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Foreword 

 
Assalamualaikum w.b.t and warm greetings, 

 

On behalf of the School of Business Management (SBM), College of Business (COB), Universiti 

Utara Malaysia (UUM), it is my great pleasure to welcome you to the 2nd International 

Conference on Business Management (ICBM) 2016.   

 

In line with the conference theme; “ASEAN Economic community: Sustaining Business 

Competitiveness through Strategic Collaboration and Innovation”, this conference will serve 

as an ideal platform to the academicians, researchers, practitioners and students from all over the 

world. It is an opportunity for them to share knowledge and exchange ideas in fostering 

collaboration among practitioners and academicians in the areas of management, human 

resource, organizational behavior, marketing, entrepreneurship, economics, finance, accounting, 

legal and international business. It is also a gateway to venture into new potential researches and 

innovations.  

 

In doing so, we hope this conference will ignite interest among researchers to accomplish and 

further advance in the research development, application and practices of business management. 

 

I am very grateful to our conference patrons, keynote speakers, paper presenters, dedicated 

organizing committee members, sponsors and participants as well as to those who have 

contributed directly or indirectly to the success of ICBM2016.   

Thank you. 

 

PROF. DR RUSHAMI ZIEN YUSOFF 

Dean 

School of Business Management 

College of Business 

Universiti Utara Malaysia 

 



 

 

 

 

 

Foreword 

 
Assalamualaikumwr.Wb and good day, 

To all of participants at “The 2nd International Conference on Business Management (ICBM 

2016)”, it is my honor to welcome you all to this meaningful moment, on behalf of Faculty of 

Business and Economic, Sultan Ageng Tirtayasa University.  

As one of the prestigious international conferences in Business field, we strongly believe that 

this conference will provide academicians, practitioners, and also post graduate students an 

essential platform to improve and share their knowledge as well as to build and develop some 

brilliant ideas in order to collaborate between what practitioners need and what academia have. 

This conference also play important role in motivating some potential researchers to improve 

themselves through generating idea which they may obtain through papers that will be presented 

in this conference in various areas such as management, accounting, finance, marketing, 

organizational behavior, as well as international business. 

Finally, I would like to say my deepest thank you to all conference committees, keynote 

speakers, paper presenters, participants, sponsors and all parties who have contributed to ICBM 

2016, so that this wonderful international conference can be a great success.   

 

Thank you 

 

Dr. H. FaujiSanusi, Drs, MM 

Dean 

Faculty of Business and Economics 

Sultan AgengTirtayasa University 

 

 

 



 

 

 

 

 

Message (Conference Director) 

 
The 2nd International Conference on Business Management (2nd ICBM) has been successfully 

held at the Millennium Hotel, Jakarta Indonesia. ‘ASEAN Economic Community (AEC): 

Sustaining Business Competitiveness Through Strategic Collaboration and Innovation” was the 

chosen theme. Thus keynote speech as well as paper presenters were set to network and discuss 

current issues related to business management, human resources, economics, organizational 

behavior, marketing, entrepreneurship, finance, accounting, international business and social 

sciences within the context of AEC. 

The main aim was to offer the conference as a hub of academic and research collaboration 

among top ranked universities and research institutes in ASEAN. Besides that, it was also aimed 

to discuss various approaches and methods to contribute to global knowledge exploration that 

may benefit universities, businesses and societies at large. 

The School of Business Management (SBM), UUM COB, Universiti Utara Malaysia, Faculty of 

Economics and Business, Universitas Sultan Ageng Tirtayasa, Sekolah Tinggi Ilmu Ekonomi, 

Banten Indonesia and the Center for Sustainabilty Research and Consultancy have jointly 

organized the 2nd ICBM. Few sponsoring journals also sent their representatives to oversee and 

select papers of high quality for their respective upcoming publications. The 2nd ICBM was 

really and truly a gateway for the academic and research collaboration, innovation, and 

publication platform.  

The 2nd ICBM organizing committee members would like to thank the keynote speaker, paper 

presenters and participants for their interest, dedication, commitment and participations. A 

special acknowledgement and thanks shall also go to all members of the scientific committees 

and all members of the organizing committees for their untiring efforts. Also presence during the 

opening ceremony were Professor Dr. Rushami Zien Yusoff, Assistant Vice Chancellor, College 

of Business and Dean, School of Business Management, Universiti Utara Malaysia; Dr. Hj Fauji 

Sanusi, Dean, Faculty of Business and Economics, Sultan Ageng Tirtayasa University; Dr. 

Mohamad Amsal Sahban, the representative from CSRC; and Dr. Hj Ed Rahmat Taufik, 

Conference Co-Chair. 

 

Thank you. 

ASSOC. PROF. DR. ABDUL HALIM ABDUL MAJID 

2nd ICBM – Conference Director  

School of Business Management 

College of Business 

Universiti Utara Malaysia 
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SAFETY PERFORMANCE: THE ROLE OF SAFETY COMMITMENT 
 

Fadzli Shah Abd Aziz, Azir Salleh, Mohd Azril Ismail & Munauwar Mustafa 

College of Business Universiti Utara Malaysia 

 

 

 

ABSTRACT 

 

Safety practises and activities typically seek to gain safety commitment from employees and 

employers for accident prevention programme implementation. A major main determinant of 

safety commitment is employee’s safety performance during performing the work at the 

workplace. The aim of this paper is to show the crucial role of employees’ safety commitment 

for safety culture development, which is reflected on employees’ safety behaviour and attitude 

towards safety. Using self-administered questionnaires, the study involved 663 Malaysian 

petro-chemical industries employees, with a range of work roles.  

 

Factor analysis of survey results elicited three factors, explaining the underlying dimensions 

of safety commitment which reflected employees’ attitude and behaviour towards safety at the 

workplace. The results were compared between the gender, education achievement, level of 

management and seniority of respondents.  Significantly differences were found in safety 

commitment with employee’s education achievement, level of management and seniority but 

no difference was found with respondent’s gender.  Therefore, customize approach has to be 

adopted in implementing safety training and accident  prevention programs by taking into 

account employees’ working experience, education and level of management.  

 

 

Introduction 

 

Occupational safety literature revealed that  safety performance has positive relationship 

between safety culture (Cheyne, 1998, Aziz FS 2008, Haj Mohamad  & Vacchon, 2013, 

Guldenmund 2000, Morrow et al 2014,  Fernandez-Muniz et al, 2007, 2014), safety climate 

(Clarke 2000, 2006; Mearns et al., 2003; Sui et al., 2003) safety management practice 

(Vrendenburg, 2002; Vinodkumar & Bhasi, 2010; Ali et al., 2009), safety leadership ( Wu et 

al 2008), high performance  work system (Barling & Zacharatos 2006), job satisfaction, and 

job involvement (Ismail, 2012). However, safety performance has been shown to have 

negative relationship with safety record and safety accident statistic (Fernandez-Muniz et al., 

2014), and project potential hazards (Teo & Feng 2014).  

 

 

Safety performance is defined as the actions or behavior by the individuals at workplace to 

promote the health and safety of workers (Burke et al., 2002).  It is explained in term of safety 

compliance and safety participation.  This measure is also used to describe safety behavior 

(Neal & Griffin, 2006) who defines safety compliance as to the core activities that individuals 
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need to carry out to maintain workplace safety whereas safety participation helps to develop 

an environment that supports safety programs safety (Broadbent, 2004; Griffin & Hart, 2000; 

Lu & Yang, 2010). Safety initiative also had been applied to describe the behavior that 

support safety activities such as participating in safety programs. (Neal & Griffin , 2002) 

 

 

At the same time, occupational safety literature shown that safety commitment have 

significant positive relationship with employee’s safety performance at the workplace. 

Komaki, Heinzmann and Lawson (1980) study among vehicle maintenance employees found 

that safety training and employees’ competency have strong linkage with safety performance 

improvement. Miozza and Wyld (2002) stated that the success of behavior-based safety for 

reducing injuries rate need commitment and involvement for each level of management. 

Hofmann and Morgeson (1999) in a study among manufacturing employees producing 

commercial heating and air conditioning systems found organization support on employee 

safety and the quality of exchange relationships among supervisors and subordinates 

improved safety behavior and reduced accidents.  Michael, Guo, Wiedenbeck and Ray (2006) 

in a study among blue collar employees in wood product manufacturing facilities found that 

positive leader-member exchange relationship improved the safety performance of the 

employees.  Accordingly, only the strong support and commitment from each level of 

management on safety would drive employees to reciprocate the deeds by demonstrating safe 

behaviours at the workplace.   

 

 

Numerous safety literatures had discussed about the safety commitment at the workplace.  

Zohar (1997) stated that management commitment play vital role for improving safety 

performance. Low levels of management safety commitment indicated a poor safety culture 

and reflected the currently organization safety management (Cox and Flin 1998, Clarke 

1999). Total quality management and total safety management are similar approach which 

involved employee’s perception, attitude, commitment and culture change (Cooper and 

Phillips, 1997). Dedobbeleer and Beland (1991) in study of safety climate on construction 

worker found that there are two important factor should included in safety surveys, 

management safety commitment and employees involvement. Similarly O’ Toole (2002) in 

study at mining and construction product companies found that management safety 

commitment had impact employee’s perception toward safety. Cooper (1998) cited that 

management commitment was important role in safety change process and safety auditing and 

Cox and Flin (1998)   pointed critical factor for safe operations.  

 

 

Employee’s commitment is reflected employees’ attitude and behaviour. Diaz and Cabrera 

(1997) cited that some finding show that low-accident companies had precise of management 

safety commitment, safety training and selection procedures. Clarke (1998, 1999) found that 

in the railways safety practice, manager’s safety commitment influence the employee’s 

perception upon safety practice. Managers commitment and actions play the main element for 

the improving the employee’s attitude towards safety and safety activities (Chyne et. al 1998, 

Cox et al 1998).  While Reason (1990) looking from social engineered approach the 
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commitment is driving force upon safety engine in organizational safety. Safety commitment 

in key element for safety culture performance in organization (Cox et al 1998), and involve 

personal decision-making process (Copper 1998). In this paper the role of safety commitment 

in the petrochemical safety behaviour had been discussed. 

 

  

Materials and methods 
 

 

Sample:  Using five Likert scales of questionnaires, this survey was conducted from the 

seventeen different Malaysian petrochemical organizations. The scale in each items of 

questionnaire, allowed the respondent to indicate the extent of theirs agreement with the given 

statement. In this study the scale values from 1 for “strongly agree” to 5 for “strongly 

disagree”. A total of 663 respondents completed questionnaires were returned with the 

response rate were 66 percent. This sample represented the each level of management and job 

category in the organizations.  

 

 

Content of questionnaire:  The questionnaire had contained four sections 

 

a. Items requesting the demographic information. It contains respondents’ age, status, 

gender, academic achievement and the position details in the organization. 

b. Safety performance was measured by safety behaviour which explained by safety 

initiative and safety compliance. Three items derived from Neal et al. (2006) were 

used to measure safety compliance.  In addition, safety initiative was measured 

using eight items derived from Zacharatos (2001). Safety initiative describes the 

behavior that support safety activities such as participating in safety programs 

while safety compliance explains the core activities that need to be carried by 

employees to ensure the area are protected from injuries such as complying with 

safety rules and safety procedures. All of these measurement tools will use 5-point 

Likert scale. 

 

c. 21 items with 5-point rating scale to measure the level of employee safety 

commitment at the workplace which reflected the employee attitude and behaviour 

towards safety at the workplace. This measurement totally based to FS Abd Aziz 

(2008) safety commitment measurement tool which was applied in three 

Malaysian railway organizations. 

 

 

d. 10 items to evaluate the employee competence about the safety practises in 

working environment. It’s related the employee’s knowledge, skill, and ability to 

perform the task. These items had been adapted from the Health and Safety 

Executive: Guide to safety climate tools. 
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However in this paper, the aim had focused on the items in section of safety commitment and 

safety behavior items only.  The pilot study had conducted for the preliminary testing of the 

both measurement tool. It result was showed that the reliability was high and minor changes 

on rewording had made for the negative items. 

 

 

Statistical analysis:  Reliability test had applied to all the items in the questionnaire for the 

internal consistency of measurement tool scale. Then follow by the principal component 

analysis to determine the underlying dimension of the safety commitment. A t-test also was 

implemented to find the significant difference between the respondents on the safety 

commitment by gender, while the analysis of variance (ANOVA) had applied to test whether 

there were statistical significantly differences in the mean score for total safety commitment 

on employee education achievement, level of management and employee’s seniority. 

 

 

Result  

 

 

The result of the four statistical analysis, reliability test, factor analysis, t-test and analysis of 

variance are explained below. 

 

Reliability test:  All data were subjected to the reliability test for evaluating the internal 

consistency of the questionnaires item. The internal consistency can be measured by the 

summed scores of the inter-items consistency reliability and the most popular this test is 

Cronbach coefficient alpha (Cavana et al., 2001, Sekaran 2001). The result for the test is 

explained in the Table 1 below: 

 

 

 

 

 

 

Table 1- Result for the reliability test 

 

 

Section Measurement tool scale 

Cronbach 

coefficient alpha 

value 

D Safety commitment 0.885 

E Competence 0.824 

A Safety performance 0.889 

 D, E 

and A 

All items of questionnaire using Likert scale 

 
0.920 

 



Proceeding: The 2nd International Conference on Business Management (ICBM 2016) 

Vol (1) Issue (2) 978–967-13903 –6 -8 

 

7 

 

 

Table 1 revealed that the Cronbach coefficient alpha was ranged from a low of 0.88 in four 

sections and a high of 0.92 in the whole questionnaires. Its scores are typically exceeded the 

acceptable. Cronbach alpha values of 0.6 to 0.7 the lower limit of acceptability (Hair 1998). 

Harvey et al ( 2002) in theirs study of safety culture  attitudes in highly environment had α  

coefficient  0.61 to 0.88, and  similarly  with Cox et al (1998) in study “ Safety Culture: The 

Prediction of Safety commitment in the Manufacturing Industry had Cronbach alpha 0.61 to 

0.79. 

 

 

Factor analysis:  In this study, the factor analysis had been applied to structure the underlying 

dimension of the measurement scale. Factor analysis provides the empirical solution on the 

variables structuring and summarize the potential dimension (Hair 1998), the widely known 

for the psychological test (Ferguson and Cox 1993). Mowday et al (1979) and Gouldner 

(1960) used the factor analysis to analyze the organizational commitment dimension. 

Similarly Conhon et al (1987) in study of commitment to employer and union, and Blau 

(1985) on the career commitment. .Prior to accomplish the factor analysis, firstly the 

suitability of data for had accessed. The review for correlation matrix showed the presence of 

many coefficients more than 0.3 and above. The Kaiser-Meyer-Olkin value was 0.89, 

exceeding the minimum recommended value 0.6 (Tabachnick & Fidell). The Bartlett’s Test of 

Sphericity reached the statistical significance, below 0.05 to supporting the factorability of the 

correlation matrix.  

 

 

Secondly, referring to the principal components analysis revealed that there were five 

components with eigenvalues exceeding 1, which explaining the 30.23 per cent, 9.27 per cent, 

5.97 per cent, 5.26 per cent and 4.77 per cent of variance respectively. But by screen plot 

criterion inspection clearly revealed that a curve presence after second component and third 

component. According Field (2000) if the curve in screen plot had more than one, the 

minimum or maximum factor could be retained for the further analysis. Furthermore the 

Monte Carlo parallel analysis had been used as another alternative solution to determine the 

number of components. It result revealed that only three components had eigenvalues 

exceeding the corresponding criterion values for a random generated data matrix. 

 

Thirdly the Varimax rotation had been used to rotate the factors. Varimax matrix will 

maximize variance of loading on each factor and minimize complexity and commonly used 

(Tabachnik & Fidell 2001, Hair et al 1998, Pallant 2005). There were three factor results from 

Varimax rotation which explained a total 51.8 per cent, with factor 1 contributing 35.1 per 

cent, factor 2 performed 10.5 per cent, and factor three contributing 6.3 per cent. Thus there 

are three dimensions to explain employee’s safety commitment, which are priority on safety 

first,  involvement and  compliance.  

 

 

T-test:  The independent-sample t-test was used to compare the mean scores of different 

groups which had conducted on the respondents’ gender. The result of the t-test is explained 

in the Table 2. 
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Table 2- Independent Samples Test result 

 

 

 

 

 

Levene's 

Test for 

Equality of 

Variances 

t-test for Equality of Means 

 F Sig. t df 
Sig. (2-

tailed) 

Mean 

Difference 

Std. Error 

Difference 

95% Confidence 

Interval of the 

Difference 

        Lower Upper 

Total safety 

commitment  

Equal 

variances 

assumed 

3.719 .054 1.065 661 .287 0.055 .052 -.040 0.156 

 

Equal 

variances not 

assumed 

  1.293 75.729 .200 .055 .042 -.030 0.13 

 

 

The mean score for male respondents is 4.25 while the female respondents are 4.20. Table 2 

showed the independent-sample t-test result that there was no significant difference in the 

mean scores for respondents’ gender.  

 

 

 

 

ANOVA test:  One way ANOVA test had been used to find the differences between 

respondents’ safety commitment on level of management, education background and 

employee’s seniority. The related test also had been performed for each of variables to test the 

suitability of data and details analysis, Levene test for the homogeneity of variance of 

variables and Tukey’s Honest Significant Differences for the pairwise comparison of the 

groups. 

 

Education background:  In demographic section respondents are required to state theirs’ 

highest academic achievement and qualification. There were  Malaysian Certificate 

Education, Diploma, Degree, Master and PhD. Table 4 showed that the significance level less 

that acceptance level (0.05), which there was statistically significant difference on safety 

commitment scores in 17 different petrochemical organizations.  
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Employee’s seniority:  In this study, the seniority was divided into five categories regarding 

their years of working experience, which is explained by the Table 6; 

 

 

Table 6: The respondents’ seniority category 

 

 

Groups Working experience 

1 Less than 5 years 

2 6 to 10 years 

3 11 to 15 years 

4 16 to 20 years 

5 20 years or more 

 

 

Table 7 showed the sig value was 0.012, which indicate that there were statistically significant 

difference scores on mean safety commitment among the employees’ seniority.  

  
 

Table 4-ANOVA result 

Safety commitment 

2.802 4 
.700 

15.097 .000 

90.422 658 0.13 

93.223 662 

Between Groups 

Within Groups 

Total 

Sum of 

Squares df 

Mean 
Square F Sig. 

Table 7: ANOVA result 

 Safety commitment 

92.166 40 2.304 1.601 .012 

895.168 622 1.439 

987.333 662 

Between Groups 

Within Groups 

Total 

Sum of 

Squares df 

Mean 

Square F Sig. 
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Both findings showed that employee’s norm, value, and perception about safety indirectly 

influence their safety commitment at the workplace. Thus, these elements should be counted 

in the safety programs implementation at the workplace.  

 

Level of management:  In this study the respondents were divided into three level of 

management based to their position, which were top management, middle management and 

low management. Analysis of variance revealed that the significant value was 0.010, which 

was lower than the acceptance level (α = 0.05). Thus there was statistically difference for the 

mean scores in total safety commitment across the level of management in the Malaysian 

petrochemical organizations. The details are shown in Table 8 

 

 

 
 
This finding showed that the employee safety commitment is determined by the level of 

management, therefore the implementation of safety training and safety activities in the 

organization need to be customized with the working environment in all level of management. 

 

 

Discussion 

 
 
Three factors were identified to explain the safety commitment dimensions which reflected 

the employees’ attitude and behavioural at the workplace. Similarly, previous studies find 

only two to four dimensions for explaining the commitment in the organization (Mowday 

1979, Alan and Mayer 1997). However the definition and the specific goal were differences 

from the organizational commitment. The employees who have high safety commitment are 

willing to involve in safety activities, ability to identify the hazards at the workplace and 

always comply with safety rules and procedures. At the same time he or she is highly 

competence worker and consistently put high priority towards safety performance and goals at 

the workplace.  

 

 

The t-test revealed that the level of employees’ safety commitment among male and female 

employees were no difference. This finding is contrary with the finding by Grusky (1966) and 

Hrebiniak & Alutto (1972) who found that the women managers were more committed 

Table 8: ANOVA result 

 Total safety commitment 

111.176 40 2.779 1.625 .010 

1063.805 622 1.710 

1174.980 662 

Between Groups 

Within Groups 

Total 

Sum of 

Squares df 

Mean 

Square F Sig. 
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employee than the males’ manager. However Aven, et al (1993) in meta-analysis showed that 

no gender difference towards attitudinal commitment. This test also showed that competence 

employee had strong safety commitment, by practising the positive attitude and behaviour 

towards safety at the workplace.   According Cooper (1998), the competences employees 

were highly knowledge, skill and ability to perform the job, individual with well qualified 

physically and intellectually (Spencer and Spencer 1993), the crucial element in safety culture 

goals (Reason 1990).  
 
 
The differences employee safety commitment also found in employees seniority. Cox et al 

(1998) study in 13 companies in manufacturing industry revealed that there were significantly 

differences between the groups of manager, supervisor, permanent and temporary workers on 

management action for safety, personal action to safety and appraisal safety commitment. 

Employee’s experience and stage of employment also determined theirs attitude toward safety 

at the workplace. Permanent employees had   a good attitude and positive safety commitment 

(Cox et al 1998); However, Clarke (1999) in study among railway employees on 

organizational safety culture found that the managers, supervisor and driver share perception 

on the important of safety, but significantly different regarding to the safety issues.  

 

 

Thus employee safety commitment plays the vital role in the safety performance which 

typically improves the safety culture practices at the workplace. However to gain the safety 

commitment from employers and employees, there is a need for specific adoption in the safety 

programs. The implementation of the safety training has to be customized to all level of 

management in the organization. While for designing and conducting the safety prevention 

programs in the workplace, it is necessary to account the employee’s seniority, education 

background, and management level. 
 

 

Conclusion 

 

 

Safety practices at the workplace seek safety commitment from employees to improve the 

safety management and to achieve organizational safety goals. Employee’s safety 

commitment at the workplace is reflected in their attitude and behavior. There were three 

dimensions for explaining the safety commitment, which are priority on safety first,   the 

involvement, and compliance. This study also revealed that there were differences among the 

employee in safety commitment with education background, seniority , and level of 

management but no differences with the respondents’ gender. Therefore, safety training   

programs need to customize for all level of management in the organization. Furthermore, in 

conducting the safety prevention activities at the workplace, it is necessary to account the 

employee’s characteristics. 
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ASTRACT  

 

The government’s active role in developing the Islamic banking industry making the industry 

growing well. But the penetration and brand image of the Islamic banking industry compare 

with the conventional bank is still low. The Islamic banking must be able to seek a newly 

strategic approach to enlarge and increase its market share. The purpose of this paper is to 

give another perspective strategy for the Islamic Bank in Indonesia to compete with the 

existing conventional Bank in terms of attracting the customers. Service quality is the main 

factors to be emphasize in winning the competition. Therefore, this research will analyze the 

each indicator of Parasuraman’s service quality into customer satisfaction especially during 

the service chain. The excellent service quality will strengthen the Islamic Bank image into 

the customers’ minds.   

 

Keywords: Tangible, Reliability, Responsiveness, Assurance, Empathy, Customer 

Satisfaction, Brand Image, Islamic Banking, Indonesia 

 

INTRODUCTION 

 

The development of a banking system based on political Islam in Indonesia was finally 

recognized as part of efforts to achieve national development goals which is to achieve the 

creation of a just and prosperous society based on economic democracy (Anshori , 2009) . 

The government's active role in developing the Islamic banking industry is expected to be the 
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first step for the development of the economic system that is based on values of justice, 

solidarity, equity and expediency (Andriansyah , 2009) . 

 Deregulation of banking in Indonesia has started since 1983, where Bank Indonesia 

(BI) is assigned to provide flexibility to the banks to set interest rates. The government hopes 

that with the deregulation of banking, it will create the conditions banking more efficient and 

powerful in supporting the economy. In 1983 the Indonesian government had planned to 

implement a "system for results" in credit which is the concept of Islamic banking. In 1988, 

the government issued a policy package of banking deregulation in 1988 (Pakto 88) and 

opening opportunities to the widest banking business to support development (liberalization 

of the banking system). During this time, the banking business based on sharia system began 

to appear. Indonesian Islamic bank establishments initiative started in 1980 through 

discussions themed Islamic bank as the economic pillar of Islam. As a test, the idea of Islamic 

banking is practiced in a relatively limited scale in Bandung, called by Bait At-Tamwil 

Salman ITB and in Jakarta, called by Cooperative Ridho Gusti.  (the Financial Services 

Authority - FSA, 2015). 

At the end of 2013 all the banking regulatory and supervisory functions include Islamic 

Banking move from Bank Indonesia to the Financial Services Authority (FSA). FSA as the 

authority's financial services sector continued to improve the vision and strategy of Islamic 

financial sector development policy that has been stipulated in the Indonesian Islamic banking 

roadmap 2015-2019, which was launched in 2014.  

As of June 2015, the Islamic banking industry is composed of 12 Common Sharia Banks, 6 

Unit Business Sharia owned by Conventional Commercial Bank and also 10 Unit Business 

Sharia owned by the Province Development Bank  with total assets of Rp. 273,494 trillion 

with a market share of 4.61 % from the total banking industry in Indonesia. Specifically in 

Jakarta province itself,  the Total Gross Assets, Finance , and Third Party Fund respectively 

achieved at Rp. 201,397 trillion;  Rp. 85,410 trillion and Rp. 110,509 trillion (the Financial 

Services Authority - FSA, 2015). 

The following table shows the list name of Islamic Banking in Indonesia as per June, 2015: 
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Table 1. Common Sharia Bank in Indonesia 

Common Sharia Bank Bank’s Name 

a. National and Private Bank  

(Foreign Exchange Reserves) 

 

1. Bank BNI Syariah 

2. Bank Mega Syariah 

3. Bank Muamalat Indonesia 

4. Bank Syariah Mandiri 

b. National and Private Bank  

(Non-Foreign Exchange Reserves) 

 

 

1. BCA Syariah  

2. Bank BJB Syariah 

3. Bank BRI Syariah 

4. Panin Bank Syariah 

5. Bank Syariah Bukopin 

6. Bank Victoria Syariah 

7. BTPN Syariah  

c. Mixed Bank 1. Bank Maybank Syariah Indonesia 

Source: FSA, 2015. 

Table 2.  Sharia Unit Businesses (Common Conventional Bank) in Indonesia 

Sharia Unit Businesses  Bank’s Name 

a. State-Owned Government Bank 1.  Bank BTN Syariah 

b. National and Private Bank (Forex Reserves)  

 

 

1.  Bank Danamon Syariah 

2.  CIMB Niaga Syariah 

3.  BII Syariah 

4.  OCBC NISP Syariah 

5.  Bank Permata Syariah 

c. Province Development Bank 1.  Bank Nagari Syariah 

2.  Bank BPD Aceh Syariah  

3.  Bank DKI Syariah 

4.  Bank Kalbar Syariah 

5.  Bank Kalsel Syariah 

6.  Bank NTB Syariah  

7.  Bank Riau Kepri Syariah 

8.  Bank Sumsel Babel Syariah 

9.  Bank Sumut Syariah 

10.Bank Kaltim Syariah 

    Source: FSA, 2015. 

The success growth of sharia banking industry can’t be separated from the marketing 

activities undertaken by the sharia banking throughout the service chain, which are include to 

create, communicate and deliver more value to customers. This comprehensive marketing 

activities are classified into four marketing mix introduce by Phillip Kotler, namely product 

(all products and services offered to customers), price (how much the customers are willing to 
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pay), promotion (all promotion tools include the digital marketing to create and strengthen the 

bank image) and finally the place (which include all the accessible location of the bank). 

(Kotler, 2008). 

Until today, the Islamic banking in Indonesia has been experienced a lot of achievement of 

progress, both on the institutional aspects and supporting infrastructure, the regulatory and 

supervisory systems, as well as literacy and public awareness of the Islamic financial services. 

In February 2016, the government decided to announce the new economic package Phase V 

which content is related with the all activities done by sharia banking industry in launching its 

new financial product. The objective of the new regulation is to simplify the permission and 

report of sharia financial products by implementation of new coding system and simplify 

regulation in opening new branches across Indonesia. 

