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FOREWORD

The Annual Conference of the EuroMed Academy of Business aims to provide a
unique international forum to facilitate the exchange of cutting-edge information
through multidisciplinary presentations on examining and building new theory and
business models for success through management innovation.

It is acknowledged that the conference has established itself as one of the major
conferences of its kind in the EuroMed region, in terms of size, quality of content,
and standing of attendees. Many of the papers presented contribute significantly to
the business knowledge base.

The conference attracts hundreds of leading scholars from leading universities and
principal executives and politicians from all over the world with the participation or
intervention of Presidents, Prime Ministers, Ministers, Company CEOs, Presidents of
Chambers, and other leading figures.

This year the conference attracted over 260 people from over 68 countries.
Academics, practitioners, researchers and Doctoral students throughout the world
submitted original papers for conference presentation and for publication in this
Book. All papers and abstracts were double blind reviewed. The result of these
efforts produced empirical, conceptual and methodological papers and abstracts

involving all functional areas of business.
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THE COOPERATIVE AS A FORM OF EVER-EVOLVING ENTERPRISE.
TWO CASES OF COMMUNITY-BASED COOPERATIVE IN PUGLIA”

Adamo, Stefano; Giaccari, Francesco; Fasiello, Roberta

Department of Economics, Management, Mathematics and Statistics, University of Salento, Italy

ABSTRACT

Since its origin, the cooperative organisation of economic activity has been analysed on the
basis of alternative scientific paradigms. The different approaches are due to the multiple
perspectives suggested by a phenomenon multi-faceted in itself and that can be observed
starting from different premises and purposes. Starting from these considerations, it seemed us
appropriate to analyse the cooperative forms of enterprise focussing on the economic aspects of
the production of goods and services, carried out in enterprises in which the management is
entrusted to bodies different from those allocating the financial capital. Taking this into
account, the first part of this work will focus on the definition of the cooperative forms of
enterprise in general economic theory and in business theory. On the basis of the theoretical-
conceptual profiles of reference, this study proposes an interpretation of the cooperative
enterprise representing a reference model of the economic production that can at the same time
increase both the economic development and the wealth of a whole community. With specific
regard to this latter aspect, the second part of this work will focus on two cooperatives from
Puglia, structured as community-based cooperatives, which tend to associate the pursuit of
economic goals with the social and economic development of the local communities in which
they operate. Through the illustration of two case studies (the community-based cooperatives
Melpignano and Jemma) this paper aims to highlight the potential of community-based
cooperatives for the support and the economic and social development of local area and its

residents.

Keywords: cooperative, community-based cooperative, local economic and social development

* This work is the result of a common commitment, anyway primary research and development responsibility for
particular paragraphs may be suggested as Francesco Giaccari first paragraph, Roberta Fasiello second and third
paragraphs, Stefano Adamo fourth paragraph.
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THEORETICAL PROFILES OF THE COOPERATIVE ENTERPRISE

The economic theory of the cooperative enterprise

The first studies on cooperation tried mostly to identify the fundamental purpose of the cooperative
enterprise, comparing the economic substance of cooperative acting with its social relevance. Vermiglio
(1990) offered a brief overview of the Italian economic theory, highlighting the initial polarization of the
scientific debate that, if on one side rejected that cooperative enterprises could have economic
purposes, on the other hand recognized their status of enterprises having the same economic objectives
of capitalist firms.

The first position (Lorenzoni, 1936) reflected the ideological significance of the experience of
cooperative enterprises, considered as an instrument of redemption of the underprivileged classes from
the logic of finance capital. In fact, the cooperative enterprise allowed participants to carry out a joint
economic activity in such a way that democracy and solidarity among equals was guaranteed.
Cooperatives differed from capitalist enterprises as the finance capital had not a key role and the
surplus was distributed on the basis of the activity performed within the cooperative by the single
associates.

The second position recognized the cooperative enterprises the same economic character of capitalist
enterprises (Pantaleoni, 1925). In fact, it was the economic motive that drove individuals to adhere to
cooperative enterprises on the basis of self-interest and benefits in terms of reduced costs or increased
remunerations. In line with this perspective that recognized both cooperatives and companies the same
economic status, there was the position of those who, while interpreting cooperatives as enterprises,
highlighted their specificities (Tamagnini, 1954). In fact, the primary goal of cooperative associates was
the joint economic activity that allowed either the most convenient exploitation of the labour they
supplied, or the indirect benefit deriving from the increased income resulting from the reduction in
purchase costs. It followed that profitability was, however, an unavoidable element of cooperative
enterprises, though it was not the fundamental one (Sapelli, 1981). In other words, if income was the
end of the capitalist enterprise, it was a condition (a measure of efficiency) for the operations of the
cooperative.

Many studies, especially Anglo-Saxon ones, subsequently gave theoretical models that put cooperative
enterprises at a disadvantage compared to capitalist enterprises, due to: the particular distribution of
property rights that would affect the objective function and the strategies (Ward, 1958); the weakness
that derived from underfunding (Furubotn and Pejovich, 1970); the risk of inefficient choices or
decision paralysis due to the voting right "one vote for one person" (Hart and Moore, 1990); and the
scarce availability of capital, as the distributed control power exerted by the plurality of associates

discouraged outside investment.
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Economic models often suffer from the oversimplification of the underlying reality, which certainly
gives the possibility to formalize the premises, the analyses and the conclusions of the analyses, but
does not enclose the set of variables that are involved in practice and worth to be taken into account.
With reference to cooperative enterprises, the approach which considers only the economic dimension
appears restrictive, ignoring the other elements that determine the cooperative acting. Elements that
find expression in the advantages of performing a common economic activity that allows to share
resources, expertise and common values, which reinforce the protection of interests otherwise
compromised.

An effective and important commentary on these positions was developed by Zamagni (2005), who
highlighted the discriminatory use of the efficiency concept, focussed only on the relationship between
means and outcomes, costs and benefits, but disregarding the interests and meta-economic impacts
deriving from belonging to a social structure. From a historical point of view, the cooperative was
created after the establishment of the capitalist firm, which can mean either that it was the result of the
market failures, and that it occupied space and needs otherwise ignored, or, rather, that it represented
"a more advanced way of doing business in socially advanced systems”. In the first case, the cooperative
enterprise was relegated to a niche position, while in the second case, it could become the evolution of

the capitalist enterprise in the long run.
The business theory of cooperative enterprises

The interest of scholars of business administration around the themes posed by the cooperative
enterprises grew progressively, especially in the second half of the past century. According to a
frequent distinction, these studies were developed around three fields (Zan, 1990; Garzoni, 2003): the
classical doctrinal position of the cooperative enterprise, the business-mutualistic position and the socio-economic
position.

With regard to the classical approach, it started from the rejection of the Fauquet taxonomy (Fauquet,
1948), that identified two types of firms: profit-oriented firms (coinciding with capitalist firms) and service
firms. However, all businesses could be framed as service firms, or as tools by which various
stakeholders could meet specific needs. In all companies stakeholders agreed to be paid on a residual
base according to the results achieved (Tessitore, 1968). It follows that the specific characteristics of the
cooperative enterprise lay in other features, and in particular in the shareholders’ role and in the
manner in which the business risk affected the remuneration, taking into account the nature of the
interests involved.

In fact, the distinguishing elements of enterprises are not the production processes, but the difference in
risk-taking and distribution of income. In capitalist enterprises the owner, holding the property rights

guaranteed by the provision of the financial capital, in consideration of his managing power, accepts
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any possible and residual remuneration, whose amount depends on the ability to achieve the
appropriate level of income. In cooperatives, the person who accepts the residual remuneration was a
plurality of people conferring specific inputs, varying according to the cooperative type. Further
differences between cooperatives and capitalist firms could be found in the structure of the economic
entity and in the ownership of the capital (Vermiglio, 1990), as in the cooperatives the economic entity
has a broader connotation than in capitalist enterprises, both in terms of the number of involved
subjects, and in terms of the complexity of the interests they bore.

The business-mutualistic position (Zan, 1990) recognized that the cooperative enterprise was
characterized by the fact that the people taking the business risk were those that conferred specific
factors of production and that the residual remuneration they received contained a component of profit
(Marchini, 1977). However, the profit deriving from cost savings and additional remuneration, and
resulting from the common management of the cooperative enterprise, were not the primary objective
of the cooperative, as the consideration of the social group to which associates belonged and their
intrinsic motivation could not be ignored.

The third position placed the cooperative enterprise in a broader context, underlining its potential to
balance economic and social issues (Matacena, 1990). The analysis model focussed on the qualifying
characters of cooperative enterprises, with specific regard to their fundamental objectives that could not
be easily separated between economy and social life. The cooperative enterprise was defined as an
"economic institution based on the rules of proper management (with reference to the constraint of dynamic
economic balance, i. e. economic, financial and capital self-sufficiency) but oriented to the achievement of several
socio-economic objectives”.

Cooperative enterprises had the same character of entrepreneurship of the capitalist ones, as they
operated in the same way. The difference was represented by the social objectives oriented to enhance
collective wealth. In this sense, the overcoming of the mutualistic vision oriented to increase the
advantages of the contributing associates appeared evident, as the boundaries of cooperative acting are
those of the entire community.

The above review of economic and business theories demonstrates the complex purposefulness and the
morphological diversity of the cooperative enterprise. The reflection on the institutional forms capable
of overcoming the dichotomy between the market and the public is of major importance, particularly in
a time characterized by the increasing role played by cooperatives and social enterprises, despite the
continuing and deep downturn in economic activity.

The development of cooperation, in its various forms, may be helped by the sharing of a conceptual
scheme that overcomes positions sometimes inspired by ideological paradigms or by reductive

conceptions of the enterprise efficiency, based solely on the ability to minimize the costs or to maximize
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the money flow. The enterprise is no longer considered as a mere set of production means, but as a
complex institution. The organisational forms of economic activity cannot be treated only in static terms
searching for the conditions ensuring short-run equilibrium, as the economic behaviours of all actors
are dictated by a number of reasons (Borzaga, 2008). Any firm is able to continue its operations when it
manages to match cost efficiency with the multiple social needs it collects.

To integrate the above interpretations, it is necessary to recall the fact that the cost-effectiveness can be
pursued within a wide range of choices, ranging from the search for the maximum efficiency of the
contributed capital to the mere respect of the budget constraints in the absence of investment, while the
social objectives can be pursued with varying intensity, starting from the utmost care of the social
impact of economic production to the simple creation of goods appreciated by consumers.

The institutional structure of cooperative enterprises gives them the propensity and the ability to build
composite forms of production and to incorporate into their choices both economic efficiency and social
objectives.

In accordance with the above statements, it is ultimately possible to conclude that cooperative
enterprises experience a continuous adaptation between economic and social incentives around which
all the activities of economic production are developed. In this sense, the differentiation of forms
observable in the composite universe of cooperatives can be justified, with some cooperatives more
oriented to achieve the economic needs of their associates and others to achieve objectives having a

strong social impact.

THE COMMUNITY-BASED COOPERATIVES: TWO CASE STUDIES IN
PUGLIA

In this analytical perspective, it is interesting to focus on community-based cooperatives, a further
experience of the complex universe of the cooperative ways in which the economic activity can be
directed. Specifically, the community-based cooperatives arise from collective initiatives promoted by a
community of individuals (citizens) who belong to a defined territorial context and participate in the
activities taking, even at the same time, the role of labour providers and users/associates.

The main purpose of the community-based cooperatives is that to meet the needs, in terms of both
supply of goods and services and employment in a geographically well-defined community (Pearce,
1993). Such needs are left partly or totally unfulfilled both because of the scarce capacity of state and
market intervention to meet them (Kingma, 1997; Weisbrod, 1975), and because of the welfare cuts and
the consequent privatisation of some public services. In a wider perspective, it can be said that they are

a new model, governed by the citizens of a given community for the purpose of producing goods and
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services for the benefit of the local area and its residents (Fasiello, 2012; Gordon, 2002; Peredo and
Chrisman, 2006).
However, the community participation in the management, while representing one of the main
distinguishing features of this model, is not exclusive, because other (natural and legal) persons from
outside the community can participate in corporate governance as well.
The community-based cooperative (or enterprise), while presenting many aspects similar to the social
cooperative, as provided by the Italian legislation in Law no. 381/1991 (and to the social enterprise, as
provided in Law no. 118 of 2005), does not coincide with such models, as there are no provisions to
limit its fields of activity or constraints concerning the employment of disadvantaged people (disabled,
drug addicts, alcoholics, prisoners, etc.) (Fasiello, 2012). The community-based cooperative, in fact, can
carry out different types of activities (not just social healthcare and education services), provided that
there is a link with a geographically defined community, the citizens’ active participation and the goal
of the local economic development.
In the community-based cooperative associates can be natural persons but also legal persons, public
bodies, associations and foundations. Associates can play various roles, since there may be:
- working members, who provide their work consistently with their qualification and professional
skills;
- user members, or individuals whose participation is due to the need they have to use the goods and
services produced by the cooperative;
- financing partners or investors, who give the capital in order to obtain a profit, whose influence
must be limited in order to avoid that they can exercise control at the legal and economic level.
It follows that the community-based cooperatives can be considered as a cross form of cooperative not
coincident with a particular type or defined size, but characterized by the aim of creating proper
conditions for the benefit of that particular community that participates actively to the economic
development of the territory to which they belong (Giaccari and Fasiello, 2013).
In Puglia two community-based cooperatives have been recently formed: the first one, the
"Community-based Cooperative of Melpignano", that has already been the subject of numerous studies
(Bartocci and Picciaia, 2013; Gaudio, 2012; Giaccari and Fasiello, 2013; Stomeo, 2012), operates mainly in
the renewable energy sector; and the second one, the "Community-based Cooperative Jemma of
Zollino", that deals with the production and sale of local agricultural products. Both case studies are
briefly analyzed on the basis of data and official documents and by means of a structured questionnaire
with open-ended questions administered by direct interview to the President of the cooperative and the
Mayor of the Municipality. In the case studies we highlighted the role played by local public

administrations, the activity performed and the ways for citizens’ participation.
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THE COMMUNITY-BASED COOPERATIVE OF MELPIGNANO

The "Community-based Cooperative of Melpignano" was established on 18t July 2011 as a result of a
series of initiatives and activities undertaken for several years by the Municipal Administration (MA)
of Melpignano in order to combine tradition with modernity and obtain economic sustainable
development. In fact, this small village of Salento has become famous for the "Notte della Taranta", a
festival organized together with other municipalities in the Greek Salento, that has contributed to the
recovery and valorisation of the local cultural traditions and music. In 2007 the Municipality of
Melpignano joined the National Association of Authentic Villages of Italy (AssoBAI) and today it is one
of the founders of the National Association of Virtuous Municipalities, associations aimed at the
valorisation and the sustainable economic development of the local communities and committed in
reducing energy consumption, wastes and rubbish, in protecting land resources and in promoting
recycling. It was in this context that the project for the establishment of the "Community-based
Cooperative of Melpignano" was designed. In particular, on the occasion of a conference on responsible
tourism organized in June 2010 in Cefalti, the National Legacoop President Giuliano Poletti offered
AssoBAl represented on this occasion by the mayor of Melpignano Ivan Stomeo, to experience a new
form of cooperation, based on the self-organisation of the citizens of a community for the purpose of
self-managing the development of their own territory. This new model was the community-based
cooperative and the Municipality of Melpignano, thanks to the activism of its Mayor Ivan Stomeo, was
one of the first municipalities to embrace such an initiative. On 9 February 2011, following the signing
of the Memorandum of Understanding between Legacoop and AssoBAI, were organized public
meetings aimed at the various groups operating in the area (trade associations, local tourist offices, etc.)
and at the citizens of Melpignano (including those that for study and work reasons no longer resided in
Melpignano). The involvement of the citizens occurred through direct contact (letters and
questionnaires) and the activation of a help desk in the Town Hall. Following this, on 18t July 2001, the
cooperative was established by 71 associates, including the municipality (which could participate by
resolution of 11/07/2011). In this phase, the Municipality played an initial role of promotion and
support aimed at allowing a subsequent independent development of the cooperative. In relation to
this, in November 2012, the Municipality of Melpignano left the cooperative, which acquired full
autonomy becoming expression of the will and capacity of the community to adopt a tool aimed at the
harmonious development of its multiple resources.

Currently, the cooperative has 140 associates, who participate as both users (about 120) and self-
employed professionals (electricians, plumbers, etc.) and whose skills are used, upon payment, for the
implementation of the cooperative projects. Some of the associates live in the neighbouring towns or in

other regions and participate in the cooperative because of their relations (by kinship, previous
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residence) with the local community, or because they possess skills not available in the area and useful
for the performance of the cooperative activities.

Each associate, upon acceptance of the application submitted to the Board of Directors (BoD) of the
cooperative, pays a fee of € 25.00. The share capital currently amounts to € 4,450.00, but the cooperative
also makes use of third-party capital, as it has obtained loans by Banca Etica (€ 320,000.00 to install
photovoltaic panels and € 62,000.00 for the project The water houses), Banca Sella (€ 33,000.00) and a loan
of € 100,000.00 awarded by Coopfond. The governing bodies of the cooperative are the Associates
Assembly, that appoints the BoD members, and the BoD currently consisting of a President (Maria
Cristina Schirinzi), a vice-president and three other directors. The cooperative operates in the fields of
energy production (Ateco code 35.11) and trade and retail through vending machines (Ateco code
47.99.2). In its initial phase, the cooperative implemented a project for the production of energy through
the installation of 34 photovoltaic systems on the roofs of the associates” houses for a total of 200 kw
installed. This project was carried out thanks to a feasibility study (developed through the collaboration
between the University of Salento and Officina Creativa), highlighting that these plants could cover
about 47% of the annual energy needs of Melpignano through the production of about 729,000 kWh per
year (compared to a total annual energy demand of the residents of approximately 1,563,562 Kwk).
From the production of photovoltaic energy the cooperative is currently achieving annual average
revenues equal to an average of € 53,000.00 (in 2013). From the implementation of this project derive
direct and indirect benefits for the citizens of Melpignano. In fact, the users/associates (i. e. associates
that allowed for the installation of a photovoltaic system on their roofs) have the right to free solar
energy for twenty years, while the workers/associates and the professional associates were paid for the
work they did for the realization of the photovoltaic systems and all citizens, including non-associates,
benefit of the gains from the sale of the energy they do not consume. In this respect, the statute
provides that the profits earned by the cooperative cannot be distributed to the associates. The
Associates Assembly allocates such gains either for the implementation of services for the community
(e. g. the management of canteens and sports facilities) and the improvement of urban quality (e. g.
maintenance of public parks and roads), or reinvests them in new economic initiatives aimed at
sustainable development and employment increase.

Moreover, in the past year (2013), the cooperative made a profit of around € 8,000.00 from another
project, “The water houses”. This project consists of the installation of automatic dispensers of both still
and sparkling drinking water in various municipalities of the province of Lecce. Currently, there are 10
dispensers available (but within April 2014 other 10 dispensers will be installed) capable of generating
annual revenues of around € 34,000.00 (in 2013). "The water houses", apart from ensuring a direct

economic benefit to the cooperative and an indirect one to all citizens, supplying them drinking water
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at a reduced cost (only 5 cents per litre), reduce plastic waste (citizens can buy a kit of 6 reusable glass
bottles from the cooperative) for the advantage of the health of both consumers and the environment.
In addition to these activities, the cooperative aims to involve citizens in other initiatives for the
management of public spaces (such as the management of the school canteen, the creation of a tourist
information centre and the opening of a workshop to rediscover authentic flavours), the exploitation of
local resources, and the creation of new job opportunities, in order to support local vocations and an

environment-friendly development.

THE COMMUNITY-BASED COOPERATIVE JEMMA OF ZOLLINO

The community-based cooperative Jemma was established at conclusion of a process undertaken 8
years before by the Mayor (Francesco Mario Pellegrino) of the Municipality of Zollino in the province
of Lecce (Puglia, Italy) and aimed at the promotion of the agricultural products typical of the local area.
In the initial step, the Municipal Administration (M.A.) started a collaboration with a group of farmers,
to try to valorise the local agricultural products, legumes in particular. The main aim of this
collaboration was to prevent cultures and traditional activities of land cultivation from extinction, due
to the lack of interest shown by the young sons and daughters of local farmers. This lack of interest was
also motivated by the low income prospects of farming, due to the difficulty of a profitable placement
of the local agricultural products on the market at competitive prices. In an area with agricultural
vocation, like the Municipality of Zollino, and where there are no employment and development
opportunities other than agriculture, the loss of the agricultural traditions and the extinction of local
agricultural products would have produced very negative long-term economic and social impacts. This
initial collaboration between the Public Administration and farmers-citizens for the protection of the
distinctive characteristics of local legumes has led to some remarkable results, like the insertion into the
list of the Traditional Agricultural and Food Products of Puglia Region of two typical legume species
from Zollino, submitted to the public packaged for sale during the Saint John’s fair, held every year on
24% June. The success achieved, as to the relevant sales volumes and the favourable prices obtained,
pushed the M.A. to involve young people in taking advantage of the positive market response.

It was so started the second phase, that led to the establishment of the community-based cooperative
Jemma. The M.A., thanks to the experience gained in the neighbouring Municipality of Melpignano
and to the aid of Legacoop Puglia, urged all citizens to participate in a series of public meetings to gain
consent and support for the project and to illustrate the development opportunities, not only in
agriculture, that the cooperative would have brought about over time in the local area. The response of
the territory was positive. In this phase, the support by Legacoop Puglia and Confesercenti (Commerce,

Tourism and Service Enterprises’ Association) was steady.
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The community-based cooperative Jemma was established in September 2012 by 9 under forty
founding members residing in the territory. One of the associates was the Mayor, who participated not
as a representative of the Municipality, but as an individual. Currently the cooperative is made up of 47
ordinary associates, all young individuals, for the most part resident in Zollino. Non-resident associates
(about ten) generally have family ties with the residents of Zollino or have been admitted to the
cooperative for the skills they possessed (in the agronomic field for example), and considered useful for
the cooperative. Among the 47 associates, only one is a permanent employee with the position of farm
hand, the others participate in the cooperative activity through the associated management, that is to
say by supplying their work as employee or self-employee, on the basis of contractual relations defined
from time to time. The share capital of the cooperative is, as with all cooperative forms, a variable
capital (Cassandro, 1976) and consists of shares of 25 Euros each. Initially, the cooperative started
operating with a capital of 900 Euros, currently the share capital amounts to 4,700.00 Euros (100 Euros
contributed by each associate). In fact, although the statutes provide for a minimum amount of 25
Euros, in an internal regulation, the cooperative provided for a fee of 100 Euros per member. The share
capital is the only financial source currently used by the cooperative, as it did not resort to any other
form of financing.

The cooperative bodies are the Board of Directors and the Assembly of the Associates. There are no
statutory auditors. As required by cooperative’s articles, the Assembly of Associates has to be
summoned at least once a year, but it meets on average once every two months in order to update
associates on the activity progress, to collect the associates’ views and opinions useful for the
improvement of the activity and to provide the associates with information and incentives. Currently,
the Board consists of 5 members (all cooperative associates) appointed by the Assembly: the President
(Antonio Calo), the Vice-President (Francesco Mariano) and 3 Directors (Castellano Raffaella, Francesca
Gemma and Alessandra Pellegrino). The Board of Directors, beyond the management tasks, has the
power to evaluate the applications to become associates of the cooperative, as both working and non-
working members.

At statutory level, the cooperative is expected to carry out various production and service activities.
The wide dimension of the purpose of the undertaking is aimed: - to involve the largest possible
number of community members; - to encourage the use of the expertise existing in the area for the
creation of new jobs; - to supply services for the benefit of the community as a whole; and - to provide
employment opportunities for residents through the provision of organized services to third parties.
This purpose has not been fully realized until now, partly because the cooperative is still in a start-up
phase, but mainly because it has found administrative and bureaucratic obstacles that have effectively

prevented the implementation of multi-sector and multi-target activities.
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In line with the agricultural vocation of the territory, the cooperative produces and sells the following
legumes: the Nano-Pea of Zollino, the Cuccia (Broad Bean of Zollino), the Grass Pea (called Toleca), the black
and white chickpea. These legumes are grown on the land granted on free loan by non-associated
residents and by the M.A., or grown by associates on their own land and then transferred to the
cooperative, which completes the manufacturing process (cleaning and selection of the products,
packaging) and deals with the market placement. There are associates who deliver the cooperative their
agricultural products grown on their own plots of land located in the area, while the cooperative deals
with the packaging and the market placement. In this case, the remuneration of the associates is carried
out in the exchange relation established with the cooperative, that transfers to associates the 75% of the
revenues obtained by the sale of the transferred agricultural products and holds the remaining 25% to
cover the costs of packaging and distribution of the products and the operating costs of the cooperative.
In addition, associated and non-associated cooperative members provide their uncultivated land
(currently about 2 hectares), in exchange for receiving enough legumes for the needs of the family,
benefiting at the same time of a free maintenance of the ground. Even the M.A., upon request by the
cooperative, has made available a hectare of land on a free loan for the cultivation of legumes, under
the cooperative’s commitment to manage the ground, thus preventing the M.A. from paying the
maintenance costs. The other plots of land used by the cooperative are grown autonomously by
associates who deliver it their products.

The cooperative uses about 17-18 hectares. The products of the cooperative can be bought by residents
directly from the cooperative store, at lower prices than the standard market prices, also thanks to the
possibility of selling to local residents (families and restaurants) the unpackaged product. Legumes are
mainly sold to people outside the Municipality of Zollino, thanks to agreements with agents that are
responsible for the distribution of the products in stores dedicated to the sale of typical food products
even outside the Province of Lecce (such as in the regions Puglia and Campania and on the French
Riviera). The limited production volumes do not allow Jemma, however, to enter into agreements for
large supplies of product with distributors at national and international level interested in the product
(just think of Eataly). Therefore, the need to increase the production quantities while maintaining the
traditional methods of production and the quality of the raw materials (seeds used are selected from
the local production) becomes more and more urgent. In this regard, it must be considered that the
limited production volumes are due not only to the limited availability of original local seeds, but also
to the peculiarities of the production cycle of legumes (cultivation is made on a three-year rotation
basis, so that the purpose of the production increase can only be achieved by cultivating a greater
number of hectares). In this sense, the challenges, that the cooperative has to face, are the following: - to

attract the interest of a greater number of associates, owning land in the local area; - to overcome the
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cultural barriers discouraging the inclusion into the project of land owners belonging to the
neighbouring municipalities; - to develop a more stable cooperation with the territory for the expansion
of lands obtained on free loans and used for the production; - to acquire the right to use such land for a
sufficiently long period (at least ten years). The entire community of Zollino takes advantage of the
presence of the cooperative in terms of image return and development of the economic activities
existing in the local area. In fact, the cooperative is able to attract customers from the neighbouring
towns, so that the largest part of its products are sold in the provincial market. Then, there are various
initiatives, such as the patronal feast, festivals and fairs that attract flow of tourists interested also in the

cooperative products.

CONCLUSIONS

As shown in the present work, cooperatives are a form of enterprise which developed subsequently to
capitalist ones. To conclude, let’s recall what Zamagni (2005) stated: "Two interpretations can be given to
this historical fact. The first sees the cooperative as the answer to a specific "failure” of the capitalist form of
enterprise, i. e. as a kind of remedy or compensation for what the capitalist enterprise fails to obtain or to achieve...
The second interpretation, however, sees the cooperative as a more advanced way of doing business in socially
advanced systems... The first leads to relegate the cooperative to a niche position, useful and effective as long as
you want, but to be included in the group of the exceptions to the rule... The second interpretation, however, leads
to see the cooperative enterprise as the form to which the capitalist form of enterprise may tend in the long run, in
advanced market economies”. The present study focuses on the second interpretation and, in this sense,
the study of the characteristics of community-based cooperatives, albeit limited because of the number
of words allowed, is of great help to confirm the opportunities that cooperatives are able to offer for
their ability to meet the needs of economic development and employment with the need to protect
health and the environment in small local communities. The two case studies from Puglia show that job
creation and the development of entrepreneurial activities on the part of the citizens can be
implemented using this new cooperative model in which citizens self-manage the development of the
local area through the production of goods and services at advantageous economic conditions,
valorising local resources and creating employment, while at the same time protecting the environment

and the natural and cultural vocations of the territory.
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ABSTRACT

This study focused on German middle-sized manufacturing and engineering companies
offshored to India. The aim was to explore the working experiences of senior Indian
managers, and to gain some understanding of how they perceive the cultural distance
between the two countries. Further, and more importantly, how they manage the cross-
cultural working environments within the offshored industry in order to progress their
careers to senior levels.

Face-to-face semi-structured interviews were conducted amongst Indian senior technical and
HRM managers, with more than ten years working experiences in German offshored
manufacturing and engineering companies. The findings revealed that misunderstandings
arising from strategic and operational paradoxes embedded in cross-cultural operations were
a part of the daily working experiences. However, careers of those capable and willing to
manage the cultural diversity were given an opportunity to progress to senior levels and to
operate globally, beyond the initial German-Indian cultural boundaries. Further, the findings
suggest that for the offshoring industry to effectively manage a culturally diverse workforce,
it needs to understand individuals’ constructs of the self, of others, and the relationship
between the two, since these determine the individual’s experiences on the emotional,
cognitive and motivational levels. Thus deep understanding of cross-cultural issues and
effective management of individuals ultimately impact the working relationships and the

organizational outcomes.

Key Concepts

Offshoring, cross-cultural awareness, cross-cultural dimensions, cultural distance,

globalization, cultural convergence and divergence, the self, emotion, cognition, motivation.
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INTRODUCTION

Offshoring became a preferred modus operandi for organizations in today’s global knowledge- and
service-based economies. It is driven by the liberalization of governmental controls, the rise of
supporting institutions and an access to new markets. Instant communications and fast moving and
reliable transportation enabled organizations to geographically separate, or ‘offshore’” manufacturing
and services in time and space (Quinn, 1999; Grossman and Rossi, 2006). ‘Offshoring’, sometimes
referred to as ‘a captive offshoring’ includes manufacturing, and activities that do not require
shipment of physical products thus can be performed in a foreign country. Blinder (2006) described
offshoring as a migration of jobs but not the people who perform them.

The manufacturing industries began to outsource their non-core operations back in the early 1970s
and services soon followed (Taylor and Bain, 2000, 2005; Hirschheim and Lacity 2000, Kanban, et al.,
2003). Traditionally, China held a leading position in outsourced manufacturing. However, India with
its English speaking and highly technically qualified young workforce, replaced China as a desirable
destination for both outsourcing and offshoring, particularly in the ICT, engineering and R&D. lit’s
rapid offshore market grew by about sixty per cent per annum, which accounts for over thirty percent
of today’s overall global outsourcing contract value (Tapper, 2004, Brown and Stone 2004, Mehta at al.,
2006, Budhwar et al., 2006).

Germany, due to falling birthrates found itself short of technically qualified workforce, thus
offshoring to India provided an attractive solution (Thurm et. al., 2007; Brandernburg and Domschke,
2007; 2009; Preissig, 2009; Heidemann, 2012; Demographic Change in Germany, 2011). Further, the
move offered cost benefits from the economies of scale and, an entry into rapidly growing Asian
markets.

Recently published research on management challenges in offshoring found an inverted U-shape
relationship between suitability of tasks for offshoring and the level of skill and professional
experience required to carry these out competently (Pollak 2003, Thurm 2004, Grossman and Rossi,
2006; Youngdhal et.al., 2008; Contractor et al., 2010; Mihalache et al., 2011; Jensen and Pedersen, 2012).
Offshoring into a geographically and culturally different parts of the world carries both benefits and
risks, depending on the task complexity. On the one hand, in labour intensive manufacturing
employees perform relatively simple and repetitive tasks, thus instructions can be expressed in
explicit symbols that are clear and relatively easy to learn. The output then can be successfully
maintained and with fewer misunderstandings than tasks that require greater conceptual knowledge
and skills (Hamlin et al., 2001, Levy and Murnane 2004, Leamer and Storper 2001). Knowledge
intensive activities, on the other hand, consist of complex, non-routine tasks that require specific

technical knowledge supported by shared tacit know-how skills. Some researchers reported that
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organizations tend to radically re-engineer their processes for the purposes of offshoring. This tends
to result in reduced quality of the R&D output, and the readiness to innovate (Brenner and Tushman,
2003; Grimpe and Kaiser 2010; Mihalache et al., 2011). Heenan and Perlmutter (1979) classified
relationships between headquarters and offshored activities

according to the degree to which they are ethnocentric, polycentric, region-centric, or geocentric. In
ethnocentric relationships, policies and procedures are imposed from the top; in polycentric, these are
adapted and implemented locally. In region-centric relationships, the headquarters act as a buffer
between the regions, and in geocentric relationships policies and procedures are developed with the
input of all parties. Cultural diversity is having a potential both for synergy and disruption,
depending on variables such as language, political stability, level of development, market size and
sophistication, since they all can create the ‘distance’. Finally, today’s evidence shows that
corporations rarely fall victims to the ‘lack of fit'" between national cultures. More often than not,
corporate cultures are seen to modify the dynamics of national cultures (Buckley and Casson, 1976,
1979; Erramilli, 1996; Morosini, 1998; Parkhe, 1991; Shenkar, 2012).

Culture and HRM in offshoring

In the late 1990s, organizations downsized, delayered and re-engineered their processes in order to
become more flexible in keeping pace with new technology and the growing global competition. Re-
engineering and managerial control required equally flexible HRM practices (Betcherman et al., 1994).
This meant selecting the human resource policies and practices that would best support that strategy.
The new HRM embraced ideas of continuous employees training and development. A case was made
for the inclusion of the HRM into the strategic decision making processes in order to develop a global
approach to manage rapidly growing culturally diverse workforce (Brewster, 1990; Pettigrew and
Henry, 1990; Guest, 1991; Sisson,1994; Legger, 1995; Storey, 1995; Erickson and Gratton, 2007).

The present management literature suggests that successful organizations clearly and visibly
articulate their values; focus on activities such as effective coordination of shareable ideas and, on
cross-culturally transferable management capabilities. The HRM role is to attract and retain highly
engaged diverse employees. Some believe, thus is achievable only when the HRM function becomes
integrated into the strategic decision making processes (Yeung et al.,1999; Daniels and Radebaugh,
1998; Hamlin et al., 2001; Teece, 2007; Stahl and Bjorkman, 2006; Sparrow and Brewster, 2006; and
Morris and Snell, 2011). This further demands a thorough awareness of the cultural assumptions
underlying the HR practices themselves, and an ability to evaluate and resolve problems arising from
cultural distance.

However, issues arising from managing a culturally divergent workforce make it almost impossible to

develop a universally integrated HRM model. Morris and Snell (2011) attempted it by configuring
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organizations’ existing cross-cultural intellectual capital (individual, organizational and social) with
their capabilities (generation of ideas, sharing knowledge and implementation of new ideas). The
model was then tested in a number of manufacturing global organizations. The findings revealed two
key conclusions:

1. successful development of organizational capabilities in cross-cultural contexts depend on
how well the relationship between the individual, organizational and social dimensions is
configured, and

2. all the tested dimensions were found to be equally important, although their impact on
organizations’ abilities to generate new ideas, to share knowledge and to implement new
ideas in cross-cultural environments significantly differed.

In conclusion, Morris and Snell’s (2011) research findings suggest, that an operable integrated HRM
approach toward the more difficult aspects of cross-cultural diversity could hold a key role in the
development of both organisation and employees’ coping skills. While corporation cultures may show
similarities, individuals in these corporations come from different cultures and hold different self-
constructs, and how they see others. These constructs can and often do influence, the nature of
individual experience, in terms of cognition, emotion and motivation (Markus, Kitayama, sighted in
Baumeister, 1999).

Cross-cultural perspectives

Culture is a complex construct consisting of social norms, values, beliefs and attitudes. It is often
difficult to separate national cultures from their economic and political factors, although there is
considerable evidence that some aspects of culture differ across national borders and have a
significant impact in the workplace. For the purpose of this paper, Hofstede’s (2001) 5D Model of
cultural differences was used for determining the relative cultural distance between German and
Indian technical employees, and more importantly, because the model tends to form a basis for a
cross-cultural orientation training used by companies operating in different geographic areas.
Hofstede offers an insight into cultural distance by offering two outcomes: 1) it enables us to
categorize seemingly inconsistent observations by asking questions about the assumed universality of
motivation, cognition and emotions, and 2) the categories then help us to identify the role of culture in
mediating and regulating individual and corporate behaviours.

The 5D Model consists of the following bipolar dimensions: individualism versus collectivism, power
distance, uncertainty avoidance, and masculinity versus femininity. Later Bond (1991) and Minkov
(2010) added pragmatism versus normative orientation and indulgence versus restraint dimensions.
Hofstede’s socio-cultural dimensions are the following:

1. Individualism versus collectivism dimension compares group harmony and consensus against
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individual approach to life:

o individualism is the tendency to rely on and take care of oneself, and

e collectivism is characterized by a tight social network to which individuals belong, and
feel different from other groups.

2. Power distance dimension addresses the extent to which the less powerful members in
organization accept unequal power distribution.

3. Uncertainty avoidance dimension refers to attitudes and behaviours toward uncertainty. (i.e.:
avoidance of risk, and preference for predictability and control).

4. Masculinity versus femininity dimension, addresses:

e masculine cultures that emphasize assertiveness, competitiveness and materialism,
and

e feminine cultures that are concerned with quality of relationships, nurturing and social
well-being.

5. Pragmatism versus normative orientation dimension describes how people in the past, as well as
today, relate to the fact that so much that happens around us cannot always be explained:

e organisations with normative orientation generally have a strong concern with
establishing the absolute truth, are normative in their thinking, exhibit respect for
traditions, and focus on achieving quick results, and

e organisations with a pragmatic orientation believe that truth depends very much on
situation, context and time. These tend to adapt traditions to changed conditions and
show perseverance in achieving results.

6. Indulgence versus restraint dimension juxtaposes the free gratification of human needs against
strict social norms:

e indulgence stands for a society that allows relatively free gratification of basic and
natural human drives related to enjoying life and having fun, and

e restraint stands for a society that suppresses gratification of needs and regulates it by
means of strict social norms.

The above 1 — 4 socio-cultural dimensions represent individuals’ values and norms passed on from
one generation to another during the process of socialization. The latter were added to support
today’s global business and organizational environments.

Trompenaar et.al.(1998) and Hall, et.al.(1960, 1984, 1990) developed further dimensions, such as
‘universalism versus particularism’, ‘monochromic versus polychromic’ and ‘high versus low context
culture’. These additional dimensions were extending the discussion beyond the scope of this study,

thus were excluded.
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The Table 1 below shows the current cultural values of India and Germany on the above 1 — 6

dimensions as published by the Hofstede Centre (2014).

Country Country Score
Socio-cultural INDIA GERMANY Differences
Dimensions
Power Distance 71 26 +45
Individualism versus 49 72 -23
Collectivism
Masculinity versus 57 68 -11
Femininity
Uncertainty Distance 31 55 -24
Pragmatism v. Normative 52 57 +5
Orientation
Indulgence versus 26 40 -14
Restraint

Source: The Hofstede Centre (http://geert-hofstede.com), 2014

Table 1: The Comparison of Scores Between India and Germany in Hofstede’s 5D Model of
Cultural Differences

The above score differences between German and Indian cultures show Germany low on the power

distance, and relatively high on uncertainty avoidance and individualism. India is high on power

distance, but low on uncertainty avoidance and individualsm.

Both cultures are relatively high on masculinity, which doesn’t show in the scores. In India people are

known to restrain from indulging in masculine displays to an extent that they might be naturally

inclined to. In Germany, the focus is on success and achievement, validated by material gains. Work is

the center of individual’s life and visible symbols of success in the work place are important.

In Indian organizations, the real power is centralized and employees expect to be directed and told

what is expected of them. However, Indian employees show a relatively low need for certainty

provided by planning, tend to be patient, tolerant and inventive in “bypassing the system” when

seeking answers to problems. Indians more than Germans show a preference for belonging to a larger

social framework, where hiring and promotion decisions are often based on relationships.

Kogut and Singh (1988), Barkema et al. (1997) and Barkema and Vermeulen (1998) examined the role

of uncertainty avoidance. They reported that uncertainty avoidance was more important than any

other cultural dimensions in predicting outcomes. Hofstede’s critics argue that his assumptions of
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cultural equivalence are misleading. Further, his cultural distance index used to measure the
constructs relies on national culture measures alone, where corporate cultures and behaviours tend to
be overlooked (Goodstein & Hunt, 1981; Haspeslagh & Jemison,1991; Schwartz, 1994; Schwartz &
Bilsky, 1990). Whether we agree or not, cultural distance, by definition, implies homogeneity within
national cultures, stability and symmetry between the home and host cultures. Further, it implies
causal effects, on entry mode and performance. The culture distance construct is often used when
explaining why companies fail, although, we have to remember that the construct of culture distance

is difficult to conceptualize and could prove misleading for assessing success or failure in offshoring.

