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Welcome Address from Conference Honorary Chairs

As the Honorary Chairs, it is our pleasure to invite you to attend the 5th International Conference on Production 
and Supply Chain Management in Cairo.

This year’s conference will draw attendance from leading incident and vulnerability handling professionals 
from all over the world. Speakers representing industry, government policy makers, as well as academic 
scholars and researchers from the production, operations, logistics, and supply chain arena will present and 
discuss the latest topics in management of production, operations, logistics, and supply chain issues.

This Conference delivers the most up-to-date issues in global and regional logistics and supply chain 
management for two days, and also provides opportunity for CIOs, CEOs, industry leaders, managers, 
academics, and government officials to exchange ideas on logistics and supply chain trends and best 
practices. This week-long conference is an excellent opportunity for you to meet delegates from all over the 
world, share the view of production, operations, and supply chain and logistics system internationally. As 
always, we extend a warm welcome to all our colleagues in the industry who share our interest in improving 
enterprises’ profitability, cost-cutting, and customer responsiveness rate. A bridge between the East and the 
West for centuries, Cairo has long been a center of the region’s political and cultural life, and is nicknamed 
“the city of a thousand minarets” for its preponderance of Islamic architecture.

We are looking forward to meeting you in Cairo what promises to be a most stimulating and enjoyable 
event!

Taywin Wongsewanich
Chairman, Thailand Management Association, Thailand
ICPSCM 2016’s Honorary Chair

Dr. Petros Ieromonachou
Lecturer, University of Greenwich, United Kingdom
ICPSCM 2016’s Honorary Chair

Prof. Dr. Gaber Gad Nassar
President, Cairo University, Egypt
ICPSCM 2016’s Honorary Chair
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Welcome Address from Conference General Chair

On behalf of Thailand Management Association, University of Greenwich (United Kingdom), University 
of Cyprus (Cyprus), and Cairo University (Egypt), we would like to welcome you to participate in the  
5th International Conference on Production and Supply Chain Management which takes place at Golden Tulip 
Hotel Flamenco Cairo, Cairo, Egypt from 10 to 11 November, 2016 in Cairo, Egypt.

The conference will be an exciting event bringing international and interdisciplinary expertise in a rapidly 
developing field together for two days. It will provide an opportunity for experts in production, operations, 
logistics, and supply chain from worldwide to exchange and discuss ideas and information. In addition to the 
conference, there is the opportunity to experience Egypt culture and participate in various social events and 
outings.

Egypt has among the longest histories of any modern country, emerging as one of the world’s first nation 
states in the tenth millennium BC. Considered a cradle of civilization, Ancient Egypt experienced some of the 
earliest developments of writing, agriculture, urbanization, organized religion and central government. Iconic 
monuments such as the Giza Necropolis and its Great Sphinx, as well the ruins of Memphis, Thebes, Karnak, 
and the Valley of the Kings, reflect this legacy and remain a significant focus of archaeological study and 
popular interest worldwide.

I look forward to welcoming you in Cairo.

Prof. Dr. Andreas C. Soteriou
Lecturer, University of Cyprus, Cyprus
ICPSCM 2016’s General Chair
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Welcome Address from Conference Program Chairs

Welcome to the 5th International Conference on Production and Supply Chain Management in Cairo, Egypt. 
This professional meeting is thought to provide an excellent opportunity for faculty, scholars, Ph.D. students, 
administrators, and practitioners to meet well-known experts from all over the world and to discuss innovative 
ideas, results of research, and best practices on various topics of Production, Operations, and Maintenance, 
Inventory, Supplier Relationship, Outsourcing, and CRM, Logistics and Supply Chain, Distribution, 
Transportation, and Traffic, Operation Research, Information Technology, Risk, Financial, and Strategy 
Management, and many other related issues.

The ICPSCM conference continues to be highly competitive and very well perceived by the international 
community, attracting excellent contributions and active participation. This year, researchers from more than 
25 countries have submitted their papers to the ICPSCM 2016 international conference. After a careful review 
process by members of the international program committee, 20 quality papers from 13 different countries 
(India, Japan, México, Nigeria, Pakistan, Romania, Saudi Arabia, South Africa, South Korea, Taiwan, Thailand, 
Turkey, and United Arab Emirates) have been accepted for presentation at the conference. We thank all 
authors who dedicated a particular effort to contribute to the conference.

Each submitted paper has been reviewed by several members of the international program committee and 
international external referees. We would like to thank all of them for their help with review process of submitted 
papers. We expect the ICPSCM 2016 international conference to be an outstanding international forum for 
the exchange of ideas and results on production, operations, logistics, transport, business, economics, and 
provide a baseline of further progress in such areas.

We hope you will enjoy your stay in Cairo and be able to spend some time to visit various points of the world’s 
only contiguous Afrasian nation.

Asst. Prof. Dr. Ungul Laptaned
Thai Researchers’ Consortium of Value Chain Management and Logistics, Thailand
ICPSCM 2016’s Program Chair

Dr. Ioannis Manikas
University of Greenwich, United Kingdom
ICPSCM 2016’s Program Co-Chair
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Speaker Background

Asst. Prof. Dr. Konrad Gunesch

Dr. Gunesch is currently an Assistant Professor at the American University in the Emirates in Dubai, where 
he teaches, among others, several Master’s degree courses on Energy and on Environment and Climate 
Change. Previously, he was a Professor for Global Business at Laureate International Universities in Panama, 
where he taught courses such as Quality Management or Innovation and Technology Management. He has 
published and has presented as an invited keynote speaker at international conferences, on topics such as 
Travel and Tourism’s Most Pressing Issues in the 21st Century, or Global Tourism and its Application of the 
Triple Bottom Line.
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Thursday (T)
10 November 16
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Room Andalucia

12:00 – 13:00 THURSDAY LUNCH BREAK
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13:45 – 14:00 WELCOME ADDRESS:
Asst. Prof. Dr. Ungul Laptaned

Program Chair, Thai Researchers’ Consortium of 
Value Chain Management and Logistics, Thailand

14:00 – 15:00 KEYNOTE ADDRESS:
“Tourism's Sustainability Supported by Environmental and Social Considerations”

Dr. Konrad Gunesch 
American University in the Emirates, 

Dubai International Academic City, Dubai, United Arab Emirates
15:00 – 15:40 TA1 Production, Operation, and Maintenance
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17:00 – 18:20 TA4 Risk, Financial, and Strategic Management

19:00 – 21:00 WELCOME DINNERS:
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Manit Singthongchai

0010 15:20 15:30 Technological Innovation of Green Energy and the Effect of Environmental Policy in Taiwan
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An Evolution of Work Organization of the US Automotive Industry: From the Perspective of 
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René Haarhoff

0022 16:00 16:10 Tourism: A Panacea for Nigeria Economic Woes
Benedicta Wekpe Uchaye

0056 16:10 16:20
Legislative Aspects Related Drug Trafficking as Element of the World Underground 
Economy: Romania’s Case

-Mihaela

0060 16:20 16:30 The Relationship between People’s Personality Types by the MBTI and Tourist Behaviors
Bomin Kwon and Eunkyung Park

Code Session Chair Room Start Finish

TA3 Logistics and Supply 
Chain Management

Asst. Prof. Dr. Ungul Laptaned Andalucia 16:30 17:00

0005 16:30 16:40
Guideline Value Chain Management of Agriculture in lower Northern, Thailand: Perspective 
Cassava Production
Manit Singthongchai, Montree Chaiyanukulkitti, and Jatsada Singthongchai

0020 16:40 16:50 Global Demand Chain in the Electronic Commerce
Zhe Ji and Pichet Sriyanyong

0028 16:50 17:00 Service Chain Management
Zhe Ji and Reeya Robkit

Code Session Chair Room Start Finish

TA4 Risk, Financial, and 
Strategic 

Management

Asst. Prof. Dr. Ungul Laptaned Andalucia 17:00 18:20

0004 17:00 17:10 The Impact of Trade on Wages and Employment: Does Firm's Size Matter?
Javed Iqbal and Misbah Nosheen

0006 17:10 17:20
Product Diversification as a Strategy for Branding and Business Growth: A Case Study of 
an Efficient Company
José G. Vargas-Hernández and Georgina Fernández Álvarez
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Jaffar Ahmad Alalwan

0015 17:30 17:40 Role of Institutional Owners in Devising Firms’ Risk-Taking
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ABSTRACT 
 

This paper guideline developed from the notion that empowerment of value chain of cassava production of small 
farmers cassava is vital for sustainability in Lower Northern 2 (Nakhon Sawan; Kamphaeng Phet; Uthai Thani and Phi 
Chit),Thailand. Examines strategies and opportunities for increasing participation of cassava farmers in value chain 
processes were made. The paper specifically looks at how agricultural value chain analysis can be used as an in 
agricultural value chains. First, it looks at how value chain analysis can be used as an Chain empowerment is about 
increasing the capacities of farmers to add value to the activities they are involved in to become involved in chain 
management. Second, integrating a value chain framework helps to understand how strategies and to identify ways of 
how these barriers can be removed. 
    
KEYWORDS 
Value Chain Management, Lower Northern, Thailand 
 
 

INTRODUCTION 
 

Current conditions of the cultivation, processing and exports of Lower Northern, Thailand cassava as a crop, is a 
tropical crop, growing between 30°N and 30°S in areas where annual rainfall is greater than 500 mm and mean 
temperature is greater than 20 °C. However, some cassava varieties grow well at 2000 m altitude or in sub-tropical areas 
with annual mean temperatures as low as 16 °C. Cassava is a perennial woody shrub, although farmers usually harvest 
the tuberous roots and leaves during the first or second year. Cassava is commonly propagated by stem cuttings although 
it can also be propagated by seed particularly in plant breeding. The cassava plant propagated from stem cuttings 
produces adventitious roots at the base of the cuttings. Some adventitious roots also develop from axillary buds on the 
cuttings, or at the nodes (nodal roots). These adventitious roots develop into a fibrous root system. The fibrous root 
system may grow to a depth of 2 m or more. Cassava plants propagated from seeds first develop a tap root system. The 
radicle grows vertically downward and develops into a tap root. Within 30-60 days, some fibrous roots increase in 
diameter and become tuberous roots. As tuberization proceeds, tuberous roots swell as a result of starch accumulation. 
Tuberous roots do not absorb water or nutrients; they are physiologically inactive and cannot be used as planting 
material. Only a few fibrous roots develop into tuberous roots; the rest remain fibrous and continue to function as water- 
and nutrient-absorbing roots. The actual number of fibrous roots which form tuberous roots depends on several factors 
genotype, assimilate supply, photoperiod and, temperature. Cassava roots vary in shape, depending on the soil conditions 
under which plants grow. 

 
 
 



6 Proceedings of The 5th International Conference on Production and Supply Chain Management
10 - 11 November, 2016, Golden Tulip Hotel Flamenco Cairo, Cairo, Egypt

VALUE CHAIN MANAGEMENT OF CASSAVA PRODUCTION 
 

Varieties Cultivated  
 

At the present in Lower Northern 2 (Nakhon Sawan; Kamphaeng Phet; Uthai Thani and Phi Chit), Thailand no 
cassava breeding program has been either established or carried out in the country besides some testing of introduced 
varieties from cassava breeding centers located in countries like Thailand, Vietnam and China. Results of such testing 
have confirmed the suitability of some varieties such as KU 50 and Huay Bong 60, the two varieties from Thailand, and 
varieties SC8 and SC9 from China. Selected varieties particularly for industrial purposes must have good root yield 
potential and high starch content, whereas for direct consumption low concentration of cyanide is the main priority. 

 
 Kasetsat 50 (KU50): KU 50 was released in 1992 in Thailand and is the most popular variety there. In Vietnam 
they call it KM 94, while most cassava farmers in Lower Northern, Thailand call it Malay variety. KU50 is a high 
yielding variety, the average yield ranges from 26 ton/rai to 30 ton/rai with about 25.8% of starch content and 37.4% of 
dry matter content. KU 50 leaves are simple with green to pink petiole. The root skin color is light brown and the root 
flesh color is white 
 

Rayong 1: Rayong 1 was released in 1975 in Thailand, the average yield is 22 ton/rai with about 18-24% of 
starch content. Rayong 1 leaves are simple with green to pink petiole and shoot is purple. Stem color is grey, root skin 
color is light brown and the root flesh color is white. 

 
HauyBong 60: Hauy Bong 60 was released in 2003 in Thailand, the average yield is 30 ton/rai with about 25-

30% of starch content. Hauy Bong 60 leaves are normal with green to pink petiole and shoot is purple. Stem color is 
grey, root skin color is brown and the root flesh color is white. 

 
Rayong 72: Rayong72 was released in 2000 in Thailand, the average yield 31.6 ton/rai with about 20-25% of 

starch content. Rayong 72 leaves are normal with red to purple petiole and shoot is purple. Stem color is grey, root skin 
color is brown and the root flesh color is white. 
 
Production and Storage of Cassava Materials 
 

Lower Northern 2(Nakhon Sawan; Kamphaeng Phet; Uthai Thani and Phi Chit), Thailand, Cassava is a 
vegetative propagated crop which is commonly propagated by stem cuttings. Cassava stems are cylindrical, with a 
diameter ranging from 2 to 6 cm. Cassava stems can grow up to 4 m, though in some genotypes they grow to only 1 m. 
Stems vary considerably in color from whitish gray to brown or dark brown and are usually woody with a large pith. 
Each stem produces an average of one node per day during early growth stages, and one node per week later. Each nodal 
unit consists of a node which subtends a leaf, and an internode. Internodes vary in length according to genotype, plant 
age, and environmental factors such as soil moisture, temperature and light. Internodes are short under drought stress, 
long under favorable conditions and, abnormally long under insufficient light. The shoot develops from buds located at 
the nodes of the cutting. The number of shoots which develop from a stem cutting depends on several factors such as 
length of cutting, planting orientation, stem diameter, genotype, mother plant effect and, apical dominance. The use of a 
previous crop stem to plant a new crop is very convenient, but it also provides an easy way for disease-causing 
pathogens, particularly viruses, to pass directly from one plant generation to another:   

 
Production: To get good cassava planting materials, mother plants must be cultivated on fertile soils or well 

fertilized soils. Cassava planting materials derived from this planting condition of the mother plants will have better food 
for the new plants - good germination, grow better and produce higher root yields and, may have better resistance to pests 
and diseases, such as mealybugs. Planting materials must be produced using stems that are selected from vigorous plants 
with no nutritional deficiencies, are of suitable age and are free of diseases and pests. It can be noticed that cassava plants 
of the same varieties on the same land do not show similar vigor and there may be large differences in root yield between 
cassava plants. At the time of harvest, plants can have significant variation in stem maturity and some roots may be 
rotten. The cause of these problems could be certain soil or climatic factors, but they may also be related to the quality of 
the original planting material. Therefore, two important things must be considered to get healthy and high-quality 
planting materials. 

 
Best quality planting material is usually taken from the middle two thirds of the stems of plants that are 10-12 

months old. The length of the planting stakes should be about 20-25 cm long. Farmers practice different spacing with the 
distance between plants in the row varying from 50 to 150 cm. A plant density of 10,000-15,000 plants per ha in general 
results in good yields. The optimum plant spacing varies from uplands to lowlands, and depends on whether cassava is a 
sole crop or is intercropped with other crops. In upland areas farmers traditionally grow cassava together with other crops 
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such as maize, pea cassava, banana, etc. The distance between cassava plants will differ depending on the type of 
intercrops, but generally ranges from 100 to 400 cm. In cropping, the spacing of cassava is usually between 80 and 100 
cm within and between rows. In Lower Northern, Thailand, the plant spacing in cropped cassava will vary from 1 x 1 m 
to 1 x 0.5 m. The plant spacing depends mainly on: variety, climatic conditions, soil fertility of specific locations and 
cultural practices. There is no universal recommendation for the plant spacing of cassava. Branching and vigorous 
cassava varieties will need wider spacing compared to less branching and less vigorous varieties. Cassava grown on very 
fertile soils will need wider spacing compared to cassava grown on infertile soils. 

 
Storage: The stems should be stored under shade and preferably in a standing position with the lower part of the 

stem in contact with the soil. Placing mulching material around the base of the bundles or keeping the soil slightly moist 
may help prevent the stems from drying out. Storing of stems should be for as short a time as possible and under 
optimum conditions. Depending on the varieties, longer storage time may reduce the germination and rooting of the 
planting stakes. Generally, the stems should not be stored for more than two months after harvest. 
 
Weeding and Harvesting of Cassava 
 

Cassava is cultivated in all agro-ecological zones in Lower Northern, Thailand as it can grow under both upland 
and rain fed lowland conditions and in the conditions with low soil fertility as compared with other field crops. However 
it grows poorly in clayey and stony while perform well in deep loamy soils with medium fertility and good drainage 
conditions: 

 
Planting:  
 

a) Planting time: Planting time should fit with local farming calendars as this will help to ensure: 
(1) Healthy sprouting and (2) Good crop establishment Generally, planting time varies between locations depending on 
the availability of water (rain).In some locations, cassava is planted in the early rainy season from Mach to June while in 
the other places is planted in late rainy season from October to November. 
 

b) Preparation of planting materials: Planting materials should be taken from plants that are between 8 
and 18 months old. Best quality planting material is usually taken from the middle two thirds of the stems of plants that 
are 10-12 months old. As a general rule, the diameter of the stems should be not less than one half the diameter of the 
thickest part of the stem for the variety being used. The length of the planting stakes should be about 20-25 cm long. 
Generally stakes should have between five or seven nodes. 

 
A sharp knife or a saw should be used for cutting the stems into planting stakes, taking care to avoid 

bruising of tissues, tearing the bark, splintering the wood and damaging the planting material. Under favorable 
conditions, planting materials with either transverse cuts or beveled cuts may give good yields. Stakes that have been 
transversely cut are able to root uniformly around the whole stem perimeter, resulting in better root distribution. 

 
c) Method of planting:  Depending on the growing conditions such as rainfall, flatness and soil types of 

the production field, there are three planting methods used in cassava production.  Those are: 
• Horizontal method. The entire stake is placed horizontally and buried at a depth of 5 to 20 cm (usually about 

10 cm) in the ground. This method produces shallower roots than slanted and vertical planting. 
• Inclined method: The stake is placed 2/3 of its length in the ground and at an angle ranging from about 45º to 

60º. 
• Vertical method: The stake is pushed vertically and about 1/2 of its length into the ground. With this method 

the stake sprouts quicker than with the other two methods, but it produces deeper roots than the horizontal or inclined 
planting methods. 

 
If the soil is loose and friable, stakes can be planted vertically (slanted) by pushing the lower part of the stake 

about 5-10 cm into the soil. Stakes can also be planted horizontally at 5-7 cm depth by digging individual holes, or by 
making a long furrow, laying the stakes down and covering with soil. Planting vertically or slanted generally produces 
higher yields than planting horizontally, especially during periods of drought and the vertical method is suitable in sandy 
soils and under erratic rainfall. 

 
Studies show that vertical planting resulted in the highest germination percentage, but that slanted planting 

produced the highest yields. Planting one stake per hill significantly increased yields as compared to the traditional 
practice of planting two stakes per hill, slanted in opposite directions. Planting stakes horizontally is common in heavy 
clay soils or with zero- or minimum tillage methods of land preparation. When the soil is well prepared and friable, 
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planting vertically or slanted is faster than planting horizontally, but care should be taken that the eyes or buds on the 
stakes face upward; with horizontal planting this is of no concern. 

 
d) Planting space: Farmers plant cassava at different spacing with the distance between plants in the 

row varying from 50 to 150 cm. A plant density of 10,000-15,000 plants per ha in general results in good yields. The 
optimum plant spacing varies from uplands to lowlands, and depends on whether cassava is a sole crop or is intercropped 
with other crops. In upland areas farmers traditionally grow cassava together with other crops such as maize, pea cassava, 
banana, etc. The distance between cassava plants will differ depending on the type of intercrops, but generally ranges 
from 100 to 400 cm. In cropping, the spacing of cassava is usually between 80 and 100 cm within and between rows. 
Branching and vigorous cassava varieties will need wider spacing compared to less branching and less vigorous varieties. 
Cassava grown on very fertile soils will need wider spacing compared to cassava grown on infertile soils. 

 
Weeding: The crop should be weeded when cassava plants are about 20 to 25 centimeters high, that is 3 or 

4 weeks after planting. A second weeding should be at about 1 to 2 months later after the first weeding. During weeding 
the crop can also be mounted up to support the formation of tuber roots, and to prevent the wind from blowing the plants 
down. After this, the cassava plants are big enough to prevent weeds from growing. If rain spoils the mounds, they must 
be remade. When the soil of the mounds gets too hard, break it up with a hoe, so that water and air can get in to nourish 
the roots. Early weeding prevents weeds from competing with the crop for nutrients, water, light and space. Hand 
weeding is recommended if labor is available and economical. Combine different cultural practices to control weeds. 
Those can be: (1) Manual weed control (hand weeding); (2) Use cover crops (Melon, legumes or pumpkin) to suppress 
weeds ;( 3) Use inter-row weeds (mechanical) and (4) Use chemicals to control weeds. Herbicide can be used if labor 
becomes a limiting factor. 
 

Harvesting and storage: Depending on the variety, harvesting of cassava for food may begin from the seventh 
month after planting for early varieties, or after the tenth month for late varieties. Before this, the roots are too small. At 
the harvesting time, that is, between the sixth and the twelfth month, each fully row cassava root may weigh 1 or 2 
kilograms, depending on the variety. In small family plantations, without cutting the stems, roots can be harvested at any 
time depending on the need of the farmers. For industrial purposes, the crop is harvested at once at around 10-12 months 
after planting despite it can be harvested as early as 8 months and as late as 24 months. Generally, high starch cultivars 
are harvested late. After harvesting, the roots must be transported to the factory within 4 days before they become rotten 
and the stem must be stored until they are required for the next planting season. Cassava can be harvested by hand, 
levelers and machine. 

 
a) Hand harvesting: Hand harvesting of cassava can be simple if cassava stakes are planted horizontally in the 

soil at a depth of 5–10 cm. In case they are planted vertically or slanted, a garden fork can be used to loosen the soil 
around the tubers before they are pulled by hand. In this system, it is always better to plant the stem cut slanted, since 
most of the tubers will be produced at the distal end, away from the stem. Thus root damage can be minimized by 
sticking the fork in the ground at the proximal end of the plant where the stem emerges from the ground. 

• Cut the plant about 20 to 50 cm from the soil before pull out of cassava. 
• Or cut some part of plant about 7 to 14 days before pull out of cassava. 
• Shake the cassava plant before pull out, because to avoid the tuber broken and bark tuber broken. 
 
b) Levers: Harvesting the cassava can be done by using levers. Through this practice, a pole about 3 m long is 

securely attached to the stem, with one end on the ground and the other serving as a lever to pull up the plant and tubers. 
 
c) Machine harvesting: Farmers can adapt mold board ploughs and even chisel ploughs to penetrate and lift the 

soil so that the roots can be easily extracted. A cassava harvester, which can literally unearth the roots and separate them 
from the soil, has been developed and successfully used in South America. 
 
Cassava intercropping systems 
 

Cassava is considered as a long-season crop in Lower Northern 2, Thailand get good cassava planting materials, 
mother plants must be cultivated on fertile soils or well fertilized soils. Cassava planting materials derived from this 
planting condition of the mother plants will have better food for the new plants - good germination, grow better and 
produce higher root yields and, may have better resistance to pests and diseases, such as mealybugs. Planting materials 
must be produced using stems that are selected from vigorous plants with no nutritional deficiencies, are of suitable age 
and are free of diseases and pests. It can be noticed that cassava plants of the same varieties on the same land do not show 
similar vigor and there may be large differences in root yield between cassava plants. At the time of harvest, plants can 
have significant variation in stem maturity and some roots may be rotten. The cause of these problems could be certain 
soil or climatic factors, but they may also be related to the quality of the original planting material. Therefore, two 
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important things must be considered to get healthy and high-quality planting materials.. Due to its slow growth at the 
initial stages, it does not efficiently use the availability of light, water and nutrients during these early growth stages. 
Thus short-duration crops may be inter-planted to make more efficient use of these growing factors. Among all, legumes 
can be considered for use in intercropping systems with cassava because of their fast growing and the ability to improve 
soil fertility through nitrogen fixation. Intercropping cassava with short-duration crops is a common practice among 
smallholder farmers in many tropical countries. These intercrops are useful because they supply either food or additional 
income, especially at times when the cassava crop cannot yet be harvested; they may fix N and supply other nutrients to 
the topsoil; they may protect the soil from the direct impact of rainfall, and may reduce the speed of runoff water when 
the cassava canopy is not yet closed, thus reducing soil erosion; and they may reduce weed growth during the early stages 
of cassava development. However, intercrops need to be carefully managed in order to reduce the competition with 
cassava, for light, water and nutrients. This is usually done through modifications of the plant spacing or planting pattern 
of both crops, by adjusting the relative time of planting and by fertilizing each crop adequately to maximize yields. 

 
Type of cassava intercropping systems: Growing two or more crops at the same time in the same field is usually 

described as an “intercropping system”. However, these can still be subdivided into four different subsystems:  
1. Mixed Intercropping: in which usually several crops are grown mixed and randomly distributed in the same 

space, and these crops may be planted and harvested at different times according to their specific characteristics. 
2. Row Intercropping: in which two or more crops are grown simultaneously in a regular arrangement with a 

well-defined planting pattern, consisting usually of one or more rows of a short-duration crop in parallel rows between 
rows of the long-duration crop. 

3. Relay Intercropping: is a kind of intercropping in which two or more crops grow simultaneously during part 
of the life cycle of each. A second crop is planted before the first crop matures; or, the second crop is planted in the same 
field as the first crop after the first has achieved reproductive maturity but before it has reached physiological maturity. 
This allows farmers to grow two crops in one season in places where the growing season is not long enough to 
accommodate two crops. 

4. Strip Cropping: in which two or more crops are grown simultaneously in the same field, but in separate and 
alternating strips that are wide enough to allow independent cultivation but narrow enough to obtain some crop 
interaction. 

 
Improvements in Cassava Intercropping Systems: Several factors should be considered in the selection of crops 

and management practices to maximize the outputs of intercropping systems. 
 
Plant type and/or growth habit: Cassava varieties may differ in their growth habits, some having vigorous early 

growth and early branching, while others are more erect with medium to late branching. This may also vary with fertility 
of the soil; in soils low in K plants tend to be short and highly branched, showing a prostrate growth habit, while plants 
growing in soils high in N are tall and show vigorous early growth. To minimize the shading of low growing gain 
legumes by cassava, the latter should have and erect and late-branching growth habit, but to avoid the shading of cassava 
by fast growing intercropped maize, the former should have a vigorous early growth with medium to late-branching. 

 
Relative time of planting: The intercrops can be planted at the same time as cassava, or one or more weeks 

before or after planting cassava, depending on the vigor of each crop, as well as on the relative income expected from 
each crop. When the income from the intercrop is expected to be high, these crops may be favored by planting before the 
planting of cassava, and vice versa. However, in general, the greatest total yields are obtained when both crops are 
planted at the same time, or with a difference in planting date of only 1-2 weeks. 

 
Planting density: In general, the optimum monocrop planting density can also be used when cassava in grown in 

association with other crops without causing a serious yield reduction of the associated crop. However, if the cassava 
variety is very vigorous, it may be necessary to reduce its plant density in order to maximize total yields. With late-
branching and less vigorous cassava varieties the best yield were achieved with an intermediate plant density of about 
10,000 plants per hectare. 

 
Planting pattern: The choice of spatial arrangement of each crop is important in reducing competition and 

maximizing total yield, as different arrangements affect the efficiency of utilization of light and space. In many cases, a 
normal square planting arrangement of cassava with one row of grain legume or maize between cassava rows gives the 
maximum yield and income from both crops. However, to favor the growth of intercrops, a wider interrow spacing of 
cassava and shorter interplant spacing within the row is often preferred. This arrangement may allow the planting of two 
or more rows of intercrops between cassava rows.  

 
Fertilization: Crops grown in association tend to reduce soil erosion and nutrient leaching but some more 

nutrients are likely to be removed in the harvested products.  Intercropping represents and intensification of the demand 
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for nutrients, particularly when each associated crop is planted at its normal density. In this case, the removal of nutrients 
from the soil is higher than when cassava is grown in monoculture. There is little or no information about the optimum 
rates and balance of fertilization for each crop in an intercropping system, because this is highly dependent on the fertility 
of the soil, on the nutritional requirements of each crop, their competitive interaction and growth duration. Whether most 
fertilizers should be applied to cassava or to the intercrop also depends on the expected income to be derived from each 
crop. In general, cassava should be fertilized as if it were planted in monoculture, generally requiring relatively high 
levels of fertilization, while cereal crops require mostly fertilization, and grain legumes fertilization. Weed control: 
Intercropping cassava tends to reduce the growth of weeds between cassava rows, but it also makes weeding by 
mechanical means more difficult. On hand weeding with a hoe at 3-4 weeks after planting is often practiced, after which 
the canopy cover from both cassava and the intercrops will generally prevent further weed growth. Weed competition can 
also be reduced by application of pre-emergence herbicides. However, some herbicides that are selective for cassava may 
not be selective for the intercrop. Thus, care should be taken in the selection and dosage of the appropriated herbicides. 

 
Reducing Soil Erosion: The effectiveness of intercrops in reducing soil erosion depends on whether they have 

been able to produce enough foliage in time to protect the soil surface from rainfall. More consistent results in reducing 
soil erosion have been achieved by planting cassava with protective hedgerows, or “live barriers”, a low-cost alternative 
to engineered soil conservation options such as contour bunds or bench terraces. Hedgerows filter and slow the rate of 
runoff and can be created using various recommended grasses, perennial legumes and other plants. An added advantage 
of planting hedgerows is that, when pruned regularly, they provide in situ mulch, which makes these systems particularly 
effective in reducing erosion and less laborious than carrying mulch from elsewhere. 
 
 

MARKET CHAIN MANAGEMENT OF CASSAVA  
 

Product marketing is important for cassava farming and processing since understanding the marketing process 
and using that knowledge in marketing produce can have a major impact on the profitability (or net farm income) of a 
farm. Lower Northern 2, Thailand is cassava farming with a poor knowledge of the marketing process can lack power or 
influence in the marketing process. They are price takers. Knowledge about the marketing process and marketing 
strategies can strengthen the farmer’s position. 
 
Market chain 
 

The role of the marketing group is not only to capture our “hearts and minds” today, but also to identify what we 
will need tomorrow. Marketing is an ever more pervasive element of our daily lives and marketing, more than other 
business function, is focused on people, which makes it compelling. Marketing in a more scientific context, can be 
defined as “a social and managerial process by which individuals and groups obtain what they need and want through 
creating and exchanging products and value with others”. The process of marketing is therefore finding ways to provide 
people with products and services that they need to either function normally or desire to improve their well-being. There 
are three distinct categories of need that marketing aims to service: 

 
1) The first area includes (a) basic physical requirements, such as food, clothing, shelter and safety; (b) social 

needs, related to belonging and affection; and (c) individual needs for knowledge and self-expression. 
2) The second area includes wants or desires, which go way beyond immediate basic requirements for basic 

human operations and social interactions. Desires are a seemingly unlimited set of ideas, products, services that people 
seek in order to satisfy any perceived need. The main limitations to satisfying perceived needs are the resources to pay 
for them. Whichever category, the consequences are similar in the market place, in that, when wants are supported by the 
ability to pay, these wants can be translated into demands. 

3) The third areas consider products and services as benefits; consumers will choose those products and services 
that provide them with the best value for money. As value is based on an individual’s estimation of satisfaction, there are 
many degrees of fulfillment when making a purchase, decisions are based on a multitude of cultural, ethical, moral, 
climatic, and wealth related dimensions. Therefore, for many situations, producers and marketing agents have developed 
a mesmerizing range of quality, price and emotionally loaded options.  

 
The market chain refers to the system that consists of actors and organizations, relations, functions, and product, 

cash and value flows that make possible the transfer of a goods or service from the producer to the final consumer. A 
production chain is made up of inter-related links, which are generally production, post-harvest and processing, 
marketing and consumption. The rapid evolution in marketing of cassava has been driven by the need to remain 
competitive in the marketplace and this is based on the ability to attract new customers (e.g. local, national, international) 
with the promise of better value and retain existing customers, by delivering satisfaction. 
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Market Actors 
 

Assembly traders: These traders normally buy from producers and collectors, and sell to larger wholesalers. 
Their main function is to gather produce for sale to large traders who do not have the time to carry out small purchases 
from scattered producers and collectors. Assembly traders are normally based in rural markets or towns. They may own 
or rent small, motorized transport vehicles and small storage facilities. 

 
Wholesalers: Wholesalers vary in size, but deal with larger volumes than collectors and assemblers and often 

store goods. They normally own or rent medium to large vehicles for transporting products, and own or rent medium to 
large size storage premises which allows them to postpone sales in anticipation of price rises, i.e., to speculate on the 
market. These traders depend on the needs of larger markets with many other wholesalers, retailers and consumers, i.e. 
large towns and cities. They sometimes buy produce from producers and collectors, but tend to rely on assembly traders 
and other wholesalers as the main source of supplies. Wholesalers sell in bulk to other wholesalers, processors, 
industries, institutional buyers and retailers. 

 
Retailers: The main role of retailers is the distribution of products to consumers. Their function is to obtain 

supplies and display them in forms and at times convenient to consumers. Retailers are very diverse in size and operation 
from small kiosks and hawkers or roadside sellers that sell small volumes of a limited number of goods, to shops, and 
supermarket chains that deal with a vast range of agricultural products. Some retailers specialize in specific products, 
whereas others sell a range of fresh, processed and frozen products. 

 
Processors/commercial buyers: Processors are individuals and firms involved in the transformation of 

agricultural commodities. Rice and maize millers, bakeries, fruit juice makers and cassava starch manufacturers are 
examples. Processors can be small household enterprises or large formal firms. Large processors tend to have significant 
stocks of raw material to ensure continuous processing activity and high utilization of installed equipment during the 
offseason. 

 
 

PRODUCERS AND PROCESSORS OF CASSAVA PRODUCTION 
 

Despite their production, potential, cassava producers and processors confront serious constraints in profiting 
from their resources due to lack of investment in basic infrastructure, limited access to services and unfavorable policies. 
Major global trends, see below, are rapidly changing the producing environment and communities need to devise ever 
more innovative ways of using their labor, resources and skills to take advantage of new business opportunities for 
cassava. In many cases, Lower Northern 2 is current trends will continue to marginalize increasing numbers of cassava 
producers and processors with particularly negative effects on those that are least organized and distant from markets. To 
address these changes producers and processors are adopting various strategies, including agricultural extension, 
intensification, diversification, mixed on / off-farm income streams and increasingly urban migration. 

 
Global trends and local market development: There is growing consensus among development economists that 

growth is positively linked to export oriented trade and that a robust private sector is the means to long-run prosperity. 
For many development institutions related to cassava crop, this has led to the conclusion that even the basic tenets of 
social support are no longer considered a supply problem, but the result of underdeveloped markets. As such, these 
market problems should be addressed through market solutions. The changing socio economic environment has triggered 
many trends that offer both new opportunities and threats to the many cassava producers and processors in regard to 
market access. These trends include: 

 
Market integration: The effects of market liberalization, globalization, market concentration and innovations in 

finance, communications and transport are having profound effects on how business in being conducted within the 
cassava markets. To remain competitive within this new environment actors along the market chain are adopting 
strategies to increase economies of scale, through collective action, concentration of ownership and vertical integration. 

 
Value addition: Although, value addition to primary cassava post-harvest and processing offers a major income 

opportunity for many rural communities in Lower Northern, Thailand, lack of progress in the multi-lateral trade 
negotiations has meant that tariff barriers prevent exports of processed cassava. Consequently, in the export trade most 
value to cassava products takes place in the importing country. Even within Lower Northern, Thailand, (80%) of value 
addition is generated off-farm, due to lack of knowledge, infrastructure and market access. 

 
A strategy for cassava market development: The analysis of macro-trends and policy in the agricultural and food 

sectors suggests two major challenges for cassava business development: 
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 Developing competitive cassava enterprises at the micro level. 
 Creating an enabling policy environment at the macro and micro levels 

To address these business challenges, the following strategies are recommended: 
(a) Promote participatory methods that directly involve local chain actors in decision making and develop local 

capacity for business development; 
(b) Stimulate collective action and organization of rural economic organizations with a solid business and 

market orientation; 
(c) Promote intensification, diversification and value adding for cassava in rural areas; 
(d) Strengthen the market for rural business development services and its coordination; 
 
The emphasis of identifying market opportunities is linked with growth and emerging markets. The methods 

will enable service providers and producers to evaluate market options for existing products and to identify new products. 
It should however, be recognized that any change in a marketing system tends to increases risk and therefore it is 
important to understand the relationship between the potential gains by investing in an identified market against the 
potential risks. 
 
 

CONCLUSION 
 

This paper guideline developed from the notion that empowerment of value chain of perspective cassava 
production of small farmers cassava is vital for sustainability in Lower Northern 2. Chain empowerment is about 
increasing the capacities of farmers to add value to the activities they are involved in to become involved in chain 
management issues conclusion; (1) Upgrading as a chain actor: The farmers become crop specialists with a clear market 
orientation, (2) Upgrading as activity integrator: Adding value through vertical integration - the farmers move into joint 
processing and marketing in order to add value,(3) Upgrading as a chain partner: Developing chain partnerships - the 
farmers build long-term alliances with buyers, centered on shared interests and mutual growth and (4) Upgrading as a co-
owner: Developing ownership over the chain - the farmers try to build direct linkages with consumers.  Although the 
chain empowerment perspective cassava production in Lower Norther 2 is a powerful tool to understand the different 
positions farmers take within a chain and how these can be improved, the matrix does not allow us to understand why 
farmers are positioned in a particular quadrant and what the constraints are to move out of this position. Because the 
perspective cassava production does not provide an explanation of constraints, it is unable to differentiate between the 
constraints faced by situation as compared to climate change, because of their region position.  
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ABSTRACT 
 
As the widely implementation of supply chain management (SCM), companies encounter unsolved problems 

while benefiting from SCM. There has been a research on demand chain management (DCM) that shows the new 
customer demand orientation will bring company more competitiveness to break through bottleneck. The purpose of this 
review is to illustrates the concept of demand chain and its advantages in e-commerce. Literature review and survey will 
be illustrated as the reference and the theory of this article is based on the literatures. A mode and a model of e-commerce 
demand chain will be detailed proposed and the ideas that how demand chain will work beneficially and efficiently. The 
mode focuses on the characteristics of demand chain in e-commerce, including customer management characteristics, 
supplier management characteristics, and logistics management characteristics. The model is a process of demand chain 
with information flow and material flow in e-commerce. Some other considerations about e-commerce demand chain and 
some remarkable problem with it are described with solutions. It is expected that the concept and model will make it 
desired for business corporations to give different and useful guides on transactions.  

 
 

KEYWORDS 
Demand Chain Management, Supply Chain Management, Customer Demand, E-commerce   

 
 

INTRODUCTION 
 
Over the past twenty-plus years, operating successfully requires organizations to become much more involved 

with suppliers and customers. As global markets expand and competition increases, Supply Chain Management (SCM) 
became more and more popular among corporations. The Council of Supply Chain Management Professionals (CSCMP) 
defines supply chain management as: “The planning and management of all activities involved in sourcing and 
procurement, conversation and all logistics management activities. Importantly, it also includes coordination and 
collaboration with channel partners, which can be suppliers, intermediaries, third-party service providers and customers.” 
With implementation among companies, the supply chain indeed reduced costs and improved quality and customer 
service, and with the end improving competitiveness. Besides the merit of supply chain, there are still several common 
problems. The inventory is always surplus or deficit, which costs huge money. In the U.S., businesses spent $2.269 
trillion on inventory carrying costs (which include interest, taxes, obsolescence, depreciation, insurance and warehousing) 
while total retail sales in the US topped $4.53 trillion in 2013, according to the Council of Supply Chain Management 
Professionals’ (CSCMP) Annual State of Logistics Report and emarketer. And at the same time, globally averagely 8.2% 
consumers cannot purchase the products they desire, based on the research. In retail industry, there was still a stock-out 
rate at 6.5%, and even after considering the alternative products, the net stock-out rate reached 3.1%. From the data, it is 
apparently that the warehousing cost became a factor that is dysfunctional and should not be ignored any more. Apart 
from this, there are other problems bothering corporations. The efficiency in corporation is not high enough because of 
the vague borders between departments and responsibility. The social loaf phenomenon did great damage to companies. 

 
And at the same time, technology development and globalization has totally rebuilt the concept of trading. 

Therefore, the resource became surplus for the easier access to the services and raw material globally. Quality of products 
is better for technology, so that the quality is not the only initial factor to be competitive. With internet popularization and 
the emergency of E-commerce, customer can show their demand directly and more efficiently. In the Direct from Dell of 
Michael Dell, it is implicated that the influence of market changing on corporate transformation and transition is always 
lagging. The truly determinant factor is consumers’ demand. The fastest response to customers’ demand with accuracy 
will become competitive in current circumstances. The implementation of supply chain is not enough to reply to demand 
in time, and this is the emergence reason of Demand Chain and Demand Chain Management (DCM). 

 
The concept of demand chain is raised by Michael E. Porter, a professor of Bishop William Lawrence University 

of Harvard, involving marketing, sale, service, distribution, promotion and etc. According to Porter’s theory, both 
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demand chain and supply chain are components of value chain, which is a systematically value-added activity from raw 
material to end products in consumers’ hands. Demand chain is the opposite position to supply chain, which is the 
downstream in value chain. The DCM refers to management on the information systems that provide direct input to the 
supply chain to optimize sales channel performance. The aim of DCM is to match demand to available capacity and 
reduce more cost, especially on inventory waste costs, and meet customers’ needs precisely and timely. Because in the 
e-commerce, responses are rapidly and demands are changeful, and marketing department can get the updated 
information in time. DCM system can improve the corporation reaction to be faster significantly. It is crucial to pay 
attention on DCM as same importantly as SCM.  

 
The successful implement of demand chain management is the zero inventory in TOYOTA company, as well 

known as just-in-time production or the Toyota production system (TPS). In 1950s, TOYOTA company realized that 
although the car production mode in the US is developed enough, they could not just copy directly. A new idea of small 
batch lean production was put forward. From then on, the JIT system has spread to all the world, which aimed primarily 
at reducing flow times within production system as well as response times from suppliers and to customers. JIT system 
saved huge inventory amount, reduced labor time and total corporation costs, and improved production efficiency. The 
core philosophy of JIT is to eliminate any invalid labor and waste. The extreme attention on customer demand and total 
quality management bring TOYOTA vast benefits. And it should be used to benefit all companies, of whom the model 
will be explained in followings.      

 
 

LITERATURE REVIEW 
 
In this section, several relevant literatures that pertain to demand chain and DCM within e-commerce will be 

briefly presented. 
 
Supply chain and demand chain 
 
Lee, H., Peleg, B., & Whang S. J. (2005) studied on the demand chain in TOYOTA, considered that the 

TOYOTA demand chain is flexible, customer oriented and product specific and efficient. The study did research on how 
TOYOTA take advantages of its developed distribution channels, inventory management, planning methodologies, and 
production capabilities to create and manage its demand chain, focusing on Japanese and the North American markets. 
The matching demand and supply improved the efficiency significantly. By using Toyota Pruis and the Scion product 
lines, the research demonstrate how Toyota adjusts its demand chain to fit a particular product and its target customers. 

 
Hilletofth, P., & Ericsson, D. (2007) argue that there is a need for a new generation of logistics management 

with the change of environment. By combining logistics and demand chain management, the paper advocate that the new 
management philosophy identifies consumers and their demand as the starting point for all value chain activities. 
Through case studies, it has been found that DCM philosophy will not merely facilitate the development of logistics but 
rather an integration of marketing and supply chain operations. In the volatile and consumer-oriented environment, it 
requires higher levels of customized products, faster product development, and commercialization together with all 
parties along demand chain and supply chain.     

 
Canever, M. D., et, al. (2008) delineated the emergence of demand chain management from a theoretical 

perspective and illustrate its occurrence in practice. Through the case study on beef chain in the state of Rio Grande do 
Sul (Brazil), finding that the DCM is derived from SCM but on market orientation perspective, where the supply chain 
emphasizes on supply and production orientation.  

 
Bustinza, O. F., Parry, G. C., & Herrero, F. V. (2013) had researched into the effect of adding services to product 

of offerings in supply chain and demand chain. The purpose of that paper is to make it clear that how firms manage their 
product and service if they integrating the SCM and DCM. Through survey, questionnaire and structural equation 
modelling (SEM), the paper has found that the management of the services value chain, where the customers’ role as 
value creator is a central feature of the construct, and better served by integration of the customer orientation of DCM.  

 
Kovtun, V., Giloni, A., & Hurvich, C. (2014) shows study about assessing the value of demand chain in supply 

chains, assuming that each supply chain player limits its best linear forecast of the leadtime demand and uses it to 
determine the order quantity. In the paper, they demonstrate how a typical supply chain player can influence the extent of 
its available information in the presence of demand chain through studying the properties of the moving average 
polynomials of adjacent supply chain players. And it is illustrated that the study how a player can determine its available 
information under demand sharing and use the information to forecast precisely to show the importance of information 
sharing among downstream in demand chain.  

 
Santos, J. B., & Antone S. D. (2014) proposed a critical view of demand chain management. The paper 

leveraged the existing theories on interfaces between intra-firm departments to identify the dimensions of demand supply 
alignment and map the drivers, enablers and consequences on carrying out those alignments. The outcomes will be used 
to improve the idea the DCM. 
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Demand chain in e-commerce 
 
Lee, H. L. & Whang S. J. (2004) illustrated the impact of e-business on supply chain integration can be 

described along the dimensions of information integration, synchronized planning, coordinated workflow, and new 
business models. The paper founds that many core supply chain concepts and principles can be carry out to practice more 
efficiently by e-business, creating huge value.  

 
Seethamraju, R. (2014) investigates the adoption of demand chain management in Australian organizations with 

cross-sectional qualitative field study. The paper found that the adoption is constrained the organizational capability and 
sound digital platforms. The paper also provides solutions that adopting the DCM initiatives such as market intelligence 
mechanism, will help organizations to become agility and control simultaneously.  

 
Vasista, T. G. K., & AlAbdullatif, A. M. (2017) proposed a proactive analytic approach on electronic customer 

relationship management (CRM) in DCM. Currently, the collaborative business supply chain environment required to be 
proactive rather than reactive to deal with the uncertainty. In the paper, it is addressed that how predictive analytics helps 
in constructing the knowledge base to conduct verification and validation in demand chain management.  

 
 

PROPOSED DEMAND CHAIN MANAGEMENT MODE IN E-COMMERCE 
 
In e-commerce, quite a lot business activities about supply and marketing are operated online. The essence of 

e-commerce transaction is the virtual companies finding customers and their demand and resources through Internet 
e-commerce channel, process and transform, and delivery to consumer’s hand in finished goods form. 

 
The characteristics of DCM in e-commerce can be concluded as follows: 
1. Customer management. Customer management is the core content. E-commerce corporations have to 

restructure internal process and systems based on “customer-driven” philosophy. A quickly response and unimpeded 
communication system should be set up. It is apparently that improvement of management on customer information and 
demand to attract and maintain more customers should be the priority of demand chain. 

Difference between customer relationship in supply chain and demand chain: 
 

Customer relationship in SCM Customer relationship in DCM
Focus on major customers Focus on both majority and personalized customers 
Short-term Long-term
Limited customer involved Abundant customer involved
Moderate customer relationship High intensity customer relationship
One-way communication Both ways communication
Popular customer information Popular and individualized customer information 
Production-orientation Customer-orientation

 
Table 1 Differences about customer relationship between SCM and DCM 

 
The characteristics of e-commerce customer management are: 
 

a. Faster information delivery speed, which bring company first-hand information about customers’ preference. And 
the communication is directly. Through Internet communication, e-mail, Facebook, WhatsApp, line, WeChat and so on, 
the distance between company and customer are closer, so does the relationship. This make the real time communication 
more convenient and getting feedback immediately. In e-commerce background, the customer service can be simplified 
significantly, which also bring benefits to both firms and customers.  
b. E-commerce realizes the remote service and automatic service. This function extent the market to anywhere 
worldwide has access to Internet.  
c. There is no doubt that automatic service makes it possible for 24-hour communication, and the remote service 
should be 24-hour because of the different time zone. And on the other hand, customer can get information through firm 
website anytime they want. These make sure the continuous production and transaction, which promote the customer 
service quality.  
d. The more important fact is that e-commerce facilitate the information system remarkably, it generates the 
information management standardization. Through e-commerce, all information internal and external can be gathered 
into database. The customer information will be integrated into all company transactions and shared in the whole 
company. It must be admitted that this will reduce the cost of internal information transmitting and information 
distortion.   
 

The better perform on customer management in e-commerce demand chain will establish better interaction 
relationship with customers, keeping competitive edge in the changeful and fierce competition.  

 
2. Supplier management. Supplier is a party that provide desired resource (production, raw material, WIP, 

machine or energy) for company. The supplier quality is the determinate element for company’s production activities and 
the response speed toward customers’ need in DCM. A perfect and smooth supplier system is the foundation of prompt 
and accurate quality procurement. The supply management in e-commerce has characteristics as follow.   
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a. Possess abundant global supplier resource and the supplier list makes certain that company can get desired resource 
promptly, such as raw material and components.     
b. Having access to qualified supplier with reputation will reduce the procurement risks and bring down the inventory 
cost and operation cost. Because inventories may represent a significant portion of total assets, a reduction of inventories 
can result in a significant increase in ROI. 
c. It is evident that e-commerce integrates all suppliers’ information into database and manage suppliers’ performance 
through measure lead time, product quality, price and service and so on. Classify the suppliers to different categories and 
choose outstanding suppliers will drop the purchasing cost observably.     
d. The implementation of electronic procurement systems (EDI), is the derived purchasing system from e-commerce. 
The Internet-based e-procurement system have changed the infrastructure requirement, making it readily affordable to 
most firms. It is time saving, cost saving, accuracy increase, real time and trackability, and benefit to the suppliers.    

 
3. Logistics management. Logistics is the process that plans, implements and controls the efficient, effective 

forwards and reverse flow and storage of goods, services and related information between the point of origin and the 
point of consumption in order to meet customers’ requirements, based on the official definition. Including transportation, 
warehousing, and information system, logistics plays very significant roles in the value chain. 

 
a. In e-commerce, there are software applications include transportation management systems, warehouse 
management systems and global trade management systems, which can be added to ERP software suites of applications. 
Companies typically find significant benefits with these logistics execution systems.    
b. The technology used in logistics management fostered the efficiency quite a lot by GPS implement and developed 
tracking system, which improved customer service apparently. And the tracking system make it possible to react rapidly 
to accident during delivery.   
c. It has been observed that a large amount of e-commerce firm are SME, who has less customers and production than 
traditional large company. The less products and sales is not suit for building specialized own warehouse or distribution 
center (DC). It is more economic that share distribution center with other SMEs by consolidation and reclassification to 
the inventories. This reasonable shared distribution center mode decreased the logistics cost greatly and enhanced 
utilization of resource like truck, labor and fuel.   

      
This section is the proposed model of demand chain management in e-commerce. In the high speed transaction 

in e-commerce transactions, a clear process model for information and material flow is indispensable for organization to 
develop. The model is inspired by value chain and supply chain model, which position all parties on the chain and their 
responsibilities. This new model emphasizes the information flow of demand-oriented input and the material flow of zero 
inventory strategy. The purposes for this model are: (1) to illustrate the process of information and material transmitting 
direction in demand chain; (2) to provide a model to compare with and improve for the firms that established demand 
chain already; (3) to be used as criteria for performance measurement for each link; (4) to integrate the demand 
information into enterprise information system, in order to adjust production with demand. 

 

  
Figure 1 Proposed Model of Demand Chain Management 

 
 
In the model, all begin from the customer demand, through CSR and any communication method such like 

survey, questionnaire or interview form to get as much as possible demand information. The implicated information can 
also come from the service and sale every day, though the information from existing sale volume is a little hysteretic, but 
the actual sale and service can be used as persuasive basis for forecasting. Enough precise data from all channels 
determines the accuracy of forecast, which is the most important and tough link within this model. Only the precise 
forecast can lead to appropriate inventory, production and procurement. Forecasting method like linear trend, linear 
regression, exponential smoothing or seasonal forecasting methods can be adopted. When having the specific forecasting 
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result, the marketing department can arrange for the sale or service. The products may delivery from the company 
warehouse or new production according to the situation of company, but the successful zero inventory will not allow 
product at any stage (raw material, WIP, finished products) be stocked too much into warehouse. Considering the reality 
and the difficulty to achieve zero inventory, small amount of safety stock will wait in the warehouse or distribution center, 
while reduce the unnecessary stocks on the other hand. If a new production is activated, the desired material information 
will be sent to procurement department as soon as possible. Purchasing department will place order to cooperated 
suppliers to get raw materials. The finished goods after production will be stored in warehouse or delivery to distribution 
center for next sale. Distribution center dispatch products to wholesaler and wholesaler distributes to retailers, depending 
on their delivery contract. Then the next sale happens, and meets the customers’ demand. A demand chain activity cycle 
has finished.  