Even the sharia banking is growing tremendously throughout the years, the penetration and 

the market share is still low. Market share of the sharia industry compare is just 4% of the 

total market share of the banking industry with the total number of customer is less than 10 

million persons. It means that conventional banks are still customer’s choice in doing their 

banking transaction. There’s still a big opportunity for the sharia industry considering the 

populous number of Indonesia increase yearly with the majority of Moslem. The Finance 

Ministry of Indonesia also mentions that 80% of Indonesian is in productive age. It means that 

they have enough income to support the country’s economic development. 

 One way to enlarge the sharia banking industry market share is to maintain the loyal 

customers and in the same time to attract more new customers to use all sharia banking 

products. The sharia banking must initiate a new strategy to create more customers 

satisfaction. Customer satisfaction will not be separated from service quality (quality of 

service). Service quality can be determined by comparing the perceptions (perceived service) 

customers on the service, which obviously they have received or obtained with the actual 

services they expect (expected service). If the services received or perceived as expected, then 

the perceived service quality is good quality. If the services received exceed the expectations 

of customers, the quality of service perceived as an ideal quality. Conversely, if the service 

received is lower than expected, then the perceived poor quality of service (Meiyanto, 2012). 

Results of research Purnomo (2009) concluded that service quality affects customer 
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satisfaction and customer satisfaction effect on consumer loyalty and finally with the brand 

image. Lewis and Sourelli (2006), in his research concluded that loyalty is the result of a 

cognitive process rather than affective. The main things that influence the occurrence of 

loyalty is value, service quality, service attributes, satisfaction, corporate image, and trust.  

 For decades, there have been limited researches studies on the issues of sharia banking 

industry in Indonesia. Therefore, this study is trying to analyze the effect of service quality 

using Parasuraman’s model into customer satisfaction and brand image in sharia banking 

industry in Indonesia. The present research is undertaken to get another perspectives which 

dimension gives the greatest effect by interconnecting the all dimension of service quality and 

their effects into the customer satisfaction and finally into sharia banking brand image.  

Based on the explanation of the background, the research questions area formulated as 

follows: Are there any effects between each dimension of service quality (ServQual) into 

customer satisfaction which is the dimension that give the most significantly effect to 

customer satisfaction? And also is there any effect of customer satisfaction into sharia 

banking brand image?   

The proposed research of this quantitative research study was to answer the research questions 

mentioned previously: to analyze the effect between the service quality of sharia banking into 

customer satisfaction and finally into its image in Indonesia. 

The aims of this current study were as follows: (1) For the development of management 

strategy in the field of using the concept of service quality in increasing customer satisfaction 

and image especially in the sharia banking industries, (2) For further research to focus more 

creating a better customer relationship to gain more strong image.  

 

THEORETICAL FRAMEWORK AND HYPOTHESES DEVELOPMENT 

 

 Broadly speaking there are some differences between Islamic banks with conventional 

banks as follows: ( Antonio , 2001). 

 

 

Table 3.  Paradigms Comparison of Sharia Banks and Conventional Banks  
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No Differences Conventional Bank  Sharia Bank 

1 Relationship with 

Customers 

Investor with investor Creditor and Debtor 

 

2 Revenue System  Interest, Fee Sharing, Margin and Fee 

3 Organization No sharia controlling 

system  

There’s Sharia Controlling 

Institution  

4 Distribution of Fund Liberal for profit oriented  Limited considering 

environment and moral 

aspects 

5 Level of Risk  Medium-High Risk 

(speculation is allowed)  

Medium-Low Risk 

(speculation is forbidden)  

6 Risk Responsibility 

Investment  

Only in one side: bank  Both sides: customers and 

bank  

 

 In addition to differences in paradigms , there are also some differences in the basic 

operations of conventional banks and Islamic banks : 

 

Table 4.  Basic Financial Activities Comparison of Sharia Banks and Conventional Banks  

No Basic Financial 

Activities 

Conventional Banks  Sharia 

Banks 

Note 

1 Credit (interest) √  Credit distribution and 

other income 

2 Funding (profit 

sharing) 

 √ Mudharabah and  

musyarakah system 

3 Buying-Selling 

system 

 √ Bai principle 

4 Buying- Rental 

system  

 √ Ijarah principle 

 

5 Saving (interest)  √  Saving, deposit or giro  

6 Investment (profit 

sharing)  

 √ Unlimited investment: 

saving, deposit or giro  

7 Limited Investments  √ Mudharabah and  

muqayadah principle 

8 Banking services  √ √ Ujrah (for sharia bank) 

vs Fee base income (for 

conventional bank) 

 

 

 

 

http://www.sarjanaku.com/
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Service Quality 

 

Service quality is regarded as the result of the comparison made by customers about what they 

feel service organizations should offer, and perceptions of the performance of organizations 

providing the services (Caruna, 2002; Arasli H, et.al, 2005). A customer’s expectation serves 

as a foundation for evaluating service quality because, quality is high when performance 

exceeds expectation and quality is low when performance does not meet their expectation 

(Athanassopoulous, 2003; Sureshchandar, 2001). Empirical studies show that the quality of 

service offered is related to overall satisfaction of the customer. Service quality is considered 

an important tool for an organisation‘s struggle to differentiate itself from its competitors.  

It is also an important tool to measure customer satisfaction (Hazlina & Nasim, 2011). 

According to several researchers such as Newam, K (2001) and others, service quality is a 

function of the customer’s expectations (what they expect the organisation should offer them) 

and what they really get and how they feel about it. In order to measure the customer’s 

perceptions of the service received Parasuraman, et.al (1985) developed the SERVQUAL 

instrument which compares the customer’s initial expectations and his/her perceptions of the 

service received.  

Parasuraman stated that service quality or SERVQUAL is a comparison of the two main 

factors, namely the expected services (expected service) and the services that the perception 

(perceived service). If the services received or perceived by consumers as expected, then the 

perception of service quality is good and satisfactory. From the above statement we can 

conclude that the quality of services is how far the difference between expectations and reality 

for services received by consumers (Parasuraman, et al. 1998). According to Lovelock 

(1992), quality of service is defined as the level of good quality as expected of consumers. 

Quality control is implemented to achieve good quality in accordance with the wishes of 

consumers. Furthermore, Lewis said in his theory that the definition of customer satisfaction 

relating to a particular transaction (the difference between the services and the service 

perceived) is different from the attitude of a more lasting and less situational oriented (Lewis, 

1993).  
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Service quality is a focused evaluation that reflects the customer’s perception of reliability, 

assurance, responsiveness, empathy and tangibility, while satisfaction is more inclusive and it 

is influenced by perceptions of service quality, product price and quality as well as situational 

factors and personal factors (Zeithaml, et.al. 2006). These five dimensions of perceived 

quality are also the basis upon which expected quality is built. Parasuraman has conducted 

various studies on the types of services, and managed to identify five dimensions 

characteristics used by customers in evaluating the quality of service, namely:  

1) Tangible 

Tangible can be defined as the appearance of physical facilities, equipment, people, and 

materials or documents both printed and visual. Lupiyoadi (2006) also stated the aspect of 

tangible also cover the ability of a company to demonstrate the existence to external parties. 

In addition, Tjiptono (2006) relate the tangible aspect with all the physical evidence of the 

service which it can be physical, equipment used, the physical representation of the services 

(for example, a plastic credit card). Kotler (1997) also revealed that the tangible 

characteristics also include the the appearance of professional employees. Tangibility is a 

concept that measures how dependable a customer views a service provider to be based upon 

the quality of its most visible attributes (Zeithaml, et.al., 2006). 

2) Reliability 

Reliability is the ability to provide services with accurate which as promised, accurate and 

reliable (Lupioady, 2006). Tjiptono (2006) also defines reliability with all aspects covering: 

consistency (performance), the ability to be trusted (dependability) and the ability to provide 

the promised service with immediate, accurate and satisfactory. Reliability is the ability of the 

service provider to perform the promised service dependably and accurately (Zeithaml, et.al., 

2006, Cui & Lewis, 2003).  

3) Responsiveness  

Responsiveness is defined as responsiveness and sincerity in helping to provide fast service to 

customers. It is also employee activities related with the willingness to help, delivery clear 

information in the right ways (Lupioady and Tjiptono, 2006). Responsiveness reflects of the 

willingness to help customers and provide prompt service (Buttle, 2006; Zeithaml, et.al., 

2006) and is seen in the timely reaction towards the customers' needs or willingness to 



Proceeding: The 2nd International Conference on Business Management (ICBM 2016) 

Vol (1) Issue (2) 978–967-13903 –6 -8 

 

22 

 

 

provide timely services to customers. In context of the Bank, this refers to the changes that 

have been observed in financial service like introduction of electronic banking, mobile 

banking, and ATM services in order to respond to the needs of customers.   

4) Assurance 

Assurance is the knowledge, skills and attitudes possessed and needed to provide effective 

services in order to gain confidence from the customers (Lupiyoadi, 2006). Assurance is the 

knowledge and courtesy of employees and the ability to gain trust and confidence (Kotler, 

2007). Assurance quality is a knowledge and courtesy of employees and their ability to inspire 

trust and convey confidence among customers (Zeithaml, et.al., 2006). 

5) Empathy 

Empathy is the feeling of understanding of what customer’s needs, desires and also what 

customer expected from the quality of services. According to Lupiyoadi (2006), empathy is 

the ability of organization to provide a genuine concern and a private individual service as 

expected. Therefore, empathy characteristics are shown in the form of better relationship, 

good communication, personal attention and understand the needs of customers. Empathy is a 

quality which is the last dimension on SERVQUAL model. It is the ability to be 

approachable, and giving individual attention to the customers (Arasli, et.al., 2005, Zeithaml, 

et.al., 2006). 

In the banking sector, service quality has become more and more significant aspect for 

achievement and endurance (Ladhari, 2009). The stipulation of high quality service helps in 

achieving numerous requirements like customer satisfaction and its outcome loyalty, 

profitability, market share, brand image and financial performance. Once the customer has 

chosen a sharia bank, they have developed expectations of what constitutes service, an ideal 

service level (Zeithaml, et.al., 2006).This is then used in the evaluation of the actual service, 

resulting in a confirmation/ disconfirmation of the service. 

 

Customer Satisfaction 

 

Customer satisfaction is a psychological concept arising from an individual’s comparison of 

perceived product performance with expectations for this performance (Barskky, 1992; Hill, 
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1986). The previous research stated that higher levels of customer retention rates can be 

achieved thorugh higher levels of customer satisfaction rates, which in turn leads to increased 

corporate economic performance in a number of firms in different industries. In today’s world 

intense competition, the key to sustainable competitive advantage lies in delivering high 

quality service that will in turn result in satisfied customers (Shemwell, et al, 1998). Customer 

satisfaction is considered a prerequisite for loyalty, helps in realizing economic goals like 

profitability, market share, return on investment, etc. (Scheuing, 1995; Reichheld, 1996; 

Hackl and Weslund, 2000). Sureshchandar, et. al (2003) identified one of factor of service 

quality as critical from the customers point of view is human element of service delivery. The 

higher customer satisfaction leads to higher levels of repurchase intent, customer advocacy, 

and customer retention (Anderson and Sullivan, 1993; Bolton and Drew, 1991; Lam et.al, 

2004).  

In turn, higher customer satisfaction and loyalty leads to improve revenue, profitability, and 

cash flows (Heskeet, et. al, 1994). Increased cash flows could come from the acquisition of 

additional customers. The interest in measuring customer satisfaction is reflected in its ability 

to help build up customer loyalty (Cronin and Taylor, 1992); enhance favorable word of 

mouth (Halstead and Page, 1992), lead to repeat purchases (Fornell, 1992) and improve the 

company’s market share and profitability (Oh and Parks, 1997). A key motivation for the 

growing emphasis on customer satisfaction is that higher customer satisfaction can lead to a 

stronger competitive position resulting in higher market share and profit (Fornell, 1992); 

reduce price elasticity, lower business cost, reduce failure cost and reduce the cost of 

attracting new customers. Customer satisfaction is also generally assumed to be a significant 

determinant of repeat sales, positive word of mouth and customer loyalty. Satisfied customers 

return and buy more and they tell other people about their experiences and also strengthening 

the company brand image (Fornell, 1992). 

 

Brand Image 

 

According to the theory of marketing (Kotler, 2009), brand is a name, term, sign, symbol, or 

design, which are  intended to identify the goods or services or group of sellers and to 
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differentiate from the goods or services of a competitor. Thus, a brand is a product or service 

added dimensions in a certain way to distinguish it from other products or services that are 

designed to satisfy the same need. The role of identifying the source or manufacturer's brand 

product and allows consumers to either individuals or organizations to establish liability on 

the manufacturer or distributor particular. The image of the brand associated with the beliefs 

and attitudes towards a brand preference. Consumers, who have a positive image of a brand, 

would be more likely to make a purchase. 

Tjiptono (2011) also said that brand image is a description about the association and the 

confidence of consumers towards a particular brand.  Brand image itself means the set of 

beliefs consumers hold about a particular brand (Kotler, 2009), which means: a belief held by 

consumers with regard to the brand. Each customer has a certain impression to a brand. The 

impression could arise after potential customers see, hear, read or feel about the brand, 

whether through TV, radio, and print media. Brand image is the customer perception of a 

brand is portrayed through brand association is in customer retention, as said Keller (1993), 

"the brand image is perceptions about a brand as reflected by the brand association consumer 

held in memory." Furthermore, Keller stated that the more customer satisfied with the product 

or service, the better the brand image of the product and services (Keller, 1993). 

Rangkuti (2008) explained that brand image is "A set of brand associations are formed and 

embedded in the minds of consumers." Based on the understanding of brand image above, it 

can be concluded that the brand image is formed from the perception that has long been 

available in the minds of consumers. After going through a phase that occurs in the process of 

perception, then continued at the stage of consumer involvement in a purchase. This level of 

involvement besides affecting perception may also affect memory function. 

Based on the above opinion can be drawn some conclusions about the brand image as follows: 

1. Brand image affects the mindset and views of consumers about the brand overall. 

2. Brand image is not only a good naming but rather how to introduce products to consumers 

and to become a memory for consumers in the form of a perception of a product. 

3. Brand image holding trust, understanding, and consumer perceptions of a brand. 

4. Brand image is an association that arises in the minds of consumers in the form of thought 

or a certain image to a brand. 
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5. Brand image which can increase manufacturers' sales and marketing activities hamper 

competition. 

6. Brand image is an important factor in consumer purchasing decisions until consumers 

become loyal to a particular brand. 

Establishment of brand image in the minds of consumers does not happen quickly but requires 

a process of many years (Sandy, 2010; Kerby, 2004). Establishment of brand image is 

influenced by several factors: 

1. The quality of the resulting product: The better the quality of products sold to consumers, 

the greater the consumer interest to buy back so that it can increase sales of these products. 

2. The services provided: Customer satisfaction depends on the service provided by the 

manufacturer to the consumer. 

3. The company's policy: will create value for the company and the perception in the minds of 

consumers that have an impact on the company's image. 

4. The company's reputation: Companies that already have a good reputation should be able to 

defend it in all fields. The better the reputation of the company then the company's image is 

also getting better and stronger. 

In addition, Sandy (2010)  also mentioned there are some factors which are influencing the 

brand image, include:  

1. Endurance (Tenacity), which related to the quality and brand image of the product itself. It 

covers the high quality product sold to the customers and also the high quality materials used 

to produce the products.  

2. Suitability (Congruence), which include the activities related with the advertisement and 

the suitability usage of logo. 

3. Precision: is the extent to which brand image accurately and consistently want to display, in 

which the taste of a product must be consistent and accurate and the affordable pricing 

strategy.  

4. Connotation: is the opinion of the personality of product which differs from other brands. 
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Conceptual Framework 

Relating with the previous discussion of the literature review, the conceptual framework 

proposed in this present study is as follow: 

 

Picture 1: Conceptual Framework 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Research Hypotheses 

1st Hypothesis : There is a significant effect tangible aspect of service quality into customer 

satisfaction of sharia banks. 

2nd Hypothesis: There is a positive effect between the reliability dimensions of service quality 

and sharia banks customer satisfaction. 
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3rd Hypothesis: There are significant effects between responsiveness aspects of service quality 

towards customer satisfaction. 

4th Hypothesis : There’s a significant effect of assurance activities of service quality into 

customer satisfaction. 

5th Hypothesis : There is an effect between the empathy dimensions of service quality into 

customer satisfaction. 

6th Hypothesis : There are strong effects of overall dimensions of service quality customer 

satisfaction. 

7th Hypothesis: There are significant effect between customer satisfaction and brand image of 

sharia banks in Indonesia.  

 

METHODOLOGY 

 

Measurement and Operational Variable  

Service Quality. The service quality will be measured using 5 dimensions of service quality 

(ServQual) from Parasuraman that consist some aspects of service quality: tangible, 

reliability, responsiveness, assurance and empathy. The tangible, reliability, responsiveness 

and assurance aspects each have 3 indicators (Cronin and Taylor, 1992, 1994). Meanwhile the 

empathy aspects have only 2 indicators. 

 

Customer Satisfaction. This variable will be measured using 4 dimensions of customer 

satisfaction develop by Taylor & Baker (1994) and Chenhall & Langfield-Smith (2007), 

which include: understand the specific needs of customer; meet customer expectation; on-time 

delivery and positive word of mouth. 

 

Brand Image.  The dimension of brand image will be measured using dimension proposed by 

Sandy (2010), and having some indicators, namely: tenacity, congruence, precision and 

connotation.  
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The research questionnaires in this study consisted two parts. The first part was drawn for 

collecting demographic information profile of the respondents regarding their age, gender, 

education, occupation, level of income, the frequency visit the bank branch and the familiarity 

of sharia bank product offering. The second part of questionnaire represented the main 

research questions is taken from the previous study done by some researcher but some 

questions are adjusted with the current respondent and consists of 32 questions. Each question 

will be measured base on Likert 5th option spectrum coded from: Scale 1 = Very Disagree, 

Scale 2 = Disagree, Scale 3 = Doubtful, Scale 4 = Agree and Scale 5 = Very Agree. 

 

Research Design 

The research design in this study is hypotheses testing using cross-sectional time dimension; 

field study research, causality with individual as unit analysis. This research will discuss the 

sampling technique, instrumentation and the data screening before proceeding to the 

Structural Equation Models (SEM) technique in testing the hypothesized model and 

invariance analysis. 

Samples and Data Collection  

Statistical sample of this research has been selected from all the people who are visiting sharia 

banks branches or using ATM various sharia banks locate in Jakarta and its surrounding areas. 

All primary data will be analyzed using the statistical package SPSS for Windows. The factor 

analysis was performed separately for the set of variables that have measured for creating 

service quality dimensions, customer satisfaction and brand image. The study will use a 

structural equation method to identify the strength, direction and impact of each indicator. 

Based on SEM rule of thumb, it’s enough using comparison 5:1. This research has 32 

parameters, so the minimum number of sample needs is = 160 respondents. As a backup for 

un-valid questionnaire, the researcher decided to distribute 200 questionnaires. In fact in pre-

test, all questionnaires were valid. Therefore, this study will analyze the data using 200 

samples of respondent.  

 

Validity Testing  
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Validity construct is used to determine the validity by correlating among scores for each item 

in form of questions or total score using Pearson correlation. Based on validity testing in the 

questionnaire for each variable for 40 respondents (pre-test) with critical t > 0.799 showing 

that all items have greater correlation value and VALID. 

 

 

Reliability Testing 

The elements the reliability of the questionnaire evaluated by Cronbach’s alpha coefficient 

and admissible is all values yielded alpha coefficient exceeded the values of 0.50 suggested 

by Nunnaly (1978). The pre-test showed that the alpha reliability value is greater than 0.893 

and VALID. 

 

Data Analysis Method 

Structural Equation Models (SEM) is taken to analyze the data using the Lisrel Program. 

Tangible aspects are measured by three dimensions (X1, X2, X3); reliability aspects are 

measured by three dimensions (X4, X5, X6); responsiveness aspects are measured by three 

indicators (X7, X8, X9); assurance aspects are also measured by three indicators (X10, X11, 

X12); empathy aspects are measured only by two indicators (X13, X14); customer satisfaction is 

measured by four dimensions (Y1, Y2, Y3 and Y4) and the brand image is measured by four 

dimensions (Y5, Y6, Y7, and Y8).  

 

Test of Model Fit Measurement  

Hair et.al (2010) said that if the overall model has been fit, measurement of every construct 

can be done for un-dimensional and reliability. In this study, Confirmatory Factor Analysis 

(CFA) is used because the research model and latent variables have been determined before. 

 

Structural Model Fit Test  

Evaluation on analysis of structural model includes examination of correlation of latent 

variables in this research. If significance degree reaches alpha = 0.05 and t-value >= 1.96, 
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then significance of every coefficient that represents causal relation that is hypothesized can 

be tested systematically. 

 

Value of Latent Variables 

Value of latent variable with measurement variable that consists of one component can be 

calculated. Value of the latent variable is used as measurement variable of its latent variables. 

While for latent variable that has two or more components for its measurement variables, 

Second Order Confirmatory Factor Analysis (CFA) is used.  

 

Test of Structural Model Fitness  

The Goodness-of Fit (GOF) indicates how well the specified model reproduces the observed 

variance matrix among the indicator items. The following table shows that the model fit 

compares the theory to reality by assessing the similarity of the estimated covariance matrix 

(theory) to the reality (the observed covariance matrix). Only AGFI indicator m 

 

odel that shows Marginal Fit with the testing result value is < 0.90. Since the observed and 

estimated covariance matrices would be the same, it can be stated that this research theory 

were perfect. Meanwhile, the result for goodness for fit testing in this research is as follows: 

 

Table 5 

Design Summary for Goodness for Fit Testing Model 

GOF Indicator Estimated Value Testing Result Conclusion 

Absolute Fit Value 

GFI GFI > 0.90 0.98 Good Fit 

RMSEA RMSEA < 0.08 0.058 Good Fit 

Incremental Fit Value 

NNFI NNFI > 0.90 0.92 Good Fit 

NFI NFI > 0.90 0.95 Good Fit 

AGFI AGFI > 0.90 0.88 Marginal Fit 

RFI RFI > 0.90 0.91 Good Fit 

IFI IFI > 0.90 0.93 Good Fit 

CFI CFI > 0.90 0.98 Good Fit 
 Source: Data Analysis using LISREL 8.70 
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RESULTS and DISCUSSIONS 

 

Result of Hypothetical Test  

 

Following are the hypotheses testing the effect of service quality, customer satisfaction into 

brand image using path diagram. 

 

Picture 2. Structural Diagram (Standardized) 

The Effect of Service Quality and Customer Satisfaction into Brand Image 
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Picture 3. Structural Diagram (t-Value) 

The Effect of Service Quality and Customer Satisfaction into Brand Image  
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The results of Hypotheses Testing are shown in the following table:  

Table 6 

Summary of Result of Hypotheses Testing  

Hypothesis VARIABLES Coefficient 

Standard 

t-Value Statistical 

Conclusion 

H1 Tangible (Tang) - 

Customer Satisfaction (CS) 

0.19 6.83 Data 

Supported 

H2 Reliability (Rel) -  

Customer Satisfaction (CS)  

0.48 8.74 Data 

Supported 

H3 Responsiveness (Res) -  

Customer Satisfaction (CS)  

0.39 7.98 Data 

Supported 

H4 Assurance (Ass) -  

Customer Satisfaction (CS) 

0.34 7.65 Data 

Supported 

H5 Empathy (Emp)-  

Customer Satisfaction (CS) 

0.27 6.98 Data 

Supported 

H6 Service Quality (SQ)-  

Customer Satisfaction (CS) 

0.43 9.18 Data 

Supported 

H7 Customer Satisfaction (CS) -  

Brand Image (BI) 

0.88 9.95 Data 

Supported 

 

From data analysis, the study able to create a Structural Equation Model for Worker’s Job 

Satisfaction and Organization Performance as follows:  

        CS = 0.19*Tang + 0.48*Rel + 0.39*Res + 0.34*Ass + 0.27*Emp.  

Errorvar.= 0.59  , R² = 0.41 

                       (0.045)        (0.067)        (0.058)       (0.053)       (0.047)   

                         6.83          8.74             7.98            7.65            6.98 

       

BI = 0.88*CS + 0.19*Tang + 0.48*Rel + 0.39*Res + 0.34* Ass + 0.27*Emp. 

Errorvar.= 0.63  , R² = 0.57 

                     (0.074)      (0.046)          (0.068)       (0.063)      (0.056)          (0.052)        

                       9.95          6.83             8.74            7.98           7.65               6.98  

(Source: LISREL OUTPUT 8.70) 

The result of all hypothetical tests indicates that all hypotheses tested on all respondents are 

supported by data. 
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Hypothesis 1: There is a low effect between tangible aspects and customer satisfaction. 

Tangible aspect has a positive effect into the worker job satisfaction, even it is the lowest 

aspect of service quality, with the t-value > 2 (6.83 > 2), with the rate of effect 0.19. This data 

is supported the research of Bowen and Schnedider (1985) who stated that there are other 

aspects that influence the customer satisfaction, namely: intangible aspects. The customer 

needs the most important driver of the new product offering. The combination of high quality 

tangible and intangible assets will lead into the great customer satisfaction. As going back to 

the definition of Tangible; “physical facilities, equipments and staff appearance” 

(Parasuraman et al. 1988, p. 23). The appearance of sharia bank branches and ATM which are 

neat, clean and equipped with modern technology are the most tangible variables customer 

look in visiting the banks.  

Hypothesis 2: There is a positive effect between the reliability aspects and customer 

satisfaction. Reliability aspects has the greatest effect into the customer satisfaction, because 

t-value > 2 (8.74 > 2), with the rate of effect 0.48. Going back to the definition of reliability 

i.e. “the ability to perform the promised service dependably and accurately”, (Parasuraman et 

al., 1988. p.23), then to the attributes that were substituted for reliability in the sharia banks 

included the accurate administration, delivering service as promise and service offering to the 

customer. This data support the research done by Agbor (2011) who stated that the reliability 

aspects are essential attribute to make customers doing financial transaction at sharia banks.  

Hypothesis 3: There are significant effects between responsibility aspects into customer 

satisfaction. These aspects are the second highest influence within service quality because t-

value > 2 (7.98 > 2), with the contribution rate 39%. Responsiveness was also an attribute that 

was applicable to the sharia banks for this study. When referred to the definition of 

responsiveness i.e. “willingness to help customers and provide prompt service” (Parasuraman, 

et. al., 1988) then to the various attributes that were substituted for responsibility from the 

sharia banks include the willingness of employee to assist customers and handling their 

complaints. Customers are prefer to choose the sharia banks with the helpful employees and 

able to give solution for the problems (Agbor, 2011).  

Hypothesis 4: There’s a significant effect between assurance aspects into customer 

satisfaction. Assurance aspects have influence the customer satisfaction, because t-value > 2 
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(7.65 > 2), with the rate of effect 0.34. Assurance was a dimension that was applied just on 

Umeå University for this study. Referring to the definition of assurance, “knowledge and 

courtesy of employees and their ability to inspire trust and confidence” (Parasuraman et al. 

1988). The attribute that was substituted for assurance was “Qualified staff: competent, 

welcoming and friendly staff”. If the customers are not well treated, or if the customers have 

any negative feelings about the staff of sharia banks, there is a possibility that they will not 

come there next time to do their financial transaction. If the staffs are not knowledgeable and 

considerable especially with the product and service offering, they would not be able to 

transfer knowledge to the sharia bank customers.  

Hypothesis 5: There is an effect between empathy aspects in service quality into 

customer satisfaction. Empathy aspects have the second lowest effect into customer 

satisfaction, because t-value > 2 (6.98 > 2), with the rate of effect 0.27. Empathy also, was an 

attribute that was applied to the sharia banks for this study, even the relationship is not 

significant. Recalling back to the definition of empathy i.e. “caring, individual attention, the 

firm provides to its customers” (Parasuraman et al., 1988, p. 23), then to the common 

attributes that were substituted to empathy “personal attention and easy accessible”.  

