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FOREI GN AI D VYOLANDLIECONOMITCH: GRAOWCASE
STUDY OF PAKI STAN

SADIA MANSOOR!, MIRZA AQEEL BAIG? AND MUHAMMAD JAVID 3

ABSTRACT

While the debat®n the effectiveness of foreign aid remains inconclusive, recent literature
has focused on explorirtge possiblecauses that render such an ineffectdmnong others,

the volatility in aid inflows is cited as one of the reasons for aid ineffectiveness. Hibyorica
Pakistan has been one of the major aid recipient countries, but it fitidhgnd in terms o
economic development. Bgnalysingthe period 19722015, we explored the role of aid
volatility in explaining economic growth itihe case of Pakistan. Byeveloping an index for
macroeconomic policy environment, we also investigate the role of prevailing
macroeconomic conditions in aid effectiveness. We empldlyedseneralsed Method of
Moments (GMM) for estimation because of its advantagéandling the endogeneityof
foreign aid. After controlling for traditional determinants of economic growth, our results
show that both foreign aid and its volatilaye negatively related economic growth in case

of Pakistan. However, we have found thatagourablepolicy environment resultéh an
increasean foreign aid effectiveness.

Key Words: Foreign Aid, Volatility, Macroeconomic Policy Index, Economic Growth,
Generaked Method of Moment&ndogeneity

| NTRODUCTI ON

The early posKeynesian model of Harrod dnDomar (1954)explains economic growth
through developing its relationship with capital stock @he rate of savings. A major
corollary ofthe Harrod Domar model was that increase in domestic capital stock helps boost
economic performance. This capitalcamulation in turns depends on the stock of national
savings available for investment.

Cheneray and Strout (1966) extend the work of HaaradDomar through developing
an internalexternal gaps model, which is often cited as the theoretical foundsdtforeign
aid. The internal gap refers to disequilibrium between saving and investment, tinhile
external gap refers to trade deficit. The model highdighé importance of low domestic
savings or loanable funds. In case of low investments, the ecowdihliso be short of
exportable surplus of goods. The economy, as a result, gets stuck is a vicious circle and can
only be brought oudf it throughthe help of foreign aid.

Like other developing countriefakistan is no exception @low saving rate.-The
saving investment gap has remained largely negativth@case of PakistarOn average,
this gaphas represented.4% of GDP from 1980 to 2015. According tbhe World Bank
database, the average gross national savingsa (psrcenage of GDP) is 31.4 for
developing countries and 1446n thecase of PakistatAs aresult Paki st ands ecol
been heavily relying on foreign assistance to increase capital stock. For instance, the official
development assistance (ODAlas 41.%6 of gross capital fornteoon 19722015 for
Pakistancompared with 3% in developing countries.

1 Sadia Mansoor also known as Sadia Anwar, Senior Lecturer, Institute of Business Management, Karachi, Pakistan. E

mail:- sadia.mansoor@iobm.edu.pk.

2 Assistant Professor, Department of Economics. Institute of Business Management, Karachi, Pakistan.

E-mail:- ageel.baig@bm.edu.pk.

3 Research Analyst, Pakistan institute of Development Economics, Islamabad., Pakistilr. jvid@pide.org.pk.

‘According to the World Bank, i Net of ficial devel opment as
concessiorlaterms (net of repayments of principal) and grants by official agencies of the members of the Development
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THEDYNAMI CS OF KROBEI GINL OWS TIAN PAKI S

Pakistan has received different typesGidA. Between1972and 2009, Pakistan received
US $61.8 billion out of which US $38.7billion (53%) was project support aid. In times of
natural disasterg¢i.e. floods, earthquakes and droygtRakistan received U$6.5 billion
(10%) and US$11.5 billion for balance of payment adjustments.

Foreign aid inflows have been quite volatile iase of Pakistan. Unlike other aid
dependent countries, Pakistands aid inflows
considerations. Most of the aid Pakistan received was &titateral sourcemainly from
the US®The US bilateral aid to Padtan started in 195and aid inflows have been volatile
and independent of economic needs of Pakistan. For instantte early 1960s, Pakistan
received almost US $400 million per yeaut the first hiccup occurred aftethe Indiai
Pakistan war g geopoitical factor) in 1965 whenthe US suspended aid to Pakistan. Aid
inflows duringthe 1960s and 1970s weeer esul t of Pakics assistace mut u
agreement witlthe US in the pre-Cold War era. Similarly, aid inflows durinthe 1980s can
be contetualisedby theoutlook ofthe Afghanistan war.

The USimposedidemocracy sanctionsand cut foreign aid transfers to Pakistan as a
result of nuclear test confirmation in 1998 and military takeanet999. However, after
9/11, Pakistan joineda war coalition against terrorism and receivdte highest average
annual aid of approximately U3 billion during 201e2014.The najority of the funds were
under the heading of reimbursement of the cost of military coalition suppdhe war
against terrorDuring the war on terror (201414), the US promised U$7.5 billionin aid to
Pakistan but only half of this was actually disbursedEADP, 2015f These stybed facts
show that aid inflowsiavebeen volatile in Pakistan due to geographissiliesand coétion
involvement.

The objective of this study is to empirically investigate the impact of foreign aid and its
volatility on economic growth of Pakistan. We have also explored the role of sound
macroeconomic policies in explaining aid effectiveness. #os purpose, we have
constructed macroeconomic policy index by following Burnside and Dollar (2000). The
organgation of this paper is as follows. Section 2 providdierature review orthe aidi
growth nexusas well as orthe impacts of volatile aidnflows on economic growth. In
Section 3, we discuss the construction thie macroeconomic policy index anthe
econometric modelThis is followed by the last sectiprwhich presentsour results and
discussion along with policy recommendations.

LI' TERATRRYEI EW

An ample literature is available on foreign aid and growth relationship. This spotiaides
a brief review of available literature on foreign aid, volatility of foreign aid, and their
relationship with economic growth.

LI TERATURIEHE®ONIGROWTH NEXUS

The literature on foreign aid can broadly be divided into three stands. The first strand
maintains that foreign aid has significantly positive impact on economic growth and
development.According to RosensteiRodan (1961) foreign aid contbutes towards
increases investment. Chenerey and Strout (1966) also support positive contribution of aid to
GDP growth and present theoretical framework in thguo gam model. Papanek (1973)

Assistance Committee (DAC), by multilateral institutions, and by-D&& countries to promote economic development

and welfare in countriesandtérror i es in the DAC |ist of ODA recipients. o
5 Anwar and Michaelowa (2004) calculated that more than 72 percent ODA to Pakistan comes from bilateral sources, and
out of that nearly half the aid was provided by a single donor (i.e., the US).

6 Source: Econmic Affair Division Pakistan: Annual Status Report 2015.
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also find positive impact of aid inflows on economic perforroa in 23 developing
countries. Levy (1988) states that foreign aid inflows accelerated investments in African
countries. Inthe case of Pakistan, Chishti and Hasan (1992) dipdsitive impact of foreign
grants on economic performance. Similar conclusioavebeendrawn by Irving and Abbas
(2005, Shabbiret al (1992) and Khan et a11992).

In contrastsomestudies deviate frorthe positive effects of foreign aid and affiren
negative impact of aid inflows on economic growth and developmiéns stand was
initiated by Friedman (1958Wwho argue that dependency on foreign aid decreases
potential of governmestto achieve selustainability. Griffen and Enos (1970) empirically
establishthe negative impact of aid on 27 agtbpendent economies.céording to Baure
(19799A"nAid i s a phenomenon whereby poor peopl e
lifestyles of rich people in poor countriedikewise, Mosley (1980) confirmthe negative
aidi growth relatioship and state that corruption and misallocation of foreign aid inflows
hurt economic growth. Similarly, Hadijmichaet al (1995), Boone (1996) and Alesiaad
Weder 2002 affirm that aid inflow does not reduce poverty or increase economic growth
but increase depenlency and corruptionRajan and Subramanian (2005) argtieat aid
inflows are unfavarable for private sector investment. Sabra and Eltalla (2016) conclude that
higher aid inflows accelerate imports and do not foster investment to attain economic growth
in Arab countries. Recently, Sabra and Sartawi (2015) attribute aid as hindering factor to
economic growth in Palestine by crowding out savings

In the case of Pakistan, Naqvi (1971) conclsdbat aid inflows erode domestic
savings. Aslam (1987) and Ken{aB92) also share this viewpoint. Igbal (1997) suggésit
aid inflows increase public consumption and do not foster economic growth. Khan and
Ahmad (1997, 2007) maintain aid a curse for Pakistaneconomy and show that aid
inflows boost nordevelopmatal expenditures rather than promoting economic growth.

The third strand fo literature highlights the role othe macroeconomic policy
environment othe aid recipient country in the analysis tife aid effectiveness framework.
Burnside and Dollar (1992000) construct a macroeconomic policy index and state that aid
can be effective in the presenceas$ound macroeconomic policy environment. The main
argument of this strand is that aid effectiveness is conditiomahe policy environment.
Collier and vllar (2001, 2002) add thatlong with good policies, the geographical location
and allocation of aid to specific sectors are tamble factordor attainingpositive outcomes
of foreign aid.

Javid and Qayyum (2011) follow Burnside and Dollar (198¥)constructing a
macroeconomic policy index for Pakistaoncludng that aid fostes economic growth in the
presence o low budget deficit, positive trade balance and low inflation. Although it appears
convincing that aid will be more effective in the mese of favarable policies, Durbarrgt
al. (1998) empirically find aid to be effective irrespective tbe policy environment.
Similarly, Hansen and Trap (1999) aredly131 countries and conclutieat aid is effective
even in countries with bad policyenvironment.

EMPI RI CAL LI TEORATWREI! GN ATIDL IVIOL AAND ECONOMI
GROWTH

There are several reasons why volatility in aid inflows negatively affects economic growth.
First, volatile inflows can result in delay or even suspensiothénexecution of fanned
developmental projects. Second, if aids lmahumanitarian objectiyehen volatile aid can
force the recipient government to wdiits own resourcethat had beemlanned for other
purposes. At the same time, it reduces the confidentleeokcipent government anthe
private sector orthe donor agendy $uture commitmentVolatility in aid inflows can also
induce leakages in already received aid flows.
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Lensink and Morrissey (2000) attribute volatility in aid inflows as a root cause for
ineffediveness in economic growtBulir and Hamann (2003) point out that volatility causes
project suspension. Similarly, Hudson and Mosely (2008) state that volatility in aid inflows
increases uncertainty and prolong ongoingdeag@endent projects. Neanidisdavarvarigos
(2009) and Markandyat al (2010) support unfawsable outcomes of volatile aid inflows.
The volatility in aid inflows not just hampers the economic growth of the recipient country,
but also has implications for other sectors of the econ@yystudying 73 aielependent
countries, Arellano et a(2009) find that volatility of aid cause disruptions in expoeisted
manufacturing products. They conclude thatadmupt increase in aid inflows results in
increasing public expenditures, whilesthsharp fall force recipient governments to cut their
developmental spending.

MODEL, ME T H O D ONLDO YA TAA

This chapter presents model specifications and econometric methodology. The foundation of
aid-growth model idased orthe landmark study of Chenegnd Strout (1966)Wwho present
atwo-gap modelln the case of low domestic savings, we have incorporated foreign aid as an
external financial resource to ftthe savingi investment gap in Pakistan. Our model is based
on the production function where the real GDP (Y) is dependent on inputs and other
explanatory variables

@ "QOARYW) OBOOERN ------- Eq (3.1)
where GDP is dependent time labaur force (L), gross fixed capital formation (K) and trade
openness (TO). Moreovefpreign inflows are split ito two sets to fill the savingi
investment gap, foreign aid (ODA) and foreign direct investment (FDI). Economic policies
(Pol) play pivotal role is economic growth so we have added macroeconomic policies in our
model. Lastly, teN is anormally distributed random error term.

CONSTRUCTI DNHOMEX

The theoretical foundation foine formulation ofthe policy index is based on Fischer (1993)

and the methodological structure is based on work by Burnside and Dollar (2000). The
objective ofthe index is to explore the impact ¢tiee x i st i ng policy envir
contribution to economic growth. We have extended the macroeconomic policy index for
Pakistan, previously constructed by Javid and Qayyum (2011). Like BurnsidBddiar

(2000), Javid and Qayyum (2011) constructieelindex by using three variabtemflation

rate, budget balance and trade openness. We have extended this index by adding money
supply tothe GDP ratio to represent financial development.

The relationship between macroeconomic policies and economic growth is well
established inhe literature. A generous literature is availabletbawell-framed theoretical
relationship of inflation, twin deficit and money supply with economic groisée,Fisher,

1993; Parkin, 1986; Dollar, 1992As an extension to Burnside and Doliag(2000)
macroeconomic policy index, we have added money supphet@DP ratio as an indicator

for financial development. We have employed principal component methoo tonstruct

the index. The first component dhe principal component method explaitiee maximum
variations of the data, while the second and third components explain the remaining
variations. We derive the weights of included variables throlgfirst principal component

as it represents the highest correlation. Finally, we get the weights through sognaike
values of vector 1. The policy index used in our analysis is based on the following equation:

WO QQUA0 WWa WE WQ

0 € a Qo 0taQ e Qd OO Bé & 00T a YI 0QQU N Q¢ e Qi i
A€ e Qwi onNnnaw
a prpp—
o0V
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wherea ha ha ©¢& B are the weights of first component ati estimated weights are
1.097, 0.726, 1.066 and 0.437 respectively.

We have followedBulir and Hamann (2003) and Hudson and Mosley (2008) for
estimation of foreign aid volatilityand usec Hodricki Prescott (HP) filter.

ECONOMETRI C MEODB®DOL

Hansen (1982) developed tligeneralsed Method of Moments (GMM) modelwhich is
actually a geeraised approach tthe method of moments presented by Karl Pearson (1894).
Due to its several advantages, GMM has been widely used for estimations in economics and
finance. The major advantage of GMM is that it does not require complete knowledge of the
underlying data generating process. In contra$flaximum Likelihood Estimation (MLE),

GMM estimation requires specified moments derived from an underlying model.

GMM is particularly useful in estimatintipe impact of growth volatility in economic
growth because dhe potentialendogeneityf aid. There are various sourceseoflogeneity
in the relationship between aid and economic growth. It is argued that foreign aid is
endogenous to growth since donors allocate aid purposively and are likely to react to
recipient countriesd growth per fnbandganris e . T h e
case because it addresses the concertieeehdogeneityproblem (Hansen and Tarp, 2000).

To address this concern of addogeneitymost studies aimed tite aidi growth relationship
have used GMM estimation methodology.

GMM offers an estimation appach when the numbers of restricted moments in the
data generating process are higher than the number of parameters required to be estimated. In
contrast to the approach of satisfying one moment condition and violating the other, GMM
strategy chooses arstenator that balances each population moment condition against the
others, seeking residuals that tramd€violations of one moment restriction against violations
of the other moment restrictions.

VARI ABLES ANDDNSQUATI

To conduct a time series anakysive have employed data from 1972 to 2015. Mainly we
have taken data from World Bankos Worl d Dev
economic survey of Pakistan for data of fiscal sector variables.

We have estimated four equations. Equatiornt€4¥ the impact of foreign aid inflows
on economic growth of Pakistan. Equation (2) checks the impact of foreign aid inflows on
growth in presence of existing policy environment. We have @seign aid and policy
index interactive tersin equation (3); tls equationrepresents theombined effect of
existing macroeconomic policies and aid inflows. Here, we are basically mimicking the work
of Burnside and Dollar (1997as they used this afblicy interactive term in their analysis.
1 T'C$0 A Oae¢rMEA O1T,C& Ol T'C&#&OT TLI & &%) ' —-Eq(B.2
17T'Cs0 A AT TICEA QI T,G& Ol T'C&#&DI T4 4 &$) 1 1T 1 AEqB.3)
17T'C$0 A OITICEA®GIT,C& O T'C&#&OT T4LI & &$) 1 )30/, A-Eq@3.4)

Here, GDP represents grodsmestic product per capjtand Aid denotes official
developmental assistance apercentage of GDP. LF symiss#s labour force, gross fixed
capital formationis GFCF, foreign direct investmems FDI and TO represents trade
openness.

“For example Dalgaard et al (2004) , Rajan and Subramanian (2005) and Reddy (2009) used GMM methodology to tackle
endogeneity issue in aglowth nexus. This problem was also identified by Clengeras (2004), Easterly (2003), Easterly

et a2004), Hansen and Tarp (2002), and Tavares (2003).

8 Data on all variables has been taken on constant prices.
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Another importantobjective of this study is to explore the impact of volatility in
foreign aid inflows on economic growth of Pakistan. To capture the impacthave
constructed equation 3.4 based on equation 3.2 (in which we have replaced foreign aid with

its volatility (' E J\as an explanatory variabie)
17'¢cs0 A AVEA A1 T1,c& Al T'ca#&Al T4 A &$) O-Eq@4)

All the variables are taken in natural log form, except FDI and foreign aid volatility.

EMPI RI CAL RE®DUDTSCAINSI ON

Our results show that foreigad inflows negatively impact economic growth in Pakistan.
The estimation results, as presented in Table 4.1 (Eg3.2), show XPatncrease in aid to
GDP ratio leads ta 0.10% decline in GDP per capita. This result is in line vitie majority

of existing studies irthe case of Pakistafsee,Chisti and Hasan, 1992; Igbal, 1997; Khan
and Ahmad, 2007)As cited in the literature, most of the aid inflows in Pakistamefrom a
bilateral source (i.ethe US) based orthe strategic needs of the donor cayntather than
depending otheeconomic needs of Pakistan.

The results of equation 3.2 also presd#m impact of other control variables on
economic growth. Gross fixed capital formation ¢ataburforce havea significantly positive
impact on GDP perapita. HoweverfDI hasa positive but insignificant impact on economic
growth in Pakistan. There are several stuthesalso questioned role of FDI in developing
countriegsee Adewumi, 2006).

Empirical results of equation 1 show tlzai% increase irtrade openness boesEDP
per capita by 0.3percent.Our results are in line with Igbal and Zahid (1998) and Sheazi
al. (2004); they all find trade liberahtion fostes economic growth of Pakistaithe results
of Eq3.3 show that sound policy envonment ha a significantly positive impact on
economic growth. The coefficient tfe policyi growth relatioship shows that 1% increase
in policy index leads t@ 0.01% increase in economic growth. In equation (3.4), we have
investigated whether aid i®editional tothe macroeconomic policy environmeme have
thus used the macroeconomic policy index and foreign aid interactive term. Aid*policy
interactive term has strong intuitive aspect that outcomes from foreign aidisatibn
become positive wheacountry hasa sound macroeconomic policy environment. Our results
are in agreementvith the findings of Burnside and Dollar (1997, 2000) and Javid and
Qayyum (2011). We find that aid is effectjw®nditioral onsound macroeconomic policies
in PakistanlLastly, we have estimated equation (3.5); this equation has captured the impact
of volatile aid inflows on Pakisté@nsconomy.

The findings of this study suggest some policy implicatiéinst, large fluctuations in
aid are not desirahlas volatility is found to negatively relate with GDP growthhacase of
Pakistan. Secon@onsidering Pakistan receivasnajor part of the aid inflows from a single
country, there is a need to diversify its donor base. There is also a need to aidutHtews
due to the tsategic and political consideration of donor countries. In this regard, edomg
commitment should be obtained and ensured before the start of any aid pnegkastly, as
shown by our results, aid effectiveness can be enbatift®ugh improvemestin the
macroeconomic policy environment.

@FLE

Learning

© 2018 The Author | JEFBM 2018 © 2018 FLE Learning



International Journal of Economics, Finance and Business Management Studies | SADIA MANSOOR | 10

Table 4.1: Estimated Regression Coefficients witBependent Variables GDP per

capita
Variables Estimated Coefficients
Eq(3.2) Eq(3.3) Eq(3.4) Eq(3.5)
. . -0.1086
Foreign Aid Inflows (as % of GDP) -0.0780 -0.0870 0.0452
(-5.832)* (-4.548)* (-8.317)* (3.806)*
Gross Fixed Capital (as % of GDP) 0.1409 0.0619 0.0469 0.1059
(3.594) (1.572) (1.97)% (2.402)*
Labour Force 0.7540 0.7438 0.7366 0.9079
(72.825)* (66.322)*  (82.494)* (32.162)*
Trade Openness 0.3264 0.3470 0.4330 0.5084
(3.471)* (4.353)* (10.099)* (9.824)*
FDI 0.0101 0.0064 0.0085
(1.459) (1.249) (1.557)
Macroeconomic Policy Index 0.0188
(2.410)**
Foreign aid Inflows Volatility -0.00178
(-4.063)*
Aid*Policy Interactive term 0.0200
(2.777)*
Constant 3.2375 3.139 2.8190 1.3809
(9.257)* (10.066)* (13.591)* (7.426)*
Diagnostic
Tests
R2 0.9723 0.9795 0.9783 0.9613
Adjusted R2 0.9686 0.9761 0.9748 0.9550
Durbin Watson 1.8300 1.7900 1.8847 1.7560
J-Statistics 0.1452 0.1467 0.1649 0.1082
Note: All the values of -Btatistics are given in parenthesis. *, ** and *** represents statig
significance at 1 %, 5 % and 10% level, respectively.
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CURATI NG THE iCIROOMAIRDS A TY PGH OWGA'L UE
CREATI NG ONLI VNI COMMNTERACTI ONS

MICHAEL ROWE!, JOHN DOUGLAS THOMSORAND MARTA POBLET?

ABSTRACT

This paper proposes a conceptual model of online community management and development
in the context obrgansational value creation. It investigates the drivers and limiting factors
that contribute to the development of online communities and the appropriation of value from
them. A multiplemethods approach to the study of online communities has been used.
Qualitative data from senstructured interviews with subjects actively participating in
crowdsourcing activities was obtained over a -year period. Quantitative methodology
included a review of online communities associated with the 2015 Fortune B(ames,

and an additional 167 measurements of eight online communities provideesectiesal

and timeseries data. This paper contributes an empirical ntbdétonsiders two categories

of factors: orgaisational factorsi which are controllable bylecisionrmakers within the
organsation; and community factors which shape and limit the nature of the resultant
community, and reflect variables relating to the nature of participation.

Key words: Online community, crowdsourcing, community participati@nowd, value
creation

| NTRODUCTI ON

Social media has created a new paradigm where thoughts, attitudes and beliefs can be
instantly captured and shared across networks of other participants around the world
(Kietzmann, Hermkens, McCarthy and Silves6811) While the movement of content in
the social media universe may be perceived simply as a form of diversion or entertainment,
the underlying technology provides users with the opportunity of forming cohesive online
communities (OCs), a fact incréagly being taken into account by business and government
(Turban, Strauss and Lai, 2016)Cs have &éen defined afsocial networks in which people
with common interests, goals, or practices interact to share information and knowledge, and
engage in social interactioméChiu, Hsu and Wang, 2006)he potential associated with the
leverage of OCs can be seen not simply as grbguct of an orgdsa t isosacial
interactions, but potentially a characteristic central to its use as a creator of{adlear
Balasubramanian, 20Q1)

Understanding the factors that drive formation and development of OCs and which
mediate the participatio of their membership is an important precondition of rersim
how these communities may create value. Specific questions addressed by this research are
what are the drivers and limiting factors that contribute to the developm@C®and the
appropration of value from them, and how might the variables associatedO@#and the
interactions between them be natidd?

LI TERATURE REVI EW

While the study of community dates back to Aristotle, contemporary studies find that the
range of characteristidhat need to be satisfied for community membership to occur include
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a sense of belonging, emotional safety and the integration of needs fulfilment for participants
(McMillan and Chavis, 1986 Community is seen as a resourceisgd by peoplefifor
meeting key physiological and psychological needs such as the need for affiliation, power
and affection (Nowell and Boyd, 2010)

Translated into an online context, any definition of community must transcend physical
place and instead describe a set of sociakicgiships(Andrews, Preece and Turoff, 2001)
Many properties of OCs are consistent with those of their more traditional counterparts
(Silva, Mousavidin and Goel, 2006)he interest of each individual within a community is
generally better served by individuals acting in concert rather than by each acting in isolation.
In translating the exchanges of such a community from a sociological to ansatigeal
context, the best interests of an enterprise may be served threugppttopriate harnessing
of the interactions of whatever community the orgation may be able to harness. From
these rootsthe notion of community in relation to orgsational performance arises.

Forms of community

If the ultimate objective of enterge is to satisfy the needs of customers more effectively
than alternative$Webster, 2017)then competitive advantage is the reward that comes with
the achievement of that ai(ireacy and Wiersema993) But online customer communities
are rarely completely homogenguand each individual customer is likely to have
perspectives and preferences that differ from others in his or her cohorta$higlications

for organsations and the approach they take to customer commuinities well a company
understands its prime stakeholders (customers among, taethhow capable it is in not just
addressing the variation in needs, but alsooperationdly integrating the views of its
customers into the attributes of the goods and services it profiezsy and Wiersema
1993)

Within this contextthe role of the brand community can be considered. dphper
introducing the concept, Muniz defined brand community fas specialised, nen
geographically bound community based on a structured set of social relationships among
admirers of a brarmd(Muniz,J r . and OO Ge notech that radhds vith a strong
sense of community are of more value to a marketer than brands with a lesser focus or
understanding of their community.

An additional category of OC might be callédommunities of intereét(Armstrong
and Hagel, 2009)Internet technologies enable the members of a community of shared
interests to associate with relative ease. Geographic, language, cultustdtascarriers are
significantly reduced in an online conteahd this enables the formation of communities that
are potentially both demographically truly diverse, and also quite narrow in their focus.

Nexus with crowdsourcing

Crowdsourcing islefinad as attype of participative online activity in which an individual, an
institution, a norprofit organizationé proposes to a group of individuads via a flexible

open call, the voluntary undertaking of a @agEstellesArolas and Gonzalekadronde
Guevara, 2012)For value to be created through crowdsourcthgee criteria must be met.

First, the subject of the task being crowdsourced must be modular in ,naueements of

the subject must be able to be changed without compromising the integrity of the whole.
Second, there must be structural capability withim orgarsation to be able to both engage

the crowd and utige the output from the crowd in a manner that creates value. Finally, an
authentic community must be engag&bwe, Poblet and Thomson, 201%he manner in
which these communities may be engaged, and the variables associated with mediating that
involvement are critical determinants of successful leverage of OCs by isati@mms.
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The study of crowdsourcing musitereforetake into account the dynamics of the
crowd. Here arises a definitional constraag many of the crowds engaged in crowdsourcing
do not satisfy the accepted preconditions of community. In other words, while all
communities are comprised of crowds, not all crowds are communities. Particijatio
crowdsourcing may be by individuals unmotivated by commonality of interest with like
minded others. Consider the individual that voluntarily submits information about the
l ocation of potholes to their | ocaol. <cTohuinsc i |
individual is enabling the local government to crowdsource data in relation to the condition of
roads in surrounding neightmoods,but the individual is not by any practical means a
member of a community for the purposes of this activity.

This paper therefore does not us@mmunity andficrowd interchangeablyRather it
assumes that the characteristics of the OC drive value creation, not the mere access to a
crowd.

METHODOL OGY

This research applies a multipieethod approach to the study o€8 Qualitative data was
obtained through sersitructured interviews over a twear period with subjects actively
participating in crowdsourcing activities. In additionfidigital ethnographit investigation
(including naturalistic involvement in, and sdyvations gffunctioning OCs and associated
artefacts)was undertaken. Digital Ethnography is a qualitative research methodology which
adapts ethnographic research techniques to the study ofW@srberg and Zorn, 2013)
Quantitative methodology included a review of OCs associated witBb& Fortune 500
companies, and an additional 167 measurements of a convenience sample of eight OCs
providing crosssectional and timseries data encompassing 1.1 billion individual posts and
contributions.

Many OC forums have been captured in Interaehives along with metrics that
enable the development of these communities over time to be maped. investigation
into the nature of the communities these forums attract formed a significant part of this
research, taking data from these archivesvided a rich source of quantitative data. A
selection of candidate sites was obtajnadd these were then entered into the Internet
Archive site (www.archive.org) to establish the quality of historical data available. Quality of
data in this sense refets the start date of entries into the archive, and the frequency and
distribution of updates. Figure 1 shows an example of the reporting available on the site and
provides an overview of the data density. Where the data relating to a particular forum was
insufficient to provide samples of sufficient frequency and regulahty site was discarded
and the next on the list was submitted.
Figure 1. Internet Archive entries for www.rolexforums.com showing commencement of
inclusion in the archives, and frequency and distribution of updates (Source:
http://web.archive.org/web/*/www.rolexforums.com)

el J a s ....u.|.|.L.|L|..m.l.I.u
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Conceptual moelling has been described éhe actvity of formally describing some
aspects of the physical and social world around us for the purposes of understanding and
communicatiop (Mylopoulos, 1992) Identifying variables and interactions based around
defined categories will enable theveéopment of a model that identifies and explains the
actors and structural characteristics associated with value creation from OCs.
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TOWARDS A COMPIRVEEH EMNGSD E L

OCs may exist in many forms. They may be directly associated with ansatgam or they
may be entirely independent of the orgation and exist only as a result of the individual
member s6 shared approach to a contingency.
The proposed empirical model considers two dimensions:
1. Organsational dimension$g which are controllable bylecisioamakers within the
organsation; and
2. Community dimensionsi which shape and limit the nature of the resultant
community and reflect variables relating to the nature of participation.
Taken together, the proposed model provides both an explanation for observed
community interactions, and a diagnostic tool showing alternative configurations that may
potentially drive better value creation from an existing community engagement approach.

Organisational dimensions

Organsational dimensions are those that specificallyrelatedto, and under the control of,

the seeker orgasation. They are distinct from of any particular crowdsourcing process and

can be considered independent variables.

1. Strategic Objective: The starting point for development of this madiile assumption
thatanorgasat i onds i nvolvement with OCs is inte
of the seekerorgésat i on 6 s s tiivaldo m this contexonaay sell be an end
product, but it may also represent the unlocking of insights capability (for example)
hitherto unavailable to the orgaation. Curating or engaging solver OCs in the absence
of a clear strategic vision is problematic and will undermine the ability for the benefits of
that community to be leveraged.

Figure 2: Organsational dimensions of OCs

No online
community

Business Platform a) Internalto org
Model Stewardship b) Externalto org

Organisational Factors

Strategic Objective
(Organizational
view of ‘value’)

Online

presence
projected?

a) Dependent
b] Augmented
c) Llegacy

- Microblog
a) Blog = A
— Conventional blog

Community
Type

b} Forum
c) Market
d) Ecosystem

2. Business Model The second orgasational factor for consideration is the degree to
which the community is integrated into the business model used by the seeker
organsation. This factor can assie one of three states. The first is where the capability
of engaging the community is a central and essential part of the operational model of the
orgarnsation. This is called thedependeritmodel and orgaisations pursuing this model
are incapable ofusviving in the absence of community interactions. The second state is
where the orgasation uses a more traditional business model but captures community
inputs as an addeah capability. This is thBaugmented model. Examples of this model
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are governments that use croviésed techniques to assist in policy formation and
problem solving. The third state is where the orggtion disregards, either through
design or neglect, the presence of whatever OC of interest exists around it. This can occur
for a number of reasons and is relatively prevalent at the time of writing. This is referred
to as thelegacy model.

Organsations that arédependertt (such as Amazon, Facebook and eBagintain
customer communities that are the value creation emgidesffectively inseparable from
the orgarsation itself. Other companieguch as AT&T, Hewlett Packard and Njke
maintain active communities that have been developed alongside their primary
operations enabling input to be obtained whithe orgarmsation remains operationally
independent from its associated communities. Many more iseg@msi usually ones of
significant scalég are too bound by fixed orgeational structures, industry regulatory
pressures or stock market expectations to engage Qabxy imeaningful way. Banks and
mining companies are typical examples. As the impact of social media and OCs becomes
more apparent, some businéggLonsumer enterprises appear to be decreasing their
reliance on legacy systems and are starting to providertypities within their operating
or business models for more significant stakeholder interactions.

3. Online Presence Projectéd at this point the model seeks to establish whether the
organsation projects an online presence beyond a simple websitenulhease here is
the orgarsation whose presence provides no way for interested parties to respond. In
these casesthe orgarsation eschews even the most basic social media presence.
American Tower (http://www.americantower.com) is a large transnatientdrprise
based in the United States. Its website is purely descriptive with no social media presence
or any other way for interested parties to interact with the firm beyofimbratact ue
page.

Social media is simple and inexpensive to ac@s$ manyrgansations use social
media platforms such as Twitter, Fhoek, Pinerest and Instagram as an extension of
their website. This may satisfy a technical definition of creating and engaging with an
OC, but in reality simply posting content to Twitter ahtstagram does not mean an
impact is being felt either in respect of forming or contributing to a community
discussion. It should be recognised that almost all isgtons of scale now project
some form of online presence through social media chanftgksis a necessary but not
sufficient precondition to the formation of a community. The test of whether a community
has been formed relates to the extent of response that results from this activity. This kind
of irregular and adhoc activity is a separatategory of interaction th&ivhile capable of
influencingdecisionmaking within orgamsationg does not represent a coherent response
to community building and is, one might surmise, often unwelcome in relation to the
pressure it puts on managemenisJlthowever an important community interactipand
one with the potential to create value for the orggtion.

4. Platform Stewardship This factor reflects the relationship between the dsgdion and
its community. This is an important decision for argansation 1 it can foster the
creation of its own OC (management of the community is a funatitemnal to the
organsation), or it can monitor but otherwise have a haoffisrelationship with a
community that has been created outside the auspicke ofdgaisation (management is
externalto the orgaisation). Some orgasations may be unaware of both the existence of
an associated community, or of the potential to leverage this community for advantage
(not consideredby the orgaisation).

Web 2.0 tebnologies that enable interaction are ubiquitous and accessible to all.
The degree of perceived authenticity of these interactions is likely to have the effect of
mediating the quality of the contribution by the stakeholder. For examgkependently
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modeated, spontaneously evolving communities are likely to elicit a more open, honest
and unfiltered set of responses than those from sites established, curated and overseen by
the orgarsation being commented upon. In this case the obvious presence oféreesb

is likely to influence the contribution of the communityaezi, Torkzadeh and Chang,

2011)

This review of companies comprising the 2015 Fortune 500 list in the United States
found that of those that could be considered B@@., operating inconsumer marke}s
(n=226) only 44 or 19.5% hosted their own easily accessible OC. Of those with a
primarily B2B focus (n=274)31 or 11.3% maintained online stakeholder communities.

In contrast, every one of the Fortune 500 companies was the subjastussibn and
comment among online forums external to the company. Many of these interactions
centredon the investment potential of the companies under discussion. Others consisted
of contributors seeking information about employment opportunities anerierpes

from other community members who had had dealings with the company. Independent
and spontaneous communities discussing products, strategies and topical concerns related
to the companies were also prevalent.

. Community Type: Categorisation of typmd community utiises two dimensions: the
scope of interests covered in the interactions of community members, and the extent of
diversity of interaction enabled by the platform.

Some communities form around very specific topicshey are singlenterest
driven and often quite specialist in nature. A community dedicated to the restoration of a
particular model of automobile is unlikely to sustain discussions about politics. Other
communities arise in response to a broader range of interests. Thesearajghéd to a
particular brand or cause, or be more general in nature. Members of these communities
such asQuora and Straight Dope Message Boardypically start and propagate
discussions and encourage the contribution of different perspectives ambwiessdrom
their community across a range of topics.

fiDiversity of interaction in this model reflects the degrees of freedom of
participation afforded to the community. Interactions can range frornsided to many
sided. A onesided community will hava flow of information that moves from a source
to an audience. In a typical os&led systemthe audience is either unable to contribute
back to the source, or can do so only in a piecemeal fashion without the formation of
conversational threads and feemging interactions with other audience members being
feasible. Some org@ations may seek to limit the diversity of interaction to minimise the
potential risks associated with open and unconstrained communication. Moving beyond
this token activity carbe challenging for the orgeation. It requires it to develop
capabilities of managing a more plentiful and diverse range of interactions. Hpwever
there are numerous examples where dsgéions have benefitted from a broad and
diverse range of interaoth. This can be achieved by allowing stakeholders to
independently and autonomously create new topics and opportunities for interaction
between each other and the ongation itself.

Four community types arise from the scope/diversity interaction. Wtherscope
of interest is low and the diversity of interaction is also low, the community form is a blog
(originally called afiweblog) . The blogbdés author (blogger)
representative with some professed interest or expertise iparéicular area,
communicating to a community that shares that interest. The number and extent of
responses is insignificant compared to the number of viewers of the content. Contrast this
to a situation with low diversity of interaction but high scopéntérest. This form may
be found in onlinemarkets such as eBay, or Alibaba where the range of topies (i
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categories of items for sale) is potentially unlimited, but participants generally relate only
within the context of the individual vendors in timarket.

The third form is found where the scope of interest tends to be focused while the
diversity of interaction is much greater. Online forunsstes enabling users to participate
in topicdriven discussiond are perhaps the most visible and themefaccessible
example of this and lie at the basis of the formation and development of many OCs. The
final categorisation occurs when the scope of interest is large and the diversity of
interaction is similarly large. Under these circumstan@snumber © separate
communities (based on a common theme) formeansystemaround a particular
organsation or cause. The subsequent interaction is complex. An example of an
ecosystem topology is Legarhich engages with a diverse range of communities around
the world.

Community dimensions

Community dimensions flow as a direct consequence of the type of community that mediates
the interaction between seeker and solver. As noted previously in this theperere fact an
orgarnsation participatson a platform doesot mean the activity generates responses, and so
the engagement or otherwise of potential communities needs to be established in advance of
categoising the participation mode. In those cases where an igseg@m for example hosts a

forum but there aréew if any responses to the content it posts, no engagement has taken
place and there is effectively no community.

Figure 3: Community dimensions of OCs
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d bl i
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6. Participation Mode: While the configuration of the platform is an imporaabler of
various scopes and diversities of interactions, the actual performance of the community
will be significantly impacted by the style of interaction or participation mode
demonstrated by the users. When assessed on an empiricalneafowing five states
are observed:

Latent: where the individual in a crowd has not yet become part of a community.
The condition precedent necessary for the individual to be motivated to connect has not
yet occurred. An example of this is residents in earthquakes. Their participation in
social media may be entirely recreational until a quake hits. The exogenous shock caused
by the quake coalesces the latent actors into a cohesive commuhgyresources of
which can then be used by authorities in rescue@meédiation efforts.
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Captive: where interactions between platform and community are a result of there
being no practical option. Participationnst through choicebut through necessity (for
example, Telstra, Commonwealth Bank of Australia);

Passionate where participation is the result of a free choice to engage on behalf of
the members of the community, and contributions come from the partiéjpkesise to
be heard and to make a positive contribution to the community (Straight Dope Message
Boards, Rtex Forums);

Balanced where participation becomes a way of life, not driven by compelling
external sti mul i but by the incorporation
routine. Need to participate is often justified as functional rather thaendfrom a
particular need to address issues. An example of this is recreational participation on
platforms such as Facebook and Twitter; and

Uncommitted: where the bond between platform and community member is weak
and irregular if it exists at all. Theplatform owner is offering access to the platform
through a sense of obligation or to be seen to be contemporary. The potential user may
perceive the pages to be a contrivance with little substance and limited ability to actually
provide influence (for eemple The Clorox Company, and thiiteritage Community).

The style of interaction is an important consideration because it contributes to the
degree of authenticity and engagement present in the interaction. The standard of
contribution arising from au#intic and engaged participants is more useful than that of
individuals participating on a platform through obligation or lack of choice. An
organsation seeking to leverage the insights of its community may be disappointed by
responses when that commurigydelivered to the org#sation through overly moderated
or controlled platforms.

. Anticipated Outcomé A final element of the comprehensive model relates to the nature
of outcome sought. The classical dichotomy of goods and service (tangible/intangible)
can be extended here to include two additional classifications of outdofmenation
and capability. Turning to a community for information is sekplanatoryi the
information mayrelateto guidance on potential new products and servittedetter
understanding the priorities of consumers,t@restablishing a clearer picture of the
organsa t i o n ativn andebpandtin the eyes of the market. When an sagam turns
to a community to either get it to perform tasks on its behalb solve problems, the
community is effectively providing that firm with a capability it did not have previously.
Commurity-based capability building extends the resodrased view of the firm
(Barney, 1991}o include the valuable, rare and imperfectly imitable contributiors of
community of individuals, each with a perspective and some degree of willingness to
contribute.
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EMPI RI CALT GENNDMODE L
Figure 4: Endto-end model of OC interaction
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By combining these org@ational factors and communitgictors an empirical endo-
end model can be constructed that accounts for the range of modalities in which community
interaction may be accessed by an oiggion.

This model serves two purposes. It accounts for the range of management decisions
contiibuting to the formation of an interactive online presence, and it provides a framework
for troubleshooting when performance of online presence has not matched management
expectations. By identifying how each of
organsation, opportunities for modifying or enhancing the constituent elements to achieve
outcomes more consistent with the strategic objectives of theisajan can be undertaken.
Attempting to obtain crowdsourced ideas through augmentedmodel usiig internal
ownership inblog form is unlikely to be successful. Migrating communities frcaptiveto
passionatethrough relinquishing ownership of a platform may seem like a lessening of
commitment,but will likely lead to more authentically engaged conmitias and better
outcomes. Understanding that the elements in this framework have a variety of settings, and
that each of those settings is a management controllable has the potential to provide greater
access to enriched outcomes as a result of commutetractions.

CONCLUSI ON

The purpose of this research is to propose a conceptual model of OC development and
management in the context of orgational value creation. OCs demonstrate distinct
characteristics, and a deterministic and predictive model loa developed through
integrating these typologies with other critical decision points in relation to choice of
business model, platform stewardship, community type, participation mode and desired
outcome.
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FUTURE RESEARCH

The model developed by this essch is conceptual in nature. Future research directions may
include a more formal investigation of the nature and characteristics of the linkages between
agents, and their impact on performance of the asgaon seeking to uide communities in
valuecreation. There is now an abundance of data accessible with relative ease through new
data mining techniques. Atrtificial Intelligence (Al) algorithms are already enabling meaning
to be extracted from large and diverse datasets with relative(ltez@ets, 201Q) As new

forms of community evolveinvestigations may reveal a metacategorisation of sociological
importance across a range of disciplines.

At the heart of these investigations lies the basic hudrare for connectedness.
Perhaps the most important dimension of this is the authenticity with which relationships
form and are carried forward. Just as the notion of community is losing its geographic
dependence and becoming more abstracted over srthe challenge of keeping the trust
and the humanity in the relationships becomes a more important factor. Future research
directions accounting for aspects of authenticity in distributed relationships may provide a
stepping off point for a means of furthéeveraging the potential that exists wherever
communities operate.
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SME MARKETI NANDARDKETSATI ONB2IBN MARKET
JUERGEN WIELAND

ABSTRACT

The purpose of this paper is to examine price and product policy interdependencies in relation
to a standardised use of a marketing management approach in SMEethodology is

based on four site cases with consulting companies and internal markeiargnats of

German SMEs, realised through 14 seatnuctured indepth interviews and correlated
documentsThe findings of the research reveal thatmodel for the management of price

and product policy interdependencies was available. In particular, othanisation,
implementation and management of interdependencies for successfully implementing policies
within the marketing mix was lacking. This study shows that a coherent, structured marketing
mix is the basis for marketiAgix-management success. Meters have to be aware that
management s cul ture or orientation may ref
Features | inked to companiesd6 capabilities,
of market entry and dynamic organisatioradlaracteristics, make their marketngx-
management more successflihis study suggests how to identify mix policies and their
interdependencies and how to manage a structured marketing mix successfully, illustrating
these topics using a subcontractsup-activity model, whereas earlier studies have focused

on a stegby-step plan.

Keywords 1 Marketing mix, marketing strategies, B2B, SME

| NTRODUCTI ON

The emergence of marketimgix-management, where methods and procedures are developed
for executing thenarketing mix, has been a topic for researchers and practitioners for many
decades (Gronroos, 1994). The aims of marketidgmanagement are to plan, organise, and
contr ol t he mar keting mi X, t o me et stakeh
generatbn, and to improve resource allocation. The lack of atejth account of the manner
in which a marketing mix is realised, however, has a complicated effect on the
implementation ofthis style of management. German small and mediined enterprises
(SME9 in the businesto-business (B2B) industry have received little attention from
researchers in this conteXKleinaltenkamp and Saab, 200®@'Dwyer et al., 2009,
notwithstanding the fact that 89.6% of German industry consists of SN 2013.
Al t hough the |l iterature on tdavelegpedSpence and 6 mar
Essouss 2010, only a few specific studies relating to marketmgk-management have yet
been published (Spence and Essoussi, 2010; Mitchell and Hutchinson, 2012). On the other
hand, a considerable amount of research has been done on marketing mix management
models in the context of the coordination and arrangement of international p(fmbter,
2012.

The potenti al for the arrangement of an |
interdependencies is enormous and associated with high stakeholder satisfadiiog,itnaa
crucial aspect of success in the German ma(Ké&tinaltenkamp and Saab, 2Q09The
behaviour of small companies follows patterns that differ from those of larger companies
with regard to a structured marketingx-managenent approact{Gabrielli and Balboni,
2010. Thus, because SMEs in the German B2B industry are subjected to increased

1 University of Gloucestershire, School of business and management, Park Campus, The Park, Cheltenham GL50 2RH
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competiton in the secalled DA-CH region (which includes Germany, Austria, and
Switzerland), these companies are compelled to seek opportunities that cater increasingly to
stakehol dersd needs to bol ster s tCGDwgehail der
al., 2009. An integrated marketingiix with clearlydefined interdependencies represents the
ultimate responsenithe effort to manage these various aspects of marketing management
(Kleinaltenkamp and Saab, 2009

German B2B enterprises are challenged by rising competition in the globalised and
fastchanging market, by increasing price competition, quality standards, and customer
expectations, as well as by changing market demands. Only those organisations gan survi
that are able to establish an acceptable price while maintaining high standards of quality and
increasing their customer orientation, which is made possible through a structured marketing
mix-management approa¢kignali et al., 2012 Small and mediursized B2B enterprises
represent Germanyods O6industrial elitedg, e mp |
high-technology machinery producers worldwide (CAEF, 2013). To conduct a
comprehensive and applicable marketmx is a mandatory component of the overall
marketing strategy for German B2B enterprigBsuhn, 2003. According to the scarce
l'iteratur e o nmxendEagementremd tkeartheremtgneed for aeralbracing
marketing mix, the following research gapformulated:

RG: To explore the extent to which limited resources and high competition in the
German B2B industry of SMEs impact the adoption of a structured markebing
management approach with integrated interdependency management.

For the analysi®f this research gap, a comparative overview of the main concepts of
marketingmix-management and an analysis of market behaviour of perceived high
competition are presented. Afterwards, the methodology is explained and the interviews are
analysed. Finally the implications of the study findings for marketing managers and
researchers are discussed.

LI TERATURE REVI EW

The benefit of a valuable marketing mix

The benefit of a valuable marketingx-management lies in the fact that it helps meet the
requirementsof different types of stakeholders, boosts sales and generates higher profits
(Pepels, 2013 A highly structured marketing mix refers to a mix with a high impact on
stakeholder loyaltyBrooks and Simkin, 2032 particularly when marketing activities are
clearly communicated to the stakeholders. A geited marketingnix-management
programme is quickly accepted and permits stakeholders to persaeiyfy with the
marketingmix programme. This leads to stakeholder loyalty and satisfaction and sometimes
to their active engagemeiiVrontis et al., 200Q The basis for this relationship is the
thorough analysis of the stihstruments the stakeholder needs, building interdependency
relationships between thoseibinstruments and arranging them within the niBepels,
2013. This basis allows marketers to gain synergies from a standardised product portfolio
and to convey this marketing concept to stakeholders who are open to its significdnce an
attitudes(Kimery and Rinehart, 1998Interferences within the marketimgix possibly lead
stakeholders to respond negatively to ke&éing activity (Green, 2008 Consequently, a fe
conceptualised marketirgix-management concept involves the identification of-sub
instruments, effective management of interdependencies and the developraerdiudble
marketingmix-management model.

Marketing-mix-management

Recent studies on marketingx-management focus on relevant processes and factors in
SMEs6 and LOs6 man-anxeameaenterdependencieBepekdag onrihg
industry and the target of the marketing plan, marketers will take approaches to each of the 4
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Ps in terms of planning, organising and controlling them (AMA, 2014). Recent studies on
marketingmix-management add that the marketing mir iset of various tools that can be
controlled in combination with interdependency management (Chenhall, 2007; Desmond,
2004; Skitmore, 2009). Given these facts, these processes are analysed and compared.
Marketing mix planning
Marketing managers nedd account for interdependencies among the 4 Ps and marketing
mix planning, particularly when determining the appropriate level of budget and its allocation
to marketing strategies and the practical implementation of markaixdgargets(Naik et
al., 2005. Marketing mix planning is, in particular, the synchronisation of all operational
subinstruments to achieve a jpert combination to meet corporate and marketing objectives
(Brooks and Simkin, 2032

Within SMEs, the marketing mix managers are the functional persons who plan the
marketingmix and allocate resources and products on the méClespedes, 20)2Banterle
et al. (2013 further note that the marketingix plan has to be aligned according to the
overall business strategy. Within the marketing mix, only objectives which can be
definitively realised and objectively measured should be pla(Beaterle et al., 2023
Marketing mix organisation
Marketing mix organisation can be linked back to marketing mix planning, as it focuses not
only on target derivation, strategy definitiand practical implementation of derived targets,
but is also based on the practical implementation of marketing mix tgRybéns, 1991
Robins (991 Robins (199] stresses that the marketing team should give individual and
detailed attention to each element of the marketing mix, the evaluation has to be continuous
and the marketingnix organisation should be more rigorous. The crucial step in deriving
targets is to plan alternative actions that are achieved through a thorough marketing mix plan
(Helbig, 2009. Gatignon and Hanssens (198rote that LOs tend to measure the
effectiveness of mix variables with time igsror crossectional data. In the case of SMEs,
marketing mix effectiveness is measured by focusing only on a small subset of marketing mix
variables and not on the entire ni{pterche, 199). Furthermore, in SMEs, the organisation
of the entire marketing mix is handled in a less formalised manner than ig0i€kénson
and Ramaseshan, 2Q04Vilthorn et al. (2013, p. 4 statethat in practice there exist
differences in large organisations compared to smaller ones with regard to the organisation of
t he marketing mix, A-sizeceenterprises typically amerfagnilyewned h a t
or entrepreneurial organisationshwit a mor e col | egi al and | ess f
Gatignon and Hanssens (1987) add that, in SMEs, the key elements regarding the
organisation of the marketing mix widely differ from those used in large operations.

Marketing mix control

The marketig mix which SMEs and LOs introduce must be subject to control. Clearly
guantifiable and measurable objectives are the main factor for marketing managers to focus
on when controlling the marketing mix. This requires control over budget expenditure,
performance of each mix variable and the monitoring of interdepende(iaigstone, 198Y.

LOs of the German B2B industry develop internal fluid sets of guidelinescfamathat
require constant innovation in the light of changing circumstafideioway, 2004. To
maximise the effort of marketing mix control, different control systems see by large
enterprises: they use performance control, create strategic control, carry out financial control
or develop quality control mechanisntdofloway, 2004. In practice, it is often difficult to
discern how control of the marketing mix is achieved, as there also exist differences between
salesdriven and relationshidriven marketergMerrilees et al., 2001 Comparing LOs and
SMEs of the German B2B industry, the former tend to be relatiomshipn and listen more

to the needs of stakeholders, and may attepmarketing mix accordingl{Merrilees et al.,
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201]). The latte are much more salekiven and make adjustments to marketing reasons to

boost sales and increase profit margi8svoboda ad Olejnik, 2013 Needless to say, a
salesdriven SME of the German B2B industry is able to use their niche market power to set
differential price margins across different markelderrilees et al. (2011 find that
relationshipdriven firms may not necessarily make greater adaptations to their mgrketin

mi x to meet stakeholdersd requirements, but
Interdependency management

It is suggested that interdependency management can be viewed as a strategic process for
preparing, implementing and optimising nrvuariables and heir interdependencies and
embedding this within a marketingix-management approach within the overall
organisational structur@Patanakul and Milosevic, 20p8According to Naik et al. (2005),
marketingmix-management can only be successful if interdependencies between mix
variables are used in a synergic manner. A few papers study pgedincy management in

SMEs, and their results show that it is an integrative part of markeidixgnanagement

(Codita, 201D Jagpal et al. (1982, p. 4P4tate that identifying ahdefining marketingmix
interdependencies fiall ows more effective cor
enhances productiveness fof a given marketir
entire marketing mixoni ng otka mlgw a rod wiam adr eaansde s
optimal decisions in response to the best decisions made by all other comféétbrst al.,

2005. In conclusion, SMEs do not seem to have been attracted by the advantages of
interdependency management in the past, but have changed their opinion due to increased
competition and fasthanging stakeholder requirements. A summarnhf discussion can

be found in Table 1. The literature review and the contradictions found there lead to the
following research questions:

How is marketingmix-management standardisation realised by SMEs in the German
B2B industry?

What are the key drive in the interdependency management of SMEs in the German
B2B industry?

What processes do SMEs follow in interdependency management, and how are these
processes different from those of LOs?

Table 1: Comparison of marketimgix-management in SMEand LOs

SMEs LOs
Marketing mix planning Limited and reductive concept witl Fully integrated concept within the
functional purpose. marketingmix-management

approach. This concept is aligned
with the overall business strategy.
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Marketing mix organisation Intuitive organisation of marketing Fully developed objectives that ar
mix-management objectives base easy to measure. Objedts are
on stakeholder requirements and clearly communicated to all
developed by the entrepreneur.  involved parties. Objectives are

Product portfolio sometimes deduced from wealthy product
exceeds the capabilities of the portfolio. The aim is to maximise
SME. market coverage in a highly
competitive market.
Marketing mix control A limited number of strategies are A variety of processes are used ol
used by armccountable person. both a regional and internanal

Objectives of marketing control ar level. The aim is to measure clear
maximising profit and minimising quantifiable objectives. Fluid set o
market overlaps. Different levels ¢ guidelines in performance control,
control strategies have been strategic control, financial control
identified. These are salésiven. and measurement of stakeholder
expectations. Marketing mix
control is part of the overall
business sttagy and is
relationshipdriven.

Interdependency management Increasing interest since 2011 Aware of interdependency
regarding the identification and management and in many cases

definition of behavioural have company standards on how
interdependencies. Do not posses identify and define

the necessary knowledge for interdependencies, mainly betwee
carrying out interdependency price and product.

management. Aange of processes Emphasis is on optimal resource

are imitated from LOs. allocation, low costactics and

strategic foresight.

METHODOLOGY

For this study, a qualitative design of multiple case studies was selected to illuminate the set
of decisions to be made by SMEs in the German B2B industry to apply a structured
marketingmix-management approach and to find out which key drivers in imtendiency
management are necessary to apply such an approach successfully. This applies particularly
to processes which have to be understood rather than measured. Several studies have used
this approach for measuring successful markatingmanagement whiin SMEs (Frank
Sommer and Hay@0079.

For this study, 14 cases of SMEs withihe German B2B industry were selected
(Frank Sommer and Hau@007). Marketingmix-management in the German B2B industry
is important because of its influence on cost saving due to standardisation, better resource
allocation and higher satisfaction of stakeholder expectations. According to present
estimations, in the Germn B2B industry, particularly in SMEs, no more than 60 specialists
are employed in Germany (CAEF, 2013). The 14 cases selected for this study thus provide a
representative sample. The sample size of 14 was determined by the number of interviews
required taachieve relative theoretical saturation (Bryant, 2014). The criteria for the selection
were: SMEs with fewer than 250 employees, enterprises which produce B2B machineries in
Germany, and enterprises which employ marketing managers who are accountable for
marketing mix decisions to be made. Only SMEs of the B2B industry were selected. All
firms were contacted via the Chamber of Commerce and Industry and the Federal
Association of the German B2B industry. Only SMEs with an internal marketing department
were selected where marketingix decisions are made by marketing managers working in
these departments. This research is consi del
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about the situation at hand or no information is available on how similar probleesearch

i ssues have been(Selarar, 20864 p. P5ihe tulalitative rdase todthis
research yielded serstructured irdepth interviews with the three different interviewee
types to obtain insights. This cressctoral, singleespondent and mulsize approach has
been used for similar studies in German B2B companiebldigtede et al. (2030 who
observed the marketing proses of German SMEs. The questions of the stractured in

depth interviews, which are opemded, are summarised in the case study protocol. All
interviews were auditaped and transcribed verbatim. The questions which the participants
were asked rangedrom realisation of marketingnix-management, main drivers in
interdependency management, main objectives of marketikgnanagement and realisation

of control to the impact of limited resources/high competition on such an approach. The
characteristics dhe interview subject population and company are summarised in Table 2.

Table 2: Characteristics of the interview subject populatiol

Number of participants 14

Job level 2 chief executive officers
4 senior marketing managers
2 chief marketers
4 consultants
2 principal marketingnix-management experts

Job role 3 company administration (overall business
administration)
6 planning and organisation of marketing mix
2 control of marketingnix-management activities
1 assisting in marketinix-mana@ement activities

Status 4 external consulting companies
5 staff
5 chief executive officers
Experience in marketingix- 4 with 10 or more years
management 8 with 8 or more years

2 with 5 or more years

| NTERVI EW ANALYSI S

Origins of marketing-mix-management, its planning and organisation

Of the interviewees, four provided profound knowledge about marketirgnanagement,
particularly about planning and organising the marketing mix. With regard to using a
standardised approach for m#ying and defining suinstruments, eight interviewees
believed that such an approach impacts the successful application of a structured marketing
mix. The other interviewees believed that such an approach was not necessary, or mentioned
that particulakknowledge in identifying and defining sufistruments is not available. These
interviewees developed their marketimix based on a macr@and micre environmental
analysis, not focusing on particular smistruments or their interdependencies. Of the
interviewees, two mentioned that identifying sabtruments is costand timeconsuming.

The core variables of product policies are product features, attributes and service. With
regard to price variables, pricing and abatement are used most. Developnpeitingf
strategies has been realised over many years and is thusatmecostintensive. The
impediment of grey imports and parallel imports has been mentioned as a core benefit of a
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standardised pricing strategy. Of the interviewees, two mentionedntisédndardising the

price mix internal issues such as goals and objectives of the company, research and
production have to be taken into account. In planning a structured marketing mix, the
activities have been focused on analysing, particularly competitmacre, micro, and
organisational factors. All interviewees used common analysis tools for examining the
current situation. SWOT analysis, B&Gn al ysi s, PLC, Porteros fiwv
most often. Few interviewees used marketimg-managemet approaches, particularly

brand aidmodels, mixmapping methods and stratics models to plan and organise mix
variables. Interestingly, four interviewees mentioned that they plan to use a structured
marketingmix-management approach in the future.

Marketi ng mix control

SMEs in the German B2B industry have developed several strategies to undertake marketing
mix control to measure the performance outcome of mix variables, budget expenditure and
stakeholder satisfaction. The interviewees mentioned that clearly quant#rabraeasurable
marketing mix objectives are the main factor in successfully controlling a marketing mix.
This proposition is clearly underlined by the current literature, which states that mix variables
have to be quantified to be successfully meas(itet$tone, 198Y. In practice, SMEs use a

wide range of decisions outlining the marketing mix strategies to be adopted and the tactics to
be empl oyed to achieve the plands objectives
used marketing cost analysis and managerbg objectives as marketing control tools. All
respondents further noted that competitor analysis and stakeholder analysis are requirements
for controlling marketingmix targets. SMEs in the German B2B industry base their
marketing mix control on lonterm figures of market share, revenue, profit and return on
investment. The issue on controlling is communicated via a clear and rigorously defined
process to all involved parties. Of the interviewees, four emphasised marketing mix mapping
and market segmeation approaches as valuable ldéegm control tools. Relationshigiriven
companies control their activities more successfully, as they have greater access to
i nformation about stakehol dersdéd want s, mar k
confirmedby Merrilees et al. (2001 who state that relatnshipdriven firms exercise their
marketing mix control to meet stakeholder needs and have more control over this process
than salegiriven companies. The interviewees further noted that-terg control is the

basis for exceeding stakeholder expectatidhseems that relationshigriven companies
possess much larger information bases for carrying out control issues thadrisales
companies. The interviews show not only that clear controlling guidelines and the
commitment of all involved parties aresential, but also that it is necessary to integrate the
controlling task within the marketiagiix-management process and overall business strategy.

By doing so, a structured marketingx-management process is ensured.

Interdependency management

The inteviewees suggested that a relational model is used to support the strategic process for
preparing, implementing and optimising mix variables, and for embedding this process within
a structured marketingnix-management approach. The participants mentionadsuch a
relational model is a radical innovation and enables the marketer to add value to the
marketing mix and to increase the chance of successful application. Of the interviewees,
seven mentioned that such a framework leads to repeat purchase andesnstakeholder
satisfaction. This argument is supported by the fact that identification of interdependencies
helps the marketer to optimise mix variables. This in turn enables the definition of such
variables according to stakeholder requirements. Titernviewees stated that such a
framework is dictated by German B2B trends, because these SMEs launch up to two new
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product lines a year. They also mentioned that the companies have to offer training to enable
such innovations. For the successful applicatba marketingnmix-management framework,

mix variables have to be used in a synergic manner, as this allows for the effective
application of marketing instruments, reduces time and saves money. German SMEs
standardise their products to a high degreechvlailso ensures production efficiency. By
managing interdependencies in a synergic way, productiveness is increased and unnecessary
waste of resources is reduced. Of the interviewees, six stated that they know many marketers
do not possess the necessargWdedge for managing interdependencies; two said they know
marketers who have never heard of this issue.

DI SCUSSI ON

In comparison to Los, where marketingx-management is created via measurable
objectives by the controlling department to answer the neédstakeholders, increase
business performance and enhance resource allocation, matketimganagement in
German B2B SMEs is based on the overall business strategy of the general management. The
marketing mix creation should concentrate on much moresémtgontexts such as product
launch, attributes and features, as realised by German B2B SMEs. Consistent with the
literature on marketingnix-management in LOs, the general management of SMEs has to
concentrate on a manageable product portfolio with ncerttwan four product lineKauf

and Kniess, 2004 Over the years, marketers in SMEs have gained knowledge about how to
measure the effectiveness of mix variab{elofstede et al., 2030 Research shows that
German B2B SMEs use less formalised internal systeans Iti©s to plan, organise, and
control a structured marketing mix and to identify price and product policy
interdependencies. This leads to the first proposition:

P1 In German B2B SMEs, less formalised marketnig-management
approaches are used becausmisking knowledge.

This study confirms the findings bZoviello et al. (200p that firms plan their
marketing mix based only on a small subset of marketing mix variables, not on the entire
mix. Studies show that handling the whole marketing mix in a formalised mannertdeads
higher stakeholder satisfactig@ickinson and Ramaseshan, 2DOBOs make full use of
primary macre and micreeconomic data. This enhances the integration of price and product
policy interdependencies into the marketing mix and the exploitation of synergic effects. The
contribution of this article, therefore, is that marketing mix variables have tevedoged in
a synergic and formalised manner. The measurement of the effectiveness of price and product
variables serves as a basis to enhance markeaiixignanagement in SMEs. Since these
firms have limited resources for marketing mix creation and inperdency management,
measurable marketing mix objectives incre@Bser man B2B SMEs6®6 chance
marketingmix successfully, hence the following research proposition regarding marketing
mix control in German B2B SMEs:

P2a In German B2B SMEs, c&ly quantifiable marketing mix objectives are a
relevant factor of success to be used for marketing mix control.

P2b For German B2B SMEs, clearly quantifiable marketing mix objectives provide
a low cost enhancement of marketimgx-management.

It was dso found that functional and systematically outlined marketing mix objectives
were used in the development of a strong marketing mix to achieve planned objectives,
thereby supporting a number of studigsdstone, 198Y. Clearly outlined responsibilities,
direct communication and staff responsible for taking corrective actions and management by
objectives seem to prevail, enabling higher profits and providirgic Ilsng-term basis for
enhancing marketingiix-management success. This leads to the third set of propositions:
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P3a In German B2B SMEs, functional and systematically outlined marketing mix
objectives contribute to the development of a strong marketing

P3b In German B2B SMEs, functional and systematically outlined marketing mix
objectives provide a basis for logrm success.

As suggested byGatignon and Hanssens (1987a functional interdependency
framework helps provide optimal resource allocation and increased efficiency in pricing
strategies. In sum, functionally outlined marketing mix objectives providgmesat
standardisation statements. The functional interdependency framework is an integral part of
the marketingmix-management approach. To support the integration of the interdependency
framework, as well as the integration of price and product policgdatdisation, the
introduction of prioritisation, classification, mapping and controlling of interdependencies as
separate steps enhances marketing mix success and helps lower cost while raising efficiency.
On this basis, two propositions are made:

P4a In German B2B SMEs, interdependency management increases marketing mix
success, particularly regarding higher efficiency and lower costs.

P4b In German B2B SMEs, an integrated interdependency framework and
standardised identification strategy of policies essential in supporting marketing
mix-management.

Managerial implications

This study demonstrates that the use of a structured markeitkaghanagement approach in
German B2B SMEs provides positive results. Marketing mix managers have to be aware that
the way they identify and define price and product policies and their interdependencies
strongly impacts both stakeholder satisfaction and resource allocation. Defined mix variables
therefore have to be synergic in their behaviour. Among standardised pfedtuates,
attributes and pricing strategies which have to be standardised before structuring the
marketing mix enhance marketingix-management at low costs. Aligning marketmg-
management strategies with overall business strategies reduces riskcreailimg new
product lines and penetrating new markets. A clear procedure of managing price and product
policy interdependencies both enhances marketingsuccess and serves as a knowledge
tool for marketers. Finally, a strict focus has to be kept oramageable product portfolio,
which should include no more than four machineries. Clear communication between all
involved parties might be ensured with a standardised request for information.

Limits and future research

This study was limited to 14 markesespecialising in the B2B industry and can, therefore,
only be generalised with caution. Only one key marketer from each organisation was
interviewed, which is justified by the fact that SMEs generally employ no more than one
marketing mix manager.

Nevetheless, future research may improve the generalisability of the exploratory
findings presented in this research within the application of a structured marketing
management approach and across other markets. The findings of this study provide further
topics to be investigated in the field of marketmg-management. By answering the
following questions, further insights could be provided:

To what extent is the use of price and product policies standardised by German B2B
SMESs?

Under what conditions agaice and product policies identified and defined?
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Which change management strategies are efficient for markaixgnanagement in
German B2B SMEs?
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DOORGAINATI ONAL CULTURKRH RBAGDURE ENHANCE
| NTERNAL CONTREOQT | EENESS? E VH FDENN C E
MALAYSI AN S OCP ERARATIOWOE S

NUR AIMA SHAFIE!? MARLIA OTHMAN, ABD HALIM MOHD NOOR, ZURAIDAH
MOHD SANUSI AND RAZANA JUHAIDA JOHARI

ABSTRACT

Similar to the private and public sector, internal control social cooperative plays an
important role on the succesf the orgarsation and is a mirror to effective governance.
Nonetheless, little is known about the effectiveness of internal control of cooperative in
Malaysie, as current practiceloesnot require the orgasation to follow any prescribed
standard of internal contralr to report it in their annual report. Hence, this study will shed
some light on the factors that influence the effectiveness of internal konttooperative.

This studyexamines the impact of theo o p e r a t isati@nal @ultuoer aygasational
structure andhe age ofthe cooperative on internal control effectiveness. Drs collected

using questionnairesvhich were distributed to6Top 100 Cooperativédor the year 2014.
Based on the analysis tfie 56 responses received, regression analysis revealed that only
organsational culture and cooperative age shows a significant relationship with internal
control effectiveness in Malaysianaperatives.

Key words: Internal control effectiveness, cooperative, social enterprises, contingency
characteristic

| NTRODUCTI ON

The establishment and movement of cooperatglebally have been driven by ideas of
democracyfounded on aocioeconomic philsophy that suggesan expansion of decisien
making power from small minority shareholders to a large majority of public shareholders.
The formation ofa cooperativefulfils the need and demanaf economically deprived
communityby pursuing sociahnd economic goals, involving the provision of services and
the communi tyos e isaton o(bevitenReid endi Raidbairn, 2011). The
International Cooperative Alliance (ICA) defindse termc ooper ati ve as fan
association of person unitedluotarily to meet their common economic, social and cultural
needs and aspirations through a jointly owned and democratically controlled entetprise
Cooperative principles are based on the strong orientation tewsdgeneral interest of
public, in contast withmost traditional private companies. Cooperaiwvehich pool together

thar collective resources, assist less fortunate people in reducing the risk of vulnerability and
in rising out of poverty. These social problems can be alleviated throughllextive
approach towards social protectionaggactice by cooperative (UN, 2003; Hagen, 2004).

The cooperative is different from traditional private firms and traditionatpnofit
organsations. They not only combine the social goals of the traditiamonprofit
organsation with the commercial characteristics of a corporation, but also have a unique
ownership and membership structure. The cooperative members have full control over the
firm, but not over its profjitcooperative are allowed to distbute part of the profitput their
assets are normally locked (Hansman, 1996). The cooperative has a multiple stakeholder
membership, includingts governanceand different actors participatin the production
process, including workers, volunteers andstomers (Thomas, 2004). Based @s
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principles and structurea cooperative can be sees a type of social enterpes and it
represergone of the most developed and successful modelsabf arenterprise (Borzaga et
al., 2014).

Cooperatives have similar requiremeisother business orgeations in achieving
business goals and performance, althoilngly are different in orgasational characteristics,
thus outlinng the need and importance of internal control effectivenessoapearative
organsations. @Connor (2003) stated several reasons why corporate governance is difficult
in cooperatives compared to other ongations. One of the problems is the absence of
effective oversight (control) by the owners (directors) of codpes Additionally,
compared to directors of public companies, cooperative directors typically have less expertise
and thus less incentive in providing effective corporate governance. Understanding that
effective internal control is a function of corp@aovernance, problems within the corporate
governance also indicate problems in its internal control. Cooperative without effective
internal control can lead to financial misappropriation by the person in charge within the
management.

Although the profesional literature on internal control has made progress in discussing
internal control and its effectiveness, the amount of research within this area is scarce
(Jokipii, 2009), particularly on Malaysian cooperatives. There are several studies on internal
control inthe private sector (e.goublic listedcompanies andmall-mediumenterprises)the
public sector and neprofit organsations in Malaysia (Fadzil, Haron and Jantan, 2006;
Haron, Rahman and Hanid; Ghazali, 2010; Mohaikad Shafie and Wahlussin 2010;
Mohd-Sanusi, Mohd Omar and MoheNassir, 2015) but studies on internal control and
internal control effectiveness within Malaysian cooperative asgions context are very
limited. Very little literature focuses on the relationshifbetweenorgansational culture,
organsational structure and the effectiveness of internal control. Hence, this study will
examine the influence of cooperative characteristics (@@on culture, orgasation
structure, environmental factors and origational age)on the effectiveness of internal
control.

THBODEVELOPMENT ORACOSGENH MALAYSI A

In Malaysia, the cooperative movement started in the early 20th century (SKM, 2014). The

idea of cooperatives was introduced to solve problems faced by rural famhersvere

oppressed by middlme n or business medi at or,andalsodoer t he
solve problems of indebtedness by faxge workers and civil servants in the city. In 1922
AShari ka-samBar Kampa Bantu Membantuo ;atdshe est a
same time, the Cooperative Societies Enactment 1922 was enacted to stipefviseh ar i k a t
kerjasama&nown as fAkoperasi 0 (theanoyereentasixi ves) .
rural credit cooperative t hr ee ci vi | ssaditwo aocogemative sioeoverer at i\
established (SKM, 2014).

The Malaysian Cooperative Societies Act 1993 (Act 502) defined a cooperative as an
organsation built for the purpose ofMipr ovi ng i ts membersé partic
social activities. Owned by a group of individuals, a cooperative is formed based on the
cooperative principlesopen and voluntary membership, democratic management, limited
return based ributonsna fardistribstion o€ poofit$, promon of education
on cooperatives and active cooperation among registered cooperatives (SKM, 2014). Today,
under the administration of the Ministry of Domestic Trade, Cooperatives and Consumerism
(MDTCC) andunder theregulation of the Malaysia Cooperative Societies Commission
(MCSC), Malaysian cooperatives are regulated by the Cooperative Societies Act 1993 (Akta
Koperasi 1993) (ACT 502) and the Malaysia Cooperative Societies Commission Act 2007
(Akta Suruhajaya Koperasi Malaysia 2007) (SKM, 2014).
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The National Cooperative Policy (NCP) was launched in 2002 with the aim- of re
developing cooperatives. It was introduced to outline several strategies to be implemented to
enable cooperatives to play an activie i business development, along wiitle public and
private sectors. The authority structure of cooperatives was also imptoeedhthe NCP
between2002 and 2010 by having cooperatives monitored under Mi2TCC and placed
under the sole authority of &faysian Cooperative Societies Commission (MCSC).

The Malaysian government regards cooperatigs a platform for economic
development (Othman, Mohamad and Abdullah, 2013). It is taken as a tool in helping to
eliminate rural poverty and unequal incometritisition, andin enhancing development in
both rural and urban areas. As a result of the local government transformation plan,
cooperatives have emerged into efficient businesses from beingsmially andrural, and
providing only basic services to themembers (Mohamad, Othaman and Mohamad, 2013).
The role of cooperatiwein upliftingthe economic developmeatf rural and urban areas has
been described undéne New Economic Model (NEM)although onan individual basis
cooperative may seem smallvhen @mbined and pooled together, the collective power of
cooperatives is very impressive.

| SSUEMMAL AYSI AN COOE&ERATI V

Despite the growth in the terms of numbers of cooperative as recorded by MCSC and
Mal aysi ads | ong slerdhe past2 yeafrs (Rajusofy BeviaDinj Noreli

and Saari, 2002), issues suchtlasabsence of good governance dahdweak structure in

some cooperativebave typically characteased Ma | a y sooparétise movemeniThese
problems have resulted in poandncial performancepoor cash flow and mismanagement
and noncompliance with the Cooperative Societies Act 1993 and its related legislation in this
sector (Bidin, 2007). These kinds of problerave hindered the movement anthe
development of cooperatisas inspired by the government.

Issues such as absence of good corporate governance and lack of capital, alang with
weak structurehaveresulted in poor cash flow and financial performance, mismanagement
and financial misappropriation in cooperativesd{n, 2007). In Malaysiaan example ofan
infamous financial scandal involving cooperatiweas the Deposit Taking Cooperative,
ANGKASA, MOCCIS, Bank Rakyat and the Cooperative Central Bank. The scandal
involved a large amounand the los incurredwasreported at more than R® billion. In a
statement to the press, Royal Professor Ungku Aziz sttdss disappointment over the
scandal and the timetokto settle the investigation.

The scandalvasa result of ineffective internal control in the orgaation, and create
an urgency for regulators to implement better internal control in the zagém.
Nonetheless, up to date, it is still not mandatory for coopesttivienplementor to report on
their internal control in their annual report.

| NTERNAL CONTROLI EEFENESS | MTC®EPER

Generally defined, internal controls are process employed by the board and management to
prevent and mitigate frauth warrant reliable financial reporting amal stay compliahwith

rules, law and regulations. From the boardhmlower-level employeesall are responsible

for the internal controls impacting their jurisdiction. Sponsoring Csgéions of the

Treadway Commission (COSO, 19921p) def i ned i n precess, affectedboynt r ol

an entitys Board of Directors, management and other personnel, designed to provide
reasonable assurance regarding the achievement of objectives in the following categories;
effectiveness and efficiency of operations, reliability iohcial reporting, and compliance
with applicabl e RAsawscessnirdernal eogtroll isadynariais nature,
with constant changes the orgarsat i on 6 s  dimernalrara exteenglresultingin a
cyclewhere, as past threasemitigated, new risks will arise.
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Internally, internal control helps orgaations ensuréhe reliability of reports, such as
financial reports helps compliance with laws and regulationencourage and promots
operational efficiency and effectivenessnd most importantly hekp in reducing risks
(COSO, 1992). Internal control also helps management deal with external opportunities and
threats such as the competitive environments, economic volatility and shifting demands and
supplies (COSO, 1992). The pusgmoof internal control is to reduce risk and error &md
enhance accountabilitgs it provides a system of checks and balances,tithotentialfor
reducing theft and fraudt canalsohelp identify potential areas of errors. In evaluating the
effectiveness of internal control, althoughdépends orsubjective judgment, COSO (1992)
outlined that effectiveness is determined by meeting three categories of objectives of internal
controt effective and efficient orgasational operations, reliable reports and compliance with
laws and regulations.

Generally, if the orgaesat i on 6 s internal contr ol i s
weaknesses and reasonable assunagaeding theachievement ofts objectives is provided,
internal control is deemed effective (Pfister, 2009). Effective internal control exists when
board and management obtain reasonable assurance that achievement on efficiency and
effectiveness of operation is gaineahd it is cru@l for the management to be awarfethe
level at whichthese achievements are earned (Pfister, 2009). In addition, board and the
management are reasonably assured that internal financial reports and statements are reliably
produced. All information in t financial reports needs to be carefully constructed and free
from material errors for it to be reliable. Finally, the management and board must have
reasonable assurance that the ogdion as a whole Isacomplied with the laws and
regulations pertaingtothe orgaisat i onsd® operations.

CONTI NGENCY THEORY
The theoretical foundation of this study is premised on contingency theory. Donaldson (2001)

defined contingency as Afany vari abl e t hat

characteristics on orgamitional performance &laas (2001) outlined that orgaational
viability dependson different contingencies such as origational structure, orgasational
climate, technology and culture. Thus, it explains how the contingency theory enables a
researcheto originate systematically factors in predicting or explaining expected situations
(Badara, 2013; Umanath, 2003). The main context of contingency theory is that the success
of any management control initiative (e.g., internal control and internal cefitectiveness)
depends on the contingencies of the company.

Additionally, Hui and Fatt (2007) state that two theories (industrial @sgaon and
resource based theory) di scussed in the r
internal characteries and external forces is crucial to the effectiveness of a strategy. A good
fit means tailoing controlstoorgasat i ons 6 ¢ h ar alemneiguesaghiswils t o
result in better effectiveness in control (Fisher, 1998; Jokipii, 2009, Ninlapha
Ussahawanitchakit and Boonlua, 2012). Ninlaphay et al. (2012) argue thatsatigaal
ability to adapt to internal control system in times of facing external or internal changes is
crucial in determining whether the system fits the oggdion, andis thus capable of
promoing its effectiveness.

A specific proposition of contingency theorytigat thedependent variable and two or
more independent var i abideed and empigchllg tested Dsakin p s
and Van de Ven, 1985; Badara,13). Orgarsational ability in adapting to internal control
systems may be aryged by empirically testing the relationship of orgational
contingencies (contingency characteristics and asgaaonal culture) and the effectiveness
of the system. Inthis study, componestof contingency theory such as orgational
structure, environmental factors and orgational culture will be utised in explaining
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organsational contingencieshat could influence the effectiveness of internal control in
coopeative orgarsations.

RESEARCH HYPOTHESES

Organisational Structure

Organsational structure fairly affects elements in internal control, which directly affects
effectiveness of internal control and provides a base for the overall internal control system
(Standards for Internal Control, New York State Government, 2007). Some of thelioie
organsational structure characteristics in an overview by Vroom (2002) are stasadiard
differentiation and coordination, formsdtion, centrasation, and configuation.

Otley (1980) state that a mechanistic structure (more cermdea, vertically
differentiated and formesed) will increase predictability of work behaviour by reducing
variability, and thus may facilitate orgaat i ons 6 i nt er fatarlfound snriher o |
results that orgasational structure has a statistically significant positive effect on internal
control effectiveness. Erserim (2012) on the other hiamdks no significant relationship
between centredation and managerial accountipgactices but finds formalisation to have
positive relationship with managerial accounting practices. Additionally, Jokipii (2i003)
no significant results for orgasational structure towards internal control and its perceived
effectiveness. Thus é¢hfollowing hypotheses are built

H1la: Ther e i s a positive r e | igationad steudturep bet\
(centraisation) and the effectiveness of internal control
H1lb: Ther e i s a positive r e | igationad strsidturep bet\

(formalisation) and the effectiveness of internal control

Environmental Factors

Environment factors include forces outside oigaiion that could potentially affect
performance (Robbins, 1998). As all environmental elements (i.e., governrgatations

and competitors) combine and conspireuapredictablesnvironment will be produced to a
lesser or greater extent (Lashley and-Reess, 2003). Lashley and L&wss (2003) also list
some popular techniques in aysathg environmental factoyssudh as SWOT analysis
(strengths, weaknesses, opportunities and threats), PEST analysis (political,
economic/environmental, social and technological factors) and mnemonics (all appropriate
variables are considered).

Chenhall (2003) emphiss the external enwvonment as a powerful contextual
variable. Specific external risks may arise towards the industijn which the orgaisation
operates (AICPA, 2006)or example using technologyo ensureefficient orgamsational
operation or political factorsthatmay impact the orgasation (Gupta, 2013; Mahara, 2013),
having an impact othe effectiveness of internal control
H2: There is a positive relationship between environmental factors and the effectiveness of
internal control

Organisational Culture

Organsational culture is a shared values, assumptions and beliefs that exist in the
environment of an orgasation, which produces a behavioural norm in solving problems
(Schein, 1990; Owens, 1987) and guides behaviours within theisatgan (Heris, 2014,
Ahmad, 2012). Orgaisational culture influences behaviour and attitudes within an
organsation, as it acts as a system of social control, tred/alues and beliefghat construct
culture portraythe organsational internal environment (Aycan, Kanugad Sinhg 1999;
MaclintoshandDoherty, 2010)making orgarsational culture an orgaational contingency
Previous research findings fourdsignificant positive relationship between internal

control, internal control effectiveness and olgational performanceand orgarsational
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culture (Aydin and Ceylan 2009; Pfister, 2009). Aydin and Ceylan (2009) state that
organsational commitment and employee satisfaction will aid in asgdional effectiveness;

for example employee satisfaction will increase involveran the orgarsation and thus
facilitate orgarsational effectiveness.

Although reports on direct positive relationships between @sgtonal culture and
internal control effectiveness are fairly limited, large significant findings on maj@nal
culture positive relationships with internal control and org@iional performance have made
the resear cher 06s amlationship between crgeatowmall @lture nagd
internal control effectiveness relevant. Thus, the following hypothesisisiraoted
H3: There is a positive relationship between orgational culture and the effectiveness of
internal control

RESEARCH METHOD

Design and Research Instrument

This paper employs quantitative metBodoy using a questionnaire adopted from prior
literature on internal control effectiveness by Jokipii (2009). Questions were also adopted
from prior literature on orgasational culture by Aftab, Rana and Sarwar (2012). The
guestionnaires were prepared in booklets avete bilingual (in English and Bahasa
Malaysig, and were distributed in both languagesparately The questionnaire was
designed in four (4) sections. Section A covered demographic information of respotigents
gender, age and position in the coopeeatorgarsation of each respondenSection B
required respondents to ansvegrestionson the characteristics of cooperativeamely the

C 0 0 p e r yeedrs ofogeation their organsational structurén terms ofboth centrakation

and formaisation, and environmental factors.

Section C focused oihe organsational culture of the org#sation. The section
consised of 31 statements which explained four dimensiafisorgansational culture. As
previously menti oned, t h émmewodki onm ©nmyasational s frol
Culture comprise of four traitsnvolvement, consistency, adaptability and mission. Lastly,
Section D consisted of statements that represent the effectiveness of internal control in the
organsation. It was elaborated undéiree elementperational efficiency and effectiveness,
reliability of information and compliance with laws and regulations.

The questions of every sectjoexcept the demographic section, operational years and
centralsation (orgaisational structureyection,were built on a four-point Likert Scale The
respondents needed to select their most appropriate respoesel statemenivhether they
strongly agreé (SA), agred (A), disagred (D) or strongly disagrek (SD). The
guestionnaire is included the Appendix section.

Participants and Procedures

The targeted respondents for the stwdgrethe management of cooperatives, compg®of
thecooperati vesd Board Member s sd&ndhohekecutivesnb a g a
as the responsibilityor internal control liesn each individual in the orgaation (Pfister,

2009). Questionnaires were distributed by mail to the selected samgiescooperatives

listed in the Top 100 Cooperatives for the year 2014. Mai$ addressed to respected
cooperaties aghis wasthe most effective way to reach the respondents and in an attempt to
receive more valid responsesthe questions. Out of 100 distributed questionnaires, 56 were
returned by the respondent. The regavatewasequal to 56%.

RESULT ORNRHESI S

Respondent Demographic
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Tablel:Descri ptive Analysis of the Partici

Overall
No. Item N = 56
Frequency Percent
Male 25 44.6
1 Gender Female 31 554
Up to 35 years old 19 33.9
o 36 to 50 years old 25 44.6
2 Age Distribution 51 to 65years old 10  17.9
66 years old and above 2 3.6
Board Member (ALK) 9 16.1
3 Position Executive 33 58.9
Non-executive 14 25.0
. Up to 35 years 25 44.6
4 gg?ﬁg&ig‘f A9 36 16 70 years 20 357
71 years and above 11 19.6
Pahang 14 25.0
Wilayah  Persekutuan Kual 13 23.2
5 Cooperative Region Lumpur 10 17.86
Johor 19 33.94
Others
Credit 23 41.1
6 Cooperative Functions Cor_lsumer 14 25.0
Agriculture 7 12.5
Others 12 21.4
7  Total Assets of CooperativeAverage RM 53,848,723

A total of 56 responses were received for analysis. Distribution of gender among

respondents shows a total of 25 respondents were male and 31 respondents were female,

which accumulated to 446 and 55.46 respectively. Despite indicating a balance gender
distribution in cooperative orgssat i ons ® management , a small
genders shows that there was equilingness to support the study by responding to the
guestionnaires. Age distributions shows that most respondentbetereerthe ags of 36 to

50, at a rate of 44%. The second highesige groupvere respondentgedup to 35 years

s

g

od(@33.%). Additionally, respondent sdé positions

was received from executives within cooperative oiggions, which accumulated to
58.93% of total responses.

As also shown in the table, 4460f responses came from cooperatiestablished up
to 35 yearsagg which recorded the highest percentagempared to 35% from
cooperatives establishe2b to 70 yarsago and 19.66 from cooperativesstablishedr1
years ago or more Most responses came from cooperatives in Pal{dabg of total
responses The second and third highest resmorastescame from cooperatives in Wilayah
Persekutuan Kuala Lumpur and Jghat 23.26 and 17.9 respectively, while another
33.9% came from other regions or states. Credit cooperatives recorded the highest s2sponse
received among cooperative functipngth 41.1% of total responses. Consumer cooperatives
and agriculture cooperaes recorded Z& and 12.56 respectively, while 21% came from
cooperative with otherfunctions.The average total assets from all responses were recorded
at RM 53,848,723.

Test of Hypotheses
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To determine the relationship between the independent arehdiept variables, multiple
regression analysis was used. Hypothesis 1la examines whether there is a significant positive
relationship b et weisatonal c siructore r(eentishtion)d and the g a n
effectiveness of internal control. The expectation that the more centraded the
organsational structurethe moreimproved the effectiveness of internal control. Based on
regression analysis, the result in Table 2 shows that there is no significant influence between
centraised orgarsational structure and effectiveness of internal control.@20, p= .758).

Even the direction of relationship also negativethus Hypothesis la is not supported. For
Hypothesis 1b, it is claimed that more formal orgaisational structure would everslly
improve the effectiveness of internal control. Basedharesuls presented in Table 2, it is
shown that there is a significant positive relationship between fisati@orporate structuse

and the effectiveness of internal control (t=1.445, p=.15%)ence, Hypothesis 1b is
supported. On the other hand, Hypothesis 2 is not suppadedtie resudtin Table 2 show

there is no significant positive relationship between environmental factors trend
effectiveness of internal control (t=.464, p=.644). aWehile, Hypothesis 3 examines
whether the orgasational culture will significantly influence the effectiveness of internal
control. It was expected that an increase in the dsgtonal culturewould significantly
improve the effectiveness of internalntrol. Based omheresuls in Table 2, the proposition

of Hypothesis 3 is supportedith a tvalue equal to 2.442 and avplue equal t0.018.

With an R2 value of 0.400, cooperative age, forsafibn, environmental factors and
organsational culture shres 40.% variance with internal control effectiveness. This
indicates that the variation in internal control effectiveness can be explained by these
variables. From the resultd can be concluded that the model can significantly predict the
dependentariable(internal control effectivenepat p<0.001 with Fratio 6.680

Table 2 Multiple Linear Regression

B Std. Erroi t Sig.
(Constant) 1688 381  4436™ 000*+*
Centraisation (Orgarsational Structure -.014 .044 -.310 .758
Formalsation (Organsational Structure .099 .069 1.445* .155*
Environmental Factors .049 106 464 .644
Organsational Culture .298 122 2.442** .018**
Cooperative Age -.003 .017 -2.011** .050**
R = 633
R? =.400
Adjusted R =.341
P =.00C0

a. Predictors: (Constant), Orgaational Culture, Cooperative Age, Formsation
Centraisation, Environmental Factors

Notes: Significance is based anwo-tailed test *** represents significant at .001 level, *
represeng significant at .05 level and * represents significant at .10 level

DI SCUSSI ON ANDS|I@ANCL

The practice of internal control within credit cooperatiigasot fully implementedalthough

a high level of awareness was recorded in the regsomhis wasdue to the cooperative
managementyhich did not feel confiderthat there would be enough funds allocatedtier
implementation of internal control, orto acquire competent people to assist its
implementation. Additionally, it was found thatomparedo nonperforming cooperatives,
performng cooperatives have larger time allocation for control activities, which also
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indicates the i mportance of internal control
of this ha raised questions othe coopeat i ves 6 ability to i mplen
control.

To determine whether thmternal controlsystem fits the orgasation to promote
effectiveness, orgasations need to be able to adapte need for effective internal control
may vary depending orach orgaisational context (Jokipii, 2009). Standeetl internal
control such as COSQalso suggestthat internal control effectiveness depends on
organsational characteristics. The effectiveness of internal control is tested to be influenced
by orgamsational characteristics (orgaational structure, orgasational culture) and also
environmental factors. This couilddicatethat effectiveness of internal control relies heavily
on these characteristics. Both orgation structures in terms of fornwsdtion and
organsational culture influence the effectiveness of internal control. This indicates that a
more formal orgaisational structuresuch as having formal written policies and procedures
will improve the effectiveness of internal control.

Formal organisational structure wilvork, perhaps bydirecting and informing the
lower-l e v el empl oyees formally on the ightw®s and
towards more effective internal contr@ver time, these formal org#sational structures
which inform the tone from the tgpwould provide unique capabilities for cooperative to
remain competitive in the market. On the other hand, the results also indicate that all four
dimensions of orgasat i on al cul ture i mpac trol effectiveness.p er at
For example, if cooperatives provide a culture of involvement, which makes the employees
feel they are a part of the team and can see the importance of their work in achieving
organsational goals, cooperatives couddso improve theirinternal control effectiveness.
Involvement serves as an important dimension in explaining commitment and capability
development by employees (Ahmad, 2012). Sinyiaa highly consistent culture will lead
organsations to be effective (Davenport, 1993)daptability culture and missiomre also
important within cooperatives to improve internal control effectiveness.

A major limitation to this studywas the low response rate from the questionnaire
survey via mail. Future studies may consider conductitepviews asthey may providea
better understandingf @urrent views and practices of internal control and internal control
effectiveness within cooperative orggsations. Interviews may also provide deeper
perceptions of cooperative orgsat i comtsgency characteristics, orgsational culture
and internal control effectivenesalthough previous studies of the relationship between
these variablebave been carried ogtrimarily on profit orgaisations, when tested in the
context ofthe cooperdive, the resuls from this study could provide an avenue for more
exploration in future onhe factors that can influence the effectiveness of internal control.
Additionally, the usage ofhe four-point Likert scale in this study might cause normality
problems it is recommended for future studies to expand the scale. Due to data lirsjtation
exploration on types of cooperatitleatplace great concern on internal control effectiveness
cannot be doneuture studies mayhereforeexpandthe research sampland obtain more
information so that comparis@between each cooperative functimnght be madeDespite
the limitations, it is hopethis studywill enhance the understanding of internal control and
internal control effectiveness literatures, partidyléor cooperatives in Malaysia.
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THE JOI NT | NBEURBRKCEATI ONSHE PI MARKSOCI AL
PERFORMANCE MAMAGEAMWED FI RM CRIARRAICXE
ON CUSTORERENTI ON BY-FINNAONRKCE | NSTI TUTI C
I N KENYA

STELLA NYONGESA!, PROF FRANCIS KIBER? AND PROF RUTH KIRAKA3

ABSTRACT

Relationship marketing is a widely recogpd strategy used to influenee f i r més abi l
retain customers for loAgrm business suial. However, customer retention continues to

be the greatest challenge facing many busingssgsying there could be other factors
affecting the outcome of relationship building efforts.n particul ar , a f
performance is increasingly citeds key in influencing business survival, while firm
characteristics are assumed to affect outcomes of relationship managemgiicaE

evidence explaining the nature of combined influence of these variablesver is scanty.

This research tests the hypothesis that the jefféct of relationship marketing, firm
characteristics and social performance management on customer retention is statistically
significant. Evidence from 55 microfinance institutions in Kenyap®rt this hypothesis,
although firm characteristics on their own were found to have minimal influence on customer
retention. Social performance management is therefore a desirable practice for customer
retention.

Key words: Relationship Marketing, Sociglerformance management, Firm Characteristics,
Customer retention

| NTRODUCTI ON

The link between relationship marketing and customer retention is @twéled topic in the

yeld of marketing Morgan and Hunt1994;Oly Ndubisi, 2007) The isue facing marketing
scholars therefore is not whether relationship marketing leads to customer retention, but
rather to understand and uncover other conditions under which the association between
relationship marketing and customer retention may bectaffe Ranaweera and Prabhu,
2003) One such condition is the role of social performance managementluencing
business performance parametditsere is a developing body of literature on the importance

of businessesembracing socially responsible practicésdusted, 2000; Dahlsrud, 2008,
Waddock and Graves, 1997According toHusted (2000 a f i rmbés soci al
increasingly play a critical role in business survival, whi¢addock and Graves (199ffd

a positive association between corporate social responsibility and corporate financial
performanceThe modern debate on the need for firms to be socially responsible was sparked
off by Bowen (1953) when he argued that businesses have an obligation to design policies,
make decisions and engage in actions which are desirable to stakeholders and wider society.
Most businesses engage in corporate social responsibility pnogsato shav stakeholders

their interests are taken care bfit it is equally importanfor monitoiing how well a firm is

fairing in this sphere. Corporate social performance management practices are thus the
businessdés framewor k ¢ o mmsibility, iprocgsses,rpolicies anp | e s«
programmeguiding its social responsiveness, and the observable outcomes of these actions
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(Wood, 199]. Within the microfinance sector, this practice is known by the t8ouial
Performance Manageme(®PM). The aim of SPM is to amicrofinance institutionsMFIs)

in monitoring their social performance because apart from pursuing financial goals, MFls are
expected to pursue social goals too and be efficient at(BattiérrezNieto, SerraneCinca

and Mar Molinero, 2009)

Besides the increasing calls for firms to be socially reasonable, there is an emerging
nation that firm characteristics (age, size, ownership structure, technology adopton)
promote a businessodos efforts to build | oyal
a company offers its products and services. Accordirgotang, Igel, and Laosirihongthong
(2010) the use of supporting activities like technology systems, experience in offering the
product or service, employing a reasonable number of educated aretl siidiff and
extensive distribution coverage of Dbusiness
and consequentlyo customer retentionk-or their part,Ryals and Payne (20p)osit that
information technology is an important element in customer data management. They argue
that a companyds abil iot yc utsa oumred esros tnaenedd sa nd |
type and amount of information held about customers. Appropriate relationship marketing
strategies should thus include technology adoption tactics, because information technology
enables a firm to determine the econoenof customer acquisition, customer retention and
lifetime value Ryals and Payne&007).

Literature on relationship marketing and customer retention suggests that when a firm
builds relationships charactezd by trust, commitment, communication, strong bonds and
keeping promiseshe likelihood of customer defection is much lowbtofgan and Hunt
1994;Ryalsand Payng2001; Oly Ndubisi, 2007)Recently, lowever this outcome seems to
be less apparent. Despite the deployment of relationship marl@bggammescustomer
retention continues to be the greatest challenge facing markatarbaiee and AlNazer,

2010) suggesting there could other factors affecting the outcomelationship building
efforts.

This paper reports results from a study conducted to establish empirical linkages
between relationship marketingPM practices, firm characteristics and customer retention.

LI TERATURE REVI EW

The orgarsational function of marketing has undergone progressive changes from the
traditional orientation of the productigrhilosophy predominant in the 1920s, to the selling
orientation (1930s), to the marketing orientation (196@syd finally to the relationspi
marketing(RM) orientationthatemerged in the 1980&ronroos, 1989; Gruen, 1997)The

shift in marketing attitude and practice from transactional marketing (TM) to relationship
marketing (RM) arose due to increased competition, more informed customers, technological
advancementand the saturation and maturing of markéfdrubaiee and AlNazer, 2010;

Varki and Wong, 2003)

RM

Numerous definitions dRM exist, signifying the variety of opinions on what constitutiss
concept(Harker, 1999). Although this term wdirst mentioned in a conference paper on

service marketing by Berry (1983), it hsiecegone through a variety of conceptigations

by different authorsdemonstrating the high level of scholarly interest in this practice
(Harker, 1999).Berry (1995)defines RM as the process of attracting, maintaining and
growing customer relationsgGronroos (2004)suggests itis fito identify and establish,

maintain and enhance and when necessary also terminate relationships with cusboimers

ot her stakeholders, at a proyt, so that the
by a mutual ex change . a&n theirfpartlJggtlisn endtPanatfyar p r o mi
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(1995) describeRM as a longterm interactive relationship between the provider and the
customer with the aim of loag e r m p r oHarkea (1999) undertook to ayaé these

diverse definitions in an attempt to construct a general definiticRMf This resulted in

seven Aconceptual categori esoil lMirthedevelgoremh s e e m:
mainenance temporal nature interaction; outputs; and emotional content. The author
concluded that Gr°nroos6 (1994) definition
categorieswere captured. It is a general consenduswvever,that relationships between
businesses and their customers evolve through a series of stages.

Firm Characteristics

Existing literature on orgasational characteristics (such as age, sizéstructure) ad their

influence on performance seems to suggest that these factors have a role they play (Cadogan
and Diamantopoulos 1995; Majumdar, 1997). Cadogan and Diamantopoulos (1995) suggest
that as firms grow larger in size and become older and more expedietiee tendency to

become bureaucratic and inflexible increases. Majumdar (1997) on the other hand sought to
investigate whether larger firms are superior in performance to smaller(rmige versa,

and whether older firms are superior in performatacgounger firms(or vice versg. The

author found that older firms are more productive but less profitable, while larger firms are
more profitable but less productive. Zahra, Ireland and Hitt (2@@}hatthe age of a firm
(number of yearsinoperatin) i nfl uences a firmdés profitahbi
(2001)find that firm size is an important predictor for financial performance. However, other
scholars have found that firm characteristics such as age and size do not influence firm
perfaomance. For instance, Thuo (2010) estabighat the age and size of a firmeither

directly influencs firm competitiveness, nor even modemthe relationship between

customer relationship management and marketing productivitye Njeru (2013¥inds that

theage and size of the firerestatistically insignificant. Such contradictory findings suggest

that the role of firm characteristics in determining firm performaaspecially with respect

to customer retentigms not yet conclusiveRyals and Payne (20pposit that the success of

RM depends on deployment of appropriate oiggional infrastructure. The authors argue

that the use of information technology enables a firm determine economics of customer
acquisition, customer retention and lifetime value. On their part, PEE38&, cied inRyals

and Payne2001) reasos that customer retention strategies carnmoteffective without the

support of a suitable data infrastructure. Furti@mnroos (2004) explains that a shift

towards the adoption of RM approach tends to demand a number of changes to be effected

by orgaisations especially in transforming fromla structures to modern structures, from

manu al operating systems to technology driv
attitudes to relationshid r i ven att i t ude s .,thekefofe,iseemdnsportanh ar a c t
in influencing the ability of dirm to realse its relationship building objectivelutempirical

evidence on their role in influencinlge RM-customer retention association is sparse.

SPM

The stakeholder approach to managing business operations suggests that organisations have a
variety of stakeholders whose interests must be P@bgldson and Preston, 19F5eeman

and McVea, 1984)This explains why some organiges engage in social responsibility

practices and strive to measure their social performance. Scholars of stakeholder management
argue that managers must understand the concerns of shareholders, employees, customers,
suppliers, lenders and society to d®p objectives and strategies supported by their
stakeholdersonaldson and Preston, 1995&8his kind of management philosophy translates

into the need for social performance management practices. Accordsnghie (2006) SPM

is a set of management practices consisting of procegsgstures and strategies that get an

to act in a socially responsi bl eFormiapater f or
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Simanowitz (2003defines it as aet of institutional operations that enable institutions to

realse their social mission. With respdot the microfinance sectoPM is guided by a set

of standards, known as Universal StandardsSBM (USSP), introduced by the Social
Performance Task Force (SPTF) in 2008. There are six stantlaedsxistence of a social

mission board member and engylee commitment to social goakhe existence of client

friendly products responsible treatment of clientesponsible treatment ofmployees and

balanced allocation of resources. Such standards were introduced in response to industry
concerns that many MFlsere experiencing mission drift, a concept in microfinance which
means an MFI &6s migration away f poornandtldwei r or
income clients to alleviate poverty favourof serving higher income clients (Wardle, 2012).

Despite the existence of SPM praes, which aim are to transform MFIs into socially
responsible and customer oriented institutisardle, 2012) many Kenyan MFIs do not

seem to embrace social performance practices, thereby raising the question as to whether
SPMplag any significant role in influencing an

Customer Retention

RM aims to attract and retain customebsit, while it is eay for firms to attract new
customers, it is often harder to retainrthéRyals and Payne, 2001fustomer retention
refers to the repeated buying of a product from threesaompany over a period of time
(Ibok, George and Acha, 2012}t s demonstrated through a cu:
maintenance of a business relationship with a,fiumich results from a set of antecedents
customer satisfaction, cusher delight, customer switching costs and customer relationship
managementReichheld and Sasser (1998pneered work on the link between customer
retention and profitability, revealing that retaining custonteas a powerful impact on a
firméds bottom | ine. The authors argued that
customers, the more its profits risdy almost 90% through retaining just 5% more of their
customersAng and Buttle(2006) also assert that loyal customers tend to engage in higher
volumes of purchasecoupled with providing the firm with higher customer referrals. In
addtion, retaining customers leadsltaver operational costs, less prisensitive customers
andhence lower relationship maintenance costs and better financial perfor(@maoehill
and Halpern, 20Q1Ang and Buttle 2006) However, according tRyals and Payne (2001
althoughRM has the dal objectives of attracting and retaining customers, limited attention
has been paid tononitoring customer retention. In the current era of hypenpetition
coupled with evechanging customer expectations, marketers have no choice but to be
concernedwith customer retention and eventually loyalty becausweldping loyal
customers is considered the si n-teimefinancals t I my
performance.

Although earlier studies recdga the effect ofRM practices on customer reteorii
other dynamic forces witthe potential to affect this relationship are not yet conclusive. In
view of this literature review, this study hypottses that: H1: RM, combined with firm
characteristics an®PM practices, haa statistically significangreater effect on customer
retention.

CONCEPTUAL MODEL

Based on a review of existing theoretical and empirical literature, this led to
operationdbation of the study variables as shown in the conceptual model (Figure 1).
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RESEARCH METHOD

This section presents the research design adopted for this study, the population and sampling
methods usedhevalidity and reliability tests anthe data analysis techniques employed.

Research Design

This study adopted the positivism research paradipoause it sought to objectively
establish facts by empirically establishing the nature of relationships between the study
variables. Using descriptive cressctional survey design, the target population waslbs

in Kenya. Thamicrofinance sector wadeliberately chosen because it comprises institutions
with varying characteristigsn addition, the nature of competition in the industry compels
firms to adoptRM to survive. The study targeted employees and customers selected using
nonprobability samphg, specifically purposive samplingor the employeesand
convenience samplinfpr the customersTotal sample size of for employees was 55 while
554 customers were targetedinfary data was collected using two structured questionnaires
(employees and stomers). Questionnaire items were developed based on existing literature
(Morgan and Hunt, 1994 Wetzels et a).1998 Oly Ndubisi 2007 Sin et al, 2002 and
Leverin and Lijander 2006). Prior to data collection, respondents were assured of
confidentiality and anonymity.

Validity and Reliability

The internal consistendgyr onbachoés Al pha (U), which ranges
reflects how well the measurement items correlate to one anotbBéferent authors
recommend different cwdff points for reliability (Gliem and Gliem, 2003; Cooper and
Schindler,2006; Asikhia, 2009). This study thus adopted aofuCronbach value of 0.7.

Using SPSS version 17, validity and reliability tests were performed and alpha coefficients

for all the variables were above the 0.7 threshold. f@&face and content validitwere

tested for to determine the extent to which the instruments were accurate and meaningful.

Figure 5: The Conceptual Model

Firm Characteristics (FC)

- Age

= Size: no of branches, no of
employees

= Type of Ownership (Formal
vs semi-formal; client vs
member based)

= Technology adoption (IT;
CRM)

Relationship Marketing (RM) Customer Retention (CR)

Length of time with MFI
MNo. of repeat purchases
WOM- referrals
Price sensitivity

= Trust

= Commitment

- Keeping H1
promises/cooperation >

= Developing Relationship Customer care costs
bonds Cost of recruiting new

= Communication customers

= Shared Values Loyalty

LI IR I I

Social perfornmance management
practices (SPM)

= Social mission statement

« Board members committed to
SPM

e Client friendly products and
services

e Responsible treatment of clients

= Responsible treatment of
employees

= Balanced allocation of resources
between social and financial
performance

Source: Researcher
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RESULTS

Responses were received from 48 managers and 492 custoepegsentig a response rate

of 87.3 % and 88.8 % respectivel@f the questionnaires22 were discarded for lack of
consistency and completeness. Descriptive statistics were obtained from the data collected
and a summary of the variables according the two groupse®fs pondent s0 per C¢
presented in this section. The questions were fraanedive-point Likert scale typgranging

from not at all (1) to a very large extent (5); or strongly disagree (1) to strongly agree (5).
Table 1 presents a summary of dgstive statistics ofRM, firm characteristics, social
performance and customer retention.

Table 1: Descriptive Summary of Study Variables

RM N Mean Std. Deviation CV (%)
(employees) Trust 47 4.062 0.744 19
Commitment 48 4.356 0.697 16
Communication 48 4.532 0.584 13
Keeping promises 48 4.22 2.545 24
Relationship bonds 48 4.122 0.792 19
Shared values 48 4.446 0.834 19
MEAN SCORE 47 4.289 1.033 18
RM (customers)| Trust 492 3.965 1.086 27
Commitment 492 3.359 1.390 42
Communication 492 3.421 1.013 31
Keeping promises 492 3.802 1.223 32
Relationship bonds 492 3.373 1.278 38
Shared values 492 3.567 1.348 37
MEAN SCORE 492 3.581 1.223 34
FC (employees)| IT platforms 48 3.262 1.180 38
CRM actions 48 4.036 1.169 27
MEAN SCORE 48 3.649 1.175 33
SPM Social mission statement 48 4.655 0.506 11
(employes) Board members commitment 48 3.965 0.714 18
Client-friendly 48 4.533 1.617 15
products/services
Responsibility to clients 48 4.338 0.746 17
Responsibility to employees 48 3.942 0.787 20
Balanced resource allocation 48 3.828 0.869 23
MEAN SCORE 48 4.210 0.873 17
SPM Client friendly products/service| 490 3.606 1.412 40
(customes) Responsible treatment of clienf 488 3.829 1.266 33
MEAN SCORE 489 3.718 1.339 37
CRattributes CR according to employees 48 3.888 0.7889 21
CR according to customers 488 3.243 1.1834 37
MEAN SCORE 268 3.566 0.986 29
Likelihood of | Termination (according t 48 2.438 0.749 31
customers tg employees)
terminate Termination  (according t¢ 488 2.147 1.367 64
relationship customers)
with the firm
MEAN SCORE 268 2.293 1.058 48

Source: Primary Data, 2017

Overall mean score foRM according to employees was 4.289, SD=1.033 and
CV=18% whereas that score according to customers was mean=3.581, SD=1.223 and
CV=34% Findings suggest thaalthough employees profess strong relationships with their
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customers,the cust omer s 6 per ce p tsinmderateo Regardiny ifirs
characteristis, results show most firms (41.67%)hdeen in operation for between 1 and
10 years, with 220 branches countrywide, aadeowned by investorshowever, adoption of
technology platforms and CRM actiohave only been carried oub ta moderate exterds
shown by the mean score=3.649, SD=1.175 and CV=33%. SPM practice attributes
(according to employegtad a mean of 4.21, SD=0.873 and CV=17% while accorditigeto
customersthey had amean=3.718, SD=1.339 and CV=37%, suggesting, thdiile
employees betived their institutions were socially responsive to customers and other
stakeholdersthe customers did not agree. Customer retenfamtording to employees and
customerkregistered a mean of 3.566, SD=0.986 and CV=29%. Further, the mean score of
the likelihood of customers to terminatbeir relationship with the firm(according to
employees and customggas 2.293, SD=1.058 and CV=48%. These results imply there is a
moderate likelihood oMFIs retaining their customers in the short term. This should be
worrisome for MFIs because their lotgym survival depends on the existence of a solid base
of loyal customers who are willing to remain with the firm over a {targ period.

aspec

Regression and Hypothesis Testing

Using multiple regression analysis, this research sought to test the hypothedtMthat
combined with firm characteristics ai®PM practices, have a statistically significant effect
on customer retention. The results are presented in Table 2.

Table 2: Regession Results of the Individual and Joint Effect of the Variables

Adjusted R | Std.error of theestimate
Model R R square square
1 RM .58% .342 .340 .38402
2 Joint RM, firm .830 .688 .668 .39410
characteristicsSPM practices
(@) ANOVA
Sum of
Model squares df Meansquare F Sig.
1 RM . 37.526 1 37.526| 254.469| .00C*
Regression
Residual 72.260 490 147
Total 109.786 491
2 Joint RM, firm|Regression 116.11¢ 3 5.374 34.58¢ .000
Chaff_‘Cte”S“C& SPMResidual 107.30( 487 155
practices Total 223.414 490
Model Unstandarided coefficients Standarded coefficients t Sig.
B Std. Error Beta
(Constant) 1.335 .108 12.333 .000
Relati . 473 .030 .585| 15.952 .000
1 elationship
marketing
2 (Constant) 1.65€ .596 -2.77¢ .008
RM 741 .188 .383 3.933 .000 700 1.42¢
Firm characteristics .188 .125 174 7.10¢0 .000 558 1.791
Social performance .820 .145 .803 .830 .001 430  2.32€
Predictors: (ConstantRM, Firm characteristic§PMpractices; Dependent Variable: Customer Retention

Source: Primary Data, 2017
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The simple regression results show tivadividually, the influence oRM on customer
retentionis significant (R?=0.342, F=254.46, P<0.Q5)mplying thatRM explains 34.2% of
variation in customer retentiqgnP < 0. 05, F=254. 463i. gdihfei cart f
0.473, t=15.952, P < 0.053uggesting that wheRM changes byl%, it leads to a47.3%6
change in customer retention. However, to test for the joint effects, multiple regression
analysis was employed to establish the combined influen&aVpffirm characteristics and
SPMon customer retention. Results show that the joint influence of thessetariables on
customer retentionis significant and greater @R0.688, F=34.586, P<0.05) than the
individual effects ofRM on customer retention {R0.342, F=254.46, P<0.05). This implies
that (jointly) RM, firm characteristics anéPM explain 68.8% ofvariation in customer
retention, while the remaining 31.2% is explained by other factors not considered in the
study. The F ratio shows that the regressionRM, firm characteristics an@&PM on
customer retention is statistically significant at P < OTterefore,RM, SPM practices and
firm characteristichave a significant joint influence on customer retention and hence can
jointly be used to predict customer retention. Based on the rethdthiypothesis thaRM
(combined with firm characteristics ai®PM practice$ hasa statistically significant effect
on customer retentiois acceptedandthe regression model for the hypothesis was fitted as
follows: the original model:Yo= oHh®h RM + b FC+ 3 fBSPM + Uthe new nodel: Y=
1.656+0.741RM +0.188FC +0.820SPM
Where: Y- Customer retentionRM= RM ; FC= Firm characteristicsSPM=
SPMpractices; = error term

DI SCUSSI ON

Several existing studies show tH&M and customer retention are associated (Morgan and

Hunt, 1994; Bowerand Chen, 2001, Angnd Buttle, 2006; Hennind hurau et al., 2002,

Wetzels et al., 1998). However, an interesting angle this study sought to take was to
determine the joint effect of a tsef variables RM, firm characteristics an&PM) on

customer retention. Oly Ndubi§&007) andSin et al.(2002 recommended research into such

factors which the autharopinedmay either strengthen or weaken the association between

RM and customer retention. This study sought to address this gap by establishing the nature
of joint effect between all four variables. The results show that the joint eff&itofirm
characteristics an8PM on customer retention is superi®?M had thelargest contribution

to customer retention (b=0.RA2OG=0.t=8B1,30¢t =P.<!
P<0.05) while firm characteristics had the lowest contribution to customer retention
(b=0.188, t=7.100, P<0. 0SPM and M ardn both etongl t s [
predictors of customer retention, implying thad firms embrac®M activities, they need to

combine these with social performance practices to retain customers better.

CONCLUSI ON

The study investigated the joint effect®M, firm charateristics andSPM on the customer
retention and found this effect strong, positive and statistically significant. This suggests that
if MFIs embrace all three initiatives, their influence on customer retention will be stronger
than the individual effect otach. ConsequenthRM and SPM are vital strategies for
customer retentignwhereas firm characteristics (information technology and customer
relationship management actions) need to be combined with other initiatives to boost
customer retention. Therety the success ®fIFIs in an increasingly competitive financial
services sector requires a combination of stratethias focus not only on relationship
management, but alson social responsibility and innovative technological platforms to
improve custorar retention levels for lonterm sustainability.
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THE DETERMI NAENMESRAQNG AND EBVMAGRKET
MNE OUTWARD BMPARATCVE ANANLYMALSAYSI| AN
ANDB|I NGAPOREAN MNES

NORLIA MOHD ZAIN*?

ABSTRACT

Since early 1960s, the basic letegm pattern of FDI from industrialised multinational
enterprises (MNEs) has become a foundation for traditional theories of FDI and MNEs.
However, the rise of outward FDI froomer gi ng economiesd6 (E) MNEs
East Asia, such as China and India, has raised many interesting questions, such as how do
Asi an MNE s di ffer from developed economies
decisions and behaviour? Given thatmparative studies on EMNEs, particularly from
different SouthEast Asian countries, is limited, it is the central objective of this paper to
examine and analyse the differences and similarities in the geographical patterns of outward
FDI from Malaysia (EMNEs) and Singapore (DMNEsTJhis study measures the direction

and impact ofi nst i tuti onal effects, economic deve
ownership advantages on the location choice and underlying motivations of their outward

FDI attwo digits indwstry classification of NACE code.

Keywords: Multinational enterprise (MNEs), Outward FDI (OFDI), indusieyel analysis

| NTRODUCTI ON

Since the early 1980s, substantial progress toward the removal ebordes restrictions on
international capital flws and the trend towards an integrated world economy have increased
the growth of foreign direct investment (FDI) activitfpoukas and Lang, 2003)
Globalisation has been widely recognised for the past several decade as being driven by the
multinational enterprises (MNEs) of developedioad (Buckley et al., 2014)In the
voluminous literature on FDI and MNEs from developed countries, a strand of the literature
focuses on the phenomenon of increasing outward FDI (OFDI) from emerging market MNEs

( EMMNEs), and this has become ondntemétionelhe nbi
Business research agen@iégathews, 2006)Bhaumik and Driffield (2011highlight that total

OFDI stock by EMMNESs recorded a 107% increase within aakeciom $72 billion in

1980 to $149 billion in 1990, then to over $1 trillion by the end of 2005. As illustrated in
Figure 1, in 2013, the outward stock from developing countries was $5 trillion, or 19% of the
worldwide flow of FDI (United Nations Confanee on Trade and DevelopmétNCTAD).
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Figure 1. World outward FDI stock by major economies, 19802013 (millions of

dollars)
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Two motivations drive the curremesearch. The first is the phenomenal growth of
MNEs from East Asian countries such as Korea, Taiwan, Singapore and Malaysia. While the

Source: UNCTAD 2015, UNCTADstat

extant literature on EMMNEs focuses on major global players from BRICS countries, this

study will make a comparative dpsis of Malaysia and Singapore. Second, the dominating

theories of FDI postulate that MNEs must possess ownership advantages before they invest
abroad, but in most cases EMMNES that are successful on the global stage do not possess the
competitive advantges that developed country MNEs migRdmasamy et al., 2012)hus,
they tend to undertake OFDI to acquire the strategic assets they@dukl @nd Rodrigues,

2005; Luo and Tung, 2007This research aims to add to the existing literature by analysing
home and host country institutional and economic development effects, as well as the special
ownership advantage of the MNE itselfhi$ will be accomplished by examining the
activities of Malaysian and Singaporean MNEs in their first foreign destination, and also by
looking at how they engage with the activities of their affiliates in further direct investment

enterprises. A direct irestment enterprise is an enterprise resident in one economy and in
which an investor resident in another economy owns (either directly or indirectly) 10% or

more of its voting power if it is incorporated, or the equivalent for an unincorporated

enterpris§ OECD, 2009)

Malaysian companies have been investing abroad since th&anis, but Malaysian
OFDI became significant in the early 1990s with the compiaticche GATT/WTO Uruguay
Round in 1994 and the formation of the ASEAN Free Trade Area (AFTA) in (Q#2and

Lopez, 2008) According toYean (2007) after recovering from the 1985 economic crisis,
Malaysia seeks to explore ntraditional markets. fie former Prime Minister, Tun Mahathir

Mo hamad, encour aged

Mal aysi an

firms t o

nv.

dependence on the United States, Japan and Europe. One of the initiatives was his business
trip to Chile, Brazil and Argentina in 199Dther than that, the Malaysian So@&buth
Association (MASSA) was formed to promote trade and investment with -Sawtin
countries in 1991. As depicted in Figure 2, outflows grew to USD $0.35 billion in 1991 and

tripled to USD$1.19 billion in 1993. Tke outflows reveal a general upward trend, with the
exception of some moderation in 1997 and 2001. However, it dropped substantially to USD
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$3.4 billion in 2003 before escalating threefold to USD $9.74 billion in 2004. In 2007, the
vol ume of Ma Was yepdrted Gas USD B1D.3 billion, surpassing the value of

inward FDI (USD $8.5 billion). The upward trend for OFDI continued until 2013 at USD

$13.6, while inward FDI remained lower at USD $12.3 bil{oiNCTAD).

Figure 2: Ma | a291sHi iravard andrddtivardl(®iliods of dollars)
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The specific objectives of this study are to investigate key issues on the push and pull
factors in the home and host countriasd the importance of their influence on the OFDI of
EMMNEs. It will focus on, first, the institutional quality in the home and host country that
influence Malaysian MNEs (MMNEs) and Singaporean MNEs (SMNES) in their overseas
expansion; and second, theoeomic development indicators in home and host country that
attract MMNEs and SMNEs undertaking their outward investment. This research aims to
explain the motivation for MMNEs and SMNESs investing abroad, and to design and construct
a model incorporatingdme and host institutional and economic development determinants.
It will also propose policy recommendations (and define their implications to policymakers)
for home country institutions and the decision makers of EMMNESs to make feasible location
choicesfor their OFDI. Despite the fact that literature on the success of EMMNES has grown
considerably, a consensus has not yet been reached to fully understand the behaviour and
dynamics of MNEs from Asia and other developing count(fisn, 2012) Sim (2012)
examined the internationalisation cheteristics and strategies of MNEs from Malaysia,
Singapore and Taiwan using empirical data from six matched case studies at two different
level of economic development based on the Investment Development Path (IDP). The IDP
relates the net outward investnt of a country to its stage of economic development
(Dunning and Narula, 1996)While there have been comparative analyses of several
emerging countrieshere have been no comparative studies conducted using large firm level
data at different level of economies engage by the foreign affiliates. Hence, this comparative
research between Malaysian and Singaporean MNEs will fill an empirical gap and provide a
better and more comprehensive understanding of Asian MNEs, as well as of EMMNES in
general.

Given that comparative study on EMNESs is limited, particularly from different South
East Asian countries, it is the central objective of this chapter to examinanatyse the
differences and similarities in the geographical patterns of outward FDI from Malaysia (an
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emerging economy representing EMNES) and Singapore (a newly industrialised economy
representing DMNES). Malaysia and Singapore are both South Eastcssiatries that have

a similar cultural and historical past, and are both geographically proximate. The Federation

of Malaya, formerly a British Colony, became independent on 31 August 1957. Eight years
later, on 16 September 1963, Malaysia was formed¢twimcluded the territories of the
Federation of Malaya, Singapore, Sabah (formerly British North Borneo) and Sarawak.
However, when Singapore separated from Malaysia in 1965, it sought foreign investment in

the early stages of its development to overctimeadisadvantages of having a small domestic
market and limited natural resourcfisang, 2005) In terms of economic development,
Singapore is nova more advanced economy, categorised as a Newly Industrialised Country
(NICs) along with Korea and Taiwan. In contrast, Malaysia is a fast developing country. In
terms of income level, regardless of having a population five times smaller than that of
Malaysi a ( Mal aysia has a population of 29.7 mi
GDP per capita is five times higher than t ha
$55,182). In general, Singaporean MNEs are more internationalised {eohsith stage

three of IDP) than the Malaysian MNEs, which are at stage (&um, 2012) Figure 3

provides a comparison between the inward FDI (IFDQ &@+DI stock of Malaysia and
Singapore.

Figure 3: Malaysia and Singapore inward and outward FDI stock, 198®013 (millions
of dollars)
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Source: UNCTAD 2015, UNCTADstat

This study contributes to the literature by exploring the phenomenon of OFDI from
Malaysia and Singapore in terms of their unique behaviours in international expansion,
motivations, strategies and location choice. A further point is that, in most caskB\EM
do not conform to the traditional view of MNEBhaumik and Driffield, 2011)Thus, from
observations and gaps in the OFDI literature, this study adopts a more comprehensive
approach by incorporating general theories of FDI with institutional factors and economic
developments indicators in the extension of the model.

In terms of methodologythis study explores the OFDI from Malaysian and
Singaporean MNEs using a large firm level dataset to investigate the activities of MNEs at
the foreign affiliatedbds | evel and their nex
OECD guidelineg(OECD, 2009) However, the OECDOGs definitd.i
because it does not exclude the activities of holding companies in tax havens and offshore
finandal centres. Thus, this study excludes holding companies for each level of direct
investment and those investments that return to home countries. Numerous recent literature
uses official data to measure the FDI outflow (either stock or flow) that igrexdsavens
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issues and activities of holding companies in tax heavens destination such as Hong Kong, the
Cayman lIslands, the British Virgin Islands and other places such as Luxembourg and the
Net herl ands. Thi s of fi ctirail p pilaptgalemshatfinvadvess f r o |
investment holding companies undertaking investment abroad, which did not represent real
economic activity(Buckley et al., 2013; Sutherland and Ning, 2011; Ning and Sutherland,
2012; Yao and Sutherland, 2009he dataset is obtained from a novel filewel database,
t he Bureau van Dijkés (BvD) Orbis, to obtain
Bureau v. Dijk database (Amadeus for Europe and Orbis for the World) is a useful source of
secondary da, as this data has the appeal that comparisons of Malaysian OF®&Visis
other countries can be undertaken, as comparative analysis strengthens this type of work.
Simultaneously, the research provides recommendations to policy makers and MNEs to
identify new outward FDI opportunities in other feasible destinations and sectors.

The findings of this paper suggest that there is a need to extend the extant theories of
FDI, particularly when the OFDI of firms from developing countries like Malaysia and
Singapore are brought into the equation. The findings of this paper are that Malaysian and
Singaporean OFDI behaviour can be explained by three major attributes: institutional factors,
economic development indicators and the special ownership advantagediohshéviore
specifically, the results indicate that Malaysian MNEs are most likely to establish their
operation in neighbouring countries if the quality of government system and administrative
procedure is void at home, rather than choosing OECD andRiest World region far from
home with a dissimilar culture and complex administrative rules and regulations. This finding
supports the Stages Model that that MNEs are more likely to invest in those countries with
similar cultures and psychic distan¢®mhanson and Vahlne, 1977; Johanson and Vahine,
2009) In contrast, separately from the independent variables, Singaporean MNEs are more
likely to invest in the OECD region cqrared to Malaysian MNEs.

THE GENERAL THEBRIY O

Several dominant theories exist on the development and motivation of FDI that are relevant
in explaining OFDI activities, but most are related to firms from advanced couBinigdey

and Casson (1976yere the first to formalise various streams of thought into a coherent
theory of MNEs. This theory postulatéisat firms will invest abroad if the benefits of
exploiting firm competitive advantages outweigh the relative costs of the oper&tiomsng

(1979) brings together internalisation theory and traditional trade economics to create the
eclectic paradigm of FDI. In the MNE theory, FDI was explained by identifying three types
of special advantages MNEs have: the ownership, location and internalig&tidp
advantages. Firms will internationalise when they have ownership advantages (patents,
technical knowledge, management skills and reputation) to be exploited abroad in a location
that offers lower transaction cost (I advantage). AccordirBuickley et al. (2007)the OLI
paradigmalso suggests a location choice aspect, in that MNEs undertake OFDI based on
three main motivations: markeeeking, efficiencyseeking for cost reduction, and resource
seeking (including strategamssetseeking FDI).

Rugman (1981)developed the matrix of firm specific advantdgesintry specific
advantages (FSACSA) at the MNE level, which underlinesthe canpy 6 s mot i vati o
investing abroad first to exploit its FSA,
knowledge, and managerial or marketing abilities; and, further, to benefit from host country
advantages such as natural resources, labour fortteratufactors, tariff and notariff
barriers and public policies. Another general theory of FDI is the Stages model, which
identifies geographic distance for firm internationalisatidahanson and Vahlne (1977)
postulate that firms start to internationalise in markets close to the home market in psychic
distance terms, gradually entering markets further away andingdosv risk entry modes,
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later increasing their commitment to better exploit the market potential. This process involves
a concept of liability of foreignness (LOF) that explains why foreign firm need to possess
FSA to offset the liability.

As the geneal theory of FDI has been built largely on the experience of industrialised
country investors, there are inevitably questions over whether these theories can be readily
applied to emerging market investo(Byckley et al., 2007)According toHennart (2012)
the argument surrounding the theory that can explain EMMNESs are divided into three camps.
The first IB scholars invoked the OLI modbEklieving that EMMNESs will not be successful
in investment abroad owing to the absence of a strong FSA; their current foreign investment
are ill advised and will not survive for long term. A second group of researchers agree that
EMMNEs invest abroad regdless of whether or not they possess FSAs, which indicates that
the OLI model is unable to explain EMMNEs and should be replaced by a specific theory
applicable to EMMNEgMathews, 2006)Another group argues that the OLI model must be
extended because EMMNES possess unconventional types of FSAs that are not included in
the mode(CuerveCazurra2012; Ramamurti, 2009; Ramamurti, 2012)

WHY ARE EMMNEBEDNTFFE

An emerging market is often characterised by poorly developed institutions in terms of social,
political, geographic, economic factors, as well as regulation, which have been termed
institutional voids(Khanna and Palepu, 199Blowever, this disadvantage has become an
advantage to the EMMNESs, as it gives them initial FSAs to operate in difficult environment
in local, which they reinforce later in foreign investméRamamurti, 2009; Ramamurti,
2012) EMMNESs are often capable of turning these disadvantages into advantages when they
embark on foreign investmef€uerveCazurra and Genc, 2008yloreover,Madhok and
Keyhani (2012)argue that EMMNES need theoretical advancement, contrary to the extant IB
literature, to answer the question of how to make the most of what they have to create
advantage. In their study, they introduce the conceptiadfility of EmergingnesgLOE),

which is incurred due to national environments that suffers from underdeveloped markets,
unsophisticated customers, weak suppliers, infrastructure bottlenecks and many other
institutional voids. To overcome the LOE, EMMNESs undertake outward internationalisatio
through acquisition in advanced economies. Acquisition of firms from advanced countries
makes it possible for EMMNESs to acquire the brand or world class image in one quick step,
thus overcoming the Aless than world cl asso

Child and Rodrigues (2008rgue that the internationalisation of Chinese firms is
significantly impacted by institutional factors becaukey receive large amount of support
from the government. Many developing countries are characterised by a heavy institutional
and political involvement in their business system. Ti@tsld and Rodrigues (200%jave
suggested that international business theory needs to take the role of government into account
in developing and transitional countries. A few studies discuss governnvehiement in
emerging market OFDI. For instanceyo and Tung (2007)nention home government
encour agement f o rcularfysvia rstateovwgnbdo emterdrises (S@EsY, while
these MNEs are still being subject to home government influence due to fact that their
governments are usually the largest shareholdétennart (2012) also discusses
complementary local resources (CLRs) such as land and natural resources, which are
monopolised by the government and oalilable to local firms.

Buckley et al. (2007ytilise the general theory of FDI in their study of Chinese OFDI,
incorporating three special explanations of capital market imperfections, special ownership
advantages and institutional factors. One of the common institutional vdetedreo
emerging market is an underdeveloped capital market. HowBuekley et al. (2007jind
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that the Chinese MNEs have transformed the disadvantage of operating in market
imperfections into ownership advantages, whereby the-stated firms provide capital at
below market rateto the Chinese MNESs, soft loans granted to potential outward investors
due to inefficient banking systems, role of business group to raise capital for their foreign
affiliates due to inefficient internal capital market and cheap capital from family menhibers
their studyBuckley et al(2007)also recognise that the dark side of government involvement
includes high levels of bureaucratic engagement and burdensome administrative FDI
approval procedures, because the government will often control the amount, direction and
scope of outwat capital flows. SimilarlyLuo and Tung (2007nention that SOESs receiving
greater institutional support and government undemgialso face higher bureaucratic and
political intervention.

Building onextant theories and previous research, six hypotheses are proposed:

H1l: Government effectiveness of the home and host country is associated positively with
the location choice d¥lalaysian and Singaporean MNEs in undertaking OFDI.

H2: Economic development of the home and host country is associated positively with the
location choice of Malaysian and Singaporean MNEs in undertaking OFDI.

H3: The size of the firm is associated paaty with the location choice of Malaysian and
Singaporean MNEs in undertaking OFDI.

H4: The age (experience) of the firm is associated positively with the location choice of
Malaysian and Singaporean MNEs in undertaking OFDI.

H5: The type of ownership @tedowned or private firm) is associated positively with the
location choice of Malaysian and Singaporean MNEs in undertaking OFDI.

H6: The type of industry determines the motivation of Malaysian and Singaporean MNEs
in undertaking OFDI.

METHODOLOGY

The kase model estimates the probability of the firimvestingin different regions according

to determinant variables using multinomial logistic regression. The location of OFDI is
classified into four main regions in this analysis based on political regiansely ASEAN
countries, other Asian countries, OECD countries and the rest of the world. The explanatory
variables are classified into three groups as summarisSeabie 1

Table 1: Explanatory Variables

Firm level data Governance index Economicdevelopment
Age of the company Voice and accountability GDP growth
Size Political stability GDP per capita
Industry Government effectiveness Population
State ownership Regulatory quality Host patent

Rule of law Skilled labour

Control of corruption Natural resources

Source: Bureau Van Dijk Orbis, The Worldwide Governance Indicators (WDI) and World
Development Indicator (WDI) database.
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The four destination groups where chosen after considering different regions according
to distance, political relations and the results from estimations. All the independent variables
were also considered, but fgovernance stability and economic indigatihe best approach
was to estimatéactor analysigo identify relationships between the variables. The reason for
this was to measure the institutional and economic indicators, which proxied by governance
and technology and to avoid the problem of ncoltinearity. Based on factor analysis
regression, two factors where developed: a governance factor and a technology factor. A
multinomial regressiorwas estimated using the selectileloped independent variables,
identifying differences between Malayssnd Singapore through composite dummies for
Singapore.

RESULTS AND ONSCUSSI

To check the level of influence of each determinant, this study calculates the marginal effect
associated with the multinomial logistic regressions as illustratéichlile 2. Overall, the
marginal effect results indicate that large Malaysian and Singaporean MNEs are both more
likely to invest in ASEAN countries than small or medigined firms. There are significant

and strong results by industry. Each of the industries deservearticular analysis. A
substitution effect appears to exist between other Asian and OECD countries. Government
stability appears to favour the investments in OECD countries and to avoid investments in
other Asian countries. It is interesting to notet tihe technologyseeking motivation is more
attractive in other Asian countries and diminishes the probability of investing in OECD.
Apart from the Information and Communication industry, Malaysian and Singaporean MNEs
seem to be indifferent about investme in the rest of the world. In contrast, Singaporean
MNEs show strong significant regional differences in the probabilities of investing abroad
compared to Malaysia. Singaporean MNEs seem to be less affected by the size of the
company than Malaysian MNER contrast to Malaysian MNEs, Singaporean firms are less
sensitive to investments in the Information and Communication industry. Overall results
prove that statewned Singaporean MNEs tend to favour investments in OECD countries.
Separately from the dependent variables, Singaporean MNEs are more alike to invest in the
OECD than Malaysian MNEs. Parsimony of the model is tested using joint test regression for
the Singaporean firm composite dummy for all the explanatory variables, as shbalvlen

3.

Table 2: Marginal effects per variable
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Variable

Malaysia

Differences with Singapore

Rest of
the World

Rest of
the World

Other
Asia

ASEAN OECD

(Base)

Other
Asia

OECD ASEAN

(Base)

Variable

Age of the company -0.0* 0.00 0.00 0.0 0.00° 0.0** 0.0 0.0
size (Base=Small)
Middle 0.29 0.15 0.01 -0.0 0.48** 0.4** 0.00
Big. 0.58** -0.6 0.01 0.01 -0.5** I 0.62 -0.0 0.0
Industry (Base=Manufacturing)
Finance and Insurance 0.10 0.02
gmﬁ?ﬁ:’?&:{a” trade: repair o1 013 00 00
Information and Communication 0.06 l 0.83** I 0.17 l -1.0* I 0.4 [ -0.7* ] 0.12 [ 1.01* ]
Professional Activities [ -0.2** ] 00 0.29** 0.01
Administrative Activities 0.05 -0.7 0.78** -0.0 0.2 0.82 0.6 0.03
Real Estate Activities -0.1* 0.06 0.08 0.00
Construction 0.01 0.20* 0.2 0.03 0.1 0.0 0.21 -0.0
Transportation and Storage -0.0 0.13 0.2* 0.11 -0.3%* I 0.09 0.45 l -0.1* I
Accommodation 0.1 0.28 -0.2 0.07 0.26 0.5 0.51* 0.1
Mining 0.1 -04 0.51 0.15 035 0.60 -0.8** 0.1
Other Services 0.2 -0.6 0.63* 0.16 0.1 0.72* 0.5 -0.0
Unknown -0.0 0.67** 0.6%* 0.04 0.37* 0.1 0.1 0.0
Holding Companies 0.12 0.21 -0.3** 0.04
State Ownership 0.02 0.06 I -0.1%* 0.04 -0.3%* ] 0.1 0.45** 0.0
Governance Factor =iz 2.7* 3.89** 0.07 0.36 148 il 0.05
Technology Factor 0.69 2.29° 2.6 0.3 0.8 1.0 214 0.2
Singapore Effect (constant) 04 0.9 1.46** -0.0

* ** indicate significance level at 10% and 5% respectively

Table 3: Parsimony of the model: jointtest results for the Singapore composite dummy

Joint-test variable chi2 Prob > cli
Age 13.04**0.0003
Size 6.42**0.0113
Industry 1.62 0.2027
SOE 9.79*+0.0018
Governance and Technology 3.5 0.0613
Overall Model 4.61*+0.0317

CONCLUSI

* ** and *** indicate significance level at 10%, 5% and 1% regpety

ON

The Malaysian government could provide more incentives, facilities and promotional
activities for small and medium MNEs to invest in the ASEAN region. The financial support
for small and mediursized firms would encourage more outwardl RD neighbouring
countries and support the regional agreement for ASEAN. The budget for 2007 announced an
increase in the paidp capital of the EXIM Bank by USD $0.5 billion by the government to

enhance

t he

bankods

r ol

e

icompgniesoinveastihg abrgad,fandn a n ¢ |

the setting up of a USD $25 million Overseas Investment Fund to finance thepstaxts of
domestic companies doing business overseas; these measures will be sufficient for this
purpose. For the corporate sector, opputies beyond national borders are abundant and
overseas investment would be increasingly regarded as an important strategy to maximise
companyo6s
wholesale, information and wonunication industries could provide a large network and
diaspora/ethnic to local firms to invest abroad. This is supporteéddy (2011) who
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investment development path (IDP) as the nation has embarked on a higher level of economic
development, with domestic firms building up ownership advantages and expanding their
operations abroad. With competitive pressure from globaisatind increasing trade
openness within the country, Malaysian firms have to respond to these challenges, either by
relocating their production activities in the host countries to gain competitive/cost advantage
and to expand markets, or by moving upstréarachieve higher value added and total factor
productivity in the home country. Furthermotk&ieh et al. (2008)mention that the time

frame for achieving the next stage can be shorter if ydaaparticularly (and ASEAN
members generally) make the transition from a paternalistidd@am governance structure

to a pluralistic market economy structure. Malaysia should also grab the opportunity from the
emergence of fagfrowing economies like tha and China in the world market. For example,

by Il ocating producti on in Chinaods l ow | abo
advantage in terms of price and therefore be able to compete and survive in the challenging
market.
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THEROLE OF GOVERRNRABNKE,AND COMPINI ANCE
SUCCESSFUL PORRBOECD MANAGEMENT

SAIF SAEED ALQUBAISH

ABSTRACT

GovernanceRisk andCompliance(GRC)aremethodologesthat areused for the betterment

of corporate decisions, both tactical and strategiCaky will also directly affectthe
corporate capacity tacquirean exhaustiveamprehension of their riskVithout a genuine
comprehension of the considerable number of risks it confronts, the capaatnotsettle

on solid vital and strategic choices that push supportable cost efficiencies, quicken execution
and drive gainful deslopment. Overseeing risks in a project is achieved through the portfolio
methodologywhich encourages conformity arttie reallocation of assets among tasks and
takes into account extra portfolio risks and interdependencies between risks. In the field of
business today, the success of the project depends on early and aggressive risk identification
activities. It primarily depends on collaboration and coordination of the related stakeholders.
An integrated approach is used to effectively mitigate andipaigcthe risk, which can have

a critical impact on the project.

Governance is another elemémit hasbecome popular in recent years, especially after
the fall of big business giants globalBfficient governance allows thmely identification
of possible risk and the related remedies. Corporate governance focuses on developing and
establishing a decisiemaking architecturérom the upper level to the front lirtkataims to
strengthen the business model and m&enthe performance, eliminateskiand contribute
to project value. The ultimate goal i ensure accountability, timely disclosure of the
information and authority. Research shows that corporate governance is equally important for
the internal and external stakeholders. Achieving titetevel of sustainable compliance is
considered a primary goal of the businessd leaders are required to unveil new and
unprecedented methods for reducing costs, improving business performance, and
strengthening the decisionaking process. In shorty acompetitive and fagbaced business,
success depends on attaining the balance between risk and opportamitigdsis becoming
more complex with time&vith the number, budgeindscopeof programmesand projects.

The concept and application of rfolio managementhas gained attention in this
regard. It is a process of holistically looking across different procesysagathe strategic
alignment and return on investmafitportfolios It is a systematic process of opting for the
right programme and project for the corporate strategy. It translates andiaptile strategic
vision to the individual projectdeading to a greatest potential efficiency. GRC integrates
isolated projects angrogrammesn an efficient and effective businessde way with a
control structurdgo ersurethat strategic initiativesalign with the risk management process.
Therefore, it is a branch of management tadgé&s attaina balance between the competing
demands of stakeholders, regulators, market forces and arstofortfolio GRC enjoya
fundamental importance in the world of business and its success for government. This
researchaimsto develop a relatiship between GRC and portfolio management, which will
facilitate the entity in strategically aligning thesogirces and processes in the government
sector.

Keywords: Governance, Risk and Compliance, Portfolio GRC, Portfolio Management
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| NTRODUCTI ON

Over the years, the adoption pbrtfolio project managementPM) has experienced
significant growth in a variety of disciplines witheaim of ensuring that tasks are aligned to
diverse sectorsand departments (Kaiser, 2015). Notably, the continuously elevating
economic requiremesito reduce time to market indicatdgt projects such as these are not
conducted individually and are always meant to satisfy a larger scope of priorities. Given that
interrelationships in various business environments have letlrise in the number of
projects undertaken together withgovernment, there has been an increase in the foeed
GRC on the running portfoliggrogrammeand projects. The combination of these aspects has
led to model results from projects conducted by various @@i@on and government
departments across the g (Patanakul, 2012; Badewi, 2016). Irrespectivéhe increased
adoption of suitable PPM and GRC in the management of various projects, the value arising
from such projects is subject to scrutiny through case studies, Whighconcluded that

most projets are not conducted to end within the specified time frame and blesgng to

the delivery ofincomplete reports (Teller and Kock, 2013). As a consequehees are
disconnects between existing projects that are misaligned or managed as a SecfieAsro

a result of thisgovernment and enterprise project governance and compliance officers have
endeavoured to develop structured ways to manage multiple projects in a manner that
maximises value addition in the project activities. Further on, the integrafiddRC, in
accompaniment with PPM, in the management of various projects has enhanced the
alignment of enterprise and government projects with the critical strategies that forrh part o
theapproval and initiating processes.

Recently the awarenessf the need folGRC as part ofthe portfolio has increased
specifially governmental entities due to the strategic importance giritgrammse andthe
requirement to align thprojects wih government aims and strategic objectives, as wéfl as
corporate GRC. Government representatives and senior manageneta éragsure that the
areable to capture the risks facing them and their propaad government should have the
resources to hate any obstacles facing them and convert the obstacles to corporate value.
However, project governance and risk @waysbe indicated on the project leyélut still
cannot be indicatect the programmelevel and portfolio (Neckowicz et al.,, 2015). For
effective corporate operations, corporate strategy, portfplagrammeand project strategy
need interactiorfMayer et al., 2015). Activities of business alignment along the integrations
of project governance and the associations among process andrstractthe main
requirements of havingortfolio GRC.

Many of the objectives under strategic planning are not achieved due to the differences
betweerthe implemented strategic planning in igahnd the corporate objectives (Killen et
al., 2015).To transformthe planning into real action, corporations have tonoee effective
in their ability (El Kharbili, 2012) Batenburg et ali2014) similarly found that articulating
strategies by corporations easierthan executingstrategyin practice. Hence, thdefined
strategic objectives and pkmave to be transformed into action plans as welinés
completedprojects. Corporations on specific governmental entities are not capable to have
visibility on their programmesand projects within their portfoljowhich leads to lack of
proper selection and priogation of projects Nor are theyable toexecutethe projects in a
cohesive and consisteway to reach planed corporate objective$ich set obstacles the
way ofexecutive management and stakeholders

In this paper, the gap ithe literature concerning project governance, risk and
compliance is examinea@s the alignment dProject GRC (PGRC) with corporate GRC is
significant for success. The initial literature review conducted in the area of PGB&sre
the lack of significant literature in this area and the absence of clarity on the measurements
and markers with a specific end goal awtlich are used tassessthe quality, risk,
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governance and compliance. This paper presents a detailed reviewCadreRPPM and the
impact creation through their combination as PGRC. PPM rotates around the current practice
of management of projectgiving rise to guidelineor monitoringprojects being carried out
across the countrio bring about effective managenteof the government risk exposure,
which is critical to financial sustainability as well as forming an integral part of governance
risk compliance.

PPM

The concept of project management and its development can be traced back to a report
published by theJK institution of Civil Engineers. It discussed p&orld War Il national
development and drew attention to the need for a systematic appwiitha planned
breakdown of activities to achieve fixed objectivim the literature, a projeds describedn
many waysfor examplei t can be described as fia tempor
product, service or resulto (PMI, 2013) . Be
programmes The termfipprogrammemanagemeidt has been defined in the litgure in
various ways; however, most definitions refer to the coordinated management of a collection
of interrelated projects (Sarbazhosseini et al., 2014). The importangearogfamme
management in orgamng both potential and approved projects and dEs/and presenting
an integrated approach to project management has often been discussed in the academic
literature (Jonas et al., 2013). This approach ansityeeneeds of working with higpriority
objectives to support the implementation of the coaf@o strategy at the same time
increagng the visibility of the important projectst higher managemetgvelsand prioritsing
those with the highest potential for stakeholder value maximisation.

In PPM, a distinction between three elementsollaboraton, foresight and risk
managementis observed, as per the project management theory (PMI, 20h8& they are
noted as to be closely linked, they aeverthelesslistinct. PPM is noted as a broad concept
with a series of processes that lead to selecfrioriisation andallocation of resources for
multiple projects (at independent level) gsrdgrammegPMI, 2013; Voss and Kock, 2013).
In PPM, there are few main components that define its importance and hence, the framework
of operation (Kaiser etla 2015; Yang et al., 2014). These components include strategy
governance, processes and methods. Strategic alignment is crucial for the successful
management of a project portfolio. They emerge from the mission, vision and objectives of
the orgarsation Governance in PPM is targeted to distribute responsibility among various
members (i.e. internal and external) that are involved in deemsaking (Alneyadi and Ali,
2014).

Key factors affecting the success &#PM

PPM as a process is executed many times in a year by matching it to business type,
organisational sizand theculture followed by the management (Heagney, 2016). The aim is
to translate strategy into initiativép identify programmesand projectsto optimise the
portfolio followed by its approval antb identify risks and suggest remedial strategies for
them (Kerzner, 2013).
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Figure 6. Key Factors Governingthe Success of PPM (Kerzner, 2013)

The success of PPM is associated with its stages of implemengtithe initiation stage, a
poor link betweerthe strategyandthe objectives affects the overall implementation, as seen
in Figure 1 (Heising, 2012). Sttegic initiatives within PPM are collectibpgogrammesand
projects that lead to attaining specific performance objectives through a vision (Martinsuo,
2013) and act as competenciesaarossfunctional level. Similarly, boostinthe economic
value of rew initiatives improvethe performance of projects aptbgrammesequired to be
defined at a high level (Bakar and Yusof, 2016). Setting their scope iretbasghances of
successhut thisneeds to be undertaken as a phasgproach withan emphasis o risk
(Lerch and Spieth, 2013). With strategy, the rolehefdecisioamaking framework and its
formulationleadsto optimsed portfolio and enhanced economic value creation (Aubry and
Hobbs, 2011; Patanakul and Shenhar, 2012). A point to note iththtameworkdiffers
based on the geography as well as the business sector of thisatigian

PPM and its success, as attributed by literature in the past, has been linked to
management approach in terms of ojgation of the portfolio (Kaiser, Arbirad Ahlemann,
2015; Aubry and Hobbs, 2011). It raises concetnsutthe need to continue projects found
to be lowin economic value and emphged on its termination in order to aligmth the
overall strategy (Klingebiel and Rammer, 2014). It is a pathefrisk alignment achieved
through effective decisiemaking formulation. On the other hand, the success of PPM can
alsobelinked to its execution, as found by Aubry and Hobbs (2011), achieved through the
review of projects angrogrammesn terms of rsk. By bringing in corrective measures, risks
can be controlled with due attention given by the management towards high risk factors
(Teller, Kock, and Gemunden, 2014). This requires a holistic approach with aisedtral
view on risk management and politho managementwith a collaboration betweensk
monitoring and decisiomaking. The implementation of PPM, as plee literature, is also
linked to the differentiation of risk activities throughtop-down versusbottomup approach
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(Martinsuo et al., 204). With similarities in portfolio management, risk management in
enterprises can be efficieim managing operational, legal, financial and compliaretated

risks with the output derived in the form of an audit plan (Costantino et al., 2015; Eggers,
2012). This enables effective management of risks in PRNile bringing together risk
intelligence with decisiommaking optimising the overall portfolio (Kaiser et al., 2015).

| NTEGRATI ON NMFPBRC |

Increasing business complexity, regulations and accountability have led organisations to
focus on initiatives related to risk, compliance and governance (Samra,\26a®te and da

Silva, 201). With existinginterdependent risks and shared controls, tiitaiives taken to
control and managsuchrisks enhance effectiveness, as sedrdnre 2 Racz et al., 2001
However, thereis also arisk of duplication triggered from risk initiatives that work in
corporate compliance creating uncontrolled cosBhafat, 2012 In orgarsations,
governance exists in various fornreinging from policy developmerand enterprise risk
management to compliance through regulations and business performance review. The
process of governance is interlinked with risk managenvehich allows firms to identify,
measureand prioritise risks for effective control through strategic orientatibar¢ker and
Tayan, 201h On the other hand, compliance brings in overall management of risk and
governance througthe policy setup and nocess obligationsvhich are inturn an essential

part of the overall corporate strate@dufler and McGovern, 20}2

STRATEGIC FIT GOVERNANCE RESOl_JRCES o _

Alignment with the | | Achieving PPM through valug | Evaluation and application of availabl

firmbdbs obj|eg creationand risk control resources antheir segregation
INTERDEPENDENCIES

ALIGNMENT AGILITY Management of resources

Top-down strategic Realign PPM with change i RISKS/ ISSUES

alignment strategic objectives Control of risks in PPM without affecting
decisionmaking

STRATEGIC FIT GOVERNANCE

Figure 7: Key areas of challenge in PPM (Costantino et al., 2015; Kim et al., 2011)
Over the past few years, the emergence of an integrated approach tta&RB€embserved
with each feature overlapping with tbéher, creating a comprehensive system for corporate
managementL@ma and Anderson, 2015; Bhagat, 2012argescale orgaisations that have
overlapping systems and departnsgiace the issue of duplicatipteading to conflicts and
delayed decisiomaking (Nissen and Marekfia, 2014icClean et al., 2009). Through an
integrated GRC, corporate systems have the power to hamallgtiplicity of governances,
risks and compliance initiativetbgether(Kim et al., 2011).This brings changes to the
organsation in the form of a single solution without altering the overall corporate strategy of
the company in dealing with compliance and risk management, and in line with multiple
regulatory conditions (Larcker and Tayan, 2015). The challenges of PPM are elaborated i
Table 1.

Challenges of PPM Risks associatedvith PPM
Strategy Misalignment of the portfolio with strategy Failure to meet the strategic goa
Multiple overlapping projects with single driver at proje Reduced (delayed) performance
level Additional costs due to delays
Poor prioritsation of projects and project goals
Governance Low priority towards low performing projects Resource misallocation
Lack of scrutiny in developing unrealistic benefits Delay in meeting deadlines
PPM extending beyond the portfolio Poor strategy deployment
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Mismanagemet of delivery of projects due to poc Poordecisionmaking

sequencing
Management  Poor expertise of PPM management Poor delivery and delays
Poor prioritsation of PPM skills/experience Inconsistencies in execution

Poor orgaisation capacity to achieve change absorption Increased costs and low quality
Tools for portfolio data management
Portfolio reporting

Table 1: Challenges andrisks associatedvith PPM
With consideration towardshe commercial, regulatoryand philosophical elements that
impact a firnis performance, an integrated GRC approach brings in effective control on
incident management and failure of risk management (Eggers, 2012). Titeoman
integrated GRC system for an orgation is primarily clarity on the processes to be
followed to achieve the desired result without complications (Hardy and Leonard, 2011).
Today, the core GRC components and their platforms are provided bgrilerg and they
are then configured to fit in the diverse GRC solutions of individual firms. In a multi
project business environment, firms understidradadopting proper portfolio management is
a means by which there can be an overall performanceowament, cost cutting, risk
reduction and increased return on investment (Costantino et al., 2015; Eggers,A2012).
successful strategy towards PPM should have the ability to direct the businesses from the
very first step of project selection up to its exgon (Neckowicz et al., 2015; Khameneh,
Sobhiyah and Hosseini, 2016). It reflects the need for a GRC model that can play a crucial
role in imposing accountability, aiding in crefssctional alignment as well as making sure
that issues are worked uponthg decisionmakers.

Integrating Governance in PPM

The needor robust governance always exists to achieve a successful and efficient portfolio
managementToo and Weaver, 2014; Mosavi, 2014he existence of proper governance

will assistthe corporateperformance management office (PMO) to attain a better alignment
with goals and business stratefptflowed byanincreasingprojectsuccess rate and return on
investment on a portfolicRacz et al., 2011). In PPM, the integration of governance is found
to link to a few important benefitsincluding issue escalation and developing a culture of
accountability (Crowther and Aras, 2013). Issue escalation assists PPM managers in
identifying the stakeholder@ecisionmakers) and communicating the issues wigmnthfor

qguick remediation. They are required to identify the dependencies in the form of HR, process
or tools ando incorporate theninto a resolutionwithin a specific timeperiod (Nissen and
Marekfia, 2013; Racz et al., 2011). On the other hand, govegnam PPM allows
development of a culture of accountabilityherein the performance goals are aligned to the
business values and hence form the success criteria for PPM success (Lama and Anderson,
2015; Bhagat, 2012).

The integration of governance in PRMhances the role of communications and also
the crossfunctional coordination within the teams (Racz, Weippl and Bonazzi, 2011; Asnar
and Massacci, 2011). The strategy for communication must be developed by portfolio leaders
for ensuring accountability whin the company culture, thereby improving its overall
performance. The strategy should presdaar goals and avision and mission related to
PPM with centrabed communication plans to meet stakeholder needs (Larcker and Tayan,
2015). Crossfunctional coordination in PPM requgalignment of the portfolio with the
PMO, attained through the establishment of strong regulations aapdrtfolio charter
(Mosavi, 2014). It also forms the base for gap assessmperformed by the PPM leaders
comprehendingthe future state and the essentials to meet the portfolio and corporate
objectives. In PPM, the role of governance is linked with the process automation and
alignment of the calendar with the process gdattective governance in PPM conwthe
policies automatically by making use of standsed communication tools such as
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SharePoint. Similarly, aligning the objectives throagtalendar allows rhythrbuilding in
PPM, thereby overcoming delagsid reducing complications in project tasksdaaverall
planning Schéafer et al., 2032

Governance Benefit Sources
integration in PPM
Issue escalation Allows recognition of escalation dependencies like tor (Too and Weaver, 2014

processsand human resource®llowed by incorporation Mosavi, 2014)
of predictability and repeatability

Culture of Aligning of objectives with performance goals to brii (Larcker and Tayan,

accountability business value in line with success criteria of the portfoli 2015; Schafer et al.
2012)

The role of Communication plan developed by portfolio leaders (Mosavi, 2014; Bhagat

communications ensuring accountability within the company culture 2012)

Crossfunctional Achieving cross functionatoordination with PMO througt (Mosavi, 2014; Bhagat

coordination establishment of strong portfolio regulations and a che 2012)

for portfolio management

Calendar alignment Alignment of management aspects in PPM and t (Larcker and Tayan
recognition at all levels of the portfolio 2015; Too and Weavel
2014)

Process automation Conveying the policies automatically through standardi (Mosavi, 2014; Schéfer €
communication tools that are updated on a regular basis al., 2012)

Table 2: Benefits of integrating governance in PPM

Integrating Risk in PPM

Given the market demands and the competitive landscape of businesses, the need to stay
competitive while meeting the corporate goals is highly necessary (Mager 2015Nissen

and Marekia, 2013). For a single risk project, compliance is vital with the factors of time,
cost and the level of quality as the main objectives. However, in PPM, choosing the right
projects within portfolios and managing them with effective alignment and baiance
necessary for overall success (Gozman and Currie, 2015). While the interrelation qualities of
projects between portfolios are favouralleey dso pose certain risks, apart from single
project risks (Hilson, 2016). The structure of the hierarahthe corporate leveinust be

aligned withthe portfolio level, and any failuia this can lead taherisk of information loss,

delay and excesg costs (Kendrick, 2015).

To reduce the riskef PPM, a portfoliewide approach is suggested that encompasses
resource allocation arits adjustment to meet project requirements (Kendrick, 2015; Mayer
et al., 201% Given the probability of new risks arising from the portfaia the existence of
interdependences, risk management in PPM should be undersakkree levelsi at the
project,programmeand portfolio level (Kerzner, 2013; Thamhain, 2013). Such an approach
has the potential to lower risk amdduceduplication leading to enhanced efficienand
accuracylt also introducedransparencyo thePPM process through the identification of the
key transferences that have failed between interconnected projects. -Aewaibped risk
approach in PPM allows provision of recovery from risks, impralessionmaking and
focus on objectives, and enhances the overall performance of the decéiomy process
(Thamhain, 2013). It boosts the success rate of the process significantly while taking control
of various contingent operations that negate thefastor. This includes contingencies in the
form of uncertainty, complexity and portfolio typé&dller, 2013.

The need for risk management in PPM also arises from the fact that there are
differences in risk management in project and portfolyreQnan € al.,, 2014. The
performance of risk management in finding and eliminating risks at project level is higher
than at portfolio level (Thamhain, 2013). Risk management in PPM requires a more holistic
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view, given the low availability of researcbn the appkation of risk managemertb
portfolios and the complexities that exist in identifying risks (Kim et al., 201rigth#erpoint

to note is the lack of literature on the integration of risk management process within PPM
(Drennan et al., 2014; Vicente andS$i&va, 2011). While the importance of risk management

in portfolios is widely understood by orgaations, there are complicationslinking it with
strategic objectives and its influence on the risk management cycle of individual projects and
programmes(Nissen and Marekfia, 2013). Hence, rihas aneed for aneffective risk
management process for PPM that transcends pilepsst risk managementliminating
interdependencies in projects and thereby portfolios. Such a process will allow knowledge
exchange across the portfolio and increaseliamceof successanchez et al., 2008

Integrating Compliance in PPM

In PPM, managing compliandg achallenging task, given theeed to comply witimultiple
laws (locally and internationallythe diverse lines of business atite existence omulti-
national business operation&l (Kharbili, 2013. It is highly essential that businesses
undertaking PPMunderstand the intensity @ivhat aspects the business needs to comply
with.0 More importantly, it is abouthow to make people take accountabdifiitchel and
Switzer, 2009; Bhagat, 201.2The process of PPM compliance encompasses asfepr
approach Hat initiates the identification of the legal, statutory, contractual and regulatory
obligationsfaced bythe businessAbdullah et al., 2016). This includesquirement analysis
anddeviation analysideading to deficiency management and reporting cuou@ntation
(Tricker and Tricker, 2015 This fourstep approach to compliance management is a standard
framework that allows firms to build a control system interndfgrker and Nielson, 2011;
Mayer et al., 2016 Compliance in PPM is undertaken throumindit, security checks and
selfassessments, with the examination frequency varying from one channel to the other
(Mayer et al., 2015; Racz et al., 2010

In PPM, assurancef achievingthe set of objectives on reporting and compliance
reliability is achieved through an effective integrated GRC moé#¢ (and Ola, 2016;
Gozman and Currie, 20L5Compliance is hence considered a vital aspect of the GRC model
in PPM, which allows compliance with laws and regulations externally and integrates various
catgories of the system for complian@nd reporting review Abdullah et al., 2016;
Batenburg et al., 20)4A weak point in a standard compliance management framework is its
poor integration with risk managemens there are no risks identified for rommgdiance
(Nissen and Marekfia, 2013An integrated GRC in PPM should consider the alignment of
compliance with risk management to enable a compliance approach bakedisiof non
compliance Parker and Nielson, 2011; El Kharbili, 2012

To achieve awgccessful compliance model while in integration with the other elements
of GRC, companies are requirad focus on delineating policies and framework for
complianceand to checking compliance healttRémezani et al., 2011Along with the
above,companiesshould also focus on preparing checklists, enabdingpmatic toolsand
ensuring provision of regular updates on the compliance proBbesgdt, 2012; Ettredge et
al., 201). Enabling compliance processsin companies with elements of governance and
risk is a complex process. As identified bgma and Anderson (201%here are two main
procedures to adhere to. The first procedsreetting up the conditions for the procedures,
work andinfrastructurealong withthe statutory recordsSchéfer et al., 20)2later classified
into policies and processAgnar and Massacci, 2011The second procedure covers
licensing, returns, paymengmnd registration among otheraspects(Vicente and da Silva,
20110. Companiesalsoneed to focus on enforcing compliancaretemployee level, with a
team delegated to monitor, review and manage compliance status and (Rpox et al.,
2010; Vicente and da Silva, 20)1a
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CONCLUSI ON

The PPM concept and the integration of governance, risk and complisnbeth
challengingandintriguing. While thee is extensivditerature on PPM and GRC, there is not
much literature in the field of PGRC, reflecting a need for further probitogtims unique
concept and its application in the government and private se®otwithstanding the effect
of GRC on the concept of PPM, it can be said that each concept has the potential to offer
unique benefits to the other, while achieving effective management of risks across various
levels. Most importantly, PGRC has the poi@nto bring PPMinto alignmentwith the
strategic vision and objectives, thereby enhanced deaisaking, effective control on
redundancies and improving the overall performance.
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