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DATA MINING AND TACTICS FOR SUSTAINING BUSINESS 

DEVELOPMENT 

DR. KEN W. LI1 

ABSTRACT 

Technology has offered various approaches to facilitate analysis of statistical data, such as 

visual statistical analysis system and data mining.  The underlying philosophy of the data 

analysis empowers data analysts to concentrate on statistical thinking and leave the 

computational burden to computers.  The former offers interactive graphical interface and the 

latter provides various tools to disclose patterns of big data so as to build models for credit 

scoring, customer relationship management, consumer behaviour and so on.  However, both 

are sometimes over-emphasized in the development of the models without justifying statistical 

results in line with the content, context and historical background of business data.  For 

example, Traditional Chinese Medicine companies and Hong Kong-style Café have long 

history and culture in Hong Kong linking with stakeholders in their business.  So, the models 

which have been developed merely by data mining tools may not be reliable or practical to 

address non-statistical questions inherent in business problems. As such, the author attempts to 

develop tactics for sustaining business development of Hong Kong-style Café beyond using 

data mining but incorporating marketing strategies. 

Key Words: SWOT analysis, object value system, Hong Kong-style café, statistical 

methodology 

INTRODUCTION 

Hong Kong was under great influence of Western culture; Hong Kong-style Café is an 

example.  The cafés offer western food packaged in Hong Kong style, such as egg custard tarts, 

pineapple buns, pantyhose tea (brewed in pantyhose instead of traditional tea sock), yin-yang 

(a mix of coffee and tea) at affordable prices; therefore, working class go there for meals.  In 

addition, the cafés are located in busy areas, which is again good for people to have chitchat 

with their friends.  Hong Kong-style Cafés have long history and culture in Hong Kong.  Some 

of the cafés could not sustain their business and closed down eventually but some are constantly 

expanding their business.  To understand these two extreme business situations, it is quite 

common to adopt data mining approach.  But, data mining may not provide practical and 

exhaustive solution to non-statistical questions that are inherent in business problems, 

especially without taking into account of the history of café and culture in Hong Kong linking 

with stakeholders in the café business.  As such, this paper attempts to develop tactics for 

sustaining business development of Hong Kong-style Café beyond using data mining. 

STATISTICAL METHODOLOGY 

Data Collection and Data Validation 

A questionnaire-based survey on public perceptions of Hong Kong-style Café was reported by 

Ching and Chung (2011).  The survey was conducted by interviewing people on the streets 

near bus stops or train stations in Hong Kong.  Through a personal interview approach, it was 

feasible to elaborate difficult and in-depth questions, to achieve a higher response rate and to 

                                                 
1 Dr. Ken W. Li, B.Sc., Pg.Dip.Ed., M.Des., M.Sc., Ph.D., Lecturer, Department of Information Technology, Hong Kong 

Institute of Vocational Education (Tsing Yi), 20 Tsing Yi Road, Tsing Yi Island, New Territories, Hong Kong. Email: kenli@ 

vtc.edu.hk. The paper is written on the basis of statistical results in the final year of report of H.L Ching and W.M. Chung 

(2011) under the authorôs supervision, with extended writings, such as implications of statistical results, SWOT analysis, and 

business tactics. 
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facilitate communication between an interviewer and interviewees in order to gather more 

accurate and genuine responses given by interviewees. 

The survey data was inputted into computers and was checked to ensure the data was 

properly and correctly inputted.  The data was finally validated and no missing data, 

meaningless data range, data inconsistency or undefined data codes were found.   

Exploratory  Data Analysis 

According to the research report (Ching and Chung, 2011), out of 333 survey respondents, 56% 

were males and 34% were females, respectively.  Most of the respondents were from working 

class.  More than 70% of the respondents were below the age of 40.  About 16%, 18%, 22% 

24%, 12%, 3%, and 5% dined at Hong Kong-style cafés for 0, 1, 2-3, 4-5, 6-7, 8-9, and 10 

times or more each week.  About one-third of the respondents dined at the café for once per 

week or less because they mostly found cafés dirty and inconvenient relating to service hours 

and caf®ôs location, poor services, expensive and disgusting food and/or limited choices of 

food.  Apart from these reasons, they preferred dining at Chinese, Western, Japanese, 

Vietnamese or Thai restaurants because they found the food hygienic and of good taste there 

as well as better restaurant services and good environment. 

On the other hand, 219 (66%) of the respondents dined at the cafés more frequently, 

i.e., twice or more per week because the cafés were at convenient location, and provided long 

service hours, speedy services, inexpensive and delicious food, and/or a variety of food.  In 

addition, they were under peer pressure and were attracted by café advertisement. Evidently, 

there was a great contrast in the reasons for not or seldom dining at Hong Kong-style Café.  

Among the 219 frequent café diners, about 22%, 48%, 24%, 14%, and 9% had breakfast, lunch, 

afternoon tea, dinner and midnight snack, respectively. About 17%, 63%, and 20% spent $25 

or below, $26-$35, and $36-$45 respectively.  Their most favorite drinks are lemon drinks (i.e., 

lemon was added to tea, water, Ribena or Coke), pantyhose tea, coffee, Ovaltine, yin-yang, soft 

drinks, chocolate, red bean ice, Horlicks, watercress honey drink, with 23.3%, 22.8%, 10.5%, 

8.7%, 8.2%, 6.9%, 5.9%, 5.5%, 5.0%, and 3.2%, respectively.  Their most favorite dishes are 

rice (fried rice, baked rice or steamed rice); noodle (fried noodle, baked noodle, instant noodle 

or noodle with soup); pasta (spaghetti and macaroni), and others (i.e., bread, congee and 

snacks) with 42%, 32.4%, 14.6%, and 11%, respectively.  When they were asked to give 

satisfaction ratings:  from 1 to 5 (1 for very dissatisfied, 2 for dissatisfied, 3 for neutral, 4 for 

satisfied and 5 for very satisfied) to items relating to food and café, they gave 3.8, 3.7, 3.7, 3.5, 

3.3, 3.4, and 3.4 to the efficiency of processing food order, the food quality, the food taste, the 

food hygiene, the food price, the café hygiene, and the café services respectively.  

The frequent café diners were also asked to choose the most favorite eatery for dining, 

assuming that the food prices were more or less the same.  About 24%, 21%, 14%, 13%, 11%, 

10%, 5%, and 2% of them chose Western fast food chain, Hong Kong-style café, Eastern and 

Western restaurant, Western restaurant, Japanese restaurant, Eastern restaurant, Eastern fast 

food shop, Chinese restaurant, and Thai/Vietnamese restaurant respectively.  They preferred 

other eateries to Hong Kong-style café because of personal preference (39%), better food taste 

(31%), better environmental hygiene (15%), better food hygiene (8%), better environment and 

interior design of eatery (6%), and others (1%).  They were asked to express which factors 

relating to food and café were important to a good eatery using scores:  1 to 5 (1 for least 

important, é , and 5 for most important), they gave 4.17, 4.12, 4.04, 4.03, 3.97, 3.88, 3.81, 

3.6, 3.41, and 3.02 to the food quality, the food taste, the food variety, the food hygiene, the 

food price, hygiene of and services provided by the eatery, the food quantity, the efficiency of 

processing food order, and eatery decoration respectively.  Apparently, the first five items were 

important factors for a good eatery.  

To sum up, people who seldom dined at Hong Kong-style café preferred Chinese, 

Western, Japanese, Vietnamese or Thai restaurants because of food hygiene, good food taste, 
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good services, and good restaurant environment.  On the other hand, the frequent café diners 

were generally satisfied with Hong Kong-style café but they would rather choose eateries other 

than Hong Kong-style café if no difference in food prices, mainly because of personal 

preference, better food taste, better environmental hygiene, better food hygiene, better shop 

environment and design.  The keen competitor of the café is Western fast food chain.  The 

quality, taste, variety, hygiene, and price of food are important factors for a good eatery, 

whereas the hygiene, services, food quantity, and decoration of an eatery as well as the 

efficiency of processing food order were relatively less important. 

Statistical Tests 

This research investigated the factors that might be related to the frequency of dining at the 

Hong Kong-style café by conducting Chi-square tests (Ching and Chung, 2011).  The test (
2c

(6, n = 333) = 14.510, p = 0.024) shows statistical evidence to support the relationship between 

the frequency of dining at the café and genders of café diners, indicating that male respondents 

dined at the café more frequently than female did.  Similarly, statistical evidence (
2c (6, n = 

333) = 26.282, p < 0.0001) substantiates the relationship between the frequency of dining at 

the Hong Kong-style café and the ages of café diners, revealing that the respondents aged 18-

40 dined at the café more frequently than any age groups. 

The paper further studied the factors that might be related to the quality, quantity, and 

hygiene of food provided by Hong Kong-style café by conducting Chi-square tests (Ching and 

Chung, 2011).  The test (
2c (3, n = 333) = 26.282, p < 0.0001) shows statistical evidence to 

support the relationship between the quality of café food and genders of café diners, indicating 

that female respondents appreciated the food quality more than male did.  Another statistical 

test reveals statistical evidence (
2c (4, n = 333) = 42.926, p < 0.0001) to support the 

relationship between the quantity of café food and genders of café diners would also exist, 

revealing that female respondents appreciated the food quantity more than male did.  Similarly, 

statistical evidence (
2c (3, n = 333) = 30.231, p < 0.0001) substantiates the relationship 

between the hygiene of café food and genders of café diners, revealing that female respondents 

appreciated the hygiene of café food more than male did. 

Data Mining  

To gain insights into the survey data, the research adopted data mining approach by using the 

Enterprise Miner of Statistical Analysis System ((Ching and Chung, 2011).  The research built 

a logistic regression model, 
izi

e1

1
p

-
+

=  where ii221i xxz bbb +++= 3 .  By using the 

regression estimates:  2021  ,  , , bbb 3 , scenario analysis could then be performed to yield the 

probability ( ip ) of dining at Hong Kong-style café under given age group, gender, and 

occupation of the survey respondent by substituting different values of ix .  

1x2=  if the respondent aged 26-35, and 0 otherwise;  

4  

1x5 =  if the respondent aged 56 or above, and 0 otherwise;  

1x6 =  if the respondent was female, and 0 otherwise;  

1x7 =  if the respondent was a clerk, and 0 otherwise;  

1x8 =  if the respondentôs occupation was construction-related, and 0 otherwise;  

1x9 =  if the respondentôs occupation was education-related, and 0 otherwise;  

1x10=  if the respondentôs occupation was finance-related, and 0 otherwise;  
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1x11=  if the respondentôs occupation was housewife, and 0 otherwise;  

1x12=  if the respondentôs occupation was IT-related, and 0 otherwise;  

4  

120 =x , if the respondentôs occupation was trade-related, and 0 otherwise. 

Tables 1, 2 and 3 summarize the probability of male and female survey respondents dining at 

Hong Kong-style cafés at least twice a week by age groups and three geographic regions of 

Hong Kong, i.e., Hong Kong Island, Kowloon and New Territories.  The probability of 

respondent aged 56 or older dining at the cafés in Hong Kong Island for at least twice per week 

is the highest, attaining 99.7%ï100% irrespective of their gender or occupation.  This finding 

is unconvincing as almost all males or all females aged 56 or older are frequent café diners, if 

adopting highest probability as criterion for illustrating who are frequent café diners as 

plausible.  Furthermore, this implies that neither the occupation nor gender of a survey 

respondent could predict the probability of dining at the cafés.  Nevertheless, if not adopting 

this criterion, more persuasive results could be found; the probability of male respondent aged 

26ï35 dining at the cafés in Hong Kong Island for at least twice per week is the highest, 

attaining 72%ï100% irrespective of their occupation.  100% probability refers to the 

respondents working in the industry of construction or education.  Interestingly, the probability 

of young male professionals aged 26ï35 dining at the cafés is much higher than their older 

counterparts aged 46ï55 (i.e., 80% vs 12.7%).  Similarly, the probability of female respondent 

aged 26ï35 dining at the cafés in Hong Kong Island for at least twice per week is the highest, 

attaining 23.6%ï100% irrespective of their occupation.  100% probability refers to the 

respondents working in the industry of construction and education.  Surprisingly, these male 

or female frequent café diners aged 56+ were students achieving 100% probability; this sounds 

odd.  The female survey respondents show more probability variations than their male 

counterparts. 

Table 1: The probability of dining at Hong Kong-style café in Hong Kong Island at least 

twice a week2 

 Male respondents Female respondents 

Occupation 26-35 é 56+ 26-35 é 56+ 

       

Clerk 72.0%  99.9% 23.6%  99.7% 

Real estate 76.1%  99.9% 27.8%  99.8% 

Service industry 87.3%  99.9% 45.4%  99.9% 

Transportation 89.1%  99.9% 49.6%  99.9% 

Professional* 95.5%  100% 71.8%  99.9% 

IT 99.3%  100% 94.4%  100% 

4 4  4 4  4 

Construction 100%  100% 100%  100% 

       

Final Report of Higher Diploma in Business Analysis Project, Hong Kong Institute of 

Vocational Education, p.81 and p.83. 
*Professional occupation: doctors, lawyers, accountants, engineers, etc. 

 

                                                 
2 Notes: The table is summarized from Ching, H.L. and Chung, W.M. (2011) The model for sustaining the business growth of 

eastern and western restaurants. 
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The probability of male respondent aged 56 or older dining at the cafés in Kowloon for at 

least twice per week is the highest, attaining 85.5%ï100% irrespective of occupation (see Table 

2).  The probability of female respondent aged 56 or older dining at the cafés in Kowloon for 

at least twice per week is the highest, attaining 89.1%ï100% irrespective of occupation.  These 

findings are implausible as most males or females aged 56 or older are frequent café diners, if 

adopting the same criterion.  But, if ignoring this criterion, the probability of male respondent 

aged 26ï35 dining at the cafés in Kowloon for at least twice per week is the highest, attaining 

62%ï100% irrespective of their occupation; this sounds meaningful.  Similarly, the probability 

of female respondent aged 26ï35 dining at the cafés in Kowloon for at least twice per week is 

the highest, attaining 69.2%ï100% irrespective of their occupation.  100% probability refers 

to male or female respondents working in the industry of IT.  Interestingly, the probability of 

young male or female professionals aged 26ï35 dining at the cafés is much higher than their 

older counterparts aged 46ï55.  Surprisingly, these male or female frequent café diners aged 

20ï29 were retirees achieving 89.5%-92.10% probability.  This scenario sounds odd as 

assuming very young retirement. 

Table 2: The probability of dining at Hong Kong-style café in Kowloon at least twice a 

week3 

 Male respondents Female respondents 

Occupation 26-35 é 56+ 26-35 é 56+ 

       

Real estate 62.0%  85.5% 69.2%  89.1% 

Professional* 78.8%  93.1% 83.7%  94.9% 

Clerk 87.0%  96.0% 90.2%  97.1% 

Transportation 92.9%  97.9% 94.7%  98.5% 

Service industry 93.9%  98.2% 95.5%  98.7% 

Construction 97.6%  99.3% 98.2%  99.5% 

4 4  4 4  4 

IT 100%  100% 100%  100% 

The probability of male and female respondent aged 26ï35 dining at the cafés in New 

Territories for at least twice per week is the highest, attaining 19.7%ï100%, and 13.1%ï100% 

respectively, irrespective of their occupation (see Table 3).  This finding is informative as being 

indicative of café dining varies greatly among occupations.  Simply saying, male or female 

professionals aged 26ï35 were less likely to dine at Hong Kong-style café in New Territories 

as compared to other occupations.  100% probability refers to the respondents working in 

service industry, irrespective of their genders. 

 

                                                 
3The table is summarized from Ching and Chung (2011). The model for sustaining the business growth of eastern and western 

restaurants. Final Report of Higher Diploma in Business Analysis Project, Hong Kong Institute of Vocational Education, p.86 

and p.88. 
*Professional occupation: doctors, lawyers, accountants, engineers, etc. 
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Table 3: The probability of dining at Hong Kong-style café in New Territories at least 

twice a week4 

 Male respondents Female respondents 

Occupation 26-35 é 56+ 26-35 é 56+ 

       

Professional* 19.7%  0.6% 13.1%  0.3% 

Real estate 55.5%  2.7% 43.5%  1.7% 

Clerk 81.7%  9.1% 73.3%  5.8% 

IT 84.5%  10.9% 77.0%  7.0% 

Transportation 98.1%  53.5% 96.9%  41.5% 

4 4  4 4  4 

Service industry 100%  100% 100%  100% 

Construction 100%  99.9% 100%  100% 

       

Among the three geographic regions, more interesting results arise in survey 

respondents dining at the cafés in New Territories, the probability of café dining varies greatly 

among occupations, especially in older age group, 56+ (i.e., 0.3% or 0.6%).  The probability 

of male or female respondents who are professionals dining at the cafés in New Territories for 

at least twice per week is lower than those dining in Hong Kong Island or Kowloon.  Moreover, 

the industries diners work, and dinersô age could be used as two meaningful indicators for 

classification. 

As can be seen, there are risks in using data mining tools.  It might mislead those 

business analysts who are without extensive knowledge of data handling and interpretation but 

strictly adopting pre-specified rules or criteria.  Interpretation here means to interpret data as 

evidence (Royall, 2000), where the evidence is of statistical nature (Kolsgen, 1996).  In 

addition, the surveyed data is not exhaustive as not having perceptions of people who seldom 

take bus or train rides, for instance, car drivers.  Hence, business analysts must understand how 

the results are derived and what they are representing; and must also be aware of the capability 

and incapability or limitations of data mining tools. 

Furthermore, data mining cannot provide exhaustive analysis and does not address non-

statistical questions.  For example, why did the survey respondents seldom or frequently dine 

at Hong Kong-style café?  Why did they prefer restaurant to the café?  What are the factors 

related to the quality, quantity, taste, and hygiene of food provided by the café?  Apparently, 

data mining cannot fulfill as being ñusefulnessò, ñnoveltyò ñsimplicityò and ñgeneralityò in 

Kolsgen (1996).  To attempt questions like these, business analysts should incorporate 

exploratory data analysis and conduct statistical tests.  The analysts must look more closely at 

the hidden relation of data and possess an understanding of business context from which the 

problem arises so as to make recommendations or devise business tactics. 

BUSINESS MODEL 

The study adopted stratified sampling (Ching and Chung, 2011). One sample of Hong Kong-

style café was drawn from each of these three stratas: Hong Kong Island, Kowloon and New 

                                                 
4 The table is summarized from Ching and Chung (2011) The model for sustaining the business growth of eastern and western 

restaurants. Final Report of Higher Diploma in Business Analysis Project, Hong Kong Institute of Vocational Education, p.91 

and p.93. 
*Professional occupation: doctors, lawyers, accountants, engineers, etc. 
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Territories.  Out of 42 sampled Hong Kong-style cafés, 64%, 31%, and 5% occupied floor area 

less than 500 ft2, 501-1000 ft2, and 1001-1500 ft2 respectively.  About 35%, 17%, 30%, 6%, 

and 12% of the cafés provided 11-20, 21-30, 31-40, 41-50, and more than 50 seats respectively.  

Approximately 9%, 36%, 24%, 19%, 10%, and 2% of the cafés employed 3, 4, 5, 6, 7, and 8 

waiters/waitresses.  About 12%, 50% 26%, 7%, and 5% of the cafés employed 1, 2, 3, 4 and 5 

cooks.  Most of the cafés were small.  About 74% of the cafés provided food delivery services, 

whereas 26% did not.  Interestingly, Ching and Chung (2011) built two linear regression 

models; one showed that the café should employee 0.004 waiters/waitresses for each additional 

square-foot floor area of the café with an intercept, 2.88; and another model revealed that the 

café should hire 0.002 cooks for each additional square-foot floor area of the café with an 

intercept, 0.88.  These two models could be adopted for reference if businessmen make plans 

to open a new Hong Kong-style café or expand existing café business because the sampled 

cafés have run their business for a number of years. 

Some Hong Kong-style cafés have expanded their business rapidly and built up their 

café chain.  They are adopting modern management to improve café environment, food quality 

and hygiene as well as the services towards customer oriented.  They utilize resources and have 

better quality control by setting up a food factory to do all food preparation and subsequently 

deliver the food to their café chain and cook.  This can reduce cost as getting a better deal from 

bulk purchase of food and paying less shop rental for taking up smaller floor area.  They mainly 

promote their food and services by advertisement (Lau and Chan, 2005).  

BUSINESS TACTICS 

Although some Hong Kong-style cafés have business expansion, some do close down.  This 

alerts us to the importance of tactics for sustaining business development, so it is necessary for 

performing SWOT analysis to identify the strengths, weaknesses, threats, and opportunities 

with the aid of exploratory data analysis.  The strengths of Hong Kong-style cafés which are 

convenient café location, long service hours, speedy services, inexpensive and delicious food, 

and/or a variety of food, are quantifiable terms appreciated by their diners.  As such, the diners 

purchase café services on the basis of rational decision in terms of their utility (Consoli, 2010; 

McCormick, 1997), thereby the strengths could be more easily enhanced.  The cafés can take 

the opportunities of expanding their service channels, such as food courts in shopping centers, 

cafeterias in cinemas or sports stadiums or food booths in train stations.  In addition, another 

opportunity is to offer café food in different food packaging, for instance, meal boxes. 

The weaknesses are poor food hygiene and café environment that annoyed the survey 

respondents.  The diners made their choices on the purchase of café services for affordable 

food prices.  So if no price differentials, the treats refer to café diners may switch to other 

eateries, such as Chinese, Western, Japanese, Vietnamese or Thai restaurants for more superior 

qualities in terms of better food taste, services and environmental hygiene.   

In addition, a relatively higher percentage of survey respondents chose Western fast 

food chain as compared to Hong Kong-style café.  The food chain run by large companies 

provides superior food quality, services, food consistency and interior decoration as compared 

to the café (Lau and Chan, 2005).  Hence, the food chain is a keen competitor which poses a 

threat to the café. 

To address the issue of weaknesses and threats, food hygiene and café environment 

could be easily improved but consumersô bad perception of Hong Kong-style cafés is not easily 

altered to make purchase decision.  However, it would be viable to develop a theoretical basis 

in accordance with the synthesis of design and marketing perspectives by taking a look at what 

values Hong Kong-style café food offers.  It is therefore favourable for defining the functional 

value, symbolic value, sign value as well as exchange value of Hong Kong-style café food on 

the basis of Jean Baudrillardôs Object Value System (1996). 
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The functional value of the food which refers to filling up our stomach is consistent 

with the strengths of Hong Kong-style cafés identified by the exploratory data analysis.  