Hypothesis 6: There are significant effects between all dimensions of service quality 

(tangible, reliability, responsiveness, assurance and empathy) into customer satisfaction. 

All dimensions of service quality together have effect into organization performance, because 

t-value > 2 (9.018 > 2), with the contribution rate 43%. The study also proved, each service 

quality dimension can’t stand alone influence the customer satisfaction. Together all the 

dimensions will influence the customer satisfaction.  

Hypothesis 7:  There are strong effects of customer satisfaction into the brand image. 

Customer satisfaction has the highest effect into the brand image, because t-value > 2 (9.95 > 

2), with the rate of effect 0.88. Heskett, et al. (1994) said that the higher customer satisfaction 

will ultimately affect customer loyalty and profitability and also company brand image.  

 

Theoretical Implication 

The first hypothesis data that are collected to obtain answers if there is positive effect of 

variable tangible aspects of service quality into customer job satisfaction. The results of the 
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data analysis showed that there’s a positive relationship (even at the lowest rate) between 

tangible aspects and customer satisfaction.  Customers of sharia banks mostly like with the 

modern, neat and clean facilities or ambiences when they are doing their financial transaction 

in bank’s branches.  

This study proved the second hypothesis which stated that reliability has a greatest effect into 

customer satisfaction. The sharia bank must be able to deliver the services as promised by 

providing accurate administration works and innovative product offering.  

The research results also showed that the ability of the sharia bank employees to be more 

responsive of customer needs will give positive influence into customer satisfaction. The 

sharia banks must empower the employees, especially the frontlines to handle customer 

complaints in more speedy ways of action. This research showed the urgency to pay more 

attention to employees, since the employees play important role in delivering the high quality 

services to customers.   

The next hypothesis also proven that assurance aspects of service quality had high effect into 

customer satisfaction. The competency, knowledgeable and charming of the employees will 

increase the sharia bank reputation.  

One of the result of the study also showed that empathy aspects had positive effect into 

customer satisfaction. More sharia banks accessible supported with the personalized services 

will increase customer satisfaction.  

All five dimensions of service quality together had the high effect into customer satisfaction. 

Customer will be more satisfied if the sharia banks offering the more innovative or modern 

technology, accurate and personalized financial services, accessible branches with all 

supported by competent and friendly employees. 

If the customers are satisfied, it will influence the good sharia bank image. This study showed 

that higher customer satisfaction will lead into higher positive brand image. Customers who 

are satisfied with the high service quality delivery which higher than expectation will 

regularly tell what they’re experiencing to others. Finally, there will be a creation of positive 

word of mouth which automatically will strengthen the sharia bank image in customer’s mind. 

This research shows that customer satisfaction plays an important role in increasing the 

organization performance, especially the brand image. Satisfied customer will return to 
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purchase company’s product and in the same time will act as an indirect agent to promote the 

company’s product. In the long-run, these purchase patronage will increase that company 

sales and profit.  Furthermore, this research found that brand image is highly influenced by 

the customer satisfaction. This customer satisfaction is achieved because the sharia banks are 

able to understand the specific needs of their customers, deliver the products/services on-time 

and meet their expectation. Furthermore, the customers regularly tell the company about the 

highly performance of the workers.  

 

Managerial Implication 

The results of this study also have original implications for sharia banks that the customer 

satisfaction has the most significant effect in creating the brand image. Sharia banks as 

services organization which are highly dependent on their frontline staffs in selling their 

products must regularly give appropriate training and establish a corporate value that are put 

the customers as the top priority. All sharia banks must treat all the employees especially their 

frontline workers as an asset and make them happy and satisfied with the work. Happy 

workers will make them satisfied and more loyal to the company and able to serve customers 

better. Satisfied employees tend to exhibit more positive behavior, which is expressed in 

kindness, politeness, sensitivity and an understanding of customer needs, improving employee 

performance and leading to marketing needs satisfaction.  

In order to maximize its brand image, the sharia banks must increase and improve some 

dimensions, include: offering the innovative products and services supported with the high-

technology programs. And with the customers, the sharia banks must also develop and 

maintain long-lasting relationship.  

There’s also urgency in asking for government support especially in giving more 

understanding, perspectives and education about the economic and financial sharia for 

banking industry, financial industry, business man and all the Indonesian people. The sharia 

banks can also start to make cooperation with Islamic institution or foundation to increase the 

brand image of sharia banks. The sharia banks industry can also asking the government to 

simplify the regulation and give the authority for the conventional bank to support the 

expansion of the branch utilizing the existing assets. 
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Sharia banks should also keep update information to all people in Indonesia especially about 

the product offering and the advantages of sharia banking in terms of fund collection and also 

fund distribution. And, if possible enlarge the market share by encouraging the small medium 

enterprise to take the advantage of sharia scheme.  

 

 

Suggested Further Research 

First, it is very important for further studies to consider other variables that can affect the 

sharia banks brand image, such as: customer relationship management; information 

technology and any other factors that might have dominant effect to increase the sharia banks 

brand image.  Second, the further researches can also enrich their studies by linking the 

demographic data of the respondents directly to customer satisfaction and sharia banks brand 

image. Third, the futures studies are being required to further to develop, refine and validate 

future versions of the usage of SEM analyze methods with more diversified respondents from 

different organizations and from all the sharia banks across Indonesian to get more 

generalized data analysis.  
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ABSTRACT: The purpose of this study to analyze the effects of changes in corporate income tax rates 
in 2009 to export performance of Manufacturing Industry in Indonesia through changes in the structure 
of production costs as a mediating variable. The study is based on the explanation of tax incidence 
theory study found a trend towards shifting the tax burden to consumers by increasing prices when 
producers are subject to the tax burden. The population of this research is data Manufacturing 
Company Financial Statements that are listed in the Indonesia Stock Exchange in 2003-2013 the 
export activities. Sampling using purposive sampling method, the method of data analysis using 
regression analysis. Findings / innovations targeted from this study are: changes in tax rates in 2009 
did not affect the cost structure of production of manufacturing companies listed in Indonesia Stock 
Exchange, changes in tax rates in 2009 had no effect on the export performance of manufacturing 
companies listed in Indonesia Stock Exchange,  The structure of production costs positive effect on 
the export performance of manufacturing companies listed in Indonesia Stock Exchange. This study 
could not prove cost structures mediating effect on the export performance of manufacturing 
companies listed on the Stock Exchange Indoneisa.. 
Keywords: tax reform,  single tax rate, cost structure of production, export performance. 
 

INTRODUCTION 

 This study aimed to analyze the effects of changes in corporate income tax rates in 2009 and 
in 2010 the export competitiveness of manufacturing companies listed in Indonesia Stock Exchange. 
Changes progressive corporate income tax rate up to 30% to a flat rate of 28% in 2009 and down to a 
single rate of 25% in 2010 is expected to improve export performance. Policies potentially quite 
effective at increasing the competitiveness of business in Indonesia because: The cost structure and 
competitiveness derived from costs such as formal charges and illegal corruption and graft and not 
because of taxes, the dependence of Indonesian manufacturing industry for products imports (raw 
materials / auxiliary materials) high, and assumptions forward shifting is not always the case with fully 
automated. Tax rate reduction is not necessarily followed by actions decline in selling prices. (4) The 
tax rate in Indonesia only contributed a small barrier in 2008 (by 1.3%) (Porter and Scwhab, 2009). 

 This research focuses on the theory of tax incidence that taxes can cause distortions in 
economic choices and further raises inefissiensi in economic policy (Nicodème, 2009). Therefore, the 
greater the distortions that arise as a result of the imposition of income tax, the higher the pricing of 
the product. 

 

LITERATURE REVIEW 
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The Incidence of Income Tax 

Tax incidence is the study of those who bear the tax burden (Fullerton and Metcalf, 2002). 
Producer income tax can be shifted forward-foreward (to consumers) and backward-backward (to 
labor, capital, or other factors in production) (Fullerton and Metcalf, 2002). Consumers reduced their 
real income has to pay for a product with a higher price to producers (A. C. Harberger, 1962; 
Fullerton and Metcalf, 2002) and Auerbach, 2006). 

Gramlich, Limpaphayon & Ree (2004) states that the tax burden can be reduced using 
transfer prices. According to (Nicodème, 2009), shifting forward in the widespread may alter the 
structure of production costs. Gordon (1967) mention the price mark-up does not always involve 
shifting forward. The incidence of the corporate income tax is determined by the effect of the tax on 
corporate income (Gordon, 1967) and product quality (Rojas & Shi, 2011). 
       previous research related to the study: 

Table 1 
Previous Research 

No. Author Title Result 

1 O’Brien 
& Scally 
(2012) 

Cost Competitiveness 
and Export 
Performance of the 
Irish Economy 

improvement in cost competitiveness of 
various sizes to help maintain a strong 
network of foreign direct investment, 
export performance predicted by both the 
future and the creation of high-level skilled 
jobs. 

2 Yu, 
Chang & 
Chin 
(2007) 

FDI timing: Entry Cost 
Subsidy Versus Tax 
Rate Reduction. 
Economic Modelling. 

To reduce production costs, multinational 
companies tend to relocate their 
production bases to countries with input 
prices are much cheaper 

3 Devereu
x, M. P., 
& 
Griffith, 
R. 
(1998).  

Taxes and The 
Location of  
Production: Evidence 
from a Panel of US 
Multinational 

marginal cost of production factors into 
the most important consideration in 
determining the location of the production 
base. 

 
Tax Rate Changes Year 2009 and Production Cost Structure 
 
 According to Devereux and Griffith (1998) marginal cost of production factors into 
consideration in determining the location of the production base. Multinational companies tend to 
relocate their production bases to countries with input prices are much cheaper (Yu, Chang, & Chinn, 
2007). The policy of giving subsidies for the costs of entry are considered more effective than tax 
reduction policy in attracting foreign investors (Yu, Chang, & Chinn, 2007). 
Reduction in tax rates in 2009 will affect the cost of raw materials if the requirements are met from 
within the country. Poterba (1996) proved that the tax is a factor enhancer through mark up prices. 
But the income tax rate is not always ditangapi with lower prices but that is regarded as saving 
(saving). Based on the description above, the proposed research hypothesis is as follows: 
 
H1a: Changes in tax rates in 2009 affect the proportion of raw material costs in the cost structure of 

production. 
H1b: Changes in tax rates in 2009 affect the proportion of labor costs in the cost structure of 

production. 
H1c: Changes in tax rates in 2009 affect the proportion of overhead costs in the production cost 

structure. 
 

Cost Structure and Export Performance 
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 The production cost competitiveness important components in export performance. The cost 
of labor has a strong relationship with export performance (Edwards & Golub, 2004). Nonetheless 
company that emphasizes the expansion of revenues, perform better than companies that emphasize 
cost reduction and better than companies that try to emphasize both the expansion simultaneously 
(Rust, Moorman, & Dickson, 2002). Research (Carlin, Glyn, & Reenen, 2001; Carlin et.al, 2001), 
indicates that there is a negative effect of labor costs with export performance and long-term changes 
to the labor cost component (the exchange rate, wages and productivity of labor) also has the same 
degree of elasticity to changes in export performance. 
H2a: The proportion of raw material costs in the production costs affect the export performance. 
H2b: The proportion of direct labor costs in the production costs affect the export performance. 
H2C: The proportion of factory overhead costs in the production costs affect the export performance. 
 

Tax Rate Changes 2009 and  Export Performance  

Devereux and Griffith (1998) stated that in an open economy system, the flow of goods and capital is 
possible by the support of the progress of information technology (banking and finance) and 
transportation. According to (Derashid & Zhang, 2003) tax benefits, can provide "strategic value" for 
the company and industry to improve the economic objectives including increasing exports and 
improve competitiveness. 

According to (Hines, 2003) a small open economy that imposes higher tax rates could harm the local 
economy. Taxation affects the real returns and thus distort economic decisions, impose efficiency 
costs borne also by factors of local production (Hines, 2003). 

The strategic role of the determination of the tax rates on the export performance of the economy is 
shown by the Malaysian government policies that provide incentives reduction of taxable income 
100% on foreign ownership of companies in export-oriented manufacturing (Derashid & Zhang, 
2003). Tax reductions in Ireland from 40% in 1994 to 12.5% in 2003 was able to boost export of 
services up to 60% (Conefrey & Fitz Gerald, 2011). 

Based on the description, the proposed hypothesis is as follows: 

H5: Changes in Tax Rates in 2009 affect the export performance of companies listed on the Indonesia 
Stock Exchange. 

 
  
 
 The framework of this study can be described as follows: 

 
CONCEPTUAL FRAMEWORK 
Figure 1 Proposed Framework 

 
 
 

RESEARCH METHODOLOGY 
 

Population and Sample 

TaxRefm ExprPrf 

CostStrc 
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 The population in this research is manufacturing companies listed in Indonesia Stock 
Exchange with the following criteria: (1) Listed in Indonesia Stock Exchange from 2006 until 2013 and 
published the complete financial statements in the period of observation. (2) Reported export activities 
detailed in the observation period. 

 

 
ANALYSIS AND RESULTS 

 
The research data obtained from the financial statements of companies listed on the 

Indonesia Stock Exchange which reported export activities in its financial statements from 2006 until 
2013. The following shows the descriptive statistics in figure 2  

Table 2 
Descriptive Statistics 

 

Variabel N Minimum Maximum Mean Std. Deviation 

COGM 150 
175440343.

00 
674432000000

0.00 
972047961509.9

739 
1369158886143.206

50 

MatCost 150 126918504 
455333106250

0 
603050350072.5

6 
824709716936.267 

LbrCost 150 8969478 752622000000 62846220492.33 136544780663.206 

FOHCos
t 

150 39210701 
469629700000

0 
306151390945.0

8 
678626352319.560 

Export 150 98745315 
105708000000

0 
201585985701.0

5 
275108689632.350 

Valid N 
(listwise) 

150 
    

 

Regression analysis 

Regression analysis in this study was conducted to prove the hypothesis hypotheses 1a and 
2a. Regression analysis conducted to test the following equation: 

LnExprt= α + β1TAXREFM+ e1  
LnExprt= α + β2 TAXREFM+ β3COGM + e2  

 

 

Where : 

LnExprt | (Export natural logarithm); α (constant); ... β3 β1 (regression coefficient); TAXREFM (a 
dummy variable would be 0 for the period before and 1 to indicate the period following the imposition 
of the Income Tax Act No. 36 of 2008); COGM (cost of goods manufactured); e (error (measurement 
error).  

Here are the results for the regression test model 1, model 2 and additional analysis: 

Table 3 
T-Test Analysis Result  

 F Test Adj. 
R2 

B T Test Sig. 

Model 1 Dependent Variable: 
COGM, 

.421 -.004   .518 
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Predictors: (Constant), 
TaxRef 

Model 2 Dependent Variable: 
LnEXPRT 

35.634 0.317   .000 

 Predictors: Constant   24,108 91.929 .000 
 COGM   -0.302 -1,266 .207 
 TaxRef   8.760E-

013 
8.402 .000 

Additional 
Analysis  

Dependent Variable: 
nEXPRT 

     

Predictors: Constant   24.007 93.244 .000 

TaxRef   -.375 -1.271 .206 

MatCost   1.386E-
012 

7.260 .000 

LbrCost   -4.158E-
013 

-286 .776 

FOHCost   4.525E-
013 

1.544 .124 

 Results of testing the F-test model 1 produces the value F for 0421 with a significance level of 
0.581 F shows the independent variables are not capable of being a top predictor of variation of the 
dependent variable. Results of testing the F-test model 2 resulted in significant F value of 35 634 at 
0,000, showed independent variables able to be a predictor on the variation of the dependent variable. 
Adjusted R2 value of -0.004 (model 1) which shows the ability of the model is very little / no (less than 
0) in explaining the dependent variable. The value of adjusted R2 = 0.317 (model 2), which means the 
ability to explain the variation of the dependent variable and 0.683 explained by other factors. 

 Regression test results showed a regression coefficient of -0.383 with a significance value of t 
variable tax reform (TaxRef) of 20.7%. Based on these test results can be concluded that the tax 
reform but not a significant negative effect on the cost of production. Furthermore COGM variable 
regression coefficient (cost of production) against LnEXPRT shows the value of 8.760E-013 with 
significant value t of 0000. It can be concluded that an increase in the cost of production after the tax 
reform of 2008. The regression coefficient on the export of raw material costs amounting to 1.386E-
012 with a significance value of 0.000 t. The regression coefficient direct labor costs (LbrCost) against 
exports by influential 

Influence of Corporate Income Tax Reform of 2009 On the Production Cost Structure 

 Regression test results show that the tax reform does not show a significant effect on the cost 
structure of production of manufacturing companies. Of the three components of the production costs 
are affected by possible changes in income tax rates is the cost of raw materials and factory overhead 
costs with the assumption that the two components of the production cost can largely be obtained from 
domestic sources. As with the kompnen raw material costs and overheads that can be obtained from 
the output of the previous manufacturer. It was alleged that most of the inputs on both the production 
cost is obtained from foreign sources. 

Influence of Corporate Income Tax Reform of  2009 to Export Performance 

The test results based on the sample that tax reform can not show a direct influence on export 
performance. These test results also indicate that the problem of competitiveness of manufactured 
products in Indonesia not because of tax issues. 

For further research on the problems of competitiveness of Indonesian products can be 
associated with the issue of innovation, product quality and effective marketing strategy. 

 
CONCLUSION AND DISCUSSION 
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CONCLUSION 
 

Based on the discussion that has been done before, it can be conclusions as follows: 
Changes in corporate income tax rates can not be proven effect on the export performance of 
companies listed on the Indonesia Stock Exchange. Assumptions about the tax incidence can not be 
used as a solid foundation for increasing the competitiveness of export manufacturing companies in 
Indonesia. Assumptions about the tax incidence to ease the burden of production becomes more 
logical when the majority of production factors obtained from the Indonesian manufacturing company 
in the country. 

Structure of production costs globally and in detail per item components of production costs 
affect the export performance. These findings indicate that the export performance of manufacturing 
firms in Indonesia are influenced by production capacity. The results of this study may indicate that 
export opportunities still can not fully be met by the companies listed in the Indonesia Stock Exchange 

.  
DISCUSSION 
 

The results of this study have implications for the practice of the government that the tax is not 
an inhibiting factor is the major competitiveness. The strength of export competitiveness is determined 
by the strength of the production capacity to meet demand that is still open.  
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ABSTRACT 

 
Tight business competition makes many companies to think hard to create the right marketing strategy 
so that its products remain in demand by consumers, promotion through price reductions, discounts 
has become a favorite strategy for the company to influence Changes but there are some companies 
that prefer to use strategy to innovate in its products as well as pursuing a strategy change to change 
the Changes of consumers. This study aims to see how the implementation of the strategy of 
innovation (X1) and changes (X2) is done and how big influence on the purchase decision (Y). The 
population in this study is a society of Bandung using products eiger with the number of samples taken 
100 users by taking simple random sampling technique .. multiple linear regression test, the test 
becomes a tool in addressing the problem formulation of this research. This study shows the positive 
influence of the variables of innovation that is with regression coefficient 0.239 and t value (2.564)> t 
table (1.661), variable change that with regression coefficient 0537 and the value of the t (5791)> t 
table (1.661) on Changes, as well as the influence of the independent variable (X1 and X2) to the 
Dependent variable (Y) amounted to 50.8%. 
 
Keywords: Innovation, change, and Changes 
 

INTRODUCTION 

Indonesia's population growth from year to year create demand for goods and services 
certainly increasing, when we see from the data bps in  2011 until  2016 on school participation rates, 
each year increased 2.7%, it means more than 6.75 million people each year increasing. One of they 
needs increasing is  a need to bring stationery or other items that we often call the bag. The tight 
competition makes a lot of companies trying to create an attractive and appropriate strategies so that 
customers still remain loyalnt and interested in buying their products. 

One company who makes variation bags are Eigerindo Multi Products (EMP). EMP is one of  
the largest and  the most famous company in Indonesi especially on manufacturing and retail 
equipment such as adventures of products of many kinds variation bags (backpacks, backpacks, 
travel bags, bags for waist bag for cycling, bags for laptops, etc.), product headwear, and footwear. 



Proceeding: The 2nd International Conference on Business Management (ICBM 2016) 

Vol (1) Issue (2) 978–967-13903 –6 -8 

 

48 

 

 

Basically eiger is more dominated by equipment eiger adventure produces but  in this time, 
they  also produces office or school equipment and therefore the target market that is taken is not only 
for lower societies but the middle class and upper middle also. When we seen the eiger product from 
the safety test parameter, eiger product is more excellent than other brands. However that, there is 
one thing the advantages of one of its competitors (CONSINA) that are not owned by Eiger itself, it is 
about issue of pricing where pricing is set at a fairly CONSINA product is relatively cheaper than Eiger 
product. It made a new benchmark for Eiger to continue to innovate in its products and make changes 
based on the adaptation of its products itself to prove that the product Eiger itself is quality and as we 
know the price is do not lie to quality comparison. Innovation of the Eiger is exactly what makes it 
different from other products, where every innovation launched at Eiger product is an innovation that is 
actually qualified where products eiger is supported by people who are so expert in the field of 
mountaineering so that the product no doubt quality because it has been so tested safety. Eiger itself 
is able to control its market share and expand market share rapidly so now Eiger has been able to 
gain positioning in the eyes of consumers. Eiger is the market leader of competitors, amounted to 80% 
market share which has been mastered. This can be achieved by various struggles are not easy, and 
Eiger itself trying to keep positioning the eyes of consumers in order to remain able to maintain its 
positioning as a market leader in the eyes of consumers. With the innovations made in the Eigerindo 
Multi Products Company will be the creation of a customer satisfaction that will influence Changes that 
will lead to customer loyalty. Research on the effects of innovation, change, and adaptation to the 
Changes of consumers is itself a study conducted for the first time, but there was some research done 
previously about Eigerindo Multi Products Company. 

There are also other research conducted on innovation, but, at times we do research with 
different objects, namely Eigerindo Multi Products Company. However, for the previous studies of  
Eigerindo Multi Product company The product itself is about the influence of customer satisfaction on 
brand loyalty. In previous studies, previous authors have proven that customer satisfaction is very 
influential on merek.Beberapa loyalty factor to consider is whether the innovation and change have an 
effect or not on the Eigerindo Multi Products Company Industry so innovations, changes, and 
adaptations can be applied in business strategy for long-term period. To the authors chose the theme 
above, to determine how much influence innovation and change on consumer Changes Eigerindo 
Multi Products Company. 
 

LITERATURE REVIEW 

 

The product is anything that can be offered and sold by the community, in terms of product form here 
can only be seen or felt by consumers. The success of a product on the market is usually seen the 
importance of a product for that market. A new product will not be successful if it is not supported by 
the price, distribution, advertising and sales right (Keller, K.L 2010 P19). 
 
Product innovation. 
The meaning of innovation is basically an awful lot, ranging from innovations are "new learning that 
are the products of a firm's combinative capabilities to generate new applications of existing 
knowledge" (Kogut and Zander, 1992, p. 391), but innovation is not just limited to the development of 
products -product or new services. Innovation is also included in the new business thinking (Kotler, 
2003: 97). Innovation Companies can also generate R & D (Research and Development), production 
and marketing approach and eventually lead to the commercialization of these innovations, in other 
words, innovation is the process of realizing new ideas, different first, by way of production or to make 
it come true, where innovation including the generation of evaluation, and implementation of new 
concepts (Pervaiz K. Ahmed and Charles D. Shepherd; 2010). Product innovation also have positive 
influence on purchase decisions (rahayu, anggraini; 2009). Pervaiz K. Ahmed and Charles D. 
Shepherd (2010) clarified the innovation process is divided into three parts, among others: 
a) Innovation Administration (administrative innovation), relates to the organizational structure and 

administrative processes that are not directly related to the basic activities of an organization and 
its work is directly related to the company's management. 
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b) Innovation Technology (technology innovation), technology related products, services, and 
production processes. 

c) Innovation Process (process innovation), is a new element introduced in a company's production 
or service operations, input raw materials, specification of tasks, jobs and information, and 
equipment used for the production of a product or making services. 

  

Change 
Change is a process that led to a difference from the original state afterwards, the changes can be 
seen if there are differences in the initial shape to the final shape (Soemantri, 2011: 1). Kennedy and 
Soemanagara (2006: 63) says marketing communication aims to achieve three stages of change 
aimed at consumers There are three stages of change aimed at consumers, namely: 

 
1) Phase Change KnowledgeChanges knowledge indicates that consumers are aware of the 

existence of a product, what product it was created, and addressed to whom the product, thus 
the message delivered no more show important information on the product. 

2) Phase Change Attitudes Attitude (attitude) describes the assessment, feelings, and relatively 
consistent tendency of a person over an object or idea. The phase change of attitude is related to 
the influence of marketing communications to consumers' assessment of a product. In the 
attitude factor, there are three components: (1) cognitive component (the belief in the brand): 
consumer confidence and knowledge about objects, (2) affective component: the emotional 
reflecting the feelings of a person to an object (brand evaluation), whether the object is desirable 
or preferably, (3) behavioral component 22 (intent to buy): reflect the trends and the actual 
behavior of an object, which this component showed a tendency to perform an action. 

3) Phase Change Behavior. 
Behavior change is intended to allow consumers do not switch to other products, and are 
accustomed to menggunakannya.Tahap change in attitude can be described in three stages: (1) 
Components Cognitive / trust brand; (2) Component Affective (Brand Evaluation); (3) Conative 
(intent to purchase (Sutisna, 2010: 100) 

 
Buying decision 
Changes according to Kotler and Keller (2012: 167) is the decision to continue or discontinue 
purchases, with indicators including, (1) the need for packet data service internet, (2) search for 
information about the service pack of Internet data, (3) the determination of the service pack internet 
data to be acquired, and (4) the purchase decision internet packet data services. The stages 
according to Achmad Buchory Henry et al (2010 : 63) is sebacai follows: (1) Introduction Needs 
Problem (need recognition); (2) Search Information (Information Search); (3) Reviewing Alternatives 
(Evaluation of Alternative); (4) Buying Decisions (Purchase Decision); (5) Post-Purchase Behavior 
(Postpurchase Behavior). 

 

Conceptual Framework 

Fiqure 1 : Proposed Conceptual Framework 
 

 

 

 

 

 

 

 

 

 

 

INNOVATION (X1) 
1. Innovation Process 

2. Technological Innovation 

3. Innovation Administration 

Pervaiz K. Ahmed and Charles D. Shepherd (2010) 

 

 

 

 

CHANGE (X2) 

1. Phase Change Knowledge 

2. Stage Attitude Change 

3. Phase Change Behavior 

Soemantri, 2011: 1 

 

PURCHASING DECISION 

(Y) 
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Based on Figure 1 above, then the hypothesis in this study are: 
H1: Innovation Positive influence on Changes 
H2: Changes positive influence on Changes 
H3: Simultaneously innovation and positive change significantly influence Changes 

 

RESEARCH METODOLOGY 

Sampling design 

This type of research is quantitative descriptive. The population is all the people who use eiger 
Bandung is divided into several areas of the West Bandung, Bandung North, South and East Bandung 
Bandung. According Arikunto (2010: 134-185), Judgements Sampling is a sampling technique, which 
is willing to be selected, based on the goal of researchers, and selected based unit of analysis. In 
doing this paper we use the method of data collection in the form of questionnaires. The total sample 
of respondents in this study as many as 100 people consisting of consumers using a variety of 
products Eiger. 
 

 
DATA ANALYSIS 

The results of the correlation analysis and multiple linear regression in this study is used to 
find the effect of variable Innovation (X1), Changes (X2) on purchase decisions (Y). using SPSS 
version 23, as can be seen in table 1 as follows : 

Table 1 
Result of Multiple Linier Regresion 

Model 

Unstandardized Coefficients 
Standardized 
Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) 3.133 1.857  1.687 .095 

INNOVATION .239 .093 .238 2.564 .012 

CHANGE .350 .060 .537 5.791 .000 

a. Dependent Variable: Change   

 
The results of the correlation analysis and multiple linear regression in this study is used to 

find the effect of variable Innovation (X1), Changes (X2) on purchase decisions (Y). using SPSS 
version 23, as can be seen in table 1 as follows: 

 
 

Information : 
Y = a purchase decision 
X1 = Innovation 
X2 = Changes 
e = standard error 
 

The equation defines as follows: 
1) In terms of the value of regression coefficient, innovation variable (X1) has a positive effect 

amounting to 0.239 against the purchase decision variable (Y), it means that if a product is made / 
offered by eiger increases, the decision to purchase among eigerpun increased. 