THE METHODOLOGY

The key objectives of the study were to explore the expectations and realities of senior Indian
managers employed by German offshored engineering and manufacturing companies. In particular,
an information was sought about the process of their recruitment, cultural socialization, technical

training, performance appraisal, compensation and rewards and career development.

Data collection

Qualitative methods offer a broad range of techniques for describing, decoding and explaining
meanings of observed social phenomena (Van Maanen, 1983; Easterby-Smith et al. 1991; Walker, 1991;
Miller, 1991), Interviewing is a basic data gathering technique, and range from structured or directed
questions to unstructured or open account. In depth, face-to-face interviews are the fundamental
approach, and are appropriate where the primary purpose is to understand the meaning of issues and
situations that aren’t structured in advance by the researcher. This method is particularly effective for
gaining new insights into management issues since it allows the researcher to probe the interviewee’s
personal experience and to encourage them to explore their personal values and beliefs. This has to be
handled sensitively and with a considerable skill, if the researcher is to be trusted. Further, there is a
need to understand the constructs used by the participants, and to understand their worlds. The
researchers in this study opted for a semi-structured, face-to-face interviews, where respondents were
asked to explore a number of open questions. The questions were structured around the topics of their
job selection, socialization into the company, technical training, performance appraisal, compensation

and rewards and career development.
The participants

For the purpose of this paper, the snowballing method was used to select participants. The
participants were senior Indian managers (nine technical and three HR) working for large German

manufacturing or engineering companies. All were male, held technical degrees, and were aged
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between mid forties to mid fifties. Each was in charge of more than hundred employees. The
participants worked for German offshored companies for more than ten years, although except of one,
who was employed by the same company continuously for twelve years, the rest were in their present
employment for less than two years. One of the participants held eighteen positions in German
offshored companies over the past fifteen years. Each attended cultural orientation workshop at the
beginning of their employment, held locally, but then regularly participated in technical coaching
programmes held in Germany. One commutes to Europe every six weeks and one currently manages
his team in India from Germany. The HR managers spent two years in the company’s HR department

to learn the rules and procedures there, and to learn German.

Time, data collection, place and recording technology

The in-depth interviews were recorded in face-to-face situations. The participants were given the six
topics outlined above and invited to talk freely about their experiences in German offshored
companies. The interviews took place in the participants’ offices over a period of six months in the
first part of 2012. Each participant was visited twice and the duration of each interview was
dependent on the availability of ‘free’ time and willingness to participate in the study. The first
interview took a place during the working hours and the follow up interviews took place after
working hours. In the latter, the “mirroring’ technique was used to clarify earlier reported issues. The
interviews were digitally recorded and later transcribed and reflected upon in order to spot
consistency in the narrative, signs of fatigue, a potential social desirability bias, or politically correct

responses.

THE INTERVIEWS

The interviews data were summarized into three broad categories: Recruitment, Compensation and
Reward, Socialisation, Training and Performance Appraisal, and Cross-Culture Issues, and presented

in Tables 2 — 4 below:

Recruitment, Compensation and Rewards

¢ The central HR department is at the company’s Headquarters in Germany,

although the HR rules and policies are implemented locally.

e Technical employees are routinely recruited from other offshored

companies.

e In order to reduce the negative impact of attrition, some offshored

companies began to recruit individuals over the age of 35 years.
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¢ Western educated employees are sought after; since they are expected to

adjust faster, although they expect higher salaries and a rapid promotion.

e IT specialists and engineers expect to be promoted within 3 years.

e [T specialists and engineers are more interested in good salaries than in

long-term benefits such as healthcare and pension.

Table 2: The Senior Indian Managers’ Reflections on Recruitment, Compensation and Rewards

The qualitative data in the above Table 2 suggest that the Indian managers are comfortable with
uncertainty by being prepared to change jobs in order to secure the best position available (as
predicted by Hofstede’s 5D Model). However, their senior management status suggests a high level of
individualism and lower power distance, which differs from Hofstede’s numeric indicators on the
Power Distance and Individualism versus Collectivism culture dimensions.

Bhatnagar (2007) surveyed the Indian offshoring employment opportunities and concluded that while
India has a large talent pool at the entry levels, the available pool of middle and senior management is
relatively small. The latter’s annual attrition rates were estimated at about 30-35 per cent (Phukan,
2007). This is seen as a potentially serious problem both for India and the whole offshoring industry in
terms of developing trust and a shared base for a long-term productive relationship. The above
findings tentatively support Bhatnagar and Phukan’s conclusions, although it isn't clear from their

statement, what assumptions underlie their vision of ‘a long—term productive relationship’.

Socialisation, Training and Performance Appraisal

e  Cross-cultural awareness training for expats is carried out in Germany and
for Indian technical employees in India. These tend to be delivered by

external trainers.

¢ In the past, only German engineers were project leaders. Now they come to
India only for up to three months at a time. This, in the view of their Indian

colleagues often causes communications and timely resolution of problems.

e All development and technical training programmes (both technical and

cross-cultural orientation) were developed in Germany.

¢ Indian project managers are trained in Europe and the training was

considered excellent.

e Manual prototype testing is always carried out in India, for costs reasons.

e Today, Indian project leaders can expect to spend working 3 — 6 months per

annum in Europe, while directing the operations in India from there.

¢ Indian engineers working as global project leaders can spend up to 2 years
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in Europe.

¢ Finally, the managers felt that they need to be included more in planning

and decision making processes.

¢ European style appraisals tend to offend Indians who, on receiving lower

than expected rating, tend to leave.

Table 3: Socialisation, Training and Performance Appraisal

The above findings suggest that the cultural orientation programmes tend to be left to external
training companies to develop and to deliver on behalf of the parent company, while the technical
development programmes are developed at the parent company. Further, the above table reveals
some misunderstandings arising from strategic and operational paradoxes embedded in cross-cultural
operations that are an integral part of the daily working experiences. However, careers of those
capable and willing to manage cultural diversity were given an opportunity to progress to senior
levels and to operate across cultural boundaries.

In terms of Hofstede’s 5D Model of cultural dimension, the above findings suggest high individualsm,

and low power distance amongst the managers, which doesn’t comfortably fit into the model.

Cross-Cultural Issues and Career Development

¢  When misunderstandings arise, these are attributed to German engineers

not speaking fluent English.

e The managers felt that they alone were expected to culturally adapt, rather

than it being a two-way process.

¢ The managers raised questions about European and Indian technical teams

being valued equally.

e The managers reported problems when communicating with the local and
central HR departments. These were referred to as ‘a nightmare” and

“unresponsive’ to the local needs.

¢ The managers are used and willing to work long hours, if needed, and don’t
understand they are discouraged from working outside the official working

hours and at weekends.

¢ Not all German engineers are seen as ‘multiskilled’, on occasions were
reported to arrive unprepared, and are known to refuse to help by claiming

that: “... this isn’t their job, ...".

e  Until recently, German engineers held all senior positions.

e The HR managers were satisfied with their role, although would welcome

greater interaction and an exchange of ideas with the Headquarters.
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Table 4: Cross-Cultural Issues

The above table shows that the company aims and objectives are clearly carried out by a diverse
workforce with different work ethics. This suggests that the relationship between German offshored
companies and Indian technical employees is becoming professionally integrated without necessarily
narrowing the culture distance. The next step to ask is if there are recognizable and universal aspects
of culture-free components of cognition, emotion and motivation, and to what extent these help to

unify diversity. However, answering these questions extends beyond the scope of this study.

DISCUSSION

Hofstede’s 5D Model of cultural dimensions was used as a framework to gain an insight into the
cultural differences between German and Indian offshoring operations. This offered a fairly familiar
conceptual framework for the researchers to work with when attempting to categorize seemingly
inconsistent observations by asking questions about the assumed universality of motivation, cognition
and emotions, and to identify the role of culture in mediating and regulating individual and corporate
behaviours. Hofstede (1989) believes that some cultural differences are less disruptive than others,
although the expatriate literature suggests that adjustment to similar cultures can be just as difficult as
adjustment to distant ones (Black & Mendenhall, 1991; Brewster, 1995; O’Grady & Lane, 1996).

This study focused only on the offshoring experiences of senior Indian senior managers and the study
findings suggest that in spite of the considerable culture distance between the two nations, Indian
technical employees are offered an opportunity to become integrated into the parent company and at
relatively senior levels without losing their cultural identity.

Leading culturally diverse teams requires an understanding of leadership and its effectiveness and is
an accurate predictor of performance outcomes. Effective leadership has a positive impact on
employee task performance, organizational identification and organizational citizenship behaviour
(Piccolo, Greenbaum et al. 2010, Walumbwa, Mayer et.al. 2011). It plays an important role in the
process of sense making and sense giving, thus the culture construct in the role of leadership is an
important one.

Culture is a dynamic force for change, influencing and being influenced by other world-views and
acts. A belief that today’s globalization has a homogenizing influence on local culture has not been so
far supported. However, leveraging the benefits of offshoring against protecting the local culture
requires a careful approach. Different cultures have different concepts of individuality that determines
the basic relatedness with others and with institutions. The difference between individuals in
‘independent’ or ‘interdependent’ cultures has a distinct set of consequences for their cognition,

emotion and motivation, and none of the three components have been found as being culture-free.
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Cultural distance aside, financial threats to offshoring can be considerable. The initial investment in
the relocation requires additional resources without affecting the daily activities. This can weaken the
communication of the strategic objectives to the employees, introduce uncertainty, detract the focus on
innovation, and lose experienced employees. The introduction of culture distance construct adds
complexity, which is difficult to include in the calculations during the initial planning process.

In conclusion, if offshoring is not to buckle down under the weight and cost of culture distance, the
HR function has to take on the responsibility for managing culturally diverse recruitment, develop
culturally aware leaders, and provide direction, without undermining the individual’s self-construct.
By attracting, and developing employees who are comfortable with the strategic and operational
paradoxes embedded in the global organizations and who are capable of maintaining cultural
diversity, the HRM becomes the key change agent in helping organizations to achieve their strategic

aims.
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ABSTRACT

This paper aims to examine management practices in the healthcare sector in Portugal. More
specifically, intends to assess the effects of the adoption of a set of accounting and
management practices, involving various aspects such as organizational innovation, or the use
of measuring systems, as a mean to achieve organizational results, through effectiveness and
efficiency.

Usually hospitals are regarded as a kind of organization with a greater degree of complexity
both in their structure and administration. This complexity poses a challenge to this research,
but also justifies its interest, as it contributes to mitigate the gap that the literature exhibits
within this strand of research, particularly when regarding the Portuguese environment.

The objective of the paper is to examine the management practices in Portuguese hospitals,
with a focus on innovation, which is a critical variable in the healthcare sector, while inquiring
whether the adoption of an innovative attitude, together with the implementation of reward
and training programs, may contribute to achieve organizational outcomes. The completion of
the investigation relies on a survey directed to Portuguese hospitals, using interviews and the

questionnaire methodology.
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INTRODUCTION

Usually hospitals are seen as one of the organizations with a greater degree of complexity at either in
structure or at administration level. There are even authors who argue that healthcare organizations

are of high difficulty as to its management, cataloguing them as "extraordinarily complicated
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organizations", although their complexity can be mitigated when their dimensions are analysed
separately (Glouberman and Mintzberg, 2001a, 2001b: 58), a methodological approach which will be
used in this article. One of the gurus of management, referring to hospital organizations, pointed out
them as being the most complex to manage (Drucker, 1989). A very own special dynamics of the
market in which they operate and the existence of specific characteristics of their business models and
management are major factors contributing to this complexity (Jacobs, 1974). Such complexity is a
challenge for this paper, but also justifies the research interest in an area where there is still much to
investigate.

The health sector in Portugal is in a phase of deep reform standing before a crisis plaguing the country
and also an increasing life expectancy, causing the "welfare state" financing model, that is based on the
principles of solidarity and security, prevailing in European countries for over a century, being
currently at risk as it does not appear sustainable due to increased demand and lack of economic
growth, coupled to demographics associated with an ageing population, which is lacking for broader
attention and medical care.

This paper aims to examine management practices in the hospital sector in Portugal. More specifically,
intends to assess the effect of the adoption of a set of accounting and management practices, involving
various aspects such as organizational innovation, or the use of measuring systems, as a mean to
achieve organizational results, through effectiveness and efficiency.

Usually hospitals are seen as a kind of organization with a greater degree of complexity both in their
structure and administration. This complexity poses a challenge to this paper, but also justifies its
interest, as it also contributes to mitigate the gap that the literature exhibits within this strand of
research, particularly when regarding the Portuguese environment.

The objective of the paper is thus to examine the management practices in the Portuguese hospitals,
with a focus on innovation, which is a critical variable in the healthcare sector, while inquiring
whether the adoption of an innovative attitude, together with the implementation of reward and
training programs, may contribute to achieve organizational outcomes. The completion of the
investigation relies on a survey directed to Portuguese hospitals, using interviews and the

questionnaire methodology.

PREVIOUS RESEARCH AND HYPOTHESES

In order to be synthetic, this section presents some literature review together with the research
hypotheses developed for this research.
The majority of authors argue that the purpose of innovation implies the need for structural

adjustments, as well as the monitoring of market dynamics (eg Miller, 1987; Habib and Victor, 1991;
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Naman and Slevin, 1993; Miles et al, 2000; Slater and Olson, 2000; Abernethy and Lillis, 2001).
Pursuing this type of attitude, the need for continuous monitoring, regarding best practices in office,
become relevant, while structural arrangements that enable greater organizational fluidity, resulting
in the creation of autonomous units, are regarded as a very interesting option (eg Lawler, 1993; Cohen
and Ledford, 1994; Scott and Tiessen, 1999; Bouwens and Abernethy, 2000; Abernethy and Lillis,
2001).

Bearing in mind that organizational decentralization propels the possibility of greater responsibility at
the autonomous units level, it becomes evident the need of development of incentive policies, both at
administrative and clinical management levels, the adoption of which can likely to stimulate and
guide their management efforts (eg Abernethy and Lillis, 2001; Glickman et al, 2007). As for the
effectiveness of such incentives, however, there may be some doubts, particularly when the size of the
bonus is disproportionate to the inherent objectives (see eg Glickman et al, 2007).

Additionally, there is also the issue related to the fact that the incentive systems contemplate
organizations, not rewarding individual professionals. This is the case of the largest incentive
program launched to date in 2003 in the U.S., the Hospital Quality Incentive Demonstration,
organized by the U.S. Centers for Medicare and Medicaid Services and directed to the compensation
of the performance measured across a standard base on the centers doctors, but without addressing
the clinical and operational staff, having even been called into question as the size of the allocated
bonus, which many considered insufficient to stimulate a significant improvement of quality of
services (see eg Glickman et al, 2007:345 ).

Despite the existence of such issues, what seems indisputable is the fact that the strategic design of an
innovative attitude justifies the adoption of a policy for performance incentives (eg Abernethy and
Lillis, 2001; Glickman et al, 2007), so together with the rational already developed before in this paper,
we formulate the following hypothesis:

H1: There is a positive relationship between a strategic emphasis on service innovation and the adoption of a
bonus policy.

Concurrently, and in the wake of the theories discussed above (vid. eg Law et al, 1996; Gupta et al,
1997, Abernethy and Lillis, 2001), taking into account that the purpose of adopting a policy of
incentives will be particularly in order to achieve organizational results, measured in both increases in
efficiency and effectiveness, two other hypothesis can therefore be drawn, as shown below:

H2: There is a positive relationship between the existence of a policy of performance bonuses and the possibility
of achieving organizational results through efficiency gains; and

H3: There is a positive relationship between the existence of a policy of performance bonuses and the possibility

of achieving organizational results via efficiency gains.
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As organizational innovation can lead to the implementation of an incentive scheme with the aim of
achieving organizational results, it can then also be expected to be accompanied by the
implementation of a training policy. This will also be the case of the hospital sector, in addition to
financial and performance assessment, it is important to have generic medical training programs, so
that it may ensure the timeliness of medical professional skills, ensuring their preparation for action in
dynamic environments that fit the attitudes of innovation (see eg Abernethy and Lillis, 2001).

In line with the above, with the expectation that a strategic vision supporting innovation will lead to a
boost in adopting education policies, it makes the following hypothesis reasonable:

H4: There is a positive relationship between a strategic emphasis on service innovation and the existence of
incentives for human resources training.

In this context, the importance of training policies, according to Govindarajan (1988), is of particular
relevance to this paper, especially at the level of practice, as it suggests that the CEO of multi-
businesses organizations should not adopt a uniform standard for the management, but should,
conversely, adopt a flexible approach in order to adapt the strategy to individual business units. In
particular, this study has practical applications in two critical areas: the strategy of human resource
management and control system, which will be discussed later. From the point of view of strategic
human resource management, has implications not only for those responsible for the selection and
development of managers from diversified firms, but also to the managers in general, as all decisions
are made with same objective in mind, ie find a way to improve overall effectiveness.

Based on the reasoning that has been developed in this paper and is supported by the theories
presented earlier, as looking obtaining organizational outputs from a strategic approach to innovation,
will be thus expected an orientation of a training policy for obtaining results. However, unlike
previous hypotheses that were formulated based on the adoption of a policy of incentives, in the case
of organizational results expected in relation to the output resulting from the implementation of a
training policy it is not expected to achieve efficiencies but only obtaining efficiency, since it is
assumed that such training will be more directed towards clinical, or related services, and not so much
to financial gains.

Accordingly, from the implementation of a training policy output, another hypothesis can be outlined:
Hb5: There is a positive relationship between the existence of a policy of human resource training and the

possibility of achieving organizational results via efficiency gains.

METHODOLOGY

The investigation relies mostly on a survey directed to Portuguese hospitals, using interviews and the

questionnaire methodology.
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The preparation of the questionnaires was preceded by pilot interviews with experts in the field of the
hospital sector, particularly involving from doctors and medical assistants to administrators
responsible for hospital management. Exploratory interviews were previously conducted towards
elements responsible for clinical units, and also top hospital management members. In metric terms,
the majority of questions were prepared in "closed" mode, using a Likert scale of 7 levels, with
different degrees of qualitative assessment, as you can see in appendices.

The theoretical description and presentation of the metric adopted for each variable used in the

theoretical model subject to testing in this paper is now discussed.

Service innovation

Like Abernethy and Lillis (2001), this research follows the strategic typology structured by Miles and
Snow (1978), with the aim of examining the extent to which hospital organization was determined to
meet the needs of the market, or took advantage of the opportunities offered within this sector by
making changes in the range of services offered. This typology is intuitively appealing, since the
development and adoption of innovation in services is directly related to the description of a
prospector. Adopting this strategy type is also advantageous because of its massive use, as well as
having already been tested for its theoretical strength (Doty et al. 1993). Additionally, it has also been
examined considerably in terms of metrics within the social sciences, particularly with regard to
psychology (Snow and Hrebiniak, 1980, Shortell and Zajac, 1990). Although Miles and Snow (1978)
describe as the prospector as the one who always tries to be the first among the pioneers in the
development of new products and/or services, having a high capacity for the exploration and
exploitation of market opportunities, in this paper, however, the key point of interest lies in
identifying the hospitals on a scale of between prospector, aggressive in seeking opportunities up to
defensive, ie more concerned about keeping the areas where it is already present. Naturally, the
classification of hospital organizations from a range of prospectors versus defensive, follows the logic
adopted by Abernethy and Lillis (2001), based on Miles and Snow (1978), being focused on the
analysis of the level of dedication of these organizations as service innovation, insofar as this is
reflected in the consequent degree of change in their service mix. As previously mentioned,
innovation service is regarded as a continuous, in which one end is shown a hospital involved in little
change, while the other end is shown a hospital that is continuously changing the range of services
offered.

Thus, in this research is adopted the metric used by Abernethy and Lillis (2001), which
operationalized the construction of the representation of this continuous offering, according to two

extreme descriptions of the strategic position of a particular hospital, questioning the organization
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regarding the degree of change and innovation in the supply of services, to be classified by the
respondents 1 to 7, within the spectrum of this continuum.

More specifically, the questionnaire refers to two types of hospitals, one in the conventional manner,
Hospital A, resistant to change, which is not in the forefront of offering new services or as to the
monitoring of market innovations that have occurred in their sector, which tends to focus on current
areas of operation, not valuing incentive policies or the training of its human resources. Therefore, a
low score answering this question gives an indication of a classic hospital that is perfectly framed in a
community, which offers basic services in general medicine and surgery. Certainly away from a great
complexity in terms of providing services, this type of hospital organization may even have some
degree of innovation, but necessarily at a very limited scale, because their primary concern will be
maintaining the status quo, trying to ensure providing a good level of existing services.

On the other hand, a higher score response, gives an indication of a respondent from a type B hospital,
which corresponds to an organization that tends to offer a wider range of innovative medical services
compared to other hospitals, in both similar size characteristics, given subject themselves to a greater
extent of rules and market dynamics. In this case, it is about a hospital that conducts relatively
frequent changes in its set of services, quickly responding to new opportunities or evidence of new
market needs, and therefore is continuously at the forefront of developing new services being
followed up by other hospitals. Usually, this type of hospital organizations values the training of its
human resources and adopts incentive systems. The B Hospital is directed to be an innovation both in
terms of services as to the level of information and control systems organization, because there is

concern about adopting the most advanced practices in management.

Bonus and training policies

Assuming that at least some hospitals take an innovative approach, concerned with the need for
structural adjustments, in order to monitor the dynamics of the market, one should expect the
existence of autonomous units within the organizational decentralization, which justifies the interest
in the development of incentive policies, both as well as the qualification of employees, by
implementing a vocational training level of clinical management and administrative staff.

Thus, it seems pertinent to examine the extent to which the innovation will justify the adoption of a
bonus policy, related to performance, so a question of the inquiry seeks to assess the existence of the
bonus level in Portuguese hospitals. Additionally, given the evidence already examined before is
expected that the aim of implementing a bonus policy is mainly related to achieving organizational
outcomes, both in terms of efficiency and effectiveness, which is intended to be measured with

question 3 [a), b)]. The rationale behind the existence of a policy associated with the assumption of an
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innovative attitude related to incentives can also be applied to the justification of the interest in
adopting a policy of training. In fact, it is expected that an innovative approach not only results in the
adoption of a system of incentives, but also result in the implementation of a training policy, also with
the aim of achieving organizational results. As discussed earlier in this paper, the existence of training,
both physicians and other programs, will be relevant in the hospital, because it allows the current
skills of its professionals, ensuring their ability to act in dynamic environments resulting from an
attitude of innovation.

Assuming the expectation that a strategic vision supported innovation, that will stimulate the
adoption of education policies, is framed in the questionnaire, among many items, including direct
measurement of possible policy interventions.

However, in terms of organizational outcomes, unlike the output expected from the adoption of a
bonus policy, in the case of the implementation of a training policy is not expected to achieve
efficiency gains, but only effectiveness, since, as already discussed it is assumed that such training will
be targeted to clinicians, or related services, and not for financial purposes. Consequently, the
measurement of a positive relationship between the existence of a policy of human resource training

and the possibility of obtaining efficiency gains can be realized, but only indirectly.

Performing evaluation systems

Based on the seminal work of Hopwood (1976), and in subsequent literature (eg Hartmann, 2000;
Otley and Fakiolas, 2000), which, however, is only focused on the dimensions of the mechanism
developed by Hopwood, Abernethy and Lillis (2001:118), who used an instrument developed with the
purpose of capturing the construction of Performance Measurement Systems (PMS), this research also
incorporates the latest research that includes criteria for both quantitative and qualitative performance
(Ittner and Larcker, 1998), as well as considers studies carried out in the hospital sector and other
service sectors that included similar procedures to the research presented in this study, following the
steps of Abernethy and Lillis approach (see eg Abernethy and Stoelwinder, 1991, Smith, 1993; Lee et
al, 2000; Watkins, 2000).

Concurrently, this paper includes the measurement instrument adopted by Abernethy and Lillis
(2001), who consider seven items as relevant in assessing the performance of clinical units, concluding,
from a previous factor analysis that provided support for the identification of the two dimensions of
performance measurement (SMD) systems, they could be categorized as follows: i) the items of the
performance level of cost and productivity (throughput) represent a more quantitative factor
associated with performance management in resources (RMP or resource management performance);

ii) while the remaining items represent measures of performance of a more qualitative nature,
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representing the performance criteria of clinical management (CMP or clinical management

performance).

Organizational outcomes

The measurement of organizational outcomes in the hospital sector include both the aspect of
efficiency and effectiveness, so Abernethy and Lillis (2001) developed a working instrument that
required senior management to disclose the criteria considered most important in determining the
actual hospital performance. Taking advantage of this prior work by Abernethy and Lillis (2001), this
study’s interviews were initially conducted using an exploratory nature, with several officers and staff
of the hospital, and also medical management, in order to confirm the relevance of such criteria in the
framework of the hospital sector in Portugal. As a result of such an inquiry, we developed a tool for
evaluating hospital performance perceived by the management which includes six items, two of
which are related to management efficiency and the remaining four concerning the efficacy of medical

service.

Sample

The sample taken for the study of hospital sector in Portugal is composed by 49 responses from a set
of 96 questionnaires sent between 2010 and 2011, corresponding to a list of 65 public hospitals and 31
private, which has been determined as to be the hospital population on the date of early 2010. More
specifically, 36 responses were deemed valid, from public hospitals, and 13 private entities
questionnaires were validated as well, representing a response rate of 55.38% for public hospitals and
41.93% for the private ones. The percentage of total valid responses was 51.04%. Finally, it is also
important to note that private hospitals compose 26.53% of the sample, while public hospitals
comprise 73.47%. In terms of characteristics of the hospital sector represented in the sample can be
pointed out that, on average, the public sector hospitals are larger and more complex organizational
structures. In fact, while the average number of hospital beds in the public sector totals about 336 (35
observations), this number in the private sector decreases to only 123 (13 observations), for an overall
average of 278 beds in the entire sample (48 observations). Regarding the number of clinical
departments of the hospital, it amounts to an average of 15 for public hospitals (34 observations),
while in the private sector is less than 3 (12 observations), adding that on average almost 2 heads of
department have training in hospital administration in the public sector, while the private sector the
average is only 0.25, for the same number of observations referenced above. As for the experience of
the directions, the differences are less significant. Nevertheless, the indicators of seniority are superior

in the private sector. In terms of seniority of clinical management, it overcomes the three years in the
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public sector, and 8 years in the private, and the time period of the collaborative clinical director of
collaboration in the hospital, not necessarily in a managerial capacity exceeds 16 years in both the
public and private sectors. With regard to the administration and/or hospital management, the
average time served in roles of administration is about 7 years in the public sector, while the private
sector amounts to almost 13 years. Finally, the period of collaboration in the hospital, not necessarily
corresponding to administrative tasks only, amounts to 10 years in the public sector and 13 years in

the private sector.

Variable aggregation using factorial analysis (principal component analysis)
Following the factor analysis made, regarding identification and dimensional grouping, from the
items placed in the questionnaire shown in the Appendix, the variables constructed to test the

theoretical model, are shown in the table 1.

10 Innovation Organizational
RMP Resource Management Performance
CMP Clinical Management Performance
RO1 Return/Outcome (Efficiency)
RO2 Return/Outcome (Effectiveness)
PB1 Policy Bonus (Efficiency)
PB2 Policy Bonus (Effectiveness)
PF1 Policy Formation-Training
PF2 Policy Formation-Training (Effectiveness)

Table 1 — Variable list

RESULTS AND CONCLUSIONS

The research hypothesis were tested using correlations between the variables constructed as shown
before in this paper. Before a detailed examination is made, table 2 offers a global view of the results
obtained. Hypothesis were constructed assuming positive correlation, as expected signal. All
correlations stated are statistically significant at least at the confidence interval level of 95%, for both

Pearson and Spearman ranks, unless stated otherwise, or inconclusive.

Hypothesis Results
H1:10_PB Inconclusive (Accepted at 90% - Pearson)
H2: PB1_RO1 Inconclusive
H3: PB2_RO2 Accepted (+)
H4:10_PF1 Accepted (+)
H5: PF2_RO2 Accepted (+)

Table 2 — Hypothesis testing results

Organizational innovation and bonus policy
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According to our findings, there is a positive relationship between 10 and PB, with a correlation of
36.7 %, statistically significant only at 90 % (value 0.0852, Pearson correlation) for 23 observations,
nevertheless without enough evidence, or statistical power, allowing to clearly accept Hypothesis 1,
Nevertheless, one cannot suggest neither its rejection in a wider confidence interval, such as the
significance level of 10%. Thus, like Abernethy and Lillis (2001) and Glickman et al. (2007), it does
seem that the strategic design of an innovative attitude justifies the adoption of a policy of incentives
for performance, even if one can assume in our study that there is a weak positive relationship

between a strategic emphasis on service innovation and the adoption of a policy on bonuses.

Existence of a policy of bonuses and premiums and organizational outcomes (efficiency)

There is a positive relationship between PB1 and RO1, with a correlation of 19.4%, but that is not
statistically significant (test value 0.37 for 23 observations), so we are not able to conclude about the
acceptance or rejection of hypothesis 2. Therefore one cannot even clearly suggest the existence of a
positive relationship between the adoption of a policy of performance bonuses and the possibility of

achieving organizational results through efficiency gains.

Bonus and bonus policy and organizational outcomes (effectiveness)

There is a positive relationship between PB2 and RO2, with a correlation of 61.5%, statistically
significant at the 99% level, for 23 observations, and therefore we infer about the non-rejection of
Hypothesis 3. Thus it can be stated that there is a positive relationship between the existence of a
policy of performance bonuses and the possibility of achieving organizational results via efficiency

gains.

Organizational innovation and training policy

There is a positive relationship between IO and PF1, with a correlation level of 39.4%, statistically
significant at the 99 % confidence interval, for 48 observations, thus Hypothesis 4 cannot be rejected.
Thus, according to this hypothesis one can conclude that there is a positive relationship between a
strategic emphasis on service innovation and the existence of incentives for training of human

resources

Training policy and the possibility of efficiency gains and organizational outcomes (effectiveness)
There is a positive relationship between PF2 and RO2, statistically significant at the 99% confidence
interval, using 48 observations, with a correlation level of 59.2%, implying the non-rejection of

hypothesis 5. Accordingly, one can conclude that there is a positive relationship between the existence
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of a policy of human resource training and the possibility of achieving organizational results via

efficiency gains.

Global evidence

Overall, not a single hypothesis was rejected. Just two could not be statistically accepted, suggesting
the quality of the model literature used, and the theorization and model testing performed here. These
facts contribute to the validation of the methodology and testing used, which is not unrelated to the
quality of the literature used to support this study. Moreover, the results shown in this paper
generally corroborate the theoretical formulations and previous results obtained from some
noteworthy literature used in this investigation, such as the case of the prominent articles produced by
Abernethy and Lillis (2001) and Govidarajan (1988).

As caveats, one should highlight that only a small number of healthcare organizations surveyed
employed policy bonus and/or have full performance measuring systems in place, which probably is
the main justification for the inconclusive results obtained for hypotheses one and two.

While focusing in the Portuguese healthcare sector, this paper allowed not only to highlight the
importance of some critical factors, such as innovation, reward, and training systems as a way of
obtaining organizational outcomes within the scope of the Portuguese reality, but also allowed to
corroborate evidence suggested by remarkable research made elsewhere, such as in the case of

Australia (Abernethy and Lillis, 2001).
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APPENDIX - QUESTIONNAIRE

1. Hospital A - Offers a relatively stable set of services and tends to focus on a particular segment (i.e.,
geographical region) of the population and offers a more limited range of services/programs than
other hospitals of similar size and function. Generally, Hospital A is not at the forefront of new
services or market developments in health care. Developments in services/programs tend to
concentrate on current areas of operation. It believes that doing the best job possible in its existing

range of services/programs and refining existing services/programs are of utmost importance.

Hospital B - Makes relatively frequent changes in, and additions to, its set of services/programs and
tends to offer a wider range of medical services compared to other hospitals of similar size and
function. Hospital B responds rapidly to early signals of market needs or opportunities and it
consistently attempts to be at the forefront of new service/program developments. Other hospitals
often follow Hospital B in the development of these services/programs. This type of hospital may not
maintain its strength in all of the areas it enters.

Please indicate the positioning of your hospital within the two extreme situations presented, in which

“1” represents the type of Hospital A and “7” the kind of Hospital B.

2. What kind of additional compensation the hospital offers to its employees?

Fixed Bonus | Individual Variable | Team Variable

Bonus Bonus

a) Board/Administrators

b) Clinical Service

Coordinators

¢) Doctors

d) Nurses

e) Technical Staff

f) Administrative Staff

3. Indicate to which extent the following items influence the performance bonus:

1- Well below 4- Average 7- Well above
average average
1 2 3 4 5 6 7
a) Budget performance Oo 0o 0o oo o0
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b) Throughput targets [ R 1 o o
¢) Quality of patient care o o o o o o o
d) Research output of the unit [ R 1 o o
e) Adherence to standard procedures) o o o o o o o
f) Cooperation with other units in the hospital O o o o oo 0d
g) Harmony of the unit 00 OO0 oo o

4. Indicate your level of agreement with each of the following statements:

1- Totally 4-Neither agree 7- Totally

Disagree or disagree Agree

4 5 6

a) The hosplltal provides ongoing training to its employees to improve the 00 oo o o
level of service
b) The hospital provides training to new employees on how to deal with OO0 oo o o
patients
<) T'he hospital provides training to its employees on ways to improve OO0 oo o o
services to users
d) The bospltal employees receive training on how to deal with problems OO0 oo o O
that patients present
e) The hospital trains its employees to know how to deal with complaints 00 oo o o
from users

5. Indicate your level of agreement with each of the following statements:

1- Totally 4-Neither agree 7- Totally
Disagree or disagree Agree

1 2 3 4 5 6 7
a) The governrrttent. has the .respon51b1hty to promote and oversee the 00O oO0o oo o
development of individual skills of employees
b) The hospital has mechffmls.m.s for Ir.lomtormg and evaluation that 00O o0o oo o
support the development of individual skills
c) The performance assessment includes identifying needs and learning
opportunities of employees ( eg ., mentors, clinical supervision , incident O 0O 0O O 0O 0O 0O
analysis )
d) Clinical Coordmatﬁ)rs are .respon51ble for developing the skills of their 0O 0Oo0o oo o
employees, as a learning environment
e) There are formal mechamsms.t}Tat allow employees to engage with the 0O 0Oo0o oo o
management before and after training
f) There are f(.)rr.n.al mecham.sms for. listening to the needs of users that 0O0oOoo o O
inform the definition of hospital service strategy
g) There are formal procedures that allow learning from mistakes O O o o o o0
h) The 1dent1f1cat1'0n of needs f01.‘ skill development is linked to the 0O 0Oo0o oo o
definition of a service strategy hospital
i) The hospital conducts satisfaction surveys to employees and disclose the 00O o0 o o o

results internally ~
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ABSTRACT

The general lack of public resources for the provision of infrastructure has led to the
development of different forms of public-private partnerships for investment in the health
sector. Next to the project finance, by now reinforced, the use of leasing real estate in
construction has grown significantly. Moreover, the contract availability was recently
introduced by D.L. the 1/2012. Literally and practically, there are studies that allow neither to
understand what tools are more appropriate and convenient for the financing of health
investments, nor to evaluate the conditions of application of themselves. For this reason it is
important to analyze different tools that can be useful to understand the real essence and
conditions of use, in order to find effective and efficient responses to the financing of
investment projects in the health sector. In a range of possible tools, definitely the methods of
accounting and impact on the public budget are an essential element, especially in the light of
the dispositions of Eurostat which, according to "Treatment of public private partnerships" of
11 February 2004, sets out the circumstances in which the assets related to such forms of
public-private partnerships can be classified off-balance and therefore have no impact on the
public debt. The aim of this paper is to analyze in detail in the context of contracts for public
private partnerships, the main instruments for financing public investment: the concession to

build and operate-project finance, leasing finance / real estate and contract availability.

Keywords: Public-Private partnership, Project Finance, Leasing contract, Awvailability contract,

Accounting, Health Sector, Ipsas, Finance Investment.

CONCESSION TO BUILD AND OPERATE WITH PROJECT FINANCE

The involvement of private capital in the construction of public works and in the management of
public services is a worldwide phenomenon that buys every year more and more importance, in spite
of the turmoil that cross the international financial markets.

In a first phase, this phenomenon has been identified with the term, Anglo-Saxon origin, project
finance, which represents a funding mechanism that is based on the ability of an initiative to repay the

debt contract in the construction phase with the cash flows generated by its subsequent management.
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From the beginning, this method of financing has represented an important opportunity both to
overcome the problem of reducing the public debt, and for the design and management efficiencies
that can be achieved thanks to the possibility of risk sharing with operators private and their
contribution of know-how (Amatucci, Longo, 2009, p.178).

In the Green Paper on Public-Private Partnerships made public in April 2004 by the European
Commission (COM2004_327), we provide a classification of partnerships based on current practice in
member countries, where there is explicit reference to the partnership contract, in which the private
assumes responsibility for the design, financing, construction and management of public initiative,
making fall back upon themselves, in particular, the economic and financial risk.

The elements common to these forms of partnership can be summarized as follows:

- Credit lines long-term (average 25-30 years old), inclusive of planning, financing, management and
maintenance of the work, usually without the transfer of ownership to the private sector, which
remains an option only for certain contracts;

- Creation and management, through a company set up ad hoc (SPV, Special pourpose Vehicle) by
private investors, with the possibility of recourse to the financial market independently;

- Financing in whole or in part insured by private entities and by their sponsors and guaranteed by a
mechanism of no-recourse, with debt leveraging rather stringent (70-80% of the investment);

- Mechanism of return on investment during the management secured by cash flows generated from
the sale of services to citizens (user charges), or by the public, however, linked to the services
provided by the operator;

- Engagement of economic and financial risk of the initiative by the private sector.

The concession to build and operate has different models (Amatucci F., 2008, p. 13):

1) D.B.O.T. (Design, Build, Operate, Transfer): This is the basic layout of the concession
because it involves the design of the intervention and the realization of the work by the
dealer; the economic exploitation of the initiative, through the management of the service and
the sale to users, and the transfer of the work on the public body at the end of the concession
period. As there is no financial intervention by the public, we can use it only for fully self-
profitable operation;

2) D.B.OS.T. (Design, Build, Operate, subsidize, Transfer): In this model, due to the
insufficient level of charges, during the management phase is added to a government grant as
a contribution in cash or ownership or enjoyment of real property;

3) D.B.OS.L.T. (Design, Build, Operate, subsidize, Lease, Transfer): this model is used

for the realization of works used and managed directly by the government, which are useful
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to the provision of public services. The government pays a periodic fee to the dealer, directly

against the project company.
Comparing the benefits of the project (in addition to those outlined above, we can add the alleviation
of problems associated with long lead times typical payment contract traditional) we have to reflect on
the complexity of the instrument that involves the integration of different skills and needs resources
capable of dealing with the legal, technical, financial, contractual initiative. The project finance, in fact,
requires the development of specific skills, in order to assess carefully the mode of application and
convenience. This phenomenon requires that the government not only plays the traditional role of the
buyer but also the role of the most complex and ambitious project manager of public works, to
evaluate "ex ante" efficiency and convenience of the instruments, structuring and negotiating
transactions the best solutions with private operators, monitoring economic and financial investment,
measuring their impact on the territory and their ability to meet the needs of users. Project finance also
(and should be stressed), is not the recipe for all situations and should not be overlooked also the
situation of a credit crunch, which imposes constraints in access to capital and financing costs
certainly higher than forms traditional (Old V., 2012, p. 30).
In the health sector, despite the strong control of the initiatives by the region, companies enjoy greater
autonomy in the management of financial resources. In this area we are not seeing the application of a
model "pure" project finance (ie without the involvement of both in financial terms and risk-taking by
the company public health), but the development of hybrid forms of intervention defined public-
private partnerships characterized by a broader engagement between the private and public entities
for the realization of the investment (Lecci F., Amatucci F., 2006, p. 690).
In general, we can define a partnership as a collaborative relationship based on the convergence of
interests and aims to pursue joint economic and social objectives, from which individual participants
indirectly derive individual benefits. A prerequisite for the success of these relationships is, therefore,
a significant involvement of the various partners, it is realized with the contribution and exchange of
capital, financial resources, scientific and managerial know-how, human resources, distinctive skills,

flexibility in organization and managerial and entrepreneurial capacity.

LEASING CONTRACT

Leasing is an atypical financing according to which a party to the lessor allows the lessee to acquire
the availability of an asset, instrumental to economic activity, behind the payment of a periodic fee
and, at the end of the contract period, to acquire the property through the exercise of the redemption
behind the payment of a fee established at the time of conclusion of the contract, which is generally

lower than the market value of the property.
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This can be traced back to a long-term financing, since it shares the burden linked to the availability of
the property over a period of time many years as long as the use of the asset, thus expanding the
possible choices and making more efficient coordination of available resources (Amatucci F., 2010).
This operation involves three parties:

- The individual user who, not having the necessary amounts, turns to the leasing company to get a
good (movable, immovable, intangible) for a specified period of time during which pays a regular fee
and termination of the contract may choose to return the asset, to renew the contract or purchase the
goods by paying the redemption price;

- The leasing company that finances the operation. It will target a company to provide you the
leased asset;

- The supplying company that will build a work according to the instructions provided by the user
company or provide an asset.