 
Knowledge of calculus perspective can be used after the detailed description. If all information and material 

process are done quickly with efficiency, where the e-commerce can make sure the speed, all the goods will be dynamic 
within demand chain, which means the information analyzing and transmitting time are equal to the material delivery 
time. It will be continuous sales and information input. This is exactly the philosophy of zero inventory and JIT system.  

 
With this model and appropriate excitation, there must be huge benefits to the firms. The more sale without 

stock-out or surplus will reduce total cost significantly, leading to advantage edge and competitiveness. And utility of 
resource will be improved, so it will be environmentally friendlier. The most crucial part is the forecasting link. To this 
model, how to get the precise information and accurate forecasting result is vital. 

 
 

OTHER CONSIDERATIONS ON DEMAND CHAIN IN E-COMMERCE 
 
It should be added that although demand chain management will bring huge benefit, there are still unavoidable 

problems under e-commerce background. Exactly because of the fast speed on reaction and information spreading in 
e-commerce, the Bullwhip Effect will be magnified. If there is any error at the beginning of information flow, it will be 
amplified terribly at the end of information flow. It must be pointed out that the precise forecasting is indispensable to 
demand chain to weaken the bullwhip effect. The solution is information sharing. Systems such as VMI and vertical 
integration of all parties on demand chain can eliminate the bullwhip effect to some extent. Another consideration about 
demand chain is that the theory is based on rationale corporation and people, it is known that people in reality will not so 
rational as theory. Not all of the parties keep the same interest on demand chain, some are conflict with each other. In 
many circumstances, not all companies keep stocks depends on actual demand strictly. Oppositely, some of them have 
speculative strategy. If wholesaler and retailer notice the increase trend on demand, they are likely to purchase large 
amount of product, so that they can depress the price of suppliers. It will cause high inventory cost apparently. The 
speculative activity will do huge damage to the demand chain. On this occasion, a deeper trust among demand chain 
parties is necessary, enhance the cooperation and enlarge market with joint effort.  

   
 

CONCLUSION AND RECOMMENDATION 
 
To conclude, the theory, mode and model in this article is an overview of demand chain management in 

e-commerce. Through the literature review, the idea of demand chain management has been considered an excellent tool 
to reducing cost and improves competitiveness simultaneously. Not as SCM is already popular worldwide and used 
widely, demand chain focus on the customer side, while SCM emphasizes on supply to production side. Implement the 
proposed model and mode will help forms identify the need to establish demand chain and improve demand chain 
performance. The idea of this paper is that both of SCM and DCM should be combined and operate to integrate as parts 
of value chain to maximize company’s strength and benefits and cater to customers’ demand as much as possible. DCM 
changed the conventional supply chain leading by production pushing management into demand pulling management, 
and can be used as a basis for management of customer relationship. It should be made clear that there are two sides of 
demand chain, companies in e-commerce are supposed to take good advantage of its beneficial functions and mitigate the 
problem in demand chain. Take good advantage of demand chain in e=commerce will achieve zero inventory and 
promote the capital turnover.     
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ABSTRACT 
 

The service sector is already a supporting industry in 21st century, and therefore the service chain has been 
proposed and popularized widely. The importance of service and customer focusing become more essential for 
companies, especially the service company as such as hospital and airline company. The purpose of this paper is to 
introduce the concept of service chain with literature review and to distinguish the differences between service chain and 
supply chain. Through a proposed service chain model and an example of Emirates Airline, the paper illustrates the 
service chain process and stages in detail. And the key factors influencing service chain and the service chain features 
will be demonstrated and listed. The challenges of service chain future development are described in the paper later. This 
paper will elaborate the service chain and it will be great helpful for large service company to improve efficiency and 
customer loyalty, holding competitive edge over domestic and international competitors.  
 
KEYWORDS 
Service Chain, Service Chain Management, Supply Chain, Supply Chain Management, Demand Chain 
 
 

INTRODUCTION 
 

Since the emergency and development of the tertiary industry, the growth of service sector has been growfast, 
while the proportion of agriculture and industry is smaller and smaller. It is more important to focus on service research 
currently. Service sector is becoming increasingly important for companies and government to increase production 
growth and create advantage edge over their domestic and international competitors. Based on the previous researches, it 
has been found that service sector is not isolated and there are some certain relationships between service companies, 
organizations and parties, which is like a chain of service. The idea of service chain comes from this and it can be seen as 
analogous to supply chain (Simchi-Levi et al. 2000; Vollmann et al. 2004) but for service, while supply chain is mostly 
for products.  

 
Service chain is organized chains that connect all relevant organizations and parties, such as government, bank 

and insurance company, to serve customer better based on IT technology and logistics technology etc. it is a completed 
network aimed at maximizing customers’ demand. Service chain management is concerned with the planning and 
management of activities from support functions to the delivery of end customer services. The flow of material is not 
necessary in the service chain, so it is quite essential to use techniques to foster intangible service. To a certain degree, 
Service Chain Management was confined to studying the operations and systems only in large companies such as banks, 
airlines. But with the Internet development, the connection between service company and customer become easier, so 
more and more services through network appeared and the service chain are everywhere not only belonging to large 
company anymore.   
 
 

LITERATURE REVIEW 
 

Vaishnavi, V. (2004) applied a patent of Service Chain Management System, which invents and “provides a 
method for managing delivery of a service by defining selected attributed of and inter-relationships among four 
interacting components (a service provider, one or more customers of the service, technology required for delivering the 
service as well as one or more suppliers of that technology). The attributes and inter-relationships are then monitored, and 
performance metrics for assessing the quality of service delivery are generated based on the monitored attributes and 
inter-relationships”, according to the invention description. The invention makes sure the appropriate delivery service 
quality and number of resource through consolidation and new method’s employing.  

 
Stubbings, P., & Virginas, B., & Owusu, G., & Voudouris, C. (2008)present the research on a prototype 

collaborative forecasting application to honor customer demand and sustain quality of service in service chain. It is 
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necessary and essential to forecast customer demand precisely and failure to allocate appropriate resource will contribute 
to costs and loss. This paper identifies key theoretical and implementation specific issues related to collaborative 
forecasting and the initial modular artificial neural network approach to the problem in service chain. 

 
DeLuca, S. A., &Darcy. P. B. (2009) have been authorized the patent about system and method for service chain 

management in a client management tool. This invention is a client management product for a computer system, since 
service chain is closed to computer technology. According to invention, “a central monitor establishes a performance 
threshold for two or more components form a service chain. One or more management templates, corresponding to the 
performance threshold, are issued to the components for monitoring. If the performance fails to meet the performance 
threshold, an indication of the failure is provided to a computer system operator”. This invention utilizes client 
management products to proactively monitor client machines. And it works better in large company. And this invention 
combines the capacity planning products and performance monitoring products, which become more efficient and the 
integration bring company huge benefits. 
 

Jung, J. J. (2011) proposed a novel (service-oriented architecture) SOA-based platform to discover a service chain, 
for the reason that the number of businesses and services are ever-increasing, and complexly linked with each other. The 
paper emphasizes that considering not only explicit relationships (e.g., agreement) but also implicit relationships by 
matching semantics of the services. Decision makers can find out the way to choose businesses easily in a certain 
situation. And more importantly, it is simpler for business alliance formation process, including merge and split up can be 
done by using social network analysis (SNA) methods and finding out social relationships, such as centrality, between 
the connecting services. 
 

Chiou, Y. C., & Chen, Y. H. (2012) researchon the service quality effects on air passenger intentions form a 
service chain perspective. They divide the whole airline serviced into eight parts and use a second-order confirmatory 
factor analysis (CFA) to analyze eight stages and their relationships and connections. It is proposed two conceptual 
frameworks – overall framework and service chain framework. It is confirmed that the proposed model works in the case 
study of Spring Airlines, a low-cost carrier in China. And notably, the results for the relationships between the 
consecutive service stages show that a lack of satisfaction at a specific service stage will influence customers’ integral 
impression of the next stage. So it is essential to make sure every stage quality along the service chain. 

 
Tally, W. K., & Ng, M., & Marsillac, E. (2014) provides a methodology for port performance evaluation by 

utilizing the concept of a port service chain. A service network in port is established to evaluating the effectiveness, 
which accounts for the quality-of-service relationships along the service chain. It can imagine that if such relationship is 
ignored, the resource will not be allocated reasonably and the quite amount of cost and loss will be unavoidable. The 
integration of service network (service chain) will bring more effective on labor and resource when implementing the 
methodology.   
 

Xu, L., & Govindan, K., & Bu, X. Z. (2015) studies a sea cargo service chain with one carrier and two forwarders 
providing transportation service. With building model to stud how the carrier and forwarders dealing with the price and 
empty equipment repositioning (EER), they found out that the cargo depends on the potential demand imbalance volume 
between two ports. And there is a threshold when less than EER cost, the carrier assumes all repositioning costs. The 
study is focusing on pricing and balancing of the sea-cargo from service chain perspective. 
  

Cheng, G. Z., & Chen, H. C., et, al. (2015) proposed a service chain instantiation framework based on the 
integration of software-defined networking (SDN) and network functions virtualization (NFV) to address the problem 
that isolated network functions are difficult and costly to manage. In the paper, there are three contributions. First, the 
network functions are featured with the new atomic function to define the public features of network functions with 
hidden details. Second, it is proposed that an implementation of service chain consisting of a sequence of atomic function 
with order constraints. Third, the paper implement a proof-pf concept for service chain, Matchmaker, on the top of the 
SDN controller, which can manage network function in an efficient and scalable way.      
 
 

DIFFERENCE BETWEEN SUPPLY CHAIN AND SERVICE CHAIN 
 

Service chain is the analogue of supply chain in terms of subject. Service chain focus on customer and service 
while supply chain focus on products. This is the main distinguish between the two chains. The chain components 
structure is different between them. It can be seen in the diagram below, supply chain starting from raw material and end 
with customer delivery. Demand chain is exactly opposite direction to the supply chain, but the subject is also product 
with customer focusing. The subject of service chain is customer and product doesn't exist or occupy small proportion. 
The extent on customer-orientation is more severe in service chain. 
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Figure 1 Difference among supply chain, demand chain, and service chain based on product or service lifecycle 

 
 

There are two kinds of operation mode in supply chain, which are push-based mode and pull-based mode 
(Bowersox, et al., 2002). The defferences between two modes are depend on production mode of the core compnay in 
supply chain, make to stock or make to order. Chopera and Meindl analysed the supply chain deeply into deviding whole 
supply chain into two stage, push cycle in upstream and pull cycle in downstream. Compared to two different modes in 
supply chain, there is only one mode in service chain, which is compeletly pull-mode and reacting to market only. The 
unstorable and nontransferable features decide that there is no push factor in service chain. In another aspect, service is 
more creative than products, which means it is difficult to predict the service time and specific content. Difference 
between customers has a wide range. And the lead time customer willing to wait is much more shorter. So service chain 
has to be customer-oriented pull-based mode. 
 

Generally, supply chain is more stable than service chain. Supply chain emphasizes integrated cooperation based 
on longterm trust among companies, which requires long time to build good relationships and trust. There is a conslusion 
by Edwars & Samimi (1997) that to build trust relationship, it will normally take 10-15 years, comparing American and 
Japanese compnaies. So it is definitely that supply chain needs companies to colaborate long time and be stable in the 
relationship. Otherwise, it will cause internal (in the supply chain) cost raising and lower efficiency. Service chain, on the 
other hand, is more unstable because of labile customers. And the service choice range is much more wider than the 
products range. At this point, although there may be some similarities between service chain and supply chain with 
customized product, service chain has higher customer demand change than supply chain gernerally. And the direct 
perticipation of customer in the service chain brings direct and first-hand information to the chain, the position of 
organization in the service chain is also changeable. It is possible that some service auxiliary supplierbecome the core 
position after controling initial customer information and preference. 

 
Although the theory of service chain is opposite to supply chain, there is no conflict in implementation layer. 

Service chain can be used to support supply chain in some customer-oriented business. At the same time of concentrating 
on customers’ demand, company should enhance the relationship between suppliers in upstream. With the help of 
high-technology communication and administration, company will transform to a competitive and low-cost operation 
mode. 
 
 

PROPOSED SERVICE CHAIN MODEL WITH CASE STUDY 
 

This section is the proposed model for service chain. With the service chain popularization, a clear concept should 
be proposed for the service companies. The model is derived from supply chain, which displays all parties and their 
responsibility in the service chain. This new model emphasizes on the relationship between customer and service 
company. The purposes of this model are: (1) to identify a clear chain for service company to get a overview concept of 
service chain; (2) to clarify the responsibility for each link and stage; (3) to provide a measurement basis for evaluating 
each stage. 
 

 
Figure 2 Overview stages in service chain 

 
This diagram shows three stages in service chain. The early stage is service information releasing, including 

advertising and promotion to attract customers. Consumption guide is also needed for generating the concept of service 
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content in customers’ mind. The middle stage of service chain is the commence of service. From the beginning to service 
finish. In this stage, customer gets feedback immediately and the satisfaction level will be obtained for company’s future 
improve. The later stage of service is the after-sale service; such as offer member card or coupons to maintain customers. 
Long-term customer relationship also should be built by forming activities for customers regularly and offering customer 
birthday gift. 
 

A detailed service chain with example below shows specific chain activities. It can be seen that service chain is a 
network composed by variable service institution and company, including government, hospital, affair agent, restaurant, 
shopping mall, hair cutting, and all kinds of service companies. They are quite specialized at their own work, but what is 
essential is that they have to turn their “work” concept into “service” concept. The service philosophy will generate high 
customer satisfaction and loyalty. Early stage includes information department advertising the service content and 
government issues policy to the public. And middle stage contains wide range of service. Bank provide capital to 
customers based on their credibility; insurance company sell their insurance product to customer to reduce loss of 
accident; affair agent provide affair assistance whenever customer need. The later period is after service is done or the 
product doesn't meet customers’ need after using a while. It includes updating (e.g. computer system update), assignment 
and retrieve (e.g. empty milk glass bottle will be retrieved every morning after customer used. All parts can be one 
company or several service company work together. From the information releasing organization and promotion, to 
customer get money from bank to buy insurance, to customer has private insurance issue getting help from affair agent, 
to continuous service for the insurance within contract time. All organizations work smoothly to ensure the efficiency of 
service chain. And their responsibility is clear in specific area, this is also the basis for their work evaluation.   
 
 
 

 
Figure 3 Service chain model 
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Figure 4 Service chain model in airline 
 

In the example of Emirates Airline, the service chain is the cooperation among airline, departure ground airport 
and destination ground airport. At first, Emirates put up with the flight ticket information on its official website and ticket 
agents. Passenger can also buy ticket at the departure ground airport sale station before the flight. When customer gets 
ticket, the service will commence. Check-in service with luggage, security inspection service, and passport control (if go 
aboard) will be offered by ground airport. Then customer waiting at the departure hall, buying some duty free products at 
departure shopping districts. When it is the boarding time, passengers go on the plane under the guidance of ground 
service personnel. And next is the on board service offered by Emirates airline, including meal, drinking, Wi-Fi, 
entertainment, and all personal needs. When the plane arrives at destination airport, customers get off the plane and enjoy 
the destination ground airport service, such as retrieving luggage and exit guide. After the flight Emirates will count the 
flight distance into member’s point card for future activity.  

 
This complete service chain ensures the good customer experience and airline efficiency. All activities are carried 

out focusing on customer. And the chain process clarifies every stage in the process. With the proposed service chain 
model, it is easily to understand and implement for service company, with great benefit and competitive edge.  

 
 

FEATURES AND KEY SUCCESS FACTORS OF SERVICE CHAIN 
 

Since service chain was proposed, unique features have been identied in the literature (Zeithaml and Bitner 2003; 
Fitzsimmons and Fitzsimmons 2001).Service is intangible. It cannot be touched, so customers judge the service mainly 
based on experience and feel. From this view, service chain serves for intangible things and supply chain serves for 
corporeal products. Service is heterogeneous. Compared to uniformed products, services are more customized because no 
two customers are same or precisely alike. The human interaction makes service vary form one customer to another. 
Service is simultaneously produced and consumed (e.g. a haircut, a car wash). Customer’s feedback and satisfaction is at 
the same time with the service process. Mass production is impossible. And there is less latitude in dinging and 
correcting errors before the customer has a chance to discover them. In this case, training, process design. And customer 
relations are particularly important. Service is more perishable than products generally. Because service cannot be 
inventoried, stored or kept. And this poses restrictions on flexibility and makes capacity issues very important. But on the 
other hand, customers sometimes pay highly attention on the service waiting time or surplus resource, which will 
influence their satisfaction on the next service stage. As a result, efficiently matching supply with demand is a crucial 
success factor for service, through minimizing waiting time and idle time, at the same time maximizing service 
performance and customers’ experience. 

 
Apart from the characteristics of service, there are four features of service chain at an integrate layer. Service 

chain is proactive. Company should serve customer proactively with sufficient preparation. And most of service 
companies notices that commenced to do proactive service already. A passive service is firm offer relevant service after 
customer orders it, such as repairing. It is common in certain specific business that needs customers’ order first. But for 
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major service, such as airline, hospital, bank, it will be better to provide proactive service. The proactive service is 
company prepare all service from customers’ perspectives, and customers choose desired service by themselves. It is one 
of the trait of service chain currently. Service chain need foresight. Because of no inventory on service, the chain will and 
has to react quickly to customers’ variable demand, which need precise foresight and forecast. Service chain is integrity. 
It is supposed that company offer omni-bearing and 24-hour services to customer. Service should be continuous on 
service process, focusing on customer satisfaction. 

 
There are also some external environmental factors that have effect on service chain. The political factor will 

affect service chain directly. It is confirmed that developed countries support service sector and the policy encourage 
service sector and in return, service industry become the pillar industry. The supportive policy will create a loose 
environment for service industry and attracting great deal of foreign capital, which forms good competition environment. 
Apart from this, policy that bring service industry system revolution and technology improvement is also beneficial to 
service chain. The basic infrastructure will influence service chain potentially. It includes communication, network and 
relevant supporting facilities. The operation cost can be significantly reduced by well-developed infrastructure, and it will 
enhance the service chain competitiveness. Because good information communication can make sure the information 
transmitting speed and company can get first-hand information, which is a competitive edge. The human resource can be 
another factor that decides the quality of service chain. Well-educated labor will bring more productivity and 
effectiveness to service company.    
 
 

CHALLENGES 
 

The same as manufacturing company, service corporations also require plan and arrange their resource to offer an 
efficient service to customers. The main focus is on human not product, if to mention the difference between service 
chain and supply chain. People are core and crucial to service business. And without inventory or safety stock, service 
supply is more difficult to match with demand accurately. What make is more difficult is the customized consumer 
service feature brings more unstable or emergency services. The enterprise needs to plan the staffing to meet with 
demand and on the other hand reduce idle resource and staff. This is a huge challenge for material flow and information 
flow to make certain everything reacts fast. On the financial aspect, it is unavoidable to spend cost on idle resource in 
certain field. For example, in the hospital, it is tough to forecast the demand for doctor in the midnight, but the hospital 
must arrange duty doctors day and night in order to deal with emergency in midnight. This compensation costs huge for 
hospital but it cannot be avoided. 
 

Most service company don't need too much tangible assets; such as machine or product line. Many of them 
depend on Internet to provide and store information. So the safety of information in computer and on Internet can be 
great potential hazard for company. The data and information is not as tangible document that only one piece and difficult 
to get without key. The data can be hacked by vicious hacker and cause great lost for company. So the safety of data and 
information should be protected carefully.  

 
Service chain concentrates on customer and it is definitely customer-oriented business, which requires close to 

customer. So service chain has to be adapted to local culture, costume, and specific preference. This require managers 
have multicultural handling experience and compatibility. A stubborn centralized director will have negative effect on 
service performing. Service quality is important but what more essential is customers’ preference. A mismatch service 
will never satisfy customer no matter how good quality it is. So manager should identify regional cultures and preference 
to exactly give what they want. 
 
 

CONCLUSION AND RECOMMENDATION 
 

The paper elaborates the idea of service chain with literature review on relevant papers and the proposed service 
chain model illustrates the process and responsibility of each organization and party on the chain.It is apparently that the 
integration of various organizations brings the scale of economy. Service chain can be seen as the parallel chain to the 
supply chain concentrating on the service while supply chain focuses on products. But corporation can exstract and 
combine two chains with implementing supply chain in upstream and service chain in downstream. In the early, middle 
and later stage of service chain, all activities and responsibility are clarified and can be used as basis for performance 
evaluation. There are several traits of service and it distinguishes the service chain and supply chain (service and product). 
The key factor, political factor, basic infrastructure and human resource that deciding and influencing service chain are 
not supposed to ignore but be taken seriously. Implementing service chain will bring service company huge benefit but 
there are still some challenges for future development. Maximize the advantage effect of service chain will save quite 
operation cost of service company and improve customer satisfaction and loyalty, which is essential to service 
companies.   
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ABSTRACT 
 

This study examined the status and potential for commercialization of cassava-based products in Lower 
Northern (Nakhon Sawan; Kamphaeng Phet; Uthai Thani and Phi Chit), Thailand. Multistage sampling technique was 
used in the data generation exercise. 6 villages were randomly selected from the seventeen villages that make up Lower 
Northern, Thailand. The lists of cassava farmers from these villages formed the sampling frame. From the list of cassava 
farmers in each of these villages, 15 cassava farmers were randomly selected. Structured questionnaire were used in 
eliciting responses from the farmers. Descriptive statistical tools, such as frequency and percentages were used in 
analyzing the data. Results showed that majority 65.6% of the cassava farmers were above 51 years which implied that 
able bodied young men and women were no longer interested in cassava farming. The result further showed that about 
50% of the farmers received only primary education. The net effect of this level of education will be continuous adoption 
of old farming practices with the associated vicious cycle of low productivity. The farm sizes of majority of these farmers 
were small. Most of them rented their farmlands, used old cassava stem cuttings and were scarcely visited by extension 
agents.  

 
KEYWORDS 
Potential of Cassava, Lower Northern, Thailand 
 
 

INTRODUCTION 
 

Cassava is second to rice as the most important food crop in Thailand. Although rice is the staple food, farmers face 
many problems in achieving high yield and profit. Cassava needs less inputs and investments and gives more yield and 
economic return, plus its productivity in terms of calories per unit land per unit time is significantly higher than rice and 
other staple food crops. Lower Northern, Thailand’s cassava breeders have released two waves of highly productive new 
cassava varieties, in 1993 and in 2015.  On-farm measurements suggest that Thailand farmers using these recommended 
varieties produce cassava yields of between 18 and 30 tons per rai in fresh weight.  Because cassava roots contain over 
two-thirds water, this translates into dry weight, maize-equivalent yields of 8 to 10 tons per rai.  This high productivity, 
despite the use of no purchased inputs, makes cassava Thailand’s lowest cost source of carbohydrates and therefore a 
potentially a highly profitable cash crop. Cassava’s well-known drought tolerance has likewise contributed to steady 
production gains over time. This contrasts sharply with the high moisture sensitivity of maize and consequently volatile 
maize production and prices.  Cassava’s food security features have attracted interest for some time, as a drought-
mitigation crop.  But its potential as a commercial crop has received far less attention.  This paper summarizes the 
existing status and potential for commercialization of cassava-based products in Lower Northern (Nakhon Sawan; 
Kamphaeng Phet; Uthai Thani and Phi Chit), Thailand.    
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LITERATURE REVIEW 
 

Commercial potential  
 
  Cassava-based processed foods hold significant long-term potential for market growth in blended flour products, 
such as biscuits, breads and fritters. Given current wheat consumption and estimating potential substitution at 10%, the 
rate officially mandated in Thailand, would yield a market for blended flours requiring about 40,000 tons of fresh cassava 
per year.  Blended maize flour, at a 10% substitution rate, could potentially absorb as much as 200,000 additional tons of 
fresh cassava.  In the medium run, if Thailand were to reach cassava consumption patterns similar to those achieved in 
South East Asia, then cassava-based convenience foods could ultimately account for as much as 50% of total cassava 
consumption, or roughly 500,000 tons of fresh cassava per year.  
 

Livestock feeds using cassava-based rations offer another potentially large market.  Indeed, in world markets, 
Thailand exports large quantities of dried cassava to the European Union for use in livestock feeds.  Feeding trials 
conducted by Thailand’s confirm the effectiveness of cassava-based feeds in poultry, pigs and in dairy cattle.  Their trials 
suggest that cassava-based feeds would be profitable where cassava prices lie at 60% to 70% of the price of maize, a 
price point achieved in Thailand’s Northern and East Northern cassava belt and dual staple zones.  Current annual maize 
use in the livestock feed industry, together with common international feed formulations, suggest that Thailand’s feed 
industry could absorb on the order of 90,000 to 150,000 tons of fresh cassava per year.   

 
Industrial uses of cassava derivatives in the manufacture of paper products, wood processing, artificial 

sweeteners, ethanol and other manufactured goods offer a third potential market for Thailand cassava.  Currently, a 
handful of industrial enterprises, primarily on the Copper belt, use cassava flour in their packaging, paper products and 
wood processing activities, although volumes currently do not exceed 300 tons of cassava flour, or 1,000 tons of fresh 
roots, per year.  In Thailand, where petroleum-based fuels command among the highest prices in the world, ethanol 
production from cassava could potentially absorb on the order of 100,000 tons of fresh cassava per year, given current 
volumes of fuel consumption and assuming a 10% substitution between ethanol and petroleum-based fuels without 
modification of vehicle carburetion systems.  Cassava-based sweeteners could likewise absorb significant volumes, 
possibly in the range of 40,000 tons of fresh cassava per year.    
  
Realizing cassava’s commercial potential  
  Cassava markets in Thailand hold significant potential for growth.  In the Northern and East Northern cassava 
belt, the largest markets will likely be for cassava-based convenience foods such as cassava-based. In the maize belt, the 
largest potential markets include the livestock feed industry, the fresh market for human consumption, the market for 
composite flours, and industrial uses as a food sweetener.  Altogether, prospective markets could accommodate an 
approximate doubling of national cassava production, a growth that represents a six-fold increase marketed volumes.    
 
  Achieving this commercial potential will require continued public funding for cassava research and distribution 
of improved planting material necessary for maintaining cassava’s current productivity-based price advantage over 
alternative carbohydrates.  Second, product development by food technology specialists will be critical to the emergence 
of prepared foods that promise the greatest potential for cassava-based commercial development.  In doing so, regional 
technology sharing, particularly with cassava processors in South East Asia, may offer prospects for jump-starting 
Thailand cassava processing.    
 
 

METHODOLOGY 
 

Study Area: Lower Northern, Thailand is divided into two parts namely Lower Northern 2. These sections share 
boundaries with Nakhon Sawan; Kamphaeng Phet; Uthai Thani and Phi Chit respectively. The mainstay of Lower 
Northern economy is farming. The two sections are made up of a total of 17 villages. Multi-stage sampling technique was 
used in selecting the samples. A total of 6 villages were randomly selected from these 17 villages, namely, Ban Ban 
Pangmai Patana,Ban PangNeang, Ban Sub SumRan, Ban Nong Bua, Ban SaiKhoa and Ban KhoaNokYung. With the 
assistance of the extension agents in the Local Government Area, the lists of cassava farmers were compiled, and this 
formed the sampling frame. From each of these villages, 30 cassava farmers were randomly selected from the list of 
cassava farmers in each village. This gave a total sample size of 180 smallholder cassava farmers. Structured 
questionnaire and interview schedule were used in the data generation exercise. Data were collected on farm sizes, land 
acquisition and methods of land preparation, sources of stems, usage of inorganic fertilizer, extension contacts, etc. Data 
analysis the data were analyzed with the aid of descriptive statistical tools such as means, percentages and frequency. 
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RESULTS AND DISCUSSION 
 
Age distribution of cassava farmers: In Lower Northern (Nakhon Sawan; Kamphaeng Phet; Uthai Thani and Phi 

Chit), Thailand indicates that majority 65.6% of the cassava farmers were above 51 years. The implication of this result is 
that able bodied young men and women were no longer interested in cassava farming. Swaminathan (1986) argued that 
lack of rural infrastructure and low prices for produce were the primary reasons why able bodied and qualified people felt 
reluctant to engage in farming. This will negatively impact on labour availability, cost of production and low cassava 
productivity. 

 
Level of education of cassava farmers: In Lower Northern (Nakhon Sawan; Kamphaeng Phet; Uthai Thani and 

Phi Chit), Thailand that 50% of the cassava farmers attended primary school, 24.4% were illiterates, and 17.8% attended 
secondary school while only 7.8% attended post-secondary schools. The result showed that majority (50%) of the cassava 
farmers received only primary education which implies that these farmers did not receive enough education to enable 
them grapple with the challenges inherent in modern farming. This result is however, Acquisition of education is a 
measure of skill which enhances the recipient’s chances of success in any chosen field. It increases people’s accessibility 
to institutionally related services such as extension or credit facilities. Anyanwu et al. (2012) has shown that increase in 
the educational level of smallholder cassava farmers will result in increase in their orientation towards cassava production 
for the market or commercialization index. Poorly educated farmers tend to be very conservative as they resist new 
innovations. The net effect of this poor level of education is continuous adoption of old farming practices with the 
associated vicious cycle of low productivity. 

 
Farm sizes of cassava farmers: Increases in farm sizes have been reported to lead to increase in the gross 

income of cassava farmers in Thailand that 45.6% of the farmers cultivated farm sizes within the range of 2-3 rai, while 
only 15.5% cultivated farm sizes that are above 3 rai. This result showed that majority of the farmers cultivated small 
farm holdings. Strong (1989) stated that the average land holdings of small scale farmers were often too small for 
efficient land utilization. With the direct correlation between farm sizes and gross income, it implies that small farm sizes 
will naturally lead to low cassava output and low productivity. 

 
Systems of land acquisition: In Lower Northern (Nakhon Sawan; Kamphaeng Phet; Uthai Thani and Phi Chit), 

Thailand, farm lands may be acquired through renting, inheritance, leasing or outright purchase. Table 4 showed that 
55.5% of the cassava farmers acquired their farm lands by renting, 21.1% through inheritance, while 11.2% purchased 
their farm lands, with respect to the financial predicament of the Lower Northern people, their capacity to rent large areas 
of land for cassava farming becomes doubtful. This will definitely limit the existing local capacity not only for cassava 
but also for food production in general. 

 
Sources of stem cuttings: Planting materials has been reported as one of the most important determinants of 

productivity (Crawford, 1993). Occasionally seeds and seedlings have not been sufficient to meet the needs of the 
farmers, or the preferred species have not been available. This makes it necessary for farmers to fall back on the use of 
local or unimproved varieties whose productivities are generally low. Lack of planting materials is a limitation to 
adoption of agroforestry in Southern Africa (Kwesiga et al., 2003). Plant breeding programed have developed improved 
cultivars that have increased productivity or maintained productivity in the face of worsening environmental conditions. 
Table 5 showed that in Lower Northern (Nakhon Sawan; Kamphaeng Phet; Uthai Thani and Phi Chit), Thailand and 
majority of the cassava farmers 47.8% relied on their previous year’s cassava stem cuttings while 2.2% got theirs from 
the Ministry of Agriculture. This scenario will impact negatively on cassava production not only in the Local 
Government Area but also in the country at large.  This result agrees with the findings of Anyanwu et al (2012), who 
reported a non-significant but positive correlation between cassava stem cuttings and Household commercialization index 
of cassava farmers in Lower Northern. 

 
Extension contacts: Extension contact has been shown to be a statistically significant explanatory variable 

determining the adoption of technologies such as soil conservation technologies (Matthews Njoku et al., 2009). Table 6 
showed that 84.5% of the cassava farmers were not visited by extension agents while 4.4% were visited once every 
month. Such poor extension contacts deprive farmers of access to information on latest research findings and experience 
which are supposed to be converted to field accomplishments. Inadequate extension contact with farmers has negative 
effect on farmers’ productivity. 

 
Credit sources to cassava farmers: The role of financial resources as a factor of production to induce economic 

growth and development as well as need to channel these resources to the agricultural sector of the economy for 
economic empowerment cannot be overemphasized. Credit availability and the efficiency of their utilization in the 
smallholder farming systems are two sides of the same coin. If credit is available but cannot be accessed by the 
smallholder farmers due to the existence of structural rigidities in credit administration, then the needed economic 
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development will not be realized (Anyanwu, 2011). It has been argued that restricted access to finance, dearth of 
agricultural inputs, inefficient market systems and continued use of traditional agricultural techniques are among the 
factors responsible for low agricultural growth and development (Omanukwue, 2007) that 54.5% of the cassava farmers 
obtained their credit from thrift societies, 35.5% used their personal money, 5.5% borrowed from money lenders, while 
only 4.5% obtained bank loans. With this scenario among these farmers, their low productivity becomes a fait accompli. 
The importance of farm credit necessitated the various reforms in the financial sector of the Nigerian economy in the 
1990s, ostensibly to increase accessibility of credit to smallholder farmers. While Njoku et al (1991) argued that success 
in this direction has been limited, that although these reforms have redressed to a considerable extent, the abuses inherent 
in credit rationing, the issue of inadequate accessibility by farmers has persisted. This implies that cassava productivity in 
this Local Government Area will be hampered by inadequate credit necessitating production at subsistence level.  

 
Prospects of cassava production in Lower Northern: Cassava production, processing and marketing have a 

significant social and economic role to play in most developing countries including Lower Northern (Nakhon Sawan; 
Kamphaeng Phet; Uthai Thani and Phi Chit), Thailand is a part. The crop is perceived as a catalyst for development 
because of its contribution to food security, poverty alleviation, improvement in income distribution and gender equity 
(Henry, 2000).It is a basic staple food crop for 500 million people in tropical and sub-tropical parts of the world and one 
of the most reliable and cheapest sources of food (IFAD and FOA, 2000). Cassava market in Lower Northern (Nakhon 
Sawan; Kamphaeng Phet; Uthai Thani and Phi Chit), Thailand, is attractive. A study by Fuglie (2002) related to cassava 
use showed that cassava is a competitive crop, especially for the production of starch and animal feed. The use of cassava 
from 1993-2020 is predicted to increase by around 1.74% per annum in the Asian region. By using better planting 
materials, increasing the level of education, accessibility to credit and increased extension contacts, the productivity of 
cassava is expected to increase. 

 
The following SWOT (strengths, weaknesses, opportunities, and threats) analysis the potential growth of Lower 

Northern (Nakhon Sawan; Kamphaeng Phet; Uthai Thani and Phi Chit), Thailand that cassava sector; 
 
Strengths: 
• Suitable land is available.  
• Substantial national and international markets exist.  
• Cassava can grow in poor soil conditions.  
• Water resources are available.  
• Rural labor is abundant (more than 70 percent of Lower Northern, Thailand are involved in agriculture). 
• Improved varieties are available.  
• Processing labor is abundant, especially as sourced from women. 
 
Weaknesses:  
• Productivity is low, subsistence farming is widespread, and mechanization is rare.  
• Infrastructure is inadequate: power supplies are erratic and costly, lack of potable water raise processing costs, 
and difficult road conditions impact all stakeholders.  
• Small- and medium-sized enterprises lack entrepreneurial skills and business training: plans are unclear, and 
profits and losses are often not recorded.  
• Market information is not well circulated: news about market trends spreads slowly between growers, 
processors, and consumers, resulting in a supply-demand imbalance.  
• Credit is unavailable or available at unreasonably high rates, which discourages investment in processing 
facilities.  
• Production inputs—like capital, stems, and fertilizer—are difficult to obtain.  
• Agencies involved in rural and agricultural development are poorly coordinated.  
• Processing is inefficient, and economies of scale are not exploited.  
 
Opportunities: 
• Underemployed youth could be recruited to develop human capital.  
• Investment through public–private partnerships could be increased.  
• High-yielding varieties are available; they just need to be distributed and adopted.  
• Exportation of cassava and its products could be expanded.  
• Further cassava products could be developed, especially for urban consumers, and existing products could be 
made more accessible. 
 
Threats: 
• There is competition from cassava-exporting countries.  
• There is conflict in meeting industrial and traditional human consumption demands.  
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• Potential for elite capture and political interference threatens the livelihoods of rural poor.  
• Labor costs for harvesting are high.  
• Prevalence of elderly farmers is an obstacle to innovation and farming enterprises.  
• Inadequate funding slows development programs.  
• Prices of cassava substitutes (other tubers, rice, grains, and beans) are low.  
• There is gender disparity in the cassava value chain.  
• Climate change threatens production. 

 
 

CONCLUSION 
 
This study examined the problems and prospects of cassava production in Lower Northern (Nakhon Sawan; 

Kamphaeng Phet; Uthai Thani and Phi Chit), Thailand Multistage sampling technique was used in the data generation 
exercise. 6 villages were randomly selected from the 17 villages that make up Lower Northern the lists of cassava 
farmers from these villages formed the sampling frame. From the list of cassava farmers in each of these villages, 15 
cassava farmers were randomly selected. Structured questionnaire were used in eliciting responses from the farmers. 
Descriptive statistical tools, such as frequency and percentages were used in analyzing the data. Results showed that 
majority 65.6% of the cassava farmers were above 51 years which implied that able bodied young men and women were 
no longer interested in cassava farming. The result further showed that about 50% of the farmers received only primary 
education. The net effect of this level of education will be continuous adoption of old farming practices with the 
associated vicious cycle of low productivity. The farm sizes of majority of these farmers were small. Most of them rented 
their farmlands, used old cassava stem cuttings and were scarcely visited by extension agents.  It is therefore 
recommended that adequate infrastructural facilities such as good roads and electricity, etc. be made available in the rural 
areas to reduce the drift of the youth to urban centers in search of nonexistent white collar jobs. Credit liberalization 
policy should be implemented by the Government to enable the farmers increase their farm sizes and purchase improved 
planting materials. Adult education programs should be put in place by the Government to raise the educational standards 
of these farmers. The training of more extension agents is advocated, in order to increase the number of extension 
contacts among these smallholder cassava farmers. 
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ABSTRACT 
 

This paper was designed to assess the economic performance of cassava farms in Lower Northern (Nakhon 
Sawan (NSW); Kamphaeng Phet (KPP); Uthai Thani (UTN) and Phi Chit (PCT), Thailand. The gross margin, net returns 
and profitability methods were used to determine the economics of cassava production at farm level, classified by three 
regional areas and farm sizes. Results revealed that the major cost for production for cassava is the cost of labour 62 
percent followed by seeds 23 percent, while the cost of land rent, fertilizer and pesticide are 7.5; 6.7; and 1.1 percent 
respectively. The total gross margin in all areas is 30,612.53 . Cassava production is profitable in all the regions of case 
study areas with B/C for NSW is 2.1; KPP is 1.82; UTN is 2.66 and PCT is 1.4 with an average B/C for all areas of 2.83. 
The gross margins for farm size categories are 11,787.89, 10,675.22, and, 10,562.08 for small, medium and large farms, 
respectively. For the small farm category B/C is 2.23; medium farms is 2.32 and large farms is 2.17. The main conclusion 
from this analysis is that cassava production is profitable in all regions and farm size categories, based on the net return 
and undiscounted B/C. Sensitivity analysis suggested that there is great opportunity for expansion and to increase the 
yield and net return if provided with improved technology, markets and better agricultural policy environments. 
 
KEYWORDS 
Cost and Return Analysis, Cassava Production, Lower Northern, Thailand 
 
 

INTRODUCTION 
 

Cassava is second to rice as the most important food crop in Thailand. Although rice is the staple food, farmers 
face many problems in achieving high yield and profit. Cassava needs less inputs and investments and gives more yield 
and economic return, plus its productivity in terms of calories per unit land per unit time is significantly higher than rice 
and other staple food crops. The production of cassava root tuber in relation to physical attributes and socio-economic 
characteristics of farmers’ and input use, there are significant relationships between some socio-economic factors and 
yield levels, such as, farm size, farmer’s age, farming experience, education level, seed variety, and extension contacts 
among others. This paper analyzes the economics of cassava production where productivity is measured in term of yield 
and its value/return. Productivity of output is measured in Lower Northern (Nakhon Sawan (NSW); Kamphaeng Phet 
(KPP); Uthai Thani (UTN) and Phi Chit (PCT), Thailand currency in which farmers sell their produce. Most farmers in 
the study area grow crops for home consumption and only the surplus is left over for sale.  Whether crops are grown for 
farmers’ household use or for market, they need to produce benefits which outweigh the inputs made by the household.  
In commercial situations, one of the major criteria for crop production is economic profitability. The economic 
performance of crops has important implications and could be used as a tool for better management and planning of 
farming enterprises the aim of this paper is to analyze the data to estimate the production costs and returns from cassava 
production which were computed at actual prices paid and received by the farmers at the farm level. Per hectare costs and 
returns of cassava root tuber production were estimated for each of the three regions under study. Production costs can be 
divided into fixed and variable costs. Returns could be described as the value of outputs that are generated from 
agricultural activity. The valid measure is in terms of yield and the monetary value attached to yield per hectare is used 
for cross-comparisons. This study also conducts some sensitivity analysis on the effect of increasing yield per ha, 
technological changes and on price changes, especially as Lower Northern, Thailand is a country where price structures 
have frequently affected production. The sensitivity analysis is a test to see the effects of fluctuating yields and price 
changes on production, and the resulting effect on the gross margin.  
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COST AND RETURN ANALYSIS 
 
The gross margin and cost and return analysis has been used for the cost and revenue data. This analysis uses 

total revenue (TR), total variable cost (TVC), total fixed cost (TFC). This model has been used for the estimation of gross 
margin by many scholars (e.g., Emam and Hassan, 2011; Ebukiba, 2010; Emam, 2010; Awoyinka, 2009; Haji, 2008; 
Rahman, 1998). 

 
Gross Margin (GM)  = Total Revenue (TR) – Total Variable Cost (TVC)                 (1)  
NET Profit Margin (NP)  = TR—(TVC + TFC)                                                           (2)  
Benefit Cost Ratio (B/C)  =TR/TC                                                                              (3)  

  
Cost of Production Analysis 
 

Labour Cost Analysis: That imputed (own or family) labour was 7,923.72/rai for all regions which is 30.8 
percent of total production cost and 49.7 percent for total cassava labour cost. The family labour cost was highest in 
NSW is 7,729.24/rai followed by KPP is 5,693.25/rai, UTN is 1,348.68/rai and PCT is 5,543.2. It can be inferred from 
the above values that cassava production is labour intensive since this accounts for a high proportion of the cost of 
production. 

 
Hired Labour Analysis: The hired labour cost overall is, 9,648.89 per rai. This accounts for 31.3 percent of the 

total cost of cassava production and about 51.3 percent of total cassava labour cost. The UTN has the highest hired labour 
cost 3,767.11/rai followed by NSW is 2,543.28/rai) and KPP is 1,793.06/rai and PCT is 1,457.872 rai. (1 Bundle cassava 
sticks cuttings = 11 -13kg (Bath)). 

 
Seed Analysis: Farmers in the study areas used both home supplied seed and purchased seeds. Imputed seed 

equated to a cost of 1,446.68/rai for all areas and this accounts for 14.2 percent of the total costs, and it accounts for 62 
percent of the total cassava cuttings used for cultivation.  Seed purchases represent 37 percent of the total with a cost of 
1,739.61/rai. The cost of seeds was highest in UTN is 3,126.73/rai, followed by KPP is 2,364.78/rai, NSW is 1,854/rai 
and PCT had the lowest value is 1,383.17/rai. Seed costs make up 22.6 percent of total cassava production costs in the 
study areas. With respect to farm size categories, the seed costs are highest for large farms is 5,658.37/rai) followed by 
small farms 4,424.38/rai and medium size farms is 4,181.56/rai.  

 
  Fertilizers Analysis: Fertilizers include all nutrient types and organic manures. The average cost of fertilizer 
application is 1,951.93 per rai which accounts for 6.7 percent of the total cost of production. Fertilizer utilization in the 
area of study is generally low, either because of the farmers’ beliefs, costs involved or availability during the planting 
season. It is observed that the KPP has the highest cost 5,700.53 per rai followed by NSW is 4,636.26 per rai), PCT is 
4,653.90 per rai and the lowest cost was from UTN is 3,551.93 per rai. With respect to farm size categories large farms 
have the highest cost 5,698.50 per rai, and followed by medium farms 4,441.60 per rai and the lowest costs are observed 
in the smallest scale farms 3,692.15 per rai. This may be due to the fact that large owners have more capital to buy 
fertilizers and have contacts in the government supplying agencies to aid their purchase than small farmers.  
 

Pesticides Analysis: The average cost of pesticides was observed to be 7,643.17 per rai which accounts for 
about 1.1 percent of the total cost of production. UTN has the highest amount 4,514.54 per rai followed by KPP 5,761.90 
per rai, PCT is 4,527.21 per rai and the lowest in NSW is 4,137.14 per rai. The farm size categories large farms use the 
highest level of pesticides, followed by small farms and medium farms. But overall use rates are very large for large 
farms, almost four times that of the lowest user, the medium farms.  

 
Land Rent Analysis: Land rent cost was considered as total fixed cost. The average land rent cost in all areas of 

production was 1,382.54 which represents 7.5 percent of the total cost of production. Land rent was highest in KPP is 
4,614.29/rai followed by NSW is 3,271.43/rai, PCT is 3,198/rai and UTN is 2,961.90/rai. The land rent for large size 
farmers was the highest is 4,184.21/rai followed by medium is 3,945.45/rai and small is 3,304.98/rai farmers in the study 
area.   

 
  Total Production Cost Analysis:  Total cost (TC) consists of total variable cost (TVC) and total fixed cost 
(TFC). Total cost by region is the mean production cost for all areas and farm categories was 14,154.36 per rai and this 
was made up of Variable cost 12,771.82 per rai which represents 92.5 percent and total fixed cost 11,382.44 per rai 
account for 7.5 percent of cassava cultivation cost. Farmers from UTN incurred the highest production cost is 10,494.09 
per rai followed by KPP is 14,327.22 per rai PCT is 14,295.34 per rai and NSW is 12,949.42 per rai farmers. With 
respect to the farm size categories, the production cost for farmers with large scale land size was the highest 12,410.29 
per rai followed by small size 12,150 per rai and was lowest for medium size farmers 11,906.21 per rai.  
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The total variable cost consists of all imputed and cash purchased variable inputs. On average, the total variable 
cost for cassava cultivation was 13,771.82 per rai for all areas, which makes up 92.5 percent of the total cost of 
production. The highest variable cost was observed at UTN is 14,532.74 per rai followed by KPP is 14,395.16 per rai, 
PCT is 11,124.76 per rai and NSW is 10,117.99 per rai). According to farm categories, the cost for large size farms (N54, 
726.08 per rai) was the highest followed by that of small 13,745.02 per rai and finally medium farmers 11,470.76 per 
rai.In the study area, only land was used as fixed cost.  Total fixed cost includes interest on operating capital and land use 
costs.  
  
Profitability Analysis 
 

Gross Return Analysis: This is defined as the sum of returns from crop productions. Therefore, gross return 
from cassava cultivation is the sum of return from the sales of: leaves as vegetables, stem cuttings for planting, for fire 
wood and the root tuber yield. However, only the value generated from root tuber was used for this study, as it was 
difficult to accurately value the other components of cassava production. The gross return for all the areas was is 
33,464.72/rai. The highest was UTN is 33,208.84/rai, PCT is 31,200.012 rai followed by NSW is 33,138.09/rai and KPP 
3,002.82/rai. With respect to the farm size categories, the gross return for small farmers was highest at 33,482.91/rai, 
followed by medium 33,229.77/rai and large 33,177.87/rai. It could be suggested that the amount of inputs used by small 
and medium size farms is less, and is easier to improvise using non-financial resources, than that of large farms where 
such alternative approaches may not be possible.  This can mean that small farms have greater potential to enjoy higher 
profitability margins. However, large farms may have enjoyed economies of scale by the use of more inputs and 
supervision of hired labour.  
 
Gross Margins Analysis 
 

A gross margin for farming enterprise is its financial output minus its variable costs i.e. the differences between 
the gross return and total variable costs. Generally, farmers want optimum return over variable cost of production and 
using gross margin analysis this can be achieved. Gross margin was usually computed on TVC basis. The average gross 
margin for all areas on the basis of TVC for cassava cultivation was 13,612.53 /rai. The gross margin was higher in UTN 
is 14,976.09/rai compared to other province of NSW, PCT and KPP with 13,342.93/rai, 13,242.93/rai and 12,724.43/rai, 
respectively. The gross margin was maximum in small farm sizes 23,787.89/rai followed by medium 23,380.19/rai) and 
lowest for large farm 19,254.85/rai.  

 
Net Returns Analysis: Net return is calculated by deducting total costs (both TVC+TFC) from the total revenue 

or gross return. This is defined as the sum of returns from crop production. The net return from all avenues of cassava 
cultivation for all areas was 17,193.56/rai. UTN is had the highest net return 24,729.57/rai as compared to NSW, PCT 
and KPP with net returns of 25,229.92/rai, 24,985.02/rai and 15,700.48/rai respectively. With respect to farm size 
categories, the net return gained by small size farmers was maximum (N76, 787.89/rai), followed by medium is 
23,390.58/rai and large is 19,462.60 was the lowest.  

 
  Benefit Cost Ratio Analysis: This is the average return to each Lower Northern, Thailand spent on the 
cultivation of cassava and is an important criterion for measuring profitability. It is estimated as ratio of gross return or 
total revenue to total cost per hectare. Table 5.1 shows the undiscounted cost benefit ratio B/C for all areas was 2.83. This 
implies that everyone in cassava production will create a return of N2.83. For all the regions, the B/C was highest at UTN 
is 2.66 compared to NSW is 2.1, PCT is 1.4 and KPP with the lowest 1.85. According to farm sizes; medium farms have 
the highest B/C of 2.32, compared to 2.23 for small farms and 2.17 for large farms.  
 

Return to Labour Analysis: This is total profit over labour used in production. This is the value of the 
opportunity cost which could have been used in another production. The average value of the return to labour for all areas 
of study was Lower Northern; which is higher than the average wages at between KPP and UTN. The low rate of wages 
may be due to the high availability of labour in the area.  The highest return to labour was from NSW, PCT followed by 
KPP and UTN with 26,240.30 and 21,887.47, respectively. According to farm sizes, UTN had a significantly higher 
return to labour figure with 29,432.13, while there was little difference between NSW and UTN - 24,861.50 and 
25,138.50 respectively. Returns to labour are not considered only in financial terms but also as Recognition of broader 
mental and physical benefits of agricultural activities.   

  
  The gross margins, profitability and benefit cost ratio are very important in economic analysis, and are used to 
measure most aspects of cassava production performance. However, these measurements cannot be used to determine the 
effect of socio-economic, technological, political policy and other factors on agricultural productivity. The efficiency and 
growth rate measurement would be useful to assess and compliment the economic analysis over time.   
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Sensitivity Analysis of Cassava Production  
 

In this sub-section, a sensitivity analysis is carried out to see how profitability changes with changes in some 
parameters of inputs and price, which can be judged as a measure of cassava production efficiency. This measure 
generates static information with regards to comparative advantages of one alternative to another which policy makers 
can use. Static analysis fails to show or provide information in regards to the limiting variable inputs. The sensitivity 
analysis is important in this case since it’s a dynamic measure to show changes in resource endowments, market forces, 
production technology, and government policies, and this is calculated under a set of base line assumptions which are 
likely to be affected by changes in the values of the key parameters (Baksh, 2003). Assumptions might change or 
sometimes be unrealistic due to vulnerable market price and variation in the weather pattern, which could lead to a 
change in the profitability of cassava production.  Therefore, it is important to know the degree to which the empirical 
results are sensitive to any change in the assumed conditions.  

 
As justification for the sensitivity analysis used in this study, Lower Northern, Thailand is a country where 

prices and price structures change frequently. The changes may have resulted from; differences in the accessibility of 
areas of production; seasonality; technological changes (improved cassava varieties), among others. Any or all of these 
factors may affect cassava production. The sensitivity analysis is to test the effects on production as regards to price 
changes. The following section will show how technological changes which would have effects on cassava yield and/or 
market price change would have an effect on the static situation of cassava production which is expected during the 
production period. That technological change, for example, is proxy to improved cassava cuttings which are assumed to 
influence output yields, when other variables are held constant. The prices observed during the field survey ranged from 
about 519.39 per kg to about 1,038.78 per kg of cassava root tuber. Net return considering the original return range from 
-52 to 1113 percent in cassava production in study areas, if the prices and technology varies within a given period in 
Lower Northern, Thailand. The maximum positive (1113%) and negative (-52%) change were found with the provision 
that yield increases by 360 percent and decreases by -25 percent, respectively. The indication is that if yield decreases by 
25 percent (i.e. from the average output of 9.78 ton per rai to about 7.3 ton per rai in KPP and UTN) the net revenue 
percentage will be negative at 519.39, 582.76, and 612.45 and 692.52, respectively. However, at the highest price of 
1,038.78 cassava root tuber per kg, the net revenue percentage will be positive. Furthermore, when the yield is held 
constant, the net revenue percentage will only be negative at the least cost. 
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ABSTRACT 
 

Owing to contemporary environmental challenges and prolonged global recession, there has been substantial 
investment in green technology around the globe, especially in green energies. Understanding technological innovation of 
green energies in a country is necessary for making policies in environment preservation and sustainable development. 
This study conducts a comprehensive study to investigate green technology innovation which more concentrated on 
green energies, and attempt to investigate the effects of the factors affecting technological innovation of green energies, 
especially in the environmental policy in Taiwan. There are six main sources of green energies, including Solar, Wind, 
Biomass, Hydro, Geothermal, and Wave/Tide in the world. The determinants of green energies’ technological innovation 
may be environmental policy, energy price, GDP, CO2 emissions and etc. The analysis is conducted using patent data and 
secondary data in Taiwan over the period 2000-2015. Ther are three findings from empirical results. First, there is an 
incremental growth tendency of green energy ratio in Taiwan energy supply, but it is still relatively lower than OECD. 
Secondly, technological innovation of green energies in Taiwan focuses on Solar and Wind energies. Finally, the main 
determinant of green energies’ technological innovation is environmental policy of feed-in tariff in Taiwan. 
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ABSTRACT 
 
 The study aims to: 1) comprehend the actual conditions of work organizational change in the Detroit 3 (GM, 
Ford and Chrysler), 2) analyze and compare their work organization with Japanese automobile industry, and 3) discuss 
the problems of their related reforms. Till now, only few attempts have been made at the hearing investigations and 
analysis of work rules such as labor-management agreements at the shop floor of the plants in Detroit 3.My detailed 
research is the first to analyze both the management policy concerning work deployments and the job controls by unions, 
of the Detroit 3, at some automobile plants in Michigan. This research on the conflict itself, as well as its changes over 
the last 20 years, is the first in this field. Originally, until the 1970s, the United Autoworkers Union (UAW) gradually 
developed their controls against the work conditions on the shop floor in auto plants. In particular, these union controls 
mainly comprised strengthening the job classifications and seniority system at the shop floor. They have succeeded to 
improve the work conditions of rank-file workers from the discretion by management in many cases. On the other hand, 
workers’ deployment has become rigid, and their work organization often became inefficient in cost and quality control. 
However, since the 1980s, the Detroit 3 faced more harsh market conditions against competitors mainly from Japan, and 
obliged to improve their work organization and wage system flexibility. Although they tried to adapt themselves to the 
changing market conditions, due to such difficult experiences, the Detroit 3 introduced the management crisis in 2009. 
This study shows that work organization and wage system reforms are still being implemented. The plant management 
system is still confronting the actual conditions of their inefficient cost and quality control practices in various ways, 
although they have already recovered their sales performance in 2015. 
 
KEYWORDS 
Automobile Industry, Work Organization, General Motors, Toyota, Employment Relations 
 
 

INTRODUCTION 
 

Has the US automobile industry really regained its competitive edge after the financial crisis of 2009? Have 
shop floor level reforms been successful in the assembly plant? The purpose of this paper is to examine the actual factory 
working conditions, as well as the problems of industry business reforms—mainly to the work organization—from the 
viewpoint of comparison with the Japanese automobile industry. 
 

Since the 1980s, the US automobile industry has been challenged by Japanese auto manufacturers such as 
Toyota, Honda, Nissan and Mazda. To survive global competition, the former were obliged to reform and restructure 
their business in several ways, and, in particular, were required to implement reforms of work organization in assembly 
plants.  
 

Since the 1980s, the auto factories of Detroit’s Big Three have been trying to reform their work organizations. 
As we observe in this paper, there are three steps to understanding the evolution of work organization in the US auto 
industry: 
1. The reforms taking place in the US auto industry are being implemented using the Japanese auto factories as a 

benchmark. 
2. However, because of labor-management constraints, there are two crucial points that the US auto industry cannot 

introduce. One is the concept of “Kaizen (Continuous improvement)” and the other is the “merit system” in Japanese 
terms. 



54 Proceedings of The 5th International Conference on Production and Supply Chain Management
10 - 11 November, 2016, Golden Tulip Hotel Flamenco Cairo, Cairo, Egypt

   

3. The US auto industry has tried to reform their work organization without the concepts of “kaizen” and the “merit 
system,” and their reforms are still developing and in a fluid condition. Thus, the working conditions of their work 
organization have become unique. 

 
 

RESEARCH FRAMEWORK 
 

As we see from the discussion above, the US auto industry is struggling to reform their work organization, but 
faces unique working conditions due to labor-management constraints. In order to fully understand the situation at the 
shop floor level of the US auto factory, we must analyze the facts of the case from the perspective of labor-management. 
First, we see that the nature of “labor relations” is the “exchange between work and wage.” In the case of the US auto 
industry, UAW (United Autoworkers Union) and the factory managements collectively exchange detailed and enormous 
amounts of work and wages under the basis of their work rules. UAW and management bargain both work and wages 
(collective bargaining), and often remain in conflict (grievance and arbitration). In the research procedures of this paper, 
we include the following steps: 
1. Analyzing work rules (labor-management agreement and other documents) 
2. Hearing investigations of both parties. 
 
 

REVIEW LITERATURE 
 

Since the 1970s, the Japanese auto industry has been stepping up its presence in the US auto market. At the 
same time, Detroit’s Big Three have been trying to remain aware of their new competitors, use the Japanese auto industry 
as their benchmark, and reform their work organizations accordingly. For the first time, Womack, Roos, and Jones have 
argued that Japanese automakers are superior in performances such as cost, quality and delivery in plant operations. They 
and many other researchers have performed field research on Japanese auto work organizations.  

 
However, most of them did not deeply analyze labor-management relations in Japan. Womack et.al. and most 

other researchers in the US rarely paid attention to Kaizen or the merit system (or the pay system itself in detail), which 
are the key factors to understanding Japanese labor-management relations. 
 

Instead, US researchers weighed heavily the role of “team work” by production workers, and most believed that 
“team work” would lead to improved productivity and quality. When researchers observed the Japanese work 
organization only on the surface, they may have noticed that the workers seemed to work together more cooperatively 
compared to workers in US organizations. These researchers failed to notice the most important element- that Japanese 
work organization are based on a workers’ merit system and the real meaning of Kaizen1. 
 

Though the Japanese work organization is a major benchmark for the US auto industry, most US researchers 
have not given much thought to the Japanese merit system or the real meaning of Kaizen. Accordingly, we have been 
investigating US auto industry organizations from their own point of view until now2. 
 
 

FINDINGS AND DISCUSSION 
 

As we discussed in the previous section, most US auto factories use the work organization of Japan as their 
benchmark. Hence, many Japanese key words such as “Kaizen” (continuous improvement), “Andon” (an electric light 
board), or “method of 5S [Seiri (Sorting), Seiton (Setting-in-order), Seiso (Shining), Seiketsu (Standardizing), Shitsuke 
(Sustaining the Discipline)]” have become very popular and are now being used in US auto factories. US auto factories 
have been making efforts to introduce the management styles usually seen in Japanese auto factories.  
 

However, there are very important elements usually seen in the Japanese auto factory that the US auto factory 
could not introduce. These are the “Merit system” for workers and real “Kaizen.”  
 

In the Japanese auto factory, capable production workers can attain promotions to higher levels and management 
positions. Most workers are eager to climb the career ladder due to incentives like higher wages, and the distinction of 
                                                           
1 Many researches in the US see the characteristics of Japanese workers as a “group mentality” and “seniority system.” 
However, this viewpoint may cause misunderstanding. To be sure, Japanese society is often characterized by these two 
features (group mentality and seniority system). 
2 Shinohara (2003), Ishida and Shinohara (2010), Shinohara (2014). 
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being recognized for higher capability and a kind of honor among their colleagues. Labor-management relations systems 
in Japan have followed their original path historically, and presently, in most industries, workers and management have 
agreed to introduce blue collars promotions along with those received by white collar workers3.  
 

In contrast, US production workers do not have the opportunity to attain such promotions, and there is virtually 
no career route for them. In the US and most European countries, the status gap between white collar and blue collar 
workers is enormous. It is common for promotions to be available only to white collar workers, with blue collar having 
much less potential to make career moves. This status gap is especially notable between the work systems of the US and 
Japan.  
 

Even academic researchers who study employment relations in the US often do not understand the real meaning 
of Kaizen, or of the Japanese merit system4. Kaizen means “continuous improvement” at the shop floor level. Generally 
speaking in the case of the US, blue collar workers are strictly regulated by their job descriptions and work in the 
scheduled routine ways; however, white collar workers are needed to commit themselves to managerial decisions and 
operating processes flexibly, and have less scheduled and routine ways. Therefore, we can generally say that Kaizen is 
not a part of the blue collar worker’s job, but is primarily the white collar worker’s job in US organizations. The most 
important fact is that Kaizen is part of both blue and white collar jobs in Japanese organizations. We can express the 
character of the Japanese organizational model as the “White collarization of Blue collar workers.” 
 

In the Japanese auto factory, the most important fact is that there is an operating cycle as follows and as shown 
in Figure 1: 
1. The “Merit system” for blue collar workers results in effective “Kaizen.”  
2. Effective “Kaizen” results in “reducing Work Load (the number of component and the number of work process).”  
3. Work Load reduction results in “rationalization,” that is, reducing the total number of workers. 
4. Workers who have a good understanding of and active role in “Kaizen” attain “promotion” from production work to 
upper managerial levels. 
5. The promotion system itself reinforces the “merit system.” 
 

FIGURE 1 
OPERATING CYCLE: MERIT SYSTEM AND KAIZEN IN JAPAN 

 

 
 
 
 
 

                                                           
3 Shinohara (2003). 
4 Ishida and Shinohara (2010). 
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This figure is conceptualized by the Author 
 

Very simplified example is as follows: one work team at the assembly process is comprised of 10 workers, and 
each cycle time (the period required to complete one cycle of an operation) is set to 50 seconds for each worker. The 
supervisor asks his subordinates to reduce each cycle time from 50 seconds to 45 seconds “without increasing each 
workload and speed-up.” From a commonsense viewpoint, reducing cycle time usually requires increasing each 
workload or speeding up work. However, the most important fact in this example is that Japanese factories use the 
system of “cycle time reduction without speed-up and increasing workload.” This reflects the true meaning of “Kaizen” 
in Japan.  
 
 

Before Kaizen, the cycle time of 50 seconds included 8 seconds needed to walk and pick up parts to material 
boxes on average for each worker. If a member of the work team conceives of a good idea to reduce the cycle time as a 
Kaizen, he suggests that the team should move the material boxes to an area closer to the assembly line and correct the 
design of their workplace. As a result, the production team succeeds in cutting 5 seconds (from 8 seconds to 3 seconds) 
from the time spent walking and picking up parts for each other. This results in a reduction in each cycle time from 50 
seconds to 45 seconds. 
 

Once the work team reduces each individual work cycle by 5 seconds, they succeed in reducing production 
cycle time by a total of 50 seconds, as there are 10 workers on the team.  
 
5 (seconds) * 10 (workers in a team) =50 seconds (total reduction of seconds in a team) 
 

After that, their supervisor asks the subordinates to suggest the next steps. The supervisor proposes to rearrange 
the design of the work place in order to decrease the number of team worker from 10 to 9 “without increasing each 
workload and speed-up.” If the Kaizen leads to reducing the team number from 10 to 9, the worker who conceived of the 
idea will be promoted to supervisor.  
 

While this is a kind of manpower reduction at the shopfloor, the merit of the system is that no layoffs occur. In 
return, surplus workers are reduced by means of promoting excellent workers. In Japanese auto factories, such internal 
promotion systems have been institutionalized historically. This is a key difference between the operation of Japanese 
auto factories and US auto factories. 
 

However, this internal promotion system needs a merit system by which capable workers can be promoted. 
Because of space limitations, this paper cannot fully describe the relationship between the Japanese merit system and job 
control unionism. Historically, Japanese unions generally do not focus on “Equal pay for equal job,” but on “fairness and 
objectivity of merit system and its appraisal system.” This difference between Japanese unionism and US unionism is 
quite distinct, as Japanese unions subscribe and commit to the process of the merit system. 
 

On the other hand, UAW has never attempted to implement a merit system until now, and is facing difficulty in 
doing so. Our previous research revealed that both labor and management of the Detroit’s Big Three have been trying to 
reform their work organization, and their reforms are modeled after the structure of the Japanese auto factory. Until now, 
they remain in their attempts to reform their work organizations with the Japanese system in mind, but “without internal 
promotion system” for production workers. They are attempting “reforms without internal promotion system.” This is the 
chief difficulty faced by the US automobile industry today.  
 
Actual Conditions of Work Organization in the US Auto Factory 
 

So what are the actual conditions of work organization in US auto factories compared to those in Japan? US 
organizations are trying to implement Japanese work system, but do not accept the “internal promotion system” of the 
Japanese auto factory.  
 

Before 1990, there were nearly 200 job classifications within a plant, along with 200 wage patterns and job 
descriptions, and no merit system for production workers. This fragmented classification of jobs prevented flexible use of 
labor, as the system made changing from one job classification to another more difficult than changing allocation within 
the same job classification. This difficulty was made worse by the fact that transfer from one job classification to another 
required working under a new job description from the beginning of employment. According to the labor-management 
agreement, transfer to another job classification is done by worker seniority order, but job allocation change within the 
same job classification is an easier task. 
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Figure 2 shows the historical evolution of job classifications at the body shop in GM “A” plant. At the Body 
shop, there were 15 job classifications in 1990, 6 in 1993, and in 2003 the number of job classification decrease to only 
one except for team leaders’ job5. 
 

All workers within the same job classification were paid equal wages. Organizations could not introduce merit-
based or personal appraisal pay systems, as UAW negotiators feared that these systems would lead to wrongful influence 
of management discretion and favoritism. 
 

Traditionally, the relationship between labor and management has been very adversarial, as UAW displays very 
little trust in management. Concerned about loss of employment, UAW has historically protected jobs by regulating work 
organizations by means of increasing job classifications and seniority rule. 
 

In this context, it is still difficult for UAW to cooperate with management, and they cannot accept 
management’s request for job combinations for fear that the change would lead to workers should losing their jobs, even 
if management shouldpropose policies to promote job security. 
 

This is the reason why UAW rarely agrees with management over the real meaning of Kaizen in the Japanese 
model. UAW officials believe that Kaizen should not be associated with job combination, but should ease employee 
workload. Until now, industrial engineers have tried to execute job combinations that lead to lay-off on a mandatory 
basis, but UAW feel resistance to such “top-down style” compulsory job combinations.  
 

Both labor and management in the US auto industry are seeking cooperative relations, which both parties 
welcome in order to help the US auto industry survive. For example, they are trying to introduce a kind of “Joint 
consultation system,” which Japan and German employment system use. Joint consultation systems allow workers to 
contribute to management decisions through consultation. However, the operation of this type of system is not yet secure.  
At the shop floor level, since the 1990’s, both parties have agreed to introduce “PDT (Product-Development Team)” 
which aims to bring cooperation between production workers and development employees. Though the name of PDT was 
changed to “Core team” after their management crisis in 2009, the “Core team” has continued to develop slowly until 
now.  
 

FIGURE 2 
TRANSITION OF JOB CLASSIFICATOINS AT THE BODY SHOP IN GM PLANT ‘A’ 

 
1990 

 
 
 
 
 
 
 
 

                                                           
5Ishida and Shinohara (2010) and Shinohara (2014). 
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1993 

 
 

2003 

 
 

2015 
 
 

 

Source: Author added, altered and tinkered with the original figures in A Assembly, Body and Local A, U.A.W., Local 
Agreement between A Assembly, Body Plant and Local A, U. A. W.(October 1990), (October 1993), (October 2003), 
(December 2015). 
 



59Proceedings of The 5th International Conference on Production and Supply Chain Management
10 - 11 November, 2016, Golden Tulip Hotel Flamenco Cairo, Cairo, Egypt

   

Thus, the characteristics of work in the automobile factory are not based on competitive principles, but on a 
system of egalitarianism and seniority, as organizations have hardly introduced merit-based systems. On the other hand, 
the pay system in the Japanese auto factory is based completely on the merit system. We can conclude that there is a 
tremendous difference between the US and Japanese systems.  
 
 

CONCLUSION 
 

Since the 1980s, US auto factories have been making efforts to reform their work systems. Due to space 
limitation, this paper cannot fully recount the historical development of these reforms, but we can conclude that they 
reduce the number of job classification from 200 to1, while retaining a seniority system. We can also observe that actual 
work organization in the US auto factory represented a mixture of single rate wages and a strong seniority system until 
their management crisis in 2009. Since the crisis in 2009, the factories have experienced two major labor-management 
negotiations. The first was held in 2011, and the last is still under negotiation today. We are strictly observing the current 
negotiations in the GM “A” plant, and they seem to remain committed to their seniority system. Presently, the UAW and 
Detroit’s Big Three are conducting negotiations. This paper demonstrates the tendency of US auto factory reforms to be 
modest in nature, and observes that the single rate wage system is a very distinctive and constant trait of the US work 
organization. As we can see from the transition of work organizations from 2003 to 2015 in figure 1, they are still 
implementing effective work organizational reforms and must continue to be observed in the future. 
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ABSTRACT 
 

Recently there has been public and academic debate as to whether small and medium scale enterprises in 
developing countries can survive the process of world trade liberalization. This study investigates this issue by 
investigating the impact of trade on labor demand in Pakistan in the context of small, medium and large scale 
manufacturing firms. Our empirical findings do not support the idea that small scale industries would be hurt by 
international trade. In the post liberalization period, employment of both small and large scale industries have been 
increased, while that of medium scale industries have been declined. On the other hand, trade has not significant impact 
on wages of workers in all industries. 

 
KEYWORDS 
Small and Medium Enterprises, Wages, Employment, Trade 
 
 

INTRODUCTION 
 

Pakistan initiated deregulation and liberalization of the economy in the late 1990s as a result of strutural 
adjustment program. In the past, the economy of Pakistan subjected to differet type of trade restrictions in order to protect 
the economy from foreign competition and to encourge industrialization in the country. The restricted trade regime 
resulted in inefficiency in the manufacturing sector and the economy lagged behind in competitiveness. Pakistan initiated 
restructuing the economy by moving towards free trade through gradual reduction in import duties and other non-tariff 
barriers.  The government of Pakistan not only relied on reducing import duties but in most of the cases, non- tariff 
barriers were replaced with tariffs. Besides, the maximum tariff rate was reduced significantly. In 1986-87, the maximum 
tariff rate was 225 percent which was reduced to 45 percent during 1997-98. Furthermore, to cascade1the tariff structure, 
the earlier surcharges and taxes also known as para tariffs were merged with statutory tariff (national tariffs ) regimes. 
Most of the items that were not importable earlier were made importable, however, there was some exception for goods 
prohibited because of religious, health as well as security considerations (Khan, 1998). 

 
The ongoing process of globalization and the increasing international competition generates interesting questions 

on their impact on the performance of small and medium scale enterprises. However, the literature shows that the impact 
of increasing competition induced by free trade tends to be unclear (Colantone, Coucke, &Sleuwagen, 2010, Asiedu& 
Freeman, 2007).  There are different views in this regard; one of the opinions is that since small firms do not have the 
ability to face foreign competition, hence trade liberalization and competition may have negative impact on SMEs, in 
particular in developing countries where capital markets are not much developed.  This argument has been supported by 
UNCTAD (2004) which indicates that foreign firms are well established and are strong enough that infiltrate in the 
market of developing countries while making it a challengeable for SMEs to withstand these firms in the market. In other 
words trade promotes competition which is supposed to be not in favor of SMEs. This argument is justified on the basis 

                                                 
1Higer tariff for final goods and lower tariff for  inputs 
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that “being small” these firms have find it difficult  to adopt and apply new technology, they have difficulty in learning 
because of the high cost, and they have low capacity to enjoy economies of scale. The empirical evidence on export 
performance shows that unlike large firms, SMEs do not perform well (see, for example, Roberts &Tybout, 1997; 
Bernard & Jensen, 1999).  
 

Another view for low performance of SMEs in the face of increasing competition is the limited access of SMEs 
to financial markets (Cooley &Quadrini, 2001). As one of the main factors affecting access to financial markets is the 
type of moral hazard and adverse selection prevailing at the debtor part.Unlike large firms, SMEs are commonly more 
opaque, less likely to have collateral and often do not have audited financial statements (Beck, 2007). This idea has been 
supported by many of the empirical studies which show that growth of small firms has been limited by the inaccessibility 
of SMEs to financial markets [Beck, Demirgüç-Kunt, and MartínezPería (2011) and Beck, Demirgüç-Kunt, and 
Maksimovic (2005)]. 
 

However, there is some argument/ views in favor of small firms in the literature.Some studies show that SMEs 
can more easily adapt to the changing global environment.  According to Audretsch (2004), since competition in the 
global market has resulted in a shift towards knowledge based economy, whereas unlike, large firms, small firms have no 
bureaucratic structure making it much easier for them to adopt new processes and products that make small firms to 
survive in the market. Another argument in favor of Small firms is that they these firms could play an important role in 
transferring technology characterized as small scale, labor intensive and requiring technical knowhow (Buckley (1997). 
Colantone et al. (2010) are of the view that trade and foreign competition can have heterogeneous effect on firms on of 
different size due to two reasons. First, thanks to high output flexibility they find it easierto adapt to global changing 
demand condition. Secondly, small firms in order to escape from stiff competition of foreign firms, divert itself to 
specializing in specific niche markets.  
 

In order to empirically test this idea, Holmes and Stevens (2010) come up with a study in which they bifurcates 
industries in two major groups; large industries vs small industries. Large industries are apparently those producing 
standardized goods while small industries are assumed to produce custom or specialty goods. The authors using US 
imports from Chinese companies as a proxy for foreign competition, analyzes the impact on large and small firms. The 
empirical findings corroborate the prediction of the modelby concluding that unlike small firms, large firms were more 
profoundly affected with foreign competition. 
 

In the literature the studies investigating performance of SMEs are mostly related to developed countries. Only 
few of the studies are there which focus on developing countries. It is evidenced by the fact that David B. Audretsch 
(2003) has compiled and edited 24 papers on SMEs and trade liberalization and globalization but on one of the study is 
related to developing countries. With regard t developing countries, some hold that small firms will have difficulty to 
survive greater trade liberalization because of their inability to meet the increased export demand as they have very low 
capacity of production. Therefore, it is difficult for small producers to sustain their exports even if they have access to 
international markets. Trade liberalization may, therefore, imply an adverse impact on labor markets in small firms 
(Tewari and Jeffery Goebel, 2002).On the hand, large scale industries lobby government for subsidies, technology 
transfer, import of machinery and inputs; therefore, they are beneficiary of protection(Tybout, 2000). 
 

Peres and Stumpo (2000) using a sample of Latin American countries to explore the impact of economic reforms 
on employment and productivity of SMEs. It shows that those small firms are not the loser over all despite the 
heterogeneous performance with the SMEs. Álvarez and Vergara (2013)2examines the impact of the relationship between 
survival, employment growth and firm size in the context of small and medium sized enterprises.The study finds no 
evidence on negative impact of trade on SMEs performance. In terms of employment, there is no evidence that SMEs are 
more negatively affected by higher international competition. 
 
 

THE IMPACT OF TRADE ON DOMESTIC FIRMS 
 

According to Tambunan (2007; 2008a) the impact of trade on domestic firms can be explained in four different 
channels.First free trade results in increasing trade competition through reduction in tariff and non- tariff barriers. It 
results in an increasing flow of goods in the domestic market which puts a competitive pressure on local firms to increase 
its efficiency through reducing its excessive cost components, adopting latest technology, exploiting economies of scale 
and by applying better management procedures/ practices.  According to the new international trade theory, trade expands 
market size which in turn has an effect on economies of scale. Scale economies helps firms to adopt better technologies 

                                                 
2We in particular do acknowledge that we have much benefitted from the recent paper of  Álvarez and Vergara (2013) on 
literature on SMEs. 
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trough R &D that results in cost advantage to the firms. Furthermore, according to the export literature, large firms are 
able to have access to information in the international markets and can easily tackle the issue of uncertainties prevailing at  
foreign markets. Secondly, increasing openness to trade results in inflow of cheap raw materials and inputs. Cheaper 
imports help small firms with their price competitiveness and they are in better position to compete in domestic as well in 
foreign markets. However, this hypothesis is contingent upon two assumptions; first is that other factors such as labor 
costs and transportation cost remain constant whereas, the other assumption is that many of the domestic firms are 
dependent upon imported inputs rather than the domestic inputs and trade helped them in declining input prices compared 
to domestic inputs. The third channel is the increasing or expanding export markets opportunities by free trade. The 
expanding export market helped small firms to increase its efficiency of the firms involved in exports. This hypothesis too 
is impinging upon the assumption that other factors affecting the efficiency of the firms such as production capacity,labor 
and energy costs, and government regulations do not change. Finally the fourth channel through which trade is supposed 
to affect SMEs negatively is that free trade also encourages export of local inputs at the expense of locally produced final 
output. If domestic inputs are to receive better price in the foreign markets than the domestic markets, it will result in 
lower supply of local inputs in local markets andwill result in scarcity of inputs supply to domestic production. 
 
 

EMPIRICAL MODEL 
 

In order to investigate the impact of trade on employment, we use the following Cobb Douglas model. This 
model is a derived labor demand equation based on profit maximizing behavior of the firm. 

(1)itNitKAitY  
 

Here, Y, A, K and N represent output, technological progress, capital stock and units of labor respectively. 
Whereas, ,  and   denote shares of variables used to represent production efficiency and share of capital and labor 
respectively, whereas the subscripts ‘i’ and ‘t’ the ith industry and the specific time period respectively. Both vary from i 
= 1, 2,…n and from t = 1, 2, ….T. In this model capital and labor are rewarded against their marginal productivity, while 
simultaneously solving the equation (1) and eliminating the capital from this equation will result in the following model. 
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Taking the natural log and rearranging equation (2), we derive the demand of the industry as follows 
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Just like Greenaway (1995), we also assume A as technical efficiency which is correlated with trade share and 
evolve over time in the following manner: 
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Where T is time trend, M and X are imports and exports respectively. To allow for dynamic changes and 
adjustments in equation (3), the estimated labor demand equation can be written as follows: 

)5(lnlnlnlnln 432110 itititititit uVYWNN  
 

Where N, W and Y denote total employment, average real wages and industry i output in time t, where t=1, 
2….T.  V denote vector of variables which affect labor demand it includes variable of liberalization i.e. average tariff rate 
measured as import duties divided by volume of imports and other variables which affect labor demand such as exports, 
imports and time trend used as proxy for technology. 0 is intercept, while 1, 2 , 3 and 4 are other  unknown 
parameters to be estimated, whereas it represent error term which can be decomposed further into cross sectional and 
time effect.  
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ESTIMATION PROCEDURE 
 

In response to shocks such as trade shock, adjustment of employment and wages is not contemporary rather 
there is a time lag involved in adjustment; we therefore have to include lag of the dependent variable in the model. 
However, inclusion of dependent variable with lag has a problem that some of the standard estimators such OLS, xed 
effects, random effects, and feasible generalized least squares (FGLS) tends to produce estimates that are biased and 
inconsistent. (Nickell1981  andKien and Heo 2009). Furthermore, estimation of labor demand and wage equation involve 
the possibility of  endogenity in the model. To deal with tendoeneityissues, IV and GMM approaches are the most 
appropriate methods. Nonetheless, we use GMM approach to deal with heteroskedasticity if it is present, whereas even if 
there is no heteroskedasticity present, GMM estimator is still better compared to IV approach.  Unlike IV approach, a 
GMM estimator makes use of all available moment conditions and therefore, yields not only consistent but efficient 
estimates also. (Baum, Schaffer, andStillman 2003). 
 

THE DATA 
 

The data set consist of a panel of time series data covering a period of  1970-71 to 2005-06 and  a cross section 
of 18 large scale manufacturing  industries. The data are used with a gap of 5 years continuous as time series data were 
not available on regular basis. For the analysis, this thesis uses industries at 3-digit level according to Pakistan Standard 
Industrial Classification (PSIC).  
The industries are classified into three groups; small, medium and large on the basis of size of employment. A firm in 
which average daily persons per establishment employed are 10 or less than 50 persons is  classified as small industries, 
whereas firms having employees above 50 or  less than 249 are classified as medium scale industries. Finally, industries 
with 250 persons or above per establishment are labeled as large scale industries.3 
Data on commodity wise exports and imports come from various issues of Statistical Year Book. We use average tariff 
rate as a proxy for trade liberalization. The variable of average tariff rate is constructed by dividing total import duties 
over volume of imports. We also deflate nominal output with wholesale manufacturing price index. Similarly, we divide 
employment cost by total number of employees to form nominal wage variable while to convert it into real wages, we 
deflate nominal wage with consumer price index (CPI). 
 
 

ESTIMATION RESULTS 
 

To investigate the impact of trade on labor markets, we initiate by relating the changes in employment and 
wages of small scale manufacturing industries with changes in average tariff rate and domestic demand. We report the 
empirical results in table-1. It shows that in the aftermath of trade liberalization, employment in small scale industries 
have increased further with reduction in import duties.Turning to the impact of trade on changes in wages rate, the results 
indicate that trade liberalization has no significant impact on wages of small scale industries though the sign of trade 
coefficient is negative. These results indicate that in the face of increasing competition induced by free trade, small scale 
industries have relied on reducing inputs and other production related cost. In the literature it is known as competition 
effect (Tambunan, 2011).  Domestic demand does not have any significant effect on employment of small scale 
industries; however, it has significantly positive impact on  wages of small scale industries. The signs of other 
independent variables are almost according to the theory and show an interesting pattern. Exports have significantly 
positive impact on employment but have significantly negative impact on wages of small scale industries. This effect is 
not surprising. As to improve the efficiency and competitiveness, small scale firms compete by curbing input costs.On the 
other hand imports have significantly negative impact on employment but have positive impact on wages of small scale 
industries. This finding indicates an interesting pattern that imports have employment displacing impact on small scale 
industries. 
 
 
 
 

                                                 
3Since most of the industries reported by CMI lie in the range of 50-249 employed persons, therefore, they were classified 
as medium scale industries. The classification of enterprises into small and medium vary from country to country. Until 
2005, in Pakistan,  there was not any formal definition of small and medium enterprises but in 2005, the State Bank of 
Pakistan defined  that the enterprises in which the number of  employed persons is less than 50; are small, whereas, the 
enterprises having the number of employees above 50 and less than 250; are medium scale enterprises. (See detail on 
http://www.gcu.edu.pk/publications/vc-sme.pdf). Our data are based on CMI, where the industries are classified under 
different segments by size of employees; I have selected the medium scale enterprises / industries, as those, where number 
of employees lie in the range of 50 to 249. 
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TABLE 1 
REGRESSION RESULTS OF SMALL SCALE INDUSTRIES 

 

 Employment Wages 

Variable Coefficient t-Statistic Coefficient t-Statistic 

Intercept 4.615 (0.821) 2.975 (1.90)* 

Employment   1.090 (18.57)** 
Employment lag 0.144 (1.057)   
Wages 0.776 (10.955)**   

Wage lag   0.113 (1.14) 
Output -0.024 (-0.496) 0.123 (2.43)** 
Average tariff rate -0.207 (1.774)* 0.008 (0.07) 
Exports 0.121 (3.172)** -0.081 (-2.37)** 
Imports -0.222 (-2.450)** 0.069 (0.68) 
Time trend 0.030 (2.420)** -0.014 (-0.90) 
No. of Observation 104 104 104 104 
No. of Industries 13 13 13 13 

Hansen J-Test :P-value 0.158 0.198 

Wald Test                        (Joint 
Significance): p-value 

0.00 
 

0.00 
 

Notes: *significant at 10% level, ** significant at 5% level 
a) Robust t-statistics are given in parentheses. b) Standard errors are HAC (heterosckedasticity-and autocorrelation-
consistent) or Newey-West standard errors 
 

Empirical results correlating trade variables with labor demand of medium scale industries are reported in Table-
2. Trade variables, average tariff rate, exports and imports do not have favorable impact on employment of medium scale 
industries. Employment has been reduced as result of trade liberalization induced by reduction in import duties. Domestic 
output and exports surprisingly have affected employment in the medium scale industries negatively.  As far the impact of 
trade on wages of medium scale industries is concerned, it shows that trade has positive but insignificant impact on wages 
of medium scale industries. Other variables have expected signs. Domestic output have favorable impact on wages, 
whereas, exports and imports have no significant impact on wages.  
 

Finally, the empirical findings on the impact of trade on labor demand of large scale industries are reported in 
Table-3. As per our expectation, trade (average tariff rate) has significantly positive impact on employment of large scale 
industries. The impacts of other explanatory variables are according to the theory. Domestic output and exports carry 
expected signs but both tends to have insignificant impact on employment however, imports have a significant 
employment displacing effect on large scale industries. 
 

TABLE 2 
REGRESSION RESULTS OF MEDIUM SCALE INDUSTRIES 

 

 Employment Wages 

Variable Coefficient t-Statistic Coefficient t-Statistic 

Intercept 1.325 (0.224) 0.975 (1.30) 

Employment   1.089 (-18.569)** 
Employment lag 0.144 (1.057)   
Wages 0.776 (10.954)**   
Wage lag   0.113 (-1.141) 
Output -0.024 (0.496) 0.122 (-2.431)** 
Average tariff rate -0.207 (-1.774)* 0.008 (-0.069) 
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Exports 0.121 (3.172)** -0.081 (-2.365)** 
Imports -0.223 (-2.449)** 0.069 -0.681 
Time trend 0.030 (2.419)** -0.014 (-0.898) 
No. of Observation 104 104 104 104 
No. of Industries 13 13 13 13 

Hansen J-Test :P-value 0.750 0.658 

Wald Test                        (Joint 
Significance): p-value 

0.00 
 

0.00 
 

Notes: *significant at 10% level, ** significant at 5% level 
a) Robust t-statistics are given in parentheses. b) Standard errors are HAC (heterosckedasticity-and autocorrelation-
consistent) or Newey-West standard errors 
 

On the other hand, wages tends to have not been affected by increasing trade liberalization. The remaining 
independent variables especially, domestic output, exports and imports have positive impact on wages but the coefficients 
of exports and imports are insignificant. 
Our results confirm results of (Birch 1987).Birch analyzing the performance of small and large firm in response of 
liberalization found that small firms equally performed better in term of employment along with the large firm after 
liberalization. Similarly, our results also confirm results of Álvarez andVergara (2013) and Wilson and Stumpo (2000). 
 
 

DIAGNOSTICS TESTS 
 

We have used instrumental variable technique; the GMM approach in order to account for the endogeneity 
problem in estimating the employment and wage equation. As the use of GMM approach requires using instruments.  We 
have checked the validity of instrumental variables though Hansen J-test under null hypothesis that the validity of over-
identifying restrictions is supposed to be satisfied, if there is no second order correlation of the residuals. The p-values of 
Hansen-J test indicate that we are unable to reject the hypothesis of the validity of instruments used almost in all 
cases.4Furthermore, all estimates are based upon HAC (Hetrosckedasticity-Auto-correlation Consistent) robust standard 
errors; hence there is no issue of hetrosckedasticity and auto correlation 
 

TABLE 3 
REGRESSION RESULTS OF LARGE SCALE INDUSTRIES 

 

 Employment Wages 

Variable Coefficient t-Statistic Coefficient t-Statistic 

 4.615038 (0.821) 2.97466 (1.902)* 

Employment   0.843527 (7.503)** 
Employment lag 0.494373 (1.702)*   
Wages 0.427484 (2.297)**   

Wage lag   -0.393679 (-1.570) 
Output 0.12573 (0.581) 0.2831 (2.617)** 
Average tariff rate -0.313163 (-1.866)* 0.008727 (0.098) 
Exports 0.076206 (0.565) 0.030847 (0.590) 
Imports -0.523596 (-2.190)** 0.105038 (1.798)* 
Time trend 0.010909 (1.107) 0.017352 (2.613)** 
No. of Observation 104 104 104 104 
No. of Industries 13 13 13 13 

Hansen J-Test :P-value 0.486 0.032 

                                                 
4Except in wage equation for large scale industries,the  p- value of Hansen J test  is significant at 10 percent. 
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Wald Test                        (Joint 
Significance): p-value 

0.00 
 

0.00 
 

Notes: *significant at 10% level, ** significant at 5% level 
a) Robust t-statistics are given in parentheses. b) Standard errors are HAC (heterosckedasticity-and autocorrelation-
consistent) or Newey-West standard errors 
 
 

CONCLUSION 
 

The empirical evidence on employment and wages in small, medium and large scale industries show that in the 
post liberalization period, employment in small, medium and large scale industries have been increased, whereas it has 
been decreased in medium scale industries. On other hand, trade liberalization does not have any significant impact on 
wages of all type of workers in small, medium and large scale industries. Unlike our expectation, in the face of increasing 
trade liberalization, both small and large scale industries perform better in term of employment. However, wages do not 
show any improvement which indicates that the adjustment of labor to trade shock is through wages and not employment.  
However, one question needs to be answered is that the workers in medium scale industries do not show any increase in 
employment and wages. There are a large number of workers in firms which have been characterized as medium scale 
industries. Further research in this area would be important. 
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ABSTRACT 

 
This work aims to analyze the relationship of the diversification of products with the brand positioning and his 

time with business growth, on the assumption that the strategy is applicable in the diversification of products for brand 
positioning and generate a considerable business growth,  In this analysis used the qualitative method on the basis of a 
case study of an efficient company that complies with the requirements to be applied the theory of resources and 
capacities because of their activity and business history. In conclusion, the case study we provides relevant data that 
allows you to identify the correlation between the diversification of products and brand positioning, and that these in turn 
are important factors for business growth due to the needs that arise when diversifying the production, such as 
broadening the current facilities or opening new plants for the supply of production. 
 
KEYWORDS 
Business Growth, Strategy, Diversification of Products, Brand, Positioning 
 
 

INTRODUCTION 
 

One of the important thinkers in the world of marketing Sun Tzu referred that the time to have a victory in hand, 
it should not be reused the same technique, but it should evaluate the circumstances and diversify methods to continue to 
infinity. Within the theory of resources and capabilities, the brand is considered as an added value that allows companies 
to generate a competitive advantage. In this way, it is that it becomes a powerful weapon that can be used as an effective 
strategy. Globally, companies are making efforts to meet the needs of customers by offering a lot of products. This action 
can be defined as an expansion of product line, product proliferation or increase the variety of products (Connor, 1981). 
 

Following the contributions of war, Vargas-Hernández, and Bojorquez Bojorquez (2014) within industries, 
companies develop strategies for their existence, among which are: 

 
A. Implementation of diversification. 
B. Product structures. 
C. Adapt products to customer needs. 

 
The company may consider the proliferation of products as a development strategy for the share in the market 

that will allow its brand to have a dominant position (Laurent, 2014) and in turn can generate business growth. 
 

 
BACKGROUND AND LIMITATIONS 

 
Background 
 

In studies conducted in the framework of strategic management, it can find different theories that allow analysis 
of the growth of the company. This article primarily will discuss the theory of resources and capabilities, which is 
focused mainly on making sense and use to the resources available to the company, which are used for the generation of 
strategies. These resources, in turn allow the differentiation of companies within an industry where success or failure is 
the result of the correct or incorrect management of its own resources. 
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The best way to implement a strategy, it should take the actions taken by competitors into account, because, as 
mentioned above, the companies have different resources that allow them to compete. Thus, observing the behavior, it 
gives the company a generic vision of actions to take to compete with the resources it currently has and can apply them 
differently as charged by its competitors (Garces and Fong, 2014). Castañas and Helfat, (1991), mention that this theory 
thrives on agency theory mainly because economic incentives are the main influence on the development of capacities 
and utilization of organizational resources.  

 
When used efficiently the resources of the company based on production, they are effective until such time that 

rival firms manage to make uniformity in that characteristic that once provided a differentiation. This is the importance of 
applying resources effectively and continuously to maximize business income (Fong, 2005). Teece, Pisano and Shuen 
(1997), introduced the dynamic capabilities theory, which mainly consists of that ability of organizations to adapt and be 
able to change at the right time.  

 
Focused on the main theme of this article, the relationship with the theory rests on the point that diversification 

is considered as the use of internal company resources to strengthen one of its intangible resources. In this case the 
branding, and implementation of strategies can be done in any area of the organization. 
 
Limitations of the study 

 
When is made a case study of a company that is now known worldwide, it is faced the reality of the lack of 

internal information, such as sales data, which could serve as evidence to prove the facts embodied in words. So, this 
analysis intends to make the implementation of strategic management theories and show that in reality, these are theories 
that allow maintaining a comprehensive concept of implementation in the business environment. 

 
This paper tries to answer the question: Is the product diversification strategy to position a brand and in turn, 

these two actions allow company growth? 
 
It is important to know that a company has the opportunity to develop outside its everyday environment. So, a 

strategy must always go hand in hand with growth of it. It can be taken as a starting point vertical integration. Vertical 
integration refers to the joint venture in order to achieve economies of scale that may involve opening up opportunities in 
new markets. It is necessary to evaluate the structure, organizational control and bureaucratic costs; and product 
diversification, which involves creating innovative products, different from the existing, i.e. they are not similar or may 
have a certain relationship. These two concepts belong to the variety of strategies that can be used to create advantages 
and company growth (Vargas-Hernandez et al. 2014). 

 
In Figure 1, it can be analyzed that an applicable strategy would be through diversification of products and brand 

positioning to achieve new markets that allow the organization to increase its segments and expand into new territories. 
 

Assumption of Study 
 
Under the assumption that the strategy is applicable for product diversification in order to position a brand and 

this in turn generates business growth given the need to satisfy a portion of larger market which it initially had. As part of 
this study, although the literature presents its claims to such events, most cases usually leave aside the issue of a good 
brand management for the growth of the company, despite being regarded as an intangible asset that generates product or 
service recognition in the minds of consumers.  
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FIGURE 1 
BUSINESS GROWTH 

 

 
Sources: Own Elaboration 

 
 

It can be inferred that a product or service generates an acknowledgment by the consumer to the extent that it is 
in different forms and functions within a market segment which frequents. When a company decides to diversify its 
products, it must have a broad vision that allows it to determine at that time what the consumer is willing to buy, not 
necessarily to create a new or different product, making product reengineering or implementing new technologies for 
development is what makes it different (Mazzucato, 2002). Bowman, creates one based on the positioning strategy which 
is named "The clock strategy Bowman" for the sole purpose of generating a competitive advantage based on what 
customers want or need at that time, offering differentiation from its competitors by through improved its product.  

 
The clock is intended to represent the different market positions that customers have different requirements in 

terms of perceived value and cost constraints. Therefore, primarily it seeks to demonstrate the actions mentioned as a 
cycle of cause and effect, which can be taken by companies to obtain positive results in the market in which it operates, 
as it can be shown in figure 2. 
 
Research Objective 

 
To analyze the current situation of an efficient company through its history of business growth that meets the 

appropriate characteristics to represent the cases of the different theories that comprise a part of the framework of 
strategic management, to demonstrate the impact of diversification of products in brand positioning, and this in turn 
foster business growth.     
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FIGURE 2 
CLOCK OF THE STRATEGY OF BOWMAN 

 

 
 

Source: Bowman & Faulkner, (1997) 
 
 

LITERATURE REVIEW 
 
Concepts 
 

It is important to create the conceptualization, to allow pointing out ideas and managing an appropriate approach 
in the study. Therefore, this conceptualization begin by defining product diversification from the concept of strategy is to 
make changes in the product in order to enter new markets and generate economies of scale or scope (Vargas-Hernandez 
et al. 2014). Within three types of diversification, but especially the two that approach that is diversification enabling 
entry into new markets without changing the production base it has and the diversification that allows the extension in the 
same market is enhanced but with a different technology. 

 
The brand from the economic point of view is an "added value" (Sierra, 2009); while Healey (2008) defines it as 

a promise of satisfaction and Keller (2008) considers the choice of a name, logo, symbol, or characteristics that 
distinguish one product from another. Positioning a brand is to give a place in the minds of consumers, so that this relates 
the image with different characteristics, such as quality, which is a fashion, prestige, income etc.  From this, it gets brand 
recognition in the way it meets the expectations expected by the customer, which makes it important to relate the 
diversification of products with the brand positioning. 

 
Business growth from the point of view of Penrose is the growth rate of the company that is primarily due to the 

ability of this, it has to manage its capabilities that currently account (Penrose, 1959). She defines the company as a set of 
tangible and intangible assets, which are as productive in making decisions management (Penrose, 1959). 
 
Theory 
 

Based on the research object, literature theory of resources and capabilities, which rises to a study of the strategy 
seen from inside companies, the pioneer of this theory is Penrose (1959), in his work The theory will of the growth of the 
firm. In this book, she sustains being of paramount importance that companies must assess their internal resources, as 
they are the ones that allow them to growth in the market. 
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The diversification strategy to create a competitive advantage in a market, (Vargas et al, 2014) consists of three 
points: 
 
1) enter the market with new products, 
2) extend in the same market with new products, and 
3) enter new markets based on a different area of technology. 
 
By the basic theory of economics and marketing with contributions from Michel Porter (1981) based on a strategy, he 
conceptualized three strategies to make it to its customers compared with its competitors. These three main groups of 
strategies are: 
 
1) cost leadership strategy, 
2) differentiation strategy and, 
3) focus strategy. 
 

This paper mainly focuses on differentiation strategy to provide customers with a product that is valuable and 
different than others. When a product has such features, consumers are willing to pay a higher price. Some of the features 
are quality, design, luxury, reputation, etc. Generally, these characteristics are related to the brand positioning. In most 
countries, the main strategy is to recognize a product based on quality, service, presentation and design. Hence the brand 
goes beyond a simple name (Sierra, 2009). 
 

In one of his theories, Peng (2012) mentions that this differentiation can be achieved through a VRIO framework 
which is to create a valuable resource for the company consisting of a value, rarity, difficult to imitate and has an 
organization of resources and capabilities that the company owns. When the frame is applied to VRIO product 
diversification, it can be possible to get the company to have competitive advantage for longer time that generates new 
products, because competitors can hardly imitate. 
 

The view based on resources (RBV) indicates that the advantage based on the results, is an efficient combination 
of resources and capabilities of the organization. It is found it difficult to imitate costs and competition when it tries to do 
so (Barney, 1991). There is no doubt that these factors are important for creating competitive advantages but it must 
considered that there are external factors that directly influence the decisions of the companies.  
Paradigms in strategic management were basically consist between the paradigm of competitive forces approach (Porter, 
1981) and from the resource-based (Penrose, 1959) perspective.  The first consists in that the shares of a company can 
open paths of competitive advantage in a market and the second stands out mainly that each organization may be unique 
and competent if it knows to manage its resources. Pure skills (Collis, 1994), are mainly obtained from the proper 
implementation of the strategies that will allow the organization to be more efficient as it has more resources, but it must 
not lose sight that lies within an environment in which are more influential factors than internal ones. These are 
competition, market, imitation, etc. 
 

Although Alchain and Dmsetz (1942) differ with the view of Collins, noting that efficient production depends 
not only on the heterogeneous resources owned by the organization, but is finding the relationship in which the 
maximization of both to have a more precise application within strategies that the organization chooses to apply. To the 
extent that capabilities become distinctive across organizations, allowing them to have a competition in which rivals have 
difficulties to imitate, and this difference is mainly based on the experience acquired by the staff within the organization 
as far as they have the ability to create, acquire and store this knowledge so that it can be transferred only within the 
organization (Barney, 1991). 
 

Therefore, capabilities within an organization are paramount for strategies that allow them to evolve and stay 
within competition, as mentioned above, without any slope to be imitated by other organizations (Collis, 1994). But, is it 
possible that the resources and capabilities enable the organization to be competent during the life? Maybe it's not the 
only means by which organizations can survive before a competent world. It must be considered various factors that may 
end with their strategies, such as environmental threats and weaknesses within it, because as it might be expected. Hardly 
an organization is perfect, and for more resources and capabilities they may have, if its weaknesses are bigger, will not 
have the ability to generate strategies that allow it to survive in the market (Peng, 2012). 
 

Generating a value chain within the organization can take advantage of opportunities for growth and 
differentiation, considering as a value chain to all business activities in which it develops, produces and markets products 
and services (Barney, 2008 p. 81). In his virtuous circle, Penrose notes that at the time the company divides the work or 
specializes in it, the growth of the company is generated and thus can exert diversification. Taking into account that 



80 Proceedings of The 5th International Conference on Production and Supply Chain Management
10 - 11 November, 2016, Golden Tulip Hotel Flamenco Cairo, Cairo, Egypt

diversification may be related or unrelated to the activities of the company, it is critical that strategies can be met with 
capabilities that the company has used. 
 
 

RESEARCH METHODOLOGY 
 

Case's unique design is used, with the aim of generating a broad analysis of the concepts of understanding in 
different areas: business unit, its brand and product diversification by level. Some data were taken from the Mexican 
Automotive Industry Association (AMIA) reflecting the niche market of the sale of motorcycles in Mexico and exports 
and imports worldwide, with the objective of analyzing the desirability and scope of the company Ducati as well as data 
of the same company on its growth in recent years, based on the implementation of the diversification of its products. It 
should be noted that it is a qualitative study. 
 
 
Beginnings and evolution of the company´s strategy of diversification 
 

Within the automotive industry, there is an important ramification: motorcycles. In the global market, the 
leading motorcycle brands that are competing are BMW, Harley-Davidson, Ducati, Suzuki, Keeway, Yamaha, Caravel, 
BRP and Honda, brands that stand out for having a variety of products and sale of complementary products for 
motorcycle industry as well as accessories, clothing, among others.  
 

In this article, the focus is on analyzing the company Ducati, mainly for its history and unique desmodromic 
distribution system, VRIO value that remains within the career motorcycle market as a pioneer. Ducati Motor Holding S. 
p. A, is an Italian company founded in 1926. Its Italian style is present in all its bikes, retaining a timeless style make for 
a company that can hardly be achieved. Superbike, Monster, Streetfighter, Hypermotard, Multistrada and the new Diavel 
are represented in more than 60 countries around the world, the dream of the most passionate riders (Ducati, 2015). 
Starting with activities producing components for radio transmitters via an industrial scale, it opens its doors in the 
market. 
 

A product "Manens capacitor" designed for radio apparatus, immediately generating patents that provided an 
expansion of the company, generating international recognition (Ducati, 2015). Like any company Ducati begins as a 
small company born of an idea, within a family. Since its inception the brand bearing his name "Ducati" brand that since 
its inception has a strong meaning based on innovation, quality and prestige. It is not until June 1935, the construction of 
a factory, which was the main objective of creating an industrial and technological center, begins. In parallel Ducati 
began its overseas expansion in order to create direct service and assistance to its worldwide client’s greater weight 
(Ducati, 2015). The product scheme shown in Figure 3, which is the first structure. 

 
FIGURE 3 

DUCATI NETWORK IN 1926 
 

 
                    
 
The diversification tool for growth 
 

World War II destroyed its facilities in Borgo, but the Ducati brothers during the war studied and designed new 
products so that they could offer after the war. In September 1946, they designed their first auxiliary motor bike 
"Cucciolo", which became famous worldwide, becoming later on a miniature motorcycle. The Ducati brand therefore 
consolidated in the field of mechanics. Anticipating the results of a fatal disaster, this strategy gives them the main tool of 
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survival, addressing the needs of a devastated market. This event becomes the future of the world, because it drives 
companies to implement their creativity and use their resources and skills to rebuild their brands and products. 
 

During the 1952-1958 periods, Ducati were beginning with the manufacture of motorcycles, with a special 
feature that makes them distinctive from the others, the dermodrómic system. In 1969, when the competition begins to be 
introduced into the market, as a defense, Ducati starts updating its models enlarge the plant through new productive 
areas, where the first two-cylinder racing and road bikes would be built. Figure 4 compared with Figure 3, it can be 
observed how Ducati starts to diversify its products, maintaining its brand, now with a different concept, but still retains 
its prestige due to the diversification of products that allows it start its business growth while expanding its plant as the 
result of increasing its portfolio of products. 
 

FIGURE 4 
DUCATI NETWORK IN 1952-1958 

 
 

 
 

Ducati began to make the application of intangible resources owned, entering the market with new products that 
have the effect of giving greater market presence of its brand. In 1983, the company was purchased by the Group Cogiva. 
Therefore, Ducati grows its market segment, because it begins to introduce new models. In the 90’s Ducati begins with a 
transformation from being a metallurgical company to a company with a complete range of products, and selling 
motorcycles, accessories and clothing. For 2000 increased consolidation in the motorcycle market worldwide, while 
continuing to innovate in their products. 
 