2) In terms of the value of regression coefficient, Variable Change (X2) has a positive effect for 0.350 
to variable purchase decisions (Y), it means that if the strategy changes eiger on knowledge, 
attitudes and behavior of consumers towards eiger increases, the decision to purchase among 
eigerpun increased , 

Y = 3.133 + 0,239X1 + 0,350X2 +e 
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3) If the innovation variable (X1) and Change (X2) is zero or not done by eiger then purchase 
decisions (Y) already has a value of 3133 (positive). That means if the strategy of innovation and 
change is not made a purchase decision by eiger then worth 3,133 

 

As we see in Table 2 we use the coefficient of determination in seeking seek the contribution of 
innovation (X1) and Change (X2) on purchase decisions (Y). and can be seen the correlation 
coefficient (R) and the coefficient of determination using application program SPSS version 23 
indicates that the strategy of innovation (X1) and changes (X2) were conducted in this study were able 
to explain in other words affecting the purchase decision variable (Y) by 49.8%, where the remaining 
50.2% is explained or influenced by other factors not examined by authors such factors place, 
promotion, price, etc. 
 

Table 2 
Koefesien R Correlation and  Determination 

Model Summary 

Model R R Square 
Adjusted R 
Square 

Std. Error of the 
Estimate 

1 .713a .508 .498 1.739 

a. Predictors: (Constant), CHANGE, INNOVATION 
b. Dependent variable : Purchasing decision 

 
 
Discussion: 

The results of this study indicate that there is a positive influence on the variables of 
innovation (X1) of 0239 made eiger of the product through the quality of raw materials used, the 
manufacturing process using high technology and own at international level and has been active in 
using the role of the internet (email, whattsup, social media, etc.) in the process of marketing 
communications create levels of consumer Changes to produ-eiger products is increasing. Judging 
Values regression coefficients for the variables of innovation, the t value (2.564)> of the t table (1.661), 
meaning that if the products offered to consumers has a high innovation value then the Eiger product 
Changes will increase. 

 
 

Table 3 
F Test -  ANOVAa 

Model Sum of Squares df Mean Square F Sig. 

1 

Regression 303.329 2 151.665 50.138 .000b 

Residual 293.421 97 3.025   

Total 596.750 99    
a. Dependent Variable: PURCHASING DECISION_Y 
b. Predictors: (Constant), CHANGE_X2, INNOVATION_X1 

 
The results also show that there is a positive effect of the variable changes (X2) of 0.350 

made eiger for its product starting with improving consumer knowledge of the product eiger then the 
confidence instilled the product eiger quality and brand better than the other brands that make 
consumers' attitudes be loyal to keep using the product eiger. Judging Values regression coefficients 
for the variables of innovation, the t value (5.971)> of the t table (1.661), meaning that if the strategy 
the change made by the Eiger in order to improve knowledge of consumer products, changing 
consumer attitudes towards products eiger that impact on behavior change ( in this case is loyalty) 
further increased, then the Changes eiger products will also increase. 

The results also showed on table 3 that there is a positive effect of innovation and change 
variables jointly on product Changes eiger. This is indicated by F count (50 138)> F table (2.700) and 
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sign (0.000) <sign α (0.05), it’s mean if innovation and price changes made, the better the Changes of 
the eiger pruduk will also increase. 
 
CONCLUSION & DISCUSSION 
1) Variable product innovation has a positive impact on product Changes eiger, with regression 

coefficient 0.239 and t value (2.564) > t table (1.661). This means that if the product offered has a 
value of innovation that the higher the Changes of the eiger products will also increase. 

2) Variable Change has a positive effect on product Changes eiger, with regression coefficient 0.350 
and t value (5.971)> t table (1.661). it is mean if the strategy changes made eiger in increasing 
knowledge, changing attitudes and behavior of consumers is getting stronger, the decision to 
purchase among eiger will also increase. 

3) Variable innovation and change has a positive influence on simultaneously or jointly on product 
Changes eiger, with F count (50.138)> F table (2.700) and sign (0.000) <sign α (0.05), it is mean if 
innovation and price changes made, the better the Changes of the eiger pruduk will also increase. 

4) Variable Innovation (X1) and change (X2) influence the purchase decision variable (Y) at 50.8%, 
which is equal to the remaining 49.2% influenced or explained by other factors not examined by 
the authors as a factor, promotion, price and others. 
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ABSTRACT 

As a company is often charged with the responsibility of environmental law from their suppliers, there 

is an urgent need for the firms to integrate environmental rights across the whole supply chain 

practices to ensure the sustainability of the firm. Implementing GSCM is a business value driver as 

there is increasing in awareness among consumers on corporate social performance.  However, the 

readiness to implement green practices among Malaysian manufacturing companies is still 

indistinguishable. Therefore, future study is required to investigate more in the implementation of 

GSCM in Malaysia. This paper attempts to provide empirical evidence on the influence of technology 

integration on the adoption of GSCM performs among manufacturing firms in Malaysia. A survey was 

conducted on ISO14001 certified manufacturing firms in Peninsular Malaysia. Data from 130 

companies were received and analyzed by correlation and regression analysis.  The results indicated 

that variables have significant relationships with GSCM practices. It can be concluded that technology 

integration has significant influence on the implementation of GSCM practices in these firms. The 

findings of the study probably contribute in policy development of manufacturing practitioner.               

Keywords: Green supply chain management, Malaysia, Technology Integration, Manufacturing 
 
 

 
INTRODUCTION 

 
Since operating cost contributes significant impact on business performance, supply chain 

management (SCM) is views as the groundwork discipline for cost improvement. Business can 
increase profits without increasing sales by reducing the supply costs including the cost of shipping, 
storing and retrieving. Therefore, companies start to appreciate the important role of SCM practices. 
Besides the operating issues, ‘environmental’ issues such as global climate change; environmental 
degradation; and the diminution of natural resources are started to be appreciated as affecting a 
company’s investment value, it risk profile and its future assets and liabilities. To boost up the 
execution of green values among business organizations in their business operation, the government 
of Malaysia has established the government policies in the form of environmental standards which 
have been designed to reduce the level of toxic pollutants being discharged by firms. Industries are 
required to act in accordance with both air emission and effluent discharge standards which are 
regarded as acceptable conditions allowed in Malaysia. 

 It is realized that all the components of manufacturing supply chain such as manufacturing 
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process; raw material; end of life disposal or end customer usage and the distribution of the product 
possibly will be a source for waste, pollution and additional hazards to environment. When a company 
is often charged with the responsibility of environmental law from their suppliers, there is an urgent 
need for the firms to integrate environmental rights across the whole supply chain practices to ensure 
the sustainability of the firm. Implementing GSCM is a business value driver as there is increasing in 
awareness among consumers on corporate social performance. 

In the era of resource scarcity and constant change, practicing GSCM is the way forward to 
convince customers and stakeholders. Besides being environmentally friendly; GSCM is also 
approximately a good business sense and may contribute to a higher return. There is increasing 
recognition of the corporation’s role as an agent of economic and social change encourage the 
company’s management increasingly be acquainted with their responsibility for implementing ethical 
programs to enhance social safety (Teraji, 2009). 

Due to abundant of modernization tools such as IT and other technologies, the expectation of 
customer have grown respectively (Ghorban, 2011). However, managing a supply chain today is 
complex as the businesses are increasingly global with increasing competition on every front and the 
acquisition of a business process change occurred with astonishing rate. Therefore, there is a need to 
integrate technology in supply chain management. Although there are some technologies has been 
introduce and applied in supply chain practices, the willingness to adopt GSCM practices among 
Malaysian manufacturing companies still undetermined. This paper aims to fill the gap in GSCM 
matters.  Specifically, the objective of the study is to examine the relationship between GSCM 
practices and technology integration. 

 
 

 
LITERATURE REVIEW  

 
Green Supply Chain Management 
 

Green supply chain management (GSCM) integrates environmental and supply chain 
management (SCM) which is actually a long-term sustainability oriented view of the traditional SCM. 
GSCM takes into account the disproportionate environmental impact of supply chain process. 
According to Zhu et al., (2010), GSCM is “delivering products and services from suppliers, 
manufacturers to end customers through material flow, information flow and cash flow in the context of 
environment”.  The scope of GSCM ranges from responsive monitoring of the general environmental 
management to more active practices implemented through various reverse activities such as recycle, 
refurbish, re-use, remanufacture, and rework to in arrears with the regulatory requirements and 
customers pressures.  

Therefore, green supply chain management practices, expressed as practices related to 
environmental issues and performance includes both indoor and outdoor activities related to 
preventing pollution before it is generated, recycling waste and spent product, extracting resources 
and substance- raw materials including capturing harmful pollutants followed by proper disposal. 
Manufacturing companies often convicted for environmental liabilities of their suppliers (Rao, 2008). 
Therefore, it is urgent to integrate environmental initiatives, not only within the walls of the company, 
but throughout the entire supply chain that involves all supply chain partners to ensure sustainable 
performance of the company (Cote et al., 2008). This study focuses on three dimensions GSCM: 
 
Green Purchasing 
Green purchasing or Environmentally Preferable Purchasing refers to the purchasing of products and 
services that have less negative impact on environment and human or aims to meet with 
environmental objectives for example reducing sources of waste, boosting recycling, reuse and 
replacement of materials (Vel, 2016).  
 
Eco-Design 
Eco-design can be defined as actions that are taken during the product development targeted towards 
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reducing the environmental impact of a product during the life cycle of a whole which starts from raw 
material sourcing to manufacturing, use and eventual disposal of end without compromising product 
criteria other important such as performance and cost (Johansson, 2002). 
 
Reverse Logistics 
 
Reverse logistics is defined as "return or take back the products and materials from the point of 
consumption to the frontward supply chain for the process of recycling, reuse, remanufacture, repair, 
cleaning or the safe disposal of products and materials". Green supply chain inventiveness like the 
other, reverse logistics plays a significant role in improving the operational efficiency of the 
organization, improve competitiveness and reduce the cost of system wide (Ellram and Carter, 2008). 
 

 
Technology Integration 
 

While most of the money is in the supply chain, pressure also resides there. It takes time to 
adjust to changing demands. Businesses must still strive to reduce costs, but must be flexible as well. 
The use of technology in supply chain contributes to effective communication, unique product 
identification, and real time information (Huber, Michael and McCathie, 2007). An excess of 
technologies having customer centric features and information-intensive provide enormous benefits 
like reduced cost and increased flexibility.  

Technology integration can be defined as “environmental practices of the use of technology 
tools taking place between a buying and supplying organization regarding activities such as product 
development, process reengineering, and technical training” (Wu, 2013). From the perspective of this 
study, the terms technological include not only structural aspects such as product and process related 
changes, it also includes managerial techniques and expertise (Vachon, 2008). The technology 
integration in green supply chain activities is becoming a necessity in most industries due to rapid 
movement in green technology (Nidumolu, Prahalad, and Rangaswami, 2009).  

Innovation of green technology is the key driver to achieve sustainable development and aims 
to decrease the bad impact of product lifecycle toward environment (Dangelico and Pujari, 2010). 
Although technology integration is an important part of the GSCI, it is always hard to obtain the latest 
green manufacturing technologies (Wu, 2013). Furthermore, apart from being costly affair, integration 
of technology is also challenging and need to be carried with exhaustive pre-analysis (Nidumolu et al., 
2009). Due to this situation, manufacturers are more likely to lack the knowledge of green technology. 
Therefore, the manufacturer should make an effort to acquire information across the supply chain 
internally and externally through assistance and training as a result of inadequate professional 
knowledge about processes or new products (Koufteros, Vonderembse, and Jayaram, 2005). 

The technology integration in green supply chain management should be able to help tracking 
the progress of green initiatives practiced in an organization, which automatically increases the 
possibility to achieve environmental goals (Bushar, Zanwar, Jain, and Rao, 2014). However, 
technology changes require that the people and processes in the organization re-learn and change in 
order to run the supply chain of the future. To date, there is still no investigation linking the technology 
integration and GSCM by means of three dimensions of green purchasing, eco-design, and reverse 
logistics (Wu, 2013). This requires further investigation on the association between technology 
integration and sustainable performance. Therefore, three hypotheses have been proposed: 

 
H1 Technology Integration has significant influence on Green Purchasing practices 
 
H2 Technology Integration has significant influence on Eco-design practices 
 
H3 Technology Integration has significant influence on Reverse Logistic practices 

 
 

RESEARCH METHODOLOGY 
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The results from factor analysis would be able to confirm whether or not the theorized 

dimensions emerge (Sekaran and Bougie, 2010). In factor analysis, the communality value, the 
Kaiser-Meyer-Olkin (KMO) measure of sampling adequacy value, and Bartlett’s Test of Sphericity 
significance have to be focused on where the communality value is considered as acceptable if the 
value is above 0.5, the KMO value must exceed the recommended value of 0.6, and the Bartlett’s Test 
of Sphericity must reach statistical significance (Kim and Mueller, 1994). As for this study, 
interrelationship among items in dependent variable and independent variables had been tested. 
Cronbach’s Alpha was used to measure the goodness of data which includes the stability and 
consistency of the items. The Cronbach’s Alpha value for each variable over 0.80 considered to be 
good and having a higher internal consistency.  

The questionnaires were distributed to the respondents by online survey and postal delivery. A 
total 130 respondents provide necessary data which is appropriate for data analysis. The data was 
screened and prepared for hypotheses testing. Factor analysis and reliability test were done to confirm 
the validity and reliability of the instrument used. KMO value for Green Purchasing (first dimension) is 
0.823. Meanwhile, the KMO value for Eco-Design (second dimension) is 0.791 and Reverse Logistic 
with 0.804. The KMO value for Technology Integration is 0.864.   

The KMO value of these variables dimensions exceed the suggested value of 0.6 (Hair et al., 
2008) and Bartlett’s Test of Sphericity reach statistical significance, supporting the factorability of the 
dimensions as suggested by Kim and Mueller (1994). The alpha values of reliability analysis for each 
variable range from 0.914 to 0.926  which are more than 0.6 and above 0.9 (Table 1), this point out 
that the internal consistency among all items of dependent variables and independent variables can be 
considered as very good. Therefore it can be established that the instrument is valid and reliable. 

 
 

Table 1: Cronbach’s Alpha for each variable 

Variable Cronbach's Alpha 

Green Purchasing 
Eco-Design 
Reverse Logistic 

0.920 
0.922 
0.926 

Technology Integration 0.914 

 
FINDING AND DISCUSSION 

 
Based on the information in Figure 1, 79.2% of the respondents are from manufacturing firms 

aged more than 10 years. This indicated that most of the data for this study was provided by 
respondents from companies which have been operating more than 10 years which may have been 
through many experiences. The others are provided by manufacturing firms aged between 3-10 years 
(13.8%) and manufacturing firms that have been operating less than 3 years (6.9%). 

 
Figure 1: Distribution of Respondent Based on Age of the Company 

 

 
 

6.9
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79.2
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Based on Figure 2 most of the respondents of the study are from local company with the percentage 
at 43.8% followed by multinational company (MNC) at 38.5 %; Joint Venture (JV) at 7.7%, foreign 
company at 3.8%, government-linked company (GLC) and private-limited company with 3.1%. 

 
 

Figure 2: Distribution of Respondent Based on Types of Ownership 
 

 
 

The result from Table 2 shows that the respondent’s current positions are mostly managers and 
executives at 46.2% and 37.7% respectively. As the study required personnel who specifically in-
charge of ISO documentations in the companies, the Table 2 also shows variance of positions such as 
engineer (10.8%), others (3.8%), and director at 1.5%. 

 

 

 

 

 

Table 2: Respondent’s Current Position 

Position in Company Frequency Percent 

Director 2 1.5 

Executive 49 37.7 

Manager 60 46.2 

Engineer 14 10.8 

Others 5 3.8 

Total 130 100 

 
Hypothesis Testing 
 

The Pearson correlation was used to examine the relationship between dependent and 
independent variables, to predict the strength of the relationship as well as the direction of the 
relationship. Table 3 shows that all the dimensions of green supply chain practices have significant 
positive relationship with technology integration. It is found that among the three dimensions, Green 
Purchasing has the highest value of correlation coefficient.  

 
Table 3: Results of Pearson Correlation Analysis 

38.5
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Green Supply Chain Practices (DV) Technology Integration (IV) 

Green Purchasing 0.570** 
Eco Design 0.493** 
Reverse Logistic 0.485** 

**. Correlation is significant at the 0.01 level (2-tailed). 
 
Regression analysis was applied to identify the best predictor influencing the environmental 

sustainability performance among ISO 14001 certified manufacturing firms in Malaysia. The variables 
of green supply chain and technology integration were tested using regressions to measure the 
proportion of the variation in green supply chain practices explained by technology integration. If the 
value is below the significant level of p<0.05, this means that the independent variable influences the 
dependent variable. In contrast, if the value is above the significant value, it indicates that there is no 
influence between the independent and dependent variables (Gliner et al., 2009). The regression 
result in Table 4, Table 5 and Table 6 show that technology integration explained 32.5% of the 
variance in predicting Green Purchasing; 24.3% in in predicting Eco-design and 23.5% in predicting 
Reverse Logistics. The models proposed are significant at 0.00 level (F=61.720; 41.015 and 39.338, 
p=0.000). 
 

Table 4: Regression Result of Technology Integration on Green Purchasing 
IV Un-std Beta Std. Beta T Sig. 

(Constant) 1.867  8.228 0.000 

Technology Integration 0.517 0.570 7.856 0.000 

R 0.570    
R2 0.325    
Adjusted R2 0.320    
F 61.720    
Sig. .000    
Durbin-Watson 2.206    

 
Table 5: Regression Result of Technology Integration on Eco-Design 

IV Un-std Beta Std. Beta T Sig. 

(Constant) 2.324  9.911 0.000 

Technology Integration 0.436 0.493 6.404 0.000 

R 0.493    
R2 0.243    
Adjusted R2 0.237    
F 41.015    
Sig. .000    
Durbin-Watson 1.720    

 
 
 
 

Table 6: Regression Result of Technology Integration on Reverse Logistics 
IV Un-std Beta Std. Beta T Sig. 

(Constant) 1.520  5.184 0.000 

Technology Integration 0.533 0.485 6.272 0.000 

R 0.485    
R2 0.235    
Adjusted R2 0.229    
F 39.338    
Sig. .000    
Durbin-Watson 1.919    

 
Based on the results of correlation and regression analysis, Technology Integration is verified 



Proceeding: The 2nd International Conference on Business Management (ICBM 2016) 

Vol (1) Issue (2) 978–967-13903 –6 -8 

 

59 

 

 

to have significant associations with all the three dimensions of green supply chain practices. 
Hypothesis 1, Hypothesis 2, and Hypothesis 3 are supported. Therefore, based on the findings it can 
be established that Technology Integration is has positive influence on the three dimensions of green 
manufacturing practices among MS ISO 14001 certified manufacturing firms in Malaysia. The results 
from Pearson Correlation and Regression analysis show that the highest impact of Technology 
Integration is on Green Purchasing practices followed by Eco-design and Reverse Logistics. 

Green purchasing processes rely on information exchange. Technology Integration is 
essential in green purchasing processes as it able to assist companies in getting the right information 
at the right time.  Reverse Logistic operations is complicated processes, where the entire reverse 
chain organization need to be aligned with customer requirements and act. It requires collaboration of 
all related department from R&D to finance and tax. Therefore, Technology Integration plays an 
important role to ensure the efficiency and agility of the process especially for end-to-end control along 
the reverse chain.  
  

 
CONCLUSION  
 

The access to timely information drives growth without expanding cost. Therefore it is 
important for a firm to consider the integration of technology in their supply chain practices that 
enhance efficient operation and effective communication. The integration of technology in green 
supply chain practices in the firms' operations may aid innovation in various aspect including product 
development, global sourcing, product quality, regulatory compliance, customer service, and logistics 
and transportation. 

Technology coordinates a complex supply change that would be nearly unmanageable to 
accomplish. Technology integration is believe as an important element in supply chain decision-
making and creates operational efficiency however it has not been empirically investigated. This study 
provide an empirical evident on the positive influence of technology integration on green supply chain 
practices. The correlation analysis also showed that technology integration among Malaysian ISO 
14001 certified manufacturing firms positively influenced in green supply chain practices. To be 
concluded, technology integration must be considered by manufacturing companies in their effort to 
face the environmental challenges and to reduce environmental impacts from products or services 
provided. 
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ABSTRACT 

 

As universities focus on program accreditation to improve performance standards, there has 

been an impact on academics who are involved in the process. The literature suggests that for 

accreditation such as business programs such as AACSB, both positive and negative impact 

could occur for academics. This paper gives an overview on three areas of literature that is 

pertinent to this topic: accreditation impact on the university, accreditation impact on business 

academics as well as resistance to change, with balanced scorecard to measure accreditation 

impact. 

 

Keywords: accreditation impact, resistance to change, strategic management 

 

 

 

Education – Malaysia 

Education in Malaysia receives significant investment from the Government, with annual total 

expenditure on education equivalent to 7.7% of annual Government expenditure, with higher 

education itself receiving 5.5% (Malaysian Education Blueprint [Higher Education] 2015-

2025, Executive Summary p1-4). This significant investment in education and talent 

management of its future workforce suggest that the Government have high expectations on 

the actors involved – particularly the higher learning education (HLIs). Thus, in return for 

continued government funding, public HLIs must ensure achievement of performance 

outcomes and incentives for exceeding those outcomes (Malaysia Education Blueprint 

[Higher Education] 2015-2025, Executive Summary p1-20). In addition, the Malaysian 

government targets Malaysia as a ‘regional hub’ for education in the ASEAN/Asian region, 

thus having competitive, globally accredited universities would enable that target to be 

achieved. 

 

Reduced Budget in 2016 

 

In 2016, the education sector, particularly public universities were faced with reduced level of 

government spending due to the impact of global uncertainty as well as the reduction in the 

price of oil and commodity prices on the nation. The Malaysian Government in its 2016 
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budget implemented a 15% cut in higher education spending for 2016 and 19 out of the 20 

public universities saw their allocations reduced with highest at 27.3% for Universiti Malaya 

(Sharma, 2015). In total, the Higher Education sector sees a decrease of RM1.4 billion 

(USD$325 million) compared with the previous year, a decrease of 15%  from RM15.79 

billion in 2015 compared to RM13.3 billion in 2016 (Sharma, 2015). 

 

Constraints due to budget cuts increase the demands on universities and its staff in 

implementing its activities, much less in activities to improve its performance in order to 

attain accreditation, particularly regional or global accreditations. Other countries which have 

faced such circumstances earlier report the impact on the universities. In Australia for 

example, the significant cuts in funding have lead to higher student/staff ratios, over-

enrolments, staff shortages, larger classes and poorer quality students (see Pop-Vasileva, 

Baird and Blair, 2014). The authors noted that such changes could have greater impact on 

certain faculties, such as accounting, expected as ‘cash cows’ in certain universities. The 

authors observed that the circumstances were also occuring when expectations were 

universities were expected to be more fiscally responsible. Such conditions faced in Australia 

is slowly being felt in Malaysia, thus the circumstances stated by the authors on staff 

shortages as well as issues of infrastructure and student quality could be felt in the near future 

for Malaysian universities. 

 

In this circumstances,  implementing or earning a global accreditation is not easy, and the 

literature suggest that any organisations, such as universities, which are in the process of 

implementing change will face resistance from its staff (see Julian & Ofori-Dankwa, 2006). 

Research on the impact of accreditation on academic staff has been few (van Kemenade and 

Hardjono, 2009). The authors argued that this was surprising given that research has shown 

that success in quality improvement in organisations were dependent on the ability to change 

of staff (see van Delden, 1992). The authors noted from research presented in conferences and 

journalistic articles, that there seems to be resistance from lecturers towards accreditation 

process though organisations could benefit from the accreditation itself. In their study on 

Netherlands universities, the author found that factors leading to resistance among staff 

towards accreditation include high workload, negative emotions (stress) as well as lack of 

knowledge and lack of acceptance (van Kemenade and Hardjono, 2009). 

 

Aim of paper 

 

This paper focuses specifically on the resistance to change towards achieving accreditation 

using the focus on the global accreditation from Association to Advance Collegiate Schools of 

Business (AACSB). AACSB is a global accreditation for business management courses for 

both undergraduate and postgraduate courses. AACSB itself acknowledges that its 

accreditation is one of the most difficult that universities face, as AACSB has a strict criteria 

that must be met by universities. Though the accreditation could bring positive outcomes to 

the university itself, what are the impact that it might have on the academic staff? 

Specifically, what are the impact, both positive and negative that might have on the academic 

staff? The aim of this research paper is to present an overview on three areas of literature that 
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is pertinent to this topic: accreditation impact on the university, accreditation impact on 

business academics as well as resistance to change. 

 

 

AACSB accreditation 

Among the well-known global accreditation of business management programs are The 

Association of MBA (AMBA), The Association to Advance Collegiate Schools of Business 

(AACSB) and European Quality Improvement System (EQUIS) – global accreditation of 

business management programs at both undergraduate and postgraduate levels. This paper 

focuses on the impact of the accreditation process towards achieving the AACSB 

accreditation has on university academics. AASCB is an international accreditation of 

business schools programs, headquartered in the US. AACSB International is in charge of 

accreditation of universities outside the United States. AACSB provides “internationally 

recognised, specialised accreditation for business and accounting programs at the bachelor’s, 

master’s, and doctoral level. The AACSB accreditation standards challenge post-secondary 

educators to pursue excellence and continuous improvement throughout their business 

programs. AACSB accreditation is known, worldwide, as the longest standing, most 

recognised form of specialised/ professional accreditation an institution and its business 

programs can earn” (AACSB website). The AACSB has more than 90 years of history of 

recognising excellence in management education and is the largest and most recognised 

specialised accreditation worldwide. AACSB informs through its website that the 

accreditation is very stringent with 86% of universities (schools) noting that the standards are 

the most stringent as compared to other accreditations (AACSB website).  Furthermore, the 

current standards in business education from AACSB’s point of view is that schools should be 

currently focusing on Engagement, Innovation and Impact in managing their programs. 

Currently, out of 353 AACSB members in Asia (universities who are starting or in the process 

of being accredited), only 84 universities or schools are accredited with AACSB (as at 

February 2016).  

 

Thus, the high standards of AACSB has an impact on the university academics in terms of 

preparing, addressing and implementing programs to enhance the standards of teaching, 

research, publication as well as general management of business programs in schools, with the 

focus on improving the standards for the students. One consequence of the AACSB 

accreditation is the qualification of lecturers who teach business courses in the university (or 

‘schools’) as they need to have a PhD in order to teach, thus increasing the pressure to 

complete a PhD and publish (Hermanson, 2008), leading to situations where both academics 

and research students are competing to publish in the same journals (Mathews, 2007, Pop-

Vasileva et al, 2014). One consequence of this circumstances are where some early career 

academics are leaving their institutions and thus universities are facing issues of retaining 

high quality staff (Pop-Vasileva et al, 2014).  

The next section looks at both positive and negative impacts that accreditation has on 

academics.  

 

Positive Impact of Accreditation 
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Overall, though, some researchers emphasise that accreditation such as AACSB have many 

benefits and suggest that lack of information from academics could be the source of 

uncertainty. Romero (2008) suggest that AACSB have positive impact on business school 

strategy, encourage creativity, and various value-added through accreditation-related 

reporting. In addition, he states that ACCSB has also flexible guidelines in areas of graduate 

admission, faculty qualification, and curriculum requirements. 

In terms of learning, though AACSB could promote Organisational Learning and have a focus 

on quality, research productivity and innovative programming are not guaranteed. But the 

schools could at least ensure that they have participated with peer review exercise and in 

addition, the schools also need to ensure results are sustained (Elliot & Goh (2013). 