Therefore, the leasing company and the supplying company will enter into a contract of sale of goods
or contract for the construction of a building, while the leasing company and the user will enter into
the leasing contract.

The risks of the operation remain with the user and the property passes to the user only if he exercises
the purchase option otherwise remains with the lessor who will extend the maturity of the contract or
reallocate well. The lease can be classified into finance leases and operating return (sales and lease
back).

A finance lease is included as part of a trilateral at which there were precisely the user / lessee, the
lessor / landlord and the company that the availability of good or must build it. In this case, the lessor
is a financial intermediary distinct from the producer of the good, which transfers all the risks and
rewards of ownership to the lessee.
The rent includes in addition to the charges relating to the availability of good even in the
depreciation and financial charges. They are not including the cost of maintenance and operation
remain as to the lessee.

The rent includes, in addition to the charges relating to the availability of good, even the amount of
depreciation and financial charges. the costs of maintenance and operating costs are not included, the
lessee pays them.

The goods of the contract may be movable or immovable property typically equipped with high
technological content and, if they are available on the market, are produced on the basis of specific
instructions of the user. In addition to funding, the lessor may also provide other types of services of a
commercial nature (maintenance, service, insurance, ...) to allow a correct and effective use of the

leased asset.
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An operating lease is made by the same manufacturer that gives enjoyment in a good, generally
standardized, for a periodic fee, for a period less than the asset's useful life. At the end of the contract,
the product will be redeemed or intended for new uses. This type of contract is particularly useful
when the asset is subject to rapid obsolescence of technological progress.
In the sales and lease back, the user / lessee sells its own goods or property to the leasing company
that pays a price. At the same time the leasing company enters into a lease agreement with the user
about precisely those goods. The assets therefore remain at disposal of the user paying the royalties
and the end of the contract may decide to purchase assets.
It may be useful if the user is in temporary financial difficulties.
The government, in recent times, have made use of a particular type of leasing: leasing real estate
under construction, introduced in our system with the Finance Act 2007 (L. 27/12/2006, n. 296) and in
particular 'art. 1, paragraph 907, which provides that public authorities for the construction,
acquisition and completion of public works may also use the leasing contract.
The government, in recent times, have made use of a particular type of leasing: leasing of public
property, which was introduced in our system with the Finance Act 2007 (L. 27/12/2006, n. 296) and in
particular art. 1, par. 907, which provides that public authorities for the construction, acquisition and
completion of public works may also use the leasing contract.
The government should launch a public tender, concerning the implementation of a property through
a leasing contract. The competition's purpose is the selection of both the lender that the implementer
both in possession of the subjective requirements, technical and economic prescribed by the notice. In
the offering, the implementer must define the characteristics and methods of realization of the work as
well as its costs, which will be translated into the lease payments.
The award has to be made with the criterion of the most economically advantageous. With the award,
the contracting authority will allocate an additional surface rights to the leasing company awarded the
contract so that it can provide to carry out the work to the construction company detected already in
the tendering process. The contracting authority verifies the correct execution of the work.
The advantages of leasing by public administrations can be so identified (Bisio L., Nicolai M., 2009, p.
310):

- Possibility of financing the investment, the public administration uses the asset without incurring
investment costs;

- Credit lines remain the same, making it more available lines of credit;

- Procedural simple: with the same race the government chooses the leasing company and the
manufacturer;

- The entity pays the royalties, after testing when it is fully available to the well;
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- The periodic payment of fees allows the sharing of the cost over several years;

- The fee is an expense as incurred and does not contribute to the achievement of the debt limit as
opposed to the interest on loans and bonds;

- Simplification of accounting, you have to account only the fee;

- At the end of the period there is a possibility not to redeem the good of replacing an asset with
more innovative more efficient;

- It is essential that the risks remain charged to the private sector (construction risk, project, time,

)

The circular of the Council of Ministers on 27 March 2009, which incorporates the Eurostat decision

February 11, 2004 provides that the assets, subject to such operations are not recorded in the accounts

of public administrations, for the calculation of net debt, only if there is a substantial transfer of risk

from the public to the private. This happens if the private entity assumes the risk of building and at
least one of the two risks: availability or demand.

The construction risk concerns events associated with the design phase and construction of the

infrastructure such as, for example, late delivery, non-compliance with predetermined standards,

additional costs, technical deficiencies, negative externalities, including environmental risk.

The availability risk relates to the operational phase, and it is connected to a poor or inadequate

management of "‘public work, following which the quantity and / or quality of the service provided are

below the levels provided for in the contract. This risk can be considered on the private individual if
the government payments are related to the effective attainment of the service rendered.

The risk of demand, however, is the typical risk related to the use of the work (or related service) by

the end user.

The development of the instrument has been slowed due to three main factors (Marsilio M., 2006, p.

124):

- the absence of specific legislation, which has raised doubts regarding the real estate leasing as to
its compatibility with the laws on public works, and with the principles on transparency and
competition from public procedures;

- the partial knowledge of the public operators of its characteristics and potential applications as
compared to other possible solutions for financing and realization of investments;

- the reluctance shown by the operator in the industry to offer solutions for the needs of public
administration other than the models offered to private companies;

- substantially more expensive than a medium-term loan.
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AVAILABILITY CONTRACT

The liberalization decree (D.L. 1/2012) has introduced the contract availability, a new instrument of
public- private partnership.
By means of such a contract are assigned, at the risk and expense of the fiduciary, the construction and
availability in favour of the contracting authority of a work intended for the exercise of private
property for a public service, in view of a compensation. The contract fiduciary at their own risk has to
plan, support, and carry out the work intended for a public service, guaranteeing the public
administration client, the constant availability, and the perfect maintenance and management.
As indicated in art. 160ter of D. Decree 163/2006 (Code of Public Contracts), the public administration
has to remit (pay out) to the fiduciary a monthly periodical payment in order to benefit from the
availability of these facilities. This payment will be totally filled if its use is complete, but it will be
proportionally reduced or cancelled during periods of decreased or no availability of the public
administration for maintenance, defects or any other reason not evaluated (considered) among the
risks at the expense of the contracting authority, allowing the public administration to fully transfer
the risk of availability to the private entity.

Any contribution can be paid in the process, just in case the government intends to acquire ownership

of the property at the end of the contract. The payment can not exceed the limit of fifty percent of the

value of the work in order to meet one of the indicators reported by Eurostat.

In this case it is possible to pay a redemption or transfer price. Such a price has to coincide with the

residual market value of the asset (Ricci P., 2005) taking in account both paid fees and any public

contribution supplied during the asset construction.

Through the contract availability, the public entity can have available real assets for a long period

without being dependent on a leasing company and raising the liabilities of the balance sheet, so as to

avoid increasing the national debt. In fact, the property of the work, which is realised by the contract
fiduciary, is private even if aimed at the management of a public service.

The advantages of such a contract are:

— the focus is on the availability of the work from the public, not on the property itself. To provide a
public service is no longer necessary to increase public property, but it is possible to turn to the
market in order to use a private work;

— the government has no risk associated with the realization of the work (perfectly in accordance
with the Eurostat principles);

— all risks concerning ordinary and extraordinary maintenance of the property are at the expense of

the fiduciary ( this aspect is also in line with the principles Eurostat);
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— given the private nature of the work, the contract can not concern properties that have to be
realised on state property, such as roads, cemeteries, ports, prisons. On the contrary such a contract
is compatible with the realization of real estate areas in order to put within public offices,
directional complexes, exhibition space, affordable and popular housing. When the public
administration is not suppose to acquire the ownership of the work, the contract availability finds
its ideal application in those contexts where the service is performed for a limited time. Conversely,
where it is expected the final redemption, the pattern bargaining will present several similarities
with the leasing under construction and will be particularly suitable for the creation of works
aimed at developing essential and continuing services.

The contract availability could be confused with the availability of an operating lease, which relates to

the provision of the conductor of an asset that is usually available to the lessor, who is obliged to

provide further services connected with perfect efficiency of the asset (maintenance, etc.) upon
payment of the fees. However, the operating lease relates to goods that have a rapid economic
obsolescence (such as. Transportation, computer equipment, etc.). Indeed, such goods are designed to
meet temporary needs of the user, who does not want to take the risk (and cost) related to the rapid
deterioration of the good themselves. The contract availability assumes instead that the estate
(presumably the real estate ) specified in the contract has to meet enduring needs, even if not

permanent.

ACCOUNTING MODALITY ACCORDING TO THE NATIONAL AND
INTERNATIONAL ACCOUNTING STANDARDS

After analyzing the main characteristics of the different types of partnership, it is essential to reflect
upon the accounting modality for such forms of financing investments in the Italian health sector: an
analysis of the impact on the accounting system in the context of the national and international
accounting standards. As earlier highlighted, the use of PPP was mainly driven by the limits imposed
by reducing the public debt and the cutting transfers. However, the accounting framework is rapidly
evolving and therefore it needs a clear institutional position (Borgonovi E., 2012, p.13).

The principal element of the project finance transaction is the presence of a special purpose entity,
which can take different legal forms and institutional arrangements, such as joint stock companies,
limited liability company, foundation. A special purpose entity concerns itself with the design,
financing, implementation and management of the work.

Its significant element is the economical, legal and financial separation from its promoters, so as to
avoid the confusion of liabilities and assets related to the project. The establishment of the project

company also makes possible to differentiate the project finance transactions (the group of companies
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is the project company) from the traditional concession (where there is no this kind of constitution)
(Emperors G., 2003, p. 33). Relating to the operation of concession project finance, it is possible to have
two different procedural schemes, depending on the degree of the public administration intervention:
public model of a low resolution (procedure with promoter), in accordance with the 'art. 153 del
Codice dei Contratti' and model high-definition public conforming to the 'art. 143 del Codice dei
Contratti'.

In the first model, the essential elements of the operation are defined by the Public Administration
and are placed at the base of the subsequent public competition for award of the concession. In
second, the administration merely defines a general diagram about the operation, leaving the private
entity (promoter) to identify the operation, reserving only the right to evaluation of the proposal (Old
V., 2008, p. 35).

The weakness of the Italian regulatory framework is the overlap developed in the last years between
legal procedures for the selection of private operators which enter into PPP contracts and the
contractual and financing instruments that can perform operations of PPP.

The procedure conforming to the art. 153 del D. Lgs. 163/2006 is indicated as project finance, even if it
does not require the establishment of the project company, which, instead, is crucial for the project
financing of an investment. In accordance with the art. 143 of the same Code, the grant is regulated,
but it is not specified if this procedure can also be used to realize transactions of project finance
(Vecchi V., Borgonovi E., 2012 p.3).

Therefore, the Italian regulatory framework is the result of progressive layers to take into account the
experience and the positions of different stakeholders.

However, it could be introduced into the code of contracts an article so as to put order and
summarize, to set out the legal procedures, contractual arrangements and the financial instruments
that can be used in order to create and manage public works and infrastructure through PPP forms
precisely in Italy, where, because of high public debt accumulated, there should be the interest in
finding mechanisms to conceive, PPP transactions that could be classified as off balance.

Indeed, in Italy the uncertainty about the possible impact on the public finances of operations as well
as considered strategic, has caused the abandonment of such transactions, to the obvious detriment to
the growth and recovery of competitiveness of the country itself.

At European level it is worth mentioning some important updates published on the website of
Eurostat, ESA95 Manual. They are on the government deficit and debt, with particular reference to
Chapter VL5 about the "Public Private Partnerships (PPPs)", which are essential in order to emphasize

its complex elements of understanding and evaluation.
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The aim of the rules dictated by Eurostat for PPPs is to offer services to public administrations the
opportunity to realize public works, placing them out of their budget.
In particular, the assets in such contracts are not classified as public assets and, therefore, they are not
recorded in the national budget if there is a substantial transfer of the project risks to the private.
Eurostat, also in the last version of the 'Manuale' has left the risk criterion as basic parameter to take
the decision about the statistic and accounting treatment of the PPP operations.
Specifically, it is pointed out that in case the private partner bears the development risk and at least
one among the availability and demand ones, the infrastructure object of the PPP contract could be
classified by the administration as “non government” and accounted as off balance (modello risk &
reward) (Vecchi V., Borgonovi E., 2012, p. 13). In this last version, apart the gather indications from
risks analyses, taking into account any mechanism (public funding of the investments, public
guaranteeing, contract expiring clause in particular favor of the authority in case of termination in
advance, etc.) according to which the public partner takes the most part of the risks in the project, it is
clearly indicated that the realised asset will be classified on balance.
At an international level, then, the important The International Public Sector Accounting Standards Board
(IPSASB has approved a standard, 'Accordi per servizi in concessione: Concedente’ - IPSAS 32).
The accounting standard, governs the accounting treatment of concessions in public budgets,
providing a substantial alignment with the accounting suite (IFRIC 12), in force since 2010 (Technical
Unit Project Finance, 2012).
The accounting standard, governs the accounting treatment of concessions in public budgets,
providing a substantial alignment with the accounting suite (IFRIC 12), in force since 2010 (Technical
Unit Project Finance, 2012).
In substance, the IPSAS 32 is applied when the government has the hold on the infrastructure
(principle of control), in other words when (art.9):

— it controls or regulates what services the operator should provide through the licensed

infrastructure, to whom the service has to be provided and at what price;

— itholds a significant residual interest in the asset at the end of the concession.
In the above mentioned cases, the infrastructure concession has to be considered on balance, in other
words it will have to be recognized in the public balance sheet at fair value and, in return, a debt will
be recognized. The licensed operations allow the opportunity, in general to the governments and the
public sector, to build the infrastructure necessary to maintain and improve key public services.
The use of these tools continues to increase because of the current global financial and economic crisis,
and the possibility to rely on such a standard is important because, until now, the public sector has not

had an international guide relative to these kinds of transactions. The lease is accounted for by
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applying the international accounting standards for the public sector IPSAS 13. This principle
separates the financing lease from the operating one, according to the lessor or lessee attribution of the
risks and the benefits related to the property of the asset.

A financing lease is a contract that conveys to the lessee all the risks and benefits of the property,
independently from the passage of title on the property, according to which the accounting method is

applied to the financing lease and the equity method to the operating lease.

THE ACCOUNTING FINANCIAL METHOD

This method applied to the finance leases ratifies that the asset is written when the delivery takes
place in the balance sheet of the user. In accordance with the prevalence of substance over form, the
lease has to be considered as a purchase of fixed asset.

Contract stipulation

At the stipulation of the lease, the user has to register in the balance sheet the leased asset as activity
and the corresponding amount in liabilities as debt.

This amount is the lower current value of the leased asset at the time the lease starts and the present
value of minimum lease payments under the lease.

The present value of the payments has to be made using the implicit interest rate, in other words the
rate that allows to match, at the beginning of the lease, the total present value of the minimum lease
payments for the lease and of the no guaranteed residual value according to the current value of the
leased asset.

If the leasing real estate is under construction, the registration of the property should be done during
the trial, in other words when the tenant takes possession of the property.

Rental payments for the duration of the contract

The paid fee is composed of a share capital value which will reduce the overall debt recognized in the
liability of the balance sheet and of a share interests that instead will be recognized as financial interest
expense on the revenue account.

Depreciation of the asset

The value of the asset is depreciated according to the criteria laid down in the beginning IPSAS 17 for
depreciable assets that are owned. The depreciation expense has to be ascribed for the entire period of
use. If there is reasonable certainty to exercise the right of redemption at the end of the lease, then the
expected period of use and therefore depreciation will coincide with the asset's useful life, otherwise it
will refer to the duration of the contract.

Redemption of the asset
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If the redemption price is included in the initial value of the asset, at the end of the contract no writing
will have to be detected. In the opposite case an increase in assets of an amount equal to the paid price

will be detected, this value amortized over the remaining life of the asset.

THE ACCOUNTING PROPERTY METHOD

The property method applied to the operating lease provides that the leased assets are amortized and
recognized in the lessor. In the financial statements of the user the rents paid periodically under the
heading "Costs for use of third party beautiful" in the income statement have to be noticed.

No detection should be carried out in the memorandum accounts given that the contractual risks bear
upon the lessor and the lessee may revoke the commitment of returning the asset. Instead, with
adequate advance notice (Bonacchi M., Ferrari M., 2007, p. 67), it will have to be provided in the notes
to the point 9) sufficient information to assess the exposure in terms of commitments and their
relevance for the clarity and transparency of the balance sheet (Principle OIC 12 note 47). Only when
the user acquires legally the property, the asset will be recorded in fixed assets in the balance sheet
and amortized over the period of service life remaining.

The transaction arising from the contract availability, given the absence of a specific discipline and
given its nature, can be treated as a traditional contract of "expenses for leased assets to third parties",
and then, treated similarly to operating lease. In terms of the allocation of risks, the contract
availability complies with the requirements of Eurostat so as a PPP may be considered off-balance: in
this case the risk both of construction and availability are allocated to the private partner.

The public user will have to notice in the revenue account, under the heading "Costs for use of third
party assets”, the amount of the periodic fees paid to the company which benefits from the contract
availability. In the memorandum accounts will be recorded the value of the used asset, the amount of
commitments for future payments to be paid to the company, and the expected price for the eventual
redemption. Only if the public administration decides to exercise the purchase option and so to
transfer legally the property of the asset, the latter may be included among the assets of the balance

sheet and amortized throughout the remaining years of service life.

CONCLUSION

After analyzing the three instruments, in this study have came up some critical elements that have to
be investigated in the choice of how to finance investment in the health sector. By analysing the
impact in the balance sheet of those financial instruments evaluated in range of the financial system
and the economic-sheet, it has came up that the latter allows to operate a economic and financial

control really important to the instruments, whose impact escapes the traditional balance sheet.
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However, the analysis shows how the accounting method, especially in our country, is not the critical
factor in choosing the most appropriate means to finance public investments, particularly those that
are most impacted on the budget. Only the integrated analysis of the different assessments (economic,
financial, equity) with other corporate variables (such as cost effectiveness, risks of the operation,
complexity of use, margins and rigidity future action) allows the public decision-maker to choose the
financial instrument most appropriate and consistent with the type of investment to do.

Of course, the correct use of these tools and the complete evaluation of their impact on the long-term
corporate economy is possible only when the economic accounting balance sheet is adopted.

The financial system alone does not allow to capture the different aspects of complex and innovative
evaluation tools such as forms of public-private partnerships. In the evaluation of the different
instruments, the most critical element is represented by the allocation of risks between the public and
the private entity. Indeed, the substantial difference between the three instruments is realized in the
establishment of a project company, Project finance, which assumes the risks even after the delivery of
the property. However, in the real estate leasing and contract availability is not expected the
establishment of a specific legal institution, so that to pass in part the risks previously assumed to the
public administration. This could create a substantial discrepancy between the three instruments: the
first (project finance) aimed at the realization of the work and the transfer of risk to the private entity
(construction, but also management and demand), even after the delivery of the work; second and
third (real estate leasing and contract availability) aimed at the mere construction of a work, funded
through the payment of the leasing fee / availability.

In conclusion, if from the accounting point of view there are no significant differences between the
instruments, legally it is desirable that the legislator brings back the procedures relating to the three
instruments to a single path so that the procedural variable does not distort the comparison between
similar instruments (as is the case in other countries). Therefore, the application of project finance,
leasing, and contract availability can not result from a priori choice but from a legal and financial

economic analysis.
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ABSTRACT

Credit cards, both as mean of payment and borrowing, rise many economic issues. Firstly, the
credit card industry can be viewed as a two-sided network industry characterized by
externalities that could harm competition. Particularly, the fact that consumers hold or use
credit cards from multiple networks is known as ‘multi-homing’ and in some theoretical
models is of great importance in determining the outcome of the industry. Moreover, some
studies show that the multiple credit cards can be seen as a device to access to more financing,
making family bankruptcy more likely. In this paper we model the number of credit cards
held by a panel of Italian household over the period 1991-2010 using demographic, socio-
economic and geographical variables as potential predictors and panel data techniques for
count data. Our estimates show that such variables are suitable in explaining the credit card

ownership.

Keywords: Credit cards, Panel data, Count-data models

INTRODUCTION

A credit card is a system of payment since it allows the cardholder to pay for goods and services
without using cash. This presupposes that the card issuer has granted a line of credit, mostly
uncollateralized, from which the user borrows to either pay to the seller or withdraw cash from an
ATM. In case of revolving credit card, the cardholder does not pay his balance in full each month, but
in installments and the issuer charges an interest rate.

These characteristics of credit cards entaill many economic issues. Firstly, from an industrial
organization perspective, the credit card industry can be viewed as a network industry, like electricity
supply, telecommunications and railroads (Economides, 1996). In fact, the participation of a new
economic agent to the network involves positive externalities for other participants.

More precisely, credit cards are two-sided network goods (Rochet and Tirole, 2004; Rysman, 2009) as

the benefits for the users depends on the number of sellers in the network and, similarly, the benefits
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for the sellers increase with the number of the users (Chakravorti, 2003). In turn, these network effects
give rise to competition policy issues (Carlton and Frankel, 1995; Lemley and McGowan, 1998).

In this context, the fact that consumers hold or use credit cards from multiple networks is known as
“multi-homing”' and in some theoretical models it is of great importance in determining the outcome
of the industry (Rochet and Tirole, 2003; Guthrie and Wright, 2007). Empirically, however, it is not clear
what should be intended for multi-homing (Snyder and Zinman, 2008). More precisely, two issues
arise. First, one should establish whether what matters is merely the possession of multiple credit cards
or even their actual use. The second question concerns the substitutability between debit cards and
credit cards in deciding whether a given cardholder is a multi-homer or not.

Secondly, since credit cards allow borrowing without applying for personal loans, there exists an
incentive in building up large debts (Loke et al., 2011). Probably, the sharp increase in bankruptcy filing
rates in the United States from 1980 to 2004 has been due to the growing credit card debt of families
(White, 2007). Castronova and Hagstrom (2004) model the credit card demand as a two-stage decision:
first, cardholders obtain the right to borrow within a certain limit; then they borrow a fraction of that
limit. Using the Survey Consumer Finances as data source, they conclude, among other things, that
consumer who want to borrow more do not apply for an higher limit, but hold more credit cards. Thus,
the multiple credit cards can be seen as a device to access to more financing.

Although borrowing by means of credit cards could seems irrational, given the high interest rates
charged and the large profits earned by issuers (Ausubel, 1991), some authors have maintained that this
behavior is nonetheless consistent with economic theory (Zywicki, 2000). Brito and Hartley (1995) show
that consumers could be willing to pay high interest rates on credit card debts in order to avoid the
costs of bargaining with financial institutions or those associated with precautionary money holding.

If so, another apparent contradiction emerges. Data show that many consumers simultaneously hold
costly credit card debts and low-return liquid assets, so that it would be rational to repaying their
outstanding balances (Gross and Souleles, 2002; Telyukova and Wright, 2008). However, this action
(known as “co-holding”) can be explained as an attempt to self-control compulsive buying or the need
to complete transactions for which a credit card cannot be used (Gathergood and Weber, 2013).

In the light of these considerations, it is of interest to study the factors affecting the choice of holding
multiple credit cards. On one hand this could be a first step toward a more in deep understanding of
multi-homing.! On the other hand, the factors influencing the number of credit cards held could help
in predicting family bankruptcy end explaining the “co-holding” phenomena. Besides our results
could be of help in designing marketing startegies by firms operating in such market, aiming to

capture new consumer segments.

! The two concepts are not overlapping but clearly multiple credit cards are a necessary, although not sufficient,
condition for multi-homing.
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In the literature, several econometric techniques have been used to model the credit card ownership of
individuals or households. If the focus is on the choice between to use or not use credit cards, the
natural choice is the logit or probit models (Yayar and Karaca, 2012). Other studies, such as (Pulina,
2011), try to identify the factors affecting the type of credit card used by means of a multinomial logit
model. When data on the number of credit cards held are available, several authors (Kinsey, 1981;
Chien and Devaney, 2001; Tan et al., 2011) have used the tobit model. However, since the variable
under consideration is a nonnegative integer, it can be better to resort to count data models as, for
example, in (Loke et al., 2011).

Particularly, for the first time in the literature, we employ panel data techniques for count data. In this
context, modeling heterogeneity is quite important since there is no theory to guide the choice of
variables affecting the number of credit card held.

Our aim is to investigate the determinants driving the credit card ownership and analyse the
implication of socio-economic, demographic and geographic variables in the card payment system. We
estimate several Poisson regression models and compute the marginal effects of the covariates on the
number of credit cards held. The data used in the empirical analysis come from several waves of the
Survey of Household Income and Wealth (SHIW) conducted by the Bank of Italy. We found that factors
such as age, income, wealth, sex, geographic location, education and marital status are effective in
explaining the number of credit cards held by Italian household.

The paper is organized as follow. The next section illustrates the econometric models used, while
Section 3 is devoted to the description of data and variables. Results are presented and discussed in

Section 4. Finally, the last section draws some conclusions.

ECONOMETRICS

A very commonly used technique for modeling count data is the Poisson regression.! Given a set of N
independent observations (y;, x;;) where y;; is a count and x;; is a vector of covariates, assume that y;;

given x;; is distributed as a Poisson, that is

e_ﬂluyit
fGielxie) = Vi i =0,1,2,...). (1)

it

The conditional mean is parameterized as

EQielxi) = pie = exp(xic'B), (2)

! For an introduction to count data models, see Cameron and Trivedi (1998) and Long and Fresse (2001).
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where B is a vector of parameters to be estimated.! Since Var(y;|x;:) = E(yi|xi) = pye, the model is

heteroskedastic. It can be easily estimated by maximum likelihood.

The equality between the mean and the variance of the Poisson distribution, also known as
equidispersion property, is very often rejected by data, since the variance exceeds the mean. One
simple solution to this problem is to use robust standard errors. Then, first we estimated a Poisson

regression on the pooled sample.

With the estimated parameters at hand, marginal effects can be calculated. The effect of one-unit

change in the j-th regressor on the conditional mean, evalueted at the sample mean of the covariates,

is given by
OE(y|x) -
MEM; = ——— = §; exp(% 'B). )
%

A better approach (Bartus, 2005) is to use (7) (with x;in place of X) to compute the marginal effect over

all individuals and then taking their average, that is

N
1

Besides, for a dummy variable, one should use the finite difference method. In this case the marginal
effect is the change in the conditional mean when the variable changes from 0 to 1. Formally, let

x; = [z; d;] and B = [B, Bal, where d; is the dummy variable. Then

1 N
AME; = = {exp(z/B, + Ba) — exp(z/B)} )

If the assumption of independence of y;; is relaxed, one can resort to the population-averaged Poisson
regression in order to model the correlation p;s = Cor{[y;; — exp(x; 'B)[yis — exp(x;s'B)1}. We
estimated this model assuming p;s can vary freely between t and s. Even in this case, we used robust

standard errors to cope with overdispersion.

Modeling the heterogeneity of the cross-sectional units (households) calls for panel data models. In

this case, including an intercept for each cross-sectional unit, the conditional mean is parameterized as

E(iclag, xit) = exp(y; + xie'B) = a; exp(x;'B) (6)

Note that, by (2), u > 0.
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where y; = Ina;.

The standard random-effects model assumes that «; is distributed as a Gamma with mean 1 and
variance 7. As an alternative, one can assume that y; = Ine; is normally distributed with mean 0 and
variance 2. We estimated both models, using bootstrapped standard errors based on 100 replications,

again to take into account the possibility of overdispersion.

If the individual effects are not random, but additional parameters to be estimated, one obtain the
fixed-effects model. One shortcoming of this model is that it does not allow time-invariant covariates.
Since most regressors discussed in the next section have this characteristic, we did not consider the

fixed-effect model.

DATA AND VARIABLES

The data used in this study come from the Survey of Household Income and Wealth (SHIW) conducted
by the Bank of Italy since 1977 and every one or two years.

The survey involved about 8000 households in each wave, which were representative of the Italian
population. The respondent was the head of the household, who supplied information on composition
of the family and the socio-demographic characteristics of its members, employment, income and
consumption, wealth, use of the payment instruments and relationship with the financial
intermediaries. While some questions concern every member, some others involve the household as a
whole.

Due to lack of data, we limited our analysis to the period 1991-2010, during which nine waves have
been carried out. We also excluded households for which less then three observations were available.
The final sample consists of 26340 observations on 6279 households. The panel is unbalanced, and
includes about 4 observations for each household.

The variables drawn or constructed from the dataset! are described in Table 1, while their descriptive
statistics are shown in Table 2 and 3.

CRECAR is the number of credit cards held by the household and represents our dependent variable.
On average, each family in the pooled sample holds 0.36 credit cards. However, about the 75% of the
sample has no credit cards, while a large portion (about 23%) holds one or two. The maximum number
of credit cards held is 10. The variable is overdispersed, since its variance is equal to 0.73.

As regressors we consider two distinct sets of variables.? The first set includes the following variables:

IThe dataset is freely available at http://www.bancaditalia.it/statistiche/indcamp/bilfait/dismicro.
2 Before proceeding, it is worth noting that CRECAR is available only at a family level, while most of the variables
we are going to discuss in the text concerns the head of household (see Table 3). Then we are assuming that the
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the age of the head of household (AGE). It is expected that households whose head is older
held more credit cards. However, behind a certain threshold value the relationship should
invert and become negative. To test this hypothesis, we include the square of AGE (labelled as
AGESQ) as an additional regressor;

the number of the household members (NCOMP). Larger families are likely to own more credit
cards, so the expected sign of the corresponding coefficient is positive;

household net wealth (WEALTH). A larger wealth should reflects an higher standard of living
and thus the propensity to hold more payment instruments. Moreover, for wealthy people,
increasing the number of credit cards held could be a way of showing their social status (Gan et
al., 2008). Then we expect a positive coefficient for this variable;

the household net disposale income (INCOME). Households that earn more should fulfill the
income requirement for credit card eligibility more easily, so it is expected that this variable

positively affects the credit card ownership.

The second set of covariates aims to capture the effect of geographic and other socio-demographic

factors and consists of the following groups of dummy variables:

Geographic location (NORTH, CENTRE and SOUTH). This group of dummies records the
location where the household resides. As it is well known, in Italy the level of social and
economic development reduces going from North to South. Thus, assuming NORTH as the
reference group, we expect the sign of the SOUTH coefficient to be negative, that is households
located in the southern regions should possess less credit cards. By the same reasoning, the
CENTRE variable should negatively impact on the number of credit cards, but its effect should
be lower in magnitude;

Municipality size (SMUN, MMUN, LMUN). These variables consider whether a given
household resides in a small (up to 40,000 inhabitants), medium (from 40,000 to 500,000
inhabitants) or large (more than 500,000 inhabitants) municipality, respectively. Considering
SMUN as reference, both MMUN and LMUN coefficient are expected to be positive, since
living in a more dynamic social and economic environment - as it occurs in larger cities -
should foster the credit card ownership;

Sex (MAL, FEM). Both variables are either zero or one depending on the gender of the family
head, being MAL the omitted category. The sign of the FEM coefficient is not a priori
determinable;

Education (NSC, CSC, HSC, BDP). By means of this group the effect of education is considered.
The head of family could have no education (NSC), attended the compulsory school (CSC),

latter variables give a good description of some characteristics of the household considered as a whole. This
seems to us to be a better solution with respect to resort to some index based on all family members' data.
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hold a high school diploma (HSC) or attained a Bachelor/post-graduate degree. Again,
considering the first variable as the reference group, the coefficients of the remaining dummies
should exhibit a positive sign. Indeed, more educated individuals are expected to be more
confident in using a larger number of credit cards and managing additional bills;

e  Marital status (MAR, SIN, SDW). Here we take into account whether the head of family is
married (MAR), single (SIN) or separated/divorced/widower/widow (SDW). Married people
could possess multiple credit cards in order to manage the family balance sheet more
efficiently. On the other hand, not married individuals (especially singles) could be more prone
to credit card ownership because of a more free lifestyle. Thus for this variables we have no a
priori knowledge about the sign of their coefficients. As before the omitted category is the first
one (MAR).

Summing up, and jointly considering the reference groups defined above, the “base” head of
household is a married male, with no educational qualification and living in a small municipality
located in the North of the country.

Moreover, on the basis of the figures reported in Table 3, we can state that in 2010 the most frequent
profile in the sample is a married male, who has completed the compulsory school and residing in a

small sized city of northern Italy.
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Variable Description
CRECAR® Number of credit cards held by the family members (dependent variable)
AGEP Age of the head of household
NCOMP= Number of the household members
WEALTH-? Net wealth (real assets + financial assets - financial liabilities)
INCOME® Net disposale income of the household
DuMMY VARIABLES

Geographic location?
NORTH"

CENTRE

SOUTH

Municipality size®
SMUN-"

MMUN

LMUN

Sexb
MAL"
FEM

Education®
NSC*

CsC

HSC

BDP

Marital statusb
MAR®

SIN

SDW

North
Centre
South

Small municipality (up to 40,000 inhabitants)
Medium municipality (from 40,000 to 500,000 inhabitants)
Large municipality (more than 500,000 inhabitants)

Male
Female

No educational qualification
Compulsoryschooldegree

High schooldegree

Bachelor’s degree or post-graduate qualification

Married
Single
Separated/divorced or widower/widow

aVariable (or group) refers to the household as a whole.
®Variable (or group) refers to the head of household.

“Reference group.

Table 1. Description of the variables

Variable Mean Std.Dev. Min. Median Max.
CRECAR® 0.36 0.73 0 0 10
AGEP 56.65  14.37 20 56 98
NCOMP- 2.81 1.31 1 3 12
WEALTHe 0.28 0.5 -0.64 0.17 28.56
INCOMEH4 41.62 3211 -75.68 34.08 811.09
Observations 26340
aUnits — PYears — “Millions Euro - 9Thousands Euro

Table 2. Summary statistics
Variable Obs. Perc.

Geographical location

NORTH" 1341 48.8
CENTRE 517 18.8
SOUTH 890 324
Municipality size

SMUN" 1369 49.8
MMUN 1212 441
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LMUN 167 6.1
Sex

MAL’ 1735 63.1
FEM 1013 36.9
Education

NSC 111 4.0
CsC 1617 58.8
HSC 744 27.1
BDP 276 10
Marital status

MAR® 1779 64.7
SIN 248 9.0
SDW 721 26.2
Total 2748 100

‘Reference group

Table 3. Dummy variables summary statistics — year 2010

EMPIRICAL RESULTS AND DISCUSSION

Using the data set described above, the pooled, population-averaged and random-effects Poisson (both
with gamma and normal distributed intercepts) regression models have been estimated by means of
maximum-likelihood. Results are reported in Table 4.

In all models, most parameters are highly significant. Moreover, standard errors are quite similar. Thus,
in discussing results we will focus on the random-effects model with normally distributed intercepts.
The coefficient of AGE is positive, while that of AGESQ is negative, which implies an inverted U
relationship between the age and the number of credit cards. Put differently, this means that the
number of credit cards held increases as age increases, but only up to a certain value, from which it

decreases. From the estimated coefficients, this value is equal to 0.1068/(2*0.0011) = 48.55.

Population- Random-effects Random-effects

Variable Pooled averaged (Gamma) (Normal)
-5.5329***  -4.9782%** -6.0974%** -6.6682***
Constant
(0.3946) (0.3546) (0.3972) (0.4102)
4% *AH HAH A
AGE 0.0918 0.0817 0.1023 0.1068
(0.0111) (0.0113) (0.0095) (0.0101)
_ ek ok _ B | *kk
AGESQ 0.0010 0.0009 0.0010 0.0011
(0.0001) (0.0001) (0.0001) (0.0001)
-] * -
NCOMP 0.0402 0.0329 0.005 0.0083
(0.0211) (0.0217) (0.0194) (0.0203)
3% B e AN
WEALTH 0.0436 0.0539 0.0877 0.0892
(0.0219) (0.0122) (0.0226) (0.0219)
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INCOME

Geographic location

CENTRE

SOUTH

Municipality size

MMUN

LMUN

Sex

FEM

Education

CSC

HSC

BDP

Marital status

SIN

SDW

0.0041%*
(0.0006)

-0.1841***
0.0462

-0.6732%%
(0.0518)

0.1045%+
(-0.0394)

0.1662+*
(0.0633)

-0.0583
(0.0518)

2.1327%%
(0.2889)

3.2014%*
(0.2906)

3.4304%%
(0.2932)

-0.4097%**
(0.0810)

-0.3779%%
(0.0711)

0.0030%**
(0.0006)

-0.1980***
0.0544

-0.7069***
(0.0573)

0.1482%%*
(-0.0441)

0.2533%+
(0.0697)

-0.0502
(0.0572)

1.5414%%
(0.1985)

2.3281%*
(0.2019)

2.7008**
(0.2036)

-0.1721%
(0.0741)

-0.2980%**
(0.0809)

0.0039%**
(0.0005)

-0.2546***
0.0476

-0.8611%%
(0.0541)

0.1372%%*
(-0.0426)

0.1682++
(0.0623)

-0.1248**
(0.0510)

2.0705***
(0.3083)

3.0708%**
(0.3068)

3.4425%+
(0.3105)

-0.2521%*
(0.0648)

-0.3341%*
(0.0645)

91

0.0039***
(0.0005)

-0.2406***
0.0516

-0.9443%%
(0.0598)

0.1380%**
(-0.0475)

0.2119%*
(0.0720)

-0.1172%
(0.0545)

2.0069***
(0.3102)

3.1227%+
(0.3107)

3.5728%+
(0.3175)

-0.2909***
(0.0718)

-0.3477%%*
(0.0690)

Significant at: *** = 1% level; ** = 5% level; * = 10% level.

Standard errors of the parameters in parentheses.

Reference groups: NORTH, SMUN, MAL, NSC, MAR.

Table 4. Estimation results — Dependent variable: CRECAR

Average marginal effects (AME) are shown in Table 5. For AGE the AME is -0.0131, which means that,

on average, one more year of age is associated with 0.0131 fewer credit cards. Thus the impact of the
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age on the credit card ownership is fairly small.! The NCOMP parameter is not significant, meaning
that the number of credit cards is unaffected by the household size. Maybe, this variable would be
better measured if it was net of the number of children in the family. Actually, they are not legally able
to own a credit card.

The household net wealth (WEALTH) is significant and, as expected, it exerts a positive effect on the
quantity of credit card. The magnitude of the marginal effect, however, is negligible: if wealth increases
by one million, then number of credit cards increases by only 0.0892.

The number of credit cards also increases with income (INCOME) by 0.0039 for each additional
thousand euros or, which is the same, by 4 for each million euros. Thus, when considering the
economic well-being of households, the decision on how many credit cards to hold seems to be driven
mainly by income, although its effect is not so high.

Turning to the dummy variables included in the model, those associated to the geographic location
(CENTRE and SOUTH) are both strongly significant and negative, confirming that, as one moves from
North to South along the country, households tend to hold fewer credit cards. As already noted, this
can be explained by the lower level of socioeconomic development prevailing in the southern part of
Italy. Particularly, households living in the South own 0.9443 fewer credit cards than those residing in
the North (which represents the reference group). The same applies to families located in the central
Italy, but the effect is much lower (0.2406).

Among the variables recording the size of the municipality where the household lives, MMUN and
LMUN, they are both significant and shows a positive sign. Looking at the magnitude of the marginal
effect, we can state that the number of credit cards held by families living in medium sized cities
increases by 0.1380 with respect to that held by families residing in small municipalities. For large cities
the marginal effect is 0.2119.

We also found that households whose head is a woman possess fewer credit cards than households
with a male head, although the difference is quite small (0.1172). The number of credit cards held is
higher when the head is more educated, as shown by the positive sign of the coefficient CSC, HSC e
BDP. Particularly, families whose head attended the compulsory school hold 2.0069 more credit cards
than those whose head has no education. If the head of household attained a high school diploma or a
Bachelor/post-graduate degree, then the family holds 3.1227 and 3.5728 credit cards, respectively, more
than the reference group. In other word, an increasing relationship between the number of credit cards
held and the level of education seems to exist. Finally, households held fewer credit cards, if their heads
are single or separated/divorced/widower/widow. The marginal effects are 0.2909 and 0.3477

respectively.

'However, since the relationship is not linear, the marginal effect varies with the age.
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Variable AME
AGE -0.0131***
(0.0020)
NCOMP -0.0083
(0.0203)
WEALTH 0.0892***
(0.0219)
INCOME 0.0039***
(0.0005)

Geographic location

CENTRE -0.2406***
(0.0516)
SOUTH -0.9443***
(0.0598)
Municipality size
MMUN 0.1380***
(0.0475)
LMUN 0.2119***
(0.0720)
Sex
FEM -0.1172**
(0.0545)
Education
CsC 2.0069***
(0.3102)
HSC 3.1227***
(0.3107)
BDP 3.5728**
(0.3175)

Marital status

SIN -0.2909***
(0.0718)

SDW -0.3477%%
(0.0690)

Significant at: *** = 1% level; ** = 5% level; * = 10% level.
Standard errors of the marginal effects in parentheses.
Reference groups: NORTH, SMUN, MAL, NSC, MAR.

Table 5. Average marginal effects for the random effects (normal) model

CONCLUDING REMARKS

In this paper we have studied the determinants of the use of one of the major electronic banking

services (credit cards) by Italian families. Using data from the Survey of Household Income and Wealth
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(SHIW) conducted by the Bank of Italy and panel count data models, we have found that factors such
as wealth, income and geographic location of the household, and socio-demographic characteristics of
the head of household are effective in predicting the number of credit cards held. Among those factors,
those exerting a stronger impact are the location where the household resides and the level of
education of the head of household. More precisely, families living in the South of Italy possess fewer
credit cards, while families whose head is more educated held more credit cards.

Our results could be of interest for implementing marketing startegies in the credit card industry and
specifically to concentrate effort on particular customer segments. Moreover, they could be of help in
understanding some characteristics of the credit card market such as “multi-homing” and “co-
holding”.

Some extensions of our model would be of interest. First, one could take into account dynamic and
possible serial correlation among observations. In other words, the number of credit cards could
depend on the number of credit cards held by the household in the previous year. Another interesting
exstension would be the use of zero inflated and hurdle models to accomodate the large propotion of

households not holding a credit card. We leave this for future research.
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ABSTRACT

In this paper we make a detail evaluation of stock market efficiency in Central and Eastern
Europe (CEE). First, we employ 686,243 prediction models derived from 44 technical analysis
indicators and determine that significant inefficiencies exist for stock prices in this region. We
show that investor success slightly depends on the target investment asset, country and
prediction model, but more heavily depends on market conditions in specific time intervals.
Because the latter do not shows improvements in time, we support the Adaptive Market
Hypothesis for the region. Next, we focus on finding out what are the determining factors for
market efficiency using linear and GLM models. We find that the main determining factor for
market efficiency in the CEE region is price momentum, and argue that price anomalies are
due to investor overreactions. Also, we find that liquidity has an almost insignificant effect on

stock market efficiency in the region.

Keywords: Adaptive Market Hypothesis, Bootstrap, Efficient Market Hypothesis, Central and Eastern

Europe, Stock Markets, Superior Predictive Ability, Technical Analysis

INTRODUCTION

Market efficiency is a longstanding hot topic in financial literature. The Efficient Market Hypothesis
(EMH) has been developed in the 1960’s by Samuelson (1965) and Fama (1965, 1970) and despite its
criticism from Behavioral Finance (see Shiller, 2003) and recent competitors like the Adaptive Market
Hypothesis (AMH) of Lo (2004, 2005), it is still the dominant theory that explains price behavior in
financial markets. Many empirical evidence against it have been documented (“anomalies”), but they
have either disappeared, have been proved to be wrong or have been simply accommodated by
developments in theory (like the evolution from constant to time varying expected returns, thoroughly
explained by Fama (1991)).

Recent developments follow approximately the same pattern. For example, Ross (2013) developed his
Recovery Theorem, which has already been put to use by Audrino, Huitema, and Ludwig (2014) to
successfully time the market and gain (fictive) abnormal returns. We are still waiting to see if their

findings have some economic validity and if they’ll stand the test of time.
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Meanwhile, we have witnessed the transformation of the EMH into a more relative theory. Because
starting with Grossmann and Stiglitz (1980) we know that a fully efficient market is impossible,
researchers have gradually abandoned the absolute state of market efficiency concept in favor of
examining the differences in efficiency between different markets and linking their evidence to
differences in specific market characteristics. Thus, emerging markets came into the focus of
researchers. Also, a time relativization has occurred, with the AMH being the time-domain equivalent
of the relative EMH for the cross-section of markets (and, in more detail, specific asset groups,
industries, and even individual assets). Lim and Brooks (2011) detail on the developments of the
methodology and evidence in this aspect, noting an increasing support for the AMH.

This paper tries to evaluate the relative informational efficiency in stock markets of the Central and
Eastern European (CEE) countries, but using a different approach!. The main limitation of existing
papers is their practical inapplicability. Lim and Brooks (2011) point out that “proponents of the EMH
always dismiss negative empirical evidence on the grounds that those detected stock market
predictable patterns do not give rise to profitable investment strategies”. This is due to methodology
limitations (like the lack of cost and risk adjustments or the improper treatment of the data snooping
bias) or simply to abstract findings to whom the average investor might not relate to (see Timmerman
and Granger, 2004, for a detailed discussion on why the detection of certain anomalies does not
necessarily reject market efficiency).

The way to eliminate those limitations is by using practical investment techniques that actual investors
use, and the natural solution is technical analysis, a century old foe of efficient markets. We know that
investors, including sophisticated ones (like fund managers), use technical analysis in some way or
another in decision making (see Menkhoff, 2010), so it is clear that technical analysis indicators are
practical. We also have a substantial body of scientific literature that tests technical analysis indicators?,
but few and incomplete studies exist for the CEE region?.

This paper aims to compensate the existing deficiencies, in order to cast a clearer view regarding stock
market efficiency in the CEE region. Specifically, we try to answer the following questions: can
investors gain abnormal returns in the CEE stock markets using some practical investment models
derived from technical analysis? Are the CEE stock markets efficient? What theoretical framework best
describes the informational efficiency in the CEE countries? What are the determining factors for stock

market efficiency in the CEE region?

! Many papers exist that do exactly that, but using standard methodologies. For example, Dragota and Tilica
(2013) have investigated if the CEE stock markets are efficient or not using a complete arsenal of econometric
tests, like autocorrelation, unit root, filter rules, variance ratio and so on. They have found significant statistical
evidence of price movements inconsistent with the EMH.

2 Please see Park and Irwin (2007) for an excellent review. Also see Taylor (2014) for a more recent example.

3 A recent example is Anghel (2013, 2014a) that only threats the case of Romania. Also, Anghel (2014b) searches
for predictable patterns in the CEE region using only one technical analysis indicator, namely the RSI.
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The paper is structured as follows: section 2 details on the methodology, section 3 presents and

comments on the results, while section 4 concludes.

METHODOLOGY AND DATA

There is no investment method that conflicts with the EMH more than technical analysis. Although
efficient market advocates dismiss its applicability, investors widely use it on the world financial
markets (Menkhoff, 2010). The success (predictive ability) of technical analysis is negatively related
with the degree of market efficiency. In order to study the latter, we hereby employ a total of 686,243
prediction models (trading rules) derived from 44 technical analysis indicators developed in the last 60
years (table 1 lists them and Colby, 2002, offers detailed explanations). The idea is very simple: if the
market is efficient, then the recommended investing method is the passive buy-and-hold strategy (this
is the benchmark used here). If it is not, then an active trading rule that has economic potential exists,

and our task is to find it. To do so, simple trading simulation is performed.

No. Name (Symbol) Number of specific models
1 Accumulation Swing Index (ASI) 210
2 Arms Ease of Movement (EMV) 840
3 Aroon Oscillator (AO) 10,507
4 Balance of Market Power (BMP) 39,207
5 Bollinger Oscillator (%Db) 12,402
6 Center of Gravity Oscillator (COG) 252
7 Chaikin Money Flow (CMF) 25,258
8 Chaikin Oscillator (CO) 6,174
9 Chande Momentum Oscillator (CMO) 27,969
10 Commodity Channel Index (CCI) 616
11  Consecutive Win-Lose (WL) 21
12 Demand Index (DI) 25,258
13 Detrended Price Oscillator (DPO) 672
14 Dynamic Momentum Index (DYMOI) 37,584
15  Filter (F) 51
16 Inertia Indicator (INT) 22,464
17  Kase Convergence Divergence (KCD) 43,141
18 Kase Peak Oscillator (KPO) 8,624
19 Klinger Volume Oscillator (KVO) 6,174
20 Know Sure Thing (KST) 5,488
21  Linear Regression Slope (LRS) 371
22 Market Volume Impact (MVI) 252
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23 Money Flow Index (MFI) 24,978
24  Moving Average Convergence Divergence (MACD) 4,704
25  New Relative Volatility Index (NRVI) 30,331
26  On Balance Volume (OBV) 210
27  PDM (+DM) vs MDM (-DM) crossover rule 441
28  PI Opinion Oscillator (PI) 7,107
29  Polarized Fractal Efficiency (PFE) 60,426
30 Random Walk Index (RWI) for High prices 450
31 Rate of Change (ROC) 672
32 Relative Momentum Index (RMI) 48,600
33 Relative Strength Index (RSI) 10,864
34  Relative Vigor Index (RVig) 60,426
35  Relative Volatility Index (RVI) 16,859
36  Stochastic Momentum Index (SMI) 33,250
37  Stochastic Oscillator (%K) 1,769
38 Stochastic RSI Oscillator (SRST) 16,859
39 The Quantitative Candlestick (Qstick) 840
40  Triple Exponential Smoothing (TRIX) 3,402
41 True Strength Index (TSI) 60,426
42 Ultimate Oscillator (UO) 22,842
43  Vortex Oscillator (VX) 7,114
44 Williams Variable Accumulation Distribution (WVAD) 210

Table 1. Summary of technical analysis indicators used in testing

The problem with testing this vas amount of trading rules is eliminating the inherent data snooping
bias!. This is done here by using the Superior Predictive Ability (SPA) test of Hansen (2005), which is an
evolution of the Reality Check test of White (2000). Other econometrical tests have been developed for
this kind of applications?, but the SPA is the most appropriate for the purposes of this research, because
(1) we are only interested if a single rule from the “rule universe” is capable of outperforming the buy-

and-hold strategy and (2) it delivers a direct measure of market efficiency?.

! This is a major limitation in the literature, but ways to eliminate it have fortunately been developed (see Park
and Irwin (2007)).

2 See Corradi and Swanson (2013) for a detailed review.

3 The null hypothesis p-value (“SPA p-value” from now on) in the SPA test can be economically interpreted as a
measure of market efficiency. Note that the SPA p-value is roughly the inverse percentile at which the SPA test
statistic (calculated for the best trading rule in the universe) is found within its simulated empirical distribution
(determined using the bootstrap simulation after controlling for data snooping). This leads to a natural
association between the SPA p-value and the predictive ability of the best model in the trading rule universe.
Specifically, when the p-value is large, then the best model has no predictive ability. The smaller the p-value, the
greater the predictive ability of the best model. When the p-value is close to zero, then we have superior
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The SPA test is implemented following Hansen’s (2005) exact guidelines, using the stationary bootstrap
of Politis and Romano (1994) and blocking rules derived from Hall, Horowitz and Jing (1995).
However, several methodology adjustments and restrictions are implemented in order to take account
of known market limitations and existing best practice guidelines in empirical tests. First, because of
existing market restraints on short selling, only long trades are taken into account. Second, all trades are
performed with a one day delay after a trading signal has occurred, so there is no simultaneous trading
that might bias the estimators. Third, it is assumed that 100% of the portfolio is invested in the market
when opening new positions. Fourth, the results are adjusted to all measurable trading costs: when
trading, (1) a broker fee of 0.5% of traded value (this being the cost of trading for the average investor
in the period) is deducted together with (2) the High-Close or Close-Low intraday spread!. Finally, the
technical analysis indicators are tested separately? and then the results are aggregated for each sample
using the lowest p-value rule?.

The data sample is formed using daily prices (open, high, low, close) and volume of the most important
395 stocks listed in 18 CEE countries?, starting January 1, 1991 and ending November 14, 2013. The data
of the top companies using the market capitalization criteria is collected from Thomson Reuters?.

In order to evaluate the time-varying nature of market efficiency, the test is conducted in a non-
overlapping sub-sample framework, with each sub-sample representing one calendar year of trading
data. Sub-samples with less than 65 observations are excluded because of insufficient liquidity that
would greatly diminish the tests statistical power.

The initial goal of this investigation is to use the SPA test to discover for each year and for each

company included in the sample if specific technical analysis rules have superior predictive ability over

predictive ability. As a consequence, the closer the p-value is to 1, the more efficient is the market under scrutiny,
while the closer the p-value is to 0, the less efficient. Please see Hansen (2005) for the exact equations and detailed
estimation procedure.

1 This is done in order to incorporate the price impact cost of active trading, that we know an investor faces. This
adjustment essentially replicates the scenario in which investors’ trade at the least favorable price during the day
following the occurrence of a trading signal, i.e. the highest price when buying and the lowest price when selling.
This a prudent approach that introduces a downward bias to the return estimators and an upward bias to the
SPA p-value, thus rejecting the EMH less often.

2 This means that 44 separate “rule universes” are tested and then the results are aggregated. This is based on the
hypothesis that investors become specialized in certain technical analysis indicators, and do not more than one
when making investment decisions. Anghel (2014) has proved that investors that use a wide arsenal of technical
analysis indicators when making decisions are not necessarily the smarter ones, mainly because of the large data
snooping bias inherent in large “rule universes”. The old saying of “can't see the forest through the trees”
perfectly characterizes this situation.

3 This means that the final p-value is calculated as min(pvaluen), where m=1..M is the number of tests (rule
universes) for a given sample.

* The countries are Bosnia And Herzegovina (15 companies), Bulgaria (15), Cyprus (19), Czech Republic (13),
Estonia (16), Greece (39), Croatia (23), Hungary (13), Lithuania (24), Latvia (23), Poland (36), Romania (39), Serbia
(14), Russian Federation (33), Slovenia (7), Slovakia (7), Turkey (39) and Ukraine (20).

5 This is available at the Bucharest University of Economic Studies through the PROFIN project financed together
with the European Union through the POSDRU program.
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the benchmark. The event when the SPA null is rejected is named a “positive discovery”, because it
rejects the weak form EMH for the company and time frame on which the test was carried out. Note
that a threshold of 10% is used here to identify superior predictive ability rules, so weak statistical
significant results are also taken into consideration. Also note that 1000 simulations are performed
when implementing the bootstrap procedure.

The secondary goal of this paper is explaining what factors influence market efficiency in the CEE
region. This is done using the SPA p-value, which interpreted as explained earlier can be linked with

many different independent variables in a regression model.

RESULTS AND INTERPRETATION

Table 2 presents the test results grouped by sample year, while table 3 presents the results grouped by
sample country. The last 4 columns in each table report the results of a linear regression with dummy
variables, where each dummy represents a separate year/country. The dummy coefficient can be
interpreted as the average SPA p-value obtained for the group in question. The last row in the tables
presents some relevant test statistics for this regression.

We see that testing the 44 indicators yields a total of 4,317 positive discoveries, which represent 2.39%
of the total test results. Note that the majority of them occur in 2008 (a success rate of 20% accompanied
by a dummy coefficient of 0.3647), this pointing to a big efficiency meltdown during the climax year of
the recent global financial crisis.

This indicates that superior trading models to the benchmark exist. This in turn means that on the CEE
stock markets, situations exist when the future price behavior can be anticipated using technical
analysis indicators that are calculated solely using historical trading data, although they are very scarce.
Because of this, we cannot reject the weak form EMH as a whole for the CEE region in the 1991-2013
period, but we can reject it for specific situations and conclude that the CEE stock market shows
periodic signs of inefficiency. Because we see that efficiency is not improving in time (there is no
positive trend for the dummy coefficients and no negative trend for the success rates), the results are
more consistent with the AMH of Lo (2004, 2005), meaning that abnormal return opportunities appear
from time to time depending on specific market conditions, but they are sooner or later arbitraged
away. This result is in accordance with the major trend in international literature as pointed out by Lim

and Brooks (2011).
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Positive  Success Std.
Year  Observations discoveries rate  Coefficient Error t-Statistic Prob.
1991 731 1 0.14% 0.8053 0.0099 81.6989 0.0000
1992 1075 5 0.47% 0.7314 0.0081 89.9760 0.0000
1993 1118 0 0.00% 0.8077 0.0080  101.3396 0.0000
1994 1591 33 2.07% 0.7862 0.0067  117.6628 0.0000
1995 2236 5 0.22% 0.7838 0.0056  139.0675 0.0000
1996 2795 53 1.90% 0.7688 0.0050  152.5076 0.0000
1997 3182 0 0.00% 0.7905 0.0047  167.3095 0.0000
1998 4343 106 2.44% 0.7251 0.0040  179.3043 0.0000
1999 5074 1 0.02% 0.8099 0.0037  216.4622 0.0000
2000 6106 210 3.44% 0.7152 0.0034  209.6889 0.0000
2001 7009 107 1.53% 0.7477 0.0032  234.8802 0.0000
2002 7654 261 3.41% 0.7192 0.0030  236.1016 0.0000
2003 8299 6 0.07% 0.8289 0.0029  283.3454 0.0000
2004 8944 16 0.18% 0.8222 0.0028  291.7626 0.0000
2005 10363 26 0.25% 0.8274 0.0026  316.0481 0.0000
2006 11567 22 0.19% 0.8263 0.0025  333.4481 0.0000
2007 13072 104 0.80% 0.8167 0.0023  350.3602 0.0000
2008 13588 2726 20.06% 0.3647 0.0023  159.5002 0.0000
2009 13287 12 0.09% 0.8025 0.0023  347.0934 0.0000
2010 14491 21 0.14% 0.8118 0.0022  366.6886 0.0000
2011 15222 422 2.77% 0.6785 0.0022  314.1120 0.0000
2012 14921 133 0.89% 0.7686 0.0022  352.2633 0.0000
2013 14276 47 0.33% 0.8148 0.0022  365.3041 0.0000

Included observations = 180944, Adjusted R?

0.1676, Log likelihood = -17463.83, Durbin-

Watson stat = 1.3790, Akaike Info. Criterion = 0.1933, Jarque-Bera statistic = 72484.22 (0.0000),

Breusch-Pagan-Godfrey statistic = 913.1035 (0.0000).

Table 2. SPA test results grouped by sample year

Positive

Countr Observation discoverie  Succes Coefficien Std.

y s s s rate t Error t-Statistic Prob.
BA 3225 342 10.60% 0.6082 0.0051 119.7193  0.0000
BG 6149 268  4.36% 0.7345 0.0037 199.6295  0.0000
CY 9546 309 3.24% 0.7025 0.0030 237.8945  0.0000
cz 5848 32 0.55% 0.7645 0.0038 202.6187  0.0000
EE 6622 228  3.44% 0.7644 0.0035 215.6031  0.0000
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GR 26832 537 2.00% 0.7372 0.0018 418.5134  0.0000
HR 9202 203 2.21% 0.7199 0.0030 239.3565  0.0000
HU 7869 92 1.17% 0.7536 0.0033 231.6906  0.0000
LT 11051 387 3.50% 0.7333 0.0027 267.1687  0.0000
LV 7826 301 3.85% 0.7603 0.0033 233.1032  0.0000
PL 15652 83 0.53% 0.7966 0.0023 345.4314  0.0000
RO 19694 469 2.38% 0.7863 0.0021 382.4370  0.0000
RS 4386 179 4.08% 0.6953 0.0044 159.5981 0.0000
RU 6493 182 2.80% 0.7396 0.0036 206.5599  0.0000
SI 3526 221 6.27% 0.7373 0.0049 151.7319  0.0000
SK 3096 10 0.32% 0.7631 0.0052 147.1641 0.0000
TR 27348 87 0.32% 0.8104 0.0017 464.4706  0.0000
UA 6579 387 5.88% 0.6280 0.0036 176.5501 0.0000

Included observations = 180944, Adjusted R? = 0.0244, Log likelihood = -31830.34, Durbin-
Watson stat = 1.5817, Akaike Info. Criterion = 0.3520, Jarque-Bera statistic = 51293.77 (0.0000),
Breusch-Pagan-Godfrey statistic = 859.7757 (0.0000).

Table 3. SPA test results grouped by sample country

Table 3 paints a relative efficiency picture of the countries in the CEE region, with Turkey being the
most efficient, while Bosnia And Herzegovina being the least efficient. It seems that efficiency varies
with the maturity and size of markets, but there are not sufficient observations to clarify this aspect in a
statistical significant way. We can instead deduce that market efficiency and, in turn, investor chances
of gaining abnormal returns, only slightly varies from country to country in the CEE region. A similar
analysis is performed when grouping the results by company and by technical analysis indicator
(which are not reported here because of space constraints) and the relatively smooth regression
coefficients and low goodness of fit measurements also indicate that the investor chances of gaining
abnormal returns only slightly depend on the target investment asset or specific prediction model used.
Next we move to investigating the factors that influence market efficiency in the CEE region, using
linear and GLM regressions. Two such factors are taken into consideration, namely liquidity and price
momentum. The inclusion of liquidity among the explanation factors is rather obvious. Two proxies are
used for it, namely a volume-related proxy in the form of the relative turnover (traded volume divided
by the total number of shares) and a time-related proxy in the form of the relative number of trading
days (number of days for which trades exist divided by the maximum number of trading days in the
period). On the other hand, momentum (calculated as the total subsample return) is chosen as a
determinant because, in an economic sense, it is a function of information and investor behavior, since

it is determined by the way investors interpret the newly arriving information and incorporates it into
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market prices. If investors would behave in a way described by the classical financial theory, then they
would incorporate the newly arriving information very efficiently into trading prices. Because we now
know that market inefficiencies sometimes appear in the CEE region (results in tables 1 and 2), we use
price momentum to try to find out if there is a link between investor behavior and those inefficiencies,
i.e. if investors overreact to information is such a way as to generate abnormal return possibilities for
arbitrageurs.

Table 4 presents the results of the linear regressions relating the SPA p-value with each explanatory
variable separately. The equations are of the form: pspa= a + fx + € and the tests are based on a total of
4208 observations that were earlier obtained from the SPA tests (4208 is equivalent to the total number
of valid subsample that were analyzed). We see that a positive relationship between market liquidity
and market efficiency exists (first two columns), but the relationship is very weak. A visual
representation of the data points and fit is provided in figure 1(a, b). Several GLM models (not reported
here) are further used to confirm this initial finding, and the results point to the same conclusion,
namely that liquidity has a very small impact on informational efficiency in the CEE countries. Note
that the exclusion of extreme illiquid subsamples (with less than 65 trading days in a year) may bias
these results, although not by much because companies that trade between 65 and 130 days in a year
(that is less than half of the total trading days) may also be considered illiquid in the current financial
markets, especially since we are talking about the biggest companies listed in the analyzed region.
Moving on, we notice a much stronger relationship between efficiency and price momentum, which is
rather intuitive because price momentum essentially means high autocorrelation (notice that
momentum explains one third of the variation in the SPA p-value, which is really a lot given results are
calculated on such a daily frequency). Using the Quandt-Andrews unknown breakpoint test, the
equation is broken down in several sub-samples. The separate equations are reported in columns 5-9 on
table 4. A very interesting aspect of this division is that it singles out several ranges for the predictor
variable that exactly represent qualitative characterizations of market trends (these are described in row
2 of table 4, while the range extremes are reported in rows 4 and 5). The results point out that market
momentum has a strong influence on market efficiency. For example, we see that very severe
downtrends (that experience log-returns of between -726% and -96%) are always inefficient! and surely
the result of irrational behavior. We also see that the relationship is valid for both momentum
directions (the coefficients are positive for downtrends and negative for uptrends), but is much more
significant on the negative momentum side, this pointing out that situations of overreaction to negative

events are much more common and have a higher impact on market efficiency than situations of

! The equation in this case levels down to SPA p-value = 0.0658 (because the other explanatory variables are not
statistically significant). This means that there is at least one trading rule in the 600+ thousand universe that has
superior predictive ability when compared with the buy-and-hold rule.

The Future of Entrepreneurship ISBN: 978-9963-711-27-7



7th Annual EuroMed Conference of the EuroMed Academy of Business 105

overreaction to positive events. This result explains the efficiency meltdown in 2008 and points out that
investors display some common behavioral biases, especially panic, in times of major (and maybe

autocorrelated) negative information.

Stati Results of separately Results of regressing spa p-value on total sample return
stic regressing spa p-value on the (ret), broken down into relevant subsamples
three independent variables
Independen ntd pct ret ret ret ret ret ret
t  variable
)
Sample Full Full Full Very Severe Downtren  Notrend  Uptrend
description sample sample  sample severe downtren d
downtren d
d
From...To 1..4208 1..4208 1..4208 1..282 283..923 924..1461 1462..227  2273..420
2 8

Minimum* 0.1776 0.0000 -7.2644 -7.2644 -0.9602 -0.2989 -0.8570 0.1499
Maximum?* 1.0000 10.9821 4.4530 -0.9639 -0.2998 -0.8580 0.1499 4.4530
Intercept 0.5062 0.5062 0.5062 0.0658 0.3853 0.5329 0.6321 0.6626

(0.0000)  (0.0000)  (0.0000) (0.0000) (0.0000) (0.0000) (0.0000) (0.0000)
Coefficient 0.0368 0.0202 0.1576 -0.0047 0.1845 0.3809 0.5145 -0.0134

(0.0000)  (0.0000)  (0.0000) (0.3314) (0.0000) (0.0000) (0.0000) (0.0455)
F-statistic 85.0038  25.3864  2401.216 0.9466 75.4562 20.5722 52.5613 4.0044

(0.0000)  (0.0000) 0 (0.3314) (0.0000) (0.0000) (0.0000) (0.0455)

(0.0000)

Akaike Info. | 0.1349 0.1489 -0.2967 -2.0888 -1.0489 -0.7620 -0.5408 -0.5271
Cr.
Adjusted R? | 0.0196 0.0058 0.3633 -0.0002 0.1042 0.0352 0.0598 0.0016
Jarque-Bera 307.34 299.53 258.48 491.48 148.35 4.08 60.36 572.24
statistic (0.0000)  (0.0000)  (0.0000) (0.0000) (0.0000) (0.1299) (0.0000) (0.0000)
Durbin- 0.8322 0.8409 1.3180 1.9169 1.9207 1.8584 1.8858 1.9858
Watson
statistic
Breusch- 28.0463 2.4020 0.0208 0.6637 9.2729 0.4054 0.7744 2.4873
Pagan- (0.0000)  (0.1212)  (0.8852) (0.4153) (0.0023) (0.5243) (0.3788) (0.1148)
Godfrey
statistic
Mean 0.8999 0.2919 0.0763 0.0763 0.0763 0.0763 0.0763 0.0763
Standard 0.1776 0.6310 0.7227 0.7227 0.7227 0.7227 0.7227 0.7227
Deviation
Implied #n/a #n/a -1.7868 #n/a -1.1178 -0.8214 -0.7474 30.3399
threshold**

NOTE: ' All regressions are performed using normalized independent variables, with the mean and
standard deviation of the base (unnormalized) variable being reported in the bottom section of the table.
2P-values in parenthesis.

3ntd = relative number of trading days.

4pct = relative turnover (or percent of capital traded).

Sret = total log-return within the sample window.

* The minimum and maximum are the extreme values of the range for the base (unnormalized)
independent variable.

** The implied threshold is the value of the explanatory variable for which the model predicts a p-
value of 0.1, one which would reject the SPA null hypothesis. It is expressed in the same unit of measurement as
the base independent variable. A #n/a value is obtained if the calculation is not possible or if the result does not
belong to the theoretical distribution of the independent variable.

Table 4. Results for individual linear regression models
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The relationship between efficiency and momentum is further analyzed using a wide arsenal of GLM
models, to see if this category of models have a higher explanation power than the simple linear
regression, which relies on the standard Gaussian distribution. Because the relationship is evident in
both directions, a quadratic element is incorporated into the regressions, so the linear predictor in the
GLM framework looks like: ni= a + fix + f2x? + €. But because the relationship is more pronounced on
the negative side, equations without this term are also considered (so simple linear regression are also
performed, but assuming a different distribution for the response variable). Table 5 reports the models
that display the largest explanatory power among the bunch. Notice that the models that have the best
goodness of fit measurements all incorporate the quadratic component and use the Gaussian
conditional distribution for the response variable, irrespective of the canonical link (so changing the
distribution has not much of an effect, but changing the model has). This confirms that both positive
and negative momentum has an influence on efficiency. Also notice that these models produce better
fits than the previous analyzed linear one. Figure 1(c) gives a visual comparison for the best models in
each category and we can see that all of the models fit the data well, especially on the negative side.
These results reinforce the idea that there is a strong link between price momentum and market
efficiency, this constituting evidence of investor suboptimal behavior in the form of overreactions, both
to positive and negative information (the overreactions to negative information — panic — is much more
pronounced).

Even more interestingly is the fact that an exact quantitative threshold can be estimated in order to
characterize the efficient nature of price movements and investor rationality in CEE countries. When
we substitute 0.1 for the dependent variable and solve for the independent variable in the estimated
models, the linear equation predicts a threshold log-return of -111.78%, while the best GLM model
predicts a threshold log-return of -95.02%. This translates into discrete returns of -67.30% and -61.33%,
respectively. Consequently, yearly price movements that are lower than approximately -60% can be
considered a result of investor irrational behavior. This conclusions arises because when such price
movements occur, technical analysis trading rules display superior predictive ability to the buy and
hold model. This is a very interesting finding, as a quantitative threshold that describes investor

rationality in the CEE stock markets is described'.

Canonical Lo Lo Pro Pr Lo Complementary
link git git bit obit g-Log Log-Log

Distributio Poi No Pois No No Negative
n sson rmal son rmal rmal Binomial (1)

ol - 0.2 - 0.1 0.5 -0.3285

242 381 409 (0.0000)
(. (. 0.0
0000) 0000) 000)

! Note that this result may be influenced by the survivorship bias inherent in the sample used.
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p1 1.1 1.1 0.61 0.6 0.7 0.9298
309 125 01 794 770 (0.0000)
(0. (0. 0.0 (0. 0.0
0000) 0000) 000) 0000) 000)
0.4170 0.2530 0.2666
(0. (0. 0.0
0000) 0000) 000)
R 04 0.5 0.42 0.5 0.5 0.3532
200 209 16 190 200
Pearson 2.4 0.0 270 0.0 0.0 0.5339
statistic 719 327 48.40 329 328
Implied - - - - - -1.4171
threshold 1.3279 0.9502 1.4415 0.9212 0.8206
3.0 4.0 3.0
310 618 795

NOTE:  * The R-squared for the GLM models is a pseudo R-squared calculated as 1-D1/Do , where D1 is
the residual deviance (or Sum of Square Errors) for the model in question and Do is the residual deviance (or SSE)
for the model including only a regression constant (alpha).

Table 5. Summary results for best performing GLM models

(c)

n

(b)

10

o o
o < =2 o = 0.0 O 00
-0.5 05 i5 25 35 45 -12 -10 8 -6 4 2 2 4 6
»SPApwalue © Linear model fit SPA p-value Probit {Posson) modei fit © Logit (Normal) model fit OLinear modeifit

Figure 1. Scatter plot representation and fitted values of the regression models

Finally, we want to see what happens with the relationship when we control for both liquidity and
momentum. Table 6 reports the results of the estimated models for each category. We see that the
results are in accordance with the previous stated conclusions, namely that market efficiency highly
depends on price momentum, while liquidity has only marginal explanation power. A point of
emphasis here is the relatively high explanation power of the model in the last column in table 6. It

seems that the combination of market momentum and liquidity account for more than half of the
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variability in market efficiency (of course, for the stock markets in the CEE region), with momentum
playing the more important role. If we view momentum as a proxy for investor behavior, we can argue
that the latter is fundamental to the well-being of today’s financial markets, more than other economic

and market specific factors that may influence it (and were not considered here).

Logit (Normal) withoutLogit (Normal) with

Estimators Linear model
quadratic term quadratic term
c 0.5062 0.0773 0.224458
(0.0000) (0.0000) (0.0000)
ntd 0.0299 0.1491 0.157437
(0.0000) (0.0000) (0.0000)
pct 0.0055 0.0317 0.025221
(0.0916) (0.0535) (0.0868)
ret 0.1561 0.9764 1.112919
(0.0000) (0.0000) (0.0000)
ret"2 - - -0.421345
(0.0000)
F-statistic 851.1245 - -
(0.0000)
Log likelihood - 925.03 1306.79
Akaike Info. Criterion -0.3187 -0.4378 -0.6187
Adjusted R? 0.3774 0.4477 0.5393
Jarque-Bera statistic 302.85 362.44 449.33
(0.0000) (0.0000) (0.0000)
Durbin-Watson statistic 1.3088 - -
Breusch-Pagan-Godfrey 6.5025 - -
statistic (0.0896)
LR statistic 3407.60 4920.77
(0.0000) (0.0000)
Pearson statistic - 0.0378 0.0315

Table 6. Results for regression models when controlling for both liquidity and price momentum

CONCLUSIONS

In this paper we set out to evaluate the market efficiency in Central and Eastern Europe. Using the SPA

test of Hansen (2005), we discover that practical technical analysis prediction models display superior
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predictive ability to the buy and hold model and, consequently, significant inefficiencies appear from
time to time in this region. Also, using several linear regressions with dummy variables, we see that the
investor ability to gain abnormal returns is marginally influenced by the country or asset he/she invests
in and by the specific prediction models he/she employs, in turn being highly influenced by market
conditions in specific time frames. Because these conditions do not seem to improve over time, the
Adaptive Market Hypothesis of Lo (2004) is the best framework that explains informational efficiency
in the region, thus supporting international evidence highlighted by Lim and Brooks (2011). Finally, we
discover that market efficiency is positively (but very weakly) influenced by market liquidity, while
price momentum plays the most significant role. Because the latter is a function of information and
investor behavior, we conclude that investors exhibit some common behavioral biases in the CEE
region from time to time, especially panic. Using the estimated models, a relative yearly discrete return
threshold of approximately -60% can be calculated in order to discriminate between rational and

irrational price movements.
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ABSTRACT

Individuals’ involvement in the Dutch pension system is currently limited. In this study, we
employ a qualitative method in order both to explore individuals’” views on an increased level
of pension-autonomy, and to examine their stance with regard to criteria of socially responsible
investments and targeted impact investments. Our sample consists of 24 members and
managers of the Dutch pension administrative organization “PGGM”. Three semi-structured
homogeneous focus group discussions have been conducted, each with between 7 and 9
participants. The data was coded both deductively and inductively, following the framework
method. We explore three themes regarding retirement issues: (1) general attitude toward
retirement, (2) retirement concerns, and (3) pension policy. Our findings indicate that
viewpoints on general attitudes toward retirement and retirement concerns were common
across our three focus groups. However, we find that members and asset managers have
different standpoints on investment criteria. The attitude toward sustainable and impact
investing was more favorable to members than to managers. Subsequently, the attitude toward
achieving financial efficiency was more favorable to managers. In conclusion, we identify
individuals” positive standpoint on increased pension autonomy and their willingness to get
actively involved in pension issues together with some self-efficacy concerns. Thus, increased
autonomy should be combined with intervention strategies varying from education to carefully
designed choice architectures. Future research aims to focus on the consistency of individuals’
choices in the long run and place under scrutiny the effect of psychological distance on socially

responsible investments and targeted impact investments.

Keywords: Pension Choices; Pension Autonomy; Impact Investing; Sustainable Investing; Investment

Preferences;

The Future of Entrepreneurship ISBN: 978-9963-711-27-7



7th Annual EuroMed Conference of the EuroMed Academy of Business 112

INTRODUCTION

The recent financial crisis has deteriorated the financial position of many Dutch pension funds reflected
on their coverage ratios, mainly due to lower interest rates and lower investment returns than before.
As a consequence, asset managers, on behalf of pension fund boards, of pension funds are obliged to
maintain larger reserves than before. This means that they see themselves confronted with the choice of
either decreasing the payments to the pensioners, those who now have reached the pension age, or
deciding to increase the pension premiums for younger employees, those who still have to build their
future pension rights. The first measure also has impact on the pension entitlements of the active. These
developments have aroused attention of the public for pension issues and, particularly, the institutional
design of pension funds.

The increased uncertainty of the economic environment hinders any forecasts about financial returns.
Still, we attempt to offer two remarks about their future prospects. First, the economic reasoning
behind the expectation of high yields seems to be the assumption that our capital still represents a very
scarce factor in the world economy. However, it is at least remarkable that on the one hand, the market
interest rates on capital are historically low, and, on the other hand, the expectations of high returns on
investment are high as ever. Second, we may add that the political influence of emerging economies
has increased substantially. Consequently, the excessive availability of non-priced scarce resources
(water, soil fertility, abuse of child labor, of women, animal welfare etc.) has aroused concern all over
the world. The effect of this concern is that non-priced scarcities have become increasingly being priced
scarcities. These are only two possible reasons of why high returns on investments are less self-evident
and therefore the expectation of high returns in the future of investments are even less likely to get
fulfilled.

From the above mentioned considerations, policy makers for investment funds face the question of
how to design the pension funds in the future. This is enforced by the social-cultural tendency that
mandatory schemes are losing support, due to emancipation and willingness for control by individuals
rather than forced collective arrangements. The study of Goudswaard et al. (2004) showed that
willingness to pay increase if transparency is provided on the way the money is spend, i.e. the pension
asset is invested. Basically, the question is whether they can continue to oblige people to save and pay
fees for pensions on the expectation that by doing so they may expect sufficient financial means at their
old age. The question that arises is whether this approach would guarantee them sufficient security of a
comfortable last phase of their lives, and if it would give them the certainty of sufficient financial
means, despite that they cannot contribute to the national economy any longer. Up to now, these

questions were left to be dealt by the boards of pension funds and governments.
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However, in recent years, the issue was also taken up by a new class of investors. These investors asked
the question which contribution their investments should give to society in the long run. Basically, they
felt that investments are not just to yield financial returns, but, that in the first place, their investments
should contribute to a better world, for their (grand) children and for those people living in poverty in
their daily lives. As a matter of fact, those investors - called social venturing investors/entrepreneurs
represent an entirely new asset class. They introduced an innovation of financial management in which
the financial returns no longer are the primary goal of investment but represent a necessary condition
to realize certain goals for the society. They were faced with the following set of choice alternatives of
investments: the prospect of maximizing financial returns on investments versus the alternative to
realize other defined goals for the future. Additionally, participants of pension schemes are
increasingly interested to know and understand where their premiums and asset are being invested
and whether the current investing practice contributes to their society and economy.

In the meantime, managers of public funds examine their investments with respect to criteria of
sustainability and social responsibility. Following the Shell Company, which introduced the so-called
people, planet and profit standards, these criteria have now become, more or less, a common practice.
In the sustainability reports companies and investment funds report annually on the examination of
their activities by those criteria. Well known examples are that most fund managers would not invest
in, for instance, the tobacco industry, certain branches of the weapon industry, firms making use of low
price imports due to children labor, or uses of resources like wood, fish, farm products etcetera that are
not produced sustainably.

The concept of “social venturing investments” is taking these considerations as a starting point but at
the same time is making the next decisive step. Social venturing investment not only excludes non-
sustainable investment opportunities, but also strives for positive long-term goals: “For which purposes
do I want to employ my capital? What do I want my investments to realize? Which are the wicked
problems of our times? How to contribute to a better world for the next generation and for those who
face starvation?”

Until recently those discussions were the prerogative of asset managers and of high net worth
individuals. The financial crisis, which at this moment concerns the whole Europe, has made clear that
ultimately the politicians and therefore the civil society, i.e. ordinary people have to provide solutions
for the partial break down of the financial system. Therefore, we should not be amazed by the fact that
those who have to pay the fees begin to ask themselves the question: “should we not then determine
ourselves in what direction our pension capital should be invested?”

Our study aims to fill this gap in the literature by exploring the viewpoint of pension participants not

only about having an increased level of autonomy, but also selecting how their pension capital should
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be invested. Our study was conducted in the Dutch care and welfare sector. We used homogeneous
focus group discussions in order to provide the opportunity to participants to discuss their own beliefs
for having an increased level of pension autonomy and choosing to invest their pension capital
according to criteria of impact investing and sustainability. A purposive sampling process was used to
ensure the inclusion of participants with different socio-demographic characteristics and occupational
identity. In more detail, we contrast the views of the members of a cooperative pension fund
administrative organization with its asset managers. Our findings add knowledge on the individuals’
attitude toward an increased level of pension autonomy and on whether individuals in collective
pension systems are willing to accept a lower financial return on the merit of achieving certain social

goals.

INCREASING PENSION AUTONOMY

In the Netherlands, most of the Dutch employees are obliged to save in the occupational pension (Els et
al. 2007), while the pension system requires limited involvement by individuals. This coercive
paternalistic system with the compulsory participation aims to secure people from any unsafe decisions
with regard to pension. However, this security implies the restraining, in a quite high degree of the
freedom of choice. Benartzi & Thaler (2002) argue that individuals do not have well-defined
preferences and sometimes are prone to irrational choices caused by behavioral biases. Thus,
individuals make suboptimal choices with regard to investment decisions due to several behavioral
biases and therefore a level of paternalism is required. Els et al. (2003) found that Dutch preferred to
‘play safe” with their pension but at the same time were willing to have a greater level of autonomy. In
a subsequent study, van Rooij et al. (2007) found that around one quarter of the Dutch respondents
were willing to have increased pension autonomy. However, they suggested that an increased level of
freedom should be accompanied by some level of choice architecture and state innervations due to

behavioral biases.

IMPACT INVESTING AND SUSTAINABILITY

The side effects of the financial crisis have caused institutional investors to revise their investment
behavior and to look for new investment strategies more socially concerned. Furthermore, the financial
crisis brought up to the surface some ethical considerations about the investment process. Some
institutional investors, have already engaged to SRI investment policies, showing an increased social
responsibility. These institutional investors realized that investing in a long-term horizon, following the

criteria of sustainability and social responsibility, can move along with the attainment of financial goals.
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Pension funds have started integrating SRI principles in their investment philosophy as they realize

that sustainability and social responsibility is part of their fiduciary duty (Koedijk & Slager 2011).

A FOCUS GROUP STUDY IN THE DUTCH HEALTHCARE SECTOR

The influence of people on the investment policy of pension funds in the Netherlands is historically
absent. Pension funds have the legal status of foundations. Foundations have no provision for formal
ownership. Indirectly, there might be some influence of the fee paying contributors namely via political
regulation. This influence, however, is so indirect that we may say that pension funds are based on the
concept of “public owned” but not of “public controlled”.

For the pension fund care and welfare (PFZW) a special situation holds. This pension fund (the second
largest in the Netherlands, with total assets amounting to approx. € 140 billion) has made a service level
agreement with PGGM. PGGM manages the total amount of assets on behalf of the pension fund.
PGGM, however, has the legal status of a cooperative. In other words, PGGM is a “member owned”,
“member controlled” and a “member benefit” organization. The fund PFZW determines the asset
policy of pension capital but at the same time the people who pay the fees to the fund are given voice
via the cooperative PGGM.

For this care and welfare sector the new asset class refers to investments in working circumstances, the
organization of the care sector and medical innovation. Now, the basic question arises: may we expect
that these members are able to contribute to the debate concerning investments that can affect their
own future? What are the preferences of those who will depend on care, those that have to provide that
care and the future that will apply when the present working population of this sector will have

reached the pension aged themselves?

RESEARCH METHOD

Design and sampling

Our sample consisted by 24 individuals grouped in three semi-structured focus group sessions, each
with between 7 and 9 participants (in total 13 females and 11 males). The three panels were designed
following a purposive sampling process in order to satisfy the criteria of homogeneity and maximum
variation in the target phenomenon (Sandelowski 1995). Sim, (1998) argues that heterogeneity in the
formation of focus groups with respect to demographic characteristics, educational background, and
occupation might influence participants” willingness to express freely their views. Hence, following to
Malhotra's and Birks's, (2005) suggestions, we compiled homogeneous focus groups, designed to satisfy
the criteria of age and occupational identity. The focus group participants were selected through

PGGM member’s panel following the aforementioned criteria of age and occupation. Participants
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received a small reimbursement which covered their travel expenses. The focus groups discussions
were held at the PGGM’s headcounters and were conducted in Dutch by the two co-authors!. Each
focus group session lasted 180 minutes, was video-recorded, while two observers were also present in
order to take notes.

In the second task they were asked to rank a list of six investment criteria, from most to least important.
From the one hand, the list included one attribute which was related to pension efficiency (pension).
From the other hand, the list included five attributes related to impact investing (healthy aging, labor,
and house), SRI (sustainability), and social initiatives. The moderators introduced the investment
criteria of the list one by one and in a fixed order. Subsequently, the moderators instructed participants

to individually rank the investments criteria according to their importance.

Data analysis
We analyzed our data with the use of the Atlas.ti version 7 software following the content method
(Stewart et al. 2007). The discussions translated and transcribed verbatim by one assistant. We used the

framework approach, whereby a coding frame was inductively constructed and systematically applied

to data (Pope et al. 2000).

RESULTS

Contextual analysis

We discuss our results around the main themes and the aspects emerged from the focus group
discussions: attitude toward retirement, retirement concerns, and pension policies toward increased

pension autonomy and involvement.

Attitude toward retirement

Two main themes emerged with respect to the general attitude toward retirement: perception about the
post-retirement period of life and uncertainty. The first theme that emerged from the focus groups
discussions was the perception about retirement. We noticed some similarities between the three
groups according to their retirement perception. Most of the participants highlighted the importance of
remaining healthy and active after their retirement. They perceived their post- retirement period as
pleasant and also many conveyed the intention to engage in new activities.

The next theme which emerged from the discussion was the increased uncertainty generated mainly by
the current economic conditions. Some of the participants expressed their uncertainty about the quality
of life after retirement and about future pension’s evolvement. Some of the younger participants felt
more uncertain about the issues of the state retirement age, the present economic situation and about

the labor conditions.

! The discussions conducted during the period of May-July 2012
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Retirement concerns

The following section describes the theme of retirement concerns. The aspects that emerged from this
theme were related primarily to financial concerns followed by health, care, labor, and living concerns.
Participants often combined and related financial concerns with the prospect of good life after
retirement. More than the other, the younger group concerned about the financial conditions than their
older colleagues.

The majority of the participants recognized the importance of saving for their retivement. Some related financial
concerns with independence. Participants recognized that staying healthy is very important of having a good
quality of life after retirement. In addition, we found that independence was often combined to living concerns and
financial concerns. The image of a nursing house admission does not look very appealing to some of the
respondents.

Pension policies

We provide two main aspects: pension autonomy and investing in new asset class. The theme of
pension autonomy by increasing freedom of choice in pensions was discussed thoroughly. The analysis
of the theme revealed a positive attitude with some self-efficacy concerns.

The majority of the participants indicated a positive stance toward increased pension autonomy. Often,
participants related the notions of freedom of choice and pension autonomy to the notions of self-
control, increased responsibility and decreased collectivity. Some members pointed the complexity of
such decisions, the lack of knowledge, and that an increased level of involvement will be time
consuming. Some managers suggested that in the case of increase autonomy, people should also be
protected by making unwise choices.

In addition to pension autonomy, investing according to certain criteria emerged as a second pension
policy. Most of the members expressed a positive view on investing in sustainability and in impact
investments and, in general, investing in new asset class. Nevertheless, they pointed at ensuring

financial security and pension in combination to the organization’s responsibility in society.
y

INDIVIDUALS’ PERCEPTION ON IMPACT AND SUSTAINABLE INVESTING

Participants ranked six investment criteria according to their perceived importance: investing with
primary goal on maximizing pension and on financial efficiency (pension); investing according to
sustainability criteria (sustainability); invest in improving living conditions (house), invest in
improving working conditions(labor); invest in healthy aging (health); and support social initiatives
here and now (social initiatives). Participants were informed by the moderators that investing in new

asset class imposes a tradeoff between financial efficiency and social return.
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On average, the group of 45+ ranked at the top of importance the criteria sustainability and social
initiatives. Their younger colleagues ranked working conditions and investing according to sustainable
criteria as the most important. In contrast to the two member groups, in average, the criterion of
pension efficiency, was ranked as the most important aspect by managers followed by investing in
healthy aging.

Furthermore, results show a strong negative relationship between pension and social initiatives and a
weak negative relationship between social initiatives and sustainability. The two distinguished clusters
highpoint the discrepancy between members and managers views on the investment criteria.
Managers, at the left half part of the plot, give less importance to the social return and they focus on
financial efficiency (negative social return dimension), while the majority of members, depicted at the
right half part, have a stronger preference to the five social investment criteria (positive social return

dimension).

DISCUSSION

The ongoing debate over pension reforms, underlined by demographic and financial factors, is highly
placed in the Dutch political agenda. The plethora of information about the necessity of new policy
measures and the forthcoming changes on pension arrangements have created an environment of
increased uncertainty which in turn contributed to a higher level of retirement concerns. During the last
financial turmoil, some pension funds faced low pension funding ratios due to increased liabilities as a
result of lower returns and decreased assets value. The Dutch regulator compelled these pension funds
to take necessary measures and implement five years recovering plans in order reach again the prior to
financial crisis ratio levels.

Nijboer and Boon, (2012) argue that policymakers should reform the Dutch pension system toward the
direction of a libertarian paternalistic interventions as has been described by Thaler's and Sunstein's,
(2008) offering more freedom of choice. However, some other scholars question whether individuals
are willing to have increased pension autonomy. Boeri et al., (2002) posit that the opposition to reforms
is high even among those aware of unsustainability of the pension system. Els et al., (2003) assert that
Dutch prefer their pension plan being managed by experts and are willing to pay higher contributions
in exchange for guaranteed benefits. Botti and Iyengar, (2006), argue that individuals’ choice is
moderated by the level of expertise i.e. greater the expertise the more chances an individual has to
engage in complex decision process. Van Rooij et al., (2007) argue that individuals” doubts for their
financial skills, high risk aversion and the status quo bias make Dutch reluctant to any changes in the
pension structure. Van Rooijj et al., (2011) found that most of the Dutch prefer a defined benefit pension

scheme rather a defined contribution, due to status quo bias. However, as Thaler & Sunstein (2008,
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p-248) state “When the choices are hard and the options are numerous, requiring people to choose for themselves
might be preferred and might not lead to the best decisions. Given that people would often choose not to choose, it

is hard to see why freedom lovers should compel choice even though people (freely and voluntarily) resist it.”
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ABSTRACT

The development of successful long-term relationships with customers is considered to be a
sustainable competitive advantage and the enhancement of relationship quality (RQ) is a very
important issue for firms today especially in services. The purpose of this study is to test the
effect of respect and rapport on RQ and customer loyalty (CL) in private doctor-patient
relationships. A survey was carried out involving a convenience sample of 600 customers of
professional doctors from several specialties operating in the district of Athens, Greece. Data
was analysed with PLS-PM. Results showed that Rapport is the most significant antecedent of
RQ followed by two dimensions of respect, responsibility and understanding. Also, respect
and rapport indirectly affect CL through RQ but there is also a direct effect between rapport
and responsibility and CL. Findings present managerial implications. Future research should

validate results in multi-context or multi-country studies.

Keywords: Relationship quality, respect, rapport, customer loyalty, PLS, health services

INTRODUCTION

In today’s highly competitive environment that is characterised by rapidly changing customer needs,
the development and maintenance of strong; sustainable, and mutually beneficial relationships with
customers is considered to be a significant competitive advantage for firms (Wong et al., 2007;
Athanasopoulou, 2009; 2012). In services, the importance of relationships is even more pronounced
and service providers are increasingly using relationship-based strategies to compete in the
marketplace (Rust et al., 2004, Nguyen & Mutum, 2012). Therefore, maintaining and enhancing
relationship quality has become a very important issue for firms. Relationship quality has been
defined as a bundle of intangible value that augments products or services and results in an expected
interchange between buyer and seller (Levitt, 1986). Research shows that relationship quality can
replace service quality and customer satisfaction as key superior performance driver (e.g. Palmatier et
al., 2006; Rauyruen & Miller, 2007) and affects significantly customer loyalty (Roberts et al., 2003; Vesel
& Zabkar, 2010; Yu & Tung, 2013).
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The management of relationship quality is particularly important in high credence services where it is
very difficult for customers to evaluate service quality even after they have used the service. In such
cases, the development of a good relationship with the service provider is critical for long-term
customer retention. When a service is difficult to evaluate, consumers often look to other cues, such as
aspects of interaction in order to assess service quality (Parasuraman et al., 1985) and reduce their
uncertainty regarding the service. The concepts of respect and rapport have been shown to affect
relationship quality (Ali & Ndubisi, 2011) of dental clinic customers and their dentists. The purpose of
this study is to test the effect of respect and rapport on relationship quality and customer loyalty in
private doctor-patient relationships. The paper is structured as follows. First, we review the literature
and develop research hypotheses; second, the methodology is presented; then results are analysed
and discussed, and finally we conclude with managerial implications; limitations, and suggestions for

further research.

LITERATURE REVIEW AND CONCEPTUAL DEVELOPMENT

The development and maintenance of mutually beneficial relationships with customers is at the heart
of today’s marketing paradigm and considered to be a sustainable competitive advantage for firms
(Wong et al., 2007; Athanasopoulou, 2009; 2012). The establishment of successful relationships has
many advantages for firms. When customers develop relationships with providers they usually spend
more; are enthusiastic advocates of firms; spread positive word-of-mouth; refer service providers to
family and friends (Harris & Good, 2004), and steadily support the profitability of firms (Hayes, 2008).
In services, the importance of relationships is even more critical for two main reasons. First, the
inseparability of production and consumption in services suggests that providers and customers are
interdependent (Solomon et al., 1985). Second, customers cannot evaluate services before consumption
and relationships serve as a way to reduce the risk involved in service consumption. When a service is
difficult to evaluate, consumers often look to other cues, such as aspects of interaction in order to
assess service quality (Parasuraman et al., 1985). Thus, by developing a close, personal relationship
with customers, firms may retain customers longer. Therefore, the development of a quality
relationship with customers has become very important for firms.

The concept of relationship quality has been defined as the quality of interaction between a firm and
its customers (Gummesson, 1987). In services, Crosby et al. (1990) define RQ as when “the customer is
able to rely on the salesperson’s integrity and has confidence in the salesperson’s future performance
because the level of past performance has been consistently satisfactory”. Gronroos (2000) defines RQ
as “the dynamics of long-term quality formation in ongoing customer relationships”. Researchers

agree that relationship quality is not simple and in fact, it is a higher-order construct made of several
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distinct, though related dimensions (Crosby et al., 1990; Kumar et al., 1995; Roberts et al., 2003).
Relationship quality is generally conceptualized as a multi-dimensional construct consisting of
customer satisfaction; trust, and commitment but lately various researchers, especially in retail
contexts, measure RQ based on a general measure of customer perception (e.g, Ndubisi, 2007; Rasila,
2010; Khoo-Latimore et al., 2010; Ali & Ndubisi, 2011; Athanasopoulou, 2012).

The literature on the antecedents of relationship quality is vast and covers many related concepts
which are buyer-related; seller-related, or relationship-related (Athanasopoulou, 2012). Two of the
relatively new antecedents that have emerged are respect and rapport (Gremler & Gwinner, 2000; Ali
& Ndubisi, 2011).

The concept of respect is found in psychology (Langdon, 2007) and one of its four themes involves
respect as caring. This helps us to understand the concept of respect towards customers (Langdon,
2007; Dillon, 1992). This study adopts the dimensions of respect put forward by Dillon (1992) and used
by Ali & Ndubisi (2011). These are attention and valuing to particularity; understanding, and
responsibility. Attention and valuing to particularity means appreciating and treating each person as
an individual and accepting that they are different from others (Dillon, 1992). Understanding is about
trying to understand a person’s own consciousness; his activities, and his purposes. Finally,
responsibility involves caring for a person in the sense of helping them to pursue their goals and
satisfy their needs and wants (Dillon, 1992). All these dimensions are important in the context of
doctor-patient relationships where caring for the patient is one of the most important traits of a
physician. Therefore, we hypothesise that all three dimensions of respect affect significantly

relationship quality:

Hla: Attention and valuing to particularity affects significantly relationship quality

H1b: Responsibility affects significantly relationship quality

Hlc: Understanding affects significantly relationship quality

Furthermore, rapport is another concept similar to respect that has been used in a number of
disciplines studying human interaction including marketing; psychology, and education (e.g. .

Faranda & Clarke, 2004; Weitz et al., 2007), although a clear definition has not been developed yet.
Carey et al. (1986) define rapport as a quality of relationships characterized by satisfactory
communication and mutual understanding. Tickle-Degnen and Rosenthal (1990) suggest that people
experience rapport when “they click” with one another or feel the good interaction due to chemistry.
Gremler and Gwinner (2000) define rapport as the character of interaction between employees and

suggest that rapport consists of two important dimensions; namely enjoyable interaction and personal
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connection. Rapport has been shown to influence relationship quality in dental services (Ali &

Ndubisi, 2011). Therefore, the following hypothesis is proposed:

H2: Rapport building affects significantly relationship quality

Both respect and rapport deepen relationships between service providers and customers and lead to
sustainability of relationships over time. Therefore, we can also argue that they affect customer
loyalty. The link between rapport and loyalty has been examined by Gremler and Gwinner (2008)
whereas the effect of respect on customer loyalty has not been researched before. In this study, we
argue that both respect, with all of its three dimensions, and rapport affect customer loyalty directly.

Therefore we propose the following hypotheses:

H3a: Attention and valuing of particularity affects significantly customer loyalty

H3b: Responsibility affects significantly customer loyalty

H3c: Understanding affects significantly customer loyalty

H4: Rapport building affects significantly customer loyalty

Finally, relationship quality has been shown to affect customer loyalty in many contexts (e.g.
Henning-Thurau et al., 2002; Sanchez et al., 2008; Vesel & Zabkar, 2010). Therefore, we can argue that
there is also an indirect link between respect and rapport and customer loyalty through relationship
quality. As a result we hypothesise that:

Hb5: Relationship quality significantly affects customer loyalty

The proposed model used for this study is presented in Figure 1.
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Figure 1: Proposed model

METHODOLOGY

The population of this study is customers of professional physicians from several specialties operating
in the district of Athens, Greece. Research participation was purely voluntary. To reach participants a
convenient sampling method was used. Twenty appropriately trained students were selected on the
basis of some background experience in research and data collection to approach 30 individuals each.
Data were collected using a structured questionnaire with questions in prearranged order. The scales
used to operationalize the concepts of the proposed model were adopted from different sources to suit
the study. Items for Respect and Rapport Building were adapted from Ali and Ndubisi (2011). The
items for Relationship Quality were adapted from Hennig-Thurau (2000) and Ndubisi (2007) and for
Customer Loyalty from Zeithaml et al. (1996) and Fullerton (2003). All items were measured on a
seven-point Likert scale ranging from 1 “strongly disagree” to 7 “strongly agree”.

The fieldwork was conducted in January and February 2014, over a period of four weeks, and the data
were collected during operating hours of doctors’ private practices. A total of 600 questionnaires were
distributed and 521 were collected. However, 21 were rejected because of incomplete data, resulting in

500 usable responses, yielding a net response rate of about 83%. The demographic profile of the
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respondents is shown in Table 1. The participants, in terms of gender, are almost equally distributed.
Ages of between 18 and 34 years old (58%) were in majority. Most of the respondents had at least a

university degree (53%) and work either in the private or the public sector (53%).

Profile Description Responses Percentage
Gender Male 243 49%
Female 257 51%
Age 18-24 181 36%
25-34 111 22%
35-44 65 13%
45-54 56 11%
55-64 41 8%
64+ 46 9%
Education Level Up to High school 136 27%
Colledge 99 20%
University 232 46%
Prostgradute 33 7%
Employer Private 136 27%
Public servant 129 26%
Self-employed 62 12%
Unemployed 173 35%

Table 1: Respondent’s demographic profile
The method of Partial Least Squares (PLS) analysis (Gefen & Straub, 2005), an implementation of
Structural Equation Modelling (SEM) with SmartPLS 2.0 (M3) (Ringle et al., 2005), was applied to test
the measurement model and the proposed hypotheses. There are two main reasons to use the PLS
technique. First, PLS path modelling has less strict requirements on sample size and residual
distributions than covariance-based SEM techniques (Chin et al., 2003). Second, PLS-PM is used for
plausible causality exploration (prediction) rather than for confirmatory causality testing (Wold, 1981).
The aim of the study is much closer to the former causality testing since it is related to the prediction
of customers’ future intentions based on the optimal linear relationships between the proposed latent
constructs. Therefore, PLS is considered more appropriate for this study than covariance-based SEM

techniques.

RESULTS
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Data analysis involved a two-phase approach (Gefen & Straub, 2005) in order to assess the reliability
and validity of the measures before using them in the research model. The first phase includes the
analysis of the measurement model, while the second phase examines the structural relationships

among latent constructs.
Assessment of the measurement model

The test of the measurement model involves the estimation of reliability; internal consistency, as well
as the discriminant validity of the study’s first-order reflective constructs, which indicate the strength
of measures used to test the proposed model (Fornell, 1987). Individual item reliability is adequate
when an item has a factor loading greater than 0.7 on its respective construct, which implies more
shared variance between the construct and its measures than the error variance (Gefen & Straub,
2005). The factor loadings of all items, as shown in Table 2, exceed 0.72 providing strong support for
the reliability of the latent constructs.

Internal consistency is assessed using two measures, Cronbach’s alpha and composite reliability
(Fornell & Larcker, 1981). Gefen and Straub (2005) suggest that a value of 0.7 for these two measures
provides adequate evidence for internal consistency. As shown in Table 2, both Cronbach’s alpha and
composite reliability (CR) of all reflective measures included in the study exceed 0.88 and 0.91
respectively suggesting that all items are good indicators of their respective components.

Discriminant validity was assessed in two ways. First, the Average Variance Extracted (AVE) is
examined. As shown in Table 2, all AVE values are greater than 0.67 which, in turn, exceeds the
recommended cut-off value of 0.5 (Gefen & Straub, 2005). Second, the square root of AVE extracted
from each construct, as shown in the diagonal of Table 3, is compared with the correlations among
constructs, the off-diagonal entries. Table 3 shows that the square root of AVEs for all first-order
constructs are higher than their shared variances. These findings provide strong evidence of

discriminant validity among the first-order constructs.

Mean Std. Std. Std. Critical Composite Cronbachs'

Item & Construct Value Deviation Loadings Error Ratio Reliability Alpha AVE
El &€ AVP 5.13 1.38 0.84 0.02 50.82 0.91 0.88 0.67
E2 & AVP 5.22 1.37 0.87 0.02 52.72
E3 € AVP 5.31 1.37 0.87 0.02 56.85
E4 €«- AVP 5.15 1.53 0.79 0.02 34.99
E5 €<- AVP 5.14 1.54 0.72 0.03 27.57
E6 < RB 4.95 1.48 0.81 0.02 47.42 0.95 0.94 0.67
E7 < RB 5.24 1.32 0.86 0.01 63.25
E8 < RB 5.14 1.30 0.86 0.01 66.67
E9 < RB 4.72 1.56 0.75 0.03 29.29
E10 €< RB 5.21 1.40 0.82 0.02 47.55
Ell1 € RB 4.35 1.63 0.84 0.02 5491
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E12 < RB 4.32 1.73 0.78 0.02 39.20
E13 < RB 5.02 1.45 0.82 0.02 41.91
El4 < RB 4.36 1.71 0.81 0.02 38.84
E15 < RES 5.40 1.37 0.87 0.02 54.28 0.94 0.92 0.76
El6 < RES 5.45 1.32 0.89 0.01 75.15
E17 € RES 5.18 1.51 0.85 0.02 52.44
E18 < RES 5.16 1.45 0.90 0.01 79.97
E19 < RES 5.40 1.45 0.86 0.01 58.07
E20 < UND 5.67 1.25 0.82 0.02 43.91 0.91 0.87 0.73
E21 < UND 5.15 1.33 0.88 0.01 59.82
E22 <- UND 5.09 1.36 0.81 0.03 30.32
E23 < UND 5.27 1.32 0.90 0.01 77.70
E24 < RQ 5.01 1.46 0.88 0.01 62.63 0.94 0.91 0.74
E25 € RQ 4.27 1.68 0.76 0.03 29.79
E26 € RQ 5.13 1.43 0.88 0.01 59.44
E27 < RQ 5.12 1.40 0.91 0.01 74.89
E28 < RQ 5.18 1.47 0.88 0.01 65.02
E53 < CL 5.14 1.53 0.83 0.02 35.06 0.95 0.94 0.77
E54 < CL 5.11 1.53 0.87 0.02 47.73
E55 ¢ CL 5.35 1.49 0.88 0.02 52.58
E59 ¢ CL 5.26 1.53 0.90 0.01 88.47
E60 € CL 522 1.55 0.91 0.01 95.74
E6l1 < CL 5.34 1.55 0.89 0.01 75.42

Notes: AVP-attention and valuing to the particularity; RB-rapport building; RES-responsibility; UND-

understanding; RQ-relationship quality; CL-customer loyalty

Table 2: Item’s descriptive statistics and constructs’ psychometric properties

RB AVP RES UND RQ CL
RB 0.82
AVP 0.68 0.82
RES 0.79 0.71 0.87
UND 0.71 0.65 0.79 0.85
RQ 0.78 0.61 0.77 0.74 0.86
CL 0.72 0.60 0.74 0.68 0.79 0.82

Note: Diagonal elements (italics) are the square root of the variance shared between the constructs and

their measure (AVE).

Assessment of the Structural Model and Hypotheses Testing

Table 3: Intercorrelations of latent constructs

The PLS method was also used to confirm the hypothesised relationships between constructs in the

proposed model. The significance of the paths included into the proposed model was tested using a

bootstrap resample procedure. In assessing the PLS model, the squared multiple correlations (R?) for

each endogenous latent variable were initially examined and the significance of the structural paths

was evaluated. The proposed relationships are supported if the corresponding path coefficients have

the proposed sign and are significant.
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After performing the PLS analysis, results are presented in Table 4.

Relationship  Path coefficient  Standard Error T-Statistics  R? Q? Hypotheses test
AVP —RQ -0.01 0.05 0.18 0.70 0.51 Hla not supported
RES —RQ 0.26 0.06 4.70 H1b supported
UND—RQ 0.25 0.06 4.50 Hic supported
RB —RQ 0.40 0.06 7.25 H2 supported
AVP —CL 0.05 0.05 1.06 0.68 0.52 H3a not supported
RES —CL 0.19 0.06 2.94 H3b supported
UND —CL 0.07 0.06 1.25 H3c not supported
RB —CL 0.12 0.06 2.05 H4 supported
RQ —CL 0.47 0.05 8.59 H5 supported

Table 4: Estimated results of the structural model and hypotheses tests

The most significant factor that affects relationship quality in doctor-patient relationships is Rapport
Building (3 = 0.40; t =7.25), followed by Responsibility ( = 0.26; t = 4.70) and Understanding ({3 = 0.25;
t = 4.50). Attention and valuing to particularity does not affect relationship quality since the relevant
coefficient is not statistical significant. Therefore, hypotheses H1b, Hic and H2 are confirmed since
they were found to be statistically significant and the relevant path coefficients have the hypothesized
signs, explaining 70% of the variance in relationship quality, while H1a is not confirmed.

With regards to the direct effects on Customer Loyalty, Relationship Quality is the most important
antecedent (p = 0.47; t = 8.59), followed by Responsibility (5 = 0.19; t = 2.94) and Rapport Building (f =
0.12; t = 2.05). Attention and valuing to particularity and Understanding do not directly affect
Customer Loyalty, since their coefficients are not statistically significant. Thus hypotheses H3b, H4
and H5 are confirmed since they were found to be statistically significant and the relevant path
coefficients have the hypothesized signs, explaining 68% of the variance in Customer loyalty, while
hypotheses H3a and H3c are not confirmed. To further support the predictive validity of the proposed
model, the appropriateness of the proposed model is evaluated using the Q> measure. This measure
indicates the percentage of blind-folded data that can be recreated by the specified model. As shown
in Table 4, the blindfolding results of Q? for all endogenous constructs, are all greater than 0.5

(threshold level is zero), indicating that the predictive ability of the model is very good.

MANAGERIAL IMPLICATIONS, LIMITATIONS AND SUGGESTIONS FOR
FURTHER RESEARCH

The findings present many implications for management of relationships in high credence services.
First, the most important antecedent of relationship quality is rapport followed by responsibility and
understanding. These findings agree with Ali & Ndubisi (2011) although in this study the effects of
responsibility and understanding on RQ are almost equal. The importance attributed to rapport also

agrees with the conclusions of Yu (2009) who argues that establishing rapport is the very first step in
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the development of an effective nurse-patient relationship. It seems that as with personal friendly or
romantic relationships, having a close connection with the physician where interaction is enjoyable is
the most important thing for building a quality relationship. Furthermore, the direct influence of
rapport and responsibility on customer loyalty shows that customer loyalty can increase even without
a long-term relationship between doctors and patients. If doctors connect effectively with customers
and show that they care and help customers realise their goals, then loyalty increases. Of course the
indirect influence of respect and rapport on customer loyalty through relationship quality is more
powerful since the development of a relationship increases the effect of both respect and rapport.

This study expands knowledge on the antecedents of RQ in services and its effect on CL. However, it
refers only to one type of service in one country. Future research can validate these results in multiple
service contexts and in multi-country studies in order to examine the role of culture in customer

perceptions.
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ABSTRACT

Teamwork is a skill which many leaders seek to instil in their collaborators. However, it has
proven to be elusive in many instances, which thus calls for new approaches. What factors can
contribute to superior teamwork, especially amongst superstars? The article discusses what
makes a good team player, which is dependent, in part, on good leadership. Drawing on some
examples of team play, most notably from sport and the Euro Mediterranean region,
individual talent is seen to be something different to what it takes to inspire teammates to
victory. The challenge of getting talented individuals to work together is a task becoming
more frequent, in organizations as well as in sport. Affable personalities and socially gifted
people, in management as well as amongst players / employees, will increase in demand as
leaders realize that superstars and other extremely talented individuals may distance
themselves from teammates in competitive environments, making teamwork all the more
difficult if we still measure [team] success in traditional ways. Attributing a prize to the best
team player, the player who is voted to have contributed most to team goodwill, may entice
talented individuals to contribute to the team more. The focus needs to be on the team rather
than on the individual and if a team wins then, most certainly, all will have played an

important part.

Keywords: Cambridge University Boat Club, F.C. Porto, Seve Ballesteros, soccer, superstars,

teamwork, Tiger Woods

The Future of Entrepreneurship ISBN: 978-9963-711-27-7



7th Annual EuroMed Conference of the EuroMed Academy of Business 133

DISCUSSION

A number of studies have focused upon teamwork, as “some collaborative efforts achieve spectacular
synergies, [while] many actually backfire — wasting time, money, and resources” (Hansen, 2009, cover-
flap). “If people knew how to collaborate well, the world would simply work better” (Hansen, quoted
in Collins, 2008, p.ix). Teamwork has been linked to leadership, as “leaders create and change
cultures... if the group’s survival is threatened because elements of its culture have become
maladapted, it is ultimately the function of leadership to recognize and do something about the
situation” (Schein, 1992, p.5).

What makes superior teams work as they do, with each member contributing to the whole, which
turns out to be more than the sum of the parts? Global consulting companies such as Accenture,
where one of the authors has worked, depend on it. But we don't only see teamwork in corporations.
We actually most notably see teamwork in sport. And corporations worldwide have much to learn
from this area of human endeavour.

According to a study of a victorious team of rowers at the Cambridge University Boat Club, certain
team members make the team perform better. Even if they are not the best of specialists, they may

excel at making the team thrive:

“a socially gifted individual may help provide the glue to keep the crew together... For
example, the 2007 Cambridge crew included one oarsman who was included in the crew not
based on his individual technical skills but because he seemed able to get a higher level of
performance out of the rest of the crew. His affable personality was able to defuse conflict and

help the crew gel socially.” (de Rond and Holland, 2008, p.32).

Cristiano Ronaldo, recent winner of the Ballon d'Or 2013, naming him world soccer player of the year
(he had already won in 2008) has excelled in a number of teams, from Sporting Club of Portugal to
Manchester United (UK) to Real Madrid (Spain) to the national team of Portugal. This may be difficult
to achieve — to be accepted in various environments, by different people, and under different leaders.
In contrast, Argentinian soccer player and rival Lionel Messi (winner of four Ballon d'Or awards) has
always played at the same club — F.C. Barcelona (as well as having played for the Argentina national
side). Would Messi excel at any club he chose to play at? A number of players have excelled at certain
clubs, but some not after changing clubs. This shows the importance of the external environment
(made up by the fans, the players and by the clubs themselves), winning in teams not depending
solely on the player.

Do team members have to be different or should they be as similar as possible?
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Teams require different talents. As egos stretch to and fro, people have to accommodate each other.
But there is also a battle for space, in some teams — even in the best of teams. And some teams may
perform all the better for it.

Porto Football Club (F.C. Porto) is an example of what teamwork and superior leadership can achieve.
F.C. Porto has one of the best track records in recent European club soccer history, despite its
comparatively low annual budget. Research has proven that club football is dominated by rich clubs
and “inequality has arisen everywhere, between rich and poor players, clubs and nations” (Castillo,
2007, p.25). How then to explain the two European Club Champion Cups won by Porto, in 1987 and in
2004? E.C. Porto is one of the strongest brands in soccer (ranked 21st in Europe by BBDO Consulting,
in 2007, in a listing topped by Real Madrid C.F.), due to its sports success and its ability to produce
winners. F.C. Porto is known for its extremely strong and distinctive culture, based on discipline but
also on passion, having produced star players as well as star coaches, who have moved on to bigger
clubs after being successful at F.C. Porto.

People change constantly, as they learn to deal with different situations and evolve. Teams are similar
— the same people in a team actually also evolve over time, after each collective experience, making the
team better, or certainly different to what it was.

Not all change is successful. Thus the abundant literature on leadership and change (Schein, 1992;
Kotter, 1996; Kotter and Cohen, 2002). Certain environments seem to favour certain leaders — for
example, situations with less time for decisions may require leaders who are naturally more
autocratic; while situations with more time for decisions and a need for innovative input from
collaborators may require naturally more participative leaders. According to Dionne et al. (2010,
p.1035) “team performance improvement is achieved by participative leadership only when members
have both heterogeneous domains of expertise and strong mutual interest.” Zwetsloot et al. (2014, p.1)
state further that “participative leadership has a positive effect on job satisfaction.” Certain cultures,
however, expect autocratic and somewhat distant leaders. Whether more autocratic or participative, a
real challenge for leadership is to get extremely talented individual performers to work together with
teammates for the common good. Cristiano Ronaldo will need his teammates to pass the ball to him...
What factors can contribute to superior teamwork, especially amongst superstars? This area has not,
to our knowledge, been the subject of much research, as table 1 shows — “superstars” and “teamwork”
are not words to be found together in the abstract, title or keywords in Science Direct database journal

articles.
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Table 1. Search form N1 (format based on Saur-Amaral, 2010).

Content Explanation

Objective of the search Reveal whether research into the area of
superstars and teamwork has been undertaken by
a significant number of researchers and reveal,

also, how recent the interest is in this topic

Data base Science Direct, as this is a major academic data
base

Date of search 13-05-2014

Inclusion criteria Articles published in journals; all years; containing

“teamwork” and “superstars” in the abstract, title,

or keywords

Total number of articles found 0

First article dating from Not applicable (no articles found)

Certain sports are more popular in a singles format. Take tennis, for example, and golf, too. In an
article about the domination of Tiger Woods on the toughest and richest professional golf circuit in the
world - the US PGA Tour — Brown (2011) showed that adversaries have played worse when he was
present — returning higher scores especially when he was in contention for the lead:
“On average, golfers’ first-round scores are approximately 0.2 strokes worse when Tiger
Woods participates relative to when Woods is absent. The overall tournament effect is 0.8
strokes. The adverse superstar effect varies with the quality of Woods’s play.” (Brown, 2011,
p-982).
So,
“when Woods played in a tournament during his heyday, the other golfers’ scores were
substantially worse compared to tournaments where Woods did not play. Instead of raising
their game to play the superstar, golfers facing Woods tended to wilt” (The University of
Chicago Press, 2011).
Brown looked at PGA scores during the period from 1999 to 2010, which is when Tiger Woods was
playing at his best. But this intimidation factor has not occurred in team golf to the same degree. In the
very mediatic Ryder Cup golf team event (12 player teams, USA vs. Europe, played every two years)
players such as the late Spaniard Severiano (Seve) Ballesteros seemingly had a bigger impact than
global superstar Tiger Woods, having inspired lower-ranked fellow-team players to excel and become
world class players. For example, “to foster a sense of passion in his 2010 European Ryder Cup team,
golfer Colin Montgomerie relied on his close friend Seve Ballesteros... After their victory,

Montgomery fittingly credited their half-point winning margin to Ballesteros’s inspiration” (de Rond,
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2012, pp.36-37). Tiger Woods has played the Ryder Cup event 7 times since 1997 but has only been on
the winning team once (1999). In the period 1997-2012 Team Europe beat Tiger Woods and the USA
Team 6 times (Team USA also won in 2008 but Tiger did not play) (Ryder Cup Profile Tiger Woods).
This despite the USA Ryder Cup team generally sporting the most best-ranked players in the world
rankings. Seve Ballesteros has been an inspiration to team Europe even after passing away: “Dressed
in the colours of the late Seve Ballesteros, Europe on Sunday [2012 Ryder Cup] pulled off one of his
trademark great escapes in what will go down as the "Miracle of Medinah" as they equalled the
biggest singles comeback in Ryder Cup history to win 14 ?-13 ?” (Ryder Cup, 2012). Tiger Woods does
appear in the top Ryder Cup stats for Team USA for having been the youngest player on Team USA in
1997 and 1999 (at 21 years of age and 23 years of age, respectively) (Ryder Cup, 2004). This is
remarkable in itself. Seve, for his part, holds one of the best point percentages for team Europe (61%)
as well as points won (22.5 points) (Ryder Cup, 2004). Seve was a great team player and in doubles
“he formed the greatest Ryder Cup partnership of all time with [fellow Spaniard] José Maria Olazabal,
winning 11, halving two and losing only two of their matches together.” (Ryder Cup News
Ballesteros, 2012). So, possibly, some people are strengthened by teams, both giving and drawing
strength from them, while others may be weakened by them, teams making them less formidable and
more beatable. Significantly though, the Ryder Cup in golf requires players to play as a team for a
brief period when normally, week-in, week-out, players actually compete against each other for
considerable amounts of money and fame. It may be difficult, in particular for superstars, to play as a
team as there is some degree of jealousy on professional sports circuits, given the fame and fortune
that some players have achieved (Mansfield and Oliveira, 1994). A number of superstars also tend to
be loners and may retreat to a distance (Mansfield and Oliveira, 1994), on and off the competitive
stage, to minimize certain bad feelings but also to optimize their concentration levels. However, this
perhaps will not benefit a team when superstars are required to be a part of one. What is the solution?
Investing money, time and effort in team play, while employing very socially apt individuals, in
management as well as amongst the players, may be good advice to Ryder Cup captains for Team
USA, albeit not easy to put in practice.

Is it possible to be strong both alone and in teams? That ability does exist (Severiano Ballesteros also
won 5 major singles tournaments, versus Tiger Woods’ tally of 14 wins in the majors), but it may be in
short supply. However, we are evermore required to work together, to produce in teams, indeed
before and after work — at the corporation and at home, with our families. And this does not make life
simpler, but certainly rather more complex, especially if you are not a naturally-gifted team player.
But much as our culture in many respects may be more nurture than genes, depending on what

individuals have done during their childhood and formative years, so can the ability to work in teams
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be developed further until one excels — and the prize is well worth the effort — as many an example has
shown, over the years, in many different industries. In music, for example, the success of the Beatles,
“one of the most famous rock bands ever” (Gladwell, 2008, p.55), and of other music bands, such as
the Bee Gees, Dire Straits, U2, and more recently Coldplay, has blessed us with their collective talent
to perform and produce tunes which stay in our minds and in our hearts. Certain musicians have been
more successful in bands than individually, showing the importance of team input and collaboration.

Currently, to be able to work well in teams is a skill considered to be a necessity in organizations.
Working together may be all the more difficult when big egos are involved. The way [team] success is
measured may have to change. While at times individuals do work alone in organizational settings,
this is increasingly the exception rather than the norm. Increasingly team work and team players are
needed, and so gifted team facilitators need to be developed and sought out, and explicitly rewarded
for their efforts, if improved teamwork levels are to be attained. Attributing a prize to the best team
player, the player who is voted to have contributed most to team goodwill, may entice talented

individuals to contribute to the team more.
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MAKING SENSE OF INNOVATION
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ABSTRACT

The aim of the study was to make sense of what is meant when the word Innovation is used, as
reflected upon by a number of academics working in the field. The hypothesis was that there
are general broadly shared components that make up this concept while there are others that
are less widespread and can be regarded as collateral, but which are fundamental for the final
results of the innovative processes.

The work was undertaken on the occasion of an Italian Conference on innovation. Fifty-two
papers were presented and a random sample was taken of 50% of the authors. These were
asked to indicate the first 5 words that best described the concept of innovation from their own
point of view. The replies collected were 23, or 88% of the total sample.

The words were drawn up together into a list of 69 different words. The frequency of the
words was then counted and an innovation cloud was constructed that showed their
distribution in the minds of these researchers. The word list was subsequently analysed, with
comments made on certain aspects. The terms collected from the sample were then arranged
in conceptual categories so as to render them utilisable also from a managerial perspective.
The associations revealed have a specific value. They not only offer a better understanding of
innovation phenomenon but also potentially in operative terms. This because there is possible
utility for management wishing to act on the so-called “first words” on the basis of company
innovation processes rather than simply trusting to the better-known conceptual guides

generally available in the field of innovation.

