement and enduring involvement, thus causing a mental condition about 

something. Involvement measurement is not easy to conduct directly. People should use involvement factor 

research and post-purchase conclusions to infer to it indirectly. Zaichkowsky (1985) adopts a semantic differential 

method and develops a set of inventory, which is known as personal involvement inventory. Zaichkowsky’s 

(1984) personal involvement inventory to measure product involvement. After a reliability and validity 

examination, he contracts ten measurement items, and Likert’s seven-point method was used.  

Hypotheses Development 

These hypotheses below are stated based on the above literature review. This research doesn’t test the 

hypothesis statistically. The researcher bases on the hypotheses to build up the questions for interviewing. During 

the interview, the research can explore more questions and after the data collection. 

H1: The country-of-origin image asserts a significantly impact on the consumer purchase decision. 

H2: Consumer product knowledge has a significantly impact on consumer purchase decision. 

H3: Product involvement has a significantly impact on consumer purchase decision. 

H4: Product knowledge has a significantly impact on the consumer purchase decision under different 

product involvement level. 

H5: Country-of-origin image has a significantly impact on the consumer purchase decision on a different 

product involvement level.  

 

III. METHODOLOGY 

Research Design 

This research is using qualitative conducting in order to explore the key factors affecting the Singaporean’s 

consuming behavior and the requirement of distributors when choosing a milk supplier. In particular, the research 

is to explore the effect of the country-of-origin image, product knowledge, place and promotion on consumer’s 

perception, attitude, evaluation on UHT milk purchasing intensive. In addition, the research also helps 

investigating the image of Viet Nam milk brand in the foreign country and then positioning the brand awareness 

of Vinamilk. Last but not least, the study should be expected to explore new factors playing influential role in the 

process of choosing which UHT milk to buy of the Singaporean, which may gain background information for 

later studies. 

Data Collection Methods 

The research use in depth interview with two groups of respondents. The first group is consumers including 

buyers and users. The second group is businesses (supermarkets and small shop owners). 

The minimize group size for a valid result is about 10-12 interviewees. All the interviews will be audiotaped 

or videotaped, the tapes are transcribed by manual coding to summarize and synthesize what is happening in the 

data. 

Data Analysis Methods 

This research is going to use content analysis and Word Cloud Generator as a tool to identify the major 

factors. This tool can add clarity during text analysis and effectively communicate the data results. Word Cloud 

can also reveal patterns in the responses that may guide future analysis. 
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IV. IMPLICATIONS AND FUTURE RESEARCH 

This paper contributes to the body of literature by expanding the knowledge of country-of-origin from 

consumer perspective. To the best of our knowledge, there has never been a publication that study consumer 

demand for dairy using Country-of-Origin in Asia. Furthermore, this study will shed more light on Vinamilk’s 

strategic decision to produce its Twin Cows brands in New Zealand. The most important contribution of this study 

is managerial implication. The result will enable us to answer the question “What factors are important for 

Singaporean consumers when choosing UHT Milk”. This study will also provide insights of dairy product demand 

in Singapore. This information includes taste, nutritious content and country-of-origin. 

As it is a preliminary study, this study would lay the foundation for further research into the topic. It 

would benefit Vinamilk to conduct further study in rural areas as rural consumers may have different needs than 

city dwellers. 
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Abstract: All the old and traditional styles and rules of marketing are up for grabs. Markets today are fragmenting 

and are globalized; consumers have greater control over the markets, what brand they prefer, which medium of 

markets they use, whether digital or traditional, which products/services they patronage and why? And digital 

technologies have changed how people shop and work. 

Efficient network of communication has led to increased awareness of latest technologies amongst consumers 
about the various kind of products available globally. 

When you have a consumer who is a king on one hand and on other hand you have companies who are facing cut 

throat competition, the biggest challenge lies with the marketing persons on manifold parameters. 

 
i) Run marketing like a professional service   
ii) Develop the skills of individual persons  

 
iii) Have in place a marketing plan which will help a sales organization to function in an open market.   
iv) Study the competitors (both branded and local) and frame policies accordingly.   
v) Position your company and product in a market.  

Marketing in today’s competitive environment is a challenge. The whole gam mock of marketing is not only 

dependent upon sound marketing plan, advertising, promotion, positioning and market research or on pricing. It is 

still dependent heavily on skills of sales persons. Sales team is still a backbone of any sales organization, selling any 

kind of Product or service requires not only marketing but more of selling skills. Marketing in any form can only act 

as a support activity, whether its Brick & Mortar (traditional) form or online marketing. Selling skills will always 

remain the most important activity for any sales organization. 

Without the skills, experience and pro-activeness of sales persons, any sales organization cannot achieve its targets . 

Any sales & marketing strategy to be developed and implemented has to be the brain child of sales persons because 

they are the front runners and are in constant touch with their clients. 

Vice-versa is also true where experienced clients also play an important role in deciding on the sales & 

marketing policies. 

My paper will be totally based on my experiences in sales and marketing in Domestic market in India through direct 

mode and channel partners mode. It will have contents which incorporate practical inputs from the industry and 

reflects how industry in consumer durable sector, FMCG sector and services sector actually operate in India. Such 

inputs can be very useful for the students of sales & marketing in order to prepare them to be ready to work in 

corporate world. It can also be useful for faculties who are teaching sales & marketing and are looking for practical 

inputs to be taught in classroom sessions. 

 

Keywords: Brick & Mortar; Online; Digital; Traditional; Sales; Marketing 
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I. INTRODUCTION  

The Marketing is more important or selling is more important? This has always been a debatable issue, if at least not in 

corporate circles, but of course in Academics. When faculties in B-schools teach management students, the title of 

subject in marketing is ‘MARKETING MANAGEMENT’, though ‘SALES AND DISTRIBUTION 

MANAGEMENT’ is being taught as a specialized subject to all those students who select marketing as a 

specialization, but the effect of term ‘Marketing’ in common language is so powerful, that for everything we do, 

whether purchasing or selling we call it as ‘Marketing’. 

 

This has to be looked from another scenario also. This scenario is very important and is the backbone of every 

organization. This term as we all know is ‘SELLING’ or ‘SALES’ in present situation, there is a huge competition 

between traditional Brick & Mortar markets and online markets. 

 

OBJECTIVES  

 

To understand the importance of sales and importance of marketing for an organization.  

 

To highlight and understand the impact of digital online marketing on traditional Brick &Mortar market.  

 

To highlight and understand the effect of online channels of distribution vis-à-vis brick & mortar channels.  

 

To highlight and understand the effect of organized retail on traditional retail segment.  

 

To understand the social background of Indian society and their consumer psychology in relation to buying behavior.  

 

To understand the Indian market scenario.  

 

To highlight and understand, is sales important or marketing or both?  

 

METHODOLOGY  

Professional, personal, corporate experience used to develop this paper.  

 

Paper is developed in form of white paper.  

 

Data sourced from secondary sources i.e. marketing websites.  

 

II. MATERIALS AND METHODS  

IMPORTANCE OF MARKETING FOR ORGANISATIONS: 

 

Every organization which is into selling of products or services, passes through two stages. These stages are a part of 

complete process. The First stage of this process is: 

i) Marketing And, second stage of this process is  

ii) Sales/ selling  
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Marketing as we all know is an activity on a higher scale is performed by top management and also by 

dedicated departments/personnel, whose main function is to focus on Brand building for existing products, 

positioning of existing products, brand building and positioning of an organization as a whole, 

conductingMarket research, deciding on which products to continue, which ones to modify and which ones to 

pull out from the market and reintroduce at a later stage. Along with this they also take decisions related to 

budget to be allocated for advertising, promotion, and PR activities, plus what new products, new technology 

and diversification can be carried and from time to time. 

 

Resource allocation, framing of an organizational structure, production, supply chain & logistics along with 

the most crucial part of managing finance through competitive and affordable price structure, discounts and 

schemes to be floated are very significant responsibilities performed by the top management and other senior 

executives of an organization. 

 

In nutshell all the activities mentioned above are marketing activities. Overall running and growth of an 

organization and its products along with maintaining brand equity is the biggest and challenging task of 

marketing. 

 

 IMPORTANCE OF SELLING OR SALES FOR AN ORGANISATION:- 

 

         Selling as we all are aware of is the backbone of any enterprise. It is this activity which brings revenue to 

an organization. 

 

        In general, sales is a separate department in many sales organizations. It constitutes of SBUs (strategic 

business units) because every company manufactures and sells various kind of products. Due to different nature 

of products, they are to be marketed and sold with a different style, strategies and may require different kind of 

outlets. Therefore, it is practically not possible for a single sales person to look after sales of every product. 

 

        That’s why sales organizations divide their sales departments in SBUs, where each SBU is responsible for 

its own sales revenue, profits and losses. This focused approach helps in generating good business. Each SBU is 

headed by a level of senior executives who are part of top management, followed by senior middle level 

management, and executive level (whom we generally call as front line sales executives). 

 

        It is the responsibility of this department to cover every nook and corner of the country, from the interiors, 

rural areas to urban areas, which help them in countering competition which is cut throat in modern market 

economy. 

 

      This team continuously travels all over, meets face-to-face with their dealers and distributors, discussed 

business to achieve their targets, which in-turn is the turnover of an organization as a whole. 
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           This process of selling require lot of sales skills and relationship building backed by efficient after sales 

service. Here, marketing only acts as a support tool. Marketing related to territory wise advertising, promotion, 

finding out the activities of competitors, pricing, discounts and schemes of self and competitors, learning the 

attitude and behavior of channels of distribution, sales gimmicks to be applied; all these are mainly the key 

activities to be applied; all these are mainly the key activities of sales team. These activities are given as 

feedbacks to an organization during sales meetings. 

 

          If one analyses broadly, it is the sales team which suggests and frames key marketing and sales policies of 

an organization. Sometimes involving their reputed and experienced dealer or distributor also. 

 

VALUE AND UTILITY OF MARKETING TOOLS FOR ORGANISATIONS 

 

        Marketing as an activity and a great support for selling a product has of course lot of value and tools, which 

are useful for any sales organization to sell its products in an open market. 

 

        As we all know that unless and until any revenue generating activity which is directly related to selling of 

products to end consumers through channels of distribution has any solid support, even the best of the efforts put 

in by its sales team cannot produce results. 

 

        That is why market place and marketing has lot of value in marketing and sales. Tools of marketing such as 

market planning, policies, schemes and discounts, continuous market research and analyzing competitor’s 

strength and weaknesses, researching on competitor’s products, their features, technology, new diversifications, 

and their marketing plans and schemes. Based on this self- market plans and strategies should be drafted. 

 

        Other tools of marketing such as advertising, sales promotion, brand building are the first hand support 

before any aggressive sales activity can take place. These tools of marketing are so valuable because they lay the 

foundation of sales. The preliminary start-up of selling starts with marketing though at a later stage these 

activities are carried on by sales personnel only along with regular sales activities. 

 

         Any marketing activity has to be very carefully planned before implementation and should at any stage 

deter from carrying out criticism of competitors. 

 

Marketing is a ‘Facebook’ of selling, whereas selling is the ‘Backbone’ of an organization. 

 

VALUE AND UTILITY OF SALES GIMMICKS FOR ORGANISATIONS 

         Sales is an activity and a methodology to sell goods in an open market to end consumers through 

intermediaries or through face-to-face directly to clients. Whereas selling on the other hand is an art and a skill 

of an individual. 
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        Whatever backup sales person may have from marketing inputs, unless and until sales persons are efficient, 

active and above all do not possess selling skills, no product can be sold in the market, nor can company or 

department or sales executive achieve their sales targets. If targets are not met than revenue will fall short which 

will ultimately affect financial health of an organization and targets can only be achieved from sales efforts not 

marketing efforts. 

 

        Having sales skills is also not enough. One must have good presence of mind, how and when to apply sales 

schemes and to whom to apply or not. How to talk to intermediaries and clients, what to talk and what not to 

disclose. Having aptitude to find out the activities of competitors, and build relationships which can help in 

generating business. Proactiveness in solving the problems is very important for better relationships. 

 

         Analyzing the situations in market which are very dynamic and taking decisions accordingly is a very 

important task of sales team. That’s why value of sales decisions are very useful in generating results for the 

success of an organization. 

 

INDIAN MARKET SCENARIO 

 

Indian market scenario is dominated by three major sectors viz: 

i) Consumer durable sector  

 

ii) FMCG sector  

 

iii) Services sector  

 

i) Consumer durable sector :  

Consumer durable sector involves all those products which are manufactured , tangible in nature , 

have features , can be demonstrated , repaired , can be felt , touched and seen .  

 

Consumer durable sector contributes % to Indian market. They have a shelf life of 5 years and 

more and can be resold. They occupy space and are costly. Mostly sold in single units. Consumer 

base is wide having mass market and is mostly sold through intermediaries, who are take the form 

of dealers (Retailers) and distributors (wholesalers) in open markets. There is huge market for both 

branded and local products. Consumer psychology towards these products both in urban and rural 

areas is moving fast towards branded products due to availability of easy financing schemes and 

rise in income thus leading to better purchasing power. Also, this sector is highly technological 

oriented, and today’s consumer has lot of inclination towards adopting latest in technology. 

Companies are taking advantage of this consumer behavior. 

 

Due to large scale competition ever increasing demand and sophistication of products, consumer 

durable sector is a major contributor to Indian market economy. 
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Examples :-Electronics, Electricals , IT hardware, home appliances, fixtures & furniture, ceramics, tyres, 

etc. 

Figure 1: Consumer Durable Classification 
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Figure 1 Consumer Durables – Key Products 
 
Indian Consumer Electronics Retail Sector 

 
 
The Indian retail industry has experienced growth of 10.6% between 2010 and 2012 and is expected to increase 
to USD 750-850 billion by 2015. Consumer Electronics makes up 3% of this volume. 
Source: India Retail Report 2013 
 
Traditional Organized Retail is expected to grow by 8%, which is much higher than the retail. 
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Within retail industry, consumer electronics are worth of Rs. 297,285 million with a YOY growth rate of 13.3%. 

Traditionally the unorganized retailers dominated consumer durables segment but huge growth potential is 

attracting large corporate organizations to expand their retail operations into this territory. Until recently 

majority of sales in consumer electronics were originating from urban centers but with change in demographics 

and increasing exposure, the growth in sales volume from rural areas are projected to be higher than urban 

areas. With the revival of western economy after the recession being slower than anticipated, large global 

retailers are also looking forward to expand their business in India. Also with increase in awareness, Indian 

customers are increasingly demanding more value for money both in terms of quality of durables and 

convenience of buying. 

Consumer Durables  Electronics demand  

    400  

 12.5     
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%   24.  

CAGR 

  

4% 

 

    

  

69.6 

CA  

  

GR 

 

     

      

2012 2015E 2012 2020E  

 

 India is set to become the fifth largest consumer durables market in the world  
 

 By 2025, India would rise from the twelfth to the fifth largest position in the consumer durables market 
in the world   

 India is one of the largest growing electronics market in the world  
 
 

ii) FMCG SECTOR  

 

Fast moving consumer goods as they are popularly called has always been a fastest growing sector 

in the Indian market. FMCG sector contributes % to Indian market. 

 

This sector refers to all daily use items ,such as :- grocery, vegetables, fruits, bakery, confectionary 

, cosmetics , soft drinks, snacks, fast food items, garments , etc. 

 

FMCG sector employs large number of people at all levels and has companies which are cash rich 

and rated as blue chip. 

 

Lot of multinationals have entered in this sector along with very strong Indian brands. Consumer 

can find everyday new brands both international and national entering into the markets. When 

consumer visit’s any local kirana store or any organized retail outlet, they can always find new 

brand in every category added up on a shelf space with nice visual and display merchandise. 

Distributors’ psychology in case of these products is highly emotional. They patronage a certain 
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product and brand and carry it for a long time. This market is not easy to penetrate consumer 

thinking, because it is directly related to their tastes, likes, dislikes. These products are basic needs 

for day-to-day existence in human life. 

 

Revenue of the fast moving consumer goods (FMCG) market in India from 2007 to 2020 (in billion U.S. 

dollars). This statistic shows the revenue of the fast moving consumer goods market (FMCG) in India from 

2007 to 2020. In 2015, India's FMCG market generated revenue of about 47.3 billion U.S. dollars, up from 17.8 

billion U.S. dollars in 2007. 

 

FMCG Industry in India 

 

Fast Moving Consumer Goods (FMCG) - alternatively known as consumer packaged goods (CPG) are products 

that are sold quickly and generally consumed at a regular basis, as opposed to durable goods such as kitchen 

appliances that are replaced over a longer period of time. The FMCG industry primarily engages in the 

production, distribution and marketing operation of consumer packaged goods. This category is comprised of 

food and dairy products, pharmaceuticals,  consumer electronics, household products, packaged food products 

and many others. 

 

The fast-moving consumer goods sector is an important contributor to  India's GDP. India's FMCG sector is 

the fourth largest sector in the economy and creates employment for more than three million people. Its 

principal constituents are household care, personal care and food and beverages. The market is expected to 

maintain a high growth rate as the population (particularly the middle class and rural segments) converts to 

branded products. In 2014,  retail e-commerce sales in India generated over five billion U.S. dollars. That 

figure is expected to increase to over 17 billion U.S. dollars by 2018. 

 

WHAT THE FUTURE HOLDS 
 
 

The dark clouds of sales growth of the last few years appear to be clearing. Nielsen expects a steady recovery 

over the next few years. While we don’t expect growth rates to touch the levels we saw in 2010, we do expect 

the numbers to improve. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
The primary factors expected to drive a spurt in sales are a stronger GDP and rise in employment. An increase 

http://www.statista.com/outlook/251/100/consumer-electronics/worldwide
http://www.statista.com/statistics/263771/gross-domestic-product-gdp-in-india/
http://www.statista.com/statistics/289770/india-retail-e-commerce-sales/
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in the rate of availability through distribution expansion is also expected to support sales growth. 

 

Nielsen expects the Indian FMCG sector to touch US$49 billion by 2016. The early signs of revival include a 

recovering GDP, a strengthening economy and higher consumer sentiment about their employment 

opportunities. 

 

iii) SERVICES SECTOR  

This is the largest sector in present Indian market scenario. Lot of young generation aspires to be a 

part of this sector. Somewhat glamorous attire is added to service sector. Today it is the most 

demanding sector, wherein demand is increasing manifold. Impact of online marketing is most on 

services marketing. Involvement of middlemen is of course there in this sector also, but mostly it is 

direct marketing. Tools such as database marketing, telecalling , face-to face interaction (either in 

person , or now a days through webinars ), emailing , smses, facebook, linkedin , referrals, are key 

tools which form a part of selling service products and are very effective for this sector.  

 

Services industry is a very typical and unique sector. This require different skills. Here personality, 

communication skills, body language, level of commitment, words spoken are more important than 

a product or brand as selling is largely dependent upon individuals.  

 

Intermediaries take the form of agents, franchisee, brokers, sub-brokers, CFPs, wealth managers, 

portfolio managers, advisors, consultants etc.  

 

Consumer psychology here is entirely different as in product industry. When consumers explore to 

avail services, they are more rational than emotional. Cost involved in acquiring the service also is 

very high. Word-of-mouth is a very important tool in selling services. Impression, expectation 

fulfillment, delivery quality leads to success of sales in service marketing.  

 

The services sector is not only the dominant sector in India’s GDP, but has also attracted significant foreign 

investment flows, contributed significantly to exports as well as provided large-scale employment. India’s 

services sector covers a wide variety of activities such as trade, hotel and restaurants, transport, storage and 

communication, financing, insurance, real estate, business services, community, social and personal services, 

and services associated with construction. 

 

Market Size 

The services sector is the key driver of India’s economic growth. The sector contributed around 66.1 per cent of 

its Gross Value Added growth in 2015-16, thereby becoming an important net foreign exchange earner and the 

most attractive sector for FDI (Foreign Direct Investment) inflows. 

 

According to a report by leading research firm Market Research Store, the Indian telecommunication services 
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market is expected to grow by 10.3 per cent year-on-year to reach US$ 103.9 billion by 2020. 

 

The Indian digital classifieds industry is expected to grow three-fold to reach US$ 1.2 billion by 2020, driven by 

growth in horizontal classifieds like online services, real estate and automobiles.# 

 

Out of overall services sector, the sub-sector comprising financial services, real estate and professional services 

contributed US$ 305.8 billion or 20.5 per cent to the GDP. The sub-sector of community, social and personal 

services contributed US$ 188.2 billion or 12.6 per cent to the GDP. 

Investments 

 

The Indian services sector has attracted the highest amount of FDI equity inflows in the period April 2000-

March 2016, amounting to about US$ 50.79 billion which is about 17.6 per cent of the total foreign inflows, 

according to the Department of Industrial Policy and Promotion (DIPP). 

 

Some of the developments and major investments by companies in the services sector in the recent past are as 

follows: 

 
 

 Gadgetwood, an on-demand repair services & refurbishment company, has raised US$ 6 million from 

private equity fund Carpediem Capital, which will be used for expanding its presence to other geographies, 

starting with the metros and moving to set up a presence across 10 cities by 2017, and broaden the scope of 

its repairs capabilities to include, laptops, wearable tech and LEDTVs. 
 

 Online food ordering and delivery service firm Swiggy, owned by Bundl Technologies Private 

Limited, has raised US$ 15 million in a fresh funding round led by Bessemer Venture Partners along with 

existing investors SAIF Partners, Norwest Venture Partners, Accel Partners, and Apoletto Asia.  
 

 Factset, a US-based financial data and analytics firm, plans set up its largest global office at Divyasree 

Orion Special Economic Zone (SEZ) in Gachibowli, Hyderabad.  
 

 LogixHealth Private Limited, a wholly-owned subsidiary of LogixHealthInc, USA, plans to invest around 

US$ 15 million and hire 1,000 people for its upcoming facility in Coimbatore.  
 

 Meru Cab Company Pvt Ltd, the Mumbai-based radio cab service, has raised Rs 150 crore (US$ 22.37 

million) from Brand Capital, the investment arm of Bennett Coleman and Co, which will be used to fund 

advertising and provide user incentives including discounts and loyalty schemes.  
 

 SSG Capital Management Group, a Hong Kong based Private Equity (PE) investor, has acquired a 40 per 

cent stake in the logistics company Future Supply Chain Solutions (FSC), for Rs 580 crore (US$ 86.5 

million) from existing shareholders including Future Retail (FRL) and Fung Group, promoted by billionaire 

Victor Fung.  
 

 Vistra Group Ltd, a Hong Kong-based professional services provider, has acquired IL&FS Trust Company  
 

Ltd, India’s largest independent corporate trust services provider, which will enable Vistra to expand the 

platform to provide a broader suite of corporate and fiduciary services and thereby gain a foothold in the 

Indian corporate services market.  
 

 Pink Blue Supply Solutions Pvt. Ltd, a clinical supplies provider, has raised Rs 1.5 crore (US$ 0.22 million) 

in a seed round of funding from TermSheet.io, a transaction-focused service provider for start-ups and 

investors, which will be used to ramp up technology, improve customer experience and operational 
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capabilities, put in place smart supply chain management across hospitals and clinics, and hire larger teams.  
 

 IcertisInc, a contract management software maker for enterprises based out of Pune and Mumbai in India, 

has raised US$ 15 million in series B round of funding from Ignition Partners and Eight Roads Ventures, 

which will be used to invest in marketing and expand its global operations.  
 

 OfBusiness, an online marketplace for business-to-business (B2B) commerce, has raised US$ 5 million in 

series A funding round led by Matrix Partners India, which will be used to expand the team and build a 

technology platform for small and medium enterprises (SMEs).  
 

 Credit Analysis and Research (CARE Ratings) has signed Memorandum of Understanding (MoU) with 

Japan Credit Rating Agency, Ltd (JCR) to collaborate with each other as strategic business partners.  
 

 Shuttl, an Indian bus aggregator platform headquartered in Gurgaon, has raised US$ 20 million in Series A 

funding from Lightspeed, Sequoia India and Times Internet Ltd.  
 

 Indian logistics platform Rivigo has raised US$ 30 million in debt and equity in Series B financing round, 

led by SAIF Partners. The firm aims to use the raised funds to achieve its target of scaling 10 times in the 

next 12 months.  
 

 Taxi service aggregator Ola plans to double operations to 200 cities in current fiscal year. The company, 

which is looking at small towns for growth, also plans to invest in driver eco-system, such as training 

centers and technology upgrade, besides adding 1,500 to 2,000 women drivers as part of its pink cab service 

by women for women.  

 

Government Initiatives 

 

The Government of India recognises the importance of promoting growth in services sectors and provides 

several incentives in wide variety of sectors such as health care, tourism, education, engineering, 

communications, transportation, information technology, banking, finance, management, among others. 

 

Prime Minister Narendra Modi has stated that India's priority will be to work towards trade facilitation 

agreement (TFA) for services, which is expected to help in the smooth movement of professionals. 

 

The Government of India has adopted a few initiatives in the recent past. Some of these are as follows: 

 
 

 The Government of India plans to significantly liberalise its visa regime, including allowing multiple-

entry tourist and business visas, which is expected to boost India's services exports.  
 

 Mr Ravi Shakar Prasad, Minister of Communication and Information Technology, announced plan to 

increase the number of common service centres or e-Seva centres to 250,000 from 150,000 currently to 

enable village level entrepreneurs to interact with national experts for guidance, besides serving as a e-

services distribution point.  
 

 The Central Government is considering a two-rate structure for the goods and service tax(GST), under 

which key services will be taxed at a lower rate compared to the standard rate, which will help to 

minimize the impact on consumers due to increase in service tax.  
 

 By December 2016, the Government of India plans to take mobile network to nearly 10 per cent of 

Indian villages that are still unconnected.  

 
 

 The Government of India has proposed provide tax benefits for transactions made electronically 
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through credit/debit cards, mobile wallets, net banking and other means, as part of broader strategy to 

reduce use of cash and thereby constrain the parallel economy operating outside legitimate financial 

system.  
 

 The Reserve Bank of India (RBI) has allowed third-party white label automated teller machines (ATM) 

to accept international cards, including international prepaid cards, and has also allowed white label 

ATMs to tie up with any commercial bank for cash supply.  

 

Road Ahead 

 

Services sector growth is governed by both domestic and global factors. The sector is expected to perform well 

in FY16. The Indian facilities management market is expected to grow at 17 per cent CAGR between 2015 and 

2020 and surpass the $19 billion mark supported by booming real estate, retail, and hospitality sectors. The 

performance of trade, hotels and restaurants, and transport, storage and communication sectors are expected to 

improve in FY17. Loss of growth momentum in commodity-producing sectors had adversely impacted transport 

and storage sectors over the past two years. The financing, insurance, real estate, and business services sectors 

are also expected to continue their good run in FY17. The growth performance of the community, social and 

personal services sector is directly linked with government expenditure and we believe that the government will 

remain committed to fiscal consolidation in FY16. 

 

Exchange Rate Used: INR 1 = US$ 0.0149 as on September 21, 2016 

 

References: Media Reports, Press Releases, DIPP publication, Press Information Bureau, India budget 

2015-16 Note -!- The Economic Survey 2015-16; #- according to a report by Google India and KPMG 

 

Disclaimer: This information has been collected through secondary research and IBEF is not responsible for any 

errors in the same 

 
 
SECTORWISE / PRODUCT CATEGORYWISE USE OF SALES&MARKETING:- 

 

CONSUMER DURABLE SECTOR ( B2C) :- 

 

Sales in this sector is mostly through intermediaries. Brick & Mortar markets in form of retailers 

and wholesalers, which in corporate language are called as dealers and distributors present in retail 

and wholesale markets. 
 

Brick & Mortar markets or traditional markets dominate the market and trade space. Here 

consumers are more willing to touch, feel, and see the live demonstration of a product. This 

convinces them to purchase the product. Visiting from one market to another and from one shop to 

another, they are able to explore various category of products with different technologies, features, 

and brands. They often get confused , as to which one to select , then are guided by salesman of 

retailers , who are pure business minded and convince them on the brand from where they are 

highly patronaged. 

 
 

In the new marketing scenario online marketing has laid lot of impact on consumer durable 
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industry especially in the B2C sector. 

 

Increasing presence of organized retail 

 
 The Indian retail market is currently worth USD516 billion and is likely to expand at a CAGR of 18.8 

per cent to USD866 billion by 2015   
 The penetration of modern retail is 12.0 per cent in consumer durables segment  

 
 The sector is witnessing the emergence of modern durable retail chains and e-retailers like Tata 

Croma, Reliance Digital, Ezone  

 

Rural Opportunities 
 
 
Consumer durables market expected to expand at a CAGR of 14.8 per cent to USD12.5 billion in FY15 (from 
USD7.3 billion in FY12). Demand from rural and semi-urban areas is expected to expand at a CAGR of 25 per 
cent to USD6.4 billion in FY15 from USD2.1 billion in FY10. By FY15, rural and semi-urban markets are likely 
to contribute a majority of consumer durables sales. 

 

      

 Rural     

 35%  

Urban 

  

     

Urban 

  49% Rural  

   

51% 

 

65% 

    

 FY 15    

  USD 
12.5    

  Bln    

  FY 11    

  USD 7.3 Bln    

      

 
 
 
Increasing rural income with higher non-farm income is the major reason for such a tremendous change in the 

purchasing power of the rural market. Lower penetration of durables in rural market is another reason of 

generated huge demand for first time buyers in that market which is a big opportunity of durables manufactures. 

They are increasing their distribution networks to these towns so that they can tap these markets as well. 

Various companies are coming up with customized products which suits for the rural market. They try to make 

them user friendly and energy saving. 
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Major Modern Retail Store 

 

The following table shows the presence of Modern Retail stores across the country. 

    
Croma 

  
Ezone 

  
Reliance 

  
         

         Digital   

No. of stores   >54   >44   >75   

Percentage store   in 96.00%  90.60%  80.00%   

cities  with population           

>1mn            

% stores in cities with  68.50%   67.40%   40.00%   

pop  >  1mn  &  states           

supporting            

Using E- Commerce  Yes  Yes  Yes  

 
 
FMCG SECTOR:- 
 

Sales in this sector is mostly through intermediaries. Traditional markets are mainly in the form of 

retailers and wholesalers known as kirana stores or departmental stores. 

 

Traditional markets dominate the market and trade space. Here,consumers are mostly willing to touch , feel and 

see the product like consumer durables. For FMCG they are more attached because these products are directly 

consumed by consumers and are of regular and daily use. Consumers patronage a particular shop and a brand 

from where they like to purchase again and again and use the same product time and again. Its difficult to 

switch to any other brand unless and until it is very convincing. They start liking the taste, aroma and feel of 

the product and get attached to it. Today the range is huge and of course it confuses customers. 

 

 

In the new marketing scenario digital marketing has to some extent affected the sales of traditional 

markets, wherein due to migrating nuclear families, old couples living alone are more inclined to online 

purchasing e.g. big basket.com. 

 

SERVICES SECTOR 
 

Sales in this sector is through both intermediaries and in form of direct selling. . Traditional markets are 

mainly in the form of agents, franchisees, brokers, consultants etc. In some sub-sectors like financial services 

intermediaries dominate the market scenario. Here, consumers are mostly willing to go both online & offline. 

Online purchasing mostly like in case of travel & tourism but in other sub-sectors of service industry 

consumer is mostly willing to search information online through websites, or is either convinced by peers 

which one to avail which one not to avail. Also some services can only be availed in person only not through 

online, example: - health & diagnostic services because lot of physical element is also involved besides 

people element. 

 

IMPACT OF DIGITAL MARKETING ON BRICK & MORTAR MARKETS (ARE SELLING 

SKILLS REQUIRED IN DIGITAL MARKETING)  

 

Today’s markets are hypnotized by digitalization. It’s digital all over. Whether we see something, hear 

something or send communication its only digital that we see all around. The words like digital, online , e-

marketing, e-commerce, m-commerce are some words , which are common , can be heard everywhere . These 

are part of routine language and as a marketing tool is the backbone of product industry and especially of 

services sector. 
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Average Indian to spend Rs 10,000 on online shopping in 2015: A Report 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
A recent report based on the Assocham-PwC study revealed that there will be a rise of 67% in the average 

annual spending of Indians on online purchases to Rs 10,000 next year. As far as the data this year is concerned, 

online shoppers spend around Rs 6,000 a year on average at present. 
 
The number of consumers who purchased something online this year as per the report is 40 million. It however 

is pegged to 65 million for the next year. The key factors accounting this growth are believed to be a better 

infrastructure in terms of logistics, broadband and internet-ready devices. 
 
The overall e-commerce industry, which is valued at $17 billion, is expected to cross the $100 billion mark in 

five years, growing at a compounded annual growth rate of about 35% each year. 
 
Indian ecommerce players like Snapdeal and Flipkart are enjoying edge over global competitors like Amazon in 

the country at present. A lot of top global firms and leading Indian industry leaders like Azim Premji and Ratan 

Tata have invested and are planning to invest in the Indian ecommerce sector. 
 
Online apparel sales along with the computer and consumer electronics sector continue to capture a greater 

share of India retail ecommerce, powering the overall market growth. Moreover, as per the report, these will be 

contributing 42% of the total retail e-commerce sales in 2015 from the current level of 39%. 
 
“The smartphone and tablet shoppers will be strong growth drivers. Mobile phones already account for 11% of 

e-commerce sales, and their share will jump to 25% by 2017,” Assocham secretary general DS Rawat said. 
 
The travel and tourism sector in India is second fastest growing travel and tourism industry in the world and on 

top of it almost 75% of total travel related business has moved to e-commerce. Keeping fact in mind that almost 

one-third of internet users already making purchases online, the study says that the ecommerce growth will rely 

more on increased spending from existing buyers than first-time online buyers 
 
Other factors that are contributing to the growth of e-commerce as per the study are:  
• Aggressive merchandising and discounting from flash sales and daily deals   
• More online loyalty programmes  
 
• Increasing popularity of smartphones and tablet computers among consumers  
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The report also stated that the ecommerce industry in India is expected to spend an additional $500 million to $1 

billion on logistics functions, leading to a cumulative spend of $950 million to $1.9 billion till 2017-20.  
 

 

As far as the employment is concerned, there will be an additional employment of close to 100,000 people in 

these two functions alone by 2017-20 as per the estimation. At present, more than 25,000 people are already 

employed in e-retailing warehousing and logistics. 

In brick & mortar markets, where companies from consumer durable sector, FMCG sector sell goods to 

channels of distribution, who further sell it to end consumers at a price. Here, companies provide advertising 

material in form of PoP (Point of purchase) and do lot of sales promotion campaigns to market and sell their 

products. Sales team on the other hand regularly visits their channels of distribution, develops relationships with 

them and use their skills to persuade them to purchase goods from their organization. These sales persons 

maintain the visual display of their products and PoP material. They are seldom interested in how these 

intermediaries sell their products to end consumers. Of-course target achievement , price sensitivity , schemes 

updation , after sales service, solving of problems of channels of distribution play a very important role 

alongwith displays and demonstrations and both intermediaries and sale team base their business dealing on 

these factors. 

 

Consumers on the other hand explore market to market and from one shop to another shop to search for the best 

possible price and schemes. Wherever they get the best deal on any good brand they purchase from there. 

Though there are consumers who prefer a particular 
 
Brand, but they also explore the markets to find out if there is still any better product available at best possible 
price. 

 

This traditional style of marketing and selling has been continuing since ancient times and is everlasting. 
 
 
Whereas digital marketing represents a picture of convenience marketing and selling, where one can sell and 
 
Purchase 24*7, 365 days a year without sweating in open markets. Saves lot of travelling cost for consumers 

and logistics on part of companies can easily be handled by vendors. Everything works from home at the 

convenience of consumers, they are in control of everything. Comparison through browsing and surfing on a 

small screen is much easier than physically moving in open markets. Moreover the price and discount schemes 

are very attractive and transparent, whereas in brick & mortar market consumer has to negotiate and is at a 

mercy of the owner or his salesman. 

 

These advantages of digital marketing and disadvantages of traditional marketing has changed the psychology 

of consumers towards online marketing. 

 

This medium of selling is ruling the markets in a current scenario. But this does not mean that traditional 

markets can be ruled out. In an Indian scenario , traditional market structures in form of local and organized 

retailers , wholesalers , distributors , kirana stores, departmental stores etc. are the backbone of an Indian 

economy especially in terms of employment and that there are many businesses which can only operate through 

such markets. They have been into existence for the simple reason that maximum Indian crowd will always 

continue to show interest in purchasing the goods from these shops. 

 
 
Take the case of Indian scenario. India is divided into various classes viz:- lower class, lower middle class, 

upper middle class, upper class, like people placed on high positions in various organisations , MSME business 

persons, over and above this we have elite class and VIPs which constitutes high class politicians ,bureaucrats, 

owners of big corporates ,whom we also term as High net worth individuals. 
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When a marketer and a seller looks at the profile of these sections of society, he based his sales planning 

accordingly. Here, it is important to understand the consumer buying psychology towards online and traditional. 

 

Class wise distinguished characteristics definitely makes a difference in approach, thinking, which is in turn 
effected by education, culture, traditional, lifestyle, family background. 

 

Consumers who are in the category of lower class mostly earn their livelihood through daily wages, it’s difficult 

for them to meet even their daily needs, education level is nil and so is the living standard. Most of them are 

migrants from the interiors of various states. They are not even aware of what is online selling and purchasing. 

They rely on local vendors to satisfy their needs. As the money is scarce, resources are least, and future not 

certain, they don’t have need and enthusiasm to purchase through digital marketing. They may not be aware of 

this concept. 

 

Now, let’s move on to lower middle class, where one can find some level of education , a little decent standard 

of living ; most of the people either are working class or have small businesses. Very traditional, god fearing 

approach, highly religious minded. Current generation is aware of latest smart technology and has access to it, 

but life is dependent upon the earning of parents which is only sustainable. That’s why the purchasing power is 

nil. Even the adults who are earning members have very traditional approach towards life with no aspirations 

but routine life. Males are earning and ladies are homely. They have no knowledge and understanding towards 

online marketing. 

 

On the other hand if we consider upper middle class, is actually the backbone of India in terms of education, 

knowledge, skill, personality, behavior, determination. Approach towards professional and personal life is 

balanced and planned having focused objectives. These people keep themselves updated with the latest in the 

world. They are in tune with all that is digital and online. They are in possession of gadgets which are required 

to handle digitalization. In Upper middle class also children are dependent upon parents but are very well versed 

with online purchasing and handling of gadgets with ease. Parents on the other hand also are working and has 

paucity of time, so availing the convenience of online marketing is good for them. Most of them are hooked to 

online marketing sites, browsing and searching for products of all categories and brands. 

 

Now, online marketing sites are very attractive having wonderful visual display and exciting prices , discounts 
and schemes , which now a days are less than traditional market price , pullscustomer to purchase goods and 

services from this domain . Moreover shopping convenience of 24*7 is another big contributing factor to the 
growth of online markets in India. 
 
 
We have very important component which is contributing to the growth of market economy is business class 

who is dealing in MSME kind of businesses and professional segment who placed in high positions in various 

organizations. Today both of them have sound financial background 
 
. Professional segment has high level of educational background and business persons who are in MSME 

businesses also have a fairly decent educational background, but both of them have different approach to life. 

Children of professional segment are serious about their career growth, whereas children of business class take 

their life for granted. These people and their families are very keen in adopting to latest technologies in 

professional and personal life, that’s why online purchasing and social media is a regular part and parcel of their 

life. 

 

This segment along with upper middle class is the backbone of Indian market economy. 
 
 
Lastly we have the elite class, who as a consumer does not contribute much in terms of decision-making for 

their households. It is because of their position, power and money, their lifestyle is flamboyant and hence have 

no time for daily routine decision-making. Their household is managed by a good team of managers, attendants 
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and servants. Even their family members do not have any say in this respect. They are in possession of 

everything that is best and expensive in the world and their position forces them to show off. Therefore, whether 

online marketing or offline marketing it does not affect them. Rather most of them are owners of large business 

ventures, they themselves are the promoters of online business. 

 

From the organisation’s point of view, consumer durable products require more of Brick & Mortar markets to be 

sold, because they need to be demonstrated and require high level of conviction, even customer want to feel and 

touch the product. In case of FMCG products, as these products are more personal in nature, people want high 

level of satisfaction and there are risks involved in using them, so maximum time they want to explore the 

products by being physically present in market, therefore the focus of companies also is towards its distributors 

and chain of retail outlets. 

 

Digital or online marketing is almost 100% applicable in services sector. Due to the factor of intangibility being 

a dominant factor, most of the service products can be bought online 24*7 at customer’s convenience. Though 

companies promote their service products through tools like tele-marketing and intermediaries but online now is 

a pre-dominant factor. Therefore, selling here takes a backseat ; but some services like financial services , health 

services , people contact from selling company is must , whereas some services like travel and tourism is 

completely dependent on online marketing. 

 

We cannot bring justice to debate of sales vs. online selling till the time we talk about B2B products likeraw 

materials , finished products like steel , Iron, coal , other minerals , metals, office equipments , earthmovers , 

surgical equipments, agricultural equipments , real estate , automobiles . Chemicals, building material, etc., such 

products information though is available online but purchasing mostly happens through traditional markets and 

that also through intermediaries. Prices of such products fluctuate on daily basis, and selling and purchasing 

happens through proper negotiations and many times multiple persons are engaged in dealing with online 

marketing besides promotion or e-tendering has limited or no role to play. Here the volume and money is high. 

 

If one looks at an overall scenario some category of products have dominance of online marketing, whereas 

some category of products do not. Mix of two is omni present in current scenario. Digital marketing is the best 

promotion and communication tool with customers, also cost wise it is most affordable. 
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Companies cannot do away with traditional selling in Indian markets. Consumer durable products require sales 

persons to attend to their channels of distribution and push sales. FMCG products also in a similar manner 

require sales team to take care of their distributors and retailers. Since, both these sectors are heavily dependent 

upon channels of distribution to promote sales and there is no other option with customers because nature of 

products is such that they cannot be sold directly due to huge variety of products. Online here, is a supporting 

tool not a primary tool. 

 
 

III. CONCLUSION  

A Marketing is important function of top management and helps in planning and decision making. It acts as a 

support tool and brand building for sales and an organization. Whereas, sales is actual selling of products to 

earn revenue and profits by capturing market share. Sales are responsible for profitable turnover of an 

organization. Sale, cannot be successful without skill of sales persons and sales gimmicks. 

 

In current market situation, online marketing and sales have dominated the market economy with consumers 

drifting towards it because of convenience and good prices. Traditional retail and wholesale markets still 

dominate the Indian markets. Indian social structure and geographical structure play a very important role in its 

dominance though online is also catching up fast. Rural markets in Indian are very important markets and 

cannot be left vacant. 

 

Consumer durables sell more through retailers, FMCG products sell more through online channels ,but man 

management and its involvement is mandatory whether its online or offline. Organization’s need brains, 

experience skills to plan to fight competition, achieve targets and realize payments. 

 

Selling will always be important than marketing because sales persons at all levels manage both. Increase of 

offline and online systems both will continue to dominate depending upon which one will be more applicable to 

which category of product or service, which in turn will depend upon its features and nature. 

 

In free and liberalized markets all the channels have right to exist. Let the consumer decide what they want. It is 

good for healthy competition. 
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Abstract: This study focuses on examining the impact of HRM practices and its components on the quality of service 

offered by hotels in Danang, Vietnam. Also, the perception gap between customers and employees in terms of service 

delivered was evaluated. A set of 269 complete questionnaires for employees which include demographic questions, 

employees’ assessment about HRM practices in the hotel where they work, their perception of the service they delivered 

were collected while another set of 156 questionnaires were collected from customers to evaluate their perception of the 

service quality in the hotels they stayed. The research findings indicate that HRM practices have positive correlations with 

service quality. It was also shown that there are some perception gaps in service quality between customers and staff in 

terms of responsiveness, assurance, reliability and empathy. The implications for managerial decisions and research 

contribution were discussed. 

Keywords: HRM practices, service quality, hotel industry, Danang, perception gap 

 

 

I. INTRODUCTION  

With a good foundation and potential to develop tourism industry, tourism and hospitality industry in Danang city 

have drawn more and more attention from Vietnamese government, organizations, companies, and citizens. The number of 

international and domestic tourists coming to Danang has been increasing dramatically. In the first six months of 2013, the 

tourist arrivals reached a peak of 1.5 million. However, Danang hotel industry has to face with growing competition from 

other domestic destinations as well as other destinations from South East Asian countries. According to the data colleted 

from reputable websites such as booking.com, agoda.com, customer rates on hotel service of Danang is inferior to those of 

2 South East destination with the same features (Boracay-the Philippines and Bali-Indonesia). To survive and develop in 

this intensely competitive environment, Danang City have to find a way to improve service quality so that it can attract 

more tourists. It is evident that human resource practices can be a unique competitive advantage that helps these hotels to 

improve the service quality provided.  

Many recent researches show that human resource is one of the most important resources in tourism and 

hospitability industry (Ubeda-Garcia, Marco-Lajara, Sabater-Sempere, & Garcia-Lillo, 2013). Since heterogeneity and 

intangibleness are two of the outstanding characteristics of service industry, it is very difficult to measure service quality 

objectively. Service quality will be evaluated by the subjective assessment of customers. Therefore, frontline employees’ 

behavior with customers has been paid attention because they are the mediators to convey the service to the customers. In 

other words, the service quality that customers assess depends primarily on employee behavior, which mainly affected by 

the human resource management practices of the organizations (Schneider & Bowen, 1985). 

Many empirical researches have addressed the significance of the interaction of employees and customers in 

establishing good service quality (Bitner, & Booms, 1990; Zeithaml, Parasuraman, & Berry, 1985). Although the impact of 
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human resource management practices on organization performance have been studied by many researchers (Morrison, 

1996; Ball et al., 1986; Dienhart, 1993;Lawrence, 1992), few empirical studies studied on its impact on service quality. 

 

         Therefore, this study attempted to examine the impact of HRM practices on organizational performance subjective to 

customers in hotel industry in Danang City, Vietnam. In other words, the effect of HRM practices on service quality (SQ) 

was investigated.  

The objectives of the research can be summarized as follows: 

(1) Research objective 1: To ascertain if there is a relationship between organizational HRM practices and customers’ 

perceived service quality in hotel industry in Danang City  

(2) Research objective 2: To determine the relationship between each dimension of HRM practices and service quality 

and to find out which dimensions of HRM practices are the most important in terms of the effect on service quality 

(3) Research objective 3: To examine if there is any gap between employee perception and customer perception in 

service quality 

II. MATERIALS AND METHODS  

2.1. The relationship between HRM practices and Service Quality 

 HRM practices have high potential to impact customer satisfaction because it directly improves the human 

capital’s performance – that is the SQ. When employees deal with customers they bring to the interaction their perceptions 

of HRM practices (Ulrich, Halbroock, Meder, Stuchlick & Thorpe, 1991). HRM practices are therefore very important and 

play a key function in the relationships between the organization and its human capital, the management of activities and 

development, and others. The HRM practices become an illustration of what the organization values and employees 

become aware of it and adopt to it. There have been several studies on service organizations which examined and analyzed 

the direct connections between HRM and aspects of SQ (Schneider & Bowen, 1993; Peccei & Rosenthal, 2001; Humphrey, 

Ehrich, Kelly, Sandall, Redfern, Morgan & Guest, 2003). Such studies have provided conclusions that HRM practices are 

indeed directly related to SQ. 

2.2. Conceptual framework  

In assessing employee perception of HRM practices, this study employed the Human Resources Management Policies 

and Practices Scale (HRMPPS) developed by Demo, G., Neiva, E. R., Nunes, I., & Rozzett, K. (2012). Six factors of HRM 

practices will be assessed: Recruitment and Selection, Involvement, Training and Development, Compensation and Benefit, 

Competency-Based Performance Appraisal, Work conditions, Reward and Compensation. 

In order to measure the service quality of hotels in Danang City, this study employed the items developed by 

Parasuraman (1988) named SERVQUAL scale. Although this scale was created long time ago, it is widely used to test the 

level of service quality. The questions developed from this scale will be used for both customers and employees.   

The conceptual framework below covers the main variables of this study. HRM practices are independent variables 

while SQ reported by employees and customers are dependent variables. The perception gap between SQ reported by 

employees and customers were measured by comparing the difference of the surveys. 

 

2.3.  Methodology 

2.3.1. Questionnaires and sampling procedures 

 

 

http://www.sciencedirect.com/science/article/pii/S0278431905000459#bib2
http://www.sciencedirect.com/science/article/pii/S0278431905000459#bib17
http://www.sciencedirect.com/science/article/pii/S0278431905000459#bib33


The Impact of Human Resource Management Practices on Service Quality in Hotel Industry, Danang City, 

Vietnam 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 135 | Page 

 

 

 

 

Since the aim of this research report is to find out the relationship between two variables (HRM practices and SQ), 

primary and secondary data are both used to examine the relationship of HRM practices and SQ in hotels.   

Secondary data are collected by using reputable booking sites such as: booking.com, agoda.com, hotels.com to find out 

the customer rates for the quality of hotels in Danang city in terms of employee behavior and other tangible factors as 

compared with other cities. 

Primary data obtained in this research are collected by conducting the questionnaires to employees and customers in 

Danang hotels and resorts to examine the SQ perception gaps.  

The sample size was decided based on suggestions of Miles and Shevlin (2001). A set of 10 surveys for employees and 

7 surveys for customers were sent to 30 hotels in Danang City. In these questionnaires, employees were asked about their 

perception of the hotel’s HRM practices and their own SQ delivered, while customers were questioned about their 

subjective judgment on received SQ. Moreover, the survey conductors were instructed to distribute the employee surveys 

across a broad range of customer - contact positions such as front desk, food service, and housekeeping.  

Probability sampling is often related to survey research strategy (Saunders, Lewis and Thornhill, 2012). The sampling 

frame – all cases in the population- for this current study is the list of all employees in hotel industry in Danang City. This 

study employed the formula created by Israel (1992) to calculate the required sample size for employees’ survey. The 

formula is presented as follows: 

2

2

0
e

pqZ
n 

 

Where: 

n0: sample size,  

Z : the value correlating to the confidence level required, 

e : the expected level of precision, 

p : the predicted proportion showing the attribute of the population, 

q : 1-p 

Assuming that:  

50% of population accepts the practice (p=50% and q=50%) 

90% confidence level => Z = 1.9  

 

Service Quality 
(by Employees) 

Service Quality 

(by Customers) 

 

Perception        
Gap 
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Moreover, the sample size can be corrected by the following equation: 
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Where: n is the corrected sample size and N is the population size 

In the current study, according to Tourism and Sport Centre, Danang (2013), the population size is around 13921 

employees. Thus, we have: 

230
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116.234
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1 0
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Therefore, this current study needs at least 230 samples/ participants, in case all of these samples agree to respond to 

survey. 

For the survey conducted to customers, this study was not able to collect enough responses to meet the desired sample 

size due to the huge number of customers. Therefore, to get the expected number of 150 questionnaires collected, 210 

questionnaires were distributed. However, the first distribution just brought back 138 fully answered questionnaires. 

Therefore, 60 additional questionnaires were distributed to the same list of hotels and 18 more questionnaires were 

collected. To sum up, 156 out of 270 questionnaires distributed were collected. 

2.3.2. Analysis method 

2.3.2.1. Reliability Test  

Chronbach alpha 

Saunders, Lewis and Thornhill (2012) states that a research is qualified to be reliable when it gives the same findings 

when conducting the survey at different time with different correspondents. The value of Chronbach alpha ranges from 0 to 

1 and the acceptable value is commonly considered to be at least 0.67. However, some argues that the value of Chronbach 

must be greater than 0.70. The higher the Alpha coefficient, the higher the reliability of the survey. 

2.3.2.2. Correlation Analysis 

Taylor (1990) suggests that correlation analysis is an effective method to find out the relationship between two 

variables. Despite the fact that this method cannot help pointing out which variable is the cause and which one is the 

consequence (Sherry & Henson, 2005), it is still seen as the best way to identify the relationships among variables.  

Field (2005) states that correlation coefficient (r) presented the connection between variables. The value ranged from -

1 to +1, in which perfect negative correlation is presented by value -1 while +1 shows perfect positive relationship. In this 

research, the correlation coefficients were determined by using SPSS and the level of correlation between HRM practices 

and SQ will be assessed based on that. Also, this method was also employed to discover the relationship between HRM 

components and SQ. Finally, correlation analysis was conducted among the subscales in the same scale itself to test the 

validity of data and instruments adopted, namely HRM practices scale and SERVQUAL scale.  

 

2.3.3.3. Regression Analysis  
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Field (2005) claims that regression analysis is a useful tool to test the impact of independent variables on the outcome. 

He also states that multiple regression analysis can indicate if the predictors have effect on the outcome or not and how 

much they contribute to the variance of the outcome. In this study, multiple regression analysis was employed to re-test the 

relationship between HRM practices and SQ. Moreover, the possible effect of HRM practices, their components on SQ 

were also tested. Finally, by using stepwise method, the study figured out which component of HRM contribute the most in 

the change of SQ in regression model 

Materials and Methods should be described with sufficient details to allow others to replicate and build on published 

results. Please note that publication of your manuscript implicates that you must make all materials, data, computer code, 

and protocols associated with the publication available to readers. Please disclose at the submission stage any restrictions 

on the availability of materials or information. New methods and protocols should be described in detail while well-

established methods can be briefly described and appropriately cited. 

Research manuscripts reporting large datasets that are deposited in a publicly available database should specify where 

the data have been deposited and provide the relevant accession numbers. If the accession numbers have not yet been 

obtained at the time of submission, please state that they will be provided during review. They must be provided prior to 

publication. 

Interventionary studies involving animals or humans, and other studies require ethical approval must list the authority 

that provided approval and the corresponding ethical approval code.  

 

III. RESULTS AND DISCUSSION  

3.1. Reliability Analysis 

This study used Cronbach’s Alpha to check the reliability of all instruments and data employed. First of all, the values 

in column “Corrected Item-total correlation” of all the items in this case are greater than 0.3, which means that the 

correlations between each item and the overall scale are correlated. Therefore, no item needs to be dropped out of the scale. 

 

Table 1 Cronbach’s Alpha 

Variables No of items 
Cronbach’s 

alpha-Employee 

Cronbach’s 

Alpha-Customer 

Recruitment &Selection 6 0.897  

Involvement 7 0.851  

Training &Development 

and Education 

6 0.830  

Work Conditions 

 

6 0.840  

Appraisal 5 0.738  

Compensation&Rewards 

 

5 0.821  

Tangibles 4 0.728 0.878 

Reliability 5 0.753 0.847 

Responsiveness 4 0.662 0.809 

Assurance 4 0.763 0.819 

Empathy 5 0.788 0.825 
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As shown in the Table  1, all Cronbach’s alpha coefficient value were greater than 0.7, ranging from 0.738 to 0.897 for 

the 6 elements of HRM scales and from 0.728 to 0.7.88 for 4 elements of SQ Scales, except 0.662 of Subscale 

Responsiveness (Employee Survey). According to Field (2005), Subscale Responsiveness needs to be taken into 

consideration to drop because the reliability level is low (0.662 < 0.7). However, as the same scale was employed for 

customers’ survey, the Cronbach’s alpha value for Responsiveness was 0.809, which showed that the instrument is reliable. 

Therefore, Subscale Responsiveness was still kept in this study.  

In conclusion, these values proved that the instruments employed in this study are reliable. 

 

3.2. The relationship between HR practices, its dimensions and SQ in Hotel industry in Danang  

Correlation Analysis  

This study adopted correlation analysis method to analyze the relationship between HRM practices and SQ. As can be 

seen in Table 2, the correlation between HRM practices and SQ are statistically significant (β= 0.819, P<0.01). For 

subscales of HRM practices, Recruitment and Selection were significantly related to SQ (β= 0.543, P<0.01). Also, the data 

of Involvement (β= 0.697, P<0.01), Training and Development (β= 0.702, P<0.01), Work Conditions (β= 0.689, P<0.01), 

Appraisal (β= 0.727, P<0.01) and Compensation (β= 0.778, P<0.01) proved that there are positive significant correlations 

between these factors and SQ. (Table 3) 

In conclusion, the quality of HRM practices and its components and the ability to provide better SQ has very close 

relationships.  

Table 2.  Correlations between HRM and SQ 

 HRM practices SQ 

HRM practices 1  

SQ .819** 1 

**. Correlation is significant at the 0.01 level (2-tailed). 

 

Table 3. Correlation between subscales of HRM practices 

  SQ 

SQ 1 

Recruitment  .543** 

Involvement .697** 

TDE .702** 

Work Conditions .689** 

Appraisal .727** 

Compensation .778** 

 

          Regression Analysis 
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To make a more solid conclusion, regression analysis was also employed to test the relationship between HRM 

practices and SQ. Table 2 confirmed the R value (0.819) - the correlation coefficient between HRM practices and SQ, 

which was already calculated by the correlation analysis above. The R2 is 0.671, which means that HRM practices can 

account for 67.1% of variation in SQ while it leaves the remaining 32.9% for other factors. In other words, HRM practices 

are highly correlated with SQ. 

Table 4. Regression Analysis w independent variable: HRM practices; dependent variable: SQ   

M

odel 
R 

R 

Square 

Adj

usted 

R 

Square 

Change Statistics 

R 

Square 

Change 

F 

Change 
df1 df2 

Sig. 

F 

Change 

1 
.81

9a 

0.67

1 

0.66

9 

0.67

1 

543.

439 
1 267 0 

 

To analyze the relationship between independent variables which are the factors in HRM practices scale and dependent 

variable (SQ), multiple regression was implemented. While simple regression analysis helped confirming the relationship 

between HRM practices and SQ, multiple regression analysis will accentuate the effect of HRM factors to SQ. Six 

components of HRM practices called Recruitment, Involvement, Training and Development, Work conditions; 

Performance-Based Appraisal and Compensation were set as independent variables. 

Stepwise method (both backward and forward) was employed in this study not only to discover the relationship of 

predictors and dependent variable but also to see which factors have the greater effect on dependent variable (which is SQ). 

Non-significant predictors were automatically eliminated from the model.  

As can been seen from the Table 5, Recruitment and Selection was automatically removed from the regression model, 

which means that this factor had insignificant effect to SQ. Also, the table indicates the adjusted R2, which measure the 

proposition that the predictors decide the variability of the outcome after eliminating some unnecessary effect from R2.  

For instance, in model 1 (only compensation is the predictor), adjusted R square equaled to 0.604, which means 

compensation accounted for 60.4% of the change in SQ. Furthermore, since Training and Development are added, R square 

increased to 69.1%. This means that Training and development accounted for the additional 8.7%. It can also be interpreted 

that Appraisal, Involvement, Work conditions explained 2.6%, 1.2% and 0.5% of the variance in SQ respectively.  

 

4.4 The difference in perception of SQ of employees and customers 

T-test analysis was conducted to check if the difference in the perception of SQ of employees and customers are 

significantly different. As conducting T-test for 22 questions in SQ, the test of questions (1, 2, 4, 8, 9, 11, 12, 15, 16, 20 in 

questionnaire for customers) are significant at p<= 0.05. In other words, in these 3 questions, the variances are significantly 

different. For other questions, since the test is not significant (p>0.05), there is not enough evidence to conclude that there 

is a significant difference between perception of customers and perception of employees regarding to these questions. 

For question 1, 2, 8, 9, 11, 12, 15, 16, The Levene’s test were not significant at P<=0.05; in other words, we do not have 

enough evidence to say that the variance is significantly different between these 2 different groups. Therefore, we based on 

the data of column “Equal variances assumed” to check if the difference is significant.
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Table 5. Stepwise model  

Model R 
R 

Square 

Adjusted 

R Square 

Std. 

Error of the 

Estimate 

Change Statistics 

Durbin-

Watson 

R 

Square 

Change 

F Change df1 df2 
Sig. F 

Change 

1 .778a .606 .604 8.03460 .606 410.076 1 267 .000 
 

2 .832b .693 .691 7.10445 .087 75.490 1 266 .000 
 

3 .849c .720 .717 6.79251 .027 25.993 1 265 .000 
 

4 .856d .734 .729 6.64227 .013 13.124 1 264 .000 
 

5 .860e .739 .734 6.58325 .006 5.755 1 263 .017 2.001 

 

 

a. Predictors: (Constant), Compensation 

b. Predictors: (Constant), Compensation, TDE 

c. Predictors: (Constant), Compensation, TDE, Appraisal 

d. Predictors: (Constant), Compensation, TDE, Appraisal, Involvement 

e. Predictors: (Constant), Compensation, TDE, Appraisal, Involvement, Work conditions 

f. Dependent Variable: SQ 
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On the other hand, for question 4 and 20, The Leven’s Test were significant at p<=0.05 or the variances were 

significantly different, which means we had to base on the data of column “Equal variances not assumed” to 

analyze t-test.  

For instance, employees and customers were asked if the hotel can provide service properly. On average, 

the level of agreement of customers in this question is 3.16 which is smaller than that of employees (3.50). As 

the data implied, the difference was significant (t = 1.415, p =0.158>=0.05). 

In addition, respondents were asked if the uniforms and looks of the employees express a sufficient sense of 

professionalism. For customers, the mean level of agreement for question 4 is 3.19 which were lower than that 

of employees (3.42).  In conclusion, there is a significant difference in customers’ and employees’ 

perception gap. 

 

IV. CONCLUSION  

4.1 Conclusion 

In this study, it was proved that HRM practices in hotel industry had a positive strong effect on customers’ 

perceptions of SQ, which endorsed the findings from the empirical studies in the past. It can be inferred that a 

better HRM policy can lead to the improvement of SQ in hotel industry.  

To answer the question which dimension has the strongest effect on SQ, this study provided the evidence 

that compensation is likely to account for the largest proposition of the variation in SQ. This is also confirmed 

by Schlesinger & Heskett, (1991). According to this research, income significantly related to the performance of 

employees, which leads to better level of customer satisfaction. In addition, Training and Development (TDE) 

was found out to be the factor that has the second largest influence on the level of SQ. Appraisal, Involvement 

and Work conditions followed Training and Development to be the factor affecting SQ. Finally, Recruitment 

and Selection seemed to have a minor effect on SQ in hotel industry in Danang city.  

To examine if there is any gap between employee perception and customer perception in SQ.  

There are some differences in the mindset of customers and employees about SQ. For all the matters, the 

quality of service delivered by employees was perceived higher by themselves than by the customers. Initially, 

the biggest gap in the perception of employees and customers is the level of personalized service (Question item 

20). Employees were likely to think that the service they paid attention to personal demand of customers and 

offered right service while customers think that the level of that service was lower. This might suggest hotel 

managers that employees need to be trained to satisfy personalized needs of customers. Moreover, for the 

employees, their looks are more highly assessed by themselves than by customers. This leads to the needs to 

think of improving the level of professionalism in the look and uniform. This is an important factor for 

customers to evaluate the value of service. Furthermore, guests disagreed that employees gave enough 

information they needed as employees reported. It is also in line with the fact that customers think the staff does 

not have sufficient professional information. In addition, in terms of the idea that the service offered is correct 

and proper, the level in agreement of customers was lower than that of employees. Regarding the question if the 

service was similar with what it was advertised, there was also a significant discrepancy between guests’ 

opinion and staff’s. There is also a dissimilarity between customers and employees about the willingness of  
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employees to solve problems for customers and their manners and attitude. These gaps might recommend 

managers to think over about the definition of the service properness and correctness and try to offer the service 

that customers expect to receive.  

 

4.2. Recommendation 

To overview, the research provides evidence for the relationship between HRM practices- their dimensions 

and SQ in hotel industry, Danang City. Thereby, it points out that an effective and efficient way to improve the 

level of SQ is to create a well-organized HRM system, which will help motivate staff, improve their 

performance; in turn, increase the quality of service delivered. This study also suggests that hotel managers 

should pay more attention to compensation system which can have positive impact on customer satisfaction. 

Also, it raises the needs of making effective training programs for staff so that they can be well-trained about the 

way to deliver valuable service. Work conditions, Appraisal and Involvement also need to be taken into 

consideration to create motivation for employees and help satisfy customers’ needs. 

Moreover, it reveals the perception gap in hotel SQ between customers and employees. The implication for 

managerial decisions in this case is they need to recheck the standard of service they deliver to make sure that 

their standard matches customer’s. Hotels should do some more researches to explore the service that can make 

guests satisfy so that they can minimize that perception gap of SQ. More than that, staffs need to be trained so 

that they can reflect correct and proper service to customers. To be able to do this, training system and 

communication system must be well-organized throughout the organization.  

To sum up, in pursuit of SQ, hotel managers need to rethink about an organization which the culture and 

climate that customers can satisfy with the service and employees are motivated by a quality HRM policy. 
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I.  INTRODUCTION  

The term innovation has become a frequently used word found in business studies, yet the meaning of it is 

so broad and abstract that in practical terms innovation needs to be re-defined based upon each usage. Scholars 

generally acknowledge that language and word choices influence how people frame, analyze, and process 

information (e.g., Imai, Kanero, & Masuda, 2016; Ronda-Pupo & Guerras-Martin, 2012; Tamariz & Kirby, 

2016). Therefore, to understand innovation one should try to discern how it is being used in a specific context. 

Specific words or phrases are located on different steps of the ladder of abstraction. The meaning of a 

word or phrase can be at a very general and abstract level higher up on the ladder of abstraction, or be at a more 

exact level as we move farther down the ladder (Hayakawa, 1952). Both academics and practitioners often 

travel up the ladder to identify general theories and find comparability between cases; and move down the 

ladder to look for real-world application within a specific context (Buhr & Frankenberger, 2014). “Traveling the 

ladder of abstraction reveals significant opportunities to develop theories, establish constructs, and test 

hypotheses” (Reynolds, 2003, p. 376). More inclusivity is implied the higher one goes up the ladder of 

abstraction, while moving downwards creates more exclusivity. Innovation is a very inclusive term located far 

up the ladder of abstraction and can be applied to a nearly endless range of specific actions and applications. 

However, we must often move down the ladder and specify the type of innovation being considered in order to 

effectively examine or create innovation in a real-world context.  

 

This paper will analyze innovation applied in a very specific situation, micro-enterprises. 

 

INNOVATION IN MICROPENTERPRISES: EVIDENCE 

FROM VIETNAM   

Hoang T. Nguyen1 and Scott A. Hipsher 2 

 

  

Abstract: While innovation has become a popular topic for advocating technology advancement and enhancing 

innovation processes in firms, innovation in the context of micro-enterprises in emerging economies, such as 

Vietnam, is not yet well understood nor has the topic been examined thoroughly. This article, in addition to 

looking at innovation within a micro-entrepreneurial context, includes a review of the academic literature on 

innovation, entrepreneurship, creativity, competitive advantages, and knowledge as some of the main drivers for 

social and economic development. Based on the field observations and interviews, it appears many business 

owners of micro-enterprises in Vietnam depend on their own individual adaptability and creativity to advance 

business opportunities and economic growth. Awareness of the nature of innovation within micro-enterprises 

could be helpful in designing governmental policies which are made to create conditions that foster innovation 

throughout all levels of society.  
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Entrepreneurship, Innovation, Creativity, Competitive Advantages, and Knowledge 

  The concept of innovation has been found to be an important factor in economic performance at the 

national, firm, and individual levels by many experts worldwide. The roles of innovation and entrepreneurship 

have often been called the cornerstones of social and economic development. The early work of Schumpeter 

(1934) recognized entrepreneurship and innovation as the key factors in driving economic development. The 

recent exploration of innovative firm performance by Tuan, Nhan, Giang, and Ngoc (2016) suggests the higher 

the number of innovation activities, the greater the innovative output and overall performance. The authors 

explored ways businesses can contribute to national output and economic growth and how these outcomes are 

related to entrepreneur innovative abilities. The key factor driving innovativeness is a desire to increase 

organization performance and gain a competitive edge (Tuan, et al.). Moreover, innovation is almost always a 

main factor in the survival of particular businesses and organizations in general. 

 Schumpeter (1934) understood that to create economic growth a nation needs innovation. Innovation is 

the development made by one or more people which generates new sources of profit and, as a result, produces 

long-term economic gain. Innovation does not only include the creation of something completely new and 

novel, but also includes combining and using existing knowledge in original and unique ways. Van de Ven 

(1986) indicated that innovation is not the product of a single entrepreneur; instead, it is most often the result of 

the efforts of a network of individuals joining together to create and implement new business ideas. Therefore, 

creative organizations or economies should be willing to adapt, create, and innovate if they want to maintain 

competitive advantages. Moreover, recognition of the need for an entrepreneur to understand and manage 

innovation appears to be widespread. To compete in either global or local markets effectively, it would appear to 

be necessary for small and medium-sized enterprises (SMEs) to engage in innovative activities. The type of 

innovation which is likely to be effective in SMEs in mature industries in developing economies will most often 

be more focused on adapting and recombining existing knowledge. In contrast, the application of innovation in 

large multinational companies relies on expensive and formal research and development programs.  

II.  MATERIALS AND METHODS 

                           Entrepreneurship 

Historically, views and theories of entrepreneurship emerged from different academic fields including: 

economics, history, business management, and sociology. The work of Wennekers and Thurik (1999) suggests 

entrepreneurship improves economic performance by introducing new scientific innovation and subsequently 

creating local and global competitiveness. The authors stated that entrepreneurship is an important factor needed 

to achieve long-term economic growth. From this view, the entrepreneur serves as the creative agent by bringing 

new ideas to the market and stimulating economic growth. The work highlights the role of the entrepreneur as 

innovator and includes implementing new ideas and establishing start-ups in new markets. Increasing the 

number of start-ups in a country is expected to generate growth in the economy. Poh, Yuen, and Autio (2005) 

showed that small businesses and newly formed firms contributed to the economy by creating new jobs. This 

result suggests new firms are an important source of economic growth in terms of new job creation. Reynolds  



Innovation in Microenterprises: Evidence from Vietnam 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 146 | Page 

 

(1999) analyzed firm births and departures in 382 labor markets in the United States and found a correlation 

between creative destruction and economic growth in reference to job creation. Therefore, it has been suggested 

that creativity, innovation, change, and use of knowledge are key components in growing a modern economy 

(Hunter & Cushenbery, 2011).  

Innovation 

Innovation has been articulated as a creating process which brings important improvements to our quality of 

life.  Innovation is the process of taking an idea from a state of conception to a state of commercialization 

(Quinn, 1985). Amabile (1988) and McLean (2005) defined innovation as a development and implementation 

process of finding new types of problem-solving ideas. Agreeing, Van de Ven explained innovation as the 

development and implementation of new ideas and stated that new ideas which are not perceived as useful are 

not normally called innovation. Therefore, new ideas must be created, implemented, and accepted before the 

ideas can be considered innovative. This definition describes innovation as a systematic procedure that 

generates, accepts, and implements new ideas. Therefore, innovation can be interpreted as a set of 

interconnected processes. Moreover, most current literature considers creativity as being embedded in 

innovation development. For example, the early work of Amabile, Conti, Coon, Lazenby, and Herron (1996) 

defined and refined the core proposition of creativity as having a central role in innovation. McLean (2005) 

supported this definition by articulating the idea that innovation is the developing and implementing of a new 

creative idea. McLean claimed that to understand creativity performance, organizations must know the process 

which leads to obtaining creative achievement. Currently, not much is known about the origin or process of 

developing creativity. There has been little empirical evidence found to explain the production of creativity and 

innovation, specifically from an entrepreneur’s perspective.   

Innovation is generally an evolutionary process building upon previous innovation and existing knowledge. 

Much innovation takes the form of recombining existing knowledge in unique combinations and adapting these 

ideas for use in new environments (Cecere & Ozman, 2014; Nahapiet & Ghoshal, 1997; Nelson & Winters, 

1982; Schumpeter, 1934). It is likely that SMEs in mature industries in developing economies will rely heavily 

on the use of combining existing technological knowledge with knowledge of local market conditions to create 

competitive advantages.  

                                                     Creativity 

Creativity can be defined as the production of novel and useful ideas by an individual (Amabile, 1988). 

Moreover, the novelty involved in creativity is not considered an absolute term, but rather falls on a continuum 

(Madjar, 2005). Creating novelty can include both radical and incremental changes. McLean (2005) also 

supported this proposition by stating “creativity is a phenomenon that is initiated and exhibited at the individual 

level” (p. 228). However, it has been believed that innovation is not normally an individual activity, but more 

often a collective achievement (Van de Ven, 1986). Yet, Amabile’s study revealed individual creativity is  
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considered a crucial element in the process of collective organizational innovation. The study suggested 

individual intellects can combine to generate new knowledge or ideas. The ideas can be anything ranging from 

products, processes, or services within the organization. The results indicated that innovation has a foundation in 

different types of individual’s cognitive thinking abilities, such as sensing and reasoning. Kirton (1976) claimed 

that each stage of the process of creating innovation requires different types of expertise or intellectual sources. 

According to Glynn (1996), the first stage of innovation occurs at the individual level. After the first stage, the 

initial idea for innovation can be modified or enhanced through group or teamwork activities.   

Individual creativity and organizational innovation are closely interrelated systems (Amabile, 1988). 

Researchers Kirton (1976) and Van de Ven (1986) described innovation as a new idea based on sources such as 

human capabilities and existing assets. In the context of the development of human innovative capabilities, the 

main sources used to increase human intelligence are knowledge and expertise. Amabile et al. (1996) showed 

that individual background, personality characteristics, divergent-thinking abilities, intelligences, skills, and 

abilities were the key predictors of a creative outcome. Therefore, each company should adopt and use unique 

techniques and strategies to increase human creativity capabilities to achieve innovation. Amabile et al.’s (1996) 

study revealed that intrinsic motivation is more influential in promoting creative behavioral actions than 

extrinsic motivation. This notion is supported by the theory of individual creative action which suggests that 

individual actions are rooted in a variety of social domains. These factors serve as the principal influences of an 

organization’s creativity output (Ford, 1996).  

Organizational creativity output at the aggregate level is an important factor in driving a nation’s social and 

economic progress. Kanter (1983) discussed creating a culture of innovation and focused on the role of actions, 

decisions, and information. Kanter proposed that innovation occurs in organizations with integrative structures 

and with links inside and outside the organization. The internal system should embrace diversity and put faith in 

people’s special skills and talents. Therefore, it is recommended that executives think strategically about how an 

innovation model would fit into their current organizational strategies and structure based upon their resource 

deployments, such as the consumption and adoption of new technology, skills, polices, and attempts to create 

organization commitment. Moreover, previous research indicates intelligence behind new innovation generation 

may initiate from domain-relevant and creativity skills. Domain-relevant skills are the factual and technical 

knowledge and special talents of an individual (Amabile, 1988). This set of cognitive skills is the pathway an 

individual can use to solve a given problem or complete a task. According to Amabile, domain-relevant skills 

constitute an individual’s raw material for creative productivity. It appears that the production of innovation is 

dependent upon an individual’s or group’s creative ability (Hunter & Cushenbery, 2011).  

Competitive Advantages 

Creativity and innovation play significant roles in creating a firm’s competitive advantages. Competitive 

advantages can be created and sustained in numerous ways. Reed and DeFillipi (1990) argued there is direct 

correlation between the development of resources and gaining competitive advantages; while Mukerjee (2016)  



Innovation in Microenterprises: Evidence from Vietnam 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 148 | Page 

 

recognized gaining competitive advantages was the main objective of strategy formulation. One way an 

organization can achieve superior performance is through increased knowledge. Successful firms rely on their 

internal resources, such as intellectual capital, to most efficiently and effectively achieve desired results. Winter 

(2003) agreed that the ability to sustain a particular approach, for example new product development, often 

requires re-engineering organizational processes and structures to increase personnel involvement. Hence, firms 

which invest in worker’s education capabilities are more flexible in strategic planning and better able to handle 

external environmental changes than firms which invest mostly in creating routines. Teece, Pisano, and Shuen 

(1997) indicated that a firm which maintains dynamic capabilities is more likely to be capable of adjusting to 

macro-environmental changes. Consequently, firms taking advantage of macro-environmental trends are more 

likely to maintain competitive advantages.  

Resource-based theory (RBT) is one of the most influential theories in regards to educational and 

organizational resources. RBT attempts to explain the sources of competitive advantages. According to Barney, 

Ketchen, and Wright (2011), “Resource-based theory is widely acknowledged as one of the most prominent and 

powerful theories for describing, explaining, and predicting organizational relationships” (p. 2). For example, in 

reference to value creation, a firm must determine which resources help to create value. Value is created when a 

firm’s revenue surpasses the cost to produce a product (McWilliams, 2011). Value created by a firm mainly 

comes from tangible and non-tangible resources. The non-tangible resources can include knowledge 

management, value chains, and innovative cultures which can each contribute to achieving an advantage. Since 

SMEs often compete in highly competitive markets, the source of innovation is often related to the macro-

environmental opportunities. To take advantage of these opportunities, it normally requires acquiring dynamic 

capabilities while using local market knowledge to apply these capabilities in unique ways.   

Knowledge 

According to Baloh (2008), an effective way of discovering new product ideas is knowledge sharing. 

Moreover, to accelerate knowledge acquisition, organizations often need some form of knowledge management 

(KM) to facilitate new learning. Knowledge management is focused on generating new knowledge (Rubenstein-

Montano, et al., 2001). Worker’s knowledge is a key driver of organizational competitive advantage (Dess, 

McNamara, & Eisner, 2015). Consequently, the level of engagement from management has a direct impact on 

an organization's learning, product innovation and implementation, and organizational productivity. By bringing 

knowledge management and information in-line with system thinking, a firm can develop personalization 

strategies. Personalization strategies seek to develop ideas by communicating through a network of people 

(Rubenstein-Montano, et al. 2011). Rapert (2002) indicated that successful implementation happened when 

management consistently and accurately communicated strategic priorities to the organization’s members.  

Innovation in Micro-Enterprises in Vietnam 

While much of the focus of academic literature on innovation concentrates on technology firms in 
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developed nations, innovation would seem to also be an important factor in determining economic success in 

developing economies. In many emerging nations, a high percentage of business activities take place in the  

informal economy by self-employed micro-entrepreneurs (Fajnzylber, Maloney, & Rojas, 2006).  However, 

unlike many entrepreneurs in developed economies who are usually pulled into starting a new business by a 

desire for financial rewards, most micro-entrepreneurs in developing and less developed economies are pushed 

into becoming entrepreneurs due to the lack of availability of quality paid employment (Duflo & Banerjee, 

2011, p. 225; Hipsher, 2010, 2012). The use of innovative and effective business practices in micro-enterprises 

is often limited by the owner’s lack of knowledge, skills, and financial capital (Nartisa, 2012). Consequently, 

resulting in businesses which lack differentiation and have a difficult time in producing sustainable levels of 

profits (Banerjee, Duflo, Glennester, & Kinnan, 2013). Therefore, while innovation in micro-enterprises in 

developing economies is likely to take on a significantly different meaning than in a high-tech company in a 

developed economy, it would appear to be equally as important.  

It has been observed that firms in highly competitive environments associated with developed 

economies use more and achieve greater advantages from exploratory innovation, innovation designed to create 

radical changes and new product categories. While there are advantages from using exploitative innovation in 

developed economies, which involves incremental change or application of existing knowledge in a new 

situation, it is more often found in emerging economies (Li, Zhou, & Si, 2010).  

Also, as SMEs and micro-enterprises in developing and less developed economies have fewer 

interactions with international firms or global value chains, there are less opportunities to benefit from the spill-

over effects involved in international trade which contributes to the creation of innovation in many industries 

(Lederman, 2010). Berrone, Gertel, Giuliodori, Bernard, and Meiners (2014) found that innovation in 

microenterprises in Argentina’s developing economy rarely involved formal research and development and was 

often focused on improving processes or adapting processes to meet local conditions, as opposed to new product 

development. Yet, the authors found that the amount of innovation was positively correlated with the success of 

the firm. 

McAdam and Keogh (2004) used an exploratory multiple case method to study 20 SMEs and found 

that most relied on developing a general strategy as a method to stay flexible and that innovation in SMEs often 

consisted of recognizing opportunities in the local market place. Ferreira and Tasso (2015) reported on the 

importance of SMEs responding to environmental conditions and making necessary adjustments to sustain long-

term growth. While Moon and Choi (2014) suggested that implementation of an innovative strategy in an SME 

is only feasible if the environment and organization culture support it. Thus, in micro-enterprises and many 

SMEs, innovation in responding to market conditions and meeting needs of specific customers might be more 

important than innovation in the form of new product development or the creation of completely new processes. 

It has been suggested that the process used to create innovation in more collectivist societies, as seen in 

most non-Western countries, can be quite different than the processes used to produce innovation in the more 

individualistic Western societies (Eisenberg, 1999; Liu, Chen, & Tao, 2015; Rodriguez & Hechanova, 2014).  
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Ty, Walsh, and Anurit (2010) made the case that having a national culture with relatively high scores in power 

distance and uncertainty avoidance can be a barrier to the development of some types of innovation. Thus, the  

cultural environment where a firm or micro-enterprise operates is likely to influence the type and level of 

innovation created. 

 There are some unique political, historical, and cultural factors which might influence the processes 

used in creating innovation within Vietnam. Kim (2008) pointed out that entrepreneurs in Vietnam during the 

transition to a more market-based economy faced a very unique environment and successful entrepreneurs often 

displayed incredible ingenuity and creativity in developing successful firms in the unique environment which 

contained both a socialist government and market features. This creativity and ingenuity most often took on the 

form of applying and adapting existing business knowledge to local conditions.  

Jordan (2015) reported that privatized Vietnamese firms which operated in high tech industries faced 

more foreign competition and were more likely to engage in new product innovation in comparison to state-

owned firms with monopoly power and firms in lower tech industries. Minh and Hjorts (2016) believed the 

uncertainties found in the Vietnamese context, exacerbated by the discretionary nature of the legal environment, 

contributed to creating a short-term orientation in many SMEs limiting the risk entrepreneurs were willing to 

take. However, taking risks is needed to create higher levels of innovation. Despite the difficulties, Nguyen, 

Pham, Nguyen, and Nguyen (2008) found that SMEs in Vietnam which were able to produce innovation 

through developing new products, processes, and improved existing products were more successful in exporting 

than less innovative firms. This provides evidence of the importance of innovation in Vietnam and other 

developing economies.   

Research Method 

According to Park and Park (2016), there are two distinct goals of scientific research: discovery and 

justification. The authors point out there is no single set of procedures or method that is guaranteed to always 

produce optimal results. The methods and methodology used should be aligned with the goals of the research, 

resources of the researchers, level of current knowledge available, and other factors.  Rickards (1999) indicated 

there is a lack of consensus on the meaning of the concept of innovation. Thus, it can be argued there is no 

single agreed upon approach to study or measure innovation. Researchers can use a variety of methods including 

observation, speculation, and hypotheses testing to discover and justify the logic and reasoning used in the 

research. In the innovation context, previous researchers have used a variety of different measurement tools and 

methods from various disciplines to try and understand the creation or process of innovation. To analyze the 

concept of innovation within the context of micro-entrepreneurs in Vietnam, a qualitative exploratory method 

was selected which made use of multiple case studies.  

The goal of qualitative research is to explore and understand the similarities and differences in the 

actions of individuals in various different contexts. Comparatively, quantitative methods are more often used to 

test theories as well as predict social phenomena. Although each paradigm has its own ontological and  
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epistemological assumptions that affect the way research is conducted, based upon the previous findings it has 

been assumed that all knowledge is socially defined. All knowledge is fallible and open to improvement (Hlady 

rispal & Jouison-Laffitte, 2014). All research results should be considered a single piece of the puzzle and not 

the defining answer to a complex challenge.  

There is a great deal of literature on innovation, which discusses abstract theories and concepts with 

little empirical evidence from the participant’s view. For example, Hlady-Rispal and Jouison-Laffitte (2014) 

argued that because the concept of entrepreneurship is so varied and contextual, it is difficult to measure or 

identify using a qualitative, epistemological, or phenomenology approach. The authors agreed there is a need for 

in-depth qualitative research in the entrepreneurship field that takes context into account. Other studies 

encourage examining specific domains, such as, creativity and knowledge creation, of innovation and 

entrepreneurship with intense qualitative research. McAdam and Keogh (2004) stated, “The process of 

innovation in organizations is often phenomenological based, rather than being dependent on cause and effect 

rationale” (p. 126). An exploratory method was selected to try and gain a deeper understanding of innovation in 

a specific context through interviews and observation. The data in this study was collected through the gathering 

of perspectives from entrepreneur’s firsthand experiences, thus hoping to discover meaningful data. The 

reflections of the individual’s experiences and perceptions can enhance our understanding of the meaning of 

innovation in different contexts.  

III.  RESULTS AND DISCUSSION 

Micro-entrepreneurs in Ho Chi Minh City (HCMC), Vietnam 

                The following are the experiences of three micro-entrepreneurs in HCMC. 

Dung (A pseudonym) 

Dung was a housewife with two sons. After she and her husband divorced, she needed to find a way to 

make a living and support her children. She took a job making embroidery items for a company, but the pay was 

not high enough to support herself and her children. So she started up a micro-enterprise by using her home as a 

place to park motorcycles, mostly for students and teachers at a nearby school. She saw people at the school 

needed space to park their motorcycles during the school day, so she seized the opportunity and began her career 

as a micro-entrepreneur. 

Although the profits were low, there were no start-up costs as she used space she already owned. Since 

this work was quite physical in nature and tiring, she looked into other opportunities. She saw the rise in 

popularity of mobile phones and other people taking advantage of the emergence of this new industry. 

Therefore, she decided to add a second business and started selling phone cards. As she sold on commission, 

there were very few start-up costs. She saved up some money out of her profits and expanded. She began selling 

groceries and snacks alongside phone cards while continuing to use her home as a parking space for  
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motorcycles. The idea to sell groceries came from observing other small businesses. Her decision on what to sell 

came both from observations of other similar businesses in the city and trial and error.  

Recently, she expanded once again to include a laundry service. As most people in HCMC do not own 

a washing machine and live in small apartments, she saw a need for people to have their laundry done and 

seized the opportunity. Incomes in the city have risen allowing more people the convenience of not having to 

wash their own clothes by hand creating this new opportunity. Each new business has been added on to the 

previous one and has not replaced it. Family members contribute to the micro-businesses when they are 

available.    

Chi (A pseudonym) 

Chi became a micro-entrepreneur as she was not able to find a high paying job. Having her own 

business allowed her to combine earning money for the family with taking care of her children while they were 

young. Like so many other micro-entrepreneurs, her first business was a small restaurant. However, she found 

that intense competition made it difficult to earn much of a profit. So she looked for other opportunities, and 

realized people always need drinking water, as the city water is not considered safe to drink. So she started a 

retail shop selling drinking water, but soon realized the profit margins from retail sales were low due to intense 

competition. Therefore, she decided to invest in water purification equipment and began “manufacturing” 

drinking water. 

Her business has grown and she has put a lot of time and effort into the marketing of her products, 

including creating her own brand name. Today, her business employs a few additional individuals and Chi 

hopes to continue to grow her business and contribute to her family’s income. She gets ideas about products and 

work processes from watching other companies and by talking to her customers and determining their needs.    

Huong (A pseudonym) 

Huong owns one of the hundreds of coffee shops in HCMC. The reason she decided to become a 

micro-entrepreneur was to have a steady job and earn income to help support her family. Her business sells 

coffee as well as other beverages. Previously, she tried selling cosmetics on the Internet, but did not find much 

success.  

She set up her business in a residential area, and realized from the start that it was important to have the 

right marketing mix to attract customers. She believes that what her customers often really want is a space to 

socialize or relax while being outside of the cramped living places where many HCMC residents live. She feels 

her drinks need to be affordable as her primary target markets are students from a nearby school who are 

looking for a place to hang out and construction workers nearby looking for a place to relax on breaks or after 

work. She also sells items like soda, cigarettes, and snacks that people can consume at home or outside the 

coffee shop. She employs a few other people and also has family members help out when possible. 
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She is proud of having created a successful business and plans to continue, but does not feel it is 

feasible to open a second branch of her coffee shop as the costs of hiring someone to run a business of this sort 

would wipe out most profits. She is, however, considering giving a second chance to building up an online  

business selling cosmetics.  

Analysis 

While the three examples are not intended to be representative of all small business owners in HCMC, 

each demonstrates the experiences of three successful micro-entrepreneurs. Did these three individuals 

demonstrate creativity while producing innovative thinking and actions? The answer might depend on how we 

define innovation and what step on the ladder of abstraction we are using to analyze. None of the three 

entrepreneurs demonstrated new product or significant new process innovation, but did demonstrate an ability to 

learn from their environments and experiences. Each were able to use and adapt existing ideas to create 

successful businesses within a specific and unique context. This would appear to be examples of using 

recombination innovation in combining existing business ideas with knowledge of local market conditions. 

Micro-enterprises will likely continue to be important sources of employment and livelihoods in 

Vietnam and other developing economies for the near to mid-term future. It appears that innovation, especially 

recombination innovation, is an important component in allowing micro-entrepreneurship to assist in reducing 

poverty and creating a more dynamic business environment needed to create economic growth and improved 

standards of living. 

It is beyond the scope of this paper to go into specific complex policy issues such as weighing the pros 

and cons of trying to move micro-enterprises into the formal section as opposed to allowing a vibrant informal 

sector to continue. However, the results suggest policies which try to produce an environment where innovation 

is encouraged throughout the economy, from large multinational firms to small neighborhood micro-enterprises, 

should be created and implemented.   

 

IV. CONCLUSION AND   RECOMMENDATIONS TO PROMOTE INNOVATION 

Innovation is not the result of top-down directives or detailed planning. Instead, innovation is the result of 

individuals searching for new solutions to existing problems or seeking ways to capitalize on new opportunities 

as they are presented. Therefore, while innovation cannot be successfully ordered in a top-down manner, having 

an environment which facilitates innovation is likely to lead to more productive outcomes. 

Many microenterprises face obstacles in implementing and advancing innovative ideas. Lack of funding is 

often a core problem for implementing new business ideas. Banks generally do not like to take on high-risk 

start-up ventures as customers. Moreover, new companies have no history nor are they backed by significant 

assets to use as collateral (Casamatta, 2003). Therefore, government policies have a role to play in assisting in 

the creation of innovation in micro-enterprises, or at least in creating an environment which allows innovation to 

emerge from the base of its economy. For example, in order to overcome financial barriers and difficulties,  
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developing countries such as Chili have developed government programs to support young SMEs. These public  

programs include import and export policies, tax transparency, provisions programs, capital market and clear 

bankruptcy laws, as well as subsidies to microenterprises known as seed capital programs (SCPs) (Alvarez & 

Crespi, 2000; Bonilla, Cancino, & Vergara, 2014; Intarakumnerd, 2015). There is other support in the Journal of 

Business Venture and Economic literature about government programs providing financial assistance and this 

having a positive effect on supporting innovation in SMEs in developed economies (Collewaert, Manigart, & 

Aernoudt, 2010; Cumming, 2007).   

However, Akerlof (1970) argued that seed capital policies can create problems if they are poorly designed. 

According to Akerlof, some polices could attract an increase in necessity-driven entrepreneurs rather than 

opportunity-driven entrepreneurs. While it is generally agreed that opportunity driven entrepreneurship is more 

likely to be a source of product and process innovation driving overall economic growth, until an economy 

creates enough quality employment for all citizens, it would probably not be a good idea to ignore the needs of 

necessity-driven entrepreneurs. 

For society in general, a knowledge-based economy could potentially assist people in handling and adapting 

to fast changing environments. The development of an advanced economy is often through use of innovation 

built upon a foundation of creativity. It is recommended to encourage the building of a culture which encourages 

innovation and focuses on increasing the capabilities of all people, to develop new training that aims toward 

finance and business skills, and to create a supportive knowledge infrastructure. It has often been reported that 

barriers to successful innovation include the inaccessibility to financial resources, business support 

infrastructure, and the business knowledge needed to sustain growth.  

It is also recommended that to increase overall levels of innovative activities, universities should make 

transformations to their educational content to support future entrepreneurship and innovation. For example, 

establishing an office of technology transfer, providing university instructors with service training, and opening 

new courses under the name of entrepreneurship and innovation are some critical tasks an institution can do to 

foster creative entrepreneurs. However, creative thinking should also be developed through long-term education 

systems, starting with young learners. The primary objective is to educate future-entrepreneurs and students 

toward accepting and producing innovation. By doing this, a country can initiate an economic development 

process through training activities, workshops, conferences, and partnerships with the business world which can 

then increase the chance of groundbreaking work that benefits and strengthens universities, industries, and the 

country’s intellectual competencies.    

Most businesses have recognized that knowledge creates a valuable intangible asset and sustains 

competitive advantages. Therefore, knowledge infrastructures, which include university settings, research 

institutions, and technology transfer centers, are important to establishing an innovative culture. However, most 

SMEs and micro-enterprises in emerging regions lack the capacity to use or take advantage of the programs 

created by most of these institutions. Thus, while efforts are recommended to foster innovation in large firms 

and SMEs in high tech industries, the need for innovation within micro-enterprises should not be ignored, 
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especially in emerging markets where a large percentage of the population works in micro-enterprises in the 

informal sector of the economy. While the micro-entrepreneurs in this study showed flexibility, creativity, and 

the ability to adapt, they did so with little official support. It is recommended that further and deeper studies are 

carried out in an attempt to determine if innovation with more governmental involvement in micro-enterprises 

would be encouraged or discouraged and to determine if there are specific policies which could be 

recommended to increase the level of innovative activities in micro-enterprises.  
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Abstract: This paper surveyed rice farmers in three regions with the same natural environment conditions, social 

characteristics (e.g. the same social and farming culture, ethnicity, type of soil), and only differed with respect to 

the level of salinity in Soc Trang province, one of the most salinity-affected areas in the Vietnamese Mekong Delta. 

The first area is Dai Tam village completely unaffected by salt water intrusion at the period from the end of 2015 

to the beginning of 2016, the most heavily salinity-affected time in the Vietnamese Mekong Delta. Two other areas 

were Luu Tu and Lich Hoi Thuong village rated as high and very high salinity respectively. The results showed 

that rice yield loss due to saltwater intrusion was estimated from 2.5 to 4.05 tons ha-1 a year. 

 

Keywords: Production function, productivity loss, saltwater intrusion, Vietnam. 

 

I. INTRODUCTION  

Climate change has become one of the major threats not only in a country but also urgent issues requiring 

coordinately resolutions of the world. Vietnam is one of five countries that may be the most seriously affected by 

global climate change and a consequent rise in sea level. If the sea level rises by between 0.2 and 0.6 m, 100–200 

thousand ha of Vietnamese plains will be submerged. A one-meter rise would result in 0.3 to 0.5 million ha of the 

Red River Delta being submerged and 90% of the Mekong Delta would be flooded (Danh and Khai, 2014). 

Moreover, the report by Asia Development Bank (2011) showed that Viet Nam was extremely vulnerable to 

climate change impacts given its extensive coastline and river deltas, and highlands that had poor water retention 

capacity and were susceptible to severe erosion. 

According to the MONRE’s forecast, Vietnamese Mekong Delta (VMD) provinces will be seriously 

affected if the sea level rises by one meter. Almost of them would lose from 25% to 50% of its land area to 

flooding. If rivers rise by 0.5–1 m, the waters will reach the height of the current dike system. Due to the impact 

of a global rise in sea levels, 15,000–20,000 km2 of the VMD’s coastal areas would be inundated—nine of its 13 

provinces would be completely below water. 

Salinity intrusion is a natural phenomenon occurring in the land, estuaries and groundwater adjacent to 

the sea. Salinity intrusion occurs when there is a difference in the flow of energy as well as specific weight between 

fresh and salt water. Salinity intrusion is caused by many factors such as river flow levels, topography, 

geomorphology, the slope of river flow, the intensity of the sea tide, the wind speed and direction, water 

temperature and so on. 
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Salinity lands in the Mekong Delta region are relatively large compared to the whole country due to the 

crisscrossing systems of river and canals resulting in saltwater easily penetrating further inland. Salinity intrusion 

lasts longer than normal and penetrates inland about 50km if the raining season comes late, and 1%0 salinity covers 

almost all over the coastal estuaries. Most likely in the peak month, salinity could reach 1.0-1.5%0. This greatly 

affects agricultural production, especially rice crop in winter-spring season. In the case of water shortages in the 

dry season and at the end of the rainy season, people are reluctant to use brackish water to irrigate rice fields, 

especially in the rice flowering stage, which leads to loss of yield and revenue.  

The evidence shows that the agricultural damage of salinity intrusion is not so small in terms of reducing 

agricultural productivity. Although there have been many studies on evaluating the effects of salinity intrusion in 

rice production, no studies have evaluated specific statistics about the decline of rice production, estimating an 

increase in costs and loss of profits caused by salinity. In this study, we analyze the effect of salinity intrusion to 

rice farmers in terms of rice productivity. The results could provide useful information to local authorities, for 

example the department of Natural Resources and Environment, to issue appropriate policies to help or support 

farmers affected by salinity. The results of the study are also necessary data used as the value of benefit transferring 

into other similar future studies in Vietnam. 

This study is constructed as follows: The next section describes data collection, research area and the 

approach of production function. The following section reports the results and some discussions related to the 

impact of rice productivity caused by salinity. The final section presents some main conclusions of the study.  

 

II. DATA COLLECTION AND RESEARCH AREA 

The study region covers the area Soc Trang province, one of the most salinity-affected areas in the Mekong 

Delta in 2015. Farmers were randomly selected for interviews from three areas (Dai Tam, Luu Tu and Lich Hoi 

Thuong) with similar social and natural conditions (e.g. fertile soils, weather). The selection of the salinity and non- 

salinity area are based on the recommendation or suggestion of local authorities and farmers. The villages in Luu Tu 

and Lich Hoi Thuong had problems with heavily saltwater intrusion at the period from the end of 2015 to the beginning 

of 2016, the most heavily salinity-affected time in the Vietnamese Mekong Delta., while the villages in Dai Tam 

represent the non-salinity area (see Figure 1). In total, 214 rice farmers, consisting of 72 farmers in Lieu Tu and 72 

farmers in Lich Hoi Thuong that were affected heavily by salinity and 70 farmers in Dai Tam near Luu Tu and Lich 

Hoi Thuong regions, but not affected by salinity. The survey was conducted during the time from March and April 

2016. Data was collected on household level information related to production costs and income as well as the social 

and economic characteristics of the farmers, and their perceived damages and losses due to salinity. 

 

Table 1. The situation of Salinity in the study areas in 2016 

 Unit Non-salinity 

area 

(Dai Tam) 

Area of Salinity 1 

(Lieu Tu) 

Area of Salinity 2 (Lich 

Hoi Thuong) 

Period of salinity month December 12, 2015 – February 2, 2016 

Average level of 

salinity 

%o 0.0 – 0.3 0.8-2.8 1.7-2.8 

Source: The statistic office of My Xuyen and Tran De, 2016 
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Figure 1. Map showing study site.    

 

 

 

Table 1 shows the salinity level of the study areas during the period of saline intrusion in the Mekong Delta 

in 2016. The regions of Lieu Tu and Lich Hoi Thuong are rather high salinity, up to 2.8%o, while the a thousandth 

part of salt water intrusion in Dai Tam is approximately from 0.0 to 0.3%, which the experts assessed almost not 

affected by saltwater intrusion. Moreover, to check the validity of the study area, we also asked farmers in these 

areas whether or not their land is affected by salinity. Almost farmers in Dai Tam answered that salinity have no 

impacts on their land, while majority of farmers in Lien Tu and Lich Hoi Thuong confirmed their land had a 

problem with salinity (See Table 2). This reveals the selected areas are suitable for the study on yield loss due to 

salinity. 

 

Table 2. Farmers’ perception on salinity in study areas 

 

Non-salinity area 

(Dai Tam) 

Area of Salinity 1 

(Lieu Tu) 

Area of Salinity 2 

(Lich Hoi Thuong) 

Number Percent (%) Number Percent (%) Number Percent (%) 

Rice production is not 

affected by salinity  
69 98.57 2 2.78 3 4.17 

Rice production is 

affected by salinity 
1 1.43 70 97.22 69 95.83 

Total 70 100 72 100 72 100 

Source: Own estimates; data appendix available from authors.  

 

III. PRODUCTION FUNCTION APPROACH 

The principle of production function approach is that salinity possibly has a negative impact on 

the outputs, cost and profit of producers. Production function approach is often used to estimate the effect  

of environment change on soil erosion, deforestat ion, fisheries, the impact of air and water pollution on 

agriculture and so on (Bateman et al., 2003; Reddy and Behera, 2006). Following the study by Khai and 

Yabe (2012), this research uses a translog functional form and does test for checking the existence of Cobb-Douglass. 

The model takes the basic form:    
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        (1) 

where Y is the rice yield of a farmer in the studied year (tones/ha), L is the number of labors for rice cultivation 

(man-days/ha), K is capital input (1,000 VND/ha), I is a vector of material inputs as seeds (kg/ha), fertilizers (kg/ha), 

herbicide (ml/ha) and pesticides (ml/ha), Z is a vector of social-economic characteristics of farmers, and E is a vector 

of farming conditions, and D1, D2 are the relative location of farms (D1=1 if the farmers in Lieu Tu which is considered 

as the area little affected by salinity, D2= 1 if the farmers in Lich Hoi Thuong which is considered as the area heavily 

affected by salinity; D1 = 0 and D2 = 0 if the farmers in Dai Tam which is considered as the area unaffected by salinity)   

The reduced yield of rice is defined as the difference in the average rice yield between the non-salinity and 

salinity sites. It is estimated by the following equations: 

  (2) 

 

where ∆𝑌1 and ∆𝑌2 are the average yield losses caused by saltwater intrusion in two salinity areas 

respectively (kg/ha); �̅�, 𝐾,̅ 𝐼,̅ �̅� and �̅� are the average of labor, capital input, material inputs, social-economic 

characteristics, and farming conditions, respectively.   

As mentioned earlier, a translog functional form is used in the study. The production functional form is 

written as follows (Tim and Battese, 2005): 
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  (3) 

where Y, L, K, I, D1 and D2 are the same as in the above equations and Z1, Z2, Z3, Z4 and Z5 are the variables 

of gender (1 = male, 0 = female), experience (years), the number of school year (years), the attendance of trainings (1 

= Yes, 0 = No) and family member (persons) of rice households, and E1, E2 and E3 are the variables of serious diseases 

happening during the study year (1 = Yes, 0 = No), Irrigation (1 = located in the irrigation region, 0 = Otherwise) and 

soil quality (1 = Vey no-fertile, 2 = No-fertile, 3 = Medium, 4 = Fertile, and 5 = Very fertile).    

Some restrictions are used to check the constant returns to scale: 

     (4) 

 

Then, the following restriction is applied to test the existence of Cobb-Douglass function:  

    

    (5) 

IV. RESULTS AND DISCUSSION 

 

Table 3 shows the descriptive statistics of main variables in rice production function in the salinity and non-

salinity areas. The column of Salinity 1 represents the group of farmers in Lieu Tu which is considered as the area 

little affected by salinity while the column of Salinity 2 represents farmers in Lich Hoi Thuong which is considered as  

1 2( , , , , , , )Y f L K I Z E D D
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the area heavily affected by salinity. Rice yield in Dai Tam (the non-salinity area) is significantly higher than those in 

the two salinity areas at the level of 1 percent, revealing the existence of the damage of rice production due to salinity.  

Other factors such as farmers’ social-economic characteristics, farming conditions are not so different among the 

groups of the farmers, showing selected study sites have the same social, natural condition.         

 

Table 3. Descriptive statistics of rice production per hectare a year 

 
Non-salinity  

(1) 

Salinity 1 

(2) 

Salinity 2 

(3) 

Difference 

(1) vs. (2) 

Difference 

(1) vs. (3) 

Rice yield (tons) 13.61 11.49 8.67  2.13*** 4.94*** 

Output price (Thousand VND) 10.16  9.51  8.00  0.646* 2.15*** 

Family labor (days) 23.18  30.15 20.19 -6.97* 2.98ns 

Capital (Thousand VND) 11,452 11,816 11,118 -363.6ns 334.2ns 

Seed (kg) 293.14 388.53 383.2 -95.4*** -90.07*** 

Herbicide (ml) 2.940.74 2.331.15 2.186.8 609.59ns 753.94** 

Fertilizer (kg) 1,145.62 1,128.8 1,056.2 16.86ns  89.43ns 

Pesticide (ml) 5,203.14 6,784.61 6,348.2 -1,581.5* -1,145.1ns 

Training (1=yes, 0=no) 0.64 0.46 0.42  0.18* 0.23* 

Gender (1=male, 0=female) 0.89 0.90 0.81 -0.02ns  0.08ns 

Family member (persons) 4.37 4.57 4.85 -0.198ns -0.48** 

Age (years) 49.6 46.08 46.5 3.52** 3.1ns 

Experience (years) 28.21 26.94 26.35 1.27ns 1.87ns 

Rice area (ha) 2.20 1.86 1.56 0.34ns 0.64* 

Diseases (1=yes, 0=no) 0.41 0.44 0.57 -0.03ns -0.155* 

Soil quality (1 = Vey no-fertile, 

2 = no-fertile, 3 = Medium, 4 = 

Fertile, and 5 = Very fertile)  

3.41 2.94 2.71 0.47*** 0.71*** 

Irrigation (1 = located in the 

irrigation region, 0 = Otherwise)  
0.700  0.778 0.792  -0.078ns -0.092ns 

Notes:  ns: no significant; ***, **, * indicate statistical significance at the 0.01, 0.05 and 0.1 level respectively 

Source: Own estimates; data appendix available from authors. 
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Table 4. The OLS regression of rice production function 

Variables Coef. Robust Std. 

Err. 

Variables Coef. Robust Std. 

Err. 

ln(L) -0.095 0.643 ln(Ip)ln(K) 0.509**  0.149 

ln(K) 1.945 12.198 ln(L)ln(K) 0.029ns 0.0624 

ln(Is) 1.613ns    3.14 ½ln(Is) 2 -0.194ns 0.254 

ln(Iw) 2.931ns 1.919 ½ln(Iw) 2 -0.083ns 0.056 

ln(If) -1.733ns 2.991 ½ln(If) 2 -0.0655ns 0.216 

ln(Ip) -3.211*** 1.219 ½ln(Ip) 2 -0.108***  0.052 

ln(Is)ln(Iw) 0.0223ns 0.054 ½ln(L) 2 0.315ns 0.0195 

ln(Is)ln(If) -0.0945ns 0.868 ½ln(K) 2 -0.769ns 1.299 

ln(Is)ln(Ip) -0.160*** 0.091 Z1 0.023ns 0.039 

ln(Is)ln(L) 0.0114ns 0.043 Z2 0.000823ns 0.0015 

ln(Is)ln(K) 0.147ns 0.294 Z3 -0.013ns 0.024 

ln(Iw)ln(If)  -0.0016ns 0.076 Z4 0.059*  0.029 

ln(Iw)ln(Ip) 0.009ns 0.031 Z5 0.015ns 0.013 

ln(Iw)ln(L) -0.024ns 0.020 E1 -0.087*** 0.036 

ln(Iw)ln(K) -0.263ns 0.181 E2 0.141*** 0.045 

ln(If)ln(Ip) 0.017ns 0.073 E3 0.076*** 0.033 

ln(If)ln(L) -0.078ns 0.050 D1 -0.203*** 0.044 

ln(If)ln(K) 0.313ns 0.316 D2 -0.353*** 0.050 

ln(Ip)ln(L) 0.050***  0.020 Constant -4.320 60.730 

R-square 0.64 

F-statistic 14.14 

Included observation 364 

Notes: ns: no significant; ***, **, * indicate statistical significance at the 0.01, 0.05 and 0.1 level respectively 

Source: Own estimates; data appendix available from authors.  

 

The study applies Lagrange Multiplier (LM) test to check the present of Heteroscedasticity in the production 

function1. Because the result shows the existence of Heteroscedasticity in the data at the significant level of 5 percent, 

we run the regression with robust standard error to solve the problem of Heteroscedasticity. Table 4 shows the OLS 

result of rice production function with robust standard error in translog form. The coefficients estimated in the model 

are statistically significant at 1 percent level. The R-square is equal to 0.59, revealing the 59 percent change of rice 

yield possibly explained by independent variables in the model.    

                                                           

1 Breusch-Pagan test for heterscedasticity: ,  where: n is the number of observations; R2 is the R-Square of  

; k is the number of restricted factors   

 2 2

kLM nR  
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The study also examines the null hypothesis that there is a proportional output change when inputs in the 

model are varied or farms produce rice with constant returns to scale. The restricted least squares regression with the 

null hypothesis of constant returns to scale is conducted. The computed F statistic is 6.02 higher than the critical value 

F(7, 176) of 2.06 at 5 percent level of significance 2. Thus, the null hypothesis is rejected and it is concluded that the 

technology does not exhibit constant returns to scale. 

The second test is applied to check the Cobb-Douglass formal existence of production function. With the 

null hypothesis of jointed parameters in equation (5) equal to 0, the restricted function is estimated. The computed F 

statistic of 1.66 is higher than the critical F(21,176) of 1.62 at 5 percent level of significant 3. The null hypothesis is 

rejected and the translog functional form is suitably applied for the data of rice production in the study. The study also 

shows that there are no multicollineariry in the independent variables of production function because the correlations 

of these independent variables estimated by using the correlation matrix are less than 70 percent (Khai and Yabe, 

2013).       

Table 4 performs that the coefficients of Salinity 1 and Salinity 2 variables are significantly negative at 1 

percent level, revealing rice productivity in the non-salinity area is higher than in the salinity areas. The other variables 

of Training, Irrigation and Soil quality are also significantly positive. Short training courses on 3-reduction and 3-

increase, IMP program, guideline of applying new technologies and so on normally given by local extension services 

partly contribute to an increase in rice yield. It is true for farmers in the irrigation and fertile areas to produce more 

yield than others in areas without irrigation or low soil quality. 

 

Table 5. Reduced yield in rice farming caused by salinity  

 Reduced yield (Tons/ha)        Percentage of reduced yield (%) 

Salinity 1 vs. Non-salinity area  2.502 18.382 

Salinity 2 vs. Non-salinity area  4.051 29.765 

 

The reduced productivity of rice is calculated based on findings from Table 4. Rice yields in the non-salinity 

and salinity areas are estimated and then the equation (2) is used to calculate the loss of rice yield due to salinity by 

subtracting the yield in the non-salinity region from yield in the salinity region. Various yield losses estimated 

depending on different salinity areas are performed in Table 5. Using this approach, the loss of productivity is 

calculated to be approximately 2.502 tons per hectare in the site of Salinity 1, which reflects an 18.4% reduced yield 

and 4.051 tons in the site of Salinity 2, which is dominated a 29.8% yield loss. 

 

 

V. CONCLUSIONS 

In this study, we surveyed rice farmers in three areas with the same natural environment conditions and social 

characteristics, and only differed with respect to salinity. The rice productivity loss caused by salinity was estimated  

 

                                                           

2 Calculated by the formula 
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, where SSER and SSEU are the restricted and unrestricted sums of 

squared residuals and J is the number of restrictions 
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by the difference in rice productivity between the three areas. The results showed that the annual productivity loss was 

about 2.5 – 4.05 tons per hectare.  

To prevent or reduce the damage caused by salinity in the Mekong Delta, farmers should apply the 

intercropping system instead of current mono-cultivation to increase soil fertility and limit pest and diseases. This 

could also ensure an increase in farmer’s income and help the soil enough time to recover after the finishing of 

main rice crop. Moreover, agricultural extensions and local authorities should regularly measure the salinity level 

of water resources and inform farmers promptly to pump fresh water, and strengthen embankments and dams to 

store fresh water when saltwater intrusion occurs. This study only estimated the quantity reduction of rice 

production due to salinity. The in-depth study should be done to calculate the total loss of agricultural crops in 

Vietnam caused by salinity. 
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Abstract: It is the role of the teacher to teach the students how to develop basic competencies and skills in 

solving, creative and critical thinkin. Thus, it is the teacher that is considered as  one of the factors that could 

affect the students. This study measured high school teacher’s knowledge and skills in applying mathematics in 

real life using standardized questionnaires.  Result revealed that the teachers of schools that will offer academic 

track have moderate knowledge and below level 1 skill in applying mathematics in real life. It also showed 

better knowledge for teachers with higher time spent in teaching in mathematics and better skills for higher 

perception on how students do well in mathematics because of ability, habits, teaching, friends and effort. 

However, better knowledge and skills were also revealed for teachers with lower effect on the participation in 

mathematics development activities and professional development in teaching mathematics. Nevertheless, the 

level of knowledge of teacher in mathematics is not correlated with the competence of the teacher in applying 

mathematics in real life, manifestation of the teachers’ unpreparedness for senior high school. Hence, there is a 

need for more training for teachers to help them in teaching mathematics in real life. 

 

Keywords Mathematics application, curriculum, teachers’ preparedness, mathematics literacy 

  

 

I. INTRODUCTION  

The potential role for the development of individual skills is knowing when and how to use 

mathematical knowledge for approaching and solving problems in practical situations. Hence, this improved 

students’ mathematical thinking and literacy. On the other hand, the role of a math educators is to let students 

practice applying mathematics to real-world problems, so that they improve their mathematical thinking and 

mathematical literacy (Bokar, 2013). 

The Department of Education in collaboration with Southeast Asian Ministers of Education 

Organization conducted comparative studies on educational systems across the globe which resulted to the 

mandatory implementation of K to 12 reform in the Philippines. K to 12 means Kindergarten and the 12 years of 

elementary and secondary education. Kindergarten refers to the five-year old cohort that takes a standardized 

kindergarten curriculum. Elementary education refers to primary schooling that involves six years of education 

(Grades 1 to 6). Secondary education refers to four years of junior high school (Grades 7 to 10) and two years of 

senior high school (Grades 11 to 12).The reform commenced during the school year 2012-2013 in all public and

http://sareb-journal.org/
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 private elementary and secondary schools across the country (DepEd Order No. 31, series of 2012). The 

rationale for implementing the K12 system cycle is to align our standards of education to that of what is globally 

accepted. 

Proficiency in mathematics was considered as one of President Benigno Simeon C. Aquino III’s 10-

point education agenda.The twin-goals of Mathematics in basic education are critical thinking and problem-

solving. The challenge for mathematics education therefore was to comply with the standards of K to 12 

curriculum as stated in its vision of a Filipino learner who possesses sufficient mastery of basic competencies 

 (literacy, numeracy) and skills in problem solving, creative and critical thinking. 

With the shift of the curriculum, the current curriculum will be decongested to allow for mastery of 

learning.  Mathematics is a subject that encompasses life at any stage and its value is applied even outside the 

four corners of the classroom. The recent K to 6 Mathematics curriculum demands that individual must learn 

comprehensively and with much depth and ensures continuity of learning from K to Grade 10. The two years 

additional, Grades 11 and 12 provides time for mastery of key mathematics concepts, and provides an 

opportunity for students to choose advance mathematics as an elective (e.g., engineering and sciences, business 

and entrepreneurship, technical or applied mathematics).The curriculum has five content areas in the 

mathematics curriculum. It is also expected that the specific skills and processes developed in the curriculum 

are: 1) to know and understand; 2) to estimate, compute, and solve; 3) to visualize and model; 4) represent and 

communicate; 5) conjecture, to reason out, prove, and to make decision, and 6) apply and connect. There will be 

fewer number of digits that will be involved in operations but the focus will be on understanding, critical 

thinking, problem solving, reasoning, communicating, and making connections, representations and decisions in 

real life. 

Solving real life problems is important to the students to prepare them for their lives after grade 12. 

Again, mathematics educators need to promote student thinking that can help enhance individual’s mathematical 

literacy. Felton (2014) states that problems must be authentic and that the teacher must approach activities 

authentically to encourage students to draw on their real-world knowledge. The importance of the application to 

real-world has been emphasized at the national and even in the international levels. For instance, Programme for 

International Student Assessment (PISA) is an international assessment that emphasizes the real-world problem-

solving in mathematics part of the assessment. 

Meanwhile, students struggle to connect mathematics and their lives. Students face a problem 

whenever they encounter a new mathematical concept. Moreover, they understand that they need to study the 

concepts to pass the class; however, they also believe that the concept will have no application to their real life. 

Consequently, mathematics education as a research field has widely shown that mathematics teachers’ behaviors 

and competencies have significant influenc on students’ learning achievements and so any institutional global 

project focusing on developing mathematical competencies at schools has to be concerned with the even more 

complex task of developing professional mathematics teaching competencies (Marban, 2009). Thus, 
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mathematics teachers should therefore be adept at teaching the subject and must be equipped with the necessary 

skills or strategies needed to improve the competency of the students in mathematics (Braza and Supapo, 2014). 

The aforementioned discussion explained the reason why it is also important to explore the high school 

teachers’ knowledge and skills in applying mathematics in real life. The shift to K to 12 curriculum challenges 

the mathematics educators to integrate the real world problems in their lesson to equip the students with the 

required skills needed to face the complexity of life through the knowledge and skills in applying mathematics 

in real life. The teachers’ competency in teaching is being assessed through the Licensure Examination for 

Teachers (LET) but this does not reveal the skills of teacher in applying mathematics in real life. Thus, 

exploring the teachers’ knowledge and skills in real life would determine the preparedness of the teacher in 

senior high school especially if they are employed in a school that offer academic track for senior high school.  

The study aimed to investigate the high school teachers’ level of knowledge and skills in applying 

mathematics in real life. In particular, this study explored answers to the following questions: 

1. What is the teachers’ level of knowledge and skills in applying mathematics in real life? 

2. Is there a significant relationship between teachers’ knowledge or skills in applying 

mathematics in real life  and the teacher-related variables, particularly: 

a. Is there a significant difference between teachers’ knowledge or skills in 

applying mathematics in real life when grouped according to personal 

background particularly sex? 

b. Is there a significant correlation between teachers’ knowledge or skills in 

applying mathematics in real life  and the following teacher-related variables: 

i. professional development; 

ii. time management; 

iii. assessment strategies; 

iv. teaching strategies; 

v. students with special needs, and  

vi. attitudes of the teacher towards mathematics? 

3. Is there a significant correlation between teachers’ knowledge and skills in applying 

mathematics in real life? 

 

II. MATERIALS AND METHODS  

This study was descriptive-correlational type and made use of quantitative data to determine the high school 

teachers’ level of knowledge and skills in applying mathematics in real life. This study was a population study. 

All public high school teachers teaching Mathematics in Nueva Vizcaya that are employed in schools that offer 

academic track during the academic year 2015-2016 served as respondents. Only math teachers in schools that 

offer academic track were included because they are the future teachers of the senior high schools in 

mathematics. The Knowledge Test adopted from Calanta, et al. (2015) was used to measure teacher’s 
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knowledge in mathematics while PISA Mathematics Test was used to measure teachers’ skill in applying 

mathematics in real life. The Knowledge Test was composed of five items per domain in mathematics namely: 

1) Numbers and Number Sense, 2) Geometry, 3) Patterns and Algebra, 4) Measurement, and 5) Statistics and 

Probability. The items were adapted from Callanta, et al. (2015) in their first edition of Mathematics Learner’s 

Module, Department of Education instructional materials. The Cronbach reliability index was 0.62. The PISA 

mathematics test was composed of PISA released items involving mathematical content, mathematical 

processes, and situations. The test consists of real world problems of different levels that depend on the skills 

applied to solve the problem. The internal consistency index was 0.902. The Skills in applying mathematics in 

real life was composed of PISA 2012 released Mathematics items published in May 2013. In addition, the 

modified and adopted Pan‐Canadian Assessment Program (PCAP) Questionnaire for teachers was used to 

determine the personal background, professional development, time management, assessment strategies, 

teaching strategies ,students’ with special needs (the kinds of students teacher’s teach), and  attitudes of the 

teacher towards mathematics. These teacher-factors included in PCAP are very important in helping describe 

how mathematics is taught.  

Descriptive statistics (i.e. frequency, mean, standard deviation) were used to describe the score of teachers. 

Independent Sample T-test / Mann-Whitney U test were used to find for significant difference in the scores 

when grouped by personal background particularly sex. Pearson-r and Spearman-rho were used to investigate or 

explore relationships of skills or knowledge in time management, assessment strategies, teaching strategies, 

students with special needs, and attitudes of the teacher towards mathematics.  

Table 1 and 2 show the interpretation guides.  

 

Table 1. Interpretation Guide for Level of Understanding 

Qualitative Description % score 

Poor Understanding 0.00 – 19.49 % 

Fair Understanding 19.50 % - 39.49 % 

Moderate Understanding 39.50 % - 59.49 % 

Great Understanding 59.50 % - 79.49 % 

Very Great Understanding 79.50 % - 100% 
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Table 2.  Scoring Scale of Level of Skills of the Teachers in Applying Mathematics in Real Life 

Qualitative Description Score 

Below Level 1 0-21 

Level 1 22-24 

Level 2 25-27 

Level 3 28-30 

Level 4 31-33 

Level 5 34-38 

Level 6 Above 39 

 

III. RESULTS AND DISCUSSION  

Section 1. Teachers’ Knowledge and Skills in Applying Mathematics in Real Life  

Table 1a. Level of Teachers’ Knowledge in Applying Mathematics in Real Life 

Level  f Percent 

fair knowledge 4 17.4 

moderate knowledge 10 43.5 

great knowledge 9 39.1 

Total 23 100.0 

Overall: mean=52.17 (moderate understanding); SD=11.09 

It can be learned from Table 1a that most of the teachers have moderate and above knowledge level. 

The result reveals that there were 4(17.4%) teachers with fair knowledge, 10(43.5%) teachers of moderate 

knowledge and 9(39.1%) teachers of great knowledge. This also indicates that most of the teachers have 

moderate knowledge. Furthermore, the result also reveals that overall, the teachers’ knowledge in applying 

mathematics in real life was moderate.  

The results are akin to the findings of Saldivar (2015) who studied the functional literacy of Chemistry 

teachers. Functional literacy is about applying or using one’s knowledge in actual situations, which is applying 

in real life situations in the case of this study on mathematics. Saldivar’s study revealed that the Chemistry 
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teachers’ functional literacy level is approaching proficiency based on Department of Education’s standards. 

Moreover, the study of Campo (2010) showed that the high school teachers are low in terms of content 

knowledgeability on exponential and logarithmic functions The mathematics teachers’ low to moderate 

knowledge and understanding as well as the Chemistry teachers’ below proficiency level indicate some 

semblance in the state of mathematics and science education at present.   

Table 1b.  Level of Teachers’ Skills in Applying Mathematics in Real Life 

Level of Teachers’ Skills Frequency Percent 

Below Level 1 22 95.7 

level 6 1 4.3 

Total 23 100.0 

Overall: median= 14.03 (Level 1); SD=9.45 

 It can be gleaned from Table 1b that dominantly the teacher’s skills can be described as below level 1. 

There were 22(95.7%) teachers with below level 1 skill in applying mathematics in real life and only 1(4.3%) 

teacher has level 6. This also indicates that almost all of the teachers’ level of skill in applying mathematics in 

real life was level 1. It indicates that the teachers hardly impart applications of mathematics in real life.  

 These results can be explained by the fact that low knowledge of the teachers would naturally lead to 

low application. If one lacks the knowledge, utilization of the knowledge would be quite impossible. Thus low 

level of knowledge would mean low level of application.  

Section 2. Teachers’ Knowledge and Skills in Applying Mathematics in Real Life in Relation to other 

Teacher-factors 

Table 2a and 2b shows the teachers’ knowledge in applying mathematics in real life in relation to sex 

and the mean ranks by group design and Mann-Whitney U test for knowledge and skills when grouped by sex 

respectively. 

Table 2a. Teachers’ Knowledge in Applying Mathematics in Real Life in Relation to Sex 

 
Sex N Mean Std. 

Deviation 

Std. Error 

Mean 

t df Sig. (2-

tailed) 

Knowledge 

Male 9 14.000 1.4142 .4714 1.129 20 .272 

Female 13 12.692 3.2502 .9015    

*significant at 0.05  **significant at 0.01 
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Male teachers have higher mean score compared with females. However, t-test result reveals that there 

was no significant difference in the mean score of teachers’ knowledge in applying mathematics in real life 

when grouped by sex. This means that the teachers’ knowledge is the same regardless of sex. This further 

implies that teachers’ knowledge and skills of male and female teachers are relatively the same. 

 

Table 2b. The Mean Ranks by Group Design and Mann-Whitney U Test for Skills when Grouped by Sex 

 Sex N Mean Rank Sum of Ranks Mann-Whitney U Exact Sig. [2*(1-tailed Sig.)] 

Skills 

Male 9 9.39 84.50 39.500 .209 

Female 13 12.96 168.50   

Total 22     

*significant at 0.05  **significant at 0.01 

Female teachers have higher mean scores compared with male teachers. Mann-Whitney U result shows 

that there was no significant difference between the teachers’ skills in applying mathematics in real life when 

grouped by sex. The finding on skills supports the finding on knowledge which implies that the application of 

mathematics to real life situation is not affected by one’s sex.  

Tables 2c to 2h show the significant correlation between the teachers’ knowledge or skill in applying 

mathematics in real life and selected teacher-related variables.  

Table 2c. Correlation between Teachers’ Knowledge or Skills and Teachers’ Professional Development 

Professional Development K 

(ρ) 

S 

(ρ) 

Effect of participating mathematics professional development in teaching math -.221 -.437* 

Effect on mathematics teaching of taking part in professional development opportunities -.459* -.373 

K= knowledge; S=skill   *significant at 0.05  **significant at 0.01 

Table 2c shows the significant correlation between the teachers’ knowledge or skill in applying 

mathematics in real life and selected teacher-related variables particularly the professional development. There 

was no significant correlation between knowledge and effect of participating mathematics professional 

development in teaching math (r=-0.221)
. 

However, teachers’ knowledge and skills are significantly but 

negatively related to effect on mathematics teaching of taking part in professional development opportunities (r 

=-.459, p <0.05) for knowledge, and r = -.437 at p<0.05 for skills). This finding contradicts the finding of 

Campo (2010) who found out that educational attainment and professional development have an influence on 
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the cognitive competence, particularly on reasoning skills of the mathematics teachers. This is rather alarming. 

It implies that the more exposed to professional development, the less knowledgeable and skillful the teachers 

are in real life applications of mathematics. The question that lingers now is, are the teachers’ professional 

development activities related and relevant to applications of mathematics to real life? It is truly possible that 

teachers might be attending professional enhancements but in different areas not related to mathematics.  

Table 2d. Correlation between Teachers’ Knowledge or Skills and Teachers’ Time Management 

Time Management K 

(ρ/ra) 

S 

(ρ/ra) 

Frequency in assigning different types of work .299 .109 

Frequency of doing activities related in monitoring assign homework .245a .176 

Frequency of losing time because of misbehaviors, disruptions or unrelated discussions .163 a .203 

Percentage spent in numbers and operations, geometry and measurement; patterns and 

relationships; and data management 

.067 a -.187 

K= knowledge; S=skill   *significant at 0.05  **significant at 0.01 

Table 2d shows the significant correlation between the teachers’ knowledge or skill in applying 

mathematics in real life and teachers’ time management.  The result also shows that there was no significant 

correlation between knowledge or skills and frequency in assigning different types of work, frequency of doing 

activities related in monitoring assign homework, frequency of losing time because of misbehaviors, disruptions 

or unrelated discussions, and percentage spent in numbers and operations, geometry and measurement; patterns 

and relationships; and data management. 

Table 2e. Correlation between Teachers’ Knowledge or Skills and Teachers’ Assessment Practice 

Assessment Practices K 

(ρ/ra) 

S 

(ρ/ra) 

Frequency of Assessing students for final evaluation. .300 a .410 

Frequency of using selected, short and/or extended response. .007 a -.002 

Frequency of including recalling, applying, explaining and generalizing in teacher-

developed mathematics test 

-.014 a -.137 

K= knowledge; S=skill   *significant at 0.05  **significant at 0.01 

As gleaned in table 2e, there was no significant correlation between knowledge or skills and frequency 

of assessing students for final evaluation, frequency of using selected, short and/or extended response and 

frequency of including recalling, applying, explaining and generalizing in teacher-developed mathematics test. 
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Table 2f. Correlation between Teachers’ Knowledge or Skills and Teachers’ Teaching Strategies 

Teaching Strategies K 

(ρ/ra) 

S 

(ρ/ra) 

Extent of using instructional strategies in mathematics classes .109 a .278 

Extent of using strategies like re-teaching, adapting instructions and resources; and 

providing enrichments 

-.396 a -.315 

Extent to agree about learning mathematics and beliefs on students to learn math -.159 a .163 

View on how valuable calculators, software, problem solving, discussion and 

manipulative in helping students 

.306 a .026 

Percentage of the class time spent  in teaching, small and group works, project and work 

stations and other activities in mathematics class 

.607** a .357 

Frequency of explaining solutions orally, in writing, generalizations , reasoning and other 

related activities in math classes 

.300 a .410 

Frequency of using resources in mathematics instruction .171 a .057 

K= knowledge; S=skill   *significant at 0.05  **significant at 0.01 

In terms of teaching strategies, Table 2f shows that there was no significant correlation between 

knowledge or skills and extent of using instructional strategies in mathematics classes, extent of using strategies 

like re-teaching, adapting instructions and resources; and providing enrichments, extent to agree about learning 

mathematics and beliefs on students to learn math, view on how valuable calculators, software, problem solving, 

discussion and manipulative in helping students, frequency of explaining solutions orally, in writing, 

generalizations, reasoning and other related activities in math classes and frequency of using resources in 

mathematics instruction. There was a significant correlation between knowledge and percentage of the class 

time spent in teaching, small and group works, project and work stations and other activities in mathematics 

class but no significant correlation in skills. 

Table 2g. Correlation between Teachers’ Knowledge or Skills and Students with Special Needs 

Students with Special Needs K 

(ρ/ra) 

S 

(ρ/ra) 

Average number of students  who needs accommodations or adoptions -.255 a -.020 

K= knowledge; S=skill   *significant at 0.05  **significant at 0.01 

Table 2g shows the significant correlation between the teachers’ knowledge or skill in applying 

mathematics in real life and selected teacher-related variables in terms of students with special needs. The result 

reveals that there was no significant correlation between knowledge or skills and average number of students 

who needs accommodations or adoptions. 
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Table 2h. Correlation between Teachers’ Knowledge or Skills and Teachers’ Attitudes towards 

Mathematics 

Attitudes towards Mathematics K 

(ρ/ra) 

S 

(ρ/ra) 

Extent to agree about positive thoughts about mathematics like enjoying it, easy, 

challenging and others. 

.138 a .074 

Degree to agree how well students perform in mathematics based on their ability, good 

teaching and others 

.166 .515* 

Extent to agree that students struggle because of poor work habits, not enough ability, 

lack of support and others. 