In terms of performance, accredited schools show greater improvement compared to 

unaccredited schools over a period of time, and with large magnitudes – nearly 5% greater 

(between 1997-2007) – passing for candidates with all parts taken, and 7% difference for 

passing for candidates with some parts taken, as mentioned by Morgan (2011). The author 

discussed the case of a university with an engineering program. 

 

Negative Impact of Accreditation 

 

The negative impact of accreditation as noted in the literature include workload increase – 

which were towards peripheral task – preparation, formalisation of documents, meetings 

(Lichy & Pon, 2015). In addition, the impact could also be on the industry practitioners – 

Lightbody (2010) noted that as Australian business schools pursue AACSB accreditation, this 

may have a number of negative consequences for universities. It may in fact exacerbate, 

rather than relieve, the current shortage of accounting faculty and result in a fall in teaching 

quality. The loss of ex-practitioners from the teaching faculty may also result in accounting 

programs that are perceived as less relevant and engaging by students (Lightbody, 2010). 

While another negative impact is with regard to student teaching: accreditation could change 

the focus of business education towards mission-linked approach, promotes growth but at the 

expanse of pedagogy (Lowrie & Willmott, 2009). 

 

There are also concerns in the literature that top management of business schools are seeking 

accreditation in order to achieve legitimacy benefits rather than performance benefits (Hodge, 

2010). This notion is also supported by Lightbody (2010) who noted that many Australian 

business schools are seeking to become AACSB accredited in order to increase their 

marketability for students.  In addition, some researchers also suggest that top management 

has reward and systems in place to train and reward accordingly: “Must be thoroughly trained 

in supervisory and management practices, including defining desired behavior, linking 

rewards to the behavior, managing performance, creatively designing broad reward systems 

and leveraging tenure and faculty governance systems” (Day and Peluchette, 2009).                                                                        

 

Stress and Jobs less rewarding 

 

Roberts, Johnson & Groesbeck (2004, pg. 124) noted that salary increases do not accrue to 

faculty who must suffer through accreditation process with 22.2% of the respondents imply 
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that there were salary adjustments, while on average it appears that faculty are suffering more 

stress and find their jobs less rewarding, still 22.4% disagree that their jobs are more stressful, 

and in fact a small number, 23.3.%, agree that their work is more rewarding. Thus the authors 

suggest that “…any school contemplating seeking AACSB accreditation needs to evaluate the 

results in light of their idiosyncratic circumstances” (pg.124). This suggest that each 

university or schools might face unique experiences, and that though many academics might 

complain that they face more stress and higher workload, there might be a small number of 

academics who might disagree. Thus, if a research could uncover the reasons why or the 

strategies that worked for a particular group, this would contribute to literature. 

In summary, the literature has shown that several issues concern with the accreditation that 

schools/ universities face with academics. Some concern the higher workload and stress due 

to the accreditation exercise as well as the preparation, while others are concerned with 

negative impact of the accreditation itself. However, some literature also pointed out the 

benefits of the accreditation exercise, including increase in performance. However, the 

strategy of top management in their strategy with academics need to be considered and 

academics should be trained, motivated and rewarded accordingly.     
                                                  

Resistance to Change 

 

To achieve accreditation is not easy for universities. For many universities, they start as 

teaching institutions, and slowly, change towards focusing on research and publication as well 

as internationalising their outlook. Therefore, it is not surprising that entrenched staff, 

particularly academic staff, might be resistant to change, especially if the staff had been senior 

academics or have had many years of focusing on teaching and now are asked to change 

towards other areas. Thus top management of universities need to deal with the resistance to 

change of their staff, and find ways to strategically manage in order that change could occur 

in a positive manner, without negative consequences to the university in the future. The 

situations facing universities are not unusual. Corporations and other organisations too are 

facing change in their own way, with more uncertain economic outlook, for example the 

‘Brexit’ impact on UK and EU in 2016.  

 

Thus, how do organisations manage resistance to change? In strategic management, several 

strategies are suggested. David and David (2015) suggest that in order to face resistance to 

change, these types of strategy might be implemented:  Force change strategy - involves 

giving orders and enforcing those orders; educative change strategy - one that presents 

information to convince people of the need for change, as well as self-interest change strategy 

- one that attempts to convince individuals that the change is to their personal advantage. 

Therefore, for top management of universities, one or a combination of all three types of 

strategies might be suggested. A research study on the type of strategy, if any, that is 

implemented when a university is implementing processes towards achieving a global 

accreditation could be done.To analyse the impact of the change on university, one way 

would be to utilise the Balanced Scorecard. 
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Balanced Scorecard 

 

Strategic management focuses on how managers or organisations make decisions on 

determining the long-run performance of the organisation with regard to the firm’s resources 

(Wheelen and Hunger, 2010). Thus, the drive towards improving the performance of the 

organisation (the university) through accreditation, qualification and attaining RU status has 

an impact on how the top management manages its resources (particularly, academic staff). 

The Balanced Scorecard approach to strategy evaluation aims to balance long-term with 

short-term concerns, to balance financial with nonfinancial concerns, and to balance internal 

with external concerns (David & David, 2015). Thus, questions that top management should 

be asking are as follows: How well is the firm continually improving and creating value along 

measures such as innovation, technological leadership, product quality, operational process, 

efficiencies, and so on? (David & David, 2015). Wheelen and Hunger (2012) suggest that 

Balanced scorecard– combines financial measures that tell results of actions already taken 

with operational measures on customer satisfaction, internal processes and the corporation’s 

innovation and improvement activities, and thus could be divided into these four areas: 

Financial, Customer, Internal business perspective, and Innovation and learning.  

 

Thus, using the Balanced Scorecard, future research could examine four criteria to evaluate 

the performance of the university based on the impact of AACSB accreditation: 1) Internal 

Customers (Staff): Impact on academic staff, 2) Customer: Impact on students, 3) Financial: 

Impact on Financial and 4) Innovation and learning: Impact on activities such as research and 

publication. 

 

In conclusion, this paper has presented an overall view of the accreditation impact on 

academics, focusing on AACSB, and resistance to change, with a view on analysing the 

impact using the Balanced Scorecard. 
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ABSTRACT 

 

This study furtherly investigates family organizational strength and its influencing factors. 

Sampling method is based on three characteristics, namely: 1) Family who has stayed in 

Banten Province for more than five years; 2) Family who has 12 years old children or more; 

3) Minimum parents educational background is Senior High School graduation. 

Questionnaires are distributed to 200 families, and there are 101 acceptable questionnaires. 

Author uses Structural Equation Modelling (SEM) with 2.0 version WarpPLS program  as 

data analyzing method to test five proposed hypotheses.  

The result from this study states that there is a significant influence of future view on family 

organizational strength. Exogenous variables which influence family organizational strength 

are family character education and future orientation. 

 

Keywords: Development mentality, future orientation, democratic character education in 

family, the view on success, family organizational strength. 

 

I. Background 

In general, studies about social strength are personally centered to each individual in a family. 

The sharpened view of family strength comes from Walsh (2003) who stated that there are 

some bankrupted family organization due to the crises. On the other hand, there are getting 

stronger family organization after the crises. Besides, risk in life needs to be overcome to 

shape defensive individual character (Fraser, M & Galinsky, 2004). Family  organizational 

strength does not only include satisfaction in facing the difficult experience, suffering from 

affliction, but also family strength which is got from knowledge, the ability of mutual 

influence and its protectional life process. There is no one single family that frees from 

problem.  

Walsh (1998) and Fuller and Coll (2010) offered a framework to understand and comprehend 

family social strength. This framework consists of: (1) Family faith system which consists of 

value application on suffering, positive view, religious faith and inner spirit (transcendence 

and spiritualism); (2) Family organizational pattern which comprises of cohesion, social and 
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economy sources; (3) Communication process which comprises of clearness, open emotional 

revealment, and collaborative problem solving. 

Family organizational strength implies family’s ability to face any chalenging difficulties in 

life and be able to overcome it by involving interactional process between risk and 

protectional factors. Protectional factors are found in each individual in family, family 

organization, and society (Patterson, 1989).  

The comprehension on these aspects can help designing preventive and healing aproaches to 

overcome any family problems that may emerge. Walsh (1998), offered a framework to 

understand and comprehend family social strength. It is really important to create solid family 

that can strengthen each other in facing any dificulties in life to reach a better life both in 

social, economy and cultural aspect. Nurmi (1989) and Bandura (1986) stated that future 

orientation is closedly related with expectation, purpose and ideal. 

Other authors investigated individual contribution to family strength (Stroebe & Schut, 2001; 

Wong, 2010; Reichart et.al., 2006). Meanwhile, others stated that healthy family will deeply 

influence individual strength (Beaver & Hampson, 2003; Obradovic, et.al. 2010, Brown et.al 

2008, William and Lindsay, 2008, Snyder and Lopez, 2007). 

Difference in future orientation produces research gap.  Besides, divorce phenomenon as one 

of family problems in Banten Province keeps increasing from 2012 to 2014. The number of 

divorce rate in 2012 is 420 and it still increases into 586 or 39% in 2013. In 2014, the divorce 

rate still keeps increasing as 724 or 24%. Other problems in family strength is the relatedness 

of missdemanour with several cases in 2012 (920), 2013 (1106), 2014 (1435), 2015 (1465).  

   Based on the explanations above, this study will cover broader perspective by 

furtherly investigating “Family organization strength and its influencing factors”. 

II. Theoretical Framework 

2.1. The relationship with family strength  

Mental comprehension is largely used in psychology as something which is closedly related 

with human way of thought to give response to their environment (The ABC of Psychology, 

1982). Based on this description, mental can be interpreted as a trait in human being, the yield 

of individual relationship with their environment (Orozco et.al, 2010). 

Besides, mentality is connected with cultural practice that can support competence alternative 

model, focused on social emotion development and challenging future in risky environment 

(Fuller, 2007; Loeb,  Bassok, Fuller & Rumberger, 2007). Racial dynamic in an environment 

can also shape parental preparation for their children to face discrimination or other 

harrashment (Johnson et.al, 2003). In certain condition, mentality can support and become the 

strength for teenagers to reduce risky behavior so they will not get into trouble in reaching 
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their ideals in life (Coll et.al, 1996; Suarez-Orozco & Suarez-Orozco, 2002; Zhou, 1997). The 

influence of reference group is accustomed to culture and values in society, especially from 

ethnical group. A proper attitude also becomes an important investment to direct the way, 

kind and quality of self development (Carter, 2007; Inkeles and Smith, 1989; Li, 2001; 

Rodgers, 2000).  

H1: There is a significant influence between development mentality and the view on 

success.   

2.2. The relationship between future orientation and the view on success 

According to Ginanjar (2001), Seginer (2002), Sun and Shek (2012), future orientation is how 

an individual formulates and arranges future vission by sharing it through short term, middle 

term and long term orientation.   

Future believe is a part of motivational experience which is directed to show future 

achievement and it is closedly related with their behavior in viewing welfare as a part of 

succes content (Shek and Sun, 2010). The result shows that a purpose is related with learning 

and controlling process. Gysberg (2008) said that intrinsic value of self acceptance and 

affiliation are strongly contributing on student’s welfare. In ideal reaching process, a student 

who has lower purpose connected with self effectiveness and high rate of frustration will face 

bigger difficulty in reaching purpose and welfare (Snyder, 1996). On the contrary, strength to 

face challenges such as emotional control, purpose focus and social support will contribute on 

student’s behavior to face diificulties in their ideals reaching process (Lai and Yue, 2000).  

Research shows positive effect of strengthening future on success and welfare. They need to 

be internalised both in hope and optimism by facilitating family members, thus they can direct 

motivational mind and thought through a supporting environment in schools, peers, and 

family member in society (Massey et.al, 2009). 

On the other side, future orientation consists of two skill which are not similar but closedly 

related. This skill is applied to purpose and control development in ideals reaching process, 

future optimism, individual’s purpose and choice. Future orientation is closedly related with 

personal ability to start and defend their purpose oriented action (Snyder et.al. 2002). 

In time perspective, future becomes a key feature of each teen family member who has long 

term coverage. Future is intrinsically related with applying toughness and promoting positive 

growth in youth (Lee, McInerney, Liem & Ortiga, 2010; Damon, 2008). Comitted youth that 

focus on future purpose will be personnaly appreciated. In other words, purpose orientation is 

an important component of academic sucess when educational achievement is relevantly 

viewed with future purpose and it is considered as an instrument to reach the purpose (Miller 

& Brickam, 2004; Tbachnik, Miller & Relyea, 2008).  
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H2: There is a significant relationship between future orientation and the view on 

success. 

2.3. The relationship between democratization and the view on success 

Boyte & Kari (1996) defined democracy as a process for each individual to promote family 

discussion that decides steps to be done. Both direct and indirect purpose promote the equality 

betwen right and duty, and the equal treat to each member of family. Janara (2001) interpreted 

family organizational relationship as a democracy. It is strengthened by family life which is 

implanted in dynamic process that shape broader society and culture.  

Dohery and Caroll (2002) described the principle of democratic family model which has 

general principle and strategy to apply initiative action. In this context, Held (1993) stated that 

democratic enlargement in family organization is a decision making process through family 

member’s participation. Kusterer (1992) directs two main elements in democracy, namely 

value system and freedom in family organization. This enables an individual to have future 

perspective.  

H3:There is a significant relationship between democratization and future view.  

2.4. The relationship between family character education and the view on success 

Suyanto (2009) defined character as an effort to do some performance that will influence 

character. Meanwhile, Lickona (1974) stated that character education is a deliberate effort to 

help individual to understand, care and perform main moral ethical value. Suyanto (2009) also 

defined character as a way of thought and behavior that becomes special characteristic in each 

individual’s life to work together both in family, society and nation. Special characteristic will 

root from personal and individual characteristic, it also becomes a machine to promote on 

how people acts, behaves, says and responds on something (Kertajaya, 2010). 

Kim (2011) stated that negative effect of divorce will be felt by children long before the 

separation happens. Through social cognitive perspective, character education must involve 

process and strategy which is pionereed by family, in order to enable youth in a family to 

acquisite their skill and information in responding social demand which includes the view on 

success (Zimmerman, 1990).  

Brummelhuis (2010) stated an interesting point. He said that children’s motivation and energy 

from divorced parents will be improved through useful family organization that will promote 

helping behavior in work place. In fact, human has one full set of cognitive, emotional and 

tendency behavior that is encoded in their genetic. The relationship between parents and 

children is a unique relationship because of mutual social benefit (Hochschild, 1997).    

Battistich (2014) stated that characteristic refers to a borader constelation of attitude, 

behavior, motivation and skill. Davis (2003) showed the result of social psychology study by 

exploring how people thinks about influence, and being connected with each other.  
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Henderson and Mapp (2002), Patrikakou, Weissberg, Redding and Walberg (2005) showed 

that there is a positive relationship between parental involvedness in children education and 

their children’s character from early age.  

H4: There is a significant relationship between family character education and the view 

on success. 

2.5. The relationship between the view on success and family defense 

organizational  

The view on success is an individual orientation to reach their expectation in life. Some 

indicators have been used to measure family organizational strength. Factors in toughness can 

be quantitatively measured into: family celebration, being hardy, collective time, traditional 

routine, communication, financial management, and health (Masten and Obradovic, 2006).  

On the other hand, the view on success is a key factor to influence family strength both in 

economical, social and cultural way in family and society. Yet, family organizational strength 

will be hindered if one member of the family gets critical health trouble because other’s need 

will be ignored (Reiss, Steinglass and Howe, 1993). The view on success can be 

comprehended as an accumulation of mentality development, democratization and character 

education in a family to reach the sucessful creation of family organizational strength.  

Family is included in Act No 52/ 2009 on Family Planning and Family Development that 

states family strength and wellfare as a certain condition that has toughness including physical 

ability to live independently and develop their family harmoniously in social and mental 

welafre. Family strength is a dynamic condition in which a family has toughness, material and 

mental physical ability to live independently and to develop themselves in reaching 

harmonious condition and creating inner and outer welfare (Act No. 10/1992).  

 According to Crouter and Chapman (2000), there are five signs of family strength 

which becomes proper functional family, that is  (1) attitude to serve dignity; (2) familiarity 

between parents to reach good qualified family; (3) consistent training and skill development; 

(4) parents become a loveable leader; and (5) children obey and respect their parents. 

Myklebust (1999) stated that success in working performance, readiness and achievement in 

military duty will positively influence family strength. Walsh (2003) supported the idea by 

providing an evidence that some family gets broken due to family crisis, while other family 

get stronger and smarter due to the crisis. It shows that family strength is supported by solving 

problem process and self adaptation will be optimistic functional unit for the family to view 

their future.  

There are some line researches to understand the definition of orientation on success. One of 

them is emotional based model which stated that success is somebody’s emotion to focus on 

important future result that enables them to control their personality, as a result they will be 
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able to take any actions to reach their ideals (Bruininks and Malle, 2005). Masse et.al (2008), 

Fitzsimons and Finkel (2008) and Averill et.al, (1990) provided view on success which is 

emotionally concepted and positively influence teenagers to view their future, to hold resistant 

in facing difficulty of life and to improve the whole family strength. Fraser and Galinsky, 

2004; Jackson et.al, 2005 and Haj-Yahia, 2002) stated that social strength in a family covered 

the ability to do self repairment and to respond logically the difficulty in life. 

H5: There is a significant relationship between the view on success and family defense 

organizational  

Based on the explanation above, the empirical model can be visualized in the following 

figure: 

Figure 1  

Empirical Research Model 

 

 

 

 

 

 

 

 

 

 

III. METHOD 

This study is a quantitative study. This is a conclusive study which aims to test and prove 

hypotheses based on clear data and specific purpose (Kuncoro, 2009). Purposive sampling 

method used in this study has three criterias, they are; (1) family that has stayed and lived in 

Banten Province for more than five years; (2) family that has 12 years old or more children; 

(3) parents have at least senior high school graduation for their background education. 

Questionnaires in this study are distributed to 200 families, and it leaves 110 acceptable 

questionnaires. The hypotheses are the relationship between Development Mentality (DM), 
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The future orientation (FO), Democration (DC), Family Character Education (FCE), The view 

on success (VOS), Family Organizational Strength (FOS ). Latent variables of DM is 

measured by five indicators,  FO which has 10 indicators, DC which has 6 indicators, FCE 

which has 8 indicators, VOS which has 8 indicators and FOS which has 7 indicators.  Data 

analyses uses Structural Equation Modelling (SEM) with 2.0 version Wrap PLS program to 

test all hypotheses. 

IV. Result  

4.1. Descriptive Analyzes 

Based on data in table, the number of male respondents is 88 persons (88%)  and female is 12 

persons (12%). Background education for respondents are Senior High School graduation as 

68 person (68%), Junior High School graduation as 23 persons (23%), Diploma graduation as 

6 persons (6%), and Elementary School graduation as 3 persons (3%).  

Based on age range, the number of majority age from 21 until 40 years of age is 98 persons 

(98%) and there are only 2 person whose age is more than 40 years old. Information based on 

marital status is married as 75 persons (75%), and single as 25 persons (25%).  

4.2. Model Analyzes 

SEM tests the relationship between the influence of latent variables and other variables. The 

magnitude of coefficient value, critical ratio and significance is used to test whether there is 

an influence or not. The influence can be said significant if critical ratio > 1.96 and 

significance rate < 0.05. The result of regression coefficient among latent variables can be 

read in table 1 below.   

Table 1  

Results Estimated Regression Coefficients Between Latent Variables 

Variabel 

Laten  

Variabel 

Laten 
Estimate 

Standar 

Estimate 
S.E. C.R. P 

DM ---> VOS 0.060 0.069 0.176 0.341 0.733 

FO ---> VOS 0.536 0.652 0.18 2.976 0.003 

DC ---> VOS -0.473 -0.379 0.302 -1.567 0.117 

FCE ---> VOS 0.607 0.557 0.294 2.064 0.039 

VOS ---> FOS 0.529 0.593 0.128 4.147 0.000 

 

Hypothese testing provides results as follow: 
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1. Hypothesis 1 

Coefficient value of standard estimation on the relationship between DM and VOS is 0.069, 

critical value ratio is 0,341 and p-value is significant at 0,744. Since significance value is 

0,733 which is larger than 0,05 and CR value is 0,341, smaller than 1,96, null hypothesis is 

accepted. It proves that there is a significant influence of development mentality  

2. Hypothesis 2 

Coefficient value of standard estimation on the relationship between FO and VOS is 0,652, 

critical value ratio is 2,976 and p-value is significant at 0,003. Since significance value is 

0,000 which is smaller than 0,05 and CR value is 2,976, smaller than 1,96, null hypothesis is 

accepted. It proves that there is a significant influence of Future Orientation  on the view of 

success as 0,652. 

3. Hypothesis 3 

Coefficient value of standard estimation on the relationship between DC and VOS is -0,379, 

critical value ratio is 1,567 and p-value is significant at 0,117. Since significcance value is 

0,117 which is larger than 0,05 and CR value is 1,567, smaller than 1,96, null hypothesis is 

accepted. It proves that there is no significant influence of democracy on the view of success. 

4. Hypothesis 4 

Coefficient value of estimation standard on the relationship between FCE and VOS  is 0.557, 

critical value ratio is 2,064 and p-value is significant at 0,039. Since significcance value is 

0,039 which is smaller than 0,05 and CR value is 2,064, smaller than 1,96, null hypothesis is 

accepted. It proves that there is a significant influence of Family Character Education on the 

view of success  as 0,557. 

5. Hypothesis 5 

Coefficient value of standard estimation on the relationship between VOS and FOS is 0.593, 

critical value ratio is 4,147 and significant at 0,000. Since significance value is 0,000 which is 

smaller than 0,05 and CR value is 4,147, smaller than 1,96, null hypothesis is accepted. It 

proves that there is a significant influence of the view of success  on family organizational 

strength as 0,593. 

V. Discussion 

The result said that there is a significant influence between future orientation and the view on 

success, it is supported with previous results (Lee, McInerney, Liem & Ortiga, 2010; Damon, 

2008; Tabachnick, Miller & Relyea, 2008). They longitudinally proved that youth is easily 

commited to focus on the future orientation and they will be more appreciated. Youth that 

usually develop sub-purpose system and rule behavior independently will achieve sucessful 

academic and working aspect. It is in line with the belief which said that the importance of 

hard work becomes the majority of respondent’s faith.  

And that will make you know the path that is steep. (It is) Freeing a neck (slave, etc). Or 

giving food in a day of hunger (famine), To an orphan near of kin. Or to a Miskin (poor) 

afflicted with misery. Then he became one of those who believed, and recommended one 
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another to preservation and patience, and (also) reccommended one another to pity and 

compassion. They are thosse on the Right Hand (the dwellers of Paradise), But those wo 

disbelieved in Our Ayat (proofs, evidences, verses, lessons, signs, revelations, etc), they are 

those on the Left Hand (the dwellers of Hell)...(Quran Surah, 90:12-19). 

This study found out that there is a significant influence between democratization and the 

view on success, it is contradicted with the result from Dohery and carroll (2002). They 

described the principle of family democratization model which has general principle and 

strategy that can initiate the view on success. One thing to remember, technical performance 

of democratization in family decision making process will teach syura practice. Discussion is 

similar with a part of democratization through respecting other family member’s opinion. 

Prohibited materials in Al Quran don’t have to be changed or discussed. If Allah SWT has 

postulated a law, so it has to be followed by human being (sami na wa atha na), Mubaroq 

(2013).    

The author found an evidence that prove the significant influence of character education in a 

fmily on the view of success. It is supported by Battistich (2014), Weissberg, Redding and 

Walberg (2005), who explained that character refers to a broader constellation of behavior, 

attitude, motivation and skill that will deeply influence the view of how to decide the future. 

Another result said that there is a significant influence of the view of success on family 

organizational strength. It is supported by (Masten and Obradovic, 2006; Jackson, 2005; Haj-

Yahia, 2002). They stated that social strength in a family covers the ability to do self 

repairment and to respond any challenges based on logical thought and toughness to face any 

difficulties in life. It is emphazised by: 

“Woe to every scorner and mocker who collects wealth and (continuously counts it. He thinks 

that his wealth will make him immortal. No! He will be surely thrown into the Crusher (Quran 

surah, 104: 1- 4)”.  

VI.  Conclusion 

This study does not prove significant relationship between development mentality variable 

and the view on success. It is in contrary with the studies from Orozco (2010), Fuller (2007), 

(Loeb, Bassok, Fuller and Rumberger, 2007). They said that mentality is an inner trait in 

human being which is closedly related with cultural practice that can support social emotion 

development to face challenging future in risky environment. It is in line with the result from 

Rodgers (2000) who said that individual’s attitude is not always related with toughness to 

survive their future improvement. 

VII. Limitation And Future Research 

Future research is needed to prove these  variables mentality development and the view on 

success, and the relationship between democratization and the view on succes by replacing 

them with proper measurable indicators. 
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Abstract  
 
This study was conducted to determine and analyze the influence of green marketing strategy toward 
intentions to stay through attitude and hotel image on a green hotel in East Java. The research design 
used in this study is a causal design. Causal design is useful to analyze the causal relationship 
between one variable with another variable or how a variable affects other variables. The relationship 
between variables were applied in the study is a causal relation between the green marketing strategy, 
attitude, and hotel image in creating intention to stay on green hotels in East Java. Sampling in this 
study used a non probability sampling. Data analysis technique used is SEM (Structural Equation 
Modeling). Based on the results of research on the Influence of Green Marketing Strategy towards 
Intention to Stay through Attitude and Hotel Image conducted through questionnaires on 100 
respondents aged over 15 years, have the intention to stay at a green hotel, and know the concept of 
green hotel; researchers proved that green marketing strategy affect the intention to stay at green 
hotels in East Java positively and significantly. Based on the conclusions the researcher give 
suggestions for further research should be able to develop independent variables were used, because 
it is possible that, when using a variation of more variables and relevant enabling better research 
results anyway. While suggestions for green hotel management should improve green marketing 
programs in an integrated manner. 
 
Keywords: Green Marketing Strategy, Attitude, Hotel Image, Intention to Stay. 

INTRODUCTION 

Prakash (2002) stated that the green marketing is part and parcel of the overall corporate 
strategy (Menon and Menon, 1997). Along with manipulating the traditional marketing mix (product, 
price, place and promotion), it requires an understanding of public policy processes. Green marketing 
also ties closely with issues of industrial ecology and environmental sustainability such as extended 
producers’ liability, life-cycle analysis, material use and resource flows, and eco-efficiency. Thus, the 
subject of green marketing is vast, having important implications for business strategy and public 
policy. Firms can ‘green’ themselves in three ways: value-addition processes (firm level), management 
systems (firm level) and/or products (product level). 

Greening the value-addition processes could entail redesigning them, eliminating some of 
them, modifying technology and/or inducting new technology – all with the objective of reducing the 
environmental impact aggregated for all stages. A steel firm may install a state-of-the-art furnace (new 
technology), thereby using less energy to produce steel. Firms could adopt management systems that 
create conditions for reducing the environmental impact of value-addition processes. A good example 
is the Responsible Care program of the chemical industry, which establishes systems to promote 
environmental, health and safety objectives. However, management systems’ efficacy for greening 
value-addition processes is difficult to quantify if they are not accompanied by performance measures. 
Thus, by having measurable (therefore, easily monitored and understood) performance indicators, 
firms can make verifiable claims about the environmental impact of their management systems. 
Conceivably, consumers may reward such firms, if they can easily access and interpret such 
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information. The third greening strategy pertains to products. Building on Charter (1992), this could 
take place in the following ways: (1) repair – extend the life of a product by repairing its parts; (2) 
recondition – extend the life of a product by significantly over - hauling it; (3) remanufacture – the new 
product is based on old ones; (4) reuse – design a product so that it can be used multiple times; (5) 
recycle – products can be reprocessed and converted into raw material to be used in another or the 
same product – and (6) reduce – even though the product uses less raw material or generates less 
disposable waste, it delivers benefits comparable to 
its former version or to competing products. In addition, greening products could include ‘designing for 
the environment’ and devising new institutions to reduce environmental impact of product use by 
developing systems to replace dominant pattern of private ownership and use (as in cars) by a mix of 
collective and private use (through leasing and renting). 