FIGURE 5 
DUCATI NETWORK IN 2015 
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Brand recognition 
 

Ducati ranks first brand worldwide recognition according to statistics presented by Pied Piper (2015). It is 
Ducati brand Top Hotels in 2015, recognized by consumers and pointing to be the brand with the best overall 
improvement, registered with a Benchmarking study that studies the behavior of buyers by brand motorcycles. In graph1 
it can be seen that Ducati has a positive growth of 2, because consumers have in their mind the positioned brand.  In this 
study, it was awarded this recognition because it offer "Test” rides to convince the customer to buy the product (Pided 
Pieper, 2015). 
 

Is it a result of the diversification of its brand its success in the market? It can be deduced that there is sufficient 
statistical evidence that it is probably the success because Harley-Daividson, direct competition from Ducati for the top 
spot in brand recognition, has a similar diversification which has Ducati. Most however, its intangible resource it is its 
dermodromic system allows it to continue in its brand's rise because it is a difficult value added, rare, and difficult to 
imitate and its organization of resources.  
 

To strengthen its brand, according to the study by Tawfik & Leenen (2001), Ducati has a section called "World 
Ducati" where it can be found all kinds of products and services related to motorcycle, which are divided into six 
categories: 
 

GRAPH 1 
TOP OF MOTORCYCLE BRANDS 

 

 
Source: Pied Piper Prospect Satisfaction Index® U.S. Motorcycle Industry Benchmarking Study (2015). 
 
A. Racing. 
B. Advertising. 
C. Ducati Desmo Owners Club (DOC). 
D. Events. 
E. Ducati Museum. 
F. Ducati University (management and technical staff give lectures at universities World regarding their products 
and polytechnics). 
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Thus, Ducati is responsible for positioning its brand and creates the bond of trust supported by the various 
products and services that currently has. 
 
 
Business growth as a result of two factors 
 

Ducati covering market begins to grow with its appearance in Mexico, because in 2012, Audi Group acquired 
the brand Ducati to be sold in Mexico. Growth has been based on its new products launched. One of them is the new 
Monster 821 and Monster 1200 (Ducati, 2015). Through reengineering product is that it manages to maximize profits. By 
the time Ducati does not enter in the statistics provided by AMIA of Italian brands sold in Mexico. 
Table 1 shows the import of new motorcycles by country of origin in 2011 to the first half of 2014. 
 

TABLE 1 
IMPORTS OF NEW MOTORCYCLES BY COUNTRY OF ORIGIN 

 

 
Source: Elaborated by AMIA with data of Administración General de Aduanas 

 
The intention of presenting this information is to enhance that Ducati has a growth opportunity focused in 2012 

because the Italian brands in Mexico show a negligible percentage in the market for Mexican motorcycles. It is a point of 
action which Ducati has already begun to work. 
 

All countries have shown a decrease in imports except for China. But promptly it can be analyzed the 
participation of Italian brands, who are entering the Mexican market. In graphs 2, it is shown that Italy has a share of 1% 
in Mexico, the reason why it tries to enter the market with new products and with its recent partnership with Audi Group. 
 

GRAPH 2 
PERCENTAGE OF SHARE MARKET OF ITALY IN MEXICO 

 

 
Source: Own elaboration with data of Administration General de Aduanas 
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It will now be analyzed the main countries in which Ducati has worldwide sales. In Table 2, it can be seen that 
in 78% of countries where it sells its products, for 2013 Ducati had significant increases, while losing 22% of sales in 
other countries, which are below 20% decrease. 
 

TABLE 2 
SALES GROWTH AT DUCATI 

 
Country % of sales 

growth in 
2013 

Units sold 
in 2013 

México 8% 8804 
Brazil  74% 1174 
Europe  -3% 19743 
Italy -14% 4284 
United 
Kingdom 

16% 2742 

Asia 11% 5787 
Thailand 22% 3057 
Australia 13% 2132 
Japan 1% 2558 

Source: Own elaboration with data of Ducati 2015. 
 

In graph 3, it can be seen the percentage of sales that Ducati has in each country, which represents 2% increase 
in sales for 2013. 

 
GRAPH 3 

PERCENTAGE OF SALES OF DUCATI BY COUNTRIES 
 

 
Source: Own elaboration with data from Ducati 2015. 
 

Sales data show that the increase is significant in 2012 from January-December period to the year 2013. Based 
on the strategic alliance with Ducati Audi Group, with a vision of business growth, denotes favorable growth in revenues 
of Audi Group since 2013. Its revenue rose to 49 880 (48 771) million Euros (Audi Group, 2014). Table 3 shows the 
production of motorcycles for Audi Group, comparing the period 2012 to 2013 period. 
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TABLE 3 
PRODUCTION OF MOTORCYCLES 

 
Source: Estado financiero  Grupo Audi 2014, p-26. 

 
In the first period is shown 2012 data for the period from July to December is due to consolidation with Ducati 

was consolidated in July 2012. 
 
The year 2012 meant a drop in the motorcycle segment, but in 2013, it was observed a significant increase thanks to the 
appearance of Ducati, as a new brand on the undercard of Audi and thanks to product diversification (Audi Group, 2014). 
 
 

ANALYSIS OF RESULTS 
Ducati, a company with a history to recognize, hits the theory and demonstrates that it is possible unification of 

intangible resources for business growth, starting in a completely different market that penetrates today. It shows that his 
vision capability was exploited from the outset. Ducati does not lose the opportunity to enter the market showing an area 
of opportunity, and simultaneously sets the standard to be followed by its competitors. 
 

Moreover, it gets to keep its status within the market for five years, with a sales increase of 2% per year, which 
may seem small but is significantly good. Ducati constantly is applying reengineering of its products, improving what 
was the best product for today where the circumstances have changed, conserving resources if that is the main 
dermodrómic system. 
 
 

CONCLUSION 
 

Based on the comparisons made in the three action points of this essay, it can be deduced that the case study 
provides important data that allows identifying the correlation between product diversification and branding. These in 
turn are factors important for business growth due to emerging needs to diversify production, such as expanding existing 
facilities or opening new plants to supply the needs of production. 
 

The brand as a competitive advantage handled with proper management, provides a positioning in the minds of 
consumers and thus reinforces the market segment to which it is addressed. It certainly is a strategy that provides growth 
of framework VRIO companies. This is why it should be considered as an intangible resource with a high growth 
potential for the company. 
 

Product diversification is certainly to encompass the market, either horizontally or vertically.  It can avoid the 
lag in the company, because it is in a world where changes are the order of the day. It is not a static world. So companies 
should consider growth as a basic need and a way to survive as a competitive tool, identifying those actions carried out 
by competitors and to a continuous improvement. 
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ABSTRACT 
 

There is a problem with e-government initiatives. While significant investments have been made, the level of 
success is often questionable. We argue that organizational competencies need to be developed in order to ensure success 
of e-government initiatives. The lack of understanding organizational competence for harnessing e-government initiatives 
leads to failure of such initiatives. By analyzing the Korean G4C project, we integrate the organizational competence 
theory with three socio-technical perspectives (management, technical, and stakeholders) to facilitate understanding of 
organizational competence, which reduces the failure of e-government initiatives and ensures that e-government provides 
superior customer services. 
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E-Governance, Competence Organizations, Competitive Advantages, Heedful Interactions 
 
 

INTRODUCTION 
 

There is a clear difference between for commercial organizations and e-government organizations. E-
government organizations do not seek competitive advantage rather they seek providing superior services to stakeholders. 
It is important to note that e-government is only a tool for better government; e-government should be value-driven not 
technology-driven. As Leitner et al. (2003) noted that e-government is not only about service delivery but it is away of 
life; it is also a key to good governance in information society. However, there is a problem with e-government 
initiatives. While significant investments have been made, the level of success is often questionable. Various studies have 
indicated that anywhere between 60-80% of e-government initiatives either do not succeed or deliver limited benefits 
(Heeks, 2001). E-government projects fail for a variety number of reasons related to management, stakeholders, technical 
problems, and environment barriers.  
 

The literature has addressed the causes of e-government failure and has proposed solutions. Heeks (2003) 
concluded that the main reason of this failure is the gap between the current reality and the design of the future e-
government systems. The failure causes of e-government projects are summarized as following: the contracts were 
rushed, the right requirements were not clear, end-users were not involved, and centralized management approach was 
adopted (Heeks, 2007). Eynon and Hicks (2006) suggested the following top-ten list of barriers to e-government in 
European Union (EU): “coordination across central, regional and local levels of government, resistance to change by 
government officials, lack of interoperability between IT systems, low levels of Internet use among certain groups, lack 
of political support for e-government, lack of standards for electronic identification across the EU, differences in 
administrative traditions and processes across the EU, lack of secure electronic identification and authentication, ICT 
skills among government officials, public concerns over potential for online theft and fraud” (p.6). Gil-García and Pardo 
(2005) classified e-government challenges to the following five categories: “(1) information and data, (2) IT, (3) 
organizational and managerial, (4) legal and regulatory, and (5) institutional and environmental” (p.4). In another 
research, Obi and Hai (2010) have classified the failure causes of e-government project based on comprehensive 
literature review. They concluded the following categories as the failure causes of e-government projects: e-Government 
applications, end-users, project organization, and environment of e-government. These categories are shown in table 1. 
 

When discussing the “end-user” category, researchers argue that user involvement is considered one of the key 
success factors of e-government systems (Sumner, 2003). Their contention is that significant stakeholders involvement 
from different e-government areas is necessary to utilize most of e-government services and transactions (Abie et al., 
2004). Literature also discusses “e-government application” category, and one example is “interoperability”. The 
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literature main argument is that universal standards must be developed for different purposed ranging from tagging and 
storing information to selecting the software systems (Lenihan, 2002). The third category is “project organization”; 
research argues that the main duty of project organization is the implementation of the e-government; project organizers 
seek want to ensure the high quality of e-government application as well as persuading the stakeholders with the benefits 
of e-government project (Obi and Hai, 2010). The last category is “e-government environment”, and “political support” 
is an example. The literature contention is that political support is important to e-government success because it shows 
the government commitment, and it can minimize the staff resistance (Bhatnagar, 2003). 
 

TABLE 1 
CATEGORIES OF FAILURE CAUSES OF E-GOVERNMENT PROJECTS 

 
 Category Example 
1 End-users Lack of user involvement 
2 E-government 

application 
Lack of interoperability 
between IT systems 

3 Project organization Coordination across central, 
regional and local levels of 
government 

4 E-government 
environment 

Lack of political support for e-
government 

 
From the aforementioned, we note that most of the literature does not explicitly state the importance of 

competence building. E-government competencies should be involved in the e-government initiatives (Rolland and 
Dingsøyr, 2009). The organizational competence that helps in offering excellent services to the citizens is an essential 
part of e-government context (Rolland and Dingsøyr, 2009). Identifying the organizational competencies (i.e. 
capabilities) is crucial to successfully complete e-government processes (Lee, 2010). We also found that variety of skills 
has been identified in literature but without considering the organizational competence. Leitner (2006) suggested three 
dimensions to the skills of e-government: management of organizational change, skills of employees, and effective 
leadership. Khan et al. (2010) proposed e-skill sets based on the development stage of e-government. They found that the 
number and the complexity of skills increase with the progress of e-government development. They conclude that not 
only technical skills but also non-technical skills are included in the e-services set. Wang and Hou (2010) classified the 
required skills for e-government success to: analytical, information management, technical, communication and 
presentation, and project management. 

 
 

THE CONCEPT OF ORGANIZATIONAL COMPETENCE 
 

Several competence researchers (Sanchez, 2004; Hafeez et al., 2002) have divided the legacy of competence 
research into three perspectives: resource-based theory, dynamic capabilities, and core competences. However, the three 
perspectives, share the same proposition; the firms, that want to achieve competitive advantage, must possess and control 
valuable, rare, inimitable, and non-substitutable (VRIN) resources. 

 
Competence, which is developed from the resource-based view, can be defined as “a firm’s capacity to deploy 

resources, usually in combination, using organizational processes, to affect a desired end” (Amit and Schoemaker, 1993, 
p. 35). When firm’s resources possess special competencies (VRIN), these resources can lead to strategic advantage 
(Clemons, 1991). Also, the firm should have the ability to continually generate competitive advantage, and this ability 
depends mainly on the competence endowment (Teece et al., 1990).  

 
Since introducing IS to business processes leads to organizational change, the organization ability to be 

competitive in the market depends on the organization and coordination of its physical, human and organizational 
resources (Tsang, 2000). Thus, IS resources do not contribute directly to achieve the competitive advantage; IS resources 
form a part of complex resources and the interaction among those resources plays the role to achieve the competitive 
advantage. Resources, per se, do not create value rather organization ability (competence) that utilizes resources does 
create value. In another word, competitive advantage results from the organizational processes that are improved by the 
use of IS (Wade and Hulland, 2004). 

 
Another point that is emphasized in literature is that the competence of strategic planning of IS (i.e. avoiding 

any mismatch between the strategic vision and the use of technology) is considered cornerstone ability in creating 
superior value (Peppard et al., 2000; Bakos and Treacy, 1986; Beath and Ives, 1986; Clemons and Row, 1991; Holland et 
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al., 1992). Top management commitment and users involvement not only in the systems implementation but also in the 
planning stage are helpful in avoiding potential problems (i.e. resistance change) (Penrose, 1959; Pereira 1999). 
 

Furthermore, competence can be viewed from two perspectives: individual competencies (Elkin, 1990; 
Woodruffe, 1991; Boyatzis, 1982) and organizational competencies (McGrath et al., 1995; Hamel and Heene, 1994). 
Individual competence refers to the individuals’ skills that lead to an excellent performance in a job. Individual skills 
represent the required behavior to raise the task effectiveness (Burke and Litwin, 1992). Individual skills can be classified 
to technical IT skills, managerial IT skills, and business and general management skills (Caldeira and Ward, 2001). In 
their research, Mata et al. (1995) looked at 5 attributes, of IT, namely, customers switching costs, access to capital, 
proprietary technology, technical IT skills, and managerial IT skills. They concluded that only IT managerial skills could 
be source of competitive advantage because this type of skills involves complex social relationship among executives and 
IT managers. Thus, IT managerial skills usually develop in a long period of time through experience and learning. Also, 
because IT managerial skills are heterogeneously distributed across the firm, Mata et al. (1995) suggested that this type 
of skills is difficult to imitate. Organization competence is the result of understanding of both business processes and 
individual skills (McGrath et al., 1995). Organizational skills, such as project management, interpersonal, team 
management, and communication skills, include the necessary skills to effectively interact with the internal and external 
IS stakeholders (Lorenzi and Robert, 2003). Dhillon (2008) proposed a competence development process theory for 
harnessing IT. According to Dhillon’s theory, organizational competence, which can lead to competitive advantage, can 
be achieved by having two crucial factors: individual and know-how skills, and purposeful heedful interaction as shown 
in figure 1. Dhillon (2008) suggested that developing organizational competencies could help the firms in not only 
gaining competitive advantage but also harnessing IT. The key competencies in having individual know-how are to build 
organizational learning methods, to establish internal strategic alliance, and to create programs that raise the self-belief 
efficiency. The key competencies in coordinating the IT proficiency are to reduce the gap between the know-how and 
know that, and to apply the required behavioral changes that ensure the acceptance of the new technology. Based on the 
improved organizational capabilities, competencies that help in recognizing the IT benefits include: determining 
investment objectives and linking them to performance measures, identifying the stakeholders and make them 
accountable for achieving the objectives, and establishing the organizational change that is consistent with objectives 
achievement. 

 
FIGURE 1 

ORGANIZATIONAL COMPETENCE THEORY (DHILLON, 2008) 

 
 

We argue that organizational competencies need to be developed in order to ensure success of e-government 
initiatives. The lack of understanding organizational competence for harnessing e-government initiatives leads to failure 
of such initiatives while well understanding of organizational competence reduces the failure of e-government initiatives 
and ensures that e-government provides superior customer services. We check the validity of our argument by 
investigating the organizational competencies of the Korean G4C project. 

 
KOREAN GOVERNMENT-FOR-CITIZEN (G4C) 

 
The Korean G4C project began in 2002 as a “one-stop” project. G4C is designed to improve the public services 

that are provided to citizens by integrating high-tech information technology with government services to minimize the 
number of physical visits to the public offices and reduce the required paper work. “The G4C project was created to 
increase Korea’s competitiveness capability in government service provision” (Ministry of Public Administration and 
Security, 2009, p.9). G4C ranked number one in United Nations E-Government Survey 2010 (UN, 2010), and it is 
considered one of the most successful and advanced e-government service systems.  

 
The exploring of G4C’s competencies is based on the analysis of the project description, and implementation 

document that is published by the Ministry of Public Administration and Security (2009). The document (Ministry of 
Public Administration and Security, 2009) describes the G4C system before and after implementation from 2000 to 2009. 
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Because e-government consist of many interrelated socio-technical factors, many researchers (Wang and Hou, 
2010; Alshawy and Alalwany, 2009; Eschenfelder and Miller, 2005; Carter and Belanger, 2004) divided e-government 
projects to several segments in order to facilitate managing and understanding different e-government perspectives that 
provide the competence. Consistent with previous research, we also divide the G4C case into the following perspectives: 
management, technical, and stakeholders. 

 
First, the document indicates that there is a long-term information strategic plan (ISP) to accomplish that 

project. The ISP is set to advance the G4C system to provide superior value customer-oriented services. The ISP 
indicates that receiving government services will be diversified by providing administrative services, voice-based 
services, and mobile-based services. A strong government commitment to develop, implements, and maintain the project 
since the early phases of G4C system is shown in the G4C project. For example, the document indicates that “aggressive 
government support for creating a high-speed communication network has also resulted in one of the most wired nations 
in the world, with 35 million Internet users in the nation today, including over 15 million high-speed Internet 
subscribers” (p.9). Also, the government reformed and reorganized relevant regulations and laws in order to have an 
efficient e-government project. In addition to accepting certified electronic signature, the system accepts legal forms and 
certifications to accomplish several services. Innovation is required in managing G4C project to create e-government 
functions. Thus, Government Innovation Committee (GIC), which consists of consulting committee and technical 
advisory committee, is created to develop and improve the provided services. For instance, the GIC makes “a plan to 
include the authorization of electronic documents for 775 regulations governing government services” (p.50). The 
document also depicts the team’s organizational structure. Three teams, which are control, systems development, and 
regulator reform teams, are headed by senior level heads of information management teams from the Ministry of 
Government Administration and Home Affairs. 

 
The output of G4C processes includes e-services (i.e. receiving national identification registry certificates), e-

management (i.e. creating electronic official document management system for civil petition), and e-commerce (i.e. fees 
payment). G4C promotes process reform in the e-government processes. For instance, the following has been 
accomplished while implementing the G4C project:  

 “A process of elimination and/or combination of services that have little legal foundation, or are almost never 
requested by citizens” 

 “Discover and eliminate services that require a complex process or are rarely used” 
 “Discover methods for improving a variety of service processes and procedures i.e. personal services”. 
 “Discover methods for increasing the efficiency of government administrative organizations. i.e. improve fee 

structures”. 
 “Standardize and simplify procedures for requesting and receiving government services i.e. expand services that 

can be received by phone or fax” (pp.17-18). 
 

This part of the document shows that G4C project has individual skills (i.e individual managerial skills) as well 
as the interaction skills (i.e. the required managerial interaction to achieve objectives). We group these competences 
under the managerial perspective and we summarize the following: 
 
First Perspective: managerial competencies are crucial to the success of G4C project. 

 
Second, the capabilities of IT infrastructure play a major role in the success of G4C project. The hardware and 

software assets of G4C project were strengthened to be able handle the system services. G4C creates an integrated 
government service portal. The system allows 97 government organizations to use the system and share information. 
G4C is linked with 54 systems including Hometax.go.kr (tax service), Unipass.co.kr (customs), for example. The system 
promotes an administrative cooperation between cities and provinces by utilizing the “Saeol” database. At the same time, 
the system is linked to the process management system, document distribution system, and the city, provincial and 
district administrative systems that create an online document delivery system. 
 

The G4C system is also competent to provide accessibility and security. For example, “services with complex 
procedures are grouped into steps that can easily be understood by the user” (p.10). The regulations and laws pertaining 
to the service being sought can be accessed easily. The system applies one-time passwords to protect the users’ personal 
information. Furthermore, the foundation of the system can be expanded to include new devices other that PCs. For 
example, the current scope of the services can by expanded to include mobile devices (i.e. PDAs, mobile phone), and 
television sets (cable TV, IPTV). 

 
These competencies can be grouped under the ‘technical perspective’. It includes know-how of achieving these 

competencies, and the interaction of the technical competencies with the process and managerial aspects. Therefore, we 
classify these competences under the technical perspective and we summarize the following: 
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Second Perspective: technical competencies are crucial to the success of G4C project 

 
Finally, e-government systems are designed to deal with different stakeholders such as employees, citizens, 

business, and other government organizations. The G4C project is citizen-oriented project; one of its goals is to 
“reorganize the administrative service processing standardization table to facilitate understanding, and develop customer-
oriented service regimes” (p.19). First, the citizens should be aware of the available services that are provided. Public 
education campaign is performed to raise the citizens’ awareness. The G4C is promoted through various media during 
times of heavy usage such as the year-end tax season. Both the project as well as the stakeholder should be able to 
communicate and should have the communication skills. “Another goal of the system was to enable the public to utilize 
government services without having to physically visit offices, and create a two-way communication system that allows 
individuals to voice their opinions on government policies and programs.” (p.38). 

 
Thus, the citizens should have the ability to deal with the system without problem. In addition, the system 

designed to promote the online usage and accessibility as indicated in the second perspective. Internal users should also 
be trained to use the system. To ensure this competence, “a training program was carried out in 16 city, provincial and 
government offices around the country; a total of 5,736 civil servants and workers were trained during the program 
during the two trial operation phases, with an additional 8,357 trained during the evaluation period itself” (p.52). Thus, 
We group these competences under the stakeholders’ perspective and we summarize the following: 
 
Third Perspective: stakeholders’ competence is crucial to the success of G4C project. 

 
TABLE 2 

PERSPECTIVES OF G4C PROJECT AND THEIR COMPETENCIES 
 

Perspectives Competencies Does it include individual and 
know-how skills? 

Does it 
include 
heedful 

interaction? 

Managerial strategic planning 
leadership skills 

project management 
change management 

human resource management 
innovation skills 

legal management 
process management 

process reengineering skills 

Yes Yes 

Technical technology management 
information and knowledge 

management 
technical skills  

Yes Yes 

Stakeholders computer literacy 
communication skills 

interpersonal skills 

Yes Yes 

 
Although analyzing the organizational competence from Dhillon’s theory is useful, we conclude that the 

competence of e-government projects needs to be analyzed from an additional point of view. The competencies of each 
one of the four G4C categories consist of individual skills and/or know-how, and purposeful heedful interaction as shown 
from the analysis of G4C case.  The managerial competencies, for example, include the individual managerial skills (i.e. 
change management skills and project management skills). These managerial skills are necessary to manage the 
technical, and stakeholders’ perspectives. The technical competencies include the know-how aspects in addition to the 
interaction among the managerial, and stakeholders perspectives. Figure 2 shows the direct relationship between the e-
government perspectives and the organizational competence theory.  
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FIGURE  2  
ORGANIZATIONAL COMPETENCE THEORY AND E-GOVERNMENT PERSPECTIVES 

 

 
 
 

DISCUSSION, CONTRIBUTIONS, AND LIMITATIONS 
 

Although the literature has reported several e-government competence studies (Leitner, 2006; Khan et al., 2010; 
Wang and Hou, 2010; Lee, 2010), several shortcomings still exist in the previous work. First, the current studies do not 
integrate the e-government competence with the competence theory. Such integration (i.e. skill and know-how, 
interaction) is essential to understand the major components of e-government competence. Second, the current studies do 
not investigate the competence elements from the socio-technical perspectives (i.e. management, technical, stakeholders). 
Investigating the e-government competence from the socio-technical perspectives is important to facilitate the e-
government management (Robey and Holmström 2001), the determination of the missing competence of e-government, 
and ultimately providing the superior services.  Thus, the objective of this paper is to propose a study that remedies the 
aforementioned drawbacks. 
 

This study contributes to the body of knowledge conceptually and empirically. The theoretical contribution is 
the novel integration of e-government literature and competence theory, which facilitate understanding the e-government 
competence from the socio-technical perspective as well as from the individual skills and interaction perspective. As a 
practical implication of the suggested integration in figure 2, the integration informs the director of e-government project 
that the employees of each perspective need individual skills and interaction skills (i.e. a managers need managerial skills 
and managerial interaction skills, technician need technical skills and interaction skills) to ensure that everyone 
understands each other’s jargon. Determining the individual skills and the interaction skills of each perspective is 
important message that needs to be considered while training the current employees and hiring new prospective. Also, the 
suggested integration tells that different stakeholders (i.e. citizens, businesses, governments) should have individual skills 
(i.e. computer literacy) as well as interaction skills. The competencies of stakeholders are important to consider while 
designing the media awareness and education campaigns.  
 

However, this study is not without limitation. The analysis and the conclusion are based on the analysis of G4C 
case study, which is a government document that describes the Korean e-government project. The purpose of G4C 
document is descriptive in nature, and it is published to give descriptive information about the G4C project. Real-world 
data collection should be performed for this particular research and that is what we plan to accomplish in future research. 
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ABSTRACT 
 

Role of institution owners is becoming vital and important regarding making firm decision. They are in position 
to monitor the internal management of the company and to regulate capital market. This paper is an endeavor to find out 
the effect of institutional owners on firm`s risk taking. A Sample consists of 58 Pakistani non-financial firms listed on 
Karachi Stock Exchange for 2004 to 2011 period. Our results are consistent with this premise and reveals that 
institutional ownership can influence firms risk taking decisions. Degree of influence depends on type of institutional 
ownership, passive owners play negative role in risk taking while active owners play a positive role in risk taking. Size of 
institutional ownership does not matter in risk taking. 
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INTRODUCTION 
 
 Corporate failure of some giants like WorldCom, Enron, Martha Stewart, Anderson Global Crossing, Merrill 
Lynch etc. has created awareness among public regarding ethical collapse and heated up discussions about governance 
issues. They astounded the world by their plethora of unethical and unlawful activates. These examples are only a bite of 
a meal there are plenty of examples all over the world which alarmed the investors and regulators. These failures are 
attributed to malpractices i.e. dubious accounting standards, conflict of interest, lucrative compensation management, 
deceitful operations, power abuses, raw directors, unequal voting rights and free rider problem. These corporate 
governance risks completely damage economic system and undermine investors return ultimately. By putting aside the 
investor’s interest, such ethical dilemmas are come into force by pursuing the wrong motives (Anderson & Orsagh, 
2004). Fall down of giants in well developed countries rise query about governance practices and open new caveats to be 
addressed. 
 

Corporate governance has significant impact on corporate decisions like external financing, risk bearing policies 
and investment portfolios. Some core ingredients of corporate governance are: responsibilities of board and managers, 
transparent conduct and accountability, information flow, regulatory and legal environment, and authentic risk 
management parameters. Implementation of corporate governance is a real task because having rules and regulations is 
not enough but implementation is the real milestone to be attained. A code of corporate governance is available but still 
lapses are there to be fulfilled. The amalgam of ethical and legal mechanism to guarantee the business probity proves to 
be good remedy of corporate dilemmas. Application of such mechanism come with various forms of conflicts named as 
agency conflicts, evoked by (Berle & Means, 1932). Berle and Means (1932) provided a lot of evidence to portray such 
conflicts which are rooted in separation of ownership and control. These conflicts can arise among shareholders and 
managers, minority shareholders and large shareholders, mangers and debt holders as well so they can be of any nature. 
Ownership structure can be tool to mitigate such agency conflict in order to protect the property right of firm (Barbosa & 
Louri, 2002). Presence of large shareholders has great incentive to monitor mangers because they are in position to do so. 
Shareholding of institutions in equity stocks of corporations has been exceed 40%, it intensify their monitoring role in 
respect of mangers (Jensen, 1989). Shleifer and Vishny (1986) purposed that block holders have opportunity to check out 
the mangers activities and influence their decisions. On the similar lines Jarrell and Poulsen (1987) said that sophisticated 
and large well informed owners can vote in favor of their economic interest as compare to less informed shareholders 
who follow managers (active monitoring hypothesis vs. passive voting hypothesis).  According to Holderness and 
Sheehan (1988) block holders and institutional investors promote shareholder driven strategies and have influential 
power to enhance firm performance. While according to Marek and Eling (2011) high level of monitoring, increased 
compensation and more block holders are negatively associated with risk taking. Moreover, Cheng et al. (2011) also 
found a negative relationship between institutional ownership and risk taking of insurance firms. Institutional 
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shareholders having greater proportion are in position to monitor managers and discourage ACTAS (anti-takeover charter 
amendments). Some institutional owners are active and vigilantly favor shareholders’ interests they have ability to 
influence managers directly by ownership and indirectly by trading of shares (Gillan & Starks, 2003). But passive 
institutional shareholders have relation with firm and they vote in favor of managers by setting aside the interests of true 
owners. 
 

In Pakistan ownership structure is same like in other East Asian countries e.g. India and Sri Lanka. According to 
Javeed and Iqbal (2010) ownership structure is very concentrated in Pakistan, their study on 60 listed companies showed 
that 50% of the ownership is concentrated in hands of top 3 shareholders. As far as my knowledge is concerned, in 
Pakistan very little attention has been given to this area of study. As the number of institutional owner is increasing day 
by day there role cannot be ignored so this article is first in Pakistan which focuses on type of institutional owners and 
also the size of institutional owners. Some studies like Shah et al. (2012) considered institutional ownership and its 
impact on risk taking but they overlooked type of institutional owners. So this article is unique in this perspective and 
also the need of the hour. The objective of this paper is twofold: one to solely find out effect of ownership proportion 
held by institutional owners and second to figure the interactive effect of type and proportion of institutional ownership 
on risk taking of organizations. 
 
 

LITERATURE REVIEW 
 
 Fama and Jensen (1983) developed a theory to answer the questions which bothered Berle and Means and 
Jensen and Meckling. They focused on contracting environment of the organizations because organization is a nexuses of 
writhen and non written contracts. This theory focused on the decisions processes, allocation of residuals claim and 
devices to control agency conflict which is borne by separation of ownership and control. They purposed two 
complementary hypothesis regarding decisions management (commencement and execution) and decision control 
(approval and monitoring). According to Shleifer and Vishney (1986) large shareholders offer tender offer to replace 
incumbent management. They also purposed that tender offer is not the only way to improve performance but mechanism 
“Jaw Boning” i.e. negotiations with the management to replace policy can also be used. Finally the revealed that large 
shareholders prefer dividends over capital gains due to tax deductions while small shareholders favor capital gains. 
 

Agrawal and Mandelker (1990) conducted a study to explore the two main hypothesis of monitoring: the 
“Active monitoring hypothesis” and “Passive voting hypothesis”. Rank-order test was applied to sub-divide the firms on 
the basis of equity stake of institutions, results of multivariate regression analysis suggested that presence of active 
institutional owners ( active monitoring hypothesis) positively affect the stock returns when anti-takeover amendments 
are presented. While passive institutional owners (passive voting hypothesis) and managerial equity have no relation with 
stock price reactions. A further study on ownership structure was conducted by Jones et al. 1997. Statistical analysis 
delineated a positive relationship between firm’s value and collective institutional ownership but as the concentration 
increase the results become reversed. The study also failed to detect a monitoring role of institutional owners both in 
static and dynamic relation, consistent with Black`s view, who argued that bulk of institutional owners remain deactivate. 
Another plausible explanation of this result could be that high concentration of institutional ownership leads scorching 
conflicts between managers and such owners which subsequently cause low corporate value. Moreover, question 
regarding monitoring role of institutional owners when restriction are relaxed, still needs to be addressed. 
 

In life-health insurance firms such behavior was examined by Cheng et al. (2011). He conducted a study in order 
to explore the relationship of institutional ownership, managerial ownership and risk taking. Simultaneous equation 
modeling highlighted that stable institutional ownership directs toward lower investment and underwriting risk. While 
presence of stable institutional owners reduces total stock volatility and increase stock volatility (aggregate measures of 
risk). There is a non-linear relationship between managerial ownership and underwriting and investment risk, as 
managerial ownership increases these risk types raise with decreasing rate. Further segregation of investment risk into 
mortgage and stock risk showed that institutional ownership was associated with lower level of both. Institutional owners 
instigated lower risk taking in period before 2001 an era of deregulation, since it’s supported the view that market 
discipline formulated by Institutional owners serve in lieu of regulation. Deng, Elyasiani and Jia exclusively studied the 
role of institutional owners in risk taking activities of BHCs with the help of diversification and still working on it. He 
argued that diversification is instrument used by institutional owners to reduce risk taking of BHCs. Contrary to literature 
he considered both proportion and stability of institutional to explore their monitoring effect on mangers and influence on 
risk reducing decisions through diversification. Hence results can be generalized as that institutional owners with larger 
equity stake for longer period of time are in best position to scan manger`s decisions and can support diversified 
investments to reduce risk taking by BHCs. Finally stringent regulatory environment replaces the role of institutional 
owner in monitoring internal management.   
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There has been an immense increase in number of institutional investors since last few years. Thereon firms 
can`t ignore their presence and role which they can play in shaping up firms decision making (Hutchinson, Seamer, & 
Chapple, 2013). The idea of the paper was dual: one whether governance mechanism affects size of institutional investors 
and second how the size and type of institutional investors effect the association of risk and return of the firms. Random 
effect generalized least square (GLS) regression showed that firm`s profitability, governance ratings and risk were 
positively related with proportion of shares held by institutional investors, results also revealed that positive association 
of risk and return was output of the presence of large active institutional investors during study period. Form this result it 
can be inferred that only powerful large institutional investors have ability to pressurize the management for short term 
profitable risk taking. 

 
HYPOTHESIS 

 
H0: level of institutional ownership has no association with corporate risk taking. 
H1: level of institutional ownership is positively related with corporate risk taking. 
 
H0: Active institutional owners don`t effect corporate risk taking. 
H2: Active institutional owners have positive effect on corporate risk taking. 
 
H0: Passive institutional owners don`t effect corporate risk taking. 
H3: Passive institutional owners negatively affect corporate risk taking. 
 
 

METHODOLOGY 
 
Population of the study is consisted on all companies of Pakistan listed on Karachi Stock Exchange. Initially 

sample consists on KSE 100 index companies which are listed on KSE during study period 2004 to 2011.  Total 42 
companies are disqualified from the preliminary sample to reach at the ultimate sample. Firstly 28 financial firms are 
excluded from the initial sample because such firms have different reporting structure and 14 more firms are excluded 
due to the unavailability of data which is required for this analysis. Final sample is restricted to 464 firm-year 
observations representing 58 firms. Data is collected from multiple sources. Ownership variables are collected by hand 
form the annual reports or management reports of the firms and, if not found in these reports websites of relevant firms 
are used to collect the data. Other financial data is also collected from financial reports of the firms or websites. Daily 
stock prices of the firms are taken from the daily quotations of Karachi Stock Exchange (KSE). KSE 100 index values 
are collected form Vital Information Service (VIS) databases. This research aims to find out effect of size and type of 
institutional ownership on corporate risk taking. In order to measure risk we take five risk measures: 

 
1. Total Risk (TR) 
2. Systematic Risk (SYSR) 
3. Idiosyncratic Risk (IDOR) 
4. Earnings volatility  
5. Z-score 
 

Total risk (TR) is measured by annual standard deviation of daily stock returns with maximum 248 days and 
minimum 30 days in a year following the formula used by Pathan (2009).Systematic risk (SYSR) i.e. Beta is measured 
by single index market model by using KSE 100 index daily returns and daily stock returns of particularly company.  

Rit = iRmt it 
i and t denotes the firm and time respectively Rit is equity return of firm and Rmt is the return on KSE 100 market index. 

is the intercept term, is systematic risk which is related to movement in market factors, it underlies economic and 
financial conditions of particular industry and shows sensitivity of firm stock in relation to market. we can also say it 
perception of investors about firm`s stock. However, term represents residuals. Idiosyncratic/ firm specific (IDOR) risk 
is measured by standard deviation of residuals, consistent with numerous previous studies (Anderson & Fraser, 2000; 
Pathan, 2009).   Balance sheet measures of risk are also considered because it gives insight regarding earnings volatility. 
We incorporate earnings volatility by standard deviation of *ROA following the concept of Laeven and Levine (2009). 
Z-score is a composite measure of risk. It shows that how stable is the firm, high value of Z-score indicates more stability 
and it differentiate between firms on the basis of asset composition and leverage. 
 
Z-score =   ROA +CAR / ROA 
 

In case of institutional ownership, we consider two dimensions first numbers of shares held by institutions (IOS) 
measured by number of shares held by institutions divided by total outstanding shares and second type of institutional 
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ownership (IOTYP) that is active and passive institutions because both these types separately affect risk taking of firm. If 
a firm has active institutional owners it holds 1 value and 0 for other option. We also employed five control variables 
size, profitability, Tobin`s Q, leverage and liquidity. Our purposed empirical model is: 
 
RISK= IOTYPi.t+ IOSi,t + IOS*IOTYP)+ 3CON ……..(i) 
 
RISK = five measures of risk TR, SYSR, IDOR, Z-score and ROA 
 
IOTYP= institutional ownership type it has 1 value for active investors and 0 other wise (i.e. passive). 
 
IOS= % of shares held by institutional owners. 
CON= control variables (Size, Leverage, Liquidity, Profitability, Tobin`s Q)  
 
 

ANALYSIS AND DISCUSSION 
 

Table 1 represents descriptive statistics for our time-series cross-sectional data, consisted on 58 non-financial 
firms listed on Karachi Stock Exchange (KSE) for time period 2004 to 2011. Variables are divided into three panels, 
panel A is consisted on five dependent variables, panel B is consisted on ownership structure variables which are 
independent and panel C is constituted of control variables, Panel A of Table 4.1 presents risk measures, the mean value 
of Total risk is 4.2% per annum, the mean value of idiosyncratic risk also 4.2% however systematic risk is greater than 
firm specific risk.  Systematic risk is 0.79, but dispersion in total and idiosyncratic risk is more than market risk. The 
Total risk level in Pakistani non-financial firms is less than Japanese firms because according to Nguyen (2011) in Japan 
total risk level is 11.9%. The average volatility in balance sheet earnings is 3.8% which is less than market risk. The 
mean (median) value of Z-score is 3.775 (15.80) with a minimum of -1.42 and maximum value of 4059.35, it is less than 
reported by Pathan (2009).  
 

According to Table 2 66.4% of the sample firms have passive institutional shareholders and 33.6% of the firms 
have active institutional shareholders. Large active institutional shareholders have power to influence managers to take 
short term actions in order to increase profits (Hutchinson, Seamer, & Chapple, 2013). Growth of institutional investors 
in corporate sector is unprecedented so their presence in capital markets can`t be ignored. Institutional investors are so 
much involved in corporate decision that we can`t disregard their role while discussing corporate risk taking. In keeping 
view their importance we divide institutional owners into two categories; one is active and other is passive. We create a 
dummy variable to check the effect of type of institutional owners and interaction of size and type of institutional owners 
so that we come to know that whether large and active owners positively affect risk or vice versa. We develop an 
ANCOVA regression model which is a mixture of qualitative (dummy) variable and quantitative regressors (covariates), 
it is developed by extending ANOVA model which only take dummy variables (Gujrati, 2003). 
 
 With the help of the Hausman test we check whether GLS RE is better or FE regression model. Except for 
Total risk FE regression model is suitable for the eq.22, for brevity we only reported the results of single regression with 
control variables (coefficient of institutional ownership variables remain same with or without controls). Adjusted R-
square is 2.2%, 12.98%, 0.78%, 9.9% and 0.87% for TR, SYSR, IDOR, Z-score and ROA respectively. The results of 
the size of the institutional owner are insignificant in all risk measures so we don`t consider it here. If we don`t consider 
controls equation would be like this: 
 

RISK= IOTYPi.t + IOSi,t+ IOS*IOTYP)………………………..(a) 
 
RISK = five measures of risk TR, SYSR, IDOR, Z-score and ROA 
IOTYP= institutional ownership type it has 1 value for active investors and 0 other wise (i.e. passive). 
IOS= % of shares held by institutional owners. 
Mean function of risk for passive investors would be: 
E (RISK)| IOTYPi,t = 0, IOSi,t) = 1 + 1IOSi,t ………………………………………..………. (a.1) 
Mean function of risk for active investors would be: 
E (RISK| IOTYPi,t = 1, IOSi,t) = ( 1 + 2) + ( 1 + 2)IOSi,t …………………….. (a.2) 
 
 In (a), 2 is the differential intercept and 2 is the differential slope coefficient (also named as slope 
drifter), indicating that how much the effect of active institutional owners (when dummy variable is one) on corporate 
risk taking differs from the passive investors. The introduction of dummy variable in interactive form enables us to find 
out difference of impact of both type institutional owners on corporate risk taking. However in additive form it enables us 
to distinguish the intercept of both ownership types (Gujrati, 2003). If we look at the regression results in Table 4 we can 
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infer that passive institutional owners has negative effect on all type of risk measures because has negative 
coefficients in all cases except Z-score, all coefficients are statistically significant as well. In Z-score it is positive that 
means presence of passive institutional owners make the firm more stable. Passive owners has ties with the firms so they 
don`t argue with managers on any matter just saying yes to all their decisions, because they also benefits tied up with 
firms (Brickley, Lease, & Smith, 1988). 
 

The Coefficient of IOS is insignificant in all regression it means size of passive institutional owners don`t matter 
because they remain passive whether their investment in firms increase or not. Hence our H3 hypothesis is proved true. 
Differential intercept 2 is only significant for ROA and Z-score and for all other risk measures it is insignificant, it 
posits that regression for active and passive institutional owners are same for TR, SYSR and IDOR. While in case of 

ROA active institutional owners positively affect corporate risk taking regardless of their size. Because they can 
influence firms directly by pressurizing managers and indirectly by trading shares (Gillan & Starks, 2003). Active 
institutional owners effect managers to produce short term return by adopting risky projects (Hutchinson, Seamer, & 
Chapple, 2013). 2 differential slope (interaction) coefficient is insignificant in all regression positing that size of 
institutional ownership is not matter the thing which matters is whether they are active or not. If they are active they 
positively affect corporate risk taking (earnings volatility) and if they are passive they decrease corporate risk. This kind 
of regression is called parallel regression in which intercept differential is significant and slope differential is 
insignificant (Gujrati, 2003).  
 

If we solely consider size of institutional owners by ignoring type and interactions effect equation would be like 
this: 

RISK= IOSi,t+ i,t………………(b) 

 Subscript i denote each firm and t denotes time period. RISK is the dependent variable which is either TR (total risk) or 
SYSR (systematic risk) or IDOR (Idiosyncratic risk) or Z-score (insolvency risk) or ROA (earnings volatility). IOS is 
the percentage of shares owned by institutions calculated by shares owned by institutions divided by total outstanding 
shares. is intercept and is parameter to be estimated, is an stochastic error term.  
 

According to Table 3, 1 percent increase in institutional ownership causes tremendous 41.5% increase in total 
risk of the firm. Institutional owners have power to influence managers in better manner and work in favor of 
shareholders. They are in position to direct managers to take risky projects to increase the returns of shareholders. And 
managers under the control of institutional investors work more prudently and vigilantly as compare to other managers 
(Cebenoyan, Cooperman, & Register, 1995) . This result is consistent with the results of Shleifer and Vishny (1986), 
Hutchinson et al. (2013) and Shah et al. (2012). IOS also has positive effect on systematic and firm specific risk. But on 
earnings volatility (�ROA) which is another measure of firm specific risk, IOS negatively affect it. Institutional owners 
make manager vigilant in selecting projects so they select positive NPV project more carefully which in return smooth 
out the cash flow returns. Due to smoothing of earnings firms become more stable in presence of institutional owners 
because they provide good governance.  
 
 

CONCLUSION 
 

Corporate risk taking is an important phenomena and it is critical to the firm`s performance. Optimal level of 
risk is decided by multiple parties, one of the key players are institutional owners. They are key parties of capital markets 
and their role is unprecedented in current era. Institutional owners are substitute of governance mechanism and they 
monitor manager in order to run organization in a better way. We conducted this research with aim to find role of 
institutional owners in devising firm risk taking. Findings revealed that institutional ownership is positively related with 
total and systematic risk of the firm and statistically significant as well. This result is consistent with the findings of 
Cebenoyan et al. (1995). One unexpected result is that the coefficient of institutional ownership is reversed when we take 
�ROA as risk measure. One reasonable explanation could be that institutional owners make managers so vigilant and 
prudent in selection of positive NPV projects that earnings volatility is reduced. Although it secure future cash flow of 
projects but so much certainty in projects selection leads towards redundant projects which expose firm to more 
market/systematic risk. Most institutional investors are those institutions which have to show progress to their institutions 
on quarterly basis (Graves, 1988; Baysinger, Kosnik, & Turk, 1991). They pursue managers for shorter goals with high 
and certain results, this ultimately make firm more sensitive to market risk and increase overall level of risk. 
Consideration of type of institutional ownership, show that regardless of size passive institutional owners decrease firm 
risk taking and active institutional owners increase firm`s risk. 

 
The results of the present study are beneficial for corporate sector because they can impart it in their setups and 

use institutional owners as regulators. Education sector can also use this research in order to build understanding of 
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business students regarding ownership scenario in Pakistan. Our study has some limitation as well which can be 
worthwhile implication for future research. As we don`t consider endogeneity issue, because it is possible that 
relationship between institutional owners and firm risk is endogenous.  We just consider non-financial firm listed on KSE 
because of the difference of risk measures, same theoretical model with bank specific risk measures can be extended to 
the financial sector of Pakistan.  
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APPENDIX A 
 
 

TABLE 1 
DESCRIPTIVE STATISTICS 

 
Variables        Mean          SD          Min.      1st Quartile       Median       2nd Quartile     Max.         
 
Panel A: Risk Measures 
TR (%)         0.042          0.072         0.00         0.019            0.025           0.030            0.758         IDOR (%)    0.042          
0.075         0 .006      0.017             0.022           0.028           0.761           
SYSR           0.799          0.058         -1.62        0.442            0.081           1.105            2.819          
Z-score        3.775          201.67        -1.42         10.93           15.80           29.810          4059.35      
�ROA (%)   0.038          0.029          0 .00        0.015            0.033           0.057            0.1293        
Panel B: ownership variables 
IOS (%)        0.145         0.139          0.00           0.032           0.102            0.234            1.180          
Panel C: Control variables 
TA (mn)       28067.9      41079.6      212.713    3953.07       12857.53       33435.39     26267.34     
LEQ             2.011          1.821          0.069         1.019           1.402            2.313            13.973         
LEV             0.246          1.048          0.000         0.003           0.136            0.324            22.264         
PROF (%)    0.113          0.093         -0.173        0.047            0.099            0.175            0.402           
Tobin’s Q    1.688          1.148          0.185         1.009            1.341            1.947            10.816         

    N (Listwise)      464               
         
 

TABLE 2 
FREQUENCY TABLE 

 
                 Variables                                  Frequency                              Percent                               

        -Active                                         156                                         33.6                                              
     -Passive                                        308                                         66.4                                             
               Total                                            464                                        100.0                         
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TABLE 3 
INSTITUTIONAL OWNERSHIP SIZE AND RISK 

RISK 

            Variables 
(1) 

TR 

(2) 

SYSR 

(3) 

IDOR 

(4) 

ROA Z-Score 

Cons 
-3.611 

(-78.04)*** 

0.721 

(21.48)*** 

-3.704 

(-72.04)*** 

0.04 

(21.03)*** 

5.587 

(45.24)** 

IOS 
0.415 

(1.80)* 

0.541 

(3.22)** 

0.315 

(1.23) 

-0.020 

(-2.12)** 

0.702 

(1.14) 

Adj. R2 0.0048 0.020 0.001 0.0075 0.0006 

F-Value 3.23* 10.39*** 1.50 4.48** 1.30 

No. of 
observations 

464 464 464 464 464 
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TABLE 4 
INSTITUTIONAL OWNERSHIP AND RISK 

 
RISK 

            Variables 
(1) 

TR 

(2) 

SYSR 

(3) 

IDOR 

(4) 

Z-Score ROA 

-3.087 

(-7.70)*** 

-0.738 

(-1.38)*** 

-0.562 

(-0.40) 

18.688 

(8.38)*** 

-0.375 

(-10.42)*** 

 

 

0.522 

(1.32) 

-0.165 

(-0.71) 

0.155 

(0.25) 

0.918 

(0.95) 

-0.003 

(-0.17) 

 

0.085 

(0.64) 

0.114 

(1.14) 

0.011 

(0.04) 

1.813 

(4.31)*** 

-0.019 

(-2.86)*** 

-0.413 

(0.473) 

-0.166 

(-0.52) 

0.059 

(0.07) 

-1.141 

(-0.86) 

0.017 

(0.81) 

Size 

 

-0.025 

(-1.04) 

0.088 

(2.80)*** 

-0.204 

(-2.44)** 

-0.877 

(-6.69)*** 

0.025 

(11.99)*** 

LEV 

 

0.008 

(0.25) 

0.012 

(0.89) 

-0.012 

(-0.31) 

-0.027 

(-0.46) 

-0.002 

(-1.69)* 

LEQ 

 

-0.015 

(-0.79) 

0.004 

(0.34) 

-0.000 

(-0.00) 

0.120 

(0.22) 

0.000 

(0.20) 

PROF 

 

-0.541 

(-1.21) 

-0.081 

(-0.30) 

0.116 

(0.16) 

6.428 

(5.74)*** 

-0.028 

(-1.54) 

Tobin`s Q 
-0.024 

(-0.69) 

0.063 

(2.56)** 

0.104 

(1.58) 

-0.081 

(-0.73) 

0.005 

(3.19) 

F-Value  2.11** 1.70* 19.06*** 24.42*** 

Wald 2-statistics 10.15     

Adj. R2 0.0218 0.1298 0.0078 0.0987 0.0087 

No. of 
observations 

464 464 464 464 464 

Hausman-test 
statistics 

3.35 33.89*** 17.59** 48.74*** 126.58*** 
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ABSTRACT 
 
 Managerial compensation to top executives has remained a topic of continuing interest in corporate finance 
literature. Corporations are required to pay a handsome amount to appeal and motivate qualified people to get their jobs 
done in a befitting manner for the organization. Accordingly, executives try to grab higher level of compensation for 
themself which might be at the cost of affecting firms’ value and interests of principles. In this context, various 
monitoring tools have been used in order to better monitor this opportunistic behavior. Therefore, this paper empirically 
evaluate the impact of different corporate governance attributes such as institutional shareholders activism, independence 
of audit committee and board and block holding on level of compensation paid to CEO of Pakistani listed firms for a 
period of 2007-2013  . The results found that independent audit committee and board of director along with dual CEO 
structure and greater family ownership are helpful in mitigating the higher level of CEO compensation with is in align 
with agency cost hypothesis. Moreover, higher financial institutional ownership found positively related to CEO 
compensation which is in accordance with strategic alliance hypothesis.  
 
KEYWORDS 
CEO Compensation, Family Ownership, Firm Performance, Board Independence, Institutional Ownership, Audit 
Committee Independence 
 
 

INTRODUCTION 
 
 Managerial compensation is considered as an important topic in the mainstream of corporate finance. 
Corporations are required to pay a handsome amount to appeal and motivate qualified people to get their jobs done in a 
befitting manner for the organization (Abed et. al., 2014). There are two leading issues related to deal with managerial 
compensation; one is related to magnitude of amount paid while other is how this compensation should be paid (Jensen & 
Murphy, 1990) as different ingredients/elements of compensation motivate the manger to do work in best interest of 
shareholders. For example, implementation of innovation strategy is possible through incentive that pursue the 
innovation in high technology industry (Yanadori & Marler, 2006)  so many studies are presented which  highlighted the 
role of cash as well as stock compensation paid to CEO and top executives in enhancing the firm performance (Chalmers 
et al., 2006).  
 
 Consequently, the more and more demand for high compensation fueled many spectacular cases in which 
managers misleading financial figures to which pay elements is attached. These cases attached with executive 
compensation that patronage executive involvement in frauds because they get high incentives through this epic act. The 
study of Johnson et al., (2005) found that during period of frauds, the executive was mostly exercises the large number of 
vested options and receive high compensation. So, the likelihood of committing the frauds is high if the compensation is 
attached with equity based firm performance. Erickson et al. (2003) also support this result by finding out position 
association between the chances of committing frauds and percentage of equity-based compensation in the preceding 
year. This is interesting dynamic to review financial fraud in framework of executive compensation. Even though 
compensation is always study in content of reducing agency problems that highten due to interest conflict between 
managers and owners. This positive influence of compensation is only get by legitimate and moral means. But these 
compensation contracts is also have negative side that highlighted when growing number of cases related to 
misrepresentation and fraudulent financial data. This wrong picture of firms misleads analysts about evaluation of firms 
(Johnson et al., 2005, Chesney & Gibson-Asner, 2004). The arising question is based on executive either commit fraud 
just misinterpretation the stick price or through this means increase theirs payoffs under stock performance related 
compensation contract (Johnson et. al., 2005). 
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Significance of study 
 
 Compensation system is an important topic in the previously conducted empirical studies because it motivated 
the personnel of the organizations which at the end increase the productivity of firms. A number of studies found on 
compensation structure which showed that chief executives receive high incentives, ultimately a big cost born by 
shareholders. Therefore, it is necessary to introduce a system that has effective control on CEO compensation. This study 
also help to trace out the way and reason of misrepresentation of firm earnings to which elements of compensation is 
attached. 
 
 All misrepresentation and bad earning management is just controlled through implementation of corporate 
governance. On this situation, monitoring mechanism of governance is required to reduce the flaws of corporate systems. 
Some internal mechanism is proportion of independent directors (Jensen, 1986), board monitoring (He et al., 2009) 
composition of monitoring committees (Cotter & Silvester, 2003), audit fee, audit committee independence (Vafeas & 
Waegelein, 2007), and external monitoring mechanism based on shareholder activism through institutional investor, 
larger shareholder ownerships and family ownership. As existing empirical research show that corporate governance 
implemented through appropriate mechanism is helpful in better monitoring and control the opportunistic behavior of 
managers. Hence the present research paper also considers the impact of different monitoring mechanism of corporate 
governance in order to control the level of compensation paid to CEO in Pakistani firms. 
 
Theoretical Background 
 
 In existing research, various measurement are used to evaluate the monitoring effect of corporate governance 
mechanisms on the firm such as financial intuitional ownership, board structure, and audit committee independence etc. 
The evolving topic during the last 15 years in financial markets is shareholder’s activism that is also known as 
relationship investing. The primary objective of shareholder activist is to increase effectiveness of the firms performing 
poor through tough and proper monitoring. The most important distinction is gained by institutional investor in content of 
shareholder activism (Gillan & Starks, 2000). The empirical work focused on this issue is limited and the  concentration  
of studies on this topic is covered through  different endeavors of institutional investors like  california public employees 
retirement system Huson (1997) , Nesbitt (1994); on specific proposal (poison pills) (Bizjak and Marquette, 1998) and 
effect on executive compensation (Johnson & Shackell, 1997).  
 
 The empirical studies shepherded effect of institutions activism on firm performance showed mixed results. 
Those studies piloted under large sample of pension funds that were more active, disclose firm successfully met 
performance target (smith, 1996). Moreover, the announcement belongs to shareholder activism are shake firm 
performance for short period of time, no long term effect is observed (Wahal, 1996), Del Guercio & Hawkins (1999), 
and Gillan & Starks (2000). In another strand of the studies like Cornett, Marcus, Saunders, and Tehranian (2004) 
highlight the issue of institutional activism with the social bonding and findings support the institutional investor that 
have terms with firm management bear cost in form of bad operating performance. Contrarily, McConnell & Servaes 
(1990) verdicts support strong relationship of Tobin’s q with institutional shareholder ownership specifically with private 
pension funds Woidtke (2002). 
 
 The institutional investor does not only mitigate the agency issue relevant to managers and shareholder but also 
have effect on compensation through monitoring role. The involvement of institutional in decision making through 
managerial opportunism is noticeable in prior literature (Smith, 1996; Useem, 1996). Chowdhury & Wang (2009) 
examined the monitoring role of different type of institutional activism and three apparatus of boards on CEO contingent 
incentives in Canada.  The finding show that independence board, instructional activism increase the compensation level. 
Oppositely, Hartzell & Starks (2003) reveal influence of investor that is measured through the ownership concentration 
of institutional investors has negative impact on compensation level. The institutional investors have effect on the 
executive compensation whereas Executives’ compensation has no reverse effect on institutional investors. Another 
interpretation of these findings may be based on simultaneous effects of institutional investors, monitoring and 
compensation level. This correlation exists where monitoring is done through stock market (Holmstrom & Tiróle, 1993), 
outside equity holders (Burkart et. al 1997) and institutional investors (Chidambaran & John, 1999). The relationship 
between monitoring and incentive pay should base on cost and benefit analysis because monitoring through institutional 
investors has some benefits (Shleifer & Vishny, 1986; Huddart, 1993) as well as some cost effects. The monitoring cost 
ascends when investors require additional resources for taking managerial actions (Noe, 2002). Likewise, incentive 
compensation puts burden on shareholders and reduces the agency cost (Hartzell & Starks, 2003) 
 
 The relationship of audit committee effectiveness and executive compensation is discussed in literature in 
content of audit cost. If audit committee plays an effective role, it reduces the need of external auditing and strengthens 
the internal control. Similarly if compensation incentives reduce the conflicts and deter the managers to provide bad 
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earning, it can reduce the external auditing need (Vafeas & Waegelein, 2007). This is reflection of a well-managed 
organization. On other side, in feudal organization, the compensation is a reason of earning manipulation which increases 
the external cost of auditing (Bedard & Johnstone, 2004) and requires more audit efforts (Gordon, 2002). Therefore, this 
argument shows positive link between compensation and audit efforts. 
 
 Another monitoring mechanism which is discussed in the content of independent board has effects on CEO 
compensation (Hermalin & Weisbach 1998; Almazan & Suarez 2003; Hermalin 2005). Another study also highlights the 
role of board in which monitoring is a key focus (Adams & Ferreira, 2007). But involvement of CEO in board selection 
distracts roles that board performed because mostly directors who got selected have the social relationships with the firm. 
In this way just requirement of independent board is fulfilled but not in actual sense (Klein 1998; Shivdasani & Yermack 
1999). Ultimately, such grey directors focus on personal benefits, not on monitoring perceptive (Westphal & Zajac, 
1995). So the independent board is required for better monitoring of managers and control over the CEO compensation   
(Laux & Lsux, 2009). 
 
 The board independence increases the effectiveness of board but when board is increased in its size, it becomes 
less capable to take effective decisions and shows low effectiveness (Lipton and Lorsch (1992) and Jensen (1993). These 
arguments support high power that CEOs gain due to ineffective board. On this premise, Yermack (1996) found negative 
link between firm performance and board size. 
 
 The extant financial literature has typically examined compensation decisions from the perspective of a board of 
directors who seek to produce an optimal contract to mitigate agency conflicts. Recent researchers, however, suggest that 
the process of determining compensation is better described as a negotiation between the board and the CEO. For 
instance, Hermalin & Weisbach (1998) model a bargaining game in which the selection of directors and the CEO’s 
compensation are negotiated between the two parties. Similarly, Bebchuk et al (2002) argue that the CEO’s managerial 
power over the board of directors distorts optimal compensation contracts. Moreover, they suggest that the existing 
empirical evidence better supports the bargaining model than an optimal contracting paradigm.  In light of these 
arguments the independent boards increase the effectiveness of board, performance in a better way and monitoring role in 
making decisions of executive compensation. 
 
Research Methodology  
 
 All 557 companies that are listed on 31st December 2014 at Karachi Stock Exchange are the target population 
for the present study. Among these, randomly 150 companies were selected for proposed sample based upon the 
complete data availability for study of 2007-2013. During the initial screening of data for outliers, 18 more companies 
were dropped due to outliers for ownership and financial variables. The present study focused on 2007 to 2013 which 
leads to a final year end observations of 924 for a cross section of 132 firms. The data on study variables is obtained from 
annual reports of sample companies. In order to examine the impact of monitoring mechanism on CEO compensation, 
following regression models have been estimated: 
 
COMPit =  + INST-OS it + AUDIT-IND it+  EX-AUDIT it + B-IND it+ B-ACT it + B-

PART it+ CEODit + FAM-OS it   + BLOCKit + ROA it + TQ it SIZE it + it 

COMPit =  + INST-ACTit + AUDIT-IND it+  EX-AUDIT it + B-IND it+ B-ACT it + B-

PART it+ CEODit + FAM-OS it + BLOCKit + ROA it + TQit SIZE it + it 
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Where: 

COMPit   = CEO compensation measure of log of compensation for firm i at time t
INST-OSit   = institutional ownership for firm i at time t.
INST-ACTit  = institutional activism for firm i at time t.
AUDIT-IND it = audit committee independence for firm i at time t
EX-AUDIT it  = external audit quality for firm i at time t
B-IND it  = board independence for firm i at time t.
B-ACT it  = board activity measure as board meeting for firm i at time t
B-PART it  = board participation for firm I at time t.
CEODit  = CEO duality for firm i at time t.
FAM-OS it  = family ownership measure as proportion of family shareholding for firm i at time t
BLOCKit = block holder for firm I at time t.
ROA it  = firm performance measure as return on assets for firm i at time t
TQ it   = firm performance measure as Tobin’s Q for firm i at time t.
SIZE it  = firm size measure as log of total assets for firm i at time t.
?it   = error term
 
 
Variable Description 
 
 The executives’ remuneration is considered as a significant fact which helps to enlarging motivation level of top 
management that ultimately influences firm’s profitability. The compensation is adhere different elements like salary, 
bonus, stock option, pension and different allowances. In present study the total CEO compensation is taken by gauging 
elements of the salary, bonus and all non-financial benefits (Nourayi and Mintz, 2008) then taking log of them. 
 
 The independent variable is taken institutional investors as monitoring party that have power to motivate and 
monitor CEO compensation (Lee & Chen, 2011). Due to better governance of institutional investors became reason of 
negative relationship with level of compensation (Chen and Firth, 2005). The percentage of shares that are taken by 
institution invertors is consider as institutional ownership in current study as used by Croci et al. (2012). In second 
model, analyze the effect of institutional activism on the compensation level. Another variable for corporate monitoring 
is used as audit committee independence and role of external auditing. Audit committee effectiveness has strong 
relationship with internal control mechanism of the business (Abbott et al., 2010).  
 
 The different control marks of board of director are used like board independence, board participation and board 
activity. The independent executive directors have monitoring right that left negative effect on the pay packages of CEOs 
(Chhaochharia and Grin-stein, 2009) as well as positive impact on pay as reported by Fernandes et al. (2012). The family 
owhership also change the level of compensation especially in those countries where legal corruption is high (La Porta et 
al., 2000) 
 
 The firm performance is independent variable that used measurement of ROA, Tobin’s q. In which, ROA is 
accounting based measurements of firm performance that obtained through dividing the net income of firm by firm assets 
also used by Wu (2013) The Tobin’s q is also taken as market based accounting measurement. It is better way to measure 
the market valuation of the firms that is based on the use of assets and   growth opportunity of firms (Bharadwal et. al, 
1999). It also highlights the investors’ expectation about the future events of firms, which including the assessment of 
business strategies impact on business (Demsetz and Villalonga 2001). It is measured by adding the market capitalization 
and book value of total liabilities divided by total assets. the variable measurement used in current study is provided in 
appendixA 
 
 According to stewardship theory the firm performance increase through CEO duality (Nishat , 2004). 
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RESULTS AND DISCUSSION 
 
 Table 1 below reports the results of some descriptive statistics about the sample data. It is evident from the 
figures reported in table that the average level of CEO compensation during the study period for sample firms is 
11,585.071 million PKR along with standard deviation of 7.277 million. The level of family ownership in sample firms 
ranges from zero to 93% of total shares with an average of around 19.11%. There are 12.94% shares held by financial 
institutions in sample companies which include banks, insurance companies, mutual funds and other institutional 
investors on average. This could be called as a quite a good percentage held by institutional monitors. On average, the 
foreign investors hold the firm share at 6% in our sample. This amount is much low then other ownership level. The level 
of board independence is 37.88% for selected companies where almost one-third board members are non-executive 
directors and not working in the organization on any managerial posts. The maximum number of board meeting is 
conducted is 35 and on average, sampled firms show just 5 meeting are directed. In these meeting the director 
participation is 79% on average. This result shows those directors are interested to attending firms meetings also increase 
board monitoring efficiency. In terms of performance, the sample companies have 5.45 % of returns on total asset during 
the sample period which might be considered at an appropriate level as indicated by many other earlier studies in their 
sample. Q was taken as a measure of market performance of firms measured as a ratio of market value of firm to the book 
value of firm. It is clear from the descriptive statistics that study sample firms have a q ratio of 2.028 which is greater 
than the benchmark level of 1. So, the sample firms are quite profitable firms. 
 

TABLE 1 
DESCRIPTIVE STATISTICS 

 
Variables Minimum Maximum Mean Std. Deviation 

ROA -3.3261 0.7836 0.0545 0.1552 
Q 0.4224 7.2679 2.02819 2.1984 
Size (in Million PKR) 8.561 26,2673.406 11,585.071 26418.519 
AC_IND 0 1 0.8002 0.1854 
B-IND 0.0166 0.9333 0.3788 0.3003 
B_ACT 2 35 5.53 2.965 
B_PART 0.2121 1 0.7978 0.12647 
CEO Comp 0 13.2816 7.2779 3.0628 
FAM_OS 0 0.9328 0.1958 0.2399 
INST_OS 0 0.8855 0.12943 0.12139 
Valid N (924)     
 
 Before going for empirical testing of our regression models, it is necessary to validate the issue of 
multicollinearity between the independent variables of the study. For this purpose, the Pearson correlations between the 
study variables are obtained using SPSS and reported in Table 2. the return on assets have no association with audit 
committee but ROA have positive and significant association with external auditing activities with value of 0.186. The 
family ownership and CEO duality have negative relationship with firm performance. the value of coefficient of 
correlation (r = 0.113) showed that there exists a weak positive relationship between firm size and ROA that is significant 
but when firm performance is measure as Tobin’s , firm size not show significant relation. The firm size has statistically 
significant relationship with all variables except foreign ownership.  
 
 The audit committee independence has positive and strong association with board independence with coefficient 
value of 0.54 with 1% significant level. This value represent as highest amount of correlation comparatively in all other 
values in correlation table. This result is due to high number of independent director in corporate board show reflection in 
his related committee. The audit committee have negative association with some other variable such as board meeting 
(r=-0.14), board participation (r=-0.011), CEO duality (r= -0.155), family ownership (r= -0.322). The external auditing 
relationship has negative association with CEO duality with coefficient of -0.29 and with family ownership. The most of 
values show association with other independent variables at level of 1%. 
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TABLE 2 
CORRELATION ANALYSIS 

  
Variables 

ROA Q Size 
AC_IN

D Ext_ADUI B-IND CE0D B_ACT B_PART COMP Fam_OS Inst_OS
ROA 1            
Q .010 1           
Size .113** -.027 1          
AC_IND .036 .055* .144** 1         
EXT-ADUIT 

.186** -.002 .356** .236** 1        

Bod-IND .018 -.026 .239** .543** .264** 1       
CEOD -

.155** 
.031 

-
.150** -.155** -.295** 

-
.227** 1      

B-ACT -.018 .008 .180** -.148** .000 -.002 -.015 1     
B_PART .060* .037 -.056* -.011 .007 -.048 -.018 -.172** 1    
Comp_CEO 

.153** .009 .359** .090** .385** .136** -
.181** .002 -.005 1   

Fam_OS -
.095** 

-.027 
-

.232** -.322** -.334** 
-

.345** .225** -.045 .090** -.238** 1  

Inst_OS 
.007 .014 .068** .111** .122** .135** -

.105** -.111** -.100** .130** -.189** 1 

Block 
.109** .020 .173** .172** .195** .194** -

.163** -.007 -.051* .186** -.576** .12** 

**Correlation is significant at the 0.01 level 
*Correlation is significant at the 0.05 level 
 
 In model 1 of table 3 shows the impact of monitoring mechanism on compensation contract but in this model 
use the institutional ownership that differ from model 2 of table 3.The accounting based performance has positive impact 
on CEO compensation. The one point change in return on assets is upturn the compensation with 1.199 point that is 
statistical significant. The market based measurement of firm performance is also increase level of executive incentives 
but this result is not significant. The firm size also has positive impact on firm performance. The large organizations are 
rewarded more to their manager comparatively small organization because executive put extra effect to manage large 
organization. The 1% changes in firm size increase the compensation 46%. The presence of independent director in audit 
committee has negative influence on compensation contract. Its means that internal audit system play monitoring role in 
effective way to restrain the excess increase of compensation. Along that the external committee have opposite impact. 
The overall picture shows that the internal controlling management is complement of the external auditing. This finding 
is supported by (Vafeas & Waegelein, 2007) in which effectiveness of audit committee is analysis through audit fee. This 
study show that if audit fee is increase the pay level decreased. Along that board independence is also having opposite 
liaison with firm performance. The 1 % change in reduce the 12% portion of compensation but that value is not 
significant. The corporate board shows its effectiveness through arranging more board meeting in which focusing on 
management issue and management activities.so the firm internal controlling and monitoring mechanism is effective and 
in working condition.  
 
 With concentration on the external monitoring mechanism like institutional ownership, the findings reveal the 
opposite functioning behavior then internal mechanism. The concentration ownership of institutional shareholder 
increases the level of CEO compensation. The findings of Fernandes et al. (2012) support our results. This positive effect 
may be because of less circumspect monitoring of investors on level of compensation. This positive impact of 
institutional investor is partially counterbalance effect of family firm on compensation (Croci et al., 2012). The findings 
endorse strategic alliance hypothesis that stimulate the ineffective role of institutional investors, might be due to social 
interaction with managers or due to have some personal interest (Afza and Nazir, 2015).  
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 In the model 2 of table 3, the result is based on effect of institutional investor’s activism on the level of 
compensation. The finding shows that 1% boosting level of activism increase the proportion of compensation with 58%. 
The study of Chowdhury and Wang 2009 support this result.  The other variables show same influence that have in 
model 1. 

 
TABLE 3 

EFFECT OF CORPORATE MONITORING MECHANISM ON CEO COMPENSATION 
 

Variables Model 1 Model 2  
b t-value Sig. b t-value Sig. 

(Constant) .091 .100 .920 -.081 -.090 .928
INST-OS 1.583 2.720 .007  
INST-ACT  .582 3.942 .000
ROA 1.199 2.650 .008 1.150 2.551 .011
TQ .002 .712 .477 .002 .675 .500
SIZE .462 10.041 .000 .469 10.223 .000
AUDIT-IND -.846 -1.862 .063 -.793 -1.750 .080
EX-AUDIT  1.535 9.607 .000 1.481 9.239 .000
B-IND -.121 -.426 .670 -.137 -.483 .629
CEOD -.289 -1.842 .066 -.329 -2.107 .035
B-ACT -.046 -1.884 .060 -.044 -1.811 .070
B-PART .195 .351 .725 .324 .585 .559
FAM_OS -.853 -2.241 .025 -.909 -2.405 .016
Block .305 1.669 .095 .273 1.496 .135
F value 38.536*   39.411*  
R Square 0.228   0.232  
Durbin Watson 1.464   1.467  

        * denotes the level of significance at 1%  
 

CONCLUSION 
 
 This paper tried to build indirect link between monitoring mechanism of corporate governance and CEO 
Compensation. The executive compensation is middle way through which the executive extract extra benefit for the firm 
and inappropriately use the income of others. Even corporate executive misrepresent the financial statement to which 
their equity base compensation is attached. But all these problems are solved, if tough monitoring mechanism is 
introduced in firm through different ways. Thereby, these strong governance mechanisms help to improve the firm 
performance. The present model highlight the tracks through which the CEO extract the money. For example, one 
possibility is that equity based compensation element motive manager to manipulate earning of firms. But if firms 
increase the audit efforts then effectively detect the earning manipulation (Gordon, 2002). The present study shows that 
the institutional investor in Pakistan do not perform effective role for controlling the faulting activities. The reason 
behind may be their social relationship with the managers that restrict them to performing their monitoring duties. In case 
of Pakistan, the independence of board and board member meeting and their participation in board play effective role to 
controlling the compensation contract. Moreover, audit committee of Pakistani firms also help to save the interest of 
shareholders. in future, the different elements of compensation is taken for clear impact of auditing efforts on different 
variables of equity based compensation. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



120 Proceedings of The 5th International Conference on Production and Supply Chain Management
10 - 11 November, 2016, Golden Tulip Hotel Flamenco Cairo, Cairo, Egypt

REFERENCES 
 
Abbott, L. J., Parker, S., & Peters, G. F. (2010). Serving two masters: The association between audit committee internal 
audit oversight and internal audit activities. Accounting Horizons, 24(1), 1-24. 
 
Adams, R. B., & Ferreira, D. (2007). A theory of friendly boards. The Journal of Finance, 62(1), 217-250. 
 
Almazan, A., & Suarez, J. (2003). Entrenchment and severance pay in optimal governance structures. Journal of Finance, 
519-547. 
 
Bedard, J. C., & Johnstone, K. M. (2004). Earnings manipulation risk, corporate governance risk, and auditors' planning 
and pricing decisions. The Accounting Review, 79(2), 277-304. 
 
Bizjak, J. M., & Marquette, C. J. (1998). Are shareholder proposals all bark and no bite? Evidence from shareholder 
resolutions to rescind poison pills. Journal of Financial and Quantitative Analysis, 33(04), 499-521. 
 
Burkart, M., Gromb, D., & Panunzi, F. (1997). Large shareholders, monitoring, and the value of the firm. The Quarterly 
Journal of Economics, 693-728. 
 
Chalmers, K., Koh, P. S., & Stapledon, G. (2006). The determinants of CEO compensation: Rent extraction or labour 
demand?. The British Accounting Review, 38(3), 259-275. 
 
Chesney, M., & Gibson, R. (2008). Stock options and managers’ incentives to cheat. Review of Derivatives Research, 
11(1-2), 41-59. 
 
Chowdhury, S. D., & Wang, E. Z. (2009). Institutional Activism Types and CEO Compensation: A Time-Series Analysis 
of Large Canadian Corporations†. Journal of Management, 35(1), 5-36. 
 
Croci, E., Gonenc, H., & Ozkan, N. (2012). CEO compensation, family control, and institutional investors in Continental 
Europe. Journal of Banking & Finance, 36(12), 3318-3335. 
 
Cotter, J., & Silvester, M. (2003). Board and monitoring committee independence. Abacus, 39(2), 211-232. 
 
Del Guercio, D., & Hawkins, J. (1999). The motivation and impact of pension fund activism. Journal of financial 
economics, 52(3), 293-340. 
 
Cotter J and Silvester M. “board and monitoring committee independence”  journal of accounting,finance and business 
studies. Vol. 39, Issue.2, pg. 211-232. 
 
D. Del Guercio, J. Hawkins (1998) “The motivation and impact of pension fund activism”, Journal of Financial 
Economics, 52 (1998), pp. 293–340 
 
Erickson, M., Hanlon, M., & Maydew, E. L. (2006). Is there a link between executive equity incentives and accounting 
fraud?. Journal of Accounting Research, 113-143. 
 
Fernandes, N., Ferreira, M. A., Matos, P., & Murphy, K. J. (2012). Are US CEOs paid more? New international 
evidence. Review of Financial Studies, hhs122. 
 
Gordon J (2002) What enron means for the management and control of the modern business corporation: Some initial 
reflections. Univ Chi Law Rev 69:1233–1250   
 
Hartzell JC and Starks LT (2003) “instituational investors and executive compensation”. The Journal of Finance, Vol. 58, 
No. 6 (Dec., 2003), pp. 2351-2374 
 
He L, Labelle R, Poit C and Thornton DB (2009). “board monitoring, audit committee effectiveness, and financial 
reporting quality:Review and Synthesis of Empirical Evidence ”,  journal of Forensic & investigative Accounting, Vol.1, 
no.2. 
 
Hermalin, B., and Weisbach, M., 1998. Endogenously chosen boards of directors and their monitoring of the CEO. 
American Economic Review 88, 96-118. 



121Proceedings of The 5th International Conference on Production and Supply Chain Management
10 - 11 November, 2016, Golden Tulip Hotel Flamenco Cairo, Cairo, Egypt

Huddart, Steven, 1993, The effect of a large shareholder oncorporate value, Management Science 39, 1407-142 
 
Huson, M., 1997. Does governance matter? Evidence from CalPERS interventions, Unpublished working paper. 
University of Alberta. 
 
Holmstrom, Bengt, and Jean Tiróle, 1993, Market liquidity and performance monitoring, Journal of Political Economy 
101, 678-709 
 
Jensen, M. C., & Murphy, K. J. (1990).Performance and Top Management Incentives. Journal of Political Economy, 982, 
225–264. http://dx.doi.org/10.1086/261677 
 
Johnson, M., Shackell, M., 1997. Shareholder proposals on executive compensation, Unpublished working paper. 
University of Michigan. 
 
Johnson SA.,Jr. Harley E. Ryan and Tain, YS. (2005), “executive compensation and corporate fraud”.  
 
Klein, A. (1998). “Firm performance and board committee structure”.  Journal of Law and Economics 41 (1): 275–303 
 
Laux C and Laux V (2009), “Board committees, CEO compensation, and earning management”.  The accounting review, 
Vol.84, No.3 pp.869-891 
 
Noe, Thomas (2002), Investor activism and financial market structure, Review of Financial Studies 15, 289-31 
 
Nesbitt S (994) Long term rewards from shareholder activism: a study of the CalPERS effect Journal of Applied 
Corporate Finance, 6 (1994), pp. 75–80 
 
Smith M (1996) Shareholder activism by institutional investors: Evidence from CalPERSJournal of Finance, 51 (1996), 
pp. 227–252 
 
Shleifer, Andrei, and Robert Vishny, 1986, Large shareholders and corporate control, Journal of Political Economy 94, 
461-488 
 
Shivdasani, Anil and David Yermack, 1999. CEO involvement in the selection of new board members: An empirical 
analysis. Journal of Finance 55, 1829-1853. 
 
Siagian, FT and Tresnaningsih, E (2011).The impact of independent directors and independent audit committees on 
earnings quality reported by Indonesian firms. Asian Review of Accounting, Vol. 19, No. 3, pp. 192-207. 
 
Vafeas, N and Waegelein, JF (2007). The association between audit committees, compensation incentive, and corporate 
audit fees. Review of quantitative Finance and Accounting, Vol.28, pp. 241-255  
 
Wahal, S. (1996). Pension fund activism and firm performance. Journal of Financial and quantitative analysis, 31(01), 1-
23. 
 
Weisbach, M. S. (1988). Outside directors and CEO turnover. Journal of financial Economics, 20, 431-460. 
 
Westphal, J. D., and E. J. Zajac. 1995. Who shall govern? CEO / board power, demographic similarity, and new director 
selection. Administrative Science Quarterly 40 (1): 60–83. 
 
Yanadori, Y., & Marler, J. H. (2006). Compensation strategy: does business strategy influence compensation in 
high�technology firms?. Strategic Management Journal, 27(6), 559-570. 
 
Yermack, D., 1996. Higher market valuation of companies with a small board of directors. Journal of Financial 
Economics 40, 185-211. 
 
 
 
 
 
 



122 Proceedings of The 5th International Conference on Production and Supply Chain Management
10 - 11 November, 2016, Golden Tulip Hotel Flamenco Cairo, Cairo, Egypt

APPENDIX A 
 

Independent Variables Measurement
Board Size Number of directors on the board 

Board independence Ratio of non-executive directors to the board size 
CEO duality CEO dummy, value of 1, if the CEO also served as board chairman and 0 otherwise 

Board activity Number of meetings held by the board of directors annually 

Board Participation rate Sum of meetings attended by total directors divided by Sum of meetings required to 
attend by total directors 

ROA Ratio of net profits to total assets of firms 
Tobin’s q Market value of firm / book value of firm  

Family ownership The proportions of family shareholding  
Institutional ownership The proportion of institutional shareholding  

Institutional Shareholders’  
activism  

Dummy variable and takes the value of 1 if there is nominee director of financial 
institutions on the board of the underlying company and zero otherwise 

Audit committee independence The proportion of independent director in audit committee of firm. 
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ABSTRACT 
 

Derivatives Market has an important role to play in the economic development of a country. The objective of the 
study is to examine the impact of financial derivatives (futures and options) on the underlying market volatility. The 
paper also analyses derivatives awareness level of Indian investor and perception of investor about future of derivatives 
market in India. Data has been collected for a period of 18 years from January 1, 1997 to February 5, 2015. Data has been 
collected for various indexes like CNX S&P Nifty index daily closing prices (from January 1, 1997 to February 5, 2015), 
Nifty Junior Index (from January 1, 1997 to February 5, 2015), Index Futures near month contracts daily closing prices 
from (June 12, 2001 to February 5, 2015) and S&P 500 Index (from January 1, 1997 to February 5, 2015).The 
questionnaire was distributed to 1000 respondents but 522 filled questionnaires were received and have been analyzed in 
this study. The questionnaire was subjected to reliability and expert validity. The final AR (1)-GARCH (1,1) model show 
that overall volatility has reduced in the spot market after the introduction of derivatives. In the model all variables are 
highly significant. Awareness about financial markets, experience in derivatives trading, workplace activity and return 
expectation are significantly associated with derivative awareness level (DAL) of respondents at 5 percent level of 
significance. The results of Structural Equation Modeling reveals perception of investors about future of derivatives 
market in India include having an investor grievance redressal mechanism which is approachable under trading hours, 
steps to be taken by regulators to increase investments, conducting investor training and awareness programs, global 
integration will happen, derivatives market will affect growth of the economy and consolidation of exchanges is required. 

 
KEYWORDS 
Derivatives Market, Volatility, Investor Perception 
 
 

INTRODUCTION 
 

Derivatives Market has an important role to play in the economic development of a country. Derivatives were 
introduced to for various benefits it offers including impact of the introduction of derivatives trading on the cash price 
volatility, market depth, information assimilation, price discovery and risk transfer, and so on. After global financial 
crisis, it has now become important to understand the effectiveness of derivatives market.   

 
Two hypotheses exist on the impact of derivatives on spot market volatility. Proponents of ‘destabilizing forces’ 

hypothesis argue that derivatives trading increases stock market volatility because of high degree of leverage, likely 
presence of uninformed traders due to low transactions cost involved to take position in the futures market. So, volatility 
will increase after introduction of derivatives. Proponents of ‘market completion’ hypothesis argue that derivatives 
trading helps in price discovery, improve the overall market depth, enhance market efficiency, augment market liquidity, 
reduce asymmetric information and thereby reduce volatility of the cash market (Kumar et al, 1995; Antoniou et al, 
1998).  
 

Apart from that it is also important to know derivatives awareness level of Indian investor and their perception 
about future of derivatives in India. For this purpose a structured questionnaire was designed and responses were 
collected from 522 respondents.  
 

The present study examines the impact of financial derivatives (futures and options) on the underlying market 
volatility. It also studies perception of investors about Indian derivatives market. 
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The rest of the paper covers the following sections: review of literature is explained in section two, section three explains 
the methodology of the study, section four presents the empirical results and finally, conclusions are presented in section 
five. 
 
 

REVIEW OF RELATED RESEARCH 
 

The review of related research covers studies on impact of volatility and studies on perception of Investors.  
Kabir and Ikram (2012), Sahu, D. (2012), Girish, G.P. (2012), Singla, R. (2012), Otswal, Priyanka (2011), Kaur, 
Gurpreet (2011), Sakhtivel, P. and Kamaiah, B. (2011), Ray, K. and Panda, A.K. (2011), Singh, G. and Kansal, S. 
(2010), Gahlot, R., Datta,K. and Kapil, S. (2010), Pati, P.C. and Rajib, P. (2010) studied the impact of futures and 
options on underlying spot market volatility in India.  
 

Various studies have been undertaken on studying the impact on volatility after introduction of derivatives. 
Kalantzis, G.F. and Milonas, N.T. (2013), Gahlot, Ruchika and Dutta, Saroj Kumar (2012), Sahu, D. (2012), Singla, R. 
(2012), Kaur, Gurpreet (2011), Sakhtivel, P. and Kamaiah, B. (2011), Singh, G. and Kansal, S. (2010), Saravanan, G. and 
Malabika, Deo (2010), Pati, P.C. and Rajib, P. (2010), Gupta, K. and Singh, B. (2009), Kasman, A. and Kasman, S. 
(2008), Bhaumik, Karanasos and Kartsaklas (2008), Drimbetas, E. (2007), Raju, M.T. and Karande, Kiran (2003), 
Ghosh, G. and Bandivadekar, S. (2003), Bologna,P. and Cavallo, L. (2002), Thenmozhi, M. (2002), Pilar, C. and Rafeal, 
S. (2002), Gulen, M and Stewart, M (2000), Jhang, J. et.al, Stein (1987), Dentine (1978), Bessembinder and Seguin 
(1992) found that volatility has reduced after introduction of futures trading. Kabir and Ikram (2012) could find 
significant impact of futures trading on stock market volatility. Rajoub and Azzam (2012) found high volatility and 
negative correlation with returns at the time of market crisis. Girish, G.P. (2012), Gahlot, R., Datta,K. and Kapil, S. 
(2010), Manier, M. (2009), Mallikarjunappa, T. and Afsal, E.M. (2008), Debasish, S.S. (2008), Sah, A.N. and 
Omkarnath, G. (2005), Shenbagaraman, P. (2003), Yu, Shang-Wu. (2001), Hong Choi et al. (1994) did not find 
significant change in the volatility. Butterworth, D. (1998) found an increase in market efficiency, affected by futures 
trading. Otswal, Priyanka (2011) reported that as expiration day come closest, the volatility of the market increased. 
Gaurishankar S. Hiremath, (2009), Yu, Shang-Wu. (2001), Gulen, M and Stewart, M (2000), Smit, E. and Nienaber, H. 
(1997), Cox (1976), Figlewski (1981) and Chatrathet al.(1995), Harris (1989), Ross (1989) found that volatility has 
increased. Jegadeesh and Subrahmanyam (1993) found that average spread has increased after introduction of futures 
trading. Al-Zoubi and Kh.Al-Zu’bi (2011) found positive risk-return relationship. Ray, K. and Panda, A.K. (2011) found 
stronger volatility structure in post derivatives period. Rao, Ananth (2008) indicates that volatility persistence and 
spillover exist in all these markets. Siopis and Lyroudi (2007) found a negative impact of introduction of futures trading 
on underlying volatility. Katsikas (2007) found negative relationship between volatility and returns. Saatcioglu, K. and 
Starks, L. (1998) found no relationship between weekly prices and volume and positive relationship between monthly 
prices and volume. Chan, K. (1992) found that futures market leads cash market. Xie S. and Huang J. (2014) did not 
found any decrease in the volatility, no leverage effect and a decrease in sensitivity to new information after introducing 
the CSI 300 index futures. 
 

Stulec,I., et al., (2013) studied on USA, Canada, United Kingdom, Belgium, Sweden, Taiwan, Pakistan and 
Croatia to analyze the purpose of using derivatives and also investigated the scope of developing the financial derivatives 
in Croatia. They have conducted a survey among large firms of Croatia, to check their awareness about derivatives 
concept. They found that they perceived derivatives as a risky instrument and only high class can invest in this. And they 
do not have sufficient knowledge about derivatives. Some of the companies are using derivatives, are taking it as a 
hedging tool only. Brahmabhatt, Raghu Kumari, P.S, Malekar, Shamira, (2012) investigated the investor behavior on 
various investment avenues in Mumbai. They have primarily investigated the effect of volatility on investor behavior, 
using gold, currency and bonds. By using questionnaire survey technique they found that the awareness of investment 
knowledge, investment opportunities is very high in Mumbai.  
 

Thomas, T. C. and Rajendran, G., (2012) assessed the impact of the use of BB&K Five-way Model on 
investment behavior of individual investors. They used Delphi technique and found all five dimensions of the BB&K 
model associated with the preferences of investments of individual investors. Kumar, R.T.Nirmal Balaji.K And Prabu.K 
(2011) studied on trader`s perception on options trading with the products traded in the national stock exchange. The 
results indicate that 77 percent of traders in options market are trading based on market movements. Experience of the 
trader affects the trading in options. No significant relationship is found between the experience and risk taking capacity 
of the trader and also, effect of gender and income, could not find by the author on returns and volume of trading of 
options. Daniel EkerumehAduodeh, (2010) studied requisites to develop a derivative securities market in Ghana and to 
make it a successful market. He studied about the availability of participants and the existence of regulatory framework 
of securities market in the country. The objective of this study was to reduce the risk through hedging, allow price 
discovery and to increase the global resources into Ghana.  He has worked on quantitative data to analyze the level of 
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awareness of derivative instruments, and to analyse the involvement of organisations in any form of derivative trading 
and number of derivative contracts traded and used SPSS 16.0 software for windows. He has collected qualitative data 
through interview and used content analysis. The study found that Ghana is ready to develop a derivatives market but 
legal and regulatory framework for derivatives trading is needed. Martin,A., et al. (2009) studied on the non-financial 
firms of Peru whether they use financial derivatives or not. They obtained that the possibility of development of financial 
derivatives market in Peru is less due to less market regulations and less training.  
 

D. MilošSpr i , (2007) examined the use of financial derivatives as hedging instruments in the Croatian and 
Slovenian non-financial companies. The results indicate that non-financial firms of Croatian and Slovenian were weak in 
taking decision about derivatives and it was also found that they are using standardised derivatives and structured 
derivatives as risk management tools but exchange-traded and OTC options are not being used as a financial risk 
management tool in both countries. The reasons of not using derivatives in both the countries were high costs of 
establishing and maintaining risk management programs. Ahmed A. El-Masry, (2006) investigated the way of using of 
financial derivatives by nonfinancial firms in UK by using questionnaire which was filled by 401 UK nonfinancial 
companies. Results of the study reveal that the number of larger firms using derivatives, are more than medium and 
smaller firms. The results also reveal the reasons of not using derivative instruments due to non-significant exposures, 
necessary activity of disclosures of derivatives under FASB rules, and costs of establishing and maintaining derivatives is 
high. The study also revealed the reasons of using derivatives with hedging is managing the volatility in cash flows. Guay 
W & Kothari, S. P. (2003) investigated that how much non-financial firms use derivatives as a hedging tool. They have 
applied standard deviation and median over 234 non-financial firms and found that non-financial firms use corporate 
derivatives very often. They use other benchmarks to reduce the risk. ANZ Banking Group, (2003) examined adult 
financial literacy in Australia by ANZ telephonic survey on 3548 adults conducted by Roy Morgan Research and 
overseen by a Steering Committee and solved 145 finance and 25 demographic questions. They have also conducted 
interview session on 202 people of 1–1.5 hours each. They found low financial literacy level among the Australian 
respondents. Berkmana, Henk, et al., (2002) examined the relation between derivatives use and nancial characteristics 
of Australian industrial and mining rms. The rm characteristics were taken as proxy for nancial distress, tax losses, 
managerial ownership, growth opportunities, the ability to generate operating cash ows and liquidity. They also tried to 
control the rm size, dividends and exposure to foreign exchange risk. The results show that rm size and leverage are 
the main explanatory variables for derivative use for both industrial and mining rms. Prevost, Andrew K. et al. (2000) 
studied derivatives usage and financial risk management in large and small economies. The study found that the risk 
management patterns and objectives of firms in the small, open market of New Zealand are similar in many respects to 
those of firms in the much larger, more developed US, UK, and German markets. Grant, K. and Marshall, A. P. (1997) 
conducted a survey of derivatives use by large UK firms and found that swaps, forwards, and options are commonly used 
to manage foreign exchange and interest rate risks. They reported that the firms in their survey very often speculate with 
derivatives, and main focus is on the reporting and control of derivative contracts. Grant and Marshall also found that 
companies are somewhat reluctant to disclose their information like use of derivatives. In general, they conclude that the 
use of derivatives in the UK is well developed and that risk management objectives are similar to those of firms in other 
countries. 
 
 

METHDOLOGY OF THE STUDY 
 

The objective of the study is to examine the impact of financial derivatives (futures and options) on the 
underlying market volatility. The paper also analyses the investor behavior and perception of investor about future of 
derivatives market in India. The investor behavior has been studied in terms of their investment pattern and derivatives 
awareness level. 
 

Data has been collected for a period of 18 years from January 1, 1997 to February 5, 2015. Data has been 
collected for various indexes like CNX S&P Nifty index daily closing prices (from January 1, 1997 to February 5, 2015), 
Nifty Junior Index (from January 1, 1997 to February 5, 2015), Index Futures near month contracts daily closing prices 
from (June 12, 2001 to February 5, 2015) and S&P 500 Index (from January 1, 1997 to February 5, 2015). The data was 
collected from NSE website and Yahoo finance. The closing price data was converted to daily compound returns by 
taking the first log difference.  
 

To understand that whether introduction of derivatives (futures) has altered the volatility of spot market? For 
this dummy variable has introduced for identifying pre-derivatives period (0) and post-derivatives period (1). 
Augumented Dickey-Fuller test was applied on all time series to check for stationarity of the price series and return 
series. Since volatility of prices is affected by many factors and introduction of derivatives is one of them so, we tried to 
control these market wide factors by regressing spot market returns against a proxy variable for which no related futures 
contracts are available (Nifty Junior Index). In order to isolate the unique impact of introduction of derivatives on spot 
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market volatility we have to remove any predictability associated with world returns. So, lagged return of S&P 500 index 
has been introduced. Lagrange Multiplier test was used to check whether the data is suitable for applying GARCH 
iterative process. GARCH model is separately fitted for each period. The study has used GARCH (1,1) process 
(Mallikarjunappa and Afsal 2008).  

 
The questionnaire was distributed to 1000 respondents but 522 filled questionnaires were received and have 

been analyzed in this study. The questionnaire was subjected to reliability and expert validity. 
 
 

RESULTS AND DISCUSSION 
 

This section is divided into two parts. Part one cover results on impact of derivatives on underlying market 
volatility and part two covers investor’s perception on Indian derivatives market. 

 
 After fourteen years of introduction of derivatives in Indian capital markets, it’s time to relook on the impact of 
derivatives on the underlying market. Indian derivatives market has come a long way from 41,96,873 (contracts traded) 
and 1,01,926 (turnover in crores) in 2001-02 to 404,244,278 (contracts) and 11,897,301.33 (turnover in crores) in 2013-
14. Also we need to evaluate that has derivatives been able to achieve its real purpose for which they were established i.e. 
has derivatives been able to reduce spot market volatility.  
 
Impact on Volatility 
 

The results of the analysis as shown in table 1 depicts that mean returns is positive for all series for the total 
period (01-01-1997 to 05-02-2015). The Nifty Index has a mean return of 0.0435 percent and standard deviation of 
1.6844. The returns are negatively skewed and kurtosis is higher than three. These results are similar to those of 
Mallikarjunappa and Afsal (2008). The results of Jarque-Bera test indicate a rejection of the null hypothesis of a normal 
distribution of daily Nifty log returns (at 1 percent level of significance) for all series.  
 

TABLE 1 
DESCRIPTIVE STATISTICS OF SAMPLE PERIOD (01-01-1997 TO 05-02-2015) 

 
 

  Nifty Nifty Junior S&P 500 Index Nifty Futures 
 Mean Returns 0.0435 0.0557 0.0238 0.0432 
 Maximum 16.3343 13.8254 10.9572 16.1947 
 Minimum -15.9810 -19.4901 -9.4695 -17.5194 
 Std. Dev. 1.6844 1.8911 1.2901 1.7123 
Skewness -0.4123 -0.6968 -0.1778 -0.8867 
 Kurtosis 12.0504 9.8224 11.0783 16.3048 
Jarque-Bera 15024.4800 8820.7240 11894.7800 24779.9000 
 Probability 0.0000 0.0000 0.0000 0.0000 
          
 Sum 190.0424 243.2152 103.7412 142.6426 
 Sum Sq. Dev. 12384.8600 15610.5300 7264.4680 9675.5480 
 Observations 4366 4366 4366 3301 

 
Table 2 shows results of Augmented Dickey-Fuller test for which lag length is chosen on the Schwarz 

Information Criterion (SIC) and it is applied with intercept and trend. All the returns series are stationary at its level and 
they are significant at 1 percent level. These results are also confirmed with Sahu, D. (2012), Girish, G.P. (2012) and 
Gahlot, R., Datta,K. and Kapil, S.(2010). 
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TABLE 2 
AUGMENTED DICKEY-FULLER TEST STATISTIC 

 
 

  Return Series t-Statistic   Prob.* Lag Length 
Full Period Nifty -47.4904 0 1 

Nifty Junior  -57.69079 0 0 
S&P 500 Index -50.99196 0 1 
Nifty Futures -56.86959 0 0 

*MacKinnon (1996) one-sided p-values. 
Exogenous: Constant, Linear Trend 
 SC: Schwarz information criterion 

 
Table 3 reports the results of ARCH-LM test. We start with the residual term in the mean equation for five lag 

using the following model. 
 

TABLE 3 
HETEROSKEDASTICITY TEST: ARCH 

 
 

F-statistic 63.9516     Prob. F(5,4344) 0.0000 
Obs*R-squared 298.2459     Prob. Chi-Square(5) 0.0000 

  

Variable Coefficient 
Std. 

Error t-Statistic Prob.   
C 1.5777 0.1402 11.2540 0.0000 
RESID^2(-1) 0.1559 0.0151 10.3085 0.0000 
RESID^2(-2) 0.0927 0.0153 6.0757 0.0000 
RESID^2(-3) 0.0286 0.0153 1.8660 0.0621 
RESID^2(-4) 0.0832 0.0153 5.4539 0.0000 
RESID^2(-5) 0.0783 0.0151 5.1785 0.0000 
Dependent Variable: RESID^2 
Method: Least Squares 
Included observations: 4350 after adjustments 
R-squared 0.0686     Mean dependent var 2.8111 
Adjusted R-squared 0.0675     S.D. dependent var 8.2066 
S.E. of regression 7.9248 Akaike info criterion 6.9793 
Sum squared resid 272817.2     Schwarz criterion 6.9881 
Log likelihood -15173.89 Hannan-Quinn criter. 6.9824 
F-statistic 63.9516     Durbin-Watson stat 2.0061 
Prob(F-statistic) 0       

 
The F statistics value F (5,4344) is 63.9516 which is highly significant. The R-square value is 0.0686 and 

adjusted R-squared value is 0.0675. Thus the null hypothesis is rejected and we can conclude that there are sufficient 
ARCH effects (Pati, P.C. and Rajib, P.(2010). 

 
Table 4 depicts AR (1) - GARCH(1,1) model for the pre-derivatives period (from 1-1-1997 to 4-6-2001). The 

results reveal that constant, ARCH (1) lagged residual returns coefficient 1 and GARCH (1) (lagged Nifty returns) and 
Nifty Junior returns are highly significant in the model. The high value of 1 is 0.7884 shows that old news has a lasting 
impact on Nifty prices in the pre-derivatives period. The significant coefficient value of 0.0760 shows that recent news 
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also has an immediate effect on Nifty prices. But Nifty Junior returns have a negative relationship with Nifty returns 
which means when returns of Nifty Junior Index increased then return of Nifty decreased in the pre-derivatives period.  
 

TABLE 4 
GARCH (1,1) ESTIMATES FOR PRE DERIVATIVES PERIOD 

 
 

  Variance Equation 
  Variable Coefficient Std. Error z-Statistic Prob.  

0 Constant 0.5276 0.1365 3.8643 0.0001 
1 ARCH (1) 0.0653 0.0161 4.0509 0.0001 
1 GARCH(1) (Rt-1) 0.7884 0.0472 16.7086 0.0000 
1 Lagged Nifty Junior Returns (Rt-1,Nifty Junior)  -0.0987 0.0350 -2.8236 0.0047 
2 S&P 500 Index Returns(Rt, S&P500) -0.2443 0.0575 -4.2499 0.0000 

    
  R-squared -0.0006     Mean dependent var 0.0464 
  Adjusted R-squared 0.0003     S.D. dependent var 1.8542 
  S.E. of regression 1.8539 Akaike info criterion 4.0268 
  Sum squared resid 3653.4390     Schwarz criterion 4.0502 
  Log likelihood -2135.2680 Hannan-Quinn criter. 4.0357 
  Durbin-Watson stat 1.9001       
  Method: ML - ARCH (Marquardt) - Normal distribution 
  Convergence achieved after 16 iterations 
  Included observations: 1063 after adjustments 
  Presample variance: backcast (parameter = 0.7) 
  GARCH = C(1) + C(2)*RESID(-1)^2 + C(3)*GARCH(-1) + C(4)*JRETURNS( 
          -1) + C(5)*SRETURNS 

 
Table 5 reveals AR (1) - GARCH(1,1) estimates for post derivatives period (5-6-2001 to 3-2-2015). The results 

depicts that the coefficient of futures dummy is -0.0518 which is highly significant at 1 percent level significance and 
coefficient of options dummy is -0.5469 which is highly significant have inverse relationship with Nifty returns.  
 

TABLE 5 
GARCH (1,1) ESTIMATES FOR POST DERIVATIVES PERIOD 

 
 

  Variable Coefficient Std. Error z-Statistic Prob.  
  Constant 0.1308 0.0253 5.1804 0.0000 
  AR(1) 0.1161 0.0185 6.2666 0.0000 
  Variance Equation 

0 Constant 1.0561 0.0665 15.8867 0.0000 

1 ARCH (1) 0.2315 0.0155 14.8850 0.0000 

1 GARCH(1) (Rt-1) 0.5848 0.0188 31.1128 0.0000 

1 Lagged Nifty Junior Returns (Rt-2,Nifty Junior)  -0.1020 0.0126 -8.0669 0.0000 

2 Lagged S&P 500 Index Returns (Rt-2, S&P500) -0.2926 0.0091 -32.1248 0.0000 
 Futures_Dummy (Df) -0.0518 0.0039 -13.2528 0.0000 
 Options Dummy (Do) -0.5469 0.0498 -10.9877 0.0000 

    
  R-squared -0.0040     Mean dependent var 0.0438 
  Adjusted R-squared -0.0043     S.D. dependent var 1.6848 
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  S.E. of regression 1.6883 Akaike info criterion 3.6771 
  Sum squared resid 12433.9200     Schwarz criterion 3.6902 
  Log likelihood -8014.3500 Hannan-Quinn criter. 3.6817 
  Durbin-Watson stat 2.1192       
  Inverted AR Roots 0.12       
  Method: ML - ARCH (Marquardt) - Normal distribution 
  Convergence achieved after 8 iterations      
  Included observations: 4364 after adjustments 
  Presample variance: backcast (parameter = 0.7) 
     
     

 
GARCH = 0+ 1* 2

t-1 + 1*(Rt-1)+ 1* Rt-2,Nifty Junior + 2*Rt-2, S&P500+   *Df+  *Do  
 
NIFTYRETURNS = 0.1308 + [AR(1)=0.1161]       
 
GARCH = 1.0561 + 0.2315* 2

t-1 + 0.5848*Rt-1 - 0.1020* Rt-2,Nifty Junior - 0.2926* Rt-2, S&P500 - 0.0518*Df  - 0.5469* Do 
        

This clearly shows that after introduction of derivatives volatility of spot or cash market has reduced. These 
results are similar to those of Sahu, D.(2012), Singla, R. (2012),Sakhtivel, P. and Kamaiah, B.(2011), Singh, G. and 
Kansal, S. (2010), Pati, P.C. and Rajib, P.(2010) and Gupta, K. and Singh, B.(2009). The contribution of 1 (GARCH(1)) 
coefficient is highest 0.5848 in the model. This shows that news at t-1 day has a major impact on prices of Nifty on ‘t’ 
day. 
 

FIGURE 1 
FORECASTED VOLATILITY OF AR (1)-GARCH (1,1) MODEL PREDICTED BY EQUATION 
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TABLE 6 
TRADED VALUE OF NSE FUTURES AND OPTIONS SEGMENT AS ON APR 30, 2014 

 
 

Product No. of contracts Traded Value (Rs. crore) 
Index Futures 5,11,077 17,072.52 
Stock Futures 8,27,089 26,634.60 
Index Options 15,94,125 54,748.41 
Stock Options 2,31,914 7,766.72 
F&O Total 31,64,532 1,06,293.62 
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As per data from NSE as on April, 2014 Index options had trading value of Rs. 54,748.41 crores (table 6). Stock 
futures had trading value of Rs. 26,634.60 crores. Table 7 showsnumber of trades in the futures &options segment. In the 
crisis period, highest number of trades was achieved in 2008-09 like index futures (58,898,232 trades) and stock futures 
(153,256,283 trades). Index options were highly traded in 2011-12 and stock options are continually growing as 
7,767,865 trades were in 2007-08 and 47,114,197 trades were in 2012-13. 
 

TABLE 7 
NUMBER OF TRADES IN THE FUTURES AND OPTIONS SEGMENT 

 
 

Year 
Index 

Futures Stock Futures Index Options Stock Options Total 

2007-08 
     
30,897,058     153,187,768        10,370,483  

            
7,767,865  

           
202,223,174  

2008-09 
     
58,898,232     153,256,283        43,740,142  

            
9,331,300  

           
265,225,957  

2009-10 
     
57,564,449     120,163,033        76,949,992  

          
11,494,712  

           
266,172,186  

2010-11 
     
54,099,706     143,556,091      147,150,524  

          
25,923,625  

           
370,729,946  

2011-12 
     
57,713,350     122,687,746      217,338,496  

          
27,365,782  

           
425,105,374  

2012-13 
     
38,006,692     116,343,124      186,345,210  

          
47,114,197  

           
387,809,223  

Source:NSEWebsite      
 
Investor’s Perception about Indian Derivatives Market 
 

The second part of the analysis is to study about investment pattern of Indian investor,factors influencing 
derivative awareness level, perception about future of derivatives market in India. The data was collected for 522 
respondents on their perception about Indian derivatives market.  
Table 8 shows ranking of various derivative instruments in India based on popularity. Futures contracts on stocks are the 
most popular instrument used by Indian investor. Stock options are used by 38.46 percent respondents making it second 
most popular instrument. Commodity derivatives are used by 23.85 percent respondents and it is third most popular 
instrument used in India. Currency derivatives are used by 14.23 percent respondents.  

Table 8 : Investment in Derivatives Instruments  
Derivatives Instrument Frequency Per cent Rank  
Stock Futures  416 80.00 1 
Forward Contracts 46 8.85 6 
Swaps  31 5.96 9 
Index Futures 43 8.27 7 
Stock Options 200 38.46 2 
Index Options  54 10.38 5 
Currency Derivatives 74 14.23 4 
Interest rate futures 34 6.54 8 
Commodity derivatives 124 23.85 3 

 
Figure 2 shows proportion of investment in various instruments by an average investor in India. The mean total 

investment of sample respondents is 50 percent with standard deviation of 15.33. The average investment in saving bank 
account is 23 percent with standard deviation of 16.33 and maximum investment in saving bank is 50 percent. Average 
investment in fixed deposit is 10 percent. Investment in government securities is 8 percent with standard deviation of 
5.41 percent. 6 percent of funds are dedicated to insurance policies by an average investor. Gold as an investment asset is 
used by 6 percent investors and highest level is 10 percent. Indian investors are basically conservative and this can be 
judged the investment portfolio they have. 6 percent of the funds are invested in mutual funds by the investor. 9 percent 
funds are invested in real estate by an average investor. An average investor invests 7 percent of funds in 
bonds/debenture available in the market. Under the high risk category, equity share has an average investment rate of 8 
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percent with standard deviation of 5.06. In the derivatives market only 6 percent of funds are invested by average 
investor with standard deviation of 3.17 and highest level of 10 percent. 

 
 

 
 
 

In the further analysis hypothesis testing has been done. Table 9 depicts ANOVA results on differences between 
investment patterns of males and females. The investment pattern in equity shows no difference for males and females as 
it has F value of 0.031 with 0.861 level of significance, which is not significant. The investment pattern in saving bank 
account, government securities, pension funds, mutual fund, ETFs and derivative investments is also not significantly 
different for males and females. The investment pattern of males and females was significantly different for fixed 
deposit. ANOVA results show F value of 5.062 with 0.025 level of significance (which is highly significant). 

 
TABLE 9 

ANOVA RESULTS OF DIFFERENCES BETWEEN  
INVESTMENT PATTERN AND GENDER RESPONDENTS 

 
 

    Sum of Squares Df Mean Square F Sig. 

Equity Shares 

Between Groups 7.398 1 7.398 0.031 0.861 
Within Groups 61264.461 254 241.199     
Total 61271.859 255       

Saving Bank 
Account 

Between Groups 133.419 1 133.419 0.233 0.629 
Within Groups 218404.539 382 571.74     
Total 218537.958 383       

Fixed Deposit 

Between Groups 1223.965 1 1223.965 5.062 0.025 
Within Groups 74711.971 309 241.786     
Total 75935.936 310       

Government 
Securities 

Between Groups 41.815 1 41.815 0.572 0.451 
Within Groups 10675.179 146 73.118     
Total 10716.993 147       

Pension Fund 

Between Groups 68.439 1 68.439 0.316 0.575 
Within Groups 34181.084 158 216.336     
Total 34249.523 159       

Insurance Plans 

Between Groups 1189.244 1 1189.244 7.352 0.007 
Within Groups 39631.655 245 161.762     
Total 40820.899 246       

Gold 
Between Groups 567.472 1 567.472 3.931 0.048 
Within Groups 40565.991 281 144.363     



134 Proceedings of The 5th International Conference on Production and Supply Chain Management
10 - 11 November, 2016, Golden Tulip Hotel Flamenco Cairo, Cairo, Egypt

Total 41133.463 282       

Mutual Fund 

Between Groups 23.205 1 23.205 0.321 0.572 
Within Groups 10839.473 150 72.263     
Total 10862.678 151       

ETF 

Between Groups 9.605 1 9.605 0.044 0.835 
Within Groups 11872.109 54 219.854     
Total 11881.714 55       

Real Estate 

Between Groups 604.158 1 604.158 2 0.159 
Within Groups 51343.86 170 302.023     
Total 51948.017 171       

Bonds/Debentures 

Between Groups 1573.19 1 1573.19 7.07 0.009 
Within Groups 17801.7 80 222.521     
Total 19374.89 81       

Derivative 
Instruments 

Between Groups 8.106 1 8.106 0.043 0.836 
Within Groups 27889.787 148 188.445     
Total 27897.893 149       

Percentage of 
Total Investment 

Between Groups 1016.309 1 1016.309 2.933 0.088 
Within Groups 142390.907 411 346.45     
Total 143407.215 412       

 
The investment pattern of males and females was significantly different for fixed deposit. ANOVA results show 

F value of 5.062 with 0.025 level of significance (which is highly significant). The investment in insurance plan is also 
significantly different for males and females as the ANOVA results are highly significant. There is significant difference 
in investment of males and females for Gold assets as ANOVA results are highly significant (F=3.931) at 5 percent level 
of significance (0.048). Again significant difference is seen in the investment of bonds/debentures by males and females 
with F value of 7.07 which is highly significant. Total investments significantly differ for males and females with F value 
of 2.933 at 10 percent level of significance.   

 
The respondents were further asked twenty five statements about the basics of derivatives and trading and this 

scale was termed as Derivatives Awareness Level (DAL). The purpose was to come up with a value of DAL which 
depicts level of awareness of investors in Indian market. The highest score in this category was 125.Table 10shows 
results of multiple regression on derivation awareness level and various demographic variables. All potentially important 
variables were included in the regression analysis. By using enter method, it was found that seven independent variables 
constituted the optimum regression model. 
 

The evaluated regression model is highly significant the F rate 8.913 at 0 percent level significance. But the 
degree of explanation of the model is not very high as the adjusted R2  isonly 14.8 percent.Auto correlation of residuals is 
tested with the use of Durbin Watson test. Because of the calculated value of 1.876 and the table of critical values it 
appears that in the evaluated model there is no problem in auto correlation of residuals. 

 
TABLE 10 

REGRESSION RESULTS OF DERIVATIVE AWARENESS LEVEL AND DEMOGRAPHIC VARIABLES 
 

 

  

Unstandardized Coefficients Standardized Coefficients   

  
B Std. Error Beta 

T Sig. 
(Constant) 52.114 7.868   6.623 0 
Gender of the Respondent -4.968 2.729 -0.09 -1.82 0.07 

Nature of your Employment 1.586 0.931 0.084 1.704 0.089 

Workplace Activity -7.141 2.42 -0.146 -2.951 0.003 

Educational Background 2.554 1.541 0.082 1.658 0.098 

Experience in Derivatives Trading 5.019 1.525 0.166 3.291 0.001 

Awareness about Financial Market 7.157 1.711 0.208 4.182 0 
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Return Expectation 3.106 1.595 0.096 1.948 0.052 

Explanation of the Model Significance of the Model 

R  0.385 F 8.913 
R Square 0.148 Sig. 0 

Adjusted R Square 0.131       
Std. Error of the Estimate 21.271      
Durbin-Watson 1.876       

 
DAL = 52.114 – 4.968 (Gender) + 1.586 (Nature of employment) – 7.141 (workplace activity) + 2.554 (Education) 
+5.019 (Experience in derivation trading) + 7.157 (Awareness of financial market) + 3.106 (Return expectation) 

 
Awareness about financial markets, experience in derivatives trading, workplace activity and return expectation are 

significantly associated with derivative awareness level (DAL) of respondents at 5 percent level of significance. Work 
place activity is inversely associated with DAL which means that the investors who work in finance related profiles have 
more DAL as compared to non-finance profile respondents. Gender of the respondent also has inverse association with 
DAL which indicates that men have higher DAL as compared to women. Gender, nature of employment and educational 
background also are significantly associated with derivatives awareness level of investor at 10 percent level of 
significance. 

 
Table 11 shows results of SEM on statements related to perception of investors about future of derivatives market in 

India. The table shows factor loading of significant statements of the model. These include having an investor grievance 
redressal mechanism which is approachable under trading hours, steps to be taken by regulators to increase investments, 
conducting investor training and awareness programmes, global integration will happen, derivatives market will affect 
growth of the economy and consolidation of exchanges is required.  
 

TABLE 11 
CONSTRUCT FUTURE OF DERIVATIVES MARKET BY STRUCTURAL EQUATION MODELING 

 
 
Consolidation of exchanges is required to enjoy the economies of scale 0.107 
To improve derivative market awareness, stock exchange or regulators should 
conduct investor training and awareness programmes. 0.236 

The Derivatives Exchange/Segment should have investor grievances redressal 
mechanism which could be approachable by every individual investor during 
trading hours. 

0.444 

Regulators should take steps to increase investment in Indian derivatives market. 0.326 
With global integration of markets derivatives market is going to increase 0.234 
In future, growth of the economy will depend on the growth of derivatives market. 0.175 

 
Table 12 shows ANOVA results on demographic profile wise differences in perception about future of 

derivatives market in India. The results show that age-wise there is significant difference in the perception of investors 
about derivatives market in India (F=4.9400 at 1 percent level of significance). The results of DUNCAN post hoc test 
show that there is significant difference in age group of 35-50 years and 60 years and above respondents.  

 
ANOVA results show significant difference in perception based on nature of employment. The F value 4.2120 is 

highly significant at 1 percent level of significance and DUNCAN Post hoc test shows differences in the perception of 
self-employed and government employee and unemployed category.  
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TABLE 12 
ANOVA RESULTS OF DEMOGRAPHIC VARIABLES DIFFERENCES IN  

PERCEPTION OF INVESTORS ABOUT FUTURE OF DERIVATIVES MARKET 
 

 

    
Sum of 
Squares 

df Mean 
Square 

F Sig. 

Gender 
Between Groups 0.027065 1 0.027065 0.1336 0.7149 

Within Groups 103.7151 512 0.202569     
Total 103.7422 513       

Age 
Between Groups 2.938 3 0.979 4.9400 0.0020 
Within Groups 100.92 509 0.198     
Total 103.858 512       

Nature of 
Employment 

Between Groups 3.342 4 0.835 4.2120 0.0020 
Within Groups 100.359 506 0.198     
Total 103.701 510       

Workplace 
Activity 

Between Groups 0.013 1 0.013 0.0640 0.8000 
Within Groups 101.825 502 0.203     
Total 101.838 503       

Work 
Experience 

Between Groups 0.716 3 0.239 1.1810 0.3160 
Within Groups 102.268 506 0.202     
Total 102.984 509       

Annual 
Family 
Income 

Between Groups 1.231 2 0.615 3.0480 0.0480 
Within Groups 101.148 501 0.202     
Total 102.379 503       

Educational 
Background 

Between Groups 1.309 3 0.436 2.1650 0.0910 
Within Groups 102.326 508 0.201     
Total 103.635 511       

Derivatives 
Awareness 
Level 

Between Groups 16.448 91 0.181 0.8720 0.7850 
Within Groups 86.457 417 0.207     
Total 102.905 508       

 
There is significant difference in annual family income wise perception of respondents about future of 

derivatives market. The ANOVA results are significant at 5 percent level. The DUNCAN test shows that investors in the 
category of 0-10 lakhs income have high opinion about future of derivatives market as compared to investors in 10-20 
lakhs income category. 

 
Rest all variables including gender, workplace activity, work experience, educational background and derivatives 

awareness level have non-significant difference about perception on future of derivatives market in India. 
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CONCLUSION 
 

The study suggests that after the introduction of derivatives in the Indian financial markets, volatility of spot 
market has reduced. The final AR (1)-GARCH (1,1) model show that overall volatility has reduced in the spot market 
after the introduction of derivatives. In the model all variables are highly significant. Nifty Junior Returns have inverse 
relationship withNifty Returns and returns are lagged by two days. S&P 500 returns are also lagged by two days and have 
inverse relationship with Nifty returns. Both after introduction of futures and options volatility has reduced. But Options 
have greater impact on Nifty returns as its coefficient is higher than futures contract in the GARCH model. The above 
analysis shows that overall derivatives market has been able to achieve the purpose for which it was established. It has 
been able to reduce the volatility of the stock market over a period of more than a decade of its establishment. 

 
The investment pattern in saving bank account government securities, pension funds, mutual fund, ETFs and 

derivative investments is also not significantly different for males and females. The investment pattern of males and 
females was significantly different for fixed deposit.Awareness about financial markets, experience in derivatives 
trading, workplace activity and return expectation are significantly associated with derivative awareness level (DAL) of 
respondents at 5 percent level of significance. Work place activity is inversely associated with DAL which means that the 
investors who work in finance related profiles have more DAL as compared to non-finance profile respondents. Gender 
of the respondent also has inverse association with DAL which indicates that men have higher DAL as compared to 
women. Gender, nature of employment and educational background also are significantly associated with derivatives 
awareness level of investor at 10 percent level of significance.Age of the respondents and the objective of investment in 
derivative market were found to be significantly related. Perception of investors about future of derivatives market in 
Indiainclude having an investor grievance redressal mechanism which is approachable under trading hours, steps to be 
taken by regulators to increase investments, conducting investor training and awareness programmes, global integration 
will happen, derivatives market will affect growth of the economy and consolidation of exchanges is required. 
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ABSTRACT 
 

People are living in a culturally dynamic society Individuals are causing cultural change by taking the values of 
the culture of the places they go together while moving from one culture to another. Individuals always change places 
between different countries continuously for the purpose of working, getting education, making commerce or travelling 
for leisure. Today’s migration is more common and less intense due to the possibilities for going from a place to another 
place more quickly. Investigation of immigrants’ halal food purchase behavior is important for both researchers and 
firms. For this purpose, the impact of religion, the attitude towards halal food, subjective norms, and perceived 
behavioral control have been evaluated. This study’ is based an empirical study currently being done. The aim of the 
study is to explain theoretically the halal food buying behavior of immigrants. 
 
KEYWORDS 
Halal Food, Religion, Theory of Planned Behavior, Immigrants 
 
 

INTRODUCTION 
 

This paper examines the role of religiosity, attitudes towards halal food, subjective norm and perceived 
behavioral control in predicting the intentions and behaviors of Muslims whenbuying halal foods. The immigrants living 
in other countries have especially been addressed in this paper because the halal food perception is low among the 
populations of the origin country. Therefore, consumers who live in countries where the majority of the population is 
Muslim have a general opinion that a halal certificate is not necessary. The most important reason underlying this opinion 
is the assumption that the food that is sold in thecountry where Muslims live would not have non-halal properties 
anyway.  

In that sense, it is assumed that conducting the research in countries housing different religions would yield 
more reliable results. It is very important for the food consumed by Muslims, living in multi-religious societies, to be 
halal. Environmental factors are quite important for Muslims. Muslims, who live in multi-cultural countries with cultural, 
ethnic and religious differences, are faced with numerous obstacles concerning consumption. The consumption 
sensitivities of Muslims, developing as based on environmental obstacles, display differences depending on their levels 
of religious belief, in other words their devoutness. While certain Muslims do not see any harm in consuming at 
restaurants that also sell alcohol or pork;some others solely shop from supermarkets or grocery stores that sell halal food.  
 
 

FACTORS DETERMINING HALAL FOOD PURCHASING BEHAVIOR OF IMMIGRANTS 
 

Muslims constitute the majority of the population of 50 countries in total in Asia, Europe and Africa (Alserhan, 
2010). Meanwhile, there are approximately 13 million Muslims in Western Europe. The origins of this population 
areNorthAfrica, Turkey, the Balkans and South Asia. The Muslim population is over 10% in certain European cities. 
Thus, the Muslims constitute a significant market share in these countries (Bonne and Verbeke, 2008). Although 
religiosityleads among the factors underlying halal food consumption by Muslims, this matter has to be handled better. 
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One of the most important factors that are influential in the choices of people on almost all matters is religion in 
the societies of the present day (Just, Heiman andZilberman, 2007). Religion has a powerful influence directly on the 
faith, personal identity and value systems of people and indirectly on their consumption habits. Religion is a very 
important cultural element that influences a society from all aspects. Religion, which is a part of culture, influences the 
consumption habits of an individual as well as his completelifestyle due to its influence on his values, habits and attitudes 
(Delener, 1994).  Religion is a source of meaning and purpose for man.  Religious beliefs play important roles in shaping 
social behavior in the lives of individuals. Religion plays different roles at the different levels of social life. While 
religion is handled as a very personal matter in the spiritual life, it plays an important role in structuring norms in social 
life.  Religion offers a series of techniques and instruments for social life and behaviors, and at the same time, serves to 
define the way certain things are done.  In a research, Schiffmanand Kanuk (1997) have demonstrated that people from 
different religions are influenced by their religious identities in their purchasing decisions. Moreover, religion determines 
the lifestyles, choices of individuals, what they will eat, their purchasing behaviors and who they will be with. The 
differences in the loyalty to religious beliefs also lead to differences in the behaviors of people. 

 
Almost all religions offer certain prohibitions and freedoms in certain matters and behaviors to individuals who 

are members of that religion. The influence of religion especially on the consumption of food products may be shaped as 
based on both that religion and the members of that religion (Bonne and Verbeke, 2008). For example, Muslim 
consumers consume halal food for the sake of complyingwith religious rules. While Islam and Judaism prohibit pork and 
alcohol, Hinduismand Buddhism also prohibit beef in addition to pork. The rules of religions about food products are 
also not exercised fully by the followers of that religion. In a research conducted in the US, it has been determined that 
90% of the Buddhists and Hindus, 16% of the Jews and only 76% of the Muslims complied with the rules of their 
religions on that matter (Bonne andVerbeke, 2008; Lada, Tanakinjaland Amin, 2009). The Islamic food rules are built on 
the “halal and haram” concepts, all foods except those that are characterized as haram in the Quran as accepted to be 
halal(Bonne andVerbeke, 2008).Within the scope of this research, the intentions and behaviors of immigrants in 
purchasing halal food. As aimed for that purpose, piousness will be evaluated according to the Planned Behavior Theory. 
Thus, the role of religion in the attitudes, subjective norms and perceived behavior control towards halal foods has been 
addressed in predicting the intentions and behaviors of immigrants to by halal food. 
 
Influence of Religiosity on Halal Food Purchasing Behavior 

 
Religion generally influences consumer attitudes and behaviors (Delener, 1994; Pettingeret al., 2004), and 

specifically thefood purchasing decisions and eating habits (Mullen et al., 2000; Blackwell et al., 2001). The degree of 
compliance with the rules set forth by the religions varies as based on the devoutness levels of individuals (Abdul et al., 
2009). In general, loyalty to traditional values is also observed to be high in people with high devoutness levels (Delener, 
1994). Such individuals also avoid trying new products (Just, Heiman andZilberman, 2007). Muslim consumers consume 
halal foods for the sake of complying with the religious rules. The differences in the devoutness levels also lead to 
differences in the behaviors of the people. The individuals, who identify themselves as “less devout” are observed to 
have a weaker motivation regarding compliance with the religious rules that those who define themselves as more 
devout(Bonne, VermeirandVerbeke, 2009).  

 
Attitude, which is one of the basic subjects of social psychology, has three different dimensions; thought 

(opinions and beliefs regarding the attitude object), feeling (emotional reactions towards the attitude object) and behavior 
(behavior patterns as aimed for the attitude object). These dimensions are also identified as cognitive, emotional or 
behavioral based attitudes. For example, the emotionaldimensions of an individual as aimed for the attitude object are 
evaluated as based on his behaviors so far (Aronson et al., 2010). Under normal circumstances, these three components 
are assumed to be interrelated and coherent. For example, in case an individual thinks positively about religion, it is 
assumed that this individual has positive feelings regarding religious behaviors or religion. As has been mentioned earlier 
in the Muslim religion, primarily alcohol and foods such as pork have been prohibited as haram according to the Islamic 
rules. Religious loyalty, devoutness and religious behaviors definitely influence the feelings and attitudes of individuals 
in purchasing and consumption(Jamal, 1996). Bonne and Verbeke (2006) hasdemonstrated that religion is one of the 
most important motivation instruments in halal food consumption. When religiosity is used as an independent variable, 
the behavioral, cognitive and emotional dimensions forming religiosityplay an important role in predicting the intention 
to choose halal foods.  Behavioral beliefs such as purchasing or consuming halal foods are beliefs that motivate the 
attitude of an individual to the behavior (Lada et al., 2009). When the researchesavailable on the subject are examined, 
the relationship between the level of devoutness and the individual’s attitude, intention and behavior to choose halal 
foods is observed to be direct and favorable.  
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Evaluation of the Behavior to Purchase Halal Food with the Theory of Planned Behavior 
 

Since the 1950’s, social psychologists have focused on whether there is a relationship between attitude and 
behavior. In the first researches, a relationship between attitude and behavior has not been found at the expected level.  
Despite the doubts on the reliability of the relationship between attitude-behavior, the relationships between attitude-
behavior have been included in the researches used in predicting behavior(KocagözandDursun, 2010). Although attitudes 
are accepted to be one of the primary determinants of behavior in psychology; it is not adequate to determine that 
attitudes solely explain behavior. 

 
The Theory of Reasoned Actionset forth by Fishbeinand Ajzen(1975) is based on the assumption that people are 

rational. This theory suggests that individuals evaluate the results of the acts they will perform as based on their 
knowledge and decide whether to performthe act or not as based on the potential impacts. Looking from this perspective, 
individuals consider the returns in carrying out a certain behavior. This theory primarily assumes that individuals perform 
their behaviors with their own control and will. The Theory of Reasoned Actionremains inadequate in explaining the 
behavior of the individual in matters that he is not informed about or matters that necessitate collaboration. The Planned 
Behavior Theory is the theory, which has been developed due to the inadequacy of the Theory of Reasoned Actionin 
explaining the behaviors of individuals that are not completely voluntary. Actually, the Planned Behavior Theory is an 
expanded form of the Theory of Reasoned Action. In the Theory of Reasoned Action, intentions constitute the essential 
motivation force and mediate in the influences of other factors (such as attitude and subjective norm) on behavior. The 
stronger the intention of the individual to carry out the behavior, the stronger is his probability to carry out that behavior. 
However, the performance of a behavior is not solely dependent on the desire or intention of the individual, but also on 
factors that are partially not motivational, such as the availability of the necessary opportunity orresources. In case the 
individual has the intention to perform a certain behaviorwith the necessary opportunity and resources, that behavior may 
occur (Ajzen, 1991). On the other hand, since the available resources and opportunities also reflect the individual’s 
position in the social structure, the addition of these beliefs to the model allows taking the influences of the social 
structure into account. Similar to the Theory of Reasoned Action, one of the essentialfactors of the Planned Behavior 
Theory is the intention of an individual to carry out a certain behavior. There are three determinants of intention in the 
Planned Behavior Theory. The first two of these are constituted by the attitude and subjective norm variables as aimed 
for the behavior in the Theory of Reasoned Action. Meanwhile, the third and new predecessor of intentionis the 
perceived behavioral control over the behavior.  This concept may be explained as the as the ease or difficulty perceived 
by the individual in performing a behavior. As a general rule, the more favorable the attitude and subjective norms aimed 
for a behavior are and the higher the perceivedbehavioralcontrol over the behavior is, the stronger will be the intention of 
the individual to carry out that behavior (Ajzen, 1988). 
 
Attitude towards Halal Food 

 
Attitude is evaluated in the performance of a certain behavior such as product purchasing. Attitudes express the 

degree that the individual evaluates a queried behavior as positive or negative. In case the individual believes that the 
performance of a behavior will lead to positive results, he will have a positive attitude concerning this behavior. On the 
contrary, in case the individual believes thatthe performance of a behavior will have negative results, he will have a 
negative attitude about that behavior. In general, beliefs concerning an object are formed by associating it with certain 
characteristics, features or qualifications. Alamand Sayuti (2011) have found a positive and important relationship 
between the attitudes and intentions developed by an individual to purchase halal food. In the same research, the Planned 
Behavior Model has explained the intention to purchase halal products by 29.1%. Attitude is regarded as an important 
element influencing the consumer’s intention, because consumers who have a high level of positive attitude towards halal 
food also develop a high level of intention to purchase halal food.  This finding reinforces the position of Ajzen(1988) on 
that attitude may be defined as an important element in predicting and defining human behavior. 
 
Subjective Norms 
 

The second most important determinant of intention is subjective norms.  Subjective norm is a belief on 
whethercertainindividuals or groups will approve of the behavior or not (AjzenandFishbein, 1980). Since they serve as a 
reference point in steering behavior, these individuals or groups are defined as reference groups. These reference groups 
consist of the individual’s family, his close friends or colleagues. In general, if an individual believesthat the reference 
groups that are important for him have an opinion to perform such behavior, he will perceive a social pressure to carry 
out that behavior. On the other hand, if the individual believes that these groups disapprove of such behavior, this will 
cause the individual to create a subjective norm to refrain from such behavior. If purchasing halal food is a socially 
desired behavior, the individual who takes the opinions of the other members of the society into account will have a 
higher probability to purchase halal food. Subjective norm is the social pressure perceived  by the individual in his 
decisions to purchase halal food (AlamandSayuti, 2011). Karijinet al. (2007), in their research examined the attitudes of 
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Muslims living in France purchase of halal meat according to the Planned Behavior Theory.  They found out 
thatattitudes, subjective norms and perceived behavioral control are important in the intention to consume halal meat. 
Lada et al. (2009) have demonstrated that subjective norm is important in influencingintention. In their research, Lada et 
al. (2009) found that subjective norms are a function of the beliefs of individuals, who feel that they belong to a certain 
group and act by accepting a certain behavior that conforms to the norms of that group, as is the case of consuming halal 
food. In their research, Karijinet al. (2007) have found a positive and important relationship between subjective norm and 
intention.  In the Western societies that have a more individualist culture, people use their personal attitudes more than 
social norms in deciding to continue to live autonomously and as independent of groups, and to accomplish their personal 
objectives and interests with priority. In societies that have a collectivist culture such as Islam, individuals are not able to 
perceive themselves as independent of the group they are a member, keep group priorities at the forefront rather than 
personal objectives and work together with the group in order to achieve these objectives(Karijinet al., 2007). As based 
on these findings by Karijinet al (2007), we may say that subjective norm is one of the most important factors that 
influence the purchasing intentions and behaviors of Turkish immigrants who live in Germany, all of whom are Muslim 
and have a collectivist ethnic group structure.  
 
Perceived Behavioral Control 
 

Perceived behavioral control expresses how easy or how difficulta behavior is perceived by an individual. It is 
the individual’s belief on how much a certainbehavior is under his control (Ajzen, 1991). The level of perceived 
behavioral control is evaluated by grading as based on the occurrence frequency of factors that facilitate or suppress the 
performance of the behavior. These are internal control (knowledge, personal inadequacies, talents, feelings) factors and 
external control (opportunities, dependence on others, barriers) factors. The more resources and opportunities an 
individual has and the fewerobstacles he encounters, the higher the perceived control of the individual will be on that 
behavior. In their research, Omaret al. (2012) have demonstrated that the higher the individual’s perceived control over 
purchasing halal food is, the higher is the intention of that individual to purchase halal food.  The intention of a Muslim 
to accept halal products depends on the control he feels over it. The perceived behavioral control influences intention 
positively for the acceptance of products guided by religion especially in religious groups that have a collectivist 
structure (Rahim andJunos, 2012).    
 
Halal Foods Buying Intention 
 

According to the Planned Behavior Theory, the first determinant of behavior is the individual’s intention to (or 
not to) perform the said behavior. Ajzen (1988) shows numerousresearchesdemonstratingthat there is a strong 
relationship between behavior and intention as examples. It is believed that the intention to buy halal products has a 
positive and meaningful influence on the behavior to purchase halal productsin the future. 

 
 

DISCUSSION AND CONCLUSION 
 

Due to the increasing competition in the halal food market in the world and Europe during recent years, 
researches concerning this matter are needed in enterprises as much as in the academic field. This increases the 
significance of this research. Such researches in increasing numbers will be able to offer valid and reliable data to 
individuals and entities who would like to provide services especially to Muslim immigrants living in countries where 
they are a minority.  

 
This study contributes to an understanding of the halal food buying behavior of immigrants theoretically and 

based an empirical study.  There is much more work to be done to uncover all aspects of immigrant halal food buying 
behavior. Investigating these topics from different perspectives or frameworks could add new knowledge to the existing 
body of knowledge. This theoretical paper will support future research in theory development and theory testing to the 
halal food buying behavior of immigrants. This study offers considerations for marketers and guiding principles to help 
build successful strategies. 

 
Today Muslims are demanding halal labeled products and therefore marketers, certifying bodies and 

politiciansare required to analyze halal food consumption better.All these developments have guided enterprises 
especially operating in the food sector to receive halal certificates. However, only the receipt of a halal certificate is not 
adequate to be able to compete in this sector. It is very important to examine the behaviors of the consumers in this 
market and develop marketingstrategies as aimed for those results.  Therefore, research conclusions regarding halal food 
consumption behavior will have important contributions with respect to enterprises.  
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This research constitutes the first step of an empirical research aimed to demonstrate the religious attitudes 
aimed for halal food, subjective norms and behavioral control to predict the halal food purchasingintentions and 
behaviorsof Muslim Turkishimmigrantsliving in Germany. 

 
 The research questions for the second step of this research are defined as:  
 

 What are the influences of behavioral, emotional and cognitive devoutness dimensions on religiosity? 
 What is the influence of religiosityon the attitudes, intentions and behaviors to purchase and consume halal 

food? 
 How do attitudesaimed for the behavior to purchase and consume halal food influence intention?  
 Does the subjective norm aimed to purchase and consume halal food influence intention? 
 Does the perceived behavioral control aimed to purchase and consume halal food influence intention? 
 What is the influence of the intention to purchase and consume halal food on the behavior to purchase and 

consume halal food? 
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ABSTRACT 
 
The present study identifies hiring criteria of Japanese companies applied in employment interviews of fresh 

graduates, and empirically suggests the existence of two kinds of decision-making test hypothesized in the Image Theory 
(Beach, 1990): the compatibility test (screening) and the profitability test (choice). An experimental questionnaire survey 
using policy-capturing methodology was administered to 138 companies listed in the first section of the Tokyo Stock 
Exchange. The analyses showed: (1) Interviewers in higher positions tended to assess their applicants more critically than 
those in lower positions, and (2) they also gave much more importance to the person-organization fit criterion and 
disregarded the rank of universities criterion than interviewers in lower positions. In this study, we discuss hierarchical 
decision-making test in employment interviews from the point of views of long-term employment practices in Japanese 
companies as well as of image theory.  

 
KEYWORDS 
Selection Interviews, Decision-Making Criteria, Policy-Capturing Methodology, Person-Organization Fit, Image Theory 
 
 

INTRODUCTION 
 

The purpose of the present research is to investigate who gives how much importance to what selection criteria 
in employment interviews of Japanese companies, and to describe decision making with regard to hiring new graduates 
from the perspective of image theory which explains the decision-making process of organisms. 

 
One of the most widespread findings of recent years in the field of employment interviews is the effectiveness 

of structured interviews, especially compared to unstructured interviews (e.g., Conway et al., 1995; Huffcutt & Arthur, 
1994; Posthuma et al., 2002). The substance of structured interviews is the standardization of interview questions and 
response scoring (Huffcutt & Arthur, 1994). For the standardization of employment interviews, the first step is to analyze 
job requirements such as skills, knowledge, abilities, and others (SKAOs), and it is imperative to develop questions based 
on the analyses (Campion, Palmer, & Campion, 1997; Dipboye, 1994).  

 
Considerable attention to the standardization of interviews seems to lead to researchers overlooking the 

differences among interviewers. Because of the requirement for standardization, interviewers have been seen as an 
element of standardization, and they are expected to be unbiased or impartial juries who are faithful to the standardized 
questions and rating measures or criteria. Although many studies have investigated the effect of similarity between 
interviewers and interviewees on hiring ratings, the basic idea of those studies is to avoid biases, and this can be seen as 
being in line with standardization.  

 
However, it may well be that interviewers in charge of line managers have different criteria from those of 

general managers. Even if standardized criteria are prepared, it is conceivable that an interviewer would rate based on 
different criteria from those of another interviewer in sequential interviews, as there could be a number of requirements 
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for a position. The present study assigns a positive meaning to the difference in interview judgments rather than 
consensus based on standardization, and explores who gives how much importance to certain criteria. 

 
In addition, we note the general fault in the domain of employee selection studies. As is shown in the vast 

literature on structured interviews, practical interests with regard to how effectively select adequate candidates have 
preceded theory. Although there exist some frameworks like the structure of interviews, comparatively fewer efforts have 
examined the theories of decision-making applied in employment interviews. Theoretical approaches from attribution 
theory and some effects such as primacy, contrast, and similarity, or other explanations like negative information-seeking 
strategy or early/stereotyped decisions have mainly focused on the cognitive biases in decision-makings, but the theories 
of decision-making itself have not been sufficiently applied to this area with the exception of image theory by Beach and 
colleagues (Beach, 1990; Beach & Mitchell, 1998). We will construct hypotheses based on image theory following some 
explanations of criteria (or predictors) of hiring decisions used in this study. 
 
 

HYPOTHESIS 
 
Decision Criteria 
  

Although various constructs are expected to be embedded in practical selection criteria because employment 
interviews are designed to assess characteristics specific to a job, position, and organization (Huffcutt, et al., 2001), 
several constructs are identified as critical constructs such as mental ability, skills, and knowledge. Huffcutt (2011) 
proposed three categories that influence interview ratings: (1) job-related interview content, (2) interviewee performance, 
and (3) personal/demographic characteristics. Job-related content (1) has three subcategories: (1a) general traits like 
mental ability, personality, interests, goals, and values; (1b) experiential elements like experience, education, and 
training; and (1c) core job elements like declarative knowledge, procedural skills, and motivation. Interviewee 
performance (2) consists of two parts: (2a) social effectiveness skills such as social influence behaviors and interpersonal 
presentation; and (2b) personal/contextual factors like interview training and experience, interview self-efficacy, and 
interview motivation. Personal/demographic characteristics (3) include attractiveness, race and gender, background &and 
attitudinal similarity, and cultural background and/or setting (op cit., p. 63). 

 
To reduce the load on respondents with the use of policy-capturing methodology, we chose four criteria based 

on the framework of Huffcutt (2011) with reference to the practical criteria from our previous interviews with 22 
Japanese companies and our studies on 392 listed companies in Japan (Ogawa & Osato, 2013): rank of university, 
communication competence, person-organization fit (P-O fit), and facial attractiveness.  

 
Rank of university reflected (1) the job-related contents especially representing (1a) mental ability. 

Experimental elements (1b) and core job elements (1c) were not applicable in the context of Japanese hiring practice for 
college/university graduating students. Most Japanese companies have the custom of “simultaneous recruiting of new 
graduates,” which is the hiring policy or practice to employ exclusively new graduates of around age 22 with little 
specific job knowledge, skills, and experiences as executive trainees or regular employees. 

 
 Communication competence reflected the (2a) social effectiveness in interviewee performance category (2). 

Japanese practitioners often refer to social effectiveness calling it as “communication competence.” The term is broad  in 
meaning, but it reflects a kind of social skills defined by Ferris, Witt, and Hoschwarter (2001) as “interpersonal 
perceptiveness and the capability to adjust one’s behavior to different situational demands and to effectively influence 
and control the response of other’s (p.1076)” as well as oral communication skills defined “the ability to express (and 
receive) ideas and information clearly, accurately, and convincingly” (Huffcutt et al., 2001; p. 900) and nonverbal 
behaviors such as gazing, smiling, and nodding. 

 
Facial attractiveness reflects attractiveness in the personal/demographic characteristics category (3). It is widely 

known that attractive people tend to be treated positively and favorably in social scenes (Anderson & Adams, 2008). 
Some studies on interview context have also found a positive correlation between attractiveness and interviewer ratings 
(Borman, 1982; Burnett and Motowidlo, 1998; Gifford et al, 1985; Rynes and Gehart, 1990).  

 
Finally, P-O fit criterion reflects the value (1a) and/or attitudinal similarity (3). P-O fit is defined as “the 

compatibility between people and organizations that occurs when (a) at least one entity provides what the other needs, (b) 
they share similar fundamental characteristics, or (c) both” (Kristof, 1996; pp. 4-5). It has often been assessed by value 
congruence between organizational cultures that defined shared values among organizational members and personal 
values (e.g., Cable and Judge, 1997; O' Reilly, Chatman, & Caldwell, 1991).  Adkins, Russell, and Werbel (1994) 
showed that value similarity between applicants and campus recruiters was related to applicants’ subjective value 
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congruence with the organization. The similarity could affect recruiters’ perception of P-O fit. Based on the above 
considerations, we offer a hypothesis regarding the effect of selection criteria on interview rating of intention to hire 
applicants. 

 
Hypothesis 1: Rank of universities, perceived communication competence, facial attractiveness, and perceived P-O fit 
exert positive effects on the interviewers’ ratings of applicants. 
 
Image Theory 
 

Image theory (Beach, 1990; Beach & Mitchell, 1987; 1990) was presented as a descriptive decision making 
theory of an individual against normative models of rational decision making, which try to maximize subjective expected 
utility derived from economics. The theory proposes that decisions are processed through either or both of two kinds of 
decision tests: the compatibility test and the profitability test. The compatibility test screens alternatives as to whether the 
options can be compatible with the term images as decision criteria. The profitability test occurs when more than two 
candidates survive the compatibility test. It is the process of choosing the likely most profitable option from among the 
surviving alternatives. 

 
Although the theory mainly applies to individual and not group decision-making, it is applicable to 

organizations that share images or criteria for decision-making among its members. In the case of employee selection 
interviews by companies, it is popular in Japan that applicants take several interviewer positions in a company. Typically, 
interviewers in higher positions emerge in stages as the phase of interviews progresses: initial interviews are directed by 
younger members, second interviews by line managers, and the final one by senior managers, directors, or top 
management. Although final interviewers should have final hiring authority, the practice of multiple interviews suggests 
that the labor of hiring decisions is divided across organizational members.  

 
Taking the two kinds of decision test and the above-mentioned Japanese practice of multiple interviews into 

account, the initial phases of employment interviews should select candidates based on the criteria of minimal 
compatibility and acceptability from among a relatively large applicant pool for following interviews. Conversely, 
according to image theory, persons in charge of later phases who are expected to have final hiring authority or to be in 
higher positions should assess candidates more critically because they are supposed to evaluate the candidates who 
passed through early selection of the compatibility test. They will select more profitable and promising applicants from 
survivors of the early screening interviews. These considerations lead to a second hypothesis as follows. 

 
Hypothesis 2: Interviewers with final authority to hire or in higher positions will rate applicants more critically than will 
those without final authority or those in lower positions. 

 
In addition, division of the hiring decision-making could put forth another possible insight. Although previous 

studies on interview validity or predictors suggest common constructs or criteria that should be assessed in employment 
interviews, especially in structured ones, it is possible that interviewers have different criteria or different weights of 
importance among common standards depending on their position or authority. Image theory also suggests that a decision 
maker could have multiple criteria (images). Accordingly, we now offer a third hypothesis. 

 
Hypothesis 3: The relative importance of selection criteria will be different according to interviewers’ positions or 
authority. 

 
 

RESEARCH METHODOLOGY 
 
Research Outline 
 

A questionnaire survey was administered by mail to the personnel departments of 1,593 Japanese companies 
listed in the first section of the Tokyo Stock Exchange in January, 2015. After resending the same questionnaires to them, 
138 companies (8.7 % of the population) responded. 

 
The survey included 36 applicant profiles including facial photograph, rank of university, perceived 

communication competence, and perceived P-O fit as well as respondents’ attributes such as sex, age, academic 
background, tenure, rank of position, affiliated department, and whether the respondents had final authority of hiring for 
new graduate applicants. 
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Samples 
 

Various types of industry were included among the 138 companies, and they were categorized as manufacturing 
(86 companies, 62.3%) and non-manufacturing (52 companies, 37.7%). The location of head offices of the respondent 
companies were divided into the Tokyo metropolitan area (109 companies, 79.0%) and others (29 companies, 21.0%). 
The average number of years since each company was established was 65.37 years (sd.= 20.64). Their average gross 
sales in 2014 was 271.11 billion yen (sd.= 558.60 billion) which is about 2.26 billion US dollars (sd.=4.66 billion) at a 
rate of 120 yen per dollar. Their average number of regular employees was 6,921 persons (sd. = 20,835). 

 
  The average age of individual respondents was 39.04 years old (sd. =10.12), and their mean length of service 

was 14.38 years (sd. = 10.02). Of them, 79% were male (109 persons) and 21.0% were female (29 persons). Almost all of 
them had graduated from a four-year college/university or graduate school (95.7%) and belonged to the HR department 
(97.8%). Position ranks were as follows: general managers (1, 0.7%), chief of department (7, 5.1%), deputy manager of a 
department (8, 5.8%), section chief (46, 33.3%), chief clerk (14, 10.1%), supervisor (17, 12.3%), and staff (45, 32.6%). 
Finally, 64.2% (88 persons) had the final authority of hiring for new graduates.  
 
Policy-Capturing Methodology and Measures 
 

Policy capturing methodology (Karren & Barringer, 2002) is based on the idea that what one thinks is not 
always what one does. Because people are not always conscious in their decision-making, it is hard to obtain accurate 
answers from direct questions like “what is important to you in this specific situation?” and “how important do you think 
one criterion is compared to the others?” (Hobson & Gibson, 1983). The policy capturing method tries to capture actual 
decision-making rules through observed decision-making patterns. 

 
In the present study, respondents were assumed to run employment interviews of 20 minutes with 36 age-22 

senior college students majoring in social sciences who attended the recruiting seminar of their companies. The profiles 
of candidates were manipulated to include four cues: rank of their universities, perceived communication competence, 
facial attractiveness, and a perceived P-O fit. Respondents were asked to review each of 36 profiles containing facial 
photographs, rank of their universities, perceived candidate’s communication competence, and perceived P-O fit. The 
order of presented cues followed the order that was expected to be processed by interviewers, who had the curriculum 
vitae of applicants. 

 
At the top of profiles, the facial attractiveness cue was presented at two levels (attractive or not attractive) by 

photographs. Facial attractiveness was indexed by the pilot data collected from 39 students at three universities (20 males 
and 19 females). The students were asked to look at 46 facial photos of 23 males and 23 females of age 20-24, and to 
indicate the degree of beauty, with 10 points as the highest score. After calculating the average score of beauty for each 
photo, nine good-looking and nine less attractive photos were chosen for males and females separately. The average 
scores of the attractive faces were 7.1(male) and 6.9 (female), and those of the non-attractive faces were 2.7 (male) and 
3.0 (female).  

 
Next, using well-known information regarding the difficulty of entrance to college/university in Japan, ranks of 

universities were arranged into three categories: first-tier universities, good universities, and other average universities. 
Third, subjective communication competence was presented at three levels: high, average, and low compared to the other 
applicants. At the end of each profile, the level of perceived P-O fit was operationalized at two levels: whether the 
interviewer has some concrete images of job assignments or suitable departments in their company for the candidate or 
not. 

 
 All 36 manipulated portfolios were presented at random by combining two levels of facial attractiveness, three 

levels of universities rank, three levels of perceived communication competence, and two levels of perceived P-O fit 
(2×3×3×2=36 patterns). As the examples of those profiles, the most and least preferable students are shown in Figure 1. 
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FIGURE 1 
SAMPLES OF STUDENT PROFILE  

 

She is a senior student at a first-tier university like the University
of Tokyo.

You were impressed by her strong communication competence
compared to other applicants.

During the interview, you could conceive of some suitable
departments and jobs for this candidate.

He is a senior student at an average university that is not a first-
tier or good university.

You were worried about his poor communication competence
compared to other applicants.

During the interview, you could not conceive of any suitable
department or job for this candidate.

The least preferable profile pattern

The most preferable profile pattern

 
 
After reviewing a profile of manipulated student information, respondents were asked to grade on five-point 

scales on three items regarding their willingness to hire the candidate: I would like to recommend this student to register 
for a job-interview at my company; This student deserves to take final job-interview at my company; and I would like to 
work with this student as my colleague or my subordinate. This procedure requested respondents to provide 108 
decisions (36 students × 3 answers), yielding 14,904 experimental decision-making as a total (138 respondents × 108 
decisions).  

 
Factor analysis of the three items on hiring intention revealed a one-factor solution, labeled as intention to hire. 

The sum of the three items, capturing the intention to hire, was used as a dependent variable with reliability (coefficient 
alpha) of .90. 

 
In the policy capturing analyses, respondents’ intention to hire to specific students was regressed onto the four 

cues (facial attractiveness, university rank, communication competence, and P-O fit), and the significance of standardized 
partial regression coefficients was regarded as the importance of unconscious criteria in selection interviews practiced by 
Japanese companies. 

 
 

RESULTS 
 

Intention to hire for each new graduate was regressed onto the four cues: facial attractiveness, rank of 
universities, communication competence, and P-O fit. The regression equation also included dummy variables 
representing each of the companies. The result of multivariate regression analysis (Table 1) indicated that all four 
independent variables had significant effects on intention to hire at the .01 level and hypothesis 1 was supported. The 
result also found that perceived communication competence had the strongest effect (beta =0.48), followed by perceived 
P-O fit (0.27), rank of university (0.18), and facial attractiveness (0.07). 
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TABLE 1 
 MULTIPLE REGRESSION ANALYSIS RESULTS (OVERALL) 

 

 
 
To test the second hypothesis, interview ratings of intention to hire were compared between interviewers with 

and without final authority of hiring by t-test. Consistent with hypothesis 2, interviewers with final hiring authority gave 
lower ratings (m = 9.37, sd = 3.10) to applicants than did those without authority (m = 9.83, sd = 3.04) at .01 level (t = 
5.10, df =4,901). Considering that the positions of interviewers with hiring authority (m = 3.00, sd = 1.60) were 
significantly higher as compared to those without authority (m = 2.6, sd =1.58) at the .01 level (t = -8.65, df  = 4,903), the 
second hypothesis was supported. 

 
To examine the third hypothesis, the beta weight for intention to hire in the regression equation for interviewers 

with hiring authority was compared to the beta weight for the outcome in the equation for those without authority (Table 
2). The results showed that interviewers with hiring authority consider the criteria of communication competence and P-
O fit to be substantially more important.  

 
TABLE 2 

COMPARISON BETWEEN INTERVIEWERS WITH AND WITHOUT HIRING AUTHORITY  
 

 
 

 
To confirm the result, official positions of interviewers were divided into higher and lower rank groups by every 

pattern, and the beta of each selection criterion was compared for every grouping pattern (Table 3). The results showed 
consistently that higher position groups gave much more importance to P-O fit criteria than lower position groups did, 
and that higher position groups gave little importance to rank of university criteria as compared to lower position groups.  
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TABLE 3 
DIFFERENCE IN SELECTION CRITERIA  

(STANDARDIZED PARTIAL COEFFICIENTS) ACCORDING TO POSITIONS 
 

 
 

The result common to the two kinds of analysis based on hiring authority and on interviewers’ positions was 
that P-O fit was given more importance by both interviewers with hiring authority and in higher positions as compared to 
each corresponding group. We might conclude that relative importance of selection criteria was different according to 
interviewers’ positions or authorities, especially for P-O fit. Hypothesis 3 was therefore supported. 
 
 

DISCUSSION AND CONCLUSION 
 

The most remarkable finding that interviewers in higher positions or with hiring authority tended to give more 
importance to P-O fit can be explained from a perspective of Japanese management. Shown in the argument of high 
degree of collectivism in Japan by Hofstede’s (2001), collectivism in decision-making might be seen in hiring practices 
as divisions of hiring decision-makings across multiple interviews. That is, while rank-and-file employees assess 
applicants from the standpoint of evaluating potential future colleagues, HR high officials with hiring authority might 
rate the applicants not only based on the standpoints of their superiors, but also of on those of persons in charge of 
deployment of new employees, and they might take P-O fit more seriously when hiring.  

 
The finding also can be explained by image theory which proposes two kinds of decision-making tests: 

compatibility (screening) and profitability (choice). While junior interviewers in charge of early interviews test the 
compatibility between minimum requirements of criteria and applicants, senior interviewers with hiring authority might 
choose more profitable applicants among the survivors of the compatibility test. The lower ratings for applicants and 
relative importance of P-O fit criterion by seniors as compared to junior interviewers seem to suggest the two kinds of 
decision-making test as well as divisions of hiring decision-making in Japanese companies. 

 
In spite of the limitation of a slightly low response rate of under 10%, data from HR practitioners with a 

considerable number of decisions around 15,000 contributed to our understandings of employment interviews. Against 
the attention to the structured interview method, which produces an expectation that interviewers assume homogeneous 
roles rooted in standardized rating criteria, we focused on the diversity of interviewers and found differences in the 
weight placed on hiring ratings based on authority or positions of interviewers. Theoretical contributions also can be seen 
by suggesting the two kinds of decision-making tests proposed by image theory.   
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ABSTRACT 

 

Slow travel’s key themes are environmentalism, sustainability, and low-to-no carbon emissions. Slowness has 
several practical and spiritual dimensions of meaning, central to which are environmental ones. As an opposite to slow 
tourism, airline travel has developed quickly in terms of airplanes, liberalization and technology, all related to the 
industry’s efforts at more sustainability, but conflicting and seeking solutions within the airline and tourism industries, 
their customers and the global environment. Business travelers’ motivations, decision-making and beneficiaries moved 
environmental and sustainability considerations up on its agenda, in contrast to traditional forms of business encounters. 
International tourism’s several stakeholders vary and often compete in outlook and interests, but reach as high as world 
peace contributions. Student travel grows in size and importance corresponding to the complex matrix of interests of its 
travelers and societies. Religious tourism has become a key sector of global tourism, with implications for religious sites’ 
economies and environments. Altogether, increasing social and environmental considerations of fast travel forms and 
industries have come to both be inspired by as well as enrich slow tourism, with an ongoing and interactive development 
that promises to put high demands on, yet likewise to benefit the here analyzed stakeholders and forms of travel. 

 
KEYWORDS 
Sustainability, Slow Tourism, Airline Travel, Business Travel, International Tourism, Student Travel, Religious Tourism, 
Stakeholders 
 
 

SLOW TOURISM’S SUSTAINABILITY 
 
Development of Slow Travel 
 

In the 1980s, an emphasis on quality of life, slower pace, relaxation, individuality, traditional culture and on 
cultural, local or ecological heritage gave rise to “slow” movements such as the Italian Cittáslow (“slow cities”) or “slow 
food” movements. Some see the slow movements connected by organic sustainability, respect for the seasonality and 
rhythm of travel, or their affective or multi-sensory dimensions, which allow to explore places and sights, but also 
feelings, sounds or tastes. 

 
 “Slow travel” or “slow tourism” is considered as a “viable” alternative to car or plane travel, being mostly 

“conducted” or “performed” over land or water, by means of foot, bicycle, train, coach, bus, ferry, canoe, kayak or 
sailing boat. It enables a more intense exploration of, engagement with, and enjoyment through the available or chosen 
transport, the destination and the localities, in a sustainable, supporting, conscious relationship with the environment, 
such as local landscapes and cityscapes. The slow speed and the time constraints of most people set limits to the mileage 
that can be achieved. This makes slow travel more suitable for short-to-mid-haul and intra-continental travel. Slow travel 
is then more likely the domain of relatively affluent and unbound tourists, such as backpackers on long vacations. 
 

Recommended slow actions and activities are stopping at local markets, engaging with communities, emulating 
the locals in terms of habits such as eating or resting, or practicing the local languages and dialects. Desirable slow 
attitudes are seeing the journey as part of the pleasure, seeking out the unexpected, embracing lost connections on trips, 
or giving back to local communities. Slow travel sees the means and the time of transport and traveling as valuable parts 
of the vacation experience. Slow tourism applies to the destination and related activities, such as engaging with local 
landscapes and people. Hence they are two sides of one coin, characterizing the way to and within the destination. 
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Environmental Considerations 
 

 
While green travel focuses on technical aspects of transport, such as resource use or carbon dioxide and 

greenhouse gas emissions, slow travel sees environmental considerations as significant, but not sole driver of the journey. 
Travelers with central environmental considerations are labeled “hard slow travelers,” while “soft slow travelers” prefer 
either a slow travel mode or the slow experience, but consider environmental benefits just an added bonus. 

 
Some hold that slow travel is also possible by cars, since, full to capacity, they rival trains for fuel- and carbon 

dioxide-efficiency per passenger kilometer. Others argue that: cars are usually not filled to capacity; worldwide on 
average, cars are not very fuel-efficient; for holidays, typically larger, emission-intensive and less environmentally 
friendly family cars or vans are used; and a car available at the destination often means longer or unnecessary trips. 

 
Some hold that no special environmental actions or consciousness is required for slow travel, as it is about doing 

things with the right attitude towards time, and prioritizing quality over quantity of experience. Others maintain that the 
slowness of non-consumerist experiences implies minimizing the environmental or emissions footprint, thus making slow 
travel by definition environmentally friendly. 

 
Slow travel is also associated with efforts of a low-to-no carbon footprint. The worldwide tourism industry’s 

emissions consist of: transport 87%, accommodation 9%, and tourist activities 4%. As transport has the largest share, 
slow tourism is considered as promising towards low-to-no carbon emissions. This especially since planes and cars are 
said to produce three to ten times more carbon dioxide per passenger kilometer than trains and five times more than 
coaches. Further suggestions to reduce the carbon footprint of slow travel are: longer stays, longer but fewer holidays, 
slow journeys combined with slow destination experiences, or several slow travel modes to and within the destination. 

 
The slowest of all travel forms, relying only on the traveler’s body, walking is the most direct, close and intense 

engagement with people and environments. The term ‘budget’ travel is rarely used for walkers, as cost considerations are 
not essential for them. “Hard slow travelers” relate walking to the immediacy and simplicity of sensory experiences, such 
as the contrasts between city and country, coast and desert, cave and mountain, of being in tune with local populations or 
fellow travelers, or of exploring the topography. 

 
Cycling traditionally has the flair and ethos of being slow, sustainable, low-carbon, and an individual lifestyle 

statement. Besides physical benefits, cyclists often name the bike’s flexible sociability as their reasons of choice: only the 
terrain (roads, cycle paths, cross-country) limits their experience, so stopping, starting, pausing, or meeting other 
travelers is uncomplicated compared to train travel. While cycling can be disconnected from environmental concerns, its 
travel and recreational activity has the strongest symbolical value of environmental friendliness among slow travel forms. 

 
Many see train travel as the ideal slow travel form: changing vistas to avoid boredom yet allowing observation 

of landscapes and people, and offering the choice between relaxation, observation, or interaction with fellow travelers. 
Most relevant for slow tourist travel are intercity trains between cities or countries. Short-distance trains (within around 
100 kilometers) or long-distance trains (between 500 and 1000 kilometers) can pass one or several countries and scenic 
landscapes. Some doubt that high-speed or bullet trains (up to 500 kilometers per hour fast) are still slow travel. Yet apart 
from the time and distance covered, all aspects of train travel apply to them too. 

 
Coach networks (such as Greyhound) serve even remote or rural destinations, thus are often associated with 

exploration. Their benefits are affordability; their downsides, limited space and comfort. Logistically between the coach 
and the car, hitchhiking benefits car driver and hitchhiker: both are entertained; the driver remains alert and the hitchhiker 
can acquire local knowledge. Hitchhiking has considerable environmental potential by improving car loads and reducing 
carbon footprint, outweighed however by considerations of social appropriateness and personal safety. 

 
Some freighter or cargo vessels offer cruises with accommodation, without the amenities of ocean liners but 

much cheaper. Ports enable authentic local exploration but require flexibility, making it less suitable for very young, old 
or time-bound travelers. By contrast, small pleasure craft like canoes, kayaks or sailing yachts allow for very individual 
routes. The Caribbean is popular for charter, the Mediterranean for cruise trips. Yet even low-carbon water travel can 
upset local ecology (wildlife or habitat) by erosion or waves, water quality (sediments, spillage, or fuel or exhaust waste), 
or cause noise or air pollution (via motorized vessels, or sail boats towed into ports). Additionally, even low-carbon water 
travel often depends on high-carbon infrastructure, such as flights to or drives within destinations. 
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The Future of Slow Travel 
 

Three future scenarios are: 1) slow travel continues as a market niche of alternative tourism, chosen by middle-
class travelers from developed countries or by socio-economically disadvantaged groups with few alternatives; 2) slow 
travel becomes mainstream as low-carbon travel, provided changes in tourist and industry behavior; 3) slow tourism 
develops differently across global transit regions, depending on infrastructure quality. Overall, slow travel aspires to be a 
credible “new,” “alternative” or “green” tourism. 

 
 

ENVIRONMENTAL CONSIDERATIONS OF AIRLINE TRAVEL 
 

Since the turn of the millennium, the airline industry is increasingly balancing passenger capacity with 
environmental demands. Under the 1997 Kyoto Protocol, tradable emission permits have become a key element of 
international climate policy. Carbon offsetting is seen as corporate commitment towards carbon neutrality. Some airports 
have restructured themselves accordingly; however, important questions remain, such as contesting their “spheres of 
responsibility” or “ownership of emissions” (from their planes’ starting to them landing, including taxying and parking). 
Implementing environmentally friendly policies will require increasing cooperation of governments and airports, and will 
depend on available technological solutions (such as emission filters), adopted policy measures (such as emission 
charges, fuel taxes, or restraint measures), and customer choices influencing the market (such as the selection of airlines 
for travel, or stock market investments in them). Overall, the airline industry tries to be ahead of the game for instance by 
innovative products, such as the Airbus 380, whose structure weight is made of up to one fourth of composite materials. 

 
 

SOCIAL CONSIDERATIONS OF BUSINESS TRAVEL 
 

Traditional business tourism has due to progress in collaboration software that enables sophisticated video 
conferences, replacing physical face-to-face meetings with virtual ones, and alleviating the burden on time, money and 
environment in the form of air travel, accommodation, and pollution, and giving new meaning to the terms “working out 
of the office” or “working anywhere,” thereby also enhancing the work-life balance. Some forms of traditional business 
encounters are still wanted, such as for sales or development people and major deals. But altogether, the return on 
investment of virtual travel is said to be superior to business travel. Others maintain that, as transnational companies 
become ever more important for business tourism, extending and diversifying their global reach and their international 
dependencies, and relying on telecommunication technology only on lower and medium management levels, face-to-face 
meetings are still useful for global-level coordination. But even in that case, companies are increasingly asked by their 
stakeholders (whether governments, shareholders, employees, or residents) to consider their environmental impact, such 
as their carbon footprint. This means that while a few aspects and types of companies of business tourism might afford to 
ignore environmental considerations, most of its “user-intensive” travel forms seems to adopt them increasingly. 

 
 

STAKEHOLDERS OF INTERNATIONAL TOURISM 
 
Travelers 
 

Stakeholders of a company or an organization are all who are interested in, or affected by its activities. 
Stakeholders of international tourism can be private, public or business individuals or groups (travelers, organizations or 
corporations). Travelers can broaden their personal horizons with new experiences and knowledge of other peoples and 
reduce their prejudices, or discover or engage deeper with issues of environmental preservation and protection, or 
promote peaceful relations among countries. 

 
Destinations and Hosts 

 
Residents expect tourism to serve their interests above those of other stakeholders. Travelers contribute to the 

economic growth and development of host communities by buying locally produced goods and services such as food, 
accommodation, clothing, equipment, transportation, or additional cultural or educational activities. Many developing 
national economies are torn between their need of tourism profits and the socio-environmental costs of unregulated 
tourism development. Hence they try to prevent further deteriorations of their natural or built environment by unsuitable 
tourism complexes. Also, negative experiences might let them develop xenophobia, or pursue harmful actions such as 
prostitution or drugs. Yet tourism might also protect or conserve their landscapes, monuments or buildings, for instance 
by raising industrial, architectural or environmental standards. In any case, conflicts, wars, natural disasters, and the 
spread of communicable diseases remain the gravest concerns for developing countries. 
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Multinational Corporations 
 

Multinational corporations’ global mergers and acquisitions (such as ITT Sheraton for hotels, Star Alliance for 
airlines, Thomas Cook for agents, or Gray Line Worldwide for operators) enable them substantial economies of scale and 
thus profits even from small margins. But the pressure from continuous product development and aggressive low-price 
marketing also hampers sustainable development. Corporate social responsibility aims to enrich classical economic 
outlooks with social concerns, such as ethical or environmental business behavior, improving the quality of life of 
residents, communities, tourists and society, thus benefiting all tourism stakeholders. Yet many businesses feel that their 
capacity for socially responsible actions is limited by their profit margins, disadvantaging them to other sectors that do 
not have such restrictions. However, even they concede that corporate social responsibility can be successful, provided 
reasonable financial margins. This double goal can be achieved with a good public relations department. 

 
Tourism for World Peace 
 

For politically, economically and socio-culturally beneficial tourism, these elements have been suggested: 1) 
Protecting and encouraging cultural diversity in all areas of the tourism industry; 2) Reducing poverty by employing 
residents and local businesses for fair wages, and involving them in decision-making processes; 3) Avoiding to support 
conditions that lead to acts of conflict or violence; 4) Engaging in sustainable development by educated or at least caring 
ecotourism; 5) Physically and spiritually respecting peoples, traditions, spaces, and sacred or heritage sites; and 6) 
Supporting only tourism businesses which follow these principles. 

 
 

STUDENT TRAVELER STAKEHOLDERS 
 

Students travel less long, but more often; explore more destinations; spend more on travel, relative to their 
income; book more travel on the internet; are relatively undeterred by terrorism, natural disasters, or pandemics; aim at 
experiences involving local people; innovate technologically and socially; and exemplify responsible and sustainable 
tourism. Students see travel as a way of life and element of their identity, consisting of learning, meeting people, places 
and cultures, personal and professional development, and reinforcing positive values. Student travel can thus contribute 
to the development and well-being of travelers, stakeholders, and societies educationally (broadening minds and 
horizons, accepting other cultures, questioning stereotypes, enhancing motivations, and improving interpersonal 
communication, self-awareness and confidence); culturally (raising trust, understanding, tolerance and compassion 
among peoples); politically and economically (stimulating or supplementing national outlooks, institutional programs, 
economic aid, or poverty relief); and socially and ecologically (being role models for interactions with host cultures and 
destinations through respectful and sustainable tourism). These elements parallel those of tourism for world peace, once 
more showing the interconnectedness of this paper’s issues. 

 
 

RELIGIOUS TOURISM STAKEHOLDERS 
 

Many religious sites were built in remote and pristine (such as mountainous) locations, fitting the ideal of 
pilgrimage as caring for the natural and social environment, and mediating between the natural, cultural and supernatural 
worlds. For example, Taoism and Buddhism venerate mountains (Chinese Buddhism’s Four Sacred Mountains Wutai, 
Jihua, Putuo, and Emei are regarded as a bodhimanda, enlightened place, for a bodhisattva, enlightened being). Thus 
conflicts between sites’ environmental and economic interests may erode their spiritual value. For example, the murals in 
northwest China’s Dunhuang or Mogao Caves (or Caves of the Thousand Buddhas), painted between the 5th and 14th 
centuries across 577 grottos and 45,000 square meters, are being damaged by the many tourists who raise their internal 
temperatures. Likewise, several of the 112 cultural tourist attractions on one of the four biggest Taoist mountains, Mount 
Wudang in central east China have been damaged, especially the Taihe (Golden Peak) and Zixiao (Purple Clouds) 
Palaces, while in the Taizi (Prince) Valley, the local government has constructed a concrete dam to raise the local water 
table for tourist leisure. Reacting, many religious tourist sites in China forbid littering, inscribing or photographing 
murals, open cooking, tree-cutting, or fireworks. Similarly, Santa Katarina Monastery at the foot of Egypt’s Mount Sinai 
(or Jebel Musa) has benefitted from Egyptian, European and United Nations protection, preservation and awareness 
initiatives, and asks its daily 2000 visitors (and 300 nightly mountainside campers) not to pollute it in any way. 
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CONCLUSION 
 

Many of the traditionally environmentally harmful ways of travel (air, business) increasingly realized ways to 
combine profits with more ecologically considerate ways. Other forms, such as religious or student travel, had ecological 
and environmental considerations more built-in as part of their self-understanding, and even they continuously look for 
ways to improve and integrate them into their guest, host and site experiences. International tourism’s facets reflect the 
insight that better business can be achieved not despite, but because of better environmental and social considerations. 
Especially the seeming oxymoron between slow travel on the one hand and airline or business travel on the other hand 
makes course-changes of “fast travel” so interesting, insightful and valuable for slow travel. Likewise, the efforts of fast 
travel seem to be spurred by the philosophies, self-understanding and interactive ways of slow travel. Youth and student 
travelers might, due to their age, dynamism and possible future career aspirations, be familiar or even strive for 
environmentally or socially taxing travel forms as airline or business travel, while at the same time embodying (due to 
financial restrictions, but also inspired by deeper insight) more socially and environmentally-friendly travel forms, such 
as low-to-no carbon emissions and footprints. Altogether, the relationship between slow and fast travel seems to be 
increasingly developing, interactive, and relevant for us to contribute to it, in daily life and further research. 
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ABSTRACT 
 

In a world where words such as global warming, carbon footprint, solar energy or recycling have become 
common language, consumers are constantly reminded of their responsibility towards mother earth. Today, many 
previously acceptable practices are now frowned upon as the consumer and corporations are expected to become 
environmentally responsible in protection of our resources. South Africa is part of a continent that is desperate for 
economic development through which to create wealth, investment and jobs. The potential role of the tourism industry is 
supported by government and with a land area of 1.27 million square kilometers, South Africa’s resource base for 
tourism is phenomenal supported by its abundance of natural attractions.  Tourism depends almost totally on the 
environment and in the absence of an attractive environment, the destination loses its appeal. Though the impact of the 
tourism industry cannot be only seen as negative, tourism may be harmful to especially the natural environment in cases 
of abuse of capacities and exploitation of resources. In South Africa unused recycle bins, single travelers in luxury cars, 
and vast deforested areas for new developments are in the order of the day. The question arises whether the consumer at 
home and the tourist whilst on holiday takes the responsibility to balance the three pillars of sustainability: the planet, its 
people and profit. Undeniably growth in tourism related activities implies growth in environmental damage if not 
managed properly. The situation is further complicated in instances where a tourist is using resources already included in 
the product price such as luxurious large bath tubs, daily replacement of towels and bedding and the inclusive use of 
water and electricity.  This research evaluates and compares environmentally friendly practices of consumers and 
tourists. Data was randomly collected in the arrival hall of a local airport in South Africa. Results reveal that there is in 
general respect for the environment however, home and holiday behavior especially does not resonate the same concern 
for the environment and their willingness to pay more for environmentally friendly products.  Basic practices such as re-
use, re-cycle or switching off unused lights or appliances is not fully engraved into the behavior of South African tourists 
and consumers yet.  

 
KEYWORDS 
Green Environment, Consumer, Tourism, Sustainable Destination Practices, Triple Bottom Line 
 

 
INTRODUCTION 

 
Worldwide, the potential of the tourism industry has been identified as an important earner of foreign revenue. 

This made economists, nations, governments, commerce and the general population more aware of tourism and the 
monetary value of tourists. South Africa launched an awareness campaign in the late 1990’s to establish the idea that for 
every seven tourists that visited the country, a new job was generated which could relief poverty and pave the way to 
prosperity. Growth in tourist numbers however increases the use of the destinations resources and without proper 
management, the destination will lose its appeal. Fortunately, ppractices related to environmental concern and climate 
change increased and has led to a greater emphasis on green consumerism. The tourism industry is closely linked to the 
environment and South Africa’s natural resources and therefor has identified the necessity to adopt numerous practices to 
reduce the impact on mother earth. From the tourist’s perspective on the other hand, it is expected of him/her to 
contribute to green tourism by minimizing waste, using water and electricity sparingly, preserving local cultures, 
supporting conservation programmes or protection of fauna and flora. The question however arises to what extent 
consumers and tourists practices green consumerism: both at home and whilst on holiday where many resources are 
inclusively priced. 
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Without the attractiveness of a destination, tourism ceases to exist and there could be no or little need for tourist 
facilities and services. Ferrario (1979) states that the extensive value of destination attractiveness is the pulling effect it 
has on tourists. It’s only when tourists are attracted to a destination that services and facilities follow.  

 
South Africa’s natural attractions such as Table Mountain, the Kruger National Park, the Tstsikamma Forest and 
the big 5 create the pulling effect. Natural attractions are those environmental attractions not created artificially 
by man and include wilderness areas, forests, mountains, waterfalls, flora and fauna, beaches and marine areas, 
natural wonders and special landscaping features, parks and conservation areas, beaches, seas and rivers. 
Tourists are becoming more discerning and expect developers to pay more attention to quality and 
environmental management. Accordingly, the management of natural attractions requires a strategic approach to 
ensure the needs of tourists are met without destroying the irreplaceable natural resource (Ramchander et al, 
2006).  

 
  Recognizing the harmful effect that tourism may have to natural attractions it should also be noted that tourism 
can enhance attractions by encouraging authorities to conserve the wilderness areas, raising environmental awareness and 
providing income where normally such opportunities would not exist. Tourism can also provide the much needed funding 
to finance conservation of the sensitive ecosystems and habitats in which it operates. (Swarbrooke, 1991).  
 

Keyser (2009) agrees that the features of the environment are often the main reasons why people are attracted to 
an area and that tourism is almost totally dependent on the environment. The landscapes and overall scenic beauty of an 
area may be a major attraction for tourists, especially if the natural character of the environment has been conserved. 
Areas of scenic beauty are settings for activities like sightseeing drives, hiking, camping and wildlife viewing. Remote 
scenic areas offer opportunities for adventure-orientated activities like river rafting, rock climbing, abseiling and hiking. 
 

Where the tourism industry depends on the uniqueness of the environment like in South Africa, the resources 
must be protected to continue to draw tourists. In a changing tourism marketplace, competitive advantages will more and 
more be a result of careful management of the quality of the destination’s environment. Markets across the world are 
increasingly alarmed at environmental degradation and exploitation of people. The number of initiatives aimed at saving 
some part of the environment or improving the living conditions for the world’s vulnerable people, increases by the day.  
 

Bergin-Seers and Mair (2009) confirm that some tourists have a stronger outlook about conservation and 
environmental issues which reflects in their behaviour at home and whilst on holiday. Even though Mensah and Mensah 
(2013) and Saayman (2013:101) suggest that there is an increased green awareness amongst consumers and tourists in 
general, environmental impacts of the tourist industry are fuelled by the use of its products. The limited understanding of 
what tourist behavior can be considered as sustainable or who environment-friendly tourists actually are makes it 
necessary to conduct further research (Dolnicar, Crouch & Long, 2008). As there is little evidence that green intentions 
have translated into actual behaviour patterns (Bergin-Seers & Muir, 2009) this research aims to result in a better 
understanding of the attitude and behaviour of consumers and tourists in South Africa towards protection of the 
environment.  
 
The Economic Benefits of Tourism 
 

Tourism has become a fierce competitor in commerce overtaking other significant sectors in the past decade. 
Not only is tourism a vital contributor to the South African economy and gross domestic product (GDP) but also a 
substantial provider of employment (SA Tourism, 2013). In support, government launched its Tourism Growth Strategy 
aimed at increasing tourist volume, geographical spread and seasonal arrivals. In 2013, it was reported that South 
Africa’s foreign arrivals are well above the global average growth rate and in number approaching the 10 million mark 
(SA Tourism, 2013). Environmental protection has become a globalised concept (Saayman, 2013:311) yet annual growth 
in global tourist arrival numbers has increased global concern where environmental problems such as global warming, 
deforestation, toxic waste and loss of the ozone layer receive a high priority on world agendas (Gee & Fayos Sola, 
1997:36). 
 

The potential and benefits of the tourism industry cannot be denied and is nestled in the following principles 
(Bennett et al., 2005: 382-388): 

 Tourism represents a significant opportunity for South Africa as it is the biggest industry in the world; 
 Tourism is the world’s largest generator of jobs employing millions people globally; 
 Tourism may provide immediate employment or within a short period; 
 The tourism industry creates entrepreneurial opportunities; 
 Tourism brings development to rural and other areas; 
 Tourism employs a multiplicity of skills; 
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 Tourism is labor intensive, creating one job for every eight tourists; 
 Tourism is a foreign exchange generator without the product leaving the country; 
 Tourism demand is continuous; 
 Tourism has a multiplier effect. 

 
To commerce growth is positive news yet increased visitor numbers leads to higher degradation of especially 

our natural environment. Increased tourist numbers automatically fuels the use of its products such as accommodation, 
transportation and services. In the absence of an attractive environment, there would be little tourism (Page, 2007:403). 
The quality of both natural and man-made environment becomes essential to the successes of a destination.  
 
Tourism and The Environment 
 

The National Department of Environmental Affairs and Tourism (DEAT, 1996) as early as 1996, the White 
Paper for Tourism (DEAT, 1996), aimed to protect and develop tourism in South Africa when the White Paper for 
Tourism was published. This paper identified inadequate protection of the environment as one of the key constraints for 
the tourism industry. Tourism practiced in conflict with the environment may result in irreparable damage especially to 
natural resources (Keyser, 2004:317).  
 

Tourism’s relationship with the environment is complex and it may have both positive and negative impacts on 
the environment. Very often, activities and resources are based or developed within the environment hence making 
protection thereof essential. Considering the impact of tourism on the environment, the solution lies in the triple bottom 
line approach where harmony between the environment (planet), the local community (people) and the economic impact 
(profit) exists (Saayman, 2012:63; George & Rivett-Carnac, 2007:34). An ideal situation would imply a high economic 
impact, a low environmental impact and a positive impact on the community it serves. A deeper understanding of 
concepts such as eco-tourism and alternative tourism will support the triple bottom line approach.  
 
Destination Attractiveness 
 

The study of destination image is not a new phenomenon in the field of tourism research. Several studies, 
including those of Hosany, Ekinci and Uysal (2006:638-642), Molina, Gomez and Martin-Consuegra (2010:722-728), 
and Chi and Qu (2008: 624-636), have been carried out on the concept of destination image. It is apparent from the 
mentioned studies that destination image influences tourist behavior (Jenkins, 1999:1; Bigne, Sanchez & Sanchez, 
2001:608; Chi & Qu, 2008:625). Destination image is also a crucial concept in selecting a tourism destination (Watkins, 
Hassanien & Dale, 2006:321; Tapachai & Waryzcak, 2000).  
 

According to Bign’e et al., (2001:614), destination image is a key factor for destination managers as it has an 
influence on perceived quality and satisfaction and can be seen as the basis of marketing activity and a prerequisite to 
forming the destination’s brand. Destination image is the way to differentiate one destination from another destination 
with similar attributes: hence, the importance cannot be overlooked. 
 
Eco Tourism VS. Alternative Tourism 
 

In the late 1980s increased environmental awareness gave rise to a number of definitions and concepts which 
includes amongst others eco, responsible, sustainable, nature-based, cultural, green and soft tourism. It is important to 
note at this stage that nature-based or wildlife tourism (conservation and resource management) for instance should not 
be assumed to be eco-tourism which is focused on preservation and protection of resources. Nature-based attractions such 
as for instance Table Mountain in Cape Town welcomed its 23rd millionth visitor in 2014 (Table Mountain, 2014). If the 
use of such a nature based attraction is not managed with care, the preservation and protection thereof may cause 
irreversible damage.   
 

In a study on environmental awareness and orientation conducted by Bagri, Gupta and George (2009) amongst 
different categories of tourists, results indicated that pilgrims and adventurists exhibit superior environmental orientation 
compared to leisure tourists. With regards to the awareness of ecotourism, none of the groups studied showed great 
awareness, except that adventurists stand better when compared to the other two groups. The study concluded that ‘the 
transformation of general environmental orientation into awareness of ecotourism is not linear and is much more 
problematic than is expected’. Nowadays, Wearing and Neil (2009: xi-xii) suggest off-the-beaten-track travel to be the 
best way to travel. 
 

Most definitions describing eco-tourism refers to the balance of preserving or sustaining and developing of the 
environment. The common phrases included in eco-tourism definitions include ‘ecological and environmental impact’, 
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cultural sensitivity, managing of economic benefits, tourist satisfaction, preservation, protection, sustainability and the 
local communities (Weaver, 2001:104). 
 

Saayman (2012:67-68) identified environmentally friendly practices to include responsible use of water and 
electricity; management of waste, water and sewage; green building developments and infrastructure; protection of fauna 
and flora; and local products which have a smaller carbon footprint. 
 
Environmental Behavior 
 

To answer the question whose responsibility it is to protect our environment, the textbook answer should be that 
every person on earth should see it as a joint responsibility. In the tourism industry specifically this is evident in the role 
of accommodation establishments that have switched to solar power, energy saving bulbs and auto switches in rooms. 
Airplane manufacturers have followed suit by reducing carbon emissions drastically with newly designed aircraft.  
 

Kasim (2004) takes the responsibility to protect the environment further by adding watchdog organisations and 
accreditation schemes, all aimed at greater environmental awareness.  However Kasim (2004) also reports that there is 
‘little empirical knowledge of tourists' demand for responsible hotels’, particularly within the context of developing 
countries. Later research conducted by Millar and Mayer (2012) indicated that respondents felt morally obliged to behave 
in an environmentally manner at home and whilst on holiday. Lassen (2010) makes the statement to say that external 
factors have a greater effect on tourist behavior than the environmental attitude of the tourist.  
 

The level of responsibility may often be measured by means of financial commitment. Here, Dolnicar (2010) 
conducted research on the willingness of tourists to pay for environmental protection. The research results indicated that 
‘environmentally responsible tourists who are willing to pay for environmental initiatives taken on by their tour operator 
can be characterized by a distinct profile with respect to travel information seeking, destination preferences, travel 
behavior, and willingness to pay-indicating that targeting such a segment of tourists in the general tourism context 
represents an attractive supplementary strategy to traditional supply.’  
 

Pereira, Mykletun and Hippolyte (2012) went one step further to explore the relationship between practices and 
believes of the concept ‘environmentally-friendly’ which indicated a positive relationship between to appreciation of 
sustainability in the daily encounters as well as holiday purchases of consumers. This however does not seems to be the 
case in all instances as research conducted by Budeanu (2007) showed that that despite the declared positive attitudes 
towards sustainable tourism, a limited number of tourists act accordingly by purchasing responsible, environmentally 
friendly tourism products. As a solution, Sirakaya-Turk, Baloglu and Haylee (2014) suggest that hoteliers use specifically 
targeted green rooms for the ‘stronger-sustainer’ tourists. Finally Mu, Zhuling and Wanwan (2013) adds to the 
responsibility by finding that the tourists’ emotion to be the most powerful predictor of their behaviour.  
 

‘Tourists, as the behavioral agent of tourist destination environment, need to implement environmentally 
responsible behavior which helps to promote the sustainable development of tourism. Therefore, how to cultivate tourists' 
environmentally responsible behavior has become one of the most engaging topics in the field of sustainable tourism’ 
(Fan, Qui & Wu, 2014).  
 

RESEARCH METHODOLOGY 
 

Kotler & Armstrong (2006:122-123) explain that explorative research is generally aimed at the gathering of 
information to gain a better understanding of problems, hypothesis or suggestions which may lead to answering of the 
research questions.    Qualitative research was conducted amongst respondents at a local airport representing the 
gathering place of general members of the public that use tourism products and services. The data was collected by 
means of a structured questionnaire which was developed after a comprehensive literature review of previous related 
studies. The questionnaire consisted of three sections: section a focused on the demographic profile of respondents while 
section B sought to determine the behaviour and attitude of respondents whilst at home. Statements generally related to 
environmental concern was used for this purpose. Section C consisted of exactly the same questions but related to 
behaviour and attitude towards the environment whilst on holiday. Behaviour and attitude was measured by means of a 5-
point Likert scale of importance where 1 never important and 5 is almost always important. Probability sampling was 
used due to its main characteristic of randomness.   
 

Microsoft Excel was used to capture the data from 100 usable questionnaires whilst SPSS was used for the 
analysis thereof. Descriptive statistics as well as statistical testing was used to determine the Environmentally Friendly 
(EF) score of respondents. Spearman correlations were used to compare home and holiday behaviour.  
 



179Proceedings of The 5th International Conference on Production and Supply Chain Management
10 - 11 November, 2016, Golden Tulip Hotel Flamenco Cairo, Cairo, Egypt

RESULTS AND DISCUSSION 
 
Demographic profile of respondents 
 

The majority of the respondents were females (54%) holding a first degree (32%) traveling for business (40%), 
aged between the ages of 35 – 44 years with an average income of between US$ 3 000 and US$ 3 900 monthly (30%). 
During business travel the preferred type of accommodation used was 4 or 5 star graded hotel accommodation (51%) 
whilst 44% of respondents used bed and breakfast or a guesthouse accommodation on holiday.  
 

In the section to follow, some of the demographic results will be elaborated upon. 
Figure 1 depicts the age distribution of the respondents from which it is evident that the respondents constituted a good 
spread across the various age categories, with the categories 35–44 and 25–34 being the most represented and together 
forming 59% of the sample. 

FIGURE 1 
AGE DISTRIBUTION 

 
 

FIGURE 2 identified the tourist type/travel motivation of the respondents. Business by far was the largest 
motivator for travel whether alone or also in combination with leisure. In combination, business and/or leisure accounted 
for the most respondents (76%).  
 

FIGURE 2 
TOURIST TYPE/TRAVEL MOTIVATION 
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Respondents could be identifies to be relatively affluent, with the largest single income category being 
US$3 000 – 3 900 (FIGURE 3), although it should be added that only 20% of the sample were above this category. 
 

FIGURE 3 
INCOME CATEGORY 
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From figure 4 it is evident that most of the respondents tended to choose more modest accommodation when 
paying themselves, as can be seen when their choice of accommodation for business and camping are shown. It should be 
noted, though, that only 70% of respondents made use of both business and leisure accommodation. Seventeen per cent 
did not use business accommodation at all, and 13% did not use leisure accommodation at all. However, when the 
preferences for these respondents were cross tabulated, only six chose leisure accommodation at a higher level than they 
indicated for business travel, 30% chose the same level of accommodation for both business and leisure, and 34% chose 
more modest accommodation for leisure travel than for business travel—a statistically significant distribution (�2=23.98, 
df=9, p=0.004). 

FIGURE 4 
ACCOMMODATION PREFERENCE 

 
 

Respondents were then asked to indicate their agreement (Yes/No) with fifteen statements generally related to 
environmental concern (listed in the Appendix). If they indicated agreement with any item, they were given a point, and 
the points were tallied to give each respondent an Environmental-Friendliness score (EF). These scores ranged from 7–
15, with a median of 11, indicating that the sample was relatively environmentally friendly. However, no statistically 

US$1 000 – 1 999       US$2 000 – 2999    US$3 000 – 3999     US$4 000 – 4 999      US$5 000+ 
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significant differences could be found in the EF scores for different genders, ages, income or education groups, nor for 
the purpose of their travelling. This non-significant finding should, nonetheless, not be interpreted negatively. It could 
just represent a sampling artefact, but it could also indicate that the necessity of caring for one’s environment has 
penetrated the different age levels equally well, as it has the various upper levels—the demographic data do indicate that 
flying remains the preserve of the relatively well educated and the relatively wealthy portion of the population—of 
income and education. 

 
Finally, respondents were asked to indicate their agreement (on a five-point Likert scale ranging from Never to 

Always) with several environmentally friendly practices, both when on holiday, and when at home. The congruence 
between the respondents’ behaviour at home and when on holiday was examined in two ways, shown in  

TABLE 1: Firstly, the Spearman correlation between their responses at home and on holiday choices was 
computed. Secondly, a difference score was calculated, being their behaviour at home subtracted from their behaviour 
when on holiday. A difference score of zero would thus mean that their behaviour was totally congruent—that they did 
the same things on holiday as at home, a positive difference score would mean that they were more likely to engage in 
the practice while on holiday than when at home, and a negative score would indicate that they would be more likely to 
engage in the practice when at home than when on holiday. 
 

From  

TABLE 1 it is evident that some practices seem to be well-engrained amongst the respondents, while others 
showed much less congruence between when they were at home or on holiday. Only one practice showed a positive 
difference score and that is that respondents were more likely to use air conditioners when on holiday than when at home. 
This could simply be a case that many accommodation establishments include air conditions as basic facility in the room, 
and that relatively fewer homes in South Africa have conditioners. 
Interestingly, when comparing the practices in which there was congruence to the remaining items which showed 
negative congruence (i.e., less likely to do on holiday than when at home), it seemed as if the items with congruence 
seemed more concerned with either deeply ingrained practices (boiling only enough water, or using wood for cooking) or 
with practices reflecting a general respect towards others or one’s surroundings. The items which showed negative 
congruence tended to reflect either an attitude of “I’m not paying, so I don’t need to save” (e.g., not switching off to save 
electricity or limiting use). 

 
TABLE 1 

ENVIRONMENTAL PRACTICES 

Practice � Difference 
Min Median Max 

Switch off unused electrical appliances such as TV/lights .13 -4 -2 1 
Switch off lights when you leave the room/in unoccupied room .07 -4 -1 2 
Use hot water sparingly .15 -4 -1 2 
Use air conditioner  -.08 -3 2 4 
Boil only as much water in the kettle as you need .27** -4 0 4 
Re-cycle (e.g. paper or plastic bags) .19 -4 -2 4 
Re-use (e.g. towel/bedding) .32** -4 -2 2 
Avoid noise pollution (evening/early morning) .37** -4 0 3 
Protect fauna/flora .49** -4 0 4 
Respect local art/traditions .62** -4 0 2 
Use locally manufactured products .44** -4 0 4 
Comply with TV-prompts to reduce the use of electricity+ .12 -4 -1 3 
Use wood to make a fire (cooking or heating)?* .68** -4 0 3 

 *In South Africa, wood as a resource is often not protected 
 +Power cuts (load shedding) has impacted negatively on a number of sectors in South Africa 
 

Despite the indication of congruence or lack thereof, the question remained as to how the respondents actually 
complied with these practices. Although several approaches could be taken, it was decided to use the minimum score of 
the two (whether at home or on holiday) as the indicator of compliance for each respondent. These scores are shown in  

 
 
 

FIGURE5.  
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FIGURE 5 
COMPLIANCE WITH ENVIRONMENTAL PRACTICES 

Never Rarely Sometimes Frequently Always

Switch off unused electrical appliances 10 10 40 11 29
Switch off lights when you leave the room/in unoccupied room 15 5 31 18 31
Use hot water sparingly 2 9 46 17 26
Use air conditioner 49 18 23 6 4
Boil only as much water in the kettle as you need 11 8 50 14 17
Re-cycle (eg. paper or plastic bags) 61 12 13 3 11
Re-use (eg. towel/bedding) 57 12 7 12 12
Avoid noise pollution (evening/early morning) 9 12 50 10 19
Protect fauna/flora 9 16 13 30 32
Respect local art/traditions 3 6 23 26 42
Use locally manufactured products 9 6 52 18 15
Comply with TV-prompts to reduce the use of electricity 17 38 23 6 16
Use wood to make a fire (cooking or heating)? 58 12 21 6 3  

 
From figure 5 the following interesting trends can be seen: 
 Respondents generally do not reuse or recycle 
 Compliance with local power manufacturer’s (Eskom) prompts to use less electricity during peak time is 

generally low.  
 Respect of fauna and flora, as well as for art and customs is quite good 
 Respondents also generally do work sparingly with electricity and hot water (which may account for the 

low compliance to use less electricity—if one believes that one is already using electricity sparingly, one 
might be less inclined to find additional ways of sparing even more). 

 
 

CONCLUSION 
 
 Saayman (2012:62) goes so far as to make the bold statement that neglect to protect our environment and natural 
resources will eventually lead to destruction of human kind. The introduction to the study raised numerous questions 
related to growing visitor numbers, over use of resources and a general increase in green awareness of the consumer and 
tourists. This has led to increased levels of concern with the basic principles of environmental responsibility.  
 
 Tourism is an important revenue generator which makes it important to understand, support and take 
responsibility for preservation and protection of our planet. It is therefore becomes necessary for tourism authorities, 
policy makers and product owners to clearly understand the attitude, preferences and expectations of the tourist when 
developing and implementing products, policies and services. The availability of sustainable travel products and services 
with reduced carbon offsetting and environmental impacts need to be increased making it easier and more cost effective 
for the tourist to consume such products.  
 
 

FUTURE RESEARCH 
 

Kachel and Jennings (2010) suggest the need for this research agenda including the ‘influences over time and 
the multiple and diverse nature of tourists’ environmental learning experiences along with their social reconstruction’. 
And aalthough statistical testing indicated no correlation between results and specific demographics of this population, it 
would be interesting to use the same research method and tools to collect data from a wider population such as scholars, 
students, less educated or less affluent respondents and to then compare the results. 
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APPENDIX A  
 

     Statements indicating environmental concern: Environmental-Friendliness score (EF)  
 

 Would you describe yourself as someone who cares about the environment? 
 Are you a member / do you support any environmentally friendly projects? 
 Do you practice sustainable environmental practices AT HOME? 
 Do you practice sustainable environmental practices whilst ON HOLIDAY? 
 Does global warming concern you? 
 Do you care about endangered species / plants? 
 Have you ever contributed financially to a sustainability/environmental project? 
 Do you use any type of solar heating at home? 
 Are you prepared to pay more for an environmentally friendly product? 
 Would you become part of a lift club to reduce carbon emissions going to work? 
 Do you use energy saver bulbs at home? 
 Does your carbon footprint bother you? 
 Do you think pollution is a problem? 
 Are you well aware / educated about how to support environmental practices?  
 Use environmentally friendly products e.g. Ozone-friendly (cleaning/deodorant). 
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ABSTRACT 
       
              It has been said that Nigeria loses much money yearly because of its lack of attention to tourism. Since our 
economy took a nose dive, many economist have preferred what they conceived to be the best prescription to the ailment, 
but all seem to be oblivious of the redemptive potentials of tourism as a foreigner exchange earner. As we walk of 
counter- trade, exports drive, backward integration and others, it is necessary to reflect on tourism which has 
continuously brought huge revenue in foreign currency to those countries which care to tap the great potentials tourism 
trade has in stock. Records on international tourism show that of all foreign exchange earners tourism comes next to 
crude oil. While the country was riding on the crest of economic stability generated by crude oil, Tourism was neglected.        
With the current incessant fluctuation in oil market, tourism can be properly harnessed to inject new blood into our ailing 
economy. Our economy is singing swan songs and calls for judicious exploitation of all available potentials and revenue 
generating avenues to resuscitate it. Tourism is one of the sectors that can play that noble role. This paper will examine 
the concepts of tourism, and types of tourism, the role of tourism in national development, and the country current 
economic situation. The paper also made suggestions and recommendations on how to improve on tourism development.   

.  
KEYWORDS 
Nose Dive, Swan Songs, Counter Trade 
 

INTRODUCTION 
 

            Nigeria focuses attention on mono-structural kind of economy, which is solely on oil, tagged the black gold 
whereas other areas that are economically beneficial, for example, Agriculture (green gold) has been neglected. After 
examining the aforementioned, the paper now suggests other areas to be explored. 
 
            Nigeria needs to establish a clear priority in the national agenda, and put many policies in place in service of the 
growth of tourism. Nigeria has so much variety of culture, variety of landscape, the steps ahead in relation to many other 
countries on African continent. 
 
            It is important to establish political will that sees tourism as part of a solution to Nigeria economic woes, and part 
of Nigeria future, because a country like Nigeria has so many options to develop its resources, generate income, and 
enrich the lives of the people. Tourism can be as important as some of the mineral resources, if not more, because it’s a 
resource that never runs out, it keeps growing the more you take care of it. 
 
            There is no doubt that Nigeria has been a focus of world attention for various reasons. Many people want to visit 
the country, if adequate facilities are provided. Tourism no doubt would generate a lot of foreigner exchange by focusing 
attention on sponsored tours, and conferences. Even Nigerians, who spends their hard foreign exchange abroad, could be 
made to conserve the money lost in foreign travels which flow back through foreign visitors coming into Nigeria. 
 

For whatever might be said about the average Nigerian, there is no gainsaying that he love his country dearly, 
and could help to salvage it if he knows how. One way is combing the unnecessary spending of the country, reserve 
abroad in the name of a European holiday. The multitude of Nigerians who travel every day is unimaginable and can only 
be brought vividly to the minds focus, when one realize that out of thousands of them, hardly ten percent of this number 
take their vacation in the real sense of the word within the country, they troop to country like Britain, Italy, etc., where 
Nigeria foreign exchange is siphoned. Tourism should be considered not only in terms of foreigners coming from abroad, 
but also in term of local population visiting its own country. In Europe, America, and Australia, the tourist market is first 
generated by local people travelling at home. 
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CONCEPTUAL FRAMEWORK 

              
              The world tourism organization estimated that in the year 1990, there were nearly 415 million international 
tourists’ arrivals throughout the world. It was estimated that in the year 1991, international tourist arrival would approach 
the figures of 450million or an increase of 5 percent over 1990.these tourists spend billions of dollars in the countries 
visited. All this activity may be described as tourism. 
 
               One of the earliest definitions of tourism was given by an Austrian economist, Hermann .V.Schullad, in the year 
1910 who defines it as, “the sum total of operators, mainly of an economic nature, which directly  relate to the entry, stay 
and movement of foreigners inside and outside a certain country, city or region”. The concept of tourism found 
expression however, in a more technical definition of the Swiss Professors, HUNZIKER and KRAPF in the year (1942) 
they stated, “Tourism is the totality of the relationship and phenomenon arising from the travel and stay of strangers, 
provided the stay does not imply the establishment of a permanent residence and is not connected with a remunerated 
activity” .This definition was subsequently adopted by the international Association of scientific Expert in tourism 
(AIEST). The definition brings out the following three distinct element of tourism. (i) Involvement of travel by non-
residents (ii) Stay of temporary nature in the area visited (iii) Stay not connected with any activity involving earnings. 
 
          Theobald (1994) suggested that “etymologically, the word tours is derived from the Latin “tonare” and the 
Greek “tornos” meaning a lathe or circle, the movement around a central point of axis.  The meaning changed in modern 
English to represent “One’s turn the suffix-ism is defined as an action . When the word tour and the suffixes and ism are 
combined, they suggest the action of movement around a circle. One can argue that a circle represent a starting point, 
which ultimately returns back to its beginning. Therefore, like a circle, a tour represent a journey  in that it is a round trip, 
that is the  act of leaving and returning to the original starting point and therefore, one takes such a journey, can be called 
a tourist. 
 
          The world Tourism organization defines tourist as people “travelling to and staying in places outside their usual 
environment for not more than one consecutive year, for leisure, business, and other purposes. It was recognized in the 
Manila Declaration of word tourism of 1980 as an activity essential to the life of nation because of its direct effect on 
social cultural, educational, and economic sector of national societies, and on their international relations. 
 
          Tourism includes movement for all purposes. In 1981, the International Association of Scientific Expert in 
Tourism defined Tourism in term of particular activities selected by choice and undertaken by choice and undertaken 
outside the home. United Nation (1994) classified three form of tourism in its recommendations on tourism statistics. 
 
 Domestic tourism, involving resident of the given country, travelling only within the country 
 Inbound Tourism, involving non-resident travelling in the given country. 
 Outbound Tourism, involving resident travelling in another country. 

 
Tourism is, therefore a composite phenomenon which embraces the incidence of a mobile population of 

travellers who are strangers to the place they visit. It is essentially a pleasure activity in which money earned in one’s 
normal domicile is spent in the place visited. 
 
 

BASIC COMPONENTS OF TOURISM 
 

             Tourism does not exist in isolation. It consists of certain component, three of these may be considered as basic, 
these three basic components of tourism are Transport, Locale and Accommodation. A Tourist in order to get to his 
destination has to travel, and therefore some mode of transport may be a motor car, a coach, an aero plane, a ship, or a 
train which enable a traveler to reach his pre-determined destination. The locale may be used to include holiday 
destination, and what it offer to the tourist, The holiday destination may offer naturel attraction like sunshine, scenic 
beauty or sporting facilities, e t c. at these attractions. Accommodation is another basic component which is essential for 
providing food and also rest. After having reached his destination, a tourist must have some kind of accommodation 
which provides him food and sleep. On the three components, locale with it attractions and amenities is the most 
important as these are very basic to tourism. Unless these are there, the tourist will not be motivated to go to a particular 
place. 
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THE ELEMENTS OF TOURISM 
 

In addition to three basic component of tourism, there are certain elements, or ingredient, of tourism. These elements 
predispose towards tourism development. These elements which are the fundamental attraction of tourism are: 
1    Pleasing weather  
2    Scenic attractions 
3    Historical and cultural factors 
4    Accessibility 
5    Amenities 
6    Accommodation. 
           

While Economic and political conditions may continue to fluctuate throughout the world, there is every reason 
to believe. That more and more people throughout the world will continue to travel. Tourism has home and irreversible 
fact in most parts of the world, and the expected upturn in overall economic growth together with success in stabilizing 
prices, likely to promote further increases in international tourism demand. With the expanding right to paid holidays and 
the irreversible increase in travel for cultural purposes, the number of persons taking to travel is bound to increase. As a 
result of labor legislation introducing paid holidays, over 500 million workers and their families throughout the world has 
the right to travel. 
 

BASIC TRAVEL MOTIVATORS 
 

With the advent of tourism especially after the First World War, various attempts have been made to study as to 
why people wish to become tourist.  Melntosh has started that basic travel motivators may be grouped into the following 
four categories. 

 
(1) Physical motivators which are related to physical relaxation and rest sporting activities and specific medical treatment 
all are connected with the individuals’ bodily health and wellbeing. 
(2) Interpersonal motivators which are related to a desire to visit relatives, friends, or to escape from one family, work 
mates or neighbors, or simply to escape from the routine of everyday life.        
(3) Cultural motivators which are connected with the individual’s desire to travel in order to learn about other countries 
and their people and their cultural heritage expressed in art, music, literature, folklore etc.  
(4) Status and prestige motivators which are identified with the needs of personal esteem and personal development, 
these are related to travel for business or professional interests, for the purpose of education on the pursuit of hobbies.  
 

Above mentioned are four broad categories of motivators. Breaking down and elaborating these broad 
categories will give us many more reasons as why more and more engage in tourism. These include: (1). Pleasure (2). 
Relaxation, test and recreation, test and recreation (3).health (4) participation in sports (5) curiosity and culture (6).Ethnic 
and family (7) Spiritual and religion (8).Status and prestige (9).Professional and business. 

 
 

TYPES OF TOURISM 
 

         Recession Tourism: Is a travel trend, which was evolved by the world economic crisis. Identified by America 
entrepreneur Matt landau (2007) as low- cost high-value experiences taking place of once-popular generic retreats. 
Various recession hotspots have been business boom during the recession. 
 
         Educational Tourism: Developed because of the growing popularity of teaching and learning knowledge and the 
exchanging of technical competency outside the class room environment. In educational tourism, the main focus of the 
tour of leisure activities includes visiting another country to learn about the culture, tours, or to work and apply skills 
learned inside the classroom in a different environment such as in the international practicum training programs. 
 
Dark Tourism: One emerging area of interest has been identified by Lennon and Foley (2000) as Dark Tourism. This 
type of tourism involves visit to dark sites as battle grounds scenes of horrific crimes, or of genocide, for example 
Concentration Camps. Dark Tourism remains a small niche market, driven by varied motivations, such as mourning 
remembrance, education. 
 
Sport Tourism: Since the late 1980s, sport tourism has become increasingly popular. Events such as ruby Olympics, 
common games, Asian games, and football world cups have enable specialist travel companies to gain official ticket 
allocation and then sell them in packages that include flights, hotel and excursions. Focus on the sport and spreading 
knowledge on the subject, especially more recently, lead to increase in sport tourism. Most notably, the international 
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events such as the Olympics caused a shift in focus of the audience who now realize the variety of sports that exist in the 
world. In the United States, one of the most popular sports usually is focus on event like the world cup. 
  

In Asian countries, the numerous football events increase the popularity of football. But, it was the Olympics 
that brought together the deferent sports that lead to the increase in sport tourism. 

 
Pro-Poor Tourism: Which seeks to help the poorest people in developing countries, has been receiving increase attention 
by those involved in development, the issue has been address through small scale projects in local communities and 
through attempts by ministers of tourism to attract more numbers of tourists. 
 
Medical Tourism:  When there is a significant price difference between countries for a given medical procedure, 
particularly in south East Asian, India, Eastern Europe, and where there are different regulatory regimes in relation to 
particular medical procedures (e.g. dentistry), traveling to take advantages of the price or regulatory differences is often 
referred to as medical tourism. 
 
Creative Tourism: Has existed as a form of cultural tourism since the early beginnings of tourism itself. It’s European 
roots data black to the time of the Grand tour, which saw the sons of aristocratic families traveling for the purpose of 
mostly interactive and educational experiences. More recently creative tourism has been given its own name by Raymond 
and Grey Richards, who as members of the association for tourism and leisure education (ATLAS) have directed a 
number of projects for the European Commission, including cultural and craft tourism, known as Sustainable Tourism. 
They have defined creative tourism as tourism related to the active participation of traveller in the culture of the host 
community through interactive workshops, and informal learning experiences. 
 

Meanwhile, the concept of creative tourism have been picked up by high-profile organization such as UNESCO 
who through the Creative Cities Network have endorsed creative tourism as an engaged, authentic experience that 
promote an active understanding of the cultural features of a place. Creative tourism has gain popularity as a form of 
cultural tourism, drawing on active participation by travellers in the culture of the host communities they visit 
Several Countries offer examples of this type of tourism development, including the United Kingdom, Australia, France, 
the Bahamas, Jamaica, Spain, Italy, and New Zealand.       
 
 

CURRENT ECONOMIC SITUATION IN THE COUNTRY 
 

            The state of Nigerian economy has been described in recent times by stakeholders in the economic sector as a 
bleak one. It offers little or no hope for the future, with about sixty percent of the population living below poverty line as 
a result of bad governance, corruption and inability to fully harness the economic potential of the country. 
 
            The challenges facing the Nigeria economy in the 21stcentury are diverse and enormous. The unacceptable state 
of Nigeria’s economy is most galling, given Nigeria’s enormous endowment of natural and human resources. This is 
more to be given the fact that Asian countries like Singapore and Malaysia with the same colonial heritage attributes 
similar natural resources endowment and have recorded significant successes in development of their economy. For 
instance, World Bank reports that Singapore some thirty year ago had capital income of the sum of $10,0000 , while that 
of Nigeria was $300 The world bank reports also has  it that Nigeria economic decline, especially during the last 20 years 
is illustrated by the fact that per capital income which was $1000 In 1965, had declined to $300 by 1998. 
 
           Within some 20 years, Nigeria has declined from middle to a low medium income country, and amongst the fifty 
richest countries, to one of the poorest countries of the world. One of the fundamental causes of decline in Nigeria’s 
economic fortunes has been political instability and bad governance especially in the 1990s. 
 
            Nigeria economy, according to the World Bank in 2000 was said to be burdened by the biggest external debt in 
Africa. While its dependence on oil revenue left it vulnerable to the plummeting prices of the years. In recent years, 
economic growth estimated at 2.8 per annum. In spite of the country’s immense human and natural resources, little 
economic progress has been made. 
 
            World Bank recent report also has it that two-third of the population, more than 160 million live below poverty 
line, and one-third survives on less than a dollar per a day, also more than 40% illiterate. Recent report shows that life 
expectancy is 55years, a decade below the average for developing nations, and less than half of the population has access 
to clean water, and adequate sanitation. 
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           The bad economic situation of Nigeria, no doubt contributed in so small measure, to the loss of Okonjo-Iwela in 
World Bank presidency. From the forgoing, it can be inferred that Nigeria economic woes can be blamed on leadership 
failure and mismanagement of abundant resources in the country. 
 
 

THE ROLE OF TOURISM IN NATIONAL DEVELOPMENT 
 

Tourism experts agreed over time that Nigeria’s tourism sector has the ability to boost the revenue prospect of 
the Country, if well nurtured. They say that if the potential of the sector is harnessed, revenue of the sector could even 
surpass that of the oil sector. Tourism industries in Nigeria have the potential to lessen the country’s dependence on oil 
revenue, also known as the black gold. 

 
In developing countries with artificial  resorts ,like the U.S, Britain, France, Spain, Italy and Mexico, tourism 

account for more than one of third off all export earnings from goods and services. If a man- made resorts and ports can 
be so harnessed to earn such huge foreign exchange, the economic benefits derivable from the natural resources bestowed 
on  the country will be monumental if fully tapped. Among the natural attractions are the Ogbunike cave in Anambra 
State, the lake on the top of hill at Somorika, Edo State, and at Enin Ijesha where a four hundred -foot high and seven 
floor Olumirin water fall is situated. This water fall is akin to the famous Niagara fall in the United States. There is also 
the Ikogosi Warm Spring at Ekiti State. The warm spring has a little history behind it. According to the legend, the 
villagers associated the warmth of the water with presence of powerful god. The warm spring was therefore held in such 
a great reverence by people that it was worshipped regularly. 
 

We have a list of other tourist sites, which includes, the Obudu cattle ranch, the Ogbunike cave near Onitcha, the 
Olumo rock, Mambila , Plateau, National Museum, and other museum and monuments.  Important national festivals, for 
examples the Igue Festiva, Argungu fishing festival, the mysterious Ihene lake, Owa falls, etc. 

 
Tourism is increasing vital parts of the national economy and throughout the world tourism bring money to 

cities and countries.  
 

Below are pictures of some of the aforementioned tourist sites 
 

FIGURE 1 
OLUMO ROCK 
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FIGURE 2 
MAMBILA PLATEAU 

 

 
 
 

FIGURE 3 
OBUDU CATTLE RANCH 
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FIGURE 4 
IGUE FESTIVAL IN BENIN CITY 

 

       
 

FIGURE 5 
BOAT REGATTA 

 

   
 
 

FIGURE 6 
  YANKARI WARM SPRING 
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FIGURE 7 
 YANKARI GAME RESERVE 

 

 
 
 

SUGGESTIONS AND RECOMMENDATIONS 
 

The quest for economic advancement in Nigeria cannot be possible without tourism. Tourism is an essential part 
of economic growth and sustainability. Nigeria has several advantages over countries like Kenya and South Africa, if 
only the country could harness its tourism potentials. The most vibrant part of tourism is cultural tourism. If things are 
done well or properly, our income from tourist should be two or three times above that of Kenya and South Africa. 

 
Experts and stakeholders say that success of tourism depends on sustainability and private response. They 

suggest government should continuously promote tourism sector by encouraging capacity building. They also urge the 
government to endeavor to fund tourism school to enable the country produce the man power that would make the 
country preferred tourist destination. And government can partner with private sector through the public. 
 

Most tourist sites in Nigeria have suffered wreck due to neglect and abandonment, causing the site to lose its 
beauty and relevance. For instance, the beauty bar beach in Lagos has now become a refuge and sacrificial point to 
religious worshippers who take pleasure in dumping refuge in the beach due to the fact that nobody is concerned with 
wellbeing of the tourist site, this activities is dreadful and unpleasing site to behold. 
 

Government should at least formulate laws and bodies to oversee tourist sites, and they should also try to 
rehabilitate dilapidated tourist sites so achieved or tap from the economic benefits. There is the need to develop human 
resources presently lacking or missing in most tourist sites. 
 

Stating the fact that most tourist sites in the country lack infrastructures or proper amenities is like stating a 
known truth. This lack of amenities like relaxation materials or apparatus, bars, shelters, etc. have discouraged tourist 
from visiting, most tourist sites. 
 

By this, I mean showcasing our tourist sites to people of the outside world. There are so many tourists  sites in 
Nigeria, where people can come spend their vacation, honeymoon and so on, but most people are not aware because of 
lack of publicity and marketing strategies. The idea is that, if this challenge is tackled and overcome, people outside 
could learn and know better about our beautiful site, in could lead to visitation. 
 

The image of the country cuts despicable figure abroad, and to help redeem it, there is need to encourage visitors 
to come into the country to see things for themselves, the noxious beliefs deliberately spread sustained by imperialists 
press in Europe and the continent can be shattered for good. Thus all derogatory stereotype falsely peddled about the 
country will be deflated. 
 

Nigeria government have not really taking time to formulate policies that will help change or affect the tourism 
positively, which is posing a very big threat to the sector. Some important area of tourism needing policy re-orientation 
include consultation with local Communities in the  planning process, liberal immigration regulation, regulation to 
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facilitate free tourist movement. Achieving this broad, will help boost the country purse and also reduces their over 
dependence on oil production. 

 
 

CONCLUSION 
 

         Tourism economically is the business of arranging travels or providing travelling sites. The business of 
arranging and providing site might look simple or ordinary. But it plays a very important role in boosting a nation’s 
economy and national development. Many Nations, who have explored the real importance of tourism, have used the 
sector to build and support their Country economy. The role of tourism in driving economic growth and development 
cannot be over emphasized. 
 
         Tourism is an important foreign exchange earner as a sector can provide foreign income by attaining visitors 
from across the globe which in turn lead to boost in the transport sector (air, land, and sea) hospitality sector (hotels and 
restaurants) and integration between indigenes and visitors which can help open business outlets with mutual benefits. 
These various sectors affected by tourism contributes to the cross domestic profit either through TAX, VAT, royalties, 
bills etc., the main thing is this this foreign adventurist coms into the country with their money exchange for fun and 
pleasure. 
 
        Tourism helps in reducing poverty. This is achieved by tis ability to create employment to unemployed youth. In 
the United States, it is estimated that at least about 10 (ten) million people are directly or indirectly employed in the 
tourism industry. Tourism is an increasingly vital part off the economy. Throughout the world, tourism brings money to 
cities and countries.  
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ABSTRACT 
 
  As international importance, drug trafficking represents the second component of the underground economy 
according to the force of its impact on a global level, after arms trafficking. At global level, trafficking has an upwards 
trend, the diversification being due to new members in the production and distribution circuit and we are considering 
mainly ex communist states in the process of reorganization. The article brings out the influence of the globalization 
process on drug trafficking, referring to issues which affect both the international and national frame. As regards the 
national framework, the issues discussed cover drug consumption by region, production at the local level, the prevalence 
among young people, as well as the importance of the regulatory framework in the fight against these phenomena.  
 
KEYWORDS 
Drugs, Traffic, Prevalence, Control, Regulations  
 
 

INTRODUCTION 
 

Drug traffic represents along with weapons or human traffic an activity specific to the concept of underground 
economy.   

 
The impact of international narcotics trafficking has diversified with the emergence and boost in underground 

phenomena based on globalization. In this respect, both globalization and regionalization have become factors that 
promote growth in drug trafficking, as stimulated mainly by the tendency of organized crime groups to align with these 
realities. As a result, these groups have used the implications of globalization to diversify their organized crime 
activities1, particularly through the organization of more efficient international networks. The international coordination 
of their activities was possible due to the access to certain sophisticated technological means, such as new 
communications systems, but also to the possibility to exploit interstate borders freed from their existing customs 
barriers.  

 
The phenomenon of globalization has thus contributed significantly to the initial expansion of underground 

economy and mainly of drug trafficking, given that national systems did not have the necessary capabilities to effectively 
respond for the purposes of combating them. Mainly the concept of national sovereignty, but also the attempts to 
maintain autonomy have created difficulties in the international coordination of states, which has caused an up-slope of 
criminal activity in these groups. In addition, the targeted attempts of states to combat this trend at national level have 
been hit by the inefficiency of the legislative or the failure of national legislation to adapt to the international law, as well 
as the lack of specialized bodies in these fields. This situation was encountered mainly in ex communist Eastern 
European states, where these phenomena were almost non-existent before the transition stage and where international 
crime organizations found a favorable ground for their activities. The organization of criminal activities was relatively 

                                                 
1 R dulescu D.(2007), Contemporary Global Challenges, UPG Press, Ploie ti, 2007, pg.56 
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easy in the first stages due to the emergence of corruption in society, as regulations on ways to combat underground 
economy were introduced only gradually in the absence of specialists in the field.  

 
The second situation which allowed the development of organized crime networks has been determined by the 

differences between the financial resources of these countries transitioning towards a market economy and those held by 
international crime groups. It is known that an amplification of their illegal operations occurs when there are considerable 
financial resources, which often surpass those of certain more developed states.  

 
Regarding the determinant political will for the purpose of combating underground phenomena it was noted that 

in certain transition states these forms of underground economy are in fact tacitly accepted. This acceptance is not 
reflected only at the minimum level of society but sometimes it interferes with the political sphere, the resulting amounts 
sponsoring the election campaigns of certain political parties. In addition, even some developed countries promote 
economic benefit at any cost, tolerating minimal trafficking operations or money-laundering on their territory. For 
example, in the case of drug trafficking, USA was suspected of a biased attitude towards fighting drugs with maximum 
efficiency, as they were apparently just trying to keep it to a convenient level for society, based on a financial or political 
motivation.  

 
 

METHODOLOGY 
 

The research used the representative sample method, in particular when determining the prevalence of drug use 
among young people, taking into account the characteristics of educational units (school, college etc), place of residence 
(town, city) and regions of the country. In the case of drug consumption among the general population the representative 
surveys method has been used, particularly as regards usage patterns, socio-demographic characteristics of drug users, as 
well as risk perception.  

 
 

NATIONAL FRAMEWORK OF DRUG TRAFFICKING. ROMANIA'S CASE 
 
  National Anti-Drug Agency conducted a study on practices related to the consumption of narcotic drugs for 
2011, which shows that, in respect to drug poisoning on types of regions:  

- new substances with psychoactive properties ("ethnobotanical drugs") are consumed throughout country, at 
regional level: Southeast region 23.9 %, Bucharest Ilfov 23,1 %, North-East 17.9 %, the West 9.4 %, the 
Northwest region 5.7 % and Southwest region (5.1 % );  

- amphetamines can be usually found in the South and Northwest (5.7 % ), and ecstasy in Bucharest Ilfov (66.7 
%) and South (33.3 % );  

- cannabis is consumed with priority in Northwestern regions (32,9% of the total of intoxications), Bucure ti-Ilfov 
(15,1%) and South (13,7%); 

- cocain is consumed in Bucure ti-Ilfov region (from 18,8%, to 50%), in the North-West (from 25%, to 33,3%), 
West (from 6,3%, to 8,3%) ; 

- heroin/ opiates are regularly concentrated around Bucure ti-Ilfov (71,1% of all cases) ; 
- polydrug use is especially characteristic of Bucure ti-Ilfov region (56,3%) ; 
- toxic substances are typical of the Northeast and Southeast regions (each with 50% of the cases of this type), 

acute intoxications with inhalants/ volatile substances are found in the Northwest (50%) ; 
- hallucinogens are at the basis of intoxications in all regions with ratios below 10%, but especially in Northeast 

(37,9%) and Southeast (36,4%) ; 
- unknown substances are used in 3 regions, respectively Central region (37,2%), Southwestern region (19.4 %) 

and Northwest region (18.6 % );  
- methamphetamine is used in Northwest and Southeast regions (33.3 % from the total intoxication cases), in the 

Northeast (16.7 %) and in the South (28.6 %).  
 
Statistically, across Bucharest Ilfov region the trend is a decrease in the cases of opiates consumption and an 

increase in the use of new substances with psychoactive properties ( "ethnobotanicals").  In the Northwest predominant 
are the medicinal poisonings (over 41 %), reducing the weight in cases of acute poisoning with cannabis at 1% in 2010, 
followed by an increase of 7.8 % in the year 2011, and for new substances with psychoactive properties 
("ethnobotanical") the threshold is maintained at 19.6% in 2011. In the South East there is a confirmed ascending trend in 
intoxication with new substances with psychoactive properties ("ethnobotanicals") of 59.1%, a decrease in the use of 
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unknown substances (2.6 %), as well as an increase in the poly-drug use (18.5 %).  In the West the use of unknown 
substances has decreased (from 8% in 2010 to 3% in 2011), but so did the consumption of "ethnobotanicals" (73,9 % ).  
In Central region the consumption of unknown substances dropped (from 37% in 2010 to 25,7%), together with an 
increase in the use of "ethnobotanicals" (44,9%) in 2011 and enhancing poly-drug use from 6.1% in 2010, to 12,8% in 
2011. In the South there is a predominance in medicine abuse (41,7% ), the use of "ethnobotanicals" (from 4% in 2009 to 
26% in 2010) and poly-drug use (from 10% in 2010, to 14.9% in 2011), as well as the fall in consumption of cannabis 
(from 4% in 2010 to 2.9 %).  In the South West consumption of "ethnobotanicals" had a decreasing trend (from 71% in 
2010 to 49.1 % in 2011), heroin/ opiates use reduced (from 1% in 2010, to 0% in 2011), but the poly-drug use increased 
(from 0% in 2010 to 14,5 % in 2011).  For the North-East there was a decrease in the use of "ethnobotanicals" (from 75% 
in 2010, to 34% in 2011), but also an increase in poly-drug use (14.5 % in 2011, as compared to 5.4 % in 2010).  

 
From the point of view of drug trafficking, Romania ranks high in importance as part of the Balkan Route to and 

from Western Europe. As regards trafficking in cocaine, the port of Constanta is the second point of entry for cocaine in 
Europe. It has been found that out of the entire quantity of drugs trafficked on Romanian territory only a very small part 
is intended for domestic consumption.  

 
Local production of drugs, on the other hand, is very low, with small crops of cannabis, as well as several 

clandestine laboratories. As regards cannabis, however, there has been a growth in the years 2010 and 2011 for local 
crops, from 6 crops, totaling 78 plants of cannabis, to 15 crops, totaling 897 of plants of cannabis. However, cannabis 
consumed locally mostly originates in Spain.  

 
 As a rule the production scale is reduced, but is determined by the emergence of new substances with 
psychoactive properties. As far as sales prices are concerned, at the level of 2011, an increase has been recorded only in 
the retail price in heroin trade.  
 

In respect of heroin traffic, the situation is different. Thus, Romania is located on the primary route for heroin 
access in Europe. Romania is thus considered as a component of the northern branch of the Balkan Route, but is also 
included on the route that starts in Afghanistan and is bound for the Western countries. These transport routes transit 
states like Bulgaria, Hungary, Poland, Turkmenistan, Uzbekistan, Kazakhstan, Russian Federation and Ukraine, having 
Western Europe as their final destination.  

 
Cocaine, on the other hand, is a drug originating in Bolivia that enters the country in the port city of Constanta 

and is then distributed in important cities like Bucharest, Constanta, Timisoara, Cluj Napoca, Râmnicu-Vâlcea, Deva, 
Sibiu and Brasov, etc.  

 
On synthetic drugs, like amphetamines and ecstasy, they come mainly from Holland, but also from other states 

in the Western Europe. Transport of these drugs is carried out as a rule through Romanian workers that return to their 
country.  

 
 As regards drugs seizures at national level in 2011, most of them were represented by cannabis, cannabis resin 
and heroin. Thus, the seizures of heroin amounted to: 12,191 kg heroin in drop from 88,73 % (314 seizures); 
cannabis/hashish: 269,099 kg cannabis, i.e. 251,527 kg cannabis grass/marijuana and 17,572 kg cannabis resin (1,693 
seizures); cocaine: 161,039 kg (73 seizures); amphetamine-like stimulants and derivatives: 14,916 pills and 24,348 kg of 
methamphetamine (an increase in seizures of synthetic drugs being confirmed).  
  
  With respect to the prevalence of drug use among young people we can mention that the general percentage is 
17.8% of boys and 13.8 % of girls. From all drugs, first place is cannabis and inhalants with a prevalence of 7.2 %, 
followed by SNPP with 5.3 %, tranquilizers and sedatives with 3.1 %, LSD with 2.1%, ecstasy with 2.0 %, cocaine with 
2.0 %, amphetamines with 1.7 %, heroin 1.1 %, steroids 1.1 %, hallucinogen mushrooms with 1.0% and crack with 0.9 
%.  In the case of cannabis the debut age in consumption is of 14 years, 15 years for tranquilizers and ketamine, 16 years 
in the case ecstasy and SNPP and 17 years for the amphetamines, LSD, cocaine and hallucinogen mushrooms. 
Statistically the most consumed are the pills, injection drugs being the least used, and sedatives administered without 
prescription are more used among girls.  
 

Also, a decrease in consumption of tranquilizers or sedatives from 4,1 % in 2007 to 3,1 % in 2011, but an 
increase in other types of drugs can be statistically determined. Thus, in the case of cannabis the increase is from 3.5 % to 
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7.2 % comparing 2007 with 2011, cocaine increased from 1.5% to 2 %, heroin from 0.3 % to 1.1 %, ecstasy from 1.2 % 
to 2.0 %, LSD from 1% to 2.1 %, and in the case of injection drugs from 0.7 % to 0.8 %.  

 
  The action plan2 for the implementation of the National Anti-Drug Strategy planned for 2005 - 2008 activities 
meant to reduce supply and demand, to inform and evaluate, to foster institutional coordination. The only activity carried 
out at a rate of 100 % was the one involving information and assessment, which includes conducting studies relating to 
practices and attitudes regarding the consumption of drugs, interpretation of the data in connection with application for 
treatment following consumption and the creation of the National Resource Center for Drugs. 
 
  Regarding the results, a success rate of 78,57 % was achieved in terms of reducing demand by preventing drug 
consumption in school and in the family, community prevention and medical, psychological and social care.  In the case 
of reducing supply, activities such as establishing indicators to evaluate traffic trends, achieving of a common work 
methodology or a statistical base have had a success rate of 71,42 %. Institutional coordination was the least 
implemented activity, with a success rate of 66,66 %, which includes devising a scale of common indicators for the 
institutions involved in reducing the supply, drafting a national report on drugs, the development of grids to evaluate the 
anti-drug trafficking programs and identify competent international institutions in the field.  
 
  With regard to the place occupied by Romania in world underground economy in terms of drug consumption, 
the highest value is encountered for cannabis, with a share of 8.7 % of the population between 15 and 64 years, as 
compared to 4% of global consumers (161 million people).  Second place in terms of consumption value is cocaine, with 
3.1 % of the country's population, at the global level the percentage being of 0.3 %, respectively 14 million consumers. 
Although ranked second in world consumption, with 0.4 % of world population (16 million people), heroin is number 
three in Romanian user options, representing 1.4 % of the population. Last place is held by amphetamine-like stimulants, 
with 1.2 % of the population in Romania, at the global level being record 0.6 % of consumers (26 million people), the 
consumption of ecstasy representing 2.1 % in our country, as compared to 7.9 million globally.  

 
 

THE FIGHT AGAINST DRUG TRAFFICKING. LEGISLATIVE ASPECTS. NATIONAL FRAMEWORK 
 

  Combating drug trafficking and other phenomena specific to underground economy has been carried out 
internationally through the establishment of specialized international organizations. As a result, the complex problematic 
of methodologies necessary to limit underground economy has been the subject of numerous international organizations3 
like United Nations, International Monetary Fund, the World Bank, the Organization for Economic Cooperation and 
Development, the Asia-Pacific Cooperation and Security Council, EUROPOL, FATF and non-governmental groups such 
as INTERPOL. The activity of these organizations take into account particularly the cooperation between States, 
assistance in the process of implementing legislation, organization of working groups, supporting for the civil society, 
strengthening legal rules or consultancy.  
 
   Drug trafficking, owing to its specific characteristics, has been the subject of specialized organizations such as 
the United Nations Office for Drugs and Crime (UNODC), Commission on Narcotic Drugs (CND) and International 
Council for the Control of Narcotic Drugs (INCB), INTERPOL and EUROPOL. Thus, as differentiated attributions, the 
UN Office for Drugs and Crime is involved in the research and analysis of drugs issues, as well as in formulating 
combating policies, the Commission on Narcotic Drugs4 analyzes the drug consumption at world level supervising 
international conventions on drugs, and the International Council for the Control of Narcotic Drugs5 monitors the 
effectiveness of national governments control over the substances used in the illicit production of drugs and assist them 
in their actions to prevent their transfer in the underground circuit, providing technical and financial assistance as 
necessary. In addition, the INTERPOL is involved in identifying new trends in criminal organizations acting at 
international level, and EUROPOL6 assists in eradicating drug trafficking in the Member States, endeavoring combat, 
both of production and of trafficking of cocaine, heroin, synthetic drugs and chemical precursors.  

                                                 
2The Ministry of Administration and Interior, the National Anti-drug Agency, Evaluation report 2006 on the state of 
development of activities planned for the year 2005 in the action plan in order to implement the national strategy for 
drug trafficking, in the period 2005-2006, Bucharest 2006; 
3 R dulescu D.(2007), Contemporary Global Challenges, UPG Press, Ploie ti, 2007, pg.215 
4 www.un.org; 
5 www.incb.org; 
6 www.europol.eu.int; 
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  At national level7, preventing and combating drug trafficking was originally covered by the Action Plan 
regarding the implementation of the National Anti-drug Strategy for 2005 - 2008 which provided certain activities within 
the meaning of reducing demand, such as drug prevention in school or in the family, drawing up and adopting the criteria 
and instruments for the evaluation of risk levels and protection, at the level of local communities, as well as items 
relating to medical and psychological assistance and social reinsertion. Regarding international cooperation, the 
following shall be considered: monitoring the evolution of Community legislation relating to drug trafficking, 
harmonization of national regulations with the acquis in the field, conducting joint actions with other institutions of the 
Member States of the European Union (European Monitoring Center for Drugs and Drug Addiction EMCDDA, the 
Horizontal Group on Drugs of the European Union, the Pompidou Group of the European Council in the prevention and 
control of drug consumption and the treatment of drug addicts, EUROPOL, EUROJUST, EUROCUSTOMS), exchanges 
of studies, analyzes and strategic reports.  
 
 Later on, in 2011, the reduction of supply and demand of drugs is to be found in the document called National 
Anti-drugs Strategy. The strategy, which will be implemented by means of the Action Plan for the period 2010-2012 is to 
set up an integrated system of public institutions and services for the purpose of combating drug consumption among the 
general population, a system that provides inclusively for medical, psychological and social assistance for drug 
consumers, continuing the steps started as early as 2005.  
 

In addition, at national level the National program for health care, psychological and social assistance of drug 
users for the period 2009-2012 was deployed, being involved in the detection and implementation of prevention and 
assistance in this matter.  

 
Another specific document for 2011 was the Program of measures to combat marketing and consumption of 

substances/new products with psychoactive effects that are harmful to health, which prevented the consumption of new 
substances with psychoactive effects at national level. The Program provides for the identification of the best legal 
methods (such as the common Order of the Ministry of Health, Ministry of Agriculture and rural development, Ministry 
of Administration and Interior, Ministry of Public Finances, the President of the National Sanitary - Veterinary Authority 
for Animal health and the President of the National Authority for Consumer Protection for the establishment of joint 
teams which will carry out examinations) to ban advertising and marketing of such substances, and for carrying out 
control activities at national level.  

 
As regards the arrangements for the prevention nationally (8 projects in 2011) or locally there have been 

implemented projects that have had as main objective information and raising public awareness regarding drug 
consumption, as well as implementation of some alternative activities to drug consumption.  

 
  With respect to the legal institutions involved in the fight against underground economy in Romania, their 
limitation has been carried out by means of legislative mechanisms and, in particular, through regulations upon the 
association for committing a crime, drug trafficking, smuggling, money laundering and organized crime. At the same 
time, procedural rules were laid down regarding protected witnesses, undercover investigators, informers, collaborators 
and controlled delivery.  
 
  Smuggling8, as an element of organized crime particularizes facts related to crossing over the border, at places 
other than those laid down for customs control, of goods, crossing over the border, without authorization, of weapons, 
ammunition, explosives or radioactive materials, narcotic drugs and psychotropic substances, precursors and essential 
chemical substances, products and toxic substances, the use in customs of customs documents of transport or trade, 
which relate to other goods than those provided for in customs.  

  Money laundering9 is from a legal point of view the exchange and transfer of values in order to hide or 
dissimulate the illicit origin of goods (originating in drug trafficking, failure to comply with weapons and ammunition 
regime, pimping, smuggling, blackmail, illegal confinement, fraudulent bankruptcy, trafficking in arms, trade in human 
tissues and organs, crimes committed by persons as part of associations of criminals); or in order to assist the person who 
has committed the offense from where the goods originate to circumvent the investigation, trial or execution of sentence. 

                                                 
7 The Ministry of Administration and Interior, National Anti-Drug Agency, Evaluation Report for 2006 
on the state of activities planned for the year 2005 in the Action Plan for the implementation of the 
National Anti-Drug Strategy in the period 2005-2006, Bucharest 2006  
8 Law No. 141/1997 concerning Romania's Customs Code; 
9 Law no.656/2002 on the prevention and sanctioning of money laundering; 
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  Criminal Code introduces, for the purposes of combating trafficking phenomena10, the institution of protected 
witness, the undercover investigator, police informer and collaborator. As an example, the protected witness is the person 
who has knowledge of committing crimes and benefits from being included,11 together with his family, in a witness 
protection program. The organizers or leaders of a group or criminal organization may also be included in this program 
when they are willing to testify about the activity of the group/ organization.  
 
  Undercover investigators12, on the other hand, have been introduced into legislation, mainly to combat 
trafficking and consumption of drugs, to discover facts of crime, identify methods and obtain evidence in situations 
where there is sufficient reason to believe a crime has been committed or is about to be committed. Informers may be 
used when there is evidence that a crime has been committed or that a serious criminal offense is in preparation and 
which may not be discovered or the wrong doers cannot be identified by any other means.  
 
  Sources can procure drugs, essential chemicals and precursors, with the purpose to detect criminal activities and 
identify persons involved in such activities. To fight underground economy, the Prosecutor's Office of the High Court of 
Cassation and Justice may authorize supervised deliveries, with or without total substitution of drugs and precursors.  
 
  Initially, as a mechanism necessary for specific training of institutions combating these phenomena, association 
for committing crimes has been regulated and subsequently, the phenomenon of organized crime was covered in detail13.  
 
  In parallel, normative acts with regard to drug trafficking, smuggling and money laundering have been enacted.  
 

Under this aspect, in 2011 have been enacted14 as special normative acts Law no. 38 of 28 March 2011 on the 
organization and functioning of the Ministry of Administration and Interior referring to the role of National Anti-drug 
Agency as autonomous institution, Government Decision no. 461 of 11.05.2008 on the organization and operation of 
National Anti-drug Agency as institution of design, coordination, evaluation and monitoring, at national level, of policies 
in the field of prevention and fighting illicit drug trafficking, as well as integrated support for consumers, Law No 194 of 
11.11. 2009 on combating operations with products which are likely to have psychoactive effects, that lays down the 
framework applicable to preparations, substances, plants, fungi or combinations thereof which are likely to have 
psychoactive effects, similar to drugs, as well as the measures for the prevention, control and fight of drug consumption.  

 
  In relation to the total number of cases investigated by DIICOT, in 2011 it amounted to 4,087, an increase by 
21,64 % as compared to 2010; of these, 436 causes have been referred to court for further trial. Most cases have been 
solved in Bucharest, respectively 61,76 % (2,524 cases) out of the total of those settled at national level, followed by Cluj 
with 4.7 % (192 cases), Constanta with 4.55 % (186 cases) and Ploiesti with 3,77 % (154 cases), Iasi (123 cases), Bacau 
(115 cases) and Suceava (71 cases).  
 

Prison sentences enforced on adults for crimes linked to drug trafficking oscillated between imprisonment from 
1 to 5 years (in a proportion of 56,46 % of the total sentenced persons) and imprisonment between 5 and 10 years (26,32 
% of the sentenced adults).  Regards the non-custodial sanctions applied by courts, 2011 saw an increase of 53,4 % for 
this number.  
  
 

CONCLUSION 
 
The increased intensity and degree of sophistication of international crime threatens to affect people's safety 

globally. Moreover, this trend has hindered member state in their social, economic and cultural development, from the 
point of view of an enlargement in the area of organized crime operations, from drug trafficking to money laundering or 
human trafficking. The United Nations has been involved in supporting member states in developing standards for an 

                                                 
10 Damian Miclea (2004), Combating organized crime, The Ministry of Administration and Interior Press; 
11 Law no. 682/2002, concerning witness protection; 
12 Law no. 678/2001 on the prevention and combating of human trafficking and Law no. 39/2003 on the  
fight against organized crime; 
13 Law no. 39/2003 on the fight against organized crime; 
14 The Ministry of Administration and Interior, National Anti-drug Agency, National report on the situation of drugs 
2012, Bucharest, 2012, pp.10. 
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efficient and fair justice system from as early as 1950, but the main successful way in the fight against crime is 
represented by international cooperation. Cooperation among states became necessary to combat traffic phenomena 
especially because globalization has created an environment in which drugs, crime and terrorism could too easily 
transcend borders, therefore welfare obtained by opening borders for trade was followed by a real threat to global 
security. It has been shown that new communications systems and advanced technology in particular have reduced 
distances between states, opened borders and created unimaginable opportunities for the evolution of underground 
economy phenomena and, by default, drug trafficking.  

 
International crime groups have come to meet globalization through the organization of international 

sophisticated networks; the Global Program against Transnational Criminal Organizations15 showing latest development 
trends thereof, with particular emphasis on their destructive potential at the global level is looking for the most effective 
preventive methods for the purposes of combating these phenomena.  

 
At national level, it has been determined that routes of drug trafficking have not changed substantially during 

2001- 2011. Also the methods of drug transportation remained the same, considering heroin from Afghanistan is now 
trafficked on a route transiting the Russian Federation and Ukraine.  

 
However, heroine, trafficked via the new route of transport is not the most consumed drug in Romania, the 

statistics showing that the largest consumption is recorded in the case cannabis. After cannabis, heroin is the most 
commonly used drug followed by amphetamine-like metabolites and opium. However, Romania maintains its status as 
non-manufacturing country, as most drugs seized originated from traffic networks, including as a rule small quantities 
from street traffic.  

 
Statistically, it was found that, in the case of all illicit drugs, Romania is located below the European average, 

this state being placed among the last 10 European countries, in terms of consumption prevalence. The largest increase in 
drug consumption has been identified in the case of cannabis/ hashish consumption, inhalant substances and 
amphetamines. As regards the amphetamines (SNPP) it has been determined that these substances are the most consumed 
drugs among 16 year-old students16, followed by cannabis/hashish and inhalant substances, young people stating that 
they have started taking SNPP drugs around the age of 13 years. No differences between boys and girls were recorded in 
relation to the prevalence of drug consumption and in particular regarding cannabis/hashish consumption. A decline has 
been found in the use of heroin and opiates, but also in the weighting of cases caused by cannabis (from 3.2 % in 2010 to 
2,9 % in 2011), methamphetamine (from 0.4% in 2010 to 0.2% in 2011) and ecstasy (from 0.3% in 2010, to 71% in 
2011).  

As for ways of consumption, there has been a growth in injection drug use (from 3,1 % in 2010 to 8,6 % in 
2011), but also in snorting these substances (1.5 % in 2010, to 5.5 % in 2011).  

 
We note that with regards to the consumer prices of drugs, retail price has remained relatively constant in 2011 

as compared with prices recorded during previous years. In contrast, the wholesale price has been kept stable for most 
trafficked drugs, a significant change being recorded only in the case of heroin where a significant increase was 
identified. On the other hand these fluctuations in price between wholesale and retail have been explained by the decrease 
in drug purity on the street.  

 
As regards the deaths caused by drug consumption, their causes changes in time while maintaining the 

proportion of previous years. As a novelty the average age of death due to aging users increased, as well as the initiation 
age for older consumers as compared to previous years.  

 
As regards seizures, the largest quantity seized was of cannabis, and the smallest of opium. This fact is 

determined by the possibility of locally cultivating cannabis, quoting a statistical increase in the number of permanent 
crops, which allowed for a greater number of seizures.  

 
Limiting crime has been carried out at national level, as a rule, by means of legislative measures. In this respect, 

we consider returning to the initial institutional status of the National Antidrug Agency, setting its powers, as well as 

                                                 
15 www.un.org; 
16 The Ministry of Administration and Interior, National Anti-drug Agency, National report on the situation of drugs 
2012, Bucharest, 2012, pp.20; 
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adopting new specific tools. As a result, school interventions in psychological or family crisis situations have already 
been enhanced; this action was correlated to identifying the students presenting risk factors for drug use.  

 
As regards cooperation with international institutions, results have been analyzed for the national and local 

projects for drug prevention in family, placing emphasis on the situation of vulnerable families by making an attempt to 
reduce individual and social risk factors. We have to take into consideration the implementation of projects17 nationally, 
such as "UNCENSORED" (UNPLUGGED) of the National Anti-drug Agency in partnership with the Ministry of 
Education which is aimed at preventing drug consumption in schools; the project "FAMILY TRAINING IN 
EDUCATIONAL SKILLS RELATING TO THE PREVENTION OF TOBACCO, ALCOHOL AND DRUG 
CONSUMPTION" that is aimed at families; as well as the project "MY ANTI-DRUG MESSAGE" belonging to the 
National Anti-drug Agency for the purpose of preventing drug consumption through pupils' and students' involvement in 
extra-curricular cultural activities or sporting events. Also, projects have been implemented locally for the purpose of 
preventing consumption, such as the pilot project "PREVENTION CARAVAN", implemented by the Center for the 
Prevention, Evaluation and Anti-drug Counseling in Caras-Severin, aiming to inform teenagers and young people with 
regard to the need to prevent consumption of drugs, as well as its possible health consequences, and of the project 
"Prevention and Addiction Counselling within Cluj community", organized by Preventis Association and the Christian 
Aid Foundation Cluj, aiming to prevent onset and reducing the consumption of "ethnobotanicals" in students in transition 
from elementary to high school.  

 
Implementation of these projects has been carried out inclusively with the involvement of civil society, namely 

by its contribution to the projects implemented by non-governmental organizations, religious denominations, employers' 
associations and trade unions.  
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ABSTRACT 
 

The purpose of this study was to verify the relationships between personality traits and tourist behaviors in 
tourism. For the study, we used a famed Myers-Briggs personality test. Myers-Briggs type indicator (MBTI) has been 
widely used to differentiate personality types but not much employed in tourism study to explain tourist behaviors. So 
this study was to identify the relationship among people’s personality types, tourism destinations and tourist behaviors 
that they preferred. Data for this study were collected 145 young people who took MBTI test from 23th November to 11th 
December 2015. The main results were as follows. First, the relationships of personality traits and tourist behaviors 
showed significant differences in the EI (Extraversion-Introversion) and JP (Judging-Perceiving) index. E types preferred 
tourism destination for events and shopping. On the contrary, I types preferred to rest than to enjoy in tourism 
destination. J types preferred to package tour, while P types preferred free travel. Second, the relationships of personality 
traits and tourist behaviors did not show significant differences in the SN (Sensing-iNtuition) and TF (Thinking-Feeling) 
index. Third, the results showed statistically significant differences among the four personality types (IJ, IP, EP, EJ) in 
terms of tourist motivation and tourist behavior such as a travel motivation, main travel activity and so on. Finally, the 
results indicated that MBTI personality types were only associated with the styles of tourist behaviors in tourism. Then 
people acted differently by the personality types when they make a decision to travel and while they travel.  
 
KEYWORDS 
MBTI (Myers-Briggs Type Indicator), Tourist Behavior 
 
 

INTRODUCTION 
 

In the competitive marketplace of tourism, an efficient and effective marketing strategy that attracts new visitors 
while maintaining (revisiting) current tourists is one of the key factors for success. Accordingly, a number of studies have 
been conducted to examine the behavior of tourists (Kim, Kim, and Goh, 2011). Recent years have seen a growth of 
interest in the relations between travel behavior and individual characteristics such as the personality, lifestyle and values. 
Specifically, the question of characteristic differences in travel behaviors has drawn considerable attention. There is 
growing evidence that individual travel behavior is influenced by his or her personality like a hair or fashion style, 
lifestyle patterns and so on. Past studies have indicated that the human personality is related to marketing communication 
(Leung, & Law, 2010). Then, a recent study on personality traits in hospitality and tourism recognizes the important role 
of personality with regard to satisfaction and loyalty (Kim, Suh, & Eves, 2010). In the field of tourism, it is important to 
comprehend the presence and/or absence of permanent behavior related to specific destinations and the connection 
between these personality traits and the emotions of tourists (Berno &Ward, 2005). The Myers-Briggs Type Indicator 
(MBTI) has been widely used in the field of psychology such as interpersonal relations, communication, and decision 
making (Rodriguez et al., 2013). The MBTI is a self-report test to determine the tendency of individual preference. 
Several studies have also related MBTI types with tourism destinations and tourist behaviors (McGuiggan & Foo, 2004). 
MBTI has been widely used to differentiate personality type but not much employed in tourism study to explain tourist 
behavior (Ryu & Kim, 2011). Studies that focused on the relationship between tourism and personality types are still 
lacking. Therefore, this study opted to take this perspective in understanding the travel-related activities. In this sense, the 
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study recognizes that in fact the ultimate objective of destination marketing, with the support of the tourism psychology 
is to select activity programs and contents in order to capture the tourists. Thus, the study proposes a theoretical and 
practical useful framework to guide research and practice. 
 
 

LITERATURE REVIEW 
 

The Myers-Briggs type indicator (MBTI) was developed by Isabel Myers and Katherine Briggs (Myers & 
Myers, 1980). The questionnaire has 93 items for measuring people’s personality. MBTI consists of four biopolar index: 
Extraversion (E) versus Introversion (I), Sensing (S) versus Intuition (N), Thinking (T) versus Feeling (F), Judging (J) 
versus Perceiving (P). The first index of preferences indicates differences in the way people orient their energy. E types 
focus on the outside world. They feel comfortable sharing and talking with others. They gain their energy from working 
with group. I types focus on the inner world. They feel comfortable working quietly on their own. They drain their 
energy from group interaction. The second index of preferences indicates differences in the way people seek information. 
S types get the information based on facts and details. N types get the information based on intuition and speculations. 
The third index indicates differences in the way people make decision. T type’s decisions are made by using principles 
and policy. F type’s decisions are made by values, harmony and sympathy. The fourth indicates differences in orientation 
to the world. J types are outcome-oriented. They have a preference for planning and organizing. P types are process-
oriented, flexible. They make decisions slowly (Cohen et al., 2013; Rodriguez et al., 2013; Vincent et al., 2013). As 
described above, personality types was classified by four biopolar index (E-I, S-N, T-J, J-P). Additional it was classified 
by attitude index (IJ, IP, EP, EJ). Like this, personality is representative of the subjects with regard to all aspects of their 
individuality. Human activities and types of behavior are consistent with specific traits of personality (Servidio, 2015). 
Now as regards human personality, it has been said that continuous change in the tourism sector, competition among 
destinations and products, and tourists' motivations for choosing a holiday destination underline the importance of 
examining how personality traits can influence consumer behavior in tourism (Hosany, Ekinci, & Uysal, 2007; Jani, 
2014; Jani, Jang, & Hwang, 2013).  
 
 

METHODOLOGY 
 

The purpose of this study is to verify the relationships between people’s personality types by MBTI and tourist 
behaviors. To measure the differences of tourist behaviors by MBTI personality types, the questionnaire was designed 
based on a review of the literature and on an examination of the specific characteristics of personality types. The 
questionnaire consists of three parts. Part 1 measures MBTI personality test with 93 items. To measure the people’s 
personality this study used a Korean translated version of Myers-Briggs Type Indicator (MBTI). Part 2 uses 17 items to 
measure tourist behaviors. Finally, Part 3 reports demographic information with 6 items including age, gender, 
occupation and monthly income. All items measured on a categorical scale and open-ended questions. The self-
administered method was used for the main data collection that requires respondents to personally complete the 
questionnaire by deploying the questionnaire through the researchers. These had sufficiently understood the subject 
matter of the study to the respondents. The entire survey was conducted in Korean by the authors of this paper majoring 
in educational psychology and tourism management. The survey was conducted from November to December 2015 and 
it took about 15 minutes per person for answering a questionnaire. Out of 150 surveys collected, 145 were statistically 
analyzed after excluding 5 that appeared to be unsuitable for analysis. Collected data were analyzed to obtain the 
relationships between personality traits and travel-related activities using the statistics packages program SPSS 19.0. 
Frequency analysis and cross analysis were conducted to test the proposed hypotheses. The research is tested the 
hypotheses as follows. 
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RESULTS 
 
Characteristics of Samples 
 

Respondents’ demographic characteristics are shown in Table 1. Of the 145 respondents, 53.8% were male and 
46.2% were female. Their ages ranged from teens to 40s and below, and 94.5% were aged between 20 and 29. A majority 
of the respondents were undergraduate (97.9%) and 18.6% indicated their household income to be less than 1,000,000 
(KRW). Most of the respondents were students (95.8%) and 68.2% of the sample lived in Gyeongsang Province. 
 

TABLE 1 
THE RESPONDENTS’ DEMOGRAPHIC CHARACTERISTICS 

 
Items Frequency % 

Gender 
Male 78 53.8 
Female 67 46.2 

Age 

10 - 19 5 3.4 
20 - 29 137 94.5 
30 – 39 2 1.4 
40 years and older 1 0.7 

Education 
Undergraduate 142 97.9 
Post graduate 3 2.1 

Monthly household income 
(KRW, the monetary unit of 

Korea) 

Less than 1,000,000 27 18.6 
1,000,000 – 1,990,000 5 3.4 
2,000,000 – 2,990,000 11 7.6 
3,000,000 – 3,990,000 11 7.6 
Over 4,000,000 21 14.5 
No answer 70 48.3 

Occupation 
Professions 4 2.8 
Owner-operator (self-employed) 2 1.4 
Student 139 95.8 

Residential area 

Seoul 6 4.1 
Gyeonggi Province 2 1.4 
Chungcheong Province 4 2.8 
Gyeongsang Province 99 68.2 
Jeolla Province 1 0.7 
Others 33 22.8 
Total 145 100 

 
Table 2 shows the respondents’ travel-related behaviors. Specifically, types of tourism products were free travel 

with some people (36.6%), free travel by oneself (25.5%), package tour with some people (23.4%) and package tour by 
oneself (14.5%). 44% of the respondents selected activities related amusement and entertainment as a main tourism 
motivation. And most respondents preferred enjoyable experiences (48.3%) among tourism activities. Finally, tourism 
activity for natural landscape and scenery among detailed tourism activities has the highest ratio with 26.9%.  
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TABLE 2 
THE RESPONDENTS’ CHARACTERISTICS RELATED TOURIST BEHAVIORS 

 
Items Frequency % 

Types of tourism products 

Package tour (alone) 21 14.5 
Package tour (with some people) 34 23.4 
Free travel (with some people) 53 36.6 

Free travel (alone) 37 25.5 

Main tourism motivation 

Educational / Learning 24 16.6 
Rest / Relaxation 42 29.0 

Amusement / Entertainment 64 44.0 
Health / Sports 11 7.6 

Others 4 2.8 

Preferred tourism activities 

Attractions / Spectacles 37 25.5 
Food 29 20.0 

Enjoyable experiences 70 48.3 
Shopping 7 4.8 

Accommodations 2 1.4 

Preferred tourism activities 
(in detail) 

Historical and culture 14 9.7 
Natural environment 
(landscape, scenery) 39 26.9 

Event / Festival 35 24.1 
Shopping / Theme park  
(man-made attractions) 23 15.9 

Recreation / Sports 16 11.0 
Casino / Entertainment 3 2.1 

Food 14 9.7 
Others 1 0.6 

Total 145 100 
 

The results of the MBTI personality test showed that there are four types of IJ (Introversion - Judging) 16.6%, 
IP (Introversion - Perceiving) 26.9%, EP (Extraversion – Perceiving) 32.4% and EJ (Extraversion - Judging) 24.1%. 
 

TABLE 3 
MBTI PERSONALITY TYPES 

 
Classification Frequency % 

IJ (Introversion - Judging) 24 16.6 
IP (Introversion - Perceiving) 39 26.9 
EP (Extraversion - Perceiving) 47 32.4 

EJ (Extraversion - Judging) 35 24.1 
Total 145 100 

 
 
The relationships between MBTI personality types and tourist behaviors 
 

Chi square tests were conducted to examine whether there were significant relationships between MBTI 
personality types and tourist behaviors. There were statistically significant differences of the personality types in tourist 
behaviors such as styles to travel, main tourism motivations, and preferred tourism activities. The types of tourist product 
showed significant differences in the personality types ( ² = 303.460, p = .000). These results mean that people who have 
extraverted personality type (EP and EJ) were more likely to travel with some people. I types (IJ and IP) were more likely 
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to travel alone. Also, these results showed that people who had Judging personality types (IJ and EJ) preferred to package 
travel. On the other hand, P types (IP and EP) were more likely to prefer free travel (see Table 4). 

 
TABLE 4 

CROSS ANALYSIS OF MBTI PERSONALITY TYPES AND TOURISM PRODUCTS 
 

 
Types of tourism products 

²(p) Package tour 
(alone) 

Package tour 
(with someone) 

Free travel 
(with someone) 

Free travel 
(alone) Total 

IJ 20(83.3%) 2(8.3%) 2(8.3%) 0(.0%) 24(100.0%) 

303.460 
(.000)** 

IP 0(.0%) 1(2.6%) 6(15.4%) 32(82.1%) 39(100.0%) 
EP 0(.0%) 0(.0%) 43(91.5%) 4(8.5%) 47(100.0%) 
EJ 1(2.9%) 31(88.6%) 2(5.7%) 1(2.9%) 35(100.0%) 

Total 21(14.5%) 34(23.4%) 53(36.6%) 37(25.5%) 145(100.0%) 
* p < .05, ** p < .01 

 
The results of main tourism motivations showed significant differences in the personality types ( ² = 116.964, p 

= .000). These results mean that people who have extraverted personality type (EP and EJ) were more likely to use 
amusement and entertainment facilities in tourism. I types (IJ and IP) were more likely to rest and relax while they travel 
(see Table 5). 
 

TABLE 5 
CROSS ANALYSIS OF MBTI PERSONALITY TYPES AND MAIN TOURISM MOTIVATION 
 

 
Main tourism motivation 

²(p) Educational / 
Learning 

Rest / 
Relaxation 

Amusement / 
Entertainment 

Health / 
Sports Others Total 

IJ 6(25.0%) 17(70.8%) 1(4.2%) 0(.0%) 0(.0%) 24(100.0%) 

116.964 
(.000) ** 

IP 15(38.5%) 21(53.8%) 2(5.1%) 0(.0%) 1(2.6%) 39(100.0%) 
EP 1(2.1%) 3(6.4%) 38(80.9%) 3(6.4%) 2(4.3%) 47(100.0%) 
EJ 2(5.7%) 1(2.9%) 23(65.7%) 8(22.9%) 1(2.9%) 35(100.0%) 

Total 24(16.6%) 42(29.0%) 64(44.1%) 11(7.6%) 4(2.8%) 145(100.0%) 
* p < .05, ** p < .01 
 
The results of preferred tourism activities showed significant differences in the personality types ( ² = 90.192, p 

= .000). These results mean that people who have extraverted personality type (EP and EJ) were more likely to 
experience with pleasure and enjoyment. I types (IJ and IP) were more likely to see or eat some attractions and food in 
tourism (see Table 6). 

 
TABLE 6 

CROSS ANALYSIS OF MBTI PERSONALITY TYPES AND PREFERRED TOURISM ACTIVITIES 
 

 
Preferred tourism activities 

²(p) 
Attractions Food Enjoyable Shopping Accommodations Total 

IJ 16(66.7%) 4(16.7%) 0(.0%) 4(16.7%) 0(.0%) 24(100.0%) 

90.192 
(.000) ** 

IP 13(33.3%) 18(46.2%) 6(15.4%) 1(2.6%) 1(2.6%) 39(100.0%) 
EP 4(8.5%) 5(10.6%) 35(74.5%) 2(4.3%) 1(2.1%) 47(100.0%) 
EJ 4(11.4%) 2(5.7%) 29(82.9%) 0(.0%) 0(.0%) 35(100.0%) 

Total 37(25.5%) 29(20.0%) 70(48.3%) 7(4.8%) 2(1.4%) 145(100.0%) 
* p < .05, ** p < .01 

 
Finally, the results of detailed tourism activities showed significant differences in the personality types ( ² = 

130.252, p = .000). These results mean that people who have extraverted personality type (EP and EJ) were more likely 
to participate in events and festivals. I types (IJ and IP) were more likely to look around natural environment (see Table 
7). 
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TABLE 7 
CROSS ANALYSIS OF MBTI PERSONALITY TYPES AND DETAILED TOURISM ACTIVITIES 

 

 
Detailed tourism activities 

²(p) 
Culture Nature Event/ 

Festival 
Man-
made 

Recreat
ion 

Enterta
inment Food Others Total 

IJ 4 
(16.7%) 

15 
(62.5%) 

0 
(.0%) 

0 
(.0%) 

0 
(.0%) 

0 
(.0%) 

5 
(20.8%) 

0 
(.0%) 

24 
(100.0%) 

130.252 
(.000) ** 

IP 8 
(20.5%) 

23 
(59.0%) 

0 
(.0%) 

1 
(2.6%) 

0 
(.0%) 

0 
(.0%) 

7 
(17.9%) 

0 
(.0%) 

39 
(100.0%) 

EP 1 
(2.1%) 

0 
(.0%) 

21 
(44.7%) 

11 
(23.4%) 

11 
(23.4%) 

1 
(2.1%) 

2 
(4.3%) 

0 
(.0%) 

47 
(100.0%) 

EJ 1 
(2.9%) 

1 
(2.9%) 

14 
(40.0%) 

11 
(31.4%) 

5 
(14.3%) 

2 
(5.7%) 

0 
(.0%) 

1 
(2.9%) 

35 
(100.0%) 

Total 14 
9.7(%) 

39 
(26.9%) 

35 
(24.1%) 

23 
(15.9%) 

16 
(11.0%) 

3 
(2.1%) 

14 
(9.7%) 

1 
(0.7%) 

145 
(100.0%) 

* p < .05, ** p < .01 
 

 
CONCLUSION 

 
This study tried to elucidate the influence of personality traits within the travel and tourism context. The purpose 

of this study is to extend the research on characteristic differences in travel patterns by examining in depth, the 
interrelationship of travel-related activities. This paper proposes a new approach to modeling travel behavior with 
people’s personality. The most significant contribution of this study is a theoretical understanding with empirical results. 
The present study provided a model which was constructed based on the theory of previous studies to explain travel 
behaviors. This study was to identify differences of tourist motivation and destination preference among three different 
MBTI personality types (i.e., IJ, IP, EP, EJ).  

 
The results showed statistically significant differences among the personality types in terms of styles to travel, 

main tourism motivations and preferred tourism activities. First, people of EP or EJ personality types tend to travel with 
some people, whereas people of IJ or IP were more likely to travel alone. IJ or EJ personality types tend to prefer package 
tour. On the other hand, people of IP or EP were more likely to prefer free travel. In preferred tourism activities, people 
of EP or EJ were more likely to use amusement and entertainment facilities. However, people of IJ or IP were more 
likely to rest and relax while they travel. And E types (EP and EJ) were more likely to experience with pleasure and 
enjoyment. People of IJ or IP were more likely to see or eat some attractions and food in tourism. Finally, EP or EJ types 
were more likely to participate in events and festivals. I types (IJ and IP) were more likely to look around natural 
environment. 

 
We found that people’s personality plays an important role in tourist behaviors such as tourism motivation, 

tourism activities and so on. The results of this study are expected to be used as a basis for tourism marketing strategy 
development and operation. The implications will be very useful for tourism destination organizers as well as destination 
marketing organizations. Tourism marketers could benefit from understanding the importance of the role of personality 
traits in communicating with their customers and their needs. It may be possible to predict the positions and types of each 
tourist destinations. 

 
Although the study discovered insightful results and provided theoretic and practical contributions, it is not free 

from limitations. There is the limitation of objectivity in the composition of the sample consisting only of young 
generation not all. In future research, there is a need to examine the perspective of all generations. Second, as the 
temporal range of this study was a cross-section at a certain point-in-time, effort is needed for a generalization through a 
longitudinal study considering seasons and times by complementing this study. Directions of future research must be 
towards strengthening generalizations. 
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Thailand Management Association (Thailand)
Thailand Management Association (TMA) is a highly professional body of managers and executives, 
from all branches of business in Thailand who are dedicated to seeking and transferring 
knowledge through the exchange of the latest information on advanced managerial principles and 
practices in various fields. This exchange is considered as a contribution from the business sector 
to the efficient and productive utilization of human and material resources, which contributes 
ultimately to the well-being of the nation. This led to the establishment of the Thailand 
Management Association.

University of Greenwich (United Kingdom)
The University of Greenwich is a British university with campuses in south-east London and north 
Kent. These include the Greenwich Campus, located in the grounds of the Old Royal Naval College 
in the Royal Borough of Greenwich, London, England. It is the largest university in London by 
student numbers and the greenest in the UK as assessed by The People & Planet Green League. 
The university’s wide range of subjects includes architecture, business, computing, education, 
engineering, humanities, natural sciences, pharmacy and social sciences. It has a strong research 
focus and well-established links to the scientific community.

University of Cyprus (Cyprus)
The University of Cyprus was established in 1989 and admitted its first students in 1992. It was 
founded in response to the growing intellectual needs of the Cypriot people, and is well placed to 
fulfill several aspirations of the country. The University is a vigorous community of scholars engaged 
in the generation and diffusion of knowledge. Despite its brief history, the University of Cyprus has 
earned the appreciation of Cypriot society. Admission for the majority of undergraduate students 
is by entrance examinations organized by the Ministry of Education and Culture of the Republic of 
Cyprus.

Cairo University (Egypt)
Cairo University is Egypt's premier public university with its main campus in Giza, immediately 
across the Nile from Cairo. It was founded on 21 December 1908; however, after being originally 
housed in various parts of Cairo, its faculties, beginning with the Faculty of Arts, were established 
on its current main campus in Giza in October 1929. It is the second oldest institution of higher 
education in Egypt after Al Azhar University, notwithstanding the pre-existing higher professional 
schools that later became constituent colleges of the university. It was originally founded and 
funded as the Egyptian University by a committee of private citizens with royal patronage in 1908 
and became a state institution under King Fuad I in 1925. In 1940, four years following his death, 
the University was renamed King Fuad I University in his honor. It was renamed a second time after 
the Free Officer’s Coup of 1952. The University currently enrolls approximately 155,000 students 
in 22 faculties. It counts three Nobel Laureates among its graduates and is one of the 50 largest 
institutions of higher education in the world by enrollment.
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