-.041 a .233 

Confidence of teacher in their ability in calculations, mental math, estimation, solving 

complex problems and technology. 

.050 .201 

Confidence of teacher in helping students develops understanding in numbers, geometry 

and measurements, pattern and statistics. 

-.125 -.047 

Extent of present challenges to ability to teach .035 -.164 

K= knowledge; S=skill   *significant at 0.05  **significant at 0.01 

As gleaned in Table 2h, there was no significant  correlation in teachers’ knowledge or skills in 

applying mathematics in real life and extent to agree about positive thoughts about mathematics like enjoying it, 

easy, challenging and others, confidence of teacher in their ability in calculations, mental math, estimation, 

solving complex problems and technology, confidence of teacher in helping students develop understanding in 

numbers, geometry and measurements, pattern and statistics, and extent of present challenges to ability to teach. 

There was no significant correlation between knowledge and degree to agree how well students perform in 

mathematics based on their ability, good teaching and others but there was significant correlation in teachers’ 

skills in applying mathematics in real life. 

In general, there was no significant correlation between teachers’ knowledge or skills and assessment 

practices, time management and students with special needs. On the other hand, there was significant correlation 

between teachers’ skills or knowledge and professional skills particularly in effect of participating mathematics 

professional development in teaching math and effect on mathematics teaching in taken part in professional 

development opportunities. Moreover, there was also significant correlation between teachers’ knowledge and 

teaching strategies particularly in percentage of the class time spent in teaching, small and group works, project 

and work stations and other activities in mathematics class. Furthermore, there was also significant correlation 

between skills and attitudes particularly in degree to agree how well students perform in mathematics based on 

their ability, good teaching and others.  

 This indicates that the more time spent in teaching in mathematics class, the better the knowledge of 

the teacher. It also showed that the higher the perception on how students do well in mathematics because of 

ability, habits, teaching, friends and effort, the better skills the teacher have. However, the lower the effect on 
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the participation in mathematics development activities, the better the result of the knowledge of the teachers 

and the lower the effect of participation in mathematics professional development in teaching mathematics, the 

better result of the skills of teachers.  

Section 3. Significant Correlation between Teachers’ Knowledge and Skills in Applying Mathematics in 

Real Life 

Table 3. Correlation between Teachers’ Knowledge and Skills in Applying Mathematics in Real Life 

 Skills 

(ρ/ra) 

Knowledge .267 

*significant at 0.05  **significant at 0.01 

As revealed in Table 3, there was no significant correlation between the teachers’ skills and knowledge in 

applying mathematics in real life. This means that the higher or lower level of knowledge of teacher in 

mathematics is not an assurance of more competence or less competence of the teacher in applying mathematics 

in real life. 

 

IV. CONCLUSION  

1. The teachers’ moderate knowledge and below level 1 skill in applying mathematics implies a need for 

retooling to help them cope with the demands of teaching in the senior high school. 

2. The professional development activities of the teachers seem; not to influence their knowledge and skills in 

applying mathematics to real life situations. On the other hand, the more time they spend in activities in 

mathematics class, and the more positive they are towards mathematics; the higher is their knowledge and 

skills in mathematics. It appears that these activities generate more knowledge and skills not only for the 

students but more importantly, to the teachers. 

3. Application of mathematics to real life still, which is a goal in K to 12 curriculum seems wanting among 

mathematics teachers, particularly the prospective senior high school teachers.  

The results of the study revealed that the mathematics teachers are not yet prepared for the senior high 

school curriculum. This indicates that the trainings attended by the teachers in preparation for grade 11 and 12 

of K to 12 curriculum are not enough. The negative correlation on professional development should be looked 

into because the teachers might be attending seminars and trainings that are not related to what they really need 

in the classroom. There is a need for more relevant trainings for teachers to help them cope with the demands 

and challenges of K to 12 curriculum. 
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Abstract: This paper investigates the moderating effect of subsidiary size and age on the relationship between 

institutional distance and the likelihood of multinational subsidiary’s access to complementary local assets. 

Building upon institutional theory, we argue that the greater the institutional distance between home and host 

countries, the lesser the likelihood of subsidiary’s access to local complementary assets is. At the same time, we 

predict that the larger size of the subsidiary, and the older subsidiary, the more the likelihood of the subsidiary’s 

access to complementary local assets is. To test our proposed hypotheses, we use the survey data from the data 

set of the General Statistics Office of Vietnam at 264 subsidiaries located in Vietnam. We also complement our 

survey data with country-level data from different sources to test the proposed hypotheses. Our quantitative 

analysis confirms that the likelihood of larger and older subsidiaries’ access to complementary local assets in a 

more institutionally distant country are higher than smaller and young subsidiaries. The study provides 

implications for the international business literature and subsidiary management. 

 

Keywords: Institutional distance, complementary local asset, subsidiary size, subsidiary age  

 

 

I. INTRODUCTION  

When the execution of multinational enterprise (MNE) internationalization strategies is predicated on the 

capacity to access and bundle local assets complementary to the firm’s internal resources and capabilities, how 

does institutional distance between home and host country impact the success of such strategies? Does subsidiary 

size and age moderate the negative impact of institutional distance between home and host locations on access to 

complementary local assets?  This paper seeks to address these two related questions by examining MNE 

subsidiary success at accessing complimentary local assets in a fast growing, yet institutionally distant emerging 

market: Vietnam.  

MNEs typically establish subsidiaries in different geographical locations to exploit location-specific 

advantages abroad – that is to access complementary local assets (Hennart et al. 2015; Veberke 2009; Dunning 

and Lundan 2008). Because successful manufacturing and sales in a foreign market require that MNEs 

successfully bundle their own assets with complementary local assets (land, permits, labor, etc.) which are 

typically owned by local partners (Hennart 2009) highlighting the importance of intra-firm collaboration. To 

exploit complementary local assets, MNEs face differences in the institutional context between home and host 

countries. These inter-country institutional differences are associated with the liability of foreignness (Zaheer 

1995) and legitimacy pressure (Kostova and Zaheer 1999). Recent studies report great differences in the 

geographical portfolios of MNEs (Beugelgsdijk and Rudambi 2013) thus requiring IB scholars to address the 

http://sareb-journal.org/
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impact of institutional distance in country contexts on MNE strategy and performance (De Jong et al. 2015; 

He et al. 2015; Li et al. 2016; Xu and Beamish, 2004; Xu and Shenkar 2002).  

Although the extant literature often mentions the role of institutional context on MNE strategy it somewhat 

neglects the role of institutional differences between home and host countries in investigating the subject of 

MNEs’ access to complementary local assets in local markets (Hennart 2009; Hennart et al. 2015). In particular, 

how MNE subsidiaries access complementary local assets to bundle with parent firm’s assets successfully is an 

area in need of greater exploration. In particular, we assert that the likelihood of subsidiaries’ access to 

complementary local assets is complicated by institutional distance.  

To acquire complementary local assets, MNEs must know where they can be found and who owns them, 

and enforce access contracts or agreements for them. These become arduous for an MNE subsidiary operating in 

host countries with high institutional distance from the home country due to a liability of foreignness for two 

reasons. First is related to knowledge acquisition about the business environment of the host country which its 

local rivals accumulate just by being there (Hennart et al. 2015). Second, foreign firms are frequently targets of 

discrimination by local governments limiting fair access to local assets (Zaheer 1995). The consequence is that 

MNE subsidiaries face a higher risk of opportunism and uncertainty accessing complementary local assets.  

This paper makes the following contributions. First, our paper provides an analysis of institutional distance 

in relation to the likelihood of subsidiary’s access to complementary local assets. In doing so, we contribute to  

research that accounts for the complex nature of home-host country institutional distance on MNE subsidiary 

management.  

Second, we extend the ‘asset-bundling framework’ (Hennart 2009) by empirically testing the effects of 

institutional distance on the likelihood of subsidiary’s access to complementary local assets in an emerging market 

context.  

Third, drawing on institutional theory (DiMaggio and Powell 1983; Kostova et al. 2008; Oliver 1991; Scott 

1995), we also investigate how the role of subsidiary size and age impacts the relationship between institutional 

distance and the likelihood of subsidiary’s access to complementary local assets. We argue that the effect of 

institutional distance on the likelihood of subsidiary’s access to complementary local assets is likely to be 

moderated by subsidiary size and age. Larger and older subsidiaries’ access to complementary local assets in more 

institutionally distant host countries is greater than for smaller and younger subsidiaries. The reason for this is by 

virtue of larger and older subsidiaries’ relations with local partners. To date, this is the first study that looks at 

moderating role of subsidiary size and age in the relation between institutional distance and the likelihood of 

subsidiary’s access to complementary local assets in emerging markets. 

Our empirical sample is drawn on data from Vietnam which is likely to be an ideal setting for examining the 

implications of institutional difference on exploiting complementary assets by MNE for the following reasons. 

First, Vietnam has been viewed as an emerging market that has rapidly developed a transition economy with ‘a 

bureaucratic, yet entrepreneurial, business environment’ (Myer and Nguyen 2005). Echoing the situation in China, 

Vietnam began a gradual path of reform starting in 1986 whilst maintaining the Communist Party in power 

implying that key aspects of the economy’s resources are subject to regulation or direct interference by the 
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authorities of the government or ruling party. Second, despite significantly institutional reforms, this process 

remains uneven with Vietnam continuing to possess a weak formal institutional framework (Myer and Nguyen 

2005). MNEs investing in Vietnam are thus confronted with a high degree of institutional uncertainty and 

complexity which affects their strategies, tactics and operations (Anwar and Nguyen 2011). And while the number 

of foreign firms has increased significantly, many lack government support and market legitimacy compared with 

local state-owned enterprises (Nguyen et al. 2013). Third, Vietnam has been identified as an important emerging 

market that in recent years has delivered higher GDP growth than the BRIC countries. It has been named among 

the “Next-11” emerging markets by Goldman Sachs and is an increasing point of attention for MNEs seeking 

growth opportunities outside of BRIC (Meschi et al. 2016).  

II. THEORY AND HYPOTHESES 

2.1. Complementary assets  

There are numerous reasons why access to complementary assets are important for MNEs and deserving of 

further study.  

First, complementary assets are resources, infrastructure or capabilities needed to support the 

successful commercialization and marketing of the MNEs products or services. In the MNE context, IB scholars 

categorized two kinds of complementary assets: home and host country complementary assets (Hennart 2009; 

Hennart et al. 2015). The scholars call the latter complementary local assets (country-specific assets). In the IB 

literature (Hennart et al. 2015; Hennart 2009; Vekeber 2009) complementary local assets are defined as assets 

owned by local partners and existing in a target host country, which MNEs need to bundle with their assets. These 

assets include ‘land, raw materials, labor, utilities, government permits and access to customers’ (Hennart et al. 

2015, p.467).  

Previous contributions have focused on whether complementary local assets owned are freely accessible to 

MNEs or not. The OLI and internalization theories view local complementary local assets as ‘location advantages’ 

(L advantages) (Dunning and Lundan 2008). IB scholars also contend that firms will serve foreign markets through 

foreign production as a foreign investor’s ownership advantage (O advantage), for instance its tacit knowledge 

and technological innovation, cannot be easily sold and rented to local firms. The best way is therefore to exploit 

it in conjunction with local factors of production (Hennart 2009; Hennart et al. 2015). In addition, IB theories 

stress that as foreign production occurs, O advantages are more profitably bundled with complementry local assets 

(L advantages) rather than home country complementary assets (Veberke 2009). To exploit these local specific-

location advantages, the implicit assumptions of the OLI paradigm and Internalization theories are that the 

complementary local assets are freely available and accessible to foreign investors. 

The ‘asset-bundling framework’ of Hennart (2009) challenges this assumption arguing that complementary 

local assets are not always freely accessible to MNEs. The model suggests that a crucial variable in that decision 

is the efficiency of alternative local markets available to the foreign investor for accessing the complementary 

local assets especially with respect to transaction costs (Hennart 2009). In the same vein, adapting the assumption 

of the asset-bundling model, Hennart et el. (2015) further argued that MNE’s access to complementary local assets 

vary from country to country. Transferring complementary local assets are subject to various levels and types of 

imperfections. The degree of imperfection will depend on the characteristics of those assets and on the level of 

https://en.wikipedia.org/wiki/Commercialization
https://en.wikipedia.org/wiki/Marketing
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institutional support for markets. For example, land can often be accessed in rental markets. This poses problems 

when there is site specificity, i.e., when the value of land is affected by the actions of the renters (Williamson 

1985). When rental contracts fail because of site specificity, one alternative for MNEs is to buy the land on which 

they want to establish their business. This may be difficult if there are no private property rights for land or if land 

titles are insecure owing to non-existent or poorly kept land registers.  

2.2. Institutional context distance 

2.2.1. Conceptualization and measurement  

The debate concerning the measurement of formal and informal institutional distance is prominent in the IB 

research agenda (Drogendijk and Martín 2015; Gaur and Lu 2007; Li et al. 2016; Kostova and Zaheer 1999). 

Scott (1995) states that ‘institutions consist of cognitive, normative, and regulatory structures and activities 

that provide stability and meaning to social behavior’ (p. 39). In this conceptualization, institutions are comprised 

of formal and informal institutions (North 1990; Scott 1995). Formal institutions are manifested in regulatory 

institutions (North 1990) while informal institutions are viewed as corresponding to culture within the Hofstede’s 

(2001) framework (De Jong et al. 2015).  

Institutional distance refers to ‘the extent of dissimilarity between host and home institutions’ (Xu and 

Shenkar 2002, p.610). First, formal institutional distance is reflected in regulatory distance. Prior studies have 

addressed and tested measures of regulatory distance (Chao and Kumar 2010; Xu et al. 2004). Xu et al. (2004) 

measure regulatory institutional distance based on the information provided in the Global Competitiveness Report, 

published annually by the World Economic Forum.  

Informal institutional distance is captured by national cultural distance (De Jong et al. 2015; Eden and Miller 

2004; Li et al. 2016). Several scholars have proposed and tested alternative measures of cultural distance. 

Drogendijk and Slangen (2006) offer an extensive comparative test (for a comprehensive comparison of various 

country-score diversity measures, see also Avloniti and Filippaios 2014). They show that the Hofstede and 

Schwarz-based measures of national cultural distance explain establishment decisions by MNEs equally well. 

Further, they also find that the explanatory power of the perceptual measure, despite its statistical significance, is 

lower. This is particularly noteworthy given that common knowledge suggests that managers’ perceptions drive 

their decisions. In a similar vein, recent empirical cultural distance (CD) studies attempt to design variation-based 

measures aiming to overcome some of the methodological limitations of mean-based CD measures (Beugelsdijk 

et al. 2014). Existing measures reflect mean country values and thus ignore variations within host countries. In so 

doing, mean-based measures could overestimate CD effects on MNE behaviour and performance. Due to the lack 

of raw underlying data, many researchers nonetheless continue to rely on arithmetical means to calculate their 

distance, which is further complicated by the alleged superiority of variance-based alternatives over existing 

mean-based measures (Beugelsdijk et al. 2014). 

Thus our positioning in the institutional distance research is as follows. We acknowledge that institutional 

distance comprises of formal and informal institutional distance. Formal institutional is captured by regulatory 

distance, which is measured as the absolute difference between the two countries’ regulatory scores describing 

the legal and regulatory aspects of a country’s environment. Informal institutional distance is reflected by cultural 
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distance that is measured by Hofstede’s cultural dimensions by using the formula of Kogut and Singh (1988) to 

generate a cultural difference index between two countries. 

2.2.2. Institutional context distance 

The institutional literature suggests that MNEs and managers confront additional challenges when crossing 

borders and becoming operationally active in a host country context that differs from their home country. To 

explore and exploit location-specific advantages abroad, firms and managers have to overcome institutional 

distance between home and host country (Kostova and Zaheer 1999). These contextual differences in terms of 

institutions are associated with the liability of foreignness (Zaheer 1995), meaning that internationalizing firms 

incur costs that domestic firms do not (Schwens et al. 2011). In order to succeed abroad, firms need to obtain 

legitimacy by conforming to established institutional rules, norms and belief systems prevailing in the host 

environment (Oliver 1991; Scott 1995), such as business models, structures and practices (Kostova and Zaheer 

1999).  

Several existing studies indicate that the larger institutional distance the greater the uncertainty and liability 

of foreignness for firms (Eden and Miller 2004; Kostova and Zaheer 1999), impeding a firms’ understanding of 

local markets (Salomon and Wu 2012). In a similar vein, Wu et al. (2015) argue that since MNEs operating in 

foreign markets compete in multiple markets, these firms are likely to face varying institutional environments 

across multiple foreign markets. Westney (1993) suggests that firms face multiple country institutional 

environments each of which is unique. This implies that the structure of these institutions typically varies across 

national environments (Kostova and Zaheer 1999). Therefore, MNE subsidiaries face risks of opportunism and 

uncertainty in exploiting specific-location advantages in local markets. 

A subsidiary operating in an institutionally distant country will likely find to hard to figure out an optimal 

combination of the local assets and home complementary assets because of difficulty in exploit complementary 

local assets. Given that, we argue that because larger subsidiaries typically have more experience and possess 

greater resource advantages (Barney 1991), they are likely to have greater access to complementary local assets 

in more institutionally distant countries than do smaller subsidiaries1.  

2.2.3 Institutional theory and subsidiary’s access to complementary local assets 

Institutional theory studies the role of isomorphism. In order to survive, firms need to obtain legitimacy and 

do so through isomorphism with salient institutions i.e. they tend to conform to the rules, norms and belief systems 

prevailing in their environment (DiMaggio and Powell 1983). In our setting, in exploiting complementary local 

assets in target local markets, MNEs face local institutional pressure that stems from differences in institutional 

environments between home and host countries (Li et al. 2016; Xu and Shanker 2002). Drawing on the 

comparative institutional literature (Kostova et al. 2008; Kostova and Zaheer 1999; Salomon and Wu 2012; Scott 

1995; Vo 2013; Xu and Shenkar 2002) we argue that greater institutional distance between home and host 

                                                           
1 In institutional theory, legitimacy is the primary incentive for the adoption of institutionalised practice, as a means to provide stability in the 

face of uncertain markets or technologies (Meyer and Rowan 1977). Legitimacy is tightly connected to the concept of institutions, which are 

enduring social structures and processes that give order and meaning to life. Legitimacy is a necessary characteristic of a well-established 

institution. At the most basic level, compliance with formal laws and regulations brings legitimacy. Endorsements resulting from professional 

assessments or accreditations are a strong source of normative legitimacy (DiMaggio and Powell 1983). 
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countries is likely to increase the challenges of legitimacy and therefore decrease the likelihood of subsidiary’s 

access to complementary local assets. There are various explanations for a negative hypothesized relationship 

between institutional distance and subsidiary’s access to complementary local assets.  

First, larger institutional distance between home and host countries tends to increase the level of uncertainty 

for MNEs (Eden and Miller 2004; Kostova and Zaheer 1999), which impedes the understanding between MNEs 

and their local partners (Salomon and Wu 2012; Vekerbe 2009), who own targeted complementary assets. 

Additionally, a greater institutional distance decreases the level of mutual trust in business transactions between 

MNEs and local firms since it affects their shared understanding and expectations (Gulati and Sytch 2007) as well 

as encourages opportunistic behavior (Lui and Ngo 2005). Both the communication effectiveness and mutual trust 

are sources of actors’ satisfaction and commitment in business collaboration (North 1990). These barriers lead to 

failures in transactions and contracts as accessing to complementary local assets by MNEs.   

Second, larger institutional distance is likely to increase the costs of doing business in the host country 

(Schwens et al. 2011; Slangen and van Tulder 2009). An MNE’s capacity to adapt to local regulations, law and 

practices in the host country are limited (Li et al. 2016; Vo 2013). This leads to disadvantages for the subsidiary 

in capturing and obtaining local information (Chang and Taylor 1999) as well as engaging in with local actors 

(De Jong et al. 2015). For this reason, the subsidiary suffers discrimination hazards, making it relatively difficult 

to access local resources.  Thus, access to host-country local assets is often a challenge for subsidiaries even in 

possession of distinctive capabilities and resource-based advantages (Hennart 2009). We therefore propose the 

following hypothesis: 

Hypothesis 1: The institutional distance between home and host countries has a negative effect on the 

likelihood of subsidiary’s access to complementary local assets. 

2.2.4. Moderated effect of subsidiary size 

While we expect institutional distance to have a negative effect on the likelihood of subsidiary’s access to 

complementary local assets, we also expect this negative effect to be also related to subsidiary size. We posit that 

the likelihood of larger subsidiaries’ access to complementary local assets in greater institutionally distant 

countries are higher than smaller subsidiaries. There are several explanations for such the argumentation. 

First, compared to subsidiaries with smaller size large subsidiaries may have already established themselves 

as dominant competitors and may possess great local market power. They can thus cooperate with some of the 

dominant local firms to share resources and enhance their joint competitive positions against other firms in the 

local market (Slangen and Beugelsdijk 2010, Vo 2013).  

Second, the extant literature indicates that subsidiary size reflects the importance of the subsidiary and its 

technological sophistication (O’Donnell 2000) as well as knowledge transfer perspectives (Brock et al. 2008). 

Several studies have shown positive correlations between subsidiary size and expatriate deployment (Boyacigiller 

1990), and subsidiary size and expatriate top manager presence in subsidiaries (Belderbos and Heijltjes 2005). 

The explanations for these are that MNEs seek to gain greater control of their larger subsidiaries by sending top 

expatriate managers to manage risks associated with a large investment in the host country (Boyacigiller 1990). 

Furthermore, the larger the subsidiary, the more the parent firm is strategically dependent on the subsidiary for 

the execution of its own strategy and the achievement of its performance goals (Belderbos and Heijltjes 2005; 
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Chang and Taylor 1999). Lastly, they have abilities to enhance formal and informal inter-unit communication 

channels among partners in local markets (Gupta and Govindarajan 2000). These competences explicitly facilitate 

larger subsidiaries operating in a larger institutional distant country to establish stronger connections and tighter 

relationships with local actors as well as local government. Hence, we propose the following hypothesis: 

Hypothesis 2: The likelihood of larger subsidiaries’ access to complementary local assets in a more 

institutionally distant country are higher than smaller subsidiaries 

2.2.5. Moderated effect of subsidiary age 

In much of the empirical IB literature, there is a tendency to use subsidiary age as a proxy for its experience 

(D’Angelo et al. 2013; Love et al. 2015). Prior research states that subsidiary experience may have a moderating 

effect on institutional differences and performance of subsidiary (for a comprehensive review see Delios and 

Beamish 2001). Institutional theory suggests that longer subsidiary host country operations tend to become more 

localized over time and the subsidiary acquires more local experience (Gau and Lu 2007) and reducing 

institutional distance and liability of foreignness (Reimann et al. 2015). Longer host country experience 

subsidiaries are able to more accurately interpret differences in their host country’s local rules, regulations, and 

governmental control and enforcement mechanisms (Gaur and Lu 2007). Similarly, through experience in a 

particular host country, older subsidiaries acquire knowledge and capabilities that enable them to better understand 

and address conditions specific to the country (Peltokorpi 2015) and extending its understanding of alternatives 

(Delios and Henisz 2003).  

Taken together, this means that older (and more experienced) subsidiaries can overcome liability of 

foreignness and thus reduce the relevance of home-host country institutional distance for the subsidiary’s conduct 

to a greater degree than younger (and less experienced ones) (Eden and Miller 2004). Host country experience 

from older subsidiaries is a key determinant of business localization, and hence such subsidiaries are more able to 

assess the location and extent of exploitable local assets in the host country.  

The length of host country operation also reflects the level of experience that can impact the extent of success 

in the host market (He et al. 2015). Subsidiaries with extensive host-country experience generally know better 

how local firms are organized and how they operate, and know more about the culture and communication style 

of local workers, of local customers and suppliers than subsidiaries without such experience (Reimann et al. 2015). 

In addition, experience also allows subsidiaries to develop their knowledge acquisition, exploration capabilities, 

thereby to accumulate and gain access to local distribution system (Li 1994). Therefore, we propose the following 

hypothesis: 

Hypothesis 3: The likelihood of older subsidiaries’ access to complementary local assets in a more 

institutionally distant country are higher than young subsidiaries. 
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Figure 1. Theoretical framework 

III. RESEARCH METHODOLOGY  

3.1. Data set 

The data set used to test our proposed hypotheses are derived from various sources. The first data source 

stems from the firm-level survey data conducted by the General Statistics Office of Vietnam (GOS) from June 

2009 to January 2010. This firm-level survey is part of a larger project in Eastern Asia and Pacific countries by 

the World Bank. This survey database offered us the opportunity to measure the dependent variable (i.e., the 

likelihood of subsidiary’s access to complementary local assets), the moderating variables (i.e., subsidiary size 

and age) as well as the characteristics of subsidiary, headquarters, industry, and country. The GOS uses the method 

of stratified random sampling ordered by firm size, industry and region on both domestic- and foreign-owned 

industrial and service firms. 

This survey was conducted through face-to-face interviews conducted in thirteen provinces located in five 

regions of Vietnam: Red River Delta (Ha Noi, Hai Duong and Hai Phong), North Central Coast (Thanh Hoa and 

Nghe An), Mekong River Delta (Can Tho, Long An and Tien Giang), South Central Coast (Khanh Hoa and Da 

Nang), and Southeast (Ho Chi Minh City, Binh Duong and Dong Nai). The typical interviewee of firms in the 

survey was a board member of the firm; the chair of section or head of department. A total of 3131 eligible firms 

(both domestic- and foreign-owned firms), which are based on the list provided by the enterprise management 

section of the GOS were randomly selected. Among the sample, the split was 50 percent foreign-owned firms and 

50 percent domestic firms. In 2009, the total number of MNEs operating in Vietnam was 6548 (the 2006-2011 

Report from the Ministry of Planning and Investment of Vietnam, p.14) implying that the sample population used 

in this study was 24.9 percent of the total of population foreign firms operating in Vietnam.  

The selected firms were then used as the frame for the selection of a sample with the aim of obtaining 

interviews. After contacting and sending the questionnaire in advance by telephone calls and/or fax with the 

assistance of Local Statistics Offices in the selected provinces, 1096 of the 3131 firms agreed to participate in 

face-to-face interviews. Enterprises were divided into three groups: small-scale enterprises consisting of five to 

nineteen employees; medium-scale enterprises consist of twenty to ninety-nine employees; large-scale enterprises 

consisted of more than ninety-nine employees (full-time employees) (see Table 1). After checking the response 

questionnaires, 1053 responses from the firms fullfiled the requirements of the survey (the questionnaire response 

rate is approximately 33.53 percent). Of these 367 out of 1053 firms were foreign-owned firms (subsidiary) and 

are the subject of the study. Forty-one different home countries were represented in the sample. After correcting 

for missing values because of incomplete responses for the aim of this study, the usable final sample population 

was 264 reducing home country representation to twenty-six various home countries (see Table 2). Based on this, 

we were able to produce twenty-six country pairs.  
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We obtained the second data source from previously calculated data in Xu et al. (2004) and and third data 

sources taken from Hofstede’s cultural dimensions available from his website. Together with the information of 

the twenty-six country pairs, these sources allowed us to measure the key independent variables: regulatory and 

cultural distances. 

Table 1. Distribution of subsidiary size 

Subsidiary size Frequency Percent 

3–19 employees 32 12.12 

20–99 employees 103 39.02 

>100 employees 129 48.86 

Total 264 100 

         

     Table 2. Distribution of parent firms’ home countries in the sample 

Home country Frequency Percent Cumulative percent 

Australia 7 2.65 2.65 

Belgium 3 1.14 3.79 

Canada 2 0.76 4.55 

China 22 8.33 12.88 

Czech Republic 2 0.76 13.64 

Denmark 5 1.89 15.53 

France 6 2.27 17.8 

Germany 12 4.55 22.35 

India 1 0.38 22.73 

Indonesia 2 0.76 23.48 

Italy 3 1.14 24.62 

Japan 31 11.74 36.36 

Korea 17 6.44 42.8 

Malaysia 13 4.92 47.73 

Netherlands 9 3.41 51.14 

Norway 6 2.27 53.41 

Philippines 6 2.27 55.68 

Poland 6 2.27 57.95 

Russia 4 1.52 59.47 

Singapore 7 2.65 62.12 

Sweden 3 1.14 63.26 

Taiwan 21 7.95 71.21 

Thailand 4 1.52 72.73 

United Kingdom 5 1.89 74.62 

United States 64 24.24 98.86 

Venezeula 3 1.14 100 

Total 264 100  
 

 

 

 



Does Institutional Distance Affect Access to Complementary Local Assets of Multinational 

Subsidiary? Do Subsidiary Size and Age Really Matter? 

 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 189 | Page 

3.2. Variables and measurement 

3.2.1. Dependent variable  

Our dependent variable is the likelihood of subsidiary’s access to complementary local assets. Following 

Hennart (2009) and the definition in the preceding section, we measured the likelihood of subsidiary’s access to 

complementary local assets by means of particular questionnaire items. Subsidiary managers were asked the 

following: “Are access to local land and local services an obstacle to the current operations of this establishment”. 

The respondents provided their answers to these questions for ‘local land’ and each of four ‘local service’ items 

on five-point Likert-scale: ‘Please indicate between: the likelihood of access to local land and local services is (1) 

no obstacle, (2) a minor obstacle, (3) a moderate obstacle, (4) a major obstacle, or (5) a very severve obstacle’. 

Therefore, the survey provides us with a direct measure of the likelihood of subsidiary’s access to complementary 

to local assets. Cronbach’s alpha for the likelihood of subsidiary’s access to complementary to local assets for the 

five ‘local asset’ items is (0.86)  which satisfactory being above the threshold value of 0.70 (Hair et al. 2006). The 

principal component factor analysis (with one eigenvalue greater than 1.0) was 3.31. All five ‘local asset’ items 

thus load on one unobserved variable and hence, follow one latent dimension permitting us to use the resulting 

factor scores as an aggregate measure of the likelihood of subsidiary’s access to complementary local assets as 

the dependent variable in our analysis. 

3.2.2. Key independent variables 

Independent variables were derived from institutional theory, including formal and informal institutional 

distance manifested by regulatory distance and cultural distance, respectively (De Jong et al. 2015; Li et al. 2016). 

Adapting prior studies (Chao and Kumar 2010; Xu et al. 2004), we measured regulatory distance by means of the 

information provided in the Global Competitiveness Report, published annually by the World Economic Forum2. 

The Global Competitiveness Report provides the characteristics of countries’ environment over one hundred and 

seventy items that are categorized into eight factors. ‘Institutions’ are one of these eight factors, which are used 

to measure regulatory distance. The ‘institutions’ factor includes nineteen survey items that describe a country’s 

civil systems. The regulatory measure consists of six out of nineteen ‘institutions’ items that describe the legal 

and regulatory aspects of a country’s environment. The simple numerical average of six items was taken as the 

country’s score on its regulatory dimension. The details of distribution of parent firms’ home country 

(headquarters) in the sample are listed in Table 2. The regulatory distance between home and host countries was 

then measured as the absolute difference between the two countries’ (home and host countries) scores on 

regulatory dimensions. The higher absolute scores of regulatory distance means higher regulatory distance 

between home and host countries. 

With regard to cultural distance, following De Jong et al. (2015) we used Hofstede’s six updated cultural 

dimensions and applied the formula of Kogut and Singh (1988) to measure cultural distance for each of the country 

pairs in our sample. The higher scores of the composite measure for cultural distance correspond to higher cultural 

distance between home and host countries. 

3.2.3. Moderating variables 

                                                           
2 Regulatory and normative distance are highly correlated (0.86). We exclude normative distance in the models  
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Our first moderating variable was subsidiary size. In line with prior studies the information of the survey 

permits us to measure subsidiary size by using the natural logarithm of the number of employees at the subsidiary 

in our analysis.  

The second moderating variable was subsidiary age. We measure the age of the subsidiary by subtracting 

the year that the subsidiary was founded from the year 2009 (Peltokorpi 2015; Vo 2013).  

3.2.4. Control variables 

We included a panel of control variables in our model. The first type of control variables account for the 

effect of subsidiary firm heterogeneity on the likelihood of subsidiary’s access to complementary local assets. 

First controls in this group is subsidiary export intensity. We include this factor by measuring the share of export 

sales in the subsidiary’s total sales because the more subsidiaries’ export, the more beneficial the host country is. 

To control for the subsidiary’s R&D intensity, we include the share of revenue invested in R&D in the subsidiary’s 

total sales – because it is well-known that R&D intensity is an important determinant to exploit location-specific 

advantages (Eden and Miller 2004). In addition, we controlled subsidiary manager’s education by a dummy, which 

equals to one when the manager of the subsidiary possessed graduate or post-graduate qualifications and zero 

otherwise. Furthermore, we controlled for the gender of subsidiary manager by a dummy variable, which equals 

to one when the manger of subsidiary is male, and zero for female. We included the experience of subsidiary 

management measured using the number of years the manager has been employed since the higher number of a 

manager’s working years the more likely they can access  complementary local assets. Our final subsidiary control 

variable is a dummy variable set at one where the subsidiary holds the registered license on the trade mark and 

zero otherwise. 

We control parent firm’s initial entry mode concerning headquarters characteristics – because subsidiary’s 

access to complementary local assets can inherently differ with respect to the MNE’s initial entry mode (Hennart 

2009; Hennart et al. 2015). We include a dummy set at one when the foreign owner established the subsidiary as 

a greenfield investment, and zero otherwise (i.e. in cases of full or partial acquisition or joint venture). We included 

the share of equity held by the foreign investor in the focal subsidiary as a variable to control for this heterogeneity.  

Finally, we control for industry and home-country characteristics. First, with regard to industry 

characteristics, we used the NACE Rev.2 industry structure classification (2008) and classified the subsidiaries 

into either a manufacturing or a service sector (De Jong et al. 2015). We included a dummy which was set to one 

when the subsidiary belonged to a manufacturing sector and 0 in case of services. Second, we controlled home-

country effects because the parent firm of the subsidiaries in the same are located in 26 different home countries 

each with its own level of economic development which may affect the exploitation of firm-level foreign location-

specific advantages (Veberke, 2009). We therefore introduced a dummy that equals 1 if the parent firm stems 

from an emerging economy (e.g., China, India, etc.) and 0 in cases of developed economy (e.g, Germany, the 

United States, the United Kingdom, etc.). 

A final issue concerns the risk of common method bias (Chang et al. 2010). This risk emerges in particular 

as the data for a dependent and explanatory variable are collected from the same survey data sources. In such 

cases, self-reported data can create false correlations if the respondents have a propensity to provide consistent 

answers to survey questions which are otherwise unrelated. While we consider the risk of common-method biased  
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results negligible since we used different data sources for the measurement of the dependent and moderating 

variables (GOS, 2009) and for the measurement of the key explanatory variables (i.e. the Global Competitiveness 

Report and the Hofstede databases) (Chang et al. 2010), we nonetheless took procedural precautions in the 

construction of our multilevel database using the survey data. The GOS (2009) survey included a number of items 

about other aspects of subsidiary sales and supplies, finance, capacity, performance, business-government 

relations and business environment which were ordered randomly throughout the survey. We used a selection of 

the available items in the survey. We also used different scale anchors for different measures.  

 
 

 

Table 4. Regression results 
Variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 

Independent variables        

Regulatory distance  ‒0.203* ‒0.209* ‒1.045*** ‒0.220** ‒0.508*** ‒0.213** 

  (0.108) (0.106) (0.313) (0.104) (0.178) (0.105) 

Cultural distance  ‒0.165*** ‒0.165*** ‒0.164*** ‒0.763*** ‒0.162*** ‒0.376** 

  (0.058) (0.058) (0.057) (0.180) (0.057) (0.107) 

Moderating variable        

Subsidiary size   0.041 0.221** 0.201** 0.039 0.039 

   (0.041) (0.101) (0.080) (0.041) (0.041) 

Subsidiary age   0.0275*** 0.026*** 0.027*** 0.024 0.019 

   (0.009) (0.009) (0.009) (0.026) (0.021) 

Interaction terms        

Regulatory distance x subsidiary size    0.186***    

    (0.065)    

Cultural distance x subsidiary size     0.135***   

     (0.038)   

Regulatory distance x subsidiary age      0.045**  

      (0.016)  

Cultural distance x subsidiary age       0.023** 

       (0.009) 

Control variables        

Subsidiary’s export intensity  0.005*** 0.006*** 0.005** 0.004** 0.004** 0.005** 0.005** 

 (0.001) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002) 

Subsidiary’s R&D intensity ‒0.036** ‒0.028 ‒0.026 ‒0.022 ‒0.031 ‒0.026 ‒0.029 

 (0.017) (0.018) (0.018) (0.018) (0.027) (0.018) (0.018) 

Subsidiary manager’s education 0.193* 0.124 0.084 0.099 0.045 0.096 0.083 

 (0.115) (0.119) (0.133) (0.116) (0.115) (0.117) (0.117) 

Experience of subsidiary’s manager 0.002 ‒0.002 ‒0.03 ‒0.001 ‒0.005 ‒0.003 ‒0.003 

 (0.004) (0.004) (0.004) (0.004) (0.004) (0.004) (0.004) 

Subsidiary’s trade mark license 0.200* 0.281** 0.205* 0.200* 0.214* 0.199* 0.231* 

 (0.119) (0.122) (0.122) (0.121) (0.120) (0.121) (0.122) 

Entry mode (greenfield vs acquisition) ‒0.582*** ‒0.557*** ‒0.560*** ‒0.542*** ‒0.579*** ‒0.549*** ‒0.557*** 

 (0.139) (0.143) (0.142) (0.141) (0.139) (0.139) (0.141) 

Industry (service vs manufacturing) ‒0.117 ‒0.101 ‒0.154 ‒0.183 ‒0.139 ‒0.153 ‒0.131 

 (0.121) (0.124) (0.123) (0.122) (0.120) (0.122) (0.122) 

Home country (developed country) ‒0.233 ‒0.183 ‒0.204 ‒0.199 ‒0.206 ‒0.209 ‒0.182 

 (0.125) (0.144) (0.143) (0.141) (0.140) (0.141) (0.141) 

Model fit        

Observations 264 264 264 264 264 264 264 

R2 0.1077 0.1399 0.1748 0.2004 0.2130 0.1888 0.1926 

Change in R2 ‒ 0.0322*** 0.0349** 0.0256*** 0.0382*** 0.0140*** 0.0178*** 

F-value 4.19*** 4.22*** 4.43*** 5.62*** 5.21*** 4.48*** 4.59*** 

Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1; constants in all models are included 
 

IV. EMPIRICAL RESULTS 

4.1. Descriptive statistics  

Means, standard deviations and correlations are provided in Table 3. In preparing the data for the regression 

analysis, we performed tests to obtain reliable estimates. The latter yielded satisfactory results: neither 

heteroskedasticity nor non-normality was an issue. The maximum value of the correlation coefficients was 0.366 

well below the threshold of 0.80 indicating that there are no issues with multicollinearity (Hair et al. 2006). We 

also tested for possible biases caused by collinearity among variables by calculating the variance inflation factors 
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(VIFs) for each of the regression coefficients. The VIF values for all variables in the models are below 3 and thus 

far from the cut-off value of 10 recommended by Hair et al. (2006), suggesting that there are no multicolinearity 

problems in the data. The likelihood ratio tests of the chi-squared distributions for all models were significant, 

indicating that our final model fits the data significantly better than a model without any predictors. The results 

from the hierarchical ordinary least squares regression analyses are summarized in Table 4. 

 

4.2. Regression results  

The regression results in Table 4 offer two conclusions. First, the various fit parameters show that our models 

fit the data increasingly well. Model 1 is a model with control variables and a constant only. The key explanatory 

and moderating variables as well as interaction terms were added in Model 2, 3, 4, 5, 6, and 7. All of the models 

are significant at the 0.001 level and the estimates in the models remain robust in terms of signs and significance 

levels. Taken alone, this implies that institutional distance (both regulatory and cultural), subsidiary size and 

subsidiary age explain a subsidiary’s access to complementary local assets. Second, the empirical results in the 

models offer support for our institutional distance measures. Both regulatory and cultural distance receive 

significant support, with both indicating that greater regulatory and cultural distance will reduce subsidiary’s 

access to complementary local assets. The positive beta coefficients for regulatory distance, with p-value of less 

than 0.1 indicate that larger regulatory distance negatively affect subsidiary’s access to complementary local 

assets. Cultural distance also has a strongly significant and negative effect on a subsidiary’s access to 

complementary local assets (p <0.01). The results suggest that both regulatory and cultural distances arising from 

differences between home- and host country institutions have significant negative effects on subsidiary’s access 

to complementary local assets. Therefore, Hypothesis 1 cannot be rejected. 

 
Figure 2. The moderating effect of subsidiary size on the relationship between regulatory distance and 

subsidiary’s complementary local assets 
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Hypothesis 2 proposes that the negative effect of institutional distance on subsidiary’s access to 

complementary local assets is weaker when the size of such the subsidiary is larger. As seen in the regression 

results for Model 4, the interaction term between regulatory distance and subsidiary size is both positive and 

statistically significant (p <0.01). This reveals that the negative effect of regulatory distance on subsidiary’s access 

to complementary local assets is significantly weaker when the size of such that subsidiary is larger (Figure 2). 

Similarly, the interaction term between cultural distance and subsidiary size has a strongly significant and positive 

effect on subsidiary’s access to complementary local assets (p <0.01). This result implies that the negative effect 

of cultural distance on subsidiary access to complementary local assets is significantly weaker when the size of 

such the subsidiary is larger (Figure 3). Thus, Hypothesis 2 cannot be rejected. 

 

 

 

Figure 3. The moderating effect of subsidiary size on the relationship between cultural distance and subsidiary’s 

complementary local assets 

 

Hypothesis 3 suggests that the negative effect of institutional (regulatory and cultural) distances on 

subsidiary’s access to complementary local assets is weaker when the age of such the subsidiary is older. The 

regression results in Model 6 indicate that the interaction term between regulatory distance and subsidiary age is 

both positive and statistically significant (p <0.05). This result means that the negative effect of regulatory distance 

on subsidiary’s access to complementary local assets is significantly weaker when such that subsidiary has longer 

host country experience (Figure 4). Similarly, the interaction term between cultural distance and subsidiary age 

has a strongly significant and positive effect on subsidiary’s access to complementary local assets (p <0.01). This 

result implies that the negative effect of cultural distance on subsidiary access to complementary local assets is 
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significantly weaker when the age of such the subsidiary is older (Figure 5). Taken together, Hypothesis 3 cannot 

be rejected. 

 

Figure 4. The moderating effect of subsidiary age on the relationship between regulatory distance and 

subsidiary’s complementary local assets 

 

Figure 5. The moderating effect of subsidiary age on the relationship between cultural distance and subsidiary’s 

complementary local assets 

 

Table 4 shows the results obtained for our control variables as expected. We found a significant and positive 

effect of subsidiary’s export intensity on its access to complementary local assets (p <0.05). We also found a 

significant and positive effect of a subsidiary trade mark license confirming the importance of this control variable 

as the subsidiary accesses to complementary local assets (p <0.1). The final significant result accounts for the 

choice of MNE’s entry mode. Table 4 confirms the opposite effect on subsidiary’s access to complementary local 
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assets (p<0.01). This finding is the line with the finding of Hennart et al. (2015) indicating that the more likely 

that an MNE enters through M&A with a local firm the less efficient markets for complementary local assets 

become. 

4.3. Additional analysis  

As a test of model robustness, we performed several additional analyses. The results are respectively 

presented in Table 5a and Table 5b for the moderating role of subsidiary size and age on the negative relation 

between institutional distance and subsidiary’s access to complementary local assets. First, we estimated the 

models using alternative measure for subsidiary’s access to complementary local assets. Recalling that a 

subsidiary’s access to complementary local assets was originally measured on a factor score, an alternative 

measure, we summed the individual scale items for this construct (Panel A). The resulting aggregated index ranges 

from a minimum of five to a maximum of twenty-five: the higher the score on the index, the greater the likelihood 

of subsidiary’s access to complementary local assets. This does not affect the regression results, neither when 

using OLS estimation techniques nor for negative binomial estimation methods (the latter following a suggestion 

that scale can be interpreted as a count dependent variable). 

Second, we also tested our model using a Tobit estimation approach (Panel B), because both measures of 

the dependent variables (i.e., in terms of (i) factor scores or (ii) a summed scale) are potentially left and right 

centered which could affect the results. We found that the corresponding Tobit estimation results do not differ 

from the OLS estimates in terms of the signs and significance of the estimated parameter coefficient. 

Lastly, we also estimated our model using an alternative measure for formal institutional distance. We 

adapted the study of Slangen and Beugelsdijk (2010) reflected formal institution through the governance quality 

of a country (Panel C). The authors based on Kaufmann et al.’s (2006) analysis. Kaufmann et al. (2006) identified 

six dimensions along which countries differ from one another in terms of governance quality – that is (1) voice 

and accountability; (2) political stability and absence of violence; (3) government effectiveness; (4) regulatory 

quality; (5) rule of law; and (6) control of corruption. They assigned most of the 213 countries included in their 

analysis a score on each dimension that varies between -2.5 and 2.5, with higher scores indicating higher 

governance quality levels. These scores are annually available at the World Development Indicators. We took the 

corresponding scores and calculated the absolute score difference between home and host countries for each 

dimension of each country pair and averaged these absolute score differences into a composite measure of formal 

institutional distance. The estimation results for this robustness test unchanged values for the estimated paramater 

coefficients, indicating that our main results in Model 4 and 6 are not affected by an alternative measure for formal 

institutional distance.  
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Table 5a. Regression results of robustness check 
Variables Panel A:  

Alternative measure of the 

dependent variable 

 Panel B:  

Tobit regression  

 Panel C: 

Alternative 

measure of 

regulatory distance 

 Model 4.1 Model 5.1  Model 4.2 Model 5.2  Model 4.3 

Independent variables        

Regulatory distance ‒0.961*** ‒0.226**  ‒1.276*** ‒0.287**  ‒0.242*** 

 (0.308) (0.101)  (0.317) (0.112)  (0.078) 

Cultural distance ‒0.170*** ‒0.772***  ‒0.179*** ‒0.541***  ‒0.167*** 

 (0.056) (0.176)  (0.059) (0.206)  (0.05) 

Moderating variables        
Subsidiary size 0.193* 0.201**  0.261*** 0.092  0.154* 

 (0.099) (0.078)  (0.096) (0.084)  (0.082) 

Subsidiary age 0.026*** 0.026***  0.016* 0.017*  0.024*** 

 (0.009) (0.009)  (0.008) (0.009)  (0.009) 

Interaction terms        

Regulatory distance x subsidiary 

size 

0.166**   0.227***   0.046*** 

 (0.064)   (0.066)   (0.017) 

Normative distance x subsidiary 

size 

       

        

Cultural distance x subsidiary 

size 

 0.135***   0.079*   

  (0.037)   (0.042)   

Control variables        
Subsidiary’s export intensity 0.004* 0.004*  0.007** 0.006***  0.005** 

 (0.002) (0.002)  (0.002) (0.002)  (0.002) 

Subsidiary’s R&D intensity ‒0.016 ‒0.023  ‒0.029 ‒0.037  ‒0.023 

 (0.018) (0.017)  (0.021) (0.022)  (0.018) 

Subsidiary manager’s education 0.103 0.050  0.015 0.038  0.106 

 (0.114) (0.113)  (0.117) (0.125)  (0.117) 

Experience of subsidiary’s 
manager 

‒0.001 ‒0.004  ‒0.002 ‒0.017  ‒0.001 

 (0.004) (0.004)  (0.004) (0.124)  (0.004) 

Subsidiary’s trade mark license 0.238** 0.251*  0.203* 0.192*  0.152 

 (0.118) (0.117)  (0.122) (0.128)  (0.122) 

Entry mode  ‒0.498*** ‒0.534***  ‒1.286*** ‒1.35***  ‒0.572*** 

 (0.137) (0.136)  (0.317) (0.342)  (0.142) 

Industry  ‒0.128 ‒0.087  ‒0.184 ‒0.185  ‒0.156 

 (0.119) (0.118)  (0.126) (0.133)  (0.122) 
Home country  ‒0.202 ‒0.209  ‒0.100 ‒0.067  ‒0.215 

 (0.138) (0.136)  (0.136) (0.144)  (0.149) 

Model fit        

Observations 264 264  264 264  263 

R2 0.1986 0.2175  ‒ ‒  0.1917 

F-value 4.76*** 5.34***  ‒ ‒  4.54*** 

Pseudo R2 ‒ ‒  0.2386 0.2120  ‒ 

Log likelihood ‒ ‒  ‒119.91 ‒124.10  ‒ 
LR Chi2 ‒ ‒  75.16*** 66.78***  ‒ 

 Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1; constants in all models are included 
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Table 5b. Regression results of robustness check 
Variables Panel A:  

Alternative measure of the 

dependent variable 

 Panel B:  

Tobit regression  

 Panel C: 

Alternative 

measure of 

regulatory distance 

 Model 6.1 Model 7.1  Model 6.2 Model 7.2  Model 6.3 

Independent variables        

Regulatory distance ‒0.460*** ‒0.217**  ‒0.603*** ‒0.285**  ‒0.127*** 

 (0.175) (0.103)  (0.183) (0.112)  (0.045) 

Cultural distance ‒0.168*** ‒0.356***  ‒0.187*** ‒0.334***  ‒0.165*** 
 (0.056) (0.104)  (0.062) (0.112)  (0.057) 

Moderating variables        

Subsidiary size 0.041 0.040  0.042 0.036  0.029 

 (0.040) (0.040)  (0.043) (0.043)  (0.041) 

Subsidiary age 0.016 0.014  0.031 0.012  0.011 

 (0.026) (0.022)  (0.023) (0.020)  (0.018) 

Interaction terms        

Regulatory distance x subsidiary 
age 

0.028*   0.033*   0.019** 

 (0.016)   (0.015)   (0.003) 

Normative distance x subsidiary 

age 

       

        

Cultural distance x subsidiary age  0.020**   0.015*   

  (0.009)   (0.008)   

Control variables        
Subsidiary’s export intensity  0.004** 0.004**  0.008*** 0.007***  0.005** 

 (0.002) (0.001)  (0.002) (0.002)  (0.002) 

Subsidiary’s R&D intensity ‒0.019 ‒0.021  ‒0.039 ‒0.039  ‒0.027 

 (0.017) (0.017)  (0.022) (0.024)  (0.018) 

Subsidiary manager’s education 0.099 0.089  0.029 0.004  0.107 

 (0.115) (0.115)  (0.121) (0.124)  (0.117) 

Experience of subsidiary’s 
manager 

‒0.002 ‒0.002  ‒0.004 ‒0.004  ‒0.003 

 (0.004) (0.004)  (0.004) (0.004)  (0.004) 

Subsidiary’s trade mark license 0.237** 0.265*  0.191 0.224*  0.164 

 (0.119) (0.119)  (0.127) (0.130)  (0.122) 

Industry  ‒0.102 ‒0.081  ‒0.187 ‒0.169  ‒0.153 

 (0.120) (0.120)  (0.132) (0.134)  (0.142) 

Entry mode  ‒0.517*** ‒0.512***  ‒1.378*** ‒1.362***  ‒0.553*** 

 (0.137) (0.138)  (0.345) (0.345)  (0.142) 
Home country  ‒0.216 ‒0.187  ‒0.074 ‒0.056  ‒0.187 

 (0.139) (0.139)  (0.142) (0.145)  (0.149) 

Model fit        

Observations 264 264  264 264  263 

R2 0.1872 0.1916  ‒ ‒  0.1863 

F-value 4.43*** 4.56***  ‒ ‒  4.38** 

Pseudo R2 ‒ ‒  0.2172 0.2091  ‒ 
Log likelihood ‒ ‒  ‒123.28 ‒124.55  ‒ 

LR Chi2 ‒ ‒  68.43*** 68.75***  ‒ 

Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1; constants in all models are included 

 

 

V. DISCUSSION AND CONCLUSION 

5.1. Contributions to international business research and implications for managers 

We find support for the contentions that (1) greater institutional distance between Vietnam and home 

countries reduces the likelihood of subsidiary’s access to complementary local assets, (2) older and larger 

subsidiaries have greater access to complementary local assets in institutionally distant countries than smaller and 

young subsidiaries do.  Our study using the sample of subsidiaries in Vietnam can be viewed as an excellent 

setting to evaluate the effect of institution distance on local asset access and exploitation (Hennart et al. 2015) 

since while Vietnam is a high growth emerging market representing significant market serving and resource 

seeking opportunities, it’s level of institutional development poses challenges for MNEs coming from more 

developed institutional contexts. The paper offers the following implications for IB scholarship. 
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First, this study contributes to the complementary local asset literature by examining the effect of differences 

in institutional environments between home and host countries on the likelihood of subsidiary’s access to 

complementary local assets. This study suggests that the subsidiary’s access to complementary local assets can be 

affected by both regulatory and cultural distances between home and host countries, and that these effects on the 

subsidiary’s access to complementary local assets are contingent upon such the subsidiary size and age. Taken 

together, the findings suggest that the negative effects of institutional distance between home and host countries 

on subsidiary’s access to complementary local assets are moderated by the subsidiary size and age. By so doing, 

the findings support the findings of earlier studies in which institutional country differences between home and 

host countries limits the exploitation of location-specific advantages in local markets (De Jong et al. 2015; Hennart 

et al. 2015). To reduce the liability of foreignness caused by institutional distance, MNE needs to adapt to host 

country conditions by establishing larger subsidiaries and sending expatriate managers with greater international 

experience to the subsidiary.  

Second, by exploring the interaction between regulatory and cultural distance and subsidiary size and age, 

our study extends the application of institutional theory in the context of exploiting location-specific advantages 

in local markets by MNEs (Dunning and Lundan 2008; Verbeke 2009). We show that larger and older 

multinational subsidiaries accessing complementary local assets in a highly institutionally distant country is easier 

than for a smaller and young subsidiary.  

Third, we add an important implication for distinguishing between institutionalization among emerging 

markets. Thus despite the fact that Vietnam and China share common institutional characteristics, these countries 

have significant differences when we look at differences in elite political institutions. Vietnam’s political 

institutions force greater accountability upon its leadership, resulting in higher equalizing transfers across 

provinces, and ultimately less growth of economic inequality (Malesky et al. 2011). These imply that Vietnam is 

viewed an emerging economy to be characterized by: i) broader and more diverse governing coalitions. Vietnam 

makes critical economic decisions in its 180-member 12th Central Committee (elected in January 2016), while 

China primarily utilizes its 24-member Politburo for important economic initiatives; ii) greater electoral 

competition. Vietnam has more political competition for leadership positions both within and outside the party. It 

does so through more open nominating procedures, direct elections of the General Secretary, and higher candidate-

to-seat ratios (Malesky et al. 2011). These characteristics have derived divergences in terms of formal and informal 

institutions between Vietnam and China. 

Our in-depth analysis helps subsidiary and headquarters managers in designing the most appropriate 

strategies for obtain the optimal level of access to complementary local assets in institutionally distant host 

countries. First, both headquarters and subsidiary managers need to understand and become more familiar with 

the institutional environment of local markets as a key preparatory activity for accessing local assets. Second, 

while this is not easy, managers need to consider the most appropriate entry mode corresponding closely to the 

institutional nature of each host market as one way to partially overcome those difficulties (Hennart et al. 2015). 

Third, since smaller and younger subsidiaries tend to be at a disadvantage when seeking local complementary 

assets, forming strategic alliances with larger, more experienced MNEs may aid in the learning curve for the 

smaller, younger subsidiary. Together, these implies that in the long term, to access complementary local assets 
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in Vietnam, MNEs need to have long term strategy with the different appropriate stages of entry corresponding to 

smaller, younger subsidiaries. At the first stage, new and small MNE subsidiaries should choose non-equity modes 

such as contractural agreements or franchising/licensing or co-marketing. At later stages, they could move to the 

next step: joint ventures or partially owned subsidiaries: M&A and greenfield. This gradual approach would build 

up mutual trust and closed personal relationship between MNE subsidiaries and local partners and in the long run 

facilitate access to local assets. 

5.2. Limitations and future research 

This paper has limitations that open interesting avenues for futher research. First, it would be worthwhile to 

study whether and how intra-country variations matter for the possibility of subsidiary’s access to complementary 

local assets. Thus for larger, more diverse host economies, institutional distance within the country may have 

important implications for MNE strategies.  

Second, following recent methodological innovations (Beugelsdijk and Mudambi 2013), future research 

could construct variance-based measures for those applied in this study, and in doing so, offer an opportunity to 

test whether a subsdiary’s access to complementary local assets differs from mean-based or variance-based 

measures. Furthermore, the types of activities performed by a subsidiary – (design, marketing or production 

activities) could also be affected by the variation of a subsidiary’s access to complementary local assets especially 

where some are more reliant on tacit knowledge and information and therefore subject to the impediments or 

enrichments that informal institutional distance can produce. 

Third, further research can broaden the empirical scope of this study by linking subsidiary’s access to 

complementary local assets to the level of subsidiary’s integration (or linkages) with local partners and its 

contribution to local economic development (for example, solving employment and conducting social 

responsibility in local location).  

Lastly, the personal relationship between subsidiary and headquarters managers on the one hand and with 

local officials on the other form a central determinant of collaboration success between two sides, both within the 

firm and in its external interaction (Conklin 2011). Long-standing interpersonal relationships and trust between 

managerial levels in an organization and between firm managers and local officials could also facilitate the 

renegotiation of contracts (De Jong et al. 2015). These aspects are likely to trigger different responses in both 

MNE strategy and local partners’ behavior, including openings for foreign investor’s access to complementary 

local assets. 
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Abstract : This paper presents the basic theory of brand and branding in the business sector and university 

education sector. Thereby building branding model of the university. This model was launched four ways to 

branding are advertising, promotion in student learning process in the university and word of mouth. These 

three factors will impact on the students' perception of the image and reputation of the university. The image 

and reputation of the university will affect the perceived students’ value and the loyalty of students. In the 

current Vietnamese circumstance as well as Mekong Delta, the level of competition between universities is 

increasing. However, it is not much depth study on branding the university, this paper will serve as a foundation 

for further studies according to this field. 

 

Keywords: Branding, university brand, conceptual paper 

 

I. INTRODUCTION  

Competition between universities to attract students has become fiercer than ever. To solve this problem, 

many universities around the world have focused on communication solutions like redesigning your logo, slogan 

creation and development of advertising campaigns to branding of their universities. According to the theory of 

branding, in case the selection of the brand becomes difficult, consumers have the ability to choose the brands 

they like or they are familiar (Kania, 2001). More importantly, the brand of university education through the 

promotion can be used to send a strong signal to potential students about the quality and reputation of the 

educational organization of university. After that, potential students can use these signals to assess the 

attractiveness of some educational organization of universities (Utley, 2002). According to Mazzarol (1998), the 

image and reputation of some universities are more important than the quality of teaching in practice, and shows 

the necessity of building and branding in order to attract students. 

II. LITERATURE REVIEW 

 

Defining brands 

There still seems to be no one accepted definition of a brand, despite considerable discussion (Hankinson, 

2001). However, it is evident that brand is more than just a logo, symbol or design.  

Hart and Murphy (1998) summarize this neatly, proposing that ‘the brand is a synthesis of all the elements, 

physical, aesthetic, rational and emotional.’   

Although arguably simplifying matters somewhat, the branding literature can be broadly divided in terms 

of ‘rational’ aspects or the wider view of ‘rational plus emotional’ perspectives. There are attempts to define 

‘university brands’; however, Bulotaite (2003) suggests that ‘when someone mentions the name of a university  
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it will immediately evoke ‘associations, emotions, images and faces,’ and that the role of university 

branding is to ‘build, manage and develop these impressions.’ 

 

The concept of branding in university education  

 

Practitioners have increasingly embraced branding in university education, although actually 

implementing techniques of marketing (including branding) may still be subject to some resistance (Temple, 

2006). Some writers argue that branding as a concept applies as well to university education institutions as to 

other organizations. Opoku et al (2006) consider that their brands are no different from any other brand, and the 

classic functions that brands perform apply.   

Others, however, argue that brands for university education institutions are inherently more complex, and 

that conventional brand management techniques are inadequate in this market (Jevons, 2006).   

 

Benefits of branding a university  

 

Brands have long been used in marketing to differentiate a company’s product offerings in the 

marketplace. The American Marketing Association defines a brand as ‘a name, term, sign, symbol, or design, or 

combination them, to identify the product(s) of one company and to differentiate them from those of 

competitors’. Yet such identifiers are viewed as the tip of the iceberg of branding (Stamp, 2005), as the concept 

has evolved to encompass identity. In higher education, ‘the brand emerges as a function of how well the 

institution performs in meeting the needs of its clients: it is the result of effective marketing’ (Temple, 2006, p. 

17). As consumer’s lives become more complex and rushed, brands that can simplify decision making and 

reduce risk are invaluable (Suri and Monroe, 2003). Brands can also help consumers by signaling a certain level 

of quality (Erdem, 1998). The appeal of a brand is largely at an emotional level, based on its symbolic image 

and key associations (Simms and Trott, 2006). In some cases, brands can even develop relationships with 

consumers (Fournier, 1998). The cult-like following of Harley Davidson motorcycles or Apple computers would 

be an example of such relationships. Branding has also been successful in helping labor-intensive services 

differentiate themselves (Berry and Lampo, 2004).  

 

Although much literature exists in branding commercial products and services, research in university 

branding appears to be limited and has highlighted the complexity of university branding. For example, Gray et 

al (2003) examined the issue of cross-cultural values in positioning international education brands in three Asian 

markets, and found that an adaptation branding strategy was more effective in those markets. Jevons (2006) 

presented a call to action for universities to clarify what their brand means, and how it is significantly different 

from alternative education providers. Whisman (2009) argues that traditional branding approaches do not work 

for universities because of their complexity. On the basis of case studies of successful and unsuccessful 

university branding efforts, he suggests that universities take an inside-out approach to brand development – by 

engaging internal constituents in the development process. Curtis et al (2009) suggests that universities struggle 

to develop and implement branding strategies, as evidenced by their case study of the brand-building process at  



A Conceptual Framework for Vietnamese University Branding 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 206 | Page 

 

Embry Riddle Aeronautical University. Chapleo (2010) echoes the theme of complexity in university branding 

and noted the difficulty in finding a uniform strategy in the development process.  

 

Although the process of successful university branding is evolving, there can be multiple benefits of 

branding a college or university. A well-branded university attracts ‘more and better students, more full and 

fuller-paying students, more students who will persist, better faculty and staff, more donated dollars, more 

media attention, more research dollars, and more strategic partners’, according to Sevier (2007). Results from 

successful university branding campaigns include: increased admission applications and better student 

qualifications (LipmanHearne, 2011); increased retention rates for professors and students; increased faculty 

recruitment, recognition and donors (Moore, 2010); and increased graduation rates (Lockwood and Hadd, 2007). 

Further, such campaigns can be targeted to different university constituencies with varying images and have 

been shown to be effective, particularly as many universities are somewhat different from other organizations in 

that they tend to have two distinct identities – academic and athletic (Alessandri et al, 2006). There may also be 

differences between branding initiatives of public and private institutions with respect to university brand clarity 

(Judson et al, 2009), the desire for institutional growth as a branding objective, and the focus on branding in the 

organizational strategy (Winston, 2002).  

 

Brand image  

 

Brand image has been defined as the consumer’s mental picture of the offering (Dobni & Zinkhan, 1990), 

and it includes symbolic meanings that consumers associate with the specific attributes of the product or service 

(Padgett & Allen, 1997). It is seen as the representation of a brand in the consumer’s mind that is linked to an 

offering (Dobni & Zinkhan, 1990), or a set of perceptions about a brand the consumer forms as reflected by 

brand associations (Keller, 1993). Hence it can be defined as ‘‘. . . the reasoned or emotional perceptions 

consumers attach to specific brands’’ (Low & Lamb, 2000, p. 352). In business markets brand image can also be 

expected to play an important role, especially where it is difficult to differentiate products or services based on 

tangible quality features (Mudambi, Doyle & Wong, 1997).  

 

Corporate reputation  

The influence of corporate reputation, or what is often referred to as company reputation, can be expected 

to become more important when there are higher levels of service. In many business markets there is a large 

service component because of the technical nature of the products. Hence the seller’s reputation is an important 

influence. Company reputation has been broadly described as the longterm combination of the stakeholders’ 

assessment about ‘‘what the firm is’’, ‘‘how well the firm meets its commitments and conforms to stakeholders’ 

expectations’’, and ‘‘how well the firm’s overall performance fits with its socio-political environment’’ 

(Logsdon & Wood, 2002).  

 

Consequently, company (corporate) reputation has been defined as ‘‘a particular type of feed-back 

received by an organisation from its stakeholders, concerning the credibility of the organisation’s identity  
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claims’ (Whetten & Mackey, 2002, p. 401). While the company’s reputation is derived from perceptions of all 

stakeholders, (Wartick, 2002, p. 377) suggests it is pragmatic to focus just on the immediate customers, as they 

usually are the group that have the major influence. Greyser (1999) identifies three general influences that the 

company’s reputation can have on its customers. The first relates to differentiating customers’ perceptions of the 

product and service quality, so it is similar to the influence of the brand’s image. The second and third are 

broader influences on customers’ perceptions of financial value and their loyalty to the company.  

 

The customer value and customer loyalty process  

 

Understanding the processes that create customers’ perception of value which in turn leads to customer 

loyalty is a fundamental issue in contemporary marketing because it provides the link between marketing and 

financial performance (Reichheld, Markey & Hopton, 2000). Hence, the area has received considerable attention 

by both consultants and researchers in the last two decades. As with the development of any new area, there has 

been discussion and debate about the alternative ways perceived customer value can be defined (e.g. Zeithaml, 

1988 p. 13) and this has led to different methodologies to measure it (Payne & Holt, 2001; Woodruff, 1997). 

However, there is a general consensus that perceived customer value determines customer loyalty.  

 

Branding in the field of university education  

 

Branding, brand management is a management concept increasingly popular in institutions of university 

education in recent years, in the face of the increased competition among universities in Vietnam and abroad. 

However, research about branding of university education is not yet popular. According Maringe (2005) and 

Jevons (2006) said that the brand of university education institutions is complex, the common document of the 

brand in this field is limited so it can borrow from the business sector. Therefore, this study also used the theory 

branding in the business field applied in the field of education. On the other hand, this study considered the 

brand in the field of university education is the corporate image. Thus, we can say that branding university is the 

process of making the way to take image, the reputation of the university brand into the minds of students 

(including potential students).  

 

In the field of business, advertising and promotion are two tools often marketers use to branding 

organization (Nguyen Dinh Tho and Nguyen Thi Mai Trang, 2007). In this study also use two tools to branding 

the university. However, it should be adjusted accordingly in the field of university education. For example, in 

university education there is little or almost no promotion. Therefore, the main tool used to promote in this field 

is advertising. For advertising, there are basically no significant differences in the business sector and in the 

field of university education.  

 

In the field of education, according to research by Ali et al (2016), in addition to advertising, students can 

know about the university through: word of mouth; career counseling. Thus, these are the ways in which  

 



A Conceptual Framework for Vietnamese University Branding 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 208 | Page 

universities can use to promote the corporate brand to students. Besides, the university can promote in the 

process of students studying in educational institutions.  

In summary, to promote the brand, the university can use the following ways: advertising, promoting 

during the students studying in the university and word of mouth. 

  

III. CONCEPTUAL FRAMEWORK AND HYPOTHESES DEVELOPMENT 

In this study, we use the customer value methods developed by Gale (1994) and Rust et al. (1995). We 

extend their work by adding the factors of advertising, promotion and word of mouth to influence the brand 

image and organization reputation. The model and hypotheses are provided in Figure 1. 

 

The model is made up of the core student value and loyalty process where students’ influence of 

advertising, promotion in student learning process in the university and word of mouth determine perceptions of 

student value, which then determines student loyalty. University image and university reputation are 

hypothesized to have multiple influences on perceptions of student value and student loyalty. We now provide 

justification for the hypotheses about the relationships that underpin our conceptual model.  

 

 

 
 

Figure 1. The conceptual framework and hypotheses. 
 

 

The influence of advertising, promotion and word of mouth on the university image.  

Keller (1993) suggested that the image of the organization is aware of the reflected and stored in the 

customer's mind. Similarly, Hatch & Schultz (1997) noted that the image of organization is the view, judging 

from the stakeholders about the organization, it shows the imprint of the organization to the outside world such 

as the recognition of customers, shareholders, the media, community. Applying to university, it can be seen that 

image of university is aware of the students, community about the university.  

As analyzed above, to branding in the field of university education, the university education can use the 

following ways: advertising, promotion in student learning process in the university and word of mouth. 

According to Kotler (2012), the positive function of the promote tools is to communicate about the presence of  
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the brand to consumer. Thus, if a student has a good attitude toward the branding of the university, the students 

recognize that the presence of the university brand and have a good attitude to the university brand. Based on 

the strong theoretical evidence we propose H1a, H1b, H1c as hypothesizes in following:  

H1a. Positive attitude of students to the branding university program through advertising positively 

influences the university image.  

H1b. Positive attitude of students to the branding university program in student learning process in the 

university positively influences the university image.  

H1c. Positive attitude of students to the branding university program through word of mouth positively 

influences the university image.  

The influence of advertising, promotion and word of mouth on the university reputation  

According to Hatch & Schultz (1997), the reputation of the organization is the depth perception of the 

stakeholders about an organization. It was formed over a long period of understanding and evaluation of the 

success of that organization. In the field of university education, the university's reputation is perceived by those 

stakeholders, including students. Similarly, as the above arguments, about attitude toward the branding of the 

university. we propose H2a, H2b, H2c as hypothesizes in following:  

H2a. Positive attitude of students to the branding university program through advertising positively 

influences the university reputation.  

H2b. Positive attitude of students to the branding university program in student learning process in the 

university positively influences the university reputation.  

H2c. Positive attitude of students to the branding university program through word of mouth positively 

influences the university reputation.  

 

The influence of university image and reputation on perceived student value   

 

It is essential to note that the primary influence of the brand’s image influence customer choice 

(Andreassen & Lindestad, 1998; Bloemer et al., 1998) and the perceptions of customer value (Maklan & Knox, 

1997). This evidence is based on consumer markets so we propose H3a as a hypothesis.  

H3a. University image has a positive impact on student value.  

Organization reputation is a broader construct than brand image and hence it is more likely to have a 

strong influence on the perceptions of customer value (de la Fuente Sabate & de Quevedo Puente, 2003). In 

particular, Mudambi et al. (1997) suggest that aspects of reputation such as ‘‘being world class’’, ‘‘technical 

leadership’’ and ‘‘global presence’’ have the potential to influence perceptions of customer value. Empirical 

research that has demonstrated a positive influence of company reputation on customers’ perception of value 

includes studies by Shapiro (1983) and Yoon, Guffey and Kijewski (1993). In another study of a business 

market, company reputation has been found to be ranked second behind price in influencing the value of an 

offering (Lehmann & O’Shaughnessy, 1974). Also, Brown and Dacin (1997) have shown that the associations 

customers have about the reputation of a retailer influence the perception of the value of what they purchase 

from a store. The University is also the organization or company and its customers are students. Based on the 

strong theoretical and empirical evidence we propose H4a as a hypothesis.  
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H4a. University reputation has a positive impact on student value.  

The influence of university image and reputation on student loyalty  

In the field of education, Sevier (2001) suggested that the image of the university to be associated 

positively with student loyalty. In the research model, Helgesen and Nesset (2007) that found a positive 

association among the university reputation and student loyalty. Hence the following hypotheses is proposed:  

H3b. University image has a positive impact on student loyalty.  

H4b. University reputation has a positive impact on student loyalty.  

The influence of perceived student value on student loyalty  

There is considerable practical experience and empirical evidence to show that perceptions of customer 

value have a positive influence on customer loyalty (e.g. Gale, 1994; Hurley & Laitamaki, 1995; Laitamaki & 

Kordupleski, 1997; Rust, Danaher & Varki, 2000; Zeithaml, 1988). Hence the following hypothesis is proposed:  

H5. Student value has a positive impact on student loyalty.  

 

IV. IMPLICATIONS AND FUTURE RESEARCH 

 

This paper presents the basic theory of brand and branding in the business sector and university 

education sector. Thereby building the branding university education model.   

This model can help the university in Vietnam as well as the university in Mekong Delta, also known 

as the Western Region of Vietnam, branding in the field of university education successfully in order to enhance 

the image, reputation, create loyalty and attract students including potential students.  

This paper has limitation is that it does not conduct a survey to test the suitability of the conceptual 

model and verify the made hypotheses. This is also the direction in which the next experimental studies can be 

done. 
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Abstract: This comparative study not only focuses on consumer intention in purchasing eye drop-treatment 

product but also is aimed to compare the effects of product’s brand equity on consumer purchase intention in 

two different location categories. The research investigates the impact of brand equity on consumers’ brand 

purchase intention through four factors including brand awareness, brand association, brand loyalty, perceived 

quality with the moderating role of attitudes toward prescription drugs. All 203 responses were collected from 

urban and rural locations in An Giang province by using questionnaire through quota sampling. Data were 

analyzed to obtain descriptive statistics, Cronbach alpha, other analyses (i.e. independent samples T-test) to 

clarify the differences of two underlying categories. Result shows that perceived quality becomes the most 

noticeable affecting on consumers’ purchase intention of drugs’ label brand with positive attitudes toward 

prescription drugs, followed by other factors. However, there is no statistically significant difference in 

comparing the effects of product’s brand equity on consumer purchase intention between urban and rural 

locations. Almost all independent variables are associated with purchase intention towards this label brand 

product in two different locations and attitude toward prescription drugs moderates positively the relationship 

between brand equity and consumers’ purchase intention. Foreign drug manufacturers are anticipated to better 

understand the domestic factors influencing the purchase of prescription drugs in term of brand equity and 

consumer’s positive attitude toward prescription drugs which could better improve the standard of this group of 

drugs in the local market. 

 

Keywords: Brand equity, brand components; brand awareness; brand association; brand loyalty, perceived 

quality, attitude  

 

In previous years, brand is almost irrelevant with a product or a service while there are few opinions that 

brand could be identified or associated with what influences in purchasing process. However, it is different in 

modern opinion. People mention about brand, especially brand equity as a significant factor that affects on 

consumers’ intention to purchase products/service. The overall effect of a brand can also be considered as an 

important matter which actually determines the success or failure of every company’s product, and the 

development of each brand and its effect afterwards. 

Recently, consumers have been rising their consciousness in choosing to purchase their familiar and 

favorable brand rather than other strange brands. Therefore, if businesses want to defeat their competitors, they 

have to lead consumers to desire to buy and then be loyal to their products/services and brands. In normal 

circumstances, consumers’ purchase decision can be influenced if a product/service has higher brand awareness 

or perceived quality. Then, brand loyalty helps to maximize the brand equity in the region. Consumers who are 

loyal to a brand name remain customers when they believe a better service and higher quality are offered to 

them than anyone else regardless of pricing or other financial reasons. Besides, loyalty comes as a result of the 

customer satisfaction. If customers are satisfied from the product/service functions, they show loyalty towards  
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the brand of that product/service, then become insensitive of price factor and finally they will show strong 

interest to buy the product/service at any cost. Customers at this level are also likely to become vocal brand 

advocates, and to pass on positive word-of-mouth messages about the brand to other people, which helps build 

further awareness within their family, social, and professional circles about company brand and possibly about 

other individual product brand and brand equity of that company.  

From the manager’s perspective, evaluating brand equity becomes a difficult and complicated task in 

practice because it is almost impossible to capture the influence of all brand-building blocks and their impact on 

brand equity on a multidimensional level especially for corporation with many individual product brand names. 

Therefore, this research firstly aims to identify the effects of four components of brand equity including brand 

awareness, brand association, brand loyalty, perceived quality on consumer purchase intention in the case of 

individual  product brand of drug. The findings of this research are expected not only to support the general 

understanding about the effect of that drug’s brand equity on customer purchase intention in specific ophthalmic 

medicine market but also provide managers and marketers with comparative information about the brand 

equity’s effect between company and their competitors for strategic decision in building brand equity to affect 

on customer purchase intention.  

 

I. MATERIALS AND METHODS  

In   literature,   people   can   identify   an   agreement between Kotler P., Keller K. L., (2006), Lassar, W., 

Mittal, B., & Sharma, A (1995) that states “a brand is a product or service differentiated by its positioning 

relative to the competition”. These authors were referring especially to what produces the differentiation and 

this approach can be considered fair enough to understand based on most primitive form of the brand. The 

individual brands are presented to consumers, and the parent company name is given little or no prominence. 

According to Aaker (2009) there are four components of brand equity, including brand awareness, brand 

association, brand loyalty and perceived quality. In detail, brand awareness is the customers’ ability to recall and 

recognize the brand as reflected by their ability to identify the brand under different conditions and to link   the   

brand   name,   logo,   symbol,   and   so   forth to   certain associations   in   memory. Brand association is the 

most accepted aspect of brand equity, represents the basis for purchase decision and for brand loyalty. Then, 

perceived quality, also from Aaker’s opinion, is generated by each buyer’s perception of up to seven elements. 

In evaluating these quality elements, consumers literally make up their mind about what company is saying 

matches the qualities they are perceived. Moreover, this study also use a part of the Theory of Planned Behavior. 

In this theory, the principle is used to explain behavioral intentions as a combination of attitudes towards the 

behavior, perceived social pressure, called subjective norm, and perceived behavioral control over performing 

the behavior. The definition of perceived quality is very similar to attitude as its consumer’s subjective 

evaluation or judgment about a product's overall superiority. Besides, perceived quality develops a positive 

attitude about the brand which leads to purchase intention. In the link with this field study, we focus on the 

attitude toward prescription drugs instead of attitude toward purchasing drugs.  
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Based on the above discussion, it can be concluded that brand awareness, brand association, brand loyalty, 

perceived quality with the moderating role of attitudes toward prescription drugs are related to consumers’ 

purchase intention. 

The past literature and published studies were adopted to the scales of this study. The first variable was 

brand equity which consisted on ten items adopted from research of Yoo, B., & Donthu, N. (2001) measured the 

brand equity through its four essential diminutions such as brand awareness, brand association, brand loyalty 

and perceived quality. The next scale is purchase intention which has four items dependent variable taken from 

Esch et al., (2006). The use of interview, as the first phase data collection method in this study, was indicated by 

the need for face-to-face, in-depth exploration of issues, raised by respondents to the Santen survey, which help 

to support more detailed investigation in the hope of gaining new insights into recurring problems. The initial 

intention in choosing 30 candidates of sample in this first phase had been to restrict participation to those 

experts who had been involved in the Santen brand survey. Nevertheless, data from the first two rounds of this 

survey indicated the need for including candidates who were not involved in the first phase of the research 

enquiry. Then, in the second phase, the delivered questionnaires consisted of 15 questions, using Likert-scales 

from 1 to 5 which were ranged from “strongly disagreed” to “strongly agreed”. The questionnaire was spread 

among 300 respondents in An Giang province. These respondents were collected from urban and rural locations 

in An Giang province by using questionnaire through quota sampling. Before giving the questionnaire, the 

purpose of study and questions were explained to the respondents so they can easily fill the questionnaire will 

related responses and after collecting the 203 responses, these questionnaires were implicit and entered into spss 

sheet for further analysis. 

II. RESULTS AND DISCUSSION  

The Cronbach’s alpha reliability for the scale of brand equity was observed to be 0.79. The result of 

purchase intention also showed reliability for this scale to be 0.81 which is well above the acceptable value, 

thereby showing a very good reliability.  

The descriptive data was obtained and shown in Table 1. 

Table 1. Summary of Dependent Variables with Reliability Coefficients. 

Factors 
Number of 

Items 

Cronbach’s 

Alpha (N=203) 

Brand equity (BE) 10 .79 

Purchase intention (PI) 4 .81 

 

The findings show the positive and significant path coefficients between the dependent variable, PI, and 

the independent variables as below:  

• Brand awareness (r=.42, p<.05)  

• Brand association ( r =  .53, p <.05) 

• Brand loyalty (r=.43, p<.05) 

• Perceived quality ( r = .59, p <.05) 
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There was a correlation between attitudes toward prescription drugs (ATT) and PI  (r= .68, p<.05). It 

means that the better understanding and attitude customers achieved toward prescription drugs, it leaded to the 

more customer intention in purchasing increase. Additionally, the dependent variable PI  also was strongly 

correlated with Perceived quality which means the better perceived quality could lead to the fact that customers 

are getting more tendency to buy this eye drop-treatment drug. 

Lastly, because the Sig. (2-Tailed) value in our study is 0.08, there is no statistically significant difference 

in the effects of product’s brand equity on consumer purchase intention in two different location categories.  

III. CONCLUSION  

The empirical data and the statistical tests in this study support the existence of causal relationship 

between the four components – brand loyalty, brand awareness, brand associations, and perceived quality – and 

purchase intention with the moderator role of the positive attitudes toward prescription drugs. However, 

observed pairwise comparisons of two different location categories suggested that no statistically significant 

difference in the effects of product’s brand equity on consumer purchase intention. According to Aaker (1991), 

while brand awareness builds the familiarity-liking sight and is a signal of substance, perceived quality acts as a 

differentiation tool. As a result we suggest that on concentrating to build brand equity that can affect to customer 

purchase intention, managers should not undervalue the effects of perceived quality from prescription drugs 

'customers who were mistakenly assumed to have no choice in medical field. The second implication is for 

academics and researchers that further quantitative research is needed to identify the determinants of brand 

equity using comparing two stages in time (either snapshots or time-series) with larger sample size and random 

sampling to predict deeper purchase behavior in medical context. 

Besides, this study has several limitations that future research should overcome. Firstly, the research was 

only conducted in An Giang province with quota sampling from urban to rural group and cannot cover all the 

demographics dimensions. The generalization of the study will be more valid if it can be surveyed in a larger 

scope of this province and to other provinces also. Secondly, due to the limit in approaching respondents in 

questionnaire survey, researchers get less actual information and reactions from respondents than approaching 

respondents in direct way such as face-to-face survey. These two limitations usually occur in most of 

quantitative research, and so do this research. However, this research also have its private problem with the hard 

situation applying in this case. The levels of medical system and complicated drug usage in Viet Nam is so 

much different to others previous study in this fields around the world, which sometimes is blamed for poor 

conditions in Vietnam, and it is really a big gap. Foreign drug manufacturers and sellers should pay much 

attention in adapting to Vietnamese business environment and law, understanding more about prescription drug 

selling system.  
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Abstract : There are many university ranking systems and metrics in the world nowadays. To put it briefly, 

these systems and metrics looks at university education from two main perspectives: Academic and Service. 

Academic ranking systems statistically listed all achievements or accomplishments of a university to indicate its 

academic power and performance. While those systems rank universities as a service created a guide for 

students – as consumers – to compare what they are going to go through in the next 3 or years of university 

education. Each system has its own merits and therefore they are widely used worldwide. In countries, such as 

Vietnam, education is a sacred thing and teachers or lecturers hold a very respected position in the society. And 

thus, the thought of education is a service whereas students are consumers is rather unorthodox.   

 

Keywords: Ranking, university ranking systems, literature review 

 

I. INTRODUCTION  

Since 1983, when the US News and World Report (U.S. News & World Report, 2016) have started their 

annual programs for US university and college ranking, then the ranking and forming league tables (league 

table) in higher education have become a major concern not only for the media and the private sectors but also 

for the government.  

Assessing and ranking the universities in the world has been done for a long time in developed countries. 

It began to emerge in Asia in 2003 with the introduction of the system of international university ranking by 

Shanghai Jiao Tong University (China), referred to as ARWU (ARWU, 2016)., implemented.  

In Vietnam, this issue emerged in 2005, along with the needs to build up the universities of high quality 

and internationally recognized.  

The ranking will make the universities strive to improve their qualities for a rising. Ranking is usually 

referred to by the students and their parents when they decide to enroll in the universities. The ranking table also 

provides information to employers in the selection of graduates and the State in the evaluation of schools. In 

addition to the university ranking, there are also the ranking for academic programs, the departments in 

universities and the member institutions of a university. The ranking is typically done by magazines, 

newspapers, websites or academic organizations and universities.  

In the context of the current Vietnamese university education with no specific assessing ranking system for 

the universities, this paper will help present the reference criteria of the assessing agencies in the world. At the 

same time, they will be considered as a basis for the building up the assessment criteria for the universities in 

Vietnam as well as in The Mekong Delta region. Aiming to improve the reputations of the universities, the 

ranking table is also used for the Vietnamese students as well as the students from overseas and the parents 

choosing universities. In addition, it also helps the employers have an overview on the universities in the  
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recruitment. Finally, it helps the schools to identify their positions in comparison to the universities in the world 

and at the same time, to plan the orientations for their activities in the future. 

 

II.  OVERVIEW OF UNIVERSITY RANKING IN DEVELOPED COUNTRIES 

 

College and university rankings are rankings of institutions in higher education ordered by various 

combinations of various factors. Rankings have most often been conducted by magazines, newspapers, websites, 

governments, or academics. In addition to ranking entire institutions, organizations perform rankings of specific 

programs, departments, and schools. Various rankings consider combinations of measures of funding and 

endowment, research excellence and/or influence, specialization expertise, admissions, student options, award 

numbers, internationalization, graduate employment, industrial linkage, historical reputation and other criteria 

(see the table 1).  

 

Table 1. College and university global rankings 

Name Ranking indicator and Weight Organization 

Academic Ranking  

of World  

Universities  

Quality of Education (10%), Quality of Faculty (40%), Research Output (40%), Per Capita 

Performance (10%)  

Shanghai Jiao Tong 

University - China  

Center for World  

University  

Rankings  

Quality of Education [25%], Alumni Employment [25%], Quality of  

Faculty [25%], Publications [5%],  Influence [5%], Citations  [5%], Broad Impact [5%], 

Patents [5%]  

Saudi Arabia-based 

consulting organization  

CHE University 

Ranking  

Depend on the selection of users (Students). [strictly subject-related, multi-dimensional, 

different perspectives]  

Centre Higher 

Education  

Development in 

Germany  

Eduniversal  

Quantitative criteria (the national expenditure on education per inhabitant, GDP, size of the 

population, number of students in higher education) , Qualitative criterion (the educational 

environment in the country)  

French consulting 

company and rating 

agency  

Global Universities  

Ranking by US  

News  

Global research reputation (20%), Regional research reputation (15%), Publications (10%), 

Books (15%), Conferences (5%), Normalized citation impact (7.5%),Total citations (7.5%),  

Number of publications that are among the 10 percent most cited (7.5%), Percentage of total 

publications that are among the 10 percent most cited (7.5%), International collaboration 

(5%)  

The annual U.S. News  

Global University 

Ranking  

The academic performance, research performance, faculty expertise, resource availability, 

socially significant activities of graduates, international activities, and international opinion  
Russian rating agency  

HEEACT— 

Ranking of  

Scientific Papers  

The articles published over prior 11 years; citations of those articles, "current" articles, 

current citations, average citations, "H-index", number of "highly cited papers" and high 

impact journal articles  

Higher Education  

Evaluation and  

Accreditation Council 

of  

Taiwan  

Human Resources & 

Labor Review  
The professional, alumni, executives, competitiveness, human capitaloriented aspects  Asia First Media  
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High Impact 

Universities:  

Research  

Performance Index  

The publications and citations  Australian initiative  

Leiden Ranking  
Publications, Size-dependent vs. size-independent indicators, Impact indicators, 

Collaboration indicators, Core publications   

Leiden University - 

Netherlands  

Nature Index  Research, Collaboration, Relationships  
American magazine 

Newsweek  

QS World  

University  

Rankings  

(QS Asian  

University  

Rankings and QS  

Latin American  

University  

Rankings)  

Academic Reputation, Employer Reputation, Faculty Student, Citations per Faculty, 

International Faculty, International Students, academic faculty staff  
Quacquarelli Symonds  

Round University 

Ranking  
Teaching, research, international diversity, financial sustainability.  

RUR Rankings 

publisher - Russia  

Scimago  

Institutions  

Rankings  

Reflect scientific, economic and social characteristics  Scimago Lab  

Times Higher  

Education World  

University  

Rankings (Times  

Higher Education  

World Reputation  

Rankings)  

Teaching (the learning environment) [30%], Research (volume, income and reputation) 

[30%], Citations (research influence) [30%], International outlook (staff, students and 

research) [7.5%], Industry income (knowledge transfer) [2.5%]  

British publication  

University  

Ranking by  

Academic  

Performance  

  

Article (Current Scientific Productivity), Citation (Research Impact),  

Total Document (Scientific Productivity), Article Impact Total (Research  

Quality), Citation Impact Total (Research Quality), International  

Collaboration (International Acceptance)  

Middle East Technical 

University  

U.S. News &  

World Report's  

Best Global  

Universities  

Rankings  

The criteria traditionally used by U.S. News (global research reputation, publications and 

number of highly cited papers)  

U.S. News & World 

Report  

Webometrics  The scholarly contents, visibility and impact of universities on the web  

Cybermetrics Lab - unit 

of the Spanish National 

Research Council  

 

At the beginning, U.S. News & World Report (USNWR) magazine is a pioneer in ranking American 

universities since 1983 but this magazine has not published the annual ranking until 1987 (News & World 

Report, 2016). Princeton company published a book about the best univerity ranking annually, the first book 

was published in 1991. This institution has made university assessment. (Princeton Review, 2016).  
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However, although some criteria can be measured using quantitative methods such as academic reputation 

or level of student selection, USNWR system still relies on subjective evaluation from individuals. Thus, the 

ranking of universities nationally is non-academic, and it results can be used as reference only.  

 

There has been much debate since the late 1990s in terms of the advantages and disadvantages of 

university rankings in the US. According to Kevin Carey (2006), rating system of USNWR just a list of criteria 

reflects the outward characteristics of well-known universities so it was not completely perfect. Instead of 

focusing on the basics issue of education and training, it is primarily based on three factors: reputation, wealth 

and the monopoly of the universities. Kevin Carey said that parents and students must know other crucial 

features before choosing a school such as learning method, ability to receive degrees.  

Rating universities in Canada is based on quality and perceived value. Annually university rankings in 

Canada are implemented by Maclean’s magazine and The Globe and Mail magazine (Maclean's and Globe and 

Mail, 2016). Canadian universities are also prominent in the ranking of international journals such as The 

Princeton Review (USA), The Times Higher Education Supplement (UK) and the Academic Ranking of World 

Universities (China). 

It is a fact that advantages of the Australian education system are high quality and comprehensive training.  

Each of Australia's universities has its own strengths and meet the strict regulations of the Australian 

Government on the training regulations. Currently, there are no official rankings of the Government for the 

University in Australia. However, Ross Williams and Nina Van Dyke from Melbourne Institute has launched 

international rankings of Australian universities in 2006 (Ross Williams and Nina Van Dyke, 2006). 

Times Higher Education Magazine (THE), the predecessor of The Times Higher Education Supplement - 

THES (Times Education Supplement University) started to rank universities since 2004 (THE, 2016). 

From 2004 to 2009, THE collaborated with Quacquarelli Symonds (a company specializing in education 

and study abroad) published a list of 500 ranked universities around the world. Compared to other types of 

ratings, many universities outside the United States have higher rankings. Compared to USNWR system, THES 

system expands international rankings. It has focused more of quantitative methods and strengthen the scientific 

proof for the ranking. Thus, we can say that the United States is the birthplace of university rankings program, 

then university ranking has spread globally.  

In Asia, Asiaweek magazine also released a list of the best universities in Asia from 1997 to 2000. The 

magazine stoped publication in 2001.  

In addition, ARWU Ranking of China was born in 2003 (ARWU, 2016). It intended to determine the 

position of the Chinese universities in comparison with top universities in the world, which is considered as 

competitiveness indicator of China in the knowledged economy. Because awareness of important role of 

university in the knowledge economy where knowledge is created and led the innovation in technology and 

engineering, ARWU emphasises on research indicators.  

The purpose of this rankings is improving the quality of higher education in China and promote the big 

universities of China on the world's top universities. It attempts to answer the question: which positions that 

Chinese universities are standing compared to the famous universities in the world? How far is that distance? 

China hopes the answer will help them find out the weaknesses and one day they will be the most admired  
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university in the world. Hence, this rankings was done serisously, meticulous, and its results are widely 

recognized around the world.  

In addition to the international rating system ARWU that its influence has spread across the world , China 

still has a lot of national rating systems (as of 2009 was 20 charts) with multiple targets, which also has similar 

goals with the national rating system of developed countries, is to provide students information to decide where 

to study (Academic Ranking of World Universities, 2016). The whole territory of China has more than two 

thousand universities and colleges with a total enrollment of about six million people every year. There are 

school ranking system and ranking system by sector such as :Chinese University Rankings, China University 

Ranking (Top 100), Top 10 Universities in Mainland, Top 100 Universities in Engineering, Science & 

Engineering Universities in China, China Top Engineering Programs, China's Best Medical Universities, 

China's Top Law Universities, etc ... among national rating systems implemented by many organizations, the 

most prominent is Chinese University Rankings carried on by the Institute of Management Science at the China 

Institute of Social Sciences. 

 

Types of university ranking 

 

It is difficult and complicated to rank universities. The question raised is how to evaluate and compare the 

two universities. Currently, there are two types of rankings:  

• Ranking the universities with the ordinal table  

• Ranking the universities without the ordinal table 

 

Ranking the universities with the ordinal table 

 

The ranking of universities is the list of the specific groups (within a country), which is rated relatively 

under certain common criteria in the order of "the ordinal table" and listed from the best to the worst.  

The location tables were created by the publishers. About a certain aspect of that review, the university 

rankings share some features with the "consumer guide" tables. In terms of level, in university ranking, there are 

two different types: the ranking system of the universities and the one of the faculties in the international scope 

or national level. The national ranking system is the one in which all or most of the universities are evaluated 

and compared with other schools. This is the first type of university ranking, for example, the type introduced by 

U.S. News (U.S. News & World Report, 2016) and other countries implemented by reproducing. In most cases, 

all the universities in a country are in comparison in order to choose the best schools and rank them according to 

a certain order. Of course, the universities in comparison have similar characteristics. Thus, there are ranking 

tables for a group of schools. The department (branch) ranking is based on the comparison of the departments of 

the specific schools with the similar ones of the other schools. This ranking is often in the national scale and 

related to the professional training school such as business, law, and medicine etc. These ordinal-ranking tables 

often have too many forms and details.  

Some indicators and its weight of university ranking organizations have showed in following:  
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Table 2. US News and World Report (U.S. News & World Report, 2016). 

Ranking indicator Weight 

Global research reputation  12.5%  

Regional research reputation  12.5%  

Publications  10%  

Books  2.5%  

Conferences  2.5%  

Normalized citation impact  10%  

Total citations  7.5%  

Number of publications that are among the 10 percent most cited  12.5%  

Percentage of total publications that are among the 10 percent most cited  10%  

International collaboration  10%  

Number of highly cited papers that are among the top 1 percent most cited in their respective field  5%  

Percentage of total publications that are among the top 1 percent most highly cited papers  5%  

 

 

Table 3. Times Higher Education Supplement (THES) (Times Higher Education Supplement, 2016) 

Ranking indicator Weight 

Teaching (the learning environment)    30 % 

Research (volume, income and reputation)   30 % 

Citations (research influence)      30 % 

International outlook (staff, students and research)   7.5 % 

Industry income (knowledge transfer)     2.5 % 

 

Table 4. Academic Ranking of World Universities (China) (Academic Ranking of World 

Universities, 2016)  

 

Criteria Indicator Weight 

Quality of Education  Alumni of an institution winning Nobel Prizes and Fields Medals  10%  

Quality of Faculty  
Staff of an institution winning Nobel Prizes and Fields Medals  20%  

Highly cited researchers in 21 broad subject categories  20%  

Research Output  

Papers published in Nature and Science  20%  

Papers indexed in Science Citation Index-expanded and Social Science 

Citation Index  
20%  

Per Capita Performance  Per capita academic performance of an institution    10%  

Total   100%  

 

Ranking the universities without the ordinal table 

 

There is another way of ranking. Centre Higher Education Development (CHE) in Germany carried out 

this method (CHE University Ranking, 2016). CHE released annual rankings along with several colleagues of 

their media. CHE conducts regular surveys with approximately 130,000 students and 16,000 teachers in nearly 

250 universities. The student survey was expanded and asked a few questions about the students’ experience and 

their satisfaction about the universities they attended or are attending. The faculty survey is usually done in 

order to sum up the data for a particular criterion. This criterion is known as – The insiders’ own choice (for 

example in the survey, people might suggest the professor giving the name of the three best school in the field of  
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their teaching and research). The ratings have a number of criteria using independent data sources. 

Approximately 2 per 3 of the criteria are based on the survey results, and the remaining data are obtained from 

the 3rd side sources. CHE ranking does not use the data from the sources from the assessed schools.  

The department ranking in German universities performed by CHE is different from the location tables at 

the two noticeable points. First, as noted above, it does not rate or coordinate the points of the individual criteria. 

The data from each department in each criterion are ranked separately, and the departments are not ranked in 

order. CHE does this because it says that it is meaningless to combine widely the disparate criteria into one 

single common system.  

Instead of ranking in a simple order, all the criteria must be displayed for all schools. That means that it is 

hard to read and use of these "rankings". In addition, a very great advantage of this approach is all the 

"rankings" have been transferred to a web page.  

The particularities of this ranking is first because the CHE does not count for the ranking ratio, this should 

facilitate the users in reality can create their own rates and ranking by choosing a certain number of criteria on 

the basis of the data of the website and providing information about the schools. Therefore, the assessment of 

the university quality lies in the ranking system users... The next special feature of CHE is, in each criterion, 

they do not attempt to divide the rankings in order. 

 

III. DISCUSSION ABOUT UNIVERSITY RANKING IN VIETNAM 

 

The decree 72/2015 / ND-CP of the Prime Minister on August 9th, 2015 in Vietnam (The decree 72/2015 / 

ND-CP, 2015), defined stratification criteria, frame rate, and the criteria for rating the higher education 

organizations  

In particular, stratification is grouping of higher education institution in terms of objectives and training 

orientation which consistent with the regulation of this Decree. Higher education establishments are classified 

into 3 levels: research-oriented institution; applied institutions and practical institution.  

The Decree specifies the criteria for classification of higher education establishments include: size, 

industry and the level of training; the structure of the training, science and technology; the quality of training 

and scientific research; the quality of education testing’s result  

Most higher education institutions in Vietnam relies on these criteria and make assessment by themselves 

or foreign assessment organizations. Specifically, in January 2016, Cybermetrics Lab of Consejo Superior de 

Investigaciones Cientificas under (CSIC), a well-known rating agency in digital libraries (Webometrics) locates 

headquarter in Spain announced Vietnam Ranking web of universities (Webometrics, 2016).  

Although there was not any official ranking at the moment but Vietnam has specific university rating 

systems initially. There are two ways to rank universities in Vietnam:  

 

Non-official raking base on input standards  

 

Currently in Vietnam, it is implied that Vietnamese University is divided in to 3 categories: 
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Table 5. Non-official raking base on input standards 

Category Scoring criteria 

1  24 (3 subjects x 8 scores for each)  

2  Middle level between type 1 and floor scores  

3  Floor scores  

 

This non-official rankings system uses input criteria, which is utilized by many rankings in the world but it 

is not comprehensive. Rating a university can not only base on input standard. A comprehensive ranking must 

evaluate in the process of “input - training process - output” 

 

Ranking by standards of the viewpoint of some organizations 

 

Several organizations and Vietnam universities have self-rated the universities of Vietnam according to its 

own criteria. For example, according to the Consulting Services and Training AUM Vietnam Joint Stock 

Company, the Ranking of Leading Universities Vietnam is evaluated based on many different criteria such as 

entrance points, the ability to apply for a job after graduation, the percentage of students studying abroad, the 

quality of faculty, the number of scientific articles published (Consulting Services and Training AUM Vietnam 

Joint Stock Company, 2016). 

 

Propose ranking criteria for University in Vietnam 

 

Many educational experts agree that the quality of higher education is a combination of factors related to 

input, process training, and outputs (Usher A, Savino M., 2006 and Turner D., 2005). We also rely on this 

opinion to propose the ranking criteria as follows:  

1. Input: relate to student admission  

2. Process: Involves faculty, facilities and services for teaching - learning and scientific research.  

3. Output: Concerning the situation of students after graduation.  

Based on the items above and the evaluation of university ranking in developed countries, it is essential to 

recommend 5 criteria with 40 indicators for the university ranking in Vietnam as following:  

 

Table 6. Recommended criteria and indicators for Vietnamese University Ranking 

 

Criteria Indicator 

Student admission 

 Admission score  

 Academic classification of grade 12  

 High school graduation score  

 Provincial/ national / international scholarship  and awards 

Lecturer 

 Ratio of permanent lecturer  

 Ratio of lecturer holding Master Degree  

 Ratio of lecturer holding Doctoral Degree  

 Ratio of lecture are Professor / Associate Professor  

 Ratio of lecturer who advice Master and Doctoral thesis  

 Ratio of lecturer who can use English in teaching  
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 Average teaching hours in a year  

 Ratio of student lecturer  

 Average salary paid for lecturer monthly or yearly 

Facility and Finance 

 Financial expenditure per student  

 Total expense for teaching and learning services  

 Annually expense for library  

 Quality of faculty staffs  

 Number of books and scientific journal per lecturer/ student  

 Number of standard classrooms and other facilities (table, chair...)  

 Number of computers used for teaching and learning   

 Computer networks  

 University’s website 

Academic research 

 Ratio of budget for scientific research  

 Collected funds from research and technology transfer  

 Ratio of lecturer preside scientific research topic belong to MOET  

 Number of research papers published on national journal per lecture  

 Number of research papers published on international journal per lecture  

 Number of research paper cited in 5 years per lecturer  

 Number of lecturers attend national / international conferences and seminars  

 Number of lecturers are chairman of national / international conferences and 

seminars  

 Number of lecturers collaborate with foreign colleague in conducting research 

project  

 Number of foreign students study master / doctoral program at school 

Graduate 

 Ratio of students who are forced to quit the school  

 Ratio of graduation to admission  

 Ratio of student who graduate with good / very good result  

 Ratio of graduate can use specialist English   

 Ratio of graduate who are proficiency in using computer   

 Ratio of student are employed in one year after graduation  

 Ratio of student enroll in master/ doctoral program after graduation  

 Ratio of graduation who are highly appreciate by recruiters 

 

IV. CONCLUSION AND SUGGESTION FOR FUTURE RESEARCH 

 

Although University ranking is quite new in Vietnam, it should be carried on. There are many 

important issues need to be solved in terms of theory and practice such as the agreement of criteria, indicators, 

weighted rating. Moreover, it also exposes problems related to data collection, chairman of ranking, decision 

making on conducting national, regional or international ranking and the answer for how to announce the rating. 

The purpose of this paper is to contribute an idea in determining the appropriate criteria to rank universities in 

Vietnam as well as the Mekong Delta provinces. However, the limitation of this paper is lacking of practical 

investigation to give specific weight assessment for each indicator in order to build a completed university 

ranking system. This is what researchers can study in depth for further research. 
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Abstract: International business scholars often argue that cultural distance between export and import countries is 

negatively related to a firm’s export intensity because of the costs of liability of foreignness. The role of managers’ 

international experience in the foreign activities of the firm is however ignored. Relaxing this argumentation, we 

hypothesize that the manager’s international experience is likely to moderate the negative relationship between 

cultural distance and firms’ export intensity. The data extracted from the World Bank of 345 export firms is used to 

test the proposed hypotheses. Both Tobit and OLS regressions reveal that with controlling characteristics of firms, 

the negative effect of cultural difference on the export intensity of firms with the low level of international 

experience is higher than those with a higher level of international experience. The study provides managerial 

implications to international business literature. 

 

Keywords export intensity; enterprise; international experience; cultural distance; moderating effect. 

 

I. INTRODUCTION  

 Export plays a critical role in the economic development of a nation due to its positive impact on 

the amount of foreign currency revenue, which sustains trade balance, stimulates production, and employment 

creation (Franco, 2013). Hence, this research stream has been recognized by several scholars over the past decades. 

Theoretically, transaction cost theory (Hennart, 1991) is often used to investigate issues relating to the export 

activities of enterprises (Franco, 2013; Greenaway et al., 2004). According to transaction cost theory, when entering 

international markets, enterprises may incur various transaction costs due to cultural differences and regimes 

between exporters and importers (Hennart, 1991). Drawing on transaction cost theory, several studies revealed that 

the higher the cultural differences between export and import countries, the lower the level of trade intensity (e.g., 

Alaoui and Makrini, 2013).  

Theoretical and empirical findings from previous studies have, however, ignored the role of managers’ 

international experience in studying firms’ internationalization activities. We argue that the experience of firm’s 

manager is able to play an essential role in overcoming uncertainties and difficulties when enterprises export to 

countries where cultural differences exist. Thus, the aim of this paper is to investigate whether the managers’ 

international experience moderate the relationship between cultural distance and firm’s export intensity. In doing so, 

we use transaction cost theory (Hennart, 1991) to develop theoretical arguments relating to this manner and provide  
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an empirical evidence by testing the firms operating in Vietnam. These enhance the validity to international business 

literature. 

 

II. MATERIALS AND METHODS 

Transaction cost theory (Hennart, 1991) and some previous studies stress that the higher the cultural 

distance between two countries, the lower level of firm’s export intensity. This argument does not take the role of 

managers’ international experience into account. Drawing on transaction cost theory, we argue that the international 

experience of managers is likely to moderate the relationship between cultural distance and firms’ export intensity. 

Our study develops the hypotheses on the aforementioned relationship, combining insights from transaction cost 

theory with research on culture in international business literature.  

2.1. Cultural distance and export of enterprises 

According to transaction cost theory (Hennart, 1991), cultural distance between two countries is highly 

related to the strategic export of enterprises. This implies that cultural differences between home and host countries 

are likely to affect the export activities of enterprises in foreign markets. It means that when exporting to foreign 

markets, firms often face difficulties due to differences in cultures, increasing both mamagement and transaction 

costs.  

From the standpoints of transaction cost theory, we argue that the higher the cultural distance 

between export and import countries, the lower the export of enterprises due to an increase in transaction 

costs. This argument can be explained by the following two reasons. First, each country has its own culture 

which generates a cultural difference as a firm enters into a foreign country (Slangen et al., 2011; Vo, 2013). 

This difference becomes larger when the interaction is between Western and Eastern countries and this leads to an 

increase in management costs. 

Second, the higher cultural distance also implies that negotiation between firm and partners in the host 

countries is more difficult due to the fact that each country has their own views of cultural aspects (Beugelsdijk and 

Maseland, 2011). In general, the higher cultural distance between two countries lead to greater difficulties in supply 

chain cooperation. There are two explanations for this argument. The first reason comes from the lack of 

understanding of cultural aspects and working styles of foreign enterprises. Therefore, distributors are usually 

reluctant to cooperate with enterprises unless they understand the enterprise clearly and share a similar culture with 

them (assuming that other elements remain constant).  

The second reason comes from the view of exporting enterprises - they cannot take risks to cooperate with 

partners coming from the importing countries unless they have cooperated with these partners before or have a 

thorough knowledge of their culture and local people. They are afraid of the risks that can happen in payment 

processing, in obeying contract regulations and in the process of merchandise exchange. Hence, this study claims 

that exporting decreases when the cultural distance between two countries become higher. The above reasons lead to 

the conclusion that the cost of export activities from the export country to the import country will be greater when 

cultural distance is significant. Conclusively, the cultural distance of import and export countries will hinder the 

export activities of enterprises due to transaction costs. The first hypothesis can be suggested as follows:  
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Hypothesis 1: The higher the level of cultural distance between export and import countries, the lower the level of 

firm export intensity. 

 

2.2. The interaction between cultural distance and experiences of managers 

The first hypothesis proposes that larger cultural distance is negatively correlative to increased export of 

enterprises. This study also claims that the negative correlation between cultural distance and export depends on the 

international experience of the managers. It can be explained that the higher cultural distance decreases the export of 

enterprises if managers of firms have less international experience. There are two reasons that can explain this 

argument. Firstly, enterprises with managers who have a lot of experience will have the ability to approach and deal 

with more customers in the countries with high cultural differences. Furthermore, they can apply the appropriate 

plans and strategies of export, and timely respond to the difficulties driven from the differences in culture. In 

contrast, the ability to solve these similar problems of the less experienced international managers would be limited. 

Secondly, comparing to the enterprise which has fewer experienced managers, enterprises with managers who 

possess more experience are more likely to have the ability to connect with local partners since they have a wider 

business network and a greater understanding of regulations and the working style of importing countries’ partners. 

Therefore, the possibility of obtaining successful contracts in these countries will be higher. These arguments above 

lead to the second hypothesis: 

Hypothesis 2: The negative effects of cultural distance on the export of firms with high internationally experienced 

managers may be lower than that with less international experience. 

Based on these arguments, the theoretical model of this study is summarized in Figure 1 

 

Figure 1. Theoretical model 

2.3 Data 

To test the hypothesis of the research model, this study uses data from two sources. The first source comes 

from the World Bank. This data is a part of the investigation of enterprises in the East Asia and Pacific Ocean of the 

World Bank in 2009.  

The selected firms were then used as the frame for the selection of a sample, with the aim of obtaining 

interviews at firms with five or more employees as the World Bank’s plan. The overall investigation includes all  
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non-agriculture industries (group D), according to the group classified by ISIC Revision 3.1, construction (group F), 

services (group G and H), traffic and express, storage and communication (group I). This definition does not include 

the following industries such as financial intermediaries (group J), real estate and real estate leasing activities (group 

K excludes group 72, communication technologies being added to the overall research), and all public sectors. In 

particular, the manufacturing industry has 5 groups. Authors will interview from 120 to 145 enterprises for each 

group. The total number of enterprises investigated included 1.503 observations. Among these groups, food 

production, garment and weaving constituted the highest proportion with 52.86%. The sizes of enterprise were 

classified into 3 groups: small enterprises have about 5 to 19 employees, medium enterprises have about 20 to 99 

employees and large-scaled enterprises have more than 99 full-time employees. The observed enterprises belonging 

to 14 provinces in Vietnam are divided into five major areas namely The Red River Delta (Ha Noi, Hai Duong, Hai 

Phong), North Central Coast (Thanh Hoa and Nghe An), Mekong River Delta (Can Tho, Long An, Tien Giang), 

South Central Coast (Khanh Hoa and Da Nang), and Southeast region (Ho Chi Minh city, Binh Duong and Dong 

Nai).  

With respect to this study, the objective is to examine export enterprises. Among the observed enterprises, 

there are 345 enterprises that could meet the research requirements. Therefore, the sample number is 345 in which 

there are 123 enterprises from food industry (accounted for 35.7%), 118 enterprises from fiber, fabric and weave 

industry (accounted for 34.3%), 76 enterprises from garment industry (accounted for 22.1%), and 28 enterprises 

from process and metal fabrication industry (accounted for 7.9%). These enterprises export their products to 34 

different countries around the world. This information allows the authors to determine and investigate the cultural 

distance between Vietnam and the 34 import countries.  

The second source of secondary data comes from Hofstede’s website where the comparison of six cultural 

dimensions of many countries were presented including Vietnam and 34 other importing countries.  

 

2.4 Variable and measurement 

 

Dependent variable is the export intensity of Vietnamese enterprises (Y), which is measured by the 

proportion of export revenue and total revenue enterprises. Such proportion ranged from 12.1% to 68.4%. The 

higher proportion means that enterprises obtain better turnover from exporting activities. 

Independent variables: Cultural distance (X1) is the distance between Vietnam and importing countries. 

This variable is measured based on the differences of six cultural dimensions calculated by Hofstede (1980). These 

include Power Distance, Individualism, Masculinity, Uncertainty Avoidance, Long-term Orientation and 

Indulgence. These six dimensions were scaled from 0 to 100 (percent) by Hofstede. The larger the scale assigned to 

each of thesix dimensions the country has, the higher the Power Distance, Individualism, Masculinity, Uncertainty 

avoidance, Long-term Orientation and Indulgence they gain. In addition, the method of Kogut and Singh (1988) is 

used to measure the cultural distance between Vietnam and importing countries. The ratio of distance was 

determined by the following formula: 

 



How Does International Experience Affect the Relationship between Cultural Differences and 

Export Intensity of Firms? 

    

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 233 | Page 

 

 

\ 

  

6

V/II

CD

6

1i

i

2

ivij

vj






    (1) 

in which, 

CDvj: The index of cultural difference between Vietnam and import countries. 

Iij: The ith cultural aspect  of  jth importing countries  

Iiv: The ith cultural aspect of Vietnam, V is the abbreviation of Vietnam 

Vi: the variance of the ith cultural aspect 

Based on the formula (1) and secondary data on national culture from Hofstede’s website (1980) mentioned 

in Section 3.1, the cultural gap index is calculated. The value of this index changed from 0.102 to 3.174, which 

means that the greater the index revealed, the greater the cultural distance between Vietnam and import countries. 

 

Moderating variable: The international experience of the manager (X2) is measured by the number of 

years a manager of a firm has worked in foreign markets up until 2009. The greater values of this factor represent 

that the managers have been in a business management position for a long time and has greater international 

experience. 

According to the previous studies, exporting enterprises are also influenced by other factors (Franco, 2013) 

which include: 

- The company size (X3) is measured by the value of the natural logarithm of full-time employees working in 

the enterprises. The higher values mean the larger size of enterprises.  

- Experience of firm (X4) is measured by the number of years since the establishment of enterprises up to 

2009. 

- ASEAN (X5) Importing countries belonging to the free trade area (AFTA) where the tariff, import 

procedures and other barriers are reduced compared to outsiders. Hence, when trading among such community, the 

importing and exporting activities of Vietnam enterprises can be more favorable. This variable is measured by a 

dummy variable: Vietnam and the ASEAN importing countries received value 1, otherwise the value is 0. 

- Industry (X6) is measured by dummy variables in which enterprises of the food industry, spinning, 

weaving, fabric and garment receive 1, others include outsourcing industry and metal fabrication will receive a value 

of 0. Food industry, fibers, textiles, fabrics and garments have exporting advantages due to cheaper production. 

Meanwhile, manufacturing industry and the metal fabrication are limited due to weak technical and scientific 

qualifications which caused lower competitive advantages. Due to its limitation, raw materials and outsourcing 

products are typically exported in such industries. Therefore, in this paper the authors expect that the industry 

variable and exporting volume would have a positive correlation. 

3.3 Estimation method 

With the measure of the above mentioned dependent variables, this study uses Tobit regression to estimate the 

impacts of these factors on Vietnam enterprises’ export intensity. Estimating equation is expressed as follows: 
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Y = β0 +β1X1 + β2X2 + βX1*X2 + β3X3 +…+ β6X6 + ε   (2) 

 

In which, 

 Y is the dependent variable (exporting volume of enterprises), β0 is the intercept coefficients of the 

model (the value of Y when all values of X are 0), β1, 2 are respectively the estimated coefficients of cultural 

distance and experience of the manager; X1,2 are the values of the independent variable and moderate variable; β is 

the estimated coefficient of X1 and X2 interaction. β3-6 respectively estimated coefficients of control variables, X3- 6 

respectively are the values of the control factors, ε is the error of the regression model. Attributes of the 

independent variables and moderate variables in this model are summarized in Table 1. 

 

Table 1. The characteristics of the independent and moderate variables 

 Variables Measurement method 
Expected 

sign 

X1 Cultural distance 

Hofstede’s six dimensions (1980) and Kogut and Singh’s 

measures (1988) to calculate cultural distance between 

Vietnam and importing countries. 

 

X2 Manager’s experience 
The number of managers’ working years in relation to 

business activity as managers up to 2009 
+ 

X3 Enterprise’s size  
Natural logarithm of full-time employees working in the 

enterprises 
+ 

X4 Operation time  Years of establishment up to 2009 + 

X5 Member of ASEAN 
Indicator variables: Vietnam and the ASEAN importing 

countries received value 1, otherwise the value is 0 
+ 

X6 Industry 

Measured by dummy variables: value 1 for the food, fibers, 

fabric and garment industries, 0 for the outsourcing and 

metal fabrication industries 

+ 

 

III. RESULTS AND DISCUSSION 

3.1 Description of statistics and correlation matrix 

Table 2 shows the mean, standard deviation, variance magnification factor (Variance Inflation Factor - 

VIF) and the correlation between the variables in the model. Analyzing outcomes of the correlation matrix in Table 

2 shows that the correlation among independent variables is low (<0.8). 

The highest correlation coefficient -0.19 revealed the correlation between the size of enterprises and 

experience of managers. The testing value shows that all variables have VIF values being lower than the "threshold" 

value of 10.0. Hence, there is no multi-collinearity when investigating all these variables simultaneously in the 

model (Hair et al., 2006) which means that there is no deviation from making any biases about value estimation of  



How Does International Experience Affect the Relationship between Cultural Differences and 

Export Intensity of Firms? 

    

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 235 | Page 

 

 

variables. The correlation coefficient between independent and dependent variables, namely cultural distance and 

export volume, is negatively correlated (0.18). Meanwhile, the experience of the manager has a positive correlation  

 

to exports with a correlation coefficient of 0.04 at a statistical significance of 5%. Others variables have no statistical 

significance (p> 0.1).  

 

Table 2. Mean, Standard Deviation and Correlation of the variables in the model (n = 345) 1 

 Variables VIF Mean Standard 

Deviation 

1 2 3 4 6 7 

1 Enterprises' export 

intensity (%) 

1,26 34,1 34,2       

2 Cultural distance 1,21 1,97 2,78 -0,18**      

3 Firm size 1,15 1,88 2,32 0,17 0,02     

4 Enterprise’s experience 1,23 2,45 1,57 0,10 -0,05 0,01    

6 Manager’s international 

experience 

1,19 2,25 2,49 0,04* 0,05 -0,19 0,09   

7 ASEAN member 1,10 0,55 0,28 0,13 0,04 0,11 0,04 0,02  

8 Industry 1,23 0,58  0,31 0,01 0,03 0,02 0,14 0,05 0,12 

* and ** presents the values of statistical significance at the 5% and 1%, respectively 

1 The value of standardized variable  

3.2 Results and discussion 

Estimated results of the Tobit regression on the impacts of managers’ international experience in relation to 

cultural distance and export intensity are presented in Table 3.  

Model 1: Model 1 shows the impacts of these moderate factors on the export of enterprises. Pseudo-R2 of 

the model is 0.090 and fair valuing ratio is -1033,4. Additionally, P-value is 0.000 means that the statistical 

significance of the model has been reached. It is shown that the enterprise with larger size would have better 

exporting capacity presented by the estimated coefficient of “size” variable at 5% of statistical significance (β4 = 

0.015; p <0.05). In contrast, other moderate variables include time of operation, ASEAN member, and industry 

revealed the irrelevant relationship to exports (at least in statistics) due to its estimated coefficients which showed 

non-statistical significance (p>0,1). 

 

Model 2 and 3: The results of these models shown in Table 3 are impacts of independent variables, moderate 

variables, interacting variables and control variables on the export intensity of enterprises. It is shown that the 

cultural distance and managers’ experience in Model 2 and 3, Pseudo-R2 are 0,109 and 0,114 respectively. In 

addition, compared to Model 1, the coefficients in Models 2 and 3 also increased to 1019.2 and 1024.6 respectively. 

These results mean that testing results are better explained in Model 1 when considering the influences of cultural 

distance and managers’ experience to the export of enterprises. Results from Model 2 and 3 reveal that cultural  
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distance and export have an inverse correlation at 1 percent-statistical significance 

 (β1= -0,26, p<0,01); however, manager’s experience and export show positive correlation at 5 percent-statistical  

significance (β2= 0,50, p<0,05). Moderate variables’ coefficients in Model 2 and 3 are similar to Model 1 at the 

same statistical significance. 

 

Table 3. The results of moderating effects of international experience on the export intensity of firms 

 

 Model 1 Model 2 Model 3 Model 4 Marginal effect 

 Co- 

efficient 

t Co- 

efficient 

t Co- 

efficient 

t Co- 

efficient 

t Co- 

efficient 

t 

Constant 3,17** 3,80 3,01** 3,71 3, 33** 3,62 3,55* 3,82 3,48* 3,35 

Independent variable           

Cultural distance (CD)   -0,26** 3,55   -0,61** 3,91 -0,53** 3,67 

Manager’s 

international 

experience (ME) 

    0,50* 2,50 0,72* 2,45 0,58* 2,56 

CD*ME       0,39* 2,49 0,28* 2,45 

Moderate variables           

Size of enterprise 0,015* 2,53 0,016* 2,53 0,016* 2,49 0,017* 2,65 0,010* 2,53 

Firm experience 4,03 1,57 3,81 1,49 3,64 1,28 4,11 1,23 3,56 1,40 

ASEAN member 0,06 1,32 0,08 1,22 0,08 1, 25 0,19 1,43 0,06 1,40 

Industry 2,10 0,27 2,11 0,98 2,14 0,90 2,12 0,38 1,79 0,52 

Log likelihood -1033,4  -1024,6  -1019,2  -1001,2    

Pseudo R2  0,090  0,109  0,114  0,122    

 N 345  345  345  345    

P-value 0,000  0,000  0,000  0,000    

* and ** present the values of statistical significance at the 5% and 1%, respectively 

 

Model 4: Model 4 reveals the statistic results of cultural distance, manager’s experience and moderate 

variables (between cultural distance and managers’ experience) to the export of Vietnamese enterprises. The 

Pseudo-R2 and coefficient increased to 0,122 and -1001,2 respectively. P-value is 0,000 which means that the model 

has statistical significance at one percent. In Model 4, there is no difference in the impact of moderate variables to 

export compared to Model 1. The results from Model 4 can be clarified as follows: 

Cultural distance shows negative correlation to export of enterprises at the 1percent-statistical significance 

(β1= -0,61, p<0,01). Such result means that Hypothesis 1 is absolutely confirmed in statistics. In addition, the 

interaction between managers’ experience and cultural distance presents positive correlation at 5 percent statistical 

significance (β2=0,72, p<0,05; β=0,39, p<0,05). These results confirm the expectation of hypothesis 2 which means 

that the negative correlation of cultural distance and managers’ international experience to export of the enterprises 

with experienced managers is lower than enterprises with less experienced managers. Such result is empirical  
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evidence for the hypothesis which was formed by Hennart’s Transaction Cost Theory (1991), which means that 

experienced managers could minimize the inverse correlation between cultural distance and export of enterprises.  

 

The last column of Table 3 reveals the marginal impacts of cultural distance, managers’ international 

experience, moderate variables to the export of enterprises (with the values of β and p are β1=-0,53, p<0,01; β2=0,58, 

p<0,05; β3=0,28, p<0,05 for cultural distance, managers’ international experience and moderating variables 

respectively). Such coefficients mean that if the coefficient of cultural distance between Vietnam and importing 

countries increase 1 unit, export intensity would decrease 0,53 unit. However, in the case of enterprises with 

experienced managers, exporting to culturally different countries would improve by 0,28 unit. All of these results 

were shown in Figure 2. 

Accordingly, the OLS model was used to test the reliability of the Tobit model, in which, there is no 

difference between Tobit regression and OLS tests with β-values and P-values being β1=-0,62, p<0,05; β2=0,58, 

p<0,05; β3=0,41, p<0,05 for cultural distance, managers’ experience and moderate variables. In brief, Hypothesis 1 

and 2 have been entirely confirmed in both theoretical and empirical base. 

 

 

Figure 2. The moderating effect of managers’ international experience on the relationship between cultural distance 

and export intensity 

IV. CONCLUSION 

 

Building upon transaction cost theory (Hennart, 1991), the objective of this study is to develop the 

hypothesis about the regulating influences of managers’ experience to the negative relation between cultural 

distance and export intensity of enterprises in Vietnam. The results of OLS and Tobit regressions on 345 enterprises 

have revealed that when comparing the negative correlation coefficient (between cultural distance and exporting 

intensity), enterprises with experienced managers showed a lower coefficient than their counterparts with less 

experience. Based on the results, the larger size of enterprises would allow for more export by enterprises. 
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Therefore, to increase export volume to various cultural countries, exporters should clearly acknowledge their 

foreign partners’ cultures such as their hobbies, culture of customers, business environment and traditions. To do  

 

that, exporters should employ experienced managers who have more understanding about the importer’s culture. 

Then, apply strategic export plans and negotiation methods to decrease implicit and potential risks, strengthening 

export volume.  

 

These implications also show some limitations of this paper. First, the research has not revealed all full 

periods of data for export due to its fluctuation over time. In this paper, authors have only collected data from the 

point of periods, and could not show all changes. Second, export is also affected by exchange rates, which is not 

taken into account in this study. Therefore, for further research in the future, time series or panel data should be used 

to develop implications for making policies and building theories relating to exporting activities. Third, when 

exporting to developed countries, culture change as a result of economic development should be considered, 

however in this paper such changes have not been taken into account. Lastly, there are various factors which can 

affect exporting enterprises such as competitive advantages, foreign polices and so on, which are not considered in 

this paper. These limitations allow further research to consider such factors for better recommendations and 

sympathetic polices for exporting organizations. 
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Abstract : Food industry plays an important role in meeting economic development goals and increasing 

demands of processed food. However, there have been no studies considering the performances of food industry 

over time was found in Vietnam. Therefore, the study used a data set of 340 food processing companies from the 

small and medium enterprise (SME) surveys in 2007, 2009 and 2013. By applying latent class stochastic frontier 

analysis for a balanced panel data, the study found that the average technical efficiency of food processing 

companies was 91.5%, suggesting that they could expand their output level about 9% while keeping inputs 

constant. The study also found that the technical efficiency has been improved over time at annual growth rate of 

1.47%. The firms in Ha Noi, Ho Chi Minh and Quang Nam had the lowest technical efficiency score while that of 

the firms in Lam Dong, Hai Phong and Ha Tay provinces were the highest. 

 

Keywords: Food industry; Latent class stochastic frontier analysis; Technical efficiency; heterogeneity 

 

I. INTRODUCTION 

Since the reform policy namely “Doi Moi” in 1986, the Vietnamese economy has achieved significantly positive 

changes in terms of economic growth and poverty reduction. The total nominal GDP has increased steadily at an 

average growth rate of 17.8% year-1 for the period 2006-2014 (GSO, 2014). The poverty rate was reduced from 

60% in 1990 to 18% in 2010 based on the poverty line of General Statistics Office of Vietnam. Such achievements 

were originated from the significant contribution of small and medium enterprises (Harvie, 2004, 2007). 

In Vietnam, Company Law and Private Enterprise Law were, respectively passed in 1990 and 1991, it created 

better environment for private enterprises. These laws have resulted in the dramatically increased number of SMEs 

from about 3000 in 1992 to more than 80,000 registered enterprises in 2010, suggesting an annual growth rate of 

20%  (AED, 2011; Le & Harvie, 2010). However, the number of enterprises which got bankrupt also increased 

because of various reasons such as capital shortage, high competition, limited access to markets, institutional 

weaknesses (Carlier & Tran, 2004; Sakai & Takada, 2000). These constraints have affected significantly the 

technical performance of firms over time. So far, there have been some studies considering technical efficiency 

of SMEs in Vietnam, but they normally applied stochastic frontier analysis and used cross-sectional data. Thus, 

these findings did not reflect the technical efficiency changes and the heterogeneity among firms, particularly the 

case of pooled data of firms in different regions. Le and Harvie (2010) has applied stochastic frontier analysis to 

estimate technical efficiency scores of manufacturing SMEs in Vietnam. Although the study used the unbalanced 

panel data of manufacturing SMEs in 2002, 2005 and 2007, the study estimated separately the production 

functions and the estimate technical efficiency scores for each year. The mean technical efficiency scores were 

84.25, 92.55 and 92.34% for years 2002, 2005 and 2007, respectively. However, this study did not take 

http://sareb-journal.org/
mailto:vhtu@ctu.edu.vn
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heterogeneity into account and estimated the production frontiers by using cross-sectional data approach instead 

of panel data approach. Tran, Grafton, and Kompas (2008) also applied stochastic frontier analysis to estimate 

technical efficiency for five kinds of SMEs (i.e. food processing, chemicals, manufactured foods, machinery and 

miscellaneous industries). The study used data from SME surveys in 1996 and 2001 and estimated separately the 

production frontiers for each year. Similarly, this study also ignored heterogeneity and panel data approach. After 

more than three decades, stochastic frontier analysis which had been first developed by Aigner, Lovell, amp, and 

Schmidt (1977); Meeusen and Van den Broeck (1977) was employed in thousands of studies. However, these 

studies normally assumed that the underlying production frontier was the same for all observations. Therefore, 

the current study used the latent class stochastic frontier analysis (LCSFA) to estimate technical efficiency of 

firms with the assumption of time-varying inefficiencies (i.e. panel data approach). The LCSFA approach can 

take heterogeneity into account (Barros, de Menezes, & Vieira, 2013; J. W. Bos, Economidou, Koetter, & Kolari, 

2010; J. Bos, Economidou, & Koetter, 2010; W. Greene, 2002, 2005; Orea & Kumbhakar, 2004).  By using 

LCSFA, a mixture of production frontiers will be estimated simultaneously, from which we can estimate the 

shortfall (technical inefficiency) from the observed output to a latent production frontier. 

The objective of this current study is to investigate the technical efficiency scores and technical efficiency changes 

for food industry in Vietnam by using LCSFA. The study provides updated information about food industry’s 

performance over time. These results are important policy implications to promote the development of food 

industry. 

The remainder of this paper was organized as follows. Section 2 presents the analytical framework of LCSFA and 

data used for this study. Section 3 provides results and discussions, followed by conclusions in section 4. 

II. METHODOLOGY 

2.1 Analytical framework 

The data on firms’ production technology was collected in 10 provinces/cities/capital, suggesting that the 

heterogeneity exists among firms. In the other words, it means that they do not share the same underlying 

production technology. To deal with this real situation, the study applied the latent class stochastic frontier analysis 

to separate heterogeneity apart from inefficiency term. The heterogeneity results in biased estimation of technical 

efficiency by using traditional assumption (i.e. all firms share the common frontier) because the unobserved 

technological differences are not taken into account. Reviews of literature indicate that there have been two main 

approaches to consider heterogeneity: two-stage (known as priori sample separation) and single-stage approach. 

With the former, cluster analysis was employed to classify observations into several groups, then production 

technology is estimated separately for each class. Such applications can be found in the studies ofGrifell-Tatjé 

and Lovell (1997); Kolari and Zardkoohi (1995); Mester (1993, 1997). With the latter, the heterogeneity and 

stochastic frontier are simultaneously considered to estimate the mixture of production functions (Barros et al., 

2013; W. Greene, 2002, 2005; Orea & Kumbhakar, 2004). Such approach is preferable because it relies on 

goodness of fit, leading the estimated results are superior. 