Noor et al., (2014) stated that tourist expects that the hotel industry to pay attention to 
environmental concerns and to operate sustainably. As environmental concerns about tourism impacts 
have increased, the tourist accommodation sector has recognized the need to improve its sustainable 
management and operation. Consequently, many hotels are beginning to implement various 
innovative methods to increase the “greenness” of their operations (Manaktola & Jauhari, 2007). The 
term “green” refers to actions that reduce the impact on the environment, such as eco-purchasing or 
recycling. In a similar manner, “green hotel” is defined as an eco-friendly hotel operation that performs 
various environmentally friendly practices/programs such as saving water/energy, using eco-friendly 
purchasing policies and reducing emission/waste disposals to protect the natural environment and 
reduce operational costs (Green Hotel Association, 2008). Specifically, unlike conventional hotels, 
green hotel establishments actively follow eco friendly guidelines and practice environmentally 
management; committing themselves to carrying out environmental improvements, demonstrating 
such commitment through eco-labels or the green globe logo and acquiring techniques related to best 
practices in environmental management with experts’ help. 
 

LITERATURE REVIEW 
 

Previous Research 
Research with the topic of green hotel concept has been done before by Hays in 2014 in 

French and Australia. The objective of that research is to enhance knowledge about greening hotel 
services and the possibilities it provides for successful hotel management as well as for enrichment of 
hotel guest experiences. The analysis of cases-hotels identifies and describes different and numerous 
activities of green marketing management. A proactive and trustworthy implementation of those 
activities enables green hotels to achieve increasing benefits no matter their size, classification and 
target audience. 
 
Green Marketing Strategy 

Singh (2012) stated that according to the American Marketing Association, green marketing is the 
marketing of product that are presumed to be environmentally safe. Thus green marketing in corporate 
a broad range of activities, including product modification, changes to the production process, 
packaging changes, as well as modifying advertising. It is a complex combination which includes 
varying social, environmental and retail definitions attached to this term. Thus “Green Marketing” 
refers to holistic marketing concept wherein the production, marketing consumption that is detrimental 
to the environment with growing awareness about the implication of global warming, non-
biodegradable solid waste, harmful pollutants etc.  

Here are basically five reasons for which a marketer should go for to adoption of green marketing 
(Singh: 2012): 

1. Opportunities or Competitive advantage 
2. Corporate social responsibility (CSR) 
3. Government pressure 
4. Competitive pressure 
5. Cost or Profit issues 
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The Green Marketing is aimed at following objective (Singh: 2012):  
1. Eliminate the concept of waste 
2. Reinvent the concept of product 
3. Make environmentalism profitable 
4. Bringing out product modification 
5. Changing in production processes 
6. Packaging changes 
7. Modifying advertising. 
Chan (2013) mentioned strategies of green marketing for hotels. Here, a summary of the 

strategies are indicated: 
1. Designing green products and services 
2. Provision of harmless products and services for customers 
3. Using the Internet as a marketing channel 
4. Contributing to green-conscious customers 
5. Saving water and energy resources, reducing wastes, and conserving ecosystem 
6. Launching green-certification programs 
7. Product-differentiation by green products and services 
8. Cooperation with environmentally-friend groups 
9. Adoption of environmentally-friendly distribution channels 
10. Influencing on industrial customers through green marketing 
11. Joining commercial green marketing associations and central green reservation systems 
12. Conformation to environmentally-friendly regulations 
13. Green pricing leads to lower costs of green products and services 
14. Adoption of environmental labeling as a marketing tool 
15. Trying to create innovative green products and services 
16. Using eco-labels on packages and in websites 
17. Effect of efficiency of green products and marketing on customers’ decision to stay again 
18. Launching special program to assure success of green products and services 
19. Conformation to perception commercial partners 
20. Willingness of customers to pay higher prices for green products and services 
21. Skepticism of customers on green marketing 
22. Contradiction of rivals on environmental claims. 

 
Attitude 

Allport (1935) defined an attitude as a mental or neural state of readiness, organized through 
experience, exerting a directive or dynamic influence on the individual’s response to all objects and 
situations to which it is related. A simpler definition of attitude is a mind-set or a tendency to act in a 
particular way due to both an individual’s experience and temperament (http://healthadmin.jbpub.com).  
Typically, when we refer to a person’s attitudes, we are trying to explain his or her behavior. Attitudes 
are a complex combination of things we tend to call personality, beliefs, values, behaviors, and 
motivations Attitudes help us define how we see situations, as well as define how we behave toward 
the situation or object. As illustrated in the tri-component model, attitudes include feelings, thoughts, 
and action. 

An attitude can be defined as ‘a psychological tendency to view a particular object or Behavior 
with a degree of favour or disfavour’. Attitudes are generally understood to be formed through a 
process of individual subjective evaluation (involving a rational assessment of costs and benefits), but 
also influenced by affective and emotional responses and related beliefs. Attitudes are defined as 
being specific to an object or behavior while beliefs are more generic, relating to a wider worldview, 
and tend to be more stable. 

Jain (2014) stated that Jung (1971) expresses several attitudes within the broad definition 
readiness of the psyche to act or react in a certain way. He argues that attitudes very often come in 
pairs, one conscious and the other unconscious. Similarly, Ajzen & Fishbein (1977) states that 
attitudes are held with respect to some aspect of the individual’s world, such as another person, a 
physical object, a behavior, or a policy.  
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Therefore, the way a person reacts to his surroundings is called his attitude. Baron & Byrne 
(1984) define attitudes as relatively lasting clusters of feelings, beliefs, and behavior tendencies 
directed towards specific persons, ideas, objects or groups. Many models of attitude have been 
proposed by the different scholars. Some of the relevant and well-recognized models are presented 
below. 

1. Expectancy-Value Model.  
This model consist two elements, the likelihood ‘expectancy’ of each belief making up an 
attitude and the worth ‘value or affect’ associated with each belief (Calder & Ross 1972). 
Fishbein & Ajzen (1975) argue that the Expectancy - Value Model of attitude proposes that a 
person holds many beliefs about an attitude object; an object is seen as having many 
attributes. 

2. Multi attribute Measurement Model 
Multi attribute Measurement Model of attribute is proposed by Fishbein (1963). According to 
him, attitude is an independent measure of affect for or against the attitude object, which is a 
function of belief strength and an evaluative aspect associated with each attribute. 

3. Vector Model 
Calder & Lutz (1972) represent attitude structure in their approach, as a two - dimensional 
metric space, recognized as Vector Model. According to them one dimension represents an 
affective component (liking or favorableness) and the other represents a cognitive component 
(likely or probable). Any belief an individual possesses about a product is characterized by a 
value on each of these dimensions as a set of coordinates in the cognitive space. 
 
It is generally accepted that attitude represents the positive or negative mental and neural 

readiness towards a person, place, thing or event. It consists of three components:  
1. Affective Component (Neural) (Feeling/Emotion) 

The affective component is the emotional response (liking/disliking) towards an attitude object. 
Most of the research place emphasis on the importance of affective components. An 
individual’s attitude towards an object cannot be determined by simply identifying its beliefs 
about it because emotion works simultaneously with the cognitive process about an attitude 
object. Agarwal & Malhotra, (2005) express that the affect (feelings and emotions) and attitude 
(evaluative judgment based on brand beliefs) streams of research are combined to propose 
an integrated model of attitude and choice. 

2. Behavioral Component (Readiness) (Response/ Action) 
The behavioral component is a verbal or overt (nonverbal) (Wicker 1969) behavioral tendency 
by an individual and it consists of actions or observable responses that are the result of an 
attitude object. It involves person’s response (favorable/unfavorable) to do something 
regarding attitude object. Attitudinal responses are more or less consistent. That is, a series of 
responses toward a given attitudinal stimulus is likely to show some degree of organizational 
structure, or predictability (Defleur & Westie 1963) 

3. Cognitive Component (Mental) (Belief/Evaluation) 
The cognitive component is an evaluation of the entity that constitutes an individual's opinion 
(belief/disbelief) about the object. Cognitive refers to the thoughts and beliefs an individual has 
about an attitude object. Fishbein & Ajzen (1975) express theta belief is information a person 
has about an object; information that specifically links an object and attribute. The cognitive 
component is the storage section where an individual organizes the information. 

The three components of attitude (http://www.blackwellpublishing.com): 
1. Believe 

That the pact will be good for the environment (cognition) 
2. Feel 

Excited when she hears plans for the pact (emotion); and 
3. Sign 

A petition supporting the pact (behaviour). 
 
Hotel Image 

http://www.blackwellpublishing.com/
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Hays (2014) stated that green hotel management provides several benefits: long-term cost 
reduction, ecological sustainability and the satisfaction of needs of a presently growing segment of 
customers seeking green services. Along with quality brand management and trustworthy marketing 
communication, green management contributes to the growth of brand value, the acquisition of a 
positive image, differentiation from competitors, attraction and loyalty of customers, enriching in that 
way the hotel’s service offerings. It is inevitable for strategically positioning to consider emotional and 
functional 
elements of hotel brands, to gather and motivate participation of all employees around green 
initiatives, and to start partnerships with the local community. 

Hays (2014) stated that Green marketing starts with the customer, his needs and wants, it has 
long-run perspective, is innovative and involves full use of all the company’s resources (Peattie and 
Crane 2005, 365). Green brands are addressing customers who perceive ecological problems as 
important. Successful green brands are usually either based on alternative technologies or 
ecologically conscious business practices (Grant 2008). Customers don’t expect green brands to be 
perfect but authentic (Connolly 2009). Green brands should aim to communicate one key benefit to 
consumers: Purchasing green brands is in the environment’s best interest. Additional benefits can 
make the interconnection between consumers and brands even more intensive. 

Hays (2014) stated that Green hotels are environmentally-friendly properties whose managers 
are eager to institute programs that save water, save energy and reduce solid waste, while saving 
money and protecting the Earth (Green Hotel Association 2008). Another definition was presented at 
the EuroCHRIE conference in Dubai 2008: Green hotels are ecologically conscientious subjects that 
promote and practice energy efficiency, conservation and recycling, while providing their guests 
healthy, sustainable and clean services. The hotel industry started to globally recognize benefits 
resulting from the 
implementation of proactive environmental efforts. This is why, for example, ecotourism represents a 
significant portion of gross domestic product and economic activity in Costa Rica, Ecuador and Kenya 
(Darnall, 2008). The focus on environmental issues gives hotels chances for differentiation and 
determination of premium prices for their services (Brown 1996, Rivera 2002, as cited in Darnall 
2008), in addition to opening new markets. Respectively, the hotelier’s motivation to invest in and 
implement green initiatives shows to be useful and justified for businesses (Jackson 2010). 

Hays (2014) stated that the hotel’s success and insistence on the green path shows that its 
green positioning builds loyalty and attracts new guests. Noteworthy activities that support the hotel’s 
green designation are: brochures with photographs of nature and inspirational articles creating 
emotional connections; an updated and informative website; green teams, who serve as quality control 
and source 
for new ideas; and a special marketing department that is concerned about environmental issues on a 
corporate level. The hotel brand logo is fully aligned with the corporate logo. Received certificates and 
awards can be found in all promotional materials. 
Environmentally friendly activity, are: 

1. Recycle cans and bottles 
2. Recycle paper 
3. Re-use plastic bags 
4. Use energy efficient light bulbs 
5. Buy organic groceries 
6. Use low flow water fixtures 
7. Use cloth bags for shopping 

 
Intention to Stay 

Pollard (2010) stated that according to Sanchez et al., (2006) the tourist’s valuation of the 
purchase experience does not separate the experience of consumption from that of purchase, but 
evaluates them as a single whole. This theory implies that the owner sees the purchasing of the 
product and how they chose to purchase, whether through a sales tour, over the phone, or on the 
internet as part of the “timeshare vacation experience”. Consumer choice is a function of multiple 
independent consumption values (functional, conditional, social, emotional, epistemic), and each can 
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contribute differently in any given situation (Sheth et al., 1991). Each value is consistent with 
components of models developed by Maslow et al., (Sheth et al., 1991). According to Stoltman et al., 
(1990), there are at least six generic choices to be made when acquiring a good or a service: product, 
brand, shopping area, store type, store, and to an increasing degree, nonstore. Along with the six 
generic choices, there is also a sequence of decision making that is determined by the type of product 
being purchased (Stoltman et al., 1990).  

Clemes et al., 2009, stated that in general, behavioral intentions are associated with customer 
retention and customer loyalty (Alexandris et al., 2002). Several researchers note that behavioral 
intentions are indications whether hotel customers will remain with or defect from an organization 
(Alexandris et al. 2002; Zeithaml et al.,1996). Fishbein & Ajzen (1975) defined behavioral intentions as 
“a measure of the strength of one’s intention to perform a specific behavior”. Favorable behavioral 
intentions are associated with a service providers’ ability to make its customers: say positive things 
about them (Boulding, et al., 1993), recommend them to other customers (Parasuraman et al., 1991; 
1988), remain loyal to them (Rust & Zahorik, 1993), spend more with the organization (Lin & Hsieh, 
2007) and pay price premiums (Lin & Hsieh, 2007). Conversely, Lobo et al., (2007) indicate that 
unfavorable behavioral intentions include customer switching behavior and complaint behavior. 
Behavioral intentions can predict actual customer behavior when behavioral intentions are 
appropriately measured (Ajzen & Fishbein 1980). Several studies have focused on the assessment 
and measurement of behavioral intentions in the tourism industry (Chen & Tsai, 2007; González et al., 
2007; Lee et al., 2004). Alexandris et al., (2002) explain that an understanding of the reasons why 
customers stay in hotels and identifying the factors that influence their behavioral intentions of 
choosing a particular hotel are beneficial to hospitality planning and marketing. However, researchers 
note that few empirical studies have focused on the behavioral intentions construct in the hotel 
industry (Hu et al., 2009; Kandampully & Suhartanto, 2000).  
 

CONCEPTUAL FRAMEWORK 
Figure 1: Proposed Conceptual Framework 

 
    
 
 
 
 
 
 
 
 
 
 
 
 
Based on reviews theoretical and conceptual framework, the hypothesis proposed in this study are: 

1. Green Marketing Strategy influence to attitude on green hotel in East Java, Indonesia. 
2. Green Marketing Strategy influence to hotel image on green hotel in East Java, Indonesia. 
3. Attitude influence to intention to stay at green hotel in East Java, Indonesia. 
4. Hotel image influence to intention to stay at green hotel in East Java, Indonesia. 
5. Green Marketing Strategy influence intention to stay at green hotel in East Java, Indonesia 

through attitude. 
6. Green Marketing Strategy influence intention to stay at green hotel in East Java, Indonesia 

through hotel image. 
 

RESEARCH METHODOLOGY 
 

Green Marketing Strategy 

Hotel Image 

Attitude 

Intention to stay 



Proceeding: The 2nd International Conference on Business Management (ICBM 2016) 

Vol (1) Issue (2) 978–967-13903 –6 -8 

 

87 

 

 

Type of research used in this research is the design that is useful for analyzing the causal 
relationships between the variables with other variables or how a variable affects other variables. So 
here are the independent variables (variables that affect) and the dependent variable (affected). The 
purpose of this study is testing the hypothesis that explains the relations between exogenous variable 
and endogenous. In this study, exogenous variable is green marketing strategy (X). Intervening 
variable are Attitude (Y1) and the hotel image (Y2). Endogenous variable is intention to stay (Y3). 
Variable measurement green marketing strategies are: eco-labeling, eco-brand, and environmental 
advertisement. Variable measurement attitude are: the cognitive component (component perceptual), 
the affective component (the emotional component), and conative component (component behavior or 
action component). Variable measurement hotel image are: perceived product differentiation, 
relevance, product knowledge, esteem. Measurement variable intention to stay are: Likely, definitely 
would, and probable. 

The population in this study are all people who know of the existence of a green hotel concept 
both men and women in East Java. The number of samples taken 100 people. Sampling in this study 
using non probability sampling technique that does not give an opportunity or equal opportunity for 
each element or member of the population to be selected into the sample. Characteristics of 
respondents were chosen, namely: over the age of 17 years, knows the concept of green hotels, has 
never spent the night in the green hotel. Data collection tool used in this study is a questionnaire. 
Researcher using a likert scale to measure the research variables to determine a score for each 
answer. The analysis technique used is SEM (Structural Equation Modeling). 
 
DATA ANALYSIS 
Hypothesis Testing 

Table 1: Test Hypotheses 
 

NO Influence Between Variables Loadi
ng 

Factor 

t-
value 

t-
table 

Description 

1 Green marketing strategy  Attitude 0,619 4,422 1,96 Significant 

2 Green marketing strategy  Hotel image 0,236 4,099 1,96 Significant 

3 Attitude  Intention to stay 0,667 3,785 1,96 Significant 
4 Hotel image  Intention to stay 0,237 4,521 1,96 Significant 
5 Green marketing strategy  Attitude  Intention to stay 0,413 - - Significant 
6 Green marketing strategy  Hotel image  Intention to 

stay 
0,056 - - Significant 

Source: Data, processed 
On the table it can be seen that: 

1. Green Marketing strategy direct influence positively and significantly to attitude amounted to 
1,619 with a value of t = 4,422 > 1,96.  

2. Green Marketing strategy direct influence positively and significantly to the hotel image 
amounted to 0,236 with a value of t = 4,099 > 1,96. 

3. Attitude direct influence positively and significantly to intention to stay amounted to 0,667 with 
the value t = 3,785 > 1,96. 

4. Hotel image direct influence positively and significantly to intention to stay amounted to 0,237 
with the value t = 4,521 > 1,96. 

5. Green marketing strategy indirect influence positively and significantly to the intention to stay 
through attention amounted to 0,413. 

6. Green marketing strategy indirect influence positively and significantly to the intention to stay 
through hotel image amounted to 0,056. 

 
DISCUSSION AND CONCLUSION 

 
Discussion 
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In regards to hypothesis 1, the result indicated positive and significant relationship between green 
marketing strategies to attitude on green hotel. This means that the positive attitudes of consumers 

towards green hotel facilitated by green marketing strategy that performed by the hotel management. 
As for hypothesis 2, the result shows that there is a significant relationship between green marketing 
strategies to hotel image on green hotel. Hays (2006) reported that many people have high ecological 
concern but have a feeling that the preservation of the environment is the prime responsibility of the 
company. From the result of hypothesis 2, it indicated the importance of hotel management role in 
preserving the environment. This in turn will influence consumers’ attitude on the company’s role in 
environmental issues and their attitudes to the green hotel. Hypothesis 3 is supported in the study. 

Attitude has a positively and significantly affect the intention to stay in green hotel. Attitude has also 

been shown to be an important factor as the basis for a pro-environmental behavioral disposition 
(Stern, 1994). As stated also by Chen and Chai (2010) personal norms are motivated by an intrinsic 
moral obligation and it is the feeling of moral obligation of consumers. In the study, consumers feel 
morally obligated to protect the environment and to save the limited natural resources from being used 
up. Environmental issues are very important to the consumers and it evoked their positive feelings on 
the green hotel. Hypothesis 4 is supported in the study. Hotel image has a positively and significantly 
affect the intention to stay in green hotel. The results also indicated that predictor for intention to stay 
is environmental concern. It is suggested that intention to stay recommendation may be most 
effectively delivered through increase of the environmental concern among consumers. For the 
business organization various environmental campaigns such as “Go Green” movement should be 
supported to increase the level of environmental awareness or environmental concern of consumers. 
Hence, intention to stay may increase. Hypothesis 5 and 6 is supported in the study. Basically this 
study focused on Theory of Reasoned Action to identify the relationship between green marketing 

strategy and attitude and image and intention to stay at green hotel. The findings of this study prove 
that comprehensively intention to stay at green hotels affected by green marketing strategy, 
attitude, and image. And, this study explored the implication of Theory of Reasoned Action in green 

marketing which provide opportunities to further studies to support for these theories.  
 
Conclusion 

In conclusion, the findings of this research indicate that there are significant influences 
between green marketing strategy, attitude, hotel image, and intention to stay at green hotel. The 
findings of this study bear implications to companies to improve the awareness of customers about 
their green environment, create green hotel trust among customers, and enhance green perceived 
value for customers to increase their intention to stay at green hotel.  
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ABSTRACT 

 

The idea of supporting the whole life cycle of asset is crucial in order to make sure the asset is 
sustainable and operational when it requires. Many organization faced with the problems and 
challenges to maintain their asset in a long term since the logistics support for the asset does not 
coexisting with the product life cycle in the market.  Even though the concept of Integrated Logistics 
Support has clearly state that the support of asset is from cradle to grave however in reality this ILS 
concept could not be established for the reason that the spare parts and component for the asset 
could not be long in the market and being replace with more sophisticated and technology 
advancement product which related to the Product Life Cycle Theory. It seems that the Product Life 
Cycle Strategy being used by the marketer to introduce new product which gives opportunities to the 
marketer to gain profit, on the other hand this strategy does not support the existing asset life cycle. 
Thus, this study will represent a case study on the Royal Malaysian Navy (RMN) challenges in 
managing their aging asset. Moreover, the obsolescence problem that the RMN has been facing were 
much related to the Product Life Cycle Strategy in the industry which give a big implication towards 
sustaining their asset in a longer period.   

Keywords: Asset, Aging, Product Life Cycle, Asset Life Cycle, Obsolescence  

 

 

INTRODUCTION 

 New product development is one of the strategy for a company to continue existing in the 
market (Lee & Lieberman, 2010). Developing a new product show the innovativeness of a company to 
offer better solution (Siemens, 2012) whether in home living or businesses. However not all new 
product that being introduced in the market were considered as new product. Some of the product 
were already exist but being improvised (Kamoche & Pina, 2003) by the company to gain profit and to 
compete among other competitors. According to Tzokas and Hart (2001), it is only 13 percent of new 
product introduced in the market were truly new to the buyer, whereas others are existing product.  

 Whether it is a new product or new improvised product, it is still an innovation which the 
management expert Peter Drucker has said, companies that has no innovation will faces decline and 
will phase out from the industry. Eventhough new product is vital but for some organization, this 
innovation is a dilemma where they still require existing product to continue to support their long life 
assets for example the military. 

mailto:2mustakim@uum.edu.my
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 Many military organization in the world still operates their aging assets which bring difficulties 
when the parts, components and the system used on their assets were no longer in the market and 
some were obsolete caused by innovation and new product that replace the existing (Rojo, Roy, & 
Shehab, 2009). Therefore, this article will explain how the Product Lifecycle Strategy implement by 
many companies which bring profit but on the other hand has suffocate the military organization in 
maintaining their assets. 

    

LITERATURE REVIEW 

 Product lifecycle is important in business marketing. Product lifecycle if its manage thoroughly 
it will increase the company revenues, reduce production cost (Stark, 2016) and will improve the 
quality of the product.  

Product Lifecycle Phase 

The product lifecycle is the progression of a product from the time it is been introduce in the 
market until it is no longer exist. The duration is varies which is based on the type of the product, 
market and industry. The product lifecycle phase is illustrated in Figure 1. 

 

 

Introduction Phase 

This stage take place where the product is first introduced in the market. Product is new and 
unknown to the potential buyer (Avlonitis & Papastathopoulou, 2006). The sales volume is 
small. 

  

Growth Phase 

Buyers have some information on the product and begin to buy the product. New buyers will 

enter the market and previous buyer will repeat buying (Kotler et al.,  2013). Sales are 

increasing. Competitors begin to enter the market. 

 

Maturity Phase 
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Market are saturating (Reid & Bojanic, 2009). Buyers are repeat buyers. High competition 
from competitor where price become the factor for option to purchase.  

 

Decline Phase 

Buyers moving to other product which benefit to the buyer which is caused by the innovation 
(Ranganatham, 2006). The other product might be a new product or the same but improvised 
product. Sales are dropping and demand are declining. The existing product will stop 
production or maybe produce in small scale based on market demand. To some extend the 
company will continuous stay in the industry by producing other product. 

 It is observed that the product life cycle is a basic concept of marketing strategy. Different product 
have different life cycle. However, as a basic understanding on the concept of product marketing, the 
PLC has been used for decades as a guidelines.  

It is found that the PLC concept totally mismatch the Integrated Logistics Support (ILS) which 
the support for every assets should begin from cradle to grave. It is observed that the PLC has given 
big impact to long life assets since every product has its life cycle and the demand trend is 
unpredictable but not long enough to support the long life assets requirement such as military assets. 
These assets were maintained for a longer period since its often expensive (Council & Research & 
Committee on Benchmarking the Technology and Application of Lightweighting ; National Research 
Council, 2012)  and difficult to be replace. Hence, most organisation will continuous repair and 
maintained the asset (Spires, 1996) using the product available such as spares or component in the 
market to prolong the asset life. However, the asset could not be fully maintained since the product 
required were no more in the market caused by the PLC strategy used by the marketer. 

 Therefore, this paper will explore what other initiative RMN has taken to sustain the long life 
asset since PLC strategy has made existing product obsolete and no longer available in the market. 

 

METHODOLOGY 

  This paper presents on experience and challenges of the Royal Malaysia Navy (RMN) in 
managing and maintaining the war ships. The RMN assets were aging and has been in service for 
more than 20 years. Moreover, it has been operational over its shelf life. It is obvious where most of 
the parts and the component were no longer offered in the market.  

Case methodology is used to support the study based on criteria  (Yin, 2013) which indicate 
RMN maintenance activity to prolong the asset life.  Case study is a methodology used for analysing 
phenomena which bound by pace and time (Creswell, 2003). Informal and semi-structured interview 
was conducted from 21 research participants that involves directly in RMN asset maintenance. This 
approach were choose since it is flexible where questions are predetermined and it allows the 
researcher to raise any new questions which is applicable during the interview session (Yin, 2013). 
This types of interview are free flow interview which also allows the research participant to express 
their involvement and opinions without any disruption and pressure. Document review were used as 
the data collection method subsequently with literature review on previous study that supported the 
key findings of the research.  

DISCUSSION AND FINDINGS 

 In order to prolong the asset life, maintenance such as preventive maintenance were planned 
for RMN ships. Corrective maintenance were only take place when any defect occurs onboard ship’s 
system or component. However maintenance can only implement with the spare parts available in the 
market (Rojo, Roy, & Shehab, 2009). Since the asset were procured more than 20 years, it is a 
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troublesome for RMN to get the required spare parts. In this situation, logistics support such as 
availability of spare parts play an important role to ensure the assets continuously operational. 
Therefore, many initiatives taken by the RMN in order to continuously operating their aging assets. 
Some of the initiatives are: 

a. Contract on Spare Parts and Maintenance Services 
 
To ensure all ship are to be maintain to the highest operational availability, the logistics 
support play an important role. The logistics support including the availability of spare 
parts is crucial so that the ship were available for tasking. The RMN has a good support 
from the Original Equipment Manufacturer (OEM). OEM plays an important role when 
concerning with logistics support (Berkowitz, Gupta, Simpson, & McWilliams, 2005) where 
most of the main item and system onboard ship were included in the spare parts contract 
which has been tied with the OEM who were also the supplier of the product. RMN also 
has signed the contract with Dockyard, consequently if there were any defect that cannot 
be repaired by the ship staff or depot, the ship will be repaired by the Dockyard. 
 
Since the RMN assets were aging and the product offer used for maintenance has 
reached declining phase and even some are no more in the market. Initiatives of having 
contract is one of the best solution in maintaining aging asset. However, there are also 
issues that RMN has to face when managing the contract especially spare parts contract. 
It is observed that the contract has a long lead time where the delivery period may reach 
up to 24 months from the ordering date. On the other hand, some contract has fixed the 
ordering quantity which in the contract clause has include Minimum Order Quantity (MOQ) 
for each spare parts. The reason that OEM has to specify the specific Lead Time and 
MOQ because most of the spare were no more production and were made to order. 
 
RMN has no choice but to follow with the requirement made by the OEM or will faces with 
issues on national security when the assets could not be operational caused by failure on 
getting the right spare parts to perform maintenance on the assets. 
  