Keywords: mental map, innovation, creativity, change, perceptions, management

AIMS AND SCOPE

On the occasion of a Conference on the relationship between innovation and the competitiveness of the
firm, the perceptions of a sample of innovation experts were gathered to see whether any further lines
of enquiry opened up beyond those ideas that usually come up in the academic literature.

Taking up the first five words to which each of the interviewees gave particular value in relation to
innovation processes, we sought to give some meaning and to deepen the understanding of the concept

and the process of innovation itself.
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We thus examined the trends in the literature and went on to analyse the results obtained that could
provide new perspectives for further development of the studies as well as food for managerial thought

on ways of exploring “the new of innovation”.

UNDERSTANDING INNOVATION: THE PERSPECTIVE FROM THE
LITERATURE

Lexical distinctions, conceptual connections and illustrations and classifications

Even though the studies on the subject of innovation amount to an “emerging scientific field”
(Fagerberg and Verspagen, 2009) that has developed only in recent times, the concept of innovation in
enterprise has long attracted the interest of academics from different disciplines.

The understanding of what is meant by innovation is rooted in a terminological debate replete with
lexical distinctions, conceptual connections and illustrations and classifications, beginning with the
well-known works of Schumpeter (1934 and 1942) who was the first to concern himself with a
differentiation between the terms innovation and those such as invention and discovery (see also
Schmookler, 1966; Freeman, 1991). On this basis and by virtue of the ability innovation has to
completely overturn the competitive structure of a whole industry he had attributed it with the
characteristic of “creative destruction”, leading to a lively debate on the relationship between
innovation and the entrepreneurial spirit (Drucker, 1985 and 2002).

At the level of conceptual connections, other themes put alongside entrepreneurial endeavour in
relation to innovation have included its diffusion to potential users (Rogers, 1962 e 2003; Christensen,
1997) and more recently that of creativity (Baccarani, 2004; Pilotti, 2010) and of knowledge/learning
(Winter, 1987; Nonaka, 1994), its fundamental resources.

In this last regard particular emphasis has been placed on the osmosis of knowledge from and towards
external contexts, giving way to so-called open innovation (Chesbrough, 2003) or “collective innovation”
(Malerba, 2000), where innovation is conceived of as a spatial and social system (Lundvall, 1992; Van de
Ven et al., 1999; Cooke et al., 2004) where innovation is a “collective achievement” (Van de Ven et al,,
1999, p. 149) resulting from continuing interaction between different agents and organizations.

As well as as a system, innovation has also been represented as a process through which it is generated,
diffused and implemented (Freeman, 1991; Edwards et al., 2005), a continuous or iterative process
between invention and innovation where a single innovation is often the result of many interrelated
innovations with different degree of innovativeness (Utterback and Abernathy, 1975; Kline and

Rosenberg, 1986).
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The concept of innovation has also been long examined according to the size of the company and in its
relationship to R&D, giving rise to a breakdown in the forms of innovation (“science based innovation”
and “innovation without research”) (see for this point Giaretta, 2013).

From the point of view of a definition, the scientific debate seems to have mainly favoured taxonomic
approaches, classifying innovation by contrasting categories according, for example to its contents and
to its intensity (the degree of novelty introduced by the innovation).

Regarding the contents, Schumpeter distinguished between five different types: new products, new
methods of production, new sources of supply, exploitation of new markets and new ways to organize business. In
the literature, however, most of the focus has been on the distinction between administrative and
technological and still more between product and process (Schmookler, 1966; Damanpour, 1991; Edquist et
al., 2001). A somewhat similar distinction has been suggested by Henderson and Clark (1990) who
distinguished between the components of a product (modular innovation) and the way these
components are combined (architectural innovation).

As regards the intensity of the innovation, a distinction is made between radical and incremental (Ettlie et
al., 1984; Dewar and Dutton, 1986; Koberg et al., 2003), between continuous and discontinuous (Bower and
Christensen, 1985, Anderson and Tushman, 1990; Lyn et al., 1996), between revolutionary and
evolutionary (Utterback, 1996), between minor and major (Downs and Mohr, 1976) and so on.

Other classifications have been made according to the effect exerted by the innovation on the
competences of the company, giving rise to a distinction between competence enhancing and competence
destroying (Anderson and Tushman, 1990), as well as according to the sources from which the
innovation springs (science push/demand pull) (Schmookler, 1966; Nelson and Winter, 1977) or also
according to the final customer’s perception of the value added by the innovation (sustaining/disruptive)
(Christensen, 1997).

These and other classifications abound in the literature and are often, at least partially, overlapping.
The differences they are based on are not in reality clear, a factor that has led to a certain amount of
terminological confusion that has also affected the empirical investigations that have been carried out

with these are their starting point (Garcia and Calantone, 2002).
The socio-cultural dimension of Innovation concept

To better understand the meaning of innovation some scholars have recently therefore proposed going
beyond the traditional classifications with the emphasis on the various different individuals or social
groups involved in the innovative process. (Danneels and Kleinschmidt, 2001; Kahn et al., 2003)

Emphasising the social and cultural aspect of innovation, an approach was taken by Weick (1995) that
involved his treatment of “sense making” for interpreting data: “what the situation means is defined by

who I become while dealing with it or what and who I represent” (Weick, 1995).
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For some time the social dimension of innovation has been specifically brought to the attention of the
literature, in the sense that “it is the perception of a social unit that decides its newness” (Zaltman et al.
1973). In this vein can for example be seen the notion that the radicalness is a perception of
organizational members according to the amount of experience they have with the innovation they are
developing (Green et al., 1995).

Among articles along these lines can be included that of Woolgar (1998) according to whom “some
problems in our understanding of innovation can be addressed by thinking of innovation as a social
process” (p. 441) and “whether or not (an) idea counts as new, necessarily depends on the social
network involved” (p. 442). This essentially sees technology as “congealed social relations” (p. 444)
identified in “sets of identities, expectations, beliefs, value and language”, innovation is thus about
changes in a network of social relations.

Among the admittedly small number of studies rooted in the social construction of innovation
perspective the empirical investigations of Massa and Testa (2008) should be recalled. These aimed at
investigating the different perspectives on innovation (starting from its definition) held by three main
innovation stakeholders, identified as entrepreneurs, academics and policy makers. A quote from the
investigation ,“delving into details of the different perspectives on innovation is not a mere academic
game” (Massa and Testa, 2008, p. 394), speaks for itself while the fact it is the perspectives that deeply
influences behaviour, in terms for example of innovation policy making and innovation practices inside
companies and universities.

Another research adopting a social constructionist approach is that of Harrisson and Laberge (2002)
who explored the process of diffusion of a socio-technical innovation among a firm’s workers. The
article revealed “how innovation is constituted and the form it takes by following the chain of
arguments and responses of the actors involved”. It was hypothesized that “innovation does not
impose itself but is constructed through the interactions between members of an organization and the
intermediaries that they introduce in order to legitimize the decision made” (p. 498). In this sense it can
be included also Papadopulos (2012), whose study focuses on the dynamics of actor associations as
they are manifested in the efficiency innovations in specimen turnaround times in a pathology unit of
an English NHS hospital.

Other studies seem to confirm that the interpretations of the meanings of the term “innovation” are
influenced by one’s perspective. Linton (2009), for example, examined the language of innovation in the
academic literature and offered a framework to capture the complexity of the meaning of innovation
that recognizes the important role of differences in perspective, often a source of confusion. Perren and

Sapsed (2013), in turn, analysed the use of the term “innovation” in policy discourse over an extended
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period of modern British history in order to understand its changing meanings, where we can find
evidence of a broadening of its definition.

That innovation may be variously perceived is also indicated by those contributions to the literature
that have gathered the most diverse definitions of innovation in order to pinpoint the factors that have
been focussed upon most. Those indicated include, in order of frequency, the following words
(Denicolai, 2010): novelty, process, success, different typologies, entrepreneurial spirit, implementation,
market, change, combination, knowledge, discipline, discontinuity, ideas, means, improvement,
organisation and pre-existing routines.

To sum up, the multidisciplinary literature on the subject of innovation has addressed many aspects of
innovation (Fagerberg, 2004; Garcia and Calantone, 2002; Fagerberg and Verspagen, 2009; Martin,
2012). At the semantic level however, the contributions seem to have tended towards the terminological
distinctions, conceptual connections, the classifications and way the concept of innovation is actually
represented (for example, as a process or as a system). We have found that rather less attention has
been paid to the very meaning of it, starting from an analysis of its etimological significance (Varanini,
2006) and then on to a consideration of the evocative power of the term that reveals the archipelago of
concepts around that form the roots of this formidable logical and practical construct.

Methodology

We set out with this study to better understand which concepts are linked to the term “Innovation” in
the minds of a sample of experts. The sample was chosen at random from Italian academics and
managers presenting a paper at the annual Conference of the journal “Sinergie” on the theme:
“Innovation for the competitiveness of the enterprise” held in Ancona (Italy) in October of 2013.

The papers submitted to the Conference numbered 52. This study took 50% of these on a random basis,
asking the authors to indicate the 5 words that in their way of thinking best typified the concept of
innovation. Words used in this way were taken as being central to the way that they felt about the
process of innovation. To avoid rationalisation of their thoughts the interviewees were asked to indicate
the words independently of the theme of their particular papers but rather on an instinctive basis, to
thus reveal their immediate perceptions and not acquired knowledge and ideas.

There were two underlying hypotheses:

a) the enunciations could concentrate responses around certain generally shared associations,
leaving only limited space for other less frequently expressed associations that could however
amount to the “prime words” in relation to innovation;

b) the literature on the subject has focussed on certain threads over time that have only in part

succeeded in grasping the variegated nature of the concept of innovation.
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The response rate was decidedly high because 23 authors from 17 Italian universities working in the
field of management studies formulated their replies in the time requested, being a percentage of
around 88% of the number randomly selected.

From a List of Words to a Conceptual Construct of Innovation

The words gathered in the preliminary process gave rise to a list as the first form of organisation of the
data (Eco, 2009). There were 69 words, 19 of which expressed at least twice and 50 just once, for a total

occurrence number of 112 (Table 1).

1) Creativity (11) 15) Intelligence (2) 29) Consciousness
2) Change (9) 16) Invention (2) 30) Context

3) Future (4) 17) Knowledge (2) 31) Courage

4) Ideas (4) 18) Openness (2) 32) Create

5) Development (3) 19) Passion (2) 33) Customer satisfaction
6) Evolution (3) 20) Air 34) Divergence

7) Progress (3) 21) Anticipation 35) Dream

8) Research (3) 22) Attractiveness 36) Experimentation
9) Competition (2) 23) Audacity 37) Exploration

10) Competitiveness (2) 24) Balance 38) Fear

11) Culture (2) 25) Breaking-away 39) Feeling

12) Curiosity (2) 26) Challenge 40) Heart

13) Freedom (2) 27) Commitment 41) Identity

14) Growth (2) 28) Communication 42) Imagination

43) Improvement 68) Wonder

44) Inevitability 69) Word

45) Integration
46) Labyrinth
47) Listening
48) Method

49) Milestone
50) Necessity
51) Nostalgia
51) Opportunity
53) Optimisation
54) Perspective
55) Rigor

56) Risk

57) Science

58) Sharing

59) Skill

60) Success

61) Surprise
62) Talent

63) Technology
64) Trial

65) Utility

66) Value

67) Vision
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Table 1 Words related to innovation by frequency (1)

(1) Our processing of the direct investigation. The words are shown in alphabetic order an in
decreasing order of frequency with which they were cited. Where there are no brackets the
word was cited only once. The sum of the values in brackets and single cases gives a total of
112 quotes. The worlds shown are 112 and not 115 as expressed by the sample because in 3
cases the concepts were so broad as not suitable for summary with one word or

unequivocally.

The first two words mentioned, “Creativity” and “Change”, provide together around 18% of all
occurrences. Summing “Future” and “Ideas” with the already cited, the first 4 words express 25% of the
total of the returned words. Grouping the first 8 the percentage rises to around 36%. The sum of the
words cited at least twice gives a percentage of around 55%, while the terms mentioned once alone
express 45% of the cases that emerged.

Given that the interviewees had access to a very wide vocabulary since the choice was left entirely to
them, the concentration as high as 18% around just two concepts, that is “Creativity” and “Change”
cannot be a matter of chance and in a way confirms the hypothesis of a broad sharing of certain
concepts.

It is also however the case that the words expressed just once, 45% of the cases, go well beyond what
was hypothesised when the study was started, where the space expected for these was more restricted
than proved in the actual findings. In this sense, since the perceptions gathered were from experts in
the field, it can be inferred that a fertile area for study and analysis opens up that have not usually been
considered in the area of innovation processes.

No longer looking at the cited words, whatever the number of references, but rather at those which are
“missing”, that is those which logic might have led to an expectation of their use insofar as central to
the literature on the subject, it is interesting to note that none of the twenty-three interviewed
mentioned “Enterprise”, “Entrepreneur” or “Entrepreneurial spirit”. One explanation could be that all
of them had taken for granted the link between Innovation and these terms, but it is very curious that
of the 115 possibilities made available (23x5) no one called on the agent par excellence of the processes
of innovation.

Another curiosity is the fact that the term “Technology” occurs only once. This could be indicative of the
fact that the scope of innovation, contrary to what could be imagined, goes well beyond its merely

technological aspect.
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Essentially it can be said that, leaving aside a certain convergence for the two absolutely central terms
in relation to innovative processes, i.e. “Creativity” and “Change”, there is in the totality of words
mentioned a large and interesting space open to analysis that has to date been little explored.

The results of the occurrences recorded are well highlighted in the innovation cloud reported in Table
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Table 2 The Innovation cloud

Going beyond illustrating the total results of the survey, an examination of the files returned by each
participant (left out here for reasons of space) shows us which of the words have been placed first in the
individual list, i.e. which words came most immediately top of mind of the interviewees by virtue of
the force exerted by them in relation to the subject in hand. It is interesting in this regard to notice that
only two of the first four, that is “Creativity” and “Ideas”, present at position one in the individual lists,
the former in 4 cases and the latter twice. If we consider the closeness that exists between these two
concepts, what emerges is reinforcement of the centrality of “Creativity” in the perception of the key
aspects of innovation. Such a result was quite expected in view of the broadness with which the subject
of the relations between creativity and innovation has been treated in the literature. This strong source
of attraction, however, makes it significant that “Creativity” is only cited in first place by 4 researchers
out of the 11 that had noted it down, with as many as 12 of the interviewees failing to include it in their
lists. It would seem that the significant scientific coverage of the subject does not preclude a substantial
group of academics from holding that the discussions on creativity do not represent the key aspect of

innovation.
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It should not be underestimated in this regard that in at least one case the first place is occupied by the
term “Change” which strengthens the second position of this concept in the field of innovative
processes and this despite the attention found in the literature to the study of connections between
“Innovation” and “Change”.

If we move on from the first word cited by the interviewed academics to that in last place of the five
words provided by each of the participants in the study, it can be seen that unlike what happened with
the first word there are no cases of multiple references. This could be regarded as somewhat
predictable given that the further we stray from the words deemed most “important” the more likely it
is that the paths of the list diverge. From the third word onwards the process of elicitation becomes all
the more difficult.

Considering the individual groups of words cited by each of the authors, it can be observed how in two
cases completely different combinations are revealed from the others, with no word in common for the
remaining 21 researchers.

This comment is introduced in order to emphasise how in a large part of the cases (21) there is some
shared point, while only in two cases there remains complete detachment between the perceptions.
With the words at our disposal it was then possible to proceed with a final processing of the results, not
this time of a quantitative nature, that is to say regarding the words as more or less cited or not cited at
all, but qualitative processing. The numerous words referred by the sample of experts were thus
framed within a scheme consisting of five conceptual categories.

The scheme in question aims to arrange the innovation phenomenon according to its essential
components. The framework does not derive from the list of words but is laid over them. The
conceptual categories that make up the scheme are the following “What is consists of”, “Intrinsic
requisites”, “Conditions for innovation”, “Effects” and “Context”.

“What it consists of” gathers together those words that in some way go towards a definition of
Innovation; “Intrinsic requisites” comprises those elements deemed indispensable for Innovation to be
able to take place; “Conditions for innovation” regards those factors within the enterprise itself that
make Innovation possible; the category “Effects” takes aboard those words that relate to the
consequences of innovative phenomena and finally, “Context”, contains the heterogeneous elements
that make up the backdrop to the innovative processes.

Assigning each word to a category in the scheme is of its nature a subjective process even if the a priori
and external definition of the categories leads only to an evaluation of the congruity between the
individual word and the categories and does not seek semantic affinity between each word and all the

others in the category. The result of this process can be seen in Table 3.
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Category 1 Category 2 Category 3
Category 4 Category 5
WHAT IT | INTRINSIC CONDITIONS  FOR
EFFECTS CONTEXT
CONSISTS OF REQUISITES INNOVATION
Change (9) Intelligence Create Competitiveness Competition (2)
Smartness Creativity (11) )
Anticipation Openness (2) Opportunity
Customer Curiosity (2) Evolution (3) Necessity
Future (4) satisfaction Breaking-away Inevitability
Usefulness Divergence Progress (3)
Exploration Value Imagination Development (3) Labyrinth
Trial Freedom (2) Challenge
Experimentation Air Growth (2) Risk
Wonder Fear
Ideas (4) Attractiveness Audacity
Invention (2) Surprise Courage
Dream Milestone
Optimisation Perspective Success
Improvement Vision
Ability Listening
Talent Context
Knowledge (2)
Science Awareness
Research (3) Equilibrium
Method Identity
Rigor Culture (2)
Technology
Heart
Feeling
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The above 5 categories display a non-linear word distribution (frequencies), which can be tested

through a statistic test (omnibus test) (Table 4).

Observed
value of the Critical
Frequency Frequency  statistic test value Degree of
expected observed Chi-square chi_0,05 freedom Gap
Category 1 22,4 25 0,302 6,239 1 non significant
Category 2 22,4 6 12,007 6,239 1 significant
Category 3 22,4 48 29,257 6,239 1 significant
Category 4 22,4 13 3,945 6,239 1 non significant
Category 5 22,4 20 0,257 6,239 1 non significant
Total (omnibus) 112 112 45,768 9,488 4 significant

Table 4 Ommnibus and post-hoc test
Since the observed value of the statistic test Chi-square (45,768) is greater than the critical one (9,488),
we can maintain a statistically-significant non-linearity of frequencies. Through a “post-hoc test”, then,
we can go into further detail considering the categories where a gap from uniformity is significant and
hence non random.
From this standpoint, relevant gaps can be detected for Category 2 (12,007>6,239) and 3 (29,257>6,239).
This means that word distribution in such Categories is not coincidental; in particolar, Category 2
displays a number of words smalller than the expected one, while on the contrary Category 3 shows a
word frequency decidedly higher.
So, while “Intrinsic requisites” (Category 2) are less interesting, the greatest number of words is
gathered together under “Conditions for innovation” (Category 3), which is testament to the strong
attraction exerted by the processes capable of leading to innovation when considering it. What most
intensely stimulates thought are therefore those factors that generate Innovation, within which a
number of different “techniques” are distinguished (Knowledge, Science, Research, Method and Rigor)
and then the “softer-edged” factors of an emotional kind (Wonder, Surprise, Dream, Heart, Feeling,
Passion and Nostalgia).
The phenomenon of innovation thus appears in an unusual light, that of the particularity of the
variegated associations that spontaneously enter the thought of the academics approached.
This is to say that if particular attention is paid to the less cited terms, if free rein is given to thought to
allow it to flow with curiosity along paths led by the imagination, and it is then subject to rigorous
appraisal on the basis of available knowledge and technologies, the conditions are created for the

spread of creativity and the activation of change.
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CONCLUSION

The somewhat strange path taken through the wordlist produced by a group of experts in relation to
the concept of Innovation has led to the possibility of coming to some interesting conclusions both in
terms of academic theory and in terms of the implications for management.

As regards the first of these, the non-confirmation of one of the hypotheses reveals how the concept of
Innovation is much more uneven in nature that it seems to be at first sight. It is fascinating to consider
that only one person referred to the term “Technology”, as is the fact that no one used the word
“Enterprise” as well as the further fact that no less than 50 words were cited only once.

The high level of fragmentation of the perceived concept of innovation — recorded, it must be
remembered, within a group of persons that were in relation to this both competent and quite
homogenous — shows how the roads to a full understanding of the concept are still long and winding.
Certainly the request to associate not one, two or three words with “Innovation” but five, does go some
way to explain this result. The greater the number of words asked for will increase the probability that
persons, as is likely in this case, will diverge from what could be regarded as the most “normal” and
immediate associations.

This point notwithstanding, the study not only underlines the plurality of meanings and perceptions
that exists in relation to the concept of Innovation but also suggests, through the analysis of the words
cited only once, innovative points of view from which to observe the phenomenon of Innovation itself.
Similarly, in relation to the managerial implications, the path followed by the study of the words
deemed by the experts most central to innovative phenomena, and the discovery of the limited
convergence of meanings, indeed the multiplicity of interpretations, offers those who manage the
companies a large number of ideas and stimuli for their approach to the process of innovation.

The variety of the words present in the list, and in particular those “unique words” apparently most
distant from the concepts traditionally associated with Innovation, may in fact suggest innovative
approaches that may indeed be more profitably employed.

There is no doubt that the study has its limitations, due also to the stage it is currently at. All things
considered the sample is restricted in number and not statistically entirely representative even though
the selection was wholly random. This still initial phase of the study has meant we have not yet been
able to draw up a full conceptual map on the basis of the word list; the identified words have been
interpreted without recourse to content analysis software.

In future the research could be extended to more representative samples of experts as well also to
diverse groupings of people, such as to entrepreneurs or to consumers, not to mention to young

management students. The work itself can be broadened in terms both of the conceptual maps as
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management research tool and in terms of the interpretation of the specific maps generated in relation

to the subject of Innovation.
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ABSTRACT

Public-Private Partnership (PPP) is the most recent variation of concession and a significant
tool for provision of public services and assets, through a long-term contract with a private
entity.

PPP is now considered as a key tool within the School of Thought of New Public Management
(NPM). In the case of the UK, Private Finance Initiative (PFI), introduced in 1992, became the
innovative government’s tool, while France has recently introduced a legal framework on
PPP.

This paper aims to present the origins of the UK and French PPP model, in accordance to
NPM and in correlation to the cultural sponsorship contracting. Governments’ decisions, from
both countries, are critically reviewed and compared, referring to their legal framework,
under which public administration is implemented. An approach coming from the Business
Administration Deontology is taken to the PPP methodology, mainly in the ambivalent case of
imprisonment scopes, let alone the fact that the UK has not only institutionalized contracting
out for the management of jails for 22 years but also it has abolished the imprisonment for
debts for 145 years!

Not only in the UK, where “Engineer is an Engineer”, but in general new rules should be
adopted, to promote registered architects to the rank of certified “Architects Sponsors” for
cultural sponsorship of high quality. This pioneer development, summarized in the
emblematic motto “Architect is a Sponsor” could be beneficial for technical scopes, such as PPP

projects.
Keywords: Architects, Business Administration Deontology, Concession, Contracted-out prisons,

Cultural sponsorship, “Engineer is an Engineer”, Private Finance Initiative (PFI), Public - Private

Partnership (PPP), New Public Management (NPM), Thatcherism, School Buildings Architecture
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INTRODUCTION: PPP, A THATCHERISM INNOVATION WITH
DEONTOLOGICAL QUESTIONS

Public-Private Partnership (PPP) is not a term for a single, unique model of partnership between
public and private sector, but instead represents a group of models, which all are characterised by
cooperation and risk sharing between the public and private sector, while this cooperation is based on
more flexible methods of financing and operating facilities and/or services. The term can include
simple outsourcing partnerships — where services are provided on short or medium-term contracts —
or longer-term concessions and private finance partnerships such as the UK model of Private Finance
Initiative (PFI) (HM Treasury, 2012).

In its current and known content, PPP comes from the homeland of Industrial Revolution, namely the
UK. The Government of Prime Minister John Major introduced Private Finance Initiative (PFI) in
November 1992 as a way to cope with the difficult economic situation its country had been found in.
Realizing that the State had lost the ability to solve economic problems by its own, Major decided “to
put into the game” private partners, ruled by commercial concepts and not necessarily by the public
values that the state is supposed to ensure. The idea was not new; his predecessor, the “Iron Lady”,
Margaret Hilda Thatcher, a few years ago, had started to shrink the State. In that way, the country was
expected to extricate itself from the political and economic quagmire. The term “Thatcherism”
describes the leadership style of Thatcher herself and also the influence of her policies under
subsequent Conservative governments.

It is to point out that PPP constitutes a product of the School of Thought of New Public Management

(NPM), rather than an institutional framework of a State, like UK and France.

NPM AND GOVERNMENTAL POLICY IN THE UK

During 1970s and early 1980s, the concept of New Public Management (NPM) appeared, as a result of
public choice theory and managerialism (Aucoin, 1990). NPM is a group of special management
approaches and techniques, which are used in public sector management, but their origins can be
located in the private sector (Mongkol, 2011). The first phase of public management transformation
began during '80s and stated the state’s interference in the economy by promoting the concept of free
market, deregulating labour markets and fracturing trade unions. The second phase began in early
'90s with increased emphasis on competition, commercialization and quasi-markets in public services.
The third phase of neoliberal transformation began in early 2000s with an emphasis on creating
markets in public services.

NPM was first used in the UK, under Thatcher, and in the U.S. municipal governments (e.g.,

Sunnyvale, California) that had suffered most heavily from economic recession and tax revolts. Their
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successes put NPM administrative reforms on the agendas of most OECD countries and other nations
as well (OECD, 1995). So, Thatcher became the “mother” of NPM, following the Chicago School, one
of the most important ideological supporters of neo-conservative economics and capitalism. NPM
basic thoughts are that: (a) markets manage resources more efficiently than governments, (b)
monopolies are born by government’s attempt to control economy, (c) governments should avoid to
manage aggregate demand and, (d) they should focus on maintaining a steady and low rate of growth
of money supply.

It is to underline that Thatcher is not merely the “mother” of NPM, exemplified by the PPP contract
model, but also the pioneer of the PPP itself, at least in the form of the so-called “institutional PPP”.
This term, which is typical for the British case but not in official use in other legal orders, refers to the
companies of mixed economy, in contrast to “contractual PPP”, where the private entity is responsible
for the construction, operation and maintenance of the public asset, charging users for the service, and
the partnership between the public and private sector is based only on contractual links. According to
the European Union, it is about public enterprises that have been partially privatized while this
phenomenon consists also of enterprises belonging from scratch to both public and private carriers.

It is not clear whether the new neo-liberal approach was the result of Thatcherism or of globalization.
Labour modernizers claim that these partnerships are not privatization because the public services
themselves remain available on the same universal and free terms (Driver & Martell, 2002, cited by
Oakley, 2011/2012). In order to make the difference from the policy of the Conservative government,
new Labour attempted to present it as a 'third way' (Giddens, 2013), part of the third phase of public
management transformation. From this third way perspective, the PPP “offered an alternative to the
(new right) private provision of public services and the (old left) public sector monopoly” (Driver &
Martell, 2002 cited by Oakley, 2011/2012). However, it could be claimed that the PPPs were models

created by previous Conservative administrations, from which the third way was to be distinguished.

THE ORIGINS OF PFI IN THE UK

Partnerships between public and private sector are not new in the UK. More than half a century ago,
during 1950s and 60s, UK'’s local authorities were of the first to agree with construction companies in
building of high rise flats and removing of the slums, while the Conservative government was
promising special housing subsidies for high rise prefabricated housing. After the oil crisis in 1973 and
the intervention of International Monetary Fund in the Great Britain three years later, investments in
infrastructure suffered an extensive decline. Consequently, further cuts in public sector capital

expenditure programmes were imposed by both Conservative and Labour governments.
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After entering the office in 1979, the Thatcher government, based on the economic deterioration,
which had been created during the governance of the Labour party, rejected the Labour’s Keynesian
approach and started to follow a more monetarist approach (Hudson & Lowe, 2009). During the 1980s
and 1990s, Thatcher’s Conservative government tried thoroughly to reduce public expenditures using
institutional PPPs, privatization of public assets and contracting-out of public functions. As a result, a
variety of service providers, including autonomous public bodies, independent regulators, executive
agencies, charities and private firms, started to take part in the design and delivery of public services,
pushing aside the constitutional model of ministerial departments (Flinders, 2005). The state was no
longer responsible for the delivery of every service to its citizens.

By 1990, the majority of the basic transport and utility infrastructure in the UK was either privatized
or planned for privatization. Since this model seemed to be successful, government decided to use it in
other sectors, such as health, education, prisons and local governance. The distinction between public
and private sector became increasingly opaque (Flinders, 2005).

The introduction of PFI in 1992 was made so the government can increase efficiency of financing in
public infrastructures without affecting short-time public expenditures. Government’s intention was
to create off-balance sheet financing for public infrastructures and services, despite the fact that, in
many cases, the payments to the contractor (private entity) are not considered off-balance sheet, since
they last over the lifetime of the contract. Private financing for major public infrastructure projects had

provided governments with a new tool, used to promote infrastructure deals (Hodge & Greve, 2007).

THE QUESTION OF BUSINESS DEONTOLOGY MAINLY FOR CONTRACTED-
OUT PRISONS

When new Labour took governance in 1997, they continued a “Thatcherite” approach to public
management and they agreed to continue the PFI programme that had been introduced by the
Conservative party, despite the fact that they had initially criticized it for being another way of
privatization. Labour’s new macroeconomics point of view seems to follow the assumptions that
“there is simply no alternative” to the new neo-liberal concept (Taylor, Gerald (ed.), 1999). However,
this development raises severe criticism in deontological terms, as politicians adopt the opposite
points of view and private companies are supposed to enact the traditional role of state power in an
extremely sensitive domain, like the penitential one. How commercial private organizations can cope
with imprisonment policy of the state in compliance with public interest, including the human rights
of detainees?

Before the 1997 general election, Labour party stated that all contracted-out prisons would be returned

to the state. More specifically, Jack Straw, who later became home secretary, stated that, “I should like

The Future of Entrepreneurship ISBN: 978-9963-711-27-7



7th Annual EuroMed Conference of the EuroMed Academy of Business 158

to stress my fundamental objection to prisons run by the private sector”. Despite that declaration, a few
months after becoming home secretary and having monitored the use of prisons under private
management in the USA, he announced that contracts had been signed for two more privately run
prisons, and a contract for an existing privately managed prison had been extended. Then he noted
“in a better world the incarceration of prisoners should be handled by the state”, but he explained himself
outlining the structural and financial limits placed upon him by HM Treasury (Flinders, 2005). The
privatization of prison services was used by governments trying to solve the problems of
overcrowding in the UK's prisons and to spread the costs of interning offenders.

It is to pay special attention to the fact that in 1850, the majority of detainees in the jails of London
were debtors being unable to accomplish their obligations. Imprisonment for debts was abolished in
1869, by recognizing that the security of deals was more important than the reformation of debtors.
Since then, the weak debtor, either a private individual or an entrepreneur, is not submitted to
imprisonment but to protection! In the USA, debtor is protected against his creditors and he is enabled
to make a new start. Why this status has not yet been extended to the external debts of the states,
against their creditors, for instance in the case of the so-called “bankruptcy” of Argentina in 20147
(Vergopoulos, 2014). In any way, this story is indicative of an important liberalization and flexibility of
the UK legal order, to which is relevant the PFI development. Furthermore, the existence of
contracted-out prisons reinforces the doctrine of Architecture, according to which there is no
discipline, within this science, for public buildings architecture. Business community of architects is
supposed to focus on the programmed used, fixed for the buildings, not on their legal status.
Nevertheless, many other countries, particularly in mainland Europe, as it is the case of France and
Greece, are rather apprehensive for ethical reasons, incorporated to their constitutional rules and
principles. The recent datum on the matter comes from the jurisprudence of the Supreme Court of
Israel, which prevented the government from activating a PPP program for jails as the program was
judged as unconstitutional.

So, the question of public jails is clearly ambivalent and, as a result, inappropriate for absolute

approaches, in both deontological and architectural terms...

APPLICATIONS OF UK PFI MODEL IN THE DOMAIN OF EDUCATION AND
DEONTOLOGICAL IMPLICATIONS

It is obvious that PFI, since its introduction, has been used in many sectors, while, it has been
discussed and argued even more. It has been considered in various concepts, namely as an
administrative, managerial, financial or technical tool. These concepts can be recognized in published

statements and reports of the UK government, as well (HM Treasury publications in the last 15 years).
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The government uses three broad categories to place PPPs: ownership, delivery of services or
infrastructure to the public sector and the selling of public sector services to others (such as through
the exploitation of patents) (McQuaid & Scherrer, 2008).

It could be said that, through PPP/PFI, a legal and administrative framework was developed in order
to create opportunities for new investments in delivering of public services. Considering that PFI is
basically the next step of the Conservative’s privatization and economic policies in 1980s, this
framework not only was based on innovative political and governance forms, but it also contributed
to the creation of the appropriate conditions for investments in innovative spheres.

Since its introduction, PFI has been mainly used for the delivery of non-reciprocal public services, in
sectors of health, education, justice and environment, but also for construction of software systems —
the UK’s national insurance system is being redesigned under a PFI contract. As the numbers
demonstrate, by 31 March 2013, 168 projects, out of the total 725, had been signed by the Department
of Education and 66 of them were under the program “Building Schools for the Future (BSF)”. At the
same time, 121 projects were signed by the Department of Health, 44 by the Department of Defense, 23
by the Department of Justice and 30 by the Department of Environment, Food and Rural Affairs. Even
if we look at other sectors, like transport that is mainly considered as reciprocal, we will see that most
of the projects that were signed by the Department of Transport are non-reciprocal and they are
related to street lighting (32 projects) and road maintenance (24 projects).

In cases of health and education domains, the contracts, usually, include the construction of hospital
and school buildings, along with the delivery of ‘building services” such as cleaning, maintenance,
catering etc., while the medical and nursing services remain within the public sector. PFI projects are
generally procured by local authorities, but the Priority Schools Building Programme (PSBP) will be
procured by a central unit in the Department for Education (formerly Department for Education and
Skills), the Education Funding Agency (EFA). According to HM Treasury (HM Treasury, 2012), EFA is
working with the schools in the programme during the pre-procurement phase to develop the
project’s design brief, but will allow schools to concentrate on the business of running themselves.
Under this program, 261 of England's schools being in the worst condition will be rebuilt and
refurbished and new Information Technology will be provided for all 3,500 secondary schools in
England.

Under the previous programme, namely the mentioned “Building Schools for the Future (BSF)”, that
stopped, a special book of 120 pages was published by the DfES that introduced design ideas of eleven
design teams. Mr David Miliband, Minister of State for School Standards, in his foreword for the book,

characterised this collection of ideas as “a compendium of designs”, that their purpose is not be
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templates, but to “act as springboards for developing imaginative and sustainable school buildings, tailored to
local needs and aspirations” (Department for Education and Skills, 2003).

The book presented general, innovative design ideas for each single place and part of the primary and
secondary schools and it acted as a trigger for wonderful designs, but also very expensive. HM
Treasury claimed, in its report for the presentation of PF2, that “the Government is aware that one of the
major drivers of increasing private sector bid costs is the design process. Experience from the BSF programme
particularly demonstrated that bidders were encouraged to carry out excessive design work in competition in
order to win a bid. This contributed to unnecessarily high bid costs due to the volume of wasted design work’
(HM Treasury, 2012). In addition to this, National Audit Office (NAO) characterised the BSF program
as ‘a very optimistic, expensive and wasteful programme that did not prioritise the most dilapidated schools.
Under BSF it took 3 years for building work to begin. Under the PSBP we have cut this to 1 year and
anticipated project costs are up to 40% lower’.

Under the current PSBP program, special documents were published, as well, containing baseline
designs and strategies ideas for schools. However, in this case they focused in quite different sectors.
Expensive architectural designs were put aside and attention was paid on structural design strategy,
natural ventilation, fire safety, environmental services, daylight and acoustic strategy. It can be said
that in cases of funding constraints, the first thing to be abandoned is the less necessary, in terms of
safety and operation (‘safety first’). Requirements concerning building beauty are not taken into
consideration when cuts in budgets are a necessity. It is not by chance that architects are considered
(in the UK, not also in Greece) as artists and not engineers, according to the doctrine “Engineer is an
Engineer”.

Similar documents have been published, by the Greek Organization of School Buildings, for the
construction of schools, also through PPP. These documents are specialized texts, which mainly
contain technical details. They are not considered as springboards like those in the UK, but they
present directives, guidelines and national standards on the construction of buildings, which have to
be followed. This does not mean that Greek governments are less interested in architectural designs
and achievements, but that their first concern is to protect the citizens against natural phenomena, like
earthquakes. Of course, these thoughts and priorities do not implicate exclusion of building designs
that are based on artistic values. It is a matter of deontology to respect for the architecture contribution
to constructions. Besides, history has demonstrated that buildings endowed with a high artistic value

and still standing are the ones for which we speak for. In conclusion, combination is the key.

NPM AND THE FRENCH PPP MODEL
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The state of France has a long history in public contracts, concession arrangements and leases, used for
a variety of public services. The generic term that is used for this kind of contracts is “delegated
management” (gestion déléguée), and it represents the delivery of public service contracts, where the
payment of the reward of the delegate is based on the use of the service and where management of the
service is entrusted to a legal entity that can be a private company, a semi-public company, an
association, a local authority or a public corporation not controlled by the delegating local authority.
The French PPP model can be considered in two main categories (EPEC, 2012), in concession
arrangements (délégations de service public), and in partnership contracts (contrat de partenariat).

In 2003, during Jacques René Chirac’s presidency, the Parliament created a general law (Law 2003-591
of 2 July 2003 - the “Enabling Law”), by which the Government created a general legal framework for
future PPPs. On June 2004, the Government Order No. 2004-559 on partnership contracts was
published (amended and complemented in 2008 and 2009), creating a modern PPP model, based on
the UK PFI model, where the structure of the contract is more flexible in many aspects. The basic
purpose of this new model is to become a solution between the traditional concession regime (by
allowing payments from the State) and the public contract regime (by permitting deferred payment
and global tenders of works and services) (Andriani, et al., 2006). On the other hand, a significant legal
risk was created, due to the fact that the Order requires from the public authority to conduct a formal
evaluation (similar to the “public-sector comparator” under the UK PFI).

The PPP Ordonnance established a right in rem in favor of the private entity. This right creates some
privileges that are typically connected with legal ownership, such as the right to dispose of, and create
security interests over public assets. However, this right is subject to significant limitations (Porcher-
Marquis, et al., 2004/2005).

In 2009, during the financial crisis, the Government of France adopted a large stimulus package ('Plan
de relance’) in order to assist state’s economy and to minimize crisis effects. The Plan was created to
support investments in public infrastructure and comprise a State guarantee for public private
partnerships (the “Project guarantee”). The guarantee is awarded by the French Ministry of Economy,
under certain conditions, following Article 6 of the Law Amending the French Finance Law ('Loi de
finances rectificative”) of 4 February 2009.

Almost each ministry in France that uses the PPP model for delivery of public services, had created a
taskforce of experts, which purpose is to aim the relevant public authority (both in central and local
governance) in every aspect of the PPP contract. More specific, taskforce’s purpose is to provide its
legal and technical advice on the preparation and negotiation of “partnership contracts”, evaluating,

as well, the finances of the transaction.
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The Ministry of economy and finance is supported by a well-known taskforce, named MAPPP'
(Mission d’appui a la réalisation des contrats de partenariat publics privés'). MAPPP started to
operate in 2005 and it has already issued a practical guide ('Les Contrats de Partenariat - principes et
méthodes'), but is has not created a standardised documentation as the UK Treasury has done. In
2011, MAPPP became a 'service with national competence' and was placed at the Treasury department
of the Ministry of Economy, Finance and Industry. It is now responsible for gathering the data of
partnership contracts; as far as for the concession arrangements are concerned, there is no central
entity responsible for their data collection.

Concessions

There are three main variants of concession (EPEC, 2012):

* “Concession”, in the strict sense, in which the private sector entity undertakes the full
responsibility and risk for operating and financing the public service/ infrastructure.

- “Affermage”, where the private company is responsible for the operation and maintenance of the
public service/ infrastructure, earning money from charging the users, but it is not responsible for
significant capital investments. The public sector, which is the owner of the infrastructure, is
responsible for further investments in the system.

* “Gérance”, in which the public sector pays to the private company a standard fee to manage the
system, without undertaking any responsibility or risk for future investments.

While in the UK the term ““concession” has a broader and generic concept, in France it has to follow the
strict frameworks of the administrative law, concerning the concepts of “service public” and “délégation
de service public (DSP)”, as well as the jurisdiction of the French administrative courts, regardless of
any provision to the contrary in the agreement (Porcher-Marquis, et al., 2004/2005). This implies that a
public authority has a unilateral right to terminate an administrative agreement or amend its
provisions, provided it is required. Concession, is based on the concept that the concessionaire is not
to be paid off by the conceding public entity, but the revenues will be mainly obtained by the users of
the conceded service. So, reciprocal projects (e.g. toll roads) can be implemented through concessions.

Until 2004, the only PPP alternative to the concession was the public procurement under the public
procurement code. Public procurement, however, was considered ill-fitted concerning to the private
financing of public services due to the prohibition on deferred payment mechanics, related to the
METP scandal (Winch, 2010), as well as the dysfunctional obligation for separate contractors for
construction works and operation/maintenance services (“Code des Marchés Publics” for deferred
payment and separate tenders, and the law of 12 July 1985 on “maitrise d'ouvrage public” which

provides for distinct roles between the general contractor and sub-contractor). As a result from these
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restrictions, the French State was lagging from using some of the benefits of New Public Management,
like transferring a large portion of risks to the private sector.
Partnerships contracts
Within a partnership contract, a public entity can authorize a private partner to pursue a variety of
schemes, including design (fully or partly), build, maintain, operate and finance public assets and
public services over a long time period, giving a long-term payment to the private partner, as well as
renovation and outsourcing transactions. Using this kind of contracts, the State can be benefitted from
(EPEC, 2012):

* broader use in a variety of scopes; contrat de partenariat can be used to any project

- an integrated approach to the project; (i) construction or refurbishment of assets, (ii) maintenance,

exploitation or operation of assets and (iii) financing total or part of the asset

- flexible financing management of the project

- along-term agreement on payment

- transfer of the risk to the private partner, including construction and service performance

* better use of time frames in cases of urgent projects

- value for money (“efficience économique” criteria).

APPLICATIONS OF FRENCH PPP MODEL IN THE DOMAINS OF JUSTICE
AND NATIONAL DEFENCE

Any public entity (e.g. the State, local authorities, the public establishments or public bodies of private
law) may make use of the type of partnership contract. France PPP model has been applied to many
public service domains, like the healthcare system, transports, telecommunications, and sports
stadiums. Besides these industrial and commercial services, which have traditionally been delivered
using private involvement, social services and activities, as well as culture-based functions (typically
belonged to the state’s authority) are now operated through the PPP model. Public authorities prefer
to use private partnerships for the delivery of water and energy, for rubbish collection or household
waste disposal, as well as for museums operation. In cases of cultural context, the recourse of the
French Administration to PPP contracts remains restricted (Maniatis, 2011).

Private partnerships are used even in the sensitive domains of national defence and prisons. Even
more spectacular is the initiative of the Ministry of Defence, taking its lead from its British
counterpart’s use of PFl, to outsource operations like helicopter pilot training or logistical services for
external military operations in a highly integrated framework of PPPs (Sadran, 2004). The
responsibility for both prisons and military procurement projects belongs to the jurisdiction of central

government (Ministry of Justice and Ministry of Defence).
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While in many domains, the application of PPP can be quite straightforward, in the cases of defence
and justice significant issues have emerged. The laws “LOPSI” (“Loi d’orientation et de programmation
pour la sécurité intérieure”) and “LOPJ” (“Loi d’orientation et de programmation pour la justice”) were
created in 2002 for the Ministry for Interior Affairs and the Ministry for Justice, respectively, in order
to be used for the construction and management of prisons and facilities used by the judiciary, police
and gendarmerie. The projects are based on lease-type contracts (“Autorisation d'occupation temporaire”
— “AOT"/ Location avec option d’achat — “LOA”) allowing public real estate to be temporarily held by
the private sector, subject to the right of return/purchase in favour of the State. However, publicly-
owned property can raise significant and controversial issues when they are delivered to the private
sector. In addition to the Defence Decree, a law (Law 2003-73 of 27 January 2003 on 2003-2008 military
programming) applicable to real estate, effectively extends the AOT/LOA regime to land held by the
Ministry of Defence.

A specific decree relating to defence procurement was passed on 7 January 2004 (the “Defence
Decree” - Decree n° 2004-16 "in application of article 4 of the Public Procurement Code and relating to
certain procurements for defence needs"). The Defence Decree derogates from the Public Procurement
Code with respect to the procurement of supplies and services relating to weaponry, ammunition and
military equipment and procurement of services directly linked to military strategy or the
employment of armed force. The rules for procurement under the Defence Decree are designed to be
particularly flexible, in line with the general trend towards simplification of process which began in
January 2004 (Decree n°2004-15) with a significant reform of the Public Procurement Code. The new
rules allow the Ministry to define its requirements and the means to meet them throughout the
procedure.

It is to mention that the use of PPP in national defence or prisons is highly controversial.
Accommodation-type PPPs in France, like prisons, are similar to UK PFI model, and their payment
streams include availability and service deduction mechanisms, although it is not always on a unitary
basis as it is under the PFI. The scopes of services remain narrow in comparison to UK counterparts.
While the UK government has decided to use PFI scheme in prison management and operation,
meaning that some prisons in UK are operated by private companies, in France (and in other
mainland European countries, as already signalized), prison management or custodial services may
not be outsourced (as a part of a scheme described above). These services are stilled considered as a
part of the “pouvoirs régaliens” of the State, in the French constitutional order, even there is no explicit

consecration of this state monopoly in the Constitution.

NPM AND CULTURAL SPONSORSHIP HISTORY
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Definitions of sponsorship, like the ones of PPP, vary and the practice has been described as “an
investment in cash or in kind activity, in return for access to the exploitable commercial potential associated
with that activity”. Cultural sponsorship in its current form appeared initially in 50’s in the USA.
Companies, mainly the big enterprises in the tobacco market, started to accomplish the mission of
sponsors because they faced serious problems of media exclusion in the crucial domain of
advertisement, due to the antismoking legislation. They decided to enhance their image, inter alia by
sponsoring the arts production. This initiative was regarded as very suitable for the achievement of
their commercial target. Therefore, in 1968, the Business Committee For the Arts was created, to
contribute to the renaissance of culture of the U.S.A. through the financial back of companies.

Cultural sponsorship, coming from legal — type obstacles comparable to the prior phenomenon of
“prohibitionism” (namely for the manufacture or sale of alcoholic beverages) in the same country, had
a wider impact, on international scale. Indeed, in Europe sponsorship contracting appeared in early
70’s, as the entrepreneurial and artistic world of the UK adopted this mechanism. In 1976, Association
for Business Sponsorship of the Arts (ABSA) was created, by companies with the help of the British
government.

However, the great development of sponsorship took place in 80’s, as a part of the established
'Conservative Revolution', through the leadership of Thatcher. The NPM concept consisted, in cultural
affairs, in the limitation of the state interventionism while the reduction of subvention had already
begun some years ago, let alone the fact that it was one of the reasons of success of the introduction of
sponsorship.

The model of sponsorship, adopted in the UK, was regarded as the golden section between the
European traditions and the American ones and had a wide impact on the entire continent of Europe,
particularly in countries under neoliberal governance, as the concept of business sponsorship is
connected with the market economy. Nevertheless, many countries keep taking a rather suspicious

approach to this concept, as a means of advertisement for companies.

CONCLUSION: “ENGINEER IS AN ENGINEER” AND “ARCHITECT IS A
SPONSOR”!

Financial crisis, public budgetary cuts and liquidity restrictions force governments to develop new,
more flexible tools and deontological rules for the provision of public services. UK government used
institutional PPPs as a legal and managerial tool, based on the School of Thought of NPM, with which
the cultural sponsorship contract model fits in. Speaking for British schools, experience has
demonstrated that following the principles of NPM, UK Government first tried to give competencies

to Local Authorities, but after the failure of the programme, Government decided to follow a more
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centralised approach to procurement, like Greece. It seemed that liberal framework didn’t work as
expected, in this case.
While the UK PPP model is implemented in a rather liberal framework, following the common law
system, in France PPP operates in the strict frameworks of the administrative law, following the
jurisdiction of the French administrative courts. This contrast depicts the different administrative
approaches of the two states; UK’s liberal governance (“Laissez-faire”) versus the French intervention
policy (“Dirigisme”).

.
Last but not least, cultural sponsorship contracting, successfully imported from the USA and to the
UK and recently to France, should inspire for the upgrade of architects’ status, worldwide. In the UK,
“Engineer is an Engineer” and registered architects are professionals that are not called “architects
engineers” and are legally entitled to supervise the construction of technical works operated by
engineers and not by architects. The great challenge is to adopt a new paradigm on international scale
for their unique function, technical and artistic in the same time: to promote architects to the intrinsic
rank of cultural sponsor!
Therefore, laws should define that Architects are artists of the fine art of Architecture and that
Registered Architects should have the right to be promoted to “Architects Sponsors” for cultural
sponsorship contracts. This suggested new certification is subject to the successful participation of the
interested professionals in Ph. D. degree or master degree or other educational programmes.
“ Architects Sponsors” may offer their architecture expertise within cultural sponsorship contracts
either to the public sector or to the private one in order to provide the receivers with adapted
architectural services of high quality. It is to pay special attention to the fact that this proposal has a
counterbalance effect, given that architects constitute a rather marginal category of professionals in
mankind’s history, even in the modern era in which human rights, such as the freedom of art, have
been institutionalized in national constitutions. It is to clarify that this original, proposed framework is
fully compatible with the existent national concepts of architects as engineers or not.
Furthermore, PPP contract methodology is expected to gain from its suggested osmosis with the inner

dynamic of the certified *’ Architects Sponsors”!
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ABSTRACT

In order to build long term relationships with customers, companies try to get customers more
involved in the activities of the brand. They are now “prosumers” through a co-creation
process and social media. The primary objective of this study is to identify, by means of a
transnational empirical study, if brand communities influence brands by co-creation. What
kind of influence can the virtual brand community have on co-creation? The study will begin
by a conceptual framework of Kapferer’'s brand identity Prism (1992), brand community and
co-creation concepts. After this clarification, methodology will be developed and results as
well as conclusions and managerial implications will be exposed. Finally the limits of the
study and the possibilities for future researches will be presented. Theoretical contribution of
the study is as follows: Firstly, the use of Kapferer’s brand identity Prism (1992) in order to
create a strong brand seems to be helpful for building brand community. Secondly, it
proposes a new classification of co-creation. Thirdly, a new method, the netnography, is

applied to “Axe” brand in France and Tunisia.

Keywords: co-creation; brand community; brand identity Prism; netnography; Axe, Tunisia; France.

INTRODUCTION

The status of the consumer has shifted from a passive status to one described as “prosumer” i.e. a
proactive role. This role takes on full significance in the creation of new products and services. Indeed,
brands are increasingly drawing on consumers’ insights and associating them in the conception of the
offer, fully aware of their value and creation potential. This article argues that the customer will
inevitably prefer the product or the service in which he has been participating. Indeed, isn’t putting
the consumer at the centre of the value of the product or service - creation process the very foundation

of marketing?
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Web 2.0 has enabled companies to develop initiatives to strengthen and reinforce their interaction
with consumers. Consumers give their opinions, bring in new ideas, discuss, vote for a product or an
advertising poster etc: What is referred to as co-creation. Such actions take advantage of the success of
social media and community websites. They promote the formation of communities whose members
are no longer subjected to advertisements or other marketing strategies but, on the contrary, are
entirely participating in the marketing process. These members are individuals sharing the same
passion for a product or a brand and often bringing in new ideas and trends. Firms have moved from
a traditional marketing logic focused on consumption towards a participative model based on
interaction between brands and customers. Indeed, brands are now creating online platforms and
social networks pages devoted to the conception of new offers and ideas and are open to feedbacks
(for instance Starbucks with ‘My Starbucks Idea” and Nokia with ‘Share Your Ideas’). The community
share values, norms and representations emerging from similar consumption practices, from collective

reception of ad as well as from the visit of similar stores (Sitz and Amine, 2004).

Nowadays, consumers and companies interact and develop personalised experiences inside virtual
brand communities. “Brand aficionados” perceive social identities with small friendship groups with
the brand and with the company in a system of interconnected relationships (Bagozzi et al., 2012).
They create a good condition for co-creation. And few studies investigate brand community within
social networks (Zaglia, 2013). Consequently, this study aims to explore how co-creation can occur in
this brand community. Moreover, a brand can reinforce the link with consumers by using brand
identity Prism (Kapferer 1992). It creates its identity with values and norms that can be shared and
adopted by consumers. First of all, a literature review sheds light on brand identity Prism, brand
community and co-creation concepts. Definitions are provided and these concepts are refined by
differentiating them from other similar concepts. The brand’s role in the relation between the brand
community and co-creation is established. The second part highlights the method. Qualitative
interviews, on AXE brand, as an example and comments from consumers on social networks are
gathered together in order to carry out to a netnography approach (Kozinets, 2002). Then, conclusion,

discussion, as well as managerial implications and future researches lay down.

CONCEPTUAL FRAMEWORK

A theoretical approach of brand community
Tribal approach applied to brand community
The tribal approach refers to the concept of the value of links in the interaction between members of a

tribe (Cova, 2006).The value of links implies that the firm contributes, through its products or brands,

in addition to the mere delivery of products or the provision of services, to the construction,
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development and maintenance of tribal links between consumer groups or communities. The tribe can
thus be interpreted as an “emotional grouping around the brand” or a brand community. Consumer
community undertakes collective actions toward brand rather than individual action on traditional
consumer segment. This community differs from traditional community (tribe) due to their
commercial nature (Brogi, 2014).

Specificities of brand community

In a brand community, members have strong feelings of belonging and a cult of the brand. It
generates myths, rites and symbolism qualified as sub-culture. It is a passion that subsumes an
“emotional and stable tendency” (Cova, 2011). It is a “living memory” of the firm and consumers
(Cova,2006). Consumer members express admiration, sympathy even love for a brand (Albert,
Merunka & Valette-florence, 2008). It can be a bidirectional (consumer-  brand) brand attachment
(Raies & Gavrard-Perret, 2011). It is a commitment (Gupta & Kim, 2007) for the community leading to
brand loyalty (Algesheimer, Dholakia & Herrmann, 2005). Brand community share identity

transcending geographical boundaries (Brogi,2014).

Interactions versus paradox of personal branding

The brand community has two objectives (Cova, 2011): First, It contributes to social interactions
between members (for example BMW or Mercedes) for brand loyalty. Secondly, it encourages
consumer commitment to the community: it can be “self-expure” or a “personal branding”. For
example, the Ferrero brand with « My Nutella the community » which creates a sub-culture and
reinforces the cult of the brand. Consumer marketing replaces brand marketing through online
platforms, blogs or the production of content. Social media are useful for personal branding and for all
the communication strategies of communities. Generalist networks like Facebook can enrich
interactions between community members. They can be useful for recruiting fans and community
members who share their passion on line and off line (For example Aubade lingerie brand, with its
“seduction lessons” ad).

Brand community: transition from target to partner

Customers can be events, ideas or brand accessory producers. This can help firms if they recognize
and accept that consumers have competences to transform and enhance companies’ offers. Cova
(2006) names it “consumer made”. It is a strategy of outsourcing, a process of co-creation of value
between brand communities and firms. Firms can use brand identity in order to reinforce brand
attachment and creativity.

Brand Identity Prism and brand community

The brand’s identity prism (Kapferer, 1992) is on the one hand, the brand’s external characteristics

(physique, relationship, reflection); and, on the other hand, internal characteristics (personality,
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culture and self- image). Aims are to make a comparison between the ideal brand’s identity and the
image perceived by the community. The objective is a correspondence between brand identity and the
identity of the community. In this case, consumers become brand advocates against attacks from other

consumers.

Physique: the tangible qualities of the brand, what is externally perceived? For instance: product
features, packaging

Relationship: the relationship between the brand and the consumer: exchange or transaction

Reflection: The brand or the product’s target

Personality: the brand’s personality traits, what it conveys through its brand image. The personality
consists on 5 factors based on the OCEAN model: Openness, Consciousness, Extraversion,
Agreeableness, and Neuroticism

Culture: the brand’s values developed over time.

Self-image: This is what the consumer is looking for and finds in the brand

Table 1: KAPFERER’S BRAND IDENTITY PRISM (1992)

The technology web 2.0 can reinforce the social interaction in the Online Brand Communities (OBCs).
Video sharing, blogging, social bookmarking, social networking amplifies interactions in order to
develop brand identity in OBCs. Multiple virtual connections among consumers contribute to build

relationships, share content and interests in brand consumption (Fournier & Avery, 2011).

A theoretical approach to the co-creation concept

Consumers exchange information and enter into bilateral dialogues with firms for co-creation.

From the Product- Dominant Logic (P-D logic) to the Service- Dominant Logic (5-D logic): A normative
framework separates production from consumption without making consumers participate in the
process: customers are thus exogenous. A new collaborative logic emerges where the consumer
partners up with the company: the S- D Logic (Vargo & Lusch, 2004). The consumer becomes a co-
producer and products are personalized. Service refers to doing something with and to someone.

(“Marketing with” | “marketing to”) (Ezan & Cova, 2008).

The main difference between the SDL and the PDL lies on the fact that customers, employees and

organizations operate as resources in the value-creation process (Vargo & Lusch, 2008).

From a new brand Logic in the Service- Dominant Logic (S-D logic)

Brands have to mobilize the right resources to build strong brands. Consumers and brand
communities have to be involved in the brand’s value-creation process (Vargo & Lusch, 2008). In this
new logic, brand-value emerges from the interaction between customers and/or all stakeholders and
firms. It is a “transcending view of relationships” (Vargo, 2009). Interactive experiences take place in

complex co-creative environments. Experiences co-created with other actors are acts of engagement
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toward a brand. Consumers consider that brands are collective, cultural goods and not an intellectual
property of the firm (Cova & Dalli, 2009). Co-creation process is continuous, social, dynamic and
interactive between the firms and the brand and between consumers (C2C) thanks to chats, blogs, and
social networks. It is a consumer engagement in virtual brand community (Brodie & al., 2013).

Participation and participative marketing

In this context, the terms collaboration, cooperation and contribution are all synonyms and can
interchangeably be used with participation. The participative or collaborative marketing’s goal is to
motivate consumers to actively take part to the development of products, communication, new
services or promotion of the brand. Moreover, participation can be behavioral or physical
participation with, for instance the involvement in an activity; and intellectual participation such as

knowledge sharing (Harris, Harris & Baron, 2001).

Participative marketing can take different forms: voting for movies proposed by Air France on long-
distance flights, for a TV advertising script (Nespresso) or for the next catalog cover (Linvosges) ... In
these examples, the product, the TV script or the catalog have been designed by the company. The
consumer’s task is to guide the company’s choice between different ranges of products or ads. This
participative approach is used in “My Starbucks Idea”. This box generates more than 75000 ideas but
only a dozen have some practical application. The consumer doesn’t know if his opinion will be taken

into account and if his involvement toward the brand will be useful. His input could be minor.

Real co-creation involves the upstream consumers in the creation process as well as those more
actively involved. Often, co-creation deals with product design (Nivea, Lay’s in Belgium ...) or with
communication campaigns (Crédit Agricole, Dim). Customers are considered as a partner of a firm’s
production process (Mills & Morris 1986). Customers’ participation can be found during the “co-
conception” product design phase. The “lead users”, bringing in their expertise, can assist brands with
the design of products. Their perceptions and preferences help to identify future needs and contribute
to find new products; processes or services (Von Hippel, 1986). This collaborative approach consists,
in defining the characteristics of lead users, selecting individuals on the basis of these characteristics

and appealing them so that new products’ concepts can emerge (Ezan and Cova, 2008).

The web 2.0 environment creates connectivity and participation. In online communities, lead users
and consumers become a powerful source of innovation (new products, services, original ideas,
experiences...) (Wu & Fang, 2010). Buttons “share this” or “like” on Facebook amplify the spread of
information and innovation thanks to one billion users (Facebook.com, 2013). This social media creates
“a new world of screen-based communication on computers, and increasingly mobile phones”

(Patterson, 2012) and a new embedded brand community at high speed and low cost (Zaglia, 2013).
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The power is shifting from marketers to consumers who can innovate and allows critical consumers to

emerge to call a brand into question (Fournier &Avery, 2011).

METHOD
The netnography approach and data collection
This study has undertaken a netnographic approach. It is “a new qualitative research methodology
that adapts ethnographic research techniques to the study of cultures and communities emerging
through computer-mediated communications...”(Kozinets, 2002). Brand communities on social
networks such as Facebook are focused on. The Axe brand community has been selected (the
Facebook community pages “the Axe Effect”) in France and “Axe Dark Temptation” in Tunisia).
Moreover, during a qualitative exploratory analysis performed in the two-country study, the example
of the Axe brand was highlighted, Axe being perceived as a youthful and empowering brand
attracting young seducers and seductresses. Indeed, young people clearly identify themselves with
this brand. For all these reasons, gathering of rich and detailed information has been possible.
Description of the events

The objective was twofold: first to understand, the Axe’s brand identity prism and its impact
on brand community and, second, how co-creation could influence the perception of a brand within
communities located in two distinct geographic areas.
“Axe Dark Temptation”: a seduction competition in Tunisia
The idea was to establish an Axe studio in the Tunisian university halls in order to take pictures (from
the 1st of August 2012 till the 30%). The principle: every boy had to seduce as many girls as possible
and convince them to take an “Axe’ picture, thereby displaying a sense of creativity and imagination.
Pictures posted on Facebook were submitted to a vote. The best picture was awarded a price of 5,000

Dinars (€2,500). The winning picture is shown below.

The “Axe Boat in France” displayed on the “Axe Effect” Facebook page, is much anticipated by all the
Axe brand community members. In 2012, from the 30t July till the 7 August, the Axe boat celebrated
its 10th year. It invited clubbers, club members as well as the brand community to get aboard a

prestigious yacht. Once on board, the guests discovered a glamorous, VIP, and fun atmosphere. The

The Future of Entrepreneurship ISBN: 978-9963-711-27-7



7th Annual EuroMed Conference of the EuroMed Academy of Business 174

Tour ended with a “Full Moon Party” which gathered French and International celebrities around an

exceptional concert.

Members have to play the “Anarchy Run” Facebook game and beat the scores of other participants. It
is an “advergame”, an online game with the brand is signature. The game’s trick is that an alarm is
triggered; the player needs to disarm the guard tracking him. The player has to use, the latest Axe
deodorants, “For Him” and “For Her” as weapons. The player having the best score wins a VIP pass;

the highest score wins the ultra VIP pass that allows him or her to party on the Boat.

Interpretation and data analysis
The setting in a universe of seduction through the brand’s identity prism

Thanks to TV ads, to pictures and videos shared by members as well as analyzing comments on

various pages visited on the social networks, Axe brand’s identity prism is elaborated.

Personality: Community members identify themselves with the Axe brand personality :1) the
openness , meaning the sensitivity to the esthetical aspects 2) the extraversion, meaning the social
characteristic and seeking people’s company (perceived through the collective participation of
members in different events of the brand, through the pictures of young people during the “ Axe Dark
Temptation” campaign ,”“ the Axe boat “ tour and the “Anarchy Run” game to have fun) 3) the
agreeableness, meaning the “bon-vivant” characteristic (members like to party), good mood and
seduction. It is the intrinsic characteristics of a brand qualified as “sexy”, “fun” and “cool”. They

become members’ characteristics.

Culture: The Axe brand fits into a culture of seduction in a world of fragrances. The brand develops
fragrances with different flavors that reveal and strengthen men’s seductive power. The community

members strongly identify themselves with this culture and share the same values and norms.

Self-image: The community members glorify the brand and take brand’s characteristics, beauty and
seduction, as the brand’s slogan states: “Spray more, get more”. Thanks to Axe, men become more

handsome, attractive and seductive.

Physique consists in a whole range of deodorant products, a packaging with a round shape. The logo

is either black or white.

Relationship: Members communicate directly with the brand. The relationship can be described as

close and friendly. The brand helps men to be more attractive and self-confident.
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Reflection: the brand represents young and dynamic seducers or seductresses.

Physique: Variety of products,

i round shape packaging

Self-image: to feel handsome,

Reflection: young seducers and

seductresses, provocative and

Figure 1: BRAND'S IDENTITY PRISM OF AXE

This analysis concludes that there is no gap between the positioning wanted by the brand and the
positioning perceived by the community. Thus, there is very strong brand identification; the brand’s
identity becomes the community’s identity. Brand community members become the brand’s
ambassadors, promoting an “Axe way of life”. The brand’s values, norms and culture become theirs
and members will take its defense despite any opposition. The events, games organized by Axe create
solidarity between members and help to recruit other members. The community is able to influence
members’ perceptions and actions (Algesheimer, Dholakia & Herrmann, 2005) and their capacity to

co-create.
Interpretation of events and co-creation

“Axe Dark Temptation” event in Tunisia is a co-creation, “a new technique of management, in which
consumers and producers join in to create products and experiences” (Prahalad & Ramaswamy, 2004).
The event brings in passive members for the communication strategy (participate through voting) and
active members (creating content: showcase creativity when posting a picture). There is the creation of

both an ad and experiences shared by participants.

“Axe boat” event co-creation is still occurring. Axe brand calls on its Facebook community members
not to create an offer or a product, but to participate to an “Advergame” and to the Axe boat tour.
First, there is a co-creation of experiences by the game involving an active participation and
identification with the brand. Secondly, the Axe boat tour offers a unique experience to the

community members.

Classification of co- creation: Inspired by Cova’s model (2008), this classification integrates two criteria
for co-creation: interaction (strong and weak) and duration (on a short-term: punctual and limited to

the event; and on a long-term: takes effect after the event):
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[ Strong interaction ]

Short-term major co-creation T long- term major co-creation
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Weak interaction ]

Figure 2: CLASSIFICATION OF CO-CREATION

The level of interaction defines the type of co-creation. Strong interaction, defined a “major” co-
creation. Weak interaction, qualified as “minor” co-creation. Four types of co-creation are identified:
major co-creation on a long-term basis, major co-creation on a short-term basis, minor co-creation on a

long-term basis and minor co-creation on a short-term basis.

Major long-term co-creation refers to the strong interaction existing between the members of a same
community and between the community and the brand itself. This interaction is maintained over time
and continues outside the participative event. The “Axe Effect” Facebook page shows that, beyond the
co-creation of shared experiences, co-creation occurs outside the Axe boat event itself. Interaction
starts and continues before and after the event. The brand community is not only interested in sharing
the Axe Boat tour pictures or to post comments regarding an event. Members also give their feedback
either on a product or the brand and provide new ideas. The community’s influence over brands is
even more important than members’ interaction. “The creative contribution can happen when the
participant is best suited to work on it, with maximum flexibility, and not only during creative
sessions at a predetermined time” (Divard, 2010). Members share the same values, namely seduction
and flirt, and are very active: they take part in the “Anarchy Run” game and in the “Axe boat” events,
and they don’t miss any occasion to express themselves, give their opinions and participate in events
organized by Axe. The incentives for participating are mostly intrinsic: entertainment (enjoy

themselves) and idealism (accordance with their own values).

Short-term minor co-creation refers to the “Axe Dark Temptation” event in Tunisia where
participants generally belonging to online communities (Facebook or Twitter, forums, websites...), but
share little or no common values with the brand. Participation occurs on a short-term or temporary
basis, corresponding to the duration of the participative event. Interaction between community
members is limited to the event (comments of pictures and videos). Members’ feedback and reactions

stop at the end of the competition. Individuals lose interest for the Facebook page; they don’t react
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anymore and expect a new event to be launched. The participation in the “Axe Dark Temptation “ is
mainly motivated by the financial profit and by the experience of conviviality and sharing nice
moments (Cova, 2011). “I participated in this competition mostly to have fun, I saw my friends participate and
I wanted to do the same!! 1 also thought that the idea and atmosphere were very nice and, after all, why not

earning money by doing something fun?” (Amine, 22 ans)

Short-term major co-creation: Danone has designed an advertising campaign to celebrate the
launching of one its new product. Internet users have participated in the elaboration of new
advertising concepts and videos designed for the competition (Pearse, 2011). The competition is
temporary, on a short-term basis and limited to the participative event. Interaction is strong since
winners have been invited by the brand and advertising agencies to discuss the advertising concept

created.

Long-term minor co-creation: It means that interaction is weak between the community members and
between the brand and the community; and it takes place on a long-term basis with, for instance, “My
Starbucks Idea” or Carrefour’s ideas boxes. In these two examples, consumer-inputs often are a simple
improvement of the existing offer. Members submit their ideas on the company’s platform and to the
other members without interacting with the brand. The ideas box remains permanently open; it is

reusable on the long run.

The negative and positive effects of brand community on brand

The netnography approach led to draw effects of the community on brand.
The positive influence of the Axe community over the brand

1) Brand stretching: the co-innovation: Community members can indirectly express latent needs and
bring new ideas. The brand can take advantage of their comments and inputs to launch new offers
and products into the market and to improve old products (co-innovation) (Cova, 2008). The
innovative propositions are made before the production process. For example, Julien, one member,
asked: “Oh I just clicked! Why Axe would not roll out a shaving cream? ;) Axe’s reply: “Thanks for the idea

Julien, we’ll keep it under our hat!”

2) Improvement of the brand image: The brand image refers to “perceptions of a brand as reflected by the
brand associations held in the consumer’s memory”. The brand image creates value by helping
consumers to process information, differentiating the brand, creating reasons for buying it, provoking
favorable feelings, and promoting brand-stretching. The brand image is “everything that a consumer can

associate to a brand” (Korchia, 2000).

Calling on brand communities to make the brand more attractive: this is where the appeal of co-

creation lies. In order for co-creation to succeed, it is necessary to find means to make internet users
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more involved. The “Axe boat” and “Axe Dark temptation” succeeded in attracting young people
and achieved their mission: the brand image is now strengthened. The Axe brand seeks to achieve
young adults’ dreams and to fulfill its promise: “spray more, get more”. Youc, one member, said:

“Today I used the Axe brand and I was hit on eight girls”.

3) An intensive communication: a co-promotion in favor of the brand: A networking effect: the community
uses its own network to broadcast the brand advertisements through word-of-mouth. The brand takes
advantage of the network to communicate multilaterally. The members create events and are
responsible for spreading updates and information about the brand. Indeed, through communities,
social networks provide new ways of reaching out and engaging with their members and/or with a
brand. The community can act as a co-promotion tool (Cova, 2008). Etienne, a member asked: “Hello, I
am studying at the Ecole des Ponts et Chaussées, a French engineering School. At the beginning of the academic
year, in September, a new students’ orientation weekend (WEI in French) will be organized. To do so, we, the
second- year students, are going to create groups composed of 5 to 6 students who will welcome the future first-
year students. With some friends, we wanted to create a group called “the Muchas MarWElIcas, referring to one
of your advertising campaigns that we found particularly funny. Consequently, I would like to know if you had
any promotional tools that would help us organize a nice party weekend and we would promote your brand at

the same time. Thank you in advance”.

4) A willingness to participate in advertisements: ideas and conception of ads are initiated by consumers.
The community is involved in the strategy of co-promotion thanks to strong identification. David,
defining himself as “an Axe boy”, states: “if you are looking for a scenarist for your TV ads, contact me by

pm. PS: I have already written a scenario”.

5) Strong relationship with the brand: Loyalty, attachment or commitment: the Axe community members
don’t miss an opportunity to constitute their own collection of the whole range of Axe’s deodorants
and to showcase it. This shows a commitment, even a passion toward the brand that can lead to
loyalty.

Sharing of memories: Members share the same passion for the brand and common memories. Frederic,
an Axe community member, states: “And to think that this idea was born in a small office based in Nation —
in Paris- while eating two pizzas and drinking coke. Ten years already. A hug to all that participated in this
adventure”. Jerome adds: “the Axe Boat was an amazing experience; 1 was there 4 years ago, such a good
time”.

The positive effects of the brand community through co-creation are thus numerous. These effects go

all the way from the simple communication through word-of-mouth to the improvement of the brand
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image and the development of both inter-members relationships and between brand community

members and the brand.

The negative influence of communities: a communication to the detriment of the brand 1) False
advertising: When the brand doesn’t respect the commitments made, messages posted by members on
social networks can inflict injury to the brand by denouncing false ads. (Zeroo states: “why is it that no
woman is hitting on me, it should be working since I'm using Axe, you liars...false ads. They are stealing my
money...”) or by expressing discontent toward a product. Sevap asked: “this is supposed to be

antiperspirant and anti-odor! this doesn’t have any effect on me ! .. After an hour, I smell bad and I sweat”).

2) Hindrance to events participation and solidarity with disqualified friends: Some people decide to
unsubscribe from the “Axe Effect” Facebook page to show solidarity towards their friends. This
constitutes a drawback for such a brand which counts a lot on the creativity of its community in order
to grow. The co-creation of experiences as seen in the “Axe Boat” example is limited to the members
who succeed in beating the best scores of the “Anarchy Run” game. Consequently, other members
find themselves marginalized, being left over as they can’t participate in the event, in spite of the
attachment they feel toward the brand. This preliminary selection may result in dissatisfaction and
can affect the brand image. Jennifer says:” hello, honestly it is not cool to have disqualified Frederic Vermotte

who did his best to ask for all his friends’ votes, so just so you know, I'll unsubscribe from Axe”.

CONCLUSION, DISCUSSION AND MANAGERIAL IMPLICATIONS

This study answered several questions: how the co-creation concept emerged; how the status of the
client has shifted from being a customer to a producer and actor; and how the “client experience”
contributes to value-creation. A brand having a strong identity such as Axe becomes involved in the
creation process through the participation of its community in the brand’s events. This participation
leads to interaction between members and between the brand and members (communication “one to
many”) in order to generate brand value. Members have a direct impact on the brand: innovation
and/or innovation failures, communication in favor and/or in disfavor of the brand, the improvement
and/or deterioration of the brand image, the resistance of community to change, the repositioning of

the brand ...

The analysis shows a more active, participative, resistant, activist, playful, social and communitarian
consumers (Cova and White, 2010). A new typology of co-creation (minor or major) is proposed on

two criteria: the interaction and duration (on a short /long period).

Communities require their favorite brands to be more actively involved in their activities. Ads co-

created with brands are an indication of consumers’ dreams (seduction, money, happiness). Hence,
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firms need to resort more to co-promotion. But they have to be careful: opponents to brands are likely
to create messages denouncing what they consider as the brands’ bad deeds. On the US market, a
four-wheel drive brand offered internet users to create their own TV ads. It saw pop up on social

networks ads showing the polluting nature of their cars.

In this study several contributions are then withdraw: how brand communities can influence brands
through co-creation, how the brand identity prism will reinforce a strong brand community and a new

classification of co-creation is proposed.

LIMITS AND FURTHER RESEARCH

The main limit of the empirical study is the generalization of results.

The study focused on one example of the Axe brand community. For external validity, and in order to

validate the classification of co-creation, other brands and products are needed.

In addition, it would be essential to generalize the use of the Brand Identity Prism (Kapferer, 1992) to
create a strong identity brand. This would be a prerequisite for a strong link between the community’s
members and the brand. The brand community transcends frontiers and has to adhere to its values,
norms, culture and would then be a real incubator of co-creation. Through the study of other
examples, we have noticed two key success factors of co-creation: It is efficient when it concerns a

small number of consumers: the ones who want to participate or the ones who have a real expertise.

Firms have to be involved in a lasting manner by establishing a constant dialogue between clients and
company employees (for instance Oxylane had to relocate its R&D to certain consumption areas in

order to develop the Decathlon brand (seaside and mountains areas).

Finally, managers have to find ways to reduce the risk of consumers taking control over brands. They
have to know when co-creation is appropriate and they have to balance consumers’ power and
counter-power and to initiate a co-power approach. Further investigation of the effects of co-creation
through brand communities should be looked into, especially questions such as: what is the level of

control over a brand? How to fix clear limits for brand community members?
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ABSTRACT

There is a lack of literature on technology utilization in Libyan universities and this paper
attempts to make a worthwhile contribution to this literature. The paper explores e-business
deployment in Libyan universities, with an initial focus on the university of Misurata, situated
in the north of the country between the country’s two main cities of Tripoli and Benghazi. It
examines the current and potential uses of e-business, and assesses the barriers to wider use of
e-business systems and technologies. Existing models to measure e-business deployment are
applied and assessed, and a new model is developed to better gauge the current situation at
process level in these universities. The model will be further applied at other Libyan
universities and will act as a yardstick for comparing and progressing the operational

implementation of e-business in these organisations.

Keywords: E-business, E-business models, Libyan universities, technology strategy, SCALE model,

process change, case study

INTRODUCTION

With the rapid advancement of information and communications technologies (ICT) in the new
millennium, electronic business (e-business) has become a significant element of organisational strategy
to achieve competitive advantage (Yang and Lee, 2012). Previous studies have viewed e-business in
different ways. Wu et al. (2009), for example, see e-business as an entity, an organization which
conducts its day-to-day business functions using the internet, websites, enterprise information portals
and/or other electronic network technologies. Anitesh et al. (2005), on the other hand, view e-business
as a process that involves the total digitization of value chains within an organisation. This research
assumes the wider definition of e-business as a process, as defined by Chaffey (2002, p. 13) as “all
electronically mediated information exchanges, both within an organisation and with external

stakeholders, supporting the range of business processes”. The term therefore is taken to include the
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use of all information systems and related technologies, irrespective of whether they use the internet or
are accessed via web technologies.

Previous studies have researched e-business deployment in large organisations, including some
universities. Espinoza and Gonzalez (2012), for example, concluded that universities in Chile have
become dependent on ICTs for managing their operations and providing services. In a recent study,
ITU (2012) reported that Libya has recently undertaken administrative reform, especially in
universities, supported by a strategic plan for developing e-business infrastructure, thus making e-
business applications in the higher education sector a key component of its overall development plans.
The Libyan Ministry of Higher Education (LMOHE) fund and manage eleven public universities, with
a common management, financing and regulation system which aims to improve the universities’
management and services (LMOHE, 2012). Kumar and Arteimi (2009) have observed that Libyan
institutions still face significant challenges in bringing about a more effective use of e-business in their
daily administration processes; these include a lack of e-business infrastructure, a lack of qualified
personnel and an institutional resistance to change. Similarly, Al-Mobaideen’s (2009) study of
technology adoption in Jordanian universities found a number of factors were inhibiting technology
deployment, including strategy, infrastructure and networks, funding and sustainability, and
organisational culture.

The research discussed in this paper attempt to support the universities in developing more efficient
ways of managing core organisational processes and associated information flows, and explores the
cultural and operational implications of using e-business technologies and related processes. It is
designed to contribute to knowledge in the context of university operations and management,
investigating how e-business deployment can contribute to universities' overall performance. It also

suggests a new model for assessing the effectiveness of e-business within Libyan universities.

THEORETICAL FRAMEWORK

Over the past decade a number of e-business models have been developed and designed in Western
countries, where the technological and organisational environment is still significantly different to that
in a developing country such as Libya. This study will examine if and how a number of these models
may be used or adapted in the Libyan university context. The UK Department of Trade and Industry
(DTI) e-business adoption model identifies five simple stages in developing e-business capability,
providing an evolutionary viewpoint on how organisations might develop their online strategies (DTI,
2003). Another model, the Connect-Publish-Interact-Transform (CPIT) model, analyses e-business
adoption at individual process level, allowing a more in-depth assessment of the impact of e-business

on organisational operations (Wynn, Turner and Lau, 2013). In this model, ‘Connect’ indicates the basic
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use of ICT applications such as e-mails for messaging, and internet tools for information gathering.
‘Publish’ refers to the publishing of electronic information, generally via an organisation’s website.
‘Interact’ indicates some interaction between customers, employees or business partners with the host
organization via their website, which could be, for example, the placement of an order by a customer or
end consumer. In a university context, this could be a dynamic website that provides accessibility and
flexibility for submitting application forms and orders online, or an integrated system agreed with
partners and stakeholders to interact with the organization via the website. Note here, that in the
context of the original CPIT model, a narrow definition of e-business is assumed, centering on the use
of the internet and websites. Finally, ‘Transform’ refers to the deployment of advanced e-business

systems that allow the organisation’s processes to be automated, coalesced and transformed.
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Zuboft’s concepts of automate-informate-transformate are another means of evaluating e-business
capabilities at the individual process level. In this context, e-business is viewed in line with its wider
definition, almost akin to ICT deployment. ‘Automate’ implies the simple use of technology such as
computer systems to support a process; ‘informate’ requires that information systems are being used to
create management and operational information to advance process improvement; and ‘transformate’
means that the deployment of e-business has had a significant impact leading to a degree of
transformation in the organisational process. This framework has been used to assess information
systems in Libyan banks (Sharkasi and Wynn, 2011), and in Libyan oil companies (Akeel, Wynn and
Zhang, 2013).