To estimate technical efficiency for each firm, it is necessary to specify the underlying production technology or 

the latent class that the firms belong to. The technical efficiency was assumed to be time-variant in the balanced 

panel data. The model with such assumption (time-variant) is sometimes known as time-varying inefficiency 
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model or time decay model. Assume the production technology for each class is presented in translog form as 

follows 

𝑌𝑖𝑡 = 𝑓(𝑋𝑖𝑡 , 𝛽𝑗)|𝑗 exp(𝑣𝑖𝑡|𝑗 − 𝑢𝑖𝑡|𝑗) (1) 

where subscripts i = 1,…, N stands for firms; j = 1,…, J indicates latent classes; 𝑌𝑖 and 𝑋𝑖 are vectors of the 

observed output and inputs, respectively; 𝛽𝑗 are parameters to be estimated for each class, and t = 1,…, T indicates 

time period. 

The composed error terms (𝐸𝑖𝑡|𝑗 = 𝑣𝑖𝑡|𝑗 − 𝑢𝑖𝑡|𝑗) which are the difference of noise effect (𝑣𝑖𝑡|𝑗) and technical 

inefficiency (𝑢𝑖𝑡|𝑗) terms for class j. The former (𝑣𝑖𝑡|𝑗) indicates the statistical noise effect for class j, which is 

normally distributed at zero mean and is assumed to be independent of the non-negative technical inefficiency 

component (𝑢𝑖𝑡|𝑗). The term 𝑢𝑖𝑡|𝑗 which follows a half-normal distribution is calculated based on the conditional 

expectation of 𝑢𝑖𝑡|𝑗, given the value of the composed error term (Jondrow, Knox Lovell, Materov, & Schmidt, 

1982). The expression of 𝑢𝑖𝑡|𝑗  is presented as 

𝐸(𝑢𝑖𝑡|𝑗|𝜀𝑖𝑡|𝑗)   = 𝜎∗ [
𝜙(𝜀𝑖𝑡|𝑗𝜆𝑗/𝜎𝑗)

(1 − Φ(𝜀𝑖𝑡|𝑗𝜆𝑗/𝜎𝑗))
− (

𝜀𝑖𝑡|𝑗𝜆𝑗

𝜎𝑗

)]     

   (2) 

where 𝜎∗ = √𝜎𝑢|𝑗
2 𝜎𝑣|𝑗

2 /𝜎2; and 𝜙(. ) and Φ(. ) represent the standard normal density and cumulative distribution 

functions. 

According to W. Greene (2002, 2005); W. H. Greene (2008), the likelihood function for each firm in class j is 

given by 

𝐿𝐹𝑖𝑗 = 𝑓(𝑋𝑖𝑡 , 𝛽𝑗 , 𝜎𝑗 , 𝜆𝑗) =
Φ(𝜆𝑗. 𝜀𝑖𝑡|𝑗/𝜎𝑗)

Φ(0)
.

1

𝜎𝑗

. 𝜙 (
𝜀𝑖𝑡|𝑗

𝜎𝑗

) 
(3) 

where 

𝜀𝑖𝑡|𝑗 = ln𝑌𝑖𝑡|𝑗 − 𝛽𝑗
′𝑋𝑖𝑡; 𝜎𝑗 = √𝜎𝑢|𝑗

2 + 𝜎𝑣|𝑗
2 ; 𝜆𝑗 = 𝜎𝑢|𝑗 𝜎𝑣|𝑗⁄  

𝜙(. ) and Φ(.) denote the standard normal density and the cumulative distribution function, respectively. 

By applying the time-varying inefficency model devised by George E Battese and Coelli (1992); George Edward 

Battese and Coelli (1995), the output-oriented technical efficiency (OTE) of the ith farm in t period belonging to 

class j is obtained by the expression  

OTEit|𝑗 = exp ( − 𝑢𝑖𝑡|𝑗) = exp [−η(𝑡 − 𝑇)]|𝑈𝑖| (4) 

where 𝜼 which is an unkonw scalar indicates the improvement of technical efficiency over time if 𝜼 is positive; T 

is the number of time periods. 

The remaining task is to specify the class probabilities and the class membership for each firm. According to W. 

Greene (2002); Orea and Kumbhakar (2004), multinomial logit model can be used to perform such estimation. 

The appropriate number of classes is determined by using the testing down approach proposed by W. Greene 
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(2005); Orea and Kumbhakar (2004). The AIC (Akaike Information Criterion) is the most widely used to select 

the preferred model. The best model is the one with the lowest AIC value. 

2.2 Data collection 

The study used data from the small and medium enterprise (SME) surveys in 2007, 2009 and 2013. The food 

processing enterprises in this study was selected from the SME surveys in 2007, 2009 and 2013 based on 2-digit 

economic sectors which was classified in decision No. 10/2007/QĐ-TTg on 23rd January  2007. Total 340 firms 

that had been operating food processing industry were selected for this study. It means that 1020 observations in 

a balanced panel were used for estimating production frontiers. The number of food processing firms that was 

interviewed by SME surveys was greater than the sample size in this current study. However, in order to get the 

balanced panel data, the study only selected 340 firms for estimation. In this study, we used total output value to 

be the dependent variable in production function because the data of output quantity was unavailable for years 

2007 and 2009. Such application of output value was found in many previous studies to estimate technical 

efficiency in panel data because of unavailability of quantity data (Badunenko & Stephan, 2004; Sun, Hone, & 

Doucouliago, 1999; Tran et al., 2008; Zheng, Liu, & Bigsten, 1998). Regarding to the independent variables, the 

study considered five main inputs (i.e. energy and water cost, raw material, labor cost, capital and operation cost) 

to estimate production frontiers. The detail description of these variables is presented in Table 1. 

Table 1. Descriptive statistics of variables used for production function 

Variable description Mean Min Max SD 

Output     

Y Output value 3,027,222 13,000 290,000,000 15,737,853 

Inputs     

X1 Energy and water cost 77,291 120 5,885,000 318,780 

X2
 Material 1,016,465 100 101,900,000 5,776,310 

X3
 Labor cost 239,840 720 29,200,000 1,534,747 

X4 Capital 258,389 50 12,200,000 908,914 

X5 Operation cost 181,683 60 37,000,000 1,423,498 

Note: These values of input and output were measured in thousand VND (1 USD = 22,260 VND). 

          SD stands for standard deviation 

Source: The small and medium enterprise (SME) surveys in 2007, 2009 and 2013 

Table 1 shows that the variations of all output and inputs was quite large because the current study considered 

both medium and small enterprises. According to the decree No. 56/2009/NĐ-CP, small and medium enterprises 

were classified into three levels: micro-small, small and medium scales based on number of labors or total capital. 

Such classification is described in table 2. 

Table 2. Classification of small and medium enterprises in Vietnam 

Sectors 
Micro-small Small scale Medium scale 

Labor Labor Capital Labor Capital 

Agriculture, forestry and 

fishery 

Under 10 

persons 

10-200 

persons 

Under 20 

billion VND 

200-300 

persons 

20-100 billion 

VND 

Industry and construction Under 10 

persons 

10-200 

persons 

Under 20 

billion VND 

200-300 

persons 

20-100 billion 

VND 

Trade and services Under 10 

persons 

10-50 

persons 

Under 10 

billion VND 

50-100 

persons 

10-50 billion 

VND 

Source: Decree No. 56/2009/NĐ-CP 

https://www.wider.unu.edu/project/small-and-medium-enterprise-sme-survey
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III. RESULTS AND DISCUSSIONS 

As mentioned, for LCSFA, we had to select the best model based on AIC and log-likelihood. Table 3 presents 

AIC indexes and log-likelihood for each model. 

Table 3. AIC and log-likelihood values of models 

Indicator One class SFA Two class SFA Three class SFA 

AIC 2222.1 2091.8 2204.2 

Log-likelihood -1087.0 -996.9 -1028.1 

Table 3 shows that LCSFA is the best model for this study with AIC = 2091.8, which is the smallest among 

concerned models. In addition, although we can’t use LR test in LCSFA due to inconsistent degrees of freedom, 

the log-likelihood values reflects that the model with two latent classes is best fit. 

Now we turn to estimate the parameters of production frontiers. For comparison, the study provides both 

parameters of one class (i.e. the underlying production frontier is the same for all observations) and two class SFA 

(i.e. two different frontiers was estimated). The estimated parameters of one class and two class models are 

presented in table 4. 

Table 4. Estimated parameters of LCSFA 

Parameters 
One class 

Two classes 

1st Class  2nd Class 

Coefficients S.E Coefficients S.E Coefficients S.E 

lnX1  0.5650*** 0.2122  0.6838 1.2458  0.8392*** 0.1258 

lnX2 -0.4860*** 0.1163 -0.1863 0.5484 -0.5595*** 0.0950 

lnX3 -0.4114*** 0.2243 -0.4797 0.8489 -0.3257*** 0.1483 

lnX4  0.2561* 0.1337  0.2626 0.9610  0.2272** 0.1088 

lnX5  0.3303* 0.1760 -0.0831 1.0152  0.1492 0.1111 

(lnX1lnX1)/2  0.0964** 0.0393  0.8039*** 0.3692  0.0850*** 0.0181 

(lnX2lnX2)/2  0.0838*** 0.0132  0.1670*** 0.0655  0.1244*** 0.0087 

(lnX3lnX3)/2 -0.0364 0.0480 -0.6078*** 0.2638 -0.0225 0.0286 

(lnX4lnX4)/2 -0.0035 0.0179  0.3129*** 0.1368 -0.0137 0.0116 

(lnX5lnX5)/2  0.0357 0.0275  0.2972 0.2023  0.0169 0.0155 

lnX1lnX2 -0.1131*** 0.0176 -0.3547* 0.2011 -0.1257*** 0.0104 

lnX1lnX3  0.0052 0.0293  0.2070 0.2158 -0.0108 0.0168 

lnX1lnX4  0.0022 0.0200 -0.4352*** 0.1584  0.0415*** 0.0106 

lnX1lnX5  0.0090 0.0255 -0.1337 0.2102 -0.0287*** 0.0135 

lnX2lnX3  0.1123*** 0.0237  0.2215* 0.1254  0.0845** 0.0115 

lnX2lnX4  0.0042 0.0111  0.2652*** 0.0881 -0.0386*** 0.0062 

lnX2lnX5 -0.0291** 0.0127 -0.3511*** 0.1292  0.0337*** 0.0089 

lnX3lnX4 -0.0360* 0.0190 -0.1236 0.0945 -0.0187 0.0124 

lnX3 lnX5 -0.0444* 0.0239  0.3730** 0.1766 -0.0434*** 0.0148 

lnX4lnX5  0.0246* 0.0135 -0.1109* 0.0667  0.0251*** 0.0076 

Intercept  7.9942*** 1.1918  8.0713 6.2036  7.8276*** 0.7691 

σ  0.7684  0.0851           0.1517       0.0047            0.0551       

λ= (σu/ σv)  0.5509*** 0.1086  1.0928*   0.5644        0.2224***   0.0831      

σu  0.3708 0.0447     

σv  0.6730      

𝜼 -1.1096 1.0484 0.3092          0.8734       0.6818         2.0298       

 

Probabilities    

Class 1               21.980*** 

Class 2               78.020*** 

Observations          1020 102 918 

Note: *,** and *** indicate the significant levels at 10%, 5% and 1%, respectively. 

Source: The small and medium enterprise (SME) surveys in 2007, 2009 and 2013 

https://www.wider.unu.edu/project/small-and-medium-enterprise-sme-survey
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As shown in table 4, 𝜼 was negative in one class model but positive in two class model, suggesting that if we 

estimates the frontier by one class model, the technical efficiency reduced over time for individual firm. However, 

in case of two class model, the study indicated an opposite trend that the technical efficiency increased over period. 

Such biased estimation leads to serious policy implications for small and medium enterprises, particularly food 

processing companies in Vietnam. 

Table 4 also shows that λ were significant at 10% for both one class and two class models, suggesting that the 

null hypothesis of inefficiency absence is rejected. In the other words, the food processing firms were technically 

inefficient. This finding is consistent with previous studies (Le & Harvie, 2010; Tran et al., 2008). Prior to estimate 

technical efficiency of firms, the study classified observations into groups based on posterior probabilities in 

LCSFA. Table 5 presents observations by classes. 

Table 5. Observations by class 

Area 

One class  

 

Two classes 

1st class 2nd class 

Count % Count %1 Count %2 

Ha Noi 36 3.53 6 0.59 30 2.94 

Phu Tho 126 12.35 9 0.88 117 11.47 

Ha Tay 129 12.65 6 0.59 123 12.06 

Hai Phong 81 7.94 3 0.29 78 7.65 

Nghe An 243 23.82 18 1.76 225 22.06 

Quang Nam 93 9.12 24 2.35 69 6.76 

Khanh Hoa 54 5.29 3 0.29 51 5.00 

Lam Dong 24 2.35 0 0.00 24 2.35 

Ho Chi Minh 159 15.59 30 2.94 129 12.65 

Long An 75 7.35 3 0.29 72 7.06 

Total 1020 100 102 10 918 90 

Note: %1 + %2 = 100% 

Source: The small and medium enterprise (SME) surveys in 2007, 2009 and 2013 

 

Table 5 shows that within 1020 observations (340 firms in three time periods), the largest proportion of 

observations (90%) was stick to class 2 while only 102 observations (10%) belonged to class 1. The majority of 

observations belonging to class 1 was food processing firms in Ho Chi Minh, Quang Nam and Nghe An provinces. 

The explanation of such posterior probabilities is an interesting topic. However, it is beyond the scope of this 

study. 

Now we turn to estimate the technical efficiency scores for each class, year and technical efficiency changes over 

time. 

Table 6. Output-oriented technical efficiency scores by LCSFA 

Efficiency score Pooled data 1st Class 2nd class 

Count % Count % Count % 

<50% 9 0.88 9 8.82 0 0 

50-70% 50 4.90 50 49.02 0 0 

70-90% 149 14.61 43 42.16 106 11.55 

>90% 812 79.61 0 0.00 812 88.45 

Mean 91.50 66.84 94.24 

Max 99.00 89.30 99.00 

Min 31.00 31.00 87.06 

SD 9.47 11.81 3.02 

Source: The small and medium enterprise (SME) surveys in 2007, 2009 and 2013 

https://www.wider.unu.edu/project/small-and-medium-enterprise-sme-survey
https://www.wider.unu.edu/project/small-and-medium-enterprise-sme-survey
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Table 6 indicates that the average technical efficiency of food processing companies was 91.5%, suggesting that 

these firms could expand their output about 9% while keeping inputs constant. The majority of firms (79.6%) had 

the technical efficiency scores distributed above 90%. However, the variation of technical efficiency was quite 

large, ranging from 31% to 99%. Regarding to class 1, the average technical efficiency was 66.84%, which is 

much smaller than that of class 2 (94.24%). The variation of technical efficiency in class 1 was the biggest with 

the standard deviation of 11.81%, suggesting that these firms’ performances were diverse or unidentical. With 

regard to class 2, the variation of technical efficiency was quite small, indicating the identical performances among 

firms. 

As mentioned above, the 𝜼 value was positive, indicating the improvement of technical efficiency over time. The 

results of technical efficiency over time are presented in Table 7. 

Table 7. Technical efficiency scores by year 

Efficiency score Pooled data 1st Class 2nd class 

Mean SD Mean SD Mean SD 

2007 87.16 10.23 58.61 11.45 90.34 1.09 

2009 92.20 8.88 67.30 9.85 94.97 0.51 

2013 95.14 7.31 74.61 8.15 97.42 0.27 

Efficiency change 1.47% 4.11% 1.27% 

Source: The small and medium enterprise (SME) surveys in 2007, 2009 and 2013 

The average technical efficiency of food processing companies increased steadily over year at 1.47%, 4.11% and 

1.27% in case of pooled observations, class 1 and class 2, respectively. The firms belonging to class 1 had the 

highest technical efficiency improvement. These results suggest that food processing companies’ performances 

improved over time. The possible explanations for such improvement are easier access of information, market 

opportunities, increasing demands on processed foods, better environment of investment and credit accessibility 

(Le & Harvie, 2010; Tran et al., 2008). 

Table 8. Technical efficiency by area 

Area 
Technical efficiency 

Ranking 
Mean Min Max SD 

Ha Noi 88.19 43.21 97.78 14.71 9 

Phu Tho 92.79 60.47 97.93   6.30 4 

Ha Tay 93.14 61.58 97.89   6.11 3 

Hai Phong 93.17 54.47 98.00   6.69 2 

Nghe An 92.28 50.86 99.00   7.67 7 

Quang Nam 86.45 30.99 97.65 16.01 10 

Khanh Hoa 92.58 55.49 97.85   7.70 5 

Lam Dong 94.56 89.11 97.89   2.91 1 

Ho Chi Minh 89.51 48.72 98.14 11.25 8 

Long An 92.53 47.95 97.85   7.93 6 

Source: The small and medium enterprise (SME) surveys in 2007, 2009 and 2013 

 

Table shows that although Ha Noi capital and Ho Chi Minh city are the two biggest cities in Vietnam, its average 

technical efficiency was, respectively ranked at 9 and 8th position, suggesting that the food processing firms in 

these areas had lower performances compared to the other areas. Quang Nam province had the lowest technical 

efficiency score at 86.45%, showing that the firms in this area could expand their output level about 14%, given 

inputs constant. Lam Dong, Hai Phong and Ha Tay provinces had the highest technical efficiency at 94.56%, 

93.17% and 93.14%, respectively. 

https://www.wider.unu.edu/project/small-and-medium-enterprise-sme-survey
https://www.wider.unu.edu/project/small-and-medium-enterprise-sme-survey
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IV. CONCLUSIONS 

By using latent class stochastic frontier analysis, the study shows that the two class model is the best fit for food 

industry in Vietnam. Food processing companies were technically inefficient. The average technical efficiency of 

pooled observations was 91.5%, suggesting that they could expand their output level about 9% while keeping 

inputs constant. The firms belong to class 1 had the lowest technical efficiency. The study also found that the 

technical efficiency has been improved over time at annual growth rate of 1.47%. The firms in Ha Noi, Ho Chi 

Minh and Quang Nam had the lowest technical efficiency score while that of the firms in Lam Dong, Hai Phong 

and Ha Tay provinces were the highest. 

The current study poses two questions for further studies. Firstly, considering the characteristics of firms 

belonging to class 1 is crucial for policy recommendations as they had the lowest technical efficiency. Secondly, 

it is also important to provide answers to the question why the food processing firms in Ha Noi, Ho Chi Minh had 

the lowest technical efficiency as these two areas are the top cities of Vietnam in terms of economic achievements. 
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Abstract: This paper studies the role of business and economics training on willingness to compete and 

confidence for young adults using lab experiments conducted with Vietnamese students. We find that business 

and economics training does not associate with young adults’ competition preferences and confidence. 

However, family background explains differences in the willingness to compete. Mother’s education has large 

effects on students’ willingness to compete. Students who have mothers with higher education level are more 

willing to compete than others, even when controlling for confidence and other characteristics. 

Keywords: competition preference, confidence, lab experiment 

  

 

I. INTRODUCTION  

"Soft skills" (so called social practical skills) refer to important skills of human life, such as 

communication, leadership, teamwork, time management skills, etc. Many studies document evidence of the 

relationship between an individual's success and soft skills (Almlund et al., 2011; Borghans et al., 2008; Boyce 

et al., 2013; Falck and Woessmann, 2013; Heckman and Kautz, 2012; Lindqvist and Vestman, 2011). For 

example, a recent study shows that soft skills explain 30-40 percent of success in students’ test results compared 

to indicators related to IQ (Heckman et al., 2013). Previous studies also provide evidence that soft skills are not 

inherent from birth (Boyce et al., 2013; Heckman et al., 2013). Educational environment can influence soft skills 

(Cobb-Clark and Schurer, 2012; Roberts and Mroczek, 2008; Roberts et al., 2006).  

Since the concept of soft skills is broad, in this study, we focus on only two factors such as willingness to 

compete and confidence. Both factors are important characteristics determining success of business people. 

Previous studies show that entrepreneurs cannot be successful if they are not confident in their own abilities and 

their decisions. In addition, entrepreneurs cannot be successful if they are risk aversion, and unwillingness to 

participate in the market competition (McCarthy, 2003). Keynes (1936) points out the importance of 

competitiveness for business success. Lacking soft skills may be a reason for inefficient business of some 

entrepreneurs (Acs et al., 2005).  

While "hard skills" - expert knowledge - can be quantified by the results of tests, exams or professional 

qualifications (Heckman et al., 2006; Heckman, 2011), soft skills are intangible and harder to quantify. In recent 

years, some studies have tried to measure soft skills by using behavioral economics games. For instance, some 
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studies examine gender differences and willingness to compete (Gneezy and Rustichini, 2004; Niederle and 

Vesterlund, 2007; Gneezy et al., 2009; Dargnies, 2012; Healy and Pate, 2011, Booth and Nolen, 2012). Overall, 

these studies show that men are more willing to compete than women. In another research, Almås et al. (2015) 

show that family background affects willingness to compete, especially for adolescents. In particular, boys in 

low socio-economic families are less willing to compete than those come from wealthier families. The study 

results also reveal that birth order and number of the brothers do not affect willingness to compete.  

Education and early education are proven to develop soft skills. Ibarraran et al. (2014) documents that 

class size, teachers’ quality, learning environment and school disciplines can improve learners’ soft skills. Kautz 

et al. (2014) find that soft skills will change and have its own time to develop. High-quality early childhood and 

elementary school programs will lay foundation to develop soft skills later.  Adolescent interventions have 

limited influence on character skills. Berge et al. (2015) is one of studies closed to our current research. This 

study combines empirical evidence of behavioral games and interview data to evaluate the impact of training 

programs on a short-term soft skills: willingness to compete and confidence for customers in microfinance 

institutions. The paper does not find significant evidence that business training programs affect short-term 

willingness compete and confidence. 

Our study contributes to the growing literature on the role of education on shaping competition preferences 

and confidence. In particular, we examine whether business and economic training at universities can help to 

improve willingness to compete and confidence for students, who are potential entrepreneurs in the future. 

The paper is organized as follows: section 2 describes materials and methods. In Section 3, we report the 

main analysis. Section 4 provides implications and concluding remarks.  

 

II. MATERIALS AND METHODS  

2.1. Sample and data  

The participants are recruited Vietnamese students among all training majors in College of Economics, 

Can Tho University. We randomly select 100 students. Half of these students are freshmen who have just begun 

with the business and economics bachelor programs. This first group represents students who have not followed 

any business and economics training (the control group). The second group consists of final year students in the 

business and economics bachelor programs. Students in this group have completed most bachelor training 

courses. Students in this group can be seen as young adults with more advanced knowledge on business and 

economics (the treatment group). Most bachelor students at the College of Economics will graduate after 3.5 to 

4 studying years. Overall, 75 out of 100 invited students take part in the experiments. The comparison between 

the treatment and control group will provide the evidence of the impact of business and economics training 

program. A potential drawback of using this sample set is that subjects who supposedly represent young adults 

with no knowledge in business and economics may have already acquired some business and economic 

knowledge from previous education or courses prior to entering the university. 

2.2. Experimental design 

We conduct experimental games at the College of Economics, Can Tho University, Vietnam.  Students are 

invited to participate in two rounds experimental games. In the first round, students are invited to participate in  
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testing knowledge which is not related to economics and business. There are five sessions, including politics-

environment, recreation-culture, history-geography, health- mathematics, and general knowledge related to 

previous topics. There are eight questions in each session and students have five minutes to finish each session. 

In this first round, each participant is paid 500VND per a correct answer.  

In the second round, the students also participate in five session competition above with different 

questions. However, in this round, we ask students to decide whether they want to compete or not. If students 

decide to compete with a topic and have scores higher than “average scores” on this topic, they are paid 

1,500VND per correct answer, otherwise they get nothing. The announcement of competition will repeat at the 

beginning of each session. If students do not choose to compete, they will receive similar rates as the first round. 

Willingness to compete will be calculated by the number of times that students decide to compete. This variable 

ranges from zero to five. Students are supported parking fee. 

We use non-incentivized questions to measure confidence.  At each of the ten sets of multiple-choice 

questions in both rounds, the participants are asked: “Do you believe that you are better than, equal to, or worse 

than an average student in answering questions on topic X?” The confidence measure is zero if the student 

believes that he or she is equally good as an average student on a topic or worse. The confidence measure gets 

one if the student believes he or she is better on the topic. The confidence variable ranges from zero to ten. 

Table 1 provides some information in the background of students. The majority of the students in our 

sample are female (69 percent) and 66 percent students belong to control group (freshmen) and the rest 34 

percent students are in the treatment group. We find that the students on average choose to compete on more 

than half of the topics (3.98 out of 5), and on average they are quite confident about their own abilities (5.4 out 

of 10). Figures 1a and 1b show the distribution of the willingness to compete and confidence measured by 

gender. We observe that more than 30% of the students choose to compete in all five sessions, while around 

12% never competed. In line with the existing literature (Niederle and Vesterlund, 2007; Berge et al., 2014), we 

also find a significant gender difference in the willingness to compete; males are on average much more willing 

to compete than females (3.2 times versus 2.8 times), even though males are not more confident about their 

abilities than females. A small percentage of students’ parents in the sample is illiterate (around 3 percent of the 

students’ fathers and 4 percent of the students’ mothers).  

Table 1. Descriptive statistics 

Variable         Obs Mean Std. Dev. Min Max 

Compete 70 2.985714 1.82965 0 5 

Confidence 46 5.434783 3.243127 0 10 

Gender (1=male, 0 = female) 73 0.315069 0.467758 0 1 

Group (0=freshmen, 1= final year student) 73 0.342466 0.477819 0 1 

Father’s education (1= illiterate, 0 = otherwise 73 0.027397 0.164368 0 1 

Mother’s education (1= illiterate, 0 = otherwise 73 0.041096 0.199886 0 1 
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Figure 1. Competitiveness and confidence by gender: (a) Gender and competitiveness; (b) Gender and 

confidence 

2.3. Model specifications 

We study the influence of business and economics training program on willingness to compete and 

confidence of young adults. We apply OLS estimates on the following specifications:  

                                               (1) 

dependent variables Yi measure willingness to compete and confidence as defined above.  T = 1 if a student is in 

the treatment group (final year students), T = 0 if a student is in the control group (freshmen students); X is a 

control variable. X includes: gender (dummy variable = 1 if male, 0 = females), father’s education level (1= 

illiterate; 0 = otherwise); mother’s education level (1= illiterate; 0 = otherwise),   ui is IIDN (0, σ2). α1 is the 

coefficient measuring the influence of the business, economic training on willingness to compete and confidence 

of young adults. 

Following Niederle and Vesterlund (2007), we also test whether willingness to compete is affected by 

confidence in one’s own abilities, we include confidence variable in the following model: 

 (2) 

Basically, variables in the model (2) are similar to the model (1), the dependent variable is willingness to 

compete as defined above, and the variable "confidence" is included in the model as a control variable. 

III. RESULTS AND DISCUSSION  

Tables 2 reports the influence of business and economics training on willingness to compete and 

confidence of young adults. We observe that business and economics training does not affect willingness to 

compete and confidence for young adults. Our study is in line with previous papers as Berge at al. (2014) and 

Kautz et al. (2014). These studies also document that the training for adults does not affect or has limited results 

on the competition preferences and confidence. This result on the competition preferences is unchanged when 

we also control for confident level (Specification 3). Interestingly, we find that family background, especially 

mother’s education level plays an important role in competition preferences. In particular, students who have 

mothers with low education levels are less likely to compete than others, even when controlling for confidence 

and other characteristics. Our study provides some extra information on the role of family background 

explaining differences in the willingness to compete as discussed in Almas et al. (2015). 
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Kamas and Preston (2012) argue that willingness to compete are important. This may affect significantly 

a person’s economic well-being, including career choice, performance in competitive workplaces, and 

negotiating for salaries. However, it seems the training for adults has limited results on improving competition 

preferences. Kautz el at. (2014) also show that interventions in early childhood and elementary school have 

larger long-term impact on improving character skills and are cost-effectiveness. This raises a question on 

timing to intervene to improve willingness to compete and confidence for people in the labor market.  

 

Table 2. The influence of business and economics training on willingness to compete and confidence 

 (1) (2) (3) 

VARIABLES Willingness to compete Confidence Willingness to compete 

T -0.562 -0.515 -0.933 

 (0.232) (0.633) (0.108) 

Gender 0.584 -1.372 1.036 

 (0.227) (0.308) (0.153) 

Mother’s education -2.669* 0.553 -3.384** 

 (0.0500) (0.838) (0.0217) 

Father’s education -2.085 3.181 -2.012 

 (0.256) (0.348) (0.267) 

Confidence   -0.0841 

   (0.314) 

Constant 3.085*** 5.819*** 3.769*** 

 (0) (0) (1.33e-07) 

    

Observations 70 46 46 

R-squared 0.096 0.066 0.193 

Note: pval in parentheses, *** p<0.01, ** p<0.05, * p<0.1 

 

 

IV. CONCLUSION  

This paper studies the role of business and economics training on willingness to compete and confidence 

for young adults using lab experiments conducted with Vietnamese students. We show the evidence that 

business and economic training does not influence young adults’ competition preferences and confidence. 

However, family background has strong impacts on willingness to compete. Mother’s education has large 

effects on students’ competition preferences. Students who have mothers with higher education levels are more 

likely to compete than others. The results are still robust when controlling for confidence and other 

characteristics.  

Our results may be important for policy makers aiming at improving willingness to compete and 

confidence for young adults. Young adults who have followed business and economics training in universities 

can be considered as potential entrepreneurs. In case the training interventions for young adults have limited 

results on competition and confidence, we may need to consider the high quality training intervention in the 

early childhood and elementary school programs as suggested in the previous research (Kautz et al., 2014). 
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Abstract: Environmental information disclosure (EID) refers to the reporting of environmental information, 

including information about materials, energy, water, biodiversity, emission, environmental grievance 

mechanisms, etc. in annual reports and/or sustainability reports. Nowadays, stakeholders expect to not only get 

information on economic and social issues but also obtain environmental information that facilitates the 

evaluation of the firms’ performance in three different aspects. This study aims to identify the drivers of 

voluntary EID from listed enterprises on the Ho Chi Minh City Stock Exchange in Viet Nam based on the 

stakeholder theory and the legitimacy theory in order to motivate them to present environmental information 

voluntarily in their reports. By employing practical research, the study applied descriptive statistics, correlation 

testing and the logistic regression analysis method in investigating the incentive and disincentive factors of 

voluntary disclosure. The findings report a positive relationship between environmental sensitivity industry, 

profitability, the firm’s size and EID whereas a negative relationship between revenue growth, financial 

leverage, and EID is also stated. Besides, the study also fails to find the impact of firm’s age and ownership type 

on disclosing environmental information. More to the point, the study has a contribution in enlarging the 

research topic literature related to environmental issues that there are not many authors have done in the 

context of Viet Nam before. The empirical study also presents suggestions for further studies by expanding the 

research sample size and collecting three or five consecutive years of data associated with examining deeply 

disclosed contents of EID in the annual reports. 

 

Keywords: Corporate social responsibility; environmental information disclosure; voluntary disclosure; 

stakeholder theory; legitimacy theory; Vietnam 

 

I. INTRODUCTION  

Climate change is a significant challenge influencing business activity across the world. There is 

certainly an increasing concern among governments, non-government organizations and business entities as 

expressed through their action plans. In economic matters, enterprises all over the world have shown their 

responsibility towards environmental issues by disclosing significant environmental information in their annual 

reports and/or sustainability reports year after year. Overall, environmental information is reported on the use of 

information about materials, energy, and water usage, and on biodiversity, emission, environmental grievance 

mechanisms, etc. (Global Sustainability Standards Board, 2013). Stakeholders expect to not only get 

information on economic and social issues but also to obtain environmental information that facilitates the 

evaluation of the firms’ performance in three different aspects. Prior studies have certainly shown that 

Enterprises are well - managed in the sustainability aspect, they are usually successful in financial performance. 

Therefore, environmental information disclosure (EID hereafter) is more popular as enterprises decide to report 

environmental information in annual reports or separately in sustainability reports. The firm can control 

environmental problems by implementing a good environmental management system that produces better 

http://sareb-journal.org/
mailto:ntan@ctu.edu.vn
mailto:ltin@ctu.eud.vn
mailto:nttai@ctu.edu.vn
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internal and external reporting, which in turn, allows managers and stakeholders to make better decisions that 

generate social benefits afterward…In the academic field, previous studies have demonstrated the benefits 

arising from reporting environmental information thanks to environmental management accounting systems. 

These benefits include improvements in the quality of environmental cost data, increases in competitive 

advantages, and attracting and motivating staff to generate social benefits resulting in a cleaner environment 

(Adams & Frost, 2008; Vasile & Man, 2012). In addition, environmental accounting information is useful for 

internal management by improving manufacturing processes, waste management efficiency, budgeting, and 

investment appraisal (Burritt & Sake, 2006; Kokubu & Nashioka, 2008). Many studies have examined this issue 

in developed countries such as Australia, Germany, Korea, and China to identify incentive factors, which can 

stimulate companies to disclose environmental information voluntarily. Nonetheless, the result shows that 

minimal manufacturing companies have adopted EID recently and they have implemented environmental 

policies with effective goals related to environmental management (Namakonzi & Inanga, 2014).  

In Viet Nam context, disclosing of environmental information has recently changed in listed companies 

only because of changed legislative regulations since 2013 whereas most of the small and medium enterprises 

have not reported environmental information. As reported by the Vietnamese Stock Exchange in recent years, a 

number of listed companies are increasingly publishing environmental information in their annual reports and 

sustainability reports. While some studies have examined the issue of voluntary disclosure of environmental 

information in annual reports in developing country context, there are a few practical types of research on the 

disclosing of non-financial information in Vietnamese listed companies. However, there is a lack of proofs for 

examining the only specific content of environmental information. The Vietnamese Government whereas has 

been issuing policies and regulations, which require business entities to show their activities for environmental 

responsibility. For example, the government has issued an emissions management scheme and a carbon-trading 

scheme to allow the carbon economy in Viet Nam since 2012, and the guidance for reporting information on the 

Vietnamese Stock Exchange by the Ministry of Finance. However, several firms have reported environmental 

information without care or just on a voluntary basis.  

    These current circumstances stimulated the empirical studies related to EID in practice to fill this gap 

in Viet Nam condition. Therefore, this study aims to identify the factors affecting the decision whether or not to 

disclose environmental information by the listed enterprises on the Ho Chi Minh City Stock Exchange (HOSE).  

It can be the first study examining the issues of EID in corporate annual reports whereas other studies examined 

non-financial information in general in Vietnam; therefore, the study is going to contribute to not only in 

research literature but also to stimulate listed firms to increase reporting of environmental information in their 

reporting in the future. Because the disclosing of environmental information is an evidence of employing 

environmental strategies, further benefits towards the environment are recognized. The following main research 

question addresses below: 

Research Question: What are the factors driving Vietnamese listed companies to disclose voluntarily 

environmental information in the annual report?  

This paper consists of the following parts. The first one focuses on the literature review related to 

environmental information disclosure associated with related theories and hypotheses. The methodology and the 
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empirical result will be shown subsequently. The next section provides findings and discussions. Finally, 

conclusions and limitations will be outlined along with suggestions for additional research afterward.   

II. LITERATURE REVIEWS  

  Many previous studies have examined to explore what are the drivers of disclosing voluntarily of 

environmental information in companies’ annual reports in developed and developing countries. Although the 

literature covers a wide variety of theory-based studies, this review will focus on three matters, which 

materialize repeatedly throughout the literature reviewed. Three themes include corporate social responsibility 

reporting, theoretical background related to environmental information reporting and some previous studies 

about the influence of factors on the incentive for voluntary environmental disclosure, then leading to formulate 

hypotheses of the suggested research framework. Although the literature presents these themes in developed 

countries and developing ones, this part will primarily focus on environmental reporting in developing countries 

in order to pursue an appropriate framework in Vietnam. 

2. 1. Corporate social responsibility (CSR) and environmental information disclosure (EID) 

 

Disclosure of corporate social responsibility (CSR) in enterprises’ annual reports and/or sustainability 

reports has been widely approached in practice in both developed and developing countries. Djajadikerta & 

Trireksani (2012) cited that CSR reporting refers to disclosing of issues related to the economic, environmental 

and social area by a business entity with the intention of showing their responsibilities to benefit stakeholders 

and the community. In addition, it supposes that CSR is an approach for these companies to obtain economic 

performance via creating value for shareholders (Purnomo & Widianingsih, 2012). Various studies have proven 

that companies has brought stakeholders and society many significant benefits in the long run by reporting the 

social and environmental information, such as maintaining and improving company’s reputation (Zeng et al.’ s 

2012 study cited in Chang’s 2013 study), decreasing negative environmental impacts, strengthening 

relationships with stakeholders, etc. Most governments across the world have concerned the issue of CSR 

through legislation and/or the instruction for listed companies on Stock Exchange since 2006. For instance, 

China government has required state - owned companies to release sustainability reports on the Stock Exchange 

since 2006. Besides, Malaysia has called for listed companies to report publicly on CSR activities since 2007, 

Thailand Government started to adopt ISO 26000 associated with Global Reporting Initiatives (GRI) since 2011. 

In addition, other governments have had on-going policies related to environment and social reports on the 

Stock Exchange such as India, Hong Kong, and Singapore, etc. However, this study emphasizes on the 

disclosure of environmental information. In Viet Nam, although Government and other related organizations 

have issued the guidance of corporate sustainability indicators in which they have recently applied in ranking 

listed companies every year, the majority of companies have not placed a right concern on the reporting of 

environmental information. Moreover, it is stated that environmental issues are sensitive matters associated with 

none of the related statutory regulation to address the environment information reporting in corporate annual 

reports, thus EID practice is currently on a voluntary basis in Viet Nam circumstance. Because of recognized 

benefits, they motivate firms in reporting environmental information.  
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2.2. Theoretical background 

 

There are various theories that have contributed a social incentive to disclose corporate environmental 

and social information in developed countries and developing ones. This study will adopt the stakeholder theory 

and the legitimacy theory in forming a conceptual research framework as social and environmental disclosures 

seem to be based on self-regulated social obligation and satisfy powerful stakeholders in the context of 

developing countries. Accordingly, the stakeholder theory outlines a conception in which company concerns 

social and environmental issues because of their operations and their relationship with stakeholders whereas the 

legitimacy theory highlights the societal acknowledgment of their behavior (As Wilson’s 2001 study cited in 

Djajadikerta & Trireksani’ 2012 study). Though most of the studies investigate EID in developed countries 

based on the legitimacy theory (Hossain et al., 2015), this empirical study exploits the stakeholder theory and 

the legitimacy ones as integrating of these two theories will facilitate for clearly explaining a concern on social 

and environmental disclosure (Djajadikerta & Trireksani, 2012). 

2.3. Previous studies 

Many studies have the same purpose in the identification of factors affecting the decision to make a 

voluntary disclosure of CSR in the context of listed company in foreign countries. Most studies show out the 

positive relationship between profitability and the level of corporate disclosure environmental information in 

annual reports/ sustainability reports in which Return on Assets and sales growth are indicators of firms’ 

financial performance (Choi, 1999; Luo et. al., 2013; Nurhayati et al., 2015). Besides, there are some variables 

controlling the disclosing of environmental information, including of the firm size, firm age, ownership structure 

type, and the level of environmental sensitivity of the industry of the firm. While a positive relationship between 

these variables and the extent of EID is explored in some previous studies (Choi, 1999; Gamerschlag et al., 

2011; Gallego-Ãlvarez & Quina-Custodio, 2016; Luo et al., 2013; Nurhayati et al., 2015; Zeng et al., 2012), a 

negative relationship between financial risk and the level of EID also was shown. Particularly, financial leverage 

reflects as a disincentive factor decreasing the decision of EID made by the firm (Ahmad et al., 2003; Choi, 

1999; Cormier and Magnan, 2007; Gallego-Ãlvarez & Quina-Custodio, 2016; Luo et al., 2013). Regarding 

Vietnam circumstance, there are a few studies investigating factors influence disclosure of information on the 

voluntary basis. Specifically, there is the significant relationship between firm size, ownership structure, and 

voluntary disclosure by examining Vietnamese companies (Vu et al., 2011; Ta, 2014). Besides, Ta QB (2014) 

points out the independent variable of profitability is positively associated with the level of the voluntary 

reporting of information. Both studies have examined the items of voluntary disclosure in six categories, 

consisting of general corporate information, external audit committee, financial information, forward-looking 

information, employee information, social responsibility and environmental policy and board structure 

disclosure (Ta, 2014). The differences between previous studies and this study may present in investigating the 

reporting of environmental information rather than non-financial information and using different methodology 

to inspect factors. The following parts will show a conceptual theory for forming hypotheses in the study. 

2.4. The conceptual theory and hypotheses 

 

In an empirical study examining the reporting of environmental information in China, Chang (2013) 

concludes that listed firms with a higher percentage of the owner by the government would report an 
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environmental information on the voluntary basis. Apparently, Vietnamese government - owned firms are 

supposed to receive more encouragement from the government than non-government – owned ones do, so they 

have more motivation for EID. Various studies have confirmed that the public sector organization has a positive 

relationship with the disclosing of environmental information (Chang, 2013; Meng et al., 2013; Pahuja, 2009). 

Therefore, this arises formulate hypothesis: 

 

 H1: In the circumstance of other variables remain unchanged; there is a positive association between 

government – owned corporation and the decision of EID by Vietnamese listed company.  

 

Choi (1999) presents that corporate age is a significant variable affecting on environmental disclosure 

in disclosing company group. Particularly, the longer the number of years after the Initial Public Offering (IPO) 

the firms get, the higher of the percentage of the decision to voluntary disclosure of environmental information 

the firms make. The reason for that, firms will have a reputation and image which stakeholders concern when 

they are on the Stock Exchange for a long time. A variety of studies examines variable of firm’ age as a 

significant factor in explaining the reason they decide to disclose information (Nurhayati et al., 2015; Zeng et 

al., 2012). Hence, we form hypothesis below: 

 

 H2: In the circumstance of other variables remain unchanged; there is a positive relationship between 

the amount of age after IPO and the decision of voluntary EID by Vietnamese listed company. 

 

It is shown that firms in environmentally sensitive industries are more likely to report environmental 

information (Zeng et al., 2012). Besides Othman & Ameer (2009) synthesize some of the studies prove the 

evidence of industry environment has an influence on corporate social reporting, especially they focus on 

considered sensitive industries, such as oil industry, mining/extractive industry, waste management industry, 

hospitality industry. Some previous studies evidently show a positive relationship between the level of 

environmentally sensitive industry and the degree of disclosure (Choi, 1999; Dawkins & Fraas, 2011; 

Gamerschlag et al., 2011). In addition, the study in Korean context pointed out that the high environmentally 

sensitive industries consisting of food and beverage, pulp and paper, chemical, petroleum, rubber and plastics, 

not – metallic mineral, and basic metals industries, which tend to disclose environmental information more than 

the low environmentally sensitive industries do. We also found the same finding for supporting the connection 

between environmentally sensitive industry and EID in various studies (Pahuja, 2009; Zeng et al., 2012). To the 

extent of this study, we characterized environmentally sensitive industries in two categories: environmentally 

sensitive industries that The Ho Chi Minh Science and Technology Agency has reported 23 environmentally 

sensitive industries since 2009 (Xuan, 2009) (table 8, appendix) and non-environmentally sensitive ones. Thus, 

we formulate a hypothesis below: 

 

 H3: In the circumstance of other variables remain unchanged; the more listed firms in Viet Nam do 

business in an environmentally sensitive industry environment, the more firms to decide to disclose 

environmental information 
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As has been a factor reveals for profitability, sales growth rate may be a moderate factor associated 

with the decision of disclosing of environmental information (Choi, 1999). It supports that revenue growth can 

be a principal indicator of firms’ financial performance. There is evidence for supporting the relationship 

between revenue growth and the level of voluntarily discloses environmental information (Choi, 1999; Luo et 

al., 2013). Therefore, it motivated us for establishing a hypothesis below: 

 

 H4: In the circumstance of other variables remain unchanged; there is a positive relationship between 

revenue growth and the decision of voluntary EID by Vietnamese listed company  

 

Choi (1999) reports that financial leverage is a noteworthy clarifying determinant for the initial 

voluntary environmental report in firms because creditors find that leverage ratio is a significant factor for them 

to make the decision to lend money. Based on the stakeholder theory, creditors are implied to have a power 

influencing levels of non-mandatory disclosure of environmental information. Specifically, when firms have a 

higher level of leverage, they could face a higher cost of capital; therefore this situation may not attract their 

stakeholders.  We also found the same finding in many studies showing that financial leverage affects EID 

negatively (Ahmad et al., 2003; Luo et al., 2013; Nurhayati et al., 2015; Meng et al., 2013). Because of these 

reasons, we form hypothesis below: 

 

 H5: In the circumstance of other variables remain unchanged; there is a negative relationship between 

leverage and decision of voluntary EID by Vietnamese listed company 

 

One of the presented significant indicators motivates business entity to disclose environmental 

information voluntarily is firm’s financial performance. Luo et al. (2013) indicate that firms in developing 

countries recognized the financial resource plays a vital role in the decision making of EID. This means that the 

higher profit will motivate firms to disclose environmental information publicly.  Besides, the high profitability 

will be a signal increasing the relationship between firms and stakeholders that fit the stakeholder theory. 

Moreover, many previous studies support the positive relationship between profitability and EID (Chang, 2013; 

Gamerschlag et al., 2011; Luo et al., 2013; Nurhayati et al., 2015; Pahuja, 2009). Particularly, Choi (1999) 

claims that ROE reflects a weak relationship between profitability and corporate social and environmental 

disclosure; therefore we imply profitability of the company is measured by Return on asset (ROA) ratio. 

Besides, some studies used a ratio of net profit margin on sale to measure firm’s profitability (Pahuja, 2009). 

However, in the extent of this study, we use ROA as a measurement of profitability that is the same with the 

outcome of previous studies such as the study of Nurhayati et al. (2015), Ta (2014). Thus leading to form 

hypothesis below: 

 

 H6: In the circumstance of other variables remain unchanged; there is a positive relationship between 

profitability and the decision of voluntary EID by Vietnamese listed company 

According to the stakeholder theory, stakeholders also pay attention to the proportion of debt apart 

from concerning about profitability. Creditors expect to have a decreasing pressure from financial and  
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environmental risks when listed firms face with an increasing long – term debt (Chang, 2013). Besides, some 

findings also show the negative relationship between loans and the level of EID which means that the higher 

percentage of loans the firms get, the lower proportion of decision of voluntary disclosure of environmental 

information the firms make (Luo et al., 2013; Zeng et al., 2012). In the extent of this research, loans consist of 

the amount of short - term debt and long – term debt divided by total assets. Therefore, we hypothesize: 

 

 H7: In the circumstance of other variables remain unchanged; there is a negative association between 

the loans and the decision to make EID by Vietnamese listed company 

 

Zeng et al. (2012) explore that Earning per Share (EPS) is not statistically significant in developing 

countries whereas Klerk et al. (2015) highlight an evidence for the positive relationship between share prices 

and the decision to make EID by listed companies in the developed country background. However, investors 

and shareholders are believed to be satisfied in investment when the share price increases, it leads to form 

hypothesis below: 

 H8: In the circumstance of other variables remain unchanged; there is a positive relationship between 

(EPS) and the extent of EID by the listed company in Viet Nam 

As William’ 1999 study cited in Othman & Ameer’ 2009 study, the size of enterprises is a control 

variable tailored social responsibility practices. Particularly, it is supposed that large size companies in 

developing countries tend to disclose voluntarily environmental information. Previous studies also indicate the 

positive relationship between firm size and disclosure, although using different measures for examination (Choi, 

1999; Gallego – Alvarez & Quina-Custodio, 2016; Luo et al., 2013; Nurhayati et al., 2015; Pahuja, 2009). 

Specifically, while Choi (1999) uses sales volume as a measure of firm size, other authors measure firm size by 

the total value of assets (Gamerschlag et al., 2011; Nurhayati et al., 2015). Because sales volume reveals a weak 

element for the hypothesis related to firms’ size (Choi, 1999), thus this study measures firm size by the natural 

logarithm of total assets. Hence, we formulate hypothesis below: 

 H9: In the circumstance of other variables remain unchanged; there is a positive association between 

firm size and the decision of EID by Vietnamese listed company 

 

 

 

 

 

 

 

 

 

 

 

Figure 1: The conceptual research model 
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III. METHODOLOGY AND DATA COLLECTION 

3.1. Methodology 

 

Gray et al. (1995) mention that the disclosing of environmental information refers to presenting 

environmental information related to firms’ activities consisting of using the resources, protecting the 

environment, and performing activities affecting the natural environment. This survey considers disclosing 

environmental information, whether the listed companies reported any aspect followed by the guidance of the 

Global Sustainability Standards Board in their annual reports. Particularly, these indexes consist of materials, 

energy, water, biodiversity, emissions, effluents and waste, products and services, compliance, transportation, 

supplier environmental assessment and environmental grievance mechanisms (table 9).  

In our research, we construct a dependent variable focusing on whether a company discloses or not which is 

equal to zero when it did not disclose in its report in 2015, otherwise equal to one. Besides, this research applied 

a below logistic specification to find the probability of firms to decide whether to disclose or not to disclose 

environmental information: 

      (1) 

 

In model (1) where stands for the odds of the firm i making EID in year t., Logistic specification is 

proper because the dependent variable is dichotomous (Zeng et al., 2013). Besides, this study chose independent 

variables, which refer as  in the model (1) stemmed from the constructed research hypotheses. Principally, 

these variables include the interval – scaled variables (AGE, REV, LEV, ROA, LOANS, EPS, and SIZE) and 

the ordinary-scaled variables (GOV, ENVSENS). Table 1 will specify measures of these variables. 

 

The correlation testing and the logistic regression analysis were used in this study to test hypotheses. 

We applied the correlation analysis to identify multicollinearity among independent variables in the suggested 

model. In fact, the multicollinearity applied before doing the multivariate analysis in order to check any 

interrelation between the independent variables. The multicollinearity appears when the value of the bivariate 

correlation is higher than 0.5, therefore, the independent variables need to be excluded from the suggested 

model because they may contain redundant information (As Tabachnik and Fidel’s 1996 study cited in Ahmad 

et al.’ 2003 study).  In the next step, the logistic regression analysis was used to exam the odds of reporting of 

environmental information by the listed companies, based on the findings of studies by Ahmad et al., 2003. The 

study applied properly this method because the characteristics of dependent and independent variables reflected 

the nature of dichotomous and an ordinal – scale associated with an interval – scale of the variables respectively 

(Ahmad et al., 2003). However, this research applied to model selection to select the final ones by examining 

various models in which contexts of whether to have effects or no by industry sector; and scenarios of selecting 

variables in which there is no correlation among the independent variables takes place. 
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Table 1: Explanation of variables 

 

 

 

3.2. Data collection 

 

This study examines the decision to make EID by Vietnamese listed companies for the year of 2015; 

therefore, we initially selected data of 210 listed firms that belong to eleven industry sectors on HOSE by using 

a propitious sampling approach. We classify industry sectors in the sample into the following industry 

classifications: technology, tourism and entertainment, petroleum and gas, industrial goods and services, 

chemical, food and beverage, natural resource, construction and materials, Pharmacy and Health Service, Car 

and spare parts and Personal appliance sector. Apparently, we collect secondary data related to the firms’ 

financial performance and other aspects of the annual reports and/or sustainability reports that are available on 

their websites and the State Securities Commission of Vietnam’s website. The final sample consists of 189 

listed firms were selected because they are fulfilled with the selection criteria on listed time and the completed 

financial data. 

 

Variables   Measures 

Dependent variable    

Environmental information 

Disclosure   

 EID 1 = if firms disclose environmental information in the 

annual report 

0 = if firms don’t disclose environmental information 

in the annual report 

Independent variables    

Government – owned firm  GOV 1= is a government-owned enterprise 

0 = isn’t a government-owned enterprise 

Firm’s Age  AGE The age of listed company after the Initial public 

offering (IPO) was calculated by months 

Environmentally sensitive 

industry  

 ENVSENS 1 = environmentally sensitive industry 

0= non - environmentally sensitive industry 

Revenue Growth   REVGROWTH Revenue growth rate 

Leverage   LEV Total debt/total assets 

Profitability   ROA Return on Assets 

Loans   LOAN Total short- term and long-term debt divided by the 

total asset at the end of the year 

Earnings per share   EPS Net income divided by the mean outstanding 

common shares 

Firm size   SIZE Natural logarithm of the total asset 
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It can be outlined from the table no. 2 that most of the firms which government has equity contribution, accounts 

for 53.4 percent, while non-government - owned firms account for 46.6 percent. The highest percentage of the 

sample firms is in construction and materials industry at 22.8%, it occupies 20.6% of firms in industrial goods 

and service industry and the sector of petroleum and gas industry has the lowest proportion at 0.5%. 

 

Table 2: Overview of selected listed firms on HOSE 

 Firm divided by industry sector Frequency Percentage 

1 Technology 
10 5.3 

2 Tourism and Entertainment 
8 4.2 

3 Petroleum and gas 
1 0.5 

4 Industrial goods and services 
39 20.6 

5 Chemicals 
19 10.1 

6 Food and Beverage 
18 9.5 

7 Natural resource 
21 11.1 

8 Construction and materials 
43 22.8 

9 Pharmacy and Health Service 
8 4.2 

10 Car and spare parts 
7 3.7 

11 Personal appliance 
15 7.9 

 Total 
189 100.0 

Firms divided by ownership type 

  
Frequency Percentage 

1 Government - owned firm 
101 53.4 

2 Non - government- owned firm 
88 46.6 

 Total 
189 100.0 

 

IV. RESULTS AND DISCUSSION 

 

4 .1. Results of descriptive statistics  

 

The summary of descriptive statistics of interval variables consisting of EID, GOV, ENVSENS and 

ordinary variables, including of Age of firms, REVGROWTH, LEV, ROA, LOANS, and EPS is presented in 

table 3. There is obviously the mean value of 34 percent of the surveyed listed firms reported environmental 

information in the annual reports in 2015. Besides, the listed government-owned firms and firms operating in 

environmentally sensitive industry account for the mean value of 47 percent and 57 percent, respectively. 

Regards to variables of firms’ characteristics and financial performance, the table report the average age of 

listed firms is at 79.6 months. However, the firms’ age is significantly different because of a quite high level of 

standard deviation. Besides, most listed firms in the sample are large size enterprises via the mean value of size, 

which we measured by the logarithm of total assets. Lastly, in terms of financial performance, revenue growth 

rate is reported as a high mean value whereas ROA ratio records at a low value. Nevertheless, the value of 

standard deviation of these variables has a significant dissimilarity. The similar results also reflect for variables 

of leverage and loans ratio. 
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Table 3: Descriptive statistics of the variables 

Variable n Mean SD Min Max 

EID 189 
0.34 0.476 0 1 

GOV 189 
0.47 0.500 0 1 

AGE 189 
79.6 36.1 3 186 

ENVSENS 189 
0.57 0.497 0 1 

REVGROWTH 189 
49.409 66.917 -94.9 411.3 

LEV 189 
45.544 22.998 .5 89.0 

ROA 189 
6.212 15.276 -158.7 62.8 

LOANS 189 
25.524 19.845 0.0 72.9 

EPS 189 
2500.2 3248.57 -11874 16527 

SIZE 189 
12.016 0.611 8.6 13.4 

 

Table 4 presents descriptive statistics on the reporting of environmental information. Evidently, firms 

in cars and spare parts account for 71 percent in disclosing of environmental information, and firms in tourism 

and entertainment account for the lowest percentage. 

Table 4: Disclosure environmental information by industry sector 

 Industry sector Non - Discloser Discloser Total 

n Percent n Percent n Percent 

1 Technology 
8 80.0 2 20.0 10 5.3 

2 Tourism and 

Entertainment 
7 87.5 1 12.5 8 4.2 

3 Petroleum and gas 
0 0.0 1 100.0 1 0.5 

4 Industrial goods 

and service 
27 69.2 12 30.8 39 20.6 

5 Chemical 
9 47.4 10 52.6 19 10.1 

6 Food and Beverage 
10 55.6 8 44.4 18 9.5 

7 Natural resource 
13 61.9 8 38.1 21 11.1 

8 Construction and 

materials 
32 74.4 11 25.6 43 22.8 

9 Pharmacy and 

Health Service 
4 50.0 4 50.0 8 4.2 

10 Car and spare parts 
2 28.6 5 71.4 7 3.7 

11 Personal appliance 
12 80.0 3 20.0 15 7.9 

 Total 
124 65.6 65 34.4 189 100.0 

Note: Discloser if a firm disclosed environmental information any EID index categorized by GRI PART 4 in 

the annual reports/the sustainability reports, otherwise, Non - Discloser; n: the number of observations. 

 

 

The results in Table 5 present that non-government-owned firms tend to disclose environmental 

information more than government - owned firms do. In addition, the number of firms in the environmentally 

sensitive industry makes EID in the annual report is higher than firms in the non-environmentally sensitive 

industry does. For instance, it is about 41.1 percent of firms in the environmentally sensitive industry making 

EID while firms in the non-environmentally sensitive firms are reported at 25.6 percent. Besides, there is a 
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higher proportion of 58.9 percent firms in the environmentally sensitive industry do not disclose environmental 

information compared to the percentage of firms disclose environmental information. 

 

Table 5: Disclosure environmental information by ownership type and environmentally sensitive industry 

 
Disclosure by ownership type 

Type Non - Discloser Discloser Total 
n % n % n % 

Government owned firm 
70 69.3 31 30.7 101 53.4 

Non- government owned firm 
54 61.4 34 38.6 88 46.6 

Total 
124 65.6 65 34.4 189 100.0 

 

Disclosure by environmentally sensitive industry 

Type Non – Discloser Discloser Total 

n % 
n % n % 

Non- Environmentally 

sensitive industry 
61 74.4 21 25.6 82 43.4 

Environmentally sensitive 

industry 
63 58.9 44 41.1 107 56.6 

Total 
124 65.6 65 34.4 189 100.0 

Note: Discloser if a firm disclosed environmental information any EID index categorized by GRI in the annual 

reports/ the sustainability reports, otherwise, non-discloser; n: the number of observations. 

 

4.2. Result of correlation test 

Table 6: Pearson correlation of variables 

 

Variables EID GOV AGE ENVSENS REVGROWTH LEV ROA 

EID 1.0000       

GOV 0.0834 1.0000      

  0.2538       

AGE -0.0633   0.0109 1.0000     

  0.3869    0.8815      

ENVSENS 0.1618    0.1109  -0.1630 1.0000    

 0.0261    0.1288    0.0250     

REVGROWTH -0.0700 -0.0069 -0.2645 0.2244 1.0000   

 0.3384    0.9245    0.0002    0.0019    

LEV -0.1546 0.0883 -0.0441 0.1009    0.0446 1.0000  

 0.0337    0.2267    0.5470    0.1671    0.5427   

ROA  0.1648 0.1036    -0.0219    -0.1260    0.0920 -0.2154 1.0000 

 0.0234    0.1559    0.7644    0.0840    0.2079    0.0029  

LOANS -0.1324 -0.0108 0.0587    -0.0135 -0.1340 0.7053   -0.1964 

 0.0693    0.8828    0.4227    0.8533    0.0660    0.0000    0.0067 

EPS 0.1879    0.0964   -0.0454    -0.1204    0.0589    -0.1731    0.6892 

   0.0096    0.1870    0.5352    0.0990    0.4211    0.0172    0.0000 

SIZE 0.1279   -0.0299  0.1246  0.0256    -0.0327 0.2599    -0.0565 

   0.0794    0.6825    0.0875    0.7268    0.6546    0.0003    0.4403 
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Table 6 shows the Pearson’s correlation coefficients among the independent variables. The result 

exhibits a high correlation between loans and leverage through the value of correlation coefficient at 0.7. In 

addition, we find the same result for the relationship between ROA and EPS in which the correlation score is at 

0.68. It indicates that there is the correlation relationship between independent variables. Therefore, the study 

has to deal with the decision to choose the appropriate variables for the suggested model. As a result, we built 

up models for selecting an appropriate model.  

4.3. Results of regression analysis 

The regression results of six models are presented in table 7. Model 1 with the industrial effect has a 

value of Pseudo R2 at 15.9 percent, which is higher than Pseudo R2 value of model 2 without the industrial 

effects. However, all industry sectors are not statistically significant at the 5% level. Therefore, industry sectors 

were not included in all left four models for testing the hypotheses in the framework. 

Because there is the quite high correlation between pairs of ROA and EPS, and pairs of LEV and 

LOANS, therefore, we tested model 3, 4, 5, and 6 for comparison purpose in order to select the most appropriate 

model. In addition, a p-value of GOV and AGE in all four models are not statistically significant. As a result, we 

select the model 4, based on the lowest value of AIC and the highest value of Pseudo R2. 

Generally, the value of Pseudo R2 of model 4 is at 0.122 that shows 12.2 percent of the variance of 

independent variables can be explained by EID variable. The result shows that there are five out seven 

independent variables, which are statistical significance at the 10% level.  

 

The study’s findings reveal three incentive variables influencing the decision of EID making by the 

corporation in which they are similar to the initial prediction.  Firstly, hypothesis 3 is strongly supported. 

Particularly, ENVSENS is positively and significantly associated with the decision to operate EID with the 

marginal effect at 0.219 which indicates that firms in the environmentally sensitive industry will make the 

decision to disclose environmental information. This is consistent with previous studies which will be discussed 

in the next section. The similarity with the variable of ENVSENS, the study also shows the positive effect of 

profitability which measured by ROA on the voluntary decision of making EID. As a result, hypothesis 6 is also 

supported. It indicates that the higher ROA the firm has, the more EID the firm makes. Besides, hypothesis 9 is 

strongly supported with a p-value at 1%. The result reveals a positive relationship between firm’s size and the 

decision of EID making. This is consistent with previous research (Gray et al., 2001; Zeng et al., 2013, etc.). It 

implies that a firm has a larger size of total assets will be motivated to decide to report environmental 

information. While the study shows there are three variables which are positively linked to EID, the finding 

explores the variables of REVGROWTH and LEV on corporate EID as constraints. Especially, the coefficient 

of REVGROWTH and LEV are negative but significant at the 10% level and the 5% level respectively. This 

evidence reflects firms that have more revenue growth are less likely to make a decision of EID. Therefore, the 

finding rejects hypothesis 4 that is different from the initial prediction. In addition, it is understood that the 

higher leverage the firms have, the fewer disclosing of environmental information the firms create. As a result, 

the finding also explores a disincentive relationship between LEV and the decision of operating EID that is 

similar to the initial prediction. The result supports hypothesis 5 finally. 
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Besides, the results of logistic regression model reveal that the coefficients for the variable GOV and 

AGE are not statistically significant at the 10% level. These results imply that government-owned organizations 

and age of firms have no significant impact on their decision of EID. Therefore, the finding rejected hypothesis 

1 and hypothesis 2 for that reason. Besides, the study also rejects EPS and LOANS because of the correlation; 

hence, hypothesis 7 and hypothesis 8 are not supported in the suggested model.  

 

4.4. Discussion 

The study aims to identify the factors driving Vietnamese listed companies whether to disclose or not 

to disclose their environmental information and the findings recognized in validation the legitimacy theory and 

the stakeholder theory. Overall, there are five acknowledged factors, which can be divided into incentive and 

disincentive factors. 

As regards to the incentive factors that have a positive influence on the probability of operating EID. 

Firstly, we find that firms activate in the environmentally sensitive industry are more likely to publish the 

environmental information in their annual reports. The underlined reason can be clarified as the firms in the 

environmentally sensitive industry are supposed to generate more than chemical wastes through their 

manufacturing activities. Therefore, they have to process waste rigorously in order to protect the environment, 

and then dragging higher environmental expenditure. According to the legitimacy theory, organizations are 

likely to behave in a socially adequate manner for having a place in the society and assuring for continuous 

survival (Guthrie& Parker, 1989; Wangombe, 2013). In Viet Nam context, there is an increasing concern on 

environmental breakdowns by the society in these days, therefore; they have to perform well in the 

environmental aspect for achieving their expected position.  Obviously, this factor contributes to an outcome to 

support the legitimacy theory. This is consistent with the evidence that corporate EID is motivated by 

environmentally sensitive industries (Choi, 1999; Dawkins & Fraas, 2011; Deegan & Gordon, 1996; Zeng et al., 

2012). Besides, the findings also recognize the size of firms has a positive influence on the decision of EID 

making by the corporation. Particularly, the larger size the firms have, the more EID the firms make. As we 

measured the size of firms by total firms’ assets, it can imply that the firms have invested in tangible assets for 

environmentally friendly manufacturing technologies; as a result, the corporation would incur higher 

environmental costs. Therefore, they have to disclose environmental information in the annual reports. Another 

possibility can be explained is that an organization may invest in innovation such as environmentally friendly 

manufacturing assets that are not a reasonable response to the managers’ goals, but it is seen to imitate the same 

technology of other competitions. Consequently, the change in the value of a corporation may be a result of 

legitimacy seeking action from the competition (Wangombe, 2013). Again, the result proposes for the 

legitimacy theory. This is constant with some studies have identified corporate environmental disclosure is 

encouraged by firms’ size (Choi, 1999; Deegan & Gordon, 1996; Gallego-Ãlvarez & Quina-Custodio, 2016; 

Nurhayati et al., 2015; Zeng et al., 2012). Secondly, the research points out that higher profitability will promote 
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Table 7: Logistic regression result

Variable 

 

Predicted 

sign 

Entire sample, Y= EID, n= 189 

Model 1 Model 2 Model 3  Model 4  Model 5  Model 6  

Coef. P>|z| Coef. P>|z| Coef. P>|z| Coef. P>|z| Coef. P>|z| Coef. P>|z| 

Constant  -9.513 0.017       -9.947    0.010     - 10.260    0.007     -10.191    0.007      -9.002   0.016     -9.037    0.015     

GOV + 0.220 0.565      0 .291    0.390       0.227   0.494       0.297    0.378      0.329    0.328        0.237    0.475     

AGE + -.005 0.394     -0.006    0.255      - 0.005    0.335     - 0.006    0.272       -0.006    0.193       -0.006    0.252     

ENVSENS + 1.289 0.015      1.051    0.005      1.012   0.006          1.061    0.004        1.008    0.006        0.927    0.011      

REVGROWTH + 0.005 0.193      -0.005    0.080     - 0.006   0.055      - 0.005    0.089     -0.005    0.081      -0.006    0.043     

LEV - 0.008 0.520      -0.015    0.171       - 0.016    0.028       -0.021    0.009        

ROA + 0.049 0.192      0.035    0.305       0.054    0.025       0.051    0.063         

LOANS - -0.014 0.335       - 0.003    0.789     - 0.014    0.167         -0.019    0.044      

EPS + -0.000 0.898       0.000    0.576            0.000    0.019      0.000    0.025     

SIZE + 0.768 0.025        0.798    0.015        0.789    0.013         0.811 0.011      0.741   0.021        0.714    0.025      

Industry effects  Yes No No No No No 

Likelihood ratio 

(  

 38.71 30.04   28.07 29.64 28.38 

 

25.50  

Pseudo R2         0.159 0.124 0.115 0.122 0.117 0.10 

Prob > chi2    0.0002 0.0001 0.0002 0.0006 

AIC     231.208 229.639     230.90     233.781 

BIC     257.142 255.573 256.83 259.715 
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for disclosing environmental information in their reports. This study highlights the relationship between social 

reporting; economic performance and stakeholder power (Ulman, 1985). Principally, it can be explained under 

shareholders’ viewpoint in which they are motivated when firms enhance good financial performance, which 

proves firms’ efforts in linking social and environmental reporting, and firm performance (Elijido-Ten, 2004; 

Ullman, 1985). This is in line with the results of previous studies in the identification of profitability based on 

ROA ratio is a factor encouraging for voluntary disclosure of environmental information (Dawkins & Fraas, 

2011; Luo et al., 2013; Nurhayati et al., 2015; Stanwick & Stanwick, 1998) 

This study points out a negative relationship between some variables standing for disincentive factors 

and the extent of disclosure environmental information. Firstly, the revenue growth variable is opposite with the 

prediction that revenue growth rate has a positive influence the decision of operating EID. This means sales 

growth may be a constraint rather than a driver. In the case of firms have higher revenue growth rate, they are 

possibly employing expansion strategy, and consequently, they need to have a more financial resource to fund 

the activities. That leads firms to spend fewer resources for environmental management. Although this result 

contradicts with previous studies in reflecting sales growth being one of the factors influencing the decision to 

disclose voluntarily environmental information (Choi, 1999; Watts & Zimmerman, 1990), it’s finding is 

consistent with the outcome presenting an inverse relationship between sales growth and EID (Luo et al., 2013; 

Urquiza et al., 2010).  Secondly, financial leverage has a negative impact on whether firms make EID. In other 

words, the firms have higher debt will be disincentive reason for disclosing of environmental information. It 

may be explained in the circumstance of the firms incur a higher cost of equity capital would restrict a firm’s 

ability to undertake strategies for environmental strategy due to higher liability to the debt and interest payment 

(Luo et al., 2013). This is constant with the outcome of studies of Ahmad et al., 2003; Luo et al., 2013; 

Nurhayati et al., 2015; Meng et al., 2013, whereas this result is contrary to the result of Chang (2013) in 

conclusion that listed firms with an increase in financial leverage would disclose voluntarily more 

environmental information. This study fails to explore the incentive factors such as government - owned firms 

and age of firms for the probability of making voluntary EID. In other words, reporting environmental 

information would not depend on whether government – owned firms or non-government owned ones, and the 

number of years of being a listed company. In Viet Nam, government – owned companies that have over 50 

percent of government ownership (Ta, 2014) encompass different goals in comparison with individual 

shareholders in term of profit maximization (Yuen et al., 2009). The finding is in line with previous outcomes in 

exploring there is no positive influence of government ownership on the decision of information disclosure in 

general (Nazli, and Weetman, 2006; Ta, 2014). The reason to explicate that Vietnamese government has not had 

legislative regulation concerning EID which forced government –owned firms to employ. In addition, there is a 

wide – range of observed firms in the aspect of the number of listed year. However, this is inconsistent with 

results of determining ownership type and firm’s age are significant drivers for EID in previous studies (Chang, 

2013; Choi,  1999; Meng et al., 2013; Singhania & Gandhi,  2015; Yuen et al., 2009; Zeng et al., 2012). 
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V. CONCLUSION  

The empirical study generated some underlined outcomes in the exploration of the incentive and 

disincentive factors affecting on voluntarily disclose information of environmental aspect by listing companies 

on the Ho Chi Minh City Stock Exchange for the year 2015. Overall, the relationship between firms’ financial 

performance, characteristics of the environmentally sensitive industry that the firms operate in and EID is 

recognized. Predominantly, the research highlights the positive relationship between environmentally sensitive 

industry, profitability, the firm’s size and EID whereas the negative relationship between revenue growth, 

leverage and EID also is explored. Moreover, the study validates the importance of the legitimacy theory and the 

stakeholder theory, which are suitable for investigation of EID. In the circumstance of an updated requirement 

related to reporting information on sustainability issues for listed companies which was issued by the Ministry 

of Finance of Vietnam and was activated at the beginning of the year 2016, this study may have value in 

exploring the factors affecting the decision of EID making that are new in comparison with previous studies in 

Vietnam. Particularly, the decision of voluntary disclosure environmental information will depend on the type of 

environmentally sensitive industry and the level of leverage that the firm gets. Although the study has pointed 

out firm size and profitability that are similar to Ta’s study (2014) which examines in Vietnam and to other 

research in developed countries and developing countries, this study’s findings can contribute to the literature of 

EID in developing countries and motivate for further studies related to CSR reporting in Viet Nam. Thus, these 

upshots may give the initiative for encouraging Vietnamese enterprises to put more practices in EID. Firstly, it is 

recognized that the decision on voluntary disclosure is driven by the firms’ financial performance, so firms 

apparently need to improve their financial circumstance by increasing profitability and decreasing the level of 

leverage. Along with finding the way to motivate companies to report environmental information in the annual 

report on the voluntary basis, it is essential to generate full, timely, accurate, and accessible environmental 

information (Ta, 2014) which could be created by setting a good environmental management accounting system. 

Secondly, Viet Nam has been lacking statutory regulations relating to EID although a specific guidance on GRI 

from International Finance Corporation and Vietnamese State Securities Commission released. Hence, the role 

of Vietnamese policy makers is important in changing from encouraging to forcing them to disclose. Moreover, 

the Vietnam Accountant Association and Vietnam Association Certified Public Accountants should be active to 

support for both large size and small and medium size enterprises in instructing and motivating them to disclose 

an environmental information. However, the most important thing is to change managers and accountants 

‘perception towards environmental issues which will be better than to force them to report. 

There are some limitations arising in this study. Firstly, Viet Nam Enterprises are facing with a lack of 

experience in presenting their reports, so they disclose environmental information cursorily. Therefore, the study 

did not analyze in depth the content of environmental disclosure in the annual reports based on EID index. In 

addition, we did not examine the relationship between the factors and the level of EID in the disclosure group 

only. Therefore, further research should do in analyzing the content of items related to EID index and using 

another methodology approaches to explore that relationship. Another limitation relates to sample size. 

Actually, we collected data of the companies belonging 11 industry sectors on HOSE. Therefore, we encourage 
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for further research in widening the sample size in both the Stock Exchanges in Ha Noi and Ho Chi Minh City. 

Moreover, the study has a limitation in examining the financial performance of firms in only one year. 

Therefore, the study suggests for collecting the data of three or five consecutive years in order to evaluate the 

change of voluntary disclosure made by the firms. 
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APPENDIX 

Table 8: Categories of environmentally sensitive industry 

The number of sectors Manufacturing industry sectors 

23 Cigarette; basic chemicals; leather; chemical products; petrol – chemistry; 

petrochemical products; primeval plastic; primeval synthetic rubber; rubber and 

plastic products; chemical fertilizer and nitrogen compound, pesticide and other 

agricultural chemical products; paint products, varnish and equivalent paint 

products, mastic, printing ink; medicine, pharmaceutical chemistry and medicinal 

materials; lime; metals; metal component, bucket, sea container and boiler; metallic 

coat; battery and battery; petroleum gas, distribution of fuel in pipelines; collecting, 

processing and demolishing waste; recycling waste; glass and glass products 

 

Source: Ho Chi Minh City Science and Technology Agency, 2009 

Table 9:  Environmental disclosure on management approach index 

 Aspects                                         Contents 

A Materials 

1 G4 –EN1 Materials used by weight or volume 

2 G4 – EN2 Percentage of materials used that are recycled input materials 

B Energy 

1 G4 – EN3 Energy consumption within the organization 

2 G4 – EN4 Energy consumption outside of the organization 

3 G4 – EN5 Energy intensity 

4 G4 – EN6 Reduction of energy consumption 

5 G4 – EN7 Reductions in energy requirements of products and services 

C Water  

1 G4 – EN8 Total water withdrawal by source 

2 G4 – EN9 Water sources significantly affected by withdrawal of water 

3 G4 – EN10 Percentage and total volume of water recycled and reused  

D Biodiversity  

1 G4 – EN11 Operational sites owned, leased, managed in, or adjacent to, protected areas 

and areas of high biodiversity  

value outside protected area 

2 G4 – EN12 Description of significant impacts of activities, products, and services on 
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biodiversity in protected areas and  

areas of high biodiversity value outside protected areas 

3 G4 – EN13 Habitats protected or restored 

4 G4 – EN14 Total number of IUCN Red List species and national conservation list 

species with habitats in areas affected by  

operations, by level of extinction risk 

E Emissions  

1 G4 – EN15 Direct greenhouse gas (GHG) emissions (Scope 1) 

2 G4 – EN16 Energy indirect greenhouse gas (GHG) emissions (Scope 2) 

3 G4 – EN17 Other indirect greenhouse gas (GHG) emissions (Scope 3) 

4 G4 – EN18 Greenhouse gas (GHG) emissions intensity 

5 G4 – EN19 Reduction of greenhouse gas (GHG) emissions 

Guidance 

6 G4 – EN20 Emissions of ozone-depleting substances (ODS) 

7 G4 – EN21 NOX, SOX, and other significant air emissions 

F Effluents and waste  

1 G4 – EN22 Total water discharges by quality and destination 

2 G4 – EN23 Total weight of waste by type and disposal method 

3 G4 – EN24 Total number and volume of significant spills 

4 G4 – EN25 Weight of transported, imported, exported, or treated waste deemed 

hazardous under the terms of the Basel Convention2 Annex I, II, III, and 

VIII, and percentage of transported waste shipped internationally 

5 G4 – EN26 Identity, size, protected status, and biodiversity value of water bodies and 

related habitats significantly affected by the organization’s discharges of 

water and runoff 

G Product and service  

1 G4 – EN27 Extent of impact mitigation of environmental impacts of products and 

services 

2 G4 – EN28 Percentage of products sold and their packaging materials that are 

reclaimed by category 

H Compliance  

1 G4 – EN29 Monetary value of significant fines and total number of nonmonetary 

sanctions for noncompliance with  

environmental laws and regulations 

I Transport  

1 G4 – EN30 Significant environmental impacts of transporting products and other goods 

and materials for the  

organization’s operations, and transporting members of the workforce 

J Overall  

1 G4 – EN31 Total environmental protection expenditures and investments by type 

K Supplier Environmental 

Assessment 

 

1 G4 – EN32 Percentage of new suppliers that were screened using environmental criteria 

2 G4 – EN33 Significant actual and potential negative environmental impacts in the 

supply chain and actions were taken 

L Environmental Grievance 

Mechanisms 

 

1 G4 – EN34 Number of grievances about environmental impacts filed addressed and 

resolved through formal grievance mechanism 

Source: The Global Sustainability Standards Board, 2013 
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Abstract: This study aims to further understand the three prevailing reasons why consumers hesitate to engage in 

online shopping. It also aims to know the factors affecting the non-engagement of consumers on online shopping of 

apparel. The model postulates that the non-engagement of consumers in online shopping is affected by 

demographics, internet usage, and their experience in physical shops. A study was performed in a sample of 300 

respondents in Manila. The respondents were asked to determine their predicaments in shopping with click and 

mortar stores which lead to their non-engagement. It was revealed that worrying about personal information being 

stolen, the need to access the product, and security concerns were the top three reasons for non-engagement in 

online shopping. It was recommended that online apparel shops must consider user-friendly websites, good quality 

testimonies, and prompt customer care services to be engaging to the customers. 

 

Keywords: Non-Engagement; E-Commerce; Security  

 
I. INTRODUCTION  

E-Commerce or also known as online shopping is flourishing every year. A study conducted by MasterCard 

last 2014 showed that 59 percent or about three in every five of the online population in the Philippines shops online 

compared to the 40 percent in 2013 (Pedroso, 2015). The study further indicated that the Filipinos purchase 31 

percent for clothing and accessories, a third on the list with Airline ticket as the most purchased online. However, 

Filipino consumers who shop online are concerned about their payment security especially when these consumers’ 

shop items in a website abroad and its delivery times according to a study by Blackbox Research on behalf of Visa.  

Accordingly, in the study by The Nielsen Company (2016), said that 57 percent or more than half of the online 

respondents hesitates to give their personal information online or to e-commerce sites since it will not keep their 

information confidential and secured. Consequently, only 34 percent are converted to actual sales compared to the 

online searches Filipinos do (MoneyMax, 2014); a small percentage in comparison to their Asian neighbors and 

globally that has 64 percent and 49 percent respectively. Consequently, Filipinos are said to be vigilant when 

purchasing online not just because of security but the speed of the transaction and convenience of payment methods. 

MoneyMax also mentioned that price or value of the product, return or exchange policy, website reputation, online 

review, customer service, low delivery charges, and use of various payment methods have an impact to Filipino 

consumers in purchasing to an E-Commerce site. 

http://sareb-journal.org/
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II. MATERIALS AND METHODS  

The paper uses descriptive research. It is both qualitative and quantitative in nature. Qualitative was used 

to know the reasons why people in Metro Manila don’t shop online. Quantitative aims to quantify the information 

gathered through the survey. Moreover, its target population includes those individuals who never tried online 

shopping or have shopped online once and never tried it again. The location of the study was limited to Metro 

Manila. We chose Metro Manila because the study has not yet been conducted in the area. Around 300 respondents 

were able to answer the questionnaire. The respondents were comprised of students, housewives, self-employed, 

and businessmen. The data was collected through the use of questionnaire with the help of Google document 

application. The questionnaire included the research objective, questions about the respondent’s demographic 

profile, present behavior and attitude, and reasons for the actions related to the topic. Most of the questions were 

adopted from various researches and website. 

Research Variables 

 

Sources Questions 

Behavior and attitude towards 

online shopping 

Rformation (2000) & Horrigan 

(2008) 

5 

Demographic Profile UAI 8 

 

The table above shows where we got some of our questions from our questionaire. Eight of our questions 

regarding the demographic profile of our respondents came from our UAI questionnaire. While five questions came 

from Rformation(2000) and Horrigan(2008). 

It is important to check the validity of the questionnaire that was used before giving out the questionnaire. 

Validity is defined as the extent to which an assessment accurately measures what it is intended to measure (Melissa 

Hurst, 2016). It includes content validity and construct validity. Content validity is to check the operationalization 

against the relevant content domain for the construct (Trochim, 2006). The content validity was checked through 

the evaluation of 5 experts to eliminate and correct those questions that are not in line with the research and a pilot 

testing was conducted to make sure that the respondents understood the questions. Construct validity was realized 

using Cronbach Alpha to check the reliability and consistency of the questionnaire. Microsoft Excel was used to 

acquire the data such as frequency, mean and standard deviation. Standard deviation was acquired to know the 

reliability and consistency of the mean. 

 

III. RESULTS AND DISCUSSION  

2.1 Major Findings  

 Internet usage 

 Demographics 

 Reasons for the Non-Engagement in Online Shopping  

2.2. Figures, Tables and Schemes 
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Graph 1 show that 299 or 99.7% out of 300 respondents use internet.  

 

 

 

 

 

 

 

Graph 1. Internet usage 

Based from the findings of the research about 60. 9% or 182 respondents are using internet for more than 

5 hours. As shown in graph 2, majority of the respondents use internet in a day for more than 5 hours, 18.4% are 

using internet for 4 to 5 hours, 46 of them use internet for 3-4 hours and 13 respondents use internet for only 1 to 2 

hours. Less than 1 hour of internet usage got the least percentage which is only 1% of the 300 respondents.  

 

 

 

 

 

   

 

  Graph 2. Hours of internet usage 

 

              Graph 3 indicates that half of the respondents had used or experienced online shopping compared with 

45.5% of those who belonged to the non-engaged consumers in online shopping. However, respondents recognized 

the use of online shopping. 
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Graph 3. Online and non-online shoppers 

 

In our findings, most of the respondents had chosen the options “other” when it comes to their frequency 

of shopping online. 34.7% of the respondents often shop online monthly and 12% shopped online once per two 

weeks.  

 

 

 

 

 

 

 

Graph 4.  Frequency of Shopping Online 
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Table 1. Demographic results 

Table 1 shows the demographic results of the 300 respondents. As indicated in table 1, the average age 

group of the respondents belonged to 15-19 years old age group. The majority percentage of the respondents were 

female (f=67.3 %). More than a half Table 1 shows the demographic results of the 300 respondents. As indicated in 

table 1, the average age group of the respondents belonged to 15-19 years old age group. The majority percentage 

of the respondents were female (f=67.3 %). More than a half of the respondents have an income of below 15,000 

(f=73.4%). Most of them were unemployed, specifically were students.  Nonetheless, majority of the sample was 

single with no children (f=78.9%). Many of them are willing to spend below 2000 in online shopping.  

The profile of the respondents in terms of their age showed that they had the capability of accessing online 

shopping websites because these age groups were usually more into technological era. Therefore, access and 

Demographics Results 

Age group 15-19 years old  

Sex Majority of the respondents were female (f=67.3%) 

Income/ allowance 

monthly 

Most of the respondents have an income below 15,000 (f=73.45) 

Employment status A large part of the sample were unemployed (75.3%) 

Unemployed Most of the respondents were students (95.1%) 

Educational Status High school graduate (51.3%) 

Marital Status Single with no children (78.9%) 

Number of children  More than a half had no children (f=89%) 

Willing to spend for 

per month in online 

shopping 

Many of the respondents are willing to pay below 2000 per month in online shopping 
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awareness were not a problem for the respondents. The purchasing ability of the respondents was determined based 

on their monthly allowance or income as well as how much they are willing to spend in online shopping.  

Indicated in the graph below the reasons why respondents did not use online shopping before. According 

to the respondents, worrying on product quality is the best reason why they are not into online shopping. 37.3% or 

112 of the respondents belonged to the majority of those who chose the worry on product quality. Some of the 

respondents did not use online shopping before because they are not familiar with online shopping while 14.3% are 

worried on payment. Few of them worry on personal privacy such as their personal information that is why they are 

in non-engagement in online shopping.   

 

 

 

 

 

 

Graph 5. Reasons why shoppers do not shop online 

Responses from 300 people were gathered and analyzed. Respondents had various concerns if they would 

engage in online shopping. Their internet ability was one of their concerns. This finding is supported in Graph 6 

where most of the respondents did not agree that internet is hard to understand and use.  

 

 

 

 

 

Graph 6. Internet Ordering and usage 
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 The respondents of this study were worried about their personal information or privacy such as their 

credit card number that is why they still belonged to non-engaged consumers in online shopping. As indicated in 

Graph 7, majority of the respondents agreed on this reason. 

 

 

 

 

 

Graph 7. Personal Information such as credit card being stolen 

Preference in resorting to online shopping website was an effect of the need to see or touch the product. 

The need to access the product was necessary for the respondents since it helped to check the quality of the product. 

Respondents perceived that there was no assurance if the quality of the product sold online were good and not easily 

broken or damaged. Almost all of the respondents agreed to this description as shown in graph 8. In order to solve 

this problem, the shop should assure that the products that they offer to the consumers are of good quality and that 

they are open to replace defective products. 253 or 84.3% of the respondents considered this reason for their non-

engagement. 

 

 

 

 

 

Graph 8. Accessibility of the product quality 

 

                   One of the problems that every online shopping business encounters is the threat of online scam. The 

respondents perceived that the online site might be a scam and that they do not trust this kind of business. Security 

concerns are also one of the reasons why they do not shop online. What businesses could do is to provide the 
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customers visible business permits and as well as their contact number for other concerns. 60 percent of the 

respondents strongly agreed with this reason.  

 

 

 

 

Graph 9. Fear of threat or scam 

 As shown in the graph below, 81.3% of the respondents belonged to the non-engaged consumers in online shopping 

because they were worried that the product they ordered may not be the one they actually bought. Trust concerns 

could be characterized to their hesitation to use an e-commerce website.   

 

 

 

 

Graph 10. Personal security reasons 

As stated by the respondents, the ability to feel the product serves as a quality check. Online shopping 

posed technical limitations because the consumer cannot view the quality of the product.  The respondents 

recognized that there is no guarantee that the product has a good quality and can last long. 

 

 

 

 

 

Graph11. Need to see or touch the product for quality check  
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In this finding, it shows that not all respondents perceive that shopping online is complicated.  

 

 

 

 

 

 

Graph12. Complication of online shopping 

In this finding, security concerns were also considered because it showed that respondents might be scammed for 

they did not have received the item they bought despite that they paid. 241 or 80.3% of the respondents agreed to 

this description. 

 

 

 

 

 

 

Graph 13. Fear of not receiving item bought 

52.7% of the respondents are worried that the quality of the item they ordered. This shows they still do not 

fully trust the online seller in terms of how the quality is of value. 
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Graph 14. Worry on the quality of the item 

Most of the respondents take into account that the items they bought might have some defect. Out of 300 

respondents, 273 participants perceived that they might receive a defective product because they believed that they 

should feel and see first for them to properly check the item.  

 

 

 

 

 

Graph 15. Fear of the defect on items 

The major concerns of non-users of online shopping websites are security, quality and the need to see or 

access the product. Another finding of this study is that a concern is a result e of another concern. For example, a 

consumer wanted to buy in actual store because they wanted to see the product to check the quality or if there are 

any damages.  

If the customers were satisfied or not with the product, they have the option to choose if they will purchase 

the product right away. This decision-making process showed a choice and influence by quality control check. 

Considering also, it is safer when they purchase from the store itself because there is no need to give more personal 

information such as the credit card number for they can pay in cash and can transact personally. 
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Reasons for not shopping 

online 

Frequency Total 

Score 

Mean Standard Deviation 

Internet ordering is hard to 

understand and use 

Strongly agree 

Agree 

Disagree 

Strongly Disagree 

 

 

 

13 (4%) 

82 (27%) 

144 (48%) 

61 (20%) 

 

 

647 

 

 

 

2.156666667 

 

 

 

0.792178881 

 

I worry about my personal 

information such as credit 

card number being stolen 

Strongly agree 

Agree 

Disagree 

Strongly Disagree 

 

 

 

136 (45%) 

114 (38%) 

31 (10%) 

19 (6%) 

 

 

967 

 

 

 

3.223333333 

 

 

 

0.873306611 

 

I cannot access the quality of 

the product 

Strongly agree 

Agree 

Disagree 

Strongly Disagree 

 

142 (47%) 

111 (37%) 

35 (12%) 

12 (4%) 

983 

 

3.276666667 

 

0.822014547 

 

I am afraid of threat or scam 

Strongly agree 

Agree 

Disagree 

Strongly Disagree 

 

180 (60%) 

86 (29%) 

23 (8%) 

11 (4%) 

1035 

 

3.45 

 

0.789246285 
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I get no discount when I shop 

here 

Strongly agree 

Agree 

Disagree 

Strongly Disagree 

 

 

32 (11%) 

115 (38%) 

109 (36%) 

44 (15%) 

 

 

735 

 

 

 

2.45 

 

 

 

0.869878706 

 

I’m worried because the 

product I ordered might not 

be the one I actually received 

Strongly agree 

Agree 

Disagree 

Strongly Disagree 

 

 

 

127 (42%) 

117(39%) 

45 (15%) 

11 (4%) 

 

 

960 

 

 

 

3.2 

 

 

 

0.825998939 

 

I want to see the product 

personally to check the 

quality 

Strongly agree 

Agree 

Disagree 

Strongly Disagree 

 

 

181 (60%) 

92 (31%) 

18 (6%) 

9 (3%) 

 

1045 

 

 

3.483333333 

 

 

0.742671366 

 

I don’t enjoy spending time 

shopping here 

Strongly agree 

Agree 

Disagree 

Strongly Disagree 

 

 

37 (12%) 

103 (34%) 

116 (39%) 

44 (15%) 

 

 

733 

 

 

 

2.443333333 

 

 

 

0.888493269 
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Shopping online is 

complicated 

Strongly agree 

Agree 

Disagree 

Strongly Disagree 

 

31 (10%) 

103 (34%) 

102 (34%) 

64 (21%) 

701 

 

2.336666667 

 

0.927103351 

 

I’m afraid I might not 

receive the item I bought 

Strongly agree 

Agree 

Disagree 

Strongly Disagree 

123 (41%) 

118 (39%) 

46 (15%) 

13 (4%) 

 

951 

 

 

3.17 

 

 

0.842694357 

 

I’m worried of the quality of 

the item 

Strongly agree 

Agree 

Disagree 

Strongly Disagree 

 

 

158 (53%) 

108 (36%) 

27 (9%) 

7 (2%) 

1017 

 

3.39 

 

0.748175037 

 

I’m afraid that the items 

might have some defects 

Strongly agree 

Agree 

Disagree 

Strongly Disagree 

 

 

155 (52%) 

118 (39%) 

20 (6%) 

7 (2%) 

 

1021 

 

 

3.403333333 

 

 

0.718128063 

 

 

Table 2: Reasons for Customers not shopping online 
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Table 2 shows the consumer’s reason for not shopping online.  Small groups agree that the Internet ordering 

is hard to understand and use with the mean score of 2.157 and a standard deviation of 0.792. Majority (83%) of the 

respondents agreed that they worry about their personal information being stolen (mean= 3.223) and (standard 

dev.=0.873)  

46% strongly agree and 37% agree that it is because they cannot access the quality of the product 

(mean=3.277) and (standard dev.= 0.822). Most of the respondents (89%) agreed that they are afraid of getting threat 

and scam when they shop online with the mean score of 3.45 and standard dev. of 0.789. 

Only 38% agree and 36% disagree that they get no discount when they shop online (mean=2.45) and 

(standard dev.=0.869). 81% of the respondents agree that they are worried that the product that they ordered might 

not be the one that they will receive (mean= 3.2) and (standard dev.=0.825) 

A total of 81% agreed that they want to see the product to check the quality while only 54% disagree that 

they don’t enjoy spending time shopping online, the mean score and standard deviation for this statement is 2.443 and 

0.888 respectively. At least half of the respondents (55%) disagree that shopping online is complicated (mean= 2.336) 

and (standard dev.=0.927). Majority (80%) is afraid that they might not receive the product they bought with a mean 

score of 3.17 and standard deviation of 0.842.  

The respondent of this statement agree that they are worried about the quality of the product (mean=3.39) 

and (standard dev.= 0.748). Most of the respondents (91%) agreed that they are afraid that the items might have some 

defect. 

IV. CONCLUSION  

 The overall goal of our analysis was to investigate the top 3 best reasons why people do not participate in e-

commerce. It also aims to know the factors that influence the non-engagement of consumers on online shopping of 

apparel. In order to accomplish this objective, we collected data using questionnaire with the help of Google document 

application. The questionnaire includes the research objective, questions about the respondent, demographic profile, 

present behavior and attitude, and reasons for the actions related to the topic. The most of the questions were adopted 

from various researches and website.  

Our results show that first, not all respondents perceive that shopping online is complicated. Second, security 

concerns because this description showed that respondents might be scammed for they did not have received the item 

they bought despite that they paid. Third, consumers consider the quality of the product so the effect is hesitation to 

use e-commerce. Being unable to review the condition of the product affects the engagement of the respondents in 

shopping online. 

Previous research has shown consumer factors such as demographics, personal traits and psychological 

perceptions which can contribute to the non-engagement of the customer in a click-and-mortar store. Our findings 

suggest that future studies should try to conduct survey to older people to make the result more reliable and not bias. 
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Abstract : The Philippines is a developing country wherein products flood the market. There are a lot of 

factors that influence the consumer’s buying behavior. One of the most popular strategies is the use of celebrity 

endorsements. Given this reason, determining its effectiveness is very important considering it involves a large 

sum of money and time in choosing the right celebrity. This study analyzes the effect of celebrity endorsements 

on consumer buying behavior as well as the impact of positive and negative publicity of the endorser to the 

brand. Research was conducted from 300 respondents through an online survey. The results indicated that 

celebrity endorsements have a minimal effect towards the consumers buying decision. Through the study, 

researchers found out that in purchasing a product, consumers give more importance towards the quality of the 

product rather than the celebrity endorsing it. However, celebrity endorsements still do have an impact to the 

consumers’ purchasing behavior. 

 

Keywords:  Celebrity Endorsement; Positive; Negative; Publicity; Quality 

 

I. INTRODUCTION  

Factors Affecting the Use of Celebrity Endorsements. In today’s modern world, marketing and advertising 

are undeniably entwined into everyone’s lives.  The consumers are bombarded with different promotion 

strategies that not all products or services can be noticed.  The challenge now to the business industries is to be 

able to differentiate themselves from others to attract consumers’ attention. Thus, celebrity endorsements and its 

impact on the overall brand are of great significance. In this age of increasingly intense competition, capturing a 

position in the consumers' mind space is extremely tough and celebrity endorsements give an extra edge to the 

companies for holding the viewers' attention.  

Celebrity. Celebrities enjoy specific public recognition by a large number of certain groups of people. These 

celebrities have some characteristic attributes like attractiveness, trustworthiness, expertise and effectiveness 

which tend to persuade a consumer to change his way of thinking, perception and influence their consumption 

habits. Celebrities are seen as role models. It is supposed that their influence has been great that most people 

want to change their way of living and identify themselves with the artists or celebrities that are portrayed in  

http://sareb-journal.org/
mailto:fidesmariaelim@gmail.com
mailto:marycaroline.castano@gmail.com
mailto:marycaroline.castano@gmail.com
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media. As a result, these celebrities exhibit impact in their lives. This impact is then tried to be established into 

the products or services by several companies. This is done through hiring celebrities from a particular field that 

will also match the brand image. 

Brand. Companies invest large amount of money to align their brands and themselves with endorsers. 

This is so because every product has an image. Giving particular brand a "face" is more than just a strategy. It is 

a decision that can change the future of the brand. Hence, choice of the celebrity is also of utmost importance.  

The task of the endorser is to bring the image of the product closer the expectation of the customer.  Celebrities 

do not only promote influence and attention but these people also help in the easier recalling of the brand. Such 

is essential because nowadays a consumer has broad choices and to be the first brand that comes into the mind is 

an advantage. 

Celebrities can be used in four ways namely: testimonial, endorsement, actor and spokesperson. 

(Kasana & Chaudhary, 2014) The practice of celebrity endorsements nowadays has been pervasive and 

continues to grow by becoming a multi-million industry.   This made the authors curious to explore deeper of 

this topic.  In this study, the researchers have focused on the impact of celebrity endorsements on the customers’ 

purchase intention towards celebrity’s advertised products and if these two variables have an implication to each 

other. 

The Selection Process of Celebrity Endorsers. Celebrity endorsement is a form of an advertising or marketing 

strategy used by companies, which involves a well-known person using their popularity in promoting a product 

or service. Some companies believe that by using celebrity endorsements, they can attract numerous consumers 

in a short period, resulting to an increase in sales. When a famous person endorses a product, it could gain 

credibility. This famous person can be an actor, musician, athlete, ex-politician or a cartoon character. They do 

not need to be international superstars; they only need to be familiar to the target audience.  

Before any endorsement happens, there is a deal that must be made between the company and the 

celebrity. These endorsement deals range from months, years, or even decades. This is an important factor in the 

agreement so that there would not be any breach of contract.  

Celebrity-Brand Fit. Businesses use celebrity endorsements for the sole purpose of attracting the consumers. 

These celebrities are the “idols” of the consumers that is why they buy products that their favorite celebrity 

endorses. This is also a consumers’ way of supporting their idols by buying their endorsing products. 

 While selecting a celebrity as endorser, the company must decide the objective of the agreement, as tp 

why the company brand chose the specific celebrity. This is important because the brand and how far the 

celebrity image matches together with the product is crucial for its sales and reputation. Also, this agreement is 

somewhat of a mutual collaboration because both party benefits from this.  

The most important attribute for a celebrity endorser is the trustworthiness. The target audience must 

trust that a celebrity carries a particular image and it must match with the product. The second attribute in order  
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of importance is likeability. The celebrity also must be accepted as a popular icon by his/her audience. The 

overall popular image coupled with exact product-image match enhances the consumer attention resulting in 

greater brand recall. 

II. MATERIALS AND METHODS 

To conduct this study, celebrities were chosen based on Marie France Asia’s top 10 most famous brand 

ambassadors throughout the years. Celebrities were selected based on their rank. For the purposes of this 

research, a celebrity endorser was defined as “any individual who enjoys public recognition and who uses this 

recognition on behalf of a consumer good by appearing with it in an advertisement” (McCracken 1989).  

  The study was conducted among the Filipino Millennials both male and female that are aging between 

15 to 35 years old. This was done within Metro Manila via online survey. The area has been selected taking into 

account the high population of Millennials, which includes high income, middle income and low-income 

groups. A sample of 300 respondents was garnered wherein comprised by 117 male respondents and 183 female 

respondents. In the research process, first, respondents were made aware of the purpose of study, and then they 

were requested to give their unbiased responses via an online survey. The primary instrument that was used for 

data collection consists of an interval in a Likert-type scale to determine the magnitude and a nominal scale to 

store demographics of the respondents. The data collected were analyzed using IBM SPSS software. Statistical 

tools such as frequency, percentage, mean, standard deviation, t-test and other methods were utilized in order for 

this research to be accomplished. 

 

III. RESULTS AND DISCUSSION  

 

Table 1: Demographic Profile 

  Frequency Percent Valid Percent Cumulative 

Percent 

AGE      

15-19  182 60.7 60.7 60.7 

20-25  74 24.7 24.7 85.4 

26-30  9 3 3 88.4 

30-35  35 11.7 11.7 100 

Total  300 100 100  

      

GENDER      
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 Male 117 39 39 39 

 Female 183 61 61 100 

 Total 300 100 100  

      

MONTHLY 

SALARY/ALLOWANCE 

     

Below 10,000  189 63 63 63 

10,001-20,000  51 17 17 80 

20,001-30,000  26 8.7 8.7 88.7 

30,001-40,000  12 4 4 92.7 

Above 40,000  22 7.3 7.3 100 

Total  300 100 100  

      

EDUCATIONAL LEVEL      

Completed some high 

school 

 21 7 7 7 

High School graduate  62 20.7 20.7 27.7 

Undergraduate  129 43 43 70.7 

Bachelor’s Degree  72 24 24 94.7 

Master’s Degree  0 0 0 94.7 

Professional Degree  5 1.7 1.7 96.4 

Others  12 4 4 100 

Total  300 100 100  

 

Table 1. Descriptive statistics was applied in order to identify the heterogeneity of the respondents 

as this is helpful to know when, who and how are they often exposed to celebrity endorsements. The 

demographic profiles of the respondents in this study are of aged 18-35 years old which was further subdivided 

into age brackets. Majority of the respondents were the 15 to 19 years old age group garnering 60.7 percent. 

 

  Most of the respondents are female (61%) leaving males with 39 percent. Most of them are still 

undergraduates (43%). For this reason, since most of the respondents are still dependents, the frequent answer 

for monthly allowance was below 10,000. (63%). 
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Table 2. Factors that give the most value when purchasing a product 

 Price of the Product Celebrity 

Endorsement 

Quality of the 

Product 

Value for Money 

At great extent 160 = 53.69% 24 = 8.16% 248 = 83.78% 211 = 71.4% 

At some extent  115 = 38.59% 80 = 27.21% 48 = 16.22% 67 = 22.56% 

At minimal extent 19 = 6.38% 114 = 38.78% 0 15 = 5.05% 

Not a factor 4 = 1.34% 76 = 25.85% 0 4 = 1.35% 

 

Researchers asked the respondents about the factors that give them the most value when purchasing a 

product. Researchers then grouped it into 4 different categories: price of the product, celebrity endorsement, 

quality of the product, and the value for the money. In answering this question, researchers chose 4 different 

types of answers to determine the degree of importance of these factors.  

For the price of the product, 160 respondents answered that it greatly affects them while only less than 

50 respondents answered that it only has affected them at a minimal extent. For the celebrity endorsement, a 

minimal extent has the highest percentage of answers while the lowest answer came from the great extent. For 

this factor, we can say that it has affected the respondents in some way but not in a great extent. Almost 300 of 

our respondents answered that the quality of the product greatly affects them while only less than 100 

respondents answered that it somehow affects them. This factor has the highest percentage that respondents 

value in purchasing a product. Nearly 225 respondents answered that they value their money before purchasing 

a product. The value for the money ranks second place following the quality of product. 

Table 3. Factors when purchasing a product 

 Brand Name Celebrity Quality Cost 

At great extent 101 = 33.89% 30 = 10.17% 265 = 89.53% 166 = 58.06% 

At some extent  161 = 54.03% 64 = 21.69% 31 = 10.47% 108 = 36.49% 

At minimal extent 29 = 9.73% 102 = 34.58% 0 18 = 6.08% 

Not a factor 7 = 2.35%  99 = 33.56% 0 4 = 1.35% 

 

For this question, respondents were asked about what persuades them the most when purchasing a 

product. Quality of the product falls in the first place, cost of the product ranks second place, the brand name of 

product ranks third place, and lastly celebrity endorsement falls in the last place.  Respondents answered that at 

some extent, brand name persuades them when purchasing a product. For the celebrity endorsement, both the 

minimal extent and not a factor equaled the same percentage. For the quality of product, respondents answered  



The Impact of Foreign Celebrity Endorsements on Consumer Buying Behavior among Filipino 

Millennials 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 297 | Page 

 

that it greatly persuades them when purchasing a product and only less than 50 respondents answered that it 

somehow persuades them. For the last category, the cost of product, respondents answered that it greatly 

persuades them.  

Table 4. Celebrity factors affecting product purchase 

 Celebrity 

Attractiveness 

Celebrity 

Trustworthiness 

Celebrity Expertise Celebrity 

Effectiveness 

Very High 32 = 10.70% 53 = 17.85% 44 = 14.86% 42 = 14.14% 

High 58 = 19.40% 68 = 22.90% 63 = 21.28% 69 = 23.23% 

Average 95 = 31.77% 90 = 30.30% 93 = 31.42% 91 = 30.64% 

Low 52 = 17.39% 38 = 12.79% 50 = 16.89% 43 = 14.48% 

Very Low 62 = 20.74% 48 = 16.16% 46 = 15.54% 52 = 17.51% 

 

Let us now focus our question about celebrities. Researchers asked the respondents about how does 

celebrity attractiveness, trustworthiness, expertise, and effectiveness persuades them when purchasing a product.  

 For the first category, respondents answered that celebrity attractiveness has affected them at an 

average extent only. It has the highest percentage of answers while the very high extent has the lowest 

percentage. For the celebrity trustworthiness, respondents answered that it has affected them at an average 

extent too. Meanwhile, having the lowest percentage is the low extent for this category. For the celebrity 

expertise, respondents also answered that it only affects them at an average extent only while the very high 

extent has the lowest percentage. The last category, the celebrity effectiveness, respondents answered that it 

affects them at an average only. 

Table 5. Celebrity Awareness 

 FREQUENCY PERCENTAGE 

Taylor Swift 276 92.9 

Tiger Woods 201 67.7 

Justin Bieber 273 91.9 

Selena Gomez 270 90.9 

 

Respondents were asked among the following celebrities they know and they can answer as many as they can. 

These celebrities are Taylor Swift, Tiger Woods, Justin Bieber, and Selena Gomez. Taylor Swift ranked the first  
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place, Justin Bieber ranked second place, Selena Gomez ranked third place, and Tiger Woods ranked in the last 

place. 

Table 6. Awareness of products endorsed by Celebrities 

 FREQUENCY PERCENTAGE 

YES 174 57.8 

NO 127 42.2 

 

Researchers asked our respondents about the awareness of the products being endorsed by these celebrities. 

57.8% of our respondents answered that they are aware while 42.2% answered that they are not. 

Table 7. Awareness of the issues where celebrities are involved 

 FREQUENCY PERCENTAGE 

YES 210 69.8 

NO 92 30.6 

 

In this question, respondents were asked if they know the issues involving the said celebrities. Responses were 

either “Yes” or “No”. Table shows that 69.8% said that they are aware of the issues of the said celebrities while 

30.6% are not. Thus, majority of the respondents are considered updated on these celebrities. 

Table 8. Impact of Positive Publicity of Celebrities 

 Taylor Swift Tiger Woods Selena Gomez Justin Bieber 

At great extent 54 = 18.31% 50 = 16.95% 74 = 25.08% 88 = 29.53% 

At some extent  91 = 30.85% 96 = 32.54% 89 = 30.17% 88 = 29.53% 

At minimal extent 71 = 24.07% 67 = 22.71% 57 = 19.32% 56 = 18.79% 

Not a factor 79 = 26.78% 82 = 27.80% 75 = 25.42% 66 = 22.15% 

 

Respondents were asked if the following positive publicities affect their buying decision. Their 

responses were “at great extent”, “at some extent”, “at minimal extent” and “not a factor”. This tells us that all 

of the celebrity’s positive publicity were said to have affected the buying decision of the consumer at a minimal 

extent. Thus, positive publicity of the endorser has a certain impact towards the buying decision of the 

consumer.  
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Table 9. Impact of Negative Publicity of Celebrities 

 Taylor Swift Tiger Woods Selena Gomez Justin Bieber 

At great extent 21 = 7.12% 34 = 11.53% 34 = 11.53% 40 = 13.51% 

At some extent  88 = 29.83% 77 = 26.10% 88 = 29.83% 80 = 27.03% 

At minimal extent 103 = 34.92% 96 = 32.54% 84 = 28.7% 92 = 31.08% 

Not a factor 83 = 28.14% 88 = 29.83% 89 = 30.17% 84 = 28.38% 

 

Respondents were also asked regarding the negative publicity of the celebrities. It tells us that the effect 

of negative publicities of Taylor Swift, Tiger Woods and Justin Bieber are only minimal towards the buying 

decision of the consumer. Thus, negative publicity of a celebrity is not a major factor in affecting the purchase 

decision of the consumer.  

 

Table 10. Purchasing habits 

  FREQUENCY PERCENTAGE 

Have you ever 

considered 

purchasing a new 

product just because 

the celebrity you like 

is endorsing it? 

 

Strongly Agree 28 9.43 

Agree 68 22.90 

Average 100 33.67 

Disagree  18.86 

 Strongly disagree 45  15.15 

    

Do you believe 

products advertised 

by celebrities are of 

good quality? 

 

Strongly Agree 14  4.76 

Agree 73  24.83 

Average 135  45.92 

Disagree 46  15.65 

Strongly disagree 26  8.84 

 

Do you believe that 

celebrities also use 

the products that they 

   

Strongly Agree 19  6.42 



The Impact of Foreign Celebrity Endorsements on Consumer Buying Behavior among Filipino 

Millennials 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 300 | Page 

endorse? 

 

Agree 64  21.62 

Average 108   36.49 

Disagree 68   22.97 

Strongly disagree 37   12.5 

    

If the reputation of 

the celebrity 

decreases, does the 

reputation of the 

brand also decrease? 

Strongly Agree 49  16.44 

Agree 78  26.17 

Average 87  29.19 

Disagree 54  18.12 

Strongly disagree 30  10.07 

    

Do multi-brand 

endorsements of the 

same celebrity lead to 

overexposure? 

 

Strongly Agree 56  19.11 

Agree 91  31.06 

Average 92  31.40 

Disagree 39  13.31 

Strongly disagree 15  5.12 

    

Does inconsistency in 

the professional 

popularity of the 

celebrity lead to a 

negative effect of the 

brand? 

 

Strongly Agree 54  18.43 

Agree 77  26.28 

Average 85  29.01 

Disagree 57  19.45 

Strongly disagree 20 6.83 
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Figure1. The chart shows that above all the factors when it comes to purchasing the product, a consumer ismore 

likely to be conviced to purchase if a certain good or service promises a great quality. Affordable price, brand 

name and the celebrity endorsements just come after it. 

 

 

Figure2. The chart shows that above all the factors when it comes to purchasing the product, a consumer is 

more likely to perceive the value of purchase if a certain good or service promises a great quality, has a 

reasonable price and at same time has been also been endorsed. 
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Table 11. Reliability Statistics 

Cronbach's Alpha N of Items 

.883 30 

   

Table 7. Infers the reliability of the study. Cronbach’s alpha which got 0.883 which leads to 30 items used in the 

study. If the alpha reaches above 0.7, then the study is deemed to be acceptable which also indicates accuracy.  

 

Restating the hypotheses of the study, Hypothesis 1: There is an impact between foreign celebrity endorsements 

to the consumer behavior of Filipino millenials is to be accepted, as it was confirmed in the study that even 

though it has a minimal effect, it still has an impact. Hypothesis 2: There no impact at all between foreign 

celebrity endorsements to the consumer behavior of Filipino millenials is to be rejected because next to price or 

quality of a product, celebrity endorsements are one of the factors sought by consumers. 

 

 

IV. CONCLUSION  

This research concludes that celebrities affect the consumers’ preferences to some or to a minimal 

extent. As consumers experience different kinds of advertising, there is still a chance for change of preferences 

though brand loyalty may exist. In a world that revolves around celebrities and media, some people try to 

imitate the lifestyle of celebrities by purchasing the products they endorsed. The research explains that not all 

Filipino millennials find celebrity endorsers as the main factor in buying; however it still does have an impact. 

The main factors that affects their buying is the quality and price of the product being sold 
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Abstract : The study aims to strengthen R.A. 9593 section 125 about tourism officer qualifications 

therein due to the increased tourist arrival annually. Nepotism and Political Culture in the country 

simply allow anyone to be in the LGU office by the power of executive chief of the city or municipality. 

The focus of this paper is to help tourism officers to be qualified in order to give substantial contribution to a 

certain area in terms of economic, cultural and sustainable management. The challenges and Issues in Tourism 

Sector (LGU) had also been pointed out so as to reinforce tourism officers to undertake proposed training 

programs and academic inclination. The researcher used books, internet website and other sources in order to 

gather data related to LGU and tourism officers. This is to properly express the researcher's goal in attaining 

qualified tourism officers in every city and municipality in the country by developing them through educational 

and training undertaking for competitiveness. 

Based from the data gathered, there are challenges of tourism officers that are facing right now, that they need 

to develop their skills in management with the help of seminars and trainings for the growth of their career.  

The challenges and responsibilities of a tourism officer as stated in the R.A 9593 section 125could not be realized 

if these people have not meet the qualifications, so therefore there should be an additional competency and skills 

on every tourism officers to at least perform its duties and responsibilities.  

Keywords: Local Government Unit, Tourism Governance, Nepotism, Appointments, Qualifications. 

 

 
I. INTRODUCTION 

  The Tourism Industry is a composite of industries and entities, both public and private, involved in the 

planning, development, marketing, sales, operation and evaluation of destinations, products and services that cater 

to the needs of the travelers, both foreign and domestic (Claravall, 2013) 

Planning and development of destination, in its broadest sense, is primarily a role of the government sector, in its 

narrowest sense, such as the planning and development of a specific tour product, is it often undertaken by 

individual private sectors.  

Tourism development and promotion are among the functions of Local Government Units (LGUs) as 

mandated by the Local Government Code of 1991 (RA 7160). As local governments shifted to more participatory 

forms of development governance, they were also encouraged to enjoin other stakeholders in local tourism 

development and promotion. 

Republic Act No. 9593 - The Tourism Act of 2009 The Act provides for the development of a national 

tourism action plan for implementation by national and local governments; enlisting the participation of local 

communities, including indigenous peoples, non-government organizations (NGOs), people’s organizations 

(POs) and the private sector. It also emphasizes capability building of LGUs, in partnership with the private sector, 

http://sareb-journal.org/
mailto:usctourism@gmail.com
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in the management of local tourism projects and initiatives, and the establishment of tourism enterprise zones 

(TEZs). 

The Act also accentuates a more active role for local government units in tourism planning and 

development to this end. The DOT will assist capacity-building program for LGUs in terms of financial and 

technical assistance, training, and other measures for the preparation, implementation, and monitoring of their 

tourism development plans, gathering of statistical data, and enforcement of tourism laws and regulations. This is 

in consonance with the provisions of RA 7160, also known as the Local Government Code of 1991, which 

developed planning and regulation functions for tourism businesses to LGUs from the DOT. The Act requires 

LGUs to submit a comprehensive resource inventory to the DOT the status of tourism plans and programs, and 

statistics on tourist arrivals and tourism enterprises, among others in their areas (Cruz, 2014). 

Challenges and responsibilities of tourism officers are intensive and requires skills and knowledge in the 

field.  Proposed personal, academic, and qualification's development are being discussed in this paper changing 

for better governance. 

II. MATERIALS AND METHODS 

2.1.  Objectives of Local Government Unit 

The term local government, refers to any local government of general jurisdiction legally constituted under 

state laws—a town, village, borough, township, city, county, or a legally constituted council of governments. The 

terms administrator and manager refer to the chief administrative officer of any local government who has been 

appointed by its governing body. 

The terms council, commission, and governing body refer to the elected body governing any local 

government, including city councils, Tourism Officer, town councils, and boards of trustees, boards of selectmen, 

boards of supervisors, and boards of directors. The term council used in this document refers to all types of 

governing bodies. 

Recruiting and selecting a local government sector officer (Tourism Officer) is one of the most important 

responsibilities of a local governing body. It requires careful planning, astute evaluation of candidates, and a clear 

understanding of the relationship between the local government and the officer. 

To a great extent, a local government unit officer serves as a resource to the elected body. Whereas the 

council provides policy and political leadership for the community, the administrator brings policy problems to 

the elected body, develops alternatives, helps the elected body as it is making policy choices, and then implements 

policy and provides the administrative leadership necessary for continued progress and high morale. His or her 

input makes the difference as to whether or not the objectives and priorities of the governing body—and indirectly 

the community—are refined, considered, and implemented (ICMA, 2001). 

Local Government Units (LGUs) are mandated by Republic Act 7160 or the Local Government Code of 

1991 to prepare two sets of plans at the provincial level the Provincial Development and Physical Framework 

Plan (PDPFP) is prepared while the CLUP and CDP are prepared at the City/Municipal level. Revisiting them for 

the purpose of land use and sectoral analysis is necessary before formulating the Tourism Development plan. 

Through this, existing situations are re-examined to provide valuable inputs in the preparation of the 

Tourism Development Plan. The local TDP can also provide important information in updating the CDP, CLUP 

and PDPFP, especially in developing prospective tourism potentials that are not yet included or identified in the 

existing plans. 
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Likewise, the Tourism Officer must know and understand the vision of the LGU enshrined in its CLUP 

and CDP to establish the link of the Tourism Development Plan (TDP) with its future state. This linkage would 

then be strengthened by finding the relevance of the proposed TDP goals with the existing goals of the CLUP and 

CDP. 

2.2 Philippine Tourism to the LGUs 

As stated in the Republic Act 9593 Section 2 that the Department of Tourism should enhance capability 

of local government units (LGUs), in partnership with the private sector, in the management of local tourism 

projects and initiatives, thereby ensuring accessible and affordable destinations throughout the country, especially 

in areas which have shown strong comparative advantage. 

The Local Government Units, by virtue of the Local Government Code of 1991, in particular sec. 447 

(4) IV.  For the municipalities and Section 457 (4) IV, for chartered cities, which are pursuant to Sec. 16 and sec. 

22 of the Code, herein quoted in full stating: 

“Regulate the establishment, operation and maintenance of cafes, restaurants, beerhouse, hotels, motels 

inns, pension houses, lodging houses, and other similar establishments, including tourist guides and transport.” 

The LGU is empowered to regulate the establishment and operation of travel agencies in the context of 

the above stated paragraph. 

Figure 1 below summarizes the powers of the LGUs in Tourism. 

Municipality Province City 

1. Establishment of Tourism 

Facilities 

2. Development of tourist 

attractions 

3. Acquisition of tourism 

equipment and facilities 

4. Regulation of tourism 

business concessions and 

security services 

 

 

 

Tourism Development and 

Promotion Programs 

 

 

 

All Municipalities  and province 

power 

Source: Local Government Code of 1991 (Figure 2) 

2.3. Tourism Officer 

Section 125- Tourism Officer. 

(a) The position of Tourism Officer shall be created as a permanent item in every provinces, city or 

municipality in which tourism is a significant industry. 

(b) The tourism Officer shall be appointed by a local executive based on the following qualifications: 

(1) Must be a Filipino citizen permanently residing in the LGU where the position is available; 

(2) Must obtain relevant bachelor’s degree in tourism, business, law, economics, marketing, public 

administration or other related fields. 

(3) At least five (5) years of substantial work experience and involvement in the tourism industry either 

in the private sector or government; and 

(4) Must undergo and pass the training programs undertaken by the Department. 

(c ) LGUs shall ensure the periodic attendance and completion by the tourism officers of the training programs 

conducted by the Department. 
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(d ) The tourism Officer shall be responsible for the following functions at the local level: 

 Preparing, implementing, coordinating, monitoring and up-dating local tourism development plans 

 Ensuring the enforcement of tourism standards, laws, rules and regulations 

 Submission of regular tourism-related reports 

 Coordination with the Department and its attached agencies in the development and promotions of 

tourism in the locality 

(e) The Department of Tourism may issue appropriate guidelines to prescribe other relevant qualifications that 

will guide the LGU in the selection and placement of Tourism personnel in their locality. 

Tourism Officer is the head of municipal tourism department, held responsible for all tourism activities 

such as events, research, planning and development and income generation for the locals from tourism advocacy 

and implementation. It is important to adhere this policy on choosing tourism officer in a municipal level for the 

reason of its challenges and responsibility while in the position. Tourism Officer should have background check 

spearheaded by the department in order to develop and make them qualified to the position. Figure below states 

the functions of a Tourism officer. 

FUNCTIONS OF TOURISM OFFICER 

 

 Preparation of local development plans 

 Enforcement of tourism standards, laws, rules and regulations 

 Reports on status of tourism plans and programs, tourist arrivals and inventory of tourism 

enterprises, employment, occupancy rates, inventory of tourism products and resources 

 Investment opportunities / investment code 

 Coordinate with DOT in development and promotion of local tourism 

 Assist in the regulation and supervision of tourism-related establishments; 

 Assist in the matter of licensing of tourism establishments to ensure safe an enjoyable stay 

of travelers; 

 Enforce sanitary standards in public restrooms and tourist transport services;  

 Initiate programs for tourism development 

 Focus on environmental protection 

 Classify and evaluate tourism destinations, sites and activities 

 Guide LGUs in the development and implementation of tourism programs 

 

 

Figure 3 (source: RA 9593 and DILG MC 95-162) 

 

III. EMERGING ISSUES AND CHALLENGES 

According to (Javier & Elazigue, 2011) there is a wide array of concerns that LGUs could address in making 

decisions towards developing the tourism industry (Table 1) . While LGUs are in a strategic position to plan and 

facilitate tourism development in their areas of jurisdiction, they are also challenged by the realities of expanding 

roles and responsibilities, budget pressures, prioritization given a constraint in resources, as well as governance 

issues. LGUs must find ways to cope with these realities such as building networks, pursuing adequate funding 

and enhancing local organizations. 
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In making decisions and actions, considerations include community needs (e.g., potential for economic 

growth, employment, potential to increase the tax base of the LGU); structural (statutory/legal procedures, 

experience and skills of decision makers); interpersonal relations (e.g., community pressure and/or conservation 

groups). 

3.1. Policy and Politics 

Politics is part of the government system, and a policy can be called a plan. Politics can be defined as a 

science or art of governing or government, especially governing a political entity like a nation. A policy can be 

defined as an overall plan that embraces the general goals. A policy can also be said to be a course or action that 

is proposed by a government, an individual, business firm, or any party. 

Politics refers to authority and refers to public life. Politics generally revolves round government and its 

activities. “Politics” is a term that refers to the organizational process. It also refers to the theory and practice of 

governance. Political parties run the government which all adheres to certain policies. 

“Policy” can be termed as a “principle.” It is not that political parties adhere to certain policies, but almost 

all individuals have certain policies. Most companies follow certain policies. A policy can also be termed as a 

commitment or statement of intent. It is because of the policy that people, an organization, or a party is held 

accountable. A policy is a set of rules or principles that guide decisions. 

Philippines is a politically dominated country, it is also being known as one of the most corrupt countries 

in the world (Philippinelifestyle.com, 2015). According to the Philippine Political Dynasty Statistics in the years 

1995-2007, an average of 31.3% of all congressmen and 23.1% of governors were replaced by relatives. In the 

1995 elections, of the 83 congressmen elected on to their third term, 36 of them were replaced by a relative in the 

succeeding elections. The term "relative" here are referring to anyone with a familial connection such as a wife, a 

son or a daughter, a cousin, etc. In many of these cases, the people who would eventually go on to take their place 

had no previous political background or experience save their familial connection. 

Appointment of local government units’ positions could sometime lead to nepotism due to power and 

benefits of the position.  

3.2 Negative Impacts of Tourism if not controlled by the LGU 

Tourism is said to be a double-edged sword. Very few tourism products are inherently bad or good. How 

it turns out to be depends on how we plan, build, and manage it (Cruz, 2014). Badly planned and mismanaged 

tourism development can have unintended and sometimes irreversible consequences to a destination's economy, 

culture and environment. Some of these negative consequences are listed below (Faulkner & Tideswell 1997; 

Trousdale 1999; Kreag 2001; Cigna 1993 in Pulido-Bosch et al. 1997; Yasue & Dearden 2009; Cruz, 2005) 
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The negative economic impacts are high inflation and land speculation destinations, high leakages from 

the economies of developing countries, low returns of investment because of seasonal fluctuations in-demand and 

overdependence of tourism. Dependence on external labor and management expertise, residents losing control of 

tourism to outside investors and eased out of employment by outside workers, decline of traditional economic 

activities, such as fishing and farming and increase prices of food and other commodities. 

While tourism has enabled different people to strengthen the social structure, mass tourism has brought 

with it problems and cost. Among these are: social saturation, changes in the social structure, behavior and roles, 

community, problems, and negative demonstrative effects. Some negative impacts would be loss of privacy and 

intrusion in daily life, Increase crime against tourists and residents, prostitution and child sex slavery, decline of 

community values, loss of access to beach and other natural resources by residents and lastly Tourists and 

returning residents could bring diseases, like SARS and bird flu. 

While tourism has enabled different people to restore and maintain interest in their own cultures, it has 

also led to the destruction of a country's work of art. The local residents resent tourists who think they have a right 

to their country's art whether bought or stolen. Several tourists persuade the natives to sell traditional objects 

which have been used for generations. The greed for money which induces the people to part with family 

heirlooms explains the destruction of archaeological sites or the desecration of monuments. 

Exceeding the carrying capacity and saturation levels of an area will negatively affect that area. If the 

tourist development becomes saturated, the very attractions which draw visitors to a place maybe destroyed, 

causing the decline in quality and popularity of a certain tourist destination (Cruz, 2005). Other negative impacts 

would be contributes to climate change through greenhouse gas emissions, beach erosion due to dredging of sand 

or sand mining and badly build piers, causing sand accretion and erosion, garbage and littering, and 

overconsumption of certain species of animals. 

IV. RESULTS, DISCUSSION AND FURTHER RESEARCH 

4.1 Results and Discussion 

The challenges might be too difficult for the appointed position if he/she did not meet the qualifications 

that could result into jeopardy if not being managed well. Tourism officer should also look on the challenges if 

he/she is capable of taking it. The tourism officer should also know what are the rules and responsibilities 

according to the Philippine Tourism Act of 2009. 

The City or Municipality will be at stake negatively if the Tourism Officers could not perform its duties 

well. Potential areas for development would not be used for sustainable management such as Eco-Tourism that is 

for Economic, Environmental and Sustainability. Planning and Development is also an important factor to be 

considered once you are the head of Tourism in the Local Government Unit, it is one of the major responsibilities 

to be considered. The Tourism Officer should act as the leader for Tourism Plans and Researchers for the 

sustainable growth of the certain area.  



Assessment on Compliance for R.A. 9593 Section 125 
 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 310 | Page 

 

Collaboration or combination of other government sector should also be given a priority as part of the 

growth of Tourism Industry. Tourism Officer should be academically inclined, participative, enthusiastic, 

preferably with post graduate degree and with Civil Service eligibility. The process of the Industry's growth relies 

on the attached agencies of the Department of Tourism as an engine for socio-economic growth and cultural 

affirmation to generate investment, foreign exchange and employment, and to continue to mold an enhanced sense 

of national pride for all Filipinos. 

Therefore, DOT should check and evaluate each provincial municipality if the appointed Tourism 

Officers are qualified to the position. If not, the unqualified tourism officer should undergo training and complete 

all qualifications while in the office. 

4.2 Further Research 

The study wants to suggest intensive research on the amendment of the tourism officer qualifications in the 

Philippines. By estimating their willingness to take a career growth program to be given by the Department of 

Tourism. These involves managerial and creating new tourism products and services in a certain area. The 

researcher wants to particularly choose Cebu Province as the main research environment.  

Since the current study is solely on tourism officer duties and responsibilities challenges due to nepotism and 

appointments. The future research could help these appointed tourism officers to be competent in their field and 

to be aware of the given functions. 

V. APPENDIX 

Figures and Table   

All figures and tables should be cited in the main text as Figure 1, Table 1, etc. 

The LGU is empowered to regulate the establishment and operation of travel agencies in the context of the above 

stated paragraph. 

Figure 1 below summarizes the powers of the LGUs in Tourism. 

Municipality Province City 

1. Establishment of Tourism 

Facilities 

2. Development of tourist 

attractions 

3. Acquisition of tourism 

equipment and facilities 

4. Regulation of tourism business 

concessions and security services 

 

 

 

Tourism 

Development and 

Promotion Programs 

 

 

 

All Municipalities  and province 

power 

      Source: Local Government Code of 1991 (Figure 1) 

(a) 
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FUNCTIONS OF TOURISM OFFICER 

 Preparation of local development plans 

 Enforcement of tourism standards, laws, rules and regulations 

 Reports on status of tourism plans and programs, tourist arrivals and inventory of tourism 

enterprises, employment, occupancy rates, inventory of tourism products and resources 

 Investment opportunities / investment code 

 Coordinate with DOT in development and promotion of local tourism 

 Assist in the regulation and supervision of tourism-related establishments; 

 Assist in the matter of licensing of tourism establishments to ensure safe an enjoyable stay 

of travelers; 

 Enforce sanitary standards in public restrooms and tourist transport services;  

 Initiate programs for tourism development 

 Focus on environmental protection 

 Classify and evaluate tourism destinations, sites and activities 

 Guide LGUs in the development and implementation of tourism programs 

 

Figure 3 (source: RA 9593 and DILG MC 95-162) 

 

(b) 

Table 1. Tourism Decisions and actions that could be taken by LGUs. 

CONCERNS DECISIONS/ACTIONS 

 

 

                INFORMATION 

 Supporting economic development of 

local/regional tourism products 

 

 Local/regional tourism promotion and 

operation of tourist offices 

 

 

 

                   PLANNING 

 Supporting completion of local/regional 

tourism development plans and strategies 

 

 Long term vision for tourism having regard 

for social, economic and environmental 

factors 

 

 

 

                  CONTROLS 

 Policies on zoning criteria, permissible 

development criteria, other 

controls for tourism development 

 

 Providing guidelines and controls for 

facilitating tourism development possibilities 

 

 Architectural and engineering designs of 

specific tourist facilities 

 



Assessment on Compliance for R.A. 9593 Section 125 
 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 312 | Page 

 

 Safety, health and environmental integrity 

requirements for tourism 

developments 

 

 

 

 

                         DEVELOPMENT 

 Development applications approvals for 

tourism-related land uses, services and 

facilities 

 

 Varied or waived assessment criteria or 

standards regarding localtourism 

developments 

 

 Specific licenses, permits or other consents 

to be granted for tourism developments 

 

 Assessing the commitment, compatibility 

and intentions of developer-operators 

   

                                 LANDUSE 

 Determining future/present land use zones 

for incremental tourism development 

 

 Determining specific suitable sites which 

show permissible development of land for 

tourism 

 

                        INFRASTRUCTURE 

 Infrastructure changes for enhancing the 

tourist experience and/or visitor management 

 

 Recreational, open space and infrastructure 

plans in the local region 

 

 

                                  FUNDING 

 Establishing fees, taxes, rates etc. from 

tourism developments and other visitor 

amenities 

 

 Funding consultancies, expert advice and 

research to address tourism issues and 

development problems 

Source: Richins (2000)  

 

VI. CONCLUSION 

Based from the gathered data, the researcher conclude there are big responsibilities and duties once you 

are the head of the Tourism Office in the Local Government Unit. It is also a must that these data should be clearly 

delivered to the tourism officers in the provinces of the Philippines to inform them about the functions and 

descriptions as the head of the office.  
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Such challenges from controlling, managing, promoting and etc. need to have a skillful officer to 

facilitate and monitor all the actions based from the gathered data on the connections of LGU to the Department 

of Tourism in promoting and developing new products and services. 

Even with the power of the Chief Executive or the LGU Mayor to appoint anyone. The research study 

could help these people to have a clear understanding on what are the challenges and duties so that these people 

would have a substantial work while in the office.  

Thus, the researcher would want to continue the study by knowing the Tourism Officers willingness for 

career growth and implementation of the study.  The challenges and responsibilities of the Tourism Officers could 

serve as a reinforcement and motivation that they need to take the career development program specially made 

for Tourism Officers in the Provinces of the Philippines. 
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Abstract: This summarizes an in-depth process used by a major university to rework the marketing curriculum 

based on industry input so that its students will have the skill-sets that the industry needs. It also demonstrates a 

novel approach to involve experts from the business community in the program, and increase their commitment 

to the students and the college. 
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   The perception that business school graduates lack the necessary skills has been a prevalent complaint 

voiced by many companies (Chonko 1993;Ellen and Pilling 2002; Sampson and Betters-Reed 2008;Vermillion 

and Peart 2011).  Often firms have difficulty finding competence workers even during periods of high 

unemployment.   According to Vermillion and Peart (2011) marketing graduates face similar employment issues 

and the picture is not getting better.  Some of the consistent complaints voiced by firms regarding business 

graduates were the lack of good oral and written communication skills, poor social or interpersonal skills and 

the inability to tolerate ambiguity when solving business problems.   In response to the above phenomena, 

President Obama, state lawmakers, and national higher education associations are calling upon educational 

institutions to fill the current gap  by developing and implementing aggressive goals for  our educational 

programs by 2020 (Barnett, 2011; National Skills Coalition, 2011).  As articulated by Foskett (2005), 

educational institutions are particularly affected by environmental and marketing demands, and should cease 

operating independently.  According to them they should seek input from their various stakeholders. Universities are 

under tremendous pressure from many fronts, and must provide equitable, sustainable methods to prepare 

students to be success in the marketplace (Black, Daughtrey, Lewis, 2014). 

 Many US business schools have the top tier accreditation through the AASCSB –the Association to 

Advance Collegiate Schools of Business.  This is the foremost academic organization for reviewing and 

accrediting business schools internationally, and they keep raising the bar for student and organization 

performance. In the face of the new 2013 AACSB’s standards for accreditation quality, many colleges have 

tried to revise their curricula to align the graduates’ skill sets with industry needs. This framework also helps 

these institutions to tell their stories to satisfy the guiding principles of the 2013 AACSB’s standards which are 

summarized in three words: Innovation, Engagement, and Impact of business education programs.  

 

 Chonko long ago (1993) called for universities to be proactive and to seek allegiances with the business 

community as a way to develop relevant curricula.  Nicholson, Barnett and Dascher (2005) characterized the 

http://sareb-journal.org/
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relationship between business school and industry as a symbiotic one.  They need each other and 

communication is crucial between the two.  The schools need insights into cutting edge processes and new tools 

for solving problems, and industry needs highly trained, skilled graduates from the schools to augment its 

workforce.  

 The improvement in business programs is particularly relevant with new environmental threats from other 

schools worldwide. In addition, the enrollment in four-year institutions are being threaten by community 

colleges.  In the past, community colleges awarded two year associate degrees, but now they are being permitted 

to offer four year bachelor degrees in some states. The logical choices for their upward expansion of program 

portfolios are in the business and nursing disciplines. Cost wise, community colleges have a competitive 

advantage over four-year institutions - lower overall cost of tuition. Therefore, four year business schools have 

to be particularly concerned about the curricula they provide.  These programs must be relevant, achievable, and 

offer superior value than those offered by rival schools especially the community colleges.  Ellen and Pilling  

(2002) indicates that there are many factors causing more pressure on schools, and it is evident in the new 

school initiatives, such as internal reviews and revised curricula.  The revision of curricula is normally done as 

an internal process.  Ellen and Pilling (2002) indicates the employer perspective is a logical beginning for this 

because it may increase the students acceptance if they are perceive to  have skills  valued by the industry. 

Importantly, this has the potential of raising a school image within the business community, and to increase the 

placement of graduates. 

   

 To this end, the remainder of this paper summarizes the process of a particular institution’s effort to align 

its marketing curriculum and program learning outcomes with industry needs. This discusses the challenges of 

the process and differences between the existing and the revised curricula of a college of business at a four-year 

urban university located in a large city in the US. 

 

Process and Procedure. 

       In the process of revamping its marketing degree to meet the needs of future graduates and their prospective 

employers, the college invited a select group of marketing professionals in the city to form a working group.  

The industry representatives came from a cross section of firms in the greater metropolitan area.  However, the 

vast major were from small to medium enterprises (SMEs).  This seem very acceptable given the heavy 

concentration of major corporations in the oil and gas, and banking sectors in the city. 

The industry professionals were used to directly shape the new curriculum through a series of sessions 

focused on marketing skills.  During these meetings, group members brainstormed--with the assistance of a 

designated group facilitator from industry--the competencies, skills and abilities they wanted to find in ideal 

candidates hired from the college’s marketing program. These competencies were recorded and then sorted into 

groups that became outlines for courses which formed the new curriculum.  Before adjourning, working sub-

group members drafted learning outcomes (objectives) for each course.  These had to be consistent with the 

level of learning, observable, and measureable (Pilling, Rigdon, Brightman, 2012). They took the form of 

statements such as “at the end of this course students will be able to…”). These were later used to guide faculty 

as the courses and final program were developed.  During the brainstorming section, the school’s faculty were 



Aligning Education with Industry Needs Marketing Education: An Example? 

 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 316 | Page 

asked not to be active participants in the discussions, but to only listen and take notes.  This was done in order 

not to restrict the free flow of ideas coming from industry.   

       Once the industry inputs were completed, and the learning outcomes identified, faculty built courses around 

these outlines to meet both identified industry needs and rigorous academic standards.  This became a cyclical 

process as faculty shaped and modified learning outcomes as the courses evolved.  Before these rebuilt courses 

and new courses were taken through the university approval process, a second meeting was called with industry 

members. In this meeting, a progress report was provided to ensure that the courses were developed in line with 

the expectations initially laid out by the industry working group. The proof of the ability to meet industry’s 

needs will be the students. So, in the years to come, the discipline will assess students against the competencies 

that the industry professionals identified.  The results of the students’ acceptance of the new curriculum and 

their performance will be reported back to the industry in a follow up meeting to bolster the placement of its 

graduates.  

            Table 1 summarizes the set of required courses, other new courses, retained old courses and deleted 

courses as a result of the alignment of the learning outcomes of the marketing program with industry needs. As 

suggested by the new curriculum, the industry needs seem to gravitate toward buyer behavior, marketing 

analytics, and the application of technology to the marketing discipline. During this process of realigning the 

curriculum with industry needs, there were several challenges which had to be overcome. The difficulty in 

reconciling the industry suggestions for academic learning outcomes with internal standards was a recurring 

problem in the process.  Getting faculty buy-in through the process of course development was another major 

issue but was resolved when the final program was developed.  Recruiting the right mix of industry 

professionals to form the working group was also a challenge.  A general assessment of the new industry based 

curriculum shows a greater enhancement of skills in digital marketing and marketing analytics. A renewed 

emphasis was placed on improving critical thinking, ethical decision making and communication skills of the 

students within individual courses. 
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Table 1 

Required Courses       Elective Courses Deleted Courses 

5 Courses-15 hours 6 New Courses  Retained old Courses 5 Courses- 15 hours 

3305: Integrated 

Marketing. 

MKT 3308: Digital 

Marketing. 

MKT 3302: Personal          

Selling. 

MKT 3303: Business 

Marketing. 

MKT 3308: Digital 

Marketing. 

MKT 3350: Web, email, 

and Mobile Marketing. 

MKT 3304: International 

Marketing. 

MKT 3310: Marketing 

Channels. 

 

MKT 4305: Buyer 

Behavior. 

MKT 3360: Product 

Innovation Management 

3305: Integrated 

Marketing. 

MKT 4302: e-Marketing. 

MKT 4306: Marketing 

Research. 

MKT 4320: International 

Business Development. 

MKT 3320: Social Media 

Marketing. 

MKT 4308: Exporting & 

Importing. 

MKT 4309: Marketing 

Strategy. 

MKT 4330: Understanding 

the Digital Consumer. 

MKT 3330: Retail 

Management. 

 

 MKT 4340: Marketing 

Analytics. 

MKT 3340: Customer 

Relationship Management 

 

  MKT 3399: Directed 

Study in Marketing. 

 

  MKT 4305: Buyer 

Behavior. 

 

  MKT 4306: Marketing 

Research. 

 

  MKT 4309: Marketing 

Strategy. 
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Abstract : The empirical estimation for a distributed lag model reveals that the numerical value of Indian 

short-run marginal propensity to consume (MPC) is 0.2319977 which is relatively lower than the 

corresponding figures in emerging and advance economies. However, the long-run MPC is 0.853732 which is 

consistent with the corresponding figures in emerging and advance economies. MPCs are main factors 

determining the consumption, investment, government expenditure, and export and import multipliers of the 

economy. These numerical values of these MPCs are very useful for Indian countercyclical policy makers to 

formulate their policy measures. 

 

Keywords: Distributed lag model, reduced form, India, consumption, Short-run MPC, long-run MPC. 

 

I. INTRODUCTION 

Every economy, developed or otherwise, inevitably experiences periods of instability in the midst of its 

growth and progress.  Essentially all economies worldwide have encountered internal and external shocks and 

disturbances. Many economies have been destabilized due to internal acts on unstable investment and 

consumption patterns combined with improper implementation of public policies.  Moreover, instability in 

economies have occurred as a result of external factors such as wars, revolutions, population growth rates and 

migration, technological transfer and changes and the openness of economies. 

Cyclical fluctuations in economic activities have resulted in both periodic increase in unemployment 

and inflation rates and in disequilibria in the external sector (Gbosi, 2001). In his sentential General Theory, 

Keynes (1936) articulated that the task of restoring these macroeconomic variables to their long-term trends 

cannot be permitted to simply fall upon the market forces of supply and demand. Countercyclical fiscal, 

monetary, and international trade policies present major economic stabilization measures.  These purpose of 

these policies are meant to regulate and control volume, cost, and availability as well as direct an economy’s 

funds toward activities that will support specified macroeconomic policy objectives and counteract undesirable 

economic trends.  

The two primary policy options by which governments attempt to manage national economies are 

monetary policy and fiscal policy.  Monetary policy uses either interest rates or the money supply to ensure 

stable economic growth while fiscal policy uses the government's taxation and spending powers to influence the 

economy. Although monetary and fiscal policies impacts national economies in different ways, both attempt to 

obtain economic stability for the economy. 

http://sareb-journal.org/
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As to the consumption behavior, Keynes (1936, p.96) articulated that  “fundamental psychological 

law… that men are disposed, as a rule and on average age, to increase their consumption as their income 

increases, but not by as much as the increase in their income”. Mammen (1999) argued that by the previous 

articulation, Keynes: (i) proposed current income as the principle objective factor determining consumption; (ii) 

also provided a more specific statement about the relationship between these two variables: the value of the 

marginal propensity to consume lying between zero and one. This specific relationship is the cornerstone of his 

theoretical structure on which “the stability of the economic system essentially depends” (ibid, p. 97); (iii) 

implicitly argued that the marginal propensity to consume was less than the average propensity to consume both 

in the short run and long run, and the long-run propensity to consume might be greater than the short-run 

propensity to consume (ibid, p. 97); (iv) posited that changes in the money value of wealth might be a major 

factor causing the short-run changes in the propensity to consume (ibid, p. 93).  

From Keynesian macroeconomic perspective, the magnitude of the MPCs in the economy determines 

the consumption, investment, government expenditure, import and export multipliers, in the fashion that the 

smaller the MPC, the smaller the multipliers, the larger the countercyclical the policy measure must be to 

achieve a certain macroeconomic policy objective. Therefore, the objective of this study is to empirically 

estimate the Indian short-run and long-run marginal propensities to consume. 

The remainder of the study is organized as follows: The following section briefly reviews the literature 

and some background of development theories; the next section summarizes the prominent features of the Indian 

economy; the section that follows discusses the data, methodology, and descriptive statistics; the subsequent 

section reports the empirical results; and the final section provides some concluding remarks.   

Supermarket in the Mekong Delta Vietnam is changing rapidly and expressed as a retail market's 

potential. In 2010, the entire region had 17 supermarkets; however, until 2015 modern retail system was more 

competition in 13 provinces and cities in the region with about 40 local and foreign supermarkets. To succeed 

and survive in the competition environment, supermarket managers need to design strategies to improve 

satisfaction and maintain customer loyalty better than competitors. Most companies recognize the benefits of 

customer loyalty. The previous study showed that the cost to entice a new customer typically 9 -10 times higher 

than the cost of retaining existing customers and decreased 5% loss rate, increased 25-100% profit (Reichheld et 

al., 2000). Therefore, the construction of the loyalty of existing customers is essential to the supermarket in the 

Mekong Delta. However, to obtain a long-term commitment from the client side, supermarket managers need to 

identify factors affecting their customer loyalty. A new approach to building loyalty of customer is a customer 

experience management (CEM) approach. To create a positive experience, it is an important to identify and 

understand the components of strategic CEM. Due to different cultural environment, consumers in each country 

may have different perceptions about the various components that make experience for them. Moreover, most of 

the researches on CEM and customer experience are carried out in developed countries. So in the case of 

developing country like Vietnam, does CEM impact on the loyalty of customers? This study examines the 

impact of CEM on loyal customers shopping at the supermarket in the Mekong Delta. The objectives of this  
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study are to: (1) Identify the components of CEM in supermarkets; (2) Develop and test the relationship between 

CEM, customer experience, satisfaction and loyalty; (3) Analysis of the differences in the relationships with 

different customer groups on consumer characteristics and personal characteristics; and (4) Propose a number of 

recommendations to improve customers experience and maintain customer loyalty to the supermarkets. This 

study is expected to contribute and enrich the literature on consumer behavior and customer experience 

management. 

II. REVIEW OF LITERATURE  

 

The Keynesian macroeconomics has long claimed a causal relationship between consumption and GDP 

growth, which is the theoretical foundation for the countercyclical macroeconomic policy framework. The 

consumption theory in macroeconomics clearly articulates that the level of aggregate consumption stands as one 

of the main determinants of the GDP. Additionally, the theories argued that the marginal propensity to consume 

of an economy critically determines the effectiveness of macroeconomic policy measures because the short- and 

long-run marginal propensities to consume are the main factor determining the consumption, investment, 

government expenditure, and export and import multipliers of the economy.   

Tapsin, and Hepsag (2014) provide a fairly complete survey of literature on the relationship between 

consumption and gross domestic product.  Guisan (2001) provided an extensive review of causality and 

cointegration between private consumption and GDP in twenty-five OECD countries over the period of 1960-

1997. The author suggested using a country’s own GDP (excluding GDPs of other countries in the group) as the 

sole explanatory variable in the investigating process. Guisan (2004) evaluated the power of Granger Causality, 

Modified Granger Causality, Engle-Granger Cointegration, Two Stage Least Squares, and Hausman tests in 

detecting the causal relationship between real consumption and GDP in Mexico and the United States.  He 

found that there exists a strong degree of causal dependence of private consumption on GDP and a lower 

dependence when the variables are reversed. 

More recently, Gomez-Zaldivar and Ventosa-Santaularia (2009) further investigated the causality 

between consumption and GDP in Mexico and the United States. The authors found no evidence of either 

causality or cointegration between Mexican series for consumption and GDP; but, in the case of the US series, 

the authors found that the two are cointegrated with a unidirectional causality from consumption to GDP. 

Mishra (2011) investigated the dynamic relationship between real consumption expenditure and economic 

growth in India over the period of 1950-2008 and found a long-term unidirectional causality from real 

consumption expenditure to economic growth. However, the author reported that there is no short-term Granger 

causality between these two macroeconomic variables.  

    Alimi (2013) investigated the relationship between consumption expenditure and income in Nigeria. 

The model was tested by ordinary least squares for the period of 1970-2011. The author estimated the marginal 

propensity to consume and average propensity to consume and found that that as income increases, the average 

propensity to consume is reduced.  However, although marginal propensity to consume is less than one it is not 

stable in the long run. Nwabueze Joy Chioma (2009), analyzed the casual relationship between gross domestic  
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product and personal consumption expenditure using the data from Nigeria for the years of 1994 – 2007. The  

author  indicated  that  an  increase  in  gross  domestic  product  has  no significant effect on the personal 

consumption expenditure and the gross domestic product accounted for about 3.5% of the personal 

consumption expenditure in Nigeria.  Ofwona (2013), reported that consumption is determined by income in 

Kenya over the period 1992-2011.  Генчев, (2012), studied the relationship between income and consumption 

in Bulgaria and Russia over the period 1990-2010 and found that there exist positive and significant long run 

relationship between gross national income and consumptions for both Bulgaria and Russia. 

Sakib-Bin-Amin (2011), investigated the causal relationship between consumption expenditure and 

economic growth in Bangladesh using annual data from 1976-2009. The method used in the study is Johansen 

and ARDL cointegration tests. The empirical results revealed a long run unidirectional causal relationship 

running from economic growth to consumption expenditure. 

As to China, Blanchard and Giavazzi (2005) articulated that China began the process of rebalancing its 

economy after pursuing the export-led development strategy for decades. This is the right move for China since 

there are increasing signs that its economy has proceeded too far into manufacturing for export markets, to the 

point that the country’s capital stock is misallocated: too much in manufacturing, too little in the domestic 

service industry—in particular in the provision of health services. 

Pointer et al. (2016) posited that short-and long-run marginal propensities to consume play a critical role 

economic development stimulus policy measures. In effort to fill this gap in the literature, these authors uses 

available Chinese annual data to estimate a distributed lag model to derive the empirical values for these two 

variable for the Chinese economy. Their empirical results reveal that the Chinese short-run MPC is 0.334164 

and long-run MPC is 0.8730238 which are in fact much lower than the corresponding figures in emerging and 

advance economies, and economies of its neighboring countries in Asia. 

As to Vietnam, Nguyen (2016) empirically found that the numerical value of Vietnamese short-run 

marginal propensity to consume (MPC) is 1.009378995 which cannot be statistically substantiated to be larger 

than unity. The long-run MPC is 0.9458619 which is relatively lower than the corresponding figure in emerging 

and advance economies. The author argued that MPCs are main factors determining the consumption, 

investment, government expenditure, and export and import multipliers of the economy. These unusual 

numerical values of these MPCs pose some challenges for Vietnamese policy makers. Therefore, these findings 

in turn suggest that countercyclical macroeconomic policy makers in Vietnam face formidable challenges. 

 

III. THE INDIAN ECONOMY 

India began its journey with independence from the British colonial rule in 1947 with a very low per 

capita income of about US$ 971 in 1980 (Cox and Alm, 2008), a relatively small but highly controlled and 

protected economic regime. Further, India is the second largest country in the world next to China in terms of 

population size having a billion plus people living in the country. After years of slow growth and stagnation, 

India realized that the prevailing development model was not working and began to open up its economy 

initially in a rather lukewarm way by the Rajiv government since mid-1980’s what Bhagwati called “reform by 

reluctance” (Bhagwati, 1993). The reform agenda was continued and further accelerated in the early nineties  
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under the Rao administration through a series of internal and external reforms with less administrative controls, 

privatization of some highly inefficient public enterprises, reducing tariff barriers and quantitative controls over 

trade and foreign investments. Bhagwati called this reform as ‘reform by storm’. As a consequence of these 

reforms, the Indian economy began to experience rapid growth rates in the 6-9% range, significantly surpassing 

the pre-liberalization period much lower so called Hindu growth rates of around 3.5% (Bhagwati, 1993, p. 3).  

Since independence, the country was allied with the former U.S.S.R. and the Socialist block. Also, 

India was primarily a closed economy up until mid-eighties and early nineties with high levels of protectionism 

and state control of the economy, and was closely allied with the former U.S.S.R., a bitter rival of the U.S. 

during the Cold War period. For both reasons, the U.S. was not engaged much with India. 

With liberalization, two countries, the U.S. and India, became more engaged with each other in trade, 

investments, and other forms of economic cooperation. Both countries found in their own economic as well as 

geo-political and strategic self-interests to increase the level of economic engagements with each other. The 

level of cooperation was taken to a new level by the two former U.S. administrations, the Clinton and Bush 

administrations, and is expected to continue in that path by the present Obama administration. The volume of 

trade and inward foreign investments has been rising rapidly since then. As a result of these, the country is also 

experiencing rapid economic growth in recent years in the range of 6–9% annual real GDP growth rates (Cox 

and Alm, 2008) compared to a much lower rate during the pre-liberalization period (Bhagwati, 1993). 

CIA (2016), India has capitalized on its large educated English-speaking population to become a major 

exporter of information technology services, business outsourcing services, and software workers. India's 

economic growth began slowing in 2011 because of a decline in investment, caused by high interest rates, rising 

inflation, and investor pessimism about the government's commitment to further economic reforms and about 

the global situation. In late 2012, the Indian Government announced additional reforms and deficit reduction 

measures, including allowing higher levels of foreign participation in direct investment in the economy.  

Growth in 2013 fell to a decade low based on weak fundamentals, and India’s economic leaders are 

now struggling to improve the country’s wide fiscal and current account deficits. Improving conditions in 

Western countries have led investors to shift investment away from India and prompted a severe depreciation in 

the rupee. 

Growth rebounded in 2014 and 2015, with both years exceeding 7%. Investors’ perceptions of India 

improved in early 2014, due to a reduction of the current account deficit and expectations of post-election 

economic reform, resulting in a surge of inbound capital flows and stabilization of the rupee. Since the election, 

economic reforms have focused on administrative and governance changes largely because the ruling party 

remains a minority in India’s upper house of Parliament, which must approve most bills. Despite a high growth 

rate compared to the rest of the world, in 2015, India’s government-owned banks faced mounting bad debt, 

resulting in low credit growth and restrained economic growth (CIA, 2016). 
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IV. METODOLOGY 

 

To specify the model for this investigation, following Green (2008) to let L be the lag operator where  

1 tt zLz   and 2

2)(  ttt zzLLzL ; then, the dynamic regression model, expressed in equation (1). 
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Also, a distributed lag model in the form   
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if ||  < 1; then equation (3) is defined by Green (2008, p. 675) as the moving average form or 

distributed lag form. Multiplying through by )1( L  and collecting like terms yield the following 

autoregressive form, 

                                 tttt LxyLy  )1()1( 1    

More conventionally, the above expression can be expressed as: 

 

                                                 tttt xyy    2110                                                 (4) 

It should be noted here that equation (4) is the reduced form of the indefinite distributed lag model 

expressed in equation (1); therefore, 1 is the sum of all the impacts of a change in tx on ty  in all subsequent 

periods. This study defines tC  and  tY  as household consumption expenditure and national income, 

respectively. Following Green (2008), this investigation uses the procedure deriving equation (4) to specify a 

reduced formed consumption function with short-run and long-run marginal propensities to consume which may 

be written as: 
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                                         tttt CYC   1210 lnlnln
                                    (5) 

As articulated by Green (2008, p.132), in this specification, 1  is the short-run marginal propensity to 

consume ( sMPC ) (elasticity since the variable are in logs). The null hypothesis the that the contemporaneous 

marginal propensity to consume, sMPC , is equal to 1,  1: 10 H , can be tested using the linear restriction 

on the estimated coefficient of equation (5) that provides the calculated )(nt and    ),1( nF , where n is the degrees 

of freedom. 

Additionally, the long-run marginal propensity to consume is  lMPC  where 

                                                        
)1( 2

1






lMPC                               (6)    

To test the null hypothesis that lMPC  is greater than or equal to 1, note that if 1lMPC , then 

21 1   , or  121   . Consequently, the null hypothesis that 1: 210  H  can be tested with a 

linear restriction on the estimated coefficients of equation (5). The test-statistic for this hypothesis  )(nt    or  

),1( nF , where n is the degrees of freedom. 

V. DATA AND EMPIRICAL RESULTS 

5.1 Data  

This study uses available annual data on Indian national income and household consumption 

expenditure over the period from 1987 to 2014. All data series were obtained from the IMF databases. The 

annual Indian logarithmic national income and household consumption expenditure are denoted by ln tY  and 

ln
tC , respectively. 

                Figure 1. Indian Annual Income and Consumption. Annual Data 1987-2014 
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Source: Data is from International Financial Statistics, International Monetary Fund. 
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The mean of the logarithmic tY  during the sample period was 33.85, and ranged from 30.95 to 35.86 

with a standard error of 1.35. The mean private consumption, tC , over the same period was 33.53, and ranged 

from 3.86 to 35.49 with a standard error of 1.27. Their correlation was 99.89 which is fairly high.  

 

5.2 Empirical Result and Discussion 

The estimation results for equation (5), using the annual data from India over the period 1987-2014, are 

summarized in Exhibit 1 where standard deviations are in parentheses. 

 

Exhibit 1: Estimation Results for Equation (5), Indian Short- and long- Run MPCs 

tttt CYC  1ln7282547231.0ln2319976964.09778026245.0ln  

            (0.5236431169)         (0.0725676440)           (0.0924342409) 

           9983.02 R ;     Log likelihood =70.6621;       DW = 1.9391;      *4689.111,7)24,2( F  

    Note:  Data is from International Financial Statistics, IMF. 

 

As articulated in the Methodology section, given the estimated coefficients for equation (5), the short-

run sMPC  for the Indian economy is 0.2319976964. Based on the strengths of the calculated 

86.1)24( t 8419 and 490990.3)24,1( F , the null hypothesis that 1: 10 H  should be rejected at any 

conventional level of significance. 

However, the numerical value of long-run lMPC  is derived by equation (6) to be: 

                                          85373221.0
)7282547231.01(

2319976964.0



lMPC  

which seems to be comparable to corresponding figures in the advanced and emerging economies. However, a 

formally statistical analysis of the estimation results indicates that based on the strengths of the calculated 

583261.10)24( t   and 005410.112)24,1( F , the null hypothesis that 1: 210  H  should be 

rejected at any conventional level of significance. Rejection of the null hypothesis indicates that the long 

marginal propensity to consume in Indian economy is significantly less than 1. 

 

VI. CONCLUDING REMARKS 

Since independence, the country was allied with the former U.S.S.R. and the Socialist block. Also, 

India was primarily a closed economy up until mid-eighties and early nineties with high levels of protectionism 

and state control of the economy, and was closely allied with the former U.S.S.R., a bitter rival of the U.S. 

during the Cold War period. For both reasons, the U.S. was not engaged much with India. 

With liberalization in the early nineties, two countries, the U.S. and India, became more engaged with 

each other in trade, investments, and other forms of economic cooperation. Both countries found in their own  
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economic as well as geo-political and strategic self-interests to increase the level of economic engagements with 

each other. The level of cooperation was taken to a new level by the two former U.S. administrations, the 

Clinton and Bush administrations, and is expected to continue in that path by the present Obama administration. 

The volume of trade and inward foreign investments has been rising rapidly since then. As a result of these, the 

country is also experiencing rapid economic growth in recent years as compared to a much lower rate during the 

pre-liberalization period.  

As a rule, India inevitably experiences periods of instability in the midst of its growth and progress.  

Marginal propensity to consume is the most important variable determining the effectiveness of macroeconomic 

policy actions. Insofar as it can be ascertained, there has been no empirical investigation into the magnitude of 

the short-run and long-run marginal propensity to consume in the Indian Marginal Propensity to consume. 

In efforts to fill this literature gap, this study specifies and uses available Indian annual data to estimate 

a distributed lag model whose estimated coefficients allow us to derive the short-run and long-run marginal 

propensities to consume. The empirical results reveal that the Indian contemporaneous   sMPC  is 0.2319977 

and its long-run lMPC  is 0.853732. 

From the Keynesian school of thought, the magnitude of the MPC in the economy determines the 

consumption, investment, government expenditure, import and export multipliers, in the fashion that the smaller 

the MPC, the smaller the multipliers, the larger the countercyclical the policy measure must be to achieve a 

certain macroeconomic policy objective. The above empirical findings of relative low MPCs seem to indicate 

that a fairly stronger countercyclical policy measure is needed in India to achieve a given macroeconomic policy 

objective as compared to most advanced and emerging economies where the MPCs are relatively higher. 
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  Abstract: The empirical study was intended to bring to light the influence of job characteristics 

(Job Control, Job Demand, and Social Support) and self-directed learning orientation in the 

workplace learning behavior. A conclusive approach is employed that combined the features of 

descriptive and explanatory research designs. The effectiveness of explicit and implicit learning is 

studied to examine the antecedents of the workplace learning across different sectors. The study 

proceeds to focus on the effectiveness of self-regulated learning in the workplace determined by the 

demand, control and the social support exerted in the work environment. The population of the 

study comprised the employees working in the Manufacturing and Service sectors. More specifically, 

the population covered employees with different work experience and different job designations 

from the above mentioned sectors to study the workplace learning behavior amongst different 

worker categories. From a sample of 120 employees, it was found that job demands and self-directed 

learning orientation are the effective influencers of workplace learning behavior than job control and 

social support. Thus, the results indicate that though job characteristics influence workplace learning 

behavior, self-directedness and self-regulation is very essential for effective learning in the 

workplace. 

Keywords: Job Control, Job Demand, Social Support, Self-Directed Learning Orientation, Workplace 

Learning Behavior. 
 

 

I INTRODUCTION 

 
In today’s rapidly evolving society, we are confronted with an exponential increase in information, a growing 

need for innovation and the requirement to develop sufficient skills. The trainers are faced with the challenge of 

finding, valuing and further developing every talent. The high level of competence and innovative capacity on 

which the economy is based are strongly determined by the development, training and the workplace learning 

which employees have undergone. It is generally accepted that individuals learn throughout their lives and much 

of that learning takes place in workplace settings because many adults spend a large proportion of their lives at 

work. Because today's workplaces are continuously changing e.g., by technological developments, globalized 

competition, reorganizations and organizational development, the importance of 'learning at work' is greater than 

ever in order to deal with these workplace changes. In this context, the workplace environment plays a major role 

in learning. 

http://sareb-journal.org/
mailto:vijaya@psgim.ac.in
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Workplace learning refers to the acquisition of new knowledge and skills that are of importance in order to be 

able to function in the work environment. Workplace learning involves non-taught learning and can be characterized 

as creating new modes of action, new practices, new procedures and new products. These activities may be intentional 

acts of learning or unintentional and tacit experiences of daily practice. There are various antecedents that influence 

workplace learning of the employees. Considering the characteristics of a task as learning antecedents suggests that 

the way a particular task has been designed must be associated with the opportunities to learn when conducting the 

task. This assumption is grounded in several theoretical approaches, assuming that task characteristics that are 

incorporated in a job design would influence task-related learning outcomes. This suggests that job or task (re)design 

is a promising possibility to increase task-related learning behaviors. The task design typically would be made of job 

control, job demand and social support. 

 

Workplace Learning is an effective tool for improving the quality of employees engaged in the various activities 

of the organization. Organizations have to develop and nurture both soft and hard skills of their employees through 

formal and informal learning techniques so that they are prepared to accept and encounter the challenges and realities 

their professional career would offer. Some of the proactive organizations have included an inclusive work 

environment which enables the employees to learn and acquire necessary job-related knowledge either through self-

initiative or from the co-workers. But in the actual scenario, organizations lack theoretical and empirical bases to 

explain the proposed links between Job Characteristics and the actual workplace learning & Self-Directed Learning 

Orientation and the Workplace learning. To make the link quite obvious and to establish the necessity of self-

directedness in workplace learning and to instigate the same in employees, the study is being undertaken. The present 

study is a limited, yet decisive attempt to analyze and evaluate the relation among the Job Characteristics, Self-

Directed Learning Orientation and the Workplace Learning Behavior. 

 

Job Control - Job control refers to the worker’s control over his or her work processes, in other words, the ability to 

make decisions and the opportunity to exercise a degree of control over the work to be carried out. Job autonomy has 

a strong interaction with the workplace learning behavior. Job control has a long effect on intellectual flexibility which 

in turn maximizes the job-related learning. Thus there is a connection between the amount of discretionary control 

that a person holds over a particular form of work, the learning behavior and the amount of learning that happens in 

that sphere. 

 

Job Demands - In the current scenario, the nature of work in any domain is very dynamic, due to which required 

competencies are also changing, for which reason lifelong learning is beginning to constitute. Workers with significant 

job demands often find themselves challenged in their work because of the task variety, task significance, task identity, 

feedback from the job, job complexity, information processing, problem solving, skill variety, specialisation, physical 

demands and the equipment use. They are also required to learn, as they have to cope with changes at work; because 

of this they frequently find themselves in new situations that demand new skills and knowledge. A more demanding 

job has more goals that need to be attained. As workers address these goals through learning activity they use various 
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tools and are influenced by the community (i.e., peers, supervisors), the rules (i.e., social and organizational) and the 

division of labor (i.e., organizational structures) of their realm of activity. 

 

Social Support - High-quality relationships foster perceptions of psychological safety, which is a key mechanism for 

learning behaviors such as feedback seeking because it alleviates excessive concern about others’ reactions. High-

quality relationships are key channels through which members engage in learning behaviors that help the organization 

attain its goals. The capacities enabled by high-quality interpersonal relationships allow members to exchange more 

variable information and ideas which are critical to creating and sharing solutions to problems and new ways to 

improve work processes and outcomes. At the same time, participants in high-quality relationships feel valued and 

connected in ways that allow them to overcome the uncertainty that accompanies working through problems and 

experimenting with solutions. Thus, both the capacities and subjective experiences of being in high-quality 

relationships can contribute to better organizational functioning. 

 

Self-Directed Learning Orientation - The ability to regulate one’s own learning through goal setting, self-

monitoring, self-reflection and adaptation is a central component of expertise development in any domain and research 

has shown that self-regulation is a predictive factor for work-related learning behavior. Workers with a self-directed 

learning orientation discover learning opportunities, take the initiative to learn and will persevere in their attempts to 

learn, if they come up against obstacles. Workers who do not possess a self-directed learning orientation or only 

possess this to a low degree, exhibit the opposite pattern, however, they do not discover learning opportunities or fail 

to exploit those opportunities. 

 

The purpose of this study is to determine the influence of job demand, job control, social support and self-directed 

learning orientation in the workplace learning behavior. This study adopts the Job Demand Control Model (Karasek, 

1979; Karasek & Theorell, 1990). The study employs the following objectives. 

 

 To portray the antecedents that influences the workplace learning.  

 

 To perform co-relational analysis and study the relationship between job characteristics and the work place 

learning behavior.  

 

 To determine the extent to which self-directed learning orientation influences the workplace learning 

behavior.  

 

                                                        II     REVIEW OF LITERATURE 

 

Workplace Learning - Workplace learning is not just a one-way process. It is an interaction between the workplace 

and the learner. Work-related learning is usually equated with formal learning. Formal learning is structured in terms 

of learning context, learning support, learning time, and learning objectives. It is typically organized through courses 

provided by an education or training institution, which can be independent or established within the organization (e.g., 

corporate university or training department). Thus, formal learning occurs within a context that is specifically designed 
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for learning. Furthermore, the learning process is mainly instructor led and marked by a fixed and limited time frame. 

Finally, desirable learning outcomes are often specified ahead of time (Wielenga-Meijer, E., Taris, T. W., Kompier, 

M. A. J. and Wigboldus, 2010). This formal learning can occur both on and off the job. The learning activities like 

courses, seminars, or conferences can be held within the organization itself or at a different location. 

 

Formal learning is often contrasted with informal learning (Wielenga-Meijer, E., Taris, T. W., Kompier, M. 

A. J. and Wigboldus, 2010). Informal learning is characterized by a low degree of planning and organizing in terms 

of the learning context, learning support, learning time, and learning objectives. Informal learning opportunities are 

not restricted to intentionally created learning environments but can occur during several on- and off-the-job (work-

related) activities. The learning results from engagement and reflection in daily work-related activities in which 

learning is not the primary goal. Informal learning is undertaken autonomously, either individually or collectively, but 

without an instructor or trainer. It often happens spontaneously and unconsciously. From the learner’s perspective, it 

is unintentional, although a basic attitude of “willingness to learn” can benefit learning processes and outcomes. 

Finally, informal learning outcomes are not defined in advance and are therefore unpredictable (Illeris, K., 2003). 

However, it can be noted that the organization can create favorable conditions that increase the likelihood for informal 

learning to occur (Gijbels, D., Raemdonck, I. and Vervecken, D. , 2010). Although formal and informal learning are 

often presented in contrast, both types of learning should not be dichotomized. Formal and informal learning are 

considered as being part of a continuum of formality ranging from totally unorganized learning as a by-product of 

working (informal learning), to learning organized within an educational setting (formal learning; Colley, Hodkinson, 

& Malcolm, 2003). In addition, formal and informal learning can be complementary; both are important components 

of workplace learning (Backus Clark, Keegan Kevin, Gluck Charles and Gulick M V Lisa, 2010). 

 

For this study, work-related learning is defined as the engagement in formal and informal learning activities 

both on and off the job, whereby employees and groups of employees acquire and/or improve competences (integrated 

knowledge, skills, and attitudes) that change individuals’ present and future professional achievement (and eventually 

also their career) and organizational performance (De Jonge, H. A., Taris, T.W., Kompier, M. A. J., Houtman, I. L. 

D. and Bongers, P. M., 2003). This definition supports a coherent and holistic approach to work-related learning and 

captures the notion that work-related learning does not occur within education and training alone, but rather as a 

sustainable change aimed at achieving individual and organizational goals (Hoover Duane, Giambatista C Robert, 

Sorenson L Ritch, Bommer H William, 2010). 

 

Workplace Learning Behavior - Learning is no longer confined to a “front loaded” activity in a formalized, 

classroom environment. Work and career are no longer static and predetermined entities. Learning behavior is 

generally understood as resulting in a permanent capacity change in people (Illeris, 2003). Workplace conditions and 

learning opportunities may be on offer, but without an understanding of the learners themselves, workplace learning 

cannot be successful. A learning career develops over time and changes as experiences of learning and experiences of 

oneself as a learner change. A learning behaviour is not necessarily experienced in a conscious way but it does 
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contribute to (learning) decisions and preferences in a working career, as well as an identity as a particular worker 

within a particular field. The work of Edmondson provides compelling logic for why learning behaviors are strong 

predictors of learning outcomes. Learning behaviors such as speaking up about mistakes and testing work assumptions 

etc is facilitated by psychological safety because it allows those who speak up to believe that they will not be seen as 

people who have ‘crossed the line’ but rather as members who contribute to eliminating errors and enabling working 

assumptions that help to build a more robust system (Edmondson, 2004).  

 

Because work is becoming highly interdependent, members often need other individuals to provide them with 

information or perspective and to help them resolve various issues. However, learning behaviors such as seeking help, 

asking for feedback and speaking up about errors and work assumptions involve interpersonal risk, especially when 

the person in a position to provide assistance may also judge the individual’s performance or competency (Lee et al., 

2003; Lee et al., 2004). High-quality relationships foster perceptions of psychological safety, which is a key 

mechanism for learning behaviors such as feedback seeking because it alleviates excessive concern about others’ 

reactions (Edmondson, 2004). We reason that psychological safety is developed through relationship quality and 

serves as a key social-psychological mechanism through which people are able to engage in learning behaviors, raise 

concerns and talk about things openly. Conversely, learning behaviors are obstructed when people experience 

interpersonal threat since they often feel ‘learning anxiety’ and rely on their ‘defensive routines’ (Edmondson, 2004). 

Reliance on these defensive mechanisms to reduce negative interpersonal threat affects individuals’ status, image and 

career. However, they also thwart both individual and organizational learning (Edmondson, 2004). 

 

Experience Based Learning in Workplace - The distinguishing feature of experience-based learning is that the 

experience of the learner occupies central place in all considerations of teaching and learning. This experience may 

comprise earlier events in the life of the learner, current life events, or those arising from the learner's participation in 

activities implemented by teachers and facilitators. A key element of experience-based learning (henceforth referred 

to as EBL) is that learners analyze their experience by reflecting, evaluating and reconstructing it (sometimes 

individually, sometimes collectively, sometimes both) in order to draw meaning from it in the light of prior experience. 

EBL is of particular interest to adult educators because it encompasses formal learning, informal learning, non-formal 

learning, lifelong learning, incidental learning and workplace learning. 

EBL is based on a set of assumptions about learning from experience. These have been identified by Boud, 

Cohen and Walker (2003) as: 

 Experience is the foundation of, and the stimulus for, learning  

 Learners actively construct their own workplace experience o Learning    is a holistic process 

 Learning is socially and culturally constructed 

 Learning is influenced by the socio-emotional context in which it occurs. 

EBL appears to demand that three factors each be operating, at some level. These are: Involvement of the whole 

person—intellect, feelings and senses. For example, in learning through role-plays and games, the process of playing 

or acting in these typically involves the intellect, some or other of the senses and a variety of feelings. Learning takes 
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place through all of these. 

 

The antecedents of workplace learning (Job Control, Job Demand, Social Support) - Learning in the 

workplace occurs through the interaction between the characteristics of the job concerned and those of the individual 

worker. This requires workers who are willing and able to learn, but who are also given the opportunities to learn from 

and through their work (Billett, 2004; Onstenk, 1994). Competence development and learning depend largely on the 

characteristics of one’s job. From the literature, it is apparent that job characteristics  

 

such as job demands and job control are mostly related to negative outcomes such as tension, work stress and 

dissatisfaction with work (e.g. de Jonge et al., 2003) while only recently research investigated job characteristics as 

determinants of positive outcomes such as wellbeing, self-confidence and active learning behavior. Wielenga-Meijer 

et al. (2010) reviewed fifty studies that investigated the relationship between job characteristics and learning 

consequences. The authors found moderately strong evidence for a positive relation between job demands, job control 

on the one hand and learning consequences on the other hand, suggesting that these job characteristics indeed promote 

learning. 

 

This study investigates the antecedents using the Karasek’s job-demand control model (JDC model) and the 

derived demand-control-support model (JDCS model). These models are leading models in research into the 

psychology of work. 

 

Job demand-control model - Karasek’s (1979) demand-control (DC) model has been a leading work stress model in 

occupational health psychology since the 1980s. According to the model, a psychological work environment can be 

characterized by a combination of job demands and job control. Especially the combination of high job demands and 

low job control (high-strain jobs) is assumed to result in psychological stress reactions, such as high blood pressure 

and low job satisfaction. Conversely, low-strain jobs (characterized by low demands and high control) will lead to a 

lower than average number of health complaints (the strain hypothesis; Karasek, 1979; Karasek & Theorell, 1990). 

As Johnson and Hall (1988) had noted in previous research that support received from supervisors and colleagues 

(social support) often buffered the impact of demands and control on outcome variables, they proposed to extend the 

DC model with social support, resulting in the demand-control-support (DCS) model. The predictions of the DCS 

model strongly resemble those of the DC model, assuming that the strain hypothesis of the DC model will especially 

apply under conditions of low support. 

 

The JD-C model has often been disputed. One important topic of debate concerns the conceptualisation of 

decision latitude (de Croon et al., 2002). According to Karasek (1989, 1998), decision latitude (job control) includes 

two sub-concepts: Decision authority and Skill Discretion. 

 

Decision authority is considered as the social authority over making decisions. Skill discretion refers to the 
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breadth of skills usable on the job. Whereas decision authority is conceptually equivalent to job control, skill 

discretion represents a different concept. Consequently, there has been a lack of agreement between the way job 

control is generally conceived and used in the field of occupational stress research and the way this work feature has 

been conceived and used in most JD-C D studies. Over the past years, some studies (., Taris, T.W., Kompier, M. A. 

J., Houtman, I. L. D. and Bongers, P.M., 2003) have attempted to improve Karasek’s control construct by omitting 

items of the skill discretion sub concept in order to focus on control as decision autonomy. For this reason we use 

control as conceptualized in the study of Agervold and Mikkelsen (2004), who consider it as the potential influence 

exercised by individuals in the work assigned to them. However, the control over the work is not the only available 

resource for employee to cope with job demands. In fact, another limit of this model is to consider only one 

organizational variable used by worker to face toward stressors (Pannari Chiara and Depolo Marco, 2010). 

 

The “opportunity for learning and development” could be considered an organizational resource (Hawley 

and Valli, 2007) that supports and values training and learning, increase innovative capacity of workers and enterprises 

allowing them to face continuous changes and growing demands, especially in the actual labor marker. In fact, today 

the work life can assume different configurations and new career paths are characterized by continuous choices and 

decision-making processes. In this context the opportunity of learning and develop has a pivotal role in the workers’ 

adjustment to new career paths because it is connected to workers’ ability to cope with job insecurity that is associated 

to actual work. The perception of personal work experience as opportunity to grow professionally can influence the 

attitude towards professional future with implication for the personal planning capacity (Pombeni and Vattovani, 

2005). 

 

Job demands refer to the physical and mental efforts involved in the work, specifically that a large volume of work 

is to be performed under conditions of high requirements and time constraints. 

 

Job control refers to the worker’s control over his or her work processes, in other words, the ability to make decisions 

and the opportunity to exercise a degree of control over the work to be carried out. 

 

The model identifies four different job types. 

 

 Passive jobs are characterized by a combination of low job demands and limited job control. In this 

situation, the worker does not experience stress, because the job demands are low. However, as this is 

accompanied by limited job control, this also means that the worker does not get the chance to learn or 

develop.  

 Active jobs, on the other hand, provide multiple opportunities for development, without stress. The work 

is subject to high job demands, but also offers a high degree of job control. If workers have the opportunity 

to organize and perform their work as they think best, they will be able to cope effectively with the high 

job demands. In this way, solutions are found for problems, new skills are developed, existing skills are 



A Study on the Influence of Job Control, Job Demand, Social Support and Self-Directed Learning 

Orientation on Workplace Learning Behaviors; in Manufacturing and Service Sectors 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 336 | Page 

 

automated and the motivation to take on new challenges is stimulated.  

 Jobs with low job demands and a high degree of job control are termed relaxed jobs. They generate 

minimal stress, as there are multiple opportunities to meet the expectations of the job. However, as the job 

demands are low there is also no challenge and only limited learning. 

 Finally, stressful jobs are those with high job demands and minimal job control. In this situation, workers 

are not able to decide for themselves how to comply with the demands of their job, with the result that no 

workplace learning behavior occurs and workers are also unable to grow.  

 

The model suggests that active behavior will be exhibited if workers have a high degree of job control and 

job demands are high. Workers learn if they are challenged and are able to take on the challenge in different ways and 

possess sufficient skills to do so (Karasek & Theorell, 1990). This is known as the ‘active learning hypotheses. In 

contrast, stress will occur if there is minimal job control and job demands are high, because, in that case, workers are 

not able to protect themselves against stress. This is known as the ‘stress hypotheses. Karasek and Theorell (1990) 

therefore suggest that these two hypotheses cannot be viewed entirely in isolation. Thus they  

 

assume that that a high degree of stress will act as an obstacle to workers actively looking for solutions to problems 

and thereby, preventing learning from occurring (Karasek & Theorell, 1990). Conversely, it is also assumed that 

behavior influences stress: if a worker learns, skills are acquired which allow him or her to cope with higher job 

demands and, therefore, he or she will experience less stress (Karasek & Theorell, 1990). 

The following figure summarizes the JDC model. It shows the different types of jobs that results from the different 

combinations of job demand and control (decision) latitudes. The diagonals actually represent the interaction between 

the Job Demand and the Job Control. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

The practical implementation of the JDC model has resulted in considering a dimension called social support 

(Johnson and Hall (1988). Social support means the existence of good relations with colleagues; being able to rely on 

others; obtaining accurate information via others; and securing actual help, understanding and attention when 
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difficulties are encountered (de Jonge & Dormann, 2003). How workers support each other and the way in which an 

individual’s superiors show their understanding will, to a considerable extent, determine whether or not pressure of 

work will develop into work stress. If there is a high level of social support, this is known as a collective work situation. 

If social support is low, this is called an isolated work situation. The most unfavorable effects on health are expected 

in situations in which there is a combination of high job demands, minimal job control and minimal social support: 

an isolated work situation with a high level of stress (de Jonge et al., 2003). The most favorable effects on workplace 

learning are expected in situations in which there is a combination of high job demands, high job control and high 

social support. The social support leads to high interpersonal relations. 

 

Interpersonal relationships in the workplace have a significant impact on people (Culpin Victoria, Eichenberg 

Timm, Hayward Ian, Abraham Priya, 2014) and their engagement in interpersonal social behaviors, as well as on core 

processes such as coordination and error detection. In work contexts, high-quality relationships are key channels 

through which members engage in learning behaviors that help the organization attain its goals. The  

 

 

capacities enabled by high-quality interpersonal relationships allow members to exchange more variable information 

and ideas which are critical to creating and sharing solutions to problems and new ways to improve work processes 

and outcomes. At the same time, participants in high-quality relationships feel valued and connected in ways that 

allow them to overcome the uncertainty that accompanies working through problems and experimenting with 

solutions. Thus, both the capacities and subjective experiences of being in high-quality relationships can contribute to 

better organizational functioning (Kyndt, E. and Baert, H., 2013). 

 

The model contains two predictions: 

 

 First, following Diagonal A, strain increases as job demands increase relative to decreasing job decision 

latitude.  

 

 Second, incremental additions to competency are predicted to occur when the challenges of the situation are 

matched by the individual's skill or control in dealing with a challenge. When job demands and job decision 

latitude (job control) are simultaneously high, we define the job as "active" and hypothesize that it leads to 

development of new behavior patterns both on and off the job (Diagonal B toward upper right).  

 

Self-Directed Learning Orientation - Whether people learn in the workplace depend not just on contextual 

factors, but also on individual factors. Self-directedness in learning processes has emerged as an important topic 

in adult learning research. In literature, self-directedness is considered to be a key competence. We define ‘self-

directedness in learning processes’ as a characteristic adaptation to influence work-related learning processes in 

order to cope for oneself on the labor market.  

 

As the nature of work evolves, understanding how professionals regulate their own learning in the context of 

everyday work becomes increasingly important (Fisher Murray, King Jennifer, Tague Grace, 2001). The ability 



A Study on the Influence of Job Control, Job Demand, Social Support and Self-Directed Learning 

Orientation on Workplace Learning Behaviors; in Manufacturing and Service Sectors 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 338 | Page 

 

to regulate one’s own learning through goal setting, self-monitoring, self-reflection and adaptation is a central 

component of expertise development in any domain (Ericsson, 2006; Zimmerman, 2006), and research has shown 

that self-regulation is a predictive factor for work-related learning behavior (Gijbels et al., 2012). Therefore, 

understanding how self-regulation develops and exhibits itself in the workplace is an important task in theorizing 

WPL. The key constructs comprising self-regulated learning include goals, planning, monitoring, learning 

strategies, help seeking and self-evaluation, among others.  

 

In ‘Self-directed Learning: A Guide for Learners and Teachers’, Knowles (1975, p.18) defined self-directed 

learning “as process in which individuals take the initiative, with or without the help of others, in diagnosing their 

learning needs, formulating leaning goals, identifying human and material resources for learning, choosing and 

implementing appropriate learning strategies and evaluating learning outcomes”. Knowles provided as well 

foundational assumptions that were directive for much subsequent research:  

 

 as persons mature into adulthood, their self-concept evolves from one of dependency to one of 

increased self-direction; 

 as persons mature, they obtain valuable experiences and are thus important resources for  

 

learning; 

 adults learn what is required in order to perform their life tasks; 

  adults have a problem-centred orientation to learning. 

 

A self-directed learning orientation refers to ‘a relatively stable tendency to take an active and self-starting 

approach to learning activities and situations and to persist in overcoming barriers and setbacks to learning.’ 

(Raemdonck et al., 2008; Seibert et al., 2001). Workers with a self-directed learning orientation discover learning 

opportunities, take the initiative to learn and will persevere in their attempts to learn, if they come up against 

obstacles. Workers who do not possess a self-directed learning orientation or only possess this to a low degree, 

exhibit the opposite pattern, however: they do not discover learning opportunities or fail to exploit those 

opportunities (Seibert et al., 2001). The study carried out by Taris and Kompier (2005) shows those workers with 

a high degree of personal initiative exhibit more workplace learning behavior than workers with a low degree of 

personal initiative, because they acquire more new skills than the others. 

 

In 1970 Knowles suggested an important change in the way in which educational experiences for adults should 

be designed. He suggested there is benefit in moving from andragogy towards truly self-determined learning. The 

concept of truly self-determined learning, called heutagogy, builds on humanistic theory and approaches to learning 

described in the 1950s. It is suggested that heutagogy is appropriate to the needs of learners in the twenty-first century, 

particularly in the development of individual capability. It is not that heutagogy is a departure from andragogy but, 

rather an extension that incorporates self-directed learning. The notion that pedagogical approaches to learning were 
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perhaps inappropriate for adults was an important leap forward. Andragogy, or approaches to teaching adults, quickly 

became a part of the lexicon of educators, trainers and academics. 

 

The idea that, given the right environment, people can learn and be self-directed in the way learning is applied is 

not new and has been an important humanistic theme that can be followed through the philosopher Heider, 

phenomenology, systems thinking , double loop and organisational learning, androgogy (Knowles, 1970), learner 

managed learning, action learning, Capability, and work-based learning (Hase, 1998). They emphasise a more holistic 

development in the learner of an independent capability (Stephenson, 1993), the capacity for questioning ones values 

and assumptions (Argyris & Schon, 1996), and the critical role of the system-environment interface (Emery & Trist, 

1965). 

 

Heutagogy is the study of self-determined learning and draws together some of the ideas presented by these 

various approaches to learning. It is also an attempt to challenge some ideas about teaching and learning that still 

prevail in teacher centered learning and the need for, as Bill Ford (1997) eloquently puts it 'knowledge sharing' rather 

than 'knowledge hoarding'. In this respect heutagogy looks to the future in which knowing how to learn will be a 

fundamental skill given the pace of innovation and the changing structure of communities and workplaces. The 

remainder of this paper explores the concepts mentioned in this introduction and their implications for vocational 

education and training, and education. 

 

 

In describing learner managed learning Long (1990) suggested that learning ‘is an active process in which 

individuals either seek out education and experiences or obtain feedback and do evaluation as they move through 

life’s experiences.’ (P36). This is more than self-directed learning as Knowles (1970) defined it in that it recognizes 

the value of everyday, unorganized experiences and the process of reflection. 

 

Action Learning (Kemmis & McTaggart, 1988, for example) recognizes reflection and, therefore, the prospect of 

double loop learning in processes designed to facilitate learning. The teacher here takes a back seat and becomes a 

learner like everyone else, enabling people to become learners as well as to find solutions or, even, pose questions. 

Knowles (1970, p7) defined self-directed learning as: 

The process in which individuals take the initiative, with or without the help of others, in diagnosing their learning 

needs, formulating learning goals, identifying human and material resources for learning, choosing and implementing 

learning strategies, and evaluating learning outcomes. 

Knowles’ definition provides a linear approach to learning and sounds a little like the chapters of a train the 

trainer guide. Heutagogy takes account of intuition and concepts such as ‘double loop learning’ that are not linear and 

not necessarily planned. It may well be that a person does not identify a learning need at all but identifies the potential 

to learn from a novel experience as a matter of course and recognizes that opportunity to reflect on what has happened 

and see how it challenges, disconfirms or supports existing values and assumptions. Heutagogy includes aspects of 
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capability, action learning processes such as reflection, environmental scanning as understood in Systems Theory, and 

valuing experience and interaction with others. It goes beyond problem solving by enabling proactivity. A 

heutagogical approach would develop the capability not just the competency of managers. We might then see more 

innovative approaches to fully enabling people to express their capability. 

 

CONCEPTUAL FOCUS 

Having completed the relevant readings on the different dimensions of job characteristics, self-directed 

learning orientation and the workplace learning behavior, the attempt is now directed towards the conceptual 

framework that focuses on the logical relationship between the independent and the dependent variables under study. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

The frame work identifies demographic variables, Job Characteristics, Self-Directed Learning Orientation as 

independent variables and the Workplace Learning Behavior as the dependent variable. The diagram would serve to 

offer a descriptive perspective of the study undertaken than being normative or prescriptive in nature. Workplace 

learning is mostly a one-to-one involvement between the learner and the learning environment. It is a consistent human 

processing interaction based upon the learner’s learning behaviors. The sufficient study on the literature says that 

workplace learning behavior is solely dependent on the Job Characteristics (Job Control, Job Demand and social 

Support) and the Self-Directed Learning Orientation. Workplace Learning is based on the learner’s intention to learn 

and the actual involvement / engagement in the learning process. Here the learning environment is thought to be 

ideally prevailing in all the organizations irrespective of the learning aids. The model, though sufficiently functional 

for a research project, cannot be taken to be comprehensive. It does not account for factors that can possibly be active 

as moderating or controlling the outcome. However, for maintaining the study within manageable proportions, all 

those variables not explicitly accounted for in the model have been treated to be exogenous. 

 

After a considerable study on the relevant literatures the following hypotheses are framed to achieve the 

objectives of the research. 

 

H1: There is no significant difference in the workplace learning behavior of the two unrelated groups (male and 
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female). 

H2: There is no / less significant difference in the workplace learning behavior of the two unrelated sectors 

(Manufacturing & Processing and Service). 

H3: There is no significant correlation between the years of experience of the employee and the workplace learning 

behavior. 

H4: Job demands, Job control and social support are positively related to workplace learning behavior. 

H5: Self-directed learning orientation is positively related to workplace learning behavior. 

 

METHODOLOGY AND DATA COLLECTION 

 

A conclusive approach is being employed that combined the features of descriptive and explanatory research 

designs. The population of the study comprised the employees working in the Manufacturing and Service sectors. 

More specifically, the population covered the employees with different work experience and different job designations 

from the above mentioned sectors to study the workplace learning behavior amongst different worker categories. The 

sampling approach adopted was double sampling or two phase sampling. In the first phase, organizations that had a 

minimum of 3 years existence as on December 2015 were selected into the sample basket. Out of the various 

organizations, five organizations were selected for the study. The Bimetal Bearings Ltd, Hindustan Oil Exploration 

Company and the Britannia Inc. were the Manufacturing & Processing companies approached for the study. In the 

service sector, Texas InfoTech Ltd and Sygnus Softech Ltd provided the necessary responses for the study. In the 

second phase of sampling, separate samples were drawn from among the employees of each eligible organization to 

constitute the respondents for the study. Simple random samples were drawn from among the employees available in 

the organizations identified in the first phase of sampling. Separate and  

 

exhaustive sampling frames were drawn for the employees of varied job exposures and experiences. Sample elements 

identified were contacted as far as possible. The cases of sample elements that could not be accessed in spite of 

repeated attempts were replaced by convenient samples. The respondent groups of the study comprised 120 

employees, 60 from Manufacturing & Processing sector and 60 from Service sector. The table 1 shows the descriptive 

analysis of respondents covered under the study. 

 

Table 1: Descriptive of the respondents of the study 

Demographic variable Description Percentage 
Gender Male 50% 

Female 50% 

Industry Manufacturing 50% 

Service 50% 

Years of work experience 1 to 5 years 42.50% 

>5 to 10 years 19.16% 

>10 to 20 years 14.99% 

>20 years 23.25% 
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Both primary and secondary data had to be collected to fulfill the data requirements of the study. Primary 

data were gathered from the employees on the significant variables in the theoretical model. Secondary data were 

collected from the institutions’ official records and documents to decide whether the institutions lived up to the 

inclusion criteria, to prepare the sampling frame for the respondent categories and to obtain a clear picture of the 

respective organizations. Primary data was collected from 120 employees of the organizations from the Manufacturing 

& Processing and Service sectors with minimum of 3 years of existence as on December 2015. 

Standard questionnaires were adapted to collect meaningful data from the respondents. In the first phase of 

research, data were collected from employees for evaluating the influence of job characteristics, self-directed learning 

orientation and the workplace learning behavior. In the second phase, the collected data was evaluated to measure the 

illustrative outcome of the study. The gathered data were analyzed to explore the relationships between variables and 

to interpret and clarify the reason for certain outcomes that were revealed fulfilling the characteristics of a conclusive 

study. 

The instrument that was used to measure the Job Characteristics was ‘Work Design Questionnaire’ (WDQ). 

The questionnaire was developed to access Job Design and the Nature of the work. The Questionnaire is adopted and 

validated by renowned researchers Campion & McClelland (1991), Hackman & Oldham (1980), Idaszak & Drasgow 

(1987), Karasek et al. (1998), Kiggundu (1983), Sims, Szilagyi, & Keller (1976), Wall, Jackson, & Mullarkey (1995). 

The WDQ appears to hold promise as a general measure of work characteristics that can be used by scholars and 

practitioners to conduct basic research on the nature of work or to design and  redesign jobs in organizations. WDQ 

acknowledges both the job and the link between jobs and the broader environment. A fairly large number of terms 

have been used to describe similar work characteristics, which are defined as the attributes of the task, job, and social 

and organizational environment. There were totally 69 questions that measure the job characteristics of the employees. 

The items were all anchored on a five point scale ranging from 1=Strongly Disagree to 5=Strongly Agree. Table 2 

shows an overview of the items used for measuring Job Characteristics. 

 

 

Table 2: Items used to measure Job Characteristics 

Job Control Job Demand Social Support 

 Task Variety  

 Task Significance  

 Task Identity  

 Feedback from the Job Social Support 

Work Scheduling Autonomy Job Complexity Initiated Interdependence 

Decision Making Autonomy Information Processing Received Interdependence 

Work Methods Autonomy Problem Solving Interaction Outside the 

 Skill Variety Organisation 

 Specialization Feedback From Others 
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 Physical Demands  

 Equipment Use  

 Task Significance  

 

 

The instrument that was used to measure the Self-directedness of the employees was ‘Self-Regulated 

Learning Scale’ (SRLS). The questionnaire was developed to access the extent to which the employees direct and 

regulate themselves to learn in the workplace. The SRL and SDL are closely linked concepts (Pilling-Cormick & 

Garrison, 2007) focused on individual control of the processes of setting goals and priorities for learning. Gijbels et 

al. (2012) found that SDLO is a significant and strong predictor of work-related behaviour. But the SDLO scale 

predicted by Gijbels et al. is just based on a single construct i.e; External control. The single construct questionnaire 

demonstrated that learners who score highly on an SDLO scale take up more learning opportunities over a fixed time 

period but it is difficult to dissect this relationship further. Whereas Self Directed Learning depends not only on the 

external control elements but also on the internal processes of learning (motivational and cognitive). The Self-

Regulated Learning Scale developed by Zimmerman largely covers both the constructs and gives a clear idea of an 

employee’s self-directed orientation. This instrument is designed primarily to provide a measure of self-directedness 

of the employee and the extent to which he regulates his directedness to achieve the learning objective. The instrument 

has two parts. First, the Workplace Learning Activity (WLA) is included to analyse the learning (primarily informal) 

that an individual has undertaken recently. The second part of the scale comprises of three subsections which analyses 

the self-regulated learning – Forethought, Performance and Self-Reflection. These three sections are designed to 

provide a measure of an individual’s ability to direct and regulate his/her own learning. The questions in these three 

sections cover various aspects of employee’s learning by self- 

direction. The following table gives an overview of the various aspects covered by the items in the SRL-F, SRL-P and 

SRL-SR sections. Table 3 gives an overview of the various aspects covered by the items in the SRL-F, SRL-P and 

SRL-SR sections. 

 

 

 

Table 3: Items used to measure the SDLO 

 Self-Regulated Learning – 

Forethought (SRL-F) 

Self-Regulated Learning – 

Performance (SRL-P) 

Self-Regulated Learning – 

Self-Reflection (SRL-SR) 

 Learning Task Strategies  

Goal Setting Self Instruction Self Evaluation 

Strategic Planning Time Management Self Satisfaction/Affect 

Self efficacy Elaboration  

Outcome Expectations Critical Thinking  

Take Interest Help Seeking  
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Imitativeness Interest Enhancement  

Goal Orientation Self Consequences  

 Cognitive Monitoring  

 Self Recording  

 

To measure the learning behavior of the employees, seven items which measures the learning behavior were 

adopted from Edmondson’s (1999) psychological safety and workplace learning behavior scale. There were totally 7 

questions. A sample item includes ‘I regularly take time to figure out ways to improve our organization’s work 

processes’. The items were all anchored on a five point scale ranging from 1=Strongly Disagree to 5=Strongly Agree. 

To test the internal consistency of the variables adopted, Cronbach's alpha test was done with the data 

collected for the study using the reliability command in SPSS and all the variables scored >.7. Thus all the variables 

considered for the study were internally consistent. 

 

ANALYSIS 

 

Descriptive and correlations between the different variables were calculated in order to explore the cohesion 

between the variables and multiple regression analysis was used to test the hypotheses. Mean differences between the 

two unrelated groups – male & female and the two unrelated sectors-Manufacturing & Service were tested using T-

tests against the variables under study. Where variables were found to be significant, they were included as a control 

variable in the multiple regression analysis. The interaction between the independent variables was then measured 

using a univariate analysis of variance. Generally, workplace learning focuses its attention on a holistic development 

of the employees. They claim that they are generally successful in bringing about personal and professional 

development of the employees. This being the situation, data was collected from the employees and analysed with 

respect to various components of learning in mind. The components include the elements depicted in the graph (Fig 

3). The graph represents the comparison of JC, JD, SS, SDLO, WPLB  components against the mean difference of the 

sectors. From the graphical representation, it is found that the employees’ perceptions on JC, JD, SS, SDLO, WPLB 

do not differ much between the sectors. 

 

 

 

From the graph, using the mean differences, the items in the manufacturing sector are compared to find the 

most important and the least important predictors of each variable in this sector. As well, the same is repeated with 

the items in the service sector. The variables (sector wise) were then ranked based on the extent to which it influences 

the workplace learning behavior. Table 4 summarizes the strong and the least predictor of each variable considered 

for the study. 

 

Table 4:  Strong and weak predictors of each variable considered for the study 
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 Manufacturing Sector Service Sector 

Strong Predictor Weak Predictor Strong Predictor Weak Predictor 

JC Work Scheduling 

Autonomy 

Decision Making 

Autonomy 

Work Scheduling 

Autonomy 

Work Methods 

Autonomy 

JD Task Variety Job Complexity Feedback from 

the Job 

Physical Demands 

SS Social Support Received 

Independence 

Social Support Received 

Independence 

SDLO SRL - 

Forethought 

Workplace 

Learning Activity 

SRL-Performance Workplace 

Learning Activity 
 

The strongest predictor of Workplace learning behavior and the least predictor of Workplace Learning  

 

Behavior are identified at the end of the analysis using mean differences and the correlation values 

The independent t-test was done to find if there is a statistically significant difference between the means in 

two unrelated groups. First, the test was performed to determine whether there is a statistically significant difference 

in Job Control, Job Demand, Social Support, Self-Regulated Learning Orientation and the Workplace Learning 

Behavior between the means in two unrelated sectors (Manufacturing Sector and Service Sector 

 

 

Table 5: Independent Sample T-Test between the unrelated sectors 
 

 Sector N Mean Sig(Two Tailed) 

JC 
Manufacturing 60 .19 .957 

Service 60 .19 .957 

JD 
Manufacturing 60 .68 .898 

Service 60 .65 .898 

SS 
Manufacturing 60 .29 .994 

Service 60 .29 .994 

SRL 
Manufacturing 60 .17 .914 

Service 60 .19 .914 

WPLB 
Manufacturing 60 .60 .860 

Service 60 .65 .860 

 

 

 

Table 5 shows that the significance level is >0.05 for all the variables. So it draws a conclusion that there is a 

no significant difference between the means in the two unrelated sectors (Manufacturing & Processing sector and 

Service Sector) with respect to the variables Job Control (p=.957), Job Demand (p=.898), Social Support (p=.994), 
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Self-Directed Learning Orientation (p=.914) and the Workplace Learning Behavior (p=.860). Thus sector 

differentiation need not be considered while performing regression analysis. 

 

Second, sector wise, the significant difference in Job Control, Job Demand, Social Support, Self-Regulated 

Learning Orientation and the Workplace Learning Behavior between the means of the two unrelated groups (male 

/female) is determined by using the independent sample T-test. Table 6 depicts the results. Here also, the results shows 

that the significance level is >0.05 for all the variables. So it draws a conclusion that there is a no significant difference 

between the means in the two unrelated groups’ i.e; male and female in both the sectors (Manufacturing and Service 

Sector) with respect to the variables Job Control, Job Demand, Social Support, Self-Directed Learning Orientation 

and the Workplace Learning Behavior. Thus sector differentiation need not be considered while performing regression 

analysis. 

 

Table 6:  Independent Sample T-Test between Male and Female in two different sectors 

   Manufacturing Sector Service Sector 

 
Gender N Mean Sig(TwoTailed) Mean 

Sig (Two 

Tailed) 

JC 
Male 30 3.82 .918 3.93 .718 

Female 30 3.80 .917 3.87 .717 

JD 
Male 30 3.79 .729 3.81 .829 

Female 30 3.73 .732 3.79 .832 

SS 
Male 30 3.63 .321 3.66 .621 

Female 30 3.45 .447 3.31 .647 

SRL 
Male 30 3.57 .380 3.47 .580 

Female 30 3.64 .494 3.55 .594 

WPLB 
Male 30 3.53 .014 3.45 .104 

Female 30 3.47 .012 3.38 .112 

 

Third, again the T-test was performed to determine whether there is a statistically significant difference in 

Job Control, Job Demand, Social Support, Self-Regulated Learning Orientation and the Workplace Learning Behavior 

between the means in the two unrelated groups (Male / female) while considering manufacturing and service sectors 

together. 

The results from table 7 shows that the significance level is >0.05 for all the variables. So it draws a 

conclusion that there is a no significant difference between the means in the two unrelated groups (Male and Female) 

with respect to the variables Job Control (p=.674), Job Demand (p=.366), Social Support (p=.285), Self-Directed 

Learning Orientation (p=.665) and the Workplace Learning Behavior (p=.451). Thus gender differentiation need not 

be considered while performing regression analysis.  
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Table 7: Independent Sample T-Test between Male and Female considering both the sectors together 

 Gender N Mean Sig (Two Tailed) 

JC Male 60    .21 .674 

 Female 60 .13 .674 

JD Male 60 .74 .366 

 Female 60 .46 .366 

SS Male 60 .34 .285 

 Female 60 .12 .285 

SRL Male 60 .20 .665 

 Female 60 .13 .665 

WPLB Male 60 .68 .451 

 Female 60 .47 .451 

 

Correlation was used to show whether and how strongly pairs of variables under study are related. Here  

correlations are performed between all the independent variables (JC, JD, SS, and SDLO) and the workplace learning 

behavior. Again correlation analysis is performed to find the relation between the work experience and the workplace 

learning behavior. Table 4 shows the correlation values of the variables considered. All the correlations are significant 

at a significance level of 0.01. 

 

Table 8: Correlations among the variables 

 JC JD SS SDLO WPLB 

JC -     

JD -0.13 -    

SS .648** -0.52 -   

SDLO .998** -0.19 .647** -  

WPLB .534** 0.987** .686** .735** - 

 

**p<0.01 (two tailed) 

Table 8 represents the correlation summary of all the variables involved in the study. From the significance 

levels, we can find that JC & JD are not correlated. JC is related to SS and SDLO by 36% and 81% respectively. On 

the other hand, JD is not correlated with any other variable considered for the study. This means that the Job demand 

is not controlled by any other job / individual characteristics in the workplace. JD is purely independent. The SS is 

related to JC (p<.05) and SDLO (p<.05) by 36%. Thus job autonomy and self-directedness increases employees’ 

support, interdependence and information flow in the organization. SRL is highly correlated with JC at 81% and 

moderately correlated with SS at 36%. The table also makes it clear that SRL is not initiated in an individual due to 

job demands. Self-directedness is completely an individual’s orientation to learn more significant skills for the job. 

Thus, employees who learn only to satisfy job demands possess lesser workplace learning behavior when compared 
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to those who learn with self-directedness to satisfy the job demands. On the whole, Job Demands and Self Directed 

Learning Orientation play a major role in influencing the workplace  

 

learning behavior of the employees. Job Control and Social Support, though not as significant as JD and SRL, play an 

important role to influence the learning behavior of the employees. There is a strong and positive correlation between 

self-directed learning orientation and workplace learning behavior and between job demands and workplace learning 

behavior. There is a small positive correlation between job control, social support and workplace learning behavior. 

Therefore it is expected that the regression analysis would show that self-directed learning orientation and job demands 

were good and positive predictors of workplace learning behavior. 

Regression analysis was used to find if independent variables (JC, JD, SS, and SDLO) have a significant 

relationship with a dependent variable (WPLB). Table 9 shows the results of the regression analysis. 

The analysis indicated that all independent variables (JC, JD, SS, and SDLO) have a significant relationship 

with a dependent variable (WPLB). Thus all the characteristics are positive predictors. Job Demand (β = 0.928, t = 

64.945, p = 0.00) is the best predictor of workplace learning behaviour. Self directed learning orientation is not far 

behind and is the second major predictor (β = 0.621, t = 3.391, p = 0.01). Social support (β = .104, t = 5.532, p = 

0.000) is a small, but significant predictor of workplace learning behaviour, as is Job control  

 

(β = .204, t = 3.459, p = 0.001). The beta value shows a positive relation between JC & WPLB, JD & WPLB, SS & 

WPLB and SDLO & WPLB. Thus, increase in either job or individual characteristics would show an increase in the 

workplace learning behaviour and vice versa. Combining the results of multiple regression analysis, though all the 

variables have positive impact on workplace learning behaviour of the employees, Job Demands & self-directed 

learning orientation can be regarded as good predictors of workplace learning behaviour and Job Control & Social 

Support as moderate predictors. 

Table 9: Regression analysis for Workplace Learning Behavior 

 Beta t Sig. 

JC .204 3.459 .001 

JD .928 64.945 .000 

SS .104 5.532 .000 

SDLO .621 3.391 .001 

 

Dependent Variable: WPLB ; R² = 0.56 

 

Finally, interaction effects were studied to see whether the influences on workplace learning behavior could 

be explained by a combined effect of the independent variables. Two-way, three-way and four-way interaction effects 

were calculated and the results are shown in the table 10. 

 

Table 10: Interaction Effects between Independent Variables 
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Interaction F p 

Self-Directed Learning Orientation x Job Demands 2.687 0.07 

Self-Directed Learning Orientation x Job Control 0.236 0.89 

Self-Directed Learning Orientation x Social Support 11.85 0.01* 

Job Demands x Job Control 0.98 0.56 

Job Demands x Social Support 8.66 0.04* 

Job Control x Social Support 1.34 0.34 

Self-Directed Learning Orientation x Job Demands x Job Control 1.45 0.65 

Self-Directed Learning Orientation x Job Demands x Social Support 0.84 0.37 

Self-Directed Learning Orientation x Job Control x Social Support 0.03 0.68 

Job Demands x Job Control x Social Support 0.56 0.97 

Self-Directed Learning Orientation x Job Demands x Job Control x Social Support 5.62 0.02* 

 

 

*p<0.05, R²=0.45 

 

 

 

 

 

 

 

 

 

 

 

 

            Fig 4: Interactional Effects between SDLO & SS 

 

In the two way interaction effects, two significant interactions were found. Firstly, there is a significant 

relation between Self-Directed Learning Orientation and Social Support (F=11.85, p<0.05). This is depicted in Fig 4. 

So, workers with high degree of self-direction and social support score higher on workplace learning behaviour than 

on workers with a high degree of self-direction and low degree of social support. Furthermore, workers with a low 

degree of self-direction and social support score more than workers with a low degree of self-direction and high degree 

of social support. Secondly, there is an interaction effect between job demands and social support (F=8.66, p<0.05). 
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This is depicted in Fig 5. Workers with low degree of social support and high job demands score higher on workplace 

learning behaviour than workers with high social support and high job demands. Moreover, workers with a high degree 

of social support and low job demands score higher than workers with a low degree of social support and job demands. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Fig 5: Interaction Effects between JD and SS 

 

No interaction effects were found in three way interactions. However, there is an interaction among the four 

independent variables (F=5.62, p<0.05). The degree of workplace learning behavior differs for the various 

combinations of independent factors and the best condition of workplace learning behavior is high degree of self-

directed learning orientation, job control, job demands and social support. 

 

DISCUSSION 

 
The study looked at which factors influence workplace learning behavior. The analysis and inferences 

indicate that job demands and a self-directed learning orientation have a positive influence on workplace learning 

behavior. The findings from the independent sample T-Test shows that there is no significant difference in the 

workplace learning behavior of the two unrelated groups (male and female). Therefore hypothesis H1 is confirmed. 

 

Also it is being found from the independent sample T-Test that there is no significant difference in the 

workplace learning behavior of the two unrelated sectors (Manufacturing & Processing and Service). Therefore 

hypothesis H2 is also confirmed. 

Learning based on work appears to demand that three factors each be operating, at some level. These are: 

Involvement of the whole person—intellect, feelings and senses. For example, in learning through role-plays and 

games, the process of playing or acting in these typically involves the intellect, some or other of the senses and a 

variety of feelings. Learning takes place through all of these. The current study shows that the learning behavior is 

invariably the same for all the workers irrespective of the years of experience. This shows that the learning behavior  
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of the fresher in a company and the senior head of the organization is the same. Note that the learning content and the 

capacity might vary, but intention to learn and acquire work related knowledge is the same. Thus, there is no 

significant correlation between the years of experience of the employee and the workplace learning behavior. 

Therefore, hypothesis H3 is confirmed. 

Workers who experience work scheduling autonomy, decision making autonomy and work methods 

autonomy exhibit a greater control over their job. This in turn makes them learn job related exposures, risks 

management, etc. by themselves. The nature of the work and required related competencies is changing, for which 

reason lifelong learning is beginning to constitute. Workers with significant job demands often find themselves 

challenged in their work because of the task variety, task significance, task identity, feedback from the job, job  

complexity, information processing, problem solving, skill variety, specialization, physical demands and the 

equipment use. They are also required to learn, as they have to cope with changes at work; because of this they 

frequently find themselves in new situations that demand new skills and knowledge. High-quality relationships are 

key channels through which members engage in learning behaviors that help the organization attain its goals. The 

capacities enabled by high-quality interpersonal relationships allow members to exchange more variable information 

and ideas which are critical to creating and sharing solutions to problems and new ways to improve work processes 

and outcomes. Thus, high job demands, high job control and high social support are positively related to workplace 

learning behavior. Therefore, hypothesis H4 is confirmed. 

In a frequently changing and demanding career situation, a discrepancy might occur between the desired 

state (i.e. the demands) and one’s actual competence. In order to bridge this gap one is required to learn. This is where 

the self-directedness in learning pops up to meet the actual demand of the job. The study shows that workers with a 

self-directed learning orientation exhibit a higher workplace learning behavior. Workers with a self-directed learning 

orientation will have a goal set for themselves, strategically plan to execute the learning orientation, would be clear 

with the expected outcomes, take interest to go an extra mile to achieve what is to be achieved, gives self-instruction 

for themselves as and when required, manage time efficiently, do an elaborate and critical learning need analysis 

often, don’t hesitate to seek co-worker’s help, enhance their interest and finally they also keep a check on themselves 

(self-monitoring). They have a continual desire to develop and are therefore motivated to take the initiative to learn 

and to persist in learning. The current results demonstrate the importance of individual differences in mediating work 

related learning. All these behaviors of self-directed learning orientation would yield a good overall workplace 

learning behavior. Thus, Self-directed learning orientation is positively related to workplace learning behavior. 

Therefore, hypothesis H5 is confirmed. 

 

FINDINGS 

Generally, workplace learning focuses its attention on the holistic development of the employees. They claim 

that they are generally successful in bringing about personal and professional development of the employees. This 

being the situation, the data was analyzed with respect to various components of learning in mind and the analysis 

reveal the strong and the least influencing predictors of each variable. 
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In the manufacturing sector, the strong predictor of JC is Work Scheduling Autonomy and the least predictor 

is Decision Making Autonomy. This reflects that the workplace learning behavior of an employee would increase 

with higher degree of freedom, independence, and discretion to schedule work. For JD, the strong predictor is Task 

Variety and the least influencing predictor is Job complexity. Thus, higher the degree to which a job requires 

employees to perform a wide range of tasks on the job higher is the workplace learning behavior. For SS, the strong 

predictor is Social Support obtained in the organization and the least influencing predictor is the Received 

Interdependence. The degree to which a job provides opportunities for advice and assistance from others, the degree 

to which the employees feel the interconnectedness has a direct influence on the workplace learning behavior. For 

SDLO, the strong predictor is Self-Regulated Learning – Forethought and the least influencing predictor is Workplace 

Learning Activity of the recent past. 

 

In the Service sector, the strong predictor of JC is Work Scheduling Autonomy and Work Methods 

Autonomy. This reflects that the workplace learning behavior of an employee would increase with higher degree of 

freedom, independence, and discretion to schedule work and choose the methods used to perform tasks. The least 

influencing predictor of JC is Decision Making Autonomy. For JD, the strong predictor is the frequent feedback from 

the job backed by high flow of information processing and the least influencing predictor is the physical demands. 

Feedback from job reflects the degree to which the job provides direct and clear information about the effectiveness 

of task performance. Thus, direct, clear and frequent feedbacks will improve the workplace learning behavior of the 

employees. For SS, the strong predictor is the social support within the organization and the least influencing predictor 

is the Received Interdependence. The degree to which a job provides opportunities for advice and assistance from 

others, the degree to which the employees feel the interconnectedness has a direct influence on the workplace learning 

behavior. For SDLO the strong predictor is Self-Regulated Learning – Performance and the least influencing predictor 

is workplace learning activity of the recent past. Self-Regulated Learning – Performance would direct the employees 

over task strategies, self-instructions, critical thinking, interest enhancement, cognitive monitoring etc. Thus 

employees with high degree of these orientations would exhibit high degree of workplace learning behavior. 

The inferences from the Independent Sample T-tests clearly showed that there is no significant difference in 

the Job Control, Job Demand, Social Support, Self-Directed Learning Orientation and the Workplace Learning 

Behavior of the two unrelated sectors (manufacturing/service). Further it was also showed that there is no significant 

difference in the Job Control, Job Demand, Social Support, Self-Directed Learning Orientation and the Workplace 

Learning Behavior of the two unrelated groups (male/female) sector-wise and also when taken together. 

 

From the significance levels of correlation analysis, it was inferred that JC & JD are not correlated, whereas 

JC is related to SS (p<.05) and SRL (p<.05) by 36% and 81% respectively. On the other hand, JD is not correlated 

with any other variable considered for the study. This means that the Job demand is not controlled by any other job / 

individual characteristics in the workplace. JD is purely independent. The SS is related to JC (p<.05) and SRL (p<.05) 

by 36%. Thus job autonomy and self-directedness increases employees’ support, interdependence and information 
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flow in the organization. SRL is highly correlated with JC at 81% and moderately correlated with SS at 36%. The 

table also makes it clear that SRL is not initiated in an individual due to job demands. Self-directedness is completely 

an individual’s orientation to learn more significant skills for the job. Thus, employees who learn only to satisfy job 

demands possess lesser workplace learning behavior when compared to those who learn with self-directedness to 

satisfy the job demands. On the whole, Job Demands and Self-Directed Learning Orientation play a major role in 

influencing the workplace learning behavior of the employees. Job Control and Social Support, though not as 

significant as JD and SRL, play an important role to influence the learning behavior of the employees. All the 

correlations between the independent variables (JC / JD / SS/ SDLO) with the dependent variable WPLB are  

significant at a significance level of 0.05. There is a strong and positive correlation between job demands and 

workplace learning behavior (p=0.00, R=0.987) and between self-directed learning orientation and workplace learning 

behavior (p=0.00, R=0.735). There is a small positive correlation between job control (p=0.00, R=0.534), social 

support (p=0.00, R=0.686) and workplace learning behavior. 

 

From the regression analysis it was found that all independent variables (JC, JD, SS, and SDLO) have a 

significant relationship with a dependent variable (WPLB). Thus all the characteristics are positive predictors. Job 

Demand (β = 0.925, t = 64.945, p = 0.00) is the best predictor of workplace learning behavior. Self-directed learning 

orientation is not far behind and is the second major predictor (β = 0.621, t = 3.391, p = 0.01). Social support (β = 

5.532, t = 3.391, p = 0.000) is a small, but significant predictor of workplace learning behavior, as is Job control (β = 

-0.634, t = 3.391, p = 0.001). The beta value shows a positive relation between JC & WPLB, JD & WPLB, SS & 

WPLB and SDLO & WPLB. Thus, increase in either job or individual characteristics would show an increase in the 

workplace learning behavior and vice versa. Combining the results of multiple regression analysis, though all the 

variables have positive impact on workplace learning behavior of the employees, Job Demands & self-directed 

learning orientation can be regarded as good predictors of workplace learning behavior and Job Control & Social 

Support as moderate predictors. 

Finally, in the two way interaction effects, two significant interactions were found. Firstly, there is a 

significant relation between Self-Directed Learning Orientation and Social Support (F=11.85, p<0.05). So, workers 

with high degree of self-direction and social support score higher on workplace learning behavior than on workers 

with a high degree of self-direction and low degree of social support. Furthermore, workers with a low degree of self-

direction and social support score more than workers with a low degree of self-direction and high degree of social 

support. Secondly, there is an interaction effect between job demands and social support (F=8.66, p<0.05). Workers 

with low degree of social support and high job demands score higher on workplace learning behavior than workers 

with high social support and high job demands. Moreover, workers with a high degree of social support and low job 

demands score higher than workers with a low degree of social support and job demands. No interaction effects were 

found in three way interactions. However, there is an interaction among the four independent variables (F=5.62, 

p<0.05). The degree of workplace learning behavior differs for the various combinations of independent factors and 

the best condition of workplace learning behavior is high degree of self-directed learning orientation, job control, job 

demands and social support. 
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 CONCLUSION 

Talk of the knowledge economy, maintaining the currency of workers’ knowledge and abilities, and 

competing on value added is pervasive in our society. This research contributes to the study of workplace learning by 

expanding the Job Demand-Control (JDC) model (Karasek, 1979) to build a more nuanced picture of the factors 

related to engagement in work-related learning. The work characteristics and dataset was integral to this study as it 

provided unparalleled access to quantitative detail about worker engagement in formal learning as well as informal  

learning. The findings suggest that workplace and worker characteristics, including demand and autonomy are 

positively associated with the learning behavior. Also, social control impact engagement of the employees in the 

formal as well as informal learning setup. This study suggests that SRL in the workplace is structured by and deeply 

integrated with work characteristics. As such it is important to understand the type of learning that is occurring in the 

workplace and to clearly determine the workplace, job factors and the worker characteristics that contribute to that 

learning. This study has several implications for organizations. First, workers in demanding jobs rely heavily on their 

entire job related skill and knowledge in order to succeed. As such it is necessary to encourage and support a full 

gamut of learning opportunities through the provision of funding, time and recognition. In this sample 79% of the 

workers reported engagement in informal non-taught learning related to their jobs, yet it goes largely unrecognized 

and unrewarded in the workplace. Second, worker engagement in informal learning activities is tied to levels of social 

support and extent of autonomy that the worker experiences in the environment. Increasing the decision-making 

authority and discretionary control that workers have in their jobs allows for a closer link between learning activities 

and the work at hand. Learning is to take place more easily when the individual is guided by self-directedness. As a 

result, organizations will benefit from increasing the motive of self-directed learning in their workforce. 

LIMITATIONS 

Unfortunately, the present study shares some limitations with other similar studies. For instance, the study 

was relied exclusively on self-report measures, which precludes causal interpretation of the relationships between job 

characteristics and employee well-being. 

 

The next major limitation of the present study is its cross-sectional nature, which implies that it is impossible 

to make causal statements because of temporal ambiguity. Thus a longitudinal follow up of the respondents would 

permit to study the development of the workplace learning behavior over time. 

 

The other major limitation is that the entire study is based on a single model i.e; Karasek’s JDCS model. 

Though the findings are clearly in line with theory of Karasek’s JDCS model, various other related models should 

have been considered. This is so because, unfortunately, Karasek and Theorell (1990) are themselves unclear as to the 

concepts that should be used to test the learning dimension. The result is a burgeoning research that is moving in 

several directions. Some studies focus on perceived outcomes of learning such as efficacy or mastery (De Jonge, 2000; 

Taris, et al., 2003); others focus on the application of learning such as skill utilization (Holman and Wall, 2002) or the 

process of informal education such as talking to a supervisor about skill needs (Taris and Feij, 2004); and still others  
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focus on occupation specific measures of learning. Other studies have used job satisfaction, job involvement and 

commitment, job challenge, and active coping as, often 10 inappropriate, outcome variables in studies of the JDC 

model learning dimension. So the current study is being performed only to analyze the learning behavior and not the 

actual learning outcome of the employees. 

 

SUGGESTIONS FOR FURTHER RESEARCH 

 

Despite the fact that we addressed the limitations of previous studies, there are still some points which could 

be improved in future research. Firstly, our questionnaire focuses on the worker’s perception of his or her workplace, 

workplace learning behavior and self-directed learning orientation. However, using self-reporting of this kind 

constitutes a limitation, as there is a difference between perception and reality. Future studies should avoid relying 

solely on self-reporting. 

 

Also, there is a need for longitudinal research into workplace learning behavior. A longitudinal follow-up of the 

respondents of this study would permit us to study the development of work-related learning behavior over time and 

to establish causal relationships regarding the influence of individual variables and job characteristics on workplace 

learning behavior. 

 

Further research should enhance the theoretical understanding that regard the questions which task 

characteristics and which learning processes may be theoretically assumed to promote task-related learning outcomes. 

For better theoretical construct five major theories could be compared and integrated that may be relevant to provide 

insight into the task characteristics that are assumed to increase workplace learning outcomes (when does task related 

learning occur), as well as the learning processes that account for this relationship (explaining why and how these task 

characteristics may influence task-related learning outcomes). The five theoretical approaches that could be 

considered for further research are - 

 

1. Job Characteristics Model;  

 

2. Demand-Control model;  

 

3. Action Learning Theory;  

 

4. Goal Setting Theory;  

 

5. Self-Determination Theory.  
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Abstract: This study estimates Technical efficiency (TE) and Total Factor Productivity (TFP) through a 

stochastic frontier analysis and decomposes growth into –technological progress, technical efficiency change 

and scale- for the Indonesian manufacturing industry. The period of analysis (2007-2013) is characterized by 

global economic slowdown, the peak and fall of commodity prices, massive global integration and by the 

development of a Master plan for Indonesia (MP3I). This study looks at patterns of productivity as important 

source of growth. Results are aggregated based on technological intensity, firm size, capital/output ratio, labor 

skill, and location, finding that firms perform differently as they combine those factors. While larger firms are 

more efficient, small firms have higher rates of TFP growth, mainly through technological progress and scale. 

TFP move from initial negative levels to positive ones. Low technology, low capital/output ratio and more 

skillful workers registered higher TFP. 

 

Keywords : Total Factor Productivity, Technical Change, Manufacturing Industry, Indonesia 

JEL Classification:  D24, R11, L25, L60 

 

I. INTRODUCTION  

As the Indonesian economy expands and as it opens more to global markets several questions arise, as 

if the country will be able to compete globally and if the growth rates experienced are enough to support the 

strategic and ambitious expansion plan for the next decades. In other hand, the large diversity of the country 

allows for a more strategic allocation of factors across the archipelago, sharping the competitive edges in 

different sectors that will eventually allow the country to support the growth needed to develop infrastructure, to 

build capacity, increase welfare and develop a sustainable economy. In 2011 the Indonesian government 

developed a master plan known as the Master plan for Acceleration and Expansion of Indonesia's Economic 

Development (MP3I). The MP3I intents to accelerate and expands the Indonesian economy within the next 15 

years (2011 to 2035). A particular effort was the designation of the country into several economic corridors. 

Java, the largest Island in terms of population and contribution to national GDP was defined as the industrial 

corridor, a driver of manufacturing and services.  

However, industry environment in the country suffer of relatively low competitiveness, increase in 

labor costs to output (27% in the last 5 years), increase in energy prices, global uncertainty, instability of the 

government in regulatory framework, dependency on imported raw materials, low efficiency, etc. 

A number of empirical studies may give the impression that Indonesian manufacturing industry suffers 

from deindustrialization, low capitalization, sluggish growth, slowdown in its activity, etc. addressing the need  
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for a revitalization of the industry, particularly an improvement of productivity that may attract investment 

needed to re-launch economic efforts. Despite those negative impressions, industrial production in Indonesia 

averaged 3.21 percent from 1994 until 2016 and employment has also increased in 16% from 2009-2013. 

Several champion industries in Indonesia are cost competitive and rely in low production cost and labor 

intensity making it crucial to help sectors catch-up with productivity to keep competitiveness and booster 

growth. In other hand, small and medium enterprises are vast majority addressing the question if size represents 

an important determinant to keep competitive or if industry needs to escalate.  

So far Indonesian strategy is characterized by trying to keep competitiveness in traditional industries, 

fostering new champions (diversification), and as well as raising value added (either by further processing 

materials or import substitution). Increasing technical efficiency and productivity are then essential components 

to support plans.  

The analysis in productivity offers many tools to address new trends in economic growth, 

industrialization, competitiveness, and income distribution, among other issues. The right estimation of 

efficiency and productivity as well as the correct interpretation of total factor productivity it is of high value as it 

allows policy makers to address challenges, to direct economic efforts and determine future desired outputs for 

the economy. Productivity is highly relevant as it is consider as one of the main sources of growth, the central 

point of the MP3I. 

This study applies a stochastic frontier approach to measure efficiency and to estimate the different 

components of Total Factor Productivity.  A frontier production function is defined as the maximum output that 

can be obtained under the existing technology with the inputs of production. If firms operate on the frontier, 

they are technically efficiency. A production function and an inefficiency function are simultaneously estimated 

by the stochastic frontier approach (SFA). 

The stochastic frontier analysis can be estimated using a functional form of the production function. 

This study uses a Translog production function as a based functional form under time varying technical 

efficiency model.  

Total factor productivity (TFP) growth can be decomposed into three components namely, rate of 

technological change (TP), a scale component (SC) and a change in technical efficiency (TE). Technological 

change is measured by the partial derivative of the production function with respect to the time, scale 

component is the elasticity contribution to the TFP growth and the technical efficiency changes the derivative of 

technical efficiency with respect to time.  The model also estimates the elasticity of output with respect to labor 

and capital, meaning the effect of a change in each input to output. 

Section 2 shows an empirical review on TFP. Section 3 discusses the stochastic frontier methodology 

to decompose the growth in output and the elements of TFP.  Section 4 discusses the data and some 

classifications implemented. Section 5 shows the empirical results based on industrial group, province and sub-

industry level. Finally, conclusion and recommendation are presented in the last section. 

 

II. MATERIALS AND METHODS  

This paper uses a Translog production function and the stochastic frontier model to estimate and 

decompose the growth in output for the manufacturing industries in Java Island, Indonesia, from 2007 to 2013.  
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The Translog model allows relaxing some of the assumptions of the neoclassical Solow model, allowing for 

non-constant returns to scale and allowing using a nonlinear production function. In the neoclassical growth 

theory, output is only determined by the amount of capital and labor. Eventually the role of technology will be 

added to the production function to allow increases in output due to technological effects.  

Using the stochastic frontier model in this paper aims to help decomposing growth base on its sources. 

Output can increase (decrease) due to changes in inputs (capital and labor), due to scale effects (if either the 

inputs are experiencing increasing– decreasing returns to scale), due to changes in technical progress or by 

technical efficiency changes (whenever the right use of inputs allows higher levels of output).    

The technical efficiency can be measured by Malmquist index, Data Envelop Analysis (DEA) and 

Stochastic Frontier Analysis (SFA) (Coelli et al. 2003). The stochastic frontier is a parametric estimation, while 

DEA is non-parametric. Furthermore, SFA provides standard errors of production coefficients whereas DEA 

cannot provide standard errors of (Bera and Sharma 1999 cited in Margono and Sharma 2006, p. 981). The error 

term in the stochastic frontier estimation allows identifying the efficiency (inefficiency) level of firms, and by 

instance to figure out if the use of available inputs its supporting or worsening manufacturing output level 

(Kumbhakar and Lovell, 2000).  

Similarly, TFP growth estimation can be estimated in two ways; growth accounting and production 

function estimation.  However, growth accounting approaches assume full technical efficiency and 

technological progress and TFP growth are synonymously used. On the other hand, the production function 

method can estimate TFP growth without the assumption of full technical efficiency and decompose its 

components (Margono and Sharma 2006, p.981). 

 

2.1 Stochastic Frontier Approach 

The maximum output that can be obtained under the existing technology with the input of production is 

defined by a frontier production function. If firms operate on the frontier, they are technically efficiency. The 

specification for a non-negative random component in the error term is allowed for technical inefficiency. 

According to Battese and Coelli (1995, p. 329) a production function and an inefficiency function can be 

estimated simultaneously by the stochastic frontier approach (SFA).  

According to Kalirajan and Shand (1996, p. 15) the production frontier can be modeled as 

Yit = f (xit, t; β). Exp(viit– uit)        (1) 

Where yit is the output of the i’th firm in t period, xit is a vector of inputs, and β is a vector of the 

parameters to be estimated. The error term vit is assumed to be independently and identically distributed, N (0, 

). The uit is technological inefficiency in production, which is assumed as a firm-specific, non-negative and 

independently distributed but truncated at zero of the normal distribution. 

The technical efficiency of each firm is based on the conditional expectation that the expected 

maximum value of Yit is conditional on μit= 0 and the values of vit – uit is evaluated at the maximum likelihood  

estimation (Battese and Coelli 1998 cited in Kompas 2004, p. 1634). The conditional expectation of technical 

efficiency can be defined as: 
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Where E is defined as the expectations operator. 

B. The functional form of study 

The stochastic frontier analysis can be estimated by any functional form of the production function.  

Suyanto and Bloch (2009, p. 1866) argue that a flexible functional form that is a translog production function 

can be used as a based functional form. Implementing a flexible production function can reduce the risk of 

errors in the model specification. The translog productionfunction used in this study can be defined as: 

lnyit= β0 + βclncit+ βl lnlit + βtt + 1/2 [βcc (lncit)2 + βll (lnlit)2 + βtt (t)2] + βcllncit*lnlit + βct t*lncit 

+ βlt t*lnlit + vit - uit¬                                                                                              (3) 

Table 1. Definition of Variables in the Production Function 

Variables Definitions 

Y Output (million rupiah) measured by the value of goods produced which is deflated by 

wholesale price index for five-digit ISIC industries at a constant price of 2000 

C Capital (million rupiah) deflated by wholesale price index for manufacturing capital goods 

at a constant price of 2000 

L Labor which is total workers per working day 

 

Total factor productivity (TFP) growth can be decomposed into three components namely, rate of 

technological change (TP), ascale component (SC) and a change in technical efficiency (TE). Technological 

change is measured by the partial derivative of the production function with respect to the time, scale 

component is the elasticity contribution to the TFP growth and the technical efficiency changes the derivative of 

technical efficiency with respect to time. From this definition for general translog model and time varying 

technical efficiency model technological progress and scale component can be formulated as: (Kumbhakar and 

Lovell 2000). 
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Where ej is the elasticites of output with respect to input and  is the growth rate of input. The elasticity 

of output with respect to each input measures the relative change in each input owing to a relative change in 

output. Elasticity can be calculated as follows (Verbeek 2008, p. 56.): 

el= βl + βlllnlit + βcllncit                                                                                            (6)                                         

ec = βc + βcclncit + βcllnlit          

                                                                               (7) 
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In this study the elasticity is estimated at the value of input at i’th firm in t time.  

From technical efficiency resulted from equation (1), the change of technical efficiency can be defined 

as (Khalifah et al 2008, p. 93) 
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From equation 7 to 9 TFP growth decomposition can be calculated by 

TECSCTPTFP 


 

2.2 Data 

To estimate the different growth components –TFP eventually composed by technical progress, 

technical efficiency change and scale component- as well the its attributes as sources of growth this study look 

at 14,783 manufacturing enterprises in Java Island from 347 five-digit ISIC for the period of 2007-2013. This 

period is of particular interest since it’s characterized by global turbulence, by the peak and the slowdown of 

global commodity prices, as well as by the launching of a strategic economic plan in Indonesia (MP3I). Java 

Island includes six provinces, DKI Jakarta as the capital of the country, West Java, Central Java, Daerah 

Istimewa Yogyakarta (Special Area), East Java, and Banten.  The data is collected each year by the Badan Pusat 

Statistik (BPS) Indonesia, the national statistic bureau of Indonesia under the national survey for medium and 

large manufacturing enterprises. 

Table 2. Statistical Performance of the Manufacturing Industry (2009 and 2013) 

Total No of enterprises 

Total No 

employees 

(10,000) 

Industry Value Added 

(Billion Rupiah) 

Worker Productivity 

(1,000 Rupiah) 

2009 2013 2009 2013 2009 2013 2009 2013 

LT 16.855 16.024 293 337 358.164 713.174 1.452.461  2.213.365  

L 4.171 4.401 246 291 331.139 665.266 1.599.210 2.396.900 

SME 12.684 11.623 46 46 27.023 47.908 699.326 1.152.173 

MHT 2.557 2.943 67 82 304.898 516.497 3.559.452  3.941.711  

L 1.143 1.199 61 73 290.793 477.844 3.801.077 4.112.900 

SME 1.414 1.744 6 9 14.104 38.653 1.213.515 2.813.645 

MLT 4.553 4.646 70 80 132.331 243.035 1.373.875  2.136.434  

L 1.371 1.483 58 66 119.872 216.499 1.546.756 2.400.088 

SME 3.182 3.163 13 14 12.46 26.538 862.637 1.420.877 

23.965 23.613 431 499 795.393 1.472.706  6.385.788  8.291.510  

 

Note: Low Technology (LT), Medium-Low Technology (MLT), Medium-High Technology (MHT), 

Large size (L), Small and Medium Enterprise (SME)  

Source. BPS, Badan Pusat Statistik Indonesia, arranged by the author. 

The paper classify firms base on five different criteria to allow a more precise comparison of the four 

different growth components and its inputs based on: geographical location (province); industrial group (base on  

degree of technology); size -Large (L) or Small and medium enterprise (SME); Capital/Output ratio -low capital 

(LK) if the ratio is less than 10% and Capital Intensive (HK) ratio if otherwise-; and human resource intensity – 
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Human Resource based (HRI) if non-production to production labor is higher than 30% or Labor Intensive (LI) 

if is below that-. 

Manufacturing industries are grouped based on Rev 3, Technology Intensity Definition Classification 

of manufacturing industries into categories based on R&D intensities: Low technology (LT), Medium-low 

technology manufacturing (MLT), Medium- and high- technology (MHT) manufacturing, and High-technology 

(HT) industries. However, considering the levels of R&D in Indonesia, High-technology industries are included 

in Medium-low category as they behave similarly.                                         

III. RESULTS AND DISCUSSION  

3.1 Industrial and Data Performance 

Table 3. Statistical Performance of the Manufacturing Industry group and enterprise size in Indonesia (growth 

2009 - 2013) 

Industry Group 

 

Total 

No of 

firms 

Total No 

of 

employees 

(10,000) 

Industry 

Value 

Added 

(Billion 

Rupiah) 

Worker 

Productivi

ty (1,000 

Rp) 

Efficiency  

(Input / 

Output) 

% 

Real 

Prod 

To Inst 

Cap 

Employ

ment 

Cost / 

Output 

Low Technology 

(LT) -5% 15% 99% 52% -8% 9% 17% 

Large 6% 18% 101% 50% -8% 8% 21% 

SME -8% -2% 77% 65% -4% 11% 41% 

Mediu High 

Technology (MHT) 15% 21% 69% 11% -11% 6% 37% 

Large 5% 19% 64% 8% -11% 6% 50% 

SME 23% 41% 174% 132% -12% 8% 19% 

Medium Low 

Technology (MLT) 2% 14% 84% 56% -6% 10% 4% 

Large 8% 15% 81% 55% -7% 6% 5% 

SME -1% 10% 113% 65% -5% 14% 30% 

Grand Total -1% 16% 85% 30% -8% 9% 27% 

Source. BPS, Badan Pusat Statistik Indonesia, Manufactur and Industrial Indicator, arranged by the author. 

 

The industrial performance of manufacturing in Indonesia shows contrasting data. While number of 

enterprises and efficiency (input/output) contracted from 2009-2013, the number of total employees, industry 

value added, worker productivity, and production to installed capacity increased. Larger labor that is costing 

27% more is being added to manufacturing, while output expansion was slow. Worker productivity had 

increased only slightly above the increase in employment cost. As most industries are labor-intensive, cost of 

labor highly influences the value added. The depression of efficiency (-8%) indicates that more inputs have 

added but in fact the proportion of inputs to output had decreased over time. 

3.1.1 Production Function Interpretation 

The results of the Translog model estimation demonstrate that the parameter of capital is positive and 

significant when tested at 1 per cent level. This result confirms that if capital raises the firm’s output in the three  
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sectors will increase. Furthermore, the coefficient of capital squared is positively significant at 1 per cent level. 

This result shows that a diminishing return to capital does not exist in Java manufacturing sectors. This indicates 

that when a firm adds capital as input, the output and the marginal of product will still increase. Javanese 

manufacturing sector still have plenty resource to be used efficiently. Similarly, the parameter of labor is also 

positive and significant when tested at 1 per cent level. It is also found that the estimated of the squared level of 

labor is also positive and statistically significant meaning that diminishing return law does not hold in labor. 

Table 4. Regression Estimates 

 Coefficient Standard-error t-ratio 

Constant 8.5595 0.1385 61.8183 

Labor 1.6837 0.0328 51.3152 

Capital 0.2071 0.0148 13.9827 

lnL x lnL 0.0020 0.0027 0.7374 

lnk x lnk 0.0084 0.0006 13.6917 

lnL x lnk -0.0485 0.0020 -23.9292 

t 0.0456 0.0136 3.3501 

lnL x t 0.0040 0.0013 3.1185 

Lnk x t -0.0170 0.0010 -17.8401 

t x t 0.0416 0.0008 54.4383 

sigma-squared 2.0737 0.0261 79.4042 

gamma 0.7180 0.0024 296.9076 

mu 2.4405 0.0239 101.9064 

eta -0.0230 0.0013 -17.6182 

Nobs 103,481   

Log likelihood function =  -141544.53 

LR test of the one-sided error = 50020.92  
 

Source. Author’s estimation  

 

The cross effect of the inputs can be examined through the estimated coefficient for interacting input 

variables. If the second order for cross-effects of the inputs is positive the inputs of production have a 

substitution effect. In contrast, if the cross-effect is negative, the inputs give a complementary effect (Ogundari 

and Brummer 2011 p. 67). The coefficient of the interaction variables between labor and capital is negative and  

significant when tested at 1 per cent level. Therefore, labor and capital have a complementary effect in Java 

manufacturing sectors. For the times variable, the level and squared times have similar results. The coefficient 

of the time variable is significantly positive meaning that time as the technological progress indicator, has a  
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positive relationship with output. The parameter estimated for time squared is also positive and statistically 

significant suggesting that the effect of time on output will be still at the positive direction.  

In addition, the interaction between the input and time variables is also important. The parameter showing 

the interaction between capital and time is negative and highly significant. This means that capital exhibited a 

non-neutral technological regress. On the other hand, input exhibits technological progress in the sample’s 

production function since the parameter of material-time variable is positively significant. 

This study does not only intents to estimate TE and the different components of TFP growth but it also aims 

to capture differences across enterprises as factors like location (province), size (large and medium-small), 

degree of Human Resource intensity (Labor or Skill intensity), degree of capital to output, and technology 

intensity. By allowing these factors to change firm to firm it intents to observe if those factors perform 

differently when combined. As the sample is large and the size, labor, and capital implemented largely differ 

across the sample, general averages will offer a poor image of the reality of manufacturing industry. In fact the 

more specific the groups (allowing all actors together) the clearer the differences in performance. This study 

offers this as clear difference with other empirical evidences. The results are presented at three different levels 

of analysis: by group of technological intensity (three main groups based on technology), at industry level (at 2 

SIC level), and at macro level (province). To capture more factors influencing the performance it allows 

specifications on size (large and medium-small), degree of Human Resource intensity (Labor or Skill intensity), 

and degree of capital to output.  

Table 5.  Growth decomposition for three industrial groups (average 2007-2013) 

 

Output elasticity 

 

Input growth(%) 

 

eK eL e_Total 

 

K L 

Low technology 0,091 1,025 1,116 

 

0,065 -0,004 

Medium-low tech 0,093 1,005 1,098 

 

0,068 0,007 

Medium-and high-tech 0,085 1,005 1,090 

 

0,047 -0,007 

Average 0,090 1,018 1,108 

 

0,063 -0,002 

  

TFP Components 2009-2015 

 

 

TE Scale TP TEC TFP YGrowt 

 

(1). (2). (3). (4). (2)+(3)+(4) (6). 

Low technology 0,142 -0,0001 -0,0095 -0,054 -0,043 0,116 

Medium-low tech 0,149 0,0007 -0,0172 -0,054 -0,050 0,135 

Medium-and high-tech 0,162 -0,0012 -0,0167 -0,050 -0,047 0,138 

Average 0,147 0,000 -0,012 -0,054 -0,046 0,124 

Notes: eK Elasticity of Output with respect to capital, eL elasticity with respect to labor, e Total  Total 

elasticity. Technical Efficiecny, TP Technological Progress (TP), Technical Efficiency Change (TEC), Total 

Factor Productivity (TFP)  

Source. BPS, Badan Pusat Statistik Indonesia, arranged by the author 

Table 5 shows the estimates of the elasticity of output with respect to capital and labor, the input growth, the 

technical efficiency (TE), and the three main components of Total Factor Productivity (TFP), which are  
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Technical efficiency change (TEC), Technological Progress (TP), and Scale Component (SC). All these 

estimates are aggregated based on Industrial group, according to technology intensity.  

Technical efficiency ranged from 0.08 to 0.46 for the 22 industries analyzed, and on averaged registered 

0.1471 for the complete sample. The average is surprisingly low, meaning that most of the industries tend to 

locate far from the frontier. In fact, a total of 90% of the total firms are located below 0.33, a total of 7% are 

located between 0.33 and 0.66 and only 3% are located within 0.66 and 1 in reference to the frontier. This 

supports the idea that many gains are possible and needed to increase firm efficiency that overall had fallen (as 

TEC also shows). However, at a three and four digit analysis it is possible to observed huge variations among 

sub-industries improving the averages observed at two-digit level of analysis. In 7 two-digit ISIC’s (21, 23, 24, 

26, 31, 34, 35) more than 20% of the total sample of firms have more than 0.33 as TE estimator, indicating a 

50% better performance than when consider a general average.  

 

Table 6. Growth Decomposition For The Aggregates And Three Industrial Groups. 

 

TE TEC TP SEC 

TFP 

Avrg 

TFP  

07-08 

TFP  

12-13 

By Size 

Large 0,204 -0,046 -0,027 0,0052 -0,048 -0,147 0,049 

Small 0,120 -0,057 -0,006 -0,0026 -0,045 -0,144 0,054 

By Technology 

LT 0,142 -0,054 -0,010 -0,0001 -0,044 -0,142 0,054 

MHT 0,162 -0,050 -0,017 -0,0013 -0,048 -0,148 0,052 

MLT 0,150 -0,055 -0,017 0,0008 -0,051 -0,151 0,049 

By Province 

DKI Jakarta 0,163 -0,050 -0,021 -0,0003 -0,051 -0,150 0,050 

West Java 0,166 -0,051 -0,015 -0,0005 -0,046 -0,146 0,054 

Central Java 0,095 -0,063 -0,005 -0,0002 -0,047 -0,142 0,047 

DIY 0,074 -0,065 -0,005 -0,0022 -0,052 -0,150 0,054 

East Java 0,138 -0,055 -0,008 0,0003 -0,042 -0,142 0,054 

Banten 0,220 -0,042 -0,027 0,0003 -0,049 -0,149 0,051 

By industry 

AIRCFT 0,056 -0,068 -0,123 -0,0003 -0,161 -0,181 0,053 

CHMCAL 0,345 -0,032 -0,034 0,0002 -0,046 -0,147 0,066 
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COKENU 0,296 -0,032 -0,043 0,0010 -0,050 -0,150 0,060 

ELECTR 0,311 -0,033 -0,039 -0,0007 -0,051 -0,146 0,051 

FABMTL 0,200 -0,044 -0,025 0,0001 -0,049 -0,150 0,060 

FOODBT 0,145 -0,054 -0,004 0,0006 -0,037 -0,135 0,051 

MCHINE 0,202 -0,043 -0,030 0,0004 -0,052 -0,155 0,049 

MEDOPT  0,094 -0,058 -0,022 -0,0026 -0,061 -0,157 0,048 

METALS 0,456 -0,024 -0,043 0,0000 -0,046 -0,145 0,048 

MTRVHC 0,347 -0,032 -0,038 -0,0032 -0,053 -0,150 0,049 

NONMTL 0,079 -0,069 -0,001 0,0023 -0,048 -0,149 0,051 

OFFCOM 0,108 -0,055 0,016 0,0034 -0,018 -0,134 0,047 

PHARMA 0,216 -0,044 -0,029 -0,0022 -0,055 -0,159 0,053 

PULPPR 0,191 -0,046 -0,021 0,0006 -0,046 -0,146 0,045 

RAILEQ  0,261 -0,040 -0,034 -0,0015 -0,053 -0,158 0,054 

RECYCL 0,089 -0,059 -0,004 -0,0014 -0,044 -0,144 0,046 

RUBBER 0,144 -0,051 -0,024 -0,0002 -0,055 -0,155 0,052 

SHIPBT 0,146 -0,053 -0,027 -0,0009 -0,060 -0,156 0,031 

TELCOM 0,203 -0,043 -0,034 -0,0004 -0,059 -0,166 0,049 

TEXTIL 0,096 -0,060 -0,007 -0,0007 -0,047 -0,145 0,048 

WOODCK 0,101 -0,059 -0,014 -0,0014 -0,054 -0,154 0,052 

 Average  0,147 -0,054 -0,012 -0,0001 -0,046 -0,106 0,052 

Notes. Consult Appendix for Industry abbreviations.  

All 22 analyzed industries (ISIC at 2-digit) ended the period of analysis with an average of 17.9% lower TE 

values. At three-digit lSIC level only 5 out of 67 sub-industries registered positive changes in TE. A possible 

interpretation is that more and more inputs are being added into practically all industries, however the output is 

not expanding in the same proportion, indicating that inputs (both labor and capital) are less efficient 

(inputs/output). This interpretation is in line with the overall statistical performance of manufacturing in 

Indonesia reported by BPS (the Indonesian statistical bureau) in Table 2 and 3 where efficiency measured as 

ratio of inputs to output felt from 57 in 2009 to 53 in 2013. 

Average yearly TE for the sample also show a negative trend in TE values, falling from overall 0.16 in the 

first period to 0.13 in the last period.  
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Table 7. TE by industrial groups based on Capital intensity, Firm Size, and skill level 

 High Capital Intensive Low Capital Intensive  

 

Large SME Large SME 

 

 

HRI LI HRI LI HRI LI HRI LI Avg 

LT 0,256 0,128 0,133 0,085 0,358 0,194 0,246 0,141 0,142 

MHT 0,238 0,156 0,124 0,087 0,319 0,246 0,205 0,147 0,162 

MLT 0,216 0,159 0,132 0,067 0,287 0,234 0,247 0,162 0,150 

Total 0,245 0,140 0,131 0,081 0,335 0,214 0,240 0,146 0,147 

Notes. Low Technology (LT), Medium-High Technology (MHT), Medium-Low Technology (MLT). Large Size 

(L), Small and Medium Enterprise (SME), Labor Intensive (LI), Human Resource base (HRI). 

Source. BPS, Badan Pusat Statistik Indonesia, arranged by the author. 

 

When TE is analyzed allowing differences by firm size (large or medium-small), quality of human 

resources, and ratio of capital to output it allows a more objective picture. Interesting finding are: large 

companies had 40% larger TE values than small ones; high Human Capital share (more than 30% of labor in 

non-production positions) registered 38% higher TE than Labor-intensive firms (predominant production 

workers); firms with low capital/output ratios registered 38% larger TE estimators. The combination of these 

three factors allows that firms within these groups improve their average estimates to 0.335 rather a general 

average of only 0.147. Table appendix. If the analysis is done at sub-industry level large firms represent 60% of 

total enterprises with high TE (more than 0.66).  

 

LT industries also account for 60% of the firms with high TE indicating an important role of LT within 

manufacturing. Out of the 462 firms with high TE, 80% of them have low capital to output ratio, once again 

indicating a pattern of low capital in Indonesian manufacturing industry. Even though on average firms with 

higher human capital indexes perform better, more than 60% of the firms with high TE belong to industries with 

low human capital index.  

A noticeable point is that 12% of firms enjoying high TE in 2007 (out of 525) lost high TE index. A similar 

effect is reported for firms with medium level of TE (0.33 <TE> 0.66) since 25% of them lost the status of 

medium TE from 2007 to 2013.  Appendix Table A2 show the summary of firms within each group enjoying of 

high TE. Overall, only 4% of firms enjoyed high TE in 2007 and 3% in 2013. Similarly only 8% enjoyed 

medium TE in 2007 versus 6% in 2013. 

Regarding TFP estimations, the overall average TFP experience by manufacturing industries within Java is 

negative (-0.045), indicates a contraction of the production possibility frontier. The different components of TFP 

are unable to shift the frontier towards an expansion and are in fact causing it to contract by inefficiencies on 

inputs or lack of technological development. However, for the last three terms of analysis TFP registered  
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positive values for all industrial groups (average of 0,014 and 0.05 for 2011-12 and 2012-13 periods). The three 

groups experience a positive trend in TFP as TP and scale component significantly improved in the last years. 

 

The best performance in overall period is Low Technology industrial group, however, for the last two 

periods of analysis all industrial groups registered an average positive TFP (0,0521) indicating an overall 

improvement and expansion of the frontier.  

 

Table 8. Estimators based on Industry group, Size, and Human Resources 

  TE  TEC  TP  SEC TFP 

 

L S L S L S L S L S Avg 

LT             

     LI 0,167 0,110 -0,050 -0,059 -0,022 -0,002 0,007 -0,003 -0,045 -0,043 -0,043 

HRI 0,312 0,189 -0,035 -0,049 -0,034 -0,012 0,002 -0,002 -0,049 -0,044 -0,046 

MHT 

           LI 0,211 0,118 -0,045 -0,055 -0,029 -0,007 0,004 -0,004 -0,050 -0,046 -0,047 

HRI 0,286 0,166 -0,037 -0,049 -0,034 -0,016 0,003 -0,004 -0,048 -0,050 -0,049 

MLT 

           LI 0,204 0,106 -0,045 -0,062 -0,030 -0,009 0,005 -0,001 -0,050 -0,051 -0,050 

HRI 0,257 0,194 -0,040 -0,047 -0,033 -0,019 0,003 -0,004 -0,052 -0,051 -0,051 

Avg 0,204 0,120 -0,046 -0,057 -0,027 -0,006 0,005 -0,003 -0,048 -0,045 -0,046 

Notes. Large (L), (SME) Small and Medium Enterprises, Labor Intensive (LI), Human Resource base (HRI). 

Source.  BPS, Author calculations. 

 

Technical efficiency changes (TEC) can be interpreted as the rate at which entity moves towards or away 

from production frontier. TEC for all industries experienced negative and decreasing value for the whole period. 

Firms are getting farther away from the production possibility frontier. TEC is associated with the productive 

use of factors of production and by instance indicate that when factors are put together they are unable to 

produce efficiently, remaining far from the frontier and below potential. TEC had worsened over time, from an 

average -0.050 in 2007-2008 to -0.056 in 2012-2013 period for the three industrial groups (equivalent to 12% 

deterioration). As industries use inputs combined with technology in a more efficient way to produce its output, 

they move towards the frontier (or away from the frontier otherwise).  
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Table 9. TE and TFP Estimations, first and last period 

 

TE TEC TP SEC TFP 

 

2007 2013 2007-08 2013 2007 2013 2007-08 2013 
2007-

08 
2013 

LT 0,157 0,129 -0,05131 -0,057 -0,131 0,112 0,0005 -0,001 -0,142 0,054 

MHT 0,179 0,146 -0,04767 -0,053 -0,138 0,106 -0,0024 -0,001 -0,148 0,052 

MLT 0,164 0,136 -0,05173 -0,058 -0,139 0,105 -0,0012 0,002 -0,151 0,049 

Total 0,162 0,133 -0,05078 -0,057 -0,134 0,109 -0,0003 0,000 -0,145 0,052 

Source. Author’s estimation.  

An overall TEC for the whole period registered is -0.053. This negative TEC is an evidence of the 

contraction of the production possibility frontier due to low technical efficiency changes. The large presence of 

labor-intensive manufacturing activities and relatively low capitalization may support the fact that there is little 

improvement in the way inputs are use. As more factors are poured into industry the expansion is not 

accompanied by the technical improvements needed, suppressing the capability of factors to reach higher 

productivity and production capacity. The negative rates of TEC indicate that a lot more has to be done in 

getting closer to the production capability. It is also possible that idle resources are being discharge (higher 

unemployment) or discouraging capital formation (even loss of capitalization).  

 Technological Progress (TP) can be interpreted as the shifts of the production function over time. 

Improvements in information technologies, technological disruptions or absorption, new production techniques, 

improvements due to research and development, as well as other factors can support technological change. It has 

implications in the increase of the productivity of the factors of production. Overall TP registered is -0.0123 for 

the whole period. The best performance in TP is under LT industrial group. Interestingly all three industrial 

groups improved significantly their TP values, bringing it from -0.134 in 2007 period to 0.109 (positive) in 

2013. 

These results are also in line with the industrial performance shown in general statistics in table 2 and 

appendix Table A1 where the real production to installed capacity improved from 71% in 2009 to 77% in 2013. 

Even though this kind of movement is more proper to TE or TEC (an improvement of use of actual resources or 

dormant resources) it is possible that idle resources were not capture in PPF (either due to short time period of 

analysis, data reported by companies, or measurements) and by instance once they are employed the additional 

output produced “pushes” the frontier outwards.  

A positive trend in TP indicates that inputs are becoming more productive and by instance they are 

increasing the output per factor, pushing outwards the production possibility frontier. Worker productivity 

(Rupiah / worker) in industrial statistics (Table 2 and 3) is reported as almost 25% higher from 2009 to 2013. 

While labor in manufacturing increased by 15%, total value added increased more than 50%, indicating a period 

characterized by a decrease on the units of workers per output.   

As technological progress is an important factor in promoting economic growth (expanding the frontier), the  
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increase of the rate of TP in the last years may indicate a positive path towards the recovery of industrial 

activity, possibly indicating a positive effect of industrial policy towards technological improvements that can 

help to maintain comparative advantage, creating a new edge for competition, a more efficient relocation of 

factors, improvement in quality of factors of production, etc. 

Technological progress is a must for Indonesia if the country is to compete in global markets, to substitute 

imports and support the growth of the country. More investments in innovation, new techniques, technological 

absorption capability, and other factors supporting technological capability may help the country to catch-up. 

Table 10. Yearly Estimators TEC, TP, SEC  

 

LT MHT MLT 

 

TEC TP SEC TEC TP SEC TEC TP SEC 

2008 -0,051 -0,091 0,001 -0,048 -0,098 -0,002 -0,052 -0,098 -0,001 

2009 -0,052 -0,051 -0,001 -0,049 -0,057 -0,001 -0,053 -0,058 0,000 

2010 -0,054 -0,010 0,000 -0,049 -0,016 -0,001 -0,054 -0,017 0,000 

2011 -0,055 0,031 0,000 -0,051 0,024 0,000 -0,055 0,024 0,001 

2012 -0,056 0,072 0,001 -0,052 0,065 -0,002 -0,057 0,064 0,003 

2013 -0,057 0,112 -0,001 -0,053 0,106 -0,001 -0,058 0,105 0,002 

Average -0,054 -0,010 0,000 -0,050 -0,017 -0,001 -0,055 -0,017 0,001 

Source. BPS and Authors estimation 

As Scale economies refer to the contribution of factors of production to output growth. When there are 

additional inputs (as new labor or capital incorporates) it is expected that the new factors may drive growth in 

the industries. However, as new factors incorporate other components (technological, innovation, managerial, 

efficiency, etc.) are needed to complement and help pushing the frontier. The scale component also refers to the 

proportional changed created in the output due to changes in inputs of production. Savings in the use of factors, 

while keeping output constant or increasing it, helps companies to increase output per unit of input. Overall 

scale component values are rather small. Industrial groups in general performed differently, while SEC for 

Medium-High Tech industries are generally negative (with ups and downs over time), Medium-Low Tech 

improved significantly (even though is very small) from -0.0019 to 0.00178.  

Overall SEC registered -0.00012 for the whole period. However, at particular periods and by particular 

industrial groups, LT and MLT industrial groups registered positive SEC values. The best performance of SEC 

is under MLT, which is in fact positive for the whole period, even though very small 0.00077.   

SEC component was a very small contributor to TFP with rather small values (not supporting TFP but neither 

pulling it down). The almost 15% increase in manufacturing labor force from 2009 to 2013 give relatively low 

SEC as contributor to TFP. It may be that increases of labor were not properly supported by the necessary 

investments, or that labor is unskilled and additions in labor takes time before they start adding value to 
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industry. The SEC of labor has been significantly a higher contributor to improvements in output rather than 

capital.  

The presence of positive and moderate increasing returns to scale can represent a pro-cyclical behavior in 

the use of factors, as with increases in scale due to increases of labor supply (main factor of production in 

manufacturing), but negative when there is a decline in the share of the input. However, since the economies of 

scale are moderate in magnitude it is not able to strongly influence TFP growth. 

In other hand, as industries experience increasing returns to scale implies that there may be incentives for 

industries to expand until the returns to scale are exploited. An important point is that manufacturing output has 

being growing slowly in the last years, indicating that new labor has been added but output in fact is contracting, 

or growing at lower rate. 

 

Table 11. Elasticity of Output with respect to Labor and Capital by Industry group, Size, and Skill intensity  

 

EL EK E 

 

Large SME Avg Large SME Avg Large SME Avg 

LT                   

LI 0,977 1,054 1,032 0,019 0,120 0,091 0,996 1,174 1,123 

HRI 0,936 1,021 0,989 0,035 0,121 0,088 0,971 1,142 1,077 

MHT 

         LI 0,961 1,038 1,009 0,028 0,120 0,085 0,989 1,158 1,094 

HRI 0,938 1,009 0,978 0,041 0,118 0,085 0,979 1,127 1,063 

MLT                   

LI 0,954 1,036 1,010 0,036 0,121 0,094 0,991 1,157 1,104 

HRI 0,936 1,004 0,978 0,039 0,122 0,090 0,975 1,126 1,069 

Avg 0,963 1,044 1,018 0,027 0,120 0,090 0,990 1,164 1,108 

Source. Badan Pusat Statistik Indonesia (BPS) and Author's estimation.  

 

The elasticity of output with respect to labor and capital at industry level show a larger contribution of labor 

over capital. The values of capital are surprisingly low when consider in average for the whole sample. Increases 

in labor allow higher returns in output versus increases in capital. Elasticity of output with respect to labor 

increased slightly from 1.015 to 1.020. Elasticity of output with respect to labor is dominant for all industries in 

Java, with average of 1.018. Meaning that additional units of labor may foster the expansion of output by more 

than one in the whole industry. This support the pattern of manufacturing in Java mainly oriented to labor 

intensive industries, for instance requiring more labor (more efficient labor) in order to expand. The elasticity 

values kept relatively stable during the whole period may indicate that manufacturing is supported mainly by  
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large labor pool. However, it may be expected that a combination of large labor with better practices and larger 

capital deepening may increase the total elasticity of output with respect with both factors. 

 

As the values of elasticity of output with respect to labor decrease over time it may indicate a possible loss 

on higher output due to relatively low productive labor (as capital has not complemented it). A large and young 

population in Java may be losing the potential of a demographic boom by low productivity levels, lack of 

investment, low technological capability and increasing costs of production. 

Surprisingly when allowing for differences in size, small companies get 8% higher elasticity of output with 

respect to labor than large firms. Meaning that expansion of labor in small companies gives higher contributions 

to output and by instance they can absorb more of the new labor.  

Related to elasticity of output with respect to capital, small firms registered 4.5 times (450%) larger 

elasticity than large companies. However, as the value of the elasticity of output to capital is small (0.12) it does 

not make such a big impact either. Overall, small companies enjoyed 15% higher elasticity than large companies 

indicating the importance of small and medium enterprises for a more efficient allocation of resources.  

Elasticity of labor shows practically no change from 2007 to 2013 (less than 1%), both in general as well as 

for particular industry groups. Elasticity of capital for the three industrial groups shows deterioration from 2007 

to 2013 of almost 30% (even though in absolute terms is small in percentage share is large). In fact, in absolute 

terms increases in total capital (at constant prices) increased by less than 1% based on the survey of medium and 

large enterprises in Java form 2007-2013. 

Manufacturing in Java shows high dependence for non-capital inputs (specially labor) to create higher 

impacts on output. Total elasticity of output with respect to capital felt along the time from 0.10 to 0.071. The 

return of capital added to manufacturing sectors experience then a negative trend in terms of contribution to 

output (downward sloping). Industries are still dominated and supported mainly by labor and other resources 

(not included in this study as energy, raw materials, human capital, etc.). This indicates that each new unit of 

capital adds less and less to output. An inverse effect is to be expected considering that labor intensive industries 

may experience growth when additional units of capital are added. However, based on the survey of medium 

and large companies, labor is growing faster (more than 10% in the period) than capital (less than 1%), 

indicating how both labor and capital becomes less productive as there is more labor per unit of capital in most 

of the industries. 

Overall, total elasticity felt from 1.12 to 1.09 showing an unbalanced growth of inputs. The three industrial 

groups experienced similar declines in total elasticity of output with respect to labor and capital. This may also 

complement the results on TFP, explaining how the production possibility frontier is not expanding as 

manufacturing requires higher amounts of capital investment to shift the curve and to absorbed the new labor.  

In fact, total elasticity is also falling meaning that even additional units of labor do not compensate for the lack 

of investment in the industry. Inputs are complementary rather than substitute.  

3.2 Regional Analysis 

This section looks at differences arising from geographical factors, whether different locations allow  
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companies to enjoy higher TE and TFP factors or not. Banten register higher TE estimators (0.22) than the 

general (whole sample average of 0.14), particularly high in LT industries. DKI Jakarta and West Java 

performed higher than average in MHT industries (0.21 and 0.20).  

 

Table 12. Estimation of TE and TFP at Provinces 

 

TE TEC TP SEC TFP 

DKI Jakarta 0,1628 -0,0504 -0,0209 -0,0003 -0,0513 

West Java 0,1657 -0,0510 -0,0150 -0,0005 -0,0463 

Central Java 0,0954 -0,0626 -0,0047 -0,0002 -0,0472 

DIY 0,0737 -0,0646 -0,0052 -0,0022 -0,0517 

East Java 0,1380 -0,0547 -0,0083 0,0003 -0,0424 

Banten 0,2200 -0,0424 -0,0268 0,0003 -0,0486 

Avg 0,1472 -0,0537 -0,0123 -0,0001 -0,0459 

Source. BPS and Authors estimation 

In general, all provinces lower their TE and TEC values overtime. In other hand, all provinces improved 

their TP and TFP values indicating a relatively similar industrial performance (however focus on different 

manufacturing groups). However, when SEC is analyzed, some provinces (Jakarta, West Java, DIY, Banten) 

improved their global averages while some of them got lower values (Central and East Java). This indicates that 

some provinces are more capable of absorbing labor and allowing them to positively contribute to the expansion 

of output, while the others provinces are getting lower returns for the additional factors (inputs) added. 

It is possible to observe significant differences in TE across provinces, for example Banten performed in 

average 3 times better than DIY, and Jakarta and West Java more than twice. TP and SC are also different 

across provinces indicating that location ends up influencing the performance. Low technology industries 

experienced higher rates of loss in TEC practically for all provinces.  

In general TFP for small and medium firms registered larger TFP improvements and absolute values over 

large firms, except for Jakarta were larger firms performed better than small ones. Medium–High Technology 

manufacturing (large) performed better in Jakarta province than in other place. For all the other provinces Low 

Technology industries performed better than the other industrial groups, with some exceptions where Medium-

High technology, particularly small size performed well. Interesting differences in TFP are found where 

industrial groups located in different provinces are allowed to vary in size, human resource quality and 

capital/output ratio. For example, in 2013, TFP in low capital/output ratio performed 50% better than those with 

high capital/output ratio.       

Surprisingly TFP is supported mainly by TP, secondly by a very small contribution by SEC, however TEC 

is dragging down the TFP expansion with negative values for all industries. 
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Table 13. Estimation of TE, TFP and Elasticity based on Provinces and Industrial Groups 

 

TE TEC TP SEC TFP EL EK ETot Y_Growth 

Low Technology (LT)          

DKI Jakarta 0,144 -0,052 -0,016 -0,0001 -0,048 1,005 0,094 1,099 0,118 

West Java 0,160 -0,049 -0,013 -0,0008 -0,043 1,013 0,086 1,099 0,122 

Central J 0,097 -0,062 -0,003 -0,0002 -0,045 1,045 0,090 1,135 0,087 

DIY 0,076 -0,064 -0,007 -0,0016 -0,053 1,033 0,088 1,121 0,129 

East Java 0,136 -0,055 -0,005 0,0005 -0,040 1,039 0,098 1,136 0,121 

Banten 0,240 -0,041 -0,025 0,0003 -0,046 0,974 0,072 1,046 0,152 

Medium High Technology (MHT) 

 

    

DKI Jakarta 0,228 -0,043 -0,030 -0,0008 -0,053 0,969 0,073 1,042 0,176 

West Java 0,224 -0,042 -0,025 -0,0022 -0,049 0,978 0,079 1,057 0,143 

Central J 0,074 -0,064 -0,004 -0,0006 -0,048 1,041 0,085 1,126 0,105 

DIY 0,062 -0,066 0,0018 -0,0061 -0,049 1,058 0,092 1,150 0,153 

East Java 0,126 -0,053 -0,009 -0,0006 -0,042 1,030 0,098 1,128 0,120 

Banten 0,179 -0,045 -0,024 -0,0007 -0,049 0,975 0,080 1,055 0,194 

Medium Low Technology (MLT) 

DKI Jakarta 0,165 -0,049 -0,025 -0,0004 -0,056 0,976 0,095 1,072 0,098 

West Java 0,133 -0,060 -0,010 0,0015 -0,049 1,024 0,097 1,121 0,147 

Central J 0,110 -0,060 -0,015 0,0005 -0,055 1,009 0,088 1,097 0,116 

DIY 0,078 -0,062 -0,006 0,0005 -0,048 1,036 0,099 1,135 0,220 

East Java 0,153 -0,051 -0,018 0,0002 -0,049 1,002 0,095 1,098 0,128 

Banten 0,214 -0,042 -0,030 0,0009 -0,051 0,967 0,081 1,048 0,140 

Average 0,147 -0,053 -0,012 -0,0001 -0,045 

    

Notes: eK Elasticity of Output with respect to capital, eL elasticity with respect to labor, e Total  Total elasticity. Technical Efficiecny, TP 

Technological Progress (TP), Technical Efficiency Change (TEC), Total Factor Productivity (TFP)  

Source. BPS and Authors estimation. 

 

IV CONCLUSION 

This study estimates Technical efficiency and Total Factor Productivity with its three main components 

(TEC, TP and SC) for the Indonesian Manufacturing Industry with the intention to look at patterns of  
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productivity growth for the country. As the country is in need to higher growth rates to absorb the large young 

labor, to catch up with development, to promote higher welfare and to improve global competitiveness, 

productivity is at the heart of projected growth for the country. The estimation of the production function for 

Indonesian manufacturing industry shows that both capital and labor are experiencing increasing returns 

offering possibilities for expansion of output and efficient absorption of new inputs, very much needed for the 

constant labor expansion of the country. Both labor and capital appear as complementary factors if output is to 

expand. While labor is indeed expanding, capital has been falling short indicating that the country lacks 

capitalization as it is underperforming due to low capital formation. The time variable is positive for labor 

(exhibiting technological progress) while capital is non-neutral technological progress.  

This study allows aggregating results of the estimations of TE and TFP based on technological 

intensity (low, medium-low, and medium-high), size of firm (large or SME), capital/output ratio (low capital, 

high-capital), labor skill (labor intensity or skill intensity), and location (province). In general, the results show a 

rather small technical efficiency for most firms (90%). TFP was also negative for the whole period of analysis 

(2007-2013). Larger firms reported TE estimations 42% higher than SME, positive scale (0.0052) versus 

negative of SME (-0.0026). However, SME enjoyed higher Technological progress (even though negative) 

bringing the TFP higher for SME than to large firms.   

Firms with high Human Capital share registered 38% higher TE than Labor-intensive firms. Firms with 

low capital/output ratios registered 38% larger TE estimators. The combination of these two factors plus 

technology intensity allows that firms within these groups improve their average estimates to 0.335 rather a 

general average of only 0.147. However, on average, firms ended up the period of analysis with 18% lower TE 

values.  Low technology firms represent 60% of firms with high TE, and out of them 80% have low 

capital/output ratio, indicating the important role of labor-intensive firms. Low-tech was found to be the best 

performer in TFP. 

Surprisingly average TFP for all 2-digit ISIC industries was found negative for all industries. However, 

in the last three periods all industries experience positive TFP, mainly promoted by TP and small-scale 

component improvements. There is evidence of TEC following a negative trend indicating that factors are less 

productive along time, and indicating that Indonesia relies more in technological changes as well as in higher 

complementation of capital to push outwards the frontier. Technological Progress significantly improves for the 

country in the last years, now being responsible for the main changes in TFP. Low TEC indicates that inputs are 

not adjusting with the changes in technology, possibly related to low technological absorption of labor. Scale 

component is improving however its contribution to TFP growth is rather small.  

The elasticity of output with respect to labor and capital at industry level show a larger contribution of 

labor over capital, however with no improvement across time Capital enjoys a rather small elasticity however is 

playing a more important role as the country is experiencing a slowdown in capitalization, putting pressure in 

industry if ever the country is expecting to expand its frontier. Its high dependence to labor industries and its 

low technological capability is putting pressure on expansion as labor grows faster than output and labor cost are 

on constant increase without significant changes in productivity. 

In general, all provinces lower their TE and TEC values overtime while they improved their TP and 

TFP values indicating a relatively similar industrial performance, however, with focus on different  
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manufacturing groups. Some provinces significantly improved their scale component indicating a higher 

capability to absorb new factors (East Java and Jakarta), while others are in fact slowing down.  

In general TFP for small and medium firms registered larger TFP improvements and absolute values 

over large firms. In 2013, TFP in low capital/output ratio performed 50% better than those with high 

capital/output ratio, mainly Low technology. Differences in TFP growth are found when industrial groups 

located in different provinces as well as when they vary on size, human resource quality, technological 

capability and capital/output ratio.  

For future studies an increase of the input factors (materials, energy and human capital) may allow 

reaching better results. However, even though the estimations differ with some other studies in Indonesia, it also 

coincides with some of them and is congruent with the findings. A more comprehensive study, wider in 

variables and allowing comparing different methodologies will help reaching better estimates. 
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Abstract: Increased dependence on fossil fuels as a means for electric power generation poses various harmful 

consequences to society and the world as a whole. In response to this, renewable sources of energy have taken 

center stage in an attempt to reduce greenhouse gas emissions. Wind power generation, specifically, is 

becoming an increasingly popular undertaking in the Philippines. With little to no studies on the feasibility of 

wind farms in the country, there is an urgent need for empirical investigation on the said venture. This paper 

presents both a financial and economic cost-benefit analysis on the 54-megawatt wind farm located in San 

Lorenzo, Guimaras. Conclusions were drawn from computing for the net present value (NPV) for a period of 20 

years, using three discount values: five percent, eight percent, and twelve percent. The research finds, for both 

the investors’ and society’s perspective, that the project generated a positive NPV. Further considerations need 

to be included in future updated analysis in order to establish the robustness of viability of wind power, a 

promising source of clean energy in the country.  

 

Keywords: carbon emission reduction; cost-benefit analysis; fossil fuel dependence; net present value; 

renewable energy; sensitivity analysis; wind power generation 

 

I. INTRODUCTION  

Throughout the years, the world has seen steady advancements in electricity generation coupled with 

that fact of increasing world power consumption. The highest spikes in energy consumption can be observed 

mainly in developing countries and this circumstance may present substantial problems for the communities as a 

whole (Hossain, 2014). 

In addition, there is also a growing concern directed towards global warming and its drastic effects to 

the environment, which can be linked to a heavily dependent fossil fuel power generation system. Policy makers 

from all over the world are starting to see the importance of reducing greenhouse gases in the atmosphere and 

are supporting programs and innovations that provide sufficient solutions to the said problem. Utilization of 

wind power is receiving a lot of attention for its clean and environment-friendly operations on electricity 

generation (Denny E. , 2007). 

In the case of the Philippines, the country is equipped with abundant natural resources, most of which 

have yet to reach their maximum potential. As renewable sources of energy continue its growing presence in the 

scientific community, there is a rising importance to assess the impacts of these specific projects (Zabala, 2015). 

In line with this, wind power generation ventures being undertaken in the Philippines should be further 

subjected to economic viability analysis and evaluation. 
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The 54 MW wind farm which is located in the four barangays of a municipality in Guimaras, consists 

of 27 wind turbines wherein each turbine could generate two megawatts. The authorization to connect the 

project with the National Grid Corporation of the Philippines was a first for a renewable energy venture in the 

country. The wind farm provides the power supply needed for the whole island province of Guimaras and 

supplies energy to the rest of the provinces that lies within the Luzon-Visayas Electric Power Grid. The 

project’s main purpose is to utilize wind as a source in power supply generation and to reduce fossil fuel 

dependence of the country (CDM – Executive Board, 2006).  

This paper calculates the project’s costs and benefits, its discounted net present value (NPV), and 

interprets the values from a sensitivity analysis. By conducting such study, researchers are able to analyze the 

economic viability of the wind power generation project in San Lorenzo, Guimaras, to assess whether the 

project yields a positive return from the private sector’s perspective, and to evaluate whether the project yields a 

positive net benefit to the society as a whole.  

Following the nine-step cost-benefit analysis (CBA) process (Boardman, et al, 1996), both financial 

and economic CBA indicated that the said project generates positive returns to the developers, and to society as 

a whole. 

 

II. MATERIALS AND METHODS  

The economic viability of the aforementioned project was evaluated through a cost-benefit analysis, 

which involves systematically categorizing the impacts of the project under consideration as benefits and costs, 

quantifying and valuing these impacts in monetary terms, and determining the net benefits by computing for the 

net present values (Boardman, Greenberg, Vining, & Weirner, 1996).  

The project’s costs and benefits were analyzed in two different perspectives, namely: Financial and 

Economic, over its 20-year lifespan using discount rates of eight, twelve, and fifteen percents. For the private 

sector, costs include initial investments or capital costs, operating and maintenance costs, and tax paid to the 

local government of San Lorenzo. For the society as a whole, costs were determined to be the same as in the 

financial, with the exclusion of tax payments since these were already considered as transfer payments. The 

aforesaid costs were calculated using corresponding market prices. The benefits received by the private sector, 

were the revenues incurred from supplying power to the grid, which were also valued using market prices. On 

the other hand, economic benefits include the value of generated electricity, which was computed using the 

approved feed-in tariff (FIT) and the target power generation; reduced carbon emissions, which was monetized 

using the social cost of carbon (SC-CO2), as presented by the Environmental Protection Agency (EPA), with 

values converted into Philippine peso (Php) using the November 2016 dollar-peso exchange rate of Php 49.92; 

and tourist influx, which was expressed in monetary terms with the use of data provided by the tourism offices 

and guest assistance centers of the Province of Guimaras, specifically the headcount of visitor arrivals, and their 

average length of stay and corresponding average daily expenditure.  

Two kinds of data sources were used in this study – primary and secondary. Primary data were 

obtained through a personal interview with a key informant, the plant manager of San Lorenzo Wind Farm. 

Secondary data, on the other hand, were obtained from various government offices in Guimaras, the Internet,  
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and published documents and materials related to the study. Acquisition of these data were made possible 

through letters sent to the key informant, the Office of the Municipal Mayor of San Lorenzo, and the Office of 

the Provincial Governor of Guimaras, explaining what the study was about and asking for their permission, 

assistance, and participation as well as access to the necessary data and information about the project. 

Furthermore, a sensitivity analysis was done in order to account for the returns of the project when 

subjected to a variety of conditions. Circumstances proposed for the financial sensitivity analysis included 

varied electricity prices, production costs, and electricity generation. On the other hand, economic sensitivity 

analysis made use of the same assumptions with varied tourist influx as an addition. 

It is worth noting that the researchers operated on time and budget constraints for the duration of the 

paper. Since the 54 MW wind farm is currently being managed by a private corporation, collection of data, 

especially the detailed breakdown of costs, also proved to be a limiting factor in the said study. 

 

III. RESULTS AND DISCUSSION 

 

2.1. Financial Analysis 

A financial analysis considers the point-of-view of the investors or developers. This type of analysis only 

includes the impacts that the investors face. Financial analysis asks: will the said project increase investor’s 

wealth? 

 

2.1.1. Financial Cost-benefit analysis 

Table 1. Project impacts for financial analysis. 

Benefits 
Quantity 

(kWh/year) 

Price 

(Php/kWh) 
Calculated Benefit Year(s) 

Electricity generation1 120,798,000 7.40 893,846,000.00 1-20 

Costs   Cost (Php/year) Year(s) 

Machineries   3,565,908,039.91 0 

Building Operations   122,739,771.08 0 

Operating and Maintenance Cost   72,000,000.00 1-20 

Tax Payments   635,486,152.00 1-20 

1 Electricity price was imparted by the developers and that revenue received was considered a constant return throughout the 

20 years due to data constraints. 

 

It can be seen that costs incurred before the start of project operations take up a majority of the total cost 

and that the benefit is spread out over time. From here, it can be said that the period for which the project 

remains in operating condition and the quantity of generated electricity is important to cover the initial costs 

and, in turn, calculating for the NPV. 
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Table 2. Annual net present value for financial analysis. 

Year 
Amount (Php) 

8% 12% 15% 

1 − 2,948,652,673.14 − 2,843,343,649.10 − 2,769,169,466.95 

2 432,187,006.17 401,867,764.67 381,174,233.65 

3 400,173,153.86 358,810,504.17 331,455,855.35 

4 370,530,698.02 320,366,521.58 288,222,482.91 

5 343,083,979.65 286,041,537.12 250,628,246.01 

6 317,670,351.53 255,394,229.57 217,937,605.22 

7 294,139,214.38 228,030,562.12 189,510,961.07 

8 272,351,124.42 203,598,716.18 164,792,140.06 

9 252,176,967.06 181,784,568.02 143,297,513.09 

10 233,497,191.72 162,307,650.02 124,606,533.12 

11 216,201,103.45 144,917,544.66 108,353,507.06 

12 200,186,206.89 129,390,664.87 94,220,440.93 

13 185,357,598.98 115,527,379.35 81,930,818.20 

14 171,627,406.46 103,149,445.85 71,244,189.74 

15 158,914,265.24 92,097,719.51 61,951,469.34 

16 147,142,838.19 82,230,106.70 53,870,842.90 

17 136,243,368.69 73,419,738.13 46,844,211.22 

18 126,151,267.31 65,553,337.61 40,734,096.71 

19 116,806,728.99 58,529,765.73 35,420,953.66 

20 108,154,378.69 52,258,719.40 30,800,829.27 

TOTAL 1,533,942,176.55 471,932,826.15 ̶  52,172,537.45 

 

The net present values over the lifetime of the project were positive for the discount rates of eight and 

twelve percent. However, it became negative when the discount rate of fifteen percent was used for the reason 

that the employment of a relatively higher discount rate generates relatively lower discounted values, as can be 

seen in Table 2 above. 

 

2.1.2. Sensitivity Analysis 

Table 3. Sensitivity analysis for financial analysis. 

Assumption 
20-year NPV (Amount in Php) 

8% 12% 15% 

Original Assumption 1,533,942,176.55 471,932,826.15 ̶  52,172,537.45 

Capital costs increase by 100% ̶  1,881,472,463.25 ̶  2,821,502,719.38 ̶  3,259,692,373.09 

Guaranteed FIT rate of Php 8.53/kwh 

for the generated electricity 
2,874,047,625.19 1,491,457,353.93 802,180,515.59 

Power generation increase by 10% 2,411,533,355.31 1,139,586,056.73   507,315,302.60 
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Results were subjected to a sensitivity analysis to determine the NPVs for a variety of conditions. 

Computations showed that the project’s initial investment greatly affects the developer’s total cost at the three 

discount rates. Also, the calculations showed that when the FIT rate was valued at the former amount of Php 

8.53, NPVs exhibited a large increase. As compared with electricity prices, results for the 10% increase in 

power generation also presented changes in the NPVs, but not as large. 

 

2.2. Economic Analysis 

The cost and benefits associated with the economic analysis of the project considers the impacts felt by the 

society as a whole. With this, development of wind power generation can give rise to welfares that can be 

attributed to society. 

 

2.2.1. Economic Cost-benefit analysis 

 

Table 4. Project impacts for economic analysis. 

Benefits Quantity Value (Php/unit) Calculated Benefit (Php) Year(s) 

Electricity generation1 
120,798,000 

kW 
7.40 893,846,000.00 1-20 

Carbon emission 

reduction2 
65,468 Varies per year  1-20 

Tourist influx3 14,819 1,500.00 / 2,000.00       26,147,000.00 1-20 

Costs   Cost (Php/year) Year(s) 

Machineries          3,565,908,039.91 0 

Building Operations   122,739,771.08 0 

Operating and 

Maintenance Cost 
  72,000,000.00 1-20 

1 The quantity of electricity generated was derived from the investor’s annual target electricity generation. 

2 Data was acquired from the investors. Values for the corresponding carbon emission reduction per year were 

derived from the Environmental Protection Agency (EPA). Since the prices were in dollars, the values were 

converted by using the November 2016 peso-dollar exchange rate to attain the equivalent peso values. 

3 Data was attained through the Provincial Tourism Office of Guimaras. In calculating for tourist receipts, the 

researchers utilized the Visitor Expenditure Survey (2006) conducted by the island’s tourism office: Php 

1,500.00 for local tourists and Php 2,000.00 for foreign. Both of which were further multiplied to the average 

length of stay, which was two days. 

 

The table above shows that the majority of total cost comes from initial investments and that the benefits 

are all spread out and felt in the 20-year lifespan of the project. It is important that the project would be able to 

operate for the whole of its time period so that the costs from initial undertakings may be covered. It is 

suggested that further studies on this area should take into account the impact of noise pollution to society. If 

there is a standard market price for noise, estimations can yield accurate values to measure its social costs. 
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Table 5. Annual net present value for economic analysis. 

Year 
Amount (Php) 

8% 12% 15% 

1 ̶  2,521,297,184.10 ̶  2,431,250,856.10 ̶  2,367,826,920.72 

2 833,490,378.33 775,018,476.79 735,110,152.95 

3 774,344,723.11 694,306,996.40 641,375,089.89 

4 719,388,051.78 621,993,937.46 559,586,052.02 

5 668,324,304.47 557,206,173.08 488,221,421.37 

6 620,878,297.21 499,161,264.54 425,953,283.27 

7 574,887,312.23 445,679,700.48 370,394,159.36 

8 534,068,753.42 399,248,260.05 323,150,245.85 

9 496,142,999.97 357,650,192.94 281,929,229.55 

10 460,905,458.25 320,382,790.29 245,963,691.59 

11 428,165,972.10 286,995,581.40 214,583,940.34 

12 397,747,806.48 257,084,910.75 187,205,573.68 

13 369,486,702.60 230,289,077.39 163,318,623.16 

14 343,229,999.25 206,283,978.48 142,478,079.08 

15 317,805,554.86 184,182,123.64 123,893,981.81 

16 295,218,348.14 164,981,432.79 108,083,148.66 

17 274,233,605.22 147,780,840.09 94,289,043.57 

18 254,737,859.34 132,372,169.17 82,254,556.93 

19 236,625,660.97 118,568,892.58 71,755,340.17 

20 220,500,191.07 106,542,682.34 62,795,319.26 

TOTAL 6,298,884,794.71 4,074,478,624.56 2,954,514,011.78 

 

 

The project yielded positive net present values over twenty years for all the discount rates. The values 

generated ranged from Php 2,954,514,011.78 to Php 6,298,884,794.71, depending on the discount rate. It can be 

implied from this that the project is beneficial to the society as a whole. 

 

The sensitivity analysis results showed that the project’s initial investment greatly affects the developer’s 

total cost at the three discount rates. Also, the computations showed that when the FIT rate was valued at the 

former amount of Php 8.53, NPVs exhibited a large increase. As compared with electricity prices, results for the 

10% increase in power generation also presented changes in the NPVs, but not as large. 

 

 

2.2.2. Sensitivity Analysis 
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Table 6. Sensitivity analysis for economic analysis. 

Assumption 
20-year NPV (Amount in Php) 

8% 12% 15% 

Original Assumption 
6,298,884,794.71 4,074,478,624.56 2,954,514,011.78 

Capital costs increase by 100% 
2,883,470,154.91 781,043,079.03 ̶  253,005,823.86 

Guaranteed FIT rate of Php 8.53/kwh     

for the generated electricity 

7,638,990,243.35 5,094,003,152.34 3,808,867,064.82 

Power generation increase by 10% 
6,815,602,754.95 4,394,146,965.86 3,175,094,829.22 

Influx of local tourists increase by 

100% 

6,551,633,363.42 4,266,764,511.78 3,115,647,981.91 

Influx of foreign tourists increase by 

100% 

6,382,371,670.48 4,160,517,776.91 3,038,830,894.26 

 

 

 

IV. CONCLUSION  

The 54 MW wind farm in Guimaras, Philippines provides a clean and renewable source of energy to 

the community. The generated power is expected to be at its peak during the months of January to February and 

the project targets to generate at least 120 gigawatts-hours of electricity, which can supply the energy demand of 

about 48,000 households or more (Gallego, 2016). 

This study focused primarily on the determination of the costs and benefits associated with the 

establishment of the aforementioned wind farm on both the financial and economic perspective. The results of 

the CBA indicated that the said project generates positive returns to the developers, for the two discount rates 

specified (8% and 12%), and to society as a whole. This implies that wind power generation projects are viable 

business ventures for investors.  

The wind farm’s benefits to the society significantly outweigh its costs, implying that its maintenance 

and operation be continued, and even expanded. The existence of such projects could potentially increase and 

improve the local government’s Internal Revenue Allotment (IRA). Given that such projects are beneficial, 

other towns and communities should also consider investing on renewable energies. 

It is worth-noting that CBA is only one tool out of many decision-making devices and the results of 

which do not encapsulate all of the impacts from a project. 

It is recommended that future researchers should include monetization of noise disturbance caused by 

the wind turbines. This could be achieved by conducting a contingency valuation on the willingness to pay of 

nearby households in avoiding the negative externality. 
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Abstract: The business program of the University of Santo Tomas provides experiential learning opportunities to 

students through practicum or on-the-job training program. Therefore, the study evaluated the graduating students’ 

involvement in the practicum or on-the-job training program of the UST College of Commerce & Business 

Administration graduating batch 2015-2016. The purposes of this study are: (a) To determine the perceived 

relevance to the students and their programs, (b) To get the relationship of perceived relevance and performance c) 

To determine the invaluable factors that were experienced during the OJT, (d) To identify both the common positive 

and negative comments of the supervisors. Descriptive statistics was used to present quantitative descriptions in a 

manageable form. Results show that there is no significant difference across the programs sampled. The researcher 

discovered that there is a need to conduct workshops or seminars which will improve the confidence and initiative of 

the students.  

 

Keywords: OJT; Experiential Learning; Confidence; Evaluation 

 

I. INTRODUCTION 

On the job training or internship play a crucial role in preparing students to the business world.  Practical 

experiential activities are necessary to provide the students first hand skill development and knowledge which they 

cannot get within the confines of the classroom (Bisoux, 2007; Posner, 2008).  To increase the employability of 

graduates, on the job training/ practicum is very essential in the current labor markets. Training is one of the most 

pervasive methods for enhancing individual productivity and improving job performance in the work environment 

(Goldstein and Ford, 2002, Gumpa and Bosrom, 2006 as cited by Farjad, 2012, Hanegraaff, M. 2015) The overall 

outcome of the on the job training experiences can be measured by the extent of preparation and support which both 

the program and the host companies are providing to the student-trainee (Verecio, 2014). 

The study would determine the relevance of internship or practicum training experience to make policy 

recommendations for different types of industry.  Students, faculty members, industry partners are mostly involved 

in the experiential experience in the workplace.  Students physically undergo the training so they can experience 

actual work in the chosen companies based on their specialization/program.  Industry partners provide the facilities 

and the faculty member’s act as mentors to their advisees (Aquino, 2014). 

The graduating students of the College of Commerce and Business Administration  for Academic year 2015-

2016, who had undertaken their on the job training /practicum, were  the subjects of this study. These graduating 

students are taking up Bachelor of Science in Business Administration and are currently enrolled in the four major 

different programs namely: a) Economics b) Human Resource Development c) Finance and d) Marketing. The study 

http://sareb-journal.org/
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evaluated the graduating students’ involvements in the practicum or on- the job training program (OJT) of the UST 

College of Commerce & Business Administration. The business program at University of Santo Tomas provides 

experiential learning opportunities to students through practicum or on- job-training program. The program is 

designed to provide students with the opportunity to acquire practical training thru enrollment in a six unit’s lab -

credit hour summer course for 300 hours. 

The objectives of this study are: a) To determine the perceived relevance of OJT to Business students to their 

respective programs b) To get the relationship of perceived relevance and performance of interns or interns in 

different industries c). to identify the top performers or best interns/internees in Economics, Finance, Human 

Resource Development, and Marketing who experienced on the job training in various industries with the two 

criteria:  Supervisor’s and Adviser’s evaluations and recommend to the management to give due recognition to the 

top performers d) To list common comments both positive and negative of practicums’ supervisors in different 

industries    

Hypothesis 1: There is no significant difference in the perception of students and on the job training (OJT) 

according to their majors. 

Since the inception of the program in the College of Commerce & Business Administration, there has been no 

evidence gathered through scientific inquiry on its effectiveness and the students’ perceived relevance of their 

practical learning experience. This study underscored the effect of on the job training on students’ performance. The 

researcher also ranked the top interns/internees in the four different programs and made recommendation to the 

College Administration that these top performers be recognized.  This study emphasized the relevance of on the job 

training to the students’ performance in different industries and identified the gap between the industry and academe 

linkage based on the comments and suggestions of the supervisors. The findings of this research would contribute to 

the body of knowledge on global business experiential learning and serve as foundation for actions aimed at 

improving the business internship program.  

As an integral part of professional education, experiential learning manifests in several forms depending on the 

discipline field.(Greg 1996) These include internships field experience, cooperative education, sandwich programs, 

clerkships, practicum, cadetships, community-based learning, service-learning, live-case projects and the like 

(Aggett & Busby, 2011; Farazmand, Green, & Miller, 2010; Gupta et al., 2010; Karns, 2005; McLennan & Keating, 

2008). Majority of business schools worldwide offer varying forms of internship as a component of their curricula 

(Rothman, 2007, Hergert, 2009, Kim, Kim & Bzullak, 2012) such as temporary work placement or sandwich 

placements in Britain. The perceived value of internship programs is also evident in the recent rapid growth in 

students' and employers' interest and involvement in internships (Coco, 2000; Cook et al., 2004).On the job training 

or internship plays a crucial role in preparing students to the business world. It bridges the gap between theory and 

practice (Mihail, 2006), between expectations developed in the classroom and the reliably in the workplace. 

Practical experiential activities are necessary to provide the students first hand skill development and knowledge 

which they cannot get within the confines of the classroom (Bisoux, 2007; Posner, 2008). 
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  To increase the employability of graduates, on the job training/ practicum is very essential in the current 

labor markets. One of the most pervasive methods for enhancing individual productivity and improving job 

performance in the work environment (Goldstein and Ford, 2002, Gumpa and Bosrom, 2006) .The overall outcome 

of the on the job training experiences can be measured by the extent of preparation and support which both the 

program and the host companies are providing to the student-trainee (Verecio, 2014). Students are expected to 

perceive an internship as successful if they have positive experiences, gain personal benefits and improve their 

employment prospects. (Chen et al., 2011; Gupta, Burns& Schifert, 2010). The students’ benefits (or outcomes) 

from internship may be classified as personal (e.g., self-fulfillment, influence, perseverance, and productivity), 

interpersonal (e.g., team-working, effective communication, and leadership), academic (e.g. Critical thinking, 

knowledge acquisition, and working and learning independently), employment (e.g., technical skills, vocational 

development, and employability), and civic engagement (e.g., awareness of community problems, contribution to 

society, and voluntariness) (Conway, Amel, & Gerwien, 2009; Inui, Wheeler, & Lankford, 2006; Jackel, 2011; 

Knapp, Fisher, & Levesque-Bristol, 2010; Raman & Pashupati, 2002). Alpert et al. (2009) also categorize internship 

benefits into four groups: crossing the gap between classroom and workplace, improving employability, professional 

development, and improving personal skills. 

 

Various authors have studied the experiential impact of on the job training or practicum.  They highlighted the 

benefits of internship to the students.  Some of these experiential learning impacts are: Seriousness and commitment 

to work. Rainsbury et al. (2002), Andrews and Higson (2008), Accuracy, neatness, organization, and quality of 

work. Hasbullah and Sulaiman (2002), efficient performance of required work Rainsbury et al. (2002), Andrews and 

Higson (2008), Jackel (2011), Sense of responsibility and dedication to work. Andrews and Higson (2008), Alpert et 

al. (2009), Effective interaction with others. Cook et al. (2004), Cooperation with others at work. Murnane and Levy 

(1996), Jackel (2011), Working with teams and resolve teamwork conflicts. Kelley and Gaedeke (1990), Gault et al. 

(2000), Rainsbury et al. (2002), Working independently. Cook et al. (2004), Jackel (2011), Confidence and self-

assurance. Rainsbury et al. (2002), Cook et al. (2004), Taking work improvement and problem solving initiatives. 

Kelley and Gaedeke (1990), Gault, Redington, and Schlager (2000), Rainsbury et al. (2002), Effective expression of 

ideas in work situations. Murnane and Levy (1996), Hasbullah and Sulaiman (2002), Critical thinking and problem 

solving. Kelley and Gaedeke (1990), Gault et al. (2000), Alpert et al. (2009),Jackel (2011), Learning new concepts 

and ideas from the work place, Murnane and Levy (1996), Rainsbury et al. (2002), Adaptability to work 

requirements. Meredith and Burkle (2008), Alpert et al. (2009), Proper express of ideas in writing. Kelley and 

Gaedeke (1990), Gault et al. (2000), Computer competency in performing tasks. Kelley and Gaedeke (1990), Gault, 

Redington, and Schlager (2000), Rainsbury et al. (2002), Effective oral and written communication in English. 

Kelley and Gaedeke (1990), Gault et al. (2000), Hasbullah and Sulaiman (2002), Jackel (2011), Acceptance of 

directions and criticism from others. Murnane and Levy (1996), Working well under pressure. Hasbullah and 

Sulaiman (2002), Punctuality and attendance of meetings and work on time. Alpert et al. (2009), Proper clothing and 

professional looking. Andrews and Higson (2008), Adherence to work standards and code of ethics. Hasbullah and 

Sulaiman (2002), Finding a job upon graduation. Kelley and Gaedeke (1990), Cannon and Arrnold (1998),Gault et 
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al. (2000), Alpert et al. (2009), Hergert (2009), Jackel (2011), Success in the first job upon graduation. Richards 

(1984), Gault et al. (2000), Meredith and Burkle (2008), Hergert (2009) 

 

II. MATERIALS AND METHODS 

 
Kirkpatrick’s model emphasized four evaluation levels to evaluate the effectiveness of a program: reaction, 

learning, behavior and results. Firstly, the reaction level implies how a participant reacts to the program: which is a 

measure of customer satisfaction.  

The second level: the learning and the extent to which participant has acquired knowledge;  

Third and fourth level: the change in skills and attitudes as measurable results of attending the program. 

Learning has indeed taken place when the participant is able to demonstrate the required knowledge, has the ability 

to perform (skills) and the attitudes have changed (Kirkpatrick, 1998) 

 

Descriptive statistics was used to present quantitative descriptions in a manageable form. Cronbach's alpha was 

used to determine the internal consistency or average correlation of items in the survey instrument.  The survey 

instrument was pre tested to 20 students who were not part of the survey. The instrument is reliable with. 971 based 

on standardized item. The questionnaire was tested to check its reliability.  Some questions were adopted f from the 

study  of  Muhamad, R.,Yahya, Y., Shahimi, S, Mahzan, N. in  (2009) and permission was sought from the authors. 

Based on the result, it was suggested that Question 2 of the Questionnaire in the original instrument be deleted.  

Out of 15 questions, only 14 questions were included in the survey questionnaire.  Table 1 below is the result of 

Cronbach alpha when question 2 was deleted. 

 

Cronbach's Alpha N of Items 

.904 14 

Table 1. Reliability Statistics 

Descriptive statistics was used to determine the profile of the respondents. The instruments used in the 

study were: a) the on line survey which consist of 14 questions to determine the perceived relevance of practicum of 

students b) Supervisors’ ratings of the interns/internees. The other evaluation instrument is the Rubrics of the 

Practicum Portfolio/Pracfolio and Adviser’s rating, which was developed by the Practicum Coordinator of the 

College of Commerce & Business Administration. The said instrument was utilized by the Practicum Advisers in 

grading their advisees. 

A total of 473 respondents were asked to participate in the on line survey.  An online survey was a sent to 

Interns from the different programs of the College of Business Administration to know their perceived relevance or 

On the Job Learning or experiential training to their program. The questionnaire consists of two parts. The first part 
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includes two questions that contain the respondents’ gender and the industry where that had undergone their on the 

job training.  The second part consists of 14 questions to know the perceived relevance of experiential training the 

survey was measured using the 6-point measure: 

   Likert scale 1-6,     1 No relevance __________6 Very high relevance 

 1-1:82   No relevance 

1:83-2.66  moderately irrelevance 

2.67-3.50  slightly relevance 

3.51-4.34  moderately relevant 

4.35-5.17  High relevance 

5.18-6.70  Very high relevance 

 

III. RESULTS AND DISCUSSION 

 

3.1. The Likert scale was used to analyze the Economics students” responses to the questions related to on-the-job 

training (OJT).  The table shows the computed mean of each question. Majority of the questions, i.e. developed oral 

& written skills, enhanced my interpersonal skills, improved self- esteem & self- confidence, help get a good job 

after graduation, right career path upon graduation, be a better employee in the future, relevant knowledge in 

adapting to future environment, work independently obtained mean scores of 5. 

 

3.1.1. The perceived relevance of OJT to Economics students to their programs 

 

 

Table 2. 

 

INDUSTRY 

Agriculture, forestry and fishing 2 

Mining and Quarrying 0 

Manufacturing 3 

GENDER 

MALE 21 

FEMALE 46 

TOTAL 67 
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Electricity, gas, steam and air-conditioning supply 3 

Water supply, sewerage, waste management and remediation activities 0 

Construction 1 

Wholesale and retail trade; repair of motor vehicles and motorcycles 1 

Transportation and Storage 2 

Accommodation and food service activities 1 

Information and Communication 5 

Financial and insurance activities 20 

Real estate activities 2 

Professional, scientific and technical services 3 

Administrative and support service activities 3 

Public administrative and defense; compulsory social security 12 

Education 0 

Human health and social work activities 1 

Arts, entertainment and recreation 0 

Other service activities 8 

Activities of private households as employers and undifferentiated goods and 

services and producing activities of households for own use 0 

Activities of extraterritorial organizations and bodies 0 

Table 3.  

Majority of the respondents (29.9%) had their practicum from the Financial and Insurance activities. This is 

followed by respondents from the public administrative and defense; compulsory social security (17.9%) and other 

service activities (11.9%). Out of the 67 respondents, 46 were female and 21 were male. 

 

Questions 1 2 3 4 5 6 
MEAN 

STANDARD 

DEVIATION 

Enabled me to put my theoretical skills to action 0 3 8 28 20 8 4.3 1.0 

Prepare Project Feasibility Studies & Thesis Paper 3 7 15 13 24 5 3.9 1.3 

Developed Oral & Written Skills 0 2 8 13 27 17 4.7 1.1 

Developed Problem Solving Skills 1 4 10 17 19 16 4.4 1.3 
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Enhanced my Interpersonal Skills 0 2 2 15 21 27 5.0 1.0 

Improved Self-esteem & Self Confidence 1 2 3 11 22 28 5.0 1.1 

Build up rapport and networking with people 0 3 1 14 28 21 4.9 1.0 

Help get a good job after graduation 0 0 7 12 27 21 4.9 1.0 

Right Career path upon Graduation 0 1 3 17 30 16 4.9 0.9 

Be a better employee in the future 0 1 1 10 29 26 5.2 0.8 

Relevant Knowledge in adapting to future 

environment 0 2 2 11 26 26 5.1 1.0 

Work Independently 0 1 0 10 28 28 5.2 0.8 

Earn Money in the form of allowance 25 3 5 11 10 13 3.3 2.0 

Latest Technology used in the Workplace 3 4 9 17 18 16 4.4 1.4 

OVERALL MEAN 5  

Table 4. 

When they were asked if the OJT enabled them to put their theoretical skills learned in class into practice, in a real 

world setting, 41.6% answered 4 or moderately relevant to their program with  a mean score of 4.3 and the standard 

deviation of 1.  

When they were asked if OJT helped them enhanced their ability to prepare Project Feasibility Studies and Thesis 

paper, 35% answered 5 or high relevance, followed by 22.4% who answered 3 or slightly relevance. 

When they were asked if OJT program developed both their oral and written communication skills, majority of the 

respondents 40.3% answered 5 or high relevance, followed by 25.4% who answered 6 or very high relevance. 

 

When asked if their OJT developed their problem solving skills, 19 of the interns (28.4%) answered 5 or high 

relevance, followed by 17 interns (25.4%) who answered 4 or moderately relevant. 

Most respondents (40.3%) acknowledged their interpersonal skills were enhanced after the OJT program, so they 

chose 6 or very high relevance, followed by 21 respondents (31.3%) who chose 5 or high relevance... 

 

When asked if OJT improved their self-esteem and self-confidence, 28 students answered 6 (41.8%) or very high 

relevance, followed by 22 students (32.8%) who answered 5 or high relevance... 
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When asked if OJT had given them the opportunity to build up their rapport and networking with people in the 

industry, 28 of the respondents (41.8%) selected 5 or high relevance, followed by 21 respondents (31.3%) who 

selected 6 or very high relevance 

 

When asked if OJT would help them get a good job after graduation, majority of the students (40.3%) chose 5 or 

high relevance, while 21 (31.3%) chose 6 or very high relevance. 

 

When asked if the OJT program has provided them the opportunities to choose the right career path upon 

graduation, most interns (44.8%) picked 5 or high relevance, trailed by 17 interns (25.4%) who answered 4 or 

moderately relevant. 

 

29 students (43.3%) agreed that OJT program helped them to be a better employee. Hence, they picked 5 as their 

answer which is high relevance. This is followed closely by 26 OJT students (38.8%) who picked 6 as very high 

relevance 

 

When asked if OJT program provided them relevant knowledge in adapting to future environment, 26 interns 

(38.8%) selected 6 or very high relevance, while also 26 interns (38.8%) selected 5 or high relevance. 

 

When asked if OJT has enabled them to work independently, 28 respondents (41.8%) answered 6 or very high 

relevance and another 28 respondents (41.8%) who answered 5 or high relevance. 

 

When asked if OJT had given those opportunities to earn money in the form of allowance, most interns (37.3%) 

chose 1 or no relevance, the lowest possible answer, followed by 13 interns (19.4%) who chose 6, the highest 

possible answer which is very high relevance. 

 

When asked if OJT program exposed them to the latest technology used in the workplace, 18 OJT students (26.9%) 

answered 5 or high relevance, while 17 OJT students (25.4%) answered 4 or moderately relevant. 

 

3.1.2. The perceived relevance of OJT to Marketing students to their program 

 

GENDER 

MALE 57 

FEMALE 102 

TOTAL 159 

Table 5. 
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INDUSTRY 

Agriculture, forestry and fishing 0 

Mining and Quarrying 0 

Manufacturing 16 

Electricity, gas, steam and air-conditioning supply 2 

Water supply, sewerage, waste management and remediation activities 2 

Construction 0 

Wholesale and retail trade; repair of motor vehicles and motorcycles 21 

Transportation and Storage 2 

Accommodation and food service activities 9 

Information and Communication 8 

Financial and insurance activities 20 

Real estate activities 25 

Professional, scientific and technical services 1 

Administrative and support service activities 3 

Public administrative and defense; compulsory social security 0 

Education 0 

Human health and social work activities 2 

Arts, entertainment and recreation 9 

Other service activities 37 

Activities of private households as employers and undifferentiated goods and services and producing 

activities of households for own use 
1 

Activities of extraterritorial organizations and bodies 1 

TOTAL 159 

 

Table 6. 
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Majority of the respondents (23.3%) had their OJT from the other service activities. This is followed by respondents 

from the real estate activities (15.7%) and wholesale and retail trade; repair of motor vehicles and motorcycles 

(13.2%). Out of the 139 respondents, 102 were female and 57 were male. 

 

Questions 1 2 3 4 5 6 MEAN 
STANDARD 

DEVIATION 

Enabled me to put my theoretical skills to action 1 5 25 45 57 26 4.4 1.1 

Prepare Project Feasibility Studies & Thesis Paper 6 13 31 42 49 18 4.1 1.3 

Developed Oral & Written Skills 0 9 15 37 53 45 4.7 1.1 

Developed Problem Solving Skills 3 6 25 45 53 27 4.4 1.2 

Enhanced my Interpersonal Skills 0 2 9 24 65 59 5.1 0.9 

Improved Self-esteem & Self Confidence 1 2 10 26 60 60 5.0 1.0 

Build up rapport and networking with people 0 3 8 34 58 56 5.0 1.0 

Help get a good job after graduation 6 7 17 42 49 38 4.5 1.3 

Right Career path upon Graduation 4 10 16 40 56 33 4.5 1.2 

Be a better employee in the future 2 3 10 35 60 49 4.9 1.1 

Relevant Knowledge in adapting to future environment 2 2 10 28 63 54 4.9 1.0 

Work Independently 1 3 6 29 59 61 5.0 1.0 

Earn Money in the form of allowance 38 15 14 11 30 51 3.8 2.0 

Latest Technology used in the Workplace 7 10 25 32 37 48 4.4 1.4 

OVERALL MEAN 5  

 

Table 7. 

 

Majority of the questions, i.e. developed oral & written skills, enhanced my interpersonal skills, build up rapport and 

networking with people improved self- esteem & self- confidence, help get a good job after graduation, right career 

path upon graduation, be a better employee in the future, relevant knowledge in adapting to future environment, 

work independently obtained mean scores of 5. 

 

When they were asked if the OJT enabled them to put their theoretical skills learned in class into practice, in a real 

world setting, most of the respondents (35.8%) answered 5 or high relevance, and then 4 (28.3%) or moderately 

relevant. 
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When they were asked if OJT helped them enhanced their ability to prepare Marketing Plan, 49 of the respondents 

(30.8%) answered 5 or high relevance, followed by 42 respondents (26.4%) who answered 4, or moderately 

relevant. 

 

Majority of the Marketing OJT students (33.3%) felt like the OJT program helped develop their oral and written 

communication skills, so they answered 5 or high relevance, followed by 45 respondents (28.3%) who answered 6 

or very high relevance. 

 

When asked if their OJT developed their problem solving skills, 53 of the interns (33.3%) answered 5 or high 

relevance, followed by 45 interns (28.3%) who answered 4 or moderately relevant. 

 

Most respondents (40.9%) thought their interpersonal skills were enhanced after the OJT program, so they chose 5 

or high relevance, followed by 59 respondents (37.1%) who chose 6 or very high relevance. 

 

When asked if OJT improved their self-esteem and self-confidence, 60 students answered 5 (37.7%) or high 

relevance and another 60 answered 6 (37.7%) or very high relevance. 

 

When asked if OJT had given them the opportunity to build up their rapport and networking with people in the 

industry, 58 of the respondents (36.5%) selected 5 or high relevance, followed closely by 56 respondents (35.2%) 

who selected 6 or very high relevance. 

 

When asked if OJT would help them get a good job after graduation, majority of the students who answered (30.8%) 

chose 5 or high relevance, while 42 (26.4%) chose 4 or moderately relevant. 

 

When asked if the OJT program has provided them the opportunities to choose the right career path upon 

graduation, most Marketing interns (35.2%) responded with 5 or high relevance, trailed by 40 interns (25.2%) who 

answered 4 or moderately relevant. 

 

60 OJT students (37.7%) thought the OJT program helped them be a better employee in the future so they picked 5 

or high relevance. This is followed by 49 OJT students (30.8%) who picked 6 or very high relevance. 

 

When asked if OJT program provided them relevant knowledge in adapting to future environment, majority of the 

interns (39.6%) selected 5 or high relevance, and then 6 (34%) or very high relevance. 
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When asked if OJT has enabled them to work independently, most respondents 61 or (38.4%) answered the highest 

possible answer, 6 or very high relevance. This is followed by 59 respondents (37.1%) who answered 5 or high 

relevance. 

 

When asked if OJT had given those opportunities to earn money in the form of allowance, most interns (32.1%) 

chose 6 or very high relevance, the highest possible answer, followed by 38 interns (23.9%) who chose 1 or no 

relevance, the lowest possible answer 

 

When asked if OJT program exposed the to the latest technology used in the workplace, 48 OJT students (30.2%) 

answered 6 or very high relevance, while 37 OJT students (23.3%) answered 5 which is high relevance 

 

3.1.3. The perceived relevance of OJT to HRD students to their programs 

 

 

 

 

 

Table 8. 

 

INDUSTRY 

Agriculture, forestry and fishing 0 

Mining and Quarrying 0 

Manufacturing 4 

Electricity, gas, steam and air-conditioning supply 1 

Water supply, sewerage, waste management and remediation activities 1 

Construction 2 

Wholesale and retail trade; repair of motor vehicles and motorcycles 2 

Transportation and Storage 3 

Accommodation and food service activities 5 

Information and Communication 8 

Financial and insurance activities 11 

Real estate activities 3 

GENDER 

MALE 14 

FEMALE 51 

Total 65 
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Professional, scientific and technical services 0 

Administrative and support service activities 5 

Public administrative and defense; compulsory social security 0 

Education 0 

Human health and social work activities 4 

Arts, entertainment and recreation 2 

Other service activities 14 

Activities of private households as employers and undifferentiated goods and services and producing 

activities of households for own use 
0 

Activities of extraterritorial organizations and bodies 0 

TOTAL 65 

 

Majority of the respondents (21.5%) had their OJT from the other service activities. This is followed by respondents 

from the Financial and insurance activities (16.9%) and Information and Communication (12.3%). Out of the 65 

respondents, 51 were female and 14 were male. 

Table 9. 

 

Questions 1 2 3 4 5 6 MEAN 

STANDARD 

DEVIATION 

Enabled me to put my theoretical skills to action 1 3 10 13 25 13 4.5 1.2 

Prepare Project Feasibility Studies & Thesis Paper 3 9 3 24 16 10 4.1 1.4 

Developed Oral & Written Skills 0 4 3 14 21 23 4.9 1.1 

Developed Problem Solving Skills 0 1 9 13 24 18 4.8 1.1 

Enhanced my Interpersonal Skills 0 1 4 2 22 36 5.4 0.9 

Improved Self-esteem & Self Confidence 0 1 6 5 21 32 5.2 1.0 

Build up rapport and networking with people 1 2 4 8 18 32 5.1 1.2 

Help get a good job after graduation 0 2 1 13 28 21 5.0 0.9 

Right Career path upon Graduation 1 1 2 13 25 23 5.0 1.0 

Be a better employee in the future 0 0 1 5 21 38 5.5 0.7 

Relevant Knowledge in adapting to future environment 1 0 1 5 22 36 5.4 0.9 



Academic Relevance of On-The-Job Training in Various Related Industries 

 

 
College of Business, University of Houston-Downtown and College of Economics, Can Tho University 401 | Page 

 

Work Independently 0 0 0 6 24 35 5.4 0.7 

Earn Money in the form of allowance 17 3 5 3 5 32 4.1 2.2 

Latest Technology used in the Workplace 1 3 8 17 23 13 4.5 1.2 

OVERALL MEAN 5  

 

Table 10. 

 

Majority of the questions, i.e.  enabled me to put my theoretical skills to action, developed oral & written skills, 

developed problem solving skills, enhanced my interpersonal skills, improved self-esteem & self-confidence,  build 

up rapport and networking with people, help get a good job after graduation, right career path upon graduation, be a 

better employee in the future, relevant knowledge in adapting to future environment, work independently, learned 

latest technology used in the workplace  obtained mean scores of 5 for Human Resource Development . 

 

When they were asked if the OJT enabled them to put their theoretical skills learned in class into practice, in a real 

world setting, most of the respondents (35.8%) answered 5 or high relevance, and then 4 (28.3%) or moderately 

relevant 

 

When they were asked if OJT helped them enhanced their ability to prepare a Project Feasibility Study, majority of 

the interns (36.9%) selected 4 or moderately relevant, and then 5 or high relevance (24.6%). 

 

Majority of the HRD OJT students (35.4%) felt like the OJT program helped develop their oral and written 

communication skills, so they answered 6 or very high relevance, followed by 21 respondents (32.3%) who 

answered 5 or high relevance. 

 

When asked if their OJT developed their problem solving skills, most HRD interns (36.9%) responded with 5 or 

high relevance, trailed by 18 interns (27.7%) who answered 6 or very high relevance. 

 

Most respondents (55.4%) thought their interpersonal skills were enhanced after the OJT program, so they chose 6 

or very high relevance, followed by 22 respondents (33.8%) who chose 5 or high relevance. 

 

When asked if OJT improved their self-esteem and self-confidence, 32 of the practicums (49.2%) answered the 

highest possible answer, which is 6 or very high relevance, followed by 21 practicums (32.3%) who answered 5 or 

high relevance 

 

When asked if OJT had given them the opportunity to build up their rapport and networking with people in the 

industry, most of the respondents (49.2%) answered 6 or very high relevance, and then 5 (27.7%) or high relevance 
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When asked if OJT would help them get a good job after graduation, 28 of the respondents (43.1%) selected 5 or 

high relevance, followed by 21 respondents (32.3%) who selected 6 or very high relevance. 

 

When asked if the OJT program has provided them the opportunities to choose the right career path upon 

graduation, majority of the students who answered (38.5%) chose 5 or high relevance,, followed closely by 23 

students (35.4%) who chose 6 or very high relevance 

 

38 OJT students (58.5%) thought the OJT program helped them be a better employee in the future so they picked 6 

or very high relevance. This is followed by 21 OJT students (32.3%) who picked 5 or high relevance. 

 

When asked if OJT program provided them relevant knowledge in adapting to future environment, 

36 of the practicums (55.4%) answered 6 or very high relevance, the highest possible answer, followed by 22 

practicums (33.8%) who answered 5 or high relevance. 

 

When asked if OJT has enabled them to work independently, more than half of the OJT HRD practicums (53.8%) 

selected 6 or very high relevance, followed by 24 practicums (36.9%) who selected 5 or high relevance. 

 

When asked if OJT had given those opportunities to earn money in the form of allowance, most respondents 

(49.2%) have picked 6 or very high relevance, the highest possible answer. This is followed by 17 respondents 

(26.2%) who chose the lowest possible answer, 1, or no relevance. 

 

Most HRD practicums (35.4%) thought the OJT program has exposed them to the latest technology used in the 

workplace, so they answered 5, followed by 17 practicums (26.2%) who answered 4. 

 

 

3.1.4. The perceived relevance of OJT to Finance students to their programs 

 

 

 

 

Table 11. 

 

 

 

GENDER 

MALE 49 

FEMALE 133 

TOTAL 182 



Academic Relevance of On-The-Job Training in Various Related Industries 

 

 
College of Business, University of Houston-Downtown and College of Economics, Can Tho University 403 | Page 

 

INDUSTRY 

Agriculture, forestry and fishing 0 

Mining and Quarrying 0 

Manufacturing 3 

Electricity, gas, steam and air-conditioning supply 3 

Water supply, sewerage, waste management and remediation activities 1 

Construction 4 

Wholesale and retail trade; repair of motor vehicles and motorcycles 5 

Transportation and Storage 3 

Accommodation and food service activities 5 

Information and Communication 4 

Financial and insurance activities 113 

Real estate activities 2 

Professional, scientific and technical services 1 

Administrative and support service activities 7 

Public administrative and defense; compulsory social security 11 

Education 0 

Human health and social work activities 3 

Arts, entertainment and recreation 5 

Other service activities 11 

Activities of private households as employers and undifferentiated goods and services and 

producing activities of households for own use 
0 

Activities of extraterritorial organizations and bodies 1 

TOTAL 182 

 

Table 12. 

Majority of the respondents (62.1%) had their OJT from the Financial and Insurance activities. This is followed by 

respondents from the Public Administrative and Defense; compulsory social security (6%) and other service 

activities (6%). Out of the 182 respondents, 133 were female and 49 were male. 
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Questions 1 2 3 4 5 6 MEAN 

STANDARD 

DEVIATION 

Enabled me to put my theoretical skills to action 2 1 9 28 22 9 1.7 1.1 

Prepare Project Feasibility Studies & Thesis Paper 8 12 32 50 42 38 4.2 1.4 

Developed Oral & Written Skills 1 2 13 57 60 49 4.8 1.0 

Developed Problem Solving Skills 3 8 27 54 55 35 4.4 1.2 

Enhanced my Interpersonal Skills 1 0 6 20 71 84 5.3 0.8 

Improved Self-esteem & Self Confidence 2 0 7 39 62 72 5.1 1.0 

Build up rapport and networking with people 1 3 8 37 58 75 5.0 1.0 

Help get a good job after graduation 5 1 13 46 67 50 4.8 1.1 

Right Career path upon Graduation 3 3 11 48 59 58 4.8 1.1 

Be a better employee in the future 1 0 4 27 71 79 5.2 0.8 

Relevant Knowledge in adapting to future environment 1 0 3 32 61 85 5.2 0.9 

Work Independently 1 0 7 33 50 91 5.2 0.9 

Earn Money in the form of allowance 38 11 12 23 45 53 4.0 1.9 

Latest Technology used in the Workplace 4 5 22 53 57 41 4.5 1.2 

OVERALL MEAN 5  

 

Table 13. 

 

Majority of the questions, i.e.  developed oral & written skills, developed problem solving skills, enhanced my 

interpersonal skills, improved self-esteem & self-confidence, build up rapport and networking with people, help get 

a good job after graduation, right career path upon graduation, be a better employee in the future, relevant 

knowledge in adapting to future environment, work independently, learned latest technology used in the workplace 

obtained mean scores of 5 for Finance department. 

 

 

When they were asked if the OJT enabled them to put their theoretical skills learned in class into practice, in a real 

world setting 63 of the interns (34.6%) answered 4 or moderately relevant, followed by 56 interns (30.8%) who 

answered 5 high relevance. 
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When they were asked if OJT helped them enhanced their ability to prepare Finance Plan Majority of the interns 

(27.5%) selected 4 or moderately relevant, and then 5 (23.1%) or high relevance. 

 

Majority of the Finance OJT students (33%) felt like the OJT program helped develop their oral and written 

communication skills, so they answered 5 or high relevance, followed by 57 respondents (31.3%) who answered 4 

or moderately relevant 

 

When asked if their OJT developed their problem solving skills, most Finance interns (30.2%) responded with 5 or 

high relevance, trailed closely by 54 interns (29.7%) who answered 4 or moderately relevant. 

 

Most respondents (46.2%) thought their interpersonal skills were enhanced after the OJT program, so they chose 6 

or very high relevance, followed by 71 respondents (39%) who chose 5 or high relevance. 

 

When asked if OJT improved their self-esteem and self-confidence, 72 of the interns (39.6%) answered the highest 

possible answer, which is 6 or very high relevance, followed by 62 interns (34.1%) who answered 5 or high 

relevance. 

 

When asked if OJT had given them the opportunity to build up their rapport and networking with people in the 

industry, most of the respondents (41.2%) answered 6 or very high relevance, and then 5 (31.9%) or high relevance. 

 

When asked if OJT would help them get a good job after graduation, 67 of the respondents (36.8%) selected 5 or 

high relevance, followed by 50 respondents (27.5%) who selected 6 or very high relevance. 

 

Majority of the students who answered (32.4%) chose 5 or high relevance, followed closely by 58 students (31.9%) 

who chose 6 or very high relevance. 

 

60 OJT students 79 OJT students (43.4%) thought the OJT program helped them be a better employee in the future 

so they picked 6 or very high relevance. This is followed by 71 OJT students (39%) who picked 5 or high relevance. 

 

When asked if OJT program provided them relevant knowledge in adapting to future environment, 

85 of the interns (46.7%) answered 6, the highest possible answer or very high relevance followed by 61 interns 

(33.5%) who answered 5 or high relevance. 

 

When asked if OJT has enabled them to work independently Majority of the OJT Finance interns (50%) selected 6 

or very high relevance, followed by 50 interns (27.5%) who selected 5 or high relevance  
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When asked if OJT had given those opportunities to earn money in the form of allowance, most respondents 

(29.1%) have picked 6 or very high relevance, the highest possible answer. This is followed by 38 respondents 

(20.9%) who chose the lowest possible answer, 1 or no relevance. 

 

Most Finance interns (31.3%) thought the OJT program has exposed them to the latest technology used  in the 

workplace, so they answered 5 or high relevance, followed by 53 interns (29.1%) who answered 4 or moderately 

relevant. 

 

3.2. Table 14 below shows the relationship of perceived relevance and performance of the interns from Economics, 

Finance, Human Resource Development and   Marketing Departments of the College of Commerce & Business 

Administration 

 

KMO 0.929 

P-Value 0.000 

confidence and self-assurance  sense of responsibility 

and dedication to work 

 

Factor Load 

11.  The OJT program provided me relevant 

knowledge in adapting to future environment 

.798 

 6. The OJT program improved my self-esteem and self 

confidence 

.778 

5. The OJT program enhanced my interpersonal skills .775 

10.  The OJT program helped prepare me to be a better 

employee in the future 

.751 

12.  The OJT program enabled me to work 

independently 

.736 

7.  The OJT program had given me the opportunity to 

build up rapport and networking with people in the 

industry 

.680 

3. The OJT program developed both my oral and .563 
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written communication skills 

9.  The OJT program provided me opportunities  to 

choose the right career  path upon graduation 

.534 

Critical Thinking Skills and adaptability Factor Load 

2. The OJT program helped me to enhance my ability 

to prepare Project Feasibility Studies, Research Papers 

and Thesis Paper 

.752 

14. The OJT program exposed me to the latest 

technology used in the workplace 

.687 

1.  The OJT enabled me to put my theoretical skills 

learned in class into practice, in a real world setting 

.667 

13. The OJT had given me opportunities to earn money 

in the form of allowance 

.658 

4.  The OJT program developed my problem solving 

skills 

.636 

8.  The OJT would help me get a good job after 

graduation. 

.580 

Table 14. 

 

  N Mean Std. Deviation Std. Error 

Economics 67 4.6631 .76101 .09297 

Finance 182 4.7794 .78305 .05804 

Marketing 159 4.6376 .85098 .06749 

Human Relations 

Development 

65 4.9088 .70953 .08801 

Total 473 4.7331 .79726 .03666 
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Table 15. F-value = 2.206, p – value = 0.087 

 When grouped according to major, the results show that there is no significant difference across majors 

with mean scores of 4.66 for Economics, 4.78 for Finance, 4.64 for Marketing and 4.91 for Human Resource 

Development. The average score is 4.73 which means high relevance for all the programs. 

In reference to the last objective of the study which is to identify the common comments both positive and negative 

of practicums’ supervisors in different industries. Below is the summary: 

 

The best trait of the students was their respect to their 

supervisors, staff, and their customers. The highest 

number of positive comments was about their enthusiasm 

in their work followed by good work performance, 

positive attitude, and punctuality in delivering the 

assigned tasks in time 

 

 

 

 

 

 

Majority of the comments was about the available avenue 

to improve the student’s confidence and initiative in their 

workplace. Also, the majority of their constructive 

comments that the students received were pertaining to 

their shyness which also affects the way they communicate 

with others. 

 

 

 

 

The 

best 

trait 

of 

the 

Figure 1. Percentages of Positive Comments 

for Economics Students 

 

Figure 2. Percentages of Negative Comments 

for Economics Students 
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Human Resource Developments students was their respect 

to supervisors, staff, and customers. In addition, positive 

comments were mostly about their initiative which they 

can still improve on, ability to complete their task, and 

positive attitude. 

. 

 

 

 

 

 

The constructive comments received by the HRD students 

were mostly about improving their focus on details, 

improving their confidence and initiative, and being quiet 

and late for work 

 

 

 

 

 

 

 

 

The best trait of the Marketing students was their excellent 

work ethics, respect to supervisors, staff, and customers. In 

addition, positive comments were mostly about their ability 

to complete tasks, sociability, and being a prospect 

asset/employee in the company. 

 

 

 

 

The 

constructive comments received by the students were mostly 

about their shyness, improvement in communication skill, and 

enhancing their confidence and initiative. 

 

Figure 3. Percentages of Positive Comments for 

Human Resource Development (HRD) Students 

 

Figure 4. Percentages of Negative Comments 

for Human Resource Development (HRD) 

Students 

 

Figure 5. Percentages of Positive Comments for 

Marketing Students 
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The best trait of the Finance students was their respect to 

supervisors, staff, and customers. In addition, positive 

comments were mostly about their sociability, ability to 

work with minimum supervision, and able to complete their 

task 

 

 

 

 

 

 

 

Majority of the constructive comments was about improving the 

student’s confidence and initiative in their workplace. Also, it 

was followed by a comment that the students are shy in their 

workplace which also affects the way they communicate with 

others 

 

 

 

IV. CONCLUSION 

The old adage postulating that experience is the best teacher can be considered as one of the essential 

components of this study. Indeed, experiential knowledge is very vital in the development of individual’s career as 

this is not solely acquired within the confines of the classroom. While students are theoretically trained and 

equipped as part of their school preparations for future career advancement, there are lots of unexplored and 

undefined gray areas they will encounter in the corporate world.  Hence, the internship program was designed and 

introduced to give them the opportunities to gain first-hand knowledge on what they are going to face once they 

completed their academic requirements. This program will serve as the bridge to the real world of working for a job.  

In interpreting the results of this study, it is noted that there are strong and weak points in the performance of every 

Figure 6. Percentages of Negative Comments 

for Marketing Students 

 

Figure 7. Percentages of Positive Comments for 

Finance Students 

 

Figure 8. Percentages of Negative Comments 

for Finance Students 
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practicum trainees. 

 

It is therefore imperative for the College to make the necessary adjustment to correct the weakest point of 

the students so that their abilities will be enhanced making them very attractive to be competently hired for the job 

being offered.  The ability of every student to perform properly and meet the expectation of every employer depends 

a lot on the training they had in school.  Thus, this study is truly a challenge to both the academe and the students to 

upgrade their marketability. 

 

The researcher finds that there is a need to conduct activities such as workshops or seminars which will 

improve the confidence and initiative of the students. Examples of these activities are role-playing or exposure trips 

to institutions that will allow them to experience the professional environment. These activities shall be added to the 

existing set of trainings and orientations that the university has already implemented because overall, it yielded 

positive results based from this study. Furthermore, the researcher finds that there is a need to conduct activities 

which will develop the habit of exerting higher level skills and complying with the prescribed quality standards by 

their respective institutions. Improving the students’ focus on detail can be addressed through problem solving 

scenarios, role-playing, and required reflection papers in their exposure trips. The comments about confidence and 

quietness can be given solution through improving their addictiveness in their work environment and be able to 

quickly develop familiarity. These activities shall be added to the existing set of trainings and orientations that the 

university has already implemented because overall, it yielded positive results based from this study. 

 

The researcher also deem it right to recommend to the management to properly recognize the best intern 

per program to encourage them to perform efficiently and effectively in their workplace. In consideration for future 

research, the researcher proposes that further study in relation to the efficiency and performance between internees 

and non-internees with regard to their work. Further, a collaborative study among stakeholders should be made to 

enhance the internship program.  In line with this, a legislative measure is to the make the program mandatory and 

properly regulated as this is beneficial to the stakeholders and ultimately our country. 
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Abstract : In the Philippines, 28.3% of the Filipino people are smokers and a person dies every six seconds 

according to the Department of Health (DOH). This situation presents the need for this study which aims to get 
the significant factors influencing the consumption behavior among Filipino consumers. The study surveyed 
random samples comprised of regular, occasional, and former smoker including an experimenter. The authors 
formulated a total of five hypotheses. It was found that among the factors of brand, price, packaging, taste, 
and the presence of government health warning signs only the price contributed a great influence on their 
consumer behavior. The study relied on the appropriate statistical approaches by getting the frequency, 
percentage, mean, standard deviation, t-test, descriptive statistics, and other statistical methods to translate 
and complete the data for the study. The study concluded that increasing cigarette prices is a more effective 
deterrent than printing graphical warnings.   

 

Keywords: Department of Health, Cigarette Consumption, Government health warning signs 

 

I. INTRODUCTION  

Filipinos are engaged in smoking despite knowing the risk and health danger to smoking. As future 

marketers, knowing the consumer behavior is significant for the retailing industry. The study provides the 

factors that influence the consumer behavior and therefore one can formulate marketing strategies that would 

greatly affect the consumption behavior that would help the consumers lessen and quit smoking. 

Even if an individual is not a regular or daily smoker, they are more likely to become one during young 

adulthood than as an older adult. Additionally, signs of nicotine dependence can develop in young smokers even 

among those who smoke infrequently (O’Loughlin, Tryndale, and et al., 2013). Among adults who smoked 12 

months before the survey, 48 percent made an attempt to quit, while only 5 percent attempted to quit and 

successfully in doing so (The Manila Times, 2010). 

Everyday interaction of consumers with objects leads to subjective evaluation of their design. Positive 

interactions driven by great designs lead to satisfying experiences, which in turn helps the brand increase its 

equity with the user, enhancing the strength of consumer–brand dyad (Keller, 1993). Even before tasting a 

product, consumers make preliminary judgments about it based on the packaging. When cigarettes have plain 

packaging, adolescents perceive them as being “boring” and “unattractive.” The expected taste ratings of the 

cigarettes become more negative as the packaging became blander (Germain, Wakefield, & Durkin, 2010).  
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Therefore, it led the researchers to formulate Hypothesis 1: Brand has a significant factor in buying cigarettes 

among Filipino people. 

The impact of cigarette price increases on measures of smoking cessation. Results from a population-based 

survey conducted in Massachusetts after the cigarette excise tax increased by 25 cents in 1993 showed that 3.5% 

of the adult smoking population reported quitting because of the increase in cigarette prices (Reed, Anderson, & 

Burns, 2008). Raising cigarette prices has been shown to be an effective way to control smoking, as past 

literature has demonstrated that higher cigarette prices result in decreased cigarette consumption, increased quit 

attempts, and higher rates of smoking cessation (Licht, et al, 2011). Therefore, it led the researchers to 

formulate. Hypothesis 2: Increase in price does affect buying behavior among Filipino people. 

Flavor is a key driver of liking, purchase behavior and consumption. Other than price and availability, the 

flavor of food and beverages tends to be the strongest predictor of their consumption and consequently a range 

of both health and nutritional outcomes (Pickering, et al., 2016). Therefore, it led the researchers to formulate 

Hypothesis 3: The unavailability of taste/flavor greatly affects the buying behavior of the Filipino people. 

According to WHO, plain-packaging measures encourage more people to quit and fewer to start. Making 

tobacco packaging less attractive and improving the effectiveness of consumer information on the risks of 

tobacco use could result in lowering the rates of tobacco consumption and smoking uptake and raising those of 

smoking cessation. Graphic warnings may be more effective than text-based warnings in increasing knowledge 

and worry about harms, and discouragement from smoking (Magnan & Cameron, 2015). Therefore, it led the 

researchers to formulate Hypothesis 4: The government warning label is effective in lessening the use of 

cigarette. Lastly, the researchers to formulate Hypothesis 5: There is significant difference in the average 

consumption with the old and new packaging.  

For the authors to analyze the factors that influence cigarette consumption among Filipino consumers, the 

following objectives were formulated for the study: (1) To know the top 3 factors why people smoke; (2) To 

know the top 3 brands that people smoke; (3) To determine the relative importance of brand, price, packaging, 

and flavor in buying a cigarette; (4) To determine the effectivity of government warning label to the consumers; 

(5) To distinguish the significant differences in the average consumption with the new packaging. 

Consumer behavior refers to all the thought, feelings and actions that an individual has or takes before or 

while buying any product, service or idea. Buyer behavior is the concept which answers what, why, how, when, 

and where an individual makes purchase. As a result, the outcome of buyer behavior is the buyer’s decision 

(Khaniwale, 2015). Many factors, specificities and characteristics influence the individual in what he is and the 

consumer in his decision making process, shopping habits, purchasing behavior, the brands he buys or the 

retailers he goes (Rani, 2014). Stating that the liking and purchase of a product depends on more than just the 

sensory details. Non-physical details such as brand and price influence consumers’ decisions. (Varela, Ares, 

Gimenez, and Gambaro, 2010). 
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Brand. Some studies have also suggested that the social perception of a brand or a retailer is playing a 

role in the behavior and purchasing decisions of consumers. Brands should try to create, make conscious or 

reinforce a need in the consumer s mind so that he develops a purchase motivation. He will be much more 

interested in considering and buy their products (Rani, 2014). Social associations are likely to be more important 

in determining consumer choice when products are purchased for self-expressive and symbolic purposes. It is 

because some brand benefits pertain to socially visible aspects of a brand (e.g., how classy, trendy, or 

fashionable it is widely perceived to be); the creation and impact of these beliefs ought to be greater in 

consumption occasions in which a reference group is salient, where impression management needs are higher 

(Orth & Kahle, 2008). 

It seems likely that individuals will ask friends for advice and to observe what brands and products other 

people are using before making a purchase decision (Wentzel, et al., 2007). Brand has been cited among the 

“most important non-sensory factors affecting consumers’ choice decisions of food products”. Also, the brand is 

seen as a “promise, a guarantee or contract with the manufacturer and a symbolic mean and sign of quality” 

(Varela, et al., 2010). 

Price. Price is the amount of money a consumer sacrifices to obtain the product (Hess, et al., 2014). 

Consumer perception with respect to price is different and has a positive and a negative influence on the buying 

behavior (Nguyen & Gizaw, 2014). Everyone thinks about their income and expenditure before spending. 

Therefore, the economic condition of individuals influence what price range product they buy. Consumers 

always hunt for economic deals favorable to them (Khaniwale, 2015). 

Price strategies and the situation consumers encounter in a shopping context influence information and 

consumer behavior. The consumer analyzes the prevailing prices of commodities and makes the decision about 

the commodities he should consume (Jany, Galetzka, and Rompay). A consumer from the lower class will be 

more focused on the price while a shopper from the upper class will be more attracted to elements such as 

quality, innovation, features, or even the social benefit that he can obtain from the product (Rani, 2014). 

Price sensitivity is an important aspect in the market today, as an average consumer would definitely 

prefer a product that is cheaper than a product which is above his budget (Agarwal & Aggrawal, 2012). Reduce 

in product prices play key parts in persuading customer’s product test behavior and through this new customer 

can be paying attention (Ashraf, Rizwan, Iqbal & Khan, 2014). Higher price could have one of two effects on 

consumer preference: it could cause the product to appear higher in quality or it could make the product less 

desirable because of the extra cost (Ares et al., 2009). 

Packaging. Plain packaging reduces the attractiveness of the product, particularly to young people and 

women. Studies have revealed that plain packaging is found to be dull and to increase negative feelings about 

smoking (McKeown, 2016). The primary purpose of packaging is to protect the product but, packaging can be 

used by companies as an instrument for promoting their marketing offer and for boosting their sales. A good 

packaging helps to identify and differentiate products to the consumers. Packaging is used for easily delivery  
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and safety purpose. Packaging helps companies differentiate the product from other brand.  Companies must 

understand what influences consumers in their consumer buying process. They must also understand what 

factors influences the buying behavior and what is the role of the packaging elements toward buying decision 

process of consumers during their purchase decision (Hasani & Zekiri, 2015). 

Any material used especially to protect something - packing, wadding. Consumer can change its 

decision regarding the packaging material. High quality packaging better attracts the consumer than the lower 

quality therefore, the material used has strong impact on buying behavior (Ahmed, 2014). 

Package design has been described as a means used by consumers to make inferences about the product 

and the brand specifically in product categories such as FMCG, where the differentiation between products is 

low; individuals use packaging design elements to evaluate the product. Earlier research has shown that 

packaging design influences product perceptions in many ways. For example, design elements such as color and 

shape influence the perception of product content. Even when the actual content is the same, these studies 

demonstrated that based on the color and the shape of the package people judge the taste of food products 

differently in taste tests (Magnier, Schoormans, Mugge, 2016). 

Government warning label/sign. The first warning labels mandated on cigarette packaging were text-

based only. Compared to text-only labels, graphic text labels were evaluated to provide better understanding, 

more new knowledge, and being more concerning and discouraging. Perceived new knowledge predicted greater 

discouragement from smoking directly and through worry (Magnan & Cameron, 2015). The effects of smoking 

on the physical body are the major focus of the warning labels. Moreover, all sets of labels include confronting 

images that are clearly intended to elicit strong feelings of disgust and revulsion. The label insists that people 

who smoke consider not only what is currently happening inside their bodies but also their inevitable medical 

conditions such as: disfigurement, serious ill health, and untimely death. In doing so, it attempts to preview an 

image of the body strongly at odds with how it is habitually experienced in everyday life—by asking a person 

who smokes to contemplate the body as it ticks down to death (Haines, Bell, & Dennis, 2015). 

It was stated during the Senate deliberations on the Graphic Health Warnings Law that some 240 

Filipinos die every day due to tobacco-related diseases, and that according to a survey, 77 percent of Filipinos 

believe that putting pictures of smoking-related diseases on cigarette packs will help decrease smoking.  Plain 

packaging combined with large pictorial health warnings increases awareness of the risks related to tobacco 

consumption. World Health Organization sponsored studies conducted in Australia, Canada, France, New 

Zealand, the United Kingdom and the United States show that, when added to plain packaging, pictorial health 

warnings are more noticeable. In addition, health warnings on plain packs are perceived as being more serious 

and credible, easier to see and easier to remember than the same warnings on packs with brand logos (Business 

Mirror, 2015). 

The government adapted the article 11 of World Health Organization’s Framework Convention on 

Tobacco Control (FCTC) having graphic health warnings displayed on the surfaces of any cigarette package and  
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removing misleading descriptions of having safer product. Also, the article 11 of World Health Organization’s 

Framework Convention on Tobacco Control (FCTC) was adopted by the Philippines by removing the 

descriptions like “low tar”, “light”, “ultra-lights” or “mild” which convey or tend to convey that a product or 

variant is healthier, less harmful or safer.  

Taste/flavor. As stated above, flavor is a key driver of liking, purchase behavior and consumption. Other 

than price and availability, the flavor of food and beverages tends to be the strongest predictor of their 

consumption and consequently a range of both health and nutritional outcomes (Pickering, et al., 2016).  

Differences between individuals in their perception of sensory (taste and chemesthetic) stimuli can influence 

habitual food intake and thereby risk of habitual diet-related disease (Duffy, 2007). For instance, individuals 

who sense the textural properties of fats or the sweetness of sugars less intensely may regularly consume more 

of each, thus potentially leading to excessive calorie intake and related disease states. In addition, food 

producers are interested to better understand how consumers differ in perception of the flavor elicited by their 

products, particularly with respect to opportunities for product optimization and identifying new market 

segments (Pickering & Cullen, 2008). Taste sensation is an important contributor to the reward value and 

delicious sensation produced by food in the mouth. 

II. MATERIALS AND METHODS  

The study conducted garnered a total of 161 consumers residing in the Philippines, particularly in the 

metropolis who participated in the survey comprised of 49 females and 112 males. They were randomly chosen 

as a respondent. The researchers have directly given out survey questionnaires to 161 Filipino consumers. The 

survey questionnaires were designed to ask potential respondents about the factors that will influence cigarette 

consumption behavior which include how these consumers consider and perceive some variables. We screened 

our respondents by asking them if they have tried smoking cigarettes. Those who answered yes were given the 

questionnaire. Through the help of IBM SPSS software, statistical tools were quickly computed such as 

frequency, percentage, mean, standard deviation, t-test, descriptive statistics, and other statistical methods that 

were utilized to translate and complete the data for the study.  

III. RESULTS AND DISCUSSION 

        FIGURES, TABLES AND SCHEMES 

Table 1: Demographic Profile 

  Frequency Percent Valid Percent Cumulative Percent 

AGE 18-22 Years old 56 67.7 67.7 67.7 

  23-27 Years old 14 9.32 9.32 77.02 

 28-32 Years old 18 11.18 11.18 88.2 

 33-37 Years old 6 3.73 3.73 91.93 

 38-42 Years old 6 3.73 3.73 95.65 

 43-47 Years old 4 2.48 2.48 98.14 
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 53-57 Years old 1 0.62 0.62 98.76 

 58-62 Years old 1 1.24 1.24 100 

  Total 161 100 100  

        

GENDER Male 112 69.57 69.57 69.57 

  Female 49 30.43 30.43 100 

  Total 161 100 100  

        

Marital Status Single 132 81.99 81.99 81.99 

  Married 29 18.01 18.01 100 

  Total 161 100 100  

      

Main Work Status Working 57 35.40 35.40 35.40 

 Non-Working 104 64.60 64.60 100 

 Total 161 100 100  

      

Educational Attainment Elementary 5 3.11 3.11 3.11 

 High School 38 23.60 23.60 26.71 

 College 118 73.29 73.29 100 

 Total 161 100 100  

      

Monthly Income Less than Php 5000 44 27.33 27.33 27.33 

 Php 5000-Php 10000 53 32.92 32.92 60.25 

 Php 10000-Php 15000 35 21.74 21.74 81.99 

 Php 15000-Php 20000 5 3.11 3.11 85.09 

 Php 20000-Php 25000 6 3.73 3.73 88.82 

 Php 25000-Php 30000 8 4.97 4.97 93.79 

 More than Php 30000 10 6.21 6.21 100 

 Total 161 100 100  

      

Smoking Status Regular Smoker 53 32.92 32.92 32.92 

 Occasional Smoker 67 41.61 41.61 74.53 

 Ex-Smoker 28 17.39 17.39 91.93 

 Experimenter 13 8.07 8.07 100 

 Total 161 100 100  
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Table 1. Descriptive statistics was applied in order to identify basic features needed for the data. Through the 

use of the statistical tool, a summary shall be configured in the data. The demographic profiles of the 

respondents in this study are of aged 18-22 years old (67.7%). Majority of the respondents were male (69.57%) 

while most of them are non-working (64.60%). Their education attainment are at college level (73.29%), 

monthly income are mostly between Php 5000 – Php 10000 (32.92%) and they are mostly occasional smokers 

(41.61%). 

 

Table 2. Shows the top reason why people smoke. Stress removal (19.88%) acquiring the highest percentage in 

terms of reasons why people smoke to the 161 respondents. It was followed by the reason to pass time acquiring 

the percentage of 14.76% and enjoy smoking (14.57%). This question of the survey was asked in order to know 

the reason why Filipino consumers are into smoking.  

 

 

Table 3. Descriptive analysis was applied. The results of factors that you will consider when buying cigarettes 

are discovered by using the Likert scale. Filipino consumers strongly agree that taste/flavor as a factor with the 

mean of 1.8758 and standard deviation of 1.29787. Also, they agreed that brand (mean=2.2112, CV=1.12589) 

and price (mean= 2.3540, CV=1.06894) are noteworthy factors. Finally, they have a near neutral response to the  

Table 2: Top Reason Why People Smoke 

Weight Control 1.38% To be cool 2.36% Enjoy smoking 14.57% 

Rebel 0.79% To feel relaxed 18.5% To think 0.20% 

Stress Removal 19.88% To pass time 14.76% Reduce sleepiness 0.39% 

Addiction 8.07% Influenced by family/friends 10.04% Reduce hunger 0.20% 

Peer pressure 3.35% Social integration 5.51%   

Table 3: Respondent's sensitivity in Luxury and Counterfeited Brands 

  N Mean Std. Deviation 

1. Factors that you will consider when buying cigarettes       

a. Brand 161 2.2112 1.12589 

b. Price 161 2.3540 1.06894 

c. Packaging 161 2.9255 1.04614 

d. Taste/Flavor 161 1.8758 1.29787 
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packaging (mean= 2.9255, CV= 1.04614), these are the factors to consider when buying cigarettes which can be 

a supporting and significant claim for hypothesis 1, 2, 3 and 4. 

Table 4: Top Brand of Cigarette 

Marlboro 59.82% Esse 2.68% Black Bat 1.79% 

Winston 3.57% Mighty 2.23% Mevius 1.79% 

Hope 3.13% Chesterfield 3.57% Goodluck 0.45% 

Camel 7.59% Philip Morris 2.23% Lucky Strike 0.45% 

Fortune 4.46% Pall Mall 5.80% Red 0.45% 

 

Table 4. The top brand of cigarette used by the smokers. Marlboro (59.82%) ranks first with the highest 

percentage. It is followed by Camel acquiring 7.59% and lastly, Pall Mall with 5.80%. This survey question was 

asked in order to know the top brand of cigarette Filipino is consuming. 

 

Table 5. Descriptive statistics was also used in formulating the results of the data provided. It shows what the 

consumer will do if their regular brand is not available. According to the male population, they said that they 

would purchase another brand (45.5%) when their brand is not available. On the other hand, female would also 

purchase another brand having the percentage of 34.7%.  

Table 5: What would you do if your regular brand is not available? 

 Male 

  Frequency Percent Valid Percent Cumulative Percent 

Purchase another brand 51 31.7 45.5 45.5 

Purchase the same brand with different flavor 29 18 25.9 71.4 

Go to another store to buy regular brand 14 8.7 12.5 83.9 

Wait until the store has your regular brand 18 11.2 16.1 100 

Total 112 69.6 100  

 

  Female 

 Frequency Percent Valid Percent Cumulative Percent 

Purchase another brand 17 10.6 34.7 34.7 

Purchase the same brand with different flavor 15 9.3 30.6 65.3 

Go to another store to buy regular brand 12 7.5 24.5 89.8 

Wait until the store has your regular brand 5 3.1 10.2 100 

Total  49 30.4 100  
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Figure 2: Did you notice the changes in price, packaging, branding of 
cigarette and new government warning label?
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Figure 1. Show that 134 out of 161 respondents said 

that they would still purchase cigarettes when the 

price is increased by 10 PhP and it decreased to 94 

consumers if raised by 20 PhP. Cigarette’s purchase 

level will start to decline when the price of the 

cigarette is increased by 30 PhP onwards having an 

answer of “no” of 101 in 30, 120 in 40, and 124 in 50 

PhP.  

 

Among the 161 respondents, 108 of them would still purchase a different flavor of cigarettes even if their 

favorite flavor is not available at the store. Also, 124 of the respondents said that they would want to lessen the 

usage with the given factors while 37 of them said they do not have the idea of lessening. This question supports 

the hypothesis 1, 2 and 3 being significant. 

All of the respondents are aware about the government warning label on the cigarette packaging but 136 of the 

respondents (84.47%) said that they would still purchase cigarettes even if there is government warning label 

which proves that government warning labels are not effective in lessening the use of cigarettes. 

 

 

 

 

 

 

 

 

Figure 2. Only 149 respondents claim that they have noticed the changes in price, packaging, branding of 

cigarette and new government warning label. While 12 of them said that they did not notice. These questions act 

as a support for the hypothesis 5. 
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Table 6. Comparing the quantity of the cigarettes consumed from the old to new packaging. The results showed 

that there is no significant difference (t=1.561, p > .05) on the quantity consumed before and now. 

 

Table 7. Infers the reliability of the study. Cronbach’s alpha which got 0.700 which leads to 17 items used in the 

study. If the alpha reaches above 0.7, then the study is deemed to be acceptable which also indicates accuracy. 

 

Restating the hypotheses of the study, Hypothesis 1: Brand has a significant factor in buying cigarettes among 

Filipino people is to be rejected because the result shows that the Filipinos would still purchase cigarettes even 

if their brand is unavailable; Hypothesis 2: Increase in price does affect buying behavior among Filipino people 

is to be accepted because it greatly affects the buying behavior of the people when attempting to purchase 

cigarettes; Hypothesis 3: The unavailability of taste/flavor greatly affects the buying behavior of the Filipino 

people is to be rejected since the Filipinos would buy a different flavor in the absence of their favorite; 

Hypothesis 4: The government warning label is effective in lessening the use of cigarette is to be rejected since 

these warnings are often ignored by the users; lastly, Hypothesis 5: There is significant difference in the average 

consumption with the old and new packaging is also to be rejected because it was found according to the result 

of the survey that there is no significant difference between the two cases.  

 

Table 6: How many sticks/packs of cigarette do you consume with the old and new packaging? 

 Paired Differences  

 

 

Mean 

 

Std. Deviation 

 

Std. Error 

Mean 

95% confidence interval of the 

difference 

 

 

t 

 

 

df 

 

Sig. (2-

tailed) Lower Upper 

Pair 1 old-

new 

.23602 1.91871 .15122 -0.6261 .53466 1.561 160 .121 

Table 7: Reliability Statistics 

Cronbach's Alpha N of Items 

.701 17 
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IV. CONCLUSION 

With the evident findings mentioned above, Filipino consumers are still into smoking regardless of the 

absence of the brand and flavor they wanted and also the graphic image of the government warning sign. When 

the price increases, the likely of smoker to smoke is decreasing due to high cost. The government warning sign 

is not effective in lessening or having smokers quit their habit even with the large graphical health warnings for 

there is the satisfying effect of cigarettes. Smokers wanted to lessen the usage of cigarette but the factors that 

influence them have refrained lessening the chance to quit smoking. 

The authors recommend further enhancement of the study through price for this can be the focus of the future 

strategies to lessen and make the smokers quit smoking. Further study is also needed to a wider age group and 

consideration of income groups and sectors of Filipino respondents. The group would also like to recommend 

the other factors that will influence the consumption of cigarette for future study. 
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Abstract: In these days, mobile marketing actually acts as an efficient modern mean of delivering promotion 

messages by smartphone via text message, MMS, social networks, games, and shopping applications, etc. The 

study is pursued in examining the relationship among the drives effecting attitude of customers towards mobile 

marketing communication based on Technology Acceptance Model (TAM) in a sample of Can Tho City. By 

employing the kind of exploration research, the study applied Exploratory Factors Analysis (EFA) and regression 

analysis method of shaping the antecedent of customers’ attitude on mobile marketing. The outcome reveals 

attitude is influenced significantly positively by perceived usefulness, perceived enjoyment whereas irritation 

affects negatively on customers’ attitude in the direction of modern means of marketing. Also, the study discovers 

no relationship demographic factors and attitude. Moreover, the finding also gives a valuable opportunity for 

marketers in developing and designing the appropriate mobile marketing campaigns. The study further suggests 

for researching in a target respondent group of age and a specific type of mobile marketing form and enlarging 

to other regions to examine the change of impacts on mobile marketing. 
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I. INTRODUCTION  

 Nowadays, a human being is witnessing an immense advance on technology devices which facilitate for 

people to communicate with others and/or to serve for entertainment purpose in the technology era. If we are used 

to receiving advertisement information via a traditional platform such as television or papers by Enterprises 

beforehand, the smartphone has now been useful and popular for transferring marketing messages because of its 

progressive function associated with internet development. Therefore, the foundation of mobile marketing could 

assist for products and service providers in improving new modern selling channel. In fact, mobile marketing 

refers sending promotion purpose by using the mobile phone via methods consisting of short message service 

(SMS), Multimedia Message Service (MMS), Quick Response (QR) Codes, social networks, games, shopping 

apps that are offered by networking companies and others. Evidently, valuable outcomes are increased for both 

customers and retailers from mobile marketing tools implementation (Ström & Vendel, 2012). Mobile marketing 

has been applied via SMS since 2004 in the United States, whereas it has been firstly employed in Viet Nam since 

2006. Besides, it has a strong motivation for sending advertisement message to customers from business entities 

by other forms based on the development of mobile applications and services from professional companies in 

order to increase efficiency and effectiveness for their on – going businesses. According to a survey of Vietnam 

E-commerce and Information Technology Agency (VECITA) is done in Ha Noi and Ho Chi Minh in 2015, they 

reported that there was a high percentage at 88 percent of people use mobile devices to look up goods and services 
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before buying and accounted for 45 percent used them for information on goods at least once a day. On the other 

hand, mobile marketing tools sometimes make mobile phone users feel annoyed and doubtful recently. 

Particularly, it is definitely reported that respondents were worried about the likelihood of their personal 

information is stolen and they were unbelievable to access shopping online because of difficulty in checking 

product quality that accounts for 42 percent and 78 percent respectively (VECITA, 2015). Although the 

opportunity for mobile marketing development is expected to be enlarged as online consumers, which occupied a 

large percentage would maintain using this type of marketing (VECITA, 2015), network companies and business 

units will face challenges to attract more customers by demonstrating a positive attitude towards modern-day 

marketing. With respect to the academic field, there are various studies investigating customers’ attitude towards 

mobile marketing types including of communication service, commercial service and entertainment separately in 

one certain research, most of these carried studies are oriented to young consumers in foreign countries because 

they engaged a large percentage of early adopters of mobile services (Batat, 2009; Grinter et al., 2006; Parren˜o 

et al., 2013; Yousif, 2012).  

In Viet Nam context, however, this kind of similar research is limited done in a mobile advertisement which 

focuses on SMS advertising only or investigates popular types insisting of web banner and poster, in - app, pop – 

up, pop – under ads (Le and Ho, 2014). Unfortunately, this research point has not been much recognized by authors 

while mobile marketing apparently has offered an interesting opportunity for marketers. Accordingly, the purpose 

of the research is to investigate key attributes affecting customers’ attitude in the direction of mobile marketing 

via examining various types using smartphones in Can Tho city, one largest city in the Mekong Delta Region and 

are formulated from the main research questions below: 

RQ1: What do customers perceive currently about mobile marketing?  

RQ2:  What do factors affect attitudes of customers towards mobile marketing? 

The paper consists of following parts. The first one includes literature reviews related to studies on factors 

affecting attitudes of customers and then, proposes for hypotheses. The methodology and the empirical result will 

be shown subsequently. The next section provides findings and discussions. Finally, conclusion and limitations 

will be presented and a further direction of research will be included afterward. 

II. LITERATURE REVIEWS 

2.1 Types of mobile marketing 

Mobile marketing refers using a mobile phone for promotion purpose which is based on sending information 

to consumers by companies. Specifically, they deliver the advertisement’s image and content to traditional and 

potential customers through via using the mobile channel. Many previous studies have been given expansive 

concepts of mobile marketing. However, the basic definition is that mobile marketing is characterized as offering 

information of goods, services, and idea to customers for promoting them by using mobile phones (Roach, 2009;  

 

Varshney & Joy, 2015). Nowadays, the development of technology makes people easily utilize the functions of 

the smartphone, then the various types of mobile marketing tools developed consisting of mobile banking, mobile 
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payment, mobile internet that are increasingly used. Moreover, people are increasingly downloading and access 

mobile apps directly by using their phone such as apps on the social network, games, etc. This is an easy routine 

for advertisers to send their marketing information to customers via space in apps that developers provide for 

promoters. Besides, there are 58% of the Vietnamese population regularly use social network by using their 

smartphone and 95% of smartphone users look up product/service information (VECITA, 2015). For these 

reasons, we focus on service types of mobile internet communication, including social networking, games and 

shopping apps associated with the basic function of SMS to examine the interaction with customers and 

personalization of the advertisement content in this study. 

 

2.2 Theoretical background and a conceptual model 

This part will briefly outline a foundation theory of Technology Acceptance Model (TAM) which deals with 

the person’s performance of a specified behavior and personal acceptance in term of technology. TAM is 

introduced by Davis (1986) is developed from TRA in the particular field of information technology systems. The 

key target of TAM provides a basis for depicting the influence of external variables on personal internal belief, 

attitudes, and intentions. The theory explores two variables of beliefs: perceived usefulness and perceived ease of 

use being principal resources for technology acceptance. TAM proposes a framework for person’s behavioral 

intention concept tailored to use technology, but the behavioral intention to use things of technology is mutually 

determined by the personal attitude to use and perceived usefulness (Davis’ 1986 study cited in Davis et al, 1989). 

Because useful theory has been widely adopted in many types of research to explore the key drivers of personal 

behavior attitude toward things of technology, this study also adopts the primary content of the theory and relies 

on the research of Brackett and Carr (2001) and Waldt et al. (2009) for formulating the conceptual model.  

This study will concentrate on determining consumer attitudes towards mobile marketing. Consumer attitudes 

consist of cognition, affect, and conation (Du Plessis & Rousseau, 2007). Based on the TAM theory, consumer 

attitudes are implied as the cognition to the extent in this study. According to Fishbein’s Attitude Theory (cited in 

Andersson and Nilsson, 2000), a stimulus relates to the context of mobile marketing impacts on a consumer’s 

belief and then that belief leads consumers to a specific attitude related to the brand that conducts the mobile 

marketing. Particularly, customers’ attitude is significantly affected by perceived usefulness and perceived 

enjoyment (Gao & Bai, 2014; Wani & Malik, 2013; Ismail & Razak, 2011). Besides, some studies examine the 

strong relationship between risk acceptance or credibility (Xu, 2007; Parren˜o et al., 2013) and irritation to attitude 

towards mobile marketing (Parreño et al., 2013).  

The model in Figure 1 has been used to test consumer attitudes towards SMS advertising in the past (Tsang et 

al., 2004) with the constructs are known as entertainment, informativeness, irritation and credibility. However, 

the model is modified basing on the literature. Although they found there is no considerable influence of age on  

the perception of users toward the perceived value of mobile marketing in some studies (Brackett & Carr, 2001; 

Haghirian et al., 2005) because most of the researchers focus on young consumers like students to test the factors  
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affected by attitude. A study is conducted by Leppa¨niemi and Karjaluoto (2008) indicated that although all the 

age groups older than 20 years were less likely to accept mobile phone services than the youngest ones with a 

classify rating of 64 percentage and 38 percentage respectively, however, respondents with employment status 

affect of downloading mobile services. Moreover, the research indicates that consumers in the age group 36 – 45 

are most likely to be active in sending an SMS to a TV show or advertisement and spending time to participating 

in SMS lotteries and other contests (Leppa¨niemi & Karjaluoto, 2008). Therefore, this research will enlarge target 

responders from age higher than 16 to under 60 years of age. As a result, demographic variables would be tested 

to age and it played as a controlled variable role in this model. 

Besides, a study of Ayawardhena et al. (2009) exposes that there are notable variations across gender in the 

permission-based mobile marketing. Another study indicated that men have more acceptances than women in 

mobile marketing (Varshney and Joy, 2015). Furthermore, a research on viral marketing communication in 2015 

of Sharda and Bharti revealed that gender significantly affects to consumer attitude. The difference in gender 

attitude is proved by a previous study of Akturan (2009). He demonstrates males and females are different about 

expectation, want, need and lifestyle, etc. Therefore, gender plays an important role in consumer behavior. These 

past papers suggest that it is necessary to test the relationship between gender and attitude in this study. As an age 

variable, gender also intimated a controlled variable which belongs to demographic factors. 

 

2.3 Research hypotheses 

2.3.1 Perceived Usefulness 

As mentioned in TAM theory, perceived usefulness is one of the cognitive beliefs affecting users’ attitude 

toward things related to information technology. Based on TAM, some studies have confirmed the direct and the 

affirmative influence of perceived usefulness on consumer attitudes regarding mobile marketing (Goh & Sun, 

2014; Srisawatsakul and Papasratorn, 2013; Gao and Bai, 2013; Ismail and Razak, 2011; Bauer et al., 2005). 

These researchers have asserted that perceived usefulness affirmatively affects user attitude to accept marketing 

information in the variety of contexts of mobile service, consisting of mobile broadband service, mobile banking. 

We scrutinize an interaction between customers and companies with a marketing purpose conveying through text 

messaging, participating social networks, utility apps, and the gaming which are types of mobile communications, 

this research consequently suggests for the following hypothesis: 

 H1: Perceived usefulness has a positive influence on the customers’ attitude toward mobile marketing 

2.3.2 Perceived Enjoyment 

Perceived enjoyment refers to the extent that customers use things and/or service because of fun and leisure 

purpose, then it can lead the action of sharing information with their friends and family. The previous research 

has promoted that perceived entertainment has a positive effect on consumers’ intention to use internet of things 

technology (Gao and Bai, 2014). Similarities in proposing the influence of perceived enjoyment on users’ intention  

also were presented to some researchers, for example, Ryu and Murdock’s study (2013) related to use mobile  
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marketing communication of the QR code, Liu et al.’ s study (2009) observed mobile entertainment. These 

findings lead to form a research hypothesis below in advocating that consumers may have a positive attitude 

toward mobile marketing when they receive marketing information via mobile text messaging, mobile gaming, 

shopping apps or even engaging in social networking by a smartphone: 

 H2: Perceived enjoyment has a positive influence on the customers’ attitude toward mobile marketing 

2.3.3 Irritation 

As Parreño et al. (2013) investigate irritation is the main drivers of attitude toward mobile marketing. 

Particularly, the greater level of irritation the customers have the lower level of acceptance to adopt. The same 

findings also are found in Boateng et al. (2016), Nwagwu & Famiyesin (2016). Therefore, following hypothesis 

is created: 

 H3: Irritation has a negative impact on the attitude of mobile marketing 

2.3.4 Risk Acceptance 

One of the personal characteristics to motivate for users’ acceptance for technological things is trust with 

technology device to the likelihood of risk acceptance when accessing the internet. Besides, Ashrat & Kamal 

(2010) found that customers’ attitude toward mobile marketing is also influenced by permitting to interact. Hence, 

risk acceptance in the model refers to the extent that consumers are in the agreement to provide personal 

information to websites and/or online companies (Du, 2012; Gao et al., 2010). We specify an antecedent factor of 

risk acceptance as a predisposition of individuals ready to provide their personal information to get marketing 

information promotions when they registered beforehand, even they accept for any virus and non-related website 

arising when entry phone marketing. So we establish this hypothesis below: 

 H4: Risk acceptance has a positive impact on the attitude toward mobile marketing 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

   H1 

   H2 

H3 

   H4 

       

Perceived usefulness 

Perceived enjoyment 

Risk acceptance 

Attitude towards 

mobile marketing 

Demographi

c variables 

Irritation 

 

Figure 1. The research conceptual model 
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III. METHODOLOGY AND DATA COLLECTION 

 

 

3.1 Methodology 

 

A total of 400 questionnaires was prepared to survey, however, there are 351 questionnaires (87.8 percent) 

were collected. The participants are from around 10 towns in Can Tho city reported their experiences and opinions 

of receiving marketing information via smartphone in the survey. The questionnaire consists 19 items related to 

the constructs of the research model (table 1). The participants were asked to indicate their viewpoints on a five-

point Likert scale basis (from 1 as strongly disagree to 5 as strongly agree) for each item. 

In this paper, the hypothesis was tested mainly by correlation test and multiple linear regression, However, it 

was necessary to apply a reliability test and factor analysis to group 19 items into these constructed variables of 

the research model. All these analyses were carried out by SPSS packages. In the reliability tests, Cronbach’s 

alpha was used to determine the level of support for each item’s inclusion in the analysis. Factor analysis 

transforms a list of items into new variables as groups in which these items have the same meaning. Exploratory 

factor analysis (EFA) with varimax rotation was conducted. Varimax rotation method was used as a common way 

to generate components. Furthermore, according to Hair et al. (2010), the varimax rotation is more likely to give 

a clearer separation of factors. As a result, the number of components and items beyond the components would 

be established. As suggested by Hair et al. (2010), we would reject factors with an eigenvalue of less than 1.0 and 

obviously would retain factors with an eigenvalue of more than 1.0 for further analysis. The loading of 0.50 was 

used as a minimum cutoff point in our EFA.  Though, that was not the final research’s objectives. Regarding 

determining the predictable factors of attitudes toward mobile marketing, linear regression was chosen. This 

technique allows predicting dependent variables, which are attitudes toward mobile marketing relied on 

independent variables resulting from factor analysis. Furthermore, how much each independent variable which 

impacts on attitude was also determined. 

Table 1. Measures used in the model 

 

Indicators Measurement items Sources 

Perceived 

usefulness 

 

[PUSE1]Mobile marketing would provide products, services 

information for further purchase 

[PUSE2] You can benefit from mobile marketing schemes 

 

[PUSE3] Mobile marketing save help you save time in looking 

for product and service information to decide purchase 

Ismail & Razak, 2011 

 

Parreno et al., 2013 ; Ismail & 

Razak, 2011; Bauer et al., 

2005 

Parreno et al., 2013 ; Ismail & 

Razak, 2011 

Perceived 

enjoyment 

[PENJ1] Information from mobile marketing is entertaining 

 

[PENJ2] Information from mobile marketing is fun 

 

 

 

[PENJ3] You share information from mobile marketing that 

you like to your friends and your family 

 

Zampou et al., 2012 ;Parreno 

et al., 2013 ; Ismail & Razak, 

2011 ;Liu et al., 2009 

Zampou et al., 2012 ; Parreno 

et al., 2013 ; Ismail & Razak, 

2011; Bauer et al., 2005 

Zampou et al., 

2012 ;Varshney & Joy, 2015 ; 

Bauer et al., 2005 
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Risk 

acceptance 

[RACC1] You would provide a website with personal 

information to receive information  

[RACC2] You would accept the risks (virus, non-related web) 

when you link with others 

[RACC3] You don’t control the amount of information from 

mobile marketing 

[RACC4] You only would receive information from mobile 

marketing when you registered beforehand 

Gao et al., 2010 ; Sultan et al., 

2009 ; Bauer et al., 2005 

 

Self created 

 

Self created 

 

Self created 

Irritation [IRRI1] You don’t feel well-receiving information from 

mobile marketing 

[IRRI2] The content of mobile marketing makes you feel 

annoyed 

[IRRI3] Receiving information from mobile marketing while 

you are working and  taking a rest makes you feel annoyed 

Parren˜o et al.,  2013; Xu, 

2007, Waldt et al., 2009 

Attitude [ATTI1] You appreciate receiving information from mobile 

marketing 

[ATTI2] It is a good idea if using apps on mobile  

[ATTI3] You like to receive information from mobile 

marketing 

[ATTI4] You satisfy with content and form of mobile 

marketing 

[ATTI5] You find mobile marketing is beneficial and 

advantageous than others 

[ATTI6] You realize mobile marketing should be used widely 

Bauer et al., 2005, Gao et al., 

2010; Liu,  Liu,  Li,  Li & 

Rau, 2009 

Self created 

 

Bauer et al., 2005, Gao et al., 

2010 

Noh & Lee, 2015 

 

 

3.2 Data collection 

 

The outcome of employing descriptive statistics of 351 respondents is presented in Table 2. In fact, we 

obtained data through an accessible nonprobability sampling approach that answerers were willing to join. Also, 

respondents have to be using a smartphone as a stipulation of collecting data. Therefore, in order to increase 

collected data reliability, we conducted by face to face directly at their home and at a suitable time as well. It can 

be seen from the table 2 that most of the respondents have jobs at the time of interviewing. The majority of the 

sample is male (63.8 percent), and the average age is 29. The highest percentage of respondents is students/pupil 

at 29.4%, small business occupies 27% and the lowest proportion is a housewife with 2.8%. 

 

Table 2. Demographic profile of respondents 

Variable Category Frequency Percent 

Occupation Students/Pupil 103 29.4 

Small Business 95 27.0 

Official 80 22.8 

Unskilled worker 28 8.0 

Highly qualified worker 17 4.8 

Housewife 10 2.8 

Other 18 5.1 

Gender Male 189 53.8 

Female 162 46.2 

Age        Mean:29    Mode: 21  Std.:10.22   Min: 16   Max: 60  N: 351      Missing: 3 

Source: Survey by authors, 2016 
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IV. EMPIRICAL RESULTS AND DISCUSSIONS 

 

 
 4.1 Analysis and Result 

4.1.1 Customers perceive currently about mobile marketing  

 

The outputs below reveal fallout of descriptive statistics related to mobile marketing in the research zone. 

We focused only on the respondents who have received activities from mobile marketing in a recent month to 

make sure that what they described was fairly accurate.  

Table 3. Receiving Mobile Marketing 

Variable Category Frequency Percent 

Receive Mobile 

marketing 

Yes 284 80.9 

No 67 19.1 

 Total 351 100 

How to receive mobile 

marketing 

Ignore 181 63.7 

Notice because the content 43 15.1 

Delete 21 7.4 

 Notice because color or music 17 6.0 

 Link 12 4.2 

 Others 10 3.5 

 Total 284 100 

Time spend for mobile 

activities 

Valid: 280 

Missing: 71 

Mean: 214.7 minutes 

Mode: 120 minutes 

Std. Deviation: 191.126 

Table 4. Forms of Mobile Marketing 

 Variable Receiving Mobile 

marketing Form 

The most  

frequent form 

The most  

favorite form 

  Frequency Percent Frequency Percent Frequency Percent 

Category SMS 271 95.4 155 54.6 28 9.9 

Social media 242 85.2 73 25.7 32 11.3 

Mobile Apps 139 48.9 21 7.4 4 1.4 

E-news 139 48.9 12 4.2 6 2.1 

Games 128 45.1 14 4.9 3 1.1 

Email 52 18.3 8 2.8 3 1.1 

MMS 20 7.0 0 0.0 0 0.0 

QR Code 12 4.2 0 0.0 0 0.0 

Others 0 0.0 1 0.4 208 73.3 

 Total 1003 353.2 284 100 284 100 

Table 5. General Perception towards Mobile Marketing 

Variable Category Frequency Percent of Cases 

Mobile marketing 

Fields 

Games 190 68.3 

Fashion 164 59.0 

 Entertainment 157 56.5 

 Beauty 149 53.6 

 Electronic Products 146 52.5 

 Food and beverage 120 43.2 

 Travel 116 41.7 

 Houseware 105 37.8 

 Supplement Dietary 102 36.7 
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 Real Estate 78 28.1 

 Others 1 0.4 

 Total 1328 477.7 

General Perception Annoyance 216 62.1 

Popularity 152 43.7 

Non credibility 132 37.9 

 Utility 127 36.5 

 Unnecessary 101 29.0 

 Cheat 76 21.8 

 Entertainment 70 20.1 

 Reliability 47 13.5 

 Total 921 264.7 

 

Table 3 shows that there is around 80 percent of respondents had received mobile marketing in a recent month 

in the total of 315 observations. Most of them spent around 120 minutes every day to play with mobile activities. 

However, the average time in total is nearly double (about 214 minutes). It is worth mentioning, there is over 60 

percent of respondents would ignore the mobile marketing activities. That fact leads marketers should have 

enough remarkable when conducting mobile marketing. Moreover, the information which is disclosed in table 4 

also gives readers to understand the reason why consumers ignored the activities of marketing via mobile. As can 

be seen that most of the forms of mobile marketing conducted in the recent period is SMS message and the most 

frequent form they received also is SMS inherently. That portrays a situation of not - creative and plentiful mobile 

marketing activities. The uninteresting SMS technique seems to be a cause of ignoring. 

As we can see from the table 5 that section of Games, Fashion, Entertainment and Beauty seem to dominate 

in mobile marketing fields. There are some reasons for that can be including of cost saving, accessibility and target 

segment. Table 5 also indicates that the majority of customers generally would be felt annoyance perceiving 

mobile marketing activities. There is only 36.5 percent of observations who suppose mobile marketing is a utility.   

4.1.2 Factors affect attitudes of customers towards mobile marketing 

Table 6 presents Cronbach coefficients (α) of all scales that were implied to conduct the research model. 

According to Nunnally and Bernstein (1994), a stricter minimum requirement for scale reliability is 0.70 but a 

liberal minimum requirement of 0.60 is accepted as well (Churchill, 1979; Peter, 1979). Corrected item-total 

correlation is required >0.3 (Hair et al., 2010). So, Risk acceptance variable is eliminated because they do not 

perform well.  

 

Table 6. The reliability of scale 

Item Variable Cronbach's Alpha 

Perceived usefulness PUSE1, PUSE2, PUSE3 0.729 

Perceived  enjoyment PENJ1, PENJ2, PENJ3 0.639 

Risk acceptance RACC1, RACC2, RACC3, RACC4 0.439 

Irritation IRRI1, IRRI2, IRRI3 0.852 

Attitude ATTI1, ATTI2, ATTI3, ATTI4, ATTI5, ATTI6 0.828 
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The results of exploratory factor analyses by adopting principal components with the Varimax rotation are 

shown in table 7. All of these items excluding risk acceptance variables were grouped correctly with the previous 

expectation which was decided by the factor loading >0.5 (Hair et al., 2010). 

 

 

 

Table 7. Factor loading of Exploratory Factor Analysis (EFA) 

 

The correlation analysis was conducted and the result is shown in the Appendix. The correlation values prove 

the relationship with each other. As we can see that, PUSE and PENJ are observed to be positively and 

significantly associated with the attitude towards mobile marketing (0.443, 0.000; 0.440, 0.000 respectively). This 

elucidates that the more perceived usefulness and enjoyment, the more favorable attitude consumers will be having 

towards mobile marketing. On the contrary, IRRI correlation value revealed the negative relationship with ATTT 

significantly (-0.336, 0.000). Consumers are likely to generate negative attitude towards any mobile marketing if 

they feel that brings annoyance to them. There is no interconnection between age, gender, and ATTT that could 

be found in that analysis.  

Table 8.  Regression Analysis 

Model Unstandardized Coefficients T Sig. Collinearity Statistics 

B Std. Error   Tolerance VIF 

(Constant) -.141 0.119 -1.189 0.235   

IRRI -.299** 0.038 -7.864 0.000 0.990 1.010 

PUSE .472** 0.038 12.508 0.000 0.996 1.004 

PENJ .457** 0.038 12.064 0.000 0.990 1.010 

AGE .003 0.004 0.798 0.425 0.993 1.008 

GENDER* .097 0.077 1.268 0.206 0.975 1.025 

Dependent: Attitude (ATTI) 

R: 0.717;  R Square: 0.515 

Durbin-Watson:  1.857 

F: 72.570, P value: 0.000 

*: Dummy variable, **: significant at p value = 0.01 

 

Table 8 shows the result of regression analysis which is used to differentiate the contributions of the individual 

independent variables in attitude formation towards mobile marketing. The correlation coefficient (R) indicates a 

measure of prediction quality. The higher of R is, the better the independent variables will impact to the dependent  

 

Variable Factor loading  Variable Factor loading 

IRRI1 0.886  ATTI4 0.794 

IRRI 2 0.876  ATTI3 0.787 

IRRI 3 0.831  ATTI1 0.765 

PUSE2 0.845  ATTI6 0.757 

PUSE1 0.768  ATTI5 0.698 

PUSE3 0.707  ATTI2 0.586 

PENJ2 0.808  KMO: 0.826 Sig.:0.000 

PENJ1 0.747  % of Variance:53.969 

PENJ3 0.671    

KMO: 0.775 Sig.: 0.000    

% of Variance: 67.761    
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variable. The value of R accounts for 0.717 reveals that there are some independent variables may not effectively 

predict for the dependent variable or some that we have not input into the model yet although that index is good. 

The R-square indicates the total explained variance and when the R-square is high, the percentage of variance in 

the dependent variable explained by independent variables is large. This model explains the 51.5% variance of  

the attitude towards mobile marketing. That is good enough to imply this model for predicting the effects on 

attitude in case of mobile marketing.  

The variables such as PUSE and PENJ are the major factors affecting the attitude as they have significant 

value of Sig. at 0.000 and the values of beta is 0.472 and 0.457 respectively. The values show that perceived 

usefulness and enjoyment have a significant impact on the dependent variable of attitude towards mobile 

marketing. It can be known that when consumers perceive more utility and entertainment from a mobile marketing 

campaign, they will increase their attitude positively. Whereas, IRRI variable presents a minus index in the 

relationship with ATTI (-0.299) with the significance value is 0.000. It indicates that the more irritation customers 

perceived, the more negative attitude customers expressed towards mobile marketing. These analyses prove that 

the hypothesis H1, H2, and H3 are supported. However, as can be seen from the result, the control variables 

including age and gender possess a non-significant relationship with attitude variable. That means this paper has 

not verified yet the impact of demographic variables on the attitude of customers towards mobile marketing. 

4.2 Findings and Discussions 

 

The primary purpose of this study is to investigate the underlined factors influencing the attitude of customers 

towards mobile marketing in Can Tho city under various marketing forms being applicable via the smartphone 

and generate some considerable upshots. The findings accordingly authenticate for key factors of perceived 

usefulness, perceived enjoyment, and irritation which is the same with the outcome of Parreño et al., 2013 study 

is the drivers intimidating customers’ attitudes that can give some managerial implications further. Firstly, the 

results confirm hypothesis H1 and hypothesis H2 in corroboration of perceived usefulness and perceived 

enjoyment that influence strongly on attitude towards mobile marketing. The study’s outcome contributes in the 

support for the TAM model in which validate the influence of perceived usefulness on the positive attitudes of 

customers. The results are in accordance with the studies by Goh & Sun (2014); Srisawatsakul & Papasratorn 

(2013); Gao & Bai (2013); Ismail & Razak (2011); Bauer et al., (2005); Ryu & Murdock (2013); Le & Ho (2014). 

This actually implies in the case of receiving a positive attitude of consumers will depend on useful and enjoyable 

features occurring from a mobile marketing agenda. Obviously, smartphone users in this sample can take benefits 

in the distinguishing promotion and other useful related information transferred to assist for purchase purpose and 

signify for indispensable replacement of conventional marketing. Besides, in the case of no decision to buy 

products and services is made immediately after receiving advertisement information, they, however, feel 

pleasurable with marketing messages that impression on a company’s brand may establish to facilitate for further 

purchasing. Therefore, it encourages for products and service providers in generating suitable marketing  
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campaigns not only focus on promotion aims, but also for the recreational purpose. For instance, marketers can 

produce funny and colorful advertisement to attract more customers through advertising by MMS, social media, 

shopping apps, games which smartphone users are easy to access (As Barwise and Strong’ 2002 study cited in 

Waldt et al.’s 2009 study). 

Secondly, irritation is identified as a negative feature on attitude’s customer in absorbing marketing messages 

through mobile in this study. This involves that customers feel to be bothered with transferred information come 

at an unsuitable time regarding by SMS, and/or counterproductive content of the advertisement.  In other words, 

irritation can be an obstacle for customers’ access to mobile marketing as the result of H3 is supported. Although 

some studies showed irritation is not the main driver of customers’ attitude affecting mobile advertising (Faria & 

Sohail, 2011; Le & Ho, 2014, Xu, 2007), it is consistent with the recognition of irritation affecting attitude of 

customers negatively (Parreño et al., 2013; Boateng et al., 2016, Nwagwu & Famiyesin, 2016; Waldt et al., 2009). 

It can be explained that respondents in the sample account for about 68 percent having ordinary jobs and about 

95 percent of frequent mobile marketing form that they receive via SMS, therefore, they will be unhappy when 

much advertisement messages are passively received regularly. For that reason, business entities are suggested to 

avoid causing irritation by sending advertisement information at the right time via SMS and improving in bringing 

education and human civilization ads associated with an appropriate length and content of the advertisement. This 

is actually effective as a suggestion that customers’ attitudes of mobile marketing would be positive when the 

marketing messages are relevant and are sent to the recipients at a suitable time (Varshney & Joy, 2015; Waldt et 

al., 2009). For instance, an SMS advertisement should not be delivered to customers at noon or at the rest time. 

The figure of 62 percent of answerers in this study reported to be annoyed by mobile marketing, therefore, lower 

level of irritation mobile advertising cause, a higher level of positive attitude customers obtain. 

Lastly, the outcome explores that demographic component consisting of age and gender has no positive impact 

on customers’ attitude. It appears that the study’s outcome is not in accordance with the evidence of gender 

difference in affecting on mobile marketing (Akturan, 2009; Ayawardhena et al., 2009; Leppa¨niemi & 

Karjaluoto, 2008). This is explained that respondents in the sample range from 16 years to 60 years of age 

combined with various kinds of occupation dragging different perspectives occurring whereas other studies focus 

on target certain group. This is consistent with the finding showing there is no change in attitude towards mobile 

marketing in perspective of the occupation (Varshney & Joy, 2015). Besides, this finding is also in line with an 

exploration of there is no significant difference between gender, age and attitude in surveying mobile marketing 

form (Varshney & Joy, 2015; Suleyman, 2016). 

  

V. CONCLUSION AND LIMITATIONS 
Briefly, this practical study generates valuable outcomes in examining the drivers of factors affecting on the 

attitude of customers towards mobile marketing under various forms in Can Tho city. Particularly, the study 

highlights the positive relationship between enjoyment, utility, and attitude, whereas the negative relationship is  
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explored between irritation and favorable attitude. Respondents obviously pay attention to the enjoyment and 

usefulness, therefore, marketers should develop and design a fit mobile marketing scheme based on consumers’ 

interest to stimulate them to engage in purchasing. Besides, mobile marketing service providers should offer their 

value added products or services based on these two aspects. In addition, irritation leads to unenthusiastic manner 

from recipients; therefore, marketers can send advertisement information to customers at the proper time 

associated with well-constructed content to audiences. Moreover, demographic factors haven’t proved on the 

influence of mobile marketing’ attitude in this study due to the recipients’ characteristics of this sample. Although 

this study validates the importance of TAM and generates consideration outcome, the limitations need to be 

mentioned for further research. 

There are some limitations need to be addressed as follows. First of all,  this study fails to find the influence 

of demographic factors on the attitude of respondents in the sample because the sample did not focus on any 

specific group. Although participants in this sample may represent a diverse viewpoint of the various segments in 

Can Tho city; they have some obstacles to respond this survey which can affect the reliability of constructs. 

Accordingly, future studies can be motivated by enlarging the sample size and dividing target customer group. 

Second of all, because the survey is conducted by convenient sampling, most of them have employment and with 

mature feature of age so they may have well-control behavior. Future research should consider undertaking quota 

sampling for collecting data. Third of all, this study limits to address the overall attitude of mobile marketing as 

we deliberately did not choose to examine on a single type of mobile marketing such as SMS, mobile apps, QR 

code, etc. Thus, future research may give attention to the certain type of mobile marketing form. Finally, another 

limitation is stated that concerning to the location where the study examines in Can Tho city only. Hence, we 

persuade further investigation should be done in other regions to notice the change of these impacts and make 

comparisons of these regions. 
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Abstract: Fast food is becoming popular in Can Tho city and Viet Nam as the trend of globalization. There are 

not many prior studies which identified perceptual consumers towards fast food stores. This study was 

conducted by employing Multidimensional scaling (MDS) approach to figure out consumer’s perceive among 

four typical fast food brands such as KFC, Pizza Hut, Jollibee and Lotteria. Primary data was collected at these 

fast food stores. To achieve the objective of the study, eight attributes related customer’s choice and preferences 

in case of fast food were implied. Five point Likert scale was used in the questionnaire. A result of conceptual 

map indicates the positioning of each fast food brand based on the consumer’s point of view. 

 

Keywords: perceptual map, brand preference, fast food, MDS  

 

I. INTRODUCTION  

The fast food industry is now more global and continuous to increase in popularity (SMEDA, 2006). The 

fact supports that understanding of consumer perceptions, preferences and relevant multi-attribute criteria which 

used for customer’s decision is extremely vital for both marketers and researchers as well in fast food section. 

Although a numerous research focused on consumer perception, some remarkable papers were studied towards 

fast food industry, particularly the studies of Jones et al. (2002), Aziz and Bukari (2009) and Qin and Prybutok 

(2009). The purpose of these was able to know consumer’s priorities when they chose a fast food outlet in a 

comparison to others. Gilbert et al. in his research in 2004 claimed that it is worth to attend to the satisfaction of 

customers both domestic and abroad market while transcending cultural differences in globalization. Consumer 

satisfaction is measured in both perspectives and preferences, in turn, satisfaction become an element to make 

customer’s decision. Both studies of Anderson et al. (1996) and Goyal and Singh (2007) measured customer 

satisfaction of various countries show that cultural differences lead to discriminate decisions. Therefore, what 

make they choose a brand in a lot of brands in the market is still need to clarify in each culture such as Viet Nam 

and each sub-culture like Can Tho city – known as one of new market of fast food industry. More specifically, 

in different market, each brand stands in divergent position depending on how customers satisfy and which 

attribute that brand is positioned. It is the reason that researching perceptual map to describe where each fast 

food brand stands in Can Tho market is necessary. Therefore the objectives of this study are to compare the 

brands in the perspective of customers and clarify what positioning attributes of each brand.  

A report in the section “Food and Drinks Forecast Asia and Australia” by the Economist Intelligence  

http://sareb-journal.org/
mailto:hnphuong@ctu.edu.vn
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Unit (2004) published that fast foods are becoming collaborative, especially with young people. This 

enlargement is also evident from the increase of Pizza Hut, Kentucky Fried Chicken, Jollibee and Lotteria in 

Viet Nam market. Catching up this trend, Can Tho city obtains now four reputational brands of fast food 

services including Pizza Hut, Kentucky Fried Chicken, Jollibee and Lotteria. Kentucky Fried Chicken (KFC) 

that the first fast food store at Can Tho city was established in 2006 was known as one of the famous brand in 

the world. Since KFC appeared, Can Tho’s consumers have experienced a new kind of food. KFC serves young 

consumers in Can Tho with unique flavor food, friendly service style and warm atmosphere. As a fast-food 

worldwide brand reputation and their experience of Vietnam market, KFC occupied steady and monopoly 

position in Can Tho market until 2009. However, KFC's monopoly position lost when Jollibee joined at the end 

of that year. It can be said that the Jollibee’s appearance made fast food market became more intense 

competition because Jollibee’s target customers are students - with average incomes. Jollibee performed a 

competitive price strategy which made that market more attractive. The competition was not to stop at two 

brands as KFC and Jollibee. Following that trend, Lotteria, a fast food brand from Korea, set up their stores and 

serves the same dishes with KFC and Jollibee as hamburgers, fried chicken, fries, ice cream, etc. In 2012, Pizza 

Hut also joined Can Tho market to take the market share with a special product - pizza - an advantage 

competition in comparison to others.  

Based on four fast food brands with many outlets in Can Tho market, this study will construct the 

perceptual map of consumers’ preference for fast food brands on eight specific attributes. The findings are 

expected to have relevance to both fast food franchisors and franchisees by helping them to prepare consumer 

oriented marketing strategies.  

II. LITERATURE REVIEWS 

2.1 Fast food market 

Data monitor (2009) defined the fast food market was the sale of food and drinks for immediate 

consumption either on the premises or in designated eating areas shared with other food service operators, or for 

consumption elsewhere.  This study also revealed that the quality of service is likely more importance than the 

costs associated with food only in the perspective of most fast food consumers. In a previous study of Cronin et 

al. (2000), that fact also was claimed and emphasized that service quality is an important decision-making 

criterion for service consumers in case of fast food consumption. However, a research in 2004 of Pingali proved 

that globalization is leading to a dramatic shift of Asian diets, whereby, Asian customers are increasingly 

consumed fast food. Differences from person to person also occur while customers experience goods or 

services, since customer’s experience depended on their expectations and goods or services performance (Pine 

and Gilmore, 1999). In short, customer expectations are the key element of fast food industry’s survival. 

2.2 Positioning attributes 

In the 1980s, the concept of positioning was publicized and changed the way products and services are 

marketed in which focusing on the consumer’s mind instead of concentrating on product’s attributes. In the 

mind of consumers, a brand name represents what offered from products or services in their experience. In other 

word, consumer’s mind can define a brand as high quality and value or a contrary. In fast food industry, it can 

also match with reasonable prices or continence meals. In short, the attribute of different fast food brands such 
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as meal variety, cozy atmosphere evoke their positioning in the market. Drawing a picture to show what 

customers keep in their mind for fast food brands based on these featured attributes is the effective way to have 

a comprehensive evaluation about the market.   

According to Ehsan (2012), customers relied on price, variety of food, promotional deals and timely 

service as the significant factors for their decision making. This study also looked for differences among cities. 

The result was the same to a study of Liu et al. (2007) in which the different perceptions could be observed 

between the consumers in the different cities of a country. It can be known that most previous researchers 

focusing on customer’s behavior rather than how customers evoke each brand in their mind. Accompanying this 

trend, a remarkable research from FTA in 2012 was manipulated in Viet Nam. This study was obvious that food 

safety, store atmosphere, good state and fast services are consumer’s motivation towards fast food choices. The 

study also indicated that consumers are more favorite, regular consuming and pay more their loyalty on KFC 

than other remaining brands. However, the limitation of this research was not to expose what factors make 

Vietnamese customers prefer KFC than others.  

Pine and Gilmore (1999) suggested that fast food vendors should deliver a mix of services and products 

including goods tangible, services intangible, and experiences memorable since customers select an outlet on the 

basis of a number of factors. Based on that, an exploratory research in India of Goyal and Singh (2007) used six 

properties to evaluate two fast food outlets of McDonald's and Nirula's – a local brand name in India. The 

purpose of this study was to identify what factors effecting on fast food brands selection. The finding 

emphasized that food quality and store environment are key attributes. Furthermore, critical components like 

food quality and variety for the selection or even rejection of vendors were proved in the research of Kivela 

(1997) and Srivastava (2015). However, customers also prefer a quick-service delivery Islam and Ullah (2010). 

Surprisingly, the finding of Aziz and Bukhari’s research (2009) informed that gentlemen were seduced by the 

cooperation of staff, taste of food and price whereas that was personal preference of brand and quality of food 

for ladies. The research of Zopiatis (2007) disclosed that the reliability and responsiveness were appreciated as 

the most crucial elements of fast food consuming expectations. These factors can be belong to reputational 

brand ones. Also in 2007, Goyal and Singh studied to identify pivotal attributes for eating store choices. That 

attributes include variety of food, food taste and quality, ambience and hygiene, service speed, price and 

location. 

III. METHODOLOGY AND DATA COLLECTION 

3.1 Methodology 

Perceptual mapping is a vital method that has been effectively implied to position products or services 

(Kohli and Leuthesser, 1993). The purpose of perceptual mapping is to suggest a positioning strategy. In this 

study, the technique of multidimensional scaling (MDS) was employed to draw the perceptual map. MDS offers 

a visual representation of the objects in a common space where the brand of products or services are displayed 

as points on a map (Hair et al., 2010). MDS will describe brands in the relationship to attributes which depend 

on the respondents’ perceptions. MDS typically uses a data based on the similarities or preference ratings of the 

brands. In this paper, the measure is used to obtain respondents’ preference data to indicate which brand is 

preferable for each attribute. The data after calculating mean value was input to MDPREF - a basic kind of 
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multidimensional scaling (Carroll and Green, 1997). MDS can include all attributes to generate perceptual maps. 

The MDS result used eight service attributes based on previous research to interpret the perceptual map (table 

1). The map is a way of presenting the objects on the Euclid space. A perceptual map must meet three 

characteristics: (1) the distance between objects shown the same position of them as perceived by customers. 

The smaller gap demonstrates the more similarity. (2) A vector on the map indicates the magnitude and 

direction of the Euclid space of attributes. When projecting from a position of object on the vector attributes, we 

would be seen the distance from that point to the origin projector. This gap shows what the object clearly 

performs. The longer distance from the origin, the stronger that object is indicated about that attribute. (3) The 

axis (direction) of the map is a set of vectors that can elicit important factor describes. 

Table 1. Positioning Attributes 

 Attributes Sources 

1 Reputational Brand (REB) Andersson and Mossberg (2004), Chu-Mei and Kuang-Jung 

(2000),  Zopiatis and Pribic (2007), Islam and Ullah (2010) 

2 Taste of food (TOF) Qin and Prybutok (2009), Goyal and Singh (2007), 

Aziz and Bukhari (2009), Srivastava (2015),  Andersson and 

Mossberg (2004) 

3 Price  (PRI) Goyal and Singh (2007), Aziz and Bukhari (2009) 

4 Cooperation of staff and timely 

services (CTS) 

Qin and Prybutok (2008), Gilbert et al. (2004), Andersson and 

Mossberg (2004) 

5 Variety of food (VOF) Qin and Prybutok (2008), Goyal and Singh (2007) 

6 Environment of store (EOS) Andersson and Mossberg (2004), Qin and Prybutok 

(2009), Goyal and Singh (2007), Gilbert et al. (2004), 

Zopiatis and Pribic (2007) 

7 Promotional deals (PRD)  Aziz and Bukhari (2009), Ehsan (2012) 

8 Personal Preferences (PEP) Srivastava (2015), Aziz and Bukhari (2009) 

 

3.2 Data collection 

Empirical data was collected 150 consumers in fast food stores at Can Tho city at the last months of 

2014. In fact, we obtained data through an accessible non-probability sampling approach that answerers were 
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willing to join. Also, respondents had to be used the services and clearly know all four fast food brands 

including KFC, Jollibee, Pizza Hut and Lotteria as a stipulation of collecting data. Therefore, in order to 

increase collected data reliability, we conducted by face to face directly at the outlets. With a view to identifying 

the major attributes for choosing eating outlets, eight attributes of fast food outlets (table 1) – reputational brand, 

taste of food, price, cooperation of staff and timely services, variety of food, environment of store, promotional 

deals and personal preferences – were studied using a five-point Likert-type scale (1: strongly disagree; 5: 

strongly agree).  

Table 2. Demographics of Respondents 

Variable Frequency Percent 

Gender 150 100 

Male 72 48.0 

Female 78 52.0 

Age 150 100 

From 16 to 20  44 29.3 

From 21 to 25  46 30.7 

From 26 to 30  31 20.7 

From 31 to 35 6 4.0 

Over 35 23 15.3 

Marital Status 150 100 

Single 111 74.0 

Married, no children 8 5.3 

Married, with children 28 18.7 

Married, with mature children  3 2.0 

Source: Survey by Author, 2014 

There are 52 percent of female clients in totally (table 2), however it seems be a result of accessibility of 

sampling approach. Most customers of fast food outlets at Can Tho City is young people, focusing on the ages 

16 to 25, in which the group aged 16 to 20 accounted to 29 percent, and the group of 21 - 25 year old are at 30.7 

percent. As a result of the majority of young respondents, the collection represents up to 74 percent are single 
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customers. In spite of that, up to 18.7 percent are consumers who are married and have children. This index is 

remarkable and explains for the situation that many customers consume fast food due to their children needs.   

IV. EMPIRICAL RESULTS AND DISCUSSIONS 

 4.1 Analysis and Result 

4.1.1 Brief description about customers’ behavior towards fast food consumption  

Table 3 shows that there is 59 respondents who regularly choose KFC stores to consume fast food 

(occupied 39.3%), following with 41 stores selected is Lotteria (27.3%). The third ranking of the survey is 

Jollibee stores at a rate of 21.3%. Pizza Hut come in fourth place with 16 people chosen (10.7%) finally. This 

result specifies that KFC still is the top choices of Can Tho’s consumers because it is the first fast food brand in 

this market which created trust and familiarity to customers. Meanwhile, Lotteria penetrates after Jollibee but 

with strong competitive campaigns, Lotteria is gradually prevailed over Jollibee and going to threaten the 

leading position of KFC. 

Table 3. Fast food outlets 

Fast food outlets Frequency Percent 

KFC stores 59 39.3 

Lotteria stores 41 27.3 

Jollibee stores 32 21.3 

Pizza Hut stores 16 10.7 

Others 2 1.3 

 Total 150 100 

Source: Survey by Author, 2014 

Table 4 shows that 66 percent of respondents who suppose their choice a store due to delicious food. 

Store environment, accounted to 54.7 percent, is a second popular reason to choose an outlet. Beside taste of 

food, customers also concern more on the safety of food and still put their judgment on time waiting when 

experiencing on each store. Therefore, there are 38 percent of customers who think that timely service is an 

element to seduce them to fast food vendors. 

Table 4. Consumers’ choice attributes  

Attributes Frequency Percent 

Taste of food 99 66.0 

Store Environment 82 54.7 

Safe food 69 46.0 

Timely service 57 38.0 

Cooperation of staff 53 35.3 
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Competitive Price 35 23.3 

Variety of food 27 18.0 

Others 4 2.7 

Source: Survey by Author, 2014 

  4.1.2 Conceptual Map of fast food brands 

As Figure 1 indicates a two-dimensional perceptual map which identifies the relative positions of four 

brands and key differentiating attributes. It is important to notice that the four fast food brands in Can Tho 

market is KFC, Jollibee, Lotteria, Pizza Hut is located very close to each other on the right side, near the center 

of the chart. This shows that there is a close resemblance between positioning stores in the competition for 

market share in Can Tho.  
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                       Figure 1. Conceptual Map of fast food brands  

REB: Reputation Brand   VOF: Variety of food  

TOF: Taste of food  EOS: Environment of store 

PRI: Price  PRD: Promotional deals 

CTS: Cooperation of staff and timely services  PEP: Personal Preferences 

 

However each store, represented each brand, also features more prominently than the opponents 

remaining in the attitude of consumers. Pizza Hut, KFC and Lotteria are positioned in the lower-right quadrant 

that occupied by PEP and VOF vector. That means these brands are close competition by two key components 

such as personal preferences and the variety of food. Jollibee seems to stand out these brands since it owns the 

upper-right ones of the map in which the attribute of REB- reputation brand is appeared. 

4.2 Findings and Discussions 

For more details of each brand position in case of fast food industry, we interpret each brand with its 

positioning in consumer’s perception. For Jollibee stores, important features that customers consider when 

choosing Jollibee are the reasonable price, good taste of food, well-known brand and personal preferences. Due 

to identifying target customers with average income such as students and pupils, the price Jollibee’s meals are 

quite lower than other brands. As the result, customers pay more attention to Jollibee for the reasonable price. 

Besides, Jollibee is derived from Philippines - also a Southeast Asian flavor - it easily captures the flavor of the 

Vietnamese, and quickly to adjust the suitable taste for Vietnamese customers. With the construction of the 

image is a cute and friendly bee, Jollibee brand quickly positions in consumer’s heart and creates customers’ 

personal preference. However, considering the distance from the reference point on the vector to the origin, the 

most striking feature that customers choose Jollibee is a famous brand. Although all of fast food brands 

presented at Can Tho’s market are well known brand, Jollibee with a unique identity and bee-friendly image 

which attached to brand names is the highlights that other brands do not have.  

In contract to Jollibee, KFC has an opposite position in the conceptual map. KFC stands for the style of 

service and attractive promotions regularly. This intimates that customers believe KFC always serves them by 

the best of staff and service. They can also get more attractive promotional deals from KFC stores. In addition, 

extensive menu, beautiful and comfortable space are also help KFC to attract customers. Although these two 

factors are also important to customers’ evaluation when choosing Lotteria stores, the distance calculated from 

the reference point of origin on the vector is the largest. It is worth noting that KFC is rated higher than Lotteria 

on both two attributes. Besides, since having attendance at Can Tho’s market during10 years, KFC created a lot 

of impressions and consumer’s reliance which builds the personal preferences of customers to its brand. In 

short, customers choose KFC stores with many different reasons such as the serve of staff, attractive 

promotions, beauty space, extensive menu and personal preferences. In particular, the largest distance from the  
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point on the vector projection of variety menu factor to the origin ones reveals that it is the most characteristic 

features of KFC in the perception of consumers. Despite other brand stores owned equally varied menu, KFC 

build itself a menu not only abundant but also the food selection. KFC menu is a combination of all the dishes 

made the specific for KFC brand. It claims that fast food stores do not try to give as much food menu as 

possible, but sometimes they do not create a menu for the salient features for consumers. 

In case of Lotteria, customers evaluate the features of Lotteria is a personal preference for the brand, 

store environment and the variety of food. By directly competitive strategy with the leading position of KFC in 

Can Tho city, Lotteria is known by consumers with the quite similar attribute to KFC. In addition, the distance 

from the projection point on personal preference vector to the origin proves that the most important 

characteristic when customers choose Lotteria is personal preferences. This is one of the factors that can help 

Lotteria create customer’s loyalty.  

Features that customers care about Pizza Hut are personal preference, famous brands and an extensive 

menu. By the strategy to adapt the taste of Vietnamese, excluding to the scrumptious pizza, Pizza Hut also 

added to their menu many Vietnamese dishes like rice flavor, noodles, soup, etc. That is the reason why 

extensive menu element is appreciated for Pizza Hut in mind of consumers. In addition, a brand Pizza Hut is 

quite new in Can Tho’s market but this brand is very famous all over the world, so the majority of customers 

choose that fast food outlet due to they are attracted by the well-known brand or customers want to enjoy the 

view of the world famous pizza taste. In the above mentioned features, basing on the distance on the vector of 

attributes, personal preferences is shown the most striking feature of the Pizza Hut. It can be seen that although 

penetrating too late in comparison to other fast food brand, Pizza Hut still offers customer’s confidence and 

interesting to shop around.   

V. CONCLUSION AND LIMITATIONS 

Perceptual map offers a general picture about brand positioning in Can Tho market about fast food 

industry. In that we can find out what consumers feel about each brand. It may be not always the same to what 

each brand is positioned. However, that shows the fundamental references for marketers to adjust brand 

positioning strategy. Jollibee shows a quite different position to others because it pursues the reputation of brand 

while three other brands stand close together focusing on personal preferences. Separately, important factors 

affecting consumers choose KFC is the serve of staff, attractive promotions, space, extensive menu and personal 

preference. Based on the identification, KFC stores need to address these factors to set appropriate strategies, to 

maintain its leading position in the fast food market at Can Tho city. Besides, consumers think Jollibee owned 

features such as tasty food, reasonable prices, well-known brand and personal preferences. Discriminating to 

leader KFC, Jollibee is appreciated remarkable with the price and the taste of product elements. Lotteria is 

preferred since the significant attributes such as personal preferences for the brand, beauty space, and an 

extensive menu. These factors are similar to KFC and Pizza Hut as well. To create a separated point in the 

customer's mind, Lotteria need to refresh themselves in other characteristics. In turn of Pizza Hut, consumers 

also see its brand through three main attributes like personal preference, famous brands and extensive menu. 

Some limitations can be noticed from the study. Firstly, the research has used small sample size because 

of time limited therefore the result may not cover all observation in the market.  Accordingly, future researches 
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can be strengthened by increasing the sample size and separating respondents’ variety. Secondly, because the 

survey is conducted by convenient sampling, most of them are students so the finding may not represent the 

general view point. Further assessment should take serious consideration in settling on the style to undertake the 

survey in which the quota sampling may be possibly suggested. Thirdly, this study supposed that all stores of 

each brand similarly perform therefore this paper does not compare separately each store. Researchers should 

put the stores of each brand to perceptual map to have clearer judgment. Finally, another limitation is stated in 

relation to location where the study restricted to Can Tho city sample only. Hence, we encourage further study 

can be tested in other regions to examine different perceptual maps and make comparisons of these regions. 
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Abstract : Retail business is a growing Industry in Indonesia. To be successful in the business retail marketing 

tools and strategy need to be implemented properly. Among others there are two important variables in retail 

business: Marketing mix and Service Quality. This research are aimed first to know and to analysis the 

influence of Marketing Mix and Service Quality on Corporate Reputation and to analysis its impact on 

Repurchase Decision directly and indirectly. Secondly, to analysis which variables affect mostly on Corporate 

Reputation and later on Repurchase Decision. The research approaches using quantitative approach with 

survey method. Tool for the statistical test is used structural equation modeling (SEM) with LISREL 8.7 

software. There are 200 respondents involved in this survey through filling in questionnaires (using semantic 

differential scales of 1-5). Respondents mostly are middle class people (employees). Method of sampling used 

non probability sampling method in particular by accidental sampling. The results of the research are: 1. 

Marketing mix directly influenced corporate reputation 2. Marketing mix influenced the decision to repurchase 

directly and indirectly mediated by corporate reputation. 3. Service quality directly influenced corporate 

reputation. 4. Service quality did not influence decision to repurchase directly and indirectly through corporate 

reputation. 5. Corporate reputation directly influenced repurchases decision. Implication of the research that it 

is obvious in retail industry customer decision on repurchase is highly based on and influenced by marketing 

mix, especially pricing policy and decision. In the other hand, service quality did not matter, as far as price can 

meet the customer expectation. Suggestion for future research is highly recommended. 

Keywords: Retail industry, marketing mix, service quality, corporate reputation, decision to repurchase. 

 

I. INTRODUCTION 

Supermarket in the Mekong Delta Vietnam is changing rapidly and expressed as a retail market's 

potential. In 2010, the entire region had 17 supermarkets; however, until 2015 modern retail system was more 

competition in 13 provinces and cities in the region with about 40 local and foreign supermarkets. To succeed 

and survive in the competition environment, supermarket managers need to design strategies to improve 

satisfaction and maintain customer loyalty better than competitors. Most companies recognize the benefits of 

customer loyalty. The previous study showed that the cost to entice a new customer typically 9 -10 times higher 

than the cost of retaining existing customers and decreased 5% loss rate, increased 25-100% profit (Reichheld et 

al., 2000). Therefore, the construction of the loyalty of existing customers is essential to the supermarket in the 

Mekong Delta. However, to obtain a long-term commitment from the client side, supermarket managers need to 

identify factors affecting their customer loyalty. A new approach to building loyalty of customer is a customer 

experience management (CEM) approach. To create a positive experience, it is an important to identify and 

understand the components of strategic CEM. Due to different cultural environment, consumers in each country 

may have different perceptions about the various components that make experience for them. Moreover, most of  
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the researches on CEM and customer experience are carried out in developed countries. So in the case of 

developing country like Vietnam, does CEM impact on the loyalty of customers? This study examines the 

impact of CEM on loyal customers shopping at the supermarket in the Mekong Delta. The objectives of this 

study are to: (1) Identify the components of CEM in supermarkets; (2) Develop and test the relationship between 

CEM, customer experience, satisfaction and loyalty; (3) Analysis of the differences in the relationships with 

different customer groups on consumer characteristics and personal characteristics; and (4) Propose a number of 

recommendations to improve customers experience and maintain customer loyalty to the supermarkets. This 

study is expected to contribute and enrich the literature on consumer behavior and customer experience 

management. 

II. MATERIALS AND METHODS 

Customer satisfaction and loyalty:  

Customer satisfaction is the emotional response / feeling of customer with service providers’ bases on 

comparing the difference between what they received and expectations (Oliver, 1997). According Sirdeshmukh 

et al., (2002), the loyalty in the context of marketing is an intention to carry out a diverse set of behaviors signal, 

a motivation to maintain the relationship with the organization, including higher payment for a specific service 

provider, has a positive effect to the intention worth of mouth and repeat purchase. Loyalty is also defined as the 

commitment of customers, who would purchase products or services preferred (Chaudhuri, 1999), will give 

priority to buy products from a certain brand (Yoo et al., 2000) in the future. In addition, acceptable buying at 

higher prices was mentioned by Shen & Zhao (2005) as an expression of loyalty to the client. 

Customer experience management: 

With the aim of understanding, monitoring, supervision and organization of all interactions between 

customer and business, the term CEM has been mentioned by many scholars. First, customer experience is 

defined as the sum of all experiences that a customer has with a supplier/services provider. It can also be used as 

a personal experience rather than a transaction (Pine & Gilmore, 1998). Smith & Wheeler (2002) has asserted 

that CEM is evaluating the valuable experience from the customer's satisfaction with their people, processes and 

products/services. Schmitt (2003) emphasized that CEM is a process of strategically entire customer experience 

with a product or a company. According to Bernd Schmitt, the term CEM is also a set of techniques, methods 

and processes used to manage a comprehensive channel exposure, interaction with business customers, and 

commercial product performance or service. 

Vehoef et al., (2009) suggested that CEM is the factors that control the customer experience for 

developing a model and create experiences in the retail environment. In which the authors emphasized that the 

retailer can control the elements of the business such as social environment, services, atmosphere and 

characteristic of supermarkets, etc. to make the good experience and differentiate to the customers. Moreover, 

Grewal et al., (2009) mentioned that promotion, pricing, merchandise and location are all factors which can 

create a great feeling to the customers. On the other hands, Kamaladevi (2010) reinforced the view of Vehoef et 

al., (2009) and pointed out that the customer experience is formed from a variety of channels retail environments 

such as brand, price, supported sales program, location, advertising, packaging and labeling services, and the  
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atmosphere. The study also showed that the macro factors not only impact the customer experience, but also can 

affect the loyalty of consumers to the enterprise. Recently, Songsak & Teera (2012) found a direct relationship 

between the components of management experience with loyalty. In particular, the components of customer 

experience management are a causal factor and the loyalty is the result factor. From the above statement, the 

hypothesis H1, H2 and H6 are as following: 

H1: The components of customer experience management have positive influence to sensory experience of 

customer.  

H2: The components of customer experience management have positive influence to social experience of 

customer. 

H6: The components of customer experience management have positive influence to the loyalty of 

customer. 

To illustrate the affect of CEM components to customer experience, Kamaladevi (2010) pointed out 

that the more customer experience, the more customer satisfaction is. Besides, Ceribeli et al., (2012) provided 

evidence that customer satisfaction is dominated by experience in the procurement process. In turn, satisfaction 

is closely linked to loyalty. Rust et al., (1993) found a link between satisfaction and loyalty in the case of 

banking and hotel industries. Fornell et al., (1996) suggested that increase satisfaction will enhance loyalty and 

repeat purchase rates. The hypotheses H3, H4, and H5 are set as following: 

H3: Social experience has positive influence to customer satisfaction.  

H4: Sensory experience has positive influence to customer satisfaction. 

H5: Customer satisfaction has positive influence to customer loyalty. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1: Research model 
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This study was carried out through two steps: explorative and quantitative research methods. 20 

respondents were interviewed and divided into group of four to six interviewees in the first step. The main 

purpose of this step is to clarify the discussion issues, edit and revise questionnaire. In the second step, 321 

respondents who were shopping in the following supermarkets: Co.opmart, Metro, and Big C, etc. were selected 

by convenience sampling method and conducted interview directly. These supermarkets are located in Can Tho, 

Bac Lieu, Long Xuyen, Rach Gia, Vinh Long and Tra Vinh cities. All scales in this study are five-point Likert 

scale with 1: Strongly Disagree and 5: Strongly agree. Descriptive statistics, Cronbach’s Alpha, explorative 

factor analysis (EFA), confirmative factor analysis (CFA) and structural equation model (SEM) were used in 

this study.  

III. RESULTS AND DISCUSSION 

3.1 Cronbach’s alpha testing 

Cronbach's alpha was used to test the reliability of data. The results showed that eight observed 

variables were dropped out. On the other hands, Cronbach's alpha of components easy accessibility (Acces) 

variable is less than the permitted level (0.554 <0.6), so all the elements of this scale will be disqualified. After 

eliminated unsatisfactory variables, the components of CEM, sensory experience, social experience, satisfaction 

and loyalty variables are satisfactory Cronbach’s alpha reliability testing (from 0.687 to 0.819). The remaining 

72 observed variables were used to performance next step of EFA. 

3.2 Explorative factor analysis (EFA)  

+ CEM variable: there are 33 observed variables which had loading factor coefficient of less than 0.5 

should be removed from the model. The final EFA results found that there were 6 factors extracted within 21 

observed variables, with KMO = 0.797, sig = 0.000, the total variance extracted was 50.6%. After factor 

analysis, 6 scale components of CEM without disruption observed variables between components, so called 

primary components remain the same.  

3.3 Confirmative factors analysis (CFA) 

Table 1: Summary of the results 

Variable Components 
Number 

variables  

Reliability 
Total variance 

extracted (%) 

Value (convergence and 

discrimination) Cronbach 

Customer 

experience 

management 

Brand 4 0.687 0.36 satisfy 

Design 2 0.780 0.70 satisfy 

Product 3 0.703 0.46 satisfy 

Staff 3 0.819 0.61 satisfy 

Parking lot 4 0.812 0.52 satisfy 

Other stores 5 0.781 0.40 satisfy 

Sensory experience 3 0.811 0.60 satisfy 

Social experience 4 0.734 0.41 satisfy 

Satisfaction 4 0.789 0.49 satisfy 

Loyalty 3 0.688 0.43 satisfy 

(Source: The results from survey 321 respondents) 
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+ The four remaining variables: in EFA process, the variables LY1, LY2, and LY3 of less than 0.5 

should release out the model. After analyzing EFA, the loading factor coefficient did not have the disturbance 

observed variables, the KMO coefficient, significant, and the total variance explained were extracted to be 

satisfactory, ready to conduct CFA. 

+ CEM variable: after processing data, the results showed that CEM consists of 6 components with 21 

observed variables. CFA showed the model is consistent with market data and satisfied condition of CFA (Chi-

squared = 324.359, p = 0.000 value, degree of freedom of 173, Chi-square / df = 1.875 <2, CFI = 0.928, TLI = 

0.912, RMSEA = 0.052). The weight (i) satisfied with greater 0.5 and statistically significant p-values are 

equal 0.000. The correlation coefficient between the components is less than 0.9.  

+ Sensory experience, social experience, satisfaction and loyalty variables: Similarly the results showed 

that this model fit the market data and satisfied condition of CFA (Chi - squared = 174.399, TLI = 0.911, CFI = 

0.930, RMSEA = 0.067). The weights of the four scales are satisfactory and statistically significant (p = 0.000). 

3.4 Structural equation model 

 

Figure 2: The results of SEM (unstandardized) 

Source: The results from survey 321 respondents 

respondents  
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The first result of SEM showed the relationship between the customer experiences management with 

loyalty is not statistically significant at the 95% confidence level for p - value> 0.05. This relationship will be 

excluded from the model in order to find a better model. The final SEM achieved compatibility with market 

data: 446 degrees of freedom; chi - square / df = 1.738 <2; TLI = .892; CFI = 0.903 and RMSEA = 0.048 <0.05. 

Figure 2 showed the results of SEM. 

 

 
 

Figure 3: The results of SEM (standardized) 

The weights are normalized positive which demonstrated positive relationships (see Table 2). The 

concept of CEM explained 45% of the variation of sensory experience with standardized weight gain was 0.67 

and explained 49% of the variability of social experience with standardized weights 0.7. Sensory experience and 

social experience explained 56% of the variations of satisfaction with standardized weights are 0.42 and 0.46 

respectively; Satisfaction concepts explained 45% of variance of customer loyalty with importance of 

standardization reached 0.67.  

Source: The results from survey 321 respondents 

respondents  
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On the other hand, SEM results also illustrated that all 6 major components of CEM are positive which 

demonstrate the impact of these components in the same direction with the customer experience expectations. 

The factor has the greatest impact to the CEM is commodity (0.78), followed by parking lot respectively (0.62); 

Staff (0.61); Brands (0.6); The presence of other stores within supermarkets (0.56) and finally the supermarket 

space and design (0.17).  

Although SEM results in Figure 2 showed that there is no direct link between the components of CEM 

and loyalty. However, the indirect relationship between these two concepts exists. By analyzing the results of a 

causal relationship of the variables in the model shown in Table 3, the study found that: 

Table 2: Testing results the relationship among variables and components 

Relationship Estimate S.E C.R P 

SenE  CEM 0.671 0.125 5.374 0.000 

SoE  CEM 0.703 0.141 4.971 0.000 

Sat  SoE 0.457 0.087 5.276 0.000 

Sat  SenE 0.417 0.075 5.591 0.000 

LY  Sat 0.668 0.089 7.496 0.000 

Brand  CEM 0.604      

Des  CEM 0.173 0.088 1.966 0.049 

Prod  CEM 0.777 0.147 5.304 0.000 

Staff  CEM 0.608 0.115 5.283 0.000 

Parking  CEM 0.616 0.119 5.206 0.000 

Store  CEM 0.557 0.122 4.583 0.000 

(Source: The results from survey 321 respondents) 

 (1) Direct impact: Customer loyalty is directly influenced by customer satisfaction with standardized 

coefficients of effects is 0.67. 

 (2) Indirect impact: Loyalty is influenced indirectly by the CEM, social experience and sensory 

experience with standardized coefficients of affects respectively 0.40, 0.31 and 0.28. In particular, the impact of 

CEM to loyalty factor is greater than 1.3 times (0.40 / 0.31) to social experience and greater than 1.4 times to the 

sensory experience.  

 

Table 3: Results of causal relationships between the factors in theoretical models 

 CEM SoE SenE Sat 

 TE IE DE TE IE DE TE IE DE TE IE DE 

SoE 0.703 - 0.703 - - - - - - - - - 

SenE 0.671 - 0.671 - - - - - - - - - 

Sat 0.601 0.601 - 0.457 - 0.457 0.417 - 0.417 - - - 

LY 0.401 0.401 - 0.305 0.305 - 0.278 0.278 - 0.668 - 0.668 

(Source: The results from survey 321 respondents) 

Note: TE: total effect, IE: indirect effect, DE: Direct effect 

With 5% significance level, sensory experience and social experience directly affected by the CEM at the 

0.70 and 0.67. Customer satisfaction is directly influenced by sensory experience and social experience at 0.46  
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and 0.42 and indirectly affected by the CEM via variables: social experience and sensory experience with the 

standardized coefficient is 0.60.  

In short, CEM does not directly affect the customer loyalty that indirect effects through sensory 

experience, social experience and satisfaction. Therefore, the hypothesis H1, H2, H3, H4, and H5 are accepted and 

rejected hypothesis H6. 

-  Bootstrap testing: This study used a repeated pattern number of 500 samples. The results showed the 

estimation results are acceptable and trusted.  

 

Table 4: Results of testing the reliability of estimates by Bootstrap  

Relationship 
Estimate ML Estimate by Bootstrap  

ML se Mean se se(se) Bias se-bs cr 

SenE <--- CEM 0.671 0.125 0.662 0.080 0.003 -0.009 0.004 -2.25 

SoE <--- CEM 0.703 0.141 0.699 0.088 0.003 -0.003 0.004 -0.75 

Sat <--- SoE 0.457 0.087 0.467 0.100 0.003 0.009 0.004 2.25 

Sat <--- SenE 0.417 0.075 0.406 0.095 0.003 -0.011 0.004 -2.75 

LY <--- Sat 0.668 0.089 0.665 0.064 0.002 -0.003 0.003 -1.00 

Brand <--- CEM 0.604 0.000 0.608 0.094 0.003 0.004 0.004 1.00 

Des <--- CEM 0.173 0.088 0.180 0.080 0.003 0.006 0.004 1.50 

Prod <--- CEM 0.777 0.147 0.774 0.073 0.002 -0.002 0.003 -0.67 

Staff <--- CEM 0.608 0.115 0.602 0.063 0.002 -0.006 0.003 -2.00 

Parking <--- CEM 0.616 0.119 0.615 0.066 0.002 -0.001 0.003 -0.33 

Store <--- CEM 0.557 0.122 0.550 0.078 0.002 -0.007 0.003 -2.33 

(Source: The results of survey in 2014) 

Note: Se: standard error; bs: bias 

3.5 Structural multi-groups analysis 

Structural multi-group analysis was performed to study the model according to the group of qualitative 

variables such as gender, income, expenditure, age, education, occupation and supermarkets. Results of Chi-

squared test between the two models are presented in Table 5. 

Table 5: The results of Chi-squared test between two models  

Variable 

Unconstrained 

model 

Partially Constrained 

model 
difference p - value 

Chi - square df Chi - square df Chi - square df  

Age 1,496.275 892 1,499.416 897 3.141 5 0.678 

Income 1,473.036 892 1,492.270 897 19.234 5 0.002 

Gender 1,470.175 892 1,483.862 897 13.687 5 0.018 

Spending 1,379.217 892 1,380.798 897 1.581 5 0.904 

Marital status 1,431.442 892 1,441.671 897 10.229 5 0.069 

Education 1,463.490 892 1,482.708 897 19.218 5 0.002 

Occupation 1,440.292 892 1,455.596 897 15.304 5 0.009 

Supermarket shopping 1,546.181 892 1,559.939 897 13.758 5 0.017 

(Source: The results from survey 321 respondents) 

 

The results showed that age, spending for shopping at supermarkets and marital status of the client does 

not change the relationships in the research model. Therefore, these factors would not be considered in setting 
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up CEM program. Besides that, the characteristics of income, gender, education, occupation and shopping at 

different supermarkets could affect the relationships in the model. So the CEM program needs to pay attention 

to these differences in order to see whether or not to invest any element to satisfy customers without wasting 

resources. Differences are discussed detail as following: 

Comparison by income group  

The main difference of the two groups of customers with different income was affected in the 

relationship between the CEM and sensory experience; between sensory experience and satisfaction. For the 

income group of between two million dong / month or more, the relationship is significant (p <0.05) but not 

significant in the group of customers with incomes below 2 million / month (p> 0.05). Results also indicated 

that while supermarket staff, parking lot and the presence of other types of stores inside supermarkets do not 

impact on the experience of customer whose income less than 2 million / month when shopping at the 

supermarket, the factors that affect the experience of other groups. 

Comparison by gender  

The results found that the main differences of the two groups of men and women are affected in the 

relationship between supermarket design and space and CEM. This relationship is significantly (p <0.1) for men 

but not significant in the case of women group. 

Comparison by education level 

The results presented that the main difference of these two different groups of educated respondent 

impact to the relationship between supermarket design and space and CEM. For the group with college degrees, 

this relationship is significantly (p <0.05) but it is not significant for the group without college degrees (p = 

0.834> 0.05). In addition, when customer satisfied for shopping at the supermarket, the group of customer 

without college degrees would have a higher level of loyalty compared with other groups. This has important 

implications as the clients with college degree are quite hard to serve them and should pay more attention on this 

group. They paid special attention to the commodities, supermarket brand and parking lot. Additionally, the 

understanding in some aspects of social experience for this group should be review by the managers. 

Comparison by occupation 

The results showed that difference occupation impact to the relationship between sensory experience and 

satisfaction. To the business group, civil servants, workers and employees groups, this relationship is 

significantly (p <0.05) but not significant in the case of student group and other professions (p> 0.05). In the 

components of the CEM, there is no difference between the two groups. While supermarket commodity is an 

important factor in creating customer experience for business groups, civil servants, workers and employees, the 

impact of this factor to group of students, vocational students and others is not significant (p> 0.05).  For the 

group of students, vocational students and others, supermarket staff is an important factor that makes the 

experience for these groups. 

IV. CONCLUSION  

Nowadays it is not easy to be differentiation, where similar products, prices and services are becoming 

ever more regulations. Differentiation will appear in the customer's mind on the basis of brand identity, 

perceptions and feelings about the company. All will be managed and delivered through the customer 

experience. The customer experience will make a differentiation to the company, build loyalty and ultimately  
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lead to growth and the rising profits. With such practical significance, CEM is becoming a new wave of 

management activities in order to build customer loyalty. Theoretically, this study contributes and enriches the 

research on CEM in the case of supermarket industry in the Mekong Delta. The results of this study showed that 

CEM in the supermarket sector in the Mekong Delta consisted of six components: (1) supermarket brand, (2) 

supermarkets space and design, (3) supermarket commodities, (4) supermarket staff, (5) car parking lot and (6) 

the presence of different types of stores inside the supermarket. The results also illustrated that customer loyalty 

is directly positive affected by customer satisfaction. Although the components of the CEM are not directly 

affected loyalty, they indirectly influenced to loyalty through direct effects of customer experience and 

satisfaction. Thus, to maintain customer loyalty, supermarkets need solutions to improve the level of customer 

experience and satisfaction, and social experience should be considered as well. 
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Abstract : ASEAN economic community has established as one of its main pillars the creation of a single 

production base region. ASEAN has significantly gained in regional integration within Asia, specially driven by 

East Asian countries that played as main exporters to the rest of the world. ASEAN has taken a more active role 

in the Asian vertical structures, and at lower degree globally. Most of the interaction has been made through 

manufacturing trade in parts and components, and in a lower degree, on transaction of final goods. This study 

looks at the development of ASEAN in the achievement of this ambitious integration project, through building an 

international input-output database and by breaking up gross exports into different components of  value added 

(domestic, foreign, double counted terms). The study analyses the degree of integration, trade intensity, different 

forms in which ASEAN participates in value chains. The study measures the real value added of ASEAN versus 

three main trading blocs as they are the main drivers in the formation of vertical production networks. 

 

Keywords : Vertical Specialization, AFTA, Production Networks, Value Added Trade, Global Input-Output. 

 

I. INTRODUCTION 

ASEAN is undergoing a regional and international integration-liberalization process that offers gains and 

challenges within it. One of the main target of the ASEAN Free Trade Agreement (AFTA) 2015, is to allow goods, 

services and investment freely move across ASEAN. A second and no less important target is to become a single 

production base able to connect and to compete globally. But patterns and degrees of liberalization across ASEAN 

countries often follow different paths of integration, raising the question if the second target might be something 

possible to achieve or not.  

Asia is moving towards a more integrated region with the peculiarity of being following a fragmented 

manufacturing structure. That pattern of vertical specialization in the region is characterized by a large and rapid 

expansion on back-and-forth transactions in parts and components (IPC from now on) in the form of intra-industry 

trade. The World trade in IPC increased from about $440 billion in 1992 to nearly $1,000 billion in 2003, being 

responsible for no less than a third of the expansion of manufacturing trade, Athukorala & Yamashita (2006). Asia 

(not including Japan) moved from 14.1 percent share in IPC in 1990 to 27.3 percent in 2003, while the six main 

ASEAN members doubled to 13.3 percent in 2003. According to Kimura (2006) and Ando (2008), Asia's 

advanced production networks have experienced a spectacular global success in the last decades, particularly 

increasing in IPC. 

Those new forms of integration require more dynamic and efficient links to benefit from all the potential of 

the region –large and diverse labor pool, access to raw materials, differences in price factors, a growing population,  
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the rapid economic expansion of most of the regional members, etc.-. ASEAN is in need to address the different 

tariff systems, investment regimes, protectionism, trade barriers and disparities in infrastructure to boost 

integration and to enjoy a more rapid expansion within Asian’s vertical trade. ASEAN needs to find differences 

and complementarities with other regional partners, in order to rightly address trade and industrial policies, and 

to identify its role in global chains. 

This paper looks at trade patterns of ASEAN countries and addresses the question if the single production 

base project may be an achievable target for ASEAN; how does ASEAN integrates with the main trading blocks; 

and how important is the participation of ASEAN in fragmented structures. The total value added of ASEAN's 

gross exports is decomposed into nine terms according to where the value is created and where it is absorbed, 

either as intermediaries (IPC) or final goods. It looks at three periods 1997, 2004 and 2012 to compare the 

integration process across time. The study also aggregates five main trading blocks to analyze interactions: East 

Asia (EA), North America (NAFTA), European Union (EU), ASEAN, and other nations (OE). As production 

fragmentation changes the way in which value-added is created and distributed along the supply chain, this study 

differentiates between trade in raw materials and IPCs, assembly processes, and other roles within global chains. 

The focus is then in slices of processes rather than final goods. A better understanding on how ASEAN integrates 

and adds value in global chains is then the main objective of this study. 

 

II. EMPIRICAL STUDIES 

Due to the scope of this research and the limitation of space, the empirical review focuses on three issues: 

the nature of vertical structures, evidence on factors promoting fragmentation (summarized in Figure A2 in 

Annex), and evidences on vertical structures in Asia.   

The nature of vertical structures 

The development of splitting of production activities can be traced from: 1) complete transfers of production 

activities to single new locations, 2) arm’s leg relationships with international buyers linking producers and sellers, 

Athukorala and Yamashita (2006); and 3) fragmented-specialized processes distributed across countries, engaged 

in back-and-forth transactions on parts and components (IPC) Haddad (2007). 

Dean et al. (2008), Ando (2006, 2008) presented vertical structures as production activities sliced thinner 

and thinner into many stages, carried out in suitable locations for their particular activities. Hummels et al. (2001) 

described it as a sequential, vertical trading chain stretching across many countries, with each country 

specializing in particular stages. 

Factors promoting vertical specialization 

For production fragmentation to take place, Ando (2006, 2008), Obashi (2010) explained that the splitting 

of activities along different locations requires low service links cost, efficient transportation and 

telecommunications, and various coordination tasks, and depend on factors as labor cost, distance, trade cost, etc. 

Athukorala and Yamashita (2006) added that those cost differentials allows firms to specialize and to scale into 

global production sharing. As production cost lowers, technology spreads, and countries become more integrated, 

it is expected that production fragmentation will play a more important role in global chains.  

Another important factor is regional policies. Ando (2008) found greater economic effects on full 

liberalization in ASEAN plus 6 strategic members rather than individual FTAs. Obashi, A. (2010) found that  
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FTAs between Japan, Korea, China and ASEAN have the largest potential for production networks expansion and 

stable relations. Urata (2007) identified MNE’s, their investment flows and technological transfers to support the 

creation of networks in EA.   

Expansion of vertical structures in Asia 

Ando and Kimura (2003) portrayed the dual track strategy in EA successful in fostering both import-

substituting and export-oriented policies, mainly in IPC. Athukorala and Yamashita (2006) reported competitive 

EA's vertical structures within manufacturing. Kimura (2006) identified Asian regional integration supported by 

increasing flows of IPC across MNC’s subsidiaries. Hadda (2007) recognize that policies supporting lower tariffs, 

transportation costs and tech transfers had fostered production share in EA. Ando (2006) found that back-and-

forth transactions in IIT industry had increased, while one-way trade had diminished. 

However, this rapid growth has created strong interdependence among Asian countries. Hadda (2007), Urata 

(2007), Ando and Kimura (2003) coincided in a high and increasing interdependence within ASEAN and EA 

countries, larger than NAFTA and more dynamic than EU. Athukorala and Yamashita (2006) found a strong 

interdependence in AFTA trade towards extra-regional trade in final goods. Schweisguth et al. (2011) stayed that 

Asian trade as dependent on final demand from other continents, especially USA. However, Hadda (2007) point 

out that technology spillovers are not clearly observed neither in non-NIE’s nor China. 

Some non-price factors were found important in order to benefit from specialization, production and trade 

costs. Ando and Kimura (2003), Obashi (2010) identified service links to help agglomeration effects to take place; 

Haddad (2007), Dean et al. (2008), and Yi (2003) coincided with rapid growth in trade in inputs; Koopman et al. 

(2010) pointed out the role of tariffs; Athukorala and Yamashita (2006) consider distance key as multiple border-

crossing is essential; Ando (2008) indicated regulatory barriers and common rules as key to increase efficiency of 

agreements; Ando and Kimura (2003) noted the strategic role of MNC’s; Johnson and Noguera (2012) found trade 

barriers, distance and RTA’s as key determinants. 

III. MATERIALS AND METHODS 

This research uses value-added (VA from now on) trade analysis based on vertical specialization and 

production network through a global Input-Output table integrated to trade flows. It measures and analyzes value 

added for ASEAN countries as well as for three main trading blocks in the World (East Asia –EA-, EU and 

NAFTA) to address the question is whether the target of creating a single production ASEAN base is something 

under process of achievement. 

Vertical specialization and production network approaches to measure global integration have been 

developed by different authors, Hummels et al. (2001) –referred here as HIY (2001)-, Ando (2006), Athukorala 

and Yamashita (2006), Daudin et al. (2011), Johnson and Noguera (2012), and Koopman et al. (2010, 2012).  

This paper uses Koopman et al. (2010, 2012) methodology in which they include linear combinations of 

previous value-added and vertical specialization (VS) measures as in VS (HIY, 2001), VS1 (HIY, 2001), and 

VS1* Daudin et al. (2011). The general framework consists in breaking up a country’s gross exports into exports 

of value added, domestic value added that returns home, foreign value added, and some additional double counted 

terms (Figure A1 Annex). All the terms are accounted according to the source of value added VA creation and 

the country where VA is finally absorbed. The advantages of this approach are: 1) complete decomposition of  
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gross exports according to sources of creation, 2) computation of double counted trade value often reported by 

ordinary trade statistics, and 3) identification of value added created along the value chain. 

Model Specification and Estimation procedures 

The complete and detailed model is depicted at Koopman et al. (2010, 2012). Due to space limitation the 

methodology is not presented here at detail. The total gross exports are split into nine terms comprised in a main 

equation.  The derivation of the gross exports accounting equation model is presented into four general stages: 

3.1 Construction of ICIO Matrix. The G-country, N-sector ICIO Model 

Assuming G-countries in which each produces goods in N differentiated tradable sectors. Goods can be 

consumed as final goods or intermediate inputs. Both intermediate and final goods are either exported to other 

countries or used / consumed at home. 

𝑋𝑠 = ∑(𝐴𝑆𝑟𝑋𝑟 + 𝑌𝑠𝑟),   𝑟, 𝑠 … . . 𝐺

𝐺

𝑟

                                             (1) 

 Xs is the Nx1 gross output vector of country s, Ysr is the Nx1 final demand vector that gives demand in 

country r for final goods produced in s, and Asr is the NxN IO coefficient matrix, giving intermediate use in r or 

goods produced in s, (Koopman et al., 2012). 

G-country, N-sector production and trade system is written as a matrix notation in ICIO, as well as the gross 

output decomposition matrix and VA presented by block matrix notations  

                                        [

𝑋1

𝑋2

⋮
𝑋3

] = [

𝐴11 𝐴12 … 𝐴1𝐺

𝐴22 𝐴22 … 𝐴2𝐺

⋮ ⋮     ⋱ ⋮
𝐴𝐺1    𝐴𝐺2  …    𝐴𝐺𝐺

] [

𝑋1

𝑋2

⋮
𝑋𝐺

] + [

𝑌11 + 𝑌12 + ⋯+ 𝑌1𝐺

𝑌22 + 𝑌22 + …+ 𝑌2𝐺

……
𝑌𝐺1 + 𝑌𝐺2 + …+   𝑌𝐺𝐺

]                                   (2) 

and rearranging, 

                            [

𝑋1

𝑋2

⋮
𝑋𝐺

] = [

𝐼 − 𝐴11 −𝐴12 … −𝐴1𝐺

−𝐴22 𝐼 − 𝐴22 … −𝐴2𝐺

⋮ ⋮     ⋱ ⋮
−𝐴𝐺1    −𝐴𝐺2   …   𝐼 − 𝐴𝐺𝐺

]

−1

[
 
 
 
 
 
 
 
 
 
∑𝑌1𝑟

𝐺

𝑟

∑𝑌2𝑟

𝐺

𝑟

⋮

∑𝑌𝐺𝑟

𝐺

𝑟 ]
 
 
 
 
 
 
 
 
 

= [

𝐵11 𝐵12  … 𝐵1𝐺

𝐵21 𝐵22  … 𝐵2𝐺

⋮     ⋮     ⋱ ⋮
𝐵𝐺1    𝐵𝐺2   …   𝐵𝐺𝐺

] [

𝑌1

𝑌2

⋮
𝑌𝐺

]                          (3) 

                                    [

𝑋11 𝑋12  … 𝑋1𝐺

𝑋21 𝑋22  … 𝑋2𝐺

⋮     ⋮     ⋱ ⋮
𝑋𝐺1    𝑋𝐺2   …   𝑋𝐺𝐺

] = [

𝐵11 𝐵12  … 𝐵1𝐺

𝐵21 𝐵22  … 𝐵2𝐺

⋮     ⋮     ⋱ ⋮
𝐵𝐺1    𝐵𝐺2   …   𝐵𝐺𝐺

] [

𝑌11 𝑌12  … 𝑌1𝐺

𝑌21 𝑌22  … 𝑌2𝐺

⋮     ⋮     ⋱ ⋮
𝑌𝐺1    𝑌𝐺2   …   𝑌𝐺𝐺

]                                              (4) 

Ys is a N×1 vector, gives the global use of s’ final goods. Bsr denotes the N×N block Leontief inverse matrix, 

the total requirement matrix. It gives the amount of gross output in producing country s required for a one-unit 

increase in final demand in destination country r. 

3.2 Value-added share matrix by source 

Vs is the correspondent 1×N direct value-added coefficient vector. It gives the ratio of direct domestic value 

added in total output for country s. Vs is defined as the GxGN matrix of direct domestic value added for G-

countries. Multiplying these direct value-added shares with the Leontief inverse matrices produces the G×GN VA 

share (VB) matrix. 

                                                𝑉𝐵 = [

𝑉1𝐵11 𝑉1𝐵12  … 𝑉1𝐵1𝐺

𝑉2𝐵21 𝑉2𝐵22  … 𝑉2𝐵2𝐺

⋮     ⋮     ⋱ ⋮
𝑉𝐺𝐵𝐺1   𝑉𝐺𝐵𝐺2   …   𝑉𝐺𝐵𝐺𝐺

]                                                 (5) 
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To obtain domestic VA in a country’s gross output, a new VA coefficient matrix is created (�̂�s), with a GN-

by-GN dimension with the direct value added coefficients along the diagonal. This GNxGN matrix is multiplied 

with the right hand side of equation (4) to obtain �̂�𝐵𝑌 matrix. 

𝐵𝑌 =

[
 
 
 
�̂�1 0 … 0

0 �̂�2  … 0
⋮     ⋮     ⋱ ⋮
0         0  …   �̂�𝐺 ]

 
 
 

[

𝑋11 𝑋12  … 𝑋1𝐺

𝑋21 𝑋22  … 𝑋2𝐺

⋮     ⋮     ⋱ ⋮
𝑋𝐺1    𝑋𝐺2   …   𝑋𝐺𝐺

] =

[
 
 
 
 
 
 
 
 
 
𝑉1 ∑𝐵1𝑟𝑌𝑟1

𝐺

𝑟

𝑉1 ∑𝐵1𝑟𝑌𝑟2

𝐺

𝑟

 … 𝑉1 ∑𝐵1𝑟𝑌𝑟𝐺

𝐺

𝑟

𝑉2 ∑𝐵2𝑟𝑌𝑟1

𝐺

𝑟

𝑉2 ∑𝐵2𝑟𝑌𝑟2

𝐺

𝑟

 … 𝑉2 ∑𝐵2𝑟𝑌𝑟𝐺

𝐺

𝑟

         ⋮               ⋮             ⋱ ⋮

𝑉𝐺 ∑𝐵𝐺𝑟𝑌𝑟1

𝐺

𝑟

 𝑉𝐺 ∑𝐵𝐺𝑟𝑌𝑟2

𝐺

𝑟

  …𝑉𝐺 ∑𝐵𝐺𝑟𝑌𝑟𝐺

𝐺

𝑟 ]
 
 
 
 
 
 
 
 
 

                  (6) 

Elements in the diagonal columns of equation (6) give each country’s production of value-added absorbed 

at home. The exports of VA can be defined as the elements in the off-diagonal columns of this GN by G matrix 

(excluding the VA produced by the home country that returns home after being processed abroad), Koopman et 

al. (2012) 

3.3 Decomposition of gross exports 

The composition of the gross exports is based on 9 different terms. The complete accounting of Gross Exports 

(E) is described in Koopman et al. (2012). A country’s total VA exports to the world equal: 

                            𝑉𝑇𝑠∗ = ∑𝑉𝑋𝑠𝑟 = 𝑉𝑠 ∑ ∑ 𝐵𝑠𝑔𝑌𝑔𝑟

𝐺

𝑔=1

                                                                     (7)

𝐺

𝑟≠𝑠

𝐺

𝑟≠𝑠

 

Equation (7) is rewritten according to where (home or abroad) and how the VA exports are absorbed 

(intermediate or final goods). Country’s gross exports can be defined as  

                       𝑉𝑇𝑠∗ = 𝑉𝑠 ∑𝐵𝑠𝑠𝑌𝑠𝑟

𝐺

𝑟≠𝑠

+𝑉𝑠 ∑𝐵𝑠𝑟𝑌𝑟𝑟 + 𝑉𝑠 ∑ ∑ 𝐵𝑠𝑟𝑌𝑟𝑡

𝐺

𝑡≠𝑠,𝑟

𝐺

𝑟≠𝑠

𝐺

𝑟≠𝑠

                                        (8) 

Equation (8) is the value-added (VA) export decomposition equation, including the different value added 

terms: 1st term is VA in country’s s final goods exports to r, 2nd VA in intermediate exports from s to be re-process 

and consumed by r, 3rd is VA in intermediate exports that will be re-process by r and re-exported to t countries. 

Country’s gross exports can be defined as 

                                                     𝐸𝑠∗ = ∑𝐸𝑠𝑟 = ∑𝐴𝑠𝑟𝑋𝑟 + 𝑌𝑠𝑟

𝐺

𝑟≠𝑠

𝐺

𝑟≠𝑠

                                                  (9) 

Equation (9) can be further decomposed according to various components (where the intermediate and final 

goods are finally absorbed).  

𝑢𝐸𝑠∗ = 𝑉𝑠𝐵𝑆𝑆𝐸𝑠∗ + ∑𝑉𝑟𝐵𝑟𝑠𝐸𝑠∗

𝐺

𝑟≠𝑠

 

= 𝑉𝑇𝑠∗ + {𝑉𝑠 ∑𝐵𝑠𝑟

𝐺

𝑟≠𝑠

𝑌𝑟𝑠 + 𝑉𝑠 ∑𝐵𝑠𝑟

𝐺

𝑟≠𝑠

𝐴𝑟𝑠𝑋𝑠} + {∑∑𝑉𝑡𝐵𝑡𝑠𝑌𝑠𝑟 + ∑∑𝑉𝑡

𝐺

𝑟≠𝑠

𝐵𝑡𝑠𝐴𝑠𝑟𝑋𝑟

𝐺

𝑡≠𝑠

𝐺

𝑟≠𝑠

𝐺

𝑡≠𝑠

}                  (10) 

Based on each country gross output identity, Xs and Xr can be obtained as:  

𝑋𝑠 = (𝐼 − 𝐴𝑠𝑠)
−1𝑌𝑠𝑠 + (𝐼 − 𝐴𝑠𝑠)

−1𝐸𝑠∗       𝑋𝑟 = (𝐼 − 𝐴𝑟𝑟)
−1𝑌𝑟𝑟 + (𝐼 − 𝐴𝑟𝑟)

−1𝐸𝑟∗             (11)  

Finally, substituting the new equations where the elements are split base on the sources of creation and 

destination, the N sector generalize version of gross exports accounting equation can be obtained and defined as: 
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𝑢𝐸𝑠∗ = {𝑉𝑠 ∑𝐵𝑠𝑠𝑌𝑠𝑟

𝐺

𝑟≠𝑠

+ 𝑉𝑠 ∑𝐵𝑠𝑟𝑌𝑟𝑟

𝐺

𝑟≠𝑠

+ 𝑉𝑠 ∑ ∑ 𝐵𝑠𝑟𝑌𝑟𝑡

𝐺

𝑡≠𝑠,𝑟

𝐺

𝑟≠𝑠

} + {𝑉𝑠 ∑𝐵𝑠𝑟𝑌𝑟𝑠

𝐺

𝑟≠𝑠

+ 𝑉𝑠 ∑𝐵𝑠𝑟𝐴𝑟𝑠(𝐼 − 𝐴𝑠𝑠)
−1𝑌𝑠𝑠

𝐺

𝑟≠𝑠

} + 𝑉𝑠 ∑𝐵𝑠𝑟𝐴𝑟𝑠(𝐼 − 𝐴𝑠𝑠)
−1𝐸𝑠∗

𝐺

𝑟≠𝑠

+ {∑∑𝑉𝑡𝐵𝑡𝑠𝑌𝑠𝑟

𝐺

𝑟≠𝑠

𝐺

𝑡≠𝑠

+ ∑∑𝑉𝑡𝐵𝑡𝑠𝐴𝑠𝑟(𝐼 − 𝐴𝑟𝑟)
−1𝑌𝑟𝑟

𝐺

𝑟≠𝑠

𝐺

𝑡≠𝑠

} + ∑𝑉𝑡𝐵𝑡𝑠𝐴𝑠𝑟 ∑(𝐼 − 𝐴𝑟𝑟)
−1𝐸𝑟∗

𝐺

𝑟≠𝑠

𝐺

𝑡≠𝑠

                         (12) 

 

 

3.4 Decomposed of value-added  

Value added is described into three main blocks. The sum of all the nine terms yields 100% of the gross 

exports (GE). The number indicates the term position in equation (12):  

Value-added exports (VT) 

1. Domestic Value-added (DV from now on) in direct final goods exports 

2. DV in intermediates exports absorbed directly by direct importers 

3. DV in intermediates re-exported to third countries  

Domestic content in intermediate exports that finally return home (VS1*) 

4. DV in intermediates that returns via final imports  

5. DV in intermediates that returns via Intermediate imports  

6. Double counted intermediate exports produced at home (first exported but finally returns home 

through its intermediate imports to produce final goods) 

Value added Foreign Content (VS) 

7. Foreign Value-added (FV from now on) in final goods exports 

8. FV in intermediate goods exports 

9. Double counted intermediate exports produced abroad (first exported but finally returns home 

through its intermediate imports to be consumed at home. 

DATA 

This research uses the YNU-GIO Table, Inter Country Input-Output table, developed by the CESSA, Sato 

and Shrestha (2014). It includes 29 endogenous countries (covers 11 main Asian economies and main countries 

in Europe and North America) and 59 exogenous countries. Sato and Shrestha (2014) carried out a series of 

harmonization in the data, linking OECD input-output tables with data on trade flows from UN COMTRADE. 

Trade flow data at 4 – 5 SITC digit (3,121 groups) is matched based on stage of process as in UN Broad Economic 

Categories (BEC) as intermediate goods (1,933) or final goods (1,188). Eventually the data is harmonized based 

on ISIC industrial data at 4-digit level (145 groups) and further aggregated at 2-digit level (62 categories) to 

eventually be converted into the OECD international input-output classification (48 categories). Finally the 

authors turned the data based on OECD I-O classification into a global 35 industry input-output table (YNU-GIO). 

The ICIO table allows to look at intermediate inputs by country / by sector, as well as to final output. Inputs can 

be local or imported, as well as final output supplied locally or imported. 

This study uses the YNU-GIO data of 1997, 2004 and 2012. Aside from the fact that data is available from 

1997 to 2012 (yearly basis), it also considers that 1997 was the year in which the vision of ASEAN 2020 was set 

as ASEAN celebrated its 30th anniversary. Year 2004 was the first full year after the Bali resolution taken by 

ASEAN members to fully implement AEC by 2020. The final year of 2012 is due to last year of available data as  
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well as the midterm towards the fully implementation of AEC (milestone on AEC implementation). 

 

IV. RESULTS AND DISCUSSION 

Tables A3 to A5 (Annex) present the accounting of five different regions for 1997, 2004 and 2012 base on 

their own gross export values, while Figure A6 estimates are based on share from total global trade. The column 

number follows the same arrange as Koopman et al. (2012) indicating the order of each item in the equation (12). 

The five regions considered are: East Asia (EA), ASEAN, NAFTA, EU, and Other economies (OE). The results 

and analysis are divided into three parts: the nature of trade of ASEAN, interactions of ASEAN with other regions, 

and the dynamics of vertical trade of ASEAN. All figures are expressed as share of gross exports. 

An important fact is that gross exports in ASEAN grew by 235% from 1997 to 2012, a great performance, 

only second after East Asia which reported 338% growth in the 15-year period. Rates of growth were registered 

in other regions as well, but were not as large as in Asia. 

Some results differ from other studies, as they are overvalued (1) while others appear undervalued. Different 

sources of data and the aggregation of countries into regions may be an important reason.  

4.1. Nature of trade in ASEAN 

 

Column 1 indicates the domestic value-added exports (DV) in direct final goods. ASEAN has a relatively 

low and falling DV in final goods (37.5% in 1997 and 30.5% in 2012).  In comparison with other regions, EA and 

NAFTA registered a domestic value-added of more than 50% while EU 46% indicating that ASEAN has a low 

participation in value chains as exported of value-added through final goods. At country level Thailand, 

Philippines and Vietnam reached almost 50% of DV in its exports, equal to EA, NAFTA or EU values. ASEAN 

is exporting proportionally less DV through final goods than intermediates indicating an important role as supplier 

of parts and components, or even as final assembler where goods have large share of foreign content.  

Column 2 indicates 24% in DV of exports through intermediary goods directly absorbed by importers, an 

increase in 3.4% from 1997. Column 3 reports 7.1% in DV content in intermediaries that will eventually be re-

exported to third countries, with 1.5% growth versus 1997 (importers use the intermediary goods to produce 

exports). Both concepts of intermediaries account for a total of 31.6% of domestic value-added (DV) embedded 

in gross exports, indicating that almost a third of total gross ASEAN exports is through intermediary goods. 

Indonesia (59%) and Malaysia (42%) registered significantly higher value-added through intermediaries, 

indicating a strategic role as producer within the initial section of the value chain.  

In terms of value-added initially exported as intermediary materials but then sent back home as embedded 

value-added in imports of final goods (column 4), it accounts for only 0.2% of ASEAN gross exports. In other 

hand value-added initially exported as intermediary goods and then imported back home via intermediary goods 

embedding domestic value-added (column 5), accounts for only 0.1%. This indicates that most of the ASEAN 

domestic value-added exported does not return home but its absorbed overseas. Versus other regions, column 4 

in NAFTA represents 1.4% and column 5 a total of 1.2%. That indicates that almost 3% of total initial exports 

from NAFTA returns back home via final goods or intermediaries, engaged in back-and-forth transactions. From 

1997 to 2012 this share of trade did not change considerably in ASEAN. However, considering the dramatic  
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expansion in terms of value trade in the last years, suggest that vertical specialized structures are supporting the 

enlargement of trade for all.  At country level Malaysia (0.5%) registers significantly higher shares of DV 

returning home versus ASEAN neighbors indicating a higher engagement in back-and-forth transactions, however 

is still low in comparison with other regions. Vietnam is the ASEAN country with the lowest share of DV returning 

home, indicating that its DV goes somewhere else but not home. 

In terms of foreign content, ASEAN has the largest share of foreign value added (FV) in its final exports 

(column 7) with 19.4%. At country level, Singapore shows 30.2%, Vietnam 22.6% and Thailand 17.7%. In terms 

of FV-added absorbed in export of intermediaries, ASEAN also ranks 1st with 9.4% (column 8). All in all, foreign 

value added in ASEAN represents more than 30% of gross exports, indicating a large dependency with 

intermediaries from foreign countries. Only 22% of the whole FV-added comes from within ASEAN region, 

showing dependency in intermediaries with extra-ASEAN countries. The share of FV is in fact growing versus 

1997 when it was only 33%. East Asia is taking a more active role in supplying intermediaries to ASEAN while 

the intra-ASEAN value added is proportionally lower than 1997 levels.   

NAFTA and EU show better regional integration, with almost 50% of its FV-added (VA) in final goods 

(column 7) from other regional members, and more than 65% of its FV in VA through intermediaries, while EA 

is at 40%. EU is the most integrated region as it has a large share of regional (EU) FV in its gross export (18%).   

Column 6 and 9 indicate the content of gross exports that are double counted by different countries in 

ordinary trade statistics, mainly due to back and forth transactions and other factors (Koopman et al. 2012). 

ASEAN registered the largest share of double counted value-added at 6% of total gross exports. This value mainly 

represents exports of intermediary countries exported to ASEAN, re-process within ASEAN and re-exported back 

to foreign countries. Only a small share of ASEAN value-added is re-process overseas and return back home 

(column 6). These figures are congruent with other studies where is pointed out how low labor cost processes are 

often transfer to developing countries that enjoy comparative advantage in labor-intensive jobs.  

East Asia and ASEAN together experienced a more dramatic change in participation in global trade, from 

22% to 30% of total value trade. From this total growth in trade it is possible to observe how the region 

significantly increased its Value Added exports (Column 11 in figure A6 in Annex), GDP in exports (12) and 

Domestic content in exports (13). While NAFTA and EU lost share based in global trade, East Asia and ASEAN 

gained (or at least kept there share from 1997 to 2012).  The region also significantly increased its participation 

in back-and-forth trade from 27% in 1997 to 35% in 2012, indicated in column 14 as value added that crosses 

nations at least twice. ASEAN is the region with the largest share of value-added crossing nations more than twice 

with 35%. Versus other regions, EU registered 24%, NAFTA 12% and EA a total of 17.9%. The growth in the 

last years shows that ASEAN is not only exporting more of the same goods but is more integrated in global value 

chains, taking advantage of the expansion of trade and developing specialization. 

4.2. ASEAN links with other regions 

In terms of dependency across regions, since 1997 EA accounted for the largest destination of domestic 

value added (DV) exports from ASEAN, 35% to 38%, while ASEAN itself as destination of ASEAN DV exports 

accounted for less than 20%. NAFTA as destination of DV exports from ASEAN decreased from 20% in 1997 to  
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14% in 2012. More than 60% of ASEAN value-added exports go to Asian countries, indicating the high relevance 

and dependence of the region for ASEAN. 

Since 1997, the largest recipient of GDP and domestic content of ASEAN exports has been EA (increasing 

trend). NAFTA, EU, and OE are constantly absorbing less of ASEAN’s GDP and domestic export content.  

Another important shift in ASEAN’s model of trade is the increasing share of value-added exports (DV) that 

crosses nations at least twice, rising from 27% in 1997 to 32% in 2004 and 30% in 2012. As gross exports have 

significantly increased in ASEAN from 1997 to 2012 (235%) a larger share of value-added crossing multiple 

nations denotes an important role in ASEAN trade pattern.  

Regarding FV content for ASEAN, the largest contribution comes from EA (10% of ASEAN's GE). DV 

from other ASEAN countries raised by 1% over time. NAFTA and EU initially increased its share of FV in 

ASEAN exports (1997 to 2004) but then decreased. In other hand, ASEAN DV embedded in other regions has 

increased slightly, from 2.99% in 1997 to 3.87% in 2012 indicating an expansion of ASEAN in global chains and 

a the possible existence of positive spillover effects in growth of exports by trading partners.  

EA shifted from high DV dependency from NAFTA 24% in 1997 to 19% in 2012, while its own contribution 

to domestic content in region’s exports grew from 20% to 23%. DV of ASEAN in East Asian’s exports fell from 

12% to 9%, while ASEAN kept its share in other regions.  

In terms of DV that crosses nations at least twice, ASEAN increased its dependency with East Asia’s moving 

from 7% to 10%. Versus NAFTA, FV of ASEAN and NAFTA fell from 6% to 4%. NAFTA increased FV from 

EA from 3% to 4%, and kept NAFTA and EU in same levels. EU lowered the FV from other EU, from 28% to 

24% while increased its share with EA and NAFTA.   

4.3. ASEAN as a single production base   

Regarding the question if ASEAN is producing more together, column 14 indicates an increase from $148 

billion US in 1997 to $526 in 2012. ASEAN has strengthened tights with East Asia, while lowering its rate of 

growth with NAFTA, EU and other regions (OE). 

Vertical specialization in ASEAN is gaining weight and is becoming more important, however value added 

created together as ASEAN region still plays a role of only 8% out of the 36% of total foreign value-added (FV) 

content in ASEAN exports. Far more has to be done to push the region towards the target of creating a single 

production based since now the region takes more value from extra-ASEAN than from within. ASEAN is still 

dependent on other regions to access strategic inputs for their exports, while the region is still producing relatively 

low-value added raw materials, used by others to create additional value. 

Out of the 7.1% of value-added created through export of intermediaries incorporated into final exports 

(column 3), 75% comes from Asian countries, indicating the relevance of Asian value chains for ASEAN’s trade. 

However, ASEAN lowered its contribution as source of intermediaries that will be processed and re-exported 

from 53% in 1997 to 40% in 2012. ASEAN increased its role in value chain with EA, shifting focus to EA rather 

than building ASEAN chains. EU also increased its participation in EA value chains from 1% to 4%.  

Looking at all the different indicators seems that ASEAN makes more economic sense when it is integrated 

as ASEAN+6, driving additional demand through EA's booming exports, as well as by integrating its supply chain  
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with Asian countries. However, this will raise pressures on even larger imports from East Asia and eventually 

driving out competition from within ASEAN region. 
 

V. CONCLUSION 

This study looks at the process of integration of ASEAN and in a particular way to the creation of the single 

production base region under the optic of vertical structures. The role of ASEAN along the supply chain was 

found strongest as supplier of IPC rather than supplier of final goods. In other hand, ASEAN still depends on parts 

and components (IPC) imports to produce its exports (35% of foreign value-added), and still exports raw materials 

and IPC’s with relative low-value added. 

ASEAN's largest direct value-added (DV) exports and largest source of foreign content is East Asia, 

followed by ASEAN itself, while it kept relatively same roles with EU and NAFTA. The focus on Asia offers 

important implications: 1) distance is an important factor for ASEAN success in exports; 2) demand for ASEAN 

intermediates is driven by Asia’s growth in exports and local consumption; 3) developing the right ASEAN+6 

policies will give greater benefits (indirect exports raised significantly); 4) ASEAN has developed dependency 

from EA (positive and negative effects). 

ASEAN's participation in fragmented structures appears to be high. It is the region with the largest 

percentage share of gross exports crossing borders more than twice (35%), even though globally still represents a 

small share of global value-added (15%). Its value-added through re-exports is growing as well, indicating its role 

as supplier of IPC. Its role in final assembly is also considered important after looking at the high content of 

foreign content in ASEAN exports. Unfortunately, GDP in exports had decreased over time. 

ASEAN is expanding exports both through direct exports as well as by integration with East Asia, however 

this also represents a threat as shocks in East Asian markets might affect future expansion of ASEAN exports. A 

lower participation of EU and NAFTA in ASEAN implies a possible loss due to competition and a re-orientation 

of EU and NAFTA towards other strategic partners. 

Finally, fragmented production structures matters for ASEAN exports, either as ASEAN countries 

producing together to the world (even though the share is not growing) or through other regions. ASEAN is 

integrating more extra-ASEAN (EA) rather than intra-ASEAN. ASEAN’s content crossing internal borders 

multiple times had increased only slightly in the last 5 years indicating that a single production base is not yet the 

engine of exports growth for the region. 
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ANNEX 

 

Figure A1. ASEAN Gross Exports Value added 

Note: The sum of all the nine terms do not yield 100% of gross exports as data from other countries (limited) is treated in a 

special way. The number indicates the term position in equation (12) 
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Abstract : Environmental consumerism or green buying is a type of environmental conscious 

behavior. Since global warming has become a major issue there is a need to prevent further damage 

to our environment. Although technologies are being invented, many scientists and environmentalists 

believe that it is not through technology alone. It has been deemed the society also has to contribute 

therefore; the consumption habits and purchase attitude of Filipinos towards green products were 

studied. The purpose of this study is to further understand the factors that influence Filipinos' buying 

behavior. Professionals and students were asked to answer a questionnaire. A total of 321 Filipinos 

were recruited as respondents and the data was analyzed using mean for the answer of the 

respondents regarding certain questions and standard deviation to measure the value variability. The 

results concluded that Filipinos will factor in the environmental effects of their consumption.  

 

Keywords: Eco-Friendly product, consumers’ attitude, purchasing decision, Filipino 

 

  

 

I. INTRODUCTION  

 

 Consumers nowadays seem to be more aware and conscious of what they buy especially now that Filipinos 

want to engage in a healthier lifestyle. In addition, companies producing goods and services also tend to take 

steps on becoming environmentally responsible and minimize their carbon footprints. With respect to this, eco-

friendly products are undeniably gaining popularity as many consumers opt for these products.  In general 

terms, environmental concern is a “concept that can refer to feelings [consumers have] about many different 

green issues” (Zimmer, Stafford, and Stafford, 1994) 

 

Attitude towards buying environment-friendly products. Every consumer has a different attitude 

and perception when it comes to buying an eco-friendly product. One general finding is that consumers who 

perceive a benefit that exceeds the extra cost of purchasing green products are willing to pay more for that  
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product (Abdul-Muhmin 2007; Moon and Balasubramanian, 2003). Demographic variables might be correlated 

with varying levels of environmental concern (Ellen, Wiener, and Cobb-Walgren, 1991; Newell and Green 

1997; Samdahl and Robertson, 1989). Much of the evidence suggested that environmentally concerned 

consumers were generally younger, more affluent, more educated, more urban and more politically liberal than 

other consumers (Aaker and Bagozzi, 1982; Anderson and Cunningham, 1972; Antil, 1984; Leonard-Barton, 

1981; Samdahl and Robertson, 1989; Shama 1985). 

 

External Influences in purchasing decisions. There are a lot of factors consumers consider when 

deciding what to buy especially with the broad array of goods and services to choose from which seemingly 

provides the same features from others. Among the many factors, external influences from friends, family, 

relatives, etc. certainly plays a role. In practice theory (Schatzki, 1996; Shove, 2003), socially shared practices 

are seen as stabilizing and shaping individual actions, whereas social change is understood in terms of the 

evolution of practices rather than the choices of individuals. This theory suggests that in shaping individual’s 

actions including purchase decisions for environment friendly products, practices and shared values can 

influence the choice of whether to buy products that are eco-friendly or otherwise. In addition to that, according 

to Triandis (1977), “The Theory of Interpersonal Behaviour is similarly based on beliefs about behaviour and 

outcomes but adds two additional determinants of intent, social factors (norms, roles and self-concept) and 

affect (emotion), and two additional determinants of behaviour, facilitating conditions and habits”. Furthermore, 

the Theory of Planned Behavior (TPB) proposed by Ajzen, (1988),” Based on the theory, a consumer’s 

environmental buying intention and behavior may be influenced by a number of aspects such as an individual’s 

understanding and motivation, the capability to perform the behavior, and the opportunity to behave in an 

environmentally-friendly way” (Olander&Thogersen, 1995; Pieters, 1989). 

 

Influence of Advertising. In this new era, companies aim to communicate their products well to 

customers through various forms. One of these commonly used means is through advertising and promotion. 

According to the journal of Todd Green and John Peloza (2014), entitled Finding the Right Shade of Green: The 

Effect of Advertising Appeal Type on Environmentally Friendly Consumption, “There are two forms of 

advertising appeals for environmentally friendly products and policies: those that provide consumer benefit 

(e.g., cost savings) and those that provide societal benefit (e.g., lower emissions).” This proves that consumers 

are triggered or enticed/ desire environment friendly products if it either appeals to them by the perception of 

consumer benefit/ value that it provides or through societal benefit which concerns more on the area of being 

environmentally responsible. 

In the journal of Patrick Hartmann, Vanessa Apaolaza, and Martin Eisend (2016) entitled, Nature 

Imagery in Non-Green Advertising: The Effects of Emotion, Autobiographical Memory, and Consumer's Green 

Traits it was stated that “Nature imagery in green advertising highlights environmental product features, thereby 

influencing cognitive processes of consumers. Emotionally, the relationship of the images with the green 

advertising claim conditions affective responses.” This suggests that the way eco friendly products are 

advertised or promoted will have an impact on consumers’ overall perception. In fact, one major finding in the  
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journal of Patrick Hartmann, Vanessa Apaolaza, and Martin Eisend(2016), is that “Most green advertisements 

feature nature imagery to some extent” (Banerjee, Gulas, and Iyer 1995). And the image of being eco-friendly 

that is portrayed must be stronger for environmentally conscious consumers than for the less environmental 

conscious. 

Factors Affecting Green Product Purchase Behaviour. It is important for businesses who want to 

increase their sales to know what certain factors affect the purchase of eco-friendly products. Businesses 

establishments who are more environmentally aware and sensitive are the ones who uses the facilities provided 

by the law better and efficiently (Aytekin and Kaynak, 2005:619-620; Ayyıldız and Genç, 2008:507). According 

to the journal of Aytekin, Mehmet and Büyükahraz, Gül (2013), Environmental interest, Environmental 

concern, and environmental sensitivityare the factors affecting green product purchase behavior.  

In their journal, it was stated that ‘’ Environmental interests, state of the person to be aware of the 

problems related to the environment, to support efforts to resolve them and/or requests to have the name of the 

individual to contribute to the level of solutions (Chan and Lau, 2004, p.274).’’ Environmental interest is having 

a sense of responsibility of wanting to protect the environment (Crosby et al., 1981, p.20). Moreover, according 

to Schlegelmilch et al., (1996, p.25), “Society's interest in the environment has increased rapidly over the last 

thirty years”.  

There were various researches held for the last thirty years that environmental interest revealed: the 

theoretical aspects of the concept. Environmental concerns were investigated by Crosby et al. (1981, pp.19-32), 

Roberts (1996, pp.217-231); Roberts and Bacon (1997, pp.79-89), Bamberg (2003, pp,190-203), Kim and Choi 

(2005, pp.592-599), and Albayrak (2008, pp.117-130). 

According to Bamberg(2003), “Measuring the directimpact of environmental interest in many 

empirical researches on environmental behavior, the relationship between these two variables is low.” However, 

according to Kim and Choi (2005, pp.592-599), stated that “consumers with high environmental interest would 

prefer eco-friendly products more than consumers with low environmental interest. In other words, 

“environmental interests are a positive correlation between the purchasing behavior of environmentally friendly 

products (2005, pp.592-599).” 

The next factor is environmental concern in which Ay and Ecevit, (2005, p.246) stated that 

“Environmental concern is a concept that attempting to identify concerns arises of consumers regarding the 

environmental issues today and in the future”. Furthermore, Franzen and Meyer(2009, p.220) stated: 

Environmental concern is called intrinsic awareness which will result from excessive resource use threats and 

pollute the environment by human. Doughus and Rice (1979), Van Liere and Dunlap (1981:651-676), Roberts 

(1996:79-89), Roberts and Bacon (1997:79-89), Minton and Rose (1998:37-48), Bacanlı (2000:25), Ay and 

Ecevit (2005:238-263), and Yeniçeri (2008:1-24) believes that environmentally friendly products have a direct 

effect on purchasing behavior.  
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The last factor affecting green product purchase stated in the journal of Aytekin, Mehmet and 

Büyükahraz, Gül (2013), was Environmental Sensitivity. According to the journal, Environmental sensitivity 

can be defined within the framework of the effects of the environment and on the nature of how it is perceived 

by the public as proven or not proven possible to identify the problems (Yücelve Ark., 2003, p.11). Moreover, 

the sensitive environmental awareness was enumerated in the journal of (Aytekin, Mehmet and BüyükahrazGül 

(2013), as follows:  

• understand the need to use without destroying the environment, 

• the individual's environment-related decisions taken by civil society organizations toparticipate in solving the 

problems encountered, take initiatives on behalf of the rights of defense and response show. 

• understand the individual's social, historical, natural surroundings. Also,it was mentioned that assessing the 

importance and indispensability of natural life and natural sources in all consuming activities putting cost 

savings in first plan (Keleş, 1997, pp.15-18). 

 Furthermore, it was stated here that Roberts (1996), Armstrong and Kotler, (2006, p.138), Yılmaz, 

Aktaş and Yağızer (2010), said that environmental sensitivity affect purchasing behaviour of environment 

friendly products.  

“Normal as acceptable”. The perception of a customer with regard to something is heavily influencing 

her purchase decisions. What he or she regards as acceptable and unacceptable along with what is desirable or 

not will affect his purchase attitude in his decision whether or not to purchase environmental friendly products. 

In the journal of Burchell and Chris Barnham (2014), entitled “Social Normalisation: Using Marketing to make 

Green Normal”, it was stated that the research indicates that consumers are more likely to adopt behaviour and 

products that they think are normal. With this, it can be concluded that it is not solely just the decision or views 

of the customer towards something that reflects her behavior towards eco-friendly products but the society as 

well. 

 

Prioritizng long term sustainability over short term personal interest. Choosing between 

whether to satisfy our wants and needs or putting the needs of the society first is not an easy decision to make. 

One must evaluate all the pros and cons and select what he will prioritize. In the journal of ImanNaderi and 

David Strutton (2015), entitled “I Support Sustainability But Only When Doing So Reflects Fabulously on Me: 

Can Green Narcissists Be Cultivated?” shows the conflict between short term and self-directed goals or long 

term socially oriented and sustainability interests. It is especially true when it comes to consumers’ attitudes 

toward eco-friendly products because there is definitely a trade off in choosing one over the other. That is why it 

is important for consumers to be able to evaluate and come up with the optimal decision that works both for him 

and the environment. 
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Purchase decisions affected by personal beliefs and attitude. Most of the time, our decisions are 

affected by our own beliefs, environment and even cultural backgrounds. That is why our behavior as 

consumers are greatly influenced by these factors as these are the primary sources of our attitude when it comes 

to making purchase decisions. In the journal of Martin Grimmer &Meghann Woolley, “Green marketing 

messages and consumers' purchase intentions: Promoting personal versus environmental benefits.”  The result of 

the study revealed that  “There is no difference in purchase intention across the three types of advertisement; 

however, it was found that participants’ level of environmental affect moderated the effect of the advertisements 

on purchase intention (Martin Grimmer &Meghannwoolley, 2014). 

 

Consumer benefit vs. Societal benefit. Today’s consumers are always seeking value for the products 

they buy and the benefit should always exceed the cost otherwise, there will be a possibility or a great chance 

that will not have a next transaction with the customer. That is why companies are making an effort to satisfy 

this need and appeal them with their products through advertising. The journal, Finding the Right Shade of 

Green: The Effect of Advertising Appeal Type on Environmentally Friendly Consumption by: Todd Green & 

John Peloza (2014), states that when it comes to advertising environmental friendly products,” there are two 

types of advertising these are Consumer benefit and societal benefit. This research examines the role of 

decision-making and consumption contexts on the efficacy of each appeal. The results of three studies indicate 

that in contexts where consumers experience heightened public accountability they are more responsive to 

other-benefit appeals, and in more private settings they favor self-benefit appeals”. 

 

ӀӀ.      MATERIALS AND METHODS 

Participants 

 We have chosen 321 Filipino respondents who were preferably a working professional or a student in 

either public or private school. UST students were also identified to have a glimpse of knowledge on how 

Thomasians give importance to green consumerism. In the 321 responses that were gathered, 116 respondents 

are males and majority (69%) identified themselves as below 20 years old, (13%) are 20-29 years old, (10%) are 

30-39 years old, (4%) are 40-49 years old, and (4%) are 50 years old and above. The other 205 respondents are 

females and majority (77%) identified themselves as below 20 years old, (17%) are 20-29 years old and the 

remaining (6%) females are 30 years old and above. 123 respondents are working professionals while the 

remaining 198 are students in which 101 are studying in University of Santo Tomas. The monthly household 

income of the respondents was divided into 6 classifications: 62 respondents have a monthly income of less than 

P10,000, 67 respondents have a monthly income of P10,000-P29,999. 60 earn a household income of P30,000-

P49,999. 43 respondents earn P50,000-P69,999. 24 respondents earn P70,000-P89,000, and 65 respondents earn 

more than P90,000. 

Questionnaire 
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The questionnaire that we made use of was based from the “green behaviour exercise” (Johnstone& 

Hooper, 2016) and we chose the questions which were the most appropriate or likely to occur in a Filipino 

household. There are a total of 21 questions which were given away to 321 respondents. The questionnaire has 

two parts namely: Consumption habits, which takes into account the frequency of consumption of the 

respondents (12 items) and Purchase Attitude which takes into account the frequency of purchase of the 

respondents (9 items). Both consumptions habits and purchase attitude were measured on a 5-point likert-scale 

[Always (1), Usually (2) , Sometimes (3) , Rarely (4) , and Never (5)]. 

Results 

 In getting the implication of the Likert-scale questionnaire that we have provided, I looked for the 

mean or the average response of the respondents in order to know which is most likely to be answered and 

which of the 5-point scale represents the answers of the 321 respondents. Standard deviation is also calculated to 

measure the variability of the values present in the responses. 

ӀӀӀ.        RESULTS AND DISCUSSION 

In getting the implication of the Likert-scale questionnaire that we have provided, I looked for the mean or the 

average response of the respondents in order to know which is most likely to be answered and which of the 5-

point scale represents the answers of the 321 respondents. Standard deviation is also calculated to measure the 

variability of the values present in the responses. 

Figures, Tables and schemes 

Consumption Habits 

 
N Mean SD 

Limit the use of air conditioning 321 2.36 .84 

Use paper cups instead of plastic cups 321 2.78 1.03 

Turn off lights when not in use 321 1.53 1.12 

Reuse paper 321 2.23 .51 

Recycle plastic 321 2.49 1 

Turn off faucet when not in use 321 1.14 .96 

Turn off devices when not in use 321 1.89 1.06 

Unplug devices when not in use 321 1.85 1.05 

Limit time in the shower 321 2.41 .89 

Avoid using products in aerosol containers 321 2.46 1 

Consume organic food 321 2.64 1.04 

Use organic household cleaners 321 3.01 1 
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Purchase Attitude 

 
N Mean SD 

Buy energy saving light bulbs 321 2.02 1.04 

Buy energy saving appliances 321 2.18 .99 

Buy eco-friendly labeled products 321 2.36 .96 

Buy recycled products 321 2.88 .94 

Buy rechargeable batteries 321 2.49 1.06 

Buy eco-bags for shopping 321 2.06 1.01 

Buy organic products 321 2.63 .90 

Buy refillable products 321 2.19 .93 

Refuse buying Aerosols 321 2.67 1.06 

 

Descriptive Findings 

 The indications observed in the consumption habits part of the questionnaire are that most of the 

respondents usually limit the use of air conditioning (M=2.36, SD=.84). Respondents would also just use paper 

cups instead of plastic cups sometimes (M=2.78,  SD =1.03), Usually turn of the lights when not in use (M=1.53, 

SD=1.12),usually reuse paper (M=2.23, SD=.51), usually recycle plastic (M=2.49, SD=1), always turn off the 

faucet when not in use (M=1.14, SD=.96), usually turn off devices when not in use (M=1.89,SD=1.06), usually 

unplug devices when not in use (M=1.85, SD=1.05), limit the time in the shower would only be done sometimes 

(M=2.41, SD=.89), avoiding using products in aerosol containers were also being done sometimes  (M=2.46, 

SD=1), sometimes consume organic food (M=2.64, SD=1.04), and sometimes use organic household cleaners 

(M=3.01, SD=1).  The responses given to the consumption part of the questionnaire are most likely to be 

“sometimes” which is on the safest side of the five-point Likert scale. 

 Buying or purchase attitude was also observed in the purchase attitude part of the questionnaire and the 

responses are as follows: Respondents are more likely to buy energy saving light bulbs (M=2.02, SD=1.04). 

They are also into buying energy saving appliances (M=2.18, SD=.99) It can also be seen that eco-friendly 

labeled products have an impact on the respondents and usually purchase such items (M=2.36, SD=.96). 

Recycled products are not being often purchased by the respondents (M=2.88, SD=.94). They would also 

sometimes purchase rechargeable batteries (M=2.49, SD=1.06). The use of eco bags are now very popular 

among consumers and it can be observed that our respondents usually purchase eco bags for shopping (M=2.06, 

SD=1.01). Organic products are sometimes being purchased (M=2.63, SD=.90). Refillable products are also 

now being a trend specially on ball pens, condiments, beauty products, etc. and it can be observed that our 

respondents are very much likely to purchase refillable products (M=2.19, SD=.93). The respondent’s refusal on  
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buying aerosols are low (M=2.67, SD= 1.06) most probably because most of our necessities like hair sprays, 

perfumes, insect repellants can be bought in aerosol containers. 

Filipinos are known as thrifty, or economical in their own way. The results in the consumption habits questions 

ranged within 1(always), 2(sometimes), and 3 (usually). Most of the respondents are 20 years old and above —

 the generation considered as Millennials. Most of the Millennials are more aware to what they do, one example 

is their common practices regarding eco-friendly products and being eco-friendly in general. Consumers 

nowadays seem to be more aware and conscious, just like when they turn their faucet when not in use in order to 

conserve water. It is an effect that can be explained by Practice theory, people are now joining the trend in 

purchasing eco-friendly products. These people are now joining the trend because of their shared practices that 

affects their purchasing decision. In other words, the practices they have made from the consumption habits 

affect their decision to purchasing habits. If an individual gain practices from his colleagues to consume organic 

materials, he or she will most likely to continue it.  

            Purchasing eco-friendly products is a double-edged sword that does not hurt anyone. Instead, it is 

helping the two edges. One is helping to preserve the mother nature, second is helping the companies that 

promotes green marketing. An individual’s criterion on buying eco-friendly products is its legitimacy. But other 

factors that influence consumer decisions are also identified. The results from the purchase attitude 

questionnaire ranged only from 2, which is usual, for starting a high note with this kind of issue was already a 

good sign. There are two forms of advertising appeals and policies for eco-friendly products based on one of our 

journals. One is providing consumer benefit, second is societal benefit. Analyzing the questions on the 

Purchasing Attitude, these questions are universal. It can be considered both consumer benefit and societal 

benefit. For instance, buying recycled products is cheaper than buying non-recycled, which is a benefit for the 

individual. At the same time, it also helps our nature to be preserved, which is a benefit for the society. The data 

gathered from the questionnaire gave us an average of 2 (Usually) therefore, we can conclude that Filipinos are 

usually considering these factors when purchasing eco-friendly products.  

ӀV.        Conclusion  

The conclusion is that environmental interest plays a big role in the eco-friendliness of a consumer. It is 

also said that consumers with high environmental interest will mostly likely to prefer eco-friendly products. 

There is also a direct effect between eco-friendly products and the purchasing behavior of consumers, which is 

proven to be true based on the result of the questionnaire that we conducted. Which, in short, tells us that 

Filipino consumers, most often than not, buy eco-friendly products. 
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Abstract: Recently, the mathematical models in economics have been applied and developed  in many countries 

in the world as useful tools in economic analyzation and policy planning.  In particular, a computable general 

equilibrium (CGE) model consists of equations describing model variables and a database consistent with the 

model equations. The equations tend to be neo-classical in spirit, often assuming cost-minimizing behaviour by 

producers, household demands based on optimizing behaviour. However, the CGE models, which base on the 

general equilibrium theory, are formulated and solved using some softwares such as the GAMS or GEMPACK. 

These models will simulate every change in policy as a shock, which will shift the economy from this equilibrium 

to another equilibrium. Using the CGE framework, this paper explores the effects of reducing import tax on 

structural industry in Vietnam. For this purpose, a multi-sector static CGE and the corresponding a 2011 Social 

Accounting Matrix for Vietnam have been developed. CGE model is solved using GAMS software. The result 

reveals that under the effect of reducing import tax, some labor-intensive industries with high growth rates in 

the future, capital-intensive and resources sectors or highly protected sectors before have to reduce on 

production.  

 

Keywords: import  tax; CGE model;  structural  industry;  the  mathematical  models  in  economics;GAMS.  

 

I. INTRODUCTION  

Recently, the  mathematical models  in economics have been applied and developed in many countries in  

the  world  as  useful  tools  in  economic  analyzation  and  policy  planning.  In particular, CGE model can be 

seen as a bridge between theorists, planners and policy makers. CGE analyses can quantify how much removal 

of tariff and quantitative restrictions will reallocate resources between domestic and foreign sources and among 

different sectors and how structural industry will change. Theoretically, industries with less protection may 

readily expand production  and  develop  faster,  while  those  which  are not  strong  and  competitive  enough  

may face many difficulties in the international competition. As a result, it will change in the structure of the 

economy. 

A CGE model consists of equations describing model variables and a database consistent with the model 

equations. The equations tend to be neo-classical in spirit, often assuming cost- minimizing behaviour by 

producers, average-cost pricing, and household demands based on optimizing behaviour. The CGE models 

presented in this paper is a standard, competitive, price- taking open economy model.  The specification of the 

model equation and the theoretical structure follow closely those in Dervis, de Melo and Robinson (1982); 

Vargas, Schreiner et al (1999), Hosoe (2001), Chen (2004) and Toan (2005).  The CGE models solved using  
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some softwares such as the GAMS or GEMPACK. Using the CGE framework, this paper explores the effects of 

reducing import tax on structural industry in Vietnam. For this purpose, a multi-sector static CGE and the 

corresponding the 2011 Social Accounting Matrix (SAM) for Vietnam have been developed. CGE model is 

solved using GAMS software. 

The remainder of paper is structured as follows. In section 2 we present the basic structure of the static 

CGE model; data and solving the model. Section 3 describes the results and discussion. 

 

II. MATERIALS AND METHODS  

2.1. The basic structure of the static CGE model 

The static CGE models is a multi-sector, multi-household, competitive, price-taking open economy model. 

There are five entities forming the economy: producer, government, household, investment and the rest of the 

world. 

2.1.1. Producers 

Each  category  of  product,  which  is  available  for  both  intermediate  demand  and  final consumption, 

is a composite of domestically produced and imported commodities. The price of composite product is defined 

as follows: 

j j j j j

1

1 11 1
j j j j j jP B PD (1 ) PM ,

        
 

 (1) 

Output of each sector is assumed to be sold in both domestic and foreign markets. The aggregate price of 

output is defined as: 

j j j j j

1

1 1* 1 1
j j j j j jP N PD (1 ) PE ,

            
 

 (2) 

where PDj and PMj are prices of domestic and imported commodities j; jjB ,  and j are parameters 

( j is the elasticity of substitution); PEj is the export price of commodity j, jjN , and j  are parameters 

( j is the elasticity of transformation). 

In each period, producer takes the stock of capital, prices of input and output as given and maximizes 

profit, which is defined residually after payments for intermediate inputs and labor: 

* i

j j j j i ij l lji l
P X (1 t ) PX WL ,       (3) 

It is assumed that aggregate output of each sector is produced through the Leontief technology: 
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where Xj is the sectoral output; 
i

jt is the indirect tax rate on commodities j; Xij is the intermediate input 

used in sector j; The subscript l represents a particular category of labor; Llj is the labor input; Wl is the wage 

rate of labor type l, which is assumed to be the same in all sectors; Vj is value-added which is generated through  
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the Cobb-Douglass technology, using primary factors of labor and capital: 

lj Kj

j j lj jl
V A L K

 
   (5) 

where Kj is the stock of capital in the sector j; vj is value added coefficient; ija  are input coefficients. jA  

is production coefficient. The parameters lj  and Kj  are labor and capital elasticity coefficient, respectively. 

All the production technology is assumed to be homogenous of degree one and thus 
l ljKj  1 . 

When producers maximize profit, the following conditions hold: 
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From equation (3.3), the profit of sector j is then 
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The first order condition for maximizing this is 
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From this, labor demand of the j-th sector is determined as follows: 
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where 
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  (10) 

is the price of value added. Given all employment of Llj, we obtain the value added, Vj, from equation (5). 

The production is then 

j

j

j
v

V
X   

(11) 

And the intermediate demand are 

jijij XaX   (12) 

from equation (6). 
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2.1.2. Government 

The main function of the government is to collect taxes, then allocate its revenue to the requirement of 

government activities, transfer to the households and saving for investment. In particular, the government’s 

income comprises of direct taxes on labor, direct taxes on capital, and indirect taxes on production, import 

tariffs, export duties, and transfer received from the rest of the world 

  gj

e

j

e

jjj

m

j

m

jjj

i

jjj

d

Kj j

d

Lll ll FERtPWEREtPWERMtPXttLWT   *  (13) 

where lL is the labor type l ’s supply; 
d

Llt and 
d

Kt are direct tax rates on labor type l and capital income; 

m

jt  and
e

jt are the import and export tax rates; Mj and Ej are the imports and exports of commodity j; 
m

jPW  

and
e

jPW  are their world prices; ER is the exchange rate; gF is the foreign sources of government income and 

assumed to be exogenous. 

Suppose that the government purchases baskets that contain n categories of goods at fixed ratios 

)1(,...,, 21  j jn kkkk and that G baskets are purchased. The quantity of good j purchased by the 

government is then 

GkG jj   (14) 

The government budget constraint for purchasing the baskets is 


j jj

gp GPstrT )1)(1(  

                                     j jj GkP  

                              GPG   

(15) 

where 

 j jj kPPG  (16) 

is the price of the government purchasing basket; 
ptr is the transfer ratio to households; and 

gs is the 

government saving rate. The number of basket purchased is 

PG

strT
G

gp )1)(1( 
  (17) 

Substituting it into Equation (14) yields the government demand functions: 
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strTk
G
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j

j

)1)(1( 
  (18) 

2.1.3 Households 

The grouping of household groups as these is a critically important feature of the model, which allows 

investigating the income distribution of the economy. The households are assumed to be able to own all types of 

labor. Each household group receives income from twelve labor categories, capital, transfers from government  
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and from abroad: 
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where 
K

r

L

rl dd , and 
T

rd  are distribution rates of labor type l, and capital income and government transfer 

to household type r respectivelly ; prF is net transfer from abroad to household type r and assumed to be 

exogenous. Note that 1,1   r

K

rr

L

rl dd  and 1r

T

rd . 

The household spends all the disposable income on interest payments on outstanding foreign 

debt, consumption and saving. The budget constraint for household consumption is 

  r

pr

r DEBTHisY _1 *  , where 
prs is the saving rate;

*i is the world interest rate; rDEBTH _ is 

the foreign debt owed by the r-th household group. In this static model, rDEBTH _ is assumed to be 

exogenous. 

Consumer’ problem is solved following the simplified version of Linear Expenditure System 

(LES). Given a fixed amount of disposable income, each household faces the following constrained 

maximization problem: 

Maximize
jr

j jrjrr CU


  )(  

Subject to   
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jrjr
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(20) 

   

(21) 

where rU  is the utility level; jrC  is the level of commodity j consumed by households of group 

r, jr  is the marginal budget share for the commodity j, and jr  is minimum levels of consumption. 

The first order condition of this maximization problem yields the following household demand function: 
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The LES demand function, Equation (22), simplifies to 
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 (24) 

2.1.4. Investment 

Similar to government purchase, we define an investment basket that contains n categories of 

goods at fixed ratios )1(,...,, 21  j jn hhhh and suppose that Inv baskets are purchased. The 

quantity of good j that is purchased for investment activity is then: 
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InvhInv jj   
(25) 

Because the model is static, it does not have optimization problems concerning the future periods. The budget 

constraint of investment activity is: 
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pg

r r
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(26) 

Where 

 j jj hPPI  (27) 

is the price of the investment basket, or the price index of investment goods; FDI is the exogenous foreign 

investment inflow. We now have  

PI

FDIERtrTsYs
Inv
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r r
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 )1(

 (28) 

Substituting it into Equation (3.27) yields the investment demand function for goods j: 
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 (29) 

2.1.5. Imports 

Under the assumption of small / price-taking open economy, the world prices of imported and exported 

goods are exogenously given in terms of foreign currency, but the prices of domestic goods are endogenously 

determined in the model. The model has a foreign exchange market, where supply and demand of foreign 

exchange determine the exchange rate, which then determines the price of imported goods. The price of 

imported goods in term of domestic currency is 

)1( m

j

m

jj tWPERPM   (30) 

where m

jWP  is the exogenous world price. 

The model assumes that imports and domestically supplied goods are imperfect substitutes and are 

aggregated to be composite goods. The total domestic demand Qj for the composite j is 

jjr jri jij InvGCXQ    (31) 

Following Armington (1969), a constant elasticity of substitution (CES) function is used to define the 

relationship between the demand for domestic goods (Dj) and imported goods (Mj). Each domestic institution 

allocates its total demand to the domestic and imported goods so as to minimize the total expenditure subject to 

a CES function: 

Minimize
jjjjjj MPMDPDQP   
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The first order conditions for this minimization yields 
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Substituting the above into (33) to eliminate Dj obtains 

  jjjjjjjjj QPMPDPMBM j

j

jjjjjj 




 

 1111
)1()1(  (35) 

and eliminating Mj similarly yields 

  jjjjjjjjj QPMPDPDBD j
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jjjjjj 




 

 1111
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Substituting these two in equation (34) obtains 
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jjjj 
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The price of Qj is thus 

  j
jjjj

jjjjjj PMPDBP 
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1
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Using this price index, the demand levels for domestically produced and imported commodities are as 

follows: 
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(38) 

2.1.6. Exports 

Total sectoral outputs are sold in both domestic and foreign market. By assuming that there is no re-

exporting of imported commodities, exported goods are constituted of only domestically produced ones. The 

export price in term of domestic currency becomes a function of the exchange rate:  

)1( e

j

e

jj tWPERPE   (39) 

The relationship between export and supply for domestic usage is assumed to be represented by a constant 

elasticity of transformation (CET) function. Each firm allocates its output between the domestic and export 

markets so as to maximize revenue subject to the CET function: 

Maximize jjjjjj EPESPDXP *
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We have from the first order condition 

jj

j

j

j

j

j

j

PE

PD

E

S


















 
















1
 (42) 

Substituting the above equation into (41) to eliminate jS , yields 

  jjjjjjjjj XPEPDPENE j
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jjjjjj 1111
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(43) 

 

and eliminating jE similarly yields 
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Substituting these two in Equation (40), we obtain: 

jjjjjj EPESPDXP *
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The aggregate price of output is thus 
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1
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Using this price index, the levels of output exported and sold in the domestic market in Equation (43) and 

(44) are simply as follows: 
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2.1.7. Market clearing 

 



Solution GAMS Software for CGE model Case Study: The Impact of Tariff Reductions on the Industry 

Structure of Vietnam Economy 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 496 | Page 

 

 

In the model, there are six labor markets, twenty-five commodity markets and one foreign exchange 

market, where the wage rate for each type of labor, the domestic commodity prices and the exchange rate are 

determined. The equilibrium set of prices is obtained when all the markets are cleared, that is, when all the 

excess demands become zero. 

The labor market: from the equation (9), the sum of demand for labor type l is  

 











j jlj

l

j

j lj V
W

PV
L   (48) 

while the total labor type l that the household sector supplies is lL . The excess demand is hence 

lj ljl LLEL   (49) 

From equation (48), (5), (10), (1), (30), (2) and (39), the excess demand can be seen as a function of the 

wage rates, prices of domestic commodities and the exchange rate: 

),,...,,,,...,,( 2121 ERPDPDPDWWWELEL nll   (50) 

Commodity markets and the foreign exchange market: The demand for the j-th domestic commodity is the 

sum of intermediate input, household and government consumption, and investment demand, Dj . The supply for 

domestic usage is Sj. Excess demand is hence 

jjj SDEX   (51) 

In the foreign exchange market, demand for foreign currency comes from imports and payment for interest 

on outstanding foreign debt. Supply comes from exports, foreign direct investment and all other net inflows. 

Excess demand of the market is thus 
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Using the same way as we did in deriving Equation (50), it can be confirmed that: 

),,...,,,,...,,( 2121 ERPDPDPDWWWEXEX nljj   

),,...,,,,...,,( 2121 ERPDPDPDWWWEFEF nl  

 (53) 

   

(54) 

All the excess demands are thus functions of the wage rates, prices of domestic commodities and the 

exchange rate. 

 

2.2. The data and solving the model 

2.2.1. The Social Accounting Matrix of Vietnam 

An important task in the implementation of a CGE model is identifying and organizing data into a SAM.  

The SAM provides a closed form, economy-wide accounting of linkage between activities, commodities, 

factors, households, domestic institutions and foreign institution in a tabular format. 
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In Vietnam, the Central Institute for Economic Management of Vietnam (CIEM) under the cooperation 

and support of international organizations have developed SAM in 1999, 2000, 2003, 2007 and most recently 

SAM updated in 2011. Vietnam’s 2011 SAM is a square data- matrix of 169x169 dimentions (169 row and 169 

columns). It covers 63 activities, 63 commodities, 11factors of production and 20 types of household. For the 

purpose of this study, a new version of 2011 SAM was revised based on the Vietnam’s 2011 SAM. The new 

2011 SAM covers 25 activities, 25 commodities, 7 factors of production and 5 types of household. 

2.2.2. Solving the model 

There are in all n2 +16n + 4 + (n+1)(h+l) endogenous variables, which are exactly as many as the equations 

(in this model n= 25, h = 5, l=6). Following Chen (2004), we can solve the model as follows: 

1. Set all the price variables, including the wage rate of each type of labor, Wl, and the exchange rate, ER, 

equal to one. 

2. Calculate the variables in the production, government-income, demand and domestic supply blocks one 

after another, then compute the following excess demands: 

lj ljl LLEL  ; 

jjj SDEX  ;  
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3. Increase Wl if ELl > 0 and decrease it if ELl <0. Similarly, adjust PDj and ER according to the signs of 

EXj and EF. 

4. Proceed to the price block and compute PMj, PEj, Pj, P* 

5. Adjust the price level  

6. Calculate the remaining variables in the price block, PVj, PI and PG 

7. Repeat Steps 2 – 6 until all the excess demands become zero in Step 2. 

Based on the complete set of equations of the static model in section 2.1 and algorithm described in 2.2.2, 

the GAMS software was used to solve the static CGE model. 

  

III. RESULTS AND DISCUSSION  

Table 1. Tax import rates (%) by sectors 2011 

Code 

sectors 

Tax 

rate 

Code 

sectors 

Tax 

rate 

Code 

sectors 

Tax 

rate 

Code 

sectors 

Tax 

rate 

Code 

sectors 

Tax 

rate 

1 3.3 6 1.0 11 2.6 16 2.5 21 0.0 

2 1.9 7 8.3 12 1.3 17 0.8 22 0.0 

3 2.6 8 6.2 13 3.2 18 2.7 23 0.0 

4 6.3 9 11.0 14 4.2 19 6.0 24 0.0 

5 3.5 10 1.8 15 7.2 20 0.3 25 0.0 

Source: Author’s calculations from the new 2011 SAM 
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In the simulation, all the tariffs rates that are greater than 5% are reduced to 0%. All other parameters are 

kept unchanged. The model is solved using GAMS software. 

Table 1 shows the actual import tax by sectors. The tariff structure restricts imports of consumption goods 

more than that of production inputs and investment goods. 

 

The empirical results seveal that the reduction of import tax has a strong impact on many sectors in 

Vietnam. Some sectors expand their production, in terms of output and export volumes, and grow quickly, while 

some others are forced to contract (Table 2). 

 

Table 2. The effect of tariff reduction on Output, Import, Export (billions VND) 

Code Sectors Output Import Export 

    Change  % Change % Change % 

1 Crops cultivation -1,122 -0.20 178 0.46 -615 -0.95 

2 Livestock and poultry 1,097 0.53 1 0.15 435 0.72 

3 Forestry -159 -0.57 12 0.09 -2 -1.19 

4 Fishery 1,600 0.72 87 14.44 131 0.24 

5 Crude oil -1,792 -0.53 -53 -0.30 -1,311 -0.56 

6 Mining and quarrying 3,496 1.86 1,873 17.37 2,921 2.09 

7 Processed seafood and by products -687 -0.78 704 13.61 -412 -0.88 

8 
 Alcohol, beer, water and soft 

drinks 
-765 -1.34 1,328 23.90 -198 -0.67 

9 Cigarettes and tobacco products 3,639 0.65 7,426 12.95 2,043 0.94 

10 Other food manufactures 93 0.05 2,549 1.19 -237 -0.28 

11 Chemical manufacturing -3,758 -0.99 -2,368 -0.62 -1,940 -1.15 

12 
Non-metallic mineral, ferrous 

metals 
-2,702 -0.67 2 0.00 -527 -0.93 

13 Machinery and equipment -80 -0.04 1,167 0.78 -319 -0.46 

14 Vehicles -2,812 -0.88 -3,358 -0.59 -2,191 -0.93 

15 Textile, garment 40,565 12.53 18,073 13.21 31,931 14.57 

16 Leather 2,808 1.80 849 2.19 2,112 1.76 

17 Wood and  wood products 250 0.14 1,215 11.65 257 0.22 

18 Petroleum products -6,509 -0.56 -1,176 -0.30 -396 -0.80 

19 Other manufacturing products 430 0.25 77 1.95 0 -0.86 

20 Electricity , Gas and Water supply -1,343 -0.22 7 1.00 -2,809 -1.38 

21 Trade 204 0.09 161 0.72 -116 -0.20 

22 Hotels, restaurants and tourism -401 -0.18 379 0.95 -359 -0.94 

23 Transport services -320 -0.28 63 0.70 -131 -0.92 

24 Financial services -382 -0.22 333 0.89 -134 -1.14 

25 Public services and other services -4,555 -0.75 227 0.39 -278 -1.51 

  Total 26,793 0.35 29,757 1.28 27,856 1.21 

Source: Author’s calculations from the model simulation by GAMS software 
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In  summary,  most  of  the  highly  protected  manufacturing  sectors  are  forced  to  reduce production  

considerably,  except  for  some  sectors  that  have  been  already  established  their sustainable  comparative  

advantages.  At the economy-wide level, both imports and exports increase.  Total nation output slightly 

declines.  Processed  seafood,  textile  and  garment,  and leather  sector  enjoy  the  highest  benefits  while  

cigarette,  vihicles  and  other  manufacturing products sectors may incur the biggest losses. 

 

IV. CONCLUSION  

Using the static CGE, this study tries to explore the link between reducing import tax on structural 

industry in Vietnam.  This static CGE model is solved using GAMS software.  The result reveals that under the 

effect of reducing import tax, some labor-intensive industries with high growth rates in the future, capital-

intensive and resources sectors or highly protected sectors before have to reduce on production. 

This  study  also  demonstrate  that  the  mathematical  models  in  economics  have  been applied 

widely thanks to the software  as useful tools in economic analyzation. 
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Abstract: With development of digital marketing and mobile devices, mobile marketing today is a 

crucial strategy for enterprises to target customers. However, mobile marketing in Vietnam is still not 

widespread despite its potentials. Premising on this, our study focuses on examining impact of 

consumers’ trust and consumers’ attitude towards mobile marketing on the online purchase intention 

of consumers. An online survey of 210 young consumers in Can Tho city, Vietnam was conducted in 

2016 to extend Theory of Reasoned Action (TRA), Technology Acceptance Model (TAM) with additional 

constructs such as Trust, Entertainment and Irritation. The research finding reveals that Entertainment 

and Irritation do not have any significant effects on consumers’ attitude and purchase intention. 

However, consumers’ trust, perceived usefulness and attitude towards mobile marketing are significant 

predictors of online purchase intention of young consumers in Vietnam. This research offers useful 

theoretical contribution and managerial implications for companies, marketers, software developers, 

application developers, practitioners to formulate their communication and electronic marketing 

strategies related to mobile. The study also extends applicability of TRA and TAM concerning mobile 

marketing in a developing country. 

Keywords: consumers’ attitude, mobile marketing, online purchase intention, Technology Acceptance 

Model, Theory of Reasoned Action 

I. INTRODUCTION 

According to Vietnam’s E-Commerce Report (2014), e-commerce B2C sector in Vietnam has undergone 

important changes with estimated revenues reaching USD 3 billion. This radical development is assumed the 

result of invention and development of portable and smart mobile devices. According to Taylor Nelson Sofres 

Vietnam (2014), the percentage of Vietnamese consumers using smartphones in 2014 is 36%, which has doubled 

that of 2013. According to Technology and Telecommunication (Tech & Telco) company in South East Asia, 

36% Vietnamese population got access to Internet via mobile devices in 2015. Most of them were young 

consumers (18-36 years old). Mobile marketing due to consumers’ change in collecting and updating information 

has superseded traditional tools of advertisement and information distribution. This is an opportunity for 

businesses and organizations to develop mobile marketing strategies with a focus on young people. Can Tho city 

has consecutively been in top 10 cities having the highest rate of online purchase and other e-commerce activities 

compared to other cities in Vietnam (Vietnam E-commerce and Information Technology Agency, 2015). Hence, 

innovative and creative use of marketing tools such as mobile marketing is a significant requirement for businesses 

and organizations involving e-commerce in Can Tho specifically and across Vietnam in general. However, most 

of previous literatures focused mainly on determinants of mobile marketing (Scharl et al., 2005; Barutçu, 2007; 

Karjaluoto et al., 2008; Persaud & Azhar, 2012) or influential factors of online shopping (Brown et al., 2003; Van 

http://sareb-journal.org/
mailto:ndyoanh@ctu.edu.vn
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der Heijden et al., 2003; Li & Huang, 2009; Ling & Piew, 2010). There are limited understandings of what and 

how mobile marketing influences on shopping behavioral intention of customers in Vietnam. The aim of this 

paper is therefore to study impact of consumers’ trust and consumers’ attitude towards mobile marketing on online 

purchase intention concerning the case of young consumers in Can Tho city, Vietnam. Understanding this is 

important because empirical finding of the study is a helpful reference for companies, marketers, software 

developers, application developers, practitioners to formulate theirs communication and electronic marketing 

strategies related to mobile. Regarding theoretical contribution, the study also tests and extends applicability of 

TRA and TAM concerning mobile marketing in a developing country. 

 

II. RESEARCH METHODOLOGY 

2.1. Hypothesis development and research model 

Constructs were adopted from TRA model (Ajzen and Fishbein, 1975) and TAM model (Davis et al., 1989) 

and three additional constructs (Figure 1). Six independent variables are: (1) Perceived Usefulness, (2) Perceived 

Ease of Use, (3) Subjective Norm, (4) Trust, (5) Entertainment and (6) Irritation, and two dependent variables (7) 

Attitude towards mobile marketing and (8) Online Purchase intention. Attitude is also independent factor of 

Online Purchase Intention.  

Purchase intention (PI): Theory of Reasoned Action by Ajzen and Fishbei (1960s) is one of the most 

significant theories pioneering in fields of sociology, psychology and consumers’ behavior research (Eagly & 

Chaiken, 1993; Olson & Zanna, 1993; Sheppard et al., 1988). The theory suggested Behavioral intention is 

affected by two factors: attitude and subjective norm on behavior. Based on TRA, Davis et al. (1989) developed 

Technology Acceptance Model to explain an individual’s acceptance of an information system. TAM studied 

relations and impacts of Perceived Usefulness and Perceived Ease of Use on attitude that affects users’ intention 

and acceptance behavior of information technology. In this paper, intention studied is the intention to purchase 

online, individual subjective evaluation on purchasing goods via the Internet. Consumers’ online purchase 

intention is directly affected by their attitude towards online purchase itself (Van der Heijden et al., 2003).  

Attitude (AT): Attitude towards certain behavioral intention can be defined as individual’s positive or negative 

feelings about performing the targeted behavior (Davis et al., 1989; Ajzen & Fishbein, 1975; Taylor & Todd, 

1995). Consumers’ attitude is one of the most important factors in mobile marketing research (Bauer, et al., 2005) 

and in information systems research (Tsang et al., 2004). Attitude was intensively investigated in consumer 

behavior researches about mobile advertising (Linh, 2014; Noor et al., 2013); mobile banking (Karjaluoto et al., 

2008); and mobile marketing in general (Roach, 2009; Persaud, & Azhar, 2012; Barutçu, 2007). Very few 

researches aimed at examining consumers’ attitude towards seven current mobile marketing tools affecting the 

intention to purchase goods/services online of consumers. Understanding attitude of consumers also helps 

understand their buying intention (Varshney & Joy, 2015). Therefore, this study proposes as follow: 

H1: AT towards mobile marketing has a significant relationship with PI 

Subjective Norm (SN): Consumers often refer to people around them to obtain endorsement about their 

behavioral attitude (Pavlou & Stewart, 2000), which is explained and considered as a “subjective norm” 

(Venkatesh et. al., 2003; Ajzen, 1991; Ajzen & Fishbein, 1975). The term referred to an individuals’ belief about 

the expectation that came from the influential people or reference group that exists around them (Ajzen, 1991). 

Subjective norm in consumers’ mobile marketing acceptance is investigated in many prior researches of 
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Karjaluoto et al (2008), Van der Heijden et al. (2003) and Bauer et al. (2005). Thus, this paper suggests the 

following hypotheses: 

H2: SN positively influences AT & H3: SN positively influences PI 

Perceived Usefulness (PU): Perceived usefulness is a traditional factor of TAM and widely studied in new 

technological application, which is “The degree to which a person believes that using a particular system would 

enhance his or her job performance” Davis (1985). Results from the studies by Basheer, & Ibrahim, (2010); 

Karjaluoto et al. (2008); Bauer et al. (2005); Van der Heijden et al. (2003) showed positive impact of perceived 

usefulness towards mobile marketing and online shopping. Therefore, this paper proposes the following 

hypotheses: 

H4: PU positively influences AT & H5: PU positively influences PI 

Perceived Ease of Use (PEOU): Perceived Ease of Use is the “degree to which a person believes that using a 

particular system would be free of physical and mental from effort” (Davis, 1985). Perceived ease of use can also 

contribute particularly to improving one’s efficiency. The study conducted by Van der Heijden et al. (2003) 

showed that Perceived Ease of Use is one of two significant factors determining consumers’ online purchase 

behavior. In particular, results from Karjaluoto et al.’s research (2008) revealed relation between perceived ease 

of use in mobile advertising and users’ attitude. In order to measure the impact of this factor on mobile marketing 

as a whole and online purchasing attitude, the proposed hypotheses are: 

H6: PEOU positively influences AT & H7: PEOU positively influences PI 

Trust (T):. Trust plays a significant role in making satisfactory result and prediction in online transactions 

(Ling et al., 2010; Basheer & Ibrahim, 2010; Van der Heijden et al., 2003). Trust will be defined as the degrees 

of confidence consumers have in online exchanges, or in the online exchange channel (Singh & Sirdeshmukh, 

2000). Additionally, researches by Linh (2014); Tanakinjal et al. (2010); Karjaluoto et al. (2008) showed the 

relation of this factor to consumers’ attitude towards mobile advertising. When a message is sent to consumers, 

they usually tend to suspect the authenticity. Even if the provided information was sufficient, lack of trust would 

affect their attitude and intentions. This paper thus proposes the related hypotheses: 

H8: Trust positively influences AT & H9: Trust positively influences PI 

Entertainment (EN): McQuail (1983) defines entertainment as ability to fulfill an audience’s need for 

escapism, diversion, aesthetic enjoyment, or emotional enjoyment. Perceived entertainment in advertising can be 

defined as an amusing and pleasant experience through the use of media (Okazaki, 2005). Entertainment was the 

most significant of the factors affecting respondents’ attitudes towards mobile advertising (Tsang et. al., 2004). 

Therefore, these hypotheses are thus suggested: 

H10: EN positively influences AT & H11: EN positively influences PI 

Irritation (IR): According to Aaker & Bruzzone (1985), irritation in advertising can be defined as an 

advertisement that generates annoyance, discontent, and brief intolerance. Haghirian et al. (2005) showed that 

users’ irritation could cause negative reception to mobile marketing. Irritation is the only negative dimension of 

consumers’ attitude towards mobile advertising (Altuna and Konuk., 2009). To evaluate the impact of this factor 

on attitude towards mobile marketing and online purchase intention, these following hypotheses are suggested: 

H12: IR negatively influences AT & H13: IR negatively influences AT 
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Figure 1: Proposed model 

All of 34 items were rated by a five-point Likert scale measurement ranging from 1=strongly disagree, 

2=disagree, 3=neutral, 4=agree, and 5=strongly agree. The questionnaire was piloted and slightly modified to 

increase the clarity. 

 

2.2. Research methodology 

Primary data was collected by distributing online survey to young consumers who use smartphones in Can 

Tho city. Convenience sample is used because it is supposed to be suitable for studying the differences in 

consumer behavior and the best use for using Exploratory Factor Analysis method (Zikmund et al., 2010). Hair et 

al. (2006) suggested the rate observed (observations)/measurement variables (items) is 5:1. With 34 original 

observed variables, the sample size should be at least 170. To apply Structural Equation Modeling (SEM), 

researchers agree that a large sample size is required (Raykov & Widaman 1995). Kline (2005) and Weston & 

Gore, (2006), proved that any research using this analytical methods requires minimal sample size of 200. In this 

study, 256 responses were obtained from March to May 2016; including 210 valid responses. To analyze the data, 

Exploratory Factor Analysis, Confirmatory Factor Analysis and Structural Equation Modeling were used. 

2.3 Scope of the Study 

The study aims at exploring the impact of consumers’ trust and consumers’ attitude towards mobile marketing 

on the online purchase intention of consumers in Vietnam. The sample was collected in Can Tho city, which was 

reported as the city with outstanding e-commerce performance. Moreover, Can Tho city is the heart of the Mekong 

Delta, a significant economic zone of Vietnam. Therefore, the results of this study will be an essential contribution 

to the overview and understandings of young customers towards mobile services in such important city of 

Vietnam. It will also help to explicate the transition of e-commerce and the development of mobile marketing in 

Can Tho city.  

III. DATA ANALYSIS 

3.1. Profile of Respondents 

The profile of respondents is represented in Table 1. Nearly 79% of the respondents were between 18 and 22 

years old. A majority of the respondents was female (68.1% of the respondents). Most of the respondents were 

Online Purchase Intention (PI) 

Subjective norm (SN) 

Perceived Ease of Use 

(PEOU) 

Trust (T) 

Perceived Usefulness 

(PU) 

Irritation (IR)  

Entertainment (EN) 

Attitude towards 

Mobile marketing (AT) 
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undergraduate students (92.8%). The average income of the respondents was ranging from 2 to 4 million VND 

per month (52.4% of the respondents). It was common for mobile users to spend over 3 hours every day using the 

Internet via smartphones (58.2% of the respondents).  

Table 1: Demographic profile of respondents 

Demographic Categories Frequency Percentage (%) 

Gender Female  143  68.1 

Male  67 31.9 

Age group 18 – 22  165  78.5 

23 – 30  45 21.4 

Education High school student  8 3.8 

Undergraduate   195 92.8 

Post graduate 7 3.3 

Monthly spending Less than 2 million VND 71 33.8 

2 – 4 million VND 110 52.4 

4 – 6 million VND 23 10.9 

Over 6 million VND 6 2.8 

Time using Internet on 

smartphones per day 

Less than 1 hour 11 5.3  

1 - 2 hours 28 13.5 

2 – 3 hours 49 22.9 

Over 3 hours 122 58.2 

 

Most young consumers in Can Tho city knew about mobile marketing. Over 80% respondents knew about 

mobile advertisements, mobile promotions, mobile Internet and mobile shopping. The percentage of those knew 

about location-based mobile services and mobile banking was 67.8% and 70.1% respectively. Although the level 

of respondents’ recognition of mobile marketing is high, the attitude of young consumers towards mobile 

marketing tools is neutral (mean score were approximately from 3.1 to 3.48) (Table 2). 

Table 2: Descriptive statistics of respondents’ attitude towards mobile marketing 

Measurement Items Mean 
Standard 

deviation 

Mobile marketing brings benefits.  3.473 1.106 

Feeling happy when exposure/use mobile marketing. 3.114 1.074 

Desire to introduce mobile marketing to friends and relatives/family. 3.124 1.059 

Overall attitude towards mobile marketing is positive 3.392 1.080 

*Note: Likert scale range: 1.00 – 1.8: Strongly disagree; 1.81 – 2.60: Disagree; 2.61 – 3.40: Neutral. 3.41 – 

4.20: Agree; 4.21 – 5.00: Strongly agree 

 

Most of the respondents have already done at least one online transaction before; only 4.7% had no experience 

with online shopping. However, their online shopping frequency was moderate. About 41.5% of the sample said 

that they shop online occasionally; 30.0% shop at least twice a month and 27.3% shop online every month. 

Common goods and services for online purchase include books and stationeries (66.1% of the respondents), 

apparels (67.1%) and travel services (61.4%).  

3.2. Reliability analysis 

 

The result in Table 3 indicates that measuring scale of independent factors in the proposed model have been 

statistically verified (Cronbach's alpha coefficients >0.8). The Cronbach's alpha coefficients of Trust and 

Entertainment are 0.786 and 0.798 respectively, which are approximately 0.8 and are usable (Nunnally, 1978; 

Slater, 1995). All corrected item-total correlation values are greater than 0.4.  
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Table 3: Reliability of the constructs 

Construct Item Corrected Item-Total 

Correlation 

Cronbach’s Alpha if 

Items Deleted 

Cronbach’s 

Alpha 

Attitude  AT1 0.716 0.874 0.889 

AT2 0.771 0.852 

AT3 0.734 0.866 

AT4 0.809 0.838 

Purchase Intention  PI1 0.581 0.870 0.874 

PI2 0.636 0.860 

PI3 0.643 0.858 

PI4 0.792 0.832 

PI5 0.722 0.845 

PI6 0.699 0.849 

Subjective Norm  SN1 0.600 0.761 0.803 

SN2 0.479 0.797 

SN3 0.600 0.761 

SN4 0.643 0.748 

SN5 0.614 0.757 

Perceived 

Usefulness  

PU1 0.667 0.866 0.875 

PU2 0.776 0.821 

PU3 0.793 0.817 

PU4 0.695 0.854 

Perceived Ease of 

Use  

PEOU1 0.771 0.835 0.880 

PEOU2 0.784 0.831 

PEOU3 0.717 0.856 

PEOU4 0.696 0.865 

Trust  T1 0.591 0.772 0.793 

T2 0.713 0.640 

T3 0.611 0.743 

Entertainment  EN1 0.532 0.790 0.798 

EN2 0.723 0.699 

EN3 0.612 0.751 

EN4 0.613 0.752 

Irritation  IR1 0.506 0.801 0.802 

IR2 0.660 0.731 

IR3 0.713 0.706 

IR4 0.596 0.761 

 

3.3. Exploratory Factor Analysis (EFA) 

Exploratory factor analysis was conducted with Promax rotation. For studies with the sample size over 100, 

the standard factor loading is 0.55 (Hair et al., 2006). 

 

a. EFA for independent variables: The Kaiser–Meyer–Olkin (KMO) sampling adequacy and Bartlett’s 

sphericity test verified the suitability of conducting the EFA. The result shows that KMO=0.880, which 

is satisfy (0.5 ≤ KMO ≤ 1). Bartlett’s test is significant because Sig=0.000 (<0.05).Aall factor loadings 

are greater than 0.50 and load only on one factor (Hoang & Chu, 2008). Through the EFA result, five 

factors, explaining 70.279% of the total variance, have been extracted (Table 4).  
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Table 4: EFA for independent variables 

 Components 

1 2 3 4 5 

PU4 0.905     

PU2 0.866     

PU3 0.825     

PU1 0.674     

PEOU2  0.811    

PEOU4  0.782    

PEOU1  0.771    

PEOU3  0.719    

IR3   0.856   

IR2   0.826   

IR4   0.787   

IR1   0.697   

T2    0.811  

T3    0.803  

T1    0.744  

SN4     0.805 

SN3     0.793 

SN5     0.699 

SN1     0.608 

Entertainment is eliminated because observed variables are not substantially loaded and factor loadings < 0.50.  

 

 

b. EFA for dependent variables: Average variance extracted of Attitude is 75.162% and Purchase Intention 

is 61.756%, greater than 50%. KMO of Attitude and Purchase Intention are 0.792 and 0.856 respectively 

(>0.5) (Table 5). KMO values indicate positive relationships among variables. Factor loadings of 

dependent variables are above 0.8 and statistically significant at 1% level which indicated good 

measurement scale (Hoang & Chu, 2008).  

 

 

Table 5: EFA for dependent variables 

Constructs Item 
Factor 

Loading 

Average Variance 

Extracted (%) 
KMO 

Bartlett’s  

P-value 

Attitude 

towards mobile 

marketing 

AT4 0.899 75.162 0.792 0.000 

AT2 0.876 

AT3 0.853 

AT1 0.839 

Online 

Purchase 

Intention 

PI4 0.871 61.756 0.856 0.000 

PI5 0.824 

PI6 0.803 

PI3 0.758 

 

3.4. Confirmatory Factor Analysis (CFA) 

Table 6 shows that covariances between Irritation and other constructs are not statistically significant at 10% 

(p-value > 0.1). Therefore, Irritation would be removed from the model.  
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Table 6: Original CFA result 

Relationships Estimate S.E. C.R. P 

Perceived Usefulness ↔ Perceived Ease of Use  0.432 0.068 60.319 *** 

Perceived Usefulness ↔ Subjective Norm  0.407 0.062 60.569 *** 

Perceived Usefulness ↔ Trust  0.375 0.060 60.226 *** 

Perceived Ease of Use  ↔ Subjective Norm  0.361 0.062 50.853 *** 

Perceived Ease of Use  ↔ Trust  0.352 0.062 50.695 *** 

Subjective Norm  ↔ Trust  0.386 0.058 60.658 *** 

Attitude ↔ Purchase Intention  0.389 0.059 60.612 *** 

Attitude ↔ Perceived Usefulness 0.387 0.061 60.308 *** 

Attitude ↔ Perceived Ease of Use  0.323 0.057 50.638 *** 

Attitude ↔ Subjective Norm  0.302 0.049 60.146 *** 

Attitude ↔ Trust  0.329 0.053 60.184 *** 

Perceived Usefulness ↔ Purchase Intention  0.316 0.053 50.981 *** 

Perceived Ease of Use  ↔ Purchase Intention  0.305 0.052 50.912 *** 

Purchase Intention  ↔ Subjective Norm  0.290 0.051 50.708 *** 

Purchase Intention  ↔ Trust  0.280 0.052 50.409   *** 

Attitude ↔ Irritation 0.027 0.034 0.776 0.438 

Purchase Intention  ↔ Irritation 0.035 0.032 10.070 0.285 

Perceived Usefulness ↔ Irritation 0.019 0.029 0.657 0.511 

Perceived Ease of Use  ↔ Irritation 0.043 0.027 1.598 0.110 

Subjective Norm  ↔ Irritation 0.022 0.028 0.766 0.444 

Trust  ↔ Irritation 0.041 0.029 10.437 0.151 

 

After removing Irritation, correlations among factors in absolute value are <0.9, indicates good discriminant 

validity of latent constructs. P-value of correlation among latent variables is below 0.001, indicates that 

correlations between factors statistically significant at 1% level. By correlating residuals of variables and 

removing variables base on modification indices and standardized residual covariance matrices, model fit was 

improved. χ2 test (Chi-square)=205.566 (df=133), χ2/df=1.546 (less than 2) pointed the model has a very good fit 

(Bagozzi and Yi, 1988). Other indices: RMSEA=0.051 (<0.08); GFI=0.910>0.9; TLI=0.957>0.9 and CFI of 

0.967>0.9 were above recommended values.  

Table 7 specifies that this study achieved a good convergent validity because all factor loadings are statistically 

significant and > 0.50; all CR > 0.70; and all AVE > 0.50 (Fornell and Larcker, 1981; Anderson & Gerbing 1988). 

 

Table 7: Convergent validity and construct reliability 

Construct 
No. of 

Item 

Composite 

Reliability 

Average Variance 

Extracted 

Cronbach’s 

Alpha 

Perceived Usefulness  3 0.869 0.689 0.866 

Perceived Ease of Use  3 0.839 0.635 0.835 

Trust 3 0.803 0.578 0.762 

Subjective Norm  3 0.815 0.597 0.793 

Attitude  3 0.856 0.665 0.874 

Purchase Intention  4 0.837 0.565 0.847 

 

3.5. Structural Equation Modeling (SEM) 

The analysis of Structural Equation Modeling (Figure 3) shows that Chi-square/df=1.535(<2). Generally, 

structural model fits well with dataset based on goodness-of-fit indices: GFI=0.910 (>0.9); TLI=0.957; CFI=0.967 

(>0.9) and RMSEA=0.051 (<0.08). 
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Figure 2: SEM result 

Table 8: Structural Equation Modeling result 

Hypothesis 

supported 
Relationship Estimate S.E. C.R. P 

Standardized 

Regression 

Weights 

R2 

H6: Yes PEOU   AT 0.401 0.125 30.216 0.001 0.347 R2=54.2% 

H2: Yes SN  AT 0.303 0.126 20.403 0.016 0.240 

H8: Yes T  AT 0.224 0.117 10.909 0.056 0.183 

H4: No PU  AT 0.090 0.100 0.909 0.363 0.087 

H5: Yes PU  PI  0.292 0.073 30.993 0.000 0.367 R2=65.3% 

H9: Yes T   PI  0.170 0.084 20.031 0.042 0.182 

H1: Yes AT   PI  0.177 0.072 20.459 0.014 0.233 

H7: No PEOU   PI  0.048 0.090 0.537 0.591 0.055 

H3: No SN  PI  0.123 0.085 10.445 0.149 0.128 

 

As shown in Table 8, Perceived Ease of Use (β=0.347, p=0.001<1%), Subjective Norm (β=0.240, 

p=0.016<5%) and Trust (β=0.183, p=0.056<10%) have positive significant causal relationships with Attitude 

towards mobile marketing. Perceived Usefulness (β=0.087, p=0.363>10%) has non-significant relationship with 

Attitude. Thus, H2, H6, H8 are supported while H4 is rejected. 

On the other hand, Perceived Usefulness (β=0.347, p=0.000<1%), Trust (β=0.182, p=0.042<5%), and Attitude 

(β=0.233, p=0.014<5%) have significant relationships with Purchase Intention. In contrast, Perceived Ease of Use 

(β=0.055, p=0.591>10%) and Subjective Norm (β=0.128, p=0.149>10%) have non-significant relationships with 

Purchase Intention. Therefore, H1, H5, H9 are supported while H3, H7 are rejected.  

 

IV. DISCUSSION 

While previous studies primarily focused on investigating relationship between attitude towards online 

shopping and online purchase intention, this paper contributed to literature by exploring a positive relationship of 

consumers’ attitude towards mobile marketing and online purchase intention. Research result indicated that there 

are three influential factors of consumers’ attitude towards mobile marketing, namely Perceived Ease of Use, 
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Trust and Subjective Norm. In addition, Perceived Usefulness and Trust positively influence purchase intention 

of consumers. However, Entertainment and Irritation do not have any significant effects on consumers’ attitude 

and purchase intention of young consumers in Can Tho city.  

Theory of Reasoned Action  

Attitude: Our research finding achieved research aim set beforehand in order to provide evidences of positive 

relationship between consumers’ attitude towards mobile marketing and online purchase intention. This result is 

not only an extension of previous studies (Xu, 2007; Dickinger & Kleijnen, 2008; Roach, 2009; Persaud & Azhar, 

2012; Zhang et al., 2012; Noor et al., 2013) but also provides a broader and better measurement of mobile 

marketing concept. However, the influence of subjective norm on attitude and the influence of attitude on purchase 

intention in this study were relatively moderate. Descriptive statistics result indicates that attitude towards mobile 

marketing of young consumers was neutral. This can be explained by the fact that respondents in this study were 

primarily customers aged from 18-30, so called Generation Y. According to Kumar & Lim (2008), data services 

were not a significant contributor to emotional value for this group. Furthermore, mobile marketing in Vietnam is 

not sufficiently developed for attracting young consumers to participate in e-commerce and online shopping. 

Subjective Norm: Subjective norm plays a comparable role to determine behavioral intention in TRA model 

(Ajzen, 1991). However, our analysis result revealed no significant relationship between subjective norm and 

purchase intention. These results are similar research of Liébana-Cabanillas et al. (2014) in tourism. The fact that 

subjective norm does not affect online purchase intention in the case of mobile marketing can be justified from 

several aspects. Due to infancy stages of mobile marketing in Vietnam, there are not many products and services 

commonly sold online and actually being marketed via mobile marketing tools. Secondly, Vietnamese customers 

still perceive mobile marketing as a data collecting tool rather than a promotion portal for shopping. It is a 

challenge to recognize real influences of subjective norm in this context. Therefore, young consumers’ intention 

to buy goods/services online is not dependent on how their peers and family opinions think about mobile 

marketing. 

Technology Acceptance Model  

Perceived Usefulness and Perceived Ease of Use: The research result also contrasts with many prior studies 

that applied TAM model (Tan et al., 2014; Noor et al., 2013; Zhang et al., 2012; Li & Huang, 2009; Yang, 2005), 

which commonly found that relationships of Perceived Usefulness and Perceived Ease of Use with behavioral 

intention or with Attitude could occur simultaneously. Such difference is mainly derived from characteristic of 

research context, and degree of development of mobile marketing in each country (Dai, & Palvi, 2009). However, 

our SEM result indicates that Perceived Usefulness significantly influences Purchase intention. Perceived Ease of 

Use significantly influences attitude. This was supported by similar findings in researches of Li & Zhang (2002), 

Lu & Yu-Jen Su (2009), Azmi & Bee (2010), Yang & Zhou (2011), Zarmpou et al (2012). Besides, our statistic 

result shows that Perceived Ease of Use is a main determinant of customers’ attitude. In other word, attitude of 

consumers is mainly influenced by degree of free from physical and mental and effort required while consumers 

associate with mobile marketing tools. This finding was supported by studies of Yang & Jolly (2009), Zhang & 

Mao (2008).  

Trust 

It is noticeable that this study is among the first to examine consumers’ trust of mobile marketing tools towards 

both consumers’ attitude and purchase intention in Vietnam market. Trust was indicated to be significant in 
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predicting both attitude and purchase intention in this paper. This finding is consistent with previous studies of 

other fields such as mobile advertising (Linh, 2014; Tanakinjal et al., 2010; Kautonen et al. 2007); social media 

(Hajli, 2014) mobile commerce (Chong et al., 2012; Zhang et al., 2012), and on online purchase (Ling et al. 2010; 

Karjaluoto et al., 2008). Furthermore, this finding contributes to empirical research on relationship between 

attitude toward mobile marketing and online purchase intention with a broader concept of mobile marketing in 

comparison with previous research by Basheer & Ibrahim (2010).  

Entertainment 

There is no significant relations between entertainment and irritation to attitude and purchase intention. 

Entertainment and irritation were mainly investigated in prior researches of mobile advertising. Some other 

researchers examined entertainment factor of mobile marketing, but without concerning operating system types 

of mobile devices (Linh, 2014; Bauer et al. 2005; Tsang et al. 2004). Mobile marketing has developed rapidly 

thanks to advancement of smartphones (Persaud, & Azhar, 2012). To compare with current mobile operating 

system (iOS, Android), older mobile operating system’s entertaining features and applications are highly 

restricted. Moreover, consumers’ demand for multi-function cell phones drives development of smartphones and 

their operating systems (Lin & Ye, 2009). With current context, development of new measurements to evaluate 

entertainment of mobile marketing is needed. It is noticeable that there are some mobile marketing tools help 

enhance work productivity and life convenience (e.g. mobile banking, location-based services). 

Irritation 

With regard to irritation, there is a continuously ineffective exploitation of mobile advertising in Vietnam e-

commerce market, which leads to emergence of irritating emotional impact on customers. In pre-smartphone era, 

mobile marketing was just mainly based on text or SMS messages. While companies and marketers have 

considered these tools as an effective way to advertise, customers perceived these mobile marketing 

communications to be an irritation to them (Muk, 2007). However, in this study, mobile marketing concept is 

broader than mobile advertising (Tähtinen, 2005). There is no research evidence about the causal effect between 

irritation in customer’s attitude towards mobile advertising tools and irritation in customer’s attitude towards 

mobile marketing tools in general.  

V. CONCLUSION 

In brief, this study focuses on Vietnamese consumers’ attitude towards mobile marketing; a marketing method 

which is still marginally adopted and focused by marketers. It is expected that the research results of this study 

not only contributes to theoretical literature of mobile marketing but also offers valuable implications for 

companies, marketers, software developers, application developers, practitioners when formulating their 

communication and electronic marketing strategies related to mobile. This study also has some certain limitations. 

To develop a broader generalization of mobile marketing, future studies should expand the scope of data 

collection, considering moderating effect of age, gender and/or other demographic factors in proposed model. 

Besides, more intensive investigation on consumer’s attitude towards specific tools of mobile marketing could be 

conducted. 
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Abstract: The purpose of this study is to examine the factors influencing the adoption of management accounting 

practices (MAPs) in Vietnamese enterprises for making a decision, controlling and evaluating performance by 

managers in Can Tho city. The data is gathered by using questionnaire and posted via email to collect the sessions 

with selected companies. By using the methodologies of descriptive statistical analysis, Exploratory Factor 

Analysis and binary logistic regression in order to pursuit the objectives of the study. The outcomes reveal that 

there are three factors affecting the decision of adopting MAPs by managers, including perception of an enterprise 

about the level of competitive environment, perception of the business owner about management accounting, and 

technology change and firm size. Finally, we also suggest for further research this aspect in the future. 

Keywords: Management accounting, management accounting practices, Exploratory Factor Analysis (EFA), 

logistic regression model, Can Tho city 

 

I. INTRODUCTION 

Management accounting (MA) has launched in Enterprises in developed countries since the 1920s, focusing on 

the demands of managers within the organization to improve shareholders and customers value. In the direction 

of generating the required information, firms need to set up a management accounting system (MAS) that provides 

useful information supporting managers in controlling firms’ resource and generating value. However, nowadays 

because the impact of changing the business environment in the twenty-first century requires that organizations 

have to apply management accounting tools and techniques to support the implementation of firms’ strategies to 

achieve their goals. Adopting some practices of MA results in the benefits of “improved decisions, more effective 

planning, greater efficiency of operations, better control and improve customer and shareholder value” (Langfield 

– Smith, et al., 2009). Obviously, MAS is widely organized by a large of firms in developed countries by adoption 

management accounting practices (MAPs) consisting of long-term planning, detailed budgeting, product costing, 

performance evaluation and decision support systems (Doan, A. et al., 2011). While a number of studies showed 

a lower rate of MAPs adoption of contemporary MAS than traditional ones in developing countries and transitional 

countries (Doan, A. et al., 2011). In Vietnam context, after the economic reform in the mid-1980s happened, only 

privately owned and foreign – owned enterprises’ managers used the tools and techniques of MA whereas there 

were knowledge limitation and no adoption of MAPs in government - owned enterprises at the same time. Besides, 

it is showed that MA course has been introduced in some Vietnamese universities by in the middle of 1990s. Until 

now, although MA tools and techniques have been used popularly by managers in Vietnamese enterprises, but 

most of the cases they are adopted in large size organizations rather than small and medium size ones. More than 

ever, because of the impact of a business environment on organization’ s activities currently, there is a rising 

awareness of the sustainable development which was recommended by the United Nations since 1987 from 

managers to achieve business objectives and strategies towards social and environmental outcomes associated with 
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 the economics value. In a well-controlled business environment, the basic purpose of management accounting is 

to help managers make decisions. MA is one of the branches of accounting which produces information for the 

leaders and forms an important integral part of the strategic process within a company (Horngren et al., 2007). 

Information, therefore, is generated from MAS can be developed to prop up sustainability by adopting the tools 

and techniques of MA (Langfield-Smith et al., 2009). There are many previous studies examined in organizations 

in the developed countries whereas studies for current practices of MA adoption in Can Tho city are still lacking. 

Particularly, some studies built up the model for applying accounting management in enterprises in the specific 

enterprise but they are non-refereed publications, or study shows the relationship between traditional management 

accounting and contemporary management accounting are applied in enterprises. Although this study does not 

examine a new different aspect in MA field, it may be a new study for examining perception of manager and 

accountant in enterprises in Can Tho city that has been played an important role in developing the economy of the 

Mekong Delta Region.  Besides, there is a shortage of study on the perception of managers and accounting staff 

in organizations related to MAS implementation associated with sustainability strategy in Vietnamese enterprises. 

These current states motivated the study relating MAPs arising.  

The research plans to examine the factors influencing on adoption of MAP in Vietnamese enterprises in Can Tho 

city. The following main research objectives will be observed through doing the study: 

- To obtain a broad overview of the management accounting practices in Can Tho city; 

- To determine the factors influence the MAPs adoption in Can Tho city’s enterprises from managers and 

accountant’s perspective; 

- To make policy recommendations on how to improve the practices of management accounting in various 

firms in Can Tho city. 

The remainder of this paper is arranged by section two which states about literature review and research 

methodology. Section 3 focuses on the results of this study. Finally, the last section addresses the conclusion and 

gives further research. 

II. LITERATURE REVIEW AND METHODOLOGY 

2.1 Literature Review 

This section presents a brief overview of the theoretical frameworks in relation to MA adoption. There are four 

theoretical perspectives consisting of contingency theory, institutional theory, legitimacy theory and stakeholder 

theory being functional ones to establish MA framework. However, there is an overlap among institutional, 

legitimacy and stakeholder theory in terms of legitimacy deliberation and stakeholder control. Noticeably there  a 

range of factors that influence designing MAS followed by the contingency theory, including the external 

environment, technology, organization structure, organization size, strategy and organizational and national 

culture (Chenhall’ 2003 study cited in Langfield - Smith et al. 2009). While the institutional theory presents the 

need for legitimacy and the tendency of organizations to emulate good practice from others to support in 

formulation MAS (Langfield-Smith et al., 2009). Integrating of two viewpoints to the extent could facilitate in 

exploration the antecedents affecting MA development in specific context because integration of two perspectives 

can be used to study and understand the relationship between external conditions and internal structure being 

explained by institutional theory and contingency theory, respectively in professional organizations (Gupta, 1994). 

This is consistent with supporting for the incorporation this two theories can provide robustly complementary and  
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interdependent explanations of organization performance (Tucker 2010; Qian et al. 2011; Volberda et al. 2012). 

Therefore, the intended framework is drawn from the basis of institutional sociology perspective associated with 

the contingency theory. 

Previous studies and conceptual research framework 

As Gerden’ 2005 study cited in Pavlatos, 2012 found that factor of departmental interdependencies and 

organization structures affect the design of MAS while Tillema’ 2005 study cited in Pavlatos, 2012 identifies 

several factors consisting of environmental uncertainty, customer power, decentralization size, total quality 

management and JIT influencing MAS adoption. In addition, Fatma and Habib (2014) suggest a set of contingency 

factors such the perceived environmental uncertainty, the relational capital with suppliers, the generic strategy of 

cost domination, the organizational architecture and the size of the company, on the use of new management 

accounting practices, for example ABC (Activity based costing), BSC (the balanced scored card) and the financial 

and accounting benchmarking. In this stage, organizations focus on enhancing the creation of value through the 

effective use of resources. Basically, leaders try to identify factors of drivers that could potentially increase 

shareholder value. As such, non-value added activities are deliberately eliminated.  

Mann et al follow up their 1999a survey with an investigation (1999b) of the best practices’ employed by nine 

organizations that score well in the Business Excellence Model and concluded that the industry needs to be more 

progressive and more willing to learn and apply new methods. These should not only include measures of customer 

satisfaction, employee satisfaction and impact on society; but also doing will long-term financial success be 

achieved. So, the aim of this paper is to examine whether or not a range of management accounting practices is 

adopted by companies in Can Tho cityPrevious studies show that, in fact, accounting systems within the agri-food 

chain are themselves lacking in innovation, with a tendency to use the more traditional costing methods (Jack 

2009; Abdel-Kader and Luther 2006; Adebanjo and Kehoe 1999). Figure 1 provides an overview of the research 

framework. 

Previous studies show that, in fact, accounting systems within the agri-food chain are themselves lacking in 

innovation, with a tendency to use the more traditional costing methods (Jack 2009; Abdel-Kader and Luther 2006; 

Adebanjo and Kehoe 1999). Figure 1 provides an overview of the research framework. 

 

 

 

 

 

 

 

Figure 1: The conceptual research framework 

A conceptual research framework and hypotheses 

The intrinsic factors 
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In a subsequent study, Chenhall (2003) considers strategy as a means (rather than an element of context) by which 

managers can influence the use of management accounting, the technologies of the organization, the structure, and 

the management control system. Regarding this aspect, Baines and Langfield-Smith (2003) argue that there are no 

direct relationships between organization design, technology, and advanced MAPs; the changes in these factors 

appears to be a response solely to the changes in strategic emphasis. The competitive strategy is a mediating 

variable on the adoption of MAPs that has also been analyzed by Anderson and Lanen (1999). Besides, firms’ 

business strategy affect the extent to which business unit used the techniques of management accounting such as 

employing activity-based costing, performance evaluation (Gosselin, 1997, Hoque, 2004). Particularly, in the 

competitive environment, managers need to perform appropriate strategy to create an effective and efficiency 

management accounting system. Many previous studies have also supported for the linkage of firm’s strategy and 

use of MAPs (Ghasemi et al., 2015; Pavlatos, 2015).The following hypothesis is used to test the relationship 

between strategy and MAPs:  

H1: Firms following a differentiation strategy adopt more sophisticated MAPs than the others. 

According to Tran, N.H. (2016), the awareness of the organizations’ owners or leaders is concerned with the 

managerial accounting adoption. The author has argued that if the owners know more about the effective as well 

as useful of management accounting techniques, they would intend to apply these practices. So this study 

constructs the following hypothesis: 

H2: higher acknowledge of the owners or top managers about management accounting leading to the positive 

relationship associated with the success in the adoption of MAPs 

The extrinsic factors 

Recently, firms over the world in general and Can Tho city, in particular, have experienced significant changes in 

their business environment relating advances in information technology. Many relevant management accounting 

types of research have shed a light on these changes such as Burns & Vaivio, 2001; Choe, 2004; Gomes et al., 

2007; Haldma & Laats, 2002; Hopwood, 1990; Hussain & Hoque, 2002; Innes & Mitchell, 1995; Kaplan & 

Norton, 1996; Libby & Waterhouse, 1996; Scapens, 1999; Vamosi, 2003. The items for advanced technology are 

derived from instruments used by Askarany and Smith (2008), as follows: 

H3: Organizations facing with the manufacturing technology innovation will have a positive relationship with the 

adoption MAPs. 

Tuan (2011) emphasizes that MAPs as an integral part of management which requires the identification, 

generation, presentation, interpretation, and used of information relevant to formulating business strategy; 

planning and controlling activities; decision-making; efficient resource usage; and performance improvement and 

value enhancement. In research of Mia and Clarke (1999), market competition generates instability, stress, the risk 

for companies. In accordance with this viewpoint, Libby and Waterhouse (1996) cite that “companies operating 

in competitive environments should be encouraged to change their control systems because proper costing systems 

and appropriate performance monitoring are fundamental to survival”. Besides, as Brignall (1997) points out the 

volatility and competition in an external environment may cause complexity and affect the use of MAPs in 

facilitating for solving troubles (cited in Pavlatos’ 2015 study). In addition, increasing the intensity of market 

competition will put managers in using the market information for the decision-making process. Therefore, they 

need to adopt suitable tools resulting from corporate management accounting system in order to face the threats 

and opportunities in the competitive environment. Various studies show that enterprises have a tendency to employ 
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MAPs to deal with extremely market environment although they are not in the same industry (Ahmad and Zabri, 

2015; Ghasemi et al., 2015). Therefore, the following hypothesis is proposed 

H4: The use of MAPs is positively correlated with the competitive perception of managers 

2.2 Methodology 

- Data collection 

The study’s sample contains 115 companies (in the year 2016) which are operating in different business areas 

and located in Can Tho city. The data collection tool for our study is a questionnaire distributed through primarily 

online via email. Data were gathered via a survey directed to managers and accountants who have good knowledge 

of management accounting and are responsible for adopting management function in the organization in Can Tho 

city. The questionnaire consisted six items which relating to the constructs of the research model (table 1). The 

participants were asked to indicate their viewpoints on a five-point Likert scale basis (1= strongly disagree to 5 = 

strongly agree) for each item. This questionnaire is divided into three areas. The first part is the presentation of the 

company profile. The second ones deal with the frequent application of management accounting. The third one is 

about the contingency factors.  

Table 1: Measures used in the model 

Variable Source of 

construct 

Construct description 

Business Strategy Govindarajan 

and Fisher 

(1990) 

- High-quality products strategy 

- Decreasing manufacturing costs strategy 

- Differentiative products strategy 

- Lower in price than others strategy 

- Concentrate on one market strategy 

- New function innovation for products strategy 

- other. 

Competitive 

environment 

Doan, N.P.A., 

2012 

Tuan Zainun 

Tuan Mat, 2010 

- Price 

- Raw materials 

- Selling and distribution 

- Quality of products 

- Variety of products 

- Technical personnel 

- Other. 

Awareness of the 

owners to MAPs 

Tran, N.H., 2016 - The usefulness of MAPs. 

- Having a good understanding of management accounting 

techniques. 

- Demand for MAPs 

- High investment related to cost for MAPs 

- other. 

The changing in 

technology affects 

MAPs 

Tuan Zainun 

Tuan Mat, 2014 

- Automation 

- Increase in indirect costs. 

- Demand for high-quality product 

- Other 

 



Extrinsic and Intrinsic Factors in the Adoption of Management Accounting Practices – Evidence from 

Organizations in Can Tho City 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University        519 | Page 

 

- Data analysis 

To obtain the first objective, the method of descriptive statistics was applied to reflect the adoption of 

MAS in practice. The hypotheses in this study were tested mainly by correlation test and logistic regression model. 

However, it was necessary to adopt reliability test and using factor analysis. In the reliability tests, Cronbach’s 

alpha was used to determine the level of support for each item’s inclusion in the analysis. Factor analysis 

transforms lists of items into new variables as groups in which these items have the same meaning. Exploratory 

factor analysis (EFA) with varimax rotation was conducted. Furthermore, according to Hair et al. (2010), the 

varimax rotation is more likely to give a clearer separation of factors. As a result, the number of components and 

items beyond the components would be established. Finally, we chose logistic regression analysis in order to 

determine the predictor factors of the MAPs adoption.  

III. FINDINGS AND DISCUSSION 

3.1 Sample description 

Table 2: General information about respondents 

  Frequency Percent 

Gender Male 63 54.8 

Female 52 45.2 

Age From 20 to 30 48 41.7 

Over 30  67 58.3 

Position Accountant 68 59.1 

Chief 

accountant 

34 29.6 

CEO 13 11.3 

Degree College 22 19.1 

Bachelor 83 72.2 

Postgraduate 10 8.7 

Other certificates No 76 66.1 

Yes 39 33.9 

Source: survey 115 respondents in Can Tho City 

 

In this research, around 55% of respondents are male, 45% are female. Their ages are over 30 years old, 

account nearly 60%; the remains are from 20 to 30 years old. They take a position as accountant (60%), chief 

accountant (30%) and CEO as well. It means that almost respondents are good in professional accounting so that 

they can answer well the questionnaire. Around 80% of respondents have bachelor and post graduate degree. One-

third has other certifications for their professional accounting (see table 2). The respondents of 115 enterprises 

work in different kind of business fields and size (see table 3). We clarify business size into 4 categories such as 

micro enterprise, small enterprise, medium enterprise and large enterprise base on the decision of 56/2009/NĐ-

CP. Most of the enterprises are micro and small enterprises in this study, account 70%.  
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Table 3: The information business field and size 

Enterprise Production Trade Services Trade + 

services 

Production 

+ Trade 

Production 

+ Services 

Production 

+ Trade + 

Services 

Total 

Micro 

enterprise 

3 10 9 4 0 2 0 28 

Small 

enterprise 

16 14 12 3 6 0 2 53 

Medium 

enterprise 

4 6 5 3 2 0 0 20 

Large 

enterprise 

1 4 6 2 0 1 0 14 

Total 24 34 32 12 8 3 2 115 

Source: survey 115 respondents in Can Tho City 

 
3.2 Application of accounting management in business activities 

Table 4: Applying accounting management situation by business size 

Business size 
Frequency 

Apply accounting 

management 

Non- Apply accounting 

management 

Micro enterprise 28 22  6 

Small enterprise 53 49 4 

Medium enterprise 20 19 1 

Large enterprise 14 13 1 

Total 115 103 (89.6%) 12 (10.4%) 

Source: survey 115 respondents in Can Tho City 

 

Table 4 shows that there are 89.6% of enterprises applying accounting management and only a few enterprises 

(10.4%) did not apply accounting management in their business activities which focus more on micro small and 

small enterprises. These cases appear in the field of Trading Corporation, Service Corporation, and Producing 

Corporation. The detail information about the situation of applying accounting management is presented in table 

5. 

Table 5: The situation of applying accounting management base on different kinds of business and scale 

Enterprise 

  Production Trade Services 

Trade + 

services 

Production + 

Trade 

Production + 

Services 

Production + 

Trade + 

Services 

Total 

Y N Y N Y N Y N Y N Y N Y N  
Micro 

enterprise 8 2 7 2 1 2 4 0 0 0 2 0 0 0 22 

Small 

enterprise 12 2 12 0 14 2 3 0 6 0  0  0 2 0 49 

Medium 

enterprise 6 0 4 1 4 0 3 0 2 0  0  0 0 0 19 

Large 

enterprise 3 1 5 1 1 0 2 0 0 0 1 0 0 0 12 

Sub total 29 5 28 4 20 4 12 0 8 0 3 0 2 0 102 

Total 34 32 24 12 8 3 2 115 

Source: survey 115 respondents in Can Tho City 

 

To be specific, the paper examines the application of accounting management techniques which is adopted in 

companies as showed in table 6. In relation to short-term budgets, a number of companies (over 50%) are using 

these techniques to know how much products cost or how many should they produce. Cost variances analysis is 

also one of the methods selected firms applied with over 60% in order to help managers to mitigate risks. However,  
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these techniques which have been broadly used in the companies located in Can Tho city mentioned as traditional 

MAPs (Tuan, Z.T. 2011). As shown in table 6, a very small percentage of firms in the sample used the advanced 

MAPs (balance scored card and ABC model).  

Table 6: The application of accounting management techniques 

Activities Frequency Percentage (%) 

Cost budgets 90 78.3 

Direct labour variances 73 63.5 

Raw material variances 69 60.0 

Production budget 68 59.1 

Manufacturing overhead variances 66 57.4 

Relevant cost and decision-making 18 15.7 

C-V-P analysis 16 13.9 

Segment reporting 13 11.3 

ABC model 4 3.5 

Balance scorecard 1 0.87 

Source: survey 115 respondents in Can Tho City 

 

3.3 Analysis the factors effect to apply accounting management in business activities. 

In this section, the paper examines the factors that impact to the situation of applying accounting management in 

business activities. Four statistics method are used in this part such as Cronbach’s Alpha test, factor analysis, 

binary regression, and discriminant analysis methods. 

- Cronbach’s Alpha test is used to test the reliability of different items of each factors considering in this 

study. The conditions for testing reliability are Cronbach’s Alpha > 0.6; corrected item-total correlation > 0.3. The 

results show that after processing data twice, all corrected item-total correlation > 0.3 and the Cronbach’s Alpha 

value is 0.915 > 0.8, meaning that all items are good, satisfy the conditions and reliability. These items should be 

used for next step of factor analysis. 

- Factor Analysis: The purpose of using factor analysis is to reduce the number of items and group into 

each factor. After processing data three times, three items (customer demand forecast; increasing indirect costs; 

personnel competency) are not satisfied the conditions of EFA. They are excluded out of the model. The remainder 

items are satisfied. The results show that the EFA is suitable to apply in this case where all criteria are satisfied 

with EFA conditions (0,5 < KMO = 0,821 < 1; Bartlett’s Test is significant at 1%, and Communalities with 

extraction value > 0,4). Eigenvalues value = 1,082 > 1 show that 5 factors are established and named: Factor_1: 

Competitive environment (COM_EN); Factor_2: Awareness of owner (AWARE); Factor_3: Technology change 

(TECH); Factor_4: Business strategy (BUSI); Factor_5: Competitor analysis (COM_AN) (see appendix 1) 

- The next binary logistic regression model is used to test our hypotheses: 

Y(UMAP) = β0 + β1(COM_EN) + β2(AWARE) + β3(TECH) + β4(BUSI) + β5(COM_AN) + Ɛ 

where: UMAP: the dependent variable to be explained and which corresponds to the use of the management 

accounting practices by a company. 

COM_EN, AWARE, TECH, BUSI, COM_AN: the independent variables that correspond to the 

Competitive environment, Awareness of owner, Technology change, Business strategy, and Competitor 

analysis 

Ɛ: error term 

In this study, almost enterprises apply accounting management systems (with the percentage of traditional 

management accounting tools is higher than that the new one) in their business, only a few of them are not.  
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Therefore, the paper tries to find out which factor effect the issue of apply or non-apply accounting management 

in business activities by using binary logistic. The results illustrate that all conditions of using binary regression 

are satisfied and there is three factors that can affect the decision of enterprises whether or not apply accounting 

management in their business. These are Competitive environment, Awareness of owner, and Technology change 

factors (see appendix 2).  

Finally the paper examines what factors effect to the level of applying accounting management (apply less, apply 

normally and apply frequently) by using discriminant analysis method. Besides five factors are extracted from 

EFA, another control variable (firm size) is considered in this analysis. Under the contingency theory, the size of 

enterprise drives enterprise to use practices toward management accounting systems. Particularly, it is supposed 

that a larger size company tend to adopt more MAPs such as budgeting control, product costing, and performance 

evaluation than a smaller company (Mclellan and Moustafa, 2013). In general, large companies adopt MAPs more 

easily and frequently than SMEs do. The SMEs lack of resources from financial sitution and from the scarcity of 

professionals, the thing that lead to difficulties in MAPs (Ko et al., 2008). Previous studies also indicate the positive 

relationship between firm size and the implementation of MAPs although using different measures for examination 

(Mclellan and Moustafa, 2013; Pavlatos, 2015). This study will measure the firm size by the number of employee 

in the firm. The results show that four elements such as Competitive environment, Awareness of owner, 

Technology change, and Firm size are the main elements effecting to the level of applying accounting management 

in business activities (see appendix 3). 

IV. CONCLUSIONS AND RECOMMENDATIONS 

The study has explored that there is an integration of external and internal factors affecting whether or not decide 

to adopt MAPs in the case of enterprises in Can Tho city, consisting of the level of market competition and product 

development strategy, the perception of business owner on management accounting, and technology and cost 

strategy. These results support for an importance of applied contingent factors in shaping for the use of MAPs 

within Vietnamese firms.  

In case of combining extrinsic factor with intrinsic factor in shaping a new factor, the study firstly points out that 

the perception of the intensity of market competition significantly affect the adoption of MAPs. It can be explained 

that in the situation of facing with higher level of market competition, a business entity need to employ more the 

management accounting practices and suitable strategies. For instance, the firm will seek and analyse more detailed 

information on costing if the firm deals with a price competition and/or with product development strategy that 

managers employ within the competitive environment. This finding supports for the result of previous studies 

(Ahmad & Zabri, 2015; Amir et al., 2010; Gashsemi et al., 2015; Mat et al., 2010; Pavlatos, 2014). Secondly, the 

study shows that there is a positive relationship between technology and the use of MAPs in enterprises. That 

finding is consistent with the result in indicating that the advanced manufacturing technology is positively 

associated with a greater use of strategic management accounting (Ahmad and Zabri, 2015; Mat et al., 2010). The 

outcome implies that organisation may invest innovation such as manufacturing technology which is a reasonable 

response to the managers’ need. Therefore, technology arises as a driver of MAPs adoption. For example, the 

structure of manufacturing costs will change when the introduction of technologies happens; hence it requires 

MAPs to be employed. Therefore, under perspective of the contingency theory, technology could lead to adopt 

strategies and accounting practices within organisations, such as taking cost strategy and then leads to make 
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decision. One again, a new factor shaping from external and internal context may support for the positive 

relationship between technology and cost strategy and the adoption of MAPs. 

 

Regarding intrinsic factor, the finding explores the awareness of business owner on management accounting has a 

positive impact on the use of the MAPs. Particularly, understanding of MAPs and usefulness of these practices 

allow managers to use for decision making process in the short – run and long – run, for planning and controlling, 

and forming strategy. Obviously, there is a mutual relationship between extrinsic and intrinsic factors. This study 

is in line with some previous research’ results (Ahmad and Zabri, 2015; Tran, 2016). The study found that the size 

of firm is one of the main discriminant factors for the adoption of MAPs (Ahmad and Zabri, 2015, Ayadi & Affes, 

2014). 

In conclusion, the study identifies four factors influencing the probability of adoption MAPs. While the result has 

contribution in validating the contingency theory, it fails to confirm the institutional theory. This research focuses 

on the organization in Can Tho city with limited number of enterprises. So the expansion number of sample size 

through investigation in the Mekong Delta provinces will be consider for further research. 

 

APPENDIX 
 

Appendix 1: The results of Exploratory Factor Analysis 

MO and Bartlett's Test 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .821 

Bartlett's Test of Sphericity Approx. Chi-Square 1255.832 

df 171 

Sig. .000 

Communalities Extraction value > 0.4  

Rotated Component Matrixa 

 
Component 

1 2 3 4 5 

Variety of product competition .901         

Quality of product competition .791         

Various products strategy .722         

Selling and distribution competition .690         

Forecast the demand for new products .656         

New function innovation for products strategy .649         

Price competition .597        

Having demand in MAPs.   .890       

Acceptance high investment costs for MAPs   .846       

Understanding of the owners about MAPs   .835       

The awareness about the usefulness of MAPs.   .737       

Short – life cycle manufacturing     .811     

automation     .755     

Concentrate on target market strategy     .553     

Decreasing manufacturing costs strategy     .539     

 Demand for quality       .774   

High-quality products strategy       .658   

Competitors analysis         .887 

Forcast the demand for new products        .582 

Extraction Method: Principal Component Analysis; Rotation Method: Varimax with Kaiser 

Normalization. 

a. Rotation converged in 7 iterations. 
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Appendix 2: The results of binary logistic analysis 

 

Omnibus Tests of Model Coefficients 

 Chi-square df Sig. 

Step 1 Step 19.422 5 .002 

Block 19.422 5 .002 

Model 19.422 5 .002 

 

Model Summary 

Step -2 Log likelihood Cox & Snell R Square Nagelkerke R Square 

1 57.521a .155 .319 

a. Estimation terminated at iteration number 7 because parameter estimates changed by less than .001. 

 

Classification Table  

 Observed Predicted 

 Situation of apply Accounting Mgt 

Percentag

e Correct 

 Non-Apply 

Accounting Mgt 

Apply 

Accounting Mgt 

Step 0 Situation of apply 

Accounting Mgt 

Non-Apply 0 10 16.7 

Apply Accounting Mgt 0 102 99.0 

Overall Percentage   89.6 

a. Constant is included in the model; b. The cut value is .500 

 

Variables in the Equation 

 B S.E. Wald df Sig. Exp(B) 

Step 1a Factor_1 .614 .340 3.266 1 .071 1.848 

Factor_2 1.014 .390 6.747 1 .009 2.756 

Factor_3 1.331 .583 5.208 1 .022 3.786 

Factor_4 -.019 .294 .004 1 .947 .981 

Factor_5 .526 .396 1.766 1 .184 1.692 

Constant 3.186 .620 26.370 1 .000 24.199 

a. Variable(s) entered on step 1: Factor_1, Factor_2, Factor_3, Factor_4, Factor_5 

 

 

Appendix 3: The results of discriminant analysis  

 

Tests of Equality of Group Means 

 Wilks' Lambda F df1 df2 Sig. 

REGR factor score   1 for analysis 1 .916 4.598 2 100 .012 

REGR factor score   2 for analysis 1 .798 12.643 2 100 .000 

REGR factor score   3 for analysis 1 .909 4.977 2 100 .009 

REGR factor score   4 for analysis 1 .979 1.049 2 100 .354 

REGR factor score   5 for analysis 1 .977 1.203 2 100 .305 

The size of firm .899 5.647 2 100 .005 

Accountant qualification  .972 1.415 2 100 .248 
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Eigenvalues 

Function Eigenvalue % of Variance Cumulative % Canonical Correlation 

d

i

m

e

n

si

o

n

0 

1 .653a 88.7 88.7 .629 

2 .083a 11.3 100.0 .277 

a. First 2 canonical discriminant functions were used in the analysis. 

 

 

Wilks' Lambda 

Test of Function(s) Wilks' Lambda Chi-square df Sig. 

dime

nsion

0 

1 through 2 .558 56.503 14 .000 

2 .923 7.734 6 .258 

 

Prior Probabilities for Groups 

Level of apply 

accounting management Prior 

Cases Used in Analysis 

Unweighted Weighted 

di

m

en

si

o

n

0 

Apply less .369 38 38.000 

Apply normally .320 33 33.000 

Apply frequently .311 32 32.000 

Total 1.000 103 103.000 
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Abstract: The relationship between finance and growth is the topic of debate during the last decade of economists. 

This study was conducted to examine the causal relationship between financial development and economic growth 

through trade openness for the period of 1995 - 2015 in the ASEAN-6 countries (Indonesia, Philippines, Malaysia, 

Singapore, Thailand, and Vietnam). The results show that financial development and economic growth are, 

through trade openness, found to have bidirectional relationships. This implies that there would be shortcomings 

while ignoring the presence of the third variable – trade openness which has a positive impact on the relationship 

between finance and growth. 

Keywords: ASEAN-6 • Economic Growth • Financial Development • Trade Openness  

I. INTRODUCTION 

ASEAN-6 (Indonesia, Philippines, Malaysia, Singapore, Thailand, and Vietnam) is a group of countries 

developing quickly in the era of globalization. Globalization has created a mixture of achievements and problems 

in these countries. One of the achievements is economic growth and development of financial sector. The link 

between economic growth and financial development is a broad topic, which has been attracted much attention in 

the literature and empirical evidence because of its impact to development policies (World Bank, 1989). The basic 

theory of this relationship first appeared in the study of Schumpeter (1912) and more recently, McKinnon (1973) 

and Shaw (1973). Important policy implications in the study of the McKinnon-Shaw models are government 

restrictions on interest rate cap of the banking system, required compulsory reserve ratio high and programs direct 

credit to block financial development process and, therefore, reduce the rate of economic growth. The endogenous 

growth models have similar conclusions. These models show that financial development has a positive effect to 

the stability development (Greenwood and Jovanovic, 1990; Bencivenga and Smith, 1991), and government 

intervention in the financial system has negatively affected to growth (King and Levine, 1993). 

The empirical evidence showed that there is a positive relationship between financial development and 

economic growth: King and Levine (1993a), using data from the IMF and various financial indicators to conclude 

that there is a positive relationship between financial indicators and growth and that financial development has a 

strong correlation with the rate of growth, capital accumulation, and economic efficiency. Then, Rajan and 

Zingales (1998) went further by testing whether financial development has created conditions for economic 

growth or not by examining a reason for such a relationship: the financial development reduces the cost of external 

financing for companies. Next, Jalilian and Kirkpatrick (2002), examined the relationship between financial 

development, economic growth and poverty reduction, their results support the view that the policy of financial 

sector development can contribute to achieving the objectives of poverty alleviation in developing countries and 

also show that growth is driven by finance.
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However, these findings did not explore a causal relationship between these two factors. Although 

economists have accepted the impact of financial development on economic growth, they do not have the same 

ideas about the direction of causality, that is whether financial development creates economic growth, but 

economic growth has created financial development or not? Instead, the previous studies have shown different 

and conflicting results about the nature and direction of the causal relationship between finance and economic 

growth. The question, therefore, is whether financial development to create economic growth and/or the opposite. 

This paper answers these questions in the context of the six leading countries of ASEAN bloc.  

The existing literature suggests the existence of a relationship between trade openness and financial 

development, although this topic has not been studied thoroughly. For example, Beck et al. (2003) show that 

countries with developed financial system would have high trade openness ratio in the industries depending on 

external financing sources, this leads to the conclusion that financial is an important element of commercial 

structures. Similarly, Svaleryd and Vlachos (2002) found that the financial sector has important implications in 

the industrial specialization of the countries of the OECD. 

Have open economies grown faster than close economies? Almost empirical studies on growth have 

provided the answers for this question. The reason for the strong support of trade liberalization is partly based on 

the conclusions that the open economy has growth rate higher than the close economy (Onafowora and Owoye, 

1998; Yanikkaya, 2002). This part is also due to the failure of the alternative strategies for imported goods, 

especially in the 1980s and the excessive expectations on trade liberalization. Most logical explanation by Rodrik 

(1999) was that ''The advantages of import substitution policies has been exaggerated in the previous period, today 

the benefits of openness are often required frequently in documents related policies and the publications of the 

World Bank and the International Monetary Fund". However, the relationship between trade openness and 

economic growth is still a subject of debate in the literature on growth and development. The studies on growth 

theory have proposed a complex and unclear relationship between trade restrictions and growth. The literature on 

endogenous growth was diversified enough to provide another aspect of the economic model, including trade 

restrictions can reduce or increase the rate of global growth (see Romer, 1990; Grossman and Helpman, 1990; 

Rivera-Batiz and Romer, 1991a, b; Matsuyama, 1992). Note that if trading partner countries are disproportionate 

to the level of technology and resources, then even if economic integration increases the growth rate worldwide, 

it can adversely affect to each individual country (see Grossman and Helpman, 1991a, b; Lucas, 1988; Rivera-

Batiz and Xie, 1993; Young, 1991). Conventional trade theory suggests that international trade is related to the 

reallocation of resources within national borders, as determined by the difference with outside countries. 

Reallocate these resources to achieve efficiency will lead to an increase in the total national income. Krugman 

(1979, 1980) claimed the other two sources of benefits from international trade. First, there may be more products 

available for consumers. Second, the increased competition will reduce the market power of the company and 

thus make the equilibrium price. The lower price will increase consumer surplus. Moreover, the increase in the 

size of the market allows enterprises to implement economies of scale. Although the size and distribution of the 

benefits from trade may be controversial, but there is a strong consensus of a positive relationship between 

international trade and national income. 

This paper has two contributions. Firstly, the study explores the existence of causal relationship between 

financial development and economic growth through the lens of trade openness. Secondly, this study applies to 

the ASEAN-6 group, which are leading countries in ASEAN but have not yet been attracted much attention. The 
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reason ASEAN-6 group is selected because they are the countries having exalted commercial activities, high 

economic growth rates. Besides, these countries have similarities and certain links in various fields, especially the 

economic field, is concretized by the establishment of the ASEAN Economic Community, abbreviated as AEC, 

in May 12, 2015. 

The results show that there is existence of bidirectional relationship between financial development and 

economic growth (through trade openness) and existence of bidirectional causal relationship between trade 

openness and economic growth (through financial development). The remainder of the paper proceeds with 

literature review section, followed by methodology and data. The result section is then presented and some 

concluding remarks are given in the final section.   

II. LITERATURE REVIEW 

The link between financial development and trade openness allows different directions for economic 

development. On the one hand, if enhanced trade opening leads to an increase in financial development, this can 

promote economic growth, including finance leads growth through the allocation channel and accumulation. On 

the other hand, if finance created trade openness, it can promote growth and trade openness is seen as a growth 

factor. Trade openness can help economic growth in several ways, for example by increasing the level of a 

country's specialization or by positive impact to innovation and technology development. The possible 

relationships between the variables are illustrated in figure 1.  

    (6)  

 

(1)                               (1)                                                (4) 

 (2)                                                (3) 

 

 (5) 

 

 

Figure 1: The possible relationships between the three variables 

2.1 Financial Development and Economic Growth 

Demetriades and Hussein (1996) have examined the causal relationship between financial development 

and real GDP. They found significant evidence of a bidirectional relationship and some evidence of reverse 

causality. Luintel and Khan (1999) examined the long-term relationship between financial development and 

economic growth in the multivariate vector autoregression model (mVAR) when using a sample of 10 countries. 

They found the bidirectional causality relationship between financial development and economic growth in all 

countries surveyed. Al-Yousif (2002) examined the nature and direction of the relationship between financial 

development and economic growth, using both time series and panel data from 30 developing countries in the 

period 1970-1999. The empirical results support strongly the view that financial development and economic 

growth are mutually causal. Akinboade (1998) examined the causal relationship between financial development 

and economic growth in the period from 1976 to 1995 in Botswana and found that there is a bidirectional causal 

relationship between them. 

2.2 Trade Openness and Economic Growth 
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Onafowora and Owoye (1998) conducted a study on how trade liberalization stimulates economic growth 

in Africa. Their study examined the changes in economic growth could lead to changes in trade policy, export and 

investments in 12 countries in Sub-Saharan Africa (SSA). Their results indicate that the trade policy, export, and 

the investment rate shocks have a significant impact on economic growth in 10 of the 12 countries in group. This 

suggests that, can stimulate economic growth in some African countries via a strategy of expanding outward 

exports. Yanikkaya (2002) studied the relationship between trade openness and economic growth by using panel 

data of more than 100 observations of the developed countries and developing countries from 1970 to 1997. The 

study showed that trade liberalization has a relationship with growth, which is consistent with existing literature. 

2.3 Trade Openness and Financial Development 

Do and Levchenko (2006) found that openness to trade will affect the demand for external financial 

sources. Besides, increasing trade openness could trigger demand for new financial products. Therefore, the 

increase of free trade could lead to more supply of complex financial instruments. In such an environment, 

financial institutions are expected to grow more to provide adequate insurance and risk diversification (Svaleryd 

and Vlachos, 2002). Moreover, domestic interest groups can have natural benefits to hinder financial development 

to prevent competitors entering the market as increasing international competition. This group can replace their 

interests in exchange for the development of the financial sector in a positive way, creating a link between trade 

and the financial sector (Rajan and Zingales, 2003). The development financial markets can constitute a 

competitive advantage for industries relying heavily on external financing source (Beck et al., 2003). 

2.4 Trade Openness, Financial Development and Economic Growth 

Empirical evidence shows that the trade openness can actually have a positive effect to economic activities 

(Edwards, 1998; Harrison, 1996). Harrison (1996) has used a series of measures to check the relationship between 

open and growth. Results showed that overall there was a positive association between growth and open trade. 

The study also showed a positive relationship between openness and financial development. Similarly, Edwards 

(1998) used a set of comparable data for the 93 countries (panel data from 1960 to 1990) to analyze the robustness 

of the relationship between openness and growth of total factor productivity. Edwards (1998): “Finance, through 

trade openness affects economic growth”. This supports the claim that while ignoring an important variable (in 

this case is trade openness) in relationship between financial-growth can lead to erroneous conclusions. In other 

words, the ASEAN-6 countries when make policies to strengthen the financial deepening to promote growth 

targets cannot achieve that purpose, if not open their commercial sectors. A variant of this conclusion was drawn 

by Odhiambo (2008), who found that saving is an important variable in the relationship financial-growth in Kenya. 

Gries et al. (2009) suggest that the relationship between the financial deepening and trade openness can allow 

many different directions for economic development. Blackburn and Hung (1998) used endogenous growth model 

proposed by Romer (1990) to explore the causal relationship between trade openness, economic growth and 

financial development. In the model, economic growth driven by innovation intermediary goods, is also 

encouraged by expanding the market for new goods, for example, through trade liberalization. Bencivenga and 

Smith (1998) found that a causal relationship between trade openness, economic development and financial 

deepening from the evidence that not only favorable financial development affecting growth, but the extent of the 

financial activities also depending positively on economic growth. 

 

III. METHODOLOGY AND DATA 
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This study used a panel data of 126 observations obtained from the World Bank from 1995 to 2015 for six 

countries including Vietnam, Thailand, Singapore, Indonesia, Malaysia and Philippines. According Baltagi 

(2004), panel data is less likely to incur problems of autocorrelation and multicollinearity as time series data are 

often encountered. 

The model can be written as follows: 

                                  GDPit= α + α1tTRADEit + α2tDEPTHit + εit  (1) 

 

Table 1: Definition of the variables 

Variable name Definition 

GDPit 
logarithm of real GDP per capita for the ith country 

in period t 

TRADEit 
logarithm of the sum of exports plus imports to 

real GDP for the ith country in period t 

DEPTHit 

logarithm of a composite indicator of financial 

development for the ith country in period t. The 

finance proxies: domestic credit to private sector 

(% GDP), domestic credit provided by financial 

sector (% GDP) and money supply to GDP. 

εit the error term for the ith country in period t 

Ang and McKibbin (2007) developed a composite index of financial development. In this way, the study 

avoids imbalances when the single financial indicator used and problems related to multicollinearity. In the study 

by Goldsmith (1969), the variable representing financial development has been proposed, as M2 to GDP. Up to 

now, there is no consensus on the superiority of any individual indicators (Gries et al, 2009).  

This paper exploring the relationships between financial development, trade openness and economic 

growth consists of three main steps. First, the study considered whether or not each variable has unit root. If the 

variables have unit root, it should be taken differential to help the model more accurate. Then, the study examines 

the relationships between the variables using both fixed effect model (FEM) and random effect model (REM). 

Finally, the study examine the Granger causality relationship between variables, by using Error Correction Model 

(ECM) if the existence of a positive relationship in the long term between them. And if there is no positive 

relationship, model of Vector Autoregression (VAR) would be used to test the Granger causality relationship. 

3.1 Testing for unit roots in panel data by IPS test (Im et al., 2003) 

Many studies skipped unit root test of the data, which is crucial step because the results are not reliable 

without the test. The study first tested for the stationarity of Economic Growth (GDP), Financial Development 

(Depth) and Trade Openness (Trade) before running the cointegration and causality test. Building upon these tests, 

spurious empirical findings are avoided in the later causality analyses. Panel unit root tests are similar but not 

identical to unit root tests carried out in time series analysis (Sichei, 2008). All panel unit roots begin with the 

following: 

 Yit= δiYit-1 + λXit + Uit  (2) 

If |𝛿i| < 1, 𝑌it weakly (trend) stationary. On the other hand if |𝛿i| = 1, 𝑌it then contains a unit root. This can 

be simplified further by subtracting 𝑌it-1 on both sides so that 

 ∆Yit= (δi – 1)Yit-1 + λXit + Uit  (3) 

Assuming that 𝜌i = (𝛿i − 1), our ADF type-model is: 

 Yit = ρiYit-1 + λXit +∑ 𝛷𝑘
𝑗=1 ijYit-1 + Uit (4) 
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For purposes of testing, there are two natural assumptions: (1) assume that the persistence parameters are 

common across the cross-sections so that 𝜌i = 𝜌; and (2) assume that 𝜌i varies with cross-sections. 

None of the available panel unit root tests is free from some statistical shortcomings, in terms of size and 

power properties. IPS test (Im et al., 2003) was employed for the panel unit root tests to examine the stationarity 

property of our panel variables. 

IPS begins by specifying a separate ADF regression for each cross-section. That is: 

 ∆Yit = αiY1t-1 + ∑ 𝛾𝑖𝑗
𝑝𝑖
𝑗=1 ∆Yit-j + X’itδ + εit  (5) 

Where ∆𝑦it = 𝑦it–𝑦it-1, 𝑦it (𝑖 = 1,2,…,𝑛;𝑡 = 1,2,…,𝑇) is the series under investigation for country i over 

period t, 𝑝i is the number of lags in the ADF regression and 𝑖𝑡 errors are assumed to be identically and normally 

distributed random variables for all i and t with zero mean and finite heterogeneous variance 𝜎i
2. Both 𝛼i and 𝑝i 

in equation (5) are allowed to vary across countries. 

The following hypotheses can be made using this procedure:  

𝐻0:𝛼i = 0, There is a unit root for some i’s  

𝐻a:𝛼i< 0, There is no unit root for at least one i 

There are two stages for constructing the t-bar statistic which is proposed by Im et al. (2003). At the first 

stage the average value of the individual ADF t statistic for each of the countries in the sample is calculated which 

is given by 

 𝑡�̅�𝑇 = 
1

𝑛
∑ 𝑡𝑖𝑇𝑖

𝑛
𝑖=1 (𝑝𝑖)  (6) 

Where 𝑡iTi(𝑝i) is the calculated ADF test statistic for country i of the panel (i = 1, 2,…,n). The second step 

is to calculate the standardized t-bar statistic which is given by 

 𝑍𝑡̅𝑛𝑇
 = 

√𝑛[𝑡̅𝑛𝑇 − 
1

𝑛
∑ 𝐸(𝑛

𝑖=1 𝑡̅𝑖𝑇(𝑝𝑖))]

√
1

𝑛
∑ 𝑣𝑎𝑟𝑛

𝑖=1 (𝑡̅𝑖𝑇(𝑝𝑖))

 ~ 𝑁 (0, 1)  (7) 

The expression for the expected mean, 𝐸(𝑡�̅�𝑇(𝑝𝑖)) and variance, 𝑣𝑎𝑟(𝑡�̅�𝑇(𝑝𝑖)), of the ADF regression t-

statistics are provided by IPS for various values of the T and p and differing test equation assumptions. However, 

Im et al (2003) indicated that in the presence of cross-sectional dependence, the data can be adjusted by demeaning 

and that the standardized demeaned t-bar statistic converges to the standard normal in the limit. 

3.2 Panel Cointegration 

This section tackles the first objective of estimating the short and long run relationships between financial 

development, trade openness, and economic growth in ASEAN-6. Panel cointegration tests are necessary when 

the variables employed for a study exhibit non-stationary properties (Persyn and Westerlund, 2008). The Pedroni 

Test is used in this study because they do not impose common-factor restriction. Common-factor restriction has 

often led to the failure to reject the null hypothesis of no cointegration. 

The Pedroni (1999) test of cointegration begins with the regression: 

 𝑦𝑖𝑡 = 𝛼𝑖 + 𝛿𝑖𝑡 + 𝛽1𝑖𝑥1𝑖𝑡  + 𝛽2𝑖𝑥2𝑖𝑡 + … + 𝛽𝑚𝑖𝑥𝑚𝑖𝑡  + 𝑒𝑖𝑡  (8) 

𝑡 = 1,2, … , 𝑇; 𝑖 = 1,2, … , 𝑁; 𝑚 = 1,2, … , 𝑀 

where y and x are assumed to be integrated of order 1; the parameters 𝛼i and 𝛿i are individual and trends 

effects which may be set to zero if desired. Under the null hypothesis that there is no cointegration, the residuals 

would be I(1). The next step is similar to the Engle-Granger cointegration test. An auxiliary regression of the form 

as seen below is estimated. 
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𝑒𝑖𝑡 = 𝜌𝑖𝑒𝑖𝑡−1 + ∑ 𝜑𝑖𝑗
𝜌𝑖
𝑗=1 𝑒𝑖𝑡−𝑗 + 𝜐𝑖𝑡   (9) 

The Pedroni panel statistics are then constructed from this residual. The main statistics of interest are the 

within group test statistics. They are estimated as follows:  

Panel v-statistic: 

𝑇2𝑁3𝑍𝑉𝑁𝑇 = 
𝑇2𝑁

3
2

∑ ∑ 𝐿1,1
−2 �̂�𝑖𝑡

2𝑁
𝑛=1

𝑇
𝑡=1

  (10) 

Panel 𝜌-statistic: 

𝑇√𝑁𝑍𝜌𝑁𝑇  = 
𝑇√𝑁[∑ ∑ 𝐿1,1

−2 (�̂�𝑖𝑡
2 ) – �̂�𝑖

𝑁
𝑛=1

𝑇
𝑡=1 ]

∑ ∑ 𝐿1,1
−2 �̂�𝑖𝑡

2𝑁
𝑛=1

𝑇
𝑡=1

  (11) 

Panel t-statistic: 

𝑍𝑡𝑁𝑇 = √𝜎𝑁𝑇
2 ∑ ∑ 𝐿1,1

−2 �̂�𝑖𝑡−1
2𝑁

𝑛=1
𝑇
𝑡=1 [∑ ∑ 𝐿1,1

−2 (�̂�𝑖𝑡
2 )�̂�𝑖𝑡

2𝑁
𝑛=1 −𝑇

𝑡=1 �̂�𝑖]  (12) 

These are followed by three between group statistics. Pedroni (1999) showed that these standardized 

statistics are asymptotically normally distributed. 

3.3 Testing for Causality 

Attention is now turned to the causal relationships between financial development, trade openness and 

economic growth in the selected ASEAN-6 countries, which is the second objective of the study. For all other 

reasons, the study employed a dynamic Granger causality test to examine the causal relationship between financial 

development, trade openness and economic growth. The main reason why the Granger causality test is favored 

among other test procedures is due to its robust response to both large and small samples. The Granger causality 

test based on error correction model which can be expressed as follows: 

GDPt = α0 + ∑ 𝛼1𝑖𝐺𝐷𝑃𝑡−𝑖
𝑛
𝑖=1  + ∑ 𝛼2𝑖𝐷𝐸𝑃𝑇𝐻𝑡−𝑖

𝑛
𝑖=1  + α3ECt-1 + ut  (13) 

DEPTHt = β0 + ∑ 𝛽1𝑖𝐺𝐷𝑃𝑡−𝑖
𝑛
𝑖=1  + ∑ 𝛽21𝐷𝐸𝑃𝑇𝐻𝑡−𝑖

𝑛
𝑖=1  + β3ECt-1 + εt  (14) 

Where GDPt and DEPTHt are the underlying variables in the causal relationship. 𝐸𝐶t-1 is one period lagged 

error-correction term captured from the cointegration regression. 𝑢t,εt are mutually uncorrelated white noise 

residuals. 

A third variable was introduced into the above model, as it has been detected by past studies that a bivariate 

framework is unreliable. That is, a new important variable if introduced in a bivariate framework could change 

the direction of causality and magnitude of the estimate. This important revelation is due to studies such as 

Caporale and Pittis (1997), and Loizides and Vamvoukas (2005).  

The trivariate Granger causality test based on error-correction model can be expressed as follows: 

 

𝐺𝐷𝑃𝑡  = 𝛾0 + ∑ 𝛾1𝑖𝐺𝐷𝑃𝑡−𝑖
𝑚
𝑖=1  + ∑ 𝛾2𝑖𝐷𝐸𝑃𝑇𝐻𝑡−1

𝑛
𝑖=1  + ∑ 𝛾3𝑖𝑂𝑃𝐸𝑁𝑡−𝑖

𝑛
3𝑖  + 𝛾4𝐸𝐶𝑡−1 + 𝜖𝑡  (15) 

𝐷𝐸𝑃𝑇𝐻𝑡  = 𝜑0+∑ 𝜑1𝑖𝐺𝐷𝑃𝑡−𝑖
𝑚
𝑖=1 + ∑ 𝜑2𝑖𝐷𝐸𝑃𝑇𝐻𝑡−1

𝑛
𝑖=1 +∑ 𝜑3𝑖𝑂𝑃𝐸𝑁𝑡−𝑖

𝑛
3𝑖 +𝜑4𝐸𝐶𝑡−1+ 𝜇𝑡 (16) 

𝑂𝑃𝐸𝑁𝑡  = 𝜔0+∑ 𝜔1𝑖𝐺𝐷𝑃𝑡−𝑖
𝑚
𝑖=1 +∑ 𝜔2𝑖𝐷𝐸𝑃𝑇𝐻𝑡−1

𝑛
𝑖=1 + ∑ 𝜔3𝑖𝑂𝑃𝐸𝑁𝑡−𝑖

𝑛
3𝑖 +𝜔4𝐸𝐶𝑡−1 + 𝜐𝑡   (17) 

 

Where 𝑂𝑃𝐸𝑁𝑡  is the third crucial variable affecting the relationship between 𝐺𝐷𝑃𝑡  and 𝐷𝐸𝑃𝑇𝐻𝑡 . In this 

case, trade openness is the third crucial variable affecting the relationship between finance and growth. 𝜖t, 𝜇t and 

𝑣t are mutually uncorrelated white noise residuals. 

The main difference between a bivariate model presented in (13) and (14) and a trivariate model presented  
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in (15)-(17) is the introduction of a third important variable affecting both financial development and 

economic growth (in this case, trade openness). Based on the model presented in (15)-(17), it is possible that the 

causal link between financial development and economic growth estimated from (13) and (14) could be due to the 

omission of the trade openness variable. With the introduction of the trade openness variable, the model can now 

capture the causal relationship between financial development and economic growth with respect to changes in 

trade openness. 

IV. EMPIRICAL RESULTS 

Table 2 shows the descriptive statistics of the balanced panel data of GDP, DEPTH and TRADE in form 

of natural logarithm.  

Table 2: Descriptive statistics 

 GDP DEPTH TRADE 

Observation 126 126 126 

Mean 8.381074 4.870173 4.39624 

Std.Dev. 1.191803 0.533476 0.745642 

Max 10.85621 5.569984 5.764489 

Min 6.408416 3.512864 2.973903 

Note: GDP=ln(real GDP per capita), DEPTH=ln(financial development), TRADE=ln(Trade openness) 

Table 3: Unit root test 

Level I(0) First differences I(1)  

Var IPS P-value Results IPS P-value Results 

GDP 4.66 1.0000 Yes -5.94 0.0000 No 

Depth 0.37 0.6430 Yes -6.37 0.0000 No 

Trade 0.14 0.5570 Yes -7.61 0.0000 No 

Using IPS test, the results showed that all three variables have unit root and they are stationary after 

retrieving first differences (table 3). 

Table 4: Cointegration test 

 Statistic Prob. 
Weighted 

statistic 
Prob. 

Panel v-statistic -0.900955 0.8162 -0.667338 0.7477 

Panel rho-statistic 1.586550 0.9437 1.358793 0.9129 

Panel PP-statistic 2.329322 0.9901 1.965602 0.9753 

Panel ADF-statistic 2.578751 0.9950 2.209491 0.9864 

 

The Pedroni test (table 4) showed that no cointegration relationships of the variables in the model exists. 

This means that between the three variables do not have long-term relationships. Thus, the next step in the study 

is to examine the relationships between variables in the short term by considering the choice between FEM and 

REM. 
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Table 5: Hausman test 

H0: Difference in coefficients is not systematic 

DGDP                                             Coefficients       Difference 

 FEM REM  

DDepth -0.0214216 0.0068187 -0.0282403 

DTrade 0.1270229 0.1390351 -0.0120121 

Chi-sq = 2.66 P-value = 0.2646 

Note: DGDP, DDepth and DTrade are the first differences of growth, finance and openness 

 

The results showed that p-value = 0.2646 (table 5), the hypothesis H0 is not rejected, implying REM a more 

suitable model. The implication of using REM instead of FEM is of transnationally characteristic importance in 

predicting the growth rate of each country in the economic group. Although the countries in a particular group 

can perform similar economic policies, the result will not be the same due to the difference in behavior, 

institutions, structures and foreign aid. 

Table 6: The REM model 

DGDP Coefficient Std. Err. z P > |z| 

DDepth 0.0068187 0.0346714 0.20 0.844 

DTrade 0.1390351 0.0243935 5.70 0.000 

Constant 0.0277646 0.0030614 9.07 0.000 

Wald Chi-sq = 32.61  P-value = 0.0000 

Note: DGDP, DDepth and DTrade are the first differences of growth, finance and openness 

GDP = 0.028 + 0.007*DEPTH + 0.139*TRADE + εit 

 

REM result (table 6) showed that trade openness has positive and significant impacts on economic growth, 

which means that if trade openness rise 1%, the real GDP per capita will rise 0.139% (ceteris paribus). This 

finding is consistent with the findings of Yanikkaya’s finding (2002) that trade promotes economic growth, 

especially in developing countries. 

Meanwhile, financial development has a positive effect but not significant on the economic growth. But 

when there is the presence of trade openness in the model, financial development and economic growth have 

relationship with each other. This is consistent with the findings of Edwards (1998) that finance, through trade 

openness, affects economic growth. Harrison (1996) found that a movement towards an open trade regime in the 

industrialized countries is associated with higher GDP growth, after accounting for other inputs. This supports the 

claim that while ignoring an important variable (in this case is trade openness) in relationship between financial-

growth can lead to erroneous conclusions. A variant of this conclusion was drawn by Odhiambo (2008), who 

found that saving is an important variable in the finance-growth relationship in Kenya. 

The Granger test (table 7) illustrates the significant bidirectional causality relationship between financial 

development and economic growth through trade openness. Gries et al. (2009) suggest that the relationship 

between the financial development and trade openness allows more directions for economic development. 
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Table 7: Trivariate Granger Causality test 

Dep.Var Indep.Var P-value Granger 

DGDP 
DDepth 0.0887 Yes 

DTrade 0.0196 Yes 

DDepth 
DGDP 0.0002 Yes 

DTrade 0.5820 No 

DTrade 
DGDP 0.0127 Yes 

DDepth 0.1229 No 

Note: DGDP, DDepth and DTrade are the first differences of growth, finance and openness 

This conclusion is consistent with previous studies of Demetriades and Hussein (1996), Akinboade (1998) 

and Al-Yousif (2002), that there is existence a bidirectional causal relationship between financial and growth. 

Specifically, Edwards (1998) is one of the researchers soon discovered that, financial, through trade openness 

creating economic growth. In contrary, Harrison (1996) concludes “a positive association between growth and 

measures to open trade will increase the impact to financial development" and the subsequent conclusions from 

Odhiambo (2008) continue to consolidate this trend. 

V. CONCLUSIONS 

The study shows that existence the bidirectional causal relationship between financial development and 

economic growth through trade openness. There also exists the bidirectional causal relationship between the trade 

openness and economic growth through financial development. This corresponds with the relationships (1), (2), 

(3) and (4) as shown in Figure 1. This thus leads to erroneous conclusions of one investigating financial-growth 

relationship while ignoring the presence of trade openness. 
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 WTP OR WTA FOR VALUING A STATISTICAL LIFE? 

EVIDENCE FROM TRANSPORTATION ACCIDENT AND 

CANCER RISKS IN VIETNAM 

Nguyen Tuan Kiet 

College of Economics – Can Tho University; ntkiet@ctu.edu.vn 

Abstract: This study uses contingent valuation method to compare willingness to pay for a risk decrease and 

willingness to accept for the same risk increase and consequently the values of statistical life for both 

transportation and cancer risks of death. The results show that WTA/WTP disparities are 4.98 and 6.7 for 

transportation and cancer risk, respectively. Further, non-monetary evaluations of a risk decrease and increase 

were studied to eliminate the income constraint. The result is consistent with the monetary evaluations, giving 

raise the need for using the right choice of measure. 

Keywords: cancer risk; transportation accident; WTA; WTP; VSL  

I. INTRODUCTION 

Value of a statistical life (VSL) is money tradeoffs for small change in risks of death.  VSL is utilized 

for compensation in many settings, and for computation of cost-benefit analysis (see e.g. Tsuge et al., 2005; 

Alberini & Šcasný, 2011, 2013). VSL can be calculated by either willingness to pay (WTP – the maximum 

monetary payment for a risk reduction) or willingness to accept (WTA – the minimum monetary compensation 

for a risk increase). In practice, WTP is commonly used because it is easy to measure and estimate (US EPA, 

2000) and this would give no problem if WTP and WTA are the same. However, previous studies show that WTA 

and WTP differ substantially (see e.g. studies cited in Tuncel & Hammitt, 2014). Moreover, it is often seriously 

misleading when considering all positive changes as gains (Knetsch et al., 2012). This suggests that positive 

changes can be either gains, appropriately measured by WTPs or reductions of losses, appropriately measured by 

WTAs. Similarly, negative changes can be either losses, appropriately measured by WTAs or forgone gains, 

appropriately measured by WTPs. Zong & Knetsch (2013) and Knetsch & Mahsuweerachai (2015) give some 

supporting evident in the context of non-mortality risks.  

Using WTP measure for all cases as commonly practiced, therefore, likely results in biased valuations, 

costly policy choices, and distorted guidance. Moreover, study on WTA/WTP disparity in the context of mortality 

risk has been limited. This paper fills in the gap by comparing WTA and WTP measures (and subsequently VSL) 

for both transportation accident and cancer risks of death.  

Transportation and cancer deaths are the leading causes of death worldwide. According to WHO 

statistical data, more than 1.2 million and 8.2 million people die every year due to road transportation accident 

and cancer, respectively. Most of the death tolls occur in developing countries. In Vietnam, the average annual 

transportation accident and cancer deaths are respectively more than 9,000 and more than 90,000. Economists 

have estimated that Vietnam’s economy lost nearly 1 billion US dollars and cost more than 1.1 billion US dollars 

every year, equivalent to 1.64% of GDP and 2% of GDP respectively, in order to overcome the consequences of 

road transportation accidents and to cover the costs of cancer treatments. Reducing the number of fatality caused 

by cancer and transportation accident would thus be a priority to Vietnamese government and VSL measures are 

widely accepted for measuring benefit of policy intervention dealing with fatality risks (Tsuge et al., 200 Alberini 

& Šcasný, 2011, 2013). This paper would be a pioneering work in the areas in Vietnam and expands the literature.

http://sareb-journal.org/
mailto:ntkiet@ctu.edu.vn
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Overall, the results show that there is a consistent WTA/WTP (and their corresponding VSL) disparity 

for both transportation and cancer risks. Income constraint and loss aversion both may be contributing to the 

observed disparity. We then conducted a follow-up study eliminating the income constraint. In this study, non-

monetary scale measurement (i.e. 0 to 10 important scale) was utilized to test for the difference between people’s 

evaluations for a risk increase and for the same risk decrease. The risks are transportation risk of injury, 

transportation risk of death and cancer risk of death. The results of the follow-up show that with non-monetary 

measures the WTA/WTP disparity does exist across the three risk cases, consistent with monetary evaluations. 

This altogether raises the need for using the right choice of measure for VSL in the context of mortality risks. 

The remainder of the paper is organized with the next section presenting the methodology. Section 3 

presents empirical results. Some concluding remarks and policy implications are given in the last section.    

II. METHODOLOGY 

2.1 Survey Instrument 

The most common method of contingent valuation (CV), single-bounded closed-ended format questions 

(Hoyos and Mariel, 2010), for WTP and WTA elicitation was used for this study. Between-subject design (i.e. 

split-sample design) was also employed. Bid values were determined by using open-ended questions for both 

risks. Before the actual surveys, pretest surveys were carried out to check the questionnaires and the questionnaires 

were consequently revised, which ensured that the respondents were fully able to understand the questionnaires 

(177 individuals residing in Can Tho city were randomly surveyed for the pretests). The questionnaire contains 

current status, CV question, and respondents’ characteristics. In current status sections, several questions 

regarding to whether or not a respondent has health insurance, has ever diagnosed with cancer and whether or not 

any family member of the respondent has ever diagnosed with cancer were asked for cancer risk. Similarly, for 

transportation risk, health insurance, driving license, duration of having driving license, mode of transportation 

and involvement in any road transportation accident of respondent were elicited. The next section is the CV 

question in which scenarios related to WTP and WTA for transportation risk and cancer risk were carefully 

described. We use the mortality data from WHO to compute the risk ranges per the five-year period used in this 

study. The ranges are 9-11 deaths per 10,000 individuals and 49-60 deaths per 10,000 populations, respectively, 

in the transportation accident risk and cancer risk questionnaires. The respondent then makes a decision to either 

accept a risk change or just simply opt out for the status quo situation. In the final section, some basic 

characteristics of respondents are elicited.  

In the follow-up study, three pairs of questions were developed for the three cases of risk: transportation 

risk of injury; transportation risk of death; and cancer risk of death. As noted before, the main objective is to test 

the difference in people’s valuations for a risk decrease (a gain and measured as WTP equivalent) and for the 

same risk increase (a loss and measured as WTA equivalent) using non-monetary value (i.e. important scale from 

0 to 10), similar to Knetsch & Mahsuweerachai (2015) who using important scale from 0 to 20 investigated 4 

quadrants (relative to a reference state) namely: gains, foregone gains, losses, and reductions of losses, as shown 

in Figure 1.  
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For transportation risk of injury, two scenarios (Province A and Province B) were carefully described in 

one set of questions as risk decrease (positive change) and in the second set of questions as risk increase (negative 

change). That is, in one question, while situation in Province A was depicted as reduction of a loss, situation in 

Province B was described as a gain. In contrast, situations in Province A and in Province B, in the other question, 

were depicted as a foregone gain and a loss, respectively. After comparing which province having risk change is 

more important, the respondents were asked to rate, on the scale of 0 to 10, the importance of risk change for each 

province.  Some basic characteristics of respondents were finally elicited. The same structure applies to 

transportation risk of death and cancer risk of death. Before the actual surveys, pretest surveys were carried out 

with a total of 312 student and non-student respondents.  

Target respondents in this study are individuals with an age of 22 years old or above. The reason for 

choosing this specific age group is that those who are below 22 years of age are mainly university or higher school 

students and they are still getting financial supports from their parents/peers, which may affect their response 

substantially. In the follow-up study, respondent is no longer restricted to non-students since there is no money 

constraint. However, in order to have homogeneous (and hence comparable) groups of respondents throughout 

the study, non-student respondents were also targeted. In total, 1,100 respondents residing in Can Tho city were 

randomly face-to-face surveyed. Of the 1,100, 620 people answered non-monetary questionnaires. 

2.2 Data Analysis 

Random Utility Model (RUM) of Hanemann (1984) was used in this study. In RUM, respondents are 

asked to choose “yes” or “no” to the close-ended question. That means they are whether or not willing to pay or 

willing to accept an amount of money in exchange for a risk change. The indirect utility function for respondent 

i in state j of the change to be valued (j = 0 being the status quo and j = 1 the final state) can be written as: 

    𝑢𝑖𝑗 = 𝑢𝑗(𝑦𝑖 , 𝑧𝑖 , 𝜀𝑖𝑗)     (1) 

where 𝑦𝑖 denotes the respondent’s income level, 𝑧𝑖is a vector of individual characteristics and 𝜀𝑖𝑗is the error term. 

Based on this model, the probability of observing a positive response (“yes’ response) to a specific amount 𝑡𝑖 

would be: 

                          Pr(𝑦𝑒𝑠𝑖) = 𝑃𝑟{𝑢1(𝑦𝑖 − 𝑡𝑖 , 𝑧𝑖 , 𝜀𝑖1) > 𝑢0(𝑦𝑖 , 𝑧𝑖 , 𝜀𝑖0)}   (2) 

Assuming the utility function is generally specified as additively separable in deterministic and stochastic 

preferences (Hoyos and Mariel, 2010), that is: 

      𝑢𝑖𝑗 = 𝑢𝑗(𝑦𝑖 , 𝑧𝑖 , 𝜀𝑖𝑗) = 𝑣𝑗(𝑦𝑖 , 𝑧𝑖) + 𝜀𝑖𝑗    (3) 

Consequently, the probability of a “yes” response for respondent i becomes: 

Pr(𝑦𝑒𝑠𝑖) = 𝑃𝑟{𝑣1(𝑦𝑖 − 𝑡𝑖, 𝑧𝑖) + 𝜀𝑖1 > 𝑣0(𝑦𝑖 , 𝑧𝑖) + 𝜀𝑖0}                   (4) 

    = Pr(∆𝑣𝑖 < ∆𝜀𝑖) = 𝐹𝜀𝑖(∆𝑣𝑖) 

where F(.) is cumulative distribution function. 

The log likelihood function for Logit model can then be written as: 

                               𝐿𝑜𝑔𝐿 ∑ 𝐼𝑘lnFε(∆Vk) + (1 − Ik)ln(1 − Fε(∆Vk))
𝑁
𝑘=1                 (5) 

where Ik is an indicator, if ”yes” Ik = 1, otherwise Ik = 0. 

Estimating equation (5) with maximum likelihood, mean WTP/WTA can then be obtained using the 

following formula: 

    𝑀𝑒𝑎𝑛𝑊𝑇𝑃𝑜𝑟𝑀𝑒𝑎𝑛𝑊𝑇𝐴 = −
�̂�+𝛽 �̅�

𝛽1̂
     (6)  
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where 𝛽1̂ is estimated coefficient of bid variable; �̂� is constant; 𝛽  is a vector of estimated coefficients of 

explanatory variables, �̅� is a vector of the average value of the explanatory variables. 

VSL then can be measured as income tradeoff for a risk change (Alberini & Chiabai, 2007):  

                     𝑉𝑆𝐿𝑊𝑇𝑃 =
𝜕𝑊𝑇𝑃

𝜕𝑅𝐷
                                                                 (7) 

                                          𝑉𝑆𝐿𝑊𝑇𝐴 =
𝜕𝑊𝑇𝐴

𝜕𝑅𝐼
                                                                 (8)  

where 𝑅𝐷 and 𝑅𝐼 are the risk reduction and risk increase.  

III. EMPIRICAL RESULT 

In this section, the results of transportation risk are first reported, the results of cancer risk follow and 

the results on non-monetary measure are then finally reported.  Otherwise stated, tests of difference in the means 

(and the medians) and proportions are non-parametric Mann-Whitney U test (and non-parametric median tests) 

and proportion test, respectively. 

3.1. Transportation risk 

3.1.1 Descriptive statistics 

 Table 1 and 2 show similar characteristics of WTP and WTA groups of respondents for transportaion 

risk.  

Table 1. Transportation risk - characteristics of respondents  

 WTA WTP 

 N = 120  % N = 120  % 

Gender 
Male 64 53 60 50 

Female 56 47 60 50 

Age 

Min 21  23  

Max 76  79  

Mean 42  46  

Insurance 
Yes 88 73 84 70 

No 32 27 36 30 

Transportation mode for 

daily commuting 

On foot 14 12 18 15 

Bicycle 5 4 5 4 

Car 3 2 5 4 

Motocycle 98 82 91 76 

Public transport 0 0 1 1 

Driver’s license 
Yes 89 74 81 68 

No  31 26 39 32 

Time having license 

Min 1  1  

Max 36  38  

Mean 9  8  

Ever had road transportation 

accident 

Yes 45 37 44 37 

No 75 63 76 63 

Source: Survey data, 2016 
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The figures of gender in table 1 show that the gender of respondents in both WTA and WTP is quite 

balanced. With regard to insurance, 88 respondents in WTA (73%) and 84 respondents in WTP (70%) had a 

driving insurance. In terms of main transportation mode for daily commuting, most respondents in the 2 groups 

use motorcycle for their daily commuting. Up to 89 respondents in WTA (74%) have driver’s license, and time 

of possessing license ranges from 1 year to 36 years, the average level is about 9 years. While, in WTP it has 81 

respondents have driver’s license, the corresponding proportion is 68%, with time ranges from 1 year to 38 years, 

an average of about 8 years. And among 120 respondents surveyed around 37% respondents ever involved in 

transportation accident for each WTA and WTP groups.  

Table 2. Transportation risk - income and education level  

Indicator 

Education 
 Monthly Income      (Million 

Dong) 

Grade 12 

or under 

Vocational to 

university 

graduate 

Postgraduate < 5 5 to < 9  9 or >  

WTA 
84 

70.00% 

34 

28.33% 

2 

1.67% 

68 

56.67% 

35 

29.16% 

17 

14.17% 
       

WTP 
87 

72.50% 

30 

25.00% 

3 

2.50% 

70 

58,33% 

33 

27.50% 

17 

14.17% 
       

Disparity (%) 2.50 ns (3.33) ns 0.83 ns 1.66 ns (1.66) ns 0 ns 

Source: Survey data, 2016; ns not significant 

 

Table 2 shows the number of respondents and the proportion corresponding to each education level and 

monthly average income of respondents. Proportion test results for each education level showed that the 

proportion of each education level in the two groups WTP and WTA is the same. Similar results apply to monthly 

income levels.  

Table 3 shows that up to 80% respondents disagree to accept money in WTA group and only 40.83% 

respondents agreed to pay money in WTP group on average of the four bid levels. This means that more people 

value the risk increase more than the monetary values than people value the risk decrease more than the monetary 

values.  

Table 3. Transportation risk - responses to WTA and WTP questions  

Bid                    

(VND/ 

person/5 

year) 

N WTA (not willing to accept) WTP (willing to pay) 

WTA WTP N Proportion (%) N Proportion (%) 

200,000 30 30 29 96.67 26 86.67 

5,000,000 30 30 26 86.67 13 43.33 

10,000,000 30 30 24 80.00 8 26.67 

50,000,000 30 30 17 56.67 2 6.67 
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Total 120 120 Total: 96 Mean: 80.00 Total: 49 Mean: 40.83 

Source: Survey data, 2016 

 
Figure 2. Transportation risk - disparity of responses to WTP and WTA 

Similarly, figure 2 shows the pattern of disparity in responses of WTA and WTP group 

and the difference enlarges as the bid value goes up. The blue curve representing the proportion 

of WTA people not willing to accept the bid values for an increase in transportation risk is 

quite flat compared to the red curve of WTP people, suggesting that WTP people are much 

more sensitive to monetary bids than WTA people.  

3.1.2 WTP, WTA, and VSL estimate – transportation risk  

 In this section, results of logistic regression and estimated WTP, WTA and their corresponding VSL are 

presented.  In the regression model, there are 240 observations including 120 of WTP group and 120 of WTA 

group. The dependent variable is a binary taking a value of 1 if WTP people agreed to pay or if WTA people did 

not agree to accept, and taking a value of 0 otherwise. Key characteristics are included in the model. The results 

are presented in table 4. The coefficient of monetary bid is negative and statistically signicant at 1% level, 

suggesting that the higher bid value the less WTP people agreed to pay and the more WTA people agreed to 

accept. This is entirely consistent with the pattern shown in figure 1. The coefficient of male dummy is not 

significant, showing no difference between male and female respondents. Respondents having vocational training 

or higher level of education are more likely to pay or not accepting money than those with high school level of 

education or below. People having ever had accident are more likely to pay or less likely to accept. The important 

scale is significant at 1% level, showing that those who value the risk change more important are more likely to 

pay or more likely not to accept. Those who think the risk increase more important than risk decrease, are less 
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likely to pay or more likely to accept than those value the risk decrease more important or the same for risk 

increase and decrease. Finally, WTA dummy is possitive significant, suggesting that WTA people are more likely 

to reject the monetary bids than WTP people likely to pay.  

Table 4. Logistic regression – transportation risk 

Variable Coefficient P value 

Monetary bid -5.41x10-8 (1.11x10-8) 0.000 

Insurance dummy -0.492 (0.44) 0.262 

EverHadAccident dummy 0.340 (0.14) 0.015 

Male dummy 0.211 (0.39) 0.589 

HigherEdu dummy 1.118 (0.500) 0.025 

HigherIncome dummy 0.550 (0.422) 0.193 

Important scale 0.414 (0.080) 0.000 

RiskIncreaseMoreImportant dummy -0.932 (0.554) 0.092 

WTA dummy 2.631 (0.450) 0.000 

Constant -2.978 (0.688) 0.000 

Log likelihood value -88.278 

Pseudo R2 
0.4521 

N 240 

Note: Standard errors are in parentheses 

 

Result 1: WTA estimated VSL is higher than WTP estimated VSL for transportation risk of death. 

The WTA, WTP are caculated using equation (6) and their correspoding VSLs are calculated using 

equation (7) and (8). The results are presented in table 5. The mean WTA  and WTP are 30.4 millions VND and 

6.1 millions VND, respectively. Consequently, the WTA estimated VSL is 152.2 billions VND and almost 5 times 

the WTP estimated VLS of 30.6 billions VND, supporting result 1.         

 

Table 5. Transportation risk - WTA, WTP and VSL  

 Mean (VND)* Mean VSL1 (VND)* 

WTA 30,434,168 152,170,840,000 

WTP 6,114,362 30,571,810,000 

Disparity               4.98 

*the exchange rate dated at 20.10.2016 was 22,360 VND/USD 

 

3.2 Cancer risk 

3.2.1 Descriptive statistics 

Similar to transportation risk, table 6 & 7 overall show the similarity of the WTA and WTP sub-samples 

in key characteristics. 

                                                        
1 Since bid value ranges from 200,000 to 50,000,000 VND, VSL value ranges from 1 billion to 250 billion 

VND.   
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In table 6, the average age is 44 years for both WTA and WTP groups. More than 60% of respondents have 

insurance for both WTA and WTP groups. Almost respondents in both groups have never had any cancer. And a 

small number of respondents’ family member (15 and 9 out of 120 for WTA and WTP, respectively) ever had 

cancer.  

Table 6. Cancer risk - characteristics of respondents 

 WTA WTP 

                    N=  120                 % N = 120    % 

Gender 

Male 66 55 64 53 

Female 54 45 56 47 

Age 

Min 22  22  

Max 70  86  

Mean 44  44  

Insurance 

Yes 75 63 77 64 

No 45 37 43 36 

Self diagnosed cancer 

Yes  2 1.7 1 0.8 

No  118 98.3 119 99.2 

Family diagnosed cancer 

Yes  15 13 9 8 

No 105 87 111 92 

Source: Survey data, 2016 

 

Table 7. Cancer risk - income and education level  

Indicator 

Education  Monthly Income (Millions VND)  

Grade 12 

or under 

Vocational to 

university 

graduate 

Postgrad 

 

< 5 5 - 9 > 9 

WTA 
87 

72.50% 

29 

24.17% 

4 

3.33% 

 67 

55.83% 

38 

31.67% 

15 

12.50% 

WTP  
93 

77.50% 

26 

21.67% 

1 

0.83% 

 76 

63.33% 

30 

25.00% 

14 

11.67% 

Disparity (%) 5.00 ns (2.50) ns (2.5) ns  7.5 ns (6.67) ns (0.83) ns 

Source: Survey data, 2016; ns not significant 

In table 7, education level of grade 12 or under accounts for the largest proportion (72.50% and 77.50% 

for WTA and WTP, respectively), postgraduate level shares a small fraction. Similarly, the number of respondents 

having monthly income under 5 million VND is the highest.  

Table 8. Responses to WTA and WTP – cancer risk 

Bid  

(VND/person/5 

years) 

Number of 

observation 

 
WTA  

 
WTP 

WTA WTP 
 “not willing 

to accept” 
Percentage (%) 

 “willing to 

pay” 
Percentage (%) 
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200,000 30 30  26 86.67  25 83.33 

10,000,000 30 30  22 73.33  9 30.00 

50,000,000 30 30  16 53.33  5 16.67 

70,000,000 30 30  15 50  1 3.33 

Total 120 120  Total: 79 Mean: 65.83  Total: 40 Mean: 33.33 

Source: Survey data, 2016 

The numbers in table 8 show that on average 65.83 percent WTA people value the risk increase more 

important than the monetary bids and almost doubles the percentage of WTP people (33.33%) valuing the risk 

decrease more important than the monetary values.   

 

Figure 3. Cancer risk - disparity of responses to WTP and WTA 

 

Figure 3 shows that for cancer risk, the disparity between WTA and WTP responses increases as the bid 

value increases. Moreover, WTP responses are more sensitive to monetary bid values compared to that of WTA. 

3.2.2 WTP, WTA, and VSL estimate 

In this section, results of logistic regression and estimated WTP, WTA and their corresponding VSL of 

cancer risk are presented. In the regression model and similar to transportation risk, there are 240 observations 

including 120 of WTP and 120 of WTA. The dependent variable is a binary taking a value of 1 if WTP people 

agreed to pay or if WTA people did not agree to accept, and taking a value of 0 otherwise. Key characteristics are 

included in the model. The results are presented in table 9. The coefficient of monetary bid is negative and 

statistically significant at 1% level, suggesting that the higher bid value the less WTP people agreed to pay and 

the more WTA people agreed to accept. The coefficient of male dummy is positive and statistically significant, 

suggesting that male respondents are more likely to pay or are less likely to accept money. The important scale is 

significant at 5% level, showing that those who value the risk change more important are more likely to pay or 

more likely not to accept. Respondents having vocational training or higher level of education are more likely to 

pay or not accepting money compared to those with lower level of education. Those who think the risk increase 
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more important than risk decrease, are more likely to pay or less likely to accept than those value the risk increase 

more important or the same for risk increase and decrease. Those who have income higher than 5 million VND 

are more likely to pay or less likely to accept. Finally, WTA dummy is positive significant, suggesting that WTA 

people are more likely to reject the monetary bids than WTP people likely to pay. 

Table 9. Cancer risk - logistic regression 

Variable Coefficient P-value 

Monetary Bid -4.18x10-8 (7.12x10-9) 0.000 

Male dummy 

Insurance dummy 

1.068 (0.370) 

-0.950 (0.382) 
0.004 

0.013 

FamilyHadCancer dummy   -0.095 (0.631) 0.881 

HigherEdu dummy 1.726 (0.484) 0.000 

Important Score 0.145 (0.067) 0.029 

RiskIncreaseMoreImportant dummy -1.764 (0.515) 0.001 

HigherIncome dummy 0.894 (0.373) 0.017 

WTA dummy   2.307 (0.417) 0.000 

Constant -1.214 (0.618) 0.050 

Log likelihood value -103.208 

Pseudo R2 0.3796 

N  240 

Note: Standard errors are in parentheses 

 

Result 2: WTA estimated VSL is higher than WTP estimated VSL for cancer risk of death. 

Similar to transportation risk, the estimated WTA, WTP and their corresponding VSLs are presented in 

table 10. The mean WTA and WTP are around 32.5 million VND and 4.9 million VND, respectively. 

Consequently, the WTA estimated VSL is 29.5 billion VND and 6.67 times the WTP estimated VLS of over 4.4 

billion VND, suporting result 2.   

Table 10. Cancer risk - WTA, WTP and VSL 

                           Mean (VND)                      Mean VSL2 (VND) 

WTA 32,467,355 
      29,515,777,273  

 

WTP 4,866,494 
        4,424,085,455  

 

Disparity                         6.67 

 

3.3 Follow-up study 

 

As discussed earlier, the purpose of this follow-up study using non-monetary measure (i.e. importance 

scale from 0 to 10) is to test whether or not people value a risk reduction and the commensurate risk increase 

                                                        
2 Since bid value ranges from 200,000 to 70,000,000 VND, VSL value ranges from 181.8 million to 63.6 billion 

VND.   
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differently. The results of monetary measure shown above suggest that income constraint may contribute to the 

observed WTA/WTP disparities for both transportation and cancer risk of deaths. This is consistent with the fact 

that there are still some proportion of respondents in WTP questions who think risk decrease is important but 

don’t have enough money to pay. The non-monetary measure would thus eliminate the income constraint and 

complement to the monetary measure.  

Table 11 reports the number (and percentage) of respondents choosing province A more important, or 

province B more important, or both provinces equally important for both cancer and transportation risks. When 

comparing risk decreases in province A and B, the number of respondents thinking the risk decrease in A more 

important is highest for all three cases (positive changes). Conversely, when comparing risk increases in province 

A and province B, province B received highest picks for the three cases (negative changes).  

  

 Table 11. Responses to comparison question  

Choice A B A, B same Total  

Transportation risk 

(injury) 

Positive change 
57 

57.00% 

32 

32.00% 

11 

11.00% 

100 

100% 

Negative change 
27 

27.00% 

55 

55.00% 

18 

18.00% 

100 

100% 

Transportation risk 

(death) 

Positive change 
52 

52.53% 

28 

28.28% 

19 

19.19% 

99* 

100% 

Negative change 
29 

29.00% 

58 

58.00% 

13 

13.00% 

100 

100% 

 
Positive change 

57 27 26 110 

  Cancer risk (death) 
51.82% 24.55% 23.64% 100% 

Negative change 
26 59 25 110 

 23.64% 53.63% 22.73% 100% 

Source: Survey data, 2016; *one observation was discarded due to incomplete response 

 

Result 3: measured by important scale (non-monetary value), people think risk increase (losses) more 

important than risk decrease (gains) for cancer risk of death, transportation risk of death and 

transportation risk of injury.  

Table 12.Comparison results 

 N % 

Mean 

Scale 

(S.D)  

Median 

Comparison 

Mean Scalea  Proportion 

Risk decrease 

 

 

 

Transportation 

risk (injury) 

 

 

 

Risk increase 

Reduction of a 

loss (RTI) 

57 57.00 7.39 

(1.53) 

8 

1) RTI > GTI*** 

2) LTI > FTI*** 

3) LTI > GTI*** 

4) RTI > FTI*** 

5) RTI ≠ LTIns 

6) GTI ≠ FTIns 

 

 

 

7) RTI > GTI*** 

8) LTI > FTI*** 

9) LTI > GTI*** 

10) RTI > FTI*** 

11) RTI ≠ LTIns 

12) GTI ≠ FTIns 

 

 

 

Gain (GTI) 32 32.00 6.22 

(2.08) 

6 

RTI & GTI 

equally 

important 

11 11.00 8.27 

(1.68) 

9 

Foregone gain 

(FTI)  

27 27.00 6.23 

(2.29) 

7 
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Loss (LTI)  55 55.00 7.52 

(2.34) 

8 

FTI & LTI 

equally 

important 

18 18.00 7.83 

(1.89) 

8 

Risk decrease 

 

 

 

Transportation 

risk (death) 

 

 

 

Risk increase 

Reduction of a 

loss (RTD) 

52 52.53 7.21 

(2.07) 

8 

13) RTD > GTD*** 

14) LTD > FTD*** 

15) LTD > GTD*** 

16) RTD > FTD*** 

17) RTD ≠ LTDns 

18) GTD ≠ FTDns 

 

19) RTD > GTD*** 

20) LTD > FTD*** 

21) LTD > GTD*** 

22) RTD > FTD*** 

23) RTD ≠ LTDns 

24) GTD ≠ FTDns 

 

Gain (GTD) 28 28.28 5.71 

(2.53) 

6 

RTD & GTD 

equally 

important 

19 19.19 7.32 

(1.60) 

8 

Foregone gain 

(FTD) 

29 29.00 5.77 

(2.06) 

6 

Loss (LTD) 58 58.00 6.93 

(2.54) 

8 

FTD & LTD 

equally 

important 

13 13.00 8.38 

(1.19) 

8 

Risk decrease 

 

 

 

Cancer risk 

(death) 

 

 

 

Risk increase 

Reduction of a 

loss (RC)  

57 51.82 7.02 

(2.27) 

7 

 

 

25) RC > GC*** 

26) LC > FC*** 

27) LC > GC*** 

28) RC > FCns  

29) LC > RC*** 

30) GC ≠ FC ns 

 

 

31) RC > GC*** 

32) LC > FC*** 

33) LC > GC*** 

34) RC > FC*** 

35) RC ≠ LC ns 

36) GC ≠ FC ns 

 

Gain (GC) 27 24..55 5.99  

(2.29) 

6 

RC & GC 

equally 

important 

26 23.64 7.12 

(2.83) 
8 

Foregone gain 

(FC)  

30 27.27 6.49  

(2.75) 

7 

Loss (LC) 55 50.00 7.89  

(2.42) 

9 

FC & LC 

equally 

important 

25 22.73 8.56  

(1.56) 

9 

*** significant at 1%; ns not significant; a median tests give similar results 

 

The results of comparing the four quadrants in terms of important score (mean and median) and 

proportion are presented in table 12.  For transportation risk of injury, when comparing between risk decrease in 

province A (reduction of a loss – RTI) and risk decrease in province B (gain – GTI) 57 percent of respondents 

think RTI more important than GTI while 32 percent of respondents think the reverse. Consequently, the mean 

and median important scores 89 percent of the respondents giving to RTI (7.39 and 8) are higher than GTI (6.22 

and 6). The disparities are confirmed by statistical tests as shown at line 1) and 7) in table 12. In the same manner, 

when comparing between risk increase in province A (forgone gain – FTI) and risk increase in province B (loss – 

LTI),  55 percent of respondents think LTI more important than FTI while 27 percent of respondents think the 

reverse. The mean and median important scores 82 percent of the respondents giving to LTI (7.52 and 8) higher 

than FTI (6.23 and 7). The differences are confirmed by statistical tests as shown in line 2) and 8) in table 12. 

Most importantly, when comparing between the risk increase (LTI) and the commensurate risk decrease (GTI) 

higher proportion of respondents (55%) think LTI more important than the proportion of respondents (32%) 
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thinking GTI more important. This is also true for the mean and median scores and is confirmed by difference 

tests as shown at line 3) and 9) in table 12. Similarly, the same patterns are found for transportation risk of death 

and cancer risk of death.  

Overall, the results show a consistent pattern across the three cases: more people think losses (risk 

increases) more important than gains (risk decreases) and the mean (and median) important scores of losses are 

significantly higher than those of gains, supporting result 3. 

IV. CONCLUSION AND POLICY IMPLICATION 

The results overall show that in terms of monetary value and non-monetary value, more people value the 

risk increase (WTA) more than the number of people value the risk decrease (WTP). This translates into higher 

WTA measures than WTP measures and consequently their corresponding estimated VSLs. The disparity in terms 

of monetary value (4.98 and 6.67) is consistent across cancer risk and transportation risk and is consistent with 

previous studies in the context of health risk (see Tuncel and Hammitt, 2014), giving raise the need for the 

appropriate choice of measure. That is, in the case of mortality risk increase, it would undermine any cost or 

benefit if WTP was used to calculate VSL.  

ACKNOWLEDGEMENT 

This study was funded by EEPSEA. The author thanks Jack Knetsch and Phumsith Mahsuweerachai for 

helpful discussions; Nguyen Hoang Nhu, Le Thi Ngoc Han, Nguyen Tan Loc and Phan Thi Nhien for helping 

with data collection.  

PREFERENCES 

Alberini, A., & Chiabai, A. (2007). Discount rates in risk versus money and risk versus risk tradeoffs. Risk Analysis, 27 (2), 483-498. 

Alberini, A., & Šcasný, M. (2011). Context and the VSL: evidence from a stated preference study in Italy and the Czech Republic. 
Environmental and Resource Economics, 49 (4), 511-538. 

Alberini, A., & Šcasný, M. (2013). Does the cause of death matter? The effect of dread, controllability, exposure and latency on the VSL. 

Ecological Economics, 94, 143-155. 

Hoyos, D & Mariel, P (2010). Contingent valuation: past, present and future. Prague Economic Papers 4: 329-343 

Hanemann, M. (1984). Discrete/Continuous models of consumer demand." Econometrica, 52(3):541-561. 

Knetsch, J., & Mahsuweerachai, P. (2015). WTP or WTA: Determining the appropriate welfare measure when preferences are reference 
dependent. in prep.  

Knetsch, J., Riyanto, Y., & Zong, J. (2012). Gain and loss domains and the choice of welfare measure of positive and negative changes. 

Journal of Benefit-Cost Analysis, 3 (4), 2152-2812. 

Tversky, A. & Kahneman, D (1981). The Framing of decisions and the psychology of choice. Science 211 (4481): 453–458 

Tsuge, T., Kishimoto, A., & Takcuchi, K. (2005). A choice experiment approach to the valuation of mortality. Journal of Risk and Uncertainty, 

31 (1), 73-95. 

Tuncel, T., & Hammitt, J. (2014). A new meta-analysis on the WTP/WTA disparity. Environmental Economics and Management, 68 (1), 

175-187. 

U.S Environmental Protection Agency (2000). Guidelines for preparing economic analyses, Washington, D.C. Environmental Protection 
Agency. 

Zong, J., & Knetsch, J. (2013). Valuations of changes in risks: the reference state and evidence of differences between the measures. The 

Singapore Economic Review, 58 (1), 1350001. 

 

 

 

 

 



THE UHD-CTU ANNUAL ECONOMICS AND BUSINESS CONFERENCE 2017 

ISSN: 2472-9329 (Print) and 2472-9310 (Online) 

http://sareb-journal.org 

 

 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University     551 | Page 

 

 

DOES MICROCREDIT PROGRAM REALLY HAVE AN 

IMPACT ON RURAL HOUSEHOLDS? AN IMPACT 

EVALUATION USING PANEL DATA IN VIETNAM  

Phan Dinh Khoi1*, Christopher Gan2, Gilbert V. Nartea3 and David A. Cohen4 

1College of Economics, Can Tho University; pdkhoi@ctu.edu.vn  
2 Faculty of Commerce, Lincoln University; Christopher.Gan@lincoln.ac.nz 
3Department of Finance, University of Waikato; narteag@waikato.ac.nz 
4Faculty of Commerce, Lincoln University; David.Cohen@linconl.ac.nz 
*Correspondence: pdkhoi@ctu.edu.vn; Tel.: +84-907-552-277 

 

 

Abstract: This paper investigates the impact of microcredit on rural households. The impact of a microcredit 

program on target households is subject to two main sources of bias, observed and unobserved bias. The Propensity 

Score Matching approach and Fixed Effects models were applied and the 2006 and 2008 Vietnam Household Living 

Standard Surveys datasets were used in order to evaluate the microcredit program’s impact. The results show a 

greater consumption and income impact for the ‘true poor’ when only the poor group is included in the comparison. 

This implies the ‘true poor’ benefits more from involvement with a microcredit program than low-income households. 

In addition, greater impacts were identified in the Mekong River Delta, assuming that endogeneity was sufficiently 

controlled for in the models. 

Keywords: microcredit, rural households, impact evaluation, panel data, Vietnam 

I. INTRODUCTION 

Rural finance inevitably plays an important role in many developing economies as it channels credit to rural 

households. Significant improvement in rural households’ credit accessibility has been documented over the past two 

decades due to efforts contributed by governments and local and international institutions. However, providing loans 

to the rural poor remains a difficult task because of the nature of the rural credit market and the lending procedures 

that prevent rural households, particularly the poor, to access credit. The poor and low income households face two 

main problems in borrowing from commercial banks. First, most poor households have no collateral and are not able 

to borrow against their future income. Second, banks find it costly to deal with small credit transactions, such as 

individual lending and lending through microcredit program. Without any external support the rural poor find it 

difficult to access formal credit hence they seek alternative sources of credit. Therefore, improving formal credit access 

through subsidized microcredit programs is considered as a strategic tool to support the rural poor. Although 

government intervention in rural credit markets is controversial, this intervention is widely accepted because it is 

believed to overcome loan failures in these markets.  

In Vietnam, formal credit is available through the Bank for Social Policies’ system which provide both 

individual lending and group lending schemes. While individual lending is quite a popular practice in Vietnam, group 

lending schemes is believed to improve repayment incentives and monitoring through peer pressure based on the joint- 
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liability principle (Ghatak & Guinnane, 1999; Karlan & Goldberg, 2007). Another form of lending where microcredit 

is organized in group but credit is distributed to individuals is also widely practiced in the rural credit market. This 

lending practice relies on the joint-liability principle in a credit group but the loans are subject to individual liability. 

Specifically, the borrowers are required to form a group, including a number of certified poor members and a group 

leader without joint liability specification. Although this form of lending does resolve problems of asymmetric 

information in lending process, Quach (2005) shows that lending through a group in microcredit program in Vietnam 

helps to reduce transaction costs as it deals with asymmetric information more effectively than lending to individuals.    

The assignment of providing credit to the rural poor relied on the Vietnam Bank for the Poor since it began 

operation in 1996. Credit at low interest rates had channeled through formal microcredit programs to the rural poor 

who did not qualify for individual loans because of limited collateral. In 2003, it was renamed the Vietnam Bank for 

Social Policies (VBSP). Its operations have been modified to focus on the poor and it closely cooperates with local 

organizations in lending procedures. For example, the Commune People’s Committees help the VBSP to verify poor 

and socially disadvantaged groups. Other social mass organizations in villages such as the Women’s Union and the 

Farmers’ Associations help the VBSP to monitor the loans. Collateral is not required for loans, but the social mass 

organizations provide a Guarantee Fund. If the borrowers default, the VBSP will take a portion of the guaranteed fund. 

To ensure repayment, the social mass organizations organize the borrowers into credit groups. Joint-liability groups 

were also formed in the initial stage of the microcredit lending, a practice later replaced by flexible group lending 

strategy in which the individual is liable only for her or his loan, but not for those of other group members (Bhole & 

Ogden, 2010). 

Despite the establishment of numerous microcredit policies targeting the rural credit market over the past two 

decades, Vietnam is still home to over 12 million people (14.2% of the population) living in poverty (World Bank, 

2008). The majority of households in rural areas suffer a variety of poor living conditions such as temporary housing, 

lack of fixed assets, and unstable incomes. In addition, accessibility to credit has remained one of the main difficulties 

that hinder agricultural productivity and improvement the country’s poverty and rural development strategy programs. 

Pham and Izumida (2002) show that as much as 30% of farm households were unable to borrow from formal lenders. 

Improving access to microcredit is therefore one of the main objectives of many microcredit programs targeting rural 

households and the poor. This is because credit is believed to improve rural households’ livelihood by improving 

productivity, and smoothing consumption and income irregularities. However, improving microcredit access for the 

poor incurs costs that raise the cost-benefit question of how much these microcredit programs impact the target group.  

Most microcredit programs in Vietnam are managed by the Vietnam Bank for Social Policies (VBSP). Since 

its official establishment in 2003, studies evaluating the impact of the VBSP microcredit program on target households 

have been sporadically done at national, regional and local levels. Few studies have focused on the evaluating the 

impact of the program on the Mekong River Delta (MRD). This study examines the impact of the microcredit program 

impact on the MRD and to enrich the field of microcredit program impact evaluation. Accessibility to microcredit 

programs undeniably has desired impacts on the poor. However, interpretations of the impact of these programs have 

proven to be controversial. Impact evaluation inferences are sensitive to their evaluation methods and assumptions; 

different impact evaluation methods depend on their specific assumptions to resolve the missing data problem. This 
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implies that different methods of data collection will encounter different missing data problems, such that a chosen 

econometric evaluation method may thereby perform better than others for program impact assessment. Moreover, 

evaluation of the impact of a microcredit program should address informal credit as an alternative source of credit 

relative to the formal microcredit program. This is because informal credit is prevalent in the rural markets in 

developing countries. In Vietnam, the formal and informal credit sectors coexist to serve clients. Failure to control for 

complementarity and substitutability between the formal and informal credit sectors when evaluating the impact of 

formal microcredit programs likely overestimate the positive impact of these programs.  

The purpose of this study is to provide empirical evidence on the long-term impact of credit on household 

welfare, using panel data based analysis. If we can observe a household who borrows in two periods, we can see the 

difference (or change) in the amount borrowed and household welfare. If the change in household welfare is correlated 

with a change in household borrowing, it reveals the long-term relationship. However, long-term impact of microcredit 

program remains questionable due to limited data. Khandker (2003) shows the main difference between cross-

sectional data based analysis and panel data based analysis is that the former shows the comparison across households 

while the later shows the movement within households. Hence, long-term impact is likely to be subjected to changes 

in the environment that the program is being implemented.  

This study examines the impact of microcredit programs on the incomes and consumption patterns of rural 

households in the Mekong River Delta, Vietnam. In order to do so, we present an overview of the rural credit programs 

that target the rural credit market. We then evaluate these programs using estimation techniques that control for the 

exogenous contribution of informal credit to income and consumption patterns of this group in rural Vietnam. The 

remainder of the paper is organized as follows: Section 2 describes data and the research method for impact evaluation. 

Section 3 discusses the empirical results and Section 5 concludes the paper. 

II. RESEARCH METHODS AND DATA 

The data used for impact evaluation of the VBSP microcredit program were drawn from the 2006 and 2008 

VHLSS surveys. The VHLSS surveys contain information both at household and commune levels. At household level, 

each survey contains a sample of 9,189 households and the two datasets form a panel dataset of 4,127 Vietnamese 

households. The panel data contain information about the households for two separate years, including the urban and 

rural population. Only the rural sample is used in this study. At commune level, information on commune 

characteristics was collected from 2,880 and 2,219 communes in the 2006 and 2008 surveys, respectively. These data 

consist of demographic and general information regarding communes, general economic conditions and aid programs, 

non-farm employment, agricultural production, local infrastructure and transportation, education, health, and social 

affairs. The commune data were then merged with the household data to form a combined panel dataset that includes 

household, village and commune characteristics. Another panel dataset of 866 households was also drawn from the 

VHLSS surveys for the MRD. 

The VHLSS data contain information on demography, income, expenditure, education, health care, 

employment, fixed assets and durable goods and particularly, access to finance through formal or informal credit. The 

information on household members’ characteristics such as age, gender, place of residence, education qualifications, 

as well as information on expenditure and income is used for the analysis. Information about participation in  
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microcredit programs such as loans, values of loans, the interest rate from different banks and social funds, loan 

purposes are also used. A description of the variables is provided in Appendix 1. 

The panel data can be used to estimate the unbiased program impact if the two years’ data are collected before 

and after the program implementation, respectively. In other words, we need to have a baseline dataset before the 

VBSP microcredit program officially established and implemented in 2003 and one post period. Since our first dataset 

was collected in 2006 when the VBSP microcredit program was already in operation, Nguyen (2008) raises concerns 

of bias in program impact using only the post-program data because there may be significant differences between the 

control and treated groups in the first period. Therefore, adjustments are required before the panel data can be used in 

the fixed effects model.  

To deal with the data issue, we estimate the PSM in the first period to match the borrowers with the non-

borrowers using a set of observed characteristics. The PSM creates a new panel dataset that consists of the borrower 

and non-borrower groups that are more comparable in terms of the observed characteristics than the original panel 

data. The comparison between the borrowers and non-borrowers is performed over a common support region with 

similar characteristics. The purpose of this step is to remove the observed heterogeneity in the initial period before 

using the FE model (see Heckman, Ichimura, & Todd, 1998).The observed characteristics including individual, 

household, village and commune factors in the covariates are documented in Table 1.    

                               [Table 1 is about to insert here] 

Given the matched pre-program attributes from the PSM and program participation is exogenously defined, the 

program impact estimator can be obtained using equation (1):  

 0 0it t it i it i itY D I u         X
      (1) 

where the program participation variable, itI , takes the value of 1 if household 
thi borrows microcredit in the post-

program period and 0 otherwise. The parameter of interest,  , is the impact estimator measuring the effect of 

microcredit program on the outcome variables. Y is the outcomes of interest, which are the household consumption 

or income in natural logarithm. iD is the program participation dummy variable which takes the value of 1 if 

household 
thi belongs to the borrower group and 0 otherwise. tD is a time dummy variable which equals to 1 for t=1 

(post-program period) and 0 for t=0 (pre-program period). The coefficient 0 captures the aggregate time influences 

on both groups. itX is a vector of households characteristics (e.g., age, gender, household size, etc.);  captures the 

effects of the observed covariates on the outcome for each time period, itv , is a time-invariant unobserved error and 

itu is the idiosyncratic error. 

  To account for the impact of microloan size on the outcomes, Nguyen (2008) shows that when the amount 

of a microloan ( ML ) replaces itI , the impact estimator is interpreted as the impact of an additional amount of 

credit on the participant. In addition, the specification allows ML to enter the FE model as an exogenous variable 

that indicates a possible correlation between the microloan and time-invariant individual unobserved factors. The 

estimated model for a ML in the outcome equation is rewritten as follows:  
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0 0it t it i it i itY D ML u         X
     (2) 

Unbiased estimators in equations (1) and (2) can be obtained using a FE model that is able to deal with the individual 

unobserved time invariant errors (Wooldridge, 2005). However, microcredit participation and microloan are possibly 

endogenous in equations (1) and (2). Endogeneity is likely to occur if the assumption of unobserved factors at the 

household, village and commune levels does not remain fixed. For example, time varying unobserved factors of 

different microcredit schemes such as expanding lending coverage or a change in lending regulations that might jointly 

influence credit participation and microloan at the borrowing period but also influence households’ consumption or 

income over a longer period of time. Households adjust credit demand and consumption according to such changes. 

If I and ML are not exogenously defined the households’ outcomes, e.g., households within the program villages 

self-select into the microcredit program which depends on differential unobserved trends, biased estimators are likely 

obtained from the standard FE models (1 and 2), respectively. Khandker (2005) suggests testing for endogeneity to 

detect whether the FE method is sufficient for the exogenous program impact or if instrumental variables (IV) are 

needed for identification of endogenous program impact.  

To overcome the potential endogeneity, this study used two IVs, the commune poverty rate and the distance from 

village to the nearest bank, to test the endogeneity of ML in the program impact in equation (2). The commune poverty 

rate provides a correlation between microloans and the households’ criteria of program selection. The poverty rate of 

the commune is suggested to control for time invariant unobserved factors because it is one criterion that makes a 

microcredit program available to poor households. However, a commune that has a large number of poor households 

will have a large number of potential participants in the program. Nguyen (2008) argues that when there are many 

applicants applying for credit, credit groups and commune heads tend to screen the applicant list more carefully 

because they have the responsibility of ensuring the repayment rate of the borrowers. More applicants are likely to be 

excluded from the borrowing list. As a result, an eligible household that is in a commune with a large number of poor 

households is likely to face a higher competition in borrowing from the program.  

The second IV is distance from a village where the households are located to the nearest bank. The nearest bank can 

be any commercial bank, including VBSP. However, the coverage of VBSP has been expanded to reach rural areas 

and many bank branches are often located close to each other in the commune center. Households in a village that are 

closer to a VBSP branch are more likely to obtain microcredit than greater distant households.  

Equations (1) and (2) were estimated using fixed effects models with the specified instruments. The estimated results 

are presented in Table 2 and 3 [insert Table 2 and 3 here]. To obtain the unbiased estimators, tests for under 

identification, endogeneity, weak identification and instrument-robust inference were conducted. The test results 

reported in Table 4 and 5 indicate that the models are not under identified [insert Table 4 and 5 here]. However, given 

the potential endogeneity problem in the program participation and microloan in equations (1) and (2), the test for 

endogeneity confirms that program participation and microloan were endogenously defined with consumption and 

income in the fixed effects model. Therefore, the instrumental variable fixed effects models (IV-FE) were used to 

obtain the unbiased estimators for the program and microloan impacts. The results of the first stage of the FE models 
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show that only the “commune poverty rate” is negatively significantly correlated with credit participation at the 1%  

level, i.e., the higher the poverty ratio in the commune corresponds to the lower the participation in a microcredit 

program. High poverty rate implies there are many eligible households residing in the area that has a microcredit 

program being implemented. Thus, high poverty rate increases competition of being selected and reduces the chance 

of participation in the microcredit program. Controlling for the program endogeneity in our model, the IV-FE 

estimation can resolve the biased impact estimators (see Table 2).  

 Although the IV can be significant on the endogenous variables, i.e., the program participation and the 

microloan, they can be weakly correlated with the endogenous variables. The problem of weak identification causes 

the traditional two stage least square (2SLS) estimator to be inefficient and the inference from the estimates will not 

be reliable. Therefore, a test for weak identification of instruments is suggested using the Cragg-Donald statistic 

(Cragg & Donald, 1993; Stock & Yogo, 2002). The test results for weak identification of instruments indicate that the 

instruments are not weak for the Vietnam sample but rather weak for the MRD sample (see Tables 4 and 5). In addition, 

tests for instrument-robust inference are performed to assure the coefficients are able to be inferred under the present 

of heteroskedasticity. The estimated results are obtained using the Generalized Method of Moment (GMM) with IV 

because the IV-GMM class allows for arbitrary heteroskedasticity with smaller standard errors hence its estimation 

gains are more efficient than the 2SLS (Baum, 2009; Wooldridge, 2002).   

III. RESULTS AND DISCUSSION 

Tables 6 and 7 summarize the estimated results of the four IV-FE models for microcredit impact on household 

consumption and income (only the significant variables in each model were reported). Each table has two sets of 

results, one for the MRD and another for Vietnam. The first set includes the results of the microcredit program impact 

on household consumption (model E1) and microloan size impact on household consumption (model E2) using the 

MRD sample and likewise for household income (models I1 and I2). The last two columns are the results of the 

microcredit program impact (model E3) and microloan size impact (model E4) using the Vietnam sample and similarly 

for household income (models I3 and I4). The per capita expenditure and income in real terms are used to measure 

household consumption and income in the models, respectively1. The IV coefficients were estimated in the first stage 

regression but for the purpose of identifying the impact coefficients, the IV will also be discussed. Since the estimated 

results (models E1, E2, and I1, I2) for the MRD are subject to weak instrument identification, the estimated results 

(models E3, E4 and I3, I4) for Vietnam are mainly discussed. Unless otherwise stated, all explanatory variables are 

discussed using the results of the IV fixed effects models (E3 and I3) for the program impact. Given that the 

determinants of consumption and income are identified, the treatment variables microcredit program and microloan 

are discussed for the average treatment on the treated (ATT) and the average treatment of additional microloan amount 

on the treated (ATTM), respectively.    

 

                                                           
1 To obtain the real term, first nominal data were adjusted for monthly price changes over the survey periods and 

then regional price differences over each survey. Next, the annual CPI was used to align the survey data to the base 

line year. Hence, all results in this section were reported in the real term. 
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3.1 Impact of VBSP Microcredit on Household Per Capita Consumption 

 

Table 6 summarizes the factors in estimating the impact of VPSB microcredit on the household per capita 

consumption in the MRD and Vietnam. For individual factors, ETHNICITY is not significant in the MRD but 

significant at the 1% level in Vietnam. This implies that household heads belonging to an ethnic group have a lower 

per capita consumption than the main ethnic group. Different ethnicities contribute a 2% difference in household 

expenditure across the country but not for the MRD.  

Table 6. Summary of Fixed Effects Estimations for Household Per Capita Expenditure 

 The MRD  Vietnam 

 ln per capita 

Expenditure 

(E1) 

ln per capita 

Expenditure 

(E2) 

 ln per capita 

Expenditure (E3) 

ln per capita 

Expenditure 

(E4) 

Impact estimators      

Participation in VBSP 2.1150***   1.4140***  

ln Microloan  0.3530**   0.3120*** 

Individual factors      

ETHNICITY 0.0210 0.0963  -0.0199*** -0.0246* 

SEC_SCHO 0.0522 -0.0758  0.0768 0.1620* 

UNI_DEGRE 0.4710*** 0.2950  0.1450 0.5990** 

POST_GRAD 0.5470** 0.2250  0.2730 0.3810 

Household factors      

HHSIZE -0.0704** -0.1040**  -0.0917*** -0.1100*** 

R_FEMALE -0.4380* -0.6410*  -0.0121 -0.0765 

R_BELOW 16 -0.4330 -0.5570  -0.3780*** -0.5590*** 

R_PRI_SCHO 0.00562 -0.1800  0.1460* 0.1140 

R_SEC_SCHO -0.0628 -0.2150  0.1970* 0.1560 

R_HIG_SCHO 0.5030 0.8060*  0.2070 -0.0080 

NUM_SDAYS 0.0081* 0.0036  0.0028 0.0031 

LAND_ACROP 3.32e-06* 3.53e-06**  3.08e-06** 2.15e-06 

LAND_PCROP 2.52e-05* 1.95e-05  2.32e-07 -7.73e-08 

LAND_WSURF 1.02e-05** 1.25e-05***  1.01e-05*** 8.73e-06*** 

RE_OVERSEAS 7.25e-06 1.06e-05  2.97e-06** 4.41e-06** 

RE_DOMESTIC 2.32e-05*** 3.03e-05***  1.31e-05*** 1.37e-05*** 

PENSSION 4.12e-05** 5.40e-05**  1.56e-05** 2.40e-05* 

SAVINGS 2.56e-05** 2.38e-05  1.64e-05*** 1.65e-05*** 

POOR_CER -0.0311 -0.2160  -0.1410** -0.2620** 

Village and commune      

DE_CENTER 0.0102 0.0189*  0.0009 0.0034* 

NF_ENTER -0.0591 -0.0054  0.0904*** 0.1740*** 

Instrumental variables      

D_NBANK 0.0307 0.2260  -0.0239** 0.0683 

R_POVERTY -0.8520*** -4.5710**  -0.8000*** -3.2730*** 

Number of observations 1,052 1,052  5,096 5,096 

Notes: 1. *, **, and ***  indicate significance level at 10%, 5%, and 1%, respectively. 

2. The coefficients of instrumental variables are estimated in the first stage. 

 

Among the household factors in four models, HHSIZE, R_BELOW16, R_PRI_SCHO, R_SEC_SCHO, 

LAND_ACROP, LAND_WSURF, RE_OVERSEAS, RE_DOMESTIC, PENSSION, SAVINGS, and POOR_CER 
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significantly explain household expenditure. The negative coefficients of HHSIZE and R_BELOW16 are significant 

at the 1% level. Household size and number of household members below 16 years old are negatively correlated with  

the per capita expenditure. An increase in family members in a household significantly reduces 10% of per capita 

expenditure whereas an increase of 10 percentage points of the ratio of member below 16 years old decreases per 

capita expenditure by 5%. The coefficient POOR_CER is negatively significant at the 5% level, which indicates that 

poor certified households have less per capita consumption than non-poor households. Given a large family size with 

a high ratio of household members below 16 years old, poor certified household per capita expenditure is 24.6% less 

than the non-poor households (see Table 6).   

The coefficients R_PRI_SCHO and R_SEC_SCHO are both positive and significant at the 10% and 5% level, 

respectively. The results show that the expenses of children’s primary and secondary schooling are important expenses 

in a household’s expenditure. Households having children in primary and secondary school require 14.5% and 19.7% 

more spending, respectively. The results reflect the common spending pattern in the Vietnamese households where 

spending on education takes an important share of the household budget because most Vietnamese families expect 

higher return from their children’s education (Doan, 2011).  

The coefficients LAND_ACROP and LAND_WSURF are positive and significant at the 5% and 1% levels (in 

models I2 and I3), respectively. This suggests that annual crop land and areas of water surface for aquaculture positively 

increases the household per capita expenditure. Similarly, RE_OVERSEAS, PENSSION, RE_DOMESTIC, and 

SAVINGS are positive and significant at 5% and 1% levels, respectively. This indicate that household per capita 

expenditure is supported by overseas remittances, domestic remittances, pensions, and savings. The remittances 

(money and goods) sent back home by overseas migrant workers have a profound impact on the living standards of 

people in developing countries (Adams &Page, 2005). The overseas and domestic remittance coefficients are positive 

and significant at the 5% level. Overseas remittances suggest an external source of money sent from family members 

working or living overseas to support household consumption in Vietnam. On the other hand, RE_DOMESTIC is 

positive and significant at the 1% level, which indicates that domestic remittances from family members working 

away from home largely support household spending, particularly rural households. International remittances reflect 

the economic relationship between high income and low income countries and the internal remittances suggest a wage 

discrepancy and job opportunities between the rural and urban areas in a country. Our results reveal a greater weight 

in domestic remittances over overseas sources in the determinants of household consumption in rural Vietnam.  In 

addition, pensions and savings coefficients are positive and significant at the 5% and 1% level, respectively. This 

shows there are two important contributors to the determinants of household consumption (see Table 6).  

The commune with the non-farm enterprises coefficient is positive and significant at the 1% level. This means 

having non-farm enterprises located in the commune significantly contributes to the household consumption. This 

finding is consistent with Lanjouw and Lanjouw ’s study (2001) which emphasizes that the non-farm sector potentially 

absorbs a growing rural labor force in slowing down rural-urban migration and improves equitable income 

distribution. Similarly, Oostendorp, Trung, and Tung (2009) show non-farm enterprises play an important role in 

increasing income and reducing income inequality in Vietnam (see Table 6).   
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For the two IVs, D_BANK and R_POVERTY are negative and significant at the 5% and 1% level, respectively 

(see Table 1). The results indicate that the ratio of poverty rate at the commune and distance to the nearest bank are 

negatively correlated with credit accessibility. The result confirms that a higher poverty ratio reduces the possibility 

of being selected in a microcredit program and households in a village. The findings are consistent with Nguyen’s 

(2008) finding in Vietnam that shows a negative relationship of the two IVs. Thus, they are significantly valid IVs for 

microcredit impact in our study.  

The impact estimator for household per capita expenditure is positive and significant at the 1% level. The result 

indicates that the VBSP microcredit program significantly helps increase the participants’ consumption in Vietnam. 

The result reconfirms the positive impact of a microcredit program on the consumption indicator of welfare. Our 

finding is consistent with a number of findings in microcredit literature such as Pitt and Khandker (1998), Mosley 

(2001), Setboonsarng and Parpiev (2008), and Islam (2011), among others. Particularly, the result is consistent with 

Nguyen’s (2008) study in Vietnam and it also supports the empirical findings of microcredit impact in Bangladesh 

(Khandker, 2005). 

3.2 Impact of VBSP Microcredit on Household Per Capita Income 

Table 7 summarizes the significant factors in the income models (I1, I2, I3, and I4). The result shows only the 

UNI_DEGRE coefficient is positive and significant at the 10% level. This indicates that the household head with a 

university degree significantly increases the household income level by as much as 50%. The result is consistent with 

Doan and John’s (2010) finding that the trend of returns on education increased sharply after Vietnam’s economic 

transition and the returns to education reached a peak that significantly contributes to income growth.    

In terms of the household factors, HH_SIZE, R_BELOW16, and POOR_CER are negative and significant at 

the 1% level in model I3 and I4. In addition, R_WINDUS, R_WSERV, LAND_ACROP, RE_OVERSEAS, 

RE_DOMESTIC, PENSION, and SAVINGS are significant at the 1% level. The result shows the number of household 

members working in the industry and services are positive and significant at the 1% level in the income model but 

insignificant in the consumption model. The results indicate that the household with members working in the industry 

or service sectors significantly increases their per capita income. This result strongly supports the trend of the shifting 

of labor supply in agriculture to the other sectors since the mid 1990s. The main reasons are documented in Haughton, 

Haughton, and Phong’s study (2001) where the share of hired farm workers without annual cropland was only 55% 

of the agriculture work and that landless households were forced to work outside the agriculture sector. The share of 

workers in the agriculture sector has been declining. As a result, the income share from the non-agriculture sector 

significantly constitutes the rural household income and the bulk of poor and low income households are self-

employed farmers.  

There are some notable differences between the results of the MRD and Vietnam (see Table 7). First, the 

ETHNIC coefficients have mixed signs, which show an inconsistent relationship between ethnicity and income. 

Ethnicity is positively significant at the 10% level in model I2 and positive but insignificant in model I1, and it is 

negative and insignificant in the other models (I3 and I4). The results imply that ethnicity is not significantly correlated 

with household income in the MRD where there are few numbers of ethnic minorities such as Khmer, Chinese and 

Cham whose income levels are not significantly unequal. However, when ethnicity is investigated at the national level 
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with a wider range of ethnic minorities with different geographic and economic conditions from mountainous and 

remote areas, the impact exhibits an inverse relationship. The finding is consistent with Nguyen, Albrecht, Vroman, 

and Westbrook’s (2007) findings that show ethnicity is one of the determents in income gap. In addition, the 

geographic factors coefficient is negative and significant at the 1% level for mid land and hilly land areas. If we 

consider the MRD only, geographic factors do not vary but geographic effects become significant at the national level. 

The result indicates that lower income is closely related to mid land or hilly land areas across the country.  

 

Table 7. Summary of IV Fixed Effects Estimations for Household Per Capita Income 

  The MRD  Vietnam 

  ln per capita 

Income 

(I1) 

ln per capita 

Income 

(I2) 

 ln per capita 

Income 

(I3) 

ln per capita 

Income 

(I4) 

Impact estimators       

Participation in VBSP   1.6660**    0.8370***  

ln Microloan    0.2540**    0.1620*** 

Individual factors       

ETHNICITY   0.0843  0.1370*  -0.0116 -0.0137 

HIG_SCHO   0.3340*  0.3200   0.0600  0.0880 

POST_GRAD   1.3010***  1.0690***   0.1860  0.2200 

Household factors       

HHSIZE  -0.0552* -0.0819**  -0.0889*** -0.1000*** 

R_FEMALE  -0.6120** -0.7690**  -0.1200 -0.1550 

R_BELOW 16  -0.5230* -0.5820  -0.3650*** -0.4560*** 

R_WINDUS   0.1040  0.2140   0.3200***  0.3230*** 

R_WSERV   0.0909  0.1200   0.3770***  0.3440*** 

R_PRI_SCHO   0.0207 -0.1120   0.1850**  0.1650 

R_SEC_SCHO   0.1110  0.03210   0.2110**  0.1980 

R_UNI_DEGRE  -1.5380** -1.5200**   0.3360  0.3110 

LAND_ACROP   1.28e-05***  1.30e-05***   1.16e-05***  1.12e-05*** 

LAND_PCROP   2.77e-05*  2.33e-05*   2.44e-06  2.54e-06 

LAND_WSURF   5.26e-06  6.99e-06*   5.64e-06  5.11e-06 

RE_OVERSEAS   1.47e-05***  1.69e-05**   1.43e-05***  1.49e-05*** 

RE_DOMESTIC   2.21e-05***  2.74e-05***   1.73e-05***  1.76e-05*** 

PENSSION   6.66e-05***  7.47e-05***   2.41e-05***  2.79e-05*** 

SAVINGS   1.34e-05  1.21e-05   1.64e-05***  1.65e-05*** 

POOR_CER   0.0199 -0.1190  -0.1540*** -0.2120*** 

Village and commune       

CR_COMMUNE   0.1160  0.2300   0.1150  0.1940* 

NF_ENTER   0.0374  0.0817   0.0831***  0.1270*** 

GEO_MIDLAND     -0.1840** -0.1620 

Instrumental variables       

D_NBANK   0.0323  0.2390  -0.0236**  0.0702 

R_POVERTY  -0.8200*** -4.2970**  -0.7980*** -3.2530*** 

Number of observations  1,050 1,050  5,094 5,094 

Notes: 1. *, **, and ***  indicate significance level at 10%, 5%, and 1%, respectively. 

           2. The coefficients of instrumental variables are estimated in the first stage. 

 

The R_PRI_SCHO and R_SEC_SCHOO coefficients are positive and significant at the 5% level. The result 

indicates that the households tend to spend 18.5% for children to attend primary school and 21.1% to attend secondary 



Does Microcredit Program Really Have an Impact on Rural Households? An Impact Evaluation Using 

Panel Data in Vietnam 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University               561 | 

Page                                                                                      

 

school in Vietnam (see Table 7). The number of schooling household members can have an inverse effect if more 

household resources have been used for their children to obtain higher education.  For example, the negative and 

significant coefficients of R_UNI_DEGRE are reported in models I1 and I2. This is expected because more household 

members engaging in higher education level uses more household resources but contributes less to per capita income.  

For the two IVs variables, D_NBANK and R-POVERTY are negative and significant at the 5% and 1% level, 

respectively. However, D_NBANK is negative and significant in both E3 and I3 (see Table 6 and Table 7) but is 

positive and insignificant in the rest of the models. The inconsistency may arise from missing data at the commune 

level because of mismatched communes from merging the commune and household datasets. Some communes in the 

VHLSS survey data for commune were not interviewed in the same VHLSS surveys for households. As a result, 

D_NBANK is a valid instrument for the credit participation at the national level but may be invalid for the microloan 

and the MRD models. In addition, as pointed out by Nguyen (2008), the distance from a village where the households 

are located to the nearest bank does not guarantee that the branch bank is a VBSP branch; the nearest bank can be any 

commercial bank, including VBSP. The distance is probably an inaccurate proxy for many observations. Moreover, 

the coverage of the VBSP microcredit program has been expanded over time. Increased lending to groups has been 

organized in villages where microcredit groups can be formed by credit group members with the presence of village 

heads or local authorities rather than lending to individuals at the VBSP branch. Therefore, the time varying effects 

could possibly make this variable an inappropriate proxy for VBSP credit availability in the current context.  

The impact estimator for household per capita income is positive and significant at the 1% level. The result 

confirms the positive impact of microcredit programs on household income. This result is consistent with the findings 

of Zaman (1999), Sarangi (2007) and Nguyen (2008), but contradicts Coleman’s study (2006) which shows an 

ambiguous impact of a microcredit program on income indicators in Thailand.  

Table 8 compares the program and microloan impacts between the MRD and Vietnam. All impact estimators 

are positive and significant to the household per capita expenditure and income. This finding suggests two important 

points: participation in a microcredit program has benefited the target households and the marginal effect of microloan 

significantly contributed to either household consumption or income. There is a large difference in the magnitude of 

the impact, provided that endogeneity has been significantly controlled for in the models. The greater impacts of 

microcredit are found in the MRD than in the whole country for both the consumption and income models.  

Table 8.  Summary of Impact Estimators of VBSP Microcredit Program using IV-FE Models 

 The MRD  Vietnam 

Impact variable ln per capita 

Expenditure  

ln per capita 

Income  

 ln per capita 

Expenditure  

ln per capita 

Income 

Program participation  2.1146*** 1.6659***  1.4140*** 0.8369*** 

 [0.6159] [0.5835]  [ 0.1629] [0.1351]    

Microloan (1,000 dong) 0.3531** 0.2543**  0.3116*** 0.1629*** 

 [0.1473] [0.1294]  [0.0738] [0.0488] 

Number of observations 1,052 1,050  5,096 5,094 

Notes:  1. *, **, and ***  indicate significance level at 10%, 5%, and 1%, respectively.  

             2. Robust S.E. (with sampling weight error corrected) are in brackets.                        
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The impact estimators are significant at the 1% level, while the MRD impact estimators of microloan on 

consumption and income are significant at the 5% and 10% level, respectively. The significantly high magnitude of 

the MRD impact estimators at lower significance levels is largely due to two possibilities. First is the smaller sample 

size of MRD that produces larger variances of the impact estimators in the model. Another possibility can be explained 

based on Morduch’s (1998) claim about the weak instrument identification problem. The instruments are supposed to 

pick up any systematic heterogeneity such as land ownership, entrepreneurial skills, etc., that may correlate with 

program participation. However, weak instrument identification in models E2 and I2 indicates that the instruments 

fail to account for such systematic heterogeneity. As a result, the unobserved heterogeneity, for example, ‘better 

borrowers’ get bigger loans, yield what appears to be positive insignificant marginal impacts in the models.  

IV. CONCLUSION 

This paper examines the impact of microcredit program on rural households in the MRD and Vietnam. 

Controlling for program heterogeneity at individual, household, village, commune, and regional levels, the results of 

IV-FE models document a positive and significant impact of the microcredit program participation and microloan in 

household per capita consumption at the national level. Greater impacts were found for the microcredit programme in 

the MRD compared to its country average, assuming that the endogeneity was significantly controlled for in the 

models. This greater impact is largely attributed to the observed factors at the regional level; however, unobserved 

factors such as, individual heterogeneity, are also believed to contribute to the differences. This is because the people 

in the MRD region are more business oriented than other regions, access to microcredit helps reduce the capital 

constraint, which likely improves marginal productivity of capital hence increases income and consumption. This 

occurs even in micro and small-scale business at the rural household level.  

One unexpected finding arising from this study is that the instrumental variable’s validity is subject to a time 

varying effect. The instrumental variables used to account for unobserved endogeneity in impact evaluation likely 

change with changes of economic conditions where microcredit programmes are implemented. This is particularly so 

when the poverty rate of the commune remains valid but the distance to the nearest bank is inconsistent and 

insignificant. The inconsistency of IV may cause inconsistent impact estimators from the IV-FE models because 

instruments encountering endogeneity likely face weak instrument identification. This time varying effect requires 

extra caution when IV-FE models are used to evaluate programme impact.  

This study provides evidences of long-term impact of the formal microcredit programme to the rural area. 

Future research in Vietnam can expand to look at the dynamic impact of microcredit programmes. As past credit and 

the length of microcredit participation is believed to contribute to a wider concept of impact evaluation, i.e., dynamic 

impact. A confirmation of the dynamic impact of microcredit programmes provides further evidence whether the 

programme impacts accrue beyond the participation period.
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Table 1. Description of Variables using VHLSS 2008 

  Borrowers  Non-borrowers 

Variables Description Mean S.D.   Mean S. D.  

1. Individual characteristics      

AGE Age of household head (years) 46.90 10.86  50.89 13.44 

GENDER Gender of household head 0.78 0.41  0.74 0.44 

ETHNIC Ethnic group (1= ethnic group, 0=Kinh)  3.31 5.49  1.88 3.52 

MARRIED Marital status (1=married, 0=otherwise) 0.86 0.35  0.81 0.39 

 Completed education degree of head      

PRI_SCHO Head with primary school 0.01 0.07  0.01 0.08 

SEC_SCHO Head with secondary school 0.26 0.44  0.27 0.44 

HIG_SCHO Head with high school 0.33 0.47  0.29 0.45 

TEC_DEGRE Head with technical degree 0.10 0.30  0.14 0.35 

UNI_DEGRE Head with university degree 0.01 0.07  0.01 0.10 

POST_GRAD Head with post-grad degree 0.01 0.09  0.04 0.19 

2. Household characteristics      

HH_SIZE Household size  4.54 1.63  4.12 1.67 

R_FEMALE Ratio of female members 0.51 0.18  0.52 0.20 

R_BELOW16 Ratio of member below 16 0.26 0.21  0.22 0.21 

R_ABOVE60 Ratio of member above 60 0.06 0.14  0.14 0.27 

R_WAGRI Ratio of members working in agriculture 0.47 0.29  0.39 0.33 

R_WINDUS Ratio of members working in industry 0.28 0.25  0.25 0.26 

R_WSERV Ratio of members working in services 0.12 0.21  0.15 0.23 

R_PRI_SCHO Ratio of members with primary school 0.26 0.25  0.25 0.26 

R_SEC_SCHO Ratio of members with secondary school  0.26 0.26  0.24 0.26 

R_HIG_SCHO Ratio of members with high school  0.14 0.22  0.15 0.23 

R_UNI_DEGRE Ratio of members with tertiary education 0.01 0.05  0.03 0.12 

NUM_SDAYS Number of day-off due to illness per member 7.15 6.48  6.67 6.19 

LAND_ACROP Area of annual crop land (m2) 4309.05 8685.75  3459.07 9890.42 

LAND_PCROP Area of perennial crop land (m2) 1538.86 11269.48  1270.29 6203.83 

LAND_WSURF Area of aquaculture water surface (m2) 195.25 1341.47  406.68 4598.76 

RE_OVERSEAS Oversees remittance (1,000 VND) 504.70 4533.89  1218.28 8815.66 

RE_DOMESTIC Domestic remittance (1,000 VND)  1605.16 3391.04  2460.80 7597.42 

PENSION Pension (1,000 VND) 608.56 2861.87  1496.57 5655.33 

SAVINGS Savings (1,000VND) 37.75 426.46  656.57 9199.07 

POOR_CER Poor certified households 0.34 0.47  0.11 0.32 

3. Village and commune characteristics      

GEO_CSTAL Coastal area  0.07 0.26  0.07 0.25 

GEO_DELTA Delta 0.36 0.48  0.55 0.50 

GEO_MIDLAND Midland/hilly land  0.05 0.22  0.07 0.25 
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GEO_LMOUNT Low mountainous areas 0.23 0.42  0.18 0.38 

GEO_HMOUNT High mountainous areas 0.29 0.45  0.13 0.34 

CR_COM Having car road commune  0.81 0.39  0.69 0.46 

DE_CENTER Distance to the nearest extension centre (km) 12.96 10.86  10.96 8.83 

NF_ENTER Having nonfarm enterprise commune 0.49 0.50  0.53 0.50 

TR_VILLA Having traditional-village commune 0.08 0.27  0.10 0.30 

CR_VILLA Having car road village  0.75 0.43  0.63 0.48 

4. Instrumental variables      

R_POVERY Poverty ratio by commune authority 0.24 0.17  0.16 0.14 

D_BANK Distance to the nearest bank (km)  9.19 3.24  7.80 2.67 

 Number of observations 556  3,571 

Source: The Vietnam Household Living Standard Survey in 2008, GSO. 
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Table 2. Results for IV Fixed Effects Models for VBSP Microcredit Impact on Household Per Capita Expenditure 

 First-Stage Regression   Second-Stage Regression 

      ln per capita Expenditure 

Variable Program Amount of Formal Microcredit  Program Amount of Formal Microcredit 

 The MRD Vietnam The MRD Vietnam  The MRD Vietnam The MRD Vietnam 

Participation in VBSP      2.1150*** 1.4140***   

      [0.6160] [0.1630]   

ln Formal Microcredit        0.3530** 0.3120*** 

        [0.1470] [0.0728] 

1. Individual factors          

AGE 0.0010 0.0029*** 0.0051 0.0124  -0.0015 0.0010 -0.0013 0.0013 

 [0.0014] [0.0010] [0.0119] [0.0111]  [0.0041] [0.0024] [0.0049] [0.0042] 

GENDER 0.1190 0.0112 0.8210 0.0535  -0.1070 -0.0528 -0.1450 -0.0532 

 [0.0830] [0.0519] [0.7540] [0.4650]  [0.2180] [0.0941] [0.2980] [0.148] 

ETHNIC -0.0066 0.0056 -0.2560* 0.0364  0.0210 -0.0199*** 0.0963 -0.0246* 

 [0.0237] [0.0056] [0.1440] [0.0573]  [0.0515] [0.0068] [0.0660] [0.0137] 

MARRIED -0.0355 0.0099 -0.3050 0.2540  0.0110 0.0848 0.0441 0.0148 

 [0.0444] [0.0350] [0.4490] [0.3670]  [0.1520] [0.0805] [0.2050] [0.1260] 

PRI_SCHO 0.0291 0.0209 0.3420 0.1430  -0.0787 0.0906 -0.1480 0.0849 

 [0.0517] [0.0639] [0.3700] [0.6450]  [0.2180] [0.1380] [0.2370] [0.2330] 

SEC_SCHO -0.0223 -0.0037 0.2250 -0.2990  0.0522 0.0768 -0.0758 0.1620* 

 [0.0429] [0.0257] [0.3550] [0.2610]  [0.1090] [0.0513] [0.1310] [0.0970] 

HIG_SCHO -0.1180 -0.0198 -0.7340 -0.2750  0.2420 0.0733 0.2480 0.1300 

 [0.0778] [0.0369] [0.7310] [0.3390]  [0.1960] [0.0666] [0.3050] [0.1150] 

TEC_DEGRE -0.1000 -0.1090** -0.1400 -0.5920  0.1330 0.1410 -0.0337 0.1700 

 [0.0686] [0.0475] [0.6520] [0.4330]  [0.2010] [0.0915] [0.2600] [0.1500] 

UNI_DEGRE -0.0381 0.0260 0.3030 -1.2650  0.4710*** 0.1450 0.2950 0.5990** 

 [0.0691] [0.0789] [0.5860] [1.0220]  [0.1590] [0.1670] [0.2190] [0.2790] 

POST_GRAD -0.0440 -0.2450** 0.7000 -1.4180  0.5470** 0.2730 0.2250 0.3810 

 [0.1000] [0.0953] [0.8540] [0.9370]  [0.2580] [0.1990] [0.3400] [0.3250] 

2. Household factors          

HHSIZE -0.0138 -0.0132* 0.0077 -0.0064  -0.0704** -0.0917*** -0.1040** -0.1100*** 

 [0.0131] [0.0069] [0.1270] [0.0789]  [0.0341] [0.0136] [0.0461] [0.0271] 

R_FEMALE 0.0076 0.0131 0.6160 0.2750  -0.4380* -0.0121 -0.6410* -0.0765 

 [0.1170] [0.0590] [0.9310] [0.6030]  [0.2580] [0.1170] [0.3610] [0.2050] 

R_BELOW 16 0.0857 0.0037 0.8430 0.5850  -0.4330 -0.3780*** -0.5570 -0.5590*** 

 [0.1330] [0.0645] [1.1980] [0.570]  [0.2940] [0.1150] [0.4370] [0.1920] 

R_ABOVE 60 -0.0352 -0.0805 -0.9620 -0.7550  0.1280 0.1720 0.3990 0.2990 

 [0.0917] [0.0498] [0.9430] [0.4910]  [0.2390] [0.1200] [0.3540] [0.1920] 

R_WAGRI -0.0632 0.0012 -0.4620 -0.1160  0.0961 -0.0867 0.1220 -0.0486 
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 [0.0651] [0.0310] [0.5670] [0.3040]  [0.1510] [0.0591] [0.2220] [0.1020] 

R_WINDUS 0.0756 0.0771** 0.0778 0.3850  -0.1860 0.0200 -0.0522 0.0082 

 [0.0597] [0.0376] [0.5510] [0.3600]  [0.1480] [0.0685] [0.1990] [0.1190] 

R_WSERV 0.0430 -0.0147 0.0516 0.0882  -0.1380 0.1280 -0.0688 0.08110 

 [0.0797] [0.0465] [0.6530] [0.4230]  [0.2060] [0.0898] [0.2520] [0.1470] 

R_PRI_SCHO 0.0345 -0.0127 0.7360 0.0735  0.00562 0.1460* -0.1800 0.1140 

 [0.0882] [0.0443] [0.7920] [0.4520]  [0.1860] [0.0843] [0.3080] [0.1540] 

R_SEC_SCHO 0.2280* 0.0585 1.8140 0.4480  -0.0628 0.1970* -0.2150 0.1560 

 [0.1250] [0.0568] [1.1230] [0.5630]  [0.3030] [0.1100] [0.5000] [0.1950] 

R_HIG_SCHO 0.1380 0.2690*** 0.0382 1.9520**  0.5030 0.2070 0.8060* -0.0080 

 [0.1220] [0.0704] [1.264] [0.731]  [0.3190] [0.1410] [0.4730] [0.2880] 

R_UNI_DEGRE 0.0818 0.3570* 0.4330 2.1180  -0.6230 0.2140 -0.5930 0.0849 

 [0.1390] [0.2080] [1.0130] [1.8920]  [0.4770] [0.3500] [0.5190] [0.6000] 

NUM_SDAYS -0.0037* -0.0010 -0.0101 -0.0062  0.0081* 0.0028 0.0036 0.0031 

 [0.0019] [0.0010] [0.0159] [0.0086]  [0.0047] [0.0017] [0.0057] [0.0028] 

LAND_ACROP 8.80e-08 8.63e-07 7.62e-08 7.18e-06  3.32e-06* 3.08e-06** 3.53e-06** 2.15e-06 

 [2.63e-07] [8.94e-07] [2.28e-06] [7.92e-06]  [1.76e-06] [1.57e-06] [1.79e-06] [2.43e-06] 

LAND_PCROP -1.63e-06 1.68e-06* 7.20e-06 9.77e-06  2.52e-05* 2.32e-07 1.95e-05 -7.73e-08 

 [7.55e-07] [9.73e-07] [3.36e-05] [9.41e-06]  [1.45e-05] [2.41e-06] [1.50e-05] [3.23e-06] 

LAND_WSURF -8.65e-07 4.43e-07 -1.22e-05* 6.51e-06  1.02e-05** 1.01e-05*** 1.25e-05*** 8.73e-06*** 

 [1.12e-07] [1.04e-06] [6.97e-06] [6.84e-06]  [3.99e-06] [2.97e-06] [3.54e-06] [3.26e-06] 

RE_OVERSEAS -1.19e-07 -8.04e-07 -1.64e-05 -8.02e-06  7.25e-06 2.97e-06** 1.06e-05 4.41e-06** 

 [1.80e-07] [7.03e-07] [1.49e-05] [6.49e-06]  [5.49e-06] [1.23e-06] [7.25e-06] [2.20e-06] 

RE_DOMESTIC 9.23e-07 -6.23e-07 -1.51e-05 -4.63e-06  2.32e-05*** 1.31e-05*** 3.03e-05*** 1.37e-05*** 

 [2.08e-06] [5.81e-07] [2.17e-05] [4.47e-06]  [4.86e-06] [3.36e-06] [8.20e-06] [3.71e-06] 

PENSSION -9.26e-06 -6.56e-06** -8.97e-05 -5.56e-05  4.12e-05** 1.56e-05** 5.40e-05** 2.40e-05* 

 [8.09e-06] [2.76e-06] [6.66e-05] [3.46e-05]  [1.61e-06] [6.15e-06] [2.40e-05] [1.27e-05] 

SAVINGS -2.40e-06 -1.14e-06 -7.90e-06 -3.81e-06  2.56e-05** 1.64e-05*** 2.38e-05 1.65e-05*** 

 [3.76e-06] [9.29e-07] [3.78e-05] [8.35e-06]  [1.24e-05] [4.56e-06] [1.69e-05] [5.62e-06] 

POOR_CER -0.0365 0.0502 0.2960 0.6150**  -0.0311 -0.1410** -0.2160 -0.2620** 

 [0.0746] [0.0325] [0.7270] [0.3130]  [0.1630] [0.0533] [0.2440] [0.1090] 

3. Village and commune          

CR_COMMUNE 0.0038 0.0345 -0.3820 -0.2300  0.0662 0.1170 0.2150 0.2530 

 [0.0617] [0.0681] [0.5510] [0.4980]  [0.1410] [0.0998] [0.1980] [0.1460] 

DE_CENTER -0.0075** -0.00361** -0.0693** -0.0265*  0.0102 0.0009 0.0189* 0.0034* 

 [0.0032] [0.0017] [0.0268] [0.0151]  [0.0074] [0.0027] [0.0113] [0.0052] 

NF_ENTER 0.0297 -0.0022 0.0187 -0.2850*  -0.0591 0.0904*** -0.0054 0.1740*** 

 [0.0395] [0.0177] [0.3610] [0.1680]  [0.0990] [0.0320] [0.1300] [0.0590] 

TR_VILLA -0.0110 0.0229 0.5010* 0.2840  0.0410 -0.0342 -0.1520 -0.0929 

 [0.0378] [0.0265] [0.2720] [0.2450]  [0.1010] [0.0485] [0.1360] [0.0818] 
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CR_VILLA 0.0367 0.0242 0.8480** 0.3320  0.0335 -0.0596 -0.1800 -0.1190 

 [0.0473] [0.0258] [0.4120] [0.2600]  [0.1120] [0.0507] [0.2080] [0.0931] 

Regional dummy          

GEO_CSTAL  -0.2220**  -0.3910   0.1920  0.3330 

  [0.1100]  [1.0750]   [0.1570]  [0.3010] 

GEO_DELTA  -0.2420**  0.5450   0.1270  0.1070 

  [0.1160]  [1.1040]   [0.1170]  [0.2240] 

GEO_MIDLAND  -0.1780*  0.4910   -0.0594  -0.0240 

  [0.0998]  [0.9550]   [0.0977]  [0.1920] 

GEO_LMOUNT  -0.1580*  0.2340   0.1290  0.1930 

  [0.0844]  [0.7960]   [0.0807]  [0.1570] 

4. Instrumental variables          

D_NBANK 0.0307 -0.0239** 0.2260 0.0683      

 [0.0272] [0.0105] [0.2120] [0.0972]      

R_POVERTY -0.8520*** -0.8000*** -4.5710** -3.2730***      

 [0.2360] [0.0886] [2.1290] [0.7500]      

Number of observations 1,052 5,096 1,052 5,096  1,052 5,096 1,052 5,096 

Note: 1. Robust Standard Errors are in the brackets 

  2.* ,**, and *** indicate significant level at 10%, 5%, and 1%, respectively. 
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Table 3.  Results of IV Fixed Effects Models for VBSP Microcredit Impact on Household Per Capita Income 
 

 First-Stage Regression  Second-Stage Regression 

      ln per capita income 

Variable Program Amount of Formal 

Microcredit 

 Program Amount of Formal Microcredit 

 The MRD Vietnam The MRD Vietnam  The MRD Vietnam The MRD Vietnam 

Participation in VBSP      1.6660** 0.8370***   

      [0.5830] [0.1350]   

ln Formal Microcredit        0.2540** 0.1620*** 

        [0.1290] [0.0459] 

1. Individual factors          

AGE 0.0007 0.0028*** 0.0035 0.0120  0.0010 0.0006 0.0013 0.0012 

 [0.0013] [0.0010] [0.0118] [0.0111]  [0.0040] [0.0026] [0.0044] [0.0033] 

GENDER 0.1090 0.0117 0.7350 0.0580  0.0397 0.0604 0.0309 0.0592 

 [0.0814] [0.0518] [0.7410] [0.4650]  [0.2320] [0.0850] [0.2740] [0.1040] 

ETHNIC -0.0057 0.0057 -0.2480* 0.0369  0.0843 -0.0116 0.1370* -0.0137 

 [0.0241] [0.0056] [0.1470] [0.0574]  [0.0700] [0.0088] [0.0805] [0.0115] 

MARRIED -0.0299 0.0096 -0.2580 0.2510  -0.0845 0.0210 -0.0645 -0.0129 

 [0.0437] [0.0349] [0.4400] [0.3660]  [0.1730] [0.0772] [0.2000] [0.0944] 

PRI_SCHO 0.0287 0.0208 0.3390 0.1420  0.0102 -0.0372 -0.0403 -0.0371 

 [0.0506] [0.0639] [0.3640] [0.6460]  [0.1920] [0.1100] [0.1870] [0.1490] 

SEC_SCHO -0.0260 -0.0047 0.1940 -0.3080  0.1510 0.0386 0.0562 0.0838 

 [0.0427] [0.0256] [0.3530] [0.2610]  [0.1060] [0.0458] [0.1150] [0.0664] 

HIG_SCHO -0.1180 -0.0202 -0.7350 -0.2780  0.3340* 0.0600 0.3200 0.0880 

 [0.0773] [0.0368] [0.7280] [0.3390]  [0.1770] [0.0587] [0.2440] [0.0771] 

TEC_DEGRE -0.0949 -0.1080** -0.0965 -0.5850  0.2460 0.1230 0.1060 0.1260 

 [0.0684] [0.0475] [0.6500] [0.4330]  [0.2080] [0.0877] [0.2330] [0.1060] 

UNI_DEGRE -0.0331 0.0265 0.3450 -1.2600  0.1720 0.1630 0.0420 0.4050 

 [0.0685] [0.0789] [0.5810] [1.0190]  [0.2790] [0.1840] [0.2970] [0.2560] 

POST_GRAD -0.0466 -0.2450** 0.6790 -1.4160  1.3010*** 0.1860 1.0690*** 0.2200 

 [0.0998] [0.0954] [0.8490] [0.9370]  [0.3360] [0.1820] [0.3530] [0.2340] 

2. Household factors          

HHSIZE -0.0146 -0.0133* 0.00123 -0.0071  -0.0552* -0.0889*** -0.0819** -0.1000*** 

 [0.0130] [0.0069] [0.1260] [0.0788]  [0.0303] [0.0124] [0.0372] [0.0179] 

R_FEMALE 0.0273 0.0180 0.7810 0.3150  -0.6120** -0.1200 -0.7690** -0.1550 

 [0.1160] [0.0589] [0.9150] [0.6010]  [0.2420] [0.1060] [0.3040] [0.1390] 

R_BELOW 16 0.0365 -0.0063 0.4320 0.5030  -0.5230* -0.3650*** -0.5820 -0.4560*** 

 [0.1250] [0.0639] [1.1400] [0.5660]  [0.2720] [0.1020] [0.3430] [0.1290] 

R_ABOVE 60 -0.0455 -0.0822* -1.0480 -0.7700  0.0333 0.0101 0.2340 0.0700 
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 [0.0909] [0.0498] [0.9370] [0.4910]  [0.240] [0.1130] [0.2990] [0.1420] 

R_WAGRI -0.0888 -0.00436 -0.6750 -0.1620  0.1890 -0.0217 0.2100 0.0002 

 [0.0616] [0.0306] [0.5450] [0.3020]  [0.1460] [0.0533] [0.1950] [0.0677] 

R_WINDUS 0.0723 0.0756** 0.0504 0.3720  0.1040 0.3200*** 0.2140 0.3230*** 

 [0.0593] [0.0376] [0.5490] [0.3590]  [0.1500] [0.0587] [0.1730] [0.0781] 

R_WSERV 0.1030* -0.0021 0.5500 0.1930  0.0909 0.3770*** 0.1200 0.3440*** 

 [0.0580] [0.0454] [0.4750] [0.4160]  [0.1880] [0.0805] [0.2020] [0.1000] 

R_PRI_SCHO 0.0439 -0.0101 0.8150 0.0958  0.0207 0.1850** -0.1120 0.1650 

 [0.0878] [0.0442] [0.7850] [0.4520]  [0.1830] [0.0786] [0.2680] [0.1060] 

R_SEC_SCHO 0.2380* 0.0591 1.8990* 0.4530  0.1110 0.2110** 0.03210 0.1980 

 [0.1230] [0.0568] [1.1130] [0.5630]  [0.2950] [0.1040] [0.4290] [0.1320] 

R_HIG_SCHO 0.1440 0.2680*** 0.0938 1.9470***  0.3220 0.1580 0.5680 0.0770 

 [0.1200] [0.0704] [1.2490] [0.7310]  [0.3290] [0.1320] [0.4050] [0.1940] 

R_UNI_DEGRE 0.1280 0.3590* 0.8180 2.1380  -1.5380** 0.3360 -1.5200** 0.3110 

 [0.1370] [0.2080] [0.9770] [1.8920]  [0.7280] [0.3480] [0.7420] [0.4150] 

NUM_SDAYS -0.0030 -0.0009 -0.0043 -0.00508  0.0014 0.0006 -0.0027 0.0005 

 [0.0018] [0.0010] [0.0151] [0.00857]  [0.0042] [0.0015] [0.0045] [0.0019] 

LAND_ACROP 8.43e-08 8.57e-07 4.49e-08 7.13e-06  1.28e-05*** 1.16e-05*** 1.30e-05*** 1.12e-05*** 

 [2.61e-07] [8.91e-07] [2.38e-06] [7.89e-06]  [2.36e-06] [1.89e-06] [2.43e-06] [2.18e-06] 

LAND_PCROP -1.49e-06 1.68e-06* 8.36e-06 9.79e-06  2.77e-05* 2.44e-06 2.33e-05* 2.54e-06 

 [7.53e-06] [9.74e-07] [3.38e-05] [9.43e-06]  [1.67e-05] [2.67e-06] [1.21e-05] [2.06e-06] 

LAND_WSURF -1.07e-06 2.40e-07 -1.39e-05** 4.82e-06  5.26e-06 5.64e-06 6.99e-06* 5.11e-06 

 [1.19e-06] [1.07e-06] [6.84e-06] [6.83e-06]  [4.07e-06] [3.68e-06] [4.03e-06] [3.73e-06] 

RE_OVERSEAS -1.28e-06 -7.95e-07 -1.71e-05 -7.94e-06  1.47e-05*** 1.43e-05*** 1.69e-05** 1.49e-05*** 

 [1.80e-06] [7.01e-07] [1.50e-05] [6.47e-06]  [5.47e-06] [1.44e-06] [6.94e-06] [1.58e-06] 

RE_DOMESTIC 6.35e-07 -6.31e-07 -1.75e-05 -4.69e-06  2.21e-05*** 1.73e-05*** 2.74e-05*** 1.76e-05*** 

 [2.05e-06] [5.82e-07] [2.14e-05] [4.50e-06]  [5.69e-06] [2.54e-06] [7.26e-06] [2.70e-06] 

PENSSION -8.84e-06* -6.61e-07** -8.62e-05 -5.60e-05  6.66e-05*** 2.41e-05*** 7.47e-05*** 2.79e-05*** 

 [8.05e-06] [2.76e-06] [6.64e-05] [3.45e-05]  [1.38e-05] [5.40e-06] [1.90e-05] [7.86e-06] 

SAVINGS -2.36e-06 -1.14e-07 -7.52e-06 -3.82e-06  1.34e-05 1.64e-05*** 1.21e-05 1.65e-05*** 

 [3.72e-06] [9.32e-07] [3.75e-05] [8.34e-06]  [9.32e-06] [4.53e-06] [1.22e-05] [5.00e-06] 

POOR_CER -0.0396 0.0504 0.2700 0.6170**  0.0199 -0.1540*** -0.1190 -0.2120*** 

 [0.0743] [0.0325] [0.7280] [0.3120]  [0.1470] [0.0475] [0.1980] [0.0722] 

3. Village and commune          

CR_COMMUNE 0.0052 0.0345 -0.3710 -0.2310  0.1160 0.1150 0.2300 0.1940* 

 [0.0607] [0.0679] [0.5450] [0.4960]  [0.1460] [0.1020] [0.1780] [0.1140] 

DE_CENTER -0.0075** -0.0036* -0.0693*** -0.0265*  -0.0075 -0.0030 -0.0020 -0.0020 

 [0.0032] [0.0017] [0.0267] [0.0151]  [0.0069] [0.0026] [0.0100] [0.00345] 

NF_ENTER 0.0292 -0.0021 0.0147 -0.2850*  0.0374 0.0831*** 0.0817 0.1270*** 

 [0.0395] [0.0177] [0.3600] [0.1680]  [0.0950] [0.0265] [0.1100] [0.0374] 
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TR_VILLA -0.0123 0.0233 0.4900* 0.2870  0.0566 -1.11e-05 -0.0807 -0.0286 

 [0.0375] [0.0265] [0.2660] [0.2450]  [0.1030] [0.0406] [0.1240] [0.0521] 

CR_VILLA 0.0364 0.0242 0.8460** 0.3320  -0.0128 -0.0367 -0.1600 -0.0627 

 [0.0475] [0.0258] [0.4120] [0.2600]  [0.1130] [0.0435] [0.1830] [0.0616] 

Regional dummy          

GEO_CSTAL  -0.2210**  -0.3800   -0.0633  0.0040 

  [0.1110]  [1.0760]   [0.1340]  [0.1800] 

GEO_DELTA  -0.2390**  0.5690   -0.0785  -0.0896 

  [0.1160]  [1.1050]   [0.0914]  [0.1330] 

GEO_MIDLAND  -0.1760*  0.5120   -0.1840**  -0.1620 

  [0.0997]  [0.9550]   [0.0781]  [0.1170] 

GEO_LMOUNT  -0.1570*  0.2500   0.0274  0.0619 

  [0.0843]  [0.7960]   [0.0607]  [0.0937] 

4. Instrumental variables          

D_NBANK 0.0323 -0.0236** 0.2390 0.0702      

 [0.0272] [0.0105] [0.2110] [0.0972]      

R_POVERTY -0.8200*** -0.7980*** -4.2970** -3.2530***      

 [0.2320] [0.0885] [2.1060] [0.7500]      

Number of observations 1,050 5,094 1,050 5,094  1,050 5,094 1,050 5,094 

Note: 1. Robust Standard Errors are in the brackets 

          2.* ,**, and *** indicate significant level at 10%, 5%, and 1%, respectively. 
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Table 4. Tests for Underindentification, Endogeneity, Weak Instruments, and Weak Instrument-Robust Inference for IV Fixed Effects Models 

Using the VietnamSample 

 IV Equation Consumption Equation  Income Equation 

1. Underidentification test  Program Chi2(2) = 88.09***  Chi2(3) = 87.69*** 

Kleibergen-Paap LM statistic  p-value = 0.000  p-value = 0.000 

 Microcredit Chi2(2) = 19.25***  Chi2(2) = 19.09*** 

Kleibergen-Paap LM statistic  p-value = 0.000  p-value = 0.000 

2. Test of endogeneity  

Durbin-Wu-Hausman statistic 

Program Chi2(1) =111.81*** 

p-value = 0.000 

 Chi2(1) =42.08*** 

p-value = 0.000 

 

Durbin-Wu-Hausman statistic 

Microcredit Chi2(1) =116.63*** 

p-value = 0.000 

 Chi2(1) =39.49*** 

p-value = 0.000 

3. Weak IV identification test: Program    

Cragg-Donald F statistic  43.27  43.08 

 Microcredit    

Cragg-Donald F statistic   9.76   9.68 

4. Weak instrument-robust inference Program Chi2(2)=139.53***  Chi2(2)=64.47*** 

Anderson-Rubin Wald test Microcredit p-value = 0.000  p-value = 0.000 

Note: 1.  * ,  **, and *** indicate significance level at 10%, 5%, and 1% that Ho is not true, respectively. 

2. Critical values for the Weak IV identification tests are based on Stock and Yogo (2005) tables. 

- Given the desired maximal bias of IV estimator relative to OLS estimator (5%), Cragg-Donald F statistics reject Ho of Weak IV identification  at the 

5% level for  IV fixed effect models of programme impact on the consumption and income equations.  

- Given the desired maximal bias of IV estimator relative to OLS estimator (20%), Cragg-Donald F statistics reject Ho of Weak IV identification at the 

5% level for  IV fixed effect models of microcredit impact on the consumption and income equations.  
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Table 5. Tests for Underidentification, Endogeneity, Weak Instruments and Weak Instrument-Robust Inference for IV Fixed Effects Models 

Using the MRD Sample 

 IV Equation Consumption Equation  Income Equation 

1. Underidentification test  Program Chi2(2) = 15.53***  Chi2(3) = 14.86*** 

Kleibergen-Paap LM statistic  p-value = 0.000  p-value = 0.000 

 Microcredit Chi2(2) = 6.40**  Chi2(2) = 5.85* 

Kleibergen-Paap LM statistic  p-value = 0.041  p-value = 0.054 

2. Test of endogeneity  

Durbin-Wu-Hausman statistic 

Program Chi2(1) = 33.85*** 

p-value = 0.000 

 Chi2(1) = 19.87*** 

p-value = 0.000 

 

Durbin-Wu-Hausman statistic 

Microcredit Chi2(1) = 35.95*** 

p-value = 0.000 

 Chi2(1) = 19.31*** 

p-value = 0.000 

3. Weak IV identification test: Program    

Cragg-Donald F statistic  7.27  6.80 

 Microcredit    

Cragg-Donald F statistic  2.97  2.80 

4. Weak instrument-robust inference Program Chi2(2)= 51.78***  Chi2(2)= 35.16*** 

Anderson-Rubin Wald test Microcredit p-value = 0.000  p-value = 0.000 

Note: 1.  * ,  **, and *** indicate significance level at 10%, 5%, and 1% that Ho is not true, respectively. 

           2. Critical values for the Weak IV identification tests are based on Stock and Yogo (2005) tables. 

               Given the desired maximal bias of IV estimator relative to OLS estimator (5%),  Cragg-Donald F statistics do not reject Ho of Weak IV identification  

at the5% level for  IV fixed effect models of programme and microcredit impact on the consumption and income equations. 
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Abstract: Low mathematics performance of students due to their negative attitude towards mathematics has 

propelled math reforms geared towards establishing an interactive math learning environment believing that 

this will improve students’ attitudes. Among these innovations is the integration of multimedia and student-

centered activities. This study investigated the effect of using multimedia and student-centered activities on the 

attitude of Saint Mary’s University Science High School (SMUSHS) Grade 8 students towards mathematics. 

Furthermore, it examined if students’ gender, mathematics performance and Multiple Intelligences had 

influenced that change. The Mathematics Attitudinaire was administered to 92 respondents before and after the 

intervention to see if there is a change in their attitude towards mathematics. During the three-week 

intervention, multimedia and student-centered activities were incorporated in the teaching-learning process. 

Results showed a significantly positive change in the students’ attitudes towards mathematics after the 

intervention in terms of attitude scores and level of attitude. Students’ responses from the interview indicated 

that the use of multimedia and student-centered activities influenced this change in their attitude. Furthermore, 

analysis using effect size revealed that the intervention is recommended for implementation. However, results 

showed no significant relationship in the change in attitude and each of the profile variables. 

 

Keywords: attitude, multimedia, student-centered 

 

I. INTRODUCTION 

Modern civilization demands a mathematically competent society. According to Gonzales (2000), in 

order to join the mainstream of a global society and to advance in the field of science and technology, a society 

must equip itself with profound skills in mathematics.  

However, along with the rampant modernization is the prevailing problem on the performance of 

students in mathematics which is caused by their negative attitude towards the subject. Benjamin Bloom 

recognized the inseparable link between affective and cognitive domain (Howard, 2008) which supports the 

claim of Schweinle et al. (2006) that affect is essential to student experience in mathematics lessons and that 

students’ acquisition of mathematics skills is in conjunction with the affective variables.  

While mathematics is a gateway to success, failure in the subject can impede students in choosing an 

undergraduate course. This has propelled Mathematics educators to implement math reforms geared towards 

establishing an interactive math learning environment believing that this will improve students’ attitudes. 

Among these innovations is the integration of multimedia and student-centered activities in the teaching-

learning process which were found effective in improving not only students’ performance but even their attitude 

in mathematics. 
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Multimedia, or mainstreaming of technology media like sound clips, video clips and others, (Aloraini, 

2012) has greatly contributed to the evolution of new ideas and innovative teaching strategies in the teaching-

learning process improving the way teachers teach and students learn Multimedia provide multiple sensory 

modalities which make students more motivated to learn. 

On the other hand, student-centered activities provide a learning environment where students are more 

motivated and encouraged to participate. Students are provided activities where they have the opportunities to 

work individually or collaboratively with others, set their own goals and monitor their performance through self-

reflections.  

The main feature of multimedia and student-centered activities is interactivity which makes them 

complement each other in creating better mathematics learning environment leading to more positive students’ 

attitudes toward mathematics. 

As shown in the previous researches, the use of multimedia and student-centered approach significantly 

contributes to the improvement of students’ attitude towards a certain subject (Neo & Neo, 2009). However, the 

effect of multimedia and student-centered activities to this change in their attitude may be further influenced by 

some other factors like gender, academic performance and multiple intelligences.  

Interest in conducting studies on attitudes towards mathematics and its significant relationship to 

academic performance date back several years ago. This research, on the other hand, sought to hear the voice of 

the students. Instead of just focusing on the students’ attitudes towards mathematics and its effect to their 

academic performance, the change in the attitude towards mathematics was analyzed as impacted by the use of 

multimedia and student-centered activities and how this change in attitude is related to gender, mathematics 

performance and multiple intelligences. 

 

II. MATERIALS AND METHODS 

This study used the quantitative and qualitative approaches and the descriptive correlational approach. 

Data were gathered from 92 out of the 96 Grade 8 students enrolled at Saint Mary’s University Science High 

School. 

The Mathematics Attitudinaire was administered before and after the intervention to see if there is a 

change in their attitude towards mathematics. During the three-week intervention, multimedia and student-

centered activities were incorporated in the teaching-learning process. Additional data were collected from 16 

respondents who were purposely chosen to undergo the interview.  

The change in attitude of the students, as influenced by the use of multimedia and student-centered 

activities, was correlated with students’ gender, mathematics performance and multiple intelligences using the 

Pearson Product-Moment Correlation.  

The t-test for independent samples was also utilized to determine if differences in gender, mathematics 

performance and multiple intelligences are significant in the change in students’ attitude towards mathematics. 

Furthermore, the t-test for paired samples was utilized to determine whether there is a significant difference in 

students’ attitudes towards mathematics before and after the intervention. 

To see if the intervention is practically significant, effect size was computed and interpreted. 
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The Wilcoxon Signed rank test was used to determine whether there is a difference in students’ 

attitudes towards mathematics before and after the intervention, computed per item.  The test is the non-

parametric equivalent of the one-sample t-test. 

III. RESULTS AND DISCUSSION 

3.1. Profile of the Respondents 

3.1.1. Academic Performance 

When the respondents were arranged in terms of mathematics performance it was found out that 

13.15% of the students got a failing grade while the other 86.85% of the respondents got grades ranging from 

75-97. The mean grade of the students was 81.7%. According to the Criteria for Assessing Students’ 

Performance passed by the Department of Education, mathematical performance of the students was under the 

level of approaching proficiency. 

 

3.1.2. Multiple Intelligences 

According to the eight distinct multiple intelligences, most of the students perceived that they have 

good verbal/linguistic intelligence (56.5%), good visual/spatial intelligence (44.6%), very good 

logical/mathematical intelligence (50%), very good bodily/kinesthetic intelligence (48.9%), very good musical 

intelligence (47.8%), very good interpersonal intelligence (47.8%), very good intrapersonal intelligence (54.3%) 

and very good naturalistic intelligence (47.8%). 

 

3.2. Students’ Attitude towards Mathematics 

3.2.1. Students’ Attitude towards Mathematics before the Intervention 

Table 1. Pre-test Attitude Score 

Pre-test Score Attitude towards mathematics f % 

66 - 80 Highly Positive (HP) 22 23.9 

51 – 65 Positive (P) 51 55.40 

36 – 50 Negative (N) 17 18.5 

20 - 35 Highly Negative (HN) 2 2.2 

                                       Mean 58.75 

 

 As gleaned from the table, 22 or 23.9% of the respondents had highly positive attitude towards 

mathematics and 51 or 55.4% were found to have positive attitude towards math. On the other hand, 17 or 

18.5% of the respondents demonstrated negative attitude while the other 2 or 2.2% had a highly negative 

attitude towards mathematics. The results imply that about four-fifths (80%) of the respondents had favorable 

attitude towards mathematics even before the intervention. Generally, the attitude mean score of the students 

was 58.75 which also falls under positive level of attitude toward mathematics. 

While the results contradicted the claim of Buckley (2013) that negative attitude towards mathematics 

of students is so prevalent in high school classrooms, these findings replicated the results of other studies that 

students have a relatively positive attitude towards mathematics. (Tezer & Karasel, 2010; Yilmaz et al, 2010; 
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Fan, Quek, Yan, Mei, Lionel & Yee, 2005, as cited by Mohamed 2011). These can also be supported by the 

studies of Ma (1999) and Wigfield et al. (1994) which revealed that while some students display negative 

attitude towards mathematics, generally, there are still more students who demonstrated positive attitude 

towards mathematics (Hosack, 2008).  

 

3.2.2. Students’ Attitude towards Mathematics before the Intervention 

Table 2. Post-test Attitude Score 

Post-test Score Attitude towards mathematics f % 

66 – 80 Highly Positive (HP) 37 40.2 

51 – 65 Positive (P) 45 48.9 

36 – 50 Negative (N) 9 9.8 

20 – 35 Highly Negative (HN) 1 1.1 

                             Mean 62.82 

  

As shown in Table 2, results of the posttest attitudinaire indicate that 37 or 40.2% of the respondents 

were found to have highly positive attitude towards mathematics while 45 or 48.9% of the respondents 

demonstrated positive attitude. On the other hand, 10 or 10.87% of the respondents displayed negative attitude. 

This can be attributed to the fact that as children grow, their attitude becomes stable making it hard to change 

(Wade, 2013). The findings imply that after the intervention, there were already 82 or about 90% of the 

respondents who demonstrated favorable attitude toward mathematics. Overall, the attitude mean score of the 

students in the posttest increased from 58.75 to 62.82 which also falls under the positive level of attitude. 

This only shows that with the use of multimedia and student-centered activities, the number of students 

who have positive attitude towards mathematics increased. The same result was found in the studies of Casema 

& Oliva (2013), Eng, et al. (2009) and Hosack (2008) which revealed that the use of multimedia and student-

centered activities improved students’ attitude towards mathematics.  

 

3.2.3. Change in Students’ Attitude towards Mathematics 

Table 3. Frequency Distribution of the Students According to the Change in Attitude Scores 

Change in Score Type of Change f % 

(-16) – (-1) Negative 18 19.6 

0 No change 8 8.7 

1 - 19 Positive 66 71.7 

 

 Results reveal that not all students displayed positive change in their attitude toward mathematics.  As 

gleaned from Table 3, out of 92, 66 or 71.7% of the respondents showed a positive change in their attitude 

towards mathematics. On the other hand, 18 or 19.6% of the respondents displayed negative change and 8 or 

8.7% of the respondents showed no change at all.  
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 The data imply that not all students were positively affected by the use of multimedia and student-

centered activities. This can be explained by the fact that 5 or 5.4% of the respondents have highly positive 

attitude scores and 2 or 2.2% obtained positive attitude scores in the pretest and posttest. The negative change in 

their attitude, on the other hand, can be caused by other factors since according to Mohammed et al. (2011), 

students’ attitude towards mathematics can be influenced by several factors which can be associated with the 

students themselves (math anxiety, math achievement, self-efficacy, etc.), the school (teacher, learning 

environment, teaching materials, etc.); and the society (home, peers, parents, etc.). Furthermore, the four 

students who displayed the most negative change in attitude towards mathematics, interestingly responded 

favorably towards the use of multimedia and student-centered activities. Some of their responses during the 

interview are found in Table 19. 

 

 Table 4 shows the distribution of the respondents in terms of levels and change in attitude towards 

mathematics before and after the intervention. 

 

Table 4. Frequency Distribution According to the Change in Level of Attitude towards Mathematics 

 

Level 

Pretest Posttest Change 

 

% 
 

% 
 

% 

Highly Negative 2 2.20 1 1.10 -1 -1.10 

Negative 17 18.50 9 9.80 -8 -8.70 

Positive 51 55.40 45 48.90 -6 -6.50 

Highly Positive 22 23.90 37 40.20 15 16.30 

Negative 19 20.65 10 10.87 -9 -9.78 

Positive 73 79.35 82 89.13 9 9.78 

 

 As gleaned from Table 4, the number of students who had highly negative attitude towards mathematics 

decreased from 2 to 1 and the number with negative level of attitude decreased from 17 to 9. On the other hand, 

there was also a decrease in the count of students who had positive attitude from 51 to 45. Interestingly, the 

results show that during the pretest, 22 students displayed highly positive attitude but during the posttest, the 

number of students increased to 37. In general, from the 19 students who had negative attitude towards 

mathematics before the intervention, nine (47.33%) demonstrated positive change. Similarly, from the 73 

students who were found to have positive attitude towards mathematics even before the intervention, nine 

displayed positive change. This implies that only 18 students demonstrated positive change in their level of 

attitude towards mathematics. This result can be explained by the fact that some students may have 

demonstrated positive change in their attitude score but remained in their level of attitude. On the other hand, 

some students were not able to overcome their negative attitude towards mathematics due to other factors. This 

claim can be supported by responses of some students who were interviewed. 
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Table 5. Correlation of Pre-test and Post-test Attitude Scores 

Attitudinaire N Mean SD 
Std. Error 

Mean 
Correlation Sig. 

Pre-test 92 58.75 10.71 1.12 
.793 .000 

Post-test 92 62.82 10.47 1.09 

 

 To determine the effect of multimedia and student-centered activities on the attitude toward mathematics 

of the respondents as a whole, analysis of the respondents’ scores in the Mathematics Attitude Questionnaire 

before and after the intervention, was carried out. Table 20 presents the overall results of the pre-test and post-

test scores of the respondents. 

 The correlation coefficient of 0.793 shows that there exists a high positive correlation between the 

pretest score (mean = 58.75, sd = 10.71) and posttest score (mean = 62.82, sd = 10.47). This means that if a 

student has a high pretest score, then his posttest score is also high.  

 Table 6 presents the difference between the students’ attitude towards mathematics in terms of their 

scores. 

 

Table 6. Comparison between Mean Pre-test and Post-test Attitude Scores 

 
Paired Differences 

t df Sig.       

(2-tailed) Mean sd SEM 

Pretest-Posttest -4.0652 6.8127 .7103 -5.723 91 .0001 

Effect size .598 

 

The results in the table indicate that at an alpha level of 0.05, the difference between the pre-test and 

post-test attitude mean scores is statistically significant (p=.000). This implies that students’ attitude towards 

mathematics improved after the intervention. In order to support this finding, some of the responses of the 

respondents who demonstrated a positive change in their attitudes towards mathematics were cited.  

 The effect size of 0.598 means that the impact of the intervention was medium or average. This implies 

that the use of multimedia and student-centered activities can be recommended for application since it was 

proven to have an average impact on the change in attitude towards mathematics of students in terms of scores. 

Table 7. Comparison between Pre-test and Post Test Level of Attitude towards Mathematics 

Wilcoxon Signed Ranks Test posttest_r - pretest_r 

Z -4.226b (based on negative ranks.) 

Asymp. Sig. (2-tailed) .0001 

 

 Table 7 shows that using an alpha level of 0.05, there exists a significant difference (p=0.000) in the 

level of students’ attitude towards mathematics before and after the intervention. This means that generally, 

students demonstrated a positive change in their level of attitude towards mathematics. The result further  
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implies that the use of multimedia and student-centered activities had been effective in changing the students’ 

attitude towards mathematics. The same result was revealed in the studies of Curtis (2006) and Casema & Oliva 

(2013) which reported that interactive multimedia and learner-oriented activities improved students’ attitude 

towards mathematics. This can be further supported by the students’ responses presented in Table 8. 

 

Table 8. Responses of Students after the Intervention 

Student Responses* 

Val 

 The activities were challenging and interesting because during group 

activities, we share ideas. We understood the lessons well which 

inspired us more to recite. 

 I love the group activities and other interactive activities.  

Thea 

 I found the activities fun and educational because these helped us 

understand more the lesson. I also participated well and actively. 

 The activities were also exciting since they were often done in pairs or 

groups. We can work better with others. 

 I also want to have some outdoor activities in math classes. 

Wil 

 The activities were easy for me because the teacher taught us very well 

with exciting, interesting, and interactive activities like group activities 

and the use of PowerPoint presentations. These motivated us to be more 

participative. 

Yel 

 What I love the most were the use of PowerPoint presentations, sharing 

of pick-up lines and many enjoyable activities. 

 I hope there are more games and group activities in mathematics 

learning. 

    *Translated 

  

 The respondents who were interviewed indicated that the use of multimedia, like interactive PowerPoint 

presentations, animations, videos, sound clips and illustrations, and the integration of student-centered activities, 

like individual, pair and group activities, games, various examples, “pick-up lines”, individual recitation and 

peer tutoring, were the main factors that led to the positive change in their attitudes towards mathematics.  

 A similar result is yielded from the study of Teoh &Neo (2009) which showed that multimedia 

significantly affected students’ attitudes towards mathematics. Likewise, Eng et al. (2009) also noted that 

student-centered activities improved students’ attitude towards mathematics.  

 According to the students’ responses, the fusion of multimedia and student-centered activities in the 

teaching-learning process provided them a more interesting, fun and interactive mathematics learning which 

motivated them to listen intently, participate actively and work collaboratively. These are actually the key 

features of multimedia (Teoh & Neo, 2009) and student-centered activities (Zakaira, 2012; Eng, et.al, 2009), to 

increase the level of engagement, motivation and interaction of the student towards their learning tasks which 

will eventually lead to a positive attitude towards mathematics. Furthermore, according to Lev Vygotsky, 

proponent of the social constructivism theory, social interaction helps students construct knowledge most 
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especially through the so called “scaffolding” or with the help of more knowledgeable others (Casem & Oliva, 

2013). Such event in the learning process is very essential in the field of mathematics. 

 While result shows a significantly positive change, its impact on the level of attitudes of students was 

only approaching medium or average magnitude (effect size = .44). This may be attributed to factors like length 

of time the intervention was used and availability of multimedia materials. 

 

Table 9. Correlation Values with the Change in Attitude towards Mathematics 

Variables r Sig. 

Gender .022 .833 

Mathematics Performance .039 .709 

Verbal/Linguistic .183 .080 

Logical/Mathematical .069 .515 

Visual/Spatial .061 .566 

Bodily/ Kinesthetic .027 .797 

Musical .119 .260 

Interpersonal .091 .389 

Intrapersonal .076 .472 

Naturalistic .081 .228 

 

The values indicate positive correlations between the change in attitude and each of the profile 

variables. However, the correlations are not significant.  This is indicated by the p-values which are greater than 

.05. This implies that gender, mathematics performance, verbal/linguistic intelligence, logical/mathematical 

intelligence, visual/spatial intelligence, bodily/kinesthetic intelligence, musical intelligence, interpersonal 

intelligence, intrapersonal intelligence and naturalistic intelligence do not have any bearing on the effect of 

multimedia and student-centered activities on the change in students’ attitude towards mathematics. 

 

IV. CONCLUSION 

Based on the above findings, the following conclusions were obtained: 

1. (a) The distribution of the male and female respondents was almost the same.  

(b) The mathematical performance of the students was under the level of approaching proficiency. 

(c) In terms of eight multiple intelligences, the students have good verbal/linguistic intelligence, good 

visual/spatial intelligence, very good logical/mathematical intelligence, very good bodily/kinesthetic 

intelligence, very good musical intelligence, very good interpersonal intelligence, very good 

intrapersonal intelligence and very good naturalistic intelligence. 

2. The attitude towards mathematics before the intervention of the students was favorable and was more 

favorable after the intervention.   

3. The students demonstrated a significant positive change in their attitude towards mathematics after the 

intervention. 
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4. The use of multimedia and student-centered activities was found to be effective in improving the 

students’ attitude towards mathematics. Such strategies can be implemented.  

5. Student’s gender, mathematics performance, verbal/linguistic intelligence, logical/mathematical 

intelligence, visual/spatial intelligence, bodily/kinesthetic intelligence, musical intelligence, interpersonal 

intelligence, intrapersonal intelligence and naturalistic intelligence were not related to the change in attitude 

towards mathematics of the students.  
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Abstract : International food service is rapidly increasing, thus eating up a huge part of the Filipino market. Due 

to this reason, local restaurants are now losing their market, resulting to the decrease in their sales This research 

of Filipino consumer behaviour towards foreign food service  explore and determine the factors, and how these 

international-themed restaurants influence the Filipino customers. This study is aimed to determine the food 

preference of Filipino consumers who dine out, the different food attributes, restaurant atmosphere and service 

that affect their preferences in the fine-dining food industry, the level of satisfaction on international and local 

food services, and the relationship between income and occupation on their satisfaction rates with both local 

(homegrown) and international (foreign) restaurant. The respondents were randomly selected who are residing 

in Metro Manila ages 18 - 39. The researchers selected purposively the restaurants both local and foreign to be 

ranked by the randomly chosen respondents. It is recommended that the management of international (foreign) 

industry further improve their services and to stick to their uniqueness as a brand to be able to plant the flag in 

the Philippines. Similar study can be conducted to validate the results of this study using other distinct and specific 

variables and respondents. 

 

Keywords: Casual-Dining, Food attributes, Restaurant Atmosphere, Restaurant Service, International 

(foreign) Restaurant, Local (homegrown) Restaurant 

 
 

I. INTRODUCTION 

In the past ten years, the Philippines experienced an explosion of diversity in both restaurant concepts and 

menu choices. Consequently, foreign-origin and international-themed food concepts flourished in the country like 

the British brand Costa Coffee, which opened its first store in the country last 2015 (www.philstar.com/business, 

August 01, 2015); a famous Japanese cheese-tart shop made its presence in the country when it opened its first 

branch in Manila last September 2016 ( http://cnnphilippines.com/life/leisure/food/2016/09/15/pablo-manila-

launch.html). Moreover, the Western food-service brand Tim Horton is set to further expand in Asia. Restaurant 

Brands International, the multinational owner and operator of Tim Hortons, will have the Philippines as the first 

stop in Southeast Asia. The reason for the latter is “because the country has a strong economy and a fast-growing 

quick-service market”, said Daniel Schwartz, its chief executive (http://www.cbc.ca/news/business/tim-hortons-

philippines-expansion-1.3698484). In the statement of Schwartz, it is evident that after experiencing a growth of 

six per cent (6%) annually from 2010 to 2016 on the gross domestic product (GDP), the Philippines, who is 

previously c4hghy7alled as the “sick man of Asia”,   has been doing economically well for the past six years, ( 

http://www.gov.ph/report/gdp).  

Riding on the Philippine economic development, which is expected to continue on until the 

administration of President Rodrigo Duterte, local food services have been expanding and continuing to add food 

   

http://sareb-journal.org/
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http://cnnphilippines.com/life/leisure/food/2016/09/15/pablo-manila-launch.html
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offerings to their respective consumers. In line with this, having more than seven hundred fifty (750) branches 

nationwide (http://www.jollibee.com.ph/about-us/), the Philippines’ local fast-food giant, Jollibee, continues to 

open more stores locally. To better cater to ever changing preferences of its customers, Jollibee have already 

offered twenty four (24) hours (www.jollibee.com.ph/services/ ) daily delivery for selected stores, and new 

product variants and sizes like their new Cheesy Bacon Mushroom Champ and Jolly Spaghetti Family Plan 

(www.jollibeedelivery.com). Popular casual dining restaurant Gerry’s Grill, which started in 1997, has now more 

than seventy five (75) stores across the Philippines (http://www.gerrysgrill.com/ph/about-us.php), and now 

accommodates Filipino gatherings such as wedding, baptism and birthday gatherings on top of their continuous 

menu innovations and additional services such as delivery which was being offered only by quick-serve 

restaurants.   

  

This evolution reflects an industry that has been responsive to changing consumer tastes and preferences 

as well as entrepreneurs finding opportunities to gain profit. Today, international-themed restaurants undeniably 

have become a part of Filipino’s culture as the new palate that will influence the behavior of the citizens in the 

Philippines. The Philippines’ full-service restaurant sector mostly offers Asian cuisine, but North American 

restaurants have the largest scale of growth in terms of value sales. Consequently, more international and 

multinational foodservice companies are interested to enter the Philippine market (www.agr.gc.ca, July 2014) due 

to the warm welcome, acceptance, and strong support that it is has been getting from the Filipino consumers for 

the past few years (www.manilareviews.com, July 2010). Its growth might have been the result of the Filipino 

consumers’ need to try something new. Furthermore, Filipinos still remain as value-conscious consumers  

 

The growth of this industry was caused by the Filipino consumer’s cravings to something innovative or 

exotic. Filipinos are considered as value (www.agr.gc.ca/resources, July 2014), therefore, international-themed 

restaurants in the Philippines are convenient for the Filipino consumers because they can now try different cuisines 

from different culture and countries without having to spend a big amount of money because it is already served 

near their location. (http://gain.fas.usda.gov, 2014). 

  

 This study of Filipino consumer behaviour in food service industry explored and determined the various 

factors affecting Filipino consumers’ choice of food service.  The research was able to discern which between 

international-themed and local food service performs is more preferred by the local consumers. 

 

II. MATERIALS AND METHODS

The study covered five hundred (500) 

respondents who were chosen randomly. Research 

participants were asked to answer on-line survey 

questionnaire. The time period for data collection 

was from October 13 to November 11, 2016.     

 

In addition, the research was focused only 

in casual dining restaurants (CDR) in the 

Philippines. A casual restaurant is defined as a sit 

down restaurant with a waiter service and a 

moderate price point. Normally the price range 

would be between P300 to P700 per person for a 

meal or a shared meal (www.philstar.com, June 

http://www.jollibee.com.ph/about-us/
http://www.jollibee.com.ph/services/
http://jollibeedelivery.com/?gclid=Cj0KEQjwkdHABRCHiZ2gs6yGh50BEiQAA91WlrQwLRc-UscJlLu7NCEd124uRZfxylk4w1kVZlLJJMAaAlT58P8HAQ
http://www.gerrysgrill.com/ph/about-us.php
http://www.agr.gc.ca/resources/prod/Internet-Internet/MISB-DGSIM/ATS-SEA/PDF/6524-eng.pdf
http://manilareviews.com/
http://www.agr.gc.ca/resources
http://gain.fas.usda.gov/Recent%20GAIN%20Publications/Food%20Service%20-%20Hotel%20Restaurant%20Institutional_Manila_Philippines_12-29-2014.pdf
http://www.philstar.com/opinion/2015/06/07/1463112/world-casual-dining
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2015). In the survey, respondents were asked to rank 

a pre-selected list of popular food service shops that 

offers casual dining services. The names of the 

restaurants were based from rankings made by 

Zomato.com (please check). Zomato is a popular 

restaurant search and discovery service that operates 

in twenty-three countries worldwide including the 

Philippines.   

 

Below is the list of restaurants included in the 

study: 

 

International (Foreign) 

Restaurants 
Zomato 

Rating  
Local 

(Homegrown

) 

Restaurants 

Zomato 

Rating  

Ramen Nagi  
(8 Locations)  

4.3 Aristocrat  
(10 

Locations) 

4.0 

Banapple 
(13 Locations) 

4.2 Gerry’s Grill  
(31 

Locations) 

3.7 

Racks  
(13 Locations)  

4.0 Barrio Fiesta  
(5 Locations)  

3.6 

Yabu  
(11 Locations) 

3.9 Max’s  
(77 

Locations) 

3.6 

Cafe Shibuya  
(4 Locations) 

3.8 Classic 

Savory 
 (41 

Locations)   

3.5 

Pepper Lunch (10 

Locations)  
3.6 La Mesa Grill  

(9 Locations) 
3.5 

Luk Foo Cantonese 

Kitchen  
(8 Locations) 

3.5 Seafood 

Island  
(16 

Locations) 

3.3 

Army Navy  
(36 Locations) 

3.5 Kuya J 

Restaurant  
(23 

Locations)  

3.1 

Shakey’s  
(79 Locations) 

3.2 Cabalen  
11 Locations) 

1.9 

Bon Chon  
(61 Locations) 

3.0   

 

Factors affecting consumer preferences in 

the selection of casual dining restaurants among 

respondents surveyed include: Food Attributes; 

Price, Flavour, Nutrients, Size of Portion, Aesthetic 

(food presentation), Serving Temperature, 

Freshness, Safety, Quantity, and Variety. Restaurant 

Atmosphere; Room Decoration, Sanitation, 

Proximity between tables, Background Music, 

Location, Parking Space. Restaurant Service; Order 

Accuracy, Responsiveness and friendliness of Staff, 

Wait time, Seating Capacity, Service Speed, 

Reputation, Availability of take-out, Payment 

Options and Availability of Wi-Fi.   

 

This study was anchored on the theory of 

Cognitive Approach, a consumer-decision model 

designed and further improved by Howard and 

Sheth in the year 1969 known as the “Theory of 

Buyer Behaviour”.  The model stressed that there is 

“a sophisticated integration of social, psychological 

and marketing influences on consumer choice into a 

coherent sequence of information processing.” 

(Foxall 1990 p. 10)  

 

The researchers also recognized a 

conceptual model showing the effects of 

Cosmopolitanism with Consumer Ethnocentrism, 

Brand Origins and Foreign Product Purchasing 

Behavior made by Parts and Vida’s study of The 

Effects of Consumer Cosmopolitanism on Purchase 

Behavior of Foreign v.s. Domestic Products. 

 

The study utilized a descriptive statistics 

type of research wherein it described the basic 

features of data gathered for the study. It provides 

simple data summaries and interpretation of 

quantitative data. 

 

Methodologies were used to cover diverse 

and varied social economic class across the country. 

Causal design was used in knowing the different 

satisfaction rates of consumers towards local and 

foreign food service statistically. 

 

         The respondents of the survey include 

consumers from different locations who dine out, 

mostly of people aging from 20 and below. 

 

The major data gathering instrument the 

researchers used was an online questionnaire 

consisting of tables and choices prepared by the 

researchers which was divided into three parts. Part 

I was about the consumer’s profile such as gender, 

age group, place of residence, educational 

attainment, occupation, monthly income range, and 

amount of money the consumers are willing to spend 

when dining out. Part II was about the local 

(homegrown) restaurants; how frequent the 

consumers visit, reasons why they visit, ratings of 
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the different food attributes, restaurant atmosphere, 

restaurant service, and top 5 favorite restaurants. 

Part III was about the international (foreign) 

restaurants;  how frequent the consumers visit, 

reasons why they visit, ratings of the different food 

attributes, restaurant atmosphere, restaurant service, 

top 5 favorite restaurants, and internal/external 

factors of restaurant attraction.  For statistical 

purposes, numerical weight were assigned to their 

respective responses and interpreted using the 

arbitrary scale, respectively: 3.25 - 4.0: Excellent 

2.50 – 3.24: Good; 1.75 –2.49: Satisfactory; 1.00 – 

1.74: Needs improvement.  

 

The test of validity of any measuring 

instrument, according to Sedonia, as cited by David 

(2002) depends to a great extent upon the fidelity of 

which it measures what it supposed to measure. 

Validity refers to the accuracy and effectiveness of 

the research instruments used.  

 
Foreign:  
Cronbach's Alpha 0.95 

Split-Half (odd-even) Correlation 0.94 
Spearman-Brown Prophecy 0.97 
Mean for Test 102.91 
Standard Deviation for Test 14.85 

KR21 2.47 
KR20 2.48 

 

 

 

 

 
Local:  
Cronbach's Alpha 0.95 

Split-Half (odd-even) Correlation 0.94 
Spearman-Brown Prophecy 0.97 
Mean for Test 93.13 
Standard Deviation for Test 16.40 

KR21 1.97 
KR20 1.98 

 

To be able to establish the validity of the 

content which will determine the selection of items 

to include in the test of the research instrument, the 

questionnaire was submitted to experts who are 

considered masters of their craft and are closely 

related to the field the researchers are studying. The 

suggestions of the jurors were used to further 

improve and assure accuracy with the results.  

 

The research instrument was reliable only 

when it is believed to be accurate as an instrument 

of the study (Campbell et al, 1963) as cited by 

Matthews et. al (1998). She further contends that the 

result of the test is considered reliable only when 

there are reasons for believing that the result is 

accurate and trustworthy.  

 

Since the questionnaire was drafted by the 

researchers, it was based solely on their point of 

views. For the researchers to know whether it was 

comprehensive enough and if the questions as a 

whole can answer their objectives, a reliability 

testing was done in order to know if all the questions 

were essential to the research. 

 

The questionnaire, after a few revisions, 

was distributed to a total of 20 respondents and 

tested for reliability using test retest method. The 

researchers used the Cronbach’s alpha to determine 

the consistency as to how close the relationship of 

each items together as a whole.  

 

Frequency counts, percentage, and mean, 

where the descriptive statistical tools were used in 

the study to determine the number and percentage of 

the respondents’ profiles. The mean was used to 

determine the satisfaction rates of Filipino 

consumers in local (homegrown) restaurants versus 

International (foreign) restaurants, satisfaction rates 

in terms of their buying power, the connection with 

consumers’ income, and their satisfaction in selected 

food establishments around Metro Manila

 

 

 

 

 

III. RESULTS AND DISCUSSION 

For the result tables that will follow the rating legend shown below. 
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Legend 
Excellent 4 
Very Good 3 
Good 2 
Fair 1 
Poor 0 

 

Table 1 Local (home-grown) restaurant food attributes rating of Respondents in the Philippines 

(N=500) 

 
Food Attributes Poor Fair Good Very Good Excellent Satisfaction Rate 

Price 1 30 157 199 92 2.8 
Flavour 0 18 104 251 106 3.0 
Nutrients 6 63 158 183 69 2.5 
Size of Portion 9 54 173 165 78 2.5 
Aesthetic (food presentation) 7 52 188 156 76 2.5 
Serving Temperature 7 39 156 177 100 2.7 
Freshness 4 57 139 174 105 2.7 
Safety 7 35 151 185 101 2.7 
Quantity 7 31 166 196 79 2.7 
  Variety 4 32 126 193 124 2.9 

OVERALL MEAN 2.7 

 

As shown in Table 1, it is a result representing the satisfaction rating of the different food attributes of 

local (homegrown) restaurants in Metro Manila, Philippines. The results are observed to be ranging from 2.5 to 

3.0 and having an overall mean equal to 2.7, which is equivalent to a “Very Good” rating. Out of the 10 stated 

attributes, (1) Flavour & Variety, (2)  Price and (3) Freshness, Safety, Serving Temperature  & Quantity was 

ranked as the most satisfying attributes in local (homegrown) restaurants. 

 

Table 2 International (foreign) restaurant food attributes rating of Respondents in the 

Philippines (N=500) 

 
Food Attributes Poor Fair Good Very Good Excellent Satisfaction Rate  

Price 10 69 184 146 45 2.3 
Flavour 0 3 63 229 159 3.2 
Nutrients 0 31 148 208 67 2.7 
Size of Portion 5 28 120 197 104 2.8 
Aesthetic (food presentation) 1 7 58 196 192 3.3 
Serving Temperature 0 10 81 215 148 3.1 
Freshness 0 15 103 211 125 3.0 
Safety 0 15 79 219 141 3.1 
Quantity 1 28 115 208 102 2.9 
Variety 2 12 72 182 186 3.2 

Overall Mean 3.0 

 

As shown in Table 2, it is a result representing the satisfaction rating of the different food attributes of 

international (foreign) restaurants in Metro Manila, Philippines. The results are observed to be ranging from 2.3 

to 3.3 and having an overall mean equal to 3.0, which is equivalent to a “Very Good” rating. Out of the 10 stated 

attributes, (1) Aesthetic (food preparation), (2) Flavor & Variety, (3) Safety & Serving temperature was ranked 

as the most satisfying attributes in international (foreign) restaurants. 
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Table 3 Local (home-grown) restaurant atmosphere rating of Respondents in the Philippines 

(N=500) 

 
Restaurant Atmosphere Poor Fair Good Very Good Excellent Satisfaction Rate 

Room Decoration 1 28 192 181 77 2.7 
Sanitation 5 52 181 168 73 2.5 
Proximity between tables 13 72 188 162 44 2.3 
Background Music 10 76 195 146 52 2.3 
Location 3 30 156 196 94 2.7 
Parking Space 29 93 181 132 44 2.2 

OVERALL MEAN 2.5 

 

As shown in Table 3, it is a result representing the satisfaction rating of the different restaurant 

atmospheric attributes of local (homegrown) restaurants in Metro Manila, Philippines. The results are observed to 

be ranging from 2.2 to 2.7 and having an overall mean equal to 2.5, which is equivalent to a “Very Good” rating. 

Out of the 6 stated attributes, (1) Location & Room Decoration (2) Sanitation, and (3) Background Music & 

Proximity was ranked as the most satisfying attributes in local (homegrown) restaurants. 

 

Table 4 International (foreign) restaurant atmosphere rating of Respondents in the Philippines 

(N=500) 

 
Restaurant Atmosphere Poor Fair Good Very Good Excellent Satisfaction Rate 

Room Decoration 0 7 59 197 191 3.3 
Sanitation 0 2 76 211 165 3.2 
Proximity between tables 1 18 92 204 139 3.0 
Background Music 2 23 98 194 137 3.0 
Location 7 24 111 180 132 2.9 
Parking Space 11 50 126 165 102 2.7 

Overall Mean 3.0 

 

As shown in Table 4, it is a result representing the satisfaction rating of the different restaurant atmospheric 

attributes of international (foreign) restaurants in Metro Manila, Philippines. The results are observed to be ranging 

from 2.6 to 3.3 and having an overall mean equal to 3.0, which is equivalent to a “Very Good” rating. Out of the 6 

stated attributes, (1) Room Decoration, (2) Sanitation, and (3) Background Music & Proximity was ranked as the most 

satisfying attributes in international (foreign) restaurants. 

 

Table 5 Local (home-grown) restaurant service rating of Respondents in the Philippines 

(N=500)  

 
Restaurant Service Poor Fair Good Very Good Excellent Satisfaction Rate 

Order Accuracy 2 29 136 207 105 2.8 
Responsiveness of Staff 4 38 143 206 88 2.7 
Friendliness of Staff 4 24 156 194 101 2.8 
Wait Time 19 68 199 142 51 2.3 
Seating Capacity 11 56 194 161 57 2.4 
Service Speed 9 63 191 160 56 2.4 
Reputation 2 34 157 201 85 2.7 
Availability of Take-out 3 32 119 202 123 2.9 
Payment Options 3 29 128 222 97 2.8 
Availability of Wi-Fi 67 98 152 113 49 2.0 

Overall Mean 2.6 

 

As shown in Table 5, it is a result representing the satisfaction rating of the different restaurant services 

offered by local (homegrown) restaurants in Metro Manila, Philippines. The results are observed to be ranging 
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from 2.0 to 2.9 and having an overall mean equal to 2.6, which is equivalent to a “Very Good” rating. Out of the 

10 stated services, (1) Availability of Take-Out, (2) Friendliness of staffs, Order Accuracy & Payment Options 

(3) Reputation & Responsiveness of Staff was ranked as the most satisfying attributes in local (homegrown) 

restaurants. 

 

 

Table 6 International (foreign) restaurant service rating of Respondents in the Philippines 

(N=500) 

 
Restaurant Service Poor Fair Good Very Good Excellent Satisfaction Rate 

Order Accuracy 0 4 88 213 149 3.1 
Responsiveness of Staff 1 7 99 215 132 3.1 
Friendliness of Staff 0 16 98 212 128 3.0 
Wait Time 3 46 170 164 71 2.6 
Seating Capacity 4 23 126 196 105 2.9 
Service Speed 2 33 136 193 90 2.8 
Reputation 0 7 80 202 165 3.2 
Availability of Take-out 1 23 103 186 141 3.0 
Payment Options 0 8 67 203 176 3.2 
Availability of Wi-Fi 13 34 95 178 134 2.9 

Overall Mean 3.0 

 

As shown in Table 6, it is a result representing the satisfaction rating of the different restaurant services 

offered by local (homegrown) restaurants in Metro Manila, Philippines. The results are observed to be ranging 

from 2.6 to 3.2 and having an overall mean equal to 3.0, which is equivalent to a “Very Good” rating. Out of the 

10 stated services, (1) Payment Options & Reputation, (2) Order Accuracy & Responsiveness of Staff, (3) 

Availability of Take-Out was ranked as the most satisfying attributes in local (homegrown) restaurants. 

 

 

Table 7 Occupation of Consumers and Satisfaction Rate towards Local (home-grown) 

restaurants in Metro Manila. (N= 500)  

 
Occupation Sample Size Satisfaction Rate 

Student 329 2.6 
Unemployed 17 2.6 

Employee 104 2.6 
Self-Employed 22 2.7 

Retired 7 2.7 
OVERALL MEAN 2.6 

 

As shown in Table 7, it presents the satisfaction rating of consumers with relation to their occupation 

towards local (homegrown) restaurants in Metro Manila. The rate of the 5 different occupation was found to be 

closely related to each other. Seeing as the results of satisfaction rate ranges from 2.6 - 2.7. Filipinos that belong 

to all occupation groups gave a “Very Good” overall satisfaction rating with regards to Local (homegrown) 

restaurants found in the Philippines.  
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Table 8 Occupation of Consumers and Satisfaction Rate towards International (foreign) 

restaurants in Metro Manila. (N=500) 

 
Occupation Sample Size Satisfaction Rate 

Student 315 3.0 
Unemployed 16 2.9 

Employee 96 2.9 
Self-Employed 21 3.0 

Retired 6 3.1 
Overall Mean 3.0 

 

 

As shown in Table 7, it presents the satisfaction rating of consumers with relation to their occupation 

towards local (homegrown) restaurants in Metro Manila. The rate of the 5 different occupation was found to be 

closely related to each other. Seeing as the results of satisfaction rate ranges from 2.9 - 3.1. Filipinos that belong 

to all occupation groups gave a “Very Good” overall satisfaction rating with regards to International (foreign) 

restaurants found in the Philippines. 

 

Table 9 Income of Consumers and Satisfaction Rate towards Local (home-grown) restaurants in 

Metro Manila. (N= 500) 

 
Income Sample Size Satisfaction Rate 

Not Applicable 224 2.5 
10,000 below 81 2.6 
10,001-30,000 91 2.6 
30,001-50,000 35 2.8 
50,001-70,000 14 2.6 
70,001-90,000 11 2.7 

90,001-110,000 5 3.0 
110,001 and above 18 2.4 

Overall Mean 2.7 

 

As shown in Table 9, it presents the satisfaction rating of consumers with relation to their income 

towards local (homegrown) restaurants in Metro Manila. The rate of the 8 different income range was found to 

be closely related to each other. Seeing as the results of satisfaction rate ranges from 2.4 - 3.0. Filipinos that 

belong to income range groups such as; 110, 001 and above and Not Applicable have been found to only give a 

“Good” overall satisfaction rating while those who belong to 10, 000 and below, , 10, 001 - 30, 000, 30, 001 - 

50, 000, 70, 001 - 90, 000, 90, 001 - 110, 000 and gave “Very Good” overall satisfaction rating with regards to 

Local (homegrown) restaurants found in the Philippines. 

 

Table 10 Income of Consumers and Satisfaction Rate towards International (foreign) 

restaurants in Metro Manila. (N=500)  

 
Income Sample Size Satisfaction Rate 

Not Applicable 215 2.9 
10,000 below 76 3.0 
10,001-30,000 82 2.9 
30,001-50,000 33 3.0 
50,001-70,000 14 3.1 
70,001-90,000 12 2.8 

90,001-110,000 4 3.1 
110,001 and above 18 3.1 

Overall Mean                              3.0 
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As shown in Table 10, it presents the satisfaction rating of consumers with relation to their income towards 

international (foreign) restaurants in Metro Manila. The rate of the 8 different income range was found to be closely 

related to each other. Seeing as the results of satisfaction rate ranges from 2.8 - 3.1. Filipino consumers gave the same 

rating equivalent to “Very Good” overall satisfaction rating towards International (foreign) restaurants found in the 

Philippines.  

 

Table 11 Top Favorite Local (home-grown) Restaurants in the Philippines 

 
Age Mean score of each restaurant for each age group 

Under 20 Aristocrat Barrio Fiesta Cabalen Gerry's Grill Kuya J Restaurant Lamesa Grill Max Savory Seafood 

Island 

 2 1 1 3 1 0 3 2 1 

          

20 - 29 Aristocrat Barrio Fiesta Cabalen Gerry's Grill Kuya J Restaurant Lamesa Grill Max Savory Seafood 

Island 

 2 1 1 3 1 0 3 2 1 

          

30 - 39 Aristocrat Barrio Fiesta Cabalen Gerry's Grill Kuya J Restaurant Lamesa Grill Max Savory Seafood 

Island 

 2 1 0 3 1 0 4 2 1 

          

40 - 49 Aristocrat Barrio Fiesta Cabalen Gerry's Grill Kuya J Restaurant Lamesa Grill Max Savory Seafood 

Island 

 2 1 1 2 1 1 3 2 1 

          

50 - 59 Aristocrat Barrio Fiesta Cabalen Gerry's Grill Kuya J Restaurant Lamesa Grill Max Savory Seafood 

Island 

 3 1 0 2 1 0 4 2 1 

          

60 and above Aristocrat Barrio Fiesta Cabalen Gerry's Grill Kuya J Restaurant Lamesa Grill Max Savory Seafood 

Island 

 2 2 0 3 1 1 3 0 1 

 

As shown in Table 11, it presents that all age groups Top Local Restaurant in the Philippines would be 

Max’s Restaurant as their top 1 favorite local (homegrown) restaurant.  

 

Table 12 Top 5 Favorite International (foreign) Restaurants in the Philippines. 

 
Age Mean score of foreign restaurants for each age group 

Under 20 Army/Navy Banapple BonChon Cafe Shibuya Luk Foo Cantonese 

Kitchen Pepper Lunch Racks Ramen Nagi Shakey's Yabu 

 2 1 2 0 0 1 1 1 3 2 

           

20 - 29 Army/Navy Banapple BonChon Cafe Shibuya Luk Foo Cantonese 

Kitchen Pepper Lunch Racks Ramen Nagi Shakey's Yabu 

 2 1 3 1 0 1 1 1 3 0 

           

30 - 39 Army/Navy Banapple BonChon Cafe Shibuya Luk Foo Cantonese 

Kitchen Pepper Lunch Racks Ramen Nagi Shakey's Yabu 

 1 1 3 0 0 2 2 1 3 0 
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40 - 49 Army/Navy Banapple BonChon Cafe Shibuya Luk Foo Cantonese 

Kitchen Pepper Lunch Racks Ramen Nagi Shakey's Yabu 

 1 2 1 1 1 1 1 3 1 0 

           

50 - 59 Army/Navy Banapple BonChon Cafe Shibuya Luk Foo Cantonese 

Kitchen Pepper Lunch Racks Ramen Nagi Shakey's Yabu 

 1 1 1 1 1 2 1 1 3 0 

           

60 and above Army/Navy Banapple BonChon Cafe Shibuya Luk Foo Cantonese 

Kitchen Pepper Lunch Racks Ramen Nagi Shakey's Yabu 

 3 0 1 0 2 1 4 1 3 0 

 

As shown in Table 12, it presents that almost all age groups’ top international (foreign) restaurant in the 

Philippines would be Shakey’s Restaurant with the exception of the age group 40 - 49 having Ramen Nagi and 

60 and above with Racks as their top 1 favorite international (foreign) restaurant. 

 

Table 13 Relationship of the 26 Factors/ Attributes of Local (Homegrown) Restaurants 
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nts] 
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om 
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ion] 
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] 
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y 
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n 
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es] 
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ic ] 
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on ] 
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ng 
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ce] 
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cy] 
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of 
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s of 
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f] 

[Wa

it 
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e] 

[Sea

ting 

Cap
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y] 

[Ser

vice 

Spe

ed] 

[Re
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atio

n] 

[Av

aila

bilit

y of 

Tak

e-

out] 

[Pa

yme

nt 

Opt

ions

] 

[Av

aila

bilit

y of 

Wi-

Fi] 

[Price] 1.0 0.4 0.3 0.5 0.2 0.3 0.3 0.2 0.5 0.3 0.2 0.3 0.3 0.2 0.3 0.3 0.3 0.3 0.2 0.5 0.3 0.4 0.2 0.3 0.2 0.2 
[Flavour] 0.4 1.0 0.6 0.5 0.6 0.5 0.6 0.5 0.5 0.6 0.5 0.5 0.4 0.3 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.5 0.4 0.4 0.4 
[Nutrients] 0.3 0.6 1.0 0.5 0.5 0.5 0.6 0.6 0.5 0.4 0.4 0.5 0.4 0.4 0.3 0.4 0.4 0.4 0.3 0.3 0.4 0.4 0.4 0.3 0.3 0.4 
[Size of Portion] 0.5 0.5 0.5 1.0 0.5 0.5 0.5 0.5 0.7 0.4 0.4 0.5 0.4 0.4 0.3 0.4 0.3 0.3 0.3 0.5 0.4 0.4 0.3 0.3 0.3 0.3 
[Aesthetic (food 

presentation)] 0.2 0.6 0.5 0.5 1.0 0.6 0.6 0.6 0.5 0.5 0.6 0.5 0.5 0.5 0.4 0.4 0.4 0.4 0.4 0.3 0.5 0.4 0.4 0.3 0.4 0.4 

[Serving 

Temperature] 0.3 0.5 0.5 0.5 0.6 1.0 0.7 0.6 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.4 0.5 0.4 0.5 0.4 0.5 0.5 0.5 0.4 0.4 0.4 

[Freshness] 0.3 0.6 0.6 0.5 0.6 0.7 1.0 0.7 0.6 0.5 0.5 0.6 0.5 0.5 0.4 0.4 0.5 0.5 0.5 0.4 0.5 0.4 0.5 0.4 0.4 0.4 
[Safety ] 0.2 0.5 0.6 0.5 0.6 0.6 0.7 1.0 0.6 0.6 0.5 0.6 0.5 0.4 0.5 0.4 0.4 0.4 0.4 0.4 0.5 0.4 0.5 0.4 0.3 0.4 
[Quantity ] 0.5 0.5 0.5 0.7 0.5 0.5 0.6 0.6 1.0 0.5 0.4 0.5 0.5 0.4 0.4 0.4 0.4 0.4 0.4 0.5 0.4 0.4 0.4 0.4 0.4 0.4 
[Variety ] 0.3 0.6 0.4 0.4 0.5 0.5 0.5 0.6 0.5 1.0 0.5 0.5 0.5 0.4 0.5 0.4 0.5 0.5 0.4 0.4 0.5 0.4 0.5 0.4 0.4 0.3 
[Room 

Decoration] 0.2 0.5 0.4 0.4 0.6 0.5 0.5 0.5 0.4 0.5 1.0 0.6 0.6 0.6 0.5 0.5 0.5 0.5 0.4 0.4 0.5 0.4 0.5 0.4 0.4 0.4 

[Sanitation] 0.3 0.5 0.5 0.5 0.5 0.5 0.6 0.6 0.5 0.5 0.6 1.0 0.7 0.6 0.6 0.4 0.4 0.4 0.4 0.4 0.5 0.4 0.5 0.4 0.3 0.4 
[Proximity 

between tables] 0.3 0.4 0.4 0.4 0.5 0.5 0.5 0.5 0.5 0.5 0.6 0.7 1.0 0.7 0.5 0.6 0.4 0.5 0.4 0.5 0.5 0.5 0.5 0.4 0.4 0.5 

[Background 

Music ] 0.2 0.3 0.4 0.4 0.5 0.5 0.5 0.4 0.4 0.4 0.6 0.6 0.7 1.0 0.6 0.5 0.4 0.4 0.4 0.4 0.5 0.4 0.4 0.3 0.4 0.5 

[Location ] 0.3 0.4 0.3 0.3 0.4 0.5 0.4 0.5 0.4 0.5 0.5 0.6 0.5 0.6 1.0 0.6 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.4 0.4 0.4 
[Parking Space] 0.3 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.5 0.4 0.6 0.5 0.6 1.0 0.4 0.4 0.4 0.5 0.5 0.5 0.4 0.3 0.4 0.5 
[Order 

Accuracy] 0.3 0.4 0.4 0.3 0.4 0.5 0.5 0.4 0.4 0.5 0.5 0.4 0.4 0.4 0.5 0.4 1.0 0.7 0.6 0.5 0.6 0.5 0.5 0.4 0.5 0.4 

[Responsiveness 

of Staff] 0.3 0.4 0.4 0.3 0.4 0.4 0.5 0.4 0.4 0.5 0.5 0.4 0.5 0.4 0.5 0.4 0.7 1.0 0.8 0.7 0.6 0.6 0.6 0.5 0.5 0.4 

[Friendliness of 

Staff] 0.2 0.4 0.3 0.3 0.4 0.5 0.5 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.5 0.4 0.6 0.8 1.0 0.6 0.5 0.6 0.6 0.5 0.5 0.4 

[Wait Time] 0.5 0.4 0.3 0.5 0.3 0.4 0.4 0.4 0.5 0.4 0.4 0.4 0.5 0.4 0.5 0.5 0.5 0.7 0.6 1.0 0.7 0.8 0.5 0.4 0.4 0.5 
[Seating 

Capacity] 0.3 0.4 0.4 0.4 0.5 0.5 0.5 0.5 0.4 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.6 0.6 0.5 0.7 1.0 0.7 0.6 0.5 0.5 0.4 

[Service Speed] 0.4 0.4 0.4 0.4 0.4 0.5 0.4 0.4 0.4 0.4 0.4 0.4 0.5 0.4 0.5 0.5 0.5 0.6 0.6 0.8 0.7 1.0 0.6 0.5 0.4 0.5 
[Reputation] 0.2 0.5 0.4 0.3 0.4 0.5 0.5 0.5 0.4 0.5 0.5 0.5 0.5 0.4 0.5 0.4 0.5 0.6 0.6 0.5 0.6 0.6 1.0 0.6 0.5 0.4 
[Availability of 

Take-out] 0.3 0.4 0.3 0.3 0.3 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.3 0.4 0.3 0.4 0.5 0.5 0.4 0.5 0.5 0.6 1.0 0.6 0.3 

[Payment 

Options] 0.2 0.4 0.3 0.3 0.4 0.4 0.4 0.3 0.4 0.4 0.4 0.3 0.4 0.4 0.4 0.4 0.5 0.5 0.5 0.4 0.5 0.4 0.5 0.6 1.0 0.5 

[Availability of 

Wi-Fi] 0.2 0.4 0.4 0.3 0.4 0.4 0.4 0.4 0.4 0.3 0.4 0.4 0.5 0.5 0.4 0.5 0.4 0.4 0.4 0.5 0.4 0.5 0.4 0.3 0.5 1.0 

 



A Study of Filipino Consumer Behaviour on Food Service Industry 

 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 596 | Page 

 As shown in Table 13, factors such as Food freshness, flavour, serving temperature, safety, Restaurant 

sanitation, Service speed and Wait time etc. that are directly related to food, service and convenience have the 

most impact on a Filipino consumers’ decision or preference in dining out in local (homegrown) restaurants.  

 

Table 14 Relationship of the 26 Factors/ Attributes of International (Foreign) Restaurants 
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ion] 

[Sa

nita

tion

] 

[Pr

oxi

mit

y 

bet

wee

n 

tabl

es] 

[Bac

kgro

und 

Mus

ic ] 

[Lo

cati

on ] 

[Pa

rki

ng 

Spa

ce] 
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f] 
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e] 
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ting 
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y] 
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ed] 
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put

atio

n] 
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bilit

y of 

Tak

e-

out] 

[Pa

yme

nt 

Opt

ions

] 

[Av

aila

bilit

y of 

Wi-

Fi] 

[Price] 1.0 0.4 0.5 0.4 0.2 0.3 0.4 0.4 0.5 0.3 0.3 0.3 0.4 0.3 0.4 0.4 0.3 0.4 0.3 0.5 0.4 0.5 0.3 0.3 0.3 0.3 
[Flavour] 0.4 1.0 0.5 0.5 0.6 0.6 0.6 0.6 0.4 0.5 0.5 0.5 0.4 0.4 0.4 0.3 0.5 0.5 0.4 0.4 0.4 0.4 0.5 0.4 0.4 0.3 
[Nutrients] 0.5 0.5 1.0 0.5 0.4 0.5 0.5 0.5 0.4 0.4 0.4 0.4 0.4 0.4 0.3 0.3 0.4 0.4 0.4 0.4 0.4 0.5 0.3 0.3 0.2 0.3 
[Size of Portion] 0.4 0.5 0.5 1.0 0.5 0.5 0.5 0.5 0.6 0.5 0.4 0.4 0.4 0.4 0.4 0.3 0.4 0.5 0.5 0.4 0.4 0.4 0.4 0.3 0.3 0.3 
[Aesthetic (food 

presentation)] 0.2 0.6 0.4 0.5 1.0 0.7 0.6 0.6 0.4 0.6 0.5 0.5 0.5 0.5 0.4 0.3 0.5 0.5 0.5 0.4 0.5 0.4 0.5 0.4 0.4 0.3 

[Serving 

Temperature] 0.3 0.6 0.5 0.5 0.7 1.0 0.7 0.6 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.3 0.6 0.5 0.5 0.4 0.5 0.5 0.5 0.5 0.4 0.3 

[Freshness] 0.4 0.6 0.5 0.5 0.6 0.7 1.0 0.7 0.5 0.6 0.6 0.6 0.5 0.5 0.4 0.3 0.5 0.5 0.5 0.4 0.5 0.5 0.5 0.4 0.4 0.3 
[Safety ] 0.4 0.6 0.5 0.5 0.6 0.6 0.7 1.0 0.5 0.6 0.5 0.6 0.5 0.5 0.4 0.4 0.5 0.6 0.6 0.5 0.5 0.5 0.5 0.5 0.5 0.4 
[Quantity ] 0.5 0.4 0.4 0.6 0.4 0.5 0.5 0.5 1.0 0.6 0.4 0.4 0.4 0.3 0.4 0.4 0.4 0.5 0.4 0.5 0.4 0.5 0.4 0.3 0.3 0.3 
[Variety ] 0.3 0.5 0.4 0.5 0.6 0.5 0.6 0.6 0.6 1.0 0.5 0.5 0.4 0.3 0.4 0.4 0.5 0.5 0.5 0.4 0.4 0.4 0.4 0.4 0.4 0.3 
[Room 

Decoration] 0.3 0.5 0.4 0.4 0.5 0.5 0.6 0.5 0.4 0.5 1.0 0.7 0.6 0.5 0.5 0.4 0.5 0.5 0.5 0.4 0.4 0.4 0.5 0.4 0.5 0.4 

[Sanitation] 0.3 0.5 0.4 0.4 0.5 0.5 0.6 0.6 0.4 0.5 0.7 1.0 0.6 0.6 0.5 0.4 0.5 0.6 0.6 0.5 0.5 0.5 0.5 0.5 0.5 0.4 
[Proximity 

between tables] 0.4 0.4 0.4 0.4 0.5 0.5 0.5 0.5 0.4 0.4 0.6 0.6 1.0 0.7 0.6 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.4 0.5 0.4 

[Background 

Music ] 0.3 0.4 0.4 0.4 0.5 0.5 0.5 0.5 0.3 0.3 0.5 0.6 0.7 1.0 0.6 0.5 0.5 0.5 0.5 0.4 0.5 0.5 0.5 0.5 0.4 0.4 

[Location ] 0.4 0.4 0.3 0.4 0.4 0.5 0.4 0.4 0.4 0.4 0.5 0.5 0.6 0.6 1.0 0.6 0.5 0.6 0.5 0.5 0.6 0.5 0.5 0.5 0.4 0.4 
[Parking Space] 0.4 0.3 0.3 0.3 0.3 0.3 0.3 0.4 0.4 0.4 0.4 0.4 0.5 0.5 0.6 1.0 0.3 0.5 0.4 0.6 0.5 0.5 0.4 0.4 0.3 0.4 
[Order 

Accuracy] 0.3 0.5 0.4 0.4 0.5 0.6 0.5 0.5 0.4 0.5 0.5 0.5 0.5 0.5 0.5 0.3 1.0 0.7 0.6 0.5 0.5 0.5 0.6 0.5 0.5 0.4 

[Responsiveness 

of Staff] 0.4 0.5 0.4 0.5 0.5 0.5 0.5 0.6 0.5 0.5 0.5 0.6 0.5 0.5 0.6 0.5 0.7 1.0 0.8 0.6 0.6 0.6 0.6 0.5 0.5 0.4 

[Friendliness of 

Staff] 0.3 0.4 0.4 0.5 0.5 0.5 0.5 0.6 0.4 0.5 0.5 0.6 0.5 0.5 0.5 0.4 0.6 0.8 1.0 0.6 0.6 0.6 0.6 0.5 0.5 0.4 

[Wait Time] 0.5 0.4 0.4 0.4 0.4 0.4 0.4 0.5 0.5 0.4 0.4 0.5 0.5 0.4 0.5 0.6 0.5 0.6 0.6 1.0 0.6 0.7 0.5 0.4 0.3 0.3 
[Seating 

Capacity] 0.4 0.4 0.4 0.4 0.5 0.5 0.5 0.5 0.4 0.4 0.4 0.5 0.5 0.5 0.6 0.5 0.5 0.6 0.6 0.6 1.0 0.7 0.6 0.5 0.4 0.4 

[Service Speed] 0.5 0.4 0.5 0.4 0.4 0.5 0.5 0.5 0.5 0.4 0.4 0.5 0.5 0.5 0.5 0.5 0.5 0.6 0.6 0.7 0.7 1.0 0.6 0.5 0.4 0.4 
[Reputation] 0.3 0.5 0.3 0.4 0.5 0.5 0.5 0.5 0.4 0.4 0.5 0.5 0.5 0.5 0.5 0.4 0.6 0.6 0.6 0.5 0.6 0.6 1.0 0.5 0.6 0.4 
[Availability of 

Take-out] 0.3 0.4 0.3 0.3 0.4 0.5 0.4 0.5 0.3 0.4 0.4 0.5 0.4 0.5 0.5 0.4 0.5 0.5 0.5 0.4 0.5 0.5 0.5 1.0 0.6 0.4 

[Payment 

Options] 0.3 0.4 0.2 0.3 0.4 0.4 0.4 0.5 0.3 0.4 0.5 0.5 0.5 0.4 0.4 0.3 0.5 0.5 0.5 0.3 0.4 0.4 0.6 0.6 1.0 0.5 

[Availability of 

Wi-Fi] 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.4 0.3 0.3 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.3 0.4 0.4 0.4 0.4 0.5 1.0 

 

 As shown in Table 14, factors such as flavour and serving temperature, quantity and size of portion, Food 

safety, Restaurant sanitation and decoration, etc. that are directly related to food, Restaurant ambiance, offered 

amenities and recommendations of friends, family or relative have the most impact on a Filipino consumers’ 

decision or preference in dining out in international (foreign) restaurants.  

 

IV. CONCLUSION 

On the basis of the findings, it can be concluded that the number of consumers’ residing in the Philippines 

were more inclined to being satisfied with their consumption towards International (foreign) food service. In a 

comparison between Local (homegrown) and International (foreign) restaurants’ service, atmosphere, and the 
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number of food attributes, the rating showed that most of the consumers rated International (foreign) restaurants 

higher in every factors. The occupations of the respondents in the survey was ranked by following:  students(238), 

employees(45), Self-employed(8), Unemployed(6), and lastly Retired(3). Out of the various local restaurants, 

results showed that Max’s restaurant ranked number one(with a satisfaction rate ranging from 2.50 to 4.33) as the 

most favorite local restaurants, followed by Gerry’s grill(ranging from 1.17 to 2.90), in the ages ranging to 25-29. 

Among International (foreign) restaurants, Shakey’s (with a satisfaction rate of 0.5-3.90) showed to be the number 

one favorite International restaurant among the consumers. For the consumers aged above 40, favorite restaurant 

in this age group resulted to Luk Foo Cantonese Kitchen with a satisfaction rate ranging from 2.40 to 3.5. The 

factors that highly affect the decision making of filipino consumers may it be local (homegrown) or international 

(foreign) restaurant are food flavour, serving temperature, safety, and restaurant sanitation. For further related 

researches in the future, the researchers recommend to divide proportionally the age group, gender, occupation, 

and income range for a more accurate and stronger comparative study. This will lessen the sampling errors in the 

survey that will be used. Furthermore, this makes sure that the respondents properly represent the population as a 

whole. 
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Abstract: This study calculates the probabilities of Vietnam’s National strategy No. 1755/QD-TTg’s success in 

improving the country’s information and communication technologies by 2020. An adaptation from Michael 

Porter’s diamond model theory is used as the framework in areas of: (a) Government vision and policy, (b) ICT 

Industry’s global maturity, (c) ICT, (d) Wages, and (e) Human Capital. Secondary Data sources from Vietnam’s 

ICT White Book with the World Banks’s datasets are used within the evaluation. Baye’s theorem is used in 

calculating the National strategy’s probabilities of reaching the desired objectives by 2020. The findings within 

this study showed that Vietnam have progressed within the areas of ICT. The probability of reaching desired 

objectives by 2020 is ongoing. 

Keywords: ICT; Information Technology Software;Hardware;Digital Content;Vietnam; Michael 

Porter;Developing Countries; Baye’s theorem; No. 1755/QD-TTg. 

 

I. INTRODUCTION 

 

The purpose of this study is to calculate the probability of Vietnam’s ICT success as defined by the objectives 

within the country’s national strategy No. 1755/QD-TTg (Priminister of the Socialist Republic of Vietnam, 2016). 

An adaptation of Porter’s Diamond model theory is used as the conceptual framework. According to Porter, 

business firms compete within the marketplace and conditions within the country have the ability to influence the 

firms’ successes. The cumulative successes or failures of a country’s firm determines the competitiveness of a 

nation’s ICT industry. To illustrate the diamond model theory, Porter introduced five relational determinants 

(Porter, 1990): 

1. Factor conditions (e.g. natural resources) 

2. Firm strategy, structure, and rivalry 

3. Demand conditions 

4. Related and supporting industries 

5. Government and chance 

The first four determinants formed an interlocking diamond shape framework - influenced by the fifth 

determinant: Government and Chance. Government can stimuli an industry through anti-trust laws. Thereby, 

regulating an industry’s performance within the local and international market. Chance is considered as events 

that are outside of a firm’s control and is described as politics, pure inventions, technological prowess, and shifts 

in financial markets.

http://sareb-journal.org/
mailto:Buim@uhd.edu
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Porter’s model was adapted by Heeks & Nicholson (2002), Carmel (2003), and Marriott (2008) to measure 

ICT competitiveness. Within the adaptations, the Diamond model’s determinants were broken into numerous 

categories attributed to the success of a country’s Information and Communication Technologies (ICT).  

According to the studies, a country that is able to export the products of an ICT industry indicates that a 

production resource advantage is available within that region. It is these resource advantages that creates a 

supporting framework needed for international competitiveness. Academic literatures which specializes in 

offshoring projects have identified several common ICT factors that are needed within a country’s economic 

model for the building of global ICT competitiveness. These elements are identified within the following 

theoretical framework comparison (Heeks & Nicholson, 2003; Carmel, 2003; Marriott, 2008; Rubin, 2000): 

Theoretical Framework comparison 

Carmel Heeks & 

Nicholson 

Marriott Rubin 

Government vision and 

policies, including funding and 

tax benefits. 

National Vision 

and Strategy 

Government Support: 

Political and 

Economic   

State of Society: What is 

the general state of society 

in the country? 

Human capital, including 

national orientation and 

traditions, quantity, language 

skills, and managerial skills. 

Domestic Input  

Factors and/or  

Infrastructures 

Language, Labor  

Pool, Educational  

System, 

Work Force: What are  

the IT practices, and  

performance of their IT  

work force?   

Wages Domestic Input  

Factors and/or  

Infrastructures 

Cost Revenue 

Quality of life, since talented  

professionals tend to  

concentrate in desirable  

locations. 

Domestic Input  

Factors and/or  

Infrastructures 

Global and legal  

maturity 

State of Society: What is  

the general state of  

society in the country? 

Linkages between individuals,  

work groups, firms, and nations  

due to some form of  

relationship. 

Software Industry  

Characteristics 

Cultural  

Compatibility 

IT Performance, IT  

Practices, and State of  

Business 

Technological infrastructure domestic Input  

Factors and/or  

Infrastructures 

infrastructure Computer capabilities  

and telecommunication  

investment. 

Capital, which can come from  

domestic and foreign sources. 

Domestic Input  

Factors and/or  

Infrastructures 

Political and  

Economic  

Environment 

Revenue: How much  

money do the IT  

companies make? What  

% of GDP comes from IT  

income? 

Industry characteristics: the  

number of firms, their size, the  

associations which organize the  

industry’s firms, the industry’s  

degree of common vision and  

branding, and the standards  

that the firms aspire to. 

Software Industry  

Characteristics 

Global and legal  

maturity, Data and  

Intellectual  

Property Security  

and Privacy 

State of Business: What  

is the general state of  

business in the country? 
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The country possessing the strongest supporting ICT factors usually possesses the most competitive firms 

within the software industry. However, not all conditions must be met for a country to be internationally 

competitive. India is an example, the country’s huge success began in 1991 when economic policies changed the  

country from a non-market into a market economy (Walsh, 2005). During the post 1991 reforms, businesses were 

given the freedom to do almost everything under their own cognizance. These reforms eventually paved the way 

for offshoring successes during the Y2K crisis and elevated the country into global offshoring leadership 

(Friedman, 2007). Walsh (2005) explained the reasons behind India’s offshoring success as: 

 …India’s talented workforce was frequently dispatched to onshore locations in the 

U.S. in a staff augmentation model…The subsequent drop in demand during early 2000-2001 

allowed this workforce that had acquired domain and business knowledge of the U.S. to return 

to India (Walsh, 2005, p. 119). 

The software developers who returned to India gave the country an invaluable resource by continuing 

business relations with the U.S. companies via an offshore model. This is similar to Vietnam’s success story after 

the 1986’s transition from a closed into a market economy. 

Vietnam’s political and economic reforms (Doi Moi) launched in 1986 opened the door for foreign 

investors and allowed the return of 3 million refugees that fled Vietnam after the 1975 ‘Fall of Saigon’; a majority 

of these refugees now possess capital and ICT domain knowledge that is an asset to the region. This scenario 

aligns with the local government’s beliefs that technology is a driving force to modernize the country; allowing 

for National Strategies such as Decision No. 1755/QD-TTg to prosper (Priminister of the Socialist Republic of 

Vietnam, 2016; Van Arkadie, & Mallon , 2003). 

The purpose of Decision No. 1755/QD-TTg is to improve the country’s information and communication 

technologies by year 2020. This strategy was ratified on September 22, 2010 with the following general objective: 

…To develop information technology human resources up to international standards; 

to build the information technology industry, especially software industry, digital content and 

services, into a spearhead economic sector, making important contributions to GDP and export 

growth; to establish broadband telecommunications infrastructure nationwide; to efficiently 

apply information technology in every socio-economic, defense and security domain...to 

achieve the annual turnover growth rate of 2-3 times the GDP growth rate or higher (Priminister 

of the Socialist Republic of Vietnam, 2016) 

At the detailed level, Decision No. 1755/QD-TTg defined a number of ICT goals for the country to 

accomplish within the span of a decade. The successful completion of these ICT goals satisfies the requirement 

outlined within the general objective. These ICT goals are defined as the improvements of (a) ICT Human 

Resources, (b) ICT industry/infrastructure, (c) ICT International trades, and (d) Targeting of Software and Digital 
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Content Industry as a key driver for the economy by 2020. These ICT goals are described in more details within 

the Materials and Methods section of this research (Priminister of the Socialist Republic of Vietnam, 2016). 

II. MATERIALS AND METHODS 

This Quantitative Descriptive study uses secondary data from Vietnam’s ICT White book and the World 

Bank  to calculate Vietnam’s probability of completing the objectives outlined by No. 1755/QD-TTg (Ministry of 

Information and Communications, 2016; Priminister of the Socialist Republic of Vietnam, 2016; World Bank, 

2016). An adaptation of Porter’s Diamond model theory with IT principles from Carmel’s (2003) and Heeks and 

Nicholson’s (2002) research will be the guideline for this study (See Figure 1). Similar adaptations have been used 

in studies for global ICT competitiveness research and is well represented within the areas of academia (Dong-

Sung & Hwy-Chang, 2000; Heeks & Nicholson, 2003; Carmel, 2003; Marriott, 2008). 

 

 

Figure 1. Adaption of Porter’s diamond model theory. Adapted from “New Software exporting 

nations: Success factors.” by Carmel, 2003, Electronic Journal on Information Systems in 

Developing Countries. 13, p.3. Copyright 2003 by the GNU General Public License 

 

The adaption within this study named five major elements as necessary for a country’s ICT strategy to 

be successful: Government Vision and Policy, ICT Industry’s global maturity, Information and Communications 

Technology (ICT), Wages, and Human Capital.  These five elements are linked to the detailed goals of Decision 

No. 1755/QD-TTg and allowed for identifying the probability of a successful completion by using Baye’s theorem. 

Baye’s theorem is defined in equation 1 (Priminister of the Socialist Republic of Vietnam, 2016; Triola & Franklin, 

1995): 
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Equation 1:      P(B|A)=
𝑃(𝐴|𝐵)𝑃(𝐵)

𝑃(𝐴)
 

P(B|A) = Posterior (the probability of an event occurring (or condition being true) 

based upon given evidence) 

P(A|B) = Likelihood (the probability that an event will happen) 

P(B) = Prior (Before the data is observed) 

P(A) = Evidence (Witness of the data’s appearance) 

Using this study’s adaptation as a conceptual framework, the followings five research questions are to 

be answered. 

Research Question 1 

To what extent has Vietnam’s Government vision and policy support for the local ICT industry helped 

the objectives of Decision No. 1755/QD-TTg? 

Ho1: Vietnam’s Government vision and policy support for the local ICT industry has not helped 

the objectives of Decision No. 1755/QD-TTg. 

Ha1: Vietnam’s Government vision and policy support for the local ICT industry has helped the 

objectives of Decision No. 1755/QD-TTg. 

Research Question 2 

To what extent has Vietnam’s ICT Industry matured globally as defined by the objectives of Decision 

No. 1755/QD-TTg? 

Ho2: Vietnam’s ICT Industry has not matured globally as defined by the objectives of Decision 

No. 1755/QD-TTg. 

Ha2: Vietnam’s ICT Industry has matured globally as defined by the objectives of Decision No. 

1755/QD-TTg. 

Research Question 3 

To what extent has Vietnam’s ICT sectors improved as defined by the objectives of Decision No. 

1755/QD-TTg? 

Ho3: Vietnam’s ICT sectors has not improved as defined by the objectives of Decision No. 

1755/QD-TTg. 

Ha3: Vietnam’s ICT Industry has improved as defined by the objectives of Decision No. 

1755/QD-TTg. 

Research Question 4 

To what extent has Vietnam’s ICT wages changed after Decision No. 1755/QD-TTg was approved? 

Ho4: Vietnam’s ICT wages has not changed after Decision No. 1755/QD-TTg was approved. 

Ha4: Vietnam’s ICT wages has changed after Decision No. 1755/QD-TTg was approved. 
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Research Question 5  

To what extent has Vietnam’s ICT Human Capital development improved as defined by the objectives of 

Decision No. 1755/QD-TTg? 

Ho5: Vietnam’s ICT Human Capital development has not improved as defined by the objectives 

of Decision No. 1755/QD-TTg. 

Ha5: Vietnam’s ICT Human Capital development has improved as defined by the objectives of 

Decision No. 1755/QD-TTg. 

 

To sort and aggregate the ICT White Book and World Bank’s data into a usable format as described by 

the adaptation, a subset of the data was chosen from each secondary source and categorized as measurement 

variables. The following describes the logic in choosing the variables for testing the Hypotheses and measuring 

the objectives in Decision No. 1755/QD-TTg (Ministry of Information and Communications, 2016; Priminister 

of the Socialist Republic of Vietnam, 2016; World Bank, 2016): 

1) Government vision and policy – It is assumed that government business regulation determines the 

ease of starting and doing businesses. Amounts of tariff on Internet access, business venture delays, 

and high Internet access tariff can be costly and present market barriers (Carmel, 2003). Govern-

ments have the responsibilities to keep the business cycles flowing smoothly by regulating through 

legislations and tariffs.  

 

The extent of Vietnam’s Government vision and policy support for the local ICT industry as defined 

within the objectives of Decision No. 1755/QD-TTg is implicit and is evaluated by observing related 

laws, taxes, and tariffs. 

 

2) ICT Industry’s global maturity –Companies need the ability to communicate across long distances 

within a global environment. By measuring the number of ICT goods imported, this study was able 

to explain a country’s attempts to improve its technology community, and vice-versa, the amount of 

ICT goods and services export are representatives of a country’s ability to accomplish business trans-

actions within the global community. Finally, a high global demand for a country’s products and 

services implies that the country’s industry has reached a matured global popularity status. Although 

ICT goods export and import are necessary components, the goods export has to be greater than the 

import ratio for a country to be considered as mature. If the ICT goods import ratio is more than 

export, then the country is dependent upon other countries and cannot be considered as mature (Car-

mel, 2003). 

 

The extent of Vietnam’s ICT industry’s global maturity is outlined explicitly within the objectives 

of Decision No. 1755/QD-TTg and is evaluated by using the following condensed objective. 
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a. By 2020: Revenues of large enterprises within the ICT sectors will be at a global scale and have 

revenues above 15 billion (USD) (Priminister of the Socialist Republic of Vietnam, 2016). 

 

3) Information and Communications Technology (ICT) – It is assumed that ICT is representative of a 

country’s technological infrastructure. Understanding the number of registered enterprises and 

revenues generated in the Hardware, soft wares, and Digital content industry offers an insight to the 

country’s technology infrastructure. Countries with an advanced and sophisticated technological 

infrastructure possess a large number revenue generating firms. 

 

The extent of Vietnam’s ICT maturity is outlined explicitly within the objectives of Decision No. 

1755/QD-TTg and is evaluated by using the following condensed objective. 

a. Information technology industry, especially the software industry and information 

technology-based services will achieve the highest growth rate among techno-economic 

sectors and represent a high GDP ratio (Priminister of the Socialist Republic of Vietnam, 

2016). 

 

4. Wages – It is assumed that the Monetary Exchange rate represents labor wage. If the home currency 

is strengthening (i.e., appreciating or becoming more valuable), then the exchange rate number will 

decrease. Vice-versa, if the foreign currency is strengthening, then the exchange rate number will 

increase. This means that the home currency is depreciating. A client country looking for offshore 

providers will select a country with a weaker currency rating (i.e., depreciating or becoming less 

valuable) to help reduce business costs. An example is a U.S. company hiring Vietnam’s software 

developers. Since the exchange rate of 1 U.S. dollar equals 22760.00 Vietnamese Dong, the U.S. 

Company would be at an advantage to hire in Vietnam since the buying power is higher. 

 

The extent of Vietnam’s changes in ICT wage as defined within the objectives of Decision No. 

1755/QD-TTg is implicit and is evaluated by observing the country’s currency exchange rate and 

trends in ICT wages. 

 

5) Human Capital – Carmel (2003a) and Heeks and Nicholson (2002) described Human Capital as a 

country’s collective combinations of ICT professionals, national orientation and traditions, quantity, 

language skills, and managerial skills. It is assumed that by measuring a country’s ICT population 

can give an estimate of the country’s ICT orientation. In addition, the number ICT Internet users, 

and international bandwidth per internet users give insights into the society’s technological growth. 
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The extent of Vietnam’s ICT Human Capital development is outlined explicitly within the objectives 

of Decision No. 1755/QD-TTg and is evaluated by using the following condensed objectives (Pri-

minister of the Socialist Republic of Vietnam, 2016). 

a. By 2020: 80% of ICT graduate students within the country will be professionally qualified 

to participate in the international labor markets. 

b. By 2020: The rate of Internet users within the country will be > 70% of the population. 

c. By 2020: The country’s total labor force in ICT will reach 1,000,000 

d. By 2020: 50-60% of households within the country will have computers and broadband 

internet access. 

III. RESULTS AND DISCUSSION 

The secondary data are formatted according to the five research questions.  A Quantitative descriptive 

analysis is performed after each data sets to identify the trends. This allowed for a preliminary evaluation of 

National strategy No. 1755/QD-TTg's goal in improving the country’s information and communication technolo-

gies by the year 2020. In examining the datasets beginning with year 2009, this study is able to account for the 

country’s status 1 year prior to the implementation of No. 1755/QD-TTg and measure the progress over a 4 year 

period. 

Research Question 1 

The first analysis begins with Research Question 1. This question measured to what extent has Vietnam’s 

Government vision and policy support for the local ICT industry increased in between 2009 and 2013. To answer 

this question, the ICT White Book and World Bank’s datasets relating to Government vision and policy supports 

were reformatted and recorded within table 1 and Descriptive statistics in table 1a (Ministry of Information and 

Communications, 2016; World Bank, 2016). 

Table 1. Government vision and policy - raw data 

Description 2009 2010 2011 2012 2013 

Time required to start a business (days) 37 36 36 32 34 

Cost of business start-up procedures (% of GNI per capita) 13.3 12.1 10.7 8.8 7.7 

Taxes on income, profits, and capital gains (% of revenue) 30.46 32.58 35.13 37.90 35.51 

Taxes on international trade (% of revenue) 18.5 13.79 12.19 10.36 10.0 

Total (Weighted average)  24.82 24.37 23.51 22.26 21.80 
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Table 1a. Government vision and policy – Descriptive statistics of Total (Weighted average) 

Min 1st Qu. Median Mean 3rd Qu. Max 

21.80 22.26 23.51 23.35 24.37 24.82 

The Total (Weighted average) provides a cumulative view of improvement in the areas relating to Gov-

ernment vision and policy. Descriptive data of the Total (Weighted average) showed an overall improvements of 

3.02 points in between 2009-2013 as the governing body passes laws and taxes designed to lower the taxes, start-

up costs, and start-up times.  

The variables for Baye’s formula is define as followed given the data between years 2009-2013:   

P(A1) = The best score/mean (since lower total is better)  is 21.80/23.35 = .93 

P(A2) = The alternative score is (23.35-21.80) / 23.35 = .07   

P(B|A1) = 50 (this prediction has a 50% accuracy) = .50 

P(B|A2) = 50 (this prediction has a 50% accuracy) = .50 

= (.93)(.50) / [(.93) (.50) + (.07) (.50)] 

= .47 / (.47 + .035) 

= .47 / .51 

= .92 

Ho1: There is an 8% probability that Vietnam’s Government vision and policy support for the local ICT 

industry has not helped the objectives of Decision No. 1755/QD-TTg. 

 

Ha1: There is a 92% probability that Vietnam’s Government vision and policy support for the local ICT 

industry has helped the objectives of Decision No. 1755/QD-TTg. 

 

Individual data points within the Government vision and policy analysis showed time required to start a 

business (days) changed by 3 days; indicating a very small decrease - indicating the legal process for starting a 

business is still being refined. Red tapes and overlapping bureaucracy is a well-known factor in government agen-

cies and noted within the business journals. 

The cost of business start-up procedure as % of Gross National Income decreased by 5.6%, taxes on 

income and revenue increased by 5.05%, and taxes on international trade decreased by 8.5%. Explanations relating 

to the areas are explained as follow:  
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a) Income within the country rose to adjust for inflation as the country have been at a record setting 

pace in growth over the past decade; therefore, income taxes have increased. 

b) Government policies from No. 1755/QD-TTg have taken effect to allow for decrease in tax to 

attract foreign investors and grow the country’s business-startups; therefore, taxes on 

international trade and business-startup have decreased. 

 

Research Question 2 

The second analysis begins with Research Question 2. This question measured to what extent has Vi-

etnam’s global ICT Industry matured in between 2009 and 2013.  The World Bank’s datasets relating to ICT 

Industry’s global maturity were reformatted and recorded within table 2 and Descriptive statistics in table 2a 

(Ministry of Information and Communications, 2016; World Bank, 2016). 

Table 2. ICT Industry’s global maturity - raw data 

Description 2009 2010 2011 2012 2013 

ICT goods exports (% of total goods export) 5.8 7.9 11.63 18.23 23.01 

ICT goods imports(% of total goods import) 8.6 8.4 10.17 16.18 19.92 

Total (Goods export - Goods import) -2.8 -.5 1.46 2.05 3.09 

 

Table 2a. ICT Industry’s global maturity – Descriptive statistics of Total (Goods export – Goods import) 

Min 1st Qu. Median Mean 3rd Qu. Max 

-2.80 -.50 1.46 0.66 2.05 3.09 

The Total (Weighted average) provides a cumulative view of improvement in the areas relating to ICT 

Industry’s global maturity. Descriptive data of the Total (Weighted average) showed a growth of +5.89 points in 

between 2009-2013 as ICT Industry’s exports exceed the imports.  

 

The variables for Baye’s formula is define as followed given the data in year 2013:   

* The Work Bank’s report on Goods export (USD) is $132,032,000,000 USD in year 2013 

* The ICT White book (2016) reported the IT industry’s total revenue is $39,530,000 USD and the ICT goods 

exports (% of total goods export) is 23.01% in year 2013.  This is a large discrepancy between the ICT White 

Book’s report (2016) and the World Bank’s (2016) data. Therefore, this study uses the objective of achieving 

$15,000,000,000 by year 2020 from Decision No. 1755/QD-TTg as the denominator to calculate Baye’s theorem. 

  

P(A1) = The best score is $39,530,000 /  $15,000,000,000 =  .003 
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P(A2) = The alternative score is ($15000,000,000 – $39,530,000)  / $15,000,000,000 = .997   

P(B|A1) = 50 (this prediction has a 50% accuracy) = .50 

P(B|A2) = 50 (this prediction has a 50% accuracy) = .50 

= (..003)(.50) / [(.003) (.50) + (.997) (.50)] 

= .0015 / (.0015 + .4985) 

= .0015 / .5 

= .003 

Ho2: There is 99.7% probability that Vietnam’s ICT Industry has not matured globally as defined by 

the objectives of Decision No. 1755/QD-TTg. 

 

Ha2: There is an .3% probability that Vietnam’s ICT Industry has matured globally as defined by the 

objectives of Decision No. 1755/QD-TTg. 

Individual data points within the ICT Industry’s global maturity analysis showed a steady increase in 

exports and import percentage in between 2009-2013. Indicating a continual growth in economic activities within 

the region. The differences between ICT goods export vs ICT goods import are noted as the following: 

a) The difference between ICT goods export in 2009-2013 was 17.21% of total goods export.  

b) The difference between ICT goods import in 2009-2013 was 11.32% of total goods import. 

 

The differences between ICT goods exports and ICT goods import with goods export percentage at a 

higher level than import. Indicated the country’s ability to accomplish ICT related transactions within the global 

community. Since the higher number of ICT goods import is an indication of country’s attempts to improve its 

technology community, and vice-versa, the amounts of ICT goods exports are representative of a country’s sur-

plus.  

 

Research Question 3 

The third analysis begins with Research Question 3. This question measures to what extent has Vietnam’s 

Information and Communications Technology (ICT) sectors improved in between 2009 and 2013. The ICT White 

Book and World Bank’s datasets relating to ICT were reformatted and recorded within table 3 and Descriptive 

statistics in table 3a (Ministry of Information and Communications, 2016; World Bank, 2016). 

Table 3. ICT sectors’ improvement - raw data 

Description 2009 2010 2011 2012 2013 

Registered enterprises in the Hardware IT industry 992 1,273 2,763 2,431 2,485 

Registered enterprises in the Software IT industry 1,756 2,958 7,044 7,246 6,832 
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Registered enterprises in the Digital Content industry 2,844 2,312 3,289 3,883 4,498 

Revenue of Hardware IT industry (million USD) 4,627 5,631 11,326 23,015 36,762 

Revenue of Software IT industry (million USD) 850 1,064 1,172 1,208 1,361 

Revenue of Digital content industry (million USD) 690 934 1,165 1,235 1,407 

Total (Weighted Average) 1,960 2,362 4,460 6,503 8,891 

 

Table 3a. ICT sectors’ improvement – Descriptive statistics of Total (Weighted Average) 

Min 1st Qu. Median Mean 3rd Qu. Max 

1960 2362 4460 4835 6503 8891 

 

The Total (Weighted average) provides a cumulative view of improvement in the areas relating to ICT 

sector. Descriptive data of the Total (Weighted average) showed a change of +6931points in between 2009-2013 

for the ICT sector as the number of enterprises and revenues increase. 

The variables for Baye’s formula is define as followed given the data between years 2009-2013:   

 

P(A1) = The Mean/Max (since higher score is better)  is 4835/ 8891= .54 

P(A2) = The alternative score is (8891-4835) / 8891 = .46  

P(B|A1) = 50 (this prediction has a 50% accuracy) = .50 

P(B|A2) = 50 (this prediction has a 50% accuracy) = .50 

 

= (.54)(.50) / [(.54) (.50) + (.46) (.50)] 

= .27 / (.27 + .23) 

= .27 / .5 

= .54 

Ho3: There is a 46% probability that Vietnam’s ICT sectors has not improved as defined by the 

objectives of  Decision No. 1755/QD-TTg. 

 

Ha3: There is a 54% probability that Vietnam’s ICT Industry has improved as defined by the objectives 

of Decision No. 1755/QD-TTg. 

 

Individual data points within the ICT sector’s analysis showed in between 2009-2013, the number of 

registered Hardware enterprises increased by 250%, Software IT enterprises increased by 389%, and Digital 
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Content increased by 158%. These figures indicated Vietnam’s local ICT sector tripled in size over a span of 5 

years. 

The number of Hardware IT enterprises are much lower than Software/Digital due to the differences in 

planning and start-up costs. Hardware enterprise startups involve the planning and building of large scale mass-

production manufacturing plants. Whereas, Software start-ups are much simpler with renting office spaces, band-

widths, and equipment. The data analysis showed an increase in Hardware revenue and decline in the country’s 

Software and Digital Content revenue in between years 2009 and 2013 indicating the country’s economic move-

ments toward Hardware manufacturing. 

This places Vietnam in a unique situation as the country’s national strategy strives to grow the Software 

and Digital content industry. Adding to the complexity of Hardware vs Software/Digital content is the latter re-

quires a high level of understandings in system architectures, application layers, database layers, and business 

logics. This keeps the entry-barriers to the Software/Digital content markets high since the development of Human 

Capital takes time to overcome the learning curves of design tools, domain knowledge, and communication levels 

(Carmel, 2003; Elkhoury, 2007). 

 

Research Question 4 

The fourth analysis begins with Research Question 4. This question measures to what extent has Vi-

etnam’s ICT wages changed in between 2010 and 2013. The ICT White Book’s datasets relating to ICT were 

reformatted and recorded within table 4 and Descriptive statistics in table 4a (Ministry of Information and Com-

munications, 2016; World Bank, 2016). 

Table 4. ICT Wages (Average wage per employee – USD/person/year) - raw data 

Description 2009 2010 2011 2012 2013 

Hardware (USD/person/year) 1,809 2,201 2,279 2,281 2,301 

Software (USD/person/year) 4,093 5,123 5,034 5,009 5,025 

Digital Content (USD/person/year) 3,505 4,896 5,267 5,201 5,268 

Total (Weighted Average) 3,136 4,073 4,193 4,164 4,198 

 

Table 4a. ICT Wages (Average wage per employee – USD/person/year) – Descriptive statistics of Total 

(Weighted Average) 

Min 1st Qu. Median Mean 3rd Qu. Max 

3136 4073 4164 3953 4193 4198 
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The Total (Weighted average) provides a cumulative view of increase in the areas relating to ICT Wages. 

Descriptive data of the Total (Weighted average) showed a change of +1062points in between 2009-2013 for the 

ICT Wages as the society adjusts to inflation.  

 

The variables for Baye’s formula is define as followed given the data between years 2009-2013:   

 

P(A1) = The Mean/Max (since higher score is better)  is 3953/4198 = .94 

P(A2) = The alternative score is (4198- 3953) / 4198 = ..06 

P(B|A1) = 50 (this prediction has a 50% accuracy) = .50 

P(B|A2) = 50 (this prediction has a 50% accuracy) = .50 

 

= (.94)(.50) / [(.94) (.50) + (.06) (.50)] 

= .47 / (.47 + .03) 

= .47 / .5 

= .94 

Ho4: There is a 6% probability that Vietnam’s ICT wages has not changed after Decision No. 1755/QD-

TTg was approved. 

 

Ha4: There is 94% probability that Vietnam’s ICT wages has changed after Decision No. 1755/QD-TTg 

was approved. 

 

Individual data points within the ICT Wage analysis showed the Hardware, Software, and Digital Content 

ICT worker’s wages rose similarly at 1.27%, 1.23%, and 1.5% respectively. Notable areas are the Software and 

Digital Content areas having a much higher earning values than the Hardware. This is expected since Soft-

ware/Digital Content need more time in trainings than the Hardware side within the Information Technology 

industry. The uniform increase in wages among all three areas is attributed to rise in inflation and taxes (see dataset 

for question #1). In examining the exchange rates, the values of 1 USD = 22,759.50 keeps the country attractive 

to global offshoring companies looking for help in Hardware and Software/Digital Content. 

 

Research Question 5 

The fifth analysis begins with Research Question 5. This question measures to what extent has Vietnam’s 

ICT Human Capital development improved in between 2009 and 2013. The ICT White Book and World Bank’s 

datasets relating to Human Capital were reformatted and recorded within table 5 and Descriptive statistics in table 

5a (Ministry of Information and Communications, 2016; World Bank, 2016). 

Table 5. ICT Human Capital development - raw data 



An Analysis on Vietnam’s ICT Growth 

 

College of Business, University of Houston-Downtown and College of Economics, Can Tho University 617 | Page 

  

Description 2009 2010 2011 2012 2013 

Workforce in IT industry sector (Number of 

employees) 
226,300 250,290 306,754 352,742 441,008 

Workforce in Hardware IT industry sector 

(Number of employees) 
121,300 127,548 167,660 208,680 284,508 

Workforce in Software IT industry sector 

(Number of employees) 
64,000 71,814 78,894 80,820 88,820 

Workforce in Digital Content industry sector 

(Number of employees) 
41,000 50,928 60,200 63,242 67,680 

Internet users per 100 inhabitants 24.87 27.51 30.65 22.64 24.93 

Broadband Internet subscribers per 100 

inhabitants 
3.33 5.33 4.20 22.48 22.64 

Households with Internet access at home per 

100 households 
9.17 12.22 12.84 12.99 13.98 

International internet bandwidth (bit/s) per 

Internet user 
2,856 4,835 4,849 10,685 11,726 

Total (Weighted Average) 56,937 63,183 77,301 89,528 111,725 

Table 5a. ICT Human Capital development – Descriptive statistics of Total (Weighted Average) 

Min 1st Qu. Median Mean 3rd Qu. Max 

56937 63183 77301 79735 89528 111725 

 

The Total (Weighted average) provides a cumulative view of improvement in the areas relating to Human 

Capital. Descriptive data of the Total (Weighted average) showed a change of +54,788points in between 2009-

2013 for the ICT Human Capital development area as the number ICT employees and internet users increase. 

The variables for Baye’s formula is define as followed given the data between years 2009-2013:   

 

P(A1) = The Mean/Max (since higher score is better)  is 79735/111725 = .71 

P(A2) = The alternative score is (111725 - 79735) / 111725 = .29 

P(B|A1) = 50 (this prediction has a 50% accuracy) = .50 

P(B|A2) = 50 (this prediction has a 50% accuracy) = .50 

 

= (.71)(.50) / [(.71) (.50) + (.29) (.50)] 

= .36 / (.36 + .15) 

= .36 / .51 

= .71 

Ho5: There is a 29% probability that Vietnam’s ICT Human Capital development has not improved as 

defined by the objectives of Decision No. 1755/QD-TTg. 
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Ha5: There is a 71% probability that Vietnam’s ICT Human Capital development has improved as defined 

by the objectives of Decision No. 1755/QD-TTg. 

 

Data points within table 5 showed the ICT industry’s workforce in year 2013 to total at 441,008 employ-

ees. Of that number, 64%of the employees are in the Hardware sector, and the remaining are spread across the 

Software and Digital Content sectors. The data points in between 2009-2013 showed the numbers of employees 

within the H/W industry outnumbered the Software/Digital Content industry by 2-1. This correlates with the ear-

lier finding in revenue amounts between H/W and Software/Digital Content industry and confirm the country has 

a high H/W industry orientation.  

The nature of the internet offers many venues for the improvement of ICT skillsets. Technical skills are 

needed to operate the computer, connect via broad-band, and surf-the-web. These skillsets are fundamental to the 

society that is defined by Decision No. 1755/QD-TTg’s objective. In 2013, the country has a ratio of 25 internet 

users for every 100 inhabitants. The Households with internet access are at 13.98 per 100 house hold.  

IV. CONCLUSION 

The five areas of this study’s research are concluded as following: 

Vietnam’s Government vision and policy – The statistical results from analysis suggested a 92% 

probability that Vietnam’s Government vision and policy support for the local ICT industry has helped the 

objectives of Decision No. 1755/QD-TTg. Since the goals for Decision No. 1755/QD-TTg is implicit in the 

governing body’s role, the analysis’s statistical results indicate a high probability of success in meeting this area’s 

goal by 2020. 

Vietnam’s global ICT Industry maturity - The statistical results from analysis suggested a.3% probability 

that Vietnam’s ICT Industry has matured globally as defined by the objectives of Decision No. 1755/QD-TTg. 

Since goals for Decision No. 1755/QD-TTg explicitly states the generation of revenues by large enterprises within 

the ICT sectors will be at a global scale and have revenues above 15 billion (USD) by 202, this study finds a low 

probability of success in meeting this goal by 2020. 

Vietnam’s ICT sectors - The statistical results from analysis suggested a 54% probability that Vietnam’s 

ICT Industry has improved as defined by the objectives of Decision No. 1755/QD-TTg. Since goals for Decision 

No. 1755/QD-TTg provided an implicit and subjective meaning for ‘achieving the highest growth rate among 

techno-economic sectors and represent a high GDP ratio’, the conclusion for this area indicated there is a > 50% 

probability of success in meeting this goal by 2020. 

Vietnam’s ICT wages - The statistical results from analysis suggested a 94% probability that Vietnam’s 

ICT wages has changed after Decision No. 1755/QD-TTg was approved. Since goals for Decision No. 1755/QD-

TTg provided little valuation for wages, this study concludes inflation will occur naturally with national growth 

and pushes wages up. There is a 94% probability that ICT wages will rise by 2020. 

Vietnam’s ICT Human Capital - The statistical results from analysis suggested a 71% probability that 

Vietnam’s ICT Human Capital development has improved as defined by the objectives of Decision No. 1755/QD-
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TTg. Decision No. 1755/QD-TTg’s goal was very explicit in the goals for Human Capital. The following main 

points were expressed: 

a. By 2020: 80% of ICT graduate students within the country will be professionally qualified 

to participate in the international labor markets. 

b. By 2020: The rate of Internet users within the country will be > 70% of the population. 

c. By 2020: The country’s total labor force in ICT will reach 1,000,000 

d. By 2020: 50-60% of households within the country will have computers and broadband 

internet access. 

This study finds a 71% probability of success that Vietnam’s ICT Human Capital development will reach 

this goal by 2020. Note that the data within this study focused upon the urban dwellings since most individuals 

within the ICT community need the ICT support infrastructure that a modern city provides. In year 2013, 

Vietnam’s urban population in the largest city totaled 6,860,731and accounted for 32.9% of the total population. 

Therefore, the ICT industry represents a small part of the country’s workforce. To fully understand the country’s 

affinity for ICT, a more thorough study is needed for Human Capital (Ministry of Information and 

Communications, 2016; World Bank, 2016). 

Since this research uses Baye’s theorem to test the hypothesis with data in between years 2009-2013, the 

probability findings are susceptible to change as newer data are introduced. For example, since some of Decision 

No. 1755/QD-TTg’s objective references GDP’s as a key criteria, the changes in GDP with little changes in ICT 

industry can skew the results. 

This study found that Decision No. 1755/QD-TTg is an effective driver in improving Vietnam’s ICT 

industry. Changes in between 2009-2013 has been a positive factor within 4 of the 5 research area. The 1 area that 

favored the null hypothesis was Vietnam’s global ICT Industry maturity. The goal for Vietnam’s global ICT 

Industry maturity is high in the respect that an enterprise must grow large enough to generate $15,000,000,000 

USD in revenue in the time allotted. However, the five areas of this study’s conceptual framework are intertwined 

and improvements within 1 area can impact other areas. Therefore, an increase in the numbers of ICT Human 

Capital can generate additional revenue to drive up the probabilities for an enterprise to generate $15,000,000,000 

USD of revenue. 
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