 

b. Obsolescence Management 
Starting from 2014, the RMN has implement the obsolescence management project. The 

obsolescence management project were focuses on component that were still operational 

but in a critical situation which require to be replace fast. The replacement on the obsolete 

component were implemented phase by phase initiated according to ship squadron. 

The challenges faced by the RMN were the replacement take time. To complete the 

replacement on obsolete component for each squadron took 3 years duration. 

 
c. Ship Life Extension Program 

 
When maintenance has not longer effective and replacement of component could not fix 
the problem, the best solution is to do Ship Life Extension Program (SLEP). RMN has first 
implement SLEP for its corvette ship, KD KASTURI in 2009. KD KASTURI has been in 
service for past 25 years before going through SLEP. The decision to implement SLEP is 
the best solution since the budget constrain and the Ministry of Defence could not 
promise on procurement of new ship and in the meantime KD KASTURI has faced low 
capabilities and could not perform it task effectively. 
 
KD KASTURI completed SLEP in 2013 and the ship were refurbished with new modernise 
component and system onboard and consequently has improve its operational capabilities 
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and level of readiness. However it is found that there are issues after implementing SLEP. 
Since SLEP has replace all the component and system onboard KD KASTURI, therefore 
all spare parts which has been procure previously could not be used anymore. The 
amount of stocks and the value were high. Although, it has improved the ship capabilities 
and in the meantime the RMN has to sought after the spare part stocks which has piling 
up in the warehouse store. 

 

Although RMN has implemented many initiatives just to find ways to continuously support their 
aging asset, however on 28th January 2016 when the Ministry of Finance announce the restructuring 
2016 budget, RMN were slashed with RM85 million. It really distressed the RMN. With this huge 
amount being cut-off, RMN could not continue many of their aging asset management program. 
Therefore, the Chief of Navy has restructured the Armada by focussing on managing new and old 
asset.   

 
a. Restructuring New Asset 
 

PLC strategy implement in the industry did not support the old asset. Eventhough the 
RMN implement many initiatives to support the aging asset in order to continuously 
operational, however the program implemented only give impact for certain ship.  
 
Therefore, to close the gap, RMN will focussing on 5 classes of ships, Littoral Combat 
Ships, New Generation Petrol Vessel, Littoral Mission Ship, Multi Support Ship and 
Submarine. The ship build locally which will reduce the dependency to overseas OEM. 
 

b. Phasing out old asset. 
 
At present, the RMN have 15 classes of ship which most were made in overseas. Since 
the ships were aging and the budget for managing aging asset were cut-off, the RMN will 
reduce on the maintenance activity and deliberately phasing out this aging asset. 
 

CONCLUSION 

The PLC strategy has made profit to the company which every product has to go through 4 
phases Introduction, Growth, Maturity and Declining. To remain existing in the industry, company will 
continue developing other product whether improvising existing product or creating new product. Since 
the objectives of every company to gain profit most company will not stay producing the same product 
when the demand drop after the product has reached the declining phase. 

Thus this PLC strategy has given huge impact to the organisation that own long life assets 
such as military organization. This organization usually hold their assets for decades since the assets 
were expensive and difficult to be replace. The RMN has the challenges to maintain the assets 
because most of the spare parts were obsolete and no longer available in the market. Therefore, many 
initiatives have been taken by the RMN to prolong the assets life by having spare parts contract with 
the OEM, implement Obsolescence Management project and SLEP for critical ship. However when 
the budget for aging asset activity been cut-off, the RMN have to restructure the Armada.  

It can be summarised that the RMN has difficulty in managing their aging asset where PLC 
strategy has proven that when it reaches declining stage, the product to support long life asset were 
no longer in the market. With the budget constraints the RMN will have to move forward by 
restructuring their Armada. Hence, this paper is crucial for organization that own long life assets which 
give ideas on initiatives in managing their assets 
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Abstract 

 

Online businesses are increasing as the technology becomes more advanced. Online shopping has 

increasingly become an accepted way to purchase various types of goods and services. It also has a 

vital contribution to economic growth.  This study aimed to investigate factors influencing generation Y 

consumer’s trust towards online business. In addition, this study used a number of variables, including 

security, word-of-mouth (WOM), and online experience. Primary data are collected to investigate most 

crucial factors that influence consumer trust towards online business. By using a survey method, 

questionnaires are distributed purposive to respondents. Results from this study show that some 

factors influencing consumer towards online business. This study also supported and been proven by 

previous findings and theories. The findings of this study will contribute to the further research in the 

same area and provide useful information for online sellers to improve their strategies in selling online.  

 

Keywords: consumer trust; security; word-of-mouth (WOM); online experience; 

online business 

 

  

INTRODUCTION 

 

Nowadays, online business is growing rapidly (Kim, 2002). In fact, there are more than 3 

billion internet users in the world, and internet users in Asia are 45.7%, which is the place that most 

internet users (Internet World Stats, 2014). Online business is the trade of products and services 

through the internet (Chen and Dhillon, 2003). Online transaction of products and services is occurring 

without personal contact, hence consumers are concerned the vendor legitimacy. (Chen and Dhillon, 

2003). Theoretically, academic studies regarding online business, also agreed that trust is reflected in 

the achievement of online business (Reichheld & Schefter, 2000; Jarvenpaa, Tractinsky & Saarinen, 
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1999). In most internet transactions, consumers are purchase based on trust (Urban, Sultan, and 

Qualls, 2000).  Furthermore, it also can reduce uncertainty and perceived risk of consumer (McKnight 

and Chervany, 2001; Pavlou, 2003). In addition, customers’ purchase intention is influenced by the 

degree of consumer trust, hence the higher the degree of consumer trust towards an online business, 

and the higher possibilities for a company to retain its customers (Jarvenpaa, Tractinsky, and 

Saarinen, 1999; Gefen and Straub, 2004). As such, the implication of a high degree of consumer trust 

towards online business can improve a business performance and increase online business 

aggressive advantages. Therefore, these paper examined the linkage between the factors included 

security, brand reputation, word-of-mouth, good online experience, perceived risk and quality of 

information with online brand trust in Malaysia.   

 

LITERATURE REVIEW 

 

Consumer Trust 

 

Consumer trust is very essential for online business as stated by previous study (Ha et al., 

2004). According to Razak, Marimuthu, Omar, and Mamat (2014), online customer retention means 

gaining competitive advantages. Consumer trust in a brand is built up when; consumer uses that 

brand and gathers data about brand reputation, its predictability and competencies (Afzal, Khan, 

urRehman, Ali, and Wajahat, 2009). According to Chaudhuri and Holbrook (2001) brand trust is 

termed as the willingness of the average consumer to rely on the ability of the brand to perform its 

stated function. In still trust in online shopping is a dynamic and time-consuming process that involves 

initial trust formation and repeated trials in purchasing until the satisfaction and loyalty are achieved 

(Razak et al., 2014). Also, Razak et al. (2014), note that it is very crucial for online businesses to gain 

and retain consumers to repurchase. In addition, they also said that online trust will impact significantly 

online businesses (Razak et al., 2014).  

 

Security 

 

Perceived security can be defined as the subjective probability in the customer’s eyes that his 

or her personal or financial information will not be shown, saved, and/or stolen during e-commerce and 

storage by outside parties (Flavian and Guinalíu, 2006). According to Mahmud Mohammadian, and 

Mahsa Ghanbar (2014) when consumers buying online, they have to rely on the promise given by the 

online marketers. Customers have to trust that their personal information will not be passed on to other 

parties, or that their credit card information is safe from hackers (Garbarino and Strahilevitz, 2004). 

Furthermore, perceived web security has been defined as the extent to which one believes that the 

World Wide Web is secure for transmitting sensitive information (Salisbury, Pearson, R.A., Pearson, 

A.W., Miller, and David, 2001). The number of Internet users has increased dramatically, but many 

users are reluctant to provide sensitive personal information online because they do not trust e-

commerce security (Suh and Han, 2003; Yoon, 2002).  Similarly, trust can be broken if the vendor is 

engaged in illegitimate businesses or when there is a general disregard for privacy and security (Chen 

and Dhillon, 2003). Providing information such as address, telephone number and financial 

information, particularly in the area of financial fraud is very worrying (Harridge-March, 2006). 

 

Word-of-Mouth 
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Word-of-mouth (WOM) defined by different researchers or authors in different ways. 

According to Chang, Lee and Huang (2012), WOM communication is a non-commercial, interpersonal 

dialog about a product, brand or service between consumers. Other than that, WOM communication 

also refers to any positive or negative statement made by potential, actual, and former customers 

about a product or a company via the Internet (Hennig-Thurau, Gwinner, Walsh and Gremler, 2004). It 

is considered as a type of social influence that affects consumers' belief, attitude, and purchase 

intention (Amdt, 1967). In another definition, Dwyer (2007) touched on the social aspect of WOM and 

defined it as follows: “Word of mouth is a network phenomenon: People create ties to other people 

with the exchange of units of discourse (that is, messages) that link to create an information network 

while the people create a social network”. According to Akyüz (2013), Word Of Mouth is seen as more 

credible than other marketing communications since it comes directly from other consumers. It is a 

primary factor behind 20 to 50 percent of all purchasing decisions (Akyüz, 2013). This statement also 

supported in Syed Akif et al. (2012) study, they stated that word-of-mouth will help consumers when 

they make buying decisions. Also, a study by Hartline and Jones (1996) mentioned that consumers 

tend to trust word-of-mouth communication with a reference group more than they do commercial 

information resources in the estimation of brand alternatives. Identically, Word-of-mouth has also been 

proven to be an effective method of obtaining useful information for purchase decisions by Henricks, 

1998; Silverman (1997). 

 

Online Experience 

 

Consumer’s online experience can be explained based on four scopes: the convenience of 

website, customers’ autonomy, a sense of customer relation and customers trust to the website (Chen, 

Zhao and Yan, 2010). Website quality can be regarded as website browser assessment to explore 

website features and can meet its or her expectation (Aladwani, 2006). Website quality is measured 

based on following items: technical adequacy, content quality, specific content and appearance 

(Behravan et al., 2012).  According to Lodorfos, Trosterud, and Whitworth (2006) consumer’s 

experience with a brand will affect the attitudes that the consumer holds towards the brand as well as 

its intention to purchase from the brand in the future. Hoyer and Macinnis (2001) stated that the past 

experience with a brand is by far the most critical factor in brand choice. More importantly, a good 

online experience is more emphasis on data privacy, security in payment, the quality of the offer and 

delivery of products and services, customer service before and after buying, and relationship with the 

customers, it is not only related to web site design (San Martin and Camarero, 2009). Before 

consumer buying, they will need additional information to help them to make purchasing decisions 

(Chayapa and Cheng, 2011).  If the information not ample, they will search through online channels, 

e.g., online catalogues, websites, or search engines (Laudon and Traver, 2009). 
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THEORETICAL FRAMEWORK 

 

Figure 1: Theoretical Framework 

 

 

 

 

 

 

 

 

 

This study attempted to identify the relationship between security, word-of-mouth, good online 

experience, and consumer trust towards online business.  

 

RESEARCH METHODOLOGY 

 

In this study, the profile of respondents focused on Generation Y which born in the year 1999 

to 2000. In addition, this study was orientated towards young, educated, experienced Internet users. 

This sample had access to the Internet from a variety of locations, and they have been made an online 

purchase prior to the study. An initial screening process was conducted to ensure all study participants 

had purchased products from an online vendor in the past. Screening question will be asked ‘are you 

have the experience of purchasing online? ‘ If the respondent answer ‘YES’ then he or she will has the 

edibility to answer the questionnaire. It will synchronize with the sampling technique that is purposive. 

The total number of questionnaires that were distributed is 400 (100%). The number of quantity of 

questionnaire that researcher obtained same as the number of quantities that fully response which is 

197 or 49.25%. The demographic table includes gender, race, course, age, most preferred online 

shop, frequency of purchasing, type of product purchased online and reason to browse internet. In this 

study, a higher distribution of gender is female representing 51.8% and the remaining 48.2% is male. 

In terms of age, the majority of the respondents are between the age group 20 to 22 years old consists 

of 113 respondents or 57.4%. 75 or 31.8% of respondents are between 23 to 25 years old age group. 

There are 6 or 3.0% respondents are between 19 years old or below. The least age group is between 

26 to 28 years old, comprises of 3 or 1.5% respondents.  Most of the respondents prefer to shop at 

Zalora, Taobao, Lazada, Hermo and others online shop. As for the buying frequency, most of the 

respondents buying once a month refer to 167 or 84.8% respondents, respondent buys half a month is 

17 or 8.6% and the least respondents buying once a week refer to 13 respondents or 6.6%. 

DATA ANALYSIS 

 

This study had tested three hypotheses, which are: 

1. Security would have a significant relationship with consumer trust towards online business. 

2. Word-of mouth will have a significant relationship with consumer trust towards online 

business. 

3. Good online experience will have a significant relationship with consumer trust towards online 

business. 

 

Consumer Trust 

Good Online Experience 

Word-of-Mouth 

Security 
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Therefore, multiple regression analysis is executed to test the outlined hypotheses.  Table 1 

summarized the results of regression between three independent variables namely Security, Word- of-

Mouth, and Good Online Experience with Consumer Trust as dependent variable. 

From the result, it was found out that the three independent variables explain 30 percent of the 

variance in Consumer Trust (R2 = .30). This clarity the consumer trust is explained by independent 

variables by only 30 percent, while the rest of 70 percent is explained by other variables. The adjusted 

R2 also was taken into account with .290.  

All tested independent variable are significantly associated with Consumer Trust. In detail, Good 

Online Experience had the strongest influence on Consumer Trust (β = .31, p < .01), followed by 

Security (β = .21, p < .05) and Word-of-Mouth (β = .19, p < .05)  

 

 

 

Table1: Multiple Regression Analysis 

Independent Variable  

 

Dependent Variable 

(Consumer Trust) 

Security 

Word-of-Mouth 

Good Online Experience 

0.210* 

0.197* 

0.318** 

R² 0.301 

Adjusted R² 0.290 

Note: Significant levels: **p<0.01; *<0.05 

 

Based on the results, the three independent has a significant relationship with Consumer 

Trust. Therefore, the proposed hypotheses are supported. Table 2 showed summary of the hypothesis 

testing results from multiple regression analysis. 

 

Table 2: Summary of the Hypothesis Testing  

Hypothesis Remarks 

Security would have a relationship with consumer trust Supported 

Word of Mouth would have a relationship with consumer trust Supported 

Online Experience would have a relationship with consumer trust Supported 

 

CONCLUSION AND DISCUSSION 

 

 As mentioned above, this study is to examine factors influencing generations Y consumer’s 

trust towards online Business in Malaysia. Therefore, three independent variables were tested. This 

study revealed all tested independent variables have a significant relationship with Consumer Trust 

namely Security, Word of Mouth and Online Experience.  

 Security seems to be a big concern that prevents customers from shopping online. Therefore, 

present study supported that Security plays crucial roles in determining Consumer Trust, generation Y 

specifically. Indeed, consumer needs to bear the risk in the payment process because they may need 

to provide personal information comprising their credit card number (Katawetawaraks and Wang, 

2011).  

With the advance of e-commerce, online word-of mouth (eWOM) also has attracted a lot of 

attention from consumer, they examine the information about product quality, price, service, delivery 
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via internet, consumers take risk before they make shopping decisions because of the virtual shopping 

environment, therefore, online word-of-mouth, as a source of information, is also considered by 

consumers (Chen, 2011). Moreover, nowadays WOM is seemed to influence people knowledge and 

expectations, attitudes, behavioral intentions and ultimately behavior. 

 Equally important, customers’ past online shopping experience often affect their future 

purchase decision. In online shopping, for example, they may get unwanted product or low quality 

products, product does match what is described or expected (Comegys et al., 2009). Consumers 

today have more places and ways to shop than ever. And they have increasingly shorter attention 

spans. For this reason, marketers need to be able to quickly attract their attention – and make the 

shopping experience pleasant and easy. 
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ABSTRAK 
 

Kajian ini dilaksanakan untuk menghasilkan bukti empirikal tentang kesahan dan kebolehpercayaan 
soal selidik. Soal selidik diambil daripada hasil kajian sebelumnya dan ujian kesahan akan 
menentukan sama ada semua aspek domain konstruk telah diwakili, seterusnya memastikan tahap 
objektiviti soal selidik yang tinggi. Dalam proses instrumentasi, adalah perlu untuk memastikan 
bahawa soal selidik yang kekal sah, apabila digunakan dalam budaya  yang lain daripada ianya mula 
dibangunkan. Secara tidak langsung kajian ini akan menentukan sejauh mana  soal selidik yang 
digunakan boleh dipercayai dan mempunyai kesahan yang tinggi untuk digunakan dalam konteks guru 
di Malaysia. Sebagai kumpulan professional, guru-guru  mungkin berbeza daripada bidang lain. Guru-
guru dikatakan agak bebas dan mempunyai autonomi yang lebih besar dalam aktiviti pengajaran 
mereka, termasuk pilihan teknologi yang digunakan. Seramai 212 guru-guru yang mengajar subjek 
pendidikan Islam di sekolah rendah dan menengah di salah sebuah daerah di negeri Terengganu 
telah dipilih secara rawak berstrata. Data dianalisis menggunakan Pemodelan Persamaan Struktur 
(SEM), khususnya analisis faktor pengesahan (CFA). Satu pendekatan alternatif digunakan untuk 
menilai kesahan diskriminan, berdasarkan matriks multitrait-multimethod, iaitu menggunakan ujian  
heterotrait-monotrait ratio of correlations (HTMT). Ujian kesahan diskriminan daripada ujian kriteria 
kesahan diskriminan dan nilai item cross-loading dikekalkan. Hasil analisis dalam model pengukuran 
didapati menepati piawaian kebolehpercayaan dan kesahan konstruk. Pengesahan model 
pengukuran adalah keperluan untuk menilai model struktur yang akan dijalankan nanti. Penulisan ini 
menyumbang kepada kepentingan yang berterusan di kalangan penyelidik dalam mengesahkan soal 
selidik dalam konteks pendidikan, khususnya pendidikan Islam. Hasil kajian secara empirikal 
membuktikan soal selidik yang digunakan tidak berubah mengikut budaya. Hal ini adalah penting 
kerana jika tidak, penggunaannya akan dihadkan terhadap populasi di mana soal selidik tersebut  
dibangunkan. 

 
Keywords: Model Pengukuran, Penerimaan Teknologi, VLE, Kesahan dan Kebolehpercayaan 
  
 

PENGENALAN 
 
 
Model-model penerimaan sebelum ini dibina dengan tujuan untuk menjelaskan tingkahlaku 
penggunaan komputer dalam kalangan manusia (Davis, 1989). Soal selidik menggunakan model 
penerimaan teknologi seperti TAM dan UTAUT mempunyai kegunaan yang terhad dalam konteks 
pendidikan, berdasarkan asal-usul soal selidik model ini dalam bidang perniagaan dan komersial dan 
persekitaran organisasi (Venkatesh et al., 2003).  Model pengukuran sering disebut sebagai Outer 
model, menunjukkan bagaimana variabel-variabel manifest/observerd variable (indikator) mewakili 
konstruk laten untuk diukur, iaitu dengan menguji kesahan dan kebolehpercayaan konstruk laten 
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tersebut. Penyelidik membangunkan model pengukuran, sebelum meneruskan kepada menguji model 
struktur seperti yang dicadangkan (Hair, 2010). Analisis confirmatory factor analysis (CFA) perlu 
dilakukan sebelum model persamaan struktur diperiksa dan analisis exploratory factor analysis (EFA) 
tidak perlu bagi kajian semasa kerana instrumen yang diadaptasi daripada kajian lepas  dan telah 
terbukti sebelum ini, sebagai instrumen yang sah dalam meramalkan niat pengguna untuk 
menggunakan sistem maklumat baru (Shultz, Whitney, & Zickar, 2013). Penyelidik seperti Hurley et al. 
(1997) mendakwa EFA mungkin sesuai untuk pembangunan skala manakala CFA lebih diutamakan 
apabila model pengukuran untuk membangunkan teori yang mempunyai corak hipotesis daripada 
beban (patterns of loadings). Manakala (Kelloway, 1995) mendakwa EFA dianggap lebih sesuai 
daripada CFA dalam peringkat awal pembangunan skala (scale development) kerana CFA tidak 
menunjukkan bagaimana item- item, loading kepada faktor-faktor yang belum dihipotesis.   
 
 

SOROTAN LITERATUR 
 

Bagi menilai sifat psikometrik daripada langkah pengukuran, penyelidik menganalisis kesahan dan 
kebolehpercayaan skala mengikut yang disarankan (Bagozzi & Yi, 1988; Fornell & Larcker, 1981) dan 
langkah (Hulland, 1999) iaitu, menilai (1) kebolehpercayaan item, (2) kesahan menumpu (konvengen), 
dan (3) kesahan diskriminan. Justeru, analisis model pengukuran dalam SEM-PLS melibatkan 
memeriksa kebolehpercayaan item (reliability), kesahan menumpu (convergent validity) dan  kesahan 
diskriminan (discriminant validity) (Fornell & Larcker, 1981). Pengujian discriminant validity dijalankan 
untuk mengetahui sama ada sesuatu konstruk itu mengukur apa yang sepatutnya diukur dengan 
memeriksa nilai square root AVE setiap konstruk melebihi nilai korelasi setiap konstruk yang lain, 
sekaligus mengesahkan bahawa intrument kajian memenuhi kriteria keesahan diskriminan (Fornell & 
Larcker, 1981). Kajian ini juga menggunakan kaedah jadual perbandingan item cross-loading untuk 
menguji  discriminant validity dengan melihat nilai AVE (Chin 1998).  
 
Walaupun ujian dikriminan kriteria Fornell-Larcker telah digunakan dalam menilai kesahan dikriminan 
sebelum ini, namun hampir tiada pemeriksaan sistematik keberkesanannya dalam menilai kesahan 
diskriminan (Henseler,  Ringle & Sarstedt 2015). Hal ini akan menjadikan kriteria Fornell-Larcker 
(1981) mengalami masalah ketidakpastian dalam mengesan kesahan diskriminan dalam situasi 
penyelidikan biasa. Hal ini penting kerana kegagalan untuk mendedahkan masalah kesahan 
diskriminan boleh menyebabkan anggaran bias struktur parameter dan rumusan yang tidak sesuai 
mengenai hubungan hipotesis antara konstruk (Henseler,  Ringle & Sarstedt 2015). Oleh kerana itu, 
kriteria Fornell-Larcker dan cross-loadings mengalami masalah kepastian dalam mendedahkan 
masalah diskriminan kesahihan dalam VB-SEM, penyelidik mengambil saranan Henseler,  Ringle & 
Sarstedt (2015) untuk menumpukan perhatian yang lebih kepada pengesahan kesahan diskriminan 
secara empirikal. 
 
Kebanyakan intrumen yang wujud adalah memenuhi bidang perniagaan dan sistem teknologi 
maklumat. Pada masa yang sama, penggunaan soal selidik tertentu dalam bidang pendidikan yang 
digunakan di sekolah, berbeza daripada inovasi sistem teknologi maklumat yang praktikal. Penyelidik 
seperti teo (2010) mendakwa proses instrumentasi adalah perlu untuk memastikan bahawa soal 
selidik yang kekal sah, apabila digunakan dalam budaya  yang lain daripada yang ia mula 
dibangunkan. Justeru kajian ini dijalankan untuk  mengkaji ujian kesahan  dalam pendidikan untuk 
mendapatkan anggaran sejauh mana spesifikasi model pengukuran yang boleh digunakan dalam 
mengesahkan kebolehpercayaan dan ujian kesahan menggunakan SEM-PLS.  
 
 

METODOLOGI KAJIAN 
 
Kajian telah dilakukan dengan mengutip data guru-guru yang mengajar subjek pendidikan Islam di 
sekolah rendah dan menengah di negeri Terengganu. Pra ujian (pre test) telah dijalankan terhadap 
212 guru- guru untuk melihat  kefahaman guru terhadap  soal selidik. Penyelidik menggunakan soal 
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selidik yang telah lengkap sepenuhnya bagi digunakan untuk analisis selanjutnya. Tiada tanda 
tertentu wujud ketika soal selidik ini ditadbir, seterusnya menjamin soal selidik boleh digunakan. Soal 
selidik asal dalam kajian ini disediakan dalam bahasa Inggeris. Maka kaedah back translation method 
dan pre test (ujian pra) digunakan. Melalui kaedah ini, instrument tersebut diterjemahkan ke bahasa 
Melayu dan diterjemahkan semula ke bahasa Inggeris. Walau bagaimanapun penggunaan kaedah 
back-translation tidak menghapuskan masalah yang mungkin timbul daripada perbezaan bahasa atau 
budaya. Oleh itu,  menurut (Brislin, 1970; Brislin et al., 1973; Bullinger et al., 1993; Sechrest et al., 
1972) menambah ujian pra adalah perlu walaupun selepas terjemahan yang teliti. Soal selidik 
menggunakan   skala likert lima mata, iaitu dari sangat tidak bersetuju (1) kepada sangat setuju (5) 
dan terdiri daripada 26 item yang berkaitan dengan tujuh konstruk model kajian. Beberapa item yang 
tidak mempunyai kesahan muka yang baik (face validity) atau tidak sesuai bagi latar belakang budaya 
telah diganti atau disemak semula. Akhirnya, semua item yang telah diuji, memenuhi syarat 
kebolehpercayaan dan kesahan. Proses ini bagi memastikan bahawa setiap item sesuai dan boleh 
digunakan untuk konsep yang sepadan di dalam bahasa Melayu. 
 
Model kajian telah dianalisis dengan menggunakan perisian SmartPLS 3.0 yang merupakan 
sebahagian daripada  structural equation modeling (SEM). Pemilihan PLS untuk analisis data 
berbanding dengan pendekatan berasaskan kovarians disebabkan PLS memberi kelebihan apabila 
model kajian  agak kompleks dan mempunyai jumlah item yang besar, pengukuran yang tidak mantap 
dan / atau hubungan antara item dan pembolehubah pendam (latent variables) perlu dimodelkan 
dalam mod berbeza (contohnya formatif dan reflektif) (Fornell & Bookstein, 1982; Motaghian, 
Hassanzadeh, & Moghadam, 2013). Penyelidik menggunakan model persamaan struktur (SEM) bagi 
tujuan pemodelan pembolehubah pendam (latent variable) untuk memenuhi objektif kajian dan 
keupayaannya menganalisis pembolehubah pendam (latent variable) dan pembolehubah diperhatikan 
(observed variables). Penyelidik seperti Teo (2013) mendakwa analisis regresi tidak mengambil kira 
anggaran ralat pengukuran untuk semua pembolehubah yang dinyatakan. 

 

ANALISIS DATA 

Ujian kebolehpercayaan dinilai menggunakan kebolehpercayaan komposit (composite reliability) dan 
alpha Cronbach. Nilai alpha yang tinggi menandakan bahawa item-item dalam  konstruk tertentu 
mempunyai maksud dan  nilai yang sama dalam menerangkan sesuatu konstruk (Cronbach, 1951). 
Bagi menilai internal consistency reliability, penyelidik memilih composite reliability dan cronbach 
alpha kerana penilaian menggunakan composite reliability  adalah sama dengan cronbach alpha 
(Esposito Vinzi, Chin, Henseler, & Wang, 2010). Penggunaan composite reliability   disarankan oleh 
(Bagozzi & Yi, 1988; Joe F Hair, Sarstedt, Ringle, & Mena, 2012) sebagai pengganti untuk mengatasi 
beberapa kekurangan dalam pengukuran yang menggunakan  alpha Cronbach. Raykov (2007) 
menjelaskan cronbach alpha adalah terhad dengan andaian bahawa indicator  mempunyai reability 
yang sama (tau-equivalence), dan usaha untuk memaksimumkannya boleh menjejaskan reabilitity 
Sebaliknya, kebolehpercayaan komposit (composite reability) tidak dianggap mempunyai   tau-
equivalence. Ini  menjadikannya lebih sesuai untuk PLS-SEM, yang mengutamakan indicator menurut 
reability masing-masing (Hair et al., 2012). 
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Jadual 1: Ujian Kebolehpercayaan 

 Kontruk Composite Reliability Cronbachs Alpha AVE 

COM 0.944 0.921 0.809 

EOU 0.943 0.909 0.847 

FC 0.905 0.843 0.762 

IT 0.948 0.927 0.820 

PIT 0.892 0.819 0.735 

PU 0.966 0.953 0.875 

SI 0.928 0.885 0.812 

 
Dalam kajian ini, semua  item kontruk memenuhi garis panduan untuk composite reliability lebih besar 
daripada 0.70 (Hair et al., 2006) dan alpha Cronbach yang dilaporkan semuanya  melepasi minimum 
berdasarkan 0,60 (Nunnally, Bernstein, & Berge, 1967),  atau 0,70 (Nunnally dan Bernstein, 1994). 
Manakala ujian kesahan  konstruk diuji dengan dua kaedah, iaitu kesahan menumpu (convergent 
validity) dan kesahan diskriminan (discriminant validity) (Hung, Chang, & Hwang, 2011) dengan 
memeriksa AVE setiap konstruk.   Bagi kesahan menumpu, ianya merujuk kepada tahap penumpuan 
(converge) sesuatu item terhadap konstruk yang diwakili. Kaedah yang digunakan untuk menguji 
convergent validity adalah dengan mengukur nilai AVE (average variance extracted) dengan 
menggunakan garis panduan average variance extracted (AVE)  iaitu sama atau melebihi daripada 
0.50 (Bagozzi & Yi, 1988). Selain itu syarat kesahan menumpu boleh dirujuk kepada nilai loading 
contruct sama atau melebihi 0.7 (Fornell & Larcker, 1981). 

 
Jadual 2: Convergent validity  (Nilai Loading Konstruk) 

Konstruk  COM EOU FC IT PITT PU SI 

com1 0.895             

com2 0.866             

com3 0.915             

com4 0.920             

eou1   0.937           

eou2   0.943           

eou3   0.880           

fc1     0.808         

fc2     0.896         

fc3     0.910         

it1       0.913       

it2       0.925       

it3       0.907       

it4       0.877       

pit1         0.890     

pit2         0.851     

pit3         0.829     

pu1           0.929   

pu2           0.932   

pu3           0.949   

pu4           0.933   

si1             0.909 

si2             0.922 

si3             0.870 
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.  . 
Jadual 3: Fornell-Larcker Criterium (Diskriminan) 

  COM EOU FC IT PITT PU SI 

COM 0.899             

EOU 0.757 0.920           

FC 0.699 0.663 0.873         

IT 0.738 0.772 0.608 0.906       

PIT 0.710 0.703 0.781 0.670 0.857     

PU 0.778 0.805 0.619 0.771 0.656 0.936   

SI 0.742 0.637 0.659 0.632 0.588 0.719 0.901 

 

Jadual 4: Cross loading (Diskriminan) 

  COM EOU FC IT PIT PU SI 

com1 0.895 0.693 0.593 0.684 0.624 0.695 0.680 

com2 0.866 0.629 0.612 0.627 0.647 0.685 0.638 

com3 0.915 0.707 0.627 0.667 0.620 0.727 0.660 

com4 0.920 0.691 0.684 0.675 0.664 0.692 0.688 

eou1 0.712 0.937 0.589 0.716 0.634 0.740 0.612 

eou2 0.732 0.943 0.659 0.734 0.682 0.732 0.595 

eou3 0.643 0.880 0.582 0.681 0.624 0.752 0.552 

fc1 0.520 0.490 0.808 0.455 0.579 0.449 0.497 

fc2 0.598 0.579 0.896 0.524 0.705 0.512 0.526 

fc3 0.696 0.652 0.910 0.600 0.746 0.639 0.683 

it1 0.669 0.694 0.580 0.913 0.609 0.708 0.586 

it2 0.681 0.717 0.550 0.925 0.610 0.712 0.565 

it3 0.664 0.685 0.516 0.907 0.591 0.727 0.555 

it4 0.660 0.702 0.557 0.877 0.617 0.643 0.583 

pit1 0.614 0.649 0.666 0.601 0.890 0.622 0.538 

pit2 0.600 0.557 0.684 0.528 0.851 0.491 0.488 

pit3 0.612 0.596 0.660 0.589 0.829 0.566 0.483 

pu1 0.721 0.754 0.573 0.736 0.610 0.929 0.687 

pu2 0.710 0.740 0.575 0.721 0.589 0.932 0.662 

pu3 0.739 0.770 0.577 0.725 0.611 0.949 0.671 

pu4 0.743 0.747 0.591 0.701 0.646 0.933 0.670 

si1 0.617 0.540 0.585 0.513 0.490 0.582 0.909 

si2 0.640 0.537 0.603 0.535 0.524 0.618 0.922 

si3 0.729 0.629 0.589 0.639 0.563 0.722 0.870 
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Jadual 4: HTMT (Diskriminan) 

  EC FC ITT PEOU PIIT PU SI 

EC               

FC 
.78 
(0.731)(0.853) 

  
 
 

          

ITT 
.79 
(0.723)(0.867) 

.68 
(0.584)(0.771) 
 

          

PEOU 
.82 
(0.763)(0.885) 
 

.75 
(0.658)(0.823) 

.84 
(0.767)(0.904)  

      

PIIT 
.81 
(0.754)(0.880) 

.93 
(0.870)(0.979) 

.76 
(0.688)(0.845) 

.81 
(0.734)(0.871) 

  
 
 

    

PU 
.83 
(0.763)(0.881) 

.68 
(0.600)(0.758) 

.82 
(0.739)(0.871) 

.86 
(0.805)( 0.913) 

.73 
(0.654)(0.813) 

  
 
 

  

SI 
.81 
(0.744)(0.870) 

.75 
(0.668)(0.830) 

.68 
(0.566)(0.783) 

.70 
(0.608)(0.797) 

.68 
(0.570)(0.782) 

.77 
(0.693)(0.836) 

  
 
 

 

Menerusi sorotan literatur, satu pendekatan alternatif, berdasarkan matriks multitrait-multimethod, 
untuk menilai kesahan diskriminan iaitu  heterotrait-monotrait ratio of correlations (HTMT). Terdapat 
dua cara untuk menggunakan HTMT untuk menilai kesahan diskriminan: (1) sebagai kriteria atau (2) 
sebagai ujian statistik. Bagi ujian kriteria, jika nilai HTMT adalah lebih besar daripada nilai 0.85 (Kline 
2011), atau nilai 0.90 (Gold et al. 2001), menunjukkan wujudnya masalah kesahan diskriminan. Ujian 
kedua  menerusi ujian kriteria mengikut Henseler et al. (2015), dengan menguji hipotesis nol (H0: 
HTMT ≥ 1) terhadap hipotesis alternatif (H1: HTMT <1) dan jika selang keyakinan mengandungi nilai 
satu,  hal ini menunjukkan masalah kesahan diskriminan. 

 
 

PERBINCANGAN DAN KESIMPULAN 
 

Berdasarkan analisis, semua  item kontruk memenuhi garis panduan ujian kepercayaan iaitu 
berdasarkan composite reliability lebih besar daripada 0.70 (Bagozzi and Yi 1988, Hair et al., 2006) 
dan alpha Cronbach lebih besar daripada 0.70 (Nunally & Bernstein, 1994). Hasil analisis  bagi  
kesahan menumpu (convergent validity)  telah dinilai menggunakan average variance extracted (AVE) 
menunjukkan semua item memenuhi garis panduan average variance extracted (AVE) iaitu lebih 
besar daripada 0.5 (Bagozzi & Yi, 1988) serta semua loading item signifikan dengan  konstruk 
pendam (latent variables) (p < 0.05) dan melebihi tahap minimum 0.4 oleh Hulland (1999). Manakala 
ujian kesahan diskriminan Fornell-Larcker menepati syaratnya, apabila punca kuasa dua dari setiap 
nilai purata yang diekstrak (AVE) bagi setiap konstruk lebih besar dari mana-mana konstruk yang lain. 
Begitu juga dengan dan nilai item cross-loading, nilai yang diwakili lebih tinggi daripada konstruk yang 
lain. Analisis heterotrait-monotrait ratio of correlations (HTMT) menggunakan ujian kriteria mengikut 
Henseler et al. (2015) juga menunjukkan tiada masalah kesahan diskriminan. Daripada jadual yang 
ditunjukkan semua ujian kesahan diskriminan telah menepati syaratnya. sekaligus menyokong analisis 
kesahan diskriminan yang telah wujud antara dua konstruk reflektif. Analisis model pengukuran dalam 
PLS melibatkan memeriksa kebolehpercayaan item (reliability), kesahan menumpu (convergent 
validity) dan  kesahan diskriminan (discriminant validity) (Fornell & Larcker, 1981). Model pengukuran 
dinilai dari segi: loading item, kebolehpercayaan, kesahan menumpu dan kesahan dikriminan. Semua 
loading item signifikan dengan  konstruk pendam (latent variables) (p < 0.05) dan melebihi tahap 
minimum 0.4 oleh (Hulland, 1999). Kebolehpercayaan pula telah dinilai menggunakan 
kebolehpercayaan komposit dan alfa Cronbach. Semua  item kontruk memenuhi garis panduan untuk 
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composite reliability lebih besar daripada 0.70 (Joseph F Hair, Tatham, Anderson, & Black, 2006) dan 
alpha Cronbach lebih besar daripada 0.70 (Nunally & Bernstein, 1994). Convergent validity  telah 
dinilai menggunakan average variance extracted (AVE). Semua item memenuhi garis panduan 
average variance extracted (AVE) iaitu lebih besar daripada 0.50 (Joseph F Hair et al., 2006). Kajian 
ini juga mengesahkan bahawa instrument kajian memenuhi kriteria keesahan diskriminan 
menggunakan ujian kriteria HTMT, selain daripada ujian kesahan diskriminan Fornell-Larcker dan 
cross loading yang sebelum ini telah menjadi pra-syarat yang diterima umum untuk menganalisis 
hubungan antara pembolehuba pendam untuk pemodelan persamaan berstruktur berdasarkan 
varians.  
 
Oleh yang demikian itu, hasil analisis dalam model pengukuran didapati menepati piawaian 
kebolehpercayaan dan kesahan konstruk. Pengesahan model pengukuran adalah keperluan untuk 
menilai model struktur yang akan dijalankan nanti. Jika model pengukuran yang dinyatakan tidak 
mempunyai kebolehpercayaan dan kesahan yang minima, iaitu syarat minima yang diperlukan serta 
boleh diterima, maka model struktural dijangka tidak menyumbang apa-apa. (Henseler, Hubona, & 
Ray, 2016). Kajian ini adalah untuk mengesahkan soal selidik menggunakan sampel budaya yang 
berbeza daripada sampel asal yang digunakan dalam pembangunan instrumen. Dalam kajian ini, 
sampel 212 guru pendidikan Islam di Malaysia dipilih untuk memudahkan pemahaman yang lebih baik 
bagaimana guru pendidikan Islam boleh bertindak balas terhadap penggunaan teknologi maya. 
Menerusi keputusan ujian yang dijalankan, item- item boleh digunakan dalam pelbagai konteks 
budaya yang berbeza, sekaligus memberikan bukti yang sah bahawa item-item dalam soal selidik 
mempunyai keupayaan untuk mengukur penerimaan guru pendidikan Islam di Malaysia. 
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Abstract 
 
Building a relationship alone between SME exporters and intermediaries is not sufficient to achieve 
high export performance. Thus, creating a quality relationship is highly encouraged for SMEs which 
are commonly known to have limited resources. The relational factors such as trust, commitment and 
cooperation has been proposed in this study as factors that could influence the relationship between 
the exporter and intermediary while facilitating the internationalisation process. Quality is a crucial 
component in developing relationship between SME exporter and exporter intermediaries which has 
been highlighted as a significance role of relationship capabilities in enhancing performance of small 
businesses in foreign markets. Further, in order to support the development of such relationships, 
cultural similarity is suggested to be fundamental in the process due to the belief that companies 
would perform better in foreign markets when they have cultural similarity. In addition, the similarities 
of culture between two parties help to a great extent to reduce the psychic distance between the home 
and host countries in respect of business approaches, language, marketing infrastructure, as well as 
legal and political systems. This study integrates the resource based view (RBV) and Social Capital 
Theory to examine the synergistic effect of several constructs on export performance within the 
context of Malaysian exporting SMEs and exporter intermediaries. 
 
Keywords: Relational social capital, Export performance, Exporter intermediaries and SMEs 
 
 

INTRODUCTION 

Small and medium-sized enterprises (SMEs) are frequently faced with several restrictions to 
expand business in a foreign market especially due to financial limitations,, lack of foreign market 
knowledge, and also lack of international contacts (Agndal, Chetty & Wilson, 2008).Consequently, 
SMEs are advised to use the services of experts such as exporter intermediaries. According to 
Balabanis (2000) intermediaries help exporters or their clients to identify customers, to be distribution 
infrastructure providers, help exporters close the knowledge gap, as well as reduce risks and 
uncertainties when operating in a foreign market. When exporting firms hire intermediary’ services, 
they hope these services are cost effective. For example, when the SMEs decide to use 
intermediaries, the intermediaries should possess specific knowledge regarding their country which 
will save the exporting company costs, such as marketing research expenses, and negotiating costs of 
exporters. According to Peng and Ilinitch (1998) exporters or manufacturers are likely to use 
intermediaries in the early stages of the market penetration to help save costs related to monitoring 
and searching for new customers and enforcement of contracts (Peng & York, 2001). Therefore, the 
strong relationship between SME exporters and their intermediaries are very crucial for enduring 
competitive advantage and allowing them to enter foreign markets and  
overcome the complexities inherent in exporting and eventually succeed in managing their foreign 
operations (Kuhlmeier & Knight, 2010).The relationships may then be used to recognise and exploit 
specific business opportunities in foreign markets (Agndal et al., 2008). Using expertise of other firms 
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as a relationship network will improve export performance (Pinho, 2013). Consistent with Musteen, 
Francis, and Data (2010); Pinho (2013) claimed that relational social capital has a significant 
connection with internationalisation performance.  

Nevertheless, it is not easy to generate social capital that would give an impact on firms’ 
performance. It requires a certain period of time to promote the willingness of managers to accept 
relationships as valuable investments that are important to build trust and commitment (Pinho, 2016). 
Wu (2008) acknowledges that the role pf the social network is getting attention that drives the social 
capital-performance link, but he claims that, most empirical studies remain largely inconsistent. To 
explain these inconsistencies, Kianto and Waajakoski (2010) stress that there is a need to consider 
other relational variables such as cooperation between two parties in decreasing cost of transaction 
and opportunistic behavior (Zhao & Hsu, 2007). 

According to Merovinch (2012) generally, to  create harmony between the two parties  
especially between international partners they would tend to opt for markets that have  cultural 
similarities, based on the assumption that it would help maintain long-term relationships, and enjoy 
long-term trust and be commercially profitable   (Kanter & Corn, 1994). This is supported in the 
internationalisation literature that shows psychically close countries with cultural similarities encounter 
less misunderstanding and therefore relationships are more easily maintained. This is parallel to the 
notion by Lane and Beamish (1990) who claimed that an environment of similar cultures between 
foreign partners is important in fostering a long-term partnership. Earlier, the literature also claimed 
that doing business with culturally similar markets would achieve better performance (e.g. Johanson & 
Vahlne, 1977; Johanson & Wiedersheim-Paul, 1975). McDuffie (2011) emphasised that one of the 
main issues to be considered in developing trust is related to culture because it has significant 
influence on trust. Despite the importance of similarities of culture and social capital between two 
parties in enhancing export performance, very few studies in the relevant literature have examined 
cultural similarity and its international exchange process in general and export performance in 
particular. There exists a gap in the identification of the relevant determinants that link cultural 
similarity to the export performance of SMEs. Therefore, this study contributes to the literature by 
growing an integrative model of the effects of cultural similarity, and relational social capital that would 
impact export performance in the relationship between SME exporter and intermediaries’ context.  
 
 

LITERATURE REVIEW 
 
Cultural Similarities and Psychic Distance 
 

Cultural similarity refers to the cultural closeness that eliminates cultural barriers and achieves 
a great degree of closeness in terms of institutional value, business ethics, business practices and 
style of communication (Swift, 1999). In the case of SMEs, the concept of psychic distance has been 
invoked lately in explaining exporting strategy and performance consequences (Sousa & Lages, 
2011). According to Johanson and Vahlne (1977) psychic distance is defined as the sum of factors 
preventing the flow of information to and from the market. Meanwhile, in the scientific literature psychic 
distance is related to the  
perception of individuals in respect of the differences between home and host countries. Sousa and 
Lages (2011) indicate that compared with larger firms, small companies (SMEs) are more impressed 
and influenced by psychic distance and have a negative outcome on financial export performance. 
One of the factors most often mentioned that influences psychic distance is cultural differences 
(O’Grady & Lane, 1996). Therefore, consensus in the literature suggests that cultural similarities are 
crucial between partners in a cross border relationship to perform and succeed in the international 
arena (Meirovinch, 2012). This is because similarities in language, level of education, business and 
cultural practices, and communication style will remove any cultural barriers while psychic closeness 
reduces the level of uncertainty in the new market and positively impacts financial export results 
(Evans & Mavondo, 2008).  
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Nevertheless, Saleh et al. (2014) mention that reviewing the relevant literature revealed that 
few studies have investigated cultural similarity and its effect on export performance regarding the 
impacts on partnering relationships in the international exchange process. This may be the cause of 
many international marketers being frequently challenged by new and unfamiliar cultures. The 
perceived dissimilarities between the home country and the target country are termed ‘psychic 
distance’ or ‘cultural distance’ (Klein &Roth, 1990) that have a negative correlation on performance 
(e.g. Lane & Beamish, 1990; Sirmon & Lane, 2004). 

However, there are other studies that have yielded totally contrasting findings, for example, 
Park and Ungson (1997) found that the duration of IJVs had a positive correlation with national-cultural 
distance and U.S.–Japanese partnerships tend to be sustained better than U.S.–U.S. ones. Studies of 
mergers and acquisitions as well have also led to the conclusion that larger cultural distance has a 
positive correlation with performance (Krishnan, Miller, & Judge, 1997). Notwithstanding, theories of 
cognitive dissonance (Aronson & Carlsmith, 1962) predict that people will favor information consistent 
with their attitudes and behavior, that is, people are biased to gather data that reinforce their beliefs 
(Fiske & Neuberg, 1990). It also recognized by Sarkar, Echambadi, Cavusgil, and Aulakh (2001) that 
striving for similarity may lead to compromises in which both members abandon their preferred 
problem-solving approaches and effectively eliminate a significant amount of their tacit knowledge. 
Emulating the cultural behaviors of another partner can backfire (Francis, 1991). Therefore, cultural 
similarity would be an imperative factor to create a better outcome in the international market. Looking 
at this from the perspective of an international joint venture (IJV), recommendation therefore is to 
identify a party with close cultural similarities so as to prevent intergroup conflicts, withholding 
information and distrust (Meirovnch, 2012). 
 
 
Culture Similarity and Trust 
 

Human trust formation is very important in developing effective and efficient social network 
applications and has been studied from various perspectives including the social contexts (Trifunovic, 
Legendre, Herlocker & Sen, 2010). Nevertheless, one relatively unexplored issue is how trust evolves 
in a dynamic relationship across borders (Hayashi & Kryssanov, 2013). Studies by Byrne (1971) in 
social psychology reveal that trust is often related to similarity while experiments conducted by 
Golbeck (2009) revealed that similarity is related to the user’s determinant either to trust each other or 
not.  In this study, cultural similarity is proposed as a basic factor to lead trust relationship between 
exporter and intermediaries. As claimed by Kanter and Corn (1994) foreign buyers and sellers tend to 
opt for culturally similar markets for engagement in long-term relationships, which may result in the 
generation of trust for long-term business gain. Meanwhile, Amelung (1994) suggested that cultural 
similarity between cross-cultural transacting parties’ will reduce operation costs and motivate building 
trustworthy relationships. Additionally, prior literature mostly advocated that exporter is more likely to 
seem trustworthy to their partner in culturally similar markets.  

However, Ha, Karande and Singhapakdi (2004) discovered that the exporter’s cultural 
background has no impact on trust. Nevertheless, many scholars assert that national and 
organisational culture influence trust (Zaheer et al., 2011; McDuffie, 2011) that impact export 
performance. Following this notion it is likely that cultural similarities is instrumental in development of 
trust in SME firms and subsequently result in export performance. There exists a gap in the 
identification of the relevant determinants (e.g. trust) that link cultural similarity to the export 
performance of SMEs.  
Specifically, according to relational view of Resource based View (RBV), cultural similarity between 
each firms also could generate understanding (Kogut & Singh, 1988) with their common cultural 
background which is has significant impact on mutual trust (Coote, Forrest, & Tam, 2003). 
 Additionally, previous research in relationship marketing has recognised the importance of 
interpersonal factors such as cultural background in developing enduring business partnerships 
(Dabholkar, Johnston, & Cathey, 1994).In fact, studies in social psychology and organisational 
behaviour have found that the free flow of open and honest information exchange between two people 
is positively  associated with the level of trust between them (Jackson & Crockenberg, 1998). The free 
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flow of open and honest information is more likely from similar cultures than it is from dissimilar 
cultures (Ahmed, Patterson, & Styles, 1999) with the influence of culture on channel relationships 
being almost common-place in an Asian seller and buyer relationship context (Chung, Sternquist, & 
Chen, 2008).Therefore, following the reasoning of the perspective and supported by ample evidence 
in the literature, the following hypothesis is proposed: 
 
H1: There is a positive relationship between exporter and intermediary cultural similarity and trust 
 
 
Social Capital (trust, commitment and cooperation) 
 

The concept of social capital firstly appeared in sociology (e.g. Bourdieu, 1986) and 
subsequently in economics (e.g. Coleman, 1998). Whiles, the numerous definitions can create conflict. 
Social capital is an extensively used notion in the social sciences and can be perceived (Cope, Jack & 
Rose, 2007) conceptually in the way it has been variously referred to as  “network capital”, “social 
networks”, “guanxi networks” and as “social trust” (Bowey & Easton, 2007). Coleman’s (1988) 
definition of social capital is the “something extra” in a network, based on the notion that various actors 
working together create a whole which is greater than the sum of their individual contributions. This 
means that social capital is the extent to which synergistically it can be measured relative to networks 
(Wills-Johnson, 2008). As noted by Social Network Theory (SNT), connections and personal ties play 
a crucial role in the exchange of valuable information and in bridging ties that connect people in 
various social groups to identify the foreign market opportunities in doing business with foreign 
mediators (Ellis & Pecotich, 2001).  

According to Nahapiet and Goshal (1998) social capital consists of three types of typology:   
structural, relational and cognitive that has a link with and impact on firm’s financial performance, 
especially on revenue and profit margin (Behyan, 2011). This study focus on relational elements of 
social networks as one of the key facets of social capital which is trust is of particularly important in 
business in Asian countries (Nahapiet & Ghoshal, 1998; Liu et al., 2010). 
 According to Morgan and Hunt (1994) the definition of trust is belief in the exchange partner’s 
dependability and honesty based on the understanding that the other partner will not be opportunistic 
and will not exploit the situation. This concurs with Moorman, Deshpande, and Zaltman (1993) who 
define trust as a willingness to rely on an exchange partner in whom one has confidence. In a classical 
study by Spekman (1988) it is claimed that trust is “the cornerstone of a strategic partnership” and can 
be a crucial factor in the development of sustainable, long-term relational exchange between business 
partners (Dwyer et al., 1986). As noted by Ruyter, Moorman and Lemmink (2011) trust between 
partners is a crucial factor in any business venture that leads the parties involved to focus more on the 
‘‘positive’’ motivation of a sense of affiliation as an important asset to gain appropriate resources such 
as information, technology, knowledge, access to distribution network and so forth to compete 
effectively in foreign markets. This is because trust can generate competitive advantage (Yli- Renko 
Autio & Sapienza, 2001) and plays an integral role in a company.  

Pinho (2013) acknowledge that (trust) is also considered as the most essential factor at the 
onset of the relationship by being forthright and clear regarding the mutual expectations of both 
parties. Development of trust is very crucial to generate commitment of potential channel members at 
the onset of a new relationship to guarantee higher group performance, and increased job satisfaction. 
According to Gulati and Sigh (1998), when trust is absent, there will be neither collaboration nor any 
relational benefits. At the heart of the trust-development challenge is the acceptance of vulnerability 
(Ring & Ven de Ven, 1992) as building a high level of trust and relational embededness can be both 
expensive and challenging. 
 Lohtia, Bello and Poter (2009) claimed that trust provides a sense of confidence among the 
parties involved in the integrity, honesty, reliability, openness, and goodwill of the other party. The 
relevant literature offers proof of trust as a key feature in understanding buyer-seller associations 
either as an explanatory variable or a criterion variable (Coote et al., 2003; Mavondo & Rodrigo, 2001) 
and most researchers have reported trust as a positive and important indicator of buyer-seller 
commitment (Saleh & Ali, 2009). Previous literature also supported that trust increases commitment, 
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which then leads to cooperation (Inkpen & Currall, 2004). Despite several studies referring to the 
conceptual relationship between the constructs of trust and commitment (e.g. Saleh et al., 2014; 
Pinho, 2013, Saleh & Ndubisi, 2006) in contrast, Tellefsen and Thomas (2005) argue that the link 
between trust and commitment has not been fully examined or tested in the literature and in follow up 
studies is confined to only a small set of factors and findings which are inconsistent (Liu, Li, & Zhang, 
2010).  For instance, Geyskens et al. (1996) found mixed results between trust and commitment. 
Therefore, the researcher believes that more evidence is needed to quantify the relationship and offer 
more proof of the significant influence of the relationship between trust and commitment. On the other 
hand, Saleh & Ndubisi (2006) emphasised that the ‘trust’ variable has been widely used in buyer-seller 
investigations as an independent variable in explaining commitment relationship which has found 
strong support. As such, the following hypothesis is offered for testing:  

 
H2: There is a positive relationship between exporter and intermediary trust and commitment 

 
Commitment and Cooperation 
 

Many studies have accepted commitment as a critical element of successful relationships 
(Andaleeb & Syeed Saad, 1996; Geyskens et al., 1996; Morgan & Hunt 1994). The importance of 
relationship commitment stems from the fact that it will probably lead to cooperative behaviour, 
minmise or eliminate the likelihood of tempting short-term alternatives, and improve the profit margins 
(Andaleeb, 1996; Anderson & Weitz 1992; Morgan & Hunt 1994). A party involved in a partnership will 
be cooperative, motivated by an aspiration to work on the relationship and make it succeed (Anderson 
& Narus (1990).  

Haahti et al. (2005) reported that cooperation between firms is driven by a desire  to compete 
effectively in foreign markets and reap the benefits of synergy that enable the intense exchange of 
market information and valuable knowledge (Amble & Styles, 2000).  This is parallel with the 
contention of Anderson and Narus (1990) who maintain that achieving a great cooperative behavior 
among committed partners is very crucial as it leads to mutually beneficial outcomes.  

In contrast, several studies fail to validate the benefits of cooperation. Even though in some 
studies it is shown that cooperation has a significant relationship on performance, other studies 
seemed to indicate a weak relationship between these two constructs.  For instance, Vereecke and 
Muylle (2006) conducted a study related to suppliers and customers’ cooperation and found a fragile 
relationship between these two variables. Further, according to Fynes, Voss and Burca (2005) only 
partial relationship exists for the impact of supply chain relationships regarding cooperation and 
performance. A study conducted by Villena, Revilla and Choi (2011) also produced U- shaped 
relationship between social capital elements (e.g. cooperation) and performance and noted that too 
much cooperation may have a negative effect on performance. In addition, earlier studies carried out 
by Turnbull, Oliver and Wilkinson (1992) revealed that cooperation and performance have no 
significant relationship due to difficulties faced by a United Kingdom Company and Japanese 
practices. Burnes and New (1997) were also against exaggerating the beneficial effects from these 
two variables and noted that it depended on the relationship context. On the basis of the above 
discussions, this study intends to provide further evidence to verify the relationship between exporter 
and intