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Abstract

This research examines consumer behavior of the Z generation adolescent on the ad in-
formation of Smartphone selection. The method used is Interpretative Phenomenological
Analysis (IPA). The results show that the audiences are not passive and have resistance in
accepting ad information. The utility of information and support groups play an important
role in the information selection process. The information which is contrary to one’s be-
lief may not always be rejected. An ad will still be chosen if having the benefit value. On
the other way, the more contradictory the ad information to the internal reference in so-
cial group, the more it will be avoided, and vice versa.
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Introduction

Nowadays, by remarkable deve-
lopment in the field of information and
communication media technology, peo-
ple do not only live in the 'communica-
tion revolution' era, but are also still ex-
ploring what is known as the era of com-
municative abundance or cornucopias of
communication (Neuman, 1991; John
Keane, 1998).

One of the information which is
necessary for attention related to the
communicative abundance is Smart-
phone ad. Nowadays, the development
of the Smartphone ad in the consumer
has raised a variety of social and cultural
issues, particularly regarding the sign
used, the image displayed, the informa-
tion submitted, the meanings obtained,
and how all of these effect on the un-
derstanding perception and community
behaviour.
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There are often any controversies
developing around the existence of the
Smartphone ad related to the fact, that in
the advertising, there is often a gap bet-
ween what is described about the pro-
duct and the reality of the product in ac-
tual. The advertisings often show the un-
reality of product. It shows the fake rea-
lity. Thus, there is a public lie by the ads.
The ads are even caught up in the
scheme of free play of signs, in order to
create a false image of product, which is
that the actual image is not an integral
part, substantial, or functional of certain
product, but by ad rhetoric, the image
even becomes the reference model in
consuming a product.

Given that ads are often caught
up in the scheme of free play of signs
and display the 'mask of reality’, it is
very interesting to examine how the se-
lection process and information rejection
(selective exposure) by Smartphone ads
in adolescent generation Z. The resear-
cher argumentation to choose this Z ge-
neration is because they are the fanatic
social media users. Their lives are stron-
gly affected by the technology develop-
ment. This research will examine on
how the Z generation adolescent con-
ducts the selective exposure process for
the Smartphone ads.

Literature Review

One of the theories regarding to
one’s selection and reason in selecting
and rejecting information is the cogni-
tive dissonance theory.

At the beginning of thought, Fes-
tinger (1957) had put a belief as the
cause of selective exposure. Festinger

selective exposure process (1957) was
based on a number of assumptions. First,
the individual is a homo sapiens, and not
a creature with passive reactions on the
environment. Second, humans are the
cognitive consistency seekers. Humans
always keep their stability and cognitive
consistency. In case of cognitive incon-
sistency, then they will get a dissonance,
namely an inconvenience psychological
condition. By receiving the supporting
information, it will make convenience
feeling, on the other way around, by re-
ceiving the contrary information with
one’s belief, it will into dissonant con-
dition. Third, humans are the informa-
tion processor, namely Humans are the
creatures who likes to find self-justifica-
tion or defence in solving any problems
(Sears, et.al, 1985:156-157; West and
Turner, 2007:139-140).

Several studies support the
thought of Festinger (Ehrlich et al.,
1957; Mills et al., 1959; Adams, 1960;
Chaffee et.al, 2001; Redlawsk, 2002; Ta-
ber and Lodge, 2006).

By the time goes by, the litera-
ture shows that the cause of selective ex-
posure based on the perspective of cog-
nitive dissonance theory involves three
aspects, namely, the psychological, mes-
sage and social aspect (see the table of
selective exposure aspect causes).

Moreover, the selective exposure
in simple can be defined as an indivi-
dual's efforts to preferentially and inten-
tionally seek the desired and undesired
information. There is abundance infor-
mation availability, and an individual
will select and choose the information to
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be accessed and to be not accessed (Fis-
cher et.al, 2011:51).

The studies on the selective expo-
sure focus on what to be selected and
avoided when processing information,
the reasons to consume certain informa-
tion, and others. It is also why someone
will choose certain information, and not
others; Why people prefer to some news,
while other people prefer to other pro-
grams on television; Why one prefer co-
medy film, while others prefer and love
drama film. All of the questions are rela-
ted to the selective exposure process.

Research Method

In this study, the paradigm used
is post-positivistic. The research reason
in selecting the post-positivistic para-
digm is because that the selective expo-
sure is a positivistic concept but to deep
more in it, it is necessary for qualitative
analysis. The study with post-positivistic
paradigm in this study helps to explore
and understand what behind the pheno-
menon is, the background of individual
thought or the research subject involved.

The research method used in this
study is interpretative phenomenological
analysis (IPA). According to Smith and
Osborn (2009:97) this interpretative
phenomenological analysis aims to
measure how the participants interpret
the personal and social world. IPA is a
suitable approach when one is trying to
find out how an individual percept cer-
tain situations. When, he or she has to
face on new complexity, process, or
something.

The research aims to analyse
how the selective exposure process is
con-ducted by the Z generation adoles-
cent. Thus, the researcher uses a semi-
struc-tured interview method as a data
collec-tion method. A semi structured in-
terview is a flexible data collection ins-
trument. This type of interview allows
any researchers and informants to con-
duct any dialogues, and the questions
which have been compiled previously
can be modified according to the infor-
mant responses (Smith and Osborn,
2009:105).

Research Results

The informants in this study con-
sist of eight people who are the genera-
tion Z adolescent joined in certain peer
groups, such as dance group, study
group, discussion group, and hobby

group.

Based on the research results, it
is known that the selective exposure in
ad information is conducted by the in-
form-ant to meet the need of informa-
tion. The informants will not only look
at the consonant information or based on
their belief, but also at the dissonant in-
formation or contrary to their belief. The
dissonant information will still be selec-
ted, if such information has its benefits
or use. For example, it is useful to give
useful argumentation or objection to
more convince any decision, opinion or
belief. The dissonant information will
also be advised if such information is
useful to add any knowledge, and further
understanding related to a contrary mat-
ter. Meanwhile, if consonant information
is considered as unqualified one, then
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the information will not be selected and
avoided, as it will weaken the belief.

In other words, only the useful
information will be selected, even the in-
formation is the dissonant one, and vice
versa. In the case of the Smartphone ads,
as far as the information about the
Smartphone has any benefits, then the
information will be selected. The ben-
efits related to the information can be in-
tended as instructions (how to assess so-
mething), confirmation (reconfirm-ation
on an attitude), and performance (how to
conduct something). By other words, the
selection on Smartphone ad information
will be created based on certain purpo-
seful. The more information Smartphone
ads can meet the purpose, the more the
information will be selected, and vice
versa. In this case, the informants are
considered to be able to assess the useful
information or the useless one for them,
and thus, the information selection pro-
cess will be seen as an attempt with par-
ticular purpose related to the usefulness
of an information.

The research results also show
that the supporting groups effect on the
sel-ective exposure process. That is,
when members of the group get any sup-
port on the selected information from ot-
her members, there will be self-as-
surance that the choices taken are the co-
rrect ones. The supporting group will
only be meaningful if the social group is
the main identity, where the group mem-
ber attitude and behaviour are the rele-
vant references for individual attitudes
and behaviour getting the support.

In the case of the Smartphone
ads, the informants having a sense of so-
cial identity from a group which is admi-
red and related to oneself, they will se-
lect or reject the Smartphone ad informa-
tion based on the norms of social groups
where the informant is the member of
the group. The information getting the
group support will be the choice, while
the information getting less support will
be avoided or rejected. This is conducted
because the informants are trying to
reach the cognition balance and harmony
with the social environment, as the so-
cial creature embodiment.

Discussion

The research results show that
there is a role of support groups related
to the information selection or rejection
process on Smartphone Ad information.
This is based on the thinking of commu-
nication theoretician stating that in the
information-processing system, indivi-
duals are not only affected by self-cogni-
tion system but also by outside factors,
such as social environment as well as the
message characteristics (Littlejohn,
2009:64; McQuail, 1996:33; Griffin,
2006).

One of the communication mo-
dels related to the information proces-
sing is based on a cognitive dissonance
theory perspective described by McQuail
in his book of Communication Models
for The Study of Mass Communication
(1996).A major feature of communica-
tion process from the McQuail conso-
nant and dissonant model theory indica-
tes that the incoming messages will be
observed and filtered by the message re-
cipient, by the effects generally to lower
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the chance of dissonant, and to maintain
the consonant to the environment (A). If
there is a new opinion or contrary opi-
nion, so there will be dissonant (B). The
dissonance will move the social process
(in the form of group norm) and psycho-
logical (in the form of ego-involvement).
In this case, there will be two possibili-
ties, namely (1) to change the percep-
tions on the information sources (C), and
(2) to change an opinion or attitude ow-
ned (D). The smaller the difference bet-
ween messages and opinions or attitudes
owned (small differences), so the smaller
the chance of the change. If the differ-
ence is medium, then there will be an ad-
justment which likely will be followed
by opinion or attitude revision owned.
However, if the differences are conside-
rable, then it will usually involve a group
norm and self-ego (such as commitment,
belief, attitudes, opinions and others),
which will cause a message or resource
rejection and strengthening on the opi-
nion or attitude owned (McQuail and
Windahl, 1996:33-35).

Furthermore, the researcher ar-
gues that the role of reference group is
also caused by the informant environ-
ment which the majority is a collective
cultural community. In the collective
cultural community, selecting and rejec-
ting information is the group responsibi-
lity and not an individual matter. The
community or group plays an important
role in determining which information
should and should not be consumed. The
collective cultural community always ta-
kes decisions by collective bargaining.
The adherence to the rules (conformity)
is considered as the characteristic of ma-
turity and personal maturity. A commu-
nity with a collective culture emphasizes

on the group responsibility, not on the
individual.

The researcher argues that at this
point, the social judgement theory can
complete Festinger selective exposure
process. The social judgement theory is
a theory developed by Muzafer Sherif,
et.al., (1965), about how an individual
give judgement based on a ego-reference
and ego-involvement. The internal refer-
ence or reference point always is in the
individual and effects on one’s way to
respond on message or information.
Each individual will have references or
an standard.

On this study, the informant in-
ternal reference is the group norm. In ot-
her words, there is a strong ego involve-
ment among the informants with the
norm formed in the group, so that the in-
formant behavior always refers to the
group norm.

By integrating Festinger selective
exposure process with the social judge-
ment theory, the researcher argues that
the dynamics and communication pro-
cess to achieve the cognitive consistency
can be further explained well. That is,
there will be dissonance while an indivi-
dual gets cognitive inconsistency. This
imbalance situation will motivate indivi-
duals to achieve harmony. Referring to
the internal reference or standard and pa-
ying attention to the ego involvement, so
the dissonance can be minimized. The
norm will play the role depending on the
extent of as a reference by the individual
judgement, and how strong the ego in-
volvement is formed on the existing
norm.
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Table 1. Aspects of Selective Exposure Causes

SELECTIVE EXPOSURE CAUSES

1. Belief: Festinger, 1957; Ehrlich et.al., 1957; Mills
et.al., 1959; Adams, 1961; Mills, 1965a; Rosen, 1961; McFar-
land and Warren, 1992; Chafee et.al., 2001; Redlawsk 2002;
Taber and Lodge, 2006, Bobkowski, 2007.

Psycholo-
gical

2. Commitment: Brehm and Cohen, 1962; Mills and
Ross, 1964; Mills, 1965; Behling, 1971; Lawson, 1969.

3. Self-confidence: Festinger, 1964; Freedman, 1965; Lo-
win, 1969; Thayer, 1969; Schultz, 1974.

4, Mood: Zillman , 1985; Anderson et.al., 1996, Hawkin
et.al., 2001, Davies, 2004.

5. Motivation: Chaiken et.al., 1996; Chenet.al., 1999.

1964.

Message son, 1968.

2003, 2005.

l. The concept of information assurance: Mills and Ross,
2. The concept of information relevance: Mills and Jelli-
3. Utility of Information: Festinger, 1964; Cannon, 1964;
Freedman and Sears, 1965; Freedman, 1965a, Charles Atkin,
1973; Katz, 1968; Cotton, 1985; Frey, 1986; Knobloch et.al.,

4. Utility of Social: Chaffee and Mc Leod, 1968.
5. Refutability: Lowin, 1967; Brock and Balloun, 1967.

Social 2005.

1 Social Norms: Sears, 1965; Klapper, 1960; David,

2. Group Support: Schulman, 1971; Dohyun, 2010.

The research results also show
the role of utility of information. The re-
searcher assumes that the role of utility
of information on the selective exposure
process is the effect of today human life
in an era of abundance of information, as
a result of technology and informatics
progress and sophistication.

The technology and informatics
development results in an explosion of
information which constantly flows into
private life. Anticipating this abundance
of information, the individual will select
the information considered to have bene-
fits based on the interests and needs. The

selection information based on interests
and needs also prove that the individual
1S an active creature in the information
processing process.

These findings also reinforce the
Atkin idea (1973) which was presented
in the utility of information theory. That,
one’s motivation in selecting and avoid-
ing information is not caused by whether
the information creates consonance or
dissonance, but rather by the utility of
information for an individual. The utility
of information can only be felt when so-
meone has an orientation purpose and
self-adaptability purpose to be achieved
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Figure 1. Model Theory Of Consonant And Dissonant

by the information acquisition, both ne-
gative and positive information (threat or
opportunity), because each of the infor-
mation is believed to have benefits.

in the ad information (selective expo-
sure) conducted by an individual. On the
other hand, the supporting group also
plays a role in determining a selection on
an information, as far as the group is the
group of reference. In the end, although
this research is not intended to examine
the media effects, but the study results
show that humans are not passive in the
information processing related to the
mass commun-ication effects. The deve-
lopment in the informatics and commu-
nication technology world has made the
audiences plenty of options on the infor-
mation or news, and conduct a selection
based on the interests and needs. The
communicative abundance or cornuco-
pias of communication creates the au-
dience as active creatures in selecting
and rejecting information based on self-
cognitive processing.

Conclusion

Based on the research results, it
is known that there is a selective process
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Abstract

The study provides a comprehensive literature review of night market studies in Southeast
Asia. Similarities and differences of night markets across different regions are addressed
with respect to night market characteristics and visitors’ behavior. From 343 valid returns,
four factors were identified for night market selections in Taiwan: tangibles, convenience,
food, and psychological fulfillment. The findings also explored demographic differences
concerning selection criteria of night market visitation in Taiwan. Managerial implication
was derived from the results as basis for operational suggestions.

Keywords: night market, tangibles, convenience, food, psychological fulfillment

Introduction behavior domain may include: change of
urban lifestyle, quality time for family,
With the weather being mostly hot rejuvenate urban community, and act as
and humid in Southeast Asia, people tend socializing tools. Conversely, negative
to take outdoor leisure activities after perception may include: monopoly by young
sunset. Hence, the Night City Concept is generation, inclined to social problems, lack
socially and economically viable based on of safety and comfort, and threat of local
the argument of Hillier (1996). The community from tourist culture. In the night-
suitability of a night city can be evaluated time environment domain, positive per-
through four inter-correlated domains: ception may include: cooling and windy,
social behavior, night-time environment, offer unique experiences of night scenery,
night-time activity, and urban outdoor optimize the use of urban natural resources,
space (Ngesan & Karim, 2012). Perception and promote nocturnal flora and fauna. Its
of positive implication in the social negative perception may include: high energy
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use for lighting, produce more carbon
footprint, contribute to the urban heat
island, and threat of mosquitoes. In the
night-time activity domain, positive
perception may include: traditional and
modern cultural performances, community
practices, festival and season events, mini
concerts, educational activities, passive and
active leisure, wholesale night market,
mobile stalls, and businesses of food and
drink. Its negative perception may include:
activities using alcohol and gambling, very
artificial activity, shopping malls close
early, limited to indoor activities, lack of
activities for different age groups, and lack
of proper 24-hour activities. Finally, in the
urban outdoor space domain, posi-tive
perception may include: multiple usage of
urban spaces (streets, parks, playgrounds,
etc), and natural areas. Negative perception
may include: conflict land use of night
activity with surround-ings, traffic
congestion, and lack of night city facilities.

With a surplus of low-wage human
resources, street vendors are prevalent in
many Southeast Asian countries. Typi-
cally, a variety of goods can be had at
relatively low cost that attracts both
domestic and foreign tourists for visiting
Asian night markets. The characteristics of
night markets in Asia may include: outdoor
open space, varieties of food, drink, and
accessories to choose from, high
probability of counterfeit mer-chandise,
relatively cheap, low hygiene, high
entertainment value for both children and
adults, and typically crowded under limited
space. Although crowing in store environ-
ments in Western societies typically
contributes to negative consumer response,
night market shoppers in Asia respond
differently to crowding stimuli (Wu &
Luan, 2007). Effective crowding stimuli
can generate sales of low-involvement and
non-durable goods. Examples of non-

durables are snacks and drinks while durables
include T-shirt and shoes.

Motives for night market visitation
may be similar to the concept of shopping
value which reflects the hedonic and
utilitarian benefits of a shopping experience
(Babin et al., 1994; Michon & Chebat, 2004;
Machleit et al., 2005). Additionally,
demographic differences exist in attitude
toward hygiene factors, locational
convenience, and enter-tainment features
among hedonic shopping values (Jackson et
al., 2011). Price con-sciousness and
perceived utility also appears to be important
marketplace cues for tourists’ willingness to
return or recommend street markets (Correia
& Kozak, 2016).

Due to its peculiar type of business
transaction (e.g. acceptance for bargain and
counterfeits), a street market or night market
offers tourists a genuine experience to
interact with natives. Being aware of this
reality, tourism managers and researchers
have been paying attention to street markets,
bazaars, or night markets. Although an
abundance of literatures pertaining to street
markets or night markets exist, this study
goes beyond the focus of foreign tourists to
offer examination of locals’ selection criteria
for night market visitation while providing a
comprehensive literary overview of street
markets in Southeast Asia. The objectives of
this study are to identify factors that attract
local tourists to a night market and provide
managerial implication for enhanced business
operation.

Malaysia

Night market is generally known as
“Pasar Malam” in Malaysia (also in
Singapore and Indonesia) where street
hawkers occupy a designated part of a street
to set up their stalls. The Malay night market
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is based on the concept of open-air
shopping and considered business
incubators because the opportunity to earn
a hefty income requires only a small
investment with minimal risk of failure
(Aziz & Yeng, 2011; Ishak et al., 2012).
The overall attributes of Malay night
market may include: product and food,
physical settings, night market environ-
ment, and public facilities (Kamaruddin &
Bakhtiar, 2014). Social-demographic
factors influence customers’ purchase
behavior at a Malay night market with
respect to ethnicity and gender (Aziz &
Sapindal, 2012). On the other hand, Malay
night market business traders’
demographics have no bearing on sales
performance except business experience
(Salleh et al., 2012).

Since tropical fruits and vegetables
are locally produced raw materials with
minimal investment, researchers have
identified perceived freshness, perceived
quality, and perceived safety of fresh fruits
and vegetables to be the most important
shopping drivers of purchase behaviors in
Malay night markets (Gindi et al., 2016).
The attractiveness of any traditional (or
wet) market or night market in Southeast
Asia is the wide varieties and choices of
fresh fruits and vegetables at affordable
prices. Night markets may offer freshly
cooked food and/or non-agricultural
products that may be absent in traditional
(or wet) markets.

Singapore

Despite many changes in locational
and functional details since its inception,
Pasar Malam operates with palpable
vitality in Singapore while being more
urban than rural as compared to its
neighboring Malaysian counterpart (Yeung,
1974). Within its more advanced
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infrastructures than those of the nearby
region, Pasar Malam belongs to the bazaar
sector while shopping centre (similar to
shopping mall in the U.S.) belongs to the
firm-centered sector in Singapore (Ibrahim et
al., 2004). The main difference is that the
bazaar sector is “labor” intensive and “mob-
ile” by organization and character while the
firm-centred sector is “capital” intensive and
“sedentary” (Yeung, 1973). According to
McGee (1970), a country can have both of
these components existing in equilibrium or
with one declining and another thriving.
Eventually, the firm-type sector would
override the bazaar sector in an economy.
Singapore is approaching the final stage of
the McGee’s model where the bazaar sector
is almost completely subordinated by the
firm-type sector. A perfect example of which
is the hawker centres as a tourist attraction in
Singapore that offers both inexpensive food
and insights into the contemporary society
and heritage of the destination (Henderson et
al., 2012). The transformation may be
attributed to hazardous health concerns
emanated from poor hygiene and sanitation
across street food vendors. Nonetheless,
customers’ patronage is the key success
factor in any retailing regardless of the
sectors.

Researchers have used a qualitative/
quantitative sequential approach to examine
how shoppers perceived Pasar Malam
(Ibrahim & Leng, 2003; Ibrahim et al., 2004).
Qualitative analysis identified attributes for
shopping at Pasar Malam, by order, are:

29 ¢

“price level”, “variety of goods”, “crowd

29 6

level”, “shopping temperature”, “eating

29 <¢ 29 ¢¢

outlets”, “ambience”, “number of stalls”,
“entertainment facilities”, “service quality”,
“noise level”, “protection from weather”, and
“level of cleanliness”. Principal component
analysis identified factors for shopping at

Pasar Malam to be: “comfort”, “ease of
travel”, “entertainment”, “bargaining and
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price”, “crowd and noise”, “variety”,
“festive shopping”, “quality”, and “trad-
itional shopping”. Finally, weighted factor
ratings for Pasar Malam are: “bargaining

9 <6 9 ¢¢

and price”, “variety”, “ease of travel”,

99 ¢

“traditional shopping”, “crown and noise”,
“quality”, “comfort”, “festive shopping”,
and “entertainment”. The fact that
“bargaining and price” being the highest
rated factor is not surprising due to less
formal manner of monetary exchange
between customers and vendors.
Apparently, a cheap and affordable source
of goods and services meets the needs of
the lower income households within
Singapore’s public housing estates where

Pasar Malam typically resides.
Hong Kong

According to Betts and McGoldrick
(1994), bargaining motivation may be
ascribed to two contrasting influences:
acquisition utility (economy, among lower
income population) and transaction utility
theory (deal satisfaction, among pleasure-
seekers). To obtain a lower price than what
was offered could be one of the factors
motivating a high visitation rate for street
markets in Hong Kong. What attracts
tourists to street markets of Hong Kong is
not limited to a sense of value-for-money
but also the associated emotional grati-
fication from the unique shopping
experience.

McGonigal (1993) described Hong
Kong’s open-air markets as “the right place
for visitors to observe the unique local
capitalism”. These markets also serve as an
ideal setting for cultural tourism in Hong
Kong. Through shopping transactions,
tourists can interact and converse with
locals face-to-face while mingling with the
local community and experiencing the
novel local scene. Three distinct open-air
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markets are popular among tourists in Hong
Kong: the Ladies’ Market offers clothing,
accessories, and souvenir bargains; the
Stanley Market offers bargains and great eats
by the sea; and the Temple Street Night
Market offers var-ious treats consumed with
local gusto including nightly opera shows,
fortune tellers, souvenirs, and local snacks.
Tsang et al. (2011) delineated underlying
dimensions of factors affecting bargaining
intentions at these three markets: “value-for-
money”’ being the most important, followed
by “psycho-logical well-being” and
“bargaining intensity”.

Taiwan

Researchers have identified three
types of motives that international tourists
visit Taiwanese night market: destination
oriented, travel arrangement oriented, and
social con-tact oriented (Chang & Chiang
2006; Chang et al., 2007). In their studies,
Japanese tourists were segmented into three
cluster groups (enthusiastic novelty-seekers,
local culture explorers, and moderate famil-
iarity observers) while American tourists
were clustered into two groups (indepen-
dence-seekers and adaptable participants).
The common denominator of all cluster
groups is that tourists rely on friends or
relatives’ referral as the traveling information
source, and they use public transportation to
visit night markets. Tourists mostly bought
food and drink at night markets, followed by
accessories. Similarly, “novelty-seeking” and
“exercising and experiencing local culture
and customs” are the major factors that
motivate Hong Kong Chinese tourists to shop
in night markets of Taiwan (Hsieh & Chang,
2006). Hong Kong tourists also perceived
theft, parking, and traffic issues to be
negative aspects of Taiwanese night markets.

Lee et al. (2008) conducted an
interesting comparative study between
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foreign tourists and temporary foreign
residents. The study explored eight image
factors toward night markets: food and
local specialty, atmosphere, public facility,
environment, products, price, bargain, and
reputation. It was found that temporary
residents have stronger image ratings in
atmosphere than foreign tourists. Mean
while, foreign tourists have stronger image
ratings in local food and specialty, public
facility, environment and reputation. By the
country of origin, Europeans and Ameri-
cans have stronger image ratings for local
food and specialty, atmosphere, price,
bargain, and reputation than Japanese and
Southeast Asians. However, Europeans and
Americans put less value on public facility
and environment. Finally, the study vali-
dated the canonical function of experience
and image for both foreign visitors and
foreign residents.

From locals’ perspective, domestic
tourists patronize night markets for variety
of food, killing time, and inexpensive
pricing (Chang & Hsieh, 2006). The study
also validated the “self-identity” theory that
people visit night market for both psycho-
logical and consumption needs. Moreover,
each Taiwanese night market has its own
characteristic and culture (Kuo et al.,
2012). Chiang (2016) showed that dest-
ination image of a night market has a direct
effect on place dependence, place identify,
and destination loyalty. Destination image
also has an indirect effect on destination
loyalty via place identify.

With respect to services, Wu et al.
(2014) revealed four dimensions of service
quality in a night market: interaction
quality, physical environment quality,
outcome quality, and access quality. In
addition, the study iden-tified the structural
path relationships that behavioral intention
is influenced by both visitor satisfaction
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and image of the night market where the
image also affects service quality which
affects visitor satisfaction directly and
indirectly via pleasant visitation.

Concentrating strictly on the food
service, Huang (2012) studied eight
dimensions of service quality in night
markets: tangibles (e.g. convenient location,
cleanliness, parking, and lighting), reliability,
respons-iveness, assurance, empathy, food
quality, price, and communication. It was
found that respondents in northern Taiwan
have the highest regard towards commun-
ication. Respondents in central Taiwan have
the highest regard towards reliability, food
quality, and price. Respondents in southern
Taiwan have the highest regard towards
tangibles, responsiveness, assurance, and
empathy. In a study of service providers,
street vendors are aware of proper hygiene
knowledge but rarely put it into practice
because of time-constraints in their business
(Sun et al., 2012).

Methodology

A standard questionnaire was de-
signed and used as the survey instrument.
The list of statements (items) was gathered
from the literatures (Lee et al., 2008; Wu,
2011; Huang, 2012; Chiang, 2016). A five-
point Likert scale was used where respon-
dents were required to indicate the extent of
their agreement on each statement, with “1”
being strongly disagree and “5” being
strongly agree. The sampling areas were
positioned at places within a well-known
night market in Taipei that would attract the
most visitors. Eight research assistants were
divided into four groups so that each group of
two people would take turns conducting the
survey for 16 consecutive days (from April
6™ to 21% in 2016) at the night market. Prior
to the formal survey, a pre-test was done and
an item analysis was used to test the items, as
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well as the test of homogeneity. From a
total of 800 distributed questionnaires, only
343 returns were deemed usable (43% valid
rate).

Results and Discussions

From 343 valid returns, the
demographic profile of the respondents is
presented in Table 1 where males represent
50.7% while females at 49.3%. Majority of
the respondents are single (61.2%) and
young (34.7% under 26 years old, 21.6%
between 26 and 30, and 27.1% are between
31 and 40). By occupation, 35.3% are
white collars and 30.3% are students. By
education, 63.6% have attended college or
beyond. By income, 31.8% earn less than
NT$20,000 per month and 24.2% have
monthly salaries of NT$30,000 — 40,000. It
is noted that students occupied 30.3% of
the total sample which coincides with the
population who earned less than
NT$20,000 (at 31.8%).

The collected data were statistically
analyzed using SPSS 20 for Windows. The
16-items questionnaire received a Cron-
bach’s alpha score of 0.794, which
indicates good reliability for exceeding
0.70. Among the 16 items, Q7 (“I choose
this night market because it offers famous
local snacks”) received the highest
agreement (M = 3.83) while Q4 (“I choose
this night market because it offers articles
for my daily use”) had the lowest mean (M
=3.16), as shown in Table 2. Moreover, Q8
(“I choose this night market for leisure and
entertainment’) exhibited the highest
discrepancy (standard deviation at 1.246)
among the responses while Q10
(“merchandise price in this night market is
reasonable”) possessed the least
discrepancy (S.D. = 0.822).

The Kaiser-Meyer-Olkin (KMO)
measure of sampling adequacy was found at
0.766, while the Bartlett’s test of sphericity
also showed significant values (> = 1698.
191, d.f. = 120, and p = .000""). These
figures suggested that the use of factor
analysis was appropriate for the study. The
exploratory factor analysis identified four
factors that local tourists consider for the
selection of a night market visitation. They
are: “tangibles”, “convenience”, “food”, and
“psychological fulfillment”, as shown in
Table 3. These factors account 58.5% of the
total variance. The eigenvalues range from
1.234 to 4.108, which exceed the minimum
requirement of 1.0. The factor loadings range
from 0.524 to 0.818 across the 16 items
which also exceed the requirement of 0.4 or
higher.

Factor 1 (tangibles) exhibited a factor
mean of 3.534 from seven attributes. This
factor explained the largest proportion of the
total variance at 25.68%, with an eigenvalue
of 4.108. The factor is associated with tang-
ible features to the night market where the
highest factor loading was found in “com-
fortable environment”, followed by “clean-
liness”, “bustling atmosphere”, “public
security”, “stall arrangement”, “friendly
service”, and “reasonable price”. Factor 2
(convenience) contains four items relating to
each individual’s perceived convenience to
the night market, with a factor mean of 3.325.

This factor may also be considered
intangible features contribute to night
market visitation. The factor represents
14.97% of the total variance, with an
eigenvalue of 2.396. From the highest to
lowest factor loadings are attributes of
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“distance proximity”, “public transpor-
tation”, “articles for daily use”, and “diverse
products”. Factor 3 (food) possesses the
highest factor mean at 3.660 from three

attributes. This factor accounts 10.14% of
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Table 1. Demographic characteristics of the respondents (n = 343)

Demographic Cha- Number of Demographic Characte- Number of
racteristics Respondents ristics Respondents
Gender Marital status

Male 174 (50.7%) Single 210 (61.2%)
Female 169 (49.3%) Married 133 (38.8%)
Age Occupation

25 and under 119 (34.7%) Student 104 (30.3%)
26 to 30 74 (21.6%) Blue-collar 40 (11.7%)

31to 40 93 (27.1%) White-collar 121 (35.3%)
41 to 50 40 (11.7%) Public-service 35 (10.2%)

51 to 60 10 (2.9%) Self-employed 43(12.5%)

61 and over 7 (2.0%) Monthly income

Education Less than NT$20,000 109 (31.8%)
High school or less 125 (36.4%) NT$20,000 — 30,000 56 (16.3%)

College 170 (49.6%) NT$30,000 — 40,000 83 (24.2%)

Post-graduate 48 (14.0%) NT$40,000 — 50,000 57 (16.6%)

More than NT$50,000

38 (11.1%)

Table 2. Mean and standard deviation of each item

Questionnaire items Mean S.D.
Q1. I enjoy the bustling atmosphere of this night market 3.58 1.159
Q2. I choose this night market because it is close to home 322 1.204
Q3. I choose this night market because of convenient public transportation ~ 3.33  1.144
Q4. I choose this night market because it offers articles for my daily use 3.16  1.113
Q5. I choose this night market because it offers delicacies that I prefer 3.82  0.939
Q6. I choose this night market because it offers diverse products 3.59 1.044
Q7. I choose this night market because it offers famous local snacks 3.83  0.929
Q8. I choose this night market for leisure and entertainment 3.19  1.246
Q9. I choose this night market because it offers fashionable merchandise 3.19  1.139
Q10. Merchandise price in this night market is reasonable 3.54  0.822
QI11. I am confident about the food hygiene at this night market 333 0972
Q12. This night market has excellent public security 3.50 1.017
Q13. The environment of this night market is comfortable 3.44  1.035
Q14. This night market is clean 342 1.020
QI15. This night market’s stall arrangement is neat 3.59  1.091
Q16. This night market offers friendly service 3.67 0921
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Table 3. Factor analysis of night market selection criteria (n = 343)

Factors (Attributes)

Factor loadings

1 2 3 4
Factor 1: Tangibles (M = 3.534)
Q13. comfortable environment 788
Q14. cleanliness 785
Q1. bustling atmosphere 174
Q12. public security 714
QI15. stall arrangement .607
Q16. friendly service 593
Q10. reasonable price 557
Factor 2: Convenience (M = 3.325)
Q2. distance proximity 817
Q3. public transportation 757
Q4. articles for daily use 621
Q6. diverse products 559
Factor 3: Food (M = 3.660)
Q7. famous local snacks .818
Q5. personal taste 764
Ql11. food hygiene 718
Factor 4: Psychological fulfillment (M = 3.190)
Q8. leisure / entertainment 792
Q9. fashionable merchandise 524
Eigenvalues 4.108 2.396 1.623 1.234
Variance (%) 25.677 14.973 10.144 7.713
Cumulative variance (%) 25.677 40.649 50.794 58.506

the total variance, with an eigenvalue of
1.623. The factor is composed of three
attributes: “famous local snacks”, “personal
taste”, and “food hygiene”. In spite of the
expected low rating for “food hygiene” of
the night market at 3.33, the high factor
mean (3.660) came from the two highest
items, “famous local snacks” at 3.83 and
“personal taste” at 3.82. This factor
concerns culinary products where local
visitors reasoned their high ratings for
delicacies. Factor 4 (psychological
fulfillment) consists only two attributes:
“leisure and/or entertainment” and
“fashionable merchandise”. The factor has

the lowest factor mean (at 3.190) and
covers only 7.71% of the total variance,
with an eigenvalue of 1.234. Unlike the
previous factor where “food” satisfies the
physiological needs, people seek pleasure
through leisure, entertainment, and shop-
ping of fashionable (name-brand) products.
Thus, the authors named “psychological
fulfillment” for this last factor.

By one-way ANOVA of the
identified factors and post hoc test by LSD,
demo-graphic significance was exhibited in
Factor 1 that respondents with high school
education have significantly lower views
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toward “tangible” features of a night
market than those who are more educated,
mean differential (MD) of -0.352 (p =
.000""") vs. college-educated, and MD of -
0.384 (p =.001"") vs. post-graduates. High
income respondents also have significantly
higher views toward “tangible” features
than those with lower income, those
earning “more than NT$50,000” vs. those
earning “less than NT$20,000”, “NT$20k—
30k”, “NT$30k—40k”, and “NT$40k—50k”
have MD of 0.411 (p =.0017), 0.568 (p =
.000"7), 0.499 (p = .000""), and 0.446 (p =
.002") respectively. In Factor 2, married
respondents have significantly higher
views of “convenience” as a selection
criterion for night market visitation than
those who are single (MD = 0.374, F-value
=17.665, p =.000"""). Conversely,
students have significantly lower views of
“convenience” as a selection criterion than
respondents of other occupation, MD = -
0.422 (p = .004™) vs. “self-employed”, -
0.419 (p =.006™) vs. “blue collars”, -0.323
(p = .0417) vs. “public-service”, and -0.379
(p =.001"") vs. “while collars”. Either
homogeneity of variance being significant
(i.e. failed homogeneity test) or insignif-
icant MD contributed to insignificance of
other Factors (e.g. Factors 3 and 4) and
demographics (e.g. age and gender).

With respect to each attribute, it
was found that males have significantly
higher views toward “public transpo-
rtation” than females do (MD = 3.45 —3.20
=0.25, F-value = 4.432, p = .036").
Conversely, less-educated respondents
(high school or less) have significantly
lower views toward “comfortable
environment” than their more-educated
counterparts do, MD = -0.478 (p = .000"")
vs. college-educated, and MD =-0.729 (p =
.000""") vs. post-graduates. Similarly, less-
educated res-pondents also have
significantly lower views toward
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“cleanliness” and “friendly service” than
their more-educated count-erparts do,
where in “cleanliness”: MD =-0.395 (p =
.0017"") vs. college-educated, MD = -0.535
(p = .002"") vs. post-graduates, and in
“friendly service”: MD = -0.544 (p =
.000""") vs. college-educated, MD = -0.385
(p =.011%) vs. post-graduates. Married
respondents have significantly higher
views toward “distance proximity” (MD =
3.51-3.03 =0.48, F-value = 13.562, p =
.000"""), “public transpor-tation” (MD =
3.53-3.20=0.33, F-value=6.739, p =
.010"), and “articles for daily use” (MD =
3.47-2.96 =0.51, F-value = 17.529, p =
.000"*") than singles do. High income
respondents (earning “more than NT$50k™)
also have significantly higher views toward
“public security” (MD = 0.549, p = .004™
vs. “less than NT$20k”; MD = 0.723, p =
0017 vs. “NT$20k-30k”; MD = 0.520, p =
008" vs. “NT$30k-40k”, and MD = 0.658,
p=.002"" vs. “NT$40k-50k”) and
“cleanliness” (MD = 0.527, p = .006™" vs.
“less than NT$20k”; MD = 0.653, p =
002" vs. “NT$20k-30k”; MD = 0.608, p =
002" vs. “NT$30k-40k”, and MD = 0.465,
p=.028" vs. “NT$40k-50k”) than
respondents of lower income.

Conversely, blue-collar respondents
have significantly lower views toward
“bustling atmosphere” than respondents of
other occupation (MD = -0.790, p = .000™"
vs. “students”; MD = -1.059, p = .000""" vs.
“self-employed”; MD = -0.546, p = .037"
vs. “public-service”, and MD =-0.927, p =
.000""" vs. “white collars™). On the other
hand, self-employed respondents have
significantly higher view toward “public
security” than respondents of other
occupation (MD = 0.369, p = .045" vs.
“students”; MD = 0.482, p = .030" vs. “blue
collars”; MD = 0.507, p = .028" vs.
“public-service”, and MD = 0.535, p =
003" vs. “white collars”).
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Conclusions and Recommendations

The study has delivered some inter-
esting results concerning local tourists’
selection criteria for night market visit-
ation. The identified four factors of night
market selection are “tangibles”, “con-
venience”, “food”, and “psychological
fulfillment”. The top factor, “tangibles”,
includes attributes such as “comfortable
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environment”, “cleanliness”, “bustling
atmosphere”, “public security”, “stall
arrangement”, “friendly service”, and
“reasonable price”. Convenience is the
second most important factor that visitors
consider, which includes attributes of

9% 6

“distance proximity”, “public transpor-
tation”, “articles for daily use”, and
“diverse products”. Demographic
significance of note has also been
identified in the findings. Most notably,
high income visitors value more on
tangible features than those who earn less.
Higher income local tourists may be
motivated to visit a night market for its
“comfortable environment” and “bustling
atmosphere” while being confident about
its “public security” and “cleanliness”.
Convenience is a factor that married
individuals take into account more than
those who are single. However, students
take lesser account of convenience as a
factor for night market visitation than those
of other occupations.
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Abstract

Every company has problems. This study evaluates a new small start-up company lo-
cated in the European Union, Czech Republic. This organization seems to have major
problems. The paper describes the issues, structure of the business, and other prob-
lems to resolve to build a profitable, strong, and successful enterprise.
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Introduction

One of the authors worked for
three years as an IT specialist in a
small company. The name of the com-
pany is X, Inc. The company was cre-
ated in 1994, one year after the Czech
Republic declared independence. The
company headquarters is in the north
part of Czech Republic, in a city called
Most.

Most is located between Prague and
Dresden, Germany.

Company’s Business Focus

The company’s main focus is in
two areas:

1) providing internet connection

for approximately 100,000 custom-
ers.
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2) IT service and IT shop.
Organizational Structure
X, Inc. has roughly 30-35 employees.
There is one owner of the company
and four managers. The managers are
responsible for:

1) IT service and shop,

2) fiber-optic internet,

3) radio internet, and

4) routing and switching depart-
ment.

Five employees work in the IT
service and shop. They are responsible
for returns, building new computers,
and repairing computers. Fiber-optic
internet department and radio internet
department employs the most employ-
ees. There are twenty employees, re-
sponsible for installing new technolo-
gies, cables, radios, and repairs. In
routing and switching department there
are five employees, who are mainly
network administrators.

Problems in the Company

As mentioned above, one of the
authors worked in this company for
three years and then quit. There were
several reasons why he left. First, the
owner of the company decreased sala-
ries in the whole company. Admin-is-
trators’ salaries dropped the most. In-
stead of $4,000/month, their salaries
went down by $2,000. Every adminis-
trator quit within two months. Almost
half of employees quit their positions.

Second, because half of em-
ployees quit their jobs, there was a lot
of work for the rest of the employees.
We had to work overtime every day,
including Saturdays and Sundays. Our
customers were not satisfied with the

company’s service and technical sup-
port. The company had a lot of unfin-
ished orders. New customers had to
wait more than one month for new in-
ternet connection to their apart-
ments/houses to be installed.

Chaos prevailed in the com-
pany. Customers started to leave the
com-pany. In six months, the organiza-
tion lost 10,000 customers. It was 1/10
customers of the company; so, the rev-
enue went down by more than 10%.

Third, the owner of the com-
pany cut budget for new equipment:
com-puters, tablets, cell phones, and
other tools for employees. We had to
use older computers, impossible to use
effectively. The company was making
profits, customers were mostly satis-
fied, employees liked their jobs until
all of this occurred.

Cause of Business Problems

There was a reason why all of
this happened. The owner of the com-
pany met his new girlfriend. He di-
vorced his wife, and appointed her to
run the company. However, the wife
did not have any experience running a
new technology company.

The owner of the company lost
all interest in the business. He spent all
of corporate money on his new girl-
friend.

Recommendations for Survival

The company’s reputation went
down rapidly. The company could still
recover, and regain good reputation.
The following recommendations are
most important for this company’s fu-
ture survival.
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The owner of the business has
to regain some interest in the business.
He needs to hire at least fifteen new
employees to handle the exponential
business growth. Further, employees,
who are already working in the com-
pany, should have more competitive
salaries. Hiring new employees should
help the company to run like in “the
old times,” before the girlfriend.

Management should help emp-
loyees understand the importance of
their roles. Employees should be in-
volved in decisions, and they should
have opportunity to express their opin-
ions.

The owner of the company has
to review the company’s business plan
having acquired a new interest in the
company. He needs to review whether
or not he deviated from the original
idea. The original idea was, that the
company would try the best to satisfy
its customers.

Today, because of current prob-
lems, the company has to waste a lot of
money for marketing. When the com-
pany first started, we did not have any
advertising, because customers were
very satisfied, and we did not need to
advertise at all; word of mouth was
sufficient. Every month the company
got 300 new customers. It was the con-
sequence of customer to customer rec-
ommendations.

Today, because the company
lost credibility, it is necessary to adver-
tise. X, Inc. has a big customer data-
base, and they could try to address is-
sues with a phone call, email, or letter
to remind customers that X, Inc. is

ready to serve them again. The com-
pany should also try to win old cus-
tomers.

Finally, the owner and manage-
ment should review whether the com-
pany should go public, and/or possibly
change ownership. There is a lot of po-
tential in X, Inc., but not enough
money for development. X, Inc. may
need a strong investor. The company
could also expand to other countries in
the European Union than operate only
in the Czech Republic.

Deming’s Deadly Diseases
Constancy of Purpose

One of the biggest problems in
organizations today is that they are not
focusing on Deming’s constancy of
purpose in order to get a competitive
advantage, survive in the business
world, and provide job opportunities
(Deming, 1992, 1993), (Ivanov, 2011,
2015). Management of the organiza-
tion has to innovate. Innovation is the
future of the organization. Company’s
product has to improve constantly. In-
novation gives the organization signifi-
cant competitive advantage. Innovation
can help both sides, the organization
and its customers.

X, Inc. should offer different
service than the competitors. For ex-
ample, we could provide faster internet
speed for the same monthly fee. It
would make a significant difference
between X, Inc. and its competitors.
We cannot provide the same service
for the next five years. Customer satis-
faction is very important, because our
customers decide our reputation, and
only good reputation would attract new
customers.

120



Our customers should be the
most important factor for X, Inc. X,
Inc. has many opportunities to be inno-
vative. X, Inc. could create a mobile
app for the customers, where they
could pay their invoices, notify of a
problem with the internet connection,
make an appointment with our techni-
cian, etc.

Another idea is to create organ-
ization’s YouTube account and upload
videos with instruction how to work on
computer/laptop. There could be vid-
eos about how to work with Microsoft
Word, Microsoft Office, how to set up
your email account, etc. There is a
need to invest in innovation, because it
is the only way to gain new customers.

Disease of Performance Appraisal /
Evaluation

X, Inc. has set a good example
of uselessness of performance ap-
praisal. Deming writes that perfor-
mance ap-praisal is irrelevant because
about 99% of employees’ performance
depends on the management of the
company where people work (1992,
1993). Management provides the em-
ployees with all the necessary tools for
their work performance. There is noth-
ing employees can do in order to im-
prove their pro-ductivity because job
performance is a function of a system.

We can clearly see what hap-
pened with X, Inc. when its owner
turned his back on the company and
spent all of the company’s money on
his new girl-friend. He cut the budget
for new equipment, and cut salaries
(which forced a lot of people to quit).

Employees who decided to stay
with the company were doing their

best in order to stay on top of things,
for example, working overtime, but
still were not able to complete all of
the work they had on time. It led to
losing more than ten percent of the
customers, and growth of dissatisfied
customers who were on the edge of
leaving, or left.

It does not make sense to ex-
pect better performance from employ-
ees without necessary tools and re-
sources. No matter how hard employ-
ees tried to complete their tasks, they
were powerless.

Conclusion

X, Inc. is a company that
started with a great idea, and may still
have a great future. However, there are
steps that X, Inc. needs to work on to
achieve success.

The owner has to figure out his
priorities, and if unable to commit, per-
haps it would be best to sell the com-
pany than mismanage it by wife.

The company then has to focus
on eliminating Deming’s deadly dis-
eases, outlined in this paper. The com-
pany should start treating employees
better.

X, Inc. should be transparent to
customers and open for employees’
ideas. I really liked my job in old X,
Inc. Even though I had to quit, it was
an interesting experience to see how
business can grow and fall not only be-
cause of bad business decisions, but
also owner’s personal problems.

In the end, the owner’s new girlfriend
left him, as has his business.
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Abstract

This paper mainly explores the effects of market characteristics, retailer characteris-

tics, and product characteristics on the perceived price dispersion of 3C retailers. Pre-

vious literature regarding price dispersion mostly predicted the results of retailer price

dispersion according to secondary data, but seldom measured the retailers’ price diffe-

rence from the perspective of customer perceived value. By structured questionnaire

and non-random convenience sampling, this study collected 381 valid questionnaires

(for a collection rate of 82.17%) from paper-based and Web-based samples. Multiple

regression analysis was adopted to probe into the relationships between market cha-

racteristics (market competition, customer involvement), retailer characteristics (ser-
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vice quality, transaction channel, store image/reputation), product characteristics (pro-

duct type, brand equity), and perceived price. This study found that perceived price is

affected by market competition, service quality, and store image/reputation of retai-

lers, as well as product type and brand equity. 3C retailers are suggested to integrate

the multiple channels of physical stores and virtual websites, and set the selling prices

of different channel products on the basis of different target customer values in order

to mitigate the perceived risk of the virtual channel. Through excellent service, good

store image, and added value, such as brand equity, market strategies will induce the

cognition of price premiums. Different channel information can be used to gain bene-

fits from price differences, and thus, increase consumers’ purchase intention.

Key Words: Market Characteristic, Retailer Characteristic, Product Characte-

ristic, Price Dispersion, Price Premium, Multi-Channel Retailers

Introduction

The mature development of the
internet, smart phones, and the rising
tide of e-commerce and mobile com-
merce, have radically changed current
consumption patterns and information
dissemination modes. Relative to physi-
cal channels, networks provide a trade
platform that saves costs in order that
consumers can shop online more conve-
niently. Due to changed consumption
patterns, consumers place value on va-
rious basic elements, such as commodity
quality, function, and price; thus, how to
conveniently and quickly obtain pro-
ducts/services becomes an important
factor influencing consumers’ decisions
on shopping channels. Furthermore, the
progress of information technology pus-

hes enterprises to constantly innovate

their commercial modes at an affordable
cost. New channel patterns emerge as
well, including compound stores, smart
stores that apply information and com-
munications technology (ICT), TV and
online shopping, virtual stores, and mo-
bile stores. As such, Taiwan’s retail
market exhibits a trend of diversified de-
velopment, and gradually evolves into
multi-channel retailing that integrates

physical stores and virtual websites.

The multi-channel retailing,
namely, the retailers, is able to integrate
multiple channels; for instance, virtual
websites, physical stores, stalls, DM and
catalogs, customer service centers, so-
cial media, mobile devices, game conso-
les, televisions, networked appliances,

and door-to-door services, which indica-
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tes that mobile communications and net-
works will be important factors that in-
fluence the multi-channel development
of the retail industry. Price is the source
of corporate profits; while differentia-
tion is a corporate strategy to improve
competitiveness. Only by possessing
core capabilities that distinguish them-
selves from their rivals can enterprises
be powerful enough to survive in market
competition and actualize sustainable
operation. Integrating physical and vir-
tual channels is the present trend fo-
llowed by retail service providers. Retai-
lers simultaneously operate physical
stores and virtual websites to sell their
products/services. The so-called busi-
ness model integrating both offline and
online channels (bricks and clicks) is to
integrate virtual and physical retailers,
and thus, create a multi-channel expe-

rience superior to a single channel.

Multi-channel retailers can create
different perceived values according to
different target customer needs, and
charge customers price premiums accor-
ding to the price dispersion strategy.
From the economic point of view, the
adoption of price competition in the
market will reduce the profits of the ove-
rall industry. If enterprises without cost
advantages drop out of the market, only
a small number of advantageous enter-
prises will remain, thus, the low price

competition strategy is no longer a long-

term policy in the current industrial en-

vironment.

Therefore, enterprises must
create differentiation to produce custo-
mer values that separate them from other
rivals for price dispersion. In terms of
channel integration, previous empirical
research pointed out that, the network
channel price was higher than the margi-
nal cost, and such network channel price
differences existed with frequent price
fluctuation. In fact, the integration of
virtual and physical channels provides
enterprises a chance to implement diffe-
rentiation strategies and create more cus-
tomer value. Price dispersion is a pricing
strategy for enterprises to gain profits.
For consumers with heterogeneous pre-
ferences and a market with differentiated
product price estimations, enterprises
can also collect different price premiums
by separating consumers and creating

their different perceived values.

This study mainly aimed to ex-
plore whether or not 3C retailers’ deve-
lopment of multiple channels exerted
significant impact on price dispersion in
terms of market characteristics, retailer
characteristics, and product characteris-
tics.

Literature Review

Multi-Channel Type
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Multi-channel retailing refers to
businesses where retailers provide pro-
ducts/services for customers through
two or more different channels (Schoen-
bachler and Gordon, 2002). Friedman
and Furey (1999) classified multi-chan-
nels into mixed channels and integrated
channels. For mixed channels, each
channel is independent, and provides
consumers with complete values; when
consumers chose a certain channel, they
would remain in this channel; for chan-
nel integration, enterprises provide a
blended channel, where all channels pro-
vide values complementary to one anot-
her. However, not all enterprises use
channels of the same level, and their
channel selection influences their pri-
cing strategies and final profits (Chu,
Chintagunta, and Vilcassim, 2007). In
the current retail environment, retailers
with only one single channel, such as
physical stores or virtual websites,
would tend to be in an inferior position
(Prasarnphanich and Gillenson, 2003).
The best mode for retailers is to possess
multiple channels, meaning both physi-
cal and virtual, as they are complemen-
tary to each other (Yan, 2008).

Multi-channel retailers offer con-
sumers a flexible experience at different
shopping stages (Saeed, Grover, and Yu-
jong, 2003). Consumers could utilize the

advantages of all channels at different

shopping stages according to their perso-
nal preferences. In the multi- channel
model, when information is provided
online, and products or services are pro-
vided in physical stores, various values
were increased for consumers. For exa-
mple, the free selection of channels en-
hances convenience, and new comple-
mentary services are provided. When
consumers are allowed to choose infor-
mation collection, product purchase, and
after-sales service as they please, the
channels for the benefits to consumers
would be simultaneously increased
(Steinfield and Whitten, 1999). As poin-
ted out by Saeed, Grover, and Hwang
(2003), making integrated information
available to consumers in a multi-chan-
nel environment could help enterprises
increase their popularity, avoid losing
potential customers, strengthen customer
trust and loyalty, create more customer
value, reduce costs, and expand the mar-
ket.

Price Dispersion

Price dispersion is the deviation
of price distribution for the same kind of
products from a certain center. From the
perspective of information economics, a
changing price dispersion is resulted
from incomplete market information
(Ancarani and Shankar, 2004; Lindsey-
Mullikin and Grewal, 2006; Ancarani,
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Jacob, and Jallat, 2009), and is insepara-
ble from information search; however,
the main causes of the changing market
price dispersion are retailer characteris-
tics, market characteristics, and product
characteristics (Stigler, 1961). When in-
formation is incomplete, market infor-
mation is non-transparent, thus, consu-
mers would receive less information and

price dispersion would become higher.

On the contrary, if the level of
price dispersion is known, consumers
would be more highly motivated to
search for price information. Regarding
the relationship between price dispersion
and information search volume, more
searches for information could naturally
lower market price dispersion, thus,
most previous studies on consumers’
response to price dispersion focused on
the relationship between price dispersion
and the consumer behavior of informa-
tion search (Grewal and Marmorstein,
1994; Zimmermann and Geistfeld,
1984).

The extent of price dispersion re-
flects the difference in price patterns and
influences consumers’ cognition regar-
ding price information. When price dis-
persion is high, and with a very large
range between the highest market price
and the lowest price, it would be easier
for consumers to distinguish the low

price from the high price, as compared

with the circumstance of prices quite
close to one another, and with very low
dispersion (Lalwani and Monroe, 2005).
Consequently, a small number of extre-
mely high prices or low prices often
emerge in a market with high price dis-
persion, which influences consumers’
cognition and judgment regarding pri-
ces.Pan, Xing, Brian, and Venkatesh
(2004) conducted a comparative study
on the online and offline price disper-
sion of e-commerce retailers. They con-
sidered market and product characteris-
tics as the factors that drove price dis-
persion. Pan et al. (2003) discovered that
high price dispersion, as well as pro-
ducts with a high average price, were as-
sociated with a small number of compe-
titors in the market. Venkatesan et al.
(2007) found that market characteristics
moderated the relationship between re-
tailer characteristics and online price
dispersion. Clay et al. (2001) analyzed
the data regarding the online sale of
books, and found that a larger number of
competitors in the market would reduce

price dispersion.

Usually, the price and transporta-
tion costs of multi-channel retailers are
higher than those of pure online retailers
(Ancarani and Shankar, 2004). The price
sensitivity of online retailers is not
higher than that of offline retailers
(Shankar, Rangaswamy, and Pusateri,

2001). Online retailers’ price dispersion
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is continuous, and they did not provide
the same service experience as physical
retailers (Pan, Ratchford, and Shankar,
2002). By providing customers with ex-
tra value, multi-channel retailers indica-
ted that they charged consumers higher

price premiums than online retailers.

Perceived Price -- Quality -- Value

Perceived price includes percei-
ved monetary and non-monetary sacri-
fice. The former refers to the monetary
cost perceived by consumers when they
purchase products; while the latter refers
to consumers’ non-monetary expenditu-
res arising from product purchase, such
as time cost, search cost, and psycholo-
gical cost (Zeithaml, 1988). The percei-
ved price of products to be acquired sig-
nificantly influenced consumers’ deci-
sions regarding products or store selec-
tion during the process of shopping (Ba-
ker et al., 2002).

Perceived quality is consumers’
expectation of quality, as based on per-
sonal experience and information gained
during shopping. Consumers’ expecta-
tion of quality and experience in consu-
mption would affect their purchase deci-
sion.Consumers’ perceived quality dif-
fers from objective quality; objective
quality depicts the actual technological

advantages or strong points of products,

can be measured and validated accor-
ding to approved standards (Monroe and
Krishman, 1985); and can be compared
by internal clues; on the contrary, per-
ceived quality is a relatively vague and
abstract concept, as well as a kind of
overall assessment; different consum-
ption situations could generate highly
subjective views (Zeithaml, 1988).Mon-
roe and Krishnan (1985) proposed the
perceived value formation model. In
their opinion, consumers’ perceived
price of a product is an indicator to
measure perceived quality and perceived
sacrifice; perceived value could be ob-
tained simply by comparing perceived
quality with perceived sacrifice. If the
perceived quality is larger than the per-
ceived sacrifice, consumers have posi-
tive perceived value regarding the pro-
duct or service, which further impacts

consumer purchase intention.

Previous literature delved into
the influence of perceived value in the
context of a single retail channel. They
generally held that consumers chose the
utilitarian and hedonic values of pro-
ducts or stores (Childers, Carr, Peck, and
Carson, 2001). Consumers believed that
online stores could offer the greatest va-
lue for information acquisition and price
comparison; while physical stores had
the greatest value for immediate posses-

sion through both channel search and
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purchase frequency. However, the cate-
gory of cross-channel seeking did not
differ significantly. Kwon and Jain
(2009) investigated the influence of uti-
litarian and hedonic motivations for
high-level and mid-level multi-channel
shopping, which depended on the num-
ber of used shopping channels, and
found that hedonic (e.g. shopping value
experience and impulse to buy) and uti-
litarian (e.g. information search and con-
venience shopping) motivations were
the important factor to predict multi-
channel shopping. This study explored
the influence of multi-channel retailers
on consumer price dispersion, as based
on multi-channel retailers’ creation of
perceived values (utilitarian and hedonic
values), in order to cut down customer

perceived price.

Research Method

Conceptual Framework and

Hypotheses

Market Characteristic.

Market competition: It refers to
the number of retailers that provide the
same or homogeneous multi-channel re-
tail products or services in the market, or
the popularity of such products or servi-
ces (Wolk and Ebling, 2010). Lal and
Villas-Boas (1998) considered that the

degree of market competition influenced

retailers’ pricing strategies. To over-
come the challenge intensified by mar-
ket competition, retailers actively expan-
ded their service centers and strived to
quickly bring innovative products or ser-
vices to the market (Carrilo and Franza,
2006); in order to improve their market
position and core competitive advanta-
ges, they integrated and innovated vir-
tual and physical channels (Chesbrough,
2007). The high degree of market com-
petition would lower consumers’ percei-
ved price of the same products and ser-
vices provided by retailers, and thus, fa-
cilitate distributors’ implementation of
their price dispersion strategy (Drechsler
and Natter, 2012).

HI: Market competition significantly
and positively impacts price dispersion

in multi-channel retailers

Customer involvement: It refers
to how well customers are informed of
the price and information regarding the
products/services provided by multi-
channel retailers (Urbany, Dickson, and
Kalapurakal, 1996), including perceived
risk and perceived price dispersion. Re-
garding the extent of price dispersion,
customers acquired sufficient external
information, reduced their perceived risk
about retailers and products, and were
willing to pay a high price. Therefore,
regarding high- priced products, when

customers receive detailed and complete
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product information, their perceived pur-
chase risk would decline; however, it
would be unfavorable for retailers to
map out the price differentiation strategy
and charge a relatively higher price
(Berne, Mugica, Pedraja, and Rivera,
2001).

H?2: Customer involvement significantly
and negatively impacts price dispersion

in multi-channel retailers

Retailer Characteristic.

Service quality: It refers to the
comparatively excellent or outstanding
service provided by retailers for custo-
mers, including existing physical and
virtual elements, such as validity, relia-
bility, and usefulness (Parasuraman et al.
1988; Montoya-Weiss et al., 2003;
Sousa and Voss, 2006). In the multi-
channel retail environment, service qua-
lity could be used to explain retailers’
ability in price dispersion (Cassab, 2009;
Michaela and Daniel, 2007). Fernandez-
Sabiote and Roman (2012) mentioned
that multi-channel retailers provided
more diversified services than other re-
tailers, and could thus reduce customers’
total consumption costs. Thus, the better
the quality services provided by multi-
channel retailers, the more willing custo-

mers were to pay for such services.

H3: Service quality significantly and po-
sitively impacts price dispersion in

multi-channel retailers

Transaction channel: It denotes
that retailers provide consumers with
higher perceived values through channel
integration (physical and online stores),
and charged higher price premiums (Yu
et al., 2011). Consumers often measure
the products/services provided by retai-
lers according to previous prices in their
memory, rather than the actual price,
and judge them as either inexpensive or
expensive (Dickson and Sawyer, 1985;
Zeithaml, 1988). When retailers satisfied
customers’ heterogeneous preferences
(reducing customer sensitivity), or be-
came a monopoly or oligopoly in the
market, they would easily have a chance
to perform price dispersion for custo-

mers (Anderson and Simester, 2001).

H4: Transaction channel significantly
and positively impacts price dispersion

in multi-channel retailers

Store image/Reputation: It con-
sists of consumers’ attitude regarding
trust in store properties and benefits
(Keller, 1993; Kwon and Lennon, 2009).
Retailers’ services, products, atmosp-
here, and furnishings constitute the mul-
tiple aspects of store image, which in-
fluence the overall transaction image, as

based on physical and virtual integration
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(Jiang and Rosenbloom, 2005; Heijden
and Verhagen, 2004). Additionally,
when browsing websites, customers de-
velop different impressions and opinions
of the stores (Verhagen and Dolen,
2009). Therefore, with other conditions
remaining unchanged, the positive im-
pression of a store would make consu-
mers more affectionately dedicated, and
allow them to experience consumer
pleasure, and thus, reduce consumers’
price sensitivity (Benito and Partal,
2011).

H5: Store image/reputation significantly
and positively impacts price dispersion

in multi-channel retailers

Product Characteristic.

Product type: Consumers search
for relevant information about products
through multiple channels, and assess
the various properties of products;
namely, it refers to consumers’ prefe-
rence for certain product properties (Le-
vin et al., 2003). According to the pro-
perties or benefits, products could be ca-
tegorized into two types: search goods
and experience goods (Erdem and Swait,
1998). Experience goods cannot be eva-
luated until they are directly experienced
by consumers; while search goods can
be evaluated through related properties
prior to purchase (Nelson, 1974). When
retailers sell their products through dif-

ferent channels, and according to diffe-
rent product types, the price sensitivity
of consumers would decline, which

would facilitate the implementation of

price dispersion.

H6: Product type significantly and posi-
tively impacts price dispersion in multi-

channel retailers

Brand equity: It refers to brand
equity consisting of memory nodes
(brand names), as established in the
mind of customers, as well as the brands
they could recall or identify (brand awa-
reness) (Aaker, 1991; Keller, 1993). The
items of brand equity assessment include
perceived sacrifice, perceived quality,
and perceived customer preference (Suri
et al., 2000; Howerd and Kerin, 2006).

When retailers sell their products
through multiple channels, the most sui-
table brand strategy is to adopt brand
dispersion -- the larger the better —
among the virtual and physical channels
of the stores, especially when consumers
are not sensitive to prices and the basic
market scale is large (Yan, 2010). Ne-
vertheless, brand is a signal of quality

and value.

Customers would make tangible

and intangible considerations according
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Marketing Chai

i Brand Equity

Figure 1. Structure of This Research

to perceived price, and pay price pre-
miums for certain brands (Erdem, Swait,
and Louviere, 2002). Monroe and
Krishnan (1985) put forward a model of
the relationships among price, perceived
quality, perceived sacrifice, and percei-
ved value, and defined the complex as-
pect of price. The actual price, as set by
manufacturers, would be transformed
into perceived price according to consu-
mers’ consumption experience. A high
or low perceived price is obtained from
perceived quality and perceived sacrifice
(Swait et al, 2002; Howerd and Kerin,
2006). Brand equity influences custo-
mers’ perceived price, which impacts
their purchase decision (Keller, 2008).
Hence, multi-channel retailers could set
differentiated prices and charge custo-
mers different price premiums in accor-
dance with the brand equity of different

channels.

H?7: Brand equity significantly and posi-
tively impacts price dispersion in multi-

channel retailers

Questionnaire design and sampling

The main subjects of this study
are consumers who purchased 3C pro-
ducts through integrated virtual and phy-
sical channels. This study distributed
300 paper-based and 160 Web-based
questionnaires, and invalid questionnai-
res, meaning those not answered by con-
sumers who purchased products through
integrated virtual and physical channels,
or lacked authentic answers, were remo-
ved, for a valid questionnaire collection
rate of 82.17%. The original four major
aspects and 72 question items were de-
signed and revised by referring to pre-
vious literature. After the pilot test and
reliability and validity analysis, the ori-
ginal questionnaire was adjusted into a
43-item formal questionnaire, which
adopted a five-point measurement Likert
scale, from 5 (strongly agree) to 1
(strongly disagree). To avoid errors aris-
ing from significant differences in data
sources, independent-samples t-test was
conducted on the paper-based and Web-
based questionnaires. The results
showed no significant differences in the
demographic variables or model- measu-
red variables among the two groups of
samples, and the collected data were sor-

ted and analyzed.
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Reliability and Validity

To determine the formal ques-
tionnaire, the original items, as collected
through pilot test, were adjusted and re-
moved after the first exploratory factor
analysis and reliability analysis of Cron-
bach’s a; in the second factor analysis,
the principal component analysis techni-
que was applied to extract factors. Fac-
tor rotation was performed using vari-
max with eigenvalues larger than 1 and
factor loadings larger than 0.5. Then, the
aspects were named properly. Finally,
(1) three factors were extracted for mar-
ket characteristics: Competition Degree,
Price Comparison, and Perceived Price
Dispersion, and the total explanatory cu-
mulative variance reached 69.59%; (2)
five aspects were extracted for retailer
characteristics: Virtual Service Quality,
Physical Service Quality, Multiple Tran-
saction Channels, Virtual Store Image,
and Physical Store Image, and the total
explanatory cumulative variance reached
64.00%; (3) three factors were extracted
for product characteristics: Product
Type, Perceived Value, and Perceived
Trust, and the total explanatory cumula-
tive variance reached 62.93%. All
Cronbach’s a reliability coefficients ex-
ceeded 0.6 and all factor loadings excee-
ded 0.5, which indicates the mid-level
and high reliability of the scale, as well
as the consistency, stability, and accu-

racy of the questionnaire items.

Results of Analysis

Male respondents were 192
(50.4%) and female respondents were
189 (49.6%). The ratio of male to female
samples was approximately 1:1. Regar-
ding educational background, most in-
terviewees received a “University” edu-
cation (52.8%). Regarding occupation,
most interviewees were “Students”
(50.9%). Regarding age, most intervie-
wees were aged “Between 20 and 30”
(62.2%). Regarding monthly salary,
most interviewees earned “Below NTD
10,000” (48.0%). Regarding online
shopping experience, most interviewees
shopped online for “More than 10 Ti-
mes” (34.4%). Regarding how long they
browsed the shopping websites each
time, most interviewees spent “1-2
Hours” (38.3%). Regarding the fre-
quency of online surfing, most intervie-
wees chose “Surfing Online Almost
Every Day” (71.9%). After independent-
samples t-test and single factor variance
analysis, no significant differences were

found in the demographic variables.

Through overall multiple regres-
sion analysis, this study explored the in-
fluence of 3C multi-channel retailer cha-
racteristic on price dispersion. The
ANOVA results showed that the regres-
sion model was statistically significant
(F=31.04, P<0.00). The customers’ per-

134

The International Journal of Organizational Innovation Vol 9 Num 2 October 2016



ceived price was significantly and positi-
vely impacted by multi-channel retai-
lers’ market competition, service qua-
lity, product type, store image, and
brand equity. As seen from the regres-
sion analysis, the standardized 3 coeffi-
cients were 0.128, 0.287, 0.114, 0.117,
and 0.194, respectively. “Service Qua-
lity” exerted the largest impact on price
dispersion, while the influence of
“Brand Equity” was the second largest.
After adjustment, the overall regression
variance explained (R2) was 35.6%.
With the price dispersion theory of in-
formation economics, this study empiri-
cally investigated the influence on price
dispersion, as based on customer value.
As can be learned, retailers should deve-
lop multiple channels according to diffe-
rent product types, and deliver customer
perceived values, such as excellent ser-
vice quality, good image, and high brand
equity, rather than pure prices. The mo-
del adopted in this study has good pre-
dictive power for expanding price dis-

persion with extra benefits.
Conclusions
As consumers become more de-

pendent on increasingly popular internet

and smart phones, how to search for pri-

ces through different channels and com-
pare prices online has become more
transparent. Consumers are most likely
to think “comparing the prices at three
stores will protect them from losses” and
“it’s better to check the prices of online
stores, and then, purchase the products
in the physical shops”. In the future, en-
terprises should replace their existing
single distribution channel with integra-
ted virtual and physical channels. In this
way, different target customers can be
distinguished according to their special
needs; moreover, customer values can
be maximized and the difference in price
premiums can be increased by service
quality and branding. Based on the re-
search findings, the following sugges-

tions are proposed for strategy making.

First, in terms of market charac-
teristics, when retailers implement price
dispersion in a market with a small num-
ber of rivals or high popularity of pro-
ducts, consumers will easily turn to their
rivals. Therefore, in order to cope with
the engagement of more diversified dis-
tributors or become more competitive
against peers, enterprises should conti-
nuously expand their stores at a small
scale, sell more unique products, spread

the reputation of their
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Table 1. The Coefficients of Multiple Linear Regression Analysis

Model B S(ti/ril:gf)i B Significance
Constants -.029 288 919
Market Competition 145 053 128 006"
Customer Involvement -.053 054 -.045 328
Service Quality 320 056 287 000"
Transaction Channel .065 .048 .065 178
Store Image / Reputation 157 .070 114 025"
Product Type 130 055 117 018"
Brand Equity 258 062 194 000"
R? 0.368
Adjusted R? 0.356
F(p) 31.040(.000"")

a. Predictors: (Constant), Market Competition, Customer Involvement; Transaction
Channel, Service Quality, Store Image / Reputation; Product Type, Brand Equity ,
Dependent Variable: Customers Perception on Value-Based

b. * p<.05, ** p<.01, *** p<.000

brands, make small profits through
quick turnover, improve price pre-
miums with added customer values,
and increase marketing and staff costs

to maintain channel operations.

Secondly, in terms of retailer
characteristics, consumers’ evaluation
regarding retailers’ service quality or
store image will influence their percei-
ved price and customer benefits. Parti-
cularly, service quality can exert the
greatest influence. Research has shown
that service quality must be constantly
perfected, and competition among en-
terprises is not a price war. The service
principle should aim at bringing more
benefits to customers, meaning if en-
terprises can win customers through
market power, they will be more capa-

ble of high-priced perceived pricing.

Moreover, a positively percei-
ved store image or reputation can rela-
tively improve customers’ social and
economic status and personal image,
and encourage customers to frequent

both virtual and physical channels.

Finally, in terms of product
characteristics, product types can be
classified into search goods and expe-
rience goods. In the past, both physical
retailers and e-retailers restricted the
sales of certain product types. The
reason for this was that the information
provided by physical retailers was too
limited to help customers fully eva-
luate and compare different products;
while for e-retailers, customers could
not go to the stores for personal expe-
rience, which generates perceived pur-

chase risk. In contrast, multi-channel
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retailers overcome the shortcomings of
the above-mentioned single-channel
retailers. Product differentiation and
added services improve customer per-
ceived value, and thereby, increases
price dispersion to charge high price
premiums. Product brand equity con-
sists of five elements: brand loyalty,
brand popularity, customer perceived
quality, brand associations, and other
proprietary brand assets (such as pa-
tent, registered trademark, and the rela-
tionship with circulation enterprises). It
also indicates consumers’ perceived
value of and trust in the product. If
multi-channel retailers can fully deli-
ver brand equity to customers through
integrated virtual and physical chan-
nels, the product brand equity and cus-
tomer perceived price will increase
along with higher loyalty behaviors,
making it more favorable for retailers
to implement the pricing strategy of

high price dispersion.

Limitations and Future Studies

Regarding the research results,

several potential limitations must be
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Abstract

The main purpose of this paper is to examine whether the luxuriousness of restaurant
furnishings affected the strength of relationship quality in business. Consumer invol-
vement is also used as a moderating variable. 340 responses were collected for this
study. Once responses that were incomplete, obviously false or failed to play the role
properly were excluded, a total of 336 valid responses were received for an effective
recovery rate of 98%. Two-factor analysis of variance was also used to verify the as-
sumptions of this study. The empirical results showed that: The luxuriousness of res-
taurant furnishings had a positive effect on relationship quality. The effects between
the luxuriousness of restaurant furnishings and relationship quality was also modera-
ted by the degree of involvement. For luxurious restaurants, the satisfaction, trust and
commitment of consumers with high involvement were significantly greater than
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those with low involvement. For restaurants without luxurious furnishings, the satis-
faction, trust and commitment of consumers with low involvement were significantly
greater than those with high involvement. This paper then proposed a concrete theory,
practical implications as well a direction for future research based on the above fin-

dings.

Keywords: Relationship quality, luxuriousness of restaurant furnishings,

involvement

Introduction

The marketing paradigm shif-
ted from being transaction-oriented to
being relationship-oriented from the
1990s onwards. Having gained the at-
tention and favor of the academic and
business communities, relationship
marketing has become the core concept
in corporate marketing with an empha-
sis on the building, development and
maintaining of relationships between
both parties in a transaction (Morgan
and Hunt, 1994). The service industry
in Taiwan is now approaching a satura-
tion point and competition has conti-
nued to intensify. The building of close
customer relationships has become the
service industry's main weapon for se-
curing a competitive advantage
(Reichheld, 1993). The building of a
close, long-term relationship between
service providers and customers forms
the foundation of a loyal customer base
(Reichheld, 1993). This not only redu-
ces defection among customers. It also
boosts a company's sales, profits and
repurchase intention, creates word-of-
mouth advertising among customers
(Zeithaml, Berry and Parasuraman,
1996) and helps to moderate threats for
a volatile competition environment.

Customers expect to establish a
good relationship with the service pro-
vider in order to enjoy proactive ser-
vice attitude, and services tailored to

their needs and requirements. This re-
duces the uncertainty risk and transac-
tion cost for the customer's future in-
terests while generating social benefits.
Relationship marketing is therefore a
way of creating a mutually beneficial
outcome for both the customer and ser-
vice provider. The most important
measure of relationship success and
strength is relationship quality (Smith,
1998). Roberts, Varki and Brodie
(2003) also proved that relationship
quality offers a better predictor of con-
sumer intent than service quality.

Consumers are governed by
both reason and emotion during consu-
mption. Market competition is also
continuing to intensify. Quality and
function are no longer sufficient to sa-
tisfy the needs of consumers nor do
they generate economic value for busi-
nesses. What businesses now need is to
use novel stimuli to appeal to consu-
mers' emotions and touch their hearts
through an aesthetic experience. Plea-
sant experiences are used to create an
emotional link with the consumer and
make them feel more positive about a
brand or product. The furnishing of the
service venue is the most important vi-
sual experience for making consumers
enter a business and pay for its servi-
ces. Can this kind of experience value
boost the relationship quality with the
consumer in a way similar to the fun-
ctional value of products and services?
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Despite the lack of academic research,
this type of visual experience is a cru-
cial weapon for service businesses loo-
king to differentiate themselves from
their competitors in the market and
create more economic value. Existing
literature on the physical environment
tends to look at the stimuli from servi-
cescapes and the emotional reactions
of consumers. Emotion therefore ser-
ves as an intervening variable for in-
fluencing consumer satisfaction (Lin
and Mattila, 2010; Wakefield and
Blodgett, 1994); repurchase intention
(Wakefield and Blodgett, 1994; Tristan
and Ran, 2014), word of mouth (Tris-
tan and Ran, 2014; Wakefield and
Blodgett, 1994) as well as interaction
and affinity between consumers and
service personnel. Repurchase inten-
tion and word of mouth are indicators
of loyalty. Loyalty represents customer
commitment and trust (Samuelson and
Sandvik, 1997). Other research also
proved that experienced environments
influence consumer perception of a bu-
siness' quality (Ha and Fang, 2012),
image (Ryu et al., 2008, 2012) and va-
lue (Ryu et al., 2008). The perceived
quality, perceived image and perceived
value all directly affect the consumer's
perception of their relationship quality
with the business. These suggest that
the servicescape can influence the buil-
ding and maintenance of business rela-
tionship quality. Very few of the litera-
ture on relationship quality attempted
to verify directly how the servicescape
affects relationship quality, so this was
one of the motives for this study.

To gain a more complete un-
derstanding of how the servicescape
influences consumer relationship qua-
lity, the level of consumer involvement
dimension must also be taken into ac-
count. The level of involvement affects

attitude changes (Petty, Cacioppo, and
Schumann, 1983), information proces-
sing and intention to establish a rela-
tionship (Gaby, Wulf and Schumacher,
2003). The same servicescape will ge-
nerate different perceptions and delibe-
rations for consumers with different le-
vels of involvement. The level of in-
volvement was therefore added as mo-
derating variable in this study. This
will give a clearer and more complete
understanding on how the "services-
cape" affects consumer relationship
quality. Out of this came the second
motive for this study.

The purpose of this paper is to
examine whether the luxuriousness of
furnishing affected relationship quality
in the food & beverage industry. Whet-
her such an influence varied depending
on the level of consumer involvement
is also dissected.

Servicescape

Servicescape is a term widely
used in marketing. It influences consu-
mer judgment of tangible and intangi-
ble consumption clues (Hooper and
Coughlan, 2013). Kotler (1974) was
one of the earliest academics to use the
servicescape as a marketing tool and
gave it the following definition: the de-
sign of buying environments to pro-
duce specific emotional effects in the
buyer that enhance her/his purchase
probability.

Ezeh and Harris (2007) defined
servicescape as: The physical environ-
ment housing the service encounter,
which elicits internal reactions from
customers leading to the display of ap-
proach or avoidance behaviors. As for
the dimensions of the servicescape,
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Kotler (1974) divided the servicescape
into four dimensions based on the four
human senses of sight, hearing, smell
and touch: (1) Visual dimension: Such
as colors and brightness. (2) Aural di-
mension: Such as volume and tone. (3)
Olfactory dimension: Such as smells
and freshness. (4) Tactile dimension:
Such as temperature and hardness. Ba-
ker (1987) divided the servicescape
into three main dimensions: (1) Am-
bient factors: Background ambiances
that only affects the human subcons-
cious such as temperature, lighting,
scent and cleanliness. (2) Design fac-
tors: Refers to visual stimuli that have
an obvious effect on the customer.
These can be further broken down into
aesthetics (such as the building's inter-
nal/external appearance, colors and
materials) and function (such as layout
and function). Design factors exist as
stimuli that act directly on the senses to
create a positive perception and pro-
mote approach behaviors in the custo-
mer. (3) Social factors: Refers to the
human factor in the servicescape inclu-
ding the appearance, behavior and
number of service personnel and other
customers.

Bitner (1992) took a different
approach when dividing the service -
scape into three main categories: (1)
Ambient condition: Such as tempera-
ture, air quality and noise; (2) Space
function: Such as arrangement, equip-
ment and furniture. (3) Signs, symbols
and artifacts: Such as signs, artificial
decorations and decorative style. Many
academics have adopted and verified
these three environmental dimension
types. They are considered to be key
factors for describing the physical su-
rroundings in the service industry. This
method for classifying the three envi-

ronmental dimensions have been ex-
tensively used in restaurant servicesca-
pes as well (Ellen and Zhang, 2014).

The three environmental di-
mensions (ambient condition; space
function; signs, symbols and artifacts)
proposed by Bitner (1992) as well as
the social factors in the environment
can therefore completely encompass
all environmental dimensions. No mat-
ter how the servicescape is classified,
the effect of the environment on hu-
man beings must all first be perceived
through the five senses before they can
influence people's perception, emotion,
attitude and behavior. The greatest ef-
fect that servicescape on human per-
ception is through vision (Vieira,
2010). A visually elegant environment
design can aid in consumer identifica-
tion of the enterprise and achieve diffe-
rentiation with competitors. Symbolic
signs can also influence the consumer's
understanding and rating of the envi-
ronment. The visual atmosphere of
McDonald's, for example, conveys a
sense of youth and joy to consumers
(Vieira, 2010). The visual aesthetics of
the store influence consumer percep-
tion of the store's brand and quality. It
also influences the consumer's satisfac-
tion and loyalty to the store. The visual
aesthetics of the environment have a
direct and far-reaching effect on consu-
mers. It not only influences the consu-
mer perception but also their attitude
and behavior. Lin and Mattila (2010)
believed that consumers use overall en-
vironmental clues to evaluate their di-
ning experience. Baker and Grewal
(1994) believed that the store environ-
ment is a combination of different key
factors (such as color and layout). Con-
sumers combine all of the elements in
their evaluation and assumptions. Ra-
rely do they make a judgment based on
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just one or two factors. This paper will
therefore use the overall visual aesthe-
tics as the visual factor in examining
the environment to explore how this
type of aesthetic experience influenced
the relationship quality between ser-
vice businesses and customers. This
paper adopted the environmental di-
mensions proposed by Kotler (1974)
but looks only at the environment's
overall visual dimension and clues.
The servicescape in this paper is there-
fore defined as: The design aesthetics
(such as refinement, luxury, design,
and atmosphere) of the visual surroun-
dings that business strove to elicit the
expected internal reactions from custo-
mers leading to the display of approach
or avoidance behaviors.

Relationship quality

Relationship quality was first
proposed by Crosby, Evans and Co-
wels (1990) who defined relationship
quality as: the overall evaluation of the
strength of buyer-seller relationship,
based on the past successful or failed
experience with satisfying the needs
and expectations of both parties. Aca-
demics differ over what dimensions
should be included in a high-order
construct like relationship quality.
Crosby et al., (1990) defined relations-
hip quality in terms of satisfaction and
trust. Smith (1998) however believed
that commitment is the long-term
orientation for maintaining relationship
and represents the longevity of the re-
lationship. Relationship quality should
therefore include not only trust and sa-
tisfaction but also commitment in order
to measure the ability of an enterprise
to derive lifelong value from the custo-
mer. The three dimensions of satisfac-
tion, trust and commitment were there-

fore adopted by this paper for measu-
ring relationship quality. Satisfaction is
an emotional state accumulated over
time and not the product off reason. It
is a subjective emotional feeling in the
consumer that reflects whether the
transaction or contact experience was
judged to be favorable and pleasant as
a customer. Trust refers to the degree
of trust and good will in one party as
perceived by the other. It includes abi-
lity, goodwill and honesty. Commit-
ment is the desire to permanently
maintain a relationship of value. Both
parties must believe that it is important
to maintain the relationship and both
parties will try doing their best to
maintain their mutual relationship
(Morgan and Hunt, 1994).

Involvement

Involvement: "The importance
of a certain matter felt by a person ba-
sed on their own personal needs, va-
lues and interests." (Zaichkowsky,
1985) The level of involvement is in-
fluenced by personal factors (need, va-
lues, and interests), product factors
(price, risk, social visibility) and am-
biance factors (Zaichkowsky, 1985). It
represents the amount of "motivation"
and "ability" possessed by a subject for
processing information they come into
contact with. As for the classification
of involvement, Zaichkowsky (1985)
divided involvement into advertising
involvement, product involvement and
purchase decision involvement. Pro-
duct involvement is the importance of
a product to the consumer, or the per-
sonal subjective consciousness assig-
ned by the consumer to the product. It
is a form of consumer involvement that
is more long-lasting and less easily in-
fluenced by external ambiance factors.
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Product involvement is often used du-
ring theory and practice as an effective
segmentation variable. Flynn and
Goldsmith (1993) also proved that
using product involvement as the seg-
mentation variable is a more effective
than demographic variables at predic-
ting consumer behavior. Product invol-
vement was therefore adopted in this
paper to measure the level of consumer
involvement with restaurant food as
well as the ambiance variable for the
attractiveness of restaurant service per-
sonnel.

Hypothesis

According to the theoretical
framework of the M-R model, physical
environmental stimuli elicits emotional
reactions in the consumer (joy, excite-
ment, control) that, in turn, influences
the consumer's approach or avoidance
behaviors. Most existing literature on
the physical environment tend to look
at the stimuli from servicescapes and
the emotional reactions of consumers.
Emotion therefore serves as an interve-
ning variable for influencing consumer
satisfaction (Lin and Mattila, 2010;
Wakefield and Blodgett, 1994), repur-
chase intention (Wakefield and Blod-
gett, 1994, 1999; Tristan and Ran,
2014), word of mouth (Tristan and
Ran, 2014; Wakefield and Blodgett,
1994) as well as interaction and affi-
nity between consumers and service
personnel. Repurchase intention and
word of mouth are indicators of
loyalty. Loyalty represents customer
commitment. Consumer emotion is af-
fected by their experience of the servi-
cescape. When the consumer's percei-
ved emotional value and pleasant expe-
rience is increased, these types of value
representing happiness makes the con-
sumer feel satisfaction. The association

of this emotion with the business gene-
rates commitment. Baker, Levy and
Grewal(1992) also believed that when
the consumer enjoys and likes the store
environment this will generate higher
product value, perceived interpersonal
interaction as well as lower perceived
psychological cost and time/effort cost.
The result is a high level of visiting in-
tent, which is a reflection of consumer
satisfaction and commitment. Consum-
ption emotion is also a source of infor-
mation used for evaluating the trust-
worthiness of a company. Positive
emotions promote greater consumer
trust in the company. Research by
Franco and Cataluna (2010) showed
that emotions directly influence satis-
faction, trust and commitment.

The following hypotheses were
therefore made by this paper based on
the above rationale:

HI: The luxuriousness of restaurant
furnishings has a positive influence
on relationship quality.

The level of involvement in-
fluences consumer perception of quan-
tity and quality. It is also an indication
of consumer motivation and a decider
of consumer behavior. The Elaboration
Likelihood Model (ELM) developed
by Petty and Cacioppo(1986) offers a
useful theoretical framework for ex-
plaining the level of involvement.
ELM assumes that there are two routes
that influence persuasion and attitude.
The first is the central route where the
message recipient has the motivation
and ability to process that message.
The recipient will carefully and
thoughtfully consider the true merits of
the message and this is classified as
high-level elaboration. Message invol-
vement is one of the key precedents to
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message elaboration. More involve-
ment meant greater elaboration. The
second is the peripheral route. The
message recipient is less motivated to
thoroughly process the message. Their
change in attitude is not based on the
point being made in the message but
on the ease of processing that image,
as well as its periphery, background,
cues and source. This is classified as
low-level elaboration. Those with low-
involvement are more likely to process
messages through the peripheral route.
More consumer involvement resulted
in more service experience being recei-
ved. Laurent and Kapferer (1985) be-
lieved that higher symbolic value and
hedonic value in the product led to
greater consumer involvement. Mudie,
Cottam and Raeside (2003) pointed out
that greater consumer involvement
meant higher satisfaction. The more
luxurious a restaurant's furnishings are
the higher the perceived value (Ryu et
al., 2008), positive emotion (Lin and
Mattila, 2010) and experience value it
generates in the consumer. The higher
the consumer's perceived value, emo-
tion and experience are, the more li-
kely it is to be perceived and elabora-
ted on by those with high-involvement.
Those with high-involvement will then
become aware of more attributes, re-
sults and value. Those with low- invol-
vement who adopt the peripheral route
for processing information is less moti-
vated and equipped to process and ela-
borate on messages. Changes in their
attitude are not based on the content of
the message but on simple elaborations
based on ambiance factors such as the
visual effect. The positive visual effect
of luxurious restaurant furnishings may
elicit a positive attitude in those with
low-involvement but the strength is lo-
wer than those with high-involvement

after in-depth elaboration and un-
derstanding. By comparison, consu-
mer's perceived value, emotion and ex-
perience of restaurants with non-luxu-
rious furnishings are lower as well.
The attributes, result and value as un-
derstood by those with high involve-
ment are also lower, resulting in their
negative attitude being higher than
those with low-involvement. The follo-
wing hypotheses were made by this pa-
per based on the above rationale:

H?2: The effects between the luxu-
riousness of restaurant furnishings
and relationship quality is modera-
ted by the degree of involvement. For
luxurious furnishings, the effect is
greater on those with high-involve-
ment than with low-involvement. For
non-luxurious furnishings, the effect
is greater on those with low-involve-
ment than those with high-involve-
ment.

Research Design

The experimental design of this
paper used the factorial design, as it
can balance multiple "main effects"
and "interaction effects" in the experi-
ment. This study contained one inde-
pendent variable (luxuriousness of the
restaurant furnishings; divided into
high or low) and one moderator varia-
ble (consumer involvement; divided
into high or low). The dependent varia-
ble was "relationship quality." The ex-
perimental setting was controlled using
the scenario method of experimental
design.

1. Pretests

In this paper, a pretest was held
to select the luxuriousness of restaurant
furnishings with 50 current students or
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community members asked to assess
22 photos of different restaurant furnis-
hings. Four 9-point semantic differen-
tial scales were used to measure the le-
vel of luxuriousness. "High- class/Not
high-class", "Luxurious/Not luxu-
rious", "Good atmosphere/Poor at-
mosphere" and "Good design/Poor de-
sign" were used to measure how luxu-
rious the furnishings in the photos
were. ‘9’represented very high-class,
luxurious, good atmosphere and good
design. ‘1’ represented very low-class,
not luxurious, poor atmosphere and
poor design. Two sets of photos were
then selected from restaurant furnis-
hings rated as "high" (mean = 8.1350)
and "low" (mean = 2.0450) for luxu-
riousness. The t-test showed that t=
35.683, p <0.001. The luxurious group
(mean = 8.1350 was significantly lar-
ger than the non-luxurious group
(mean = 2.0450) so this paper made an
appropriate selection on the luxurious-
ness of restaurant furnishings.

2. Measurement of dependent va-

riables and moderator variables

The dependent variable in this
paper was relationship quality. It was
measured using a questionnaires deve-
loped from Doney and Cannon (1997)
and Morgan and Hunt (1994). The
questionnaire was divided into three
dimensions: satisfaction, trust and
commitment. "Involvement" was
measured using a questionnaire deve-
loped from Zaichkowsky (1985) and
Varki and Wong (2003). The above
questionnaires all adopted the Likert 7-
point scale. A score of ‘7’indicated
"strongly agree" while a score of ‘1’in-
dicated "strongly disagree."

3. Testing for reliability and vali-
dity

Reliability measures the vali-
dity of a measurement tool, or the con-
sistency of measurements. This paper
adopted the Cronbach's a coefficient to
measure the consistency of data. The a
value of each dimension in this paper
ranged between 0.977 ~ 0.915. All
were greater than 0.7, indicating a high
level of internal consistency. Validity
refers to the ability of the measurement
tool to measure the problem that the re-
searcher wishes to measure. The varia-
bles in this questionnaire were compi-
led using foreign and domestic litera-
ture. They were also inspected by ex-
perts and academics so the measure-
ment scales used in this study possess
a certain level of content validity. A
measurement dimension possesses
convergent validity if it satisfies the fo-
llowing criteria (Hair, Anderson, Tat-
ham and Black, 2009): (1) Factor
Loading must be greater than 0.7; (2)
Composite Reliability (CR) must be
greater than 0.7; and (3) Average Va-
riance Extracted (AVE) must be grea-
ter than 0.5. In this paper, the factor
loading of relationship quality ranged
between 0.974 ~ 0.927 while involve-
ment ranged between 0.889 ~ 0.824.
CR of relationship quality ranged bet-
ween 0.977 ~ 0.964 while involvement
was 0.916. AVE of relationship quality
ranged between 0.933 ~ 0.873 while
involvement was 0.731. All satisfied
the criteria set by Hair et al. (2009) so
all dimensions of this paper exhibited
sound convergent validity. This paper
used the bootstrap method to establish
the confidence interval of Pearson co-
rrelation coefficients between dimen-
sions. If 1 (representing complete co-
rrelation) is not included then there is
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discriminate validity between the di-
mensions (Torkzaden, Koufteros,
Pflughoeft, 2003). SEM was used to
establish the confidence interval bet-
ween coefficients. After 1000 repeated
estimations using the bootstrap method
with 95% confidence level, this study
found that the confidence interval bet-
ween the dimensions in both Experi-
ment 1 and Experiment 2 did not con-
tain 1. The dimensions of this paper
therefore possess discriminate validity.

4. Experimental scenarios

n

The "Between Subject Design
experimental design was adopted in
this paper. Different subjects received
different experimental treatments to
ensure they cannot see the full extent
to which the variables were manipula-
ted. This helped to prevent subjects
from learning about the purpose of the
experiment and reacting in a biased
manner. Scenario-based role-playing
was used in this paper. This method gi-
ves better control over the independent
variable. It also allows the cause-and-
effect between independent and depen-
dent variables to be examined with
great accuracy (Smith, Bolton and
Wagwer, 1999), reduces the modera-
ting effect of external variables , and
avoids errors caused by memory lapse
or bias in the respondent during the
answering process (Smith et al., 1999).

5. Experimental procedure

This study mixed the two
groups of restaurant furnishing photos
(luxurious and non-luxurious) together
randomly then distributed them at ran-
dom to respondents. Each respondent
was randomly assigned one photo to

reduce the influence of other modera-
ting factors on this experiment. Conve-
nience sampling was used for this
study with suitable subjects in crowded
parts of Kaohsiung such as the subway
station, business districts and schools
interviewed and asked to fill out a sur-
vey. The interviewer first asked the
respondent if they had previous expe-
rience with working in the restaurant
industry. If yes, the respondent asked
the respondent to read through the sce-
nario description in the questionnaire,
then examine the color photo showing
the top half of the service provider as
well as color photo of the restaurant's
interior furnishings. They were then
asked to fill out the questionnaire pla-
ying the role of the consumer in the gi-
ven scenario. A small gift was given
upon completion. A total of 340 sur-
veys were distributed for this study and
340 responses were collected. Once
responses that were incomplete, ob-
viously false or failed to play the role
properly were excluded, a total of 336
valid responses were received for an
effective recovery rate of 98%.

6. Manipulation checks

Two variables were manipula-
ted in this study: luxuriousness of the
restaurant furnishings and level of con-
sumer involvement. The t-test was ca-
rried out in this paper to determine
whether the luxuriousness of restaurant
furnishings was successfully manipula-
ted. The result of t = 31.055, P=0.000
< 0.001 showed that there was signifi-
cant difference. The luxuriousness of
luxury restaurants (Miuxurious = 5.8367)
was significantly higher than non-
luxurious restaurants (Mnon-luxurious =
2.1973). The manipulation of restau-
rant furnishing luxuriousness in this
paper was therefore very successful.
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As for involvement, this paper used the
post-classification method and the ave-
rage value of 5.4709 from the respon-
dent involvement scale to differentiate
between high and low involvement.
Those higher than the average were
treated as high-involvement while
those lower than the average were
treated as low-involvement. The t-test
for both levels of involvement achie-
ved significance (t=21.975, p=0.0000
<0.001) with Mhigh = 6.4702 >Miow =
4.3718. The manipulation of involve-
ment in this paper was therefore very
successful as well.7.

Hypothesis testing

Two-factor ANOVA was ca-
rried out in this paper to examine hy-
potheses H1 and H2. Table 1 shows
that the luxuriousness of restaurant fur-
nishing's main effect achieved a signi-
ficant difference in all three relations-
hip quality dimensions of satisfaction,
trust and commitment. The F values
were F=659.789, P=0.000<0.001;
F=436.412, P=0.000<0.001 and
F=401.328, P=0.000<<0.001 respecti-
vely. For "Relationship Quality - Satis-
faction", consumer "satisfaction" for
"luxurious restaurants" (Miuxurious =
5.6610) was significantly higher than
those for "non-luxurious restaurants"
(Mnon-tuxurious = 2.8694). For "Relations-
hip Quality - Trust", consumer "trust"
for "luxurious restaurants" (Miuxurious =
5.5996) was significantly higher than
those for "non-luxurious restaurants"
(Mhon-tuxurious = 3.2234). For "Relations-
hip Quality - Commitment", consumer
"commitment" for "luxurious restau-
rants" (Miuxurious = 5.4328) was signifi-
cantly higher than those for "non-luxu-
rious restaurants" (Mnon- luxurious =
2.9473). There was therefore a positive
correlation between luxuriousness of

restaurant furnishings and "relationship
quality". Therefore,H1is supported.
Based on Table 1, The interaction ef-
fects between luxuriousness of restau-
rant furnishings and involvement in the
three relationship quality dimensions
of satisfaction, trust and commitment
both reached significant difference.
The F values were F=30.930, P=0.000
<0.001; F=24.406, P=0.000<0.001

and F=21.492, P=0.000<0.001 res-
pectively. Further simple main effect
analysis and examination of Table 2
shows that for luxurious restaurants,
F=32.444 and P < 0.001 so there was
significant difference. Satisfaction of
those with high-involvement (Mhnigh =
5.9435) was greater than those with
low- involvement (Miow= 5.1818). For
non- luxurious restaurants, F=6.294
and P <0.05 so there was significant
difference. Satisfaction of those with
low- involvement (Miow = 3.0404) was
greater than those with high-involve-
ment (Mhigh=2.6184). From Table 3,
for luxurious restaurants, F=30.218
and P=0.000< 0.001 so there was sig-
nificant difference. Trust of those with
high-involvement (Mhigh = 5.8594) was
greater than those with low- involve-
ment (Mjow= 5.1818). For non- luxu-
rious restaurants, F=4.540 and P < 0.05
so there was significant difference.
Trust of those with low- involvement
(Miow = 3.3848) was greater than those
with high- involvement (Mhigh=
2.9864). From Table 4, for luxurious
restaurants, F=21.284 and P < 0.001 so
there was significant difference. Com-
mitment of those with high- involve-
ment (Mhigh = 5.6834) was greater than
those with low- involvement (Miow=
5.0076). For non- luxurious restau-
rants, F=5.214 and P < 0.05 so there
was significant difference. Commit-
ment of those with low- involvement

151

The International Journal of Organizational Innovation Vol 9 Num 2 October 2016



Table 1. Summary of 2-Factor Analysis of Variance for Luxuriousness of Furnishings

and Level of Involvement

Moderator Dependent variable
variable Relationship quality
Satisfaction Trust Commitment
F-value | P-value Scheff | F-value | P-value Scheff | F-value | P-va- | Scheffe
e met- e met- lue method
hod hod

Independe
variable

Luxurious- | 659.78 | 0.000 Al> 436.41 | 0.000 Al> 401.32 | 0.000 | A1>
ness of fur- 9 | *** A2 2 *HE A2 8 *ERE A2
nishings (A)
Level of In- 2.548 | 0.11 1.846 | 0.175 0.827 0.364
volvement 1

B)

Luxurious- 30.930 | 0.000 24.406 | 0.000 21.492 0.000
ness Offur- skskok skksk skskok
nishings

X
Involvement
(AxB)

Note 1: * P<0.05 difference exists; ** P<0.01 significant difference; *** P<0.001 very significant diffe-

rence

Note 2: Al: Luxuriousness of furnishings; A2: Non-luxurious furnishings; B1: High-involvement; B2:

Low-involvement
(Mhigh=2.6771).Therefore,H2 is supported.

Table 2. Simple Main Effect Analysis - Relationship Quality - Satisfaction

Luxuriousness of furnis-
hings F-value Post
Luxurious | Non-luxu- compari-
(A1) rious (A2) son
Level High-involve- | 5.9435 2.6184 524.681%%* | A1>A2
of ment (B1)
Involve- | Low-involve- | 5.1818 3.0404 188.106*** | A1>A2
ment ment (B2)
F-value 32.444*%* | 6,294*
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Post comparison

B1>B2

B2>Bl1

Note 1: * P<0.05 difference exists; ** P<0.01 significant difference; *** P<0.001 very
significant difference

Table 3. Simple Main Effect Analysis - Relationship Quality - Trust

Luxuriousness of furnis- | F-value Post
hings compari-
Luxurious | Non-luxu- son
(A1) rious (A2)
Level High-involve- | 5.8594 2.9864 346.540%*%* | A1>A2
of ment (B1)
Involve- | Low-involve- | 5.1588 3.3848 122.395%** | A1>A2
ment ment (B2)
F-value 30.218*** | 4,540%*
Post comparison B1>B2 B2>B1

Note 1: * P<0.05 difference exists; ** P<0.01 significant difference; *** P<0.001 very
significant difference

Table 4. Simple Main Effect Analysis - Relationship Quality - Commitment

Luxuriousness of furnis- | F-value Post
hings compari-
Luxurious | Non-luxu- son
(A1) rious (A2)
Level High-involve- | 5.6834 2.6771 325.071%*%* | A1>A2
of ment (B1)
Involve- | Low-involve- | 5.0076 3.1312 110.770%** | A1>A2
ment ment (B2)
F-value 21.284%%* | 5.214*
Post comparison B1>B2 B2>Bl1

Note 1: * P<0.05 difference exists; ** P<0.01 significant difference; *** P<0.001 very
significant difference
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(Miow = 3.1312) was greater than those
with high involvement .

Discussion and Conclusion

In most literature on services-
cape, when looking at the influence of
the three relationship quality dimensions
(satisfaction, trust and commitment),
they generally examine how the servi-
cescape influences consumer emotion
and how consumer's behavioral intention
(such as repurchase intention, word-of-
mouth, and referral intention) are in-
fluenced through emotion. The relations-
hip between the servicescape and rela-
tionship quality is only examined
through indirect inference. Or they only
examined the direct relationship between
servicescape and a particular dimension
of relationship quality (Lin and Mattila,
2010) but not how the servicescape di-
rectly influences the three dimensions of
relationship quality. Consumer percep-
tion and emotion can be influenced by
the luxuriousness of furnishings. Whet-
her this visual ambient factor can in-
fluence the strength of the commercial
relationship has been subjected to less
examination in marketing-related litera-
ture. This paper sought to fill in this gap
in relationship quality. The research fin-
dings showed the luxuriousness of res-
taurant furnishings had a positive effect
on relationship quality.

More luxurious restaurant furnis-
hings resulted in stronger relationship
quality between the restaurant and the
consumer. The effects between the luxu-
riousness of restaurant furnishings and
relationship quality was also moderated
by the degree of involvement. For luxu-
rious restaurants, the satisfaction, trust

and commitment of consumers with high
involvement were significantly greater
than those with low involvement. For
non-luxurious restaurants, the satisfac-
tion, trust and commitment of consumers
with low involvement were significantly
greater than those with high involve-
ment. A visual ambiance factor like the
luxuriousness of restaurant furnishings
can therefore be seen to have a greater
influence on those with high involve-
ment. The more luxurious it is, the more
positive the attitude among the highly in-
volved becomes. The less luxurious it is,
the more negative the attitude among the
highly involved becomes as well. Due to
the intangible nature of service custo-
mers rely on external clues to assess the
quality of service. The luxuriousness of
furnishings is one of the most obvious
external clues. The luxuriousness of fur-
nishings in the service industry can pro-
vide consumers with a pleasant expe-
rience.

Managers must also use good use
of these environmental clues by manipu-
lating the interior design, colors, space,
decorations, layout, cleanliness and com-
fort to produce a consistent sense of refi-
nement. In this way, the strength of rela-
tionship quality between the consumer
and the restaurant can be greatly enhan-
ced. Restaurant managers can also create
different market segments based on the
level of customer involvement. Service
personnel can differentiate between the
arrangements they provide to high and
low-involvement customers. Highly in-
volved customers can be guided to
seating with a better visual experience to
strengthen the relationship between the
customer and restaurant. The restaurant
can also regularly provide information
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about promotions and new food and be-
verage products. It can also provide the
cooking technique, calorie count, nutri-
tion and the latest gourmet updates to
raise the level of consumer involvement.
Restaurants provide a leisure service so
the servicescape is of moderate impor-
tance.
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Abstract

The success of hospitality firms can rely on employees who can perform their jobs with
positive emotional expression. However, very little empirical research has been conduc-
ted on the emotional labor. Therefore, the purpose of this study is to identify the role of
emotional labor as a mediator between burnout and individual characteristics and job at-
tributes. A questionnaire was developed to investigate the abovementioned relationships.
A total of 223 Taiwanese hotel employees participated in this study. Data were analyzed
through two hierarchical regression analysis. The results indicated that emotional labor
only served as a partial mediator between burnout and individual characteristics. There-
fore, hotel firms may use education and training to change employees’ acting mode into a
proper one.

Keywords: Emotional labor, Mediator, Hotel, Burnout

Introduction customers. Emotional labor is the emplo-
yee working in this kind of situation and
Customer satisfaction depends on is the performance of various forms of
the quality of the interpersonal interac- emotion work in the context of paid em-
tion between the customer and front-line ployment (Hochschild, 1983). Industry
employees. However, it is sometimes not psychologists have recognized that posi-
a pleasant experience, specially when tive emotional expression can have a fa-

encountering demanding and difficult
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vorable effect on customer service (Ash-
kanasy et al., 2002). Despite the fact that
the success of hospitality firms relies on
employees who are capable of perfor-
ming their jobs with positive emotional
expression, very little empirical research
has been conducted on the emotional la-
bor. Therefore, the purpose of this study
is to identify (1) whether job characteris-
tics and individual attributes predict ho-
tel service providers’ emotional labor?
(2) the role of emotional labor as a me-
diator between burnout and individual
characteristics and job attributes.

Literature Review

During service transactions, the
appropriate emotional reactions of indi-
viduals are expected. This is the origina-
tion of emotional labor (Hochshild,
1983). Service providers experience
emotional dissonance when the emotions
to be expressed differ from the emotions
felt (Hochschild, 1983). Employees
handle this dissonance either by surface
acting or deep acting (Hochschild,
1983). According to her, feelings are
changed from the ‘‘outside in’’ in sur-
face acting (faking feelings), whereas
feelings are changed from the ‘‘inside
out’’ in deep acting (modifying inner
feelings).

Brotheridge and Grandey (2002)
structured emotional labor into two cate-
gories: One focuses on the characteristic
of the job and the other emphasizes em-
ployees’ emotion management process.
The former is called ‘‘job-focused emo-
tional labor’” which includes the fre-
quency, duration, and variety of emotio-
nal labor. The latter is named ‘‘emplo-

yee-focused emotional labor’’, an emo-
tion management technique that emplo-
yees use in the course of interactions
with customers. This category includes
surface acting and deep acting.

Brotheridge and Grandey (2002)
found that frequency and variety of emo-
tional display were positively related to
surface acting and deep acting and that
duration was positively related to deep
acting. In the article by Brotheridge and
Lee (2003), frequency and variety
showed a positive relationship with sur-
face acting and deep acting. Diefendorff
et al. (2005) reported interaction charac-
teristics (frequency, duration, and rou-
tine) were not significant predictors of
surface acting but mostly related to deep
acting. Specifically, duration had a posi-
tive impact on deep acting and routine
showed a negative influence on deep ac-
ting. This notion suggests the possibility
of frequency, variety, and duration in-
creasing emotional labor in general (both
surface and deep acting). Hence, the fo-
llowing three hypotheses are proposed
regarding the relationships between the
three interaction characteristics (fre-
quency, duration, and variety) and emo-
tional labor strategies.

Hypothesis la. Frequency of emotional
expression will have a positive rela-
tionship with hotel service employees’
surface acting and deep acting.

Hypothesis 1b. Variety of emotional
expression will have a positive rela-
tionship with hotel service employees’
surface acting and deep acting.
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Hypothesis 1c. Duration of interaction
will have a positive relationship with
hotel service employees’ deep acting.

Most emotional labor resear-
chers seem to agree that service wor-
kers’ emotional acting can be explai-
ned by personality traits because per-
sonal dispositions underlie much of the
way that people think and behave
(Ashkanasy et al., 2002). The disposi-
tional factors frequently mentioned in
their relations to emotional labor are
positive affectivity (PA) and negative
affectivity (NA). NA is generally posi-
tively related to surface acting and PA
demonstrates a negative association
with surface acting (Brotheridge and
Lee, 2003; Diefendorff et al., 2005).
Some scholars have operationalized
PA with extraver-sion and NA with
neuroticism because extraversion and
neuroticism are strongly related to PA
and NA, respectively (Diefendorff et
al., 2005). Diefendorff and Richard
(2003) argued that the advantage of
using personality traits, instead of the
direct measures of affectivity, is that
since extraversion and neuroticism are
linked to the dominant personality fra-
mework, researchers can make broader
inferences in connection with organi-
zational studies using those traits.
Hence, utilizing the personality traits
of extraversion and neuroticism, we
posited the following two hypotheses
with more focus on surface acting.

Hypothesis 2a. Neuroticism will have a
positive influence on hotel service pro-
viders’ surface acting.

Hypothesis 2b. Extraversion will have
a negative influence on hotel service
providers’ surface acting.

Job burnout is defined as ‘‘a syn-
drome of emotional exhaustion, deperso-
nalization of others, and a feeling of re-
duced personal accomplishment’” (Lee
and Ashforth, 1990, p. 743). Therefore,
three factors of burnout is emotional ex-
haustion, depersonalization, and perso-
nal accomplishment and also are rena-
med exhaustion, cynicism, and profes-
sional efficacy, respectively (Schaufeli
et al., 1996). Brotheridge and Lee (2003)
indicated that surface acting was positi-
vely correlated with emotional exhaus-
tion and depersonalization and negati-
vely correlated with personal accom-
plishment. Grandey (2003) also hypothe-
sized a direct, positive path from surface
acting to emotional exhaustion and the
result was supported. Brotheridge and
Lee (2002) explored the possibility of
the existence of intervening variables
between emotional labor and burnout.
They demonstrated surface acting had an
indirect influence on emotional exhaus-
tion and depersonalization but negative
effect on personal accomplishment. The-
refore, the following three hypotheses
are proposed regarding the relationship
between surface acting and three factors
of burnout.

Hypothesis 3a. Hotel service provi-
ders’ surface acting will have a posi-
tive influence on exhaustion.

Hypothesis 3b. Hotel service provi-

ders’ surface acting will have a posi-
tive influence on cynicism.
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Hypothesis 3c. Hotel service provi-
ders’ surface acting will have a nega-
tive influence on professional efficacy.

Regarding the deep acting stra-
tegy, the majority of studies show that
deep acting produces more favorable
outcomes than surface acting. For ins-
tance, deep acting had the positive corre-
lation with a sense of personal accom-
plishment among the three job burnout
factors (Brotheridge and Lee, 2003). Si-
milarly, Brotheridge and Grandey (2002)
reported deep acting as a significant, po-
sitive predictor of personal accomplish-
ment. In the path model, Brotheridge and
Lee (2002) showed deep acting affected
emotional exhaustion indirectly through
the authenticity variable, whereas deep
acting had a direct, negative impact on
depersonalization and a direct, positive
influence on personal accomplishment.
Therefore, the following summary
shows the three research hypotheses of
this study about the deep acting strategy.

Hypothesis 4a. Hotel service provi-
ders’ deep acting will have a positive
influence on exhaustion

Hypothesis 4b. Hotel service provi-
ders’ deep acting will have a negative
influence on cynicism.

Hypothesis 4c. Hotel service provi-
ders’ deep acting will have a positive
influence on professional efficacy.

In Grandey’s (2000) conceptual
framework of emotional labor, the follo-
wing process is proposed: situational
clues (e.g., interaction expectations,

emotional events), individual variables
(e.g., gender, emotional intelligence, af-
fectivity), and organizational factors
(e.g., autonomy, supervisor support) are
input; employees soon experience an
emotional regulation process (surface ac-
ting and deep acting); and emotional ac-
ting leads to individual and organizatio-
nal well-being (e.g., burnout and work
performance). The basic framework of
this study is in line with Grandey’s
(2000) model with an implication of
emotional acting as a mediator. There-
fore, the following hypothesis is put for-
ward in the hotel work setting.

Hypothesis 5. The two emotional labor
strategies will act as a mediator bet-
ween hotel service provider’s burnout
and individual and job-related varia-
bles.

Methodology

From previous empirical studies in
the relevant literature, a questionnaire
was developed to investigate (1) the rela-
tionship between job characteristics, in-
dividual attributes and hotel service pro-
viders’ emotional labor and (2) the role
of emotional labor as a mediator bet-
ween burnout and individual characteris-
tics and job attributes. A total 223 Tai-
wanese hotel employees participated in
this study.

To determine the significant an-
tecedents of emotional labor, two hierar-
chical regression analyses were run for
employees’ acting methods of surface
and deep acting (dependent variables)
with a set of predicted antecedents (inde-
pendent variables).
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Table 1. Regression of emotional labor on job characteristics,
Individual characteristics, and control variables

Independent va-
riables

Dependent variables

Surface acting

Deep acting

Equation 1 Equation 1

p AR B AR’
I. Control varia- 0.04 0.03
bles
Age —0.07 —0.09
Gender 0.14 —0.10
Tenure —0.11 —0.02
II. Job characte- 0.10%* 0.26%*
ristic
Frequency 0.01 0.03
Variety 0.11 0.18%*
Duration —0.10 0.11
III. Individual 0.08%** 0.04*
characteristics
Extraversion 0.00 0.15
Neuroticism 0.30%* 0.06
F 3.48%** 6.10%*
Total R’ 0.21 0.34
Adjusted R’ 0.16 0.27

Note: B, standardized beta weight. *p<0.05, **p<0.01

Among independent variables,
control variables (gender, age, and expe-
rience) entered the regression equation
first; frequency, duration, variety were
grouped together as job-related variables
and entered the model second; and per-
sonality characteristics (extraversion and
neuroticism) were added last as another
separate group.

Next, a series of regression equa-
tions with similar hierarchical steps were
used to investigate the influence of the
two acting modes on hotel service em

ployees’ burnout and determine the ex-
tent to which the acting modes serve as a
mediator between burnout (dependent
variable) and personality and job-related
variables (independent variables).

In the first equation, a significant
relationship must exist between the pre-
dictor (independent variable) and the
mediator; in the second equation, the
predictor must be significantly related to
the outcome (dependent variable); and
last, the mediator must affect the out-
come and the effect of the predictor on
the outcome must be less in the third
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equation than in the second. If the effect
of the predictor disappears (becomes in-
significant) in the third equation, the me-
diator is a full (complete) mediator and
if the effect of the predictor still strongly
exist but is reduced in the third equation,
the mediator is referred to as a partial
mediator.

Results

Table 1 presents the findings on
the predictors of emotional labor (equa-
tion 1). Overall, both acting models were
significant (surface acting: F' = 3.48,
p<0.01; deep acting: F =6.10, p<0.01)
with a total R? of 21% and 34%, respec-
tively. Job-related variables made a sig-
nificant R? increment for surface acting
(AR?=0.10, p<0.01) and deep acting
(AR?=0.26, p<0.01). Among three job-
related variables (frequency, variety, du-
ration), only variety (f= 0.18, p<0.01)
were significant determinants of deep
acting. Therefore, H1a (a positive rela-
tionship between frequency and both ac-
ting strategies) and Hlc (a positive rela-
tionship between duration and deep ac-
ting) are rejected. H1b (a positive rela-
tionship between variety and both acting
modes) is partially supported because
variety was positively related to deep ac-
ting. Following the entry of dispositional
variables, there were significant incre-
ments in R? of both acting models (sur-
face acting: AR*> = 0.08, p<0.01; deep ac-
ting: AR? = 0.04, p<0.05). The analyses
indicated that neuroticism is signifi-
cantly associated with surface acting (B=
0.30, p<0.01) and extraversion may be
marginally related to deep acting (B=
0.15, p=0.061). Hence, H2a regarding a
positive relationship between neuroti-
cism and surface acting is supported and

the other hypothesis (H2b) concerning a
negative effect of extraversion on sur-
face acting is rejected.

Table 2 presents the results of the
regression analyses conducted to exa-
mine the role of emotional labor as a me-
diator and its influence on burnout. In
equation 2 (without acting variables),
neuroticism was positively related to ex-
haustion (= 0.34, p<0.01). The entry of
emotional labor contributed unique va-
riance (AR* = 0.10, p<0.01) to the model
(equation 3) and the final model showed
two variables as significant predictors of
exhaustion: neuroticism (= 0.20,
p<0.01), and surface acting (= 0.33,
p<0.01). Surface acting displayed a posi-
tive effect on exhaustion as expected.
Compared with the results of equation 2,
the final model (equation 3) indicated
surface acting as a possible partial me-
diator between neuroticism and exhaus-
tion.

As with exhaustion, the model
for cynicism (equation 2) indicated neu-
roticism (B= 0.31, p<0.01) as significant
determinants of cynicism. When emotio-
nal labor was entered, there was a signi-
ficant increment in R? of the model (AR?
=0.12, p<0.01). Surface acting had a
significant, positive beta coefficient (=
0.34, p<0.01) and deep acting showed a
marginally significant, negative coeffi-
cient (= 0.15, p = 0.057). The third (fi-
nal) model included neuroticism (=
0.22, p <0.01), surface acting, and deep
acting as significant predictors of cyni-
cism. A comparison of the results of
equations 2 and 3 suggested that surface
acting is a partial mediator between neu-
roticism and cynicism.
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Table 2 Regression of burnout on job characteristics, individual characteristics, and control variables

(equation 2) and acting strategies (equation 3)

Independent  Dependent variables
variables
Exhaustion Cynicism Prof. efficacy
Equa-  Equa- Equa-  Equa- Equa-  Equa-
tion 2 tion 3 tion 2 tion 3 tion 2 tion 3
Bi Bt AR2 Bi Bt ARZ Bi Bt ARZ
1. Control 0.01 0.01 0.00
variables
Age —0.03 0.03 —0.08 —0.06 0.11 0.10
Gender —0.03 0.05 —0.09 —0.11 —0.02 —0.02
Tenure 0.11 0.14 0.00 0.02 —0.02 —0.01
II. Job cha- 0.07* 0.11%* 0.29%*
racteristic
Frequency  — — — — 0.30%*  0.30**
0.15% 0.15% 0.26%*  (0.25%*
Variety 0.11 0.13 —0.10 —0.09 0.02 0.02
Duration 0.09 0.06 0.04 0.01 —0.12 —0.12
M. Indivi- 0.15%* 0.10%* 0.02
dual charac-
teristics
Extraver- —0.11 —0.11 —0.05 —0.05 0.12 0.11
sion
Neuroti- 0.34**  0.20%** 0.31%*  0.22%* 0.07 0.07
cism
IV. Acting 0.10%** 0.12%* 0.08**
strategies
Surface ac- 0.30%* 0.32%* 0.02
ting
Deep ac- —0.06 —0.15 0.27%*
ting
F 4.84%* 5.03** 5.93**
Total R? 0.33 0.34 0.38
Adjusted R’ 0.26 0.27 0.32

Note: B’ ,standardized beta weight without emotional labor variables; B’ ,final beta (standardized) coeffi-
cient after all variables have been enter. *p<0.05, p**<0.01

Lastly, professional efficacy (in

equation 2) was positively related to po-
sitive display rules (= 0.36, p<0.01) and

neither personality variable was related

to professional efficacy. Emotional labor
explained 8% of the variance of the mo-

del (equation 3) and deep acting had a
significant, positive beta coefficient as
predicted (B= 0.27, p<0.01). Based on

The International Journal of Organizational Innovation Vol 9 Num 2 October 2016

the above results, the following hypot-
heses are supported: a positive effect of
surface acting on exhaustion (H3a); a
positive impact of surface acting on cy-
nicism (H3b); a negative effect of deep
acting on cynicism (H4b); and a positive
influence of deep acting on professional
efficacy (H4c). The two hypotheses pre-
dicting a negative relationship between
surface acting and professional efficacy
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(H3c) and a positive effect of deep ac-
ting on exhaustion (H4a) are rejected.
With regard to the mediating role of
emotional labor between burnout and job
and personality variables (HS), no full
mediation was found. Only partial me-
diation was detected in the following
three relationships: neuroticism — sur-
face acting—exhaustion; neuroticism —
surface acting — cynicism.

Overall, the results of this study
did not successfully support the media-
ted effect of emotional labor. Emotional
labor strategies mostly served as a partial
mediator in a few, limited situations (i.e.,
between neuroticism and burnout). Me-
diators provide the mechanism behind
the relation between predictors and out-
comes (Frazier et al., 2004). In other
words, emotional labor strategies may
explain why and how neuroticism lead to
the burnout factors. More specifically,
the reason why hotel personnel high in
neuroticism have a greater level of
burnout (i.e., exhaustion and cynicism)
is that in part, they are likely to rely on
surface acting when dealing with guests.

Conclusions

Emotional labor has recently re-
ceived tremendous attention because of
its double-edged effects: It could have a
negative influence on employees’ well-
being, but positive impact on company
success. The results of this study suggest
that emotional labor may not necessarily
cause hotel service agents’ burnout if
they choose to make sincere efforts to
experience the appropriate emotions
(deep acting), which shares the new
outlook on the relationship between

emotional labor and burnout (Brothe-
ridge and Lee, 2003). It sends a crucial
message to hotel practitioners that edu-
cation and training may be necessary to
change employees’ acting mode into a
proper one. For example, when hotel
guests are angry, service providers
should learn to express a “‘sincere’” (not
superficial) apology. When customers
feel that the apology is true with proper
remedies, customers are likely to be sa-
tisfied, which in turn, may make emplo-
yees pleased, leading to decrease in
stress. As the scenario given, deep acting
can benefit hotel service workers and
customers alike.

The variety of emotional expres-
sion significantly resulted in deep acting.
The length of service transactions varies
in hotels. For instance, hotel sales per-
sonnel may speak with potential custo-
mers for a longer period of time to bring
in their business to the hotel than recep-
tionists greeting and checking in guests
briefly at the front desk. Although a lon-
ger encounter may give a better chance
to express a variety of emotions, it seems
to be important to train hotel personnel
to express various, appropriate emotions
even during short encounters with custo-
mers so that employees can remain deep
actors.

The result of the present research
supports that emotional expression and
management is dependent on individ-
uals’ dispositional factors. Therefore, it
may be important to review hotel job ap-
plicants’ personality profiles prior to se-
lection. Research has shown that the de-
tection by customers of inauthentic ex-
pression may lead to even poorer percep-
tions of service quality (Mann, 1999).
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Hotel human resource managers should
consider recruiting people high in extra-
version and low in neuroticism because
these types of applicants are more likely
to increase hotel guests’ perceptions of
service quality and customer satisfaction
through deep acting, and experience less
burnout. In future research, it is recom-
mended to consider other individual va-
riables to find a more comprehensive
personality profile of who are likely to
be deep actors in the hospitality industry.
For example, people high in agreeable-
ness (one of the Big Five) are likely to
exert more effort (deep acting) as these
individuals strive to maintain a positive
relationship and genuinely care about ot-
hers’ well-being.

References

Ashkanasy, N.M., Hartel, C.E.J., Daus,
C.S., (2002). Diversity and emo-
tion: the new frontiers in organiza-

tional behavior research. Journal of
Management 28 (3), 307-338.

Brotheridge, C.M., Lee, R.T., (2002).
Testing a conservation of resources
model of the dynamics of emotio-

nal labor. Journal of Occupational
Health Psychology 7 (1), 57-67.

Brotheridge, C.M., Lee, R.T., (2003).
Development and validation of the
emotional labor scale. Journal of

Occupational and Organizational
Psychology 76, 365-379

Diefendorff, J.M., Richard, E.M.,
(2003). Antecedents and conse-
quences of emotional display rule
perceptions. Journal of Applied
Psychology 88 (2), 284-294.

Diefendorft, J.M., Croyle, M.H., Gosse-
rand, R.H., (2005). The dimension-
ality and antecedents of emotional

labor strategies. Journal of Voca-
tional Behavior 66, 339-357.

Frazier, P.A., Tix, A.P., Barron, K.E.,
(2004). Testing moderator and me-
diator effects in counseling
psychology. Journal of Counseling
Psychology 51 (1), 115-134.

Grandey, A.A., (2000). Emotion regula-
tion in the workplace: a new way
to conceptualize emotional labor.

Journal of Occupational health
Psychology 5 (1), 95-110.

Grandey, A.A., (2003). When the show
must go on: surface acting and
deep acting as determinants of
emotional exhaustion and peer-ra-
ted service delivery. Academy of
Management Journal 46, 86—96.

Hochschild, A.R., (1983). The Managed
Heart: Commercialization of Hu-
man Feeling. University of Califor-
nia Press, Berkeley, CA.

Lee, R.T., Ashforth, B.E., (1990). On the
meaning of Maslach’s three dimen-
sions of burnout. Journal of Ap-
plied Psychology 75, 743—747.

Mann, S., (1999). Hiding What We Feel,
Faking What We Don’t: Un-
derstanding the Role of Your Emo-
tions at Work. Harper-Collins,
New York.

Schaufeli, W.B., Leiter, M.P., Maslach,
C., Jackson, S.E., (1996). The

166

The International Journal of Organizational Innovation Vol 9 Num 2 October 2016



Maslach burnout inventory: gene-
ral survey (MBI-GS). In: Maslach,
C., Jackson, S.E., Leiter, M.P.
(Eds.), Maslach Burnout Inventory
Manual, 3rd Edition. Consulting
Psychologists Press, Palo Alto,
CA, pp. 19-26.

167
The International Journal of Organizational Innovation Vol 9 Num 2 October 2016



International Journal of
Organizational Innovation

U.S. STUDY OF A MAJOR MULTINATIONAL BANK:
IS IT POSSIBLE TO IMPROVE THE WORK OF THE BRANCH?

Mojdeh Abdizadeh
School of Business and Public Administration
University of the District of Columbia
Washington DC, USA
mojdeh.abdizadeh@gmail.com

Sergey Ivanov, Ph.D.

School of Business and Public Administration
University of the District of Columbia
Washington DC, USA
sivanov(@udc.edu

Abstract

This paper summarizes an organizational study conducted in 2015-2016 in a depart-
ment of a major retail bank in the United States. The study analyzes the bank’s organ-
izational structure in terms of complexity of work (Elliott Jaques’ strata), roles, and
leadership. Analyzing the data, the researchers identify organizational problems, and
provide recommendations to management to improve the work of bank’s branches.
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Introduction employees and their different roles in
15 branches).
The studied bank is a major in-
ternational corporation with 7200 of- The research goal is to identify
fices located in 89 countries and terri- organizational issues applying organi-
tories. There are 284,136 employees zational theories developed by Dr. El-
throughout the world working for this liott Jaques (1996, 2002).
organization and it is one of the
world’s largest banking and financial Methodology
organizations serving approximately
48 million customers. One of the researchers con-
ducted a survey among bank employ-
This study focuses on the US ees. The survey questions are designed
Mid-Atlantic region (the table in the to obtain a better understanding of dif-

end of this paper shows the number of
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ferent roles, their timespans, organiza-
tional issues, and ways to improve
from employees’ points of view. The
survey follows the Elliott Jaques’ req-
uisite organizational theory’s methods
directed by Ivanov (Jaques, 1996,
2002), (Ivanov, 2006, 2011, 2012,
2013, 2014, 2015).

The total of 12 employees,
from the flagship branch in the Mid-
Atlantic region, responded the in-per-
son survey questions. 58% of them
have been working for the bank for
more than 4 years. 40% of them have a
college degree and the average age of
the employee in the branch is 42 years
old.

Findings
Branch’s Interworking

The branch has a yearly goal to
sell banking products to customers.
This goal is divided among all of the
branch employees. Each employee
needs to contribute a certain percent-
age towards the yearly goals. For ex-
ample, customer service representa-
tives (bank tellers) need to refer five
customers to bankers on daily basis,
and the Premier Relationship Manag-
ers have quarterly goals on acquisition.

Making those sales goals are
the tasks in these employees’ role. The
longest time they have to reach those
goals is the timespan of the role.

Based on the answers from em-
ployees, three employees have daily
tasks, one employee has monthly tasks,
and the rest of the employees, includ-
ing the branch manager, have quarterly
tasks. The researchers, thus, find three
major issues with these roles and their

timespans, as per Jaques’ theory (1996,
2002), (Ivanov, 2011, 2012, 2013,
2015).

Issues Discovered

First, not all employees who
work in a same branch work for the
branch manager. Based on the HR or-
ganizational chart, the mortgage offic-
ers and financial advisors who work in
the branch, work for different manag-
ers, while they get some of their tasks
and schedule from the branch manager.
This causes confusion for the branch
manager.

Second, among those employ-
ees who work for the branch manager,
some of them get their tasks from their
supervisors. This causes confusion for
employees.

These two issues make employ-
ees confused and frustrated, as re-
ported through the survey. It is not
clear for them whose ideas and tasks to
follow. Occasionally, there is a conflict
between ideas and tasks amongst man-
agers causing employees suffer from
lack of support and ambiguity.

Third, if the timespan of the
manager’s role is the same or too close
to the subordinate, the conflict comes
up, according to the theory. This find-
ing was verified by Ivanov’s studies
(2006, 2011, 2012, 2013, 2014, 2015).

When the organization’s struc-
ture is too compressed, managers start
micro managing, reducing the work
value and preventing the organization
from growing.

Based on data collected during
the study, there are major issues in the

169

The International Journal of Organizational Innovation Vol 9 Num 2 October 2016



bank’s branched. Employees have been
struggling with those issues in their
day-to-day jobs.

Almost all the employees are
under the sales pressure. The fear of
not making the numbers is very high,
they are afraid of losing their jobs or
get pre-fire warnings. They feel unse-
cured at their jobs that make them una-
ble to perform well. It is difficult to
perform in feararchy, a fear-based or-
ganizational paradigm identified by
Ivanov (2011, 2012, 2013, 2014,
2015).

Additionally, a high number of
employees have problems with the
bank internal procedures and policies.
They find the policies and procedures
too complicated and not useful. Em-
ployees believe that current policies
and procedures not only do not make
their jobs easier, but instead, make it
harder in terms of bureaucracy and
wasted time.

Lack of managerial support and
micromanagement are other issues that
employees brought up during the sur-
vey. Employees asked for more free-
dom in time management and making
decisions in their roles.

Further, employees believe that
with more managerial support, work
freedom, budget, and proper staffing
they could be more successful in their
jobs. For example, having more budget
and staff would help them service their
customers better.

Employees also asked for more
marketing materials and networking
events to support their sales goals.

Additionally, the survey
showed that technology plays a major
role in banking. Employees said that
their working roles would be much
easier if they used modern technolo-
gies in the branch.

Recommendations

Based on the survey results and
personal observations, we would like
to make the following recommenda-
tions to the management team:

v" Don’t run the company on visi-
ble figures only (Deming, 1992,
1993).

v Don’t emphasize short-term
profits as the bank currently does
(Deming, 1992, 1993).

v Build more trust and eradicate
fear (Ivanov, 2011, 2012, 2013,
2014, 2015).

v Use modern technologies.

v" Improve internal system, poli-
cies, and procedures.

v" Improve communication and
interaction among different depart-
ments.

v’ Train, educate, and coach em-
ployees meaningfully.

v" Design better products, pro-
cesses, and services for bank’s cus-
tomers.

These recommendations should
improve the work of the bank’s
branches, and help the bank achieve
greater success in the marketplace.
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Abstract

In responding to intense and dynamic stakeholders’ demands to companies to reduce their
environmental and health safety (EHS) risks, companies see necessities to apply a strat-
egy by integrating their environmental and health safety management design and practi-
ces. The performance can be maximized when companies are capable of matching bet-
ween external turbulence towards their aggressitivity and responses as well as establis-
hing adequate strategic posture. Imposed pressures also relate to the fact that implementa-
tion of environmental management or health safety management is expected to increase
financial performance. This research aims to examine companies’ strategic aggressive-
ness, responses an d postures through integrating their environmental and health safety
management issues in order to obtain better EHS performance. Secondly, it reviews EHS
performance effects from perspective of companies’ representative, third party auditor
and published PROPER (Program peringkat industri) report to financial performance of
BEJ (Bursa Efek Jakarta) listed companies. Thirdly, it examines effect of certification to
financial performance. Respondents consist of 119 companies from 22 industrial sectors
for integration strategy review, 8 auditors of certification bodies and 40 BEJ registered
companies for financial performance effects. Analytical methods applied are chi-square,
Mann-Whitney, and T test. Results show that integration to environmental and OHS ma-
nagement system has been applied. Secondly, EHS performances and strategy Postures
are positively affected by gap of Aggressivity and of Responses. Thirdly, it reveals that
EHS compliance performance increases sales, net income and ROA. However, overall
EHS performance has not a relationship with Financial performance in terms of Net in-
come and ROA based on company representative’s and auditors’ perception except to
sales increase. Finally, certification proves to not given financial benefit to companies.

Keywords: Risk management, safety, performance
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Introduction

Occupational health safety (OHS)
and environmental accidents are immed-
iate risks faced by companies. Data re-
veals that number of accident has in-
creased in 2011 at 99491 cases or 414 on
average per day compared to year 2010 at
86693 and year 2009 at 96.314 cases. De-
tail of year 2010 accident is comprised of
1965 death, 31 total disable, 3662 functio-
nal disable, 2313 partial disable and
78.722 full recover (Pusat Data Tenaga
Kerja 2013). Whilst, environmental cases
reach to on average of 70 cases per year
and it is estimated to increase 50 to 70
percent compared to year 2012 (www.
menlh .go.id). In global scale, large
accident results to envir-onmental damage
and fatalities are Bhopal (1984),
Chernobyl (1987), Exxon Valdez (1990),
Piper Alpha (1989), dan British
Petroleum di Teluk Meksiko (2009).
These cases have to be ended in court in
which some companies’ per-sonnel have
been sentenced to as crim-inals or receive
administration sanctions. Other losses
received by company include operation
stop causing business oppor-tunity losses
and image damage.

Dynamic change and increase in
environmental and OHS pressure includ-
ing government regulations will be conti-
nuously happenning in the future by
which organization has to be able to fo-
llow and obey. Parallel with this, OHS
and environmental regulations grow at the
same pace because both issues are genera-
ted from the same sources of risk as men-
tioned at accident above. Similarities in
risk sources, accident occurrence and con-

trol technique encourage companies to ad-
dress environmental and OHS as one is-
sue. In Indonesia, integration level of both
risk issues is not currently known for
which a research on this matter will be be-
neficial.

Research has been done to review
effects of OHS and environmental mana-
gement to Financial performance which is
naturally and common interests. Stanwick
and Stanwick (2000), Zhao (2006), Sch-
neider (2008), Moneva and Ortas (2009),
Bae (2009), Wingard and Vorster (2001)
choose financial indicators of ROR (Re-
turn on Revenue), ROA (Re-turn on As-
set), OPR (Operating Revenue), ROE (Re-
turn on Equity), ROC (Return on Capital),
EVA (Economic Value Added), Loan cost,
Sales, and Stock price. To OHS and envi-
ronmental indicators, researcher selects
both direct specific ones such as pollutant
concentration, pollution load and indirect
environmental parameter such as Environ-
mental openness level, Environmental res-
ponsibilities, CSR and EMS effectiveness.
Results vary from one research to another.
Some research finds positive effect of en-
vironmental perform-ance to Financial
performance (Stanwick and Stanwick
2000, Schneider 2008). On the other hand,
other researcher find environmental per-
formance reduce economical parameter
(Zhao 2006) supporting to general public
opinions of which EHS has only given
load to companies. In between, some re-
search has led to neutral effect or OHS
and environmental performance is not cer-
tain to reduce or increase economical pa-
rameter.

Problem Formulation
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Those facts show that there is gap
between stakeholders’ expectation and ac-
tual EHS performance since there are still
large number and degree of accidents.
Some factors that might contribute are se-
lection of reactive strategy, separating bet-
ween OHS and environmental man-age-
ment, which results in longer and duplica-
ted management execution. Furthermore,
companies agree that managing EHS risks
increases costs without a guarantee of gi-
ving back economical benefits. The condi-
tion has pushed the necessity to do a re-
search to examine integration strategy and
Financial effects.

Objectives

1. Analyze strategy to inte-
grate between OHS and environ-
mental risks of companies.

2. Analyze effects of strategic
aggressiveness, responses, pos-
tures to EHS performance.

3. Analyze effects of EHS
performance according company
representative (Comrep) and audi-
tor as well as independent report to
Financial performance.

4. Analyze effects of certifi-
cation to Financial performance.
5.

Scope

The research is part of a main re-
search titled as Strategy to enhance com-
petitive advantage based on OHS and en-
vironmental management. Limitation to
study is given to strategy to integrate bet-
ween OHS and environmental manage-
ment as part of overall strategy and man-
agement of companies. Scope of study is

focused on companies having implemen-
ted management system such as EMS ISO
14001, PROPER, SMK3, OHSAS 18001.

Literature Review

Strategic aggressivity, responses and
postures

Ansoff and McDonnell (1990) had
made empirical framework of future suc-
cessful companies based on their reactive
and proactive responses to bus-iness envi-
ronment, strategic aggressivity and res-
ponse according to their own capabilities.
Management of the organizations faced
two key issues in directing future success:
(1) ability of the management to analyze
challenges, threat, and opportunities; (2)
design and implementation of response
needed to address the challenges. Hypot-
heses of strategic success declares that
company’s performance is optimized
whenever the following condition are met:
1) strategic aggressivity behavior match
with its environmental turbulence; 2) ca-
pability response match with strategic
aggressivity; 3) component of the capabi-
lity support each others.

Proactive or reactive strategy is de-
pendent upon management perception on
competitive forces surrounded the organi-
zation. Lorton (2006) found that proactive
environmental management strategy crea-
tes high environmental per-formance and
competitive advantage both in low turbu-
lence and high turbu-lence. Proactive en-
vironmental strategic is where balancing
between business environment increase
and environmental performance (Russo
and Fouts 1997 in Lorton 2006).
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This suggests as enviro-nmental pro
activity which is consistently applied
along the time. The strategic, however, re-
quires dynamic and complex capability
development which connect all area in the
company organization through organiza-
tion and resources which is highly develo-
ped (Aragon-Correa & Sharma 2003 in
Lorton 2006).

Lorton (2006) investigates variable
relates to implementation of effective En-
vironmental management system and or-
ganization strategy. The results show that
environmental performance has negative
relationship with Response gap, EMS
strategic posture. This means that environ-
mental performance increase is caused by
alighment between turbulence and agresi-
vity, response, and posture of strategic. In
addition, the research reveals that strategic
posture and turbulence have no relations-
hip. Proactive strategic posture provides
higher performance without contribution
of turbulence condition. Reactive posture
may relate to increased performance when
strategic posture within low turbulence.

Loebakka (2008) observes factors
supporting high performance of SMS with
results that safety performance improves
when organization close to SMS aggres-
sivity and SMS response is closer to tur-
bulence in OHS matters. This research
proves that aggressive or proactive com-
panies by implementing safety manage-
ment can reach for long-term target for
which more fit than companies which is
merely complied to regulations.

Hong et al (2009) make a model a re-
lationship between green strategic orienta-
tion, integrated product develop-ment,

supply chain coordination, green perfor-
mance and business unit performance.
The research shows new comprehension
regarding green strategic orientation and a
relationship with product development
practices as well as supply chain coordi-
nation. It gives lens moreover to improve
environmental reputation and product to
sustainable competitive advantage.

Fraj-Andres et al (2009) proposes
marketing concept and environmental
orientation as a business philosophy
which is growing as mechanism to apply
actions of sustainable environment). Mar-
keting concept and environmental orienta-
tion are part of strategic model to enhance
competitive advantage. The research re-
veals that implementation of ecological is-
sues within strategy and orientation of
marketing affects organization results.
This also suggests that economical perfor-
mance is affected by commercial and ope-
rational performance.

Environmental management system and
OHS management system (ISO 14001 :
2004 and OHSAS 18001: 2007)

Environmental management sys-
tem ISO 14001: 2004 and OHS manage-
ment system OHSAS 18001: 2007 is a
standard issued by International Standar-
dization Organization and worldwide cer-
tification bodies respectively. The two
standards have received word wide accep-
tance (King et al. 2004). Companies’ ma-
nage-ment systems are established on the
basis of a Plan-Do-Check-Act cycle,
which is introduced by W. Edwards De-
ming (Robson et al. 2006, Santos 2011,
Labo-dova 2004, Kaur 2011, Farooqi
2011). These can be grouped into three

176

The International Journal of Organizational Innovation Vol 9 Num 2 October 2016



structuring sub-system or dimension ac-
cording to management dimension as
mentioned by Aga-rwal (2002) that are
management commitment, process and

human resource which suggest also that
EMS and OHSAS are similar to general
management dimension.

Table 1. Regrouping elements of EMS ISO 14001 and OHSAS 18001 elements

Siklus  Klau- Tema Dimension Subsystem
sul
PLAN 4.2 OHS & Environmental Human at the top Management commit-
Policy position ment
4.3.1 Risk analysis Process or system Process management
4.3.2 Regulation identification Process or system Process management
4.3.3 EHS objective Process or system Process management
DO 4.4.1 Authority and responsi-  Social HR management
bility
4.4.2 Competency, awareness, Social HR management
training
4.4.3 Communication, partici-  Social HR management
pation, consultation
4.4.4  Documentation Process or system Process management
4.4.5 Document control Process or system Process management
4.4.6  Operational control Process or system Process management
4.4.7 Emergency preparedness Process or system Process management
and response
CHECK 4.5.1 Monitoring and measure- Process or system Process management
ment
4.5.2 Compliance evaluation Process or system Process management
4.5.3 Corrective action Process or system Process management
4.5.4 Record control Process or system Process management
4.5.5 Audit Internal Process or system Process management
ACT 4.6 Management review Human at the top Management commit-

position

ment

Source: ISO 14001 (2004) and OHSAS 18001 (2007)
order to gain more benefit (Zutshi dan
Sohal 2005) and obtain competitive

Integration of environmental and OHS
management

Integration of different manage-
ment system, in particular environmental
and OHS, are necessity to companies in

advantage (Mohammad 2006). Bruce
and Hollcroft (2006), Gasparik (2006)
and Akpan (2011) state that integration
of quality, environmental and OHS ma-
nagement system gives positive impacts
to organization through cost reduction,
enlarge profit margin, reduce frequency
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and severity of accident and ensure com-
pliance to government

regulation. Implementation of the two
system at the same time involve much
similar managerial tasks, yet require dif-
ferent human resources for which com-
panies need to adopt integration strategy
between the two system and into main
strategy. The integration is made possi-
ble because the two standards have simi-
lar principles and structures (Santos
2011 et al.; Bernado et al. 2012). Lab-
odova (2004) proposes management sys-
tem integration on the basis of quality,
environment and OHS. Other than that,
many elements of the system are in fact
easily to be combined or integrated. No-
netheless, management system integra-
tion can create difficulties in particular
when more than two standards are being
integrated (Bernado et al. 2012).

The possibility for integration is
elaborated as follows. Firstly, ILO (In-
ternational Labour Organization) states
that environmental and OHS aspects are
inseparable issues as these look like two
sides in one coin (Stellman 1996). Envi-
ronmental media is defined as physical,
chemical, biological only but include hu-
man. Secondly, there is similarity in ma-
nagement process and practices as seen
in three condition: 1) risk analyses, 2) re-
fer to government regulation and moni-
toring to ensure performance, 3) human
resource who undertakes environmental
and OHS functions requires special com-
petency of education, training and ex-
perince on environmental and OHS spe-
cialty.

One single management system
coordinated by multidiscipline team will

save personnel and financial (Santos ef
al. 2011). Integration can also give effect
to organization culture as it breaks de-
partmental isolation and focuses dif-fe-
rent function to one goal (Santos et al
2011). Zutshi dan Sohal (2005) stress si-
milarities in area of policy, training and
procedure as the basis of integration stra-
tegy. Santos ef al. (2011) carries out
study to certification and integration of
quality, environmental and OHS man-
agement system revealing benefit in the
form of cost reduction, personnel train-
ing improvement and deeper regulation
comprehension. Mohammad (2006) sees
that integration strategy selected by
companies in Malaysia is to start with
one system followed by other system of
which all elements are integrated at
once. This study reviews integration in
three forms that are documentation, per-
sonnel and operational implementation
as well as its effect to Performance of
environment and OHS.

EHS Performance

Some researchers define environ-
mental performance in technical meas-
ures of pollution degree such as: amount
and concentration of wastewater released
to river, pollution parameter value inclu-
ding pH, BOD and COD, as well as ratio
of released pollution load against sales.
Other researchers states that environ-
mental management as management ac-
tivity alike compliance level and envi-
ronmental award provided by other party
(Suk 2008), five categories of PROPER
(Black, Red, Blue, Green and Gold) (Mi-
nistry Regulation Number 10 year 2012)
and CSR disclosure (Djuitaningsih R
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2011). Moneva and Ortas (2009) inter-
pret environmental performance as CEP
(Corporate Environmental Program),
reputation level, social audit and mana-
gement principle value.

Varying definition is also seen in
OHS sector. Cai (2005) summarizes sa-
fety performance as: 1) incident number
(recorded accident, lost time, First aid
and nearmisses) (Peraturan Pemerintah
Nomor 50 tahun 2012), 2) number of sa-
fety inspection in work-place, 3) Beha-
viour-based safety, 4) perception survey
to employees. However, safety perfor-
mance has multidimension (Wallace
2004) grouped into 4 safety performance
measure: 1) wearing PPE, 2) involve in
workplace to reduce risk, 3) communi-
cate OHS information, 4) apply rights
and responsibilities of employees. Ro-
wley (2009) does not define OHS perfor-
mance as incident and cost based but
qualitative ones, which are 1) bad safety
performance, 2) substandard safety per-
formance, 3) average safety performance
compared to the same type and size of
industry, 4) better than general organiza-
tion, 5) safety performance and consis-
tent and excellent.

Financial performance

Some researchers select financial
performance alike Return on Asset
(ROA), Return on Investment (ROI) or
Return on Sales (ROS) (Fernandez 2002,
Betts 2011, Noh 2012, Djuitaningsih
2011, Wingard and Vorster 2001), stock
price, Tobin’s, COGS (Cost of Goods
Sold)/ Sales, Sales increase, and Sales/
asset (Noh 2012), EBIT (2012) and Re-
turn on Equity (Betts 2011). Stanwick

and Stanwick (2000) use net income di-
vided by total asset. Moneva and Ortas
(2009) select ROA, profit margin, ROE,
cash flow, and operational profit in their
study. Repetto and Austin (2001) adopt
revenue, production cost, investment
spending and asset value. Economical
performance is always related to income
and cost value (Repetto and Austin
2001) as well as Benford Jr (2008) says
that high cost in accident has motivated
mainly to the companies in managing
their OHS risks.

Referring previous studies, this re-
search applies indicator of Sales increase
from Noh (2012) to see effect of EHS
performance to customer decision in
purchasing product or service, Net in-
come increase from Stanwick and Stan-
wick (2000) to see contribution of reduc-
tion or Increase of EHS management
cost and Return on Asset (ROA) from
Fernandez (2002), Betts (2011), and
Djuitaningsih (2011).

Effects of EHS performance to Financial
performance

Studies on EHS performance to Fi-
nancial performance have been carried
out because these are interesting and as
major interest of top management. Some
research report positive impact of EHS
management to economical performance
(Schneider 2008; Clemens and Bakstran
2010; Oeyono et al 2011; Moneva dan
Ortas 2011; Mc Kinley 2008; Wingard
dan Vorster 2001), However other re-
searcher find different results (Zhao
2008; Nuraini and Kawedar 2011; Djui-
taningsih 2011) as well as the third
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group reach to both result, reduce and in-
crease economical performance (Zhao
2008; Watson et al 2004).

Research resulting in neutral effect
is done by Watson et al. (2004). Re-
search evaluates EMS effects simulta-
neously which cause organization to be
more competitive and more responsible
to environment. The research results re-
veal that EMS strategy does not give ne-
gative impact to financial performance
in term of ROA and income. Zhao
(2006) undertakes research on effect of
EMS ISO 14001 implementation to Fi-
nancial performance by comparing com-
panies which have or have not imple-
mented it. Financial performance is
measure in three dependent variable,
which are Return on Revenue (ROR),
Return on Asset (ROA), and Operating
Revenue (OPR). The research results
show that EMS implementation causes a
decreased ROR and ROA but neutral to
OPR. This is explained that cost increase
is due to environmental investment and
operational as well as production ineffi-
ciency. Nuraini and Kawedar (2011)
study to determine impact of environ-
mental performance and environmental
disclosure to economical performance.
Research applies a hypothetical testing
to see whether there is a relationship bet-
ween variable by using multiple linier
regression. Data collected from annual
report and sustainability report of com-
panies listed in Bursa Efek Jakarta as
well as 15 companies participating PRO-
PER in the periode of 2006-2008. The
research result shows that environmental
performance and environmental open-
ness has not affected economical perfor-

mance. Researcher mentions that this re-
sult is against previous research proving
effect of environmental performance to
economical performance. In short, a re-
search to evaluate existence of relations-
hip between EHS performance to Finan-
cial performance is still needed.

Methodology
Location and Time

Companies’ respondents of this
research operate in Java, Sumatera, Kali-
mantan, Sulawesi and Papua. The re-
search starts at July 2011 by reviewing
literature, secondary data collection and
primary data collection in the period of
July to October 2012.

Sample Collection Technique

Sample collection technique is
done through Non probability sampling
method including Purposive sampling or
Judgemental sampling by giving chances
to some of population member treated as
sample (Sekaran 2003). Number of com-
panies meeting criteria of having cer-tifi-
cate of EMS and or SMK3 is 514 com-
panies as certified by SGS ICS, SAI
Global, SICS, BVI, KMAQA and
Lloyds register. Nevertheless, the author
has access only to 254 and finally suc-
cess to collect data from 119 companies.
Number of companies being reviewed to
see relationship between EHS perfor-
mance and Financial performance match
to number of companies which are also
registered in BEJ and PROPER s 40.

Analysis of Data
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Analysis used in this research
cov-ers descriptive, Chi square, Mann-
Whit-ney, and T test. The descriptive
test functions to provide illustration of
respondent characteristics (profile) and
EHS management strategy applied.
Mann-Whitney test aims to evaluate
whether there is difference between
Comrep and auditors regarding EHS per-
formance and integration strategy level.
The chi square aims to see relationship
between Financial performance based
Comrep opinions, auditor opinions and
PROPER report to Financial perfor-
mance based on BEJ report.

Proactive or reactive strategy is
determined by management perception
to competition factors within business
environment. Lorton (2006) finds that
proactive environmental management
strategy creates high environmental per-
formance and competitive advantage
both in low and high turbulence. In ge-
neral, optimum performance meets when
the following conditions are provided: 1)
aggressivity of strategic behavior match
with environmental turbulence; 2) capa-
bility response of the company match
with strategic aggressivity; 3) capability
component support each other. Strategic
aspect of HSE management implementa-
tion includes Aggressivity, Response,
Turbulence and Posture as well as
Aggressivity gap and Response gap is
presented in Picture 1.

EHS performance increases whe-
never companies are capable to mini-
mize gap between EHSMS Aggressivity
and Environmental turbulence as well as
EHS Response and Turbulence. With the
above illustration, hypothesis proposed
as regard to strategic issues are:

H1: Aggressitivity gap of EHS MS affects
positively to its EHS performance

H2:  Response gap of EHS MS affects
positively to its EHS performance

H3:  Posture of EHS MS affects positi-
vely to EHS performance.

Strategic posture is influenced by
Aggressivity and Response

H4:  Aggressivity affects positively to
Posture

H5:  Response affects positively to
Posture

Selection of companies in applying
EMS and OHS MS integration is one of
strategy. Hypothesis of the integration
strategy to HSE performance:

H6:  Integration of EMS and OHS af-
fects positively to HSE performance.
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Picture 1. Influence of strategic actions to EHS performance

Two category freedom test Hypothesis of the research is:

(Chi-square test)Relationship Ho = There is not a relationshsip
to be tested is between Financial between EHS performance and Financial
performance (Sales increase, Net income performance
increase, and ROA as ones contained in
BEJ report) and EHS per-formance Hi = There is a relationship between
(Comrep and auditor opinion). Financial EHS performance and Financial
performance according to ROA are performance
completed based on category defined by
Peraturan Bank Indonesia number Uji Mann-Whitney Method
6/10/PB1/2004 dated 12 April 2004 and
implementation guidance as accordance Mann Whitney test is a non-para-
to Surat Edaran Bank Indonesia No. metric test used to compare between two
6/23/DPNP dated 31 May 2004. mean value of population originated
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from the same population (Daniel 1989).
Testing on the difference between EHS
performance and Financial performance
according to Comrep and auditor is used
this test. Hypothesis applied is:

Ho: There is not a difference between
the two value of performance (Ho: u; =

u2)

Hi: There is a difference between the
two value of performance (Hi: w1 #

u2)
The testing criteria is

Ho is rejected when p-value < a.,
selected (0.05 or 0.1)

Ho is accepted when p-value > a.,
selected (0.05 or 0.1)

T test Difference

T-test difference (T-hitung) is
used to determine whether two samples,
which are uncorrelated, have different
mean (Walpole 1991). The test is appli-
ed on the difference of Financial per-
formance before EMS certification or
SMK3 and Financial performance after
EMS certification. Financial perform-
ance is defined as Sales increase, Net
income increase and ROA. The pre-
liminary hypothesis is that there is not
difference between Financial perform-
ance before and after certification. The
final hypothesis is Financial perform-
ance before certification differs from
Financial performance after certification.
Hypothesis to Financial performance in
terms of Sales increase is as follows:

Ho: Mean of sales is similar to both be-
fore and after certification (Ho: u7-u2=do)

Hi: Mean of sales is not similar to both
of Sales before and after certification

(Ho: p1-pa22do)

The criteria testing is:
Ho is rejected when p-value < a,
selected (0.05 or 0.1)

Ho is accepted when p-value > a,
selected (0.05 or 0.1)

Results
Respondents

This research involved 119 res-
pondents of companies with composition
as shown in Table 2.

Integration level of EHS management

Integration level of elements
structuring EHS management is exam-
ined in this research. The integration is
comprised of the following questions: 1)
Integration of OHS and environmental
procedures (IPR), 2) integration of OHS
and environmental per-sonnel (IPE), 3)
integration of OHS and environmental
site operation (IPL). The difference test
result on integration level between com-
panies’ representative and auditors are
provided in Table 3.

The difference test to OHS and
environmental procedure, personnel and
implementation has given result of in-
significant which suggests that there is
not factual difference opinion between
companies’ representative and auditor.
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This is due to the fact that both have and
see similar information. Companies’s
staff makes documentation, as personnel
and applied these EHS matters by which
they can give a more objective perspec-
tive. Auditors on the other hand exam-
ines all these three aspects in quite
detail. The descriptive results reveals
that integration level can reach to 75-
100% for the three aspects.

OHS and environmental man-
agement share similarities in concept,
structuring elements, technical spec-
ification and executing human. The
underlying concept is to minimize or
avoid at all risks of activities. The
element of OHS and environmental
management includes risk analysis and
control through implementation of oper-
ating control procedure, aware and
competent personnel, direct inspection
and monitoring by management. Pro-
cedure integration means working
guidance or applicable standard has
covered both OHS and environmental
measures, yet personnel or site imple-
mentation have not been integrated. The
team to execute OHS standards differ
from the team for environment, when
there is not personnel integration.
Implementation is integrated when
facilities to reduce risks (e.g. wastewater
treatment, fire fighting units, etc) have
been com-bined to address both. The
total integration applies to procedure,
personnel and site implementation
altogether.

Number of respondent has
integrated of their EHS procedure at a
range of 76-100% is at 64.70% which
suggest that majority selects strategy to

integrate OHS and environmental
procedure in order simplify documen-
tation and accordingly associated plan-
ning. For instance, OHS risk assessment
which is based on residual approach is
combined in one procedure to environ-
mental risk assessment which is based
on inherent risk. This leads to an inte-
grated documented plan and form of risk
assessment. At 57.98% of respon-dent
has integrated their OHS and environ-
mental personnel into one team reaching
to a level of 76-100%. Strategy to inte-
grate personnil aims to combine similar
competency to similar personnel for
which less number yet quicker re-sponse
and decision can be improved. Although
it is realized that full or total integration
needs longer time to achieve. At the end,
integration strategy intends to occur in
implementation wise such as a waste-
water treatment which is pro-vided with
instrumentation, guarding and personeel
protective equipment to prevent per-
sonnel from accident. Fire suppression
units function to handle safety is selected
to ones do not contain Halon which
destruct ozone layer. Other example of
implementation is seen when joint
inspection of OHS and environ-mental
takes at the same time, personnel and
form. The respondent has imple up to
75-100% level which reach to 63.87% of
sample population.
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Table 2. Respondent composition

Industrial Total
Sector based ~ Company Regroupin Sampel
EAC
1 Agriculture, Forestry Process 2
2 Mining/ Oil and gas Mining/ Oil 20
and Gas
3 Food Process 9
4 Textile Process 5
6 Wood and wood product Process 3
7 Pulp and paper Process 5
9 Printing Process 3
10 Oil refinery Process 1
12 Chemical and chemical product Process 9
13 Pharmaceutical Process 3
16 Steel and cement Process 2
17 Basic metal Metal 5
18 Machinery and tools Metal 5
19 Electricity, electronic and optic Electricity 7
20 Building and ship Metal 1
22 Fleet and transportation Metal 9
25 Power supply Electricity 1
28 Contractor Others 9
29 All types, distribution, motorcycle, etc Others 1
31 Transport, warehouse, telecommunica- Others 19
tion
Table 3. Difference test of integration level
Parameter = Auditor = Companies W Slériglggs’l

IPR 4.00 4.00 1739 0.2136

IPE 4.00 4.00 1702 0.3960

IPL 4.00 4.00 1658 0.4050

Note: IPR (procedure), IPE (personnel), IPL (implementation)
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In short, three types of integra-
tion have been adopted by companies
with benefits such as increase efficiency
as duplicated procedures, personnel and
operation can be minimized, easier in
form of improved HSE performance.
Continuous issued new requirements
within Indonesia HSE regulation are fa-
ced by the organization in which the
companies have necessity and capable of
following the demands. Risks associated
with failure to meet those requirement
are one of factors driving the companies
to be more aggressive and responsive.

Strategic Agresitivity, Response and
Posture

The regression of HSE perfor-
mance as dependent variable and
Agressivity gap as independent variable
as well to Response gap are presented in
the following:

Model | Unstd Std T Signi
coef coeff ficance
B Std Beta
Err
Agg 1,368 | 0,206 6,626 | 0,000
Gap

0,705 | 0,071 | 0,685 | 9,942 | 0,000

Res 0,587 | 0,137

Gap

0,912 | 0,044 | 0,890 | 20,690 | 0,000
Pos to | 1,106 | 0,217 5,099 | 0,00
Agr

0,784 | 0,075 | 0,705 | 10,520 | 0,00
Pos to | 0,286 | 0,140 2,047 | 0,043
Res

0,999 | 0,045 | 0,903 | 22,195 | 0,000

Regression test to the four par-
ameter shows that significance level or
1 value is lower than 0.05 or Hy is
rejected and H; is accepted. This means

that Gap agresitivity of companies has
given positive influence to HSE per-
formance with a value of 0,705, whilst
Response gap is to give an increase of
0.912. The respondents have made effort
to balance their actions and response
against HSE turbulence for which bene-
ficial results are gained in the delegating
EHS responsibilities to the same team
which leads to comprehen-sive solution,
increase internal and external communi-
cation skill and per-formance due to
cross-contr-ibution between OHS and
environmental communication focuses.

With regard to Posture, as men-
tioned above, the Postures are affected
positively by Agresitivity and Response
at values of 0.784 and 0.999 respect-
ively. The respondent of this research
has gained adequately their agresivity
and response to make proper strategic
posture. For instance, in addressing re-
quirement to make free of ROHS (Res-
tricted of hazardous substances), many
of manufactures have made cross-depart-
ment team to ensure its compliance,
even to ask for suppliers involvement as
well as site audited. In short, the compa-
nies make significant changes to their
HSE process management.

Performance accordance to Auditor and
Companies’ respresentative

Perception difference or similar-
ities from auditor and Comrep are used
to add analysis carried in this research.
Comrep tends to be less objective in
comparison to auditor since naturally
companies’ representatives value
themselves to have performed well.
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EHS performance based on Comrep and

EHS performance is comprised

Auditor. of questions showed in the Table 4 and
Table 4. Result of difference test
Parameter Auditor Respondent W Significance (0=0.05)
TPIL (No environmental pollution) 3.00 4.00 1211.5 0.0001
TKIK (No OHS accident) 3.00 4.00 1288.0 0.0031
SPKK (Non-compliance) 3.00 4.00 1230.0 0.0002
KIKE (Overall performance) 3.00 4.00 1244.0 0.0004

given to auditors who have done an audit
to the companies. Difference test of
Difference test to the four par-ameter
shows that significance level or [ value
is lower than 0.05 or Ho is rejected and
H; is accepted. This means there is
actual difference between auditor
opinion and Comrep because for the four
parameter of auditors have median value
(3) lower than median of Comrep (4).
Comrep tends to give higher score than
auditors since they percept to have been
working well and at the same time
understanding to the term of OHS and
environmental performance might be
sufficient to give fair comment. On the
other hand, auditors have more objective
and better technical competency in
answering the question.

EHS performance and Financial
performance

Review over effects of EHS per-
formance (compliance performance,
overall performance) according to Com-
rep and auditor as well as environmental
performance based on PROPER report
to Financial performance as reported on
stock market is another method to verify
its influencing existence. Auditor and
PROPER have given an advantage of

being objective, however it has disad-
vantage due to less number of sample
and a partial performance measurement
as PROPER limits to environmental is-
sues.

EHS performance and Sales increase

Analysis result of relationship
between EHS performance.

(Compliance performance and
Overall performance) according to Com-
rep and management system auditor
toward Sales increase is provided in
Table 5. This reveals that chi square test
having p-value lower than 0.05 for
which a significant or actual relationship
exits between Compliance performance
and EHS performance according to aud-
itor and Sales increase. Respondents per-
cepts that good Compliance performance
will increase number of product or
service sold as customers and other
stakeholders (investor, bank, insurance)
consider EHS factors in undertaking
purchasing transaction, both by means of
selection and evaluation of suppliers’
performance. Satisfied and uncomplaint
customers maintain sup-plier into their
vendor list and continue or even add
purchasing volume of which it increase
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Table 5. Result of Sales increase and EHS performance

Compliance performance | Overall performance Auditor’s opinion
Value df | p-va- | Value df |p-va- | Value |df |p-va-
lue lue lue
Pearson 6.387% |2 .041
Chi- 76.482(a) | 12 .000 9.818(a) |9 365
Square
Likelihood | 7 s5c |15 | 006 |9.177 |9 |.a421 [BO15 |2 |O13
Ratio
Linear-by- 1.283 1 257
Linear 4.764 1 .029 3.597 1 .058
Association
# Valid 119 119 45
Cases

sales. However, overall performance
according to Comrep has not a rela-
tionship with Sales increase.

EHS performance and Net in-
come increase. Analysis result of
relationship between EHS performance
(Compliance performance and Overall
performance) according to Comrep and
management system auditor toward Net
income is provided in Table 6. This
shows that Chi square test having p-
value higher than 0.05 for which there is
not a significant nor actual relationship
between Overall EHS performance
according to Comrep and auditor. Both
Comrep and Auditor think that
implementation of EHS management
system increase operational cost
regardless of increase in revenue due to
higher sales value.

Cost includes investment to pro-
vide wastewater treatment, temporary

storage of wastes, measurement of risks,
government permit, etc. Nonetheless,
costs to meet Compliance performance
are perceived as to contribute to better
net income which can be explained that
companies cannot sell or have to invest
in order to comply.

EHS performance and ROA increase.

Analysis result of relationship
between EHS performance (compliance
performance and overall performance)
according to Comrep and auditor is
shown in Table 7. This shows that chi
square test having p-value higher than
0.05 for which there is not a significant
nor actual relationship between Overall
EHS performance according to Comrep
and auditor toward ROA. This is ex-
plained similarly as Net income increase
performance discussed above since ROA
represent Net income too. However,
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Compliance performance has significant
relationship to ROA which is caused to
facts that although costs generated
through efforts to comply, it gives higher

direct income rather than ratio of cost
and income affected from overall EHS
performance.

Table 6. Result of net income and EHS performance

Compliance Overall EHS Auditor’s
performance performance opinion
Val |df | p- Value |df p-va- | Va | d| p-value
ue va- lue lue | f

lue
86.5 .00 | 2| 1.000
17(a | 16 | .000 ;3.217(21 12 | 768 |00
)
338 1161 006 [7.645 |12 | 812 |90 ]2 1000
09 0
939 |1 |333 [3748 |1 053 | 01O
119 119 46

PROPER performance and Sales

Increase.

Analysis result of relationship
between EHS performance according to
PROPER and Sales increase is provided
in Table 8. It shows that p-value of the

chi square is higher than 0.05 for which
there is not significant or actual rela-
tionship between EHS performance
according to PROPER and Sales
increase. Increase of PROPER level, e.g.
from blue to green, has not affected to
Sales increase.

Table 7. Result of ROA calculation

Compliance EHS performance Auditor’s opinion
performance
Value df | p-va- | Value df p-va- | .024* | 2 | .988
lue lue
Pearson Chi- | 5 5474y [ 12 | 000 | 5.997(a) | 9 740 | 024 |2 | 088
Square
Likelihood | 57379 | 12| 007 |5881 |9 |.752 | 018 |1 |83
Ratio
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Linear-by- 48

Linear 2.705 1 |.100 |3.266 1 071

Association

N of Valid 119 119 0247 | 2 | .988
Cases

Table 8. Result of sales increase according to PROPER

Value df p-value
Pearson Chi-Square 3.305% 4 508
Likelihood Ratio 3.729 4 444
Linear-by-Linear Association 376 1 .540
N of Valid Cases 40

a. 6 cells (66.7%) have expected count less than 5. The minimum expected count is .30.

PROPER performance and Net income.

Analysis result of relationship
between EHS performance based on
PROPER and Net income is provided in

Table 9. It shows chi square test result at
p value higher than 0.05 for which there
is not significant or actual relationship
between the two. Increase of PROPER
performance does not improve net
income.

Table 9. Result of net income according PROPER

Value df p-value
Pearson Chi-Square 5.016% 4 286
Likelihood Ratio 5.504 4 239
Linear-by-Linear Association 289 1 591
N of Valid Cases 40

7 cells (77.8%) have expected count less than 5. The minimum expected count is .25.

PROPER performance and ROA.

Analysis result of relationship
between EHS performance according to

PROPER and ROA is provided in Table
9. This suggest chi square test result at p
value higher than 0.05 for which there is
not significant or actual relationship

between EHS performance according to
PROPER and ROA.
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Table 10. Result of ROA according to PROPER

Value df p-value
Pearson Chi-Square 3.285% 4 Sl
Likelihood Ratio 4.753 4 314
Linear-by-Linear Association .000 1 1.000
N of Valid Cases 40

a. 6 cells (66.7%) have expected count less than 5. The minimum expected count is .30.

data. Out of 90 companies registered in
BEJ having EHS risks and certified
companies of ISO 14001: 2004 or
OHSAS 18001: 2007 are selected.
Difference test aims to see difference
between Financial performance of
company before and after 1 year old
certification period.

Relationship of certification and Finan-
cial performance.

Analysis to relationship between
environmental and OHS performance
toward Sales increase, Net income
increase and ROA increase is carried out
to add information when the
relationships are seen from secondary

Table 11. T-test result of companies financial performance before and after certification

Parameter ]1\34;11;6 Xfetzlrl P-value (0=0.05)
Sales 3.05E11  4.30E11 0.411
Net income 2.61E11 4.28E11 0.691
ROA 0.017 0.023 0.513

Based on data processing result
using software analysis tools called
minitab as well as T test it is found that
mean of Sales, Net income and ROA

before and after EMS certification are
not significant as the p value are at
0.537,0.411 and 0.323. Sales increase,
Net income and ROA has no relationship
with EMS certification.

Table 12. T-test result of companies financial performance before and after certification of

OHSAS
Parameter Mean Before Mean P-value (0=0.05)
After
Sales 6.17E12 9.17E12 0.219
Net income 3.05E11 1.180E12 0.534
ROA -0.39 0.107 0.263
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Based on data processing result
using software analysis tool minitab
and T test, Sales mean, Net income and
ROA before and after OHSAS
implemented is not significant. The p
value is 0.219, 0.219 and 0.263
respectively. Sales level, net income
and ROA Sales, net income and ROA
prior and after cer-tification is not
really different. Table 12 confirms that
ISO 14001 and OHSAS 18001 has not
effect to Financial performance. The
reason is that sales increase is affected
by various factors including marketing,
brand, customer satisfaction from
product, customer relationship and
others. Contributing load of EHS
performance indicator needs to be
evaluated in the future research.

Managerial implication

Companies are encouraged to
implement integrated environmental
and OHS management since there si-
milarity in concept and element of ma-
nagement as well as shown by compa-
nies of this research population has in-
tegrated the two risk management.

Research limitation

Measurement of EHS perfor-
mance and Financial performance in
this re-search is made on the basis of
subjective perception of EHS manager
or companies’ top management of
which it causes biases. The selection of
companies which have implemented
EMS ISO 14001 and OHSAS 18001 is
very beneficial at one hand, it limits to
select com-panies which are imple-
menting other types of OHS and envi-
ronmental management approach such
as AMDAL, PROPER, SMK3, ISSR
and other. This non certified compa-

nies has more number than the certi-
fied ones. The review using secondary
data has limitation due to no formal
measurement of combined environ-
mental and OHS available in public.
There is only PROPER report repre-
senting environmental performance to
be used for the review, but none for
OHS performance.

Conclusions

e Companies within research
population have selected a strategy
to integrate their environmental
and OHS management system cov-
ering integration to procedure, per-
sonnel and site operation.

e Companies minimize Aggressi-
tivity gap and Responses gap
which affects positively their EHS
performance

e Companies’ respondent percept
that Compliance performance has
relationship to Financial perfor-
mance in terms of Sales increase,
Net income increase and ROA in-
crease. Whilst, overall EHS perfor-
mance has not any relationship to
all three Financial performance
which is slightly different from au-
ditor’s perspective in which Sales
increase is affected by EHS perfor-
mance.

e PROPER representing environ-
mental performance and third party
certification do not affect to com-
panies’ Financial performance.

[ ]

Recommendations

1. Undertake a research on indivi-
dual sector which will provide a
more specific industrial external
environmental, internal risks and
management capability.
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2. Undertaken a research on EHS
management approach beyond a
management based on EMS ISO
14001 and OHSAS 18001 which
are as well widely adopted by in-
dustries in Indonesia.
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