The Design - Actuality Gap model developed by Heeks (2002) identifies four main elements of change
that are key to transitioning an organisation from local actuality - where the organisation is now — to its
future state or design (Figure 2). While Heeks” model can be applied to any business transformation, in
this paper it is used to provide a perspective on the deployment of e-business. The model provides a
view of the possible transition from the current level of e-business deployment to the targeted ‘design’

stage. The transition is based on meeting certain criteria and standards in four interrelated elements of
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change — people, information, technology and processes. Regarding process change, which is a central
focus of this research, Harmon (2009) has argued that process redesign should not only look at the top
level process functions, but should also examine how the lower level activities are managed day-to-
day, looking at how activities are planned, communicated, organised, monitored and controlled.
Another body of literature looks at how processes gain in maturity and sophistication as an
organisation grows. The Capability Maturity Model (CMM) defines five levels of process maturity that
an organisation goes through as it grows, initially starting without process disciplines, to a developed
organisation where all processes are measured, managed and reliably performed (Harmon, 2009). This
concept has been adapted for use in major systems projects that can be aligned with the adoption and
progression, within an organisation, of Business Process Management (BPM) maturity models (Van

Looy, De Backer and Poels, 2014).

( Process >

Process

D | |
Structure

Current E-business Future E-business

Technology P ( Technology

Organisational Change

Figure 2. Design -Actuality Gap Model

Source: Adapted from Heeks, 2002
Within this theoretical framework, this paper addresses the following research questions:

RQ1. What is the level of e-business deployment in Libyan universities (using Misurata university
as an initial case study)?

RQ2. What are the key issues that impede the wider deployment of e-business applications and
related information systems?

RQ3. What is the most appropriate model or framework for assessing and comparing e-business

deployment in the universities of Libya?

RESEARCH METHODOLOGY

Saunders et al. (2009) defined research strategy as the general plan of how the researcher will go about
answering the research questions and they also noted that a case study strategy can incorporate
multiple cases, thereby increasing confidence in the resulting data and research findings. This research

project adopts a multiple case study approach - if two or more universities exhibit the same concept or
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model, replication could be applied and analytic generalisations could be informative to other similar
institutions; however, this paper reports on findings from the first case study researched as part of this
wider project. Other relevant studies have adopted similar approaches. For example, Prananto et al.
(2003) studied eight case study companies to see how the companies treated their e-business initiatives
at different stages of maturity, while Al-Mobaideen (2009) examined ICT deployment in Jordanian
universities using a qualitative multiple-case study approach (four Jordanian universities were
investigated). Sharkasi and Wynn (2011) used a multiple case study approach in their research into the
deployment and evaluation of accounting information systems in Libyan commercial banks. Given the
nature of the research questions, the research adopts a qualitative methodology which will use multiple
cases (Yin, 2009), and an inductive approach, allowing generalisations to be made from the case study
findings. The time horizon is cross-sectional as data are collected only once. For data collection, the
study uses multiple-sources of evidence; these include a structured questionnaire, open qualitative
semi-structured interviews with many different organisational actors, document analysis, workshops,
and observation.

The researchers are centrally involved in the phenomena being studied, and in the process of data
collection and analysis in order to answer the research questions. The philosophical perspective is thus
based on the ontology of subjectivism, and the epistemological position is interpretivism. The study
population is the eleven Libyan public universities. In the completed study, up to six Libyan
universities will be the subject of detailed case study investigation. At each university a range of
investigative activities are being undertaken to gather and analyse the data and information. These
activities include ascertaining overall strategy, mapping of organisational processes and sub-processes,
assessing information requirements, systems architecture assessment, and overall review of e-business
functions and capabilities at process level. This research also explores the cultural and operational
implications of using e-business systems and technologies to support and manage core processes and

provide better services.
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FINDINGS

E-business deployment at Misurata University
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Figure 3. Main Processes at Misurata University

Initial process mapping suggests there are seven main processes operating at the Libyan universities
(Figure 3). Process definitions are based on the explanation of the people involved in performing the
process and outcomes were agreed with them. Each process contains a number of sub-processes which
reflect the activities and information flows within that process. This acts as a framework for allocating
current e-business applications and assessing their capabilities in supporting processes and sub-
processes.

At Misurata University, the human resource management process was the first to use e-business
technology. An in-house designed system - built by third party locally based programmers in Visual
Basic and Delphi, with an SQL Database - was introduced in 2006 to record, store and report personnel
data on university employees and staff. Reports are provided monthly, quarterly, bi-annually, and
annually. The system is used by five employees to administer vacations, staff changes, and retain the
classified details of Libyan and foreign university staff. However, it is a stand-alone system which is
digitally isolated from the university’s networks and other systems. Data is gathered manually and
prepared by using software packages (e.g. MS Word or Excel spreadsheets) before entry into the in-
house system. There remains a high degree of manual and semi-manual processes and a lack of

information sharing.
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Similarly, within the student records management process, the university has developed and used
an in-house system for the management of basic student records for the last twelve years. This system
was again developed locally by third party programmers using Visual Basic and Delphi. There are
three main systems functions or modules: student registration, study and exam recording, and
graduation records. Students” data are still manually gathered before entry into these systems. There is
a basic local network connectivity which supports data entry, editing and records update from several
internal interface portals (Figure 5). In the engineering college there is now an elementary web portal
which supports web-based applications, providing student access to read and update certain
designated details related to their academic modules. However, even with these e-business systems,
there still no electronic ID student card to identify students as members of the university community.
Many of the staff, employees and managers still do not have sufficient knowledge of the practicalities
of using of e-business systems in the university’s daily work; so there are still real difficulties in the use
of e-business in the student record management process. For example, in Misurata University, eight
colleges follow an academic year system and three other colleges still follow a semester system. As a
result, it is problematic for staff in student records to consolidate the processes required to complete

their work, which leads to a complexity of design and implementation of these systems.
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Figure 5. New student registration flowchart

The financial management process exhibits the most advanced use of e-business technologies
in the university. Again, bespoke in-house systems are used in conjunction with MS WORD and Excel.
Four in-house systems have been developed locally using Visual Basic and Delphi programming
languages, covering a range of functions - employees and staff salaries, student scholarship and grants,
the national ID records, and budget reconciliation for financial year end reporting. However, with the
exception of the salary system, the use of paper based forms remains for recording data prior to entry
into these systems; and these systems are isolated from other university systems and there is no access
remotely via a web-portal nor are they linked through a local internal network. Nevertheless, in the
financial management process, more than any other, the University relies heavily on current e-business
systems, and some of these systems could be acceptable in the mid-term, especially if they could be
accessed more widely through the upgrade of the supporting technology.

The university’s estate, land and planning management process encompasses the management and
supervision of the university campuses, buildings, lands and investments. As illustrated in Figure 4,
there are two sub-processes. There are some e-business applications available such as MS WORD,
Excel, and AutoCAD, which are used for printing or the preparation of quantity tables and simple map

design. According to the manager of this process, only 10% of users have the ability to use information
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technology applications and devices. The university’s estate inventory is still performed manually.
University buildings and land distribution are in dispersed geographical locations which makes it

difficult to collect accurate data.

With regard to the information management process, it is currently limited to gathering and
aggregating the university’s data and information by and large manually from the university’s printers
and other hard copy sources. There is some evidence of the use of e-business applications such as MS
WORD, Excel and PowerPoint, which are used for electronic data preparation and saved onto hard
drives, and there is also some use of the web development software CMS, available as an open source
product. There is now a team of five staff working on these tasks and supporting the university
networks and hardware. However, these employees’ qualifications and capability levels are relatively
low, which restricts their ability to deal with complex problems in information systems. The
university’s current systems were all developed outside the university, except the employee and staff
records system, which was developed in-house by the IT department. The university website is
rudimentary and does not have accurate data or provide reliable communication, and there is no
integration with (or between) the university’s internal systems.

Within the teaching and learning process, which includes both undergraduate and postgraduate study,
the Engineering College and Information Technology College both provide teaching and research in
computing and IT. In these colleges, there is some evidence of e-business deployment in the classroom,
with computers being used for projection of lecture material (in MS WORD or PowerPoint) via data
projectors. However, the teaching and learning processes and activities in the rest of the university
exhibit very little use of e-business technologies, with no use of the internet in the classroom. There are
no online course materials or lectures that can be accessed 24 hours a day, 7 days a week. An e-business
strategy needs to be developed for teaching and learning to usher in computer-based and on-line
learning services and the sharing of resources. There is a basic library website, but access to learning

resources is still mainly reliant on printed books and other materials in local university libraries.

ANALYSIS

Towards a new conceptual model for e-business deployment in Libyan universities

We will now assess if and how some of the existing models and concepts can be used in the context of
e-business in Libyan universities. Zuboff’s model of automate-informate-transformate can be applied at
the individual process level, and this shows Misurata University to arguably have most of its processes
at the ‘informate’ stage, based in the main on the use of in-house systems allied to spreadsheets and

word-processing packages (Figure 6). The estates planning and logistics management processes lag
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behind with some automation but still a significant dependence on manual processes. Only the

financial management process could be said to be at the ‘transformate’ stage, but this is questionable

and relative to a very low level of computerization a decade ago.

Process Automate Informate Transformate
Teaching and | MS. Access database and Basic information sharing
learning MS. Word, Excel use web-sites, and low
spreadsheets are used for level use of email *
timetabling of lectures. communications
Human In-house system developed | Electronic information
resources in Delphi and VB/SQL available, and reports on
management | from a third party vendor staff absence, sickness,
is used to support payroll holidays, leave, etc. and
& personnel management. | pay/salary details. +*
Financial Third party systems using | System generated In 2014 Visa cards have become
management | VB/SQL, Delphi coding, sumimary reports for .

* MS. Access dztabasesfz payroll a);d Is:)alaries; it’s available to use for payment and
Excel spreadsheets are available for managers and | purchase within the University.
gsed t(,) manage both operators. Possibilities of networking in-
financial and management
accounting activities. house systems with other relatid

systems inside the university.
Use of three in-house Basic reports from in-house
Student systems designed by systems are available.
records VB/Delphi. Basic level of a | Elementary website with a
management | network link, and use of general information
MS. Word and Excel for catalogue available to g
electronic data current and prospective
management. students.
In-house system locally
University designed in MS. Access. Basic level of electronic
information | Use of MS. Excel and MS information available.
management | Word for electronic data
management . Server
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Estate/ land | Basic use of MS. Office
and planning | applications, and
management | AutoCAD. *
Logistics & Basic use of MS. Office
services applications
management
Figure 6. e-business deployment at process level in Misurata University (based on Zuboff's automate-

informate-transformate)

The DTI's CPIT model was designed in the years when e-business was closely linked to internet use,
but it can still be of value by adapting it to accommodate the wider definition of e-business assumed in

this research. It means that some of the stages need re-defining, notably ‘publish” which now includes
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display of information via standard information systems as well as on websites or via a web front-end
or portal. The application of the CPIT model to Misurata university is shown in Figure 7, indicating that
all processes, with the exception of estates planning and management, are at the publish stage at least,
with financial management, student records management and human resources management being

further advanced.

Process Connect Publish Interact Transform
Some computers Use of some Data-
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Word, Excel, and Access purposes.
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computers and other hard copy reports four in-house systems been
hardware accessories available for key (National number system, | significant
uses for the preparation aspects of financial payroll system, a student’s | change in
Financial of certain electronic management from salary system, final technology
management | information. Use of MS. bespoke systems and | account closure system). deployment
Word, Excel, and Access. | office productivity Level of user interaction is | over the past
Existence of reliable tools. limited based on user decade and
electricity network. authority and further
confidentiality of significant
information. change is
feasible in
the short to
mid-term.
Office productivity tools | Elementary In-house systems
Students are used, mainly in information on (registration, studyé&
record standalone mode. university courses is exams, and graduation
management published on systems) provide access to
university website. database information
and there is a basic (read/write), and use of Mi
LAN but bespoke Excel and Access..
systems remain
standalone.
University MS Access, Excel, Word Reports are made
information | are used for information | available
management | collection and storage. electronically via *
email. Servers
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multi-user systems at
present.
State/ land | Use of AutoCAD
and software, MS. Word and
planning Excel
management *
Some data is
Logistics & | MS Word, Excel available | published
services for basic applications. electronically via
management Excel spreadsheets.*
Office productivity tools | Personnel In-house systems. (e.g.
Human are available on a range information is Personnel records system)
resources of computers. available are used interactively, b%
management electronically within | no LAN available.
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| | | the HR function. | |

Figure 7. e-business deployment at process level in Misurata University (using the CPIT model)

Nevertheless e-business deployment remains basic by western standards, with the university still
struggling to install the required technology infrastructure, such as networks and internet connection.
As a result, the in-house systems are isolated and online access to key information is limited to a few
users.

The assessment at process level afforded by the application of the Zuboff and CPIT models is useful,
but requires modification of the underlying concepts in both cases. Zuboff’s original conception of
automate-informate-transformate dates from the 1980s, when information technology was of a different
era and the impact of technology on people was emphasised. Similarly, the concepts underlying the
CPIT model reflect an understanding of e-business that is different to the broader definitions generally
accepted today. A model better geared to the broader definition of e-business that also reflects the
slower take-up of information technology in developing world countries like Libya is more
appropriate.

The SCALE model has five stages. Start indicates a clear organizational structure, with clearly defined
roles and procedures, and a general awareness of the availability of ICTs for day to day running of an
organization, with possibly one or two individuals using standalone technologies (e.g. a laptop or
mobile phone/iPad). At the Connect stage, there is an electricity network widely available and some
internet connectivity allowing access to websites and inter-organization email exchange, a partial in-
house data communications network facilitating multi-point access, and a few standalone users of basic
office systems (e.g. a word processor or spreadsheet). At the Access stage, there is a wider take-up of
office systems and use of some information systems for recording, processing and reporting
information in key process functions. These systems are often built in-house by end-users or via third
party programmers. The first servers appear allowing access to systems and applications from the
organisation’s network. Once most processes are at this stage, a central IT/IS department normally is
put in place to manage the infrastructure and systems. The organization will normally have a website
at this stage, which includes information on products and services, although there is probably no
ability to take transactions via the website. Leverage indicates an established level of e-business systems
deployment in most process areas, with some basic cross-organisational standards being introduced for
IT/IS products and services, and procedures for things like backup and upgrades are defined. There is a
degree of process change at this stage, as new systems require and allow process improvements.
Website content becomes more advanced, being used by internal staff as an intranet and transactions
are taken via the website where appropriate to the type of organization. Enterprise level is attained

when systems are in place in all main process areas, either using a range of integrated packages or in-
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house developments, or possibly an ERP integrated package. At this stage the end-user community
includes information specialists. Processes are improved and streamlined and are reliant on a range of
multi-user systems or modules accessing centrally held databases. The majority of corporate systems
are accessible via the intranet or web portal, for both internal and external users, customers and

business partners.

Learning & Teaching

Student Records
Management
Financial
Management

HR Management

Logistics
Management
Information
Management
Estates Planning and
Management

Start Connect Access Leverage Enterprise

Figure 8. E-business deployment assessment at the process level in Misurata University using SCALE

model

The application of the SCALE model at Misurata university is shown in Figure 8, with only the
financial management process being at Leverage stage. The model allows greater differentiation of the
other processes, with human resource management and student records management at the Access
stage, and all others at the Start or Connect stages. This model can be used to help identify the hurdles
that have to be jumped in each process area to facilitate advancement up the SCALE model. While
there is evidence of awareness at senior management level of the importance of e-business systems,
Misurata University faces a range of barriers to e-business deployment, which affect most process areas
to some degree: (1) the lack of a clear business plan for the university that encompasses technology
strategy, objectives and investment; (2) lack of consistent and standard administrative processes and
procedures; (3) lack of basic network and internet connectivity; (4) lack of e-business skills and
knowledge; (5) lack of training and development programs regarding e-business systems and
technologies; (6) cultural resistance to change and a laissez-faire management attitude. In line with
Heeks' model, these barriers are strongly linked to all four of his key elements, but particularly,

process, technology and people issues.

CONCLUDING REMARKS

There are some encouraging signs of change at Misurata University. Development of web-portal

services is in progress in the student records management and teaching and learning processes, which
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will widen access to existing systems as the basic network infrastructure is upgraded and extended. It
is increasingly recognized by staff that new e-business systems are needed and that this affords the
university an opportunity to move forward. What is now needed is a clear e-business strategy, aligned
with the overall university business plan, with parallel programmes to upgrade skills and knowledge
in the key process areas of the university. This must encompass the small IT department which needs to
play a key role in the planning and delivery of new systems and technologies. This group already have
some skills in web-site development and this is likely to be an important capability as attempts are
made to provide a user friendly front-end to the range of systems currently in place, as a short to mid-
term solution.

The use of the SCALE model has helped identify where progress has been made and where
opportunities exist at individual process level, and this will now be further developed and applied in
Misurata and a number of other Libyan universities. The results of this research will be fed into the
future business planning and operational delivery of new e-business systems in the universities of
Libya, linked to the Libyan government initiative to develop e-business infrastructure across its

university campuses.
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ABSTRACT

With the advent of web based technology, HR service delivery has dramatically been changed
and growing interest on the phenomenon of e-HRM emerged among academics and
practitioners. Despite several theoretical and empirical studies have been conducted, we still
know little about predictors and outcomes of organizational e-HRM adoption. Furthermore,
extant literature is limited with the rigorous application of the theory in addressing e-HRM
research questions. Thus, to address these gaps in the e-HRM literature, in this paper, we
propose a theoretical model using three mainstream management theories namely diffusion
of innovation theory, resource based theory and theory of planned behavior. Ten hypotheses
were developed and the hypotheses need to be empirically tested. Finally, paper briefly
discusses suggested research design for the empirical study with a discussion of limitations

and potentials for future researches.

Key words: e-HRM adoption, Innovation characteristics, Resources and capabilities, Technical HRM

effectiveness, Strategic HRM effectiveness

INTRODUCTION

Since 1980s, organizations moved towards information technology (IT) based business process
applications in order to reduce operational cost and to enhance effectiveness of the business process
and practices(Heikkild, 2013). However, compared to other business functions such as production and
operation, marketing, accounting and finance, only human resource management (HRM) function
taken relatively significant time to apply IT components (Ball, 2001). However, since the mid-1990s,
organizations have increasingly introduced electronic human resource management (e-HRM)
system(Bondarouk et al, 2009), which is generally referred to utilizing IT to provide HR
services(Heikkila and Smale, 2011).

More precisely, e-HRM is defined as “the planning, implementation and application of information
technology for both networking and supporting at least two individuals or collective actors in their
shared performing of HR activities” (Strohmeier, 2007 p.20).The adoption of e-HRM among US and

European organizations has significantly increased over last decade (Florkowski and Olivas-Lujan,
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2006) and growth will continue in future(Bondarouk et al.,, 2009). Such growth and motivation
towards e-HRM adoption is accelerated across organizations due to continuous pressure entrusted on
the HR department to convince its contributions to the organization through maintaining efficiency
and effectiveness of HRM service delivery.

In recent years, e-HRM phenomenon has been received a greater attention among academics due to its
multidisciplinary nature that combine both HRM and IT(Heikkild, 2013). However, theoretical and
empirical research in the field of e-HRM is still at an early stage compared to general IT and strategy
literature(Marler and Fisher, 2013). Consequently, there exist several areas that should be further
extended on one hand, and several unexplored areas which have not yet been addressed on the other
hand.

First, antecedents of organizational e-HRM adoption are not well studied and findings of these studies
are inconsistent (Strohmeier and Kabst, 2009). Previous studies on antecedents of organizational e-
HRM adoption can be categorized in to two based on the types of e-HRM system considered and
types of antecedents/factors included. With respect to types of e-HRM system, several empirical
studies have been examined organizational adoption of specific functional subset of e-HRM, for
instance e-recruiting (Keim and Weitzel, 2009),e-learning (Martin and Jennings, 2002)while few
studies investigate the organizational adoption of general e-HRM (Lau and Hooper, 2008, Strohmeier
and Kabst, 2009).However, the findings of these studies are rather scattered and inconsistent and
organization size only provides consistent result in terms of organizational adoption(Ball, 2001,
Florkowski and Olivas-Lujan, 2006, Hausdorf, 2004, Teo et al., 2007). With respect to types of
antecedents of e-HRM adoption, Strohmeier and Kabst (2009)empirically investigate the effect of
general factors (organizational size, industry, and demography of an organization, employment
structure and configuration of HRM) and contextual factors (national business system) of e-HRM
adoption. However, no studies in the literature are applied characteristics of e-HRM system for
instance innovation characteristics (relative advantage, complexity, compatibility, observability and
trialability) suggested by Diffusion of Innovation theory (Rogers, 2003)as antecedents of predicting

organizational e-HRM adoption decision.

Second, outcomes of the e-HRM adoption are understudied and findings are rather
inconclusive(Marler and Fisher, 2013). Organizations mainly expect to achieve three outcomes in e-
HRM adoption: (1) cost reduction/efficiency gains, (2) client service improvement/effectiveness of
HRM service delivery and (3) improving strategic orientation of HRM (Marler, 2009, Ruél et al., 2004).
As far as the previous studies of outcomes of the organizational e-HRM adoption are concerned, it can

mainly be classified in to three types: (1) individual level outcomes, (2) HR department level outcomes
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and (3) overall organizational level outcomes. Equal number of attention in the literature has been
paid for these three types of outcomes. Most widely addressed individual level outcomes consist of
organizational commitment, perceived procedural and distributive justice, intention to quit, job
satisfaction (Imperatori and Bissola, 2010),professional competence in HRM (Bell et al., 2006), internal
customer satisfaction(Alleyne et al., 2007).It is apparent that due to e-HRM adoption HRM department
is subjected to change and in turn benefited in a certain ways. Thus, previous studies addressed
several HR departmental level outcomes such as HRM value creation(Ruél and van der Kaap,
2012),HRM effectiveness (Haines and Lafleur, 2008, Ruel et al., 2007), value of HR function (Parry,
2011), transformation of in the role of HR function (Panayotopoulou et al., 2007). Finally, at the
organizational level following outcome variables have been widely considered: organizational image,
improving efficiency, standardization(Parry and Tyson, 2011), strategic decision making, talent
management(Bondarouk and Ruél, 2013), cost reduction, new structure, quality improvement,
strategic contribution (Farndale et al., 2009), reduction in administrative costs (Marler, 2009). Despite
growing interest in outcomes of e-HRM adoption exist, previous studies failed to find consistent
results with respect to outcomes of e-HRM adoption. For instance Haines and Lafleur (2008)found
positive association among degree of IT enabled HR practices and perceived HR strategic
effectiveness and quality of strategic and change agent HR roles. However, (Tansley et al., 2001)failed
to find such relationship between implementation of IT supported HR practices and HR specialists
value addition to the business. Consequently, as previous studies have been provided mix results in
the relationship between e-HRM adoption and its outcome, further research are warranted.

Third, extant literature is limited with the rigorous application of the theory in addressing e-HRM
research questions (Bondarouk and Ruél, 2013, Strohmeier, 2007). Further, most of the previous
studies are exploratory in nature where specific theoretical foundations are lacking to guide the
research(Marler and Fisher, 2013). Reviewing previous research in e-HRM and emphasizing non-
theoretical character of existing literature, (Strohmeier, 2007) suggest resource based view, transaction
cost theory and institutional theory as the three potential theories that can be applied in addressing e-
HRM research question. However, e-HRM research is silent in this issue and only one study(Parry,
2011) applied resource based view to examine the potential use of e-HRM as a means to increase the
value of the human resources function. Thus, “we need a stronger theoretical foundation for e-HRM
research in general to help make sense of the literature, strengthen the research conducted, and

facilitate effective accumulation of knowledge” (Marler and Fisher, 2013 p.34)

Positioning with the research gap in the literature discussed above, the prime objective of this paper is

to make a contribution to extant literature of this multidisciplinary field, by developing a theoretical
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model on antecedents and outcomes of organizational e-HRM adoption. In response to the existing
gap in the literature, this paper aims to propose a theoretical model to address following research
questions.
1. To which extent innovation characteristics influence on organizational intention to e-HRM
adoption?
2. To which extent organizational intention to e-HRM adoption influence to e-HRM adoption?
3. To which extent organizational resource and capabilities moderate the organizational e-HRM
adoption?
4. To which extent e-HRM adoption influence on HRM effectiveness?
The remainder of the paper is organized as follows. First, key concepts of e-HRM and e-HRM
adoption are discussed. Second, core elements of the three theories applied in the study (diffusion of
innovation theory, theory of planned behavior and resource based theory) are discussed. Third,
theoretical model is explained along with hypothesis. Fourth, suggested research design is discussed

with a discussion of potential of future research and limitations.

LITERATURE REVIEW

Defining e-HRM

Utilizing IT to provide employees with HR services is generally treated as e-HRM (Heikkild and
Smale, 2011)). Before conceptualizing term “e-HRM?”, it is important to review the similar terminology
that has been used interchangeably with e-HRM in previous studies. These terms include; virtual
HRM (Lepak and Snell, 1998)), web-based HRM (Ruél et al., 2004), Intranet-based HRM (Bondarouk et
al., 2009), Business to employee (B2E) systems(Huang et al.,, 2004). Definition of e-HRM has been
evolved over decades. Table 1 summarizes the available definition of the e-HRM literature along with

the criticisms against for each definition.

Definition Author Weakness

“Conducting HR transactions using the | (Lengnick-Hall This definition considers only value created by
internet or intranet” and Moritz, 2003 | e-HRM with respect to improvement of the
p-365) administrative HR process. Thus, the definition

ignores the transformational outcomes of e-

HRM. ((Bondarouk and Ruél, 2009)

“A way of implementing HRM | (Ruél et al., 2004

strategies, policies, and practices in | p.16)
organizations through the conscious and
direct support of and/or with the full use

of channels based on web-technology”

This definition does not consider about the
consequences of e-HRM. Thus, researchers who
applied this definition may confront with
challenges of measuring consequences of e-

HRM. (Bondarouk and Ruél, 2009)
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“(Planning, implementation and) | (Strohmeier, 2007 | In a context, where e-HRM applications offer
application of information technology for | p.20) only administrative facility and do not support
both networking and supporting at least for the networking people, applying this
two individual or collective actors in definition is difficult. (Bondarouk and Ruél,
their shared performing of HR activities” 2009)
This definition does not include international
dimension (Heikkild, 2013)
“An umbrella term covering all possible | (Bondarouk and | The terms used in the definition “umbrella” and
integration mechanisms and contents | Ruél, 2009 p.507) | “across organizations” indicate e-HRM as a too
between HRM and information broad phenomenon lacking a clear explanation
technologies aiming at creating value of the any particular process such as planning or
within and across organizations for implementation (Heikkild, 2013).
targeted employees and management”

Table 1: Evolution of e-HRM definitions

As per the Table 1, it can be concluded that the definition of e-HRM is subjected to several changes

over time and there is no universally accepted definition of e-HRM. However, the definitions that are

recently suggested by (Strohmeier, 2007) and

(Bondarouk and Ruél, 2009) provide clear

conceptualization of the terminology and most widely used in the e-HRM literature. For this study,

we position with (Strohmeier, 2007) definition as it covers mostly the essential components of the e-

HRM listed below.

1.

e-HRM utilizes information technology (IT) for both “networking and supporting”.
Networking refers to connect individuals (HR personal, line managers and employees etc)
who have been spread virtually within and across organizations. Supporting involves with
helping individuals to accomplish HR activities.

Incorporating the term “planning”, definition considers the systematic means of utilizing IT to

“Shared performing of HR activities” emphasize that interaction and networking among

2.

execute HR activities
3.

individuals
4.

“Collective actors” indicate that e-HRM is a multilevel phenomenon. In addition to, HR
personal, line managers and individual employee, there are collective actors like
organizational units, whole organization that interact with accomplishing HR activities

(Heikkils, 2013).

e-HRM Adoption

Since e-HRM studies exist at early stage (Marler and Fisher, 2013), and e-HRM is closely linked with

information communication technology and innovation (Ruél et al., 2004), most of the e-HRM studies
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depend on IT and innovation adoption literature. Thus, according to information technology and
innovation literature, technology adoption is considered as multilevel phenomenon and basically it
classifies in to two pillars: individual and organizational level (Jeyaraj et al., 2006). Individual level
adoption refers to the adoption of IT based innovations by individuals while organizational adoption
denotes the adoption of IT based innovations by organization or organizational units such as
particular department/section (Jeyaraj et al., 2006). Since e-HRM encompasses with IT components to
deliver HR services (Ruél et al., 2004, Strohmeier, 2007), e-HRM adoption resemblance to the
technology adoption. Thus, (Strohmeier and Kabst, 2009) contend that organizational adoption of e-HRM
involve with the process of initiating and implementing IT for the purpose of facilitating various
actors (HR professional, line managers and employees) in their shared performing of HR tasks. Given
these factors, this study considers on organizational adoption of e-HRM that lead to facilitate efficient
and effective delivery of HR service.

Goals of e-HRM Adoption:

In responding to the pressures directed towards HR department, organizations tend to introduce e-
HRM system mainly to accomplish three goals: (1) cost reduction/efficiency gains, (2) effective HRM
servicedelivery and (3) improving strategic orientation of HRM (Marler, 2009, Ruél et al.,, 2004).
Consistent with these goals, extant literature in e-HRM suggest that e-HRM provides HR managers
with opportunities to collect, store and analyze workforce data to make strategic decisions (Gupta and
Saxena, 2013), cost reduction (Ruél et al., 2004), delegate routine administrative roles to line managers
and employees (Bondarouk and Ruél, 2013) and spend more time with strategic HR activities such as
talent management, strategic compensation management, organizational change and development
(Parry and Tyson, 2011). However, Marler and Fisher (2013) reviewing 40 studies of e-HRM suggest
that no consistent empirical evidence available to support the relationship between e-HRM adoption
and such strategic outcomes that organizational performance, competitive advantage, HRM outcomes.
Therefore, since organizations invest significant amount of money on e-HRM adoption there is a

growing need to provide empirical evidence on outcomes of the e-HRM usage.

THEORY

With the background information about e-HRM phenomenon, provided in the previous section,
preceding section discuss the theoretical background of the research along with the theoretical
modeland hypothesis.

Diffusion of Innovation Theory

An Innovation defines in the innovation literatures in different ways. Zaltman et al. (1973)define an

innovation as being any idea, practice or material artifact perceived to be new by the relevant unit of
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adoption. Further, (Kanter, 1985) define an innovation as “the generation, acceptance and
implementation of new ideas, processes, products or services”. Several authors (Florkowski and
Olivas-Lujan, 2006, Shrivastava and Shaw, 2003) view that installation of HR technology as a form of
innovation. More specifically, Ruél et al. (2004) and Panayotopoulou et al. (2010) argue that e-HRM
can be treated as an innovation in terms of HRM due to two main reasons. First, e-HRM creates
opportunity to position employee-management relations in the hands of employees and line managers
and second, e-HRM offer opportunities to design HRM tools and instruments that would not be
possible without IT. Thus, positioning with this argument, for this study we view e-HRM as an
innovation.

Diffusion of innovation theory explains how, why and at what rate new ideas, products or practices
spread (Rogers, 2003). However, for the present study researcher considers only why innovation is
adopted by organizations. With innovation diffusion theory, (Rogers, 2003), suggest five generic
characteristics of the innovation that influences on individual or organizational adoption decision.
These five factors include: (1) relative advantage, (2) compatibility, (3) complexity, (4) trialability, (5)

observability. The explanations of these five innovation characteristics are illustrated in Table 2.

Innovation attributes Definition Reference

Relative advantage “The degree to which an innovation is perceived as being | (Rogers, 2003 p.229)

better than the idea it supersedes”

Complexity “The degree to which an innovation is perceived as relatively | (Rogers, 2003 p.257)

difficult to understand and use”

Compatibility “The degree to which an innovation is perceived as consistent | (Rogers, 2003 p.240)

with the existing values, past experiences, and needs of
potential adopters”

Trailbilty “The degree to which an innovation may be experimented | (Rogers, 2003 p.258)

with on a limited basis”

Observability “The degree to which the results of an innovation are visible | (Rogers, 2003 p.258)

to others”

Table 2: Characteristics of Innovation
Diffusion of innovation theory has been applied in several other field of study such as information
systems (Grover et al., 1997), marketing (Mahajan et al., 1990), and e-commerce (Eastin, 2002), and has
been validated the foresaid innovation attributes (Sonnenwald et al., 2001). However, since technology
related innovation adoption in HRM such as e-HRM commence relatively late to the other functional
areas of the organizations (Ball, 2001, Parry, 2011, Ruél et al., 2004), no research have been applied
diffusion of innovation theory in predictingorganizational e-HRM adoption. Several studies in HRM
disciplinehave been applied innovation diffusion theory particularly to explore online recruitment
adoption, (Parry and Wilson, 2009), Human resource information system (HRIS) adoption (Teo et al.,

2007). However no studies up to date apply diffusion of innovation theory in explaining the variance
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of organizational e-HRM adoption. Thus, this study assuming e-HRM as an innovation, aims to
explore to which extent innovation attributes determine organizational intention to e-HRM adoption
using diffusion of innovation theory.

Theory of Planned Behavior

This study also applies the well-known theoretical framework of theory of planned behavior (TPB)
that is introduced by Ajzen (1991). TPB has been applied in several disciplines including marketing
(Wang et al., 2006), Information systems (Venkatesh et al., 2003).Particularly, TPB has also been
applied to investigate the technology adoption intention and behavior (Taylor and Todd, 1995). TPB
describes the relationship between attitudes, norms and controls as the determinants of intentions and
behavior. TPB suggest that intention leads to perform a particular behavior of interest. Positioning
with this arguments, this study apply TPB to test the relationship between organizational intention to
e-HRM adoption (intention) and actual e-HRM adoption (behavior).

Resource Based Theory (RBT)

RBT of the firm build on two assumptions. First, organizations are heterogeneous in terms of the
resources they controlled and second, these resources might not be perfectly mobile (Barney, 1991).
Further RBT acknowledge that organizational resources play key role in attainting competitive edge
over rivalry. However, in accordance with the RBT, all the resource is not leading to sustainable
competitive advantage and only valuable, rare, inimitable and non-substitutable resources enable to
attain sustainable competitive advantage (Barney, 1991).

As the main focus of the resource based theory is on organizational resources and capabilities it is first
essential to clearly define resources and capabilities of the firm and its boundaries. Firm resources
refer to strengths that firm can use to conceive of and implement their strategies (Porter, 1981). Further
(Barney, 1991)define resource as all assets, capabilities, organizational processes, firm attributes,
information, knowledge, etc. controlled by a firm that enable the firm to conceive of and implement
strategies that improve its efficiency and effectiveness. Different authors classify resources differently
and Barney (1991) categorizes resources as physical capital resources, human capital resources and
organizational capital resources. Technology used, plant and equipment, firms’ geographic location,
access to raw materials is considered as the physical capital resources. Human capital resource consist
of the training, experience, judgment, intelligence, relationships and insight of individual managers
and workers in a firm where as organizational capital resources include formal reporting structure,
formal and informal planning, controlling, and coordinating systems and informal relationships
among groups within a firm and its environment (Barney, 1991). In contrast, Chatterjee and
Wernerfelt (1991) classify resources in to three pillars: (1) physical, (2) intangible and (3) financial.

Further, Grant (1991) provide six types of organizational resources: (1) financial (2) physical, (3)
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human resources, (4) technological, (5) reputation and (6) organizational assets. These classifications
confirm that concept of resource and capabilities and its boundaries are not vibrant. Unclear typology
of the concepts of resource and capabilities is due to the wide range of application of the resource
based theory(Andersen and Kheam, 1998).

RBT is applied to explain and predict the differences in strategic choices and performance. Several
studies (Andersen and Kheam, 1998, Chatterjee and Wernerfelt, 1991) have been applied RBT in
predicting strategic choice decision in organization. This study, assuming e-HRM adoption as
strategic choice of organization, investigates the moderating role of resources and capabilities in the

relationship between intention and actual e-HRM adoption.

THEORETICAL MODEL AND HYPOTHESIS

A brief review of the literature and theoretical background provides the necessary foundation for the

research model. Figure 1 depicts the theoretical model followed by hypothesis.
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INNOVATION CHARACTERISTICS AND ORGANIZATIONAL E-HRM
ADOPTION:

Relative advantage

Relative advantagerefers to the degree to which an innovation is perceived as being better than the
idea or artifact it supersedes (Rogers, 2003). In accordance with Diffusion of innovation theory, when
innovation’s relative advantage is higher, individuals are more likely to adopt it(Rogers, 2003).
Organizations generally intend to adopt innovations mainly to overcome performance gaps and
deficiencies or to exploit new opportunities (Premkumar and Potter, 1995). Applying this to the e-

HRM, previous study suggest that organization move towards e-HRM instead of conventional HRM
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service delivery, in order to improve the strategic orientation of HRM (Ruél et al., 2004), increase
efficiency/cost reduction (Lepak and Snell, 1998), improve client service (Ruél et al., 2004). Thus, due
to e-HRM adoption organizations enable to enhance effectiveness of the HRM department through
automating administrative tasks (Ensher et al., 2002), reducing paper work (Ruél et al., 2004),
simplifying work process (Teo et al., 2007). Moreover, supporting to strategic decision making with
updated information (Bondarouk and Ruél, 2009, Parry and Tyson, 2011), freeing HR staff from
administrative burdens (Martin et al., 2008) are some of other relative advantage associated with e-
HRM. Thus, this leads to following hypotheses.

H1: relative advantage of e-HRM system is positively related to the organizational intention to e-HRM adoption

COMPATIBILITY

Compatibility of innovation refers to the degree to which innovation is perceived as being consistent
with the existing values, past experience and needs of the potential adopter (Rogers, 2003). Innovation
diffusion theory suggest that higher the perceived compatibility of innovation, more likely to adopt
into innovation (Rogers, 2003). Previous studies in innovation adoption (Toranatzky and Klein, 1982)
IT adoption (Cooper and Zmud, 1990)and HRIS adoption (Teo et al., 2007) found compatibility as the
important variable to explain the variance of intention to use or adoption. Two types of
compatibility/validity that is organizational and technical are required to be met in case of technology
adoption (Schultz and Slevin, 1975). Organizational compatibility is generally assessed through the
congruence between innovation and existing attitudes, beliefs and value systems. Subsequently,
technical compatibility is evaluated by means of assessing match between innovations with existing
systems (Premkumar and Potter, 1995). Due to e-HRM adoption work practices, culture,
communication system and organizational structure are subjected to change as it is related to the
information technology components(Marler, 2009, Strohmeier, 2007). Thus, these changes may leads
to resistance to change where alternative coping strategies are required to implement to make aware
individuals(Wickramasinghe, 2010). This confirms the notion that it is difficult to meet perfect degree
of compatibility in any kind of innovation adoption. However, when e-HRM is organizationally and
technically highly compatible, organizations are more likely to adopt e-HRM. Given these factors it is
reasonable to claim following.

H2: Compatibility of e-HRM system is positively related to the organizational intention to e-HRM adoption

Complexity
Complexityrefers to the degree to which an innovation is perceived as relatively difficult to

understand and use (Rogers, 2003). Innovation diffusion theory acknowledges that when complexity
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of innovation is higher, individual or organization are less likely to adopt into innovation. Premkumar
and Potter (1995)argue that, though innovation itself may appear to be worthwhile, in contrast
organization may find several complexities of using it. Since difficulty of some non-technical
professionals to understand and use the IT related HR innovations many organizations take relatively
considerable time to adopt such innovative system (Dunivan, 1991). Thus, when it comes to e-HRM,
due to e-HRM adoption role of the HR professionals, line managers and other employees are
subjected to change as additional task, duties and responsibilities may add while existing ones are
removed (Ensher et al., 2002). However, when the perceived complexities of e-HRM system remain
lower, organizations are more likely to adopt e-HRM systems. Thus, this leads to following
hypotheses.

H3: Complexity of e-HRM system is negatively related to the organizational intention to e-HRM adoption

Observability

Observabilityis the degree to which the results of the innovation are easily seen and understood
(Rogers, 2003). Innovation diffusion theory suggests that higher the visibility of the results of adopting
innovation, individuals and organizations are more likely adopt. Organization enable to achieve
number of positive results such as cost reduction, increased effectiveness (Ruél et al.,, 2004),
automating administrative tasks (Ensher et al., 2002, Parry, 2011), simplifying work process (Teo et al.,
2007). When organizations enable to observe the results of the e-HRM system either internal or
external to the organization, it may encourage them to adoption in to e-HRM system. Thus, this leads
to following hypotheses.

H4: Observability of e-HRM system is positively related to the organizational intention to e-HRM adoption

Trialability

Trailability refers to the degree to which an innovation may be experimented with on a limited basis
(Rogers, 2003). Individuals are willing to experiment innovative products, services or ideas before
actually adapt in to them(Agarwal and Prasad, 1997). With these experiments they enable to gain
initial idea about the products or service along with its advantage and disadvantages. Consistent with
this argument we believe that organizations are more likely to implement e-HRM systems when they
have adequate opportunity to experiment the e-HRM system. It helps them to get initial
understanding of the e-HRM system and to make initial evaluation of its positive and negative
features. Thus, we hypothesize that,

H5: Trailability of e-HRM system is positively related to the organizational intention to e-HRM adoption
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