Frequent diners (the survey respondents) are working class in Hong Kong (Ching and Chung, 

2011).  They are busy and industrious for earning money to buy food and build their shelters.  

They are anxious about fatness and constipation, and are also concerned about having little 

fiber in their intake of food (Chung and Hau, 2005).  So, if Hong Kong-style café food could 

have plentiful dietary fiber so as to stimulate bowel movement for removing waste material 

and toxic substances from human bodies.  People are more health conscious of excessive intake 

of salt, oil and sugar for several reasons.  Excessive intake of salt is highly associated with 

cardiovascular disease.  High consumption of sugar or oil can lead to obesity (Healthy Diet, 

2015; Hong Kong actionôs on salt, oil and sugar intake, 2015; Campbell, Johnson and 

Campbell, 2012).  High salt and sugar content in café food were commonly found and the food 

is greasy.  As such, less amount of salt, oil and sugar should be put in café food while 

maintaining its taste and price.  The exchange value is so characterized by nutrition of the café 

food that other food does not normally address their health concern. 

The symbolic value of Hong Kong-style cafés should be appreciated by café diners as 

ñsociableò, closely linking with venues for social and business occasions or networking in 

addition to eatery.  That is probably why the survey respondents expressed the concern of 

environment of Hong Kong-style cafés.  Unfortunately, poor environment is the weakness of 

the café that should be averted so as to implement regular clean-up schedule and to monitor the 

environment.  The aromas of pantyhose tea, Yin-yang, egg custard tarts and pineapple buns are 

unique and conspicuous that should be maintained and spread; the aromas can give stimulus 

and a memory recall of oneôs experience (Consoli, 2010), for example, linking with the episode 

of having meals with parents in cafés in oneôs childhood.   

Lifestyle and consumption is a part of culture because the ways people spend their 

money is an indication of constructing and preserving their identity (Mathews, 2001).  For 

example, people seldom visited Lai Chi Kok Amusement Park but they were shocked when 

the park was to be pulled down.  It is simply because the park is a part of Hong Kong culture 

they want to preserve.  The café market could be sustained because of its uniqueness, i.e., Hong 

Kong culture ï a blend of Western and Chinese cultures that other food cannot offer.  To 

promote café business it would be better to arouse the sign value of the café to fulfill their 

desires (Consoli, 2010).  However, customers would not buy products with outdated packaging 

design as not suiting their contemporary lifestyle and taste (Chong, Lam and Yu, 2006; 

Mathews, 2001).  So a design should offer beyond aesthetically pleasing packaging but creating 

value (Heskett, 2002) which here refers to the sign value.  The design as a cultural artifact is 

tied together with contemporary lifestyle and taste and a set of meanings they define beyond 

meeting their needs and expectations while preserving Hong Kong culture ï the privilege of 

dining at the cafés.  As such, the treats of Hong Kong-style cafés could be overcome. 

The perceptions which influence consumer purchase decision are linked to the emotions 

and feelings of the diners (Consoli, 2010).  It would be better to change the perceptions of Hong 

Kong-style café diners as striving to improve café design in terms of its logo and environment 

so as to offer a joyful dining experience in the cafés.  A café logo should be designed to 

establish successful link to Hong Kong culture.  In addition, the design of café environment 

including services should provide a direct link of café food from which diners derive its 

superficial meaning.  If diners can appreciate functional value, exchange value, symbolic value 

as well as sign value, they would find the café highly different from the traditional ones. 

CONCLUSION 

Ideally, the aim of using data mining tool is to empower business analysts to concentrate on 

statistical thinking and leaving the computational burden to the computers, but some business 
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analysts may have lax criteria for accepting a solution as plausible.  Exploratory data analysis, 

statistical tests, statistical models and SWOT analysis can supplement data mining to give a 

fuller picture of the café business so as to devise practical business tactics.  To enhance the 

competitiveness of café business development, the first tactic aims at expanding their service 

channels and offering café food in different food packaging.  The second tactic focuses on 

fulfilling the nutritious needs of café diners by providing dietary fiber in the food; and retaining 

the quality, quantity, taste and prices of food as well as the efficiency of processing food order.  

The third tactic is to draw dinersô attention to preserving Hong Kong culture.  The last tactic is 

to arouse positive emotions in diners in the ways that wanting to fulfill their desires.  All these 

tactics are devised within the context of design in the way that creating value; anticipating 

changes; and contributing innovative ideas (Heskett, 2009). 
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METHODOLOGICAL DEVELOPMENTS AND PUBLICATION 

TRENDS IN THE DETERMINANTS OF FIRM PROFITABILITY 

MADIHA RASHID 1 

ABSTRACT 

The purpose of this study is to investigate the methodological and publication trends in the 

discipline of firm profitability by looking at the determinants of firm profitability. This study 

includes a sample of 105 articles for the period 1967-2014 and uses content analysis as a 

primary method for analysis. All the selected articles are conceptual quantitative articles. The 

time period 1967-2014 has been divided into two time frames: 1967-2005 and 2006-2014. 

Analysis and advanced cross tabs have been done to look at trends across geographical regions 

and time period. An increasing trend was found in collaboration of authors from different 

regions. Academics were found to dominate research in this area. This will lead to future 

research opportunity for practitioners to collaborate with academics in research activity. An 

increasing trend was observed in Asia and Europe publishing more studies in the post-2005 

era. 

Keywords: Profits, firm profitability, publication trends, determinants of firm profitability  

INTRODUCTION 

Profit is a very important concept for a business. It is very important for the survival of a 

business, as without profits businesses cannot survive for a long time. Profit is the assessment 

of true worth of a business. In the simplest sense, profits can be defined as: total revenues less 

total expenses. 

Profits are important for businesses for several reasons. Profits are the true measure of 

success of a business. They can be used as a source of finance of a business. Profits that are 

used as a source of finance are called retained earnings. These can be used to expand business 

operations by introducing new product lines, etc. Profits can attract suppliers, creditors and 

banks to provide future funds that can be used in to further expand and make a business flourish. 

The more profitable a business is, the greater the chances that investors would be interested in 

investing their money in that business, because only a profitable business is going to provide 

return on their investments. Profits are very important for survival and growth of business. 

Growth of a business is only possible when it is generating higher profits, and more profitable 

businesses show that they are being managed efficiently. Profits are the motivation for 

investors for investing money in businesses; they take a risk by making these investments 

because they want a return on their money.  Higher the risk, higher the return will be for the 

investor. 

Profits are used as a measure of profitability. It is very important to measure 

profitability. Hofstrand (2009) defined profitability in terms of economic profits or accounting 

profits: Accounting profits come from a net income statement and ensure the viability of a 

business, whereas economic profits are calculated by deducting opportunity along with all the 

business expenses from the total revenue of the business. Hofstrand defined opportunity costs 

as returns on investment given up by not investing your money somewhere else. 

Profitability and cash flows should not be considered identical. Hofstrand (2009), in his 

study, explained that a profitable business can have cash flow problems. The income statement 

includes all the revenue and expenses of a business and the cash flow statement lists all the 
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cash inflows and cash outflows, so the income statement tells about the profitability of a 

business whereas the cash flow statement tells about the liquidity of a business.   

In order to analyse profitability three different methods are used: profitability ratios, 

break-even analysis, and return on investment and return on asset. 

A recent content analysis using the determinants of profitability was performed in 2005. 

Barringer, Jones and Neubaum (2005), in their study, examined the attributes associated with 

rapid growth firms. This was a quantitative content analysis based on thematic analysis as the 

authors were trying to determine the characteristics of rapid growth firms and their founders. 

Recently no study has provided a comprehensive overview of methodological and publication 

trends in the literature of determinants of profitability. The purpose of the current study is to 

contribute to the literature by answering the following questions: 

1. What methodologies and research designs have been used regarding determinants of 

firm profitability? What statistical and analytical techniques have been used in the past 

and what is their current status? 

2. What are the publication trends across geographical regions and time? 

LITERATURE REVIEW 

Profitability is really important for the survival of a business. Every sector/industry has a 

different set of factors that determines the profitability of that particular sector of business. 

In the manufacturing industry, different measures of market structure play an important 

in determining the profitability. Jones, Laudadio and Persy (1973) in their research examined 

the impact of market structure on the profitability of Canadian manufacturing industries for the 

year 1965. They found that foreign competition, concentration, absolute capital requirements 

and product differentiation are important determinants of intra-industry differences in 

profitability. Among all these factors, they found that the coefficient of foreign competition is 

highly significant, which is why they concluded that it is a very important determinant of 

profitability. 

McDonald (1999) examined in his study the determinants of profitability in Australian 

manufacturing firms using panel data of firms over the period 1984-1993. The results of this 

study showed that firm profitability is found to be negatively affected by import penetration 

and positively affected by industry concentration. The results also showed that industry and 

other macroeconomic variables significantly affect the profitability of a firm.  

In the automobile industry the important determinants of profitability are the industry 

policies, diversification and the expansion of business. Agarwal (1991) examined the 

determinants of profitability in the Indian automobile manufacturing industry by taking into 

account the changes in the policy on profitability since 1981-1982. This study examined two 

sections ï the car and non-car sectors ï in the automobile industry using a dataset for the period 

1996 to 1987. The results showed that profitability of the car sector is mainly determined by 

the age of the firm and diversification. It was suggested that older firms diversify their business 

by introducing new product lines in order to improve their profitability. 

METHOD 

The primary method used to analyse data in this study is content analysis. ñContent analysis is 

a method for analyzing the content of a variety of data, such as visual and verbal data. It enables 

the reduction of phenomena or events into defined categories so as to better analyze and 

interpret themò (Harwood, 2003). 

In this research area researchers have used content analysis in their studies but they 

have made contributions in the literature by primarily focusing on thematic analysis. This study 

is going to look at the methodological and publication trend analysis of the determinants of 

firm profitability in different industrial sectors. 
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SELECTION OF ARTICLES 

The selection of articles followed a number of steps: 

An advance search was done with the search engine EBSCO to search for the literature related 

to the determinants of profitability. In EBSCO, the database ñBusiness source completeò was 

used to search for the articles related to the determinants of profitability, with the keywords 

ófirm profitabilityô in one of the óabstractô or ótitleô search field. In search categories, options 

were selected as follows: In ópublication typeô, academic journals were selected. In ólimit your 

resultsô, only scholarly (peer-reviewed) journals were selected. In ódocument typeô, articles 

were selected. This search returned a total of 1587 articles for the time period 1967-2014. 

From 1587 articles, 230 articles were exported to a Microsoft Excel sheet via 

RefWorks. The RefWorks management software is used to create bibliographies and citations. 

With the help of RefWorks, articles were exported to a Microsoft Excel sheet from Business 

Source Complete. But before exporting the data to an Excel sheet, data was edited in RefWorks 

to check for duplicates. Once all duplicates were removed, data was then exported to an Excel 

sheet through RefWorks. RefWorks helped to organise the data in a columnar fashion in a 

Microsoft Excel sheet. In these columns data was presented with various headings such as 

reference, authors (primary), title (primary), keywords, periodical (full), publication year, 

publication date, volume, issue, start page, abstract, etc. To further organise this data, a few of 

the columns that were not necessary were omitted to reformat the data. 

These 230 articles were selected randomly because I decided to choose a method of 

selecting articles that includes everything in the determinants of firm profitability such as all 

types of industries, various countries, and different forms of businesses, including financial and 

non-financial sectors. However, there have been different methods available for the selection 

of articles. The search for articles for such a study could be done through various methods of 

article selection; for instance, the search could be limited to the type of industries if a researcher 

wants to see the trends in that particular industry. Similarly, another method could be to restrict 

the search to a particular country or a particular industry in that specific country. Also, the time 

frame could be specified to see methodological and publication trends during that time period. 

I could have selected one of these methods but I decided to choose articles randomly. The 

search result showed articles from the period 1967-2014. Out of these 230 articles, 190 articles 

were screened as relevant articles. This screening for relevance was done through the reading 

the article abstract. As a result 105 articles were selected as a final sample due to the short time 

and resource availability. 

CODING 

In the current study working definitions regarding primary data, secondary data, empirical 

studies and conceptual studies were established. For this paper, empirical studies were defined 

as those using primary data and conceptual studies were the ones where secondary data, not 

firsthand data, was used for the research purpose. 

Furthermore, primary data has been defined as data collected first hand, for instance 

when the respondents fill out a questionnaire and provide all the required information to the 

researcher. And secondary data is collected from secondary sources such as databanks, annual 

reports and stock exchanges, etc. 

This study is related to the area of finance, so the main source of data used for such 

studies is secondary data, because for such type of studies researchers collect data for their 

studies from different databases, so these studies are conceptual in nature. Therefore the final 

sample of 105 articles selected for this study is based on all conceptual articles. 

The two main research methods used are qualitative and quantitative methods. 

Qualitative research is more subjective in nature and no statistical tests are applied to it. In 
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contrast, quantitative research involves statistical techniques are used for the purpose of 

analysis. 

Four categories can be formed by combining qualitative and quantitative research 

methods with empirical and conceptual studies. These are empirical qualitative, empirical 

quantitative, conceptual qualitative and conceptual quantitative. 

In the current study all the conceptual quantitative articles are included. The authors of 

all these articles have used statistical techniques and observed the effect of different variables 

on the profitability of that business. Also, these articles are conceptual because they have used 

data taken from different data sources. So the final sample of the current study is based on 

conceptual quantitative articles only. 

ANALYSIS 

In this section results of content analysis are presented in two categories: methodological and 

publication trends. All the methodological and publication trends are provided in detail. 

Advance cross tabs have been done between different categories of methodological analysis. 

METHODOLOGICAL DEVELOPMENTS 

This study is based on all the conceptual quantitative studies. This section provides an overview 

of the methodological developments across regions and times within the discipline of firm 

profitability.  

Figure 1, in Appendix 1, represents the distribution of a total of 105 studies across time. 

All the studies are conceptual and quantitative because each study is using data from secondary 

sources and some statistical techniques are applied to that data in order to determine the 

profitability. The total studies are almost equally distributed in both time frames. Up to 2005 

there was a total of 51 studies, whereas in the post-2005 era this number increased to 54. This 

increase could be due to the greater availability of data sources. 

Figure 2 shows the distribution of total studies among various regions. As the figure depicts, 

out of 105 studies, 33 studies have been done in Asia. This region includes all the countries 

form Eastern Asia, South-Central Asia and South-East Asia: Malaysia, Japan, China, Taiwan, 

Sri Lanka, Pakistan, Korea, Vietnam and India. 28 studies have been done in the region of 

North America. The next highest number of studies comes from Europe; the countries included 

in this region are Spain, Turkey, Germany, Belgium, France, Greece, Italy, Lithuania and 

Norway. And in the óOthersô category, countries like Nigeria and Ghana from West Africa and 

another country, Australia, are included; the total number of studies done in this region is 7. 

In Figure 3, a trend in publication is revealed across time and regions. The figure shows 

that up to 2005 (1967-2005), most of the work was done in North America, but in the post-

2005 era (2006-2014), authors from Asia have contributed most in the discipline of firm 

profitability. In Europe in the first few decades, fewer studies were done, but then in the post-

2005 era there was an increase in the number of studies from 10 to 13 studies. A drastic increase 

is shown in Asia, where the number of studies done before 2006 has been increased from 7 to 

26 studies.  

Studies use different models in order to understand what actually determines the 

profitability of firms or industries and how it is going to affect the overall firm performance. 

Figure 4 represents studies using models with secondary data and óOthersô are the studies 

without using models to present their findings. 

Stierwald (2010) in his study used two schools of thought identified by the modern 

literature in the discipline of industrial economics. The author used them in order to determine 

the performance of firms in terms of profitability. These two schools of thoughts were: firm 

effect model and structure conduct performance (SCP). He explained that in SCP, market 

structure is the main determinant of firm profitability, and profitability is mainly determined 

by the industry characteristics, whereas in the firm effect model, it is the firm characteristics 
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that determine the firm profitability. The author examined the determinants of profitability of 

larger Australian firms and reached conclusions in terms of the models. The main findings of 

his study were that variables at firm level determine the profitability of firms and industrial 

characteristics play a minor role. 

Similarly, in the current study authors have used different models to explain the 

determinants of profitability. Most of them used the fixed effect model and random effect 

model. A few studies have used a multivariate model such as the CAPM model, Fama and 

French three-factor model, Carhart four-factor model, and five-factor model, and explained 

their findings in terms of the model used in their study. 

Figure 5 shows the distribution of sample size used by studies. 28% of the studies have 

used the sample size in the range of 0-100. This is then followed by 16% of studies using a 

sample size of 100-200. There are very few studies using a sample size from medium to large. 

Only 6% of studies have a sample size of 501-1000. But 15% of studies have used a sample 

size of 1000 and above, when authors tried to determine the profitability of firms operating at 

multinational levels or when cross-country comparisons were made. A cross-sectional 

comparison was done among firms in that particular country with initial public offerings. It had 

a sample size of 1000 and above. Usually when comparisons were made at a large scale, a large 

sample size (1000 and above) was used. And comparisons among firms in a particular industry 

were made using a small size. Also in a few studies, authors were unable to collect data on 

firms that interested them, which is why they had to restrict their sample size to a small sample. 

A comparison was made between the sample size and time in Figure 6, in Appendix 2. 

As the line of the graph shows, in both the time periods (1967-2005 and 2006-2014) studies 

have almost followed the same trend. Most of the studies use a sample size of 0-100 or 101-

200. However, there is one change that can be seen from the graph, which is that in the period 

1967-2005, very few studies have used a sample size of 1000 and above. But in time period 

2006-2014 there has been a large increase in using a sample size of 1000 and above, because 

technology evolved greatly and there was an increase in multinational companies operating in 

different countries. This is why in order to look at the impact of research, development and 

technology on firmsô profitability, large sample size was taken by the researchers in order to 

generalise the results. 

Figure 7 presents data collection sources used in the articles examined in the current 

study. The most common data collection source is databases or different databanks such as the 

Fortune, Compustat, CMIE, Capitaline, ICAP, PATDAT, Compustat (Global), ñNEEDS-

Financial QUESTò, and CMIE Prowess databases. Authors have used databases in their studies 

of the respective countries on which their studies were based. The next prominent source trend 

of studies is using annual reports as data collection source of firms of their interest. Stock 

exchanges have also been used to collect the data when information was required for all the 

companies listed on stock exchanges. A number of studies also used more than one data 

collection source. 

In the current study, the unit of analysis includes both banks and companies. The 

number of units of analysis selected by these studies is given in Figure 8. In all the articles 

included in this study, the terms ófirmsô and ócompaniesô have been interchangeably. But for 

banks the word óbankô has been used. In a total of 105 studies, only three studies have used 

banks as their unit of analysis and the rest of the studies have used companies as the unit of 

analysis.  

Analysis of statistical techniques used by the studies is shown in Figure 9. Mostly 

descriptive statistics techniques (mean, median, max, min, scatter plots, histogram, variance 

standard deviation, etc.) are being used by the studies. 22% of studies are using different types 

of regression other than the linear regression. This is shown in the óOther Regressionô category, 

which includes various types of regressions such as multivariate regression analysis, pooled 
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OLS regression models, cross-sectional regression analyses, panel data regression, etc. 12% of 

the studies have used linear regression analysis as a statistical technique to quantify their 

results. The technique of ANOVA/MANOVA is used by only 4% of studies. Similarly, ratio 

analysis is used by 2% of studies only. In others, statistical techniques such as chi square, 

Durbin Watson, path analysis, White test, factor analysis and F-statistics have been used. 

Authors have selected different countries for their studies. Figure 10, in Appendix 3, 

presents the countries of data collection that have been used four times or more than four times. 

Countries of data collection appearing less than four times are included in the óOthersô 

category; most of these countries have appeared just once, like Vietnam, Thailand, Turkey, 

Norway, Italy, Portugal, etc. 24 studies have used USA as the country of data collection; most 

of the authors of these studies are from the same region, North America, but a few authors from 

North America collaborated with authors from Europe and Middle East to work on US firms. 

In Asia, the countries of data collection are mainly India, Japan, China and Pakistan. 

Authors in this region have worked in collaboration with authors form other region like North 

America and Australia. There are a few other countries in the same region but they appeared 

just once. In Europe more studies have used data from countries like Germany and Greece. In 

the category óDifferent Countriesô, authors have included more than one country in their studies 

for analysis. For example, in one study countries from regions such as North America, Europe 

and East Asia are included. The authors of this study are from Asia and they worked on 

multinational companies in the international engineering and construction industries. 

Authors have chosen either a cross-sectional or longitudinal time horizon. In terms of 

the time horizon, most of the studies are cross-sectional in nature. Only 38% of total studies 

are longitudinal studies. In finance, most of the studies have used a cross-sectional time horizon 

in their studies. Longitudinal studies are fewer than cross-sectional studies, mainly because of 

the fact that in the long run market conditions change, so this ultimately has an impact on the 

determinants of profitability. This is why it is better to look at trends over a shorter time period. 

The reason that longitudinal studies are used less in studies is because it is costly to get the 

required data and information. Another limitation of longitudinal studies is that while it reveals 

changes over time, it tells us very little about what actually caused the change. This change 

could be because of the change in business cycle or market conditions. 

Figure 11 presents the types of industries included in current study. 23% of studies have 

been in the manufacturing industry. In the manufacturing industry, industries like consumer 

goods manufacturing, healthcare, machinery, packaging and all the firms related to 

manufacturing business are included. In a few studies, all the firms related to the manufacturing 

business were included for analysis in order to determine the factors that can have an impact 

on the profitability of those companies. In the engineering industry all industries like the 

automobile, aluminum and steel industries were included, and the proportion of studies done 

in this discipline is 16%. The non-financial sector comprised 11% of studies; in this sector all 

the companies that are non-financial in nature are analysed for the respective country. 

Government-listed companies and multinational companies both comprised 7% of studies. 

3% of total studies are from the banking sector. In the airline industry, 3% of studies 

have been done and this work has been in North America only. In the category of óvarious 

industriesô, industries like new business startups, firms using new innovations in their business, 

telecommunication industry, food industry, textile industry, etc. are included. All these 

industries have appeared less than three times in the current study. In multinational companiesô 

sector, all the countries where that multinational company is operating were taken into account 

in order to make a comparison among companies and to determine what actually are the main 

determinants of profitability of these companies in that country. These multinational companies 

belonged to different industrial sectors such as foreign subsidiaries, multinational industrial 
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enterprises, foreign acquired and non-acquired companies, and international engineering and 

construction industries.  

PUBLICATION TRENDS 

This section includes publication trend analysis of 105 studies in terms of authorship type, 

authorship per study and publication in higher-ranking journals. 

Figure 12 presents the authorship type of all studies. All the authors in the current study 

were academics except for a single collaboration between an academic and practitioner. 

Bartunek and Daft (2001) in their study, explored this widening gap between academics and 

practitioners. They made a few suggestions, such as that a higher level of interaction of an 

academic with a practitioner will help to improve the quality of research. Also, system support 

such as from journal editors can really help in improving academic-practitioner relationships. 

It would really help to improve to generate and disseminate knowledge. 

Figure 13 reveals authorship per study. Two authors per study has been the most 

common practice in the current study; 44% of studies have two authors. It is followed by 26% 

of studies with three authors per study. And next comes single authorship, at 23% of studies. 

Very few studies have four or five authors per study. 

With respect to authorsô region, in North America and in the óOthersô region, which 

includes Australia and Africa, there are no studies with four or five authors. And in Europe no 

study has five authors per study, but in this region all the rest of the combinations of authorship 

are found. Only in Asia and in collaboration, where authors are collaborating from different 

regions  all five types of authorships have been used in studies. 

DISCUSSION OF RESEARCH FINDINGS 

An increasing trend has been observed in Asia, with publishing more studies in the time period 

2006-2014. The same trend has been observed in Europe. But in North America fewer studies 

have been published in the post-2005 era.  

More triangulations are found in terms of: more than one author per study, and more 

than one statistical technique used by studies in order to look at every dimension of the factors 

determining the profitability of that particular firm. 

Academics seem to dominate the research in this area. Practitioners should be 

encouraged to contribute by participating more in research activity. There should be more 

collaboration between practitioners and academics.  

Collaborations can exist among authors from different regions. This can really be 

helpful in order to determine the profitability of multinational firms in particular. This is 

because in the case of multinational firms the profitability is mainly determined by the national 

factors related to that particular country, so authors from that country can give a more clear and 

comprehensive picture of what actually is affecting the profitability of multinational firms 

operating in that country. 

CONCLUSION AND FUTURE RESEARCH OPPORTUNITIES 

In the literature, content analysis-based reviews of determinants of business profitability use 

thematic analysis. In recent times no study has been done on the methodological and 

publication trends in the factors determining the profitability of business. This study is a content 

analysis-based review of the literature on business profitability based on the methodological 

and publication trends in determinants of business profitability. Cross tabulations among 

various categories of data were done across time and authorsô regions. An increasing trend is 

observed in authors contributing from Asia. Also, collaboration between authors from different 

regions has been found. Analysis revealed that most of the studies have followed the authorship 

type of two authors. This methodological development and publication trend analysis of 
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determinants of business profitability has developed some useful insights for future research 

opportunities. 

¶ Research opportunity 1: Mixed-methods research designs such as qualitative and 

quantitative research designs have the potential to capture reality in its true sense, and 

more generalisable results can be produced. 

¶ Research opportunity 2: In the current study about 99% of studies are authored by 

academics. There needs to be more collaboration between academics and practitioners 

studying business profitability.  

¶ Research opportunity 3: More cross-sectional studies are done. There is a need to widen 

the scope of longitudinal studies.  

¶ Research opportunity 4: Empirical research has the potential to unearth reality in order 

to produce more generalisable results in the discipline of determinants of business 

profitability.  

¶ Research opportunity 5: There needs to be more collaboration among authors from 

different regions. 

LIMITATIONS OF THE CURRENT STUDY 

The current study is based on 105 articles, which is a very small sample size. With such a small 

sample, results cannot be generalised. By taking a large sample size, research findings can be 

generalised in a broader sense. 
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Appendix 1 

Figure 1: Total studies vs time                  Figure 2: Publication trends across regions 

 

 

 

Figure 3: Total studies vs. time and authorsô region 

 

 

Figure 4: Studies using models with secondary data Figure 5: Sample size  
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Figure 6: Sample size and decades 
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Figure 7: Data collection source of studies                    Figure 8: Unit of analysis: Total 

studies 

 
 

  

Figure 9: Statistical techniques: Total studies 

 

Appendix 3 

Figure 10: Country of data collection       Figure 11: Types of industries and total studies 
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   Figure 12: Authorship type: total studies                                                      Figure 13: 

Authorship per study 
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Australia                          

Brazil                          

Eastern Asia   1       1   1       3  

Eastern Europe  1                     1  

Middle East         1             1  

North America     1       2   1 1   5  

Northern Europe                          

Oceania; Australia                          

South-Central Asia       1               1  

Southeast Asia                          

Southern Europe             1       2 3  

West Africa                          

Western Europe                          

Grand Total 1 1 1 1 1 1 3 1 1 1 2 14  

 

Total 1967-2005 2006-2014 NA EU Asia Others Collab. 1967-2005 2006-2014 1967-2005 2006-2014 1967-2005 2006-2014 1967-2005 2006-2014 1967-2005 2006-2014

Total Studies 105 51 54 28 23 33 7 14 20 8 13 10 7 26 3 4 8 6

Authorship-Type

Academics 99% 100% 99% 99% 99% 99% 99% 99% 99% 99% 99% 99% 99% 99% 99% 99% 99% 99%

Acad./Practioner (Collaboration) 1% 100% 1%

Authorship-Per Study

Single Author 23% 22% 24% 29% 13% 27% 43% 7% 25% 38% 8% 20% 29% 27% 67% 25% 13% 0%

Two Author 44% 45% 43% 43% 48% 42% 29% 50% 55% 13% 54% 40% 43% 42% 0% 50% 25% 83%

Three Author 27% 27% 26% 29% 30% 21% 29% 29% 20% 50% 31% 30% 14% 23% 33% 25% 50% 0%

Four Author 5% 4% 6% 0% 9% 6% 0% 7% 0% 0% 8% 10% 0% 8% 0% 0% 13% 0%

FIVE Author 2% 2% 2% 0% 0% 3% 0% 7% 0% 0% 0% 0% 14% 0% 0% 0% 0% 17%

Journals (Highest Publications)

Strategic Management Journal(A*) 5% 8% 2% 0% 9% 3% 0% 14% 0% 0% 15% 0% 0% 4% 0% 0% 25% 0%

Corporate Governance: An International Review (A) 4% 6% 2% 0% 9% 0% 0% 14% 0% 0% 15% 0% 0% 0% 0% 0% 13% 17%

Accounting & Finance (A) 3% 0% 6% 0% 9% 3% 0% 0% 0% 0% 0% 20% 0% 4% 0% 0% 0% 0%

International Journal of Business Insights & Transformation 3% 0% 6% 0% 0% 9% 0% 0% 0% 0% 0% 0% 0% 12% 0% 0% 0% 0%

The Journal of Finance(A*) 3% 6% 0% 11% 0% 0% 0% 0% 15% 0% 0% 0% 0% 0% 0% 0% 0% 0%

Journal of Management & Governance (C) 3% 4% 2% 4% 4% 0% 0% 7% 5% 0% 8% 0% 0% 0% 0% 0% 0% 17%

Managerial & Decision Economics(B) 3% 4% 2% 7% 0% 0% 0% 7% 10% 0% 0% 0% 0% 0% 0% 0% 0% 17%

Appendis III - Publication Patterns (Percentages)

By Years By Region By Years within Region

NA COLLAB.EU ASIA OTHERS
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ACADEMIC ENTREPRENEURSHIP INTENTION: A CASE STUDY OF 

A MALAYSIAN UNIVERSITY  

KAMARULZAMAN AB. AZI Z1 

ABSTRACT 

The 11th Malaysia Plan (2016 ï 2020) was unveiled by the Prime Minister in May 2015. Thus, 

it is high time to investigate for signs of realisation of 10th Malaysia Planôs commercialisation 

and innovation development among Malaysian universities initiative. It is proposed that one 

way of achieving this is by investigating the level of entrepreneurial intention among 

researchers in Malaysian universities. This paper reports findings from a study conducted in 

one Malaysian university. A total of 65 researchers undertaking postgraduate work (Masters 

and Doctoral) took part in the study over a period of five months. In general the group shows 

moderate levels of self-efficacy, perceived feasibility and entrepreneurial intention. Around 

35% of the group recorded high levels of entrepreneurial intention. However, intention to 

commercialize their research specifically, a significantly lower level was observed. The paper 

makes recommendations on how universities can better drive academic entrepreneurship. 

Keywords: academic entrepreneurship, commercialisation, intention, researchers 

INTRODUCTION 

Abreu and Grinevich (2013) define óacademic entrepreneurshipô as the effort to increase the 

influence, prestige, or profits of individuals or institutions through the development and 

marketing of research ideas and research-based products. They explain that academic 

entrepreneurship enhances societal well-being and results in organizational improvements as 

well as increased financial rewards for the academic entrepreneur. Their research argues that 

academicsô potential for research commercialization is dependent upon their academic 

disciplines, types of knowledge produced, and the extent to which their work can enjoy 

intellectual property (IP) protection such as through patents. For example, spinouts are relevant 

for commercialization of research in the life sciences due to the nature of inventions and long 

product development duration while research outputs in the social sciences are more often in 

the form of consultancy and contract research.  

In addition to the arguments on óacademic entrepreneurshipô put forth by Abreu and 

Grinevich (2013), Perkmann et al. (2013) refer to another term, namely óacademic engagementô 

which also addresses the issue of commercialization of academic research. They define 

óacademic engagementô as collaborations between academic researchers and non-academic 

entities which are knowledge-related. It includes more formalized activities such as consulting, 

joint research, and contract research. It also includes informal activities such as providing 

advice and networking with industry professionals. Perkmann et al. (2013) also highlight 

research findings on the fact that transfer of knowledge via academic engagement is perceived 

more valuable by companies compared to the licensing of university patents, and that 

universitiesô income from it is usually much higher than those derived from intellectual 

property. 

Malaysia is still behind in terms of its research capabilities as evidenced by various 

rankings. In the OECD Science, Technology and Industry Outlook 2014 report, Malaysia 

ranked in the bottom half of OECD on all 3 measures for universities and public research 

performance (OECD, 2014). In the 10th Malaysia Plan, commercialisation and innovation 
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development was assigned as óNiche 1ô by the Malaysian Ministry of Higher Education 

(MOHE 2010). There are a number of funds, grants and incentives made available by the 

government to enable innovation and business creation among the universities. It was reported 

that under the 9th Malaysia Plan (2006 ï 2010), the Malaysian government invested a total of 

RM3.2 billion in the form of R&D grants. Meanwhile, under the 10th Malaysia Plan (2011 ï 

2015), the government allocated RM840 million for the same purpose.  

The main R&D schemes under the administration of the Ministry of Higher Education 

are the Fundamental Research Grant Scheme (FRGS), Exploratory Research Grant Scheme 

(ERGS), Long-term Research Grant Scheme (LRGS) and Prototype Research Grant Scheme 

(PRGS). Prior to 10th Malaysia Plan the Ministry only had one R&D grant scheme, the FRGS. 

The introduction of ERGS, LRGS and PRGS, reflects the governmentôs desire to enhance the 

research, development and commercialisation activities among the universities. The three new 

schemes bridge the gap between university R&D activities and the programmes in placed to 

drive commercialisation and business creation. 

In terms of the development of commercialisation efforts in the Malaysian higher 

education sector, the trend had been: I) establishment of private universities, II) establishment 

of consultancy centres, III) emphasising research - identification of research agenda, creation 

of ñResearch Universityò and ñApex Universityò status for the public universities and the 

establishment of research management centres, and IV) emphasising research 

commercialisation ï this was seen more from government agenda such as the RM 191.5 billion 

budget announced for 2010 with the aim to create an economy based on innovation, the more 

recent target to commercialise 360 high impact R&D products by the year 2020; all which 

universities researchers are one of the key success factors.  

However, in a previous study, (Ab. Aziz et al., 2013) found that research 

commercialisation achievement by researchers in Malaysian universities were low. It was clear 

that there is a need to address the situation and drive the universities to a better performance 

level. It is the belief of this paper that one the key factor that can lead to the desired performance 

levels among the researchers in Malaysian universities in terms of research commercialization 

is to instil high level of entrepreneurial intention among them.  

Previous researchers have suggested entrepreneurial intention-based models as the 

most practical insight to planned behavior. The entrepreneurial intention-based models are of 

Ajzenôs 1991 Theory of Planned Behaviour (TPB) and Shapero and Sokolôs 1982 model of the 

Entrepreneurial Event (SEE). Both TPB and SEE contained the element of self-efficacy. 

Perceived self-efficacy is the perceived behavioral control in TPB and perceived feasibility in 

SEE. According to Krueger, Reilly and Carsrud (2000) promoting entrepreneurial intentions 

requires promoting perceptions of both feasibility and desirability; the belief of self ï 

capabilities to control ownôs motivation, behavior and social environment. Linan, Nabi and 

Krueger (2013) improved prior research by adding the role of culture along with motivations, 

skills and knowledge of the entrepreneurial environment. Culture is defined as a set of shared 

beliefs, values and expectations (Hayton, George and Zahra, 2002). There are two ways how 

culture influence entrepreneurship; bottom up versus top down. The first way or the aggregate 

trait suggests that entrepreneurial values and traits increase if more individuals of a country 

become entrepreneurs. The second way or the societal legitimization suggests that a higher 

level of moral approval of entrepreneurship within a culture is reflected in that societyôs 

practices (Stephan, 2008). The higher the level of knowledge and awareness about 

entrepreneurship will increase self-efficacy perceptions and hence entrepreneurial intentions.  

RESEARCH DESIGN 

This study comprised of several stages. First a group of 65 academic researchers (Master and 

PhD candidates) were solicited to take part in the study. Their entrepreneurial potential was 
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gauged via a survey. Next, the group was given an exposure to research commercialisation and 

entrepreneurship via a seminar and supporting material which was made accessible to them via 

online throughout the study. Then, each researcher was asked to review their ongoing research 

work and evaluate its commercial potential and their intention to commercialise their work 

upon completion. Those that recorded high entrepreneurial intention in the survey were asked 

to provide further elaboration on their assessment and intention to commercialise. The findings 

are presented in the following sections. 

FINDINGS 

A total of 65 academic researchers took part in the study. Among them, 46 (70.8%) were males 

while the remaining 19 (29.2%) were females. The age ranged from 21 to 54 years old, with 

the mean age at 31.52 years. Out of the 65, 35 (53.8%) were Master candidates, and 30 (46.2%) 

were PhD candidates. 48 (73.8%) of them were enrolled as full time candidates, while the rest, 

17 (26.2%) were enrolled as part time candidates at the university. Out of the 65, 34 (52.3%) 

were also member of staff of the university. In terms of research fields, 22 (33.8%) were 

working in the Social Sciences and Humanities, 33 (50.8%) in Science and Technology, and 

the remainder 10 (15.4%) were in the field of Creative Multimedia. 

Reliability analysis was conducted to determine the internal reliability of the items used 

to measure the constructs tested in this study. According to Sekaran (2000), Cronbachôs Alpha 

is a reliability coefficient that indicates the extent to which the items are positively correlated 

to one another. Cronbachôs Alpha greater than 0.80 is deemed as good (Sekaran, 2000). All of 

the constructs were considered as reliable and good as the Cronbachôs Alpha were above 0.80 

(see Table I).  

A total of 18 items were used to measure the main constructs of the study, namely EI 

(8 items), SE (7 items), and PF (3 items). The items were measured by itemized rating scale 

with seven scale categories, ranging from 1 = ñStrongly Disagreeò to 7 = ñStrongly Agreeò. 

Mean analysis was conducted to determine the average mean of the constructs. Overall, the 

respondents were agreed with all the items measuring the constructs with SE achieved the 

highest level of agreement with an average mean of 4.954, median of 5.000 and with the mode 

at 6.286; while PF scored the lowest level of agreement with an average mean of 4.354, median 

of 4.333 and with the mode at 5.000. Meanwhile, EI achieved a mean of 4.813, median at 5.250 

and the mode 6.000. Notably, majority of the respondents rated a high level of agreement on 

EI, suggesting that the target users shown good indication of intending to undertake 

entrepreneurial activity in the future. 

 

Table I : Reliability Analysis 

Constructs N Mean Std. Dev. 
Cronbachôs 

Alpha 

No. of 

Items 

Entrepreneurial Intention (EI) 65 4.813 1.635 0.972 8 

Self - Efficacy (SE) 65 4.954 1.131 0.906 7 

Perceived Feasibility (PF) 65 4.354 1.388 0.894 3 

 

Correlation analysis indicated that SE, PF, Age and Gender to have significant correlation with 

EI. Thus, regression analysis (see Table II ) was conducted with SE, PF, Age and Gender taken 

as predictors for EI. The model summary reports Adjusted R Square of 0.586, suggesting that 

58.6% of the variation in EI is explained by the variation in the set of independent variables of 

SE, PF, Age and Gender. Analysis of the variance (ANOVA) confirms that at least one of the 

predictors make a significant contribution to the model (see Table III ). 
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Table II : Model Summary 

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 0.782a 0.612 0.586 1.0516848 

 

Table III : ANOVA  

Model  Sum of Squares df 
Mean 

Square 
F Sig. 

1 Regression 104.704 4 26.176 23.666 0.000a 

 Residual 66.362 60 1.106   

 Total 171.066 64    

 

Which predictor contributes significantly to the model? The coefficients table confirms that 

SE, PF, Age and Gender all make a significant (p. value < 0.05) contribution to the model (see 

Table IV). In other words;  

EI = 3.34 + 0.819SE + 0.228PF ï 0.085Age ï 0.693Gender 

Table IV: Coefficients 

  
Unstandardized 

Coefficients 

Standardized 

Coefficients 
  

Model  B 
Std. 

Error 
Beta t Sig. 

1 (Constant) 3.340 0.906  3.687 0.000 

 SE 0.819 0.128 0.566 6.390 0.000 

 PF 0.228 0.104 0.194 2.205 0.031 

 Age -0.085 0.016 -0.420 -5.196 0.000 

 Gender -0.693 0.300 -0.194 -2.310 0.024 

 

 

The researchers were also asked of any exposure to entrepreneurship prior to their participation 

in this study. Out of the 65, 27 (41.5%) reported to having undertaken some kind of formal 

entrepreneurial education in the past. This include among others entrepreneurship course as 

part of their undergraduate degree programmes, entrepreneurship seminars and workshops, etc. 

Furthermore, a higher percentage of the researchers, 66.2% (43 out of 65) reported to having 

exposure to entrepreneurship by having either family members or friends who are 

entrepreneurs. 8 (12.3%) of the researchers opted not to answer to this question. Plus, one 

(1.5%) out of the 65 researchers reported as being an entrepreneur. Figure I below provide 

summary of this findings. 

The academic researchers were then asked to assess the commercial potential of their 

ongoing research work, in this case their Master or PhD research. Nearly a third of them, 21 

(32.3%), felt that their work had no commercial potential; just an academic work that would 

lead to some publications. The other one third of the researchers, 21 (32.3%), did believe that 

their work had some potential in the forms of practical applications of the research findings by 

potential stakeholders. 
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Figure I : Prior Exposure to Entrepreneurship 

 
 

A further 22 (33.8%), reported more confidently that their work had commercial potential with 

5 (7.7%) claimed that they will be producing a prototype and another 5 (7.7%) believed that 

they will produce patentable research output. The remaining 1 researcher was not sure of the 

commercial potential of his work. This is explored further to see the difference in the responds 

between male and female academic researchers. The following Figure II provides the summary 

of the findings. 

Figure II : Commercial Potential Assessment 

 
 

The researchers were then asked their intention to commercialise their research work upon 

completion. Only 2 (3.1%) out of the 65 researchers reported that they intend to commercialize 

their research output. A further 3 (4.6%) planned to evaluate further the commercial potential 

of their research upon completion, while 1 (1.5%) intend to file for a patent. Majority of the 

researchers, 24 (36.9%) planned to use the qualifications gained from completing their 

postgraduate research to progress further in their current career. A further 22 (33.8%) planned 

to publish their research findings. Among the Master candidates, 11 (16.9%) planned to 

continue their research at PhD level.  

Next, those with EI score of 6 or more were identified and these 23 (35.4%) were 

categorized as High EI. The group consist of 19 (82.6%) male, 4 (17.4%) female, 12 (52.2%) 

PhD candidates, 11 (47.8%) Master candidates, and 9 (39.1%) of them have had prior exposure 

to entrepreneurship.  The intention to commercialise was explored further to see the difference 

in the responds between male, female and High EI academic researchers. Following Figure III  

provide summary of the responses. 
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Figure III : Intention to Commercialise 

 
 

DISCUSSION 

The main aim of this study is to investigate the level of entrepreneurial intention among 

academic researchers in a Malaysian university. Specifically, in relations to the intention to 

commercialize their research output as this important towards the realisation of the government 

agendas highlighted earlier.  It appears that even though one third of the group believed that 

their research had commercial potential, only a small portion of them (2 out of 65 or 3.1%) 

actually had the intention to the commercialize their work when complete. One of them was 

exploring aspects of user engagement in mobile-based augmented reality games and as part of 

his research design; he produced a prototype game to test his propositions. Thus, he intended 

to offer his game on the Play Store (Android) and App Store (IOS). The other researcher, when 

quizzed further was not clear on how and what exactly he intended to commercialize out of his 

work. Interestingly, neither of them recorded High EI. So, it is believed that by producing a 

complete product that is tested during the course of the research made it easier for the researcher 

to see the commercial viability of their research output and thus, the opportunistic intention to 

commercialize. 

Furthermore, out of the High EI group, none of them had the intention to commercialize 

their work. Only 8.6% of the High EI group can be seen as intending to consider 

commercialization of their work with 1 researcher each planned to evaluate the commercial 

potential further and file for patent respectively. When investigated further among this group, 

56.5% of them lacking sufficient knowledge to evaluate commercial potential of their work. 

This suggests that there is a need for a framework to help guide the researchers in evaluating 

the commercial potential of their research. The university where the study took place has a 

process where prior to publishing any research work, the researchers have to submit the public 

disclosure assessment form to the R&D division of the university. The form is a sequence of 

questions that allows the division to determine the originality of the work, as part of their 
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quality control measure, and the answers to questions are also used to decide whether public 

disclosure is allowable or some form of protection is needed to enable for future 

commercialization of the work. If the form is made more comprehensive, it can serve as a tool 

for the researchers to do the assessment of the commercial potential of their work. 

The other 10 out 23 High EI researchers, had better understanding of the potential of 

their work where they each able to envision how the work can be commercialized. 6 of them 

identified industrial users as their potential clients and were not sure how they could go about 

in reaching these potential clients. The other 4 suggested spin-outs as the commercialization 

strategy for them but raised the question of resources needed. The university needs to provide 

matching services (matching to potential clients, business partners, investors, etc) to help 

increase the rate of commercialization by such researchers.  

From the median and mode analysis, it can be argued that academic researchers have 

strong potential towards entrepreneurship. However, based on the findings the potential did not 

seem to translate into a more concrete entrepreneurial intention vis-à-vis the commercialization 

of their research work. Possible solution to this situation may lie in providing more 

entrepreneurship engagement and education to the researchers as well as the university itself 

playing a more active role within the local entrepreneurship eco-system beyond the traditional 

role of providing human capital. Furthermore, the entrepreneurship eco-system within the 

university needs to be developed via the setting up of entrepreneur development units, start-up 

or spin-out policies and funds, accelerator programmes, business incubators, etc. Such 

measures are needed if a higher level of academic entrepreneurship is to be seen in Malaysian 

universities. 

The findings also suggest there seems to be a marked difference between male and 

female researchers. Female researchers seem to have less inclination towards commercialising 

their research as well as EI in general. Older researchers also showed a similar pattern. 

However, with increasing trend observed in numerous studies in terms of the growing 

importance of post-retirement entrepreneurs and women entrepreneurs, such insights should be 

incorporated to design engagement strategies targeted for these groups of researchers. 

CONCLUSIONS 

The case study has revealed that there is still some way to go before the realisation of the 

government agenda outlined in 10th Malaysia Plan. The challenge lies in the transforming of 

the commonly high self-efficacy among the researchers into entrepreneurial intention to small 

extent, and to entrepreneurial intention relating to their research work more significantly.  

The case study approach does not naturally lend itself to generalizations. Further work 

needs to be done in order to find meaningful causal relationships between the explored factors. 

This research being focused on one university, it would be useful to replicate the study of other 

universities in Malaysia. This may lead towards some findings that can be generalized.  
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CHINESE STUDENTSô DECISION-MAKING IN HIGHER EDUCATION: 

THAI MARKET 

JITTIKHUN NIYOMSIRI1 

ABSTRACT 

This paper presents the findings of an exploratory mixed-methods study into the consumer 

purchase decisions about higher education in Thailand by Chinese students. The research is 

based on a theoretical model by Cubillo, Sanchez and Cervino (2006). Four factors in the 

consumer decisions ïpersonal reasons, country image effect, institution image, and programme 

evaluation ï were examined. The study used a student questionnaire (n = 80) and a focus group 

(n = 10). Participants were Chinese students at different universities in Bangkok and Chiang 

Mai. The questionnaire was analysed using a structural equation model. This analysis showed 

that institution image and programme evaluation were significant factors in the choice of a Thai 

university, but the country image effect and personal reasons were not. In contrast, the focus 

group interviews showed that personal reasons like language development, was essential to 

students as well as institution image and programme evaluation, but country image was less 

important for their choice.  

Key Words: purchase intention, consumer behavior, higher education, decision-making 

INTRODUCTION 

Currently, there is a mass movement of students studying abroad; the amount of the group 

doubled from 2.1 million in 2000 to 4.5 million in 2011 globally. The number expected for 

2014 is about 5 million, with a rising trend to 2015 (OECD, 2013). Asia alone was the source 

region of more than half of all students studying outside their home country. Growth of the 

figure is mainly attributable to China, India, and South Korea. Together these three top nations 

account for more than 25 percent of internationally mobile students. However, now the pattern 

of student movement is shifting from English-speaking countries to the trend called intra-

regional mobility, where students who study abroad but within their home region (ICEF 

Monitor, 2014; Sharma, 2014). 

Thai government policy positioned the country as an international education hub by 

creating a strategy based on three strengths: leading academic institutions with international 

standards, a variety of curricula for all levels of students, and educational exhibitions and 

activities (Ministry of Education, 2008). Recently the Department of International Trade 

Promotion responded to the programme and organised the ñThailand International Education 

Expo: The 10th TIEEò in February 2013, focusing on the theme ñLive & Learn in Wonderful 

Thailandò (Thai Trade Center Los Angeles, 2012).  

The decreasing birth rate in many nations including Thailand resulted in less of the 

population in higher education. Therefore academic institutions pay attention to seeking foreign 

students instead. Chinese students form one of the target markets, given this huge demographic. 

Thus, this paper contributes to investigating and understanding factors influencing Chinese 

studentsô decision making regarding higher education in Thailand. Furthermore, the paper 

provides information on the current international education market situation. 

 

                                                 
1 Chiang Mai Rajabhat University, International College, Thailand. Email: jittikhunjj@gmail.com 
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LITERATURE REVIEW 

The concept of marketing of higher education institutions 

From an academic viewpoint, international students are hardly perceived as consumers of a 

university (Bejou, 2005). Many marketersô research tends to use the concept of exchange, which 

also reflects the meaning of marketing itself. Educational academies are offer both tangible and 

intangible services (Liechty and Churchill, 1979). They provide programmes, degrees, social 

interaction between seniors and juniors, facilities like IT centres, libraries and cafeterias, and 

other benefits to their students. This is in exchange for tuition fees, donations and other support 

(Kotler and Fox, 1995). Both sides decide to exchange, and finally end up better off.  

The quality of intangible services is defined by the people who provide them, such as 

lecturers and administrative officers (Gibbs and Murphy, 2009). Liechtly and Churchill (1979) 

argued that education is the most intangible of all services. With the difficulties of judging the 

service, students then encounter a high risk during course and university selection process (Ali-

Choudhury, Bennett and Savani, 2009).  

This paper uses the marketersô perspective by examining some of the models 

influencing a decision-making process, especially for higher education selections. Nonetheless, 

in order to set the framework of this paper, the consumer decision-making process is introduced 

before touching on the purchase intention, which is the focal point. The concept of programme 

or educational institution selection by international students is still limited and little explained 

(Cubillo, Sanchez and Cervino, 2006; Maringe and Carter, 2007). International students in this 

study consist of Chinese students willing to attain higher education in Thailand, which consists 

of bachelor, master, and doctorate programmes. A general model of consumer decision-making 

is presented first, followed by the specific model specifically for the higher education market.   

Consumer decision-making in higher education 

Consumer decision-making has been studied by various researchers focusing on their own 

target groups (Kotler, 2003; Mullins et al., 2004). Studying the area of higher education 

marketing is still in an early stage (Hemsley-Brown and Oplatka, 2006). This is mostly done 

for a specific institution and based in the UK and Australia, rather than Thailand. The earliest 

research on consumer decision-making in education was done by Chapman (1981). Chapman 

explained that studentsô decisions are affected by their characteristics as well as the external 

influences. The consumer decision-making process represented in Figure 1 was developed by 

Kotler and Armstrong (2006, p. 147). Consumers are passing along five steps when they are in 

a new and complex purchase situation. The process consists of need recognition, information 

search, evaluation of alternatives, purchase decision and postpurchase behaviour. It is important 

that marketers pay attention to every stage, not only purchase decisions. 

Figure 1: Consumer decision-making model 

 

 
Source: Kotler and Armstrong (2006, p. 147) 

 

Understanding of the process can give higher education institutions insight into studentsô 

perceptions and major needs. This can facilitate organisation to differentiate institutions from 

competitors and create a powerful marketing strategy (Wiese, Van Heerden and Jordaan, 2010). 

Furthermore, knowledge of choice factors influencing the studentsô decision will give deep 

insight into their final decision, which is the aim of this paper. 
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Purchase intention in higher education 

Analysing consumersô intentions is a common method used by marketers to investigate the real 

behaviour of target buyers (Blackwell, Miniard and Engel, 2006; Ghalandari and Norouzi, 

2012). The word intention alone refers to the prior factors that influence and lead clientsô actions 

(Hawkins and Mothersbaugh, 2010). Azjen (1991) agreed that intention not only encourages 

people but also affects their purchase actions. According to the previous research, the greater 

the intention strength, the higher the possibility of purchase behaviour (Kim and Pysarchik, 

2000). The highlight of this study is to explore how Chinese studentsô choices to study abroad, 

in this case in Thailand, are impacted by the features surrounding them (Woodside and Martin, 

2008). 

The specific model of purchase intention developed for the education market is 

established by Cubillo, Sanchez and Cervino (2006, p. 107). There are five factors affecting the 

consumer decision-making process: personal reasons, country image effect, city effect, 

institution image, and programme evaluation. Each type is measured by sub-issues shown in 

Figure 2. Nevertheless, this researched model is based on existing concept reviews, so the 

nationality of respondents (students) varies. However, this study tests the model for one race of 

students, Chinese only. Moreover, the geographic scope is narrowed in order to benefit the Thai 

higher education market. 

 

Figure 2: Purchase Intention Model 

 
Source: Cubillo, Sanchez and Cervino (2006, p. 107) 

As this is pioneering research, some complexity is reduced due to the limited time; 

therefore factors in the purchase intention model are used with the exception of city image. 

Cubillo, Sanchez and Cervino, as quoted in Hilden (2013, p. 24), reported that ñstudentôs 

perception of the destination city will also influence the decision process as well as the country 

imageò. The elimination is also supported by Hildenôs (2013) research on international 

studentsô decision-making process in Finland. Hilden excluded the city image as it is a part of 

the country image. 

 

Hypothesis one: Personal reasons have a positive influence on studentsô purchase intentions 

regarding higher education  

 

According to Dawes and Brown (2002), Kim (2004), Nora (2004), Yamamoto (2006), and 

Raposo and Alves (2007), personal factors have the highest positive influences when students 
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select a university. Especially for Asians, reference groups are very effective, for example 

opinions of siblings, friends, peers, relatives, and teachers (Bourke, 2000; Ceja, 2004; 

Yamamoto, 2006, p. 561; Pimpa and Suwannapirom, 2008; Wagner and Fard, 2009). In British 

education, Binsardi and Ekwulugo (2003) found that half of the students sampled trust alumni 

networks as the key personal marketing strategy for the country. 
 

Hypothesis two: The country image effect has a positive influence in studentsô purchase 

intentions regarding higher education.  

 

Country socioeconomic status, as found by Chung, Fam and Holdsworth (2007), is not an 

important factor for international students in New Zealand. However, McMahon (1992) noted 

that a host countryôs economic size relative to the home countryôs influences student choices. 

McMahonôs study result showed a negative relation between economic prosperity in home 

countries and the quantity of international student flows. Moreover, the geographic relationship 

between host and home countries is viewed as an essential factor (Veloutsou, Lewis and Paton, 

2004; Tavares et al., 2008). Some researchers agreed that the country has a greater impact than 

the institution (Srikatanyoo and Gnoth, 2002). Maringe and Carter (2007, p. 461) stated that 

students choose to study in England first, and the university comes later. The scope of 

internationalism and globalisation makes the country issue even more significant in choosing 

the learning destination. 

 

Hypothesis three: The institution image factor has a positive influence in studentsô purchase 

intentions regarding higher education  

  

Moving on to the institution image, Qureshi (1995), Mazzarol (1998), and Bourke (2000, p. 

114) showed that a positive image led to studentsô decisions to enrol in institutions. The 

measured factors related to institution image covered four out of six factors in an education 

marketing mix presented by Mainardes et al. (2011), which consisted of the education service, 

price of education, communication in education, place in education, people in education, and 

process in education. Place in education is represented by facilities on campus. Institution 

prestige and international recognition are the education service. Communication in education 

belongs to the communication factor. Finally, people in education is mentioned as a quality of 

professors. However, creating a strong appearance of an educational institution definitely takes 

a long time (Kotler and Fox, 1995). Consequently Peng, Lawley and Perry (2000) suggested 

that marketers put their effort into creating a powerful programme image instead. And they also 

showed that a programme evaluation is more important than either country or institution image.      

 

Hypothesis four: An effective of programme evaluation is reflected mainly by the costs and 

finance  

 

The programme falls into the óplaceô factor of the education marketing mix (Mainardes, 2011, 

p. 49). And ópriceô is shown by costs and finance. A study of universities in South Africa stated 

that financial aid offered ranks only 5th in the list of significant factors (Beneke and Human, 

2010). Mazzarol and Soutar (2002) discovered a medium correlation between the fee and 

number of student applications, with decreasing tuition fee having a moderate effect on Asian 

students. On the other hand, the cost of attendance is said to be very essential by the research 

of Maringe and Carter (2007, p. 469) and Qureshi (1995, p. 166), as it represents the risk 

encountered by students and their family. According to some other business viewpoints, the 
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education fee is like an investment in a person, the return reflected by salary received in the 

future. People will invest only when they expect to earn more in the future (Domino et al.).  

METHODOLOGY 

This study utilises factors affecting purchase intentions developed by Cubillo, Sanchez and 

Cervino (2006, p. 107) to examine Chinese student decision-making in higher education. Since 

all methods have their own strengths and weaknesses, mixing them compensates for some 

disadvantages of each other (Kent, 2008). Data is collected in a sequential process (Creswell, 

2009). Beginning with a quantitative approach through questionnaires, and followed with 

qualitative research using a focus group (Davey, 2005), to determine the levels of significance 

of each element and capture some advice and opinions that are not covered in the model. In 

order to provide in-depth understanding of the influences affecting international studentsô 

decisions to study abroad, Rudd, Djafarova and Waring (2012) stated that qualitative analysis 

is needed. 

Questionnairesô questions are developed from the Cubillo, Sanchez and Cervino (2006) 

model with the exception of city image, so there are four latent variables measured based on 

observed variables that emerged from the literature. The survey is divided into Section A and 

B and is in English only. The former part is personal information and the latter covers the 

dimensions of each issue. For the second part, answers are in the form of scales, ranked from 

one to five. According to a five-point Likert scale (Likert, 1932), each item has five response 

categories running from totally disagree to totally agree: one means totally disagree, two is 

disagree, three stands for medium or neither agree nor disagree, four is agree, and five means 

totally agree. 

The pilot survey was tested in order to ensure that there were no misunderstandings of 

words and sentences were easy to interpret, as well as to confirm the investigation was accurate 

and adequate (Curwin and Slater, 2008). From the pilot review, some sentences were adjusted 

and the survey was prepared for the next stage, collection.    

A non-probability, convenience sampling of 80 questionnaires was conducted through 

Chinese student respondents who studied in Thailand, mostly in Chiang Mai while others were 

from Bangkok. In Chiang Mai, forms were completed by Chinese students enrolled in Chiang 

Mai Rajabhat University and Chiang Mai University. In Bangkok, respondents were from 

Assumption University of Thailand. Concerning the problem of the return rate, 200 

questionnaires were sent out, and resulted in 98 returns. Some surveys were eliminated due to 

incomplete answers, therefore researchers used only the 80 qualifying questionnaires. 

A focus group is a form of qualitative data collection. One focus group was held with 

ten Chinese students selected by convenience sampling; all of them were registered as Chiang 

Mai Rajabhat students, but in different academic years. Burns and Bush (2006) recommended 

focus groups as they can generate insights and attitudes. This method therefore provided a 

concentrated discussion regarding the most influential factor for Chinese student decision 

making (Rudd, Djafarova and Waring, 2012, p. 133). Focus groups are planned and arranged 

for a specific date and time to suit the availability of every respondent. Moreover, respondents 

are asked to agree to the interview beforehand. Respondents do not need to provide their names 

and only the information received is examined.                 

Information was analysed using a structural equation model (SEM) through the AMOS 

statistics programme to ensure that under the circumstance of a similar cultural background 

(Chinese students), studentsô decision-making process can still be established using those 

factors shown in Figure 2 (or not). Initially for SEM, the measurement model is tested using 

seven fit index statistics: comparative fit index (CFI), goodness of fit index (GFI), adjusted 

goodness of fit index (AGFI), root mean square error of approximation (RMSEA), root mean 
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square residual (RMR), normed fit index (NFI) and incremental fit index (IFI). The result will 

show the observed variablesô standardised factor loading for each latent factor.  Finally, the 

factorsô influence effect on purchase intention is verified. 
FINDINGS 

Quantitative results 

The quantitative modelôs explicit variables included personal reasons, country image effect, 

institution image, and programme evaluation as factors in the consumer decision for a specific 

institution in Thailand. Figure 4 shows the model fit summary for the SEM test of this 

framework.  

Figure 4: Model Fit Summary  

 
This model did not display a strong goodness of fit. The Akaike information criterion (AIC) for 

the default model was the smallest of all three considered models (AICDefault = 317.186, 

AICSaturated = 342.000, AICIndependence = 972.162). This indicates that the default model is the 

best fitting of all three models tested. However, other measures of fit did not indicate that the 

default model showed a strong fit. GFI and AGFI showed moderate goodness of fit (GFI = 

0.784) (AGFI = 0.718). This indicates that 78.4% of variance/covariance can be explained by 

the model (using the GFI figures). This is not enough for absolute acceptance of the model, but 

since GFI and AGFI are sensitive to small sample sizes (Byrne, 2010), and this study had a 

sample size of n = 80, this is not enough to reject the model. The RMSEA value for the default 

model did not reach the < 0.05 threshold (RMSEA = 0.091). However, many of the fit indicators 

(including CFI and IFI) approached acceptance levels. Overall, this was not a closely fitting 

model, which is explained by the regression weights (as one factor was insignificant). However, 

it is moderately well fitting at a level that could be explained as descriptive. 

Table 1: Summary of descriptive approximate fit measures for default model 

Criterion Value Level 

indicating good 

fit  

Did model deliver 

good fit? 
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AIC 316.186 (Default) 

342.000 (Saturated) 

972.162 

(Independence) 

(Comparative) Best fitting model 

produced was 

default 

CFI 0.866 > 0.95 No 

GFI 0.784 > 0.95 No 

AGFI 0.718 > 0.90 No 

RMSEA 0.091 < 0.05 = Close 

fit  

0.05 to 0.08 = 

Approximate fit 

> 0.08 = Poor 

fit  

No 

RMR 0.110 <0.10  No 

NFI 0.748 >0.90 No 

IFI 0.869 >0.90 No 

Source for acceptance values: Byrne (2010) 

 

The regression weights for each of the measured variables (Table 2) demonstrate the significant 

factors in the purchase decision. Significant factors in purchase intention included institution 

image (p = 0.019) and programme evaluation (p = 0.002). Personal reasons (p = 0.979) and 

image (p = 0.079) were not significant, although image approached significance.  Variances are 

shown in Table 3.  

 

Table 2: Regression weights for default model 

   Estimate S.E. C.R. P Label 

Purchase Intention <--- Image .246 .140 1.755 .079  

Purchase Intention <--- Personal Reason .003 .104 .026 .979  

Purchase Intention <--- Institution Image .233 .099 2.348 .019  

Purchase Intention <--- Programme Evaluation .465 .147 3.163 .002  

PR3 <--- Personal Reason 1.000     

PR2 <--- Personal Reason 1.119 .182 6.146 ***   

PR1 <--- Personal Reason .847 .143 5.910 ***   

CIE3 <--- Image 1.000     

CIE2 <--- Image 1.627 .423 3.849 ***   

CIE1 <--- Image .850 .191 4.453 ***   

II1 <--- Institution Image 1.000     

II2 <--- Institution Image .786 .113 6.940 ***   

II3 <--- Institution Image 1.013 .126 8.068 ***   

PE1 <--- Programme Evaluation 1.000     

PE2 <--- Programme Evaluation 1.408 .198 7.098 ***   

PE3 <--- Programme Evaluation 1.344 .179 7.524 ***   

PE4 <--- Programme Evaluation .963 .156 6.163 ***   

II4 <--- Institution Image .912 .112 8.139 ***   

II5 <--- Institution Image .900 .130 6.899 ***   

PI1 <--- Purchase Intention 1.000     
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   Estimate S.E. C.R. P Label 

PI2 <--- Purchase Intention .725 .124 5.842 ***   

PI3 <--- Purchase Intention 1.236 .159 7.763 ***   

Table 3: Variances for default model 

   Estimate S.E. C.R. P Label 

Personal Reason   .332 .086 3.866 ***   

Image   .167 .064 2.624 .009  

Institution Image   .369 .086 4.313 ***   

Programme Evaluation   .194 .049 3.962 ***   

e19   .237 .056 4.248 ***   

e3   .229 .055 4.158 ***   

e2   .205 .063 3.261 .001  

e1   .279 .051 5.455 ***   

e6   .307 .057 5.342 ***   

e5   .011 .098 .116 .908  

e4   .353 .057 6.164 ***   

e7   .248 .045 5.524 ***   

e8   .230 .038 6.015 ***   

e9   .199 .039 5.113 ***   

e12   .163 .029 5.549 ***   

e13   .253 .049 5.116 ***   

e14   .139 .035 3.965 ***   

e15   .221 .037 6.011 ***   

e10   .153 .031 5.017 ***   

e11   .308 .051 6.036 ***   

e16   .171 .040 4.307 ***   

e17   .311 .048 6.436 ***   

e18   .078 .049 1.605 .109  

 

The estimates indicate that programme evaluation has the highest impact based on regression 

weight (0.46), followed by institution image (0.23). 

 

In summary, the hypothesis outcomes are as follows: 

¶ Hypothesis 1: Rejected. Personal reasons did not have a significant impact on student 

purchase intentions regarding higher education. 

¶ Hypothesis 2: Rejected. Country image did not have a significant impact on student 

purchase intentions regarding higher education. 

¶ Hypothesis 3: Accepted. Institution image did have a significant impact on student 

purchase intentions regarding higher education. 

¶ Hypothesis 4: Accepted. Programme evaluation did have a significant impact on 

student purchase intentions regarding higher education. 

 

It should be noted that these results are based on a small sample (n = 80). SEM typically requires 

a much larger sample to work effectively, with minimum samples often being twice as large as 

standard regression tests. This model was shown to have a poor fit based on approximate fit 
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criteria. Thus, although these results were relatively weak it is possible that this is because of 

the sample size.   

Qualitative results 

In addition to the quantitative research, a focus group was also used to assess reasons for 

choosing to study in Thailand at the higher education level. The focus group discussion included 

ten Chinese students. This discussion revealed a much wider set of reasons for choosing to 

study in Thailand than were found in the literature review. Some evidence was also found for 

these factors. The most important difference is that rather than personal reasons like family 

relationships, the main reasons found were cultural and language competence and growth.  This 

speaks to a cultural openness and adventurousness that may not be easy to satisfy at home. 

Institutional image 

Institution image did play a role in some studentsô decisions to study in Thailand. One student 

remarked, ñThe teachers here help me to improve my knowledge and adapt to a different 

culture.ò A second stated, ñEducation in Thailand is very systematic.ò A third student stated, 

ñHaving international dormitory inside the university is great and very convenience.ò  Another 

student identified the university as a second home and have everything needed. Others agreed 

that institution gave them a foreign communication environment, thus they always need to 

speak English every day. As one student stated, ñEnvironment is important, I stayed in 

international dormitory surrounded by other foreign students. If I cannot speak with them I will 

feel very lonely.ò This shows that there is a positive image of the institution among the Chinese 

student. 

Programme evaluation 

Students are mention highly on programme evaluation in their choice of Thailand or Chiang 

Mai to study. ñThe programme schedule allow us to both study and doing activities, which give 

us a chance of knowing other Thai students.ò Other comments are, ñI can select three free 

elective subjects so I chose Thai language and Thai dance, it was one of my best experienceò, 

ñMy most excited part of the programme was in forth year. I have to work outside in the real 

company [field experience subject] for the whole semester. I love it so much.ò  

Some of them are enjoyed on the low-cost of Thai education, one student said that ñI 

paid equally for an international programme tuition in Thailand compared with a normal 

programme in other countries.ò Another student agreed on the reasonable of a low-living cost, 

ñFood and accommodation in Thai is worth for money.ò Part of student mentioned, 

ñScholarship is the main topic, if I did not get it, I cannot afford to the costs.ò Therefore, 

students are considered on a programme evaluation as a significant factor for their education 

choices.    

Country image 

Relatively few students explicitly mentioned the country image. One student identified the Thai 

people characteristic as a factor in their choice, stating that ñ[Thai] people are kind hearted. 

They all help me a lot.ò Another student identified Thailand as a peaceful country with a 

positive image. The diplomatic and cultural connections of Thailand and China were also 

viewed as an issue. As one student stated, ñAt present China and Thailand has a good 

connection with economics and trade. It creates many life choices.ò  

Personal reasons 

Cultural competence and intercultural experience was one of the major reasons for choosing to 

study in Thailand. One student remarked that this study allowed her to ñlearn and study the 

local culture,ò while another indicated that ñlanguage improvementò was a major goal. Another 

remark was that ñAs a student who wants to improve languages, learning surroundings are so 

important. I think Thailand gives more chance for this.ò  
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Other students also agreed that learning the Thai language and about Thai culture, along 

with making friends from other cultures, was a main reason for studying in Thailand. Students 

were interested in not only learning Thai, but also learning English and interacting with people 

from other cultures. One student stated, ñThere are many foreigners in Thailand, so when we 

are studying, we can encounter more different cultures from different countries. We can open 

our mind and spread our wings.ò Thus, studying in Thailand is seen as a form of cultural 

freedom compared to the studentsô homeland.  

There were some reasons that were more about future experience or life rather than the 

direct experience of learning. A few students expressed future intentions to work in Thailand 

or in different countries than China. One student stated that ñI want to know the local culture 

and I want to get an opportunity to get a job in Thailand after I graduate.ò For another, the 

choice was driven more by family needs. ñMy family wants me to study in Thailandé if I can 

understand Thai people and culture, I can help my familyôs export business in future.ò Thus, 

forward-looking personal choices were also an issue. 

Summary 

Students all had different reasons for studying in Thailand. However, there are some themes 

that were shared among them. Students had a positive image of Thailand, viewing it as a 

peaceful, beautiful culture, nice people, and comfortable place with low living cost. They also 

had positive images of education in Thailand in general and of the institution. One of the 

strongest common denominators was that students liked the programme evaluation, including 

activities and the field experience in the last semester. They also wanted to improve their 

language skills, particularly English. For some students, this was a future-oriented choice, with 

students seeking future economic advantages either within their family context or, for example, 

jobs in Thailand. Thus, while personal reasons did predominate, these were mainly economic 

or academic reasons rather than those that were family-related. Country image played relatively 

little role in the decision.  

DISCUSSION 

The quantitative and qualitative results had relating outcomes. The quantitative results indicated 

that the significant factors in student purchase decisions for university education in Thailand 

included institution image and programme evaluation. Personal reasons and country image did 

not have a significant impact. Moreover, when discussing the reasons for studying in Thailand 

in the focus groups, the most significant reasons also included programme evaluation and 

institution image. However, personal reasons did appear as considerable issue and there are 

some factor that did emerge included language skills and intercultural contact, and potential 

future economic gains like being able to work in Thailand or help family firms. Country image 

is determined to be not important effect for both methods. These findings conflicted with the 

literature review, which suggested that all four factors would be important. One reason for these 

conflicts is probably the relatively undeveloped state of the literature on consumer decisions 

for university choice (Hemsley-Brown and Oplatka, 2006). Most of the studies that have been 

undertaken have not taken place in the Thai market or among Chinese students, and as a result 

there could be some variation. 

Personal reasons are obviously a major factor in the literature review and the focus 

groups, though it was not significant in the SEM. The model of purchase intention proposed by 

Cubillo, Sanchez and Cervino (2006) did identify personal improvement, which is one of the 

major reasons identified in the focus groups. Specifically, language and intercultural contact 

was identified as a reason for studying in Thailand, although personal reasons on the whole 

were not significant in the SEM. The focus groups also showed positive views of Chiang Mai, 

which was consistent with these authorsô inclusion of a city effect component in their model 
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(Cubillo, Sanchez and Cervino, 2006). Thus, this research may have been less limited had it 

imposed the full model, rather than following Hildenôs (2013) lead by eliminating the city effect 

component of the Cubillo et al. (2006) model. 

Similarly, institution image was important in the literature review (Qureshi, 1995; 

Kotler and Fox, 1995; Mazzarol, 1998; Bourke, 2000; Peng, Lawley and Perry, 2000; 

Mainardes, et al., 2011). It was significant in the SEM and had major support in the focus group. 

Therefore, it is possible that students were likely to choose Thailand because of the institution 

image. This could also be true for the programme evaluation. Programme evaluation relates to 

the studentsô views on the specific programme they choose, such as its recognition, suitability, 

specialisation, and costs and finance (Hemsley-Brown and Oplatka, 2006). It is possible that 

Chinese students have focus on this area. Furthermore, it is more likely that students choose the 

institution and programme first, then the country; thus, the country image may have less impact 

on their choice to study in Thailand generally.  

However, a number of studies did identify the country image effect as significant for 

students (Srikatanyoo and Gnoth, 2002; Veloutsou, Lewis and Paton, 2004; Tavares et al., 

2008; Maringe and Carter, 2007). This was not identified as a factor in the SEM and only limit 

number of student mentioned about the image of Thailand. The reasons for this are unclear, but 

it may be because of the limited sample size or because of inadequate specification of the 

country image factor. This is one of the problems of this study, though this was not unexpected 

given the exploratory nature of this research. 

Overall, it is clear that the theoretical model presented by Hemsley-Brown and Oplatka 

(2006) of consumer decisions for higher education do not fully explain the choices of Chinese 

students in Thailand. However, cultural variations in context could be part of the reason for this 

gap, as could other reasons like measurement imprecision resulting from small sample sizes. 

CONCLUSION 

The purpose of this study was to examine the reasons for Chinese students choosing to complete 

higher education programmes in Thailand. Thai government policy has positioned Thailand as 

an international education hub, developing leading academic institutions and academic 

activities at all levels. As a result of this activity, Thailand has drawn students from around the 

Asian region. Many students in Asia do choose to study abroad internationally, with students 

from China, India and South Korea making up more than a quarter of students studying 

internationally. However, there has been very little study of the decision to study abroad as a 

consumer decision. In fact, the decision of where to study is barely considered as a consumer 

decision at all, even though it is clear that to some extent it is one. 

The study adapted the conceptual framework of the student choice of study location 

proposed by Hemsley-Brown and Oplatka (2006) for an exploratory study of Chinese students 

in Chiang Mai and Bangkok. The main factors that were studied included institution image, 

country image, programme evaluation and personal reasons. The study used a mixed-methods 

approach. A quantitative survey (n = 80) and a focus group (n = 10) were used to collect 

information about reasons for study. The quantitative study, which was analysed using SEM, 

showed that institution image and programme evaluation were the significant factors in 

programme choice. However, feedback from the focus groups suggested that the personal 

reasons (desire for cultural and language development and encounters with other cultures as 

well as future employment) is the additional significant factor. These minor conflicting results 

suggest that students have a number of different reasons for studying abroad. However, much 

more research is needed in order to understand those reasons. 

The main recommendation for universities from these findings is that they should 

emphasise the opportunity for developing language skills and intercultural competence through 
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cultural encounters. This is an area that was identified as a positive characteristic of Thailand 

in the focus groups and one that drove the decision to study in Thailand for several respondents. 

This could help improve the positive image of the Thai educational experience and help bring 

in more Chinese students. 

The main recommendation for the academic field is that more study is needed on the 

motivations of international students. There was relatively little research available in the 

literature review and much of this was exploratory research. This led to inadequate guidance 

for the current study. Focusing more on the decision to study abroad could help explain the 

choice of university as a consumer decision, as well as the motivations regarding international 

contact and development of personal cultural competence. 
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APPENDIX 

Abbreviations 

CIE1 Cultural proximity 

CIE2 Social and academic reputation 

CIE3 Socioeconomic level 

II1 Quality of professors 

II2 Institutionôs prestige 

II3 International recognition 

II4 Communication 

II5 Facilities on campus 

PE1 Programme recognition 

PE2 Programme suitability 

PE3 Programme specialisation 

PE4 Costs and finance 

PI1 Purchase intention 1 

PI2 Purchase intention 2 

PI3 Purchase intention 3 

PR1 Advice 

PR2 Personal improvement 

PR3 Ethnocentrism 
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CUSTOMER JOURNEY ON SOCIAL MEDIA SITES: A CASE STUDY OF 

SAUDI CONSUMERS. 

NAWT ALMUTAIRI 1 AND PROF. RICHARD BENNETT2 

ABSTRACT 

This study discusses three main stages of customerôs journey on social media sites and how these 

stages affect customers' attitude and behavioural intention in buying a particular product. Young 

Saudi users of social media sites under fifty years of age were targeted in this study. Convenience 

sample includes eighteen participants. Ten in-depth interviews were conducted in Jeddah. One 

focus group consists of eight Saudi students (four males, four females) at Reading University in 

UK. In general, the findings demonstrate that three main stages (discovering, evaluating, and 

purchasing intention) customers go through while engaging on social sites are associated. A brand 

can be easily recognized through social media sites whether it is displayed (positively or 

negatively). Moreover, evaluating the quality of a product highly depends on how others evaluate 

it. Finally, the study demonstrates that smart phones (e.g. i-Phone) were the most bought products 

by Saudi customers as a result of discovering and evaluating through social media. 

Key words: Customer Journey, Social Media, Discover, Evaluation, Purchase intention, Saudi 

Consumers. 

INTRODUCTION: 

Social media sites were considered as critical part of consumerôs journey due to its rapid growth. 

The accessibility of social media sites encourages users to maximize their engagement with these 

media for different intentions. In the context of customersô behavioural intention, buyers tend to 

replace items after gathering information about a specific product. Their attitude toward products 

is based on otherôs feedback, recommendations and advices who might have negative.positive 

experiences with it (Evans, 2008). 

A study by Chu concludes that engagement with social media is considered as a critical 

factor that influences consumers' attitudes to discover new products and services (Chu, 2011). This 

factor is different comparing to traditional media, for social media became one of the most 

important tools to discover, seek and keep updating about different brands. 

Prior literature has emphasized the distinction between discover and evaluate, for consumer 

attitude is diverse during theses stages. However, studies on customer behaviour has no specific 

path to rely on concerning purchase intention as outcome of discovering and evaluating a product 

during customer journey (CJ) on social media (ibid).  

Thus, the research conducted in this paper is imperative to investigate whether consumers' 

intention to evaluate a product through social media is derived from discover stage, or whether it 

occurs independently. Finally, this paper also explores how these stages affect customerôs intention 

to purchase. 
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AIM 

The purpose of this paper is to investigate whether social media sites can re-define the structure of 

the buying decision process. 

OBJECTIVES 

The objectives of this paper will  be met by answering the following questions. 

(1) What is CJ on SMSs? 

(2) How CJ on SMSs leads to discovering a product? 

(3) Are the stages of CJ associated? 

(4)  Dose the effect on Purchase intention positive or negative?  

A REVIEW OF LITERATURE 

Attitude and Behavioural intention 

According to Kotler many factors affect an individual's purchase behavior, including a personôs 

own characteristics (Kotler, 2003). Moreover, within his.her own characteristics, there are further 

factors; for instance, psychological factors. These psychological factors include four main factors: 

motivations, perception, learning, and attitudes. Attitude is a significant concept in customer 

behaviour. Kotler describes óattitudeô as "a personôs enduring favorable or unfavorable 

evaluations, emotional feelings and action tendencies toward some object or ideaò (ibid). 

Additionally, he declares that "attitudes lead people to behave in a fairly consistent way toward 

similar objects" (ibid). Attitude consists of two main components: affective and cognitive. These 

both components affect behavioural intention (Darley, 2010). Although Theory of Plan Behavior 

(TPB) emphasises that only an actual attitude toward the behaviour can be anticipated to forecast 

behavioural intention (Kotler, 2003). Therefore, attitude is measured as a significant factor in 

justifying human behaviour. 

Customer Journey 

Customer journey is defined as the progression of events ,whether planned or not, that customers 

go through to find out, learn about, interact with users, who are expert in a using a specific brand 

(Riccardo, Gianluca and Alessandro, 2009). It refers to a userôs experience that is generally 

described as a process that starts from an initial position and continues to the end, which is followed 

by intentions, motivations and goals of the users (ibid). 

A review of purchase intention models led to the investigation of general phases that 

customers go through to purchase a product. Overall, the process occupied attitude and behavioural 

phases (e.g. recognition, seeking information, evaluation). These phases guide customerôs 

intention to purchase a particular product (Wolny and Charoensuksai, 2014). According to several 

theoretical studies, customer purchase intention models consist of five stages that cusmomers are 

expected to go thorugh during thier journey: discovery (which leads to recognition); seeking more 

information; evaluation; purchase intention; and post-purchase. These models have been applied 

to the context of online shopping (Darley, 2010; Teo  and Yeong, 2003; Punj, 2012).  

To deeply understand customers' behaviour when engaging in social media, the explanation 

of customer journey and purchase intention process will be highlighted in the following sub-

sections. 

New Customer Journey on Social media sites 

Due to the influence of social media sites and its accessibility, customer journey (CJ) has been 

developing during the last few years. According to Samsung, ó[t]he customer journey is now driven 
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by technology end to end, from initial research to ongoing service and supportô (Samsung, 2013). 

Discovering a product through social media is measured as an outcome of oriented behavior 

(Browne, 2012). Furthermore, discover stage is considered to be the main stage for customers who 

tend to gather information before buying a product. Therefore "a well-mapped" customer journey 

can be one of the top tools to examine the stages and touch points wherein consumers will engage 

with brands. The influencers on social media are able to drive and support consumers along their 

journey. The influencers include brand fans, expert users of a specific product, evaluators or 

"collateral"; for instance, blogs, reviews and estimations (Wolny and Charoensuksai, 2014). These 

expansions may be owing to the fact that a variety of new trusted sources about products' details 

on social media sites are delivered and generated by customers for the purpose of informing and 

educating each other about a specific brand, (e.g. product, service, apps and quality) (Rehmani and 

Khan, 2011). Thus, users of these media sites rely on their own social network (e.g. friends, group 

communities). Browne's diagram in figure (1) below shows a well mapped customer journey, 

which derives by some key stages. The spotlight of these stages is extend on the relations and the 

dynamics between each stage (Riccardo, Gianluca and Alessandro, 2009).  

 

Figure 1: Five stages of customers Journey: 

 
Adapte from Browne (2012) 

 

In the following section of this paper, the first main three stages - discover, evaluate and purchase 

(see Figure 2 below) were investigated and discussed in the context of Saudi consumers by 

conducting a qualitative study. As mentioned earlier, the purpose of investigating these stages is 

to determine how each of them explains the customers journey on social media. Furthermore, to 

investigate whether these stages are linked together definitions of these stages were provided 

below in Table1. 

 

Figure2: Three Main Stages Of CJ on Social Media 

 
Source: Researcher 

 

 

Table 1: Definitions of CJ and its stages 
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Source: Researcher3 

Method and Sample 

To conduct this study, qualitative method techniques were used ie., in-depth interviews and focus 

group. Questionnaire was also designed to gather information. Young Saudis under forty years of 

agre were targeted due to their strong motivation to use social media sites more than elderly. Also, 

they are expected to have more experiences in seeking feedback and comments about a product on 

social media. Moreover, young population could characterize similar attitudes on social media and 

toward a specific product. The sample size of this study is eighteen, which includes an equal 

number of Saudi males and females. 

In -depth interview 

Interviewees were asked if  they have any account on social media. Participants who have no 

experience with social media sites are kindly asked to withdraw before answering the reset of the 

questions. The questionnaire included 10 open questions. These questions might be significant to 

gather richer data as participants felt free to express their feelings and opinions without being 

guided by the interviewer. The last three questions are personal information included (Gender, age, 

occupation). Only 10 interviews were conducted in public places (malls, shop stores, Park and 

Cafe) in the second largest City Jeddah in Saudi Arabia. Each interview was conducted 

individually (face-to-face) and tape-recorded with the interviewees' permission.  

Focus Group 

Participants were encouraged to engage in the discussion and share their thoughts, knowledge and 

experiences by discussing several questions. There were seven opene questions. There were no 

personal questions. As the aim of the focus group was to gain more deep information or data that 

may not be considered by the pervious in-depth interviews (face-to-face interview). A focus group 

was conducted in the UK. It included 8 participants. By using convenience sample (8 Saudi 

students at Reading University, including 4 males and 4 females). 

                                                 
3 For Sources in Table 1, See, Browne, 2012; Niaura, 2013; Mikalef1, Giannakos and Pateli, 2012; May, 2011.  
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Analysis Method 

Thematic analysis method was applied to analyse the data collected for this study (See figure 3 

below).The production of initial codes was done manually (after translation from Arabic to 

English). After initial coding, the data (that is recognized by the same codes) was collected 

together. Finally, six broad code categories were generated: engaging in social media; information 

shared and received through SMSs; discover, evaluation; purchase intention and i-Phone (see 

Figure 4 below). In the importance of defending the interviewees' identity and privacy, all 

interviewees were given "pseudonyms" (e.g. interviewee{1}, interviewee{2}, interviewee{10}). 

 

Figure3: Thematic Analysis process: 

 
Source: (Al -Salti; 2004) 

Figure 4: Findings of the Case study 

 
Source: Researcher 

Demographic profile 

For further information regards interviewees demographics, refer to table 2 and 3 below. 

http://www.emeraldinsight.com/search.htm?ct=all&st1=Zahran+Al-Salti&fd1=aut&PHPSESSID=c94uvb3e1l6trcqee9mcbj4td7
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                                           Table2 :Interviewees' demographic  

 
Source: Researcher 

Table 3: The Demographic of Focus Group 

 
Source: Researcher 

FINDINGS 

This part will only present the significant findings, focusing on participants' values toward 

purchase intention after engaging in social media sites. Generally, the investigator was able to 

acquire further deep data from each interviewee although the richness of some data might be 

missed, for it could be deeply resulted from a group in which people discuss issues and exchanges 

were observed. For that reason another technique, focus group, was required to be conducted. The 

findings were beneficial in highlighting some significant issues regarding Saudi customers' attitude 

towards particular products after engaging in social media sites.  

The findings reported that social media sites have opened opportunities for Saudi 

participants to easily and inexpensively discuss products' issues or quality with other local or 

foreign users. The most considerable finding shows that information exchanged via social media 
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influences customers' attitude and behaviour towards a specific product or brand. Almost all 

interviewees reported that social media sites lead to shorter purchase process by facilitating in-

depth information about items, sharing experiences and recommendations. Also, they clarified that 

Saudi i-Phones' fans have increased due to two reasons: first, the accessibility to learn and consult 

expert users of complicated and digital devices, such as Apple and smart phones and second, the 

free multi-communication tools (e.g. Twitter, Facebook, YouTube, instagram else). The following 

sub-sections will analyze the significant results collected by both in-depth interviews and focus 

group. 

ENGAGING IN THE WORLD OF SOCIAL MEDIA SITES 

Ten interviewees have one or more accounts on social media sites. Some of them have only Google 

account and others have between two to four accounts on social media. Main significant social 

sites which are used by most interviewees are: YouTube, Twitter, Facebook and instagram. (see 

Table 4 below). 

Table 4:  Social media Sites used by Saudi Interviewees 

 
Source: Researcher 

Discover 

When interviewees were asked whether they agree that social media has given them opportunities 

to discover and gather information about a new product, 7 out of 10 interviewees strongly agree 

as they reported that they have discovered new brands and products during their journey on social 

media. For example, interviewee{1} reported that "I strongly agree that I discovered many items 

by following interactive users on twitter, for their previous feedback and advices are also available 

on their hosted pages". 2 out of 10 interviewees slightly agree and one was neutral. Interviewee{8} 

justified being neutral due to a lack of trust. She stated: "For me, I deal with social media as a fake 

world, as we deal anonymously and may not all users are honest". Whereas, all focus group 

members (8 out of 8 participants) agreed that social media has extremely derived them to discover 

many global brands as well as products that they were not familiar with. 

Evaluation 

When interviewees were asked how do they usually gather information about any item before 

buying it, majority of the interviewees (9 out of 10) reported that there are many users on Twitter 

and Instagram who compare the features of a particular product and its similarities with other 

brands. Frequently, this kind of comparison derives them to try new brands that they have not 
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bought before. As interviewee{ 1}  stated, "I always do lots of research regarding items as that helps 

me in making my buying decision. I search for the product I need on YouTube, instagram as well 

as I usually find some recommendations in users' pages". 

Purchase intention 

When participants were asked how do social media stimulate them to purchase a specific brand, 

the result displayed that users usually purchase a product after favouring, re-tweeting, or liking it 

on social media. Otherwise, willingness to purchase a specific product is expected to be negatively 

influenced by negative comments posted by others on social media. For example, many funny 

videos have been posted against i-Phone 6 and i-Phone 6+ as a message of a low quality version 

comparing to i-Phone 5 and i-Phone 5+. Finally, the analysis of both the interviews and focus 

group illustrated that i-Phone is shown to be one of the most bought after product as a result of 

engaging in product evaluations on social media. Recently, most Saudi youths, teenagers and 

elderly use i-Phones as expert users. They know how to download applications or update IOS 

software. Finally, the findings demonstrate that social media has been facilitating buying decision 

and highly affects the intention to buy a specific product. 

DISCUSSION 

The findings of this study demonstrate that information exchanged via social media influences 

customer's attitude and behaviour toward a specific product and brand. This is obviously similar 

to the results of Wolny and Charoensuksai (2014) who concluded that the process of customer 

journey occupied attitude and behavioural phases (e.g. recognition, seeking information, 

evaluation). In addition, this study also agrees with Kotler who declared that "attitudes lead people 

to behave in a fairly consistent way toward similar objects" (Kotler, 2003). 

The analytical results also show that social media sites lead to shorter purchase process. 

This is consistent with the results of Riccardo, Gianluca and Alessandro (2009) who stated that 

customers journey is the progression of events, whether planned or not, that customers go through 

to find out, learn about, and interact with users who are expert in using a specific brand. Moreover, 

the finding illustrated that social media has extremely derived users to discover many global brands 

and products they were not familiar with. Arguably, discovering a product through social media is 

measured as an outcome of oriented behaviour. Furthermore, it is considered to be the main reason 

for customers, who tend to gather information before buying a particular product. 

Finally, the findings concluded that customers tend to purchase a product after discovering, 

evaluating favouring, re-tweeting, and liking it on social media. This study provided support for 

Browne's diagram and confirms the hypothesis that these stages extend on the relations and the 

dynamics between them (Riccardo, Gianluca and Alessandro, 2009). Otherwise, willingness to 

purchase a specific product is expected to be negatively influenced by negative comments posted 

by others on social sites. This is similar to Riordan who stated that users on these media sites rely 

on their own social network (their friends). These findings could be due to Saudi culture which is 

generally defined as a collective culture. Saudi population depends largely on each other's 

feedback and recommendations and also trust each others' opinions towards any subject or item. 

Thus, their attitude toward a particular product and how they evaluate it is considerably affected 

by the influencers around them. 

CONCLUSION AND FUTURE SEARCH 

This paper contributes to simple theories derived from the effect of social media on the process of 

purchasing decision, at the various stages (discover, evaluate and purchase intention) of customer 

journey. The study concluded that customer journey on social media drives not just online 

http://www.linkedin.com/in/lukejriordan?trk=mp-ph-pn


 International Journal of Economics, Finance and Business Management Studies| 57   

 

© 2015 The Author | IJEFBM 2015 © 2015 FLE Learning 

purchasing, but also offline purchasing. The progress of this journey is guided by the discover 

stage where customers discover global brands or new products accidentally. Then, they intend to 

engage in evaluation stage indirectly by following usersô feedback comments on social media with 

the purpose of measuring its quality, cost and suitability. This is primarily to make sure whether a 

particular product fulfils their need and appropriate for them. That stimulates their intention to 

purchase that product (final stage of customer journey on social media). Therefore, customers 

could estimate a product as a low/high quality even when they have not tried it based on others' 

negative/positive feedback. Therefore the following hypotheses are developed: 

ü Customers discover a product as an outcome of their journey on social media. 

ü  Evaluation is an outcome of discovering a product through social media.  

ü Engaging with others' feedback and exchange information on social media sites facilitates 

buying decision. 

ü  Passing evaluation stage positively/negatively affects Purchase intention. 

Further research on this subject could be conducted as a quantitative research, based on the 

theories generated in this study in order to test the above hypotheses. 

LIMITATIONS AND IMPLICATION 

As any study, this paper has two limitations. Firstly, ten interviewees were all from Jeddah City. 

Thus, the findings of this study could not be generalized to Saudi population as a whole, in terms 

of the difference in the level of education, income, age and the acceptance of technology. However, 

Saudi culture is considered as a collective culture, which estimates that Saudi population have a 

similar ethical background. Accordingly, the findings might be applicable to be generalized to the 

whole population which lives in other cities in Saudi Arabia. 

Another limitation is that the majority of interviewees were students. Students tend to have 

different thinking, behaviour, beliefs and living situations. Also, they are usually influenced by 

friends, online communities as youth generation habitually spent lots of time on social media. 

Therefore, that may lead to missing further potential issues that influence other Saudi consumers 

(none-student) during their journey on social media.  

Lastly, the analytical findings of this study could assist marketers to recognise consumers 

intention while using social media. That also could give them a chance to learn and understand 

other cultures, particularly before launching their product or brand in Saudi Arabia. 
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THE STATE MANAGEMENT CAPACITY INDEX IN MEXICO: A TOOL 

FOR MEASURING PUBLIC POLICIES IN LOCAL GOVERNMENTS 

MARIO E. IBARRA CORTÉS, PHD1 AND LOUIS VALENTIN MBALLA, PH D2 

ABSTRACT: 

The main purpose of this paper is to present the results of the construction of a methodological 

instrument called the Subnational Local Governance Index (ISGL).  This Index was built to 

contribute to the assessments of institutional capacities of local governments, in order to 

resolve public problems in Mexico. The construction of the Index was founded on four main 

features: 1) the lack of public policy in education, health, public services and housing quality, 

measured by the level of social backwardness, 2) the structure of government and 

administration, measured by the institutional capacities, 3) the quality of local government, 

measured by the level of credibility of the citizens through subnational governance and 4) the 

local financial capacity, measured by the ability to generate income and to manage  the public 

debt. Basically, the following questions have been used to build the Index: What is the level of 

social backwardness at the local level? What kind of institutional structure exists at the local 

level? What is the profile of the public policy managers at the local level? What is the capacity 

to generate income? What is the level of citizensô confidence in local governance? 

Key Words: Index, Local Governments, Management Capacity, Public Policies. 

INTRODUCTION 

Solving public problems of local governments requires a transformation in their institutional, 

economic and political structure. For the transition of the institutions into active schemes with 

more horizontal participation of actors from the local community, transformations are required 

in all areas, such as in political affairs, institutional structures and patterns of decision-making. 

Therefore, cooperation schemes in the construction of a more active citizenship, economic 

growth and democratization of the regime will be strengthened. 

Latin America has gone through transformation of processes as a central part of the 

third wave of democratization. This is a consequence of authoritarian rule beginning to fade, 

with clear democratic aspirations for regular and competitive  elections, universal suffrage, 

economic competitiveness, changes in institutional structures, strengthening of political rights 

and the strengthening of a new type of organized and informed society. Even with these 

changes, the 1990sô major problems were perceived as intensifying due to an increase in social 

demands, an acute economic crisis, an increasing lack of legitimacy of the state, problems 

within nations and inefficiency in almost all sectors of public policy (Casino, 1994). 

With the advent of the new millennium, there were new achievements in the economies 

and political systems as a result of actions taken in the medium and long term. In the case of 

Mexico there has been some progress, with factors such as the alternation in government, the 

establishment of electoral bodies, transparency and accountability. Mexico has begun a new 

journey as a nation toward building a more equitable system according to international 

guidelines. Thus, the operation of local governments is changing, the system is facing a new 

political game with more competition, constitutional reforms have changed the political 
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institutions, ongoing reforms have imposed new challenges, and processes and policy actors 

public have undergone great changes. The democratization process has strengthened political 

pluralism, which is expressed in a multiparty system, and has implemented a federalism that 

leads to greater political and electoral autonomy of each state. 

However, Mexico experienced a deepening of these changes at the federal level. In 

many states, democratization has been gradual: a number of legacies and slightly open 

practices, coupled with the difficulties created by the heterogeneity of the institutions in the 

country. These situations have imposed greater challenges in the search for the consolidation 

of institutions and their economies under the new democratic schemes. The political and 

economic  importance of subnational units, while it is evident in key public policy sectors, has 

not been analyzed in terms of the multiple consequences of the weakness of the Mexican 

political system (Gervasoni, 2010). 

GENERAL PURPOSE 

Identify the scope and limitations of the explanatory power of theories on governance and 

public policy in a local governments context. 

Specific objectives 

1) Identify and analyze, through rigorous scientific instruments, problems and 

inadequacies of local governments in Mexico. The aim is to generate the State 

Management Capacity Index in Mexico (ICGEM) as a tool to improve the ability of 

designing public policies, generating accurate and updated information, and allowing a 

diagnosis of the institutional structure of the local governments. 

2) Describe from the data obtained the various needs for institutional capacity to solve 

public problems, emphasizing the process of making public policies more efficient.  

3) Check the theory of governance in order to refine the interpretative framework for the 

construction of the Index. 

4) Characterize local governance as a process of social, economic and political change in 

Mexico. 

5) Identify the characteristics of government and public administration entities of Mexico. 

6) Propose an agenda for institutional strengthening of the state government in Mexico. 

HYPOTHESIS AND MAIN GOAL OF THE RESEARCH 

Central Hypothesis: The governance approach identifies the institutional weaknesses of the 

Mexican local governments in the process of making public policies that seek to resolve major 

public problems faced by Mexican in different states. 

 

H1: The local governments in Mexico have revealed institutional weaknesses in the process of 

making public policies that seek to solve public problems. 

 

H2: The picture presented by local government uncovers a great institutional fragility, which 

does not allow increased achievement of objectives and goals, or efficient use of resources, and 

prevents local government from operating in an environment social credibility. 

 

H3: The local governments in Mexico are still far from assuming a strategic role in the 

development of the country; the institutional strengthening agenda is broad. 

MAIN GOALS 

This project seeks to promote interagency and multidisciplinary research to provide a high level 

of research to students of public administration policies. 
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THEORETICAL FRAMEWORK 

From political science, public administration, management science, economics and other 

disciplines, many authors have begun to pay attention to the change in the various political 

regimes in Latin America. However, the literature has largely neglected the study of transition 

processes at subnational levels. In a way, this lack of attention can be explained by theoretical 

and methodological limitations that have been driven by the bias that views democratization 

from the perspective of institutions, political processes, economic, actors and national 

movements. 

Added to this, much of the theoretical development has been formulated from the 

historical experience of the Anglosaxons countries. These theories implicitly assume that, in 

many countries, the legality of the state extends homogeneously throughout the territory and, 

consequently, not only national but also subnational regimes experience the same changes. 

Therefore, the assumptions under which they are set do not apply to the historical trajectory 

and the current situation in Latin America (OôDonnell y Schmitter, 1988), and in particular the 

Mexican context. 

Therefore, it is important to build, theoretically and empirically, an approach that 

focuses on the specificities of political regimes and subnational institutions. In this sense, 

governance perspective with a local focus appears linked to the interactions that define and 

shape policy, based on consensus and collective learning of actors with different logics of 

action and possible disagreements. 

In the transformation at the local level, different actors have played an important role 

to strengthen pluralism and political change. These transformations have formed local 

governments where almost all political parties are represented. This has led to the emergence 

of a new style of partnership with society. 

 

Several factors are associated with the development of this new process of government:  

1) The resurgence of local governments to decentralize responsibilities of the federal 

government, a situation generated mainly in the 1990s; 

2)  Increased interest of citizens in participating in addressing problems of a collective 

character;  

3) The search for a more participatory and collaborative body needing greater credibility 

in public action instances and as a strategy to address the fiscal crisis of the state; and  

4) The emergence of new actors and/or decision spaces. 

However, despite the process of strengthening local governments, challenges remain when 

implementing new processes aimed at encouraging more democratic processes. First, it is 

essential to generate changes in the general framework of the political system, so allowing for 

greater  democracy in decision-making at the local level. Second, local governments must adopt 

a culture of dialogue (support and collaboration between different actors), so as to implement 

more participatory public policies and generate shared strategic projects. Finally, local 

governance can build an appropriate means to address collective action and encourage 

processes of social construction and more democratic politics. 

PROBLEM STATEMENT 

Most Latin American countries, including Mexico, have undergone transformation in the way 

of addressing public problems. This process is characterized by the transition from a centralized 

model for making public policies to one of greater interaction with local society. The transition 

was caracterized by a widespread organizational form in countries of the region, whose main 

objective was the coverage of services and thereby contributed to increasing levels of social 

welfare. However, with the passage of time, the centralizing model generated unhealthy 

practices in the development of public policies, concentration of power and decisions, and great 
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distance between actions and the needs of local companies, in addition to the weakened 

organizational model that found its limits in the fiscal crisis of the ñwelfare stateò. 

Due to the failures of the centralized model of public policy in most Latin American 

governments, decentralization was promoted as a new organizational form in the design of 

public policies. This process had different speeds across countries, slow in Mexico and faster 

in others such as Argentina, Brazil and Chile, but all shared a strategy: strengthening local 

governments, both in regard to powers and granting greater resources, and the incorporation of 

civil society organizations into decision-making. 

In this process of institutional transformation of the countries of the region, local 

governments have become important political actors. This process was one product of 

decentralization policies but also allowed for greater involvement of state governments in 

public issues; these state governments, given alternation and political pluralism, have struggled 

to cope with their public agenda in a more democratic way. This has occurred through a process 

of transformation of public policies, transferring more powers and resources from central 

government, but also with new social, economic and political dynamics in state spaces. 

From this perspective, governance is a means and a specific style of government that is 

based on the formation of partnerships and coalitions of public and private actors directed 

toward solving public problems collectively. Consequently, governance emerges as a form of 

government where the role of governmental actors moves from being authoritarian, strongly 

hierarchical and centralized, to one of support and facilitation of interactions between the actors 

involved. This public policy involves conflicting systems of different actors and forms of local 

action, which is flexible and based on negotiated procedures by which decisions are taken (Le 

Gales, 2001).  

These flexible mechanisms seem to assume not only that the centrality of local 

governments is replaced by new models of interaction with more points of contact and 

mediation with society, but also that new forms of conflict resolution are appearing. 

State governance is of a particular type, whose axis is centered on the construction of 

new forms of intervention and more participation and cooperation between different actors and 

institutional bodies of local societies. These forms of governance and decision-making in a 

territory establish a complex system of relationships and interactions among governmental 

actors, society and the market, resulting in development whose terms depend on how power is 

distributed between these actors, in order to favor an increase in the welfare of local society 

(Santos). 

To measure the effect of state governance in the institutional dimension of the process 

of local public policies, two indicators would be used. The first would be linked to the degree 

of intergovernmental interaction between the central government and the state government, 

establishing two metrics, high and low. The second indicator measures the capacity of citizen 

participation in the process of making public policies; this indicator is measured with the same 

criteria, high and low.  

 

From the intersection of these two indicators it is possible to identify four types of state 

governance strategy:  

1) Hierarchical (low intergovernmental coordination and low civic participation); 

2) Decentralized (high-low intergovernmental coordination and public participation);  

3) Social (low intergovernmental coordination and public high participation) and 

4) Cooperative (high intergovernmental coordination and public high participation) 

(Santos, 2011). 
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DELIMITATION OF THE EXPLANATORY VARIABLES 

Governance is the necessary condition for the an efficient and effective government. In this 

context, this proposal seeks to present the results of the institutional capacities of the member 

states of our country, seeking to identify their levels of effectiveness, efficiency and credibility 

in solving public problems. 

Also, the measurement shall be based on the ñMunicipal Index of Local Governanceò 

for the State of San Luis Potosi, which has already been built and published in a statewide 

effort by academics and different authors involved in the proposal. These factors make for an 

instrumental methodological basis whose originality lies in making the calculation for the 

states.  

 

ICGEM consists of the following indicators:  

a) Indicator of Social Underdevelopment: (deficits of public policy in education, health, 

public services and housing quality); 

b)  Institutional Capacity Indicator: governance structure (profile of managers by sex, age, 

level of education, and employment, as well as political affiliation fees in government 

regulations and laws) of political officials; administrative structure (administrative 

units, administrative officials ï Sex profile, age, level of education, past employment, 

political affiliation), and capacity planning (national development plan, sectorial work 

programs);  

c) State Financial Capacity Indicator: capacity to generate income (financial autonomy, 

fiscal capacity, fiscal effort, financial dependence) and degree of indebtedness;  

d) Government Quality Indicator: measured by the degree of political stability, control of 

corruption, level of citizen participation and quality of public services. 

This method of measuring local governance is an appropriate benchmark to assess progress 

and pending state entities of Mexico in the exercise of their functions. In particular, institutional 

capacity is perceived not only as adequate mobilization of resources but also as the ability to 

bond with society to solve its problems. In short, governance as an instrument of government 

depends primarily on the regulatory framework, but also on levels of political stability around 

the state, the ability to generate  its own financial resources, and levels of interaction and 

reliability of the local society. 

The existence of an index to measure the ability of management of problems in Mexico 

does not guarantee the improvement of public action, but it helps to promote a culture of 

efficiency to strengthen local public institutions. In addition, the collection of information to 

analyze the results of ICGEM is considered as the main tool of change, since it comes from the 

state governments and the citizens themselves. Accordingly, the construction of a local 

governance index, as measured by income, is a means to transform the way that state 

governments make use of resources in a particular environment. 

RELEVANCE OF RESEARCH AND ITS CONTRIBUTION TO THE 

MANAGEMENT OF LOCAL GOVERNMENT 

Changes and new forms of organization that have suffered in the last three decades of the 

twentieth century, in terms of changing paradigms and especially the heterogeneity of societies, 

make it difficult to study the transfiguration of the structures, procedures and decision-making 

process of public organizations. This requires reference to the changes and the influence of 

globalization and the need to reflect cultural change as seen from the three fields of analysis 

(organizational, group and individual). The focus is on government agencies since, as Fridberg 

and Crozier (1977) note in State Modesto, Modern State, the role of government has been 

transfigured into a a modest or modern welfare state. This perspective reveals the experiences 

of various countries to strengthen the state. Not only actors but also public administrators must 
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make a change when applying a restructuring, and social environments that want to apply the 

changes are differentiated. 

This perspective involves disciplines such as public management, which can propose 

and evaluate these changes in terms of work in organizations. That is why in this ongoing 

evaluation, public management is responsable for transferring certain successful mechanisms 

of private enterprise to public organizations, especially emphasizing the correct use of 

resources, accountability and results for solutions to public problems. 

The way to solve public problems in local governments requires a transformation of 

institutional, economic and political structure. For institutions in transition, the most active 

schemes, which are more horizontal and open to the participation of actors from the local 

community and organizational forms, changes are needed in different areas, such as in political 

affairs, structures, processes making, and cooperation schemes. This will aid in the construction 

of a more active citizenship, economic growth and democratization of the regime in general. 

Therefore, it is very important to build a theoretical and empirical approach that 

captures the specificities of political regimes and state institutions. Governance as an 

instrument of government requires public interaction, involving public policy networks, 

governmental and nongovernmental actors. Also, it is important to identify the capacity of local 

governments to improve citizen lifestyles in Mexico. In this sense, ICGEM aims to reveal the 

ability of states to meet the needs of its population, making good use of the resources there. 

Also, ICGEM shows the difference between each state entity and trends within each of the 

regions in Mexico. 

METHODOLOGY 

The epistemological foundations of research are threefold.  

a) Empirical: to determine the nature of the interactions of the actors involved in solving 

public problems.  

b) Interpretive:  to identify the logic of action of the actors involved in public action.  

c) Critical: to question the achievements and shortcomings of the actions implemented, in 

order to identify and characterize the institutionalized mechanisms for more efficient 

governance. 

With these assumptions, the case studies will be observed in order to systematically investigate 

the direct and indirect sources of information, using as instruments of data collection the 

following techniques: 1) semi-structured interview; 2) participant observation; 3) document 

analysis; and 4) discussion groups. 

The construction of the analytical instrument is as follows: 

The State Management Capacity Index in Mexico (ICGEM) is a tool that allows us to 

analyze and identify the institutional capacities of states in Mexico, to solve public problems 

(Carregha, Santos and Ibarra, 2012). There are four basic measures of local governments, with 

a weighting of 25% each: 

ỏ Deficits of public policy in education, health, public services and housing quality: 

measured by the level of social backwardness. 

ỏ Structure of local government and administration: measured through institutional 

capacities. 

ỏ   Quality of local government: measured by the degree of credibility of the citizenry 

on governance. 

ỏ Financial capacity: measured by the ability to generate income and borrowing 

capacity. 

 

To implement the measure, it was necessary to create an indicator to calculate each of these 

four components for each minimum and maximum for each one of the four values selected 
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indicators. The interpretation of each component was expressed as a value between 0 and 1 by 

applying the following general formula: 

Table 1: Value of each indicator 

Source: Own realization  

After obtaining the value of each indicator, the ICGEM was calculated by averaging the 

different indicators. 

 

           × ICG, ICFE, ICI, IRS 

ICGEM = 

             4 

 

Calculation of the Quality of Government 

Table 1: Quality of Government  

Source: Own realization  

The Government Quality Indicator (ICG) is measured through the following components: 

Political Stability (EP), Control of Corruption (CC), Citizen Participation (PC) and Quality of 

Public Services (CSP). For each of the above, a quantitative score between 0 and 10 was 

determined according to the respondentsô answers. For those variables with yes or no answers, 

10 was designated for yes and 0 for no. Numerical values for the quality options between very 

bad and very good are assigned. When assigning values to each of the questions, the average 

of each section was determined by the following formula: 

                                        Ɇ Ratings questions considered 

ICG componen t  =  

                                       Number of questions to be considered 

Calculation of the State Financial Capability Indicator 

The State Financial Capacity Indicator (ICFE) was calculated using two components; the first 

one was, the Ability to Generate Revenues (CGIP). This was formed in turn by the average 

result of the subcomponents: Financial Autonomy (AF), Fiscal Capacity (CF), Fiscal Effort 

(EF) and Financial Unit (DF). The second one was the Level of Debt (GE). That component 

was formed with the average of the subcomponents: Affordability (EC) Financial Cost (CF) 

and Level of Indebtedness (NE). 

Indicator  Maximum Value Minimum Value  

Quality of Government (ICG) 1 0 

State Financial Capacity (ICFE) 1 0 

Institutional Capacity (ICI) 1 0 

Social Gap Index (IRS) 1 0 
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                 CGIP (4/7) * (1 ï GE) (3/7) 

   ICFE = 

                                  2 

 

                         × AF, CF, EF, DF 

    CGIP = 

                                 4 

     Revenues 

    AF =   

Available Incomes  

 

Taxes Revenues  

   CF =   

Available Incomes  

 

Revenues 

   EF =   

Available Incomes  

 

Revenues 

   DF =   

Federal Incomes 

 

× CE, CF, NE 

   GE = 

3 

 

Total Debt 

  CE =   

Total Expenses 

 

Interests 

   CF =   

Available Incomes  

 

Debt Balance 

NE =   

Total Revenues 

Calculation of Institutional Capacity Indicator  

The Institutional Capacity Indicator was measured from the following indicators:  

- Institutional Structure (EI): formed by the numerical evaluation of the level of studies 

and last job of the governor and officials of the central administration (For example: 

Secretaries of State);  

- Administrative Structure (EA): which includes existing administrative units and staff 

profile (level of studies and last job); and 

-   Planning Capacity (CP): which includes the local development plan and annual work 

programs. 
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The degree of studies was assessed from 0 to 20 (0 no studies, 5 primary, 10 secondary and 

high school, 15 Bachelorôs and 20 Masterôs and/or PhD); and the latest work (20 for experience 

in local government, 15 for federal or municipal government and/or public office, 10 for own 

business, private sector, union representation and/or role in a political party and 5 for first job). 

 

The rest of the information is contrasted with what the Organic Law of the State of San Luis 

Potosi posed as obligations of the local government: secretaries, regulations, administrative 

units, state development plan and annual work programs. 

  

 

×  (EI, EA, CP) 

ICI = 

3 * 20 

Calculation of the Social Backwardness Index (IRS) 

The Social Backwardness Index measures the deficit of public policies in education, health, 

public services and housing quality. It was obtained considering the extreme values of the 

national distribution, through the Social Backwardness Index that had values between 0 and 1, 

as follows: 

 

 Social Backwardness Index + 1.99777 

IRS = 1 -  

                                   6.49318 

 CONCLUSIONS 

The construction and application of ICGEM help to identify and analyze, using a rigorous 

scientific instrument, problems and inadequacies of local governments in Mexico. The research 

tries to provide answers to the following questions: what is the level of asocial backwardness 

in Mexico? What is the institutional structure in local government in Mexico? What profile do 

the public servants have? Does local government have the capacity to generating income? With 

this diagnosis it is easy to identify and analyze the scope and limitations of the explanatory 

power of theories on governance and management of public policies in Mexico. 

So this index will allow a proposal for reconsideration from the academy to generate 

databases and information for decision-making and policy instruments, in order to solve public 

problems facing local governments. Local governments require a transformation in their 

institutional, economic and political structure. For institutions in transition, the most active 

schemes, which are more horizontal and open to the participation of actors from the local 

community and organizational forms, changes are needed in different areas, such as in political 

affairs, structures, processes, cooperation schemes in the construction of a more active 

citizenship, economic growth and democratization of the regime in general. In this sense, 

ICGEM aims to reveal the ability of states to meet the needs of their population, making good 

use of public goods. 
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THE IMPACT OF TIGHT MONETARY CONDITIONS AND CRISES ON 

CORPORATE CAPITAL STRUCTURE ï LITERATURE REVIEW AND 

OPEN RESEARCH AREAS 

MARIANNA  GERGELYNÉ KÁSA1 

ABSTRACT 

The study offers a theoretical framework for analyzing the relation between tight monetary 

conditions, crises and corporate capital structure, as well as sheding light on the limited 

empirical results and open research areas of the topic. 

The results highlight that the supply of capital has an effect on corporate capital 

structure, though this effect is scarcely investigated. There is limited evidence on financial 

policy and the development of financing mix during a crisis period, specifically in the case of 

firms with impaired access to external financing. The study also highlights our lack in 

understanding of the relation of crisis and capital structure in case of the CEE region.  

The findings have implications and set the framework for future empirical research. 

Key Words: Financial crisis, supply of capital, capital structure, access to financing, CEE 

region   

INTRODUCTION  

Based on the seminal work of Modigliani and Miller, the search for optimal capital structure 

generated several theories (e.g. trade-off theory, signalling, agency costs theory). In spite of 

the plentiful empirical testings and new theories (e.g. financial flexibility), there does not seem 

to be any single, universal, and empirically valid capital structure theory.  

Apart from the research collected to date, some new research aspects are arising; one 

of these new aspects determines and measures the role of supply factors in capital structure 

movements, dissolving MMôs assumption of the supply sideôs perfect elasticity (e.g. 

Faulkender and Petersen, 2006; Becker, 2007; Ivashina and Scharfstein, 2008; Akbar, Rehman 

and Ormrod, 2013; Lemmon and Roberts, 2010; Leary, 2009; Duchin, Ozbas and Sensoy, 

2010; Voutsinas and Werner, 2011). 

However, to measure the exact effect of supply factors on capital structure, a clean 

differentiation of supply and demand factors is needed. Tight monetary conditions and crisis ï 

assuming these represent supply shock to the capital markets ï offer an opportunity to measure 

the supply side effect of capital markets on corporate capital structure.  

This study develops a theoretical framework for analyzing the effect of supply factors 

on the basis of the works of Gertler and Gilchrist (1993), Gertler and Gilchrist (1994), Oliner 

and Rudebusch (1995), Bernanke, Gertler and Gilchrist (1996), Kashyap, Stein and Wilcox 

(1993), and Kashyap and Stein (2000), investigating the effects of tight monetary conditions 

on capital structure movements. 

Further, empirical results on the effect of supply shocks and crisis on capital structure 

are reviewed in order to identify the open research areas of the topic. 
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mailto:marianna.kasa@uni-corvinus.hu


International Journal of Law and Interdisciplinary Legal Studies | MARIANNA GERGELYNÉ KÁSA |  70   

 

 
VOLUME 1 ISSUE 1     ISBN: 978-1-911185-11-6 (Online)     ISSN: 2397-6926 (Online)     www.flepublications.com 

THEORETICAL FRAMEWORK FOR ANALYZING THE SUPPLY EFFECT ON 

CAPITAL STRUCTURE 

Factors influencing capital structure in tight monetary conditions and crisis 

The investigation of monetary policyôs effect on the real economy has already been subject to 

the work of Tobin and Brainard (1963), though the relation was stated only later by Romer and 

Romer (1989), Bernanke and Blinder (1988 and 1990). 

According to the basic idea of the monetary transmission mechanism, tight monetary 

policy influences the passiva side of banks, decreasing the amount of money flowing in the 

bank system (money channel). Alternatively, monetary policy measures affect the real 

economy by means of altering the lending activity of banks, partially through decreasing the 

supply of credit (lending channel).  

Early studies investigated the transmission mechanism of the lending channel (Blinder 

and Stiglitz, 1983; Romer and Romer, 1989; Bernanke and Blinder, 1988; Bernanke and 

Blinder, 1990). The idea is that unfavourable changes in the monetary policy have an impact 

on banksô fund collecting activity, indirectly affecting the lending activity (bank lending 

channel). Kashyap, Stein and Wilcox (1993) emphasize that the unfavorable change in the 

monetary policy generates a greater decrease in supply of bank lending than in the case of the 

overall supply of credit, resulting in a lack of finance for some corporates.  

Questioning the results of Kashyap, Stein and Wilcox (1993), Oliner and Rudebusch 

(1995) and Gertler and Gilchrist (1994) emphasize the transmitting role of credit supply in a 

broader sense, considering every financing possibility as a source of supply (broad lending 

channel). Considering the possible financing sources, Oliner and Rudebusch (1995) describe 

that, based on the existence of information asymetries, external and internal sources are not 

perfect substitues. Furthermore, there is a premium on the price of external sources; its value 

correlates with the tightening of monetary policy. The tighter the monetary policy is, the higher 

the premium and so is the price of external funding, possibly resulting in the fall of supply.  

Further studies investigated the impact of monetary policy on corporate financing from 

various aspects of the broad lending channel. 

In the following, the main points of the considerable works of Gertler and Gilchrist 

(1994), Khwaja and Mian (2008), Kahle and Stulz (2013) are reviewed.  

According to Gertler and Gilchrist (1994), the financial factors2 transmit the capital 

marketsô shocks to the real economy in tight monetary periods through two channels. The 

balance sheet view declares that a corporateôs wealth and assets determine its lending 

possibilities serving as collateral for external financing. Then, monetary policy affects the 

company in two ways. Its direct effect can be captured through the change of monetary 

instruments (e.g. interest rate), while monetary policy can also have an indirect effect by 

altering the demand for the companyôs products. Unfavorable changes in monetary policy 

decrease the cash flow and asset value of the company, resulting in lower capital supply. 

In the credit/lending view, monetary policy determines the funds available for lenders 

by means of, for example, capital requirements, which has an effect on credit available for 

corporates. 

Khwaja and Mian (2008) investigated the impact of a bank liquidity crisis on the 

economy. They identified two distinct channels, through which a liquidity crisis takes its effect. 

Through the bank lending channel liquidity shocks are passed over to borrowers by means of 

credit supply conditions as quantity and pricing parameters, even if the borrowersô parmeters, 

such as credit rating, are unchanged (Kashyap, Stein and Wilcox, 1993; Kashyap and Stein, 

2000; Paravisini, 2007). The borrowing channel represents the availability and use of 

                                                 
2 Financial factors are results of capital market imperfections.  
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alternative financing sources to bank credit. The channel gains in importance in the case of 

decreasing bank credit supply.  

According to Kahle and Stulz (2013), impaired access to capital takes its effect on the 

capital structure of companies through four different channels in case of crisis. The bank 

lending supply shock describes that in cases of considerable asset losses, banks are forced to 

regain their healthy balance structure through active and/or passive side operations (that is, 

mainly through capital increase and/or asset selling). Active side operations taken for the main 

part are the sale of securities, stocks and bonds, termination of existing loan facilities and 

freezing of new credit granting. These actions result in a decreasing supply of credit.  

The credit supply shock deals with the supply of sources in general, reviews banks and 

alternative financing sources as well. Due to the increased level of uncertainty and risk, 

investors are turning away from the credit markets, the level of investment activity is 

decreasing, and the liquidity vanishing from the markets. Since not only bank lending, but 

financing sources in general are scarce in case of a credit supply shock, lack of bank financing 

cannot be substituted by alternative sources.  

The demand shock describes that the demand for goods may decrease and uncertainty 

about future demand may increase during a crisis. 

The balance sheet multiplier effect points to the relationship of a companyôs net worth 

and its financing and investment policy.3 When asset values decrease, firms have a lower net 

worth, resulting in less collateral for new borrowings and for renewable loans.  

Though all three works describe the impact of monetary policy on corporate capital 

structure similarly, different mechanisms with differing designation are identified.  

Kahle and Stulz (2013) use the broades grouping of mechanism, representing not only 

the supply, but the demand side as well. The direct balance sheet view of Gertler and Gilchrist 

(1994) conforms to the demand shock of Kahle and Stulz (2013), and the indirect balance sheet 

view to the balance sheet multiplier effect. The bank lending supply shock and credit supply 

shock of Kahle and Stulz (2013) represent Gertler and Gilchristôs (1994) credit/lending view 

in a more detailed manner. Since Khwaja and Mian (2008) investigate the development of bank 

lending, their bank lending channel is a tighter category than the credit/lending view of Gertler 

and Gilchrist (1994). Furthermore, Khwaja and Mianôs (2008) bank lending channel acts 

similarly to the bank lending supply shock of Kahle and Stulz (2013). While Khwaja and Mian 

(2008) identifies the access to financing sources from a demand view (firm borrowing channel), 

the credit supply shock of Kahle and Stulz (2013) and the credit/lending view of Gertler and 

Gilchrist (1994) works with a supply point of view.  

In the following sections, the categorization of Kahle and Stulz (2013) is followed 

mainly due to its very detailed manner and the fact that it best incorporates other 

categorizations.  

Factors influencing capital structure in tight monetary conditions and crises considering 

access to external financing 

Firm characteristics influence the credit supply and the access to external financing sources of 

the firm by having an effect on the degree of information asymmetry, agency costs and 

corporate control mechanism. As a result, firm characteristics have an indirect effect on the 

firmôs capital structure. This effect gains importance in tight monetary conditions, like a crisis, 

since monetary conditions alter the relation between a firmôs characteristics and information 

asymmetries, agency costs and control mechanism, specifically in the case of firms with 

impaired access to external financing sources. 

Oliner and Rudebusch (1995) state that the more tightening in monetary conditions 

takes place, the more the relative cost of external financing sources to internal sources rises. 

                                                 
3 For a literature review, see Brunnermeier and Oehmke (2012). 
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Further, firms facing larger information asymmetries are paying larger premium for external 

sources than firms with lower asymmetries, which results in the former being more prone to 

monetary shocks. According to Bernanke, Gertler and Gilchrist (1996), agency costs of lending 

are moving parallel with the cyclicality of the economy. Moreover, the greater the information 

asymmetry, the larger the agency costs of external financing. So in case of unfavorable 

monetary changes and crisis, firms facing higher level of agency costs will be able to borrow 

less4 and will suffer from the economic downturn to a relatively larger extent than a borrower 

with a lower level of agency costs.  

In order to get a meaningful and detailed picture of the topic investigated, further 

analysis distinguishes firms with limited access and with unlimited access to external financing. 

The aim is to investigate whether tight monetary conditions in a crisis have a different impact 

on capital structure in case of firms with different access to external financing. In the literature, 

access to financing is identified mostly by the firm size, the listed status or having a rating. 

This study takes firm size and the listed status into consideration and is further executed by 

means of the transmission channels of Kahle and Stulz (2013) as described formerly. 

Tighter monetary policy in crisis decreases the supply of credit through the bank 

lending channel, having a more pronounced effect on firms of a smaller size with less collateral 

and on firms with higher leverage (Holmström and Tirole, 1996; Hancock and Wilcox, 1998; 

Berger and Udell, 2002; Becker and Ivashina, 2014). However, according to Khwaja and Mian 

(2008) the channel transmits impacts of the same intensity on smaller and larger companies. 

Furthermore, they state that the monetary policy has its effect predominantly through quantity 

constraints. 

Tightening of credit supply in broader sense impacts the smaller bank-dependent firms 

to a greater extent through the credit supply channel, mainly due to the higher level of 

information asymmetry and agency costs and due to the fewer alternative financing 

possibilities of these firms (Bernanke, Gertler and Gilchrist, 1996; Gertler and Gilchrist, 1994; 

Oliner and Rudebusch, 1995). Based on the results of Khwaja and Mian (2008), the decrease 

in bank lending could be settled by alternative, non-bank sources in the case of firms of a larger 

size, with political embedment and/or firms of large holdings. Investigating the financing of 

listed companies, Bernanke, Gertler and Gilchrist (1996) state that external financing is 

available for these firms instead of tightening monetary conditions, mainly due to their 

accessible alternative financing possibilities. Oliner and Rudebusch (1995) state that, based on 

their results, smaller companies are affected by unfavorable monetary conditions through the 

credit channel, while the effect cannot be tracked in the case of larger companies.  

Furthermore, the decrease in profitability and the increase in default risk is less likely 

to apply to larger companies owing to their higher level of diversification. Thus tighter 

monetary conditons have less of an impact on the financing possibilities of larger firms through 

the demand channel. 

In monetary tightening, asset values decrease and asset marketability on secondary 

markets worsens, resulting in a decreasing collateral value of assets. Based on the functioning 

of the balance sheet multiplier channel, financing is offered to borrowers with higher collateral 

values, i.e. that of a larger size (Michaelas, Chittenden and Poutziouris, 1999). 

Capital structure development in tight monetary conditions and crises considering access 

to external financing 

Considering the above findings on the transmission channels, we can finally ask how monetary 

conditions or crisis are shaping the capital structure? What development of leverage and use of 

alternative financing sources, what change in the composition of financing mix can be expected 

                                                 
4 Due to the ñflight to qualityò phenomena. 
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as a result of the impact of monetary conditions? Are different developments expected taking 

corporate characteristics, i.e. access to external financing, into account? 

Development of leverage 

In tightening and crisis, companies receive less or no bank credit considering the bank lending 

channel, and thus a decreasing leverage is expected.5 A more pronounced decrease is expected 

in the case of smaller, more leveraged firms and/or in case of firms with less collateral 

(Bernanke, Gertler and Gilchrist, 1996; Gertler and Gilchrist, 1993; Gertler and Gilchrist, 1994; 

Kashyap, Stein and Wilcox, 1993; Kashyap and Stein, 2000). However leverage is shaped 

through the availability and quantity of alternative sources to bank credit as well. If sufficient 

alternative financing to bank credit is available, decreasing bank financing can be substituted 

with alternative financing, that is, leverage remains unchanged.  

If the tightening and crisis have an impact on credit supply in general, then not only the 

availability of bank credit, but also that of alternative sources are affected through the credit 

supply channel, decreasing leverage is expected. Firms of a smaller size and bank-dependent 

ones are suffering from decreasing credit supply, while larger and/or listed companies can 

outweigh the impact more likely, mainly due to their more financing sources available, e.g. 

cash and equity-type sources (Bernanke, Gertler and Gilchrist, 1996; Gertler and Gilchrist, 

1993; Gertler and Gilchrist, 1994; Kashyap, Stein and Wilcox, 1993; Kashyap and Stein, 2000). 

Through the demand channel, a decrease in demand results in vanishing growth 

opportunities, which leads to a sharp fall in investments. Declining CAPEX requires less 

financing, both debt- and/or equity-type financing. So leverage remains unchanged or 

declines.6 A more pronounced effect is expected in the case of smaller firms. 

The drop in asset values due to unfavourable monetary changes or crisis increases 

leverage, generating agency conflicts between lenders and owners of a firm (Jensen and 

Meckling, 1976; Holmström and Tirole, 1996). However, the balance sheet multiplier channel 

leaves debt unchanged; leverage is expected to remain unchanged or decline. The balance sheet 

multiplier effect may have a greater impact on firms with less collateral, i.e. firms of smaller 

size. 

Summarizing the above findings, the tight monetary conditions or crises have a negative 

effect on leverage through every channel of the monetary transmission; leverage declines or 

remains unchanged, if equity decreases with the same rate as debt. Taking corporate 

characteristics into account, it is expected that unfavorable monetary policy or crises will have 

a more pronounced effect on leverage in case of smaller size and/or non-listed status.  

Development of financing mix 

The bank credit channel works towards the decrease in bank credit position of the firm, while 

the bond and equity position may rise or remain unchanged, depending on the access to 

financing sources. In case of larger and/or listed firms, alternative sources may substitute the 

tightening supply of bank credit (Leary, 2009). The development of a cash position is 

questionable; a decrease may occur since firms are utilizing their savings due to them running 

                                                 
5 The development of leverage should be evaluated with caution. In the case of sudden shocks and rash changes 

in monetary conditions, and assuming that equity does not change in the precise moment the shock is occurring, 

the development of leverage purely reflects the change in debt position (e.g. fall of debt level due to cutbacks on 

credit lines). However, if the impact of a monetary change or crises is to get evaluated based on periodical data, 

rather than stock data, the effect of possible changes in equity position should be taken into account as well. It is 

misleading to have the total change in leverage account for the change in debt position during a period, since the 

equity position could have altered as well. 
6 Taking periodical data, the simultaneous decrease in equity and debt is possible. If equity falls at a greater rate, 

then debt and leverage increase. Though this may be only a theoretical case. 
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short on bank credit, though a cash hoarding strategy is also conceivable when expecting 

further tightening of credit supply, and a deepening of the crisis (Kahle and Stulz, 2013). 

Unfavorable monetary conditions, working through the credit supply channel may cut 

back bank credit position, bond and equity issuances. The flight to quality phenomena of the 

markets hinders and makes issuances expensive, for larger and/or listed companies as well. The 

development of a cash position is questionable. The hoarding strategy may be justified by 

current risky operations and by the expectation of a further deepening of the crisis.  

The falling demand, exerting its effect through the demand channel, makes assets less 

valuable, their secondary market struggling, resulting in a falling value of net worth and in 

strenghtening credit conditions. A fall in demand may also turn the firmôs profitability into 

negative, impairing access to financing, the fulfillment of debt service and covenants, the 

renewal of existing credit lines, the borrowing of new credit, and the financing by alternative 

sources in general. Further, falling profitability hinders the cash hoarding. These factors have 

a more pronounced effect on firms of smaller size, mainly due to their low level of 

diversification.  

The balance sheet multiplier channel works towards a decrease in the net worth and 

asset value of the firm, which leads to an increasing leverage. The higher level of leverage may 

cause debt overhang, where the existing debt position turns out to be riskier and not only debt, 

but also equity issuance becomes more hindered (Myers, 1977). The multiplier channel may 

have a more significant effect on the financing mix of smaller companies under tight monetary 

conditions than on that of larger firms. 

In summary, the following statements can be made: Tight monetary conditions, crisis 

have a negative impact on the bank credit position through every channel of monetary 

transmission. The position decreases irrespective of corporate characteristics like size and 

listed status.  

Bond and equity issuance may increase considering the bank credit channel in case of 

larger and/or listed companies, but considering the credit supply channel, there is no 

expectation that the tightening bank credit supply may be substituted by alternative sources, 

both in the case of larger and/or listed companies. 

The development of cash position may be evaluated based on the functioning of the 

demand channel; cash hoarding is hindered by falling demand and falling profitability. This 

phenomenon may affect larger companies less due to their more diversified operations.  

EMPIRICAL RESULTS ON THE IMPACT OF TIGHT MONETARY CONDITIONS 

AND CRISES ON CORPORATE CAPITAL STRUCTURE  

Although based on the findings of a few studies, tight monetary conditions or crises seem to 

have no effect on corporate capital structure (Akbar, Rehman and Ormrod, 2013 in the case of 

l/t financing; Lemmon and Roberts, 2010), the vast majority of studies evidence the 

relationship. In the following, empirical literature on the impact of monetary policy and crisis 

on the development of corporate capital structure is reviewed, also referring to the access to 

external financing. Empirical results for the CEE region are also highlighted; the intention 

herewith is to investigate if the regionôs uniqueness7 has an impact on the relationship 

investigated.   

Firms with impaired access to external financing  

Capital structure development of firms with limited access to financing has scarcely been 

investigated. Existing studies emphasize the importance of internal financing sources 

                                                 
7 The CEE region shows a unique development and status, mainly due to the transition process in 1989ï91. 

According to Colombo (2001), tre transition process resulted, that the size of the regionôs capital markets and their 

late progress make the general use of some external sources not possible; trade credit is commonly used owing to 

the past plan economy; the ownership structure may be a significant determinant of capital structure. 
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(Campello, Graham and Harvey, 2010; Campello et al., 2011a; Campello et al., 2011b; Leary, 

2009; Akbar, Rehman and Ormrod, 2013; Iyer et al., 2013) and the missing substitution of 

decreasing bank supply by alternative sources in tight monetary conditions (Leary, 2009; 

Akbar, Rehman and Ormrod, 2013; Iyer et al., 2013; Harrison and Widjaja, 2013). 

Campello, Graham and Harvey (2010), Campello et al. (2011a) and Campello et al. 

(2011b) state that the 2007/08 crisis hindered, but did not cut back fully, the utilization of credit 

lines. The results support the pecking order theory, since not only firms with impaired access,8 

but also those with access to financing, i.e. also profitable and liquid firms prefer internal to 

external financing. Leary (2009) states that the leverage and bank credit position of smaller, 

bank dependent firms decreased, while internal financing increased significantly during the 

credit crisis in 1966. Akbar, Rehman and Ormrod (2013) studied the sample of UK private 

companies in 2007ï2009. They find that the tightening of the supply side had the greatest 

negative effect on the short financing channels, i.e. s/t bank credit, trade credit. Furthermore, 

cash and equity issuance increased, while substitution by net debt issuance and trade credit was 

not prevalent. Iyer et al. (2013) find that the Portuguese corporate sector was hit in diverse 

manners by the drop in bank financing during the 2007/08 crisis. Smaller, younger firms, and 

firms with weaker bank relationships suffered more from the tightening of the bank credit 

supply. Substitution by alternative sources did not take place independently from firm size. 

The role of trade credit under unfavorable monetary conditions is rarely investigated. 

Its substitutional and supplementary role is also reasonable. Petersen and Rajan (1996) confirm 

the substitutional role of trade credit, mainly in the case of firms with impaired access to 

financing. Though they also emphasize that trade credit may signal the quality of a firm, 

reducing the adverse selection, and resulting in the increase of leverage. This latter highlights 

the supplementary role of trade credit. Akbar, Rehman and Ormrod (2013) and Love and Zaidi 

(2010) state the supplementary role in case of firms with impaired access to financing.  

Firms with access to external financing 

The importance of internal sources during unfavorable monetary conditions in the case of listed 

companies is highlighted by Kim, Heshmati and Aoun (2006), Voutsinas and Werner (2011) 

and by Harrison and Widjaja (2013). Kim, Heshmati and Aoun (2006) state having had a 

preference for internal financing sources during the Asian crisis, primarily for profitable firms 

with growth opportunities, while Voutsinas and Werner (2011) find that internal sources 

substituted, while alternative external sources did not replace, the shrinking bank credit for 

listed companies during the Japanese crisis in 1998. Harrison and Widjaja (2013) also underline 

the importance of internal sources for  S&P 500 companies during the 2007/08 crisis.  

Fosberg (2012 and 2013) found falling debt and equity issuance for listed US 

companies during the 2007/08 crisis. Specifically for s/t financing, a remarkable growth was 

observed by Fosberg (2013); the reason for this lies in the overcoming of a decrease in trade 

finance, l/t credits and equity-type financing by s/t credits. However, according to the results 

of Pattani, Vera and Wackett (2011), Kahle and Stulz (2013) and Iqbal and Kume (2014), firms 

with access to external financing have significantly financed their operations from the bond 

and equity market during the crisis. Results based on the studies of Becker and Ivashina (2014) 

and Adrian, Colla and Shin (2012) examining companies with bond market access, also state 

the substitution of falling bank credit supply through bond issuance. Concerning debt issuance, 

an important finding is that of Kahle and Stulz (2013). They doubt that the 2007/08 crisis had 

any impact on capital structure through the bank lending channel. They find that there was no 

larger fall in debt issuance observable in the case of bank dependent firms, as in the case of 

non-dependent firms.    

                                                 
8 Whether a firm has impaired access is defined by the CFOôs subjective opinion.  
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Referring to the development of cash position, Kahle and Stulz (2013) surprisingly find 

that bank dependent firms hoarded cash to a greater extent than non-dependent firms during 

crisis. 

Trade credit has a substituting role in case of large, listed companies during the Asian 

crisis (Love, Preve and Sarria-Allende, 2007) and during the Japanese bank credit crisis 

(Voutsinas and Werner, 2011), though a supplementary role is found for total financing 

(Voutsinas and Werner, 2011).  

Empirical results for the CEE region  

There are limited findings for the CEE region in the topic investigated.   

Mörec and Raskovic (2011) find, that the Slovenian corporate sector suffered from the 

fall in credit supply during the 2007/08 crisis. Larger firms though managed to lower their 

demand for financing by decreasing the level of inventories, but the SMEs did not find any 

viable solution for their lack of finance. Szemán (2013) also finds a fall in external financing 

during the crisis. Studying the capital structure development of the Hungarian corporate sector, 

Szemán (2013) states that the share of total liabilities fell during the crisis, though the fall was 

only immediate in the case of the s/t debt. Rusu and Toderascu (2014) verify the fall in bank 

liabilities by examining datas from seven CEE countries.   

However, Mostarac and Petrovic (2013) find that the leverage of Croatian companies 

increased, mainly through the increase of s/t debt. 

The substitutional role of trade credit cannot be verified by Szemán (2013).  

The empirical results are summarized and shown in Table 1. 

FINDINGS AND CONCLUSIONS 

Though the relation of tight monetary conditions and capital structure is examined by several 

studies, the impact of crises is scarcely examined, specifically in the case of the 2007/08 crisis. 

The majority of the studies take the data of large, listed companies, i.e. that of firms with access 

to external financing; however, the findings of these studies also do not provide a single viable 

finding regarding the development of capital structure during the crisis. Moreover, a part of the 

empirical findings is not consistent with the statements derived from the relationship of 

monetary policy and capital structure. There is a conspicuous difference in the case of the 

development of leverage and bank credit. Furthermore, there is a clear lack of studies involving 

smaller, non-listed companies.  

In addition, the evolution of financing mix elements has not been researched 

comprehensively. A clean statement cannot be made regarding their development as a result of 

supply side effects. Specifically, the case of trade credit has not been analyzed  thoroughly for 

the 2007/08 crisis. 

Thus, it is not clear whether or not the supply side has an effect, and if yes, what kind 

of effect it has on the capital structure. The study also highlights the lack of research and our 

missing understanding of the relation between crisis and capital structure in the case of the CEE 

region. 

IMPLICATIONS 

This study contributes to the extant literature by setting a framework for analyzing the 

relationship of monetary conditions and capital structure, and also by unfolding open research 

areas reviewing the referring empirical studies. 

The implication for future empirical research in the area involving smaller and/or 

private companies, i.e. companies with impaired access to external financing, is set. The 

evolution of capital structure components, i.e. that of leverage and financing mix elements, has 

to be examined further in order to construct a clear picture of the role of supply factors and 
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monetary policy in shaping capital structure. A special need for clean results in the case of the 

CEE region is also obvious .  

TABLES AND FIGURES  

Table 1: Empirical  results on the impact of tight  monetary conditions, crisis on corporate 

capital structure9,10 

Change in 

leverage and 

financing mix 

elements 

Firms investigated have  

impaired access  

to external financing 

access 

to external financing 

Leverage 

increases 

Mostarac and Petrovic (2013) Iqbal and Kume (2014) 

Fosberg (2012) 

Fosberg (2013) 

Voutsinas and Werner (2011)  

Leverage 

decreases* 

Leary (2009) 

Iyer et al (2013) 

Szemán (2013) 

 

Bank credit 

increases 

 Fosberg (2013) ï s/t;  

Iqbal and Kume (2014) 

Bank credit 

decreases* 

Leary (2009) 

Pattani,Vera and Wackett (2011) 

Iyer et al (2013) 

Mörec and Raskovic (2011) 

Pattani, Vera and Wackett (2011) 

Adrian, Colla and Shin (2012) 

Becker and Ivashina (2014)  

Rusu and Toderascu (2014) 

Use of internal 

sources increases 

Leary (2009) 

Lin and Paravisini (2010) 

Campello,Graham,Harvey(2010) 

Campello et al. (2011a) 

Campello et al. (2011b)  

Akbar, Rehman, Ormrod (2013) 

Kim et al (2006) 

Campello,Graham, Harvey (2010) 

Campello et al. (2011a) 

Campello et al. (2011b)  

Voutsinas and Werner (2011) 

Harrison and Widjaja (2013) 

Bond issuance 

increases 

 Pattani, Vera and Wackett (2011) 

Adrian, Colla and Shin (2012) 

Becker and Ivashina (2014)  

Kahle and Stulz (2013) 

Bond issuance 

decreases 

 Fosberg (2012) 

Equity issuance 

increases 

 Pattani, Vera and Wackett (2011) 

 

Equity issuance 

decreases 

 Fosberg (2012) 

Fosberg (2013) 

Trade credit 

increases 

 Voutsinas and Werner (2011)  

Love et al (2007) 

Trade credit is 

unchanged or 

decreases 

Akbar, Rehman, Ormrod (2013) 

Love and Zaidi (2010) 

Szemán (2013) 

 

                                                 
9 Results referring to the CEE region are underlined. 
10 Expected changes in capital structure components based on the statements of the transmission channels are marked with *.  
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EXPLORING SOCIAL MEDIA MARKETING: A CASE STUDY OF ART 

ORGANISATIONS  

PIM SOONSAWAD1 

ABSTRACT 

Social media marketing has undergone massive growth in the number of users over the past 

few years. Social media marketing provides information, advertising, and marketing. Prior 

research has affirmed the significance of social media marketing in various industries, yet little 

research has investigated social media marketing techniques that affect performance. The 

purpose of this paper is to explore social media marketing techniques that would provide 

support for sales or the size of audiences in the arts. The paper describes art organisations 

including art museums and art galleries. The research surveyed 38 owners or marketing 

directors in the United Kingdom, Hong Kong, and Thailand. The result demonstrates that art 

organisations have already tended to apply Facebook and Twitter to their marketing strategies. 

This paper proposes an interactive AIDAM model of social media marketing for art. The paper 

also illustrates metrics for social media marketing effectiveness. Finally, the paper presents 

guidance for applying social media marketing in art organisations.  

 

Key Words: Social media marketing, Art organisations, A case study 

INTRODUCTION 

Indicating a new version of the World Wide Web after the dot-com bubble burst in 2001, Web 

2.0 brought an unprecedented change in the online usersô behaviour (Chan and Guillet, 2011). 

In Web 2.0, websites are collaborative, dynamic and interactive, and users are actively 

participating in enrichment of content (Adebanjo and Michaelides, 2010; Kaplan and Haenlein, 

2010). Accordingly, companies worldwide use a popular new tool called social media (Hogan, 

2010). Social media marketing holds great promise for many nonprofit arts organisations 

(Arnold and Tapp, 2001). Art museums have relied heavily on benefactors for donations of 

works of art. Recently, these donations have declined (quickly) as a result of the changing tax 

laws (Blattberg and Broderick, 1991). Therefore, museums must reevaluate their marketing 

strategy. For support, museums and art galleries increasingly have to compete for funds and 

provide evidence of their own attempts to attract visitors and, hopefully, donations (Todd and 

Lawson, 2001). Clearly, goal-oriented museums focus on the number of visitors, while the 

objective of most art galleries is based on sales (Baker et al, 1998).  

The purpose of this paper is to explore social media marketing techniques that would 

provide support for sales or audience size in the arts. To achieve this research goal, the relevant 

literature on the topic of social media marketing and art organisations will be described. Also, 

the study will present the consumer decision process model. Case studies of art organisations 

are also shown. The paper will be rounded off by a short discussion of the results; additionally, 

a number of managerial implications and future research directions will be discussed. 

LITERATURE REVIEW 

Social Media Marketing and Art Organisations 

Social media reached a penetration of 70.2, 74.6, and 60.6% in the United States, Europe, and 

Asia-Pacific, respectively, in 2008 as a percentage of the total number of Internet users 

(Comscore, 2009). Social media marketing presents to consumer-generated media ña variety 

of new sources of online information that are created, initiated, circulated and used by 

                                                 
1 Dr. Pim Soonsawad, Lecturer, Chulalongkorn University 



International Journal of Law and Interdisciplinary Legal Studies | PIM SOONSAWAD|  82   

 

 
VOLUME 1 ISSUE 1     ISBN: 978-1-911185-11-6 (Online)     ISSN: 2397-6926 (Online)     www.flepublications.com 

consumers intent on educating each other about products, brands, services, personalities, and 

issuesò (Blackshaw and Nazzaro, 2004). Social media marketing is perceived by consumers as 

a more trustworthy source of information concerning products and services than corporate-

sponsored communications transmitted via traditional media (Foux, 2006). Social media 

marketing techniques help to increase content quality (Chen and Wang, 2011) and speed of 

outreach and maintain loyal customers more effectively than traditional media. Bickart and 

Schindler (2001) indicate that social media provides an unparalleled platform for consumers to 

publicise their personal evaluations of purchased products and thus facilitate word-of-mouth 

communication. Obviously, social media encompasses a wide range of online sites, word-of-

mouth forums including blogs, company-sponsored discussion boards and chat rooms, 

consumer-to-consumer e-mail, consumer product or service ratings websites and forums, 

Internet discussion boards and forums, moblogs (sites containing digital audio, images, movies, 

or photographs), and social networking websites (Mangold and Fauld, 2009).  

Social media has become a buzzword in arts organisations. Social media marketing 

connects users with similar interests who make fully customisable profiles displaying their 

identity and then share these with friends or fans. Social media marketing is particularly helpful 

for performing arts organisations. The most used social network, Facebook, also integrates 

other applications. This helps to make marketing in the arts through social media cost-effective 

(Hausmann and Poellmann, 2013). To support sales or audience growth in the arts, social media 

platforms have challenged basic assumptions concerning the purchasing process. Hudson and 

Thal (2013) studied the impact of social media on consumer decision-making processes in the 

tourism industry. Social media is a platform for consumers to publicise their personal 

evaluations of purchased products (Chen, et.al, 2011). Obviously, social media marketing has 

become a main factor in influencing various aspects of the consumer decision process. 

Consumer Decision-Making Process 

Lately, an increasing number of marketing scholars have examined the implications of online 

consumer product reviews (Chen, Wang, and Xie 2011; Chen and Xie 2008) and the usefulness 

of online consumer product reviews for consumer decision-making (Sen and Lerman 2007; 

Smith, Menom and Sivakumar 2005). Social media marketing has become a main factor 

influencing various aspects of the consumer decision process, including awareness, 

information acquisition, attitudes, purchase behaviour, and post-purchase communication and 

evaluation. The consumer decision-making model is composed of four stages: (1) consider; (2) 

evaluate; (3) buy; and (4) enjoy, advocate and bond. Social media makes the ñevaluateò and 

ñadvocateò stages increasingly relevant (Court, et.al, 2009). This study will examine five steps 

in the consumer decision-making process model: 1) need recognition; 2) information search; 

3) alternative evaluation; 4) purchase; 5) post-purchase evaluation (Kotler and Armstrong, 

2012). 

The process starts with the stimulation of a need where the consumer is faced with an 

imbalance between the actual and desired states of need. After that, the consumer searches for 

information about the various alternatives available to satisfy the need. The consumerôs 

information search will ultimately yield a set of preferred alternatives. The consumer evaluates 

and compares alternatives. Purchases are made based on the chosen alternative. Post-purchase 

evaluation is carried out with a view to aiding future decision-making. Good experience with 

a brand will provide information that may lead the customer to that brand when a similar 

product is to be purchased. Dissatisfaction may result in post-purchase dissonance. In other 

words, the message should gain Attention, hold Interest, arouse Desire, and elicit Action, a 

model known as AIDA (Lin and Huang, 2006). In practice, few messages take the consumer 

all the way from awareness through to purchase. Nevertheless, the AIDA framework proposes 

desirable qualities for any communication (Kotler, 2010). 
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Based on the consumer purchase decision-making process, there are five factors that 

may affect consumer intentions to shop online or offline: channel-risk perceptions, price-search 

intentions, search effort, evaluation effort, and delivery time (Gupta and et al, 2004). Peterson 

and Balasubramanian (1997) compared the Internet to conventional retail and catalogue 

distribution channels on dimensions of product features and kinds of consumer decision-

making processes. Rangaswamy (1997) shows findings on how consumer choice in electronic 

settings differs from traditional in-store choices. Beatty and Smith (1987) showed that search 

effort is related positively to purchase involvement, time availability and attitudes towards 

shopping. Obviously, social media techniques such as discussion boards influence a customerôs 

adoption and use of products and services (Subramani and Rajagopalan, 2003). 

RESEARCH METHODOLOGY 

This study selects the case study approach. The research surveys 38 owners/marketing directors 

of art organisations among three countries: the United Kingdom, Hong Kong, and Thailand. 

The sample was representative of members of art organisations among three regions. The 

author surveyed 10 art directors of art museums that are members of the Art Marketing 

Association in the United Kingdom: Tate, Mima, Barbican, etc. The author surveyed 18 owners 

of art galleries who are members of the Hong Kong Art Gallery Association. Further, the author 

surveyed 10 owners of art galleries in Thailand, such as Number 1 Gallery, Koi Art Gallery, 

Akko Gallery, etc. The questionnaire is based on the AIDA model and social media marketing 

techniques. Careful analysis of holistic messages confirms the effect of the social media 

marketing techniques on the AIDA model.  

RESULTS AND DISCUSSIONS 

This study proposes social media marketing techniques for art organisations that would support 

sales and a higher number of visitors. The research presented here suggests that art 

organisations should concentrate on implementing social media marketing techniques. The 

research demonstrates that art organisations, both museums and art galleries, have already 

tended to use Facebook and Twitter. However, other social media techniques are also popular 

in different countries. For example, YouTube is ranked the number three most popular social 

media marketing technique among art organisations in the United Kingdom. Ranking number 

four and five in popularity of social media marketing techniques used by art organisations in 

the United Kingdom are Pinterest and blogs respectively.  

As Figure 1 identifies, the model of social media marketing for art is called ñInteractive 

AIDAMò, which is social media marketing effects in consumer decision-making process.  The 

goal of this model is to identify maximum sales or audience numbers. Horizontal axis and 

vertical axis present consumer decision-making process and the level of customer engagement 

of each customer. Horizontal axis stands for awareness, interest, desire, action, and maintain 

respectively. Vertical axis illustrates the levels of customer engagement have been shown to 

be: 1) visitor; 2) potential customer; 3) engaged customer; 4) highly engaged customer; 5) new 

customer; and 6) loyal customer.  

Awareness step relates to visitor or potential customer. The organization creates 

awareness for customer to perceive about artwork products such as Facebook fanpage or blog.  

Interest step presents to higher level of customer engagement than visitor that called engaged 

customer. The organization needs to urge target audience from visitor or potential customer 

become engaged customer. Desire step indicates highly engaged customer. This step should 

explain about source and detail of artwork in order to urge emotion of engaged customer to 

become highly engaged customer. Action step relates to new customer. This step shows that 

customer purchases artwork from the art gallery or customer becomes a membership of 

museum. Maintain step identifies to creating loyal customers. The loyal customer revisits or 

repurchases social media of art organisations, and also shares the artwork of organisations to 
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friends. Marketing directors of art organisations should develop visitors to become new 

customer and then loyal customer. Then, art organisations can expect to receive continuing 

revenue from such customers.  

Once social media marketing techniques apply the ñInteractive AIDAMò model, each 

step in the customer decision-making process can be back and forth. Also, the starting step of 

customer decision-making process does not require starting at awareness step. The first step of 

the process can be interest or desire or maintain step. The research shows three empirical cases 

of this model. Case A: The customer reads good reviews of a close friendôs experience with an 

online purchase of the artwork, so the starting step of AIDAM could be the desire step. The 

awareness and interest steps are skipped. On the other hand, if a customer reads negative 

reviews of a close friendôs experience in an online purchase of the artwork, the starting step of 

AIDAM is awareness of negative perceptions. As the result, a customer would not interest to 

buy this artwork.  As Case B: a customer follows and shares Facebook fanpage art gallery to 

his/her friends, the customerôs friends see the fine artwork on their own news feed. They are 

quite interested in artwork then they click ñlikeò to that facebook fanpage art gallery.  As a 

result, they continually receive information about the artwork and art gallery event or activities.  

Finally, they buy the artwork from this art gallery. Thus, the starting step of AIDAM in this 

situation is interest step, then it is desire and action step respectively. The awareness step is 

skipped.  As Case C:  The starting point of consumer decision-making process is desire stage. 

A customer intends to buy this artwork since a customer like the art piece. Nevertheless, a 

customer gets a positive comment about other artworks of previous customer in new feeds.  

Accordingly, a customer believes it and wants to buy this new artwork. As can be seen, from 

desire step in one artwork is changed to be desire step in another artwork as quickly.  

Figure 1: Interactive AIDAM  

 
The results of this study indicate that most art organisations are applying social media 

marketing as a promotional mixing of tools. A few art organisations apply social media 

marketing with e-commerce. The study illustrates that the Interactive AIDAM model needs to 

be applied with efficient social media marketing tools. As the result, it will lead to higher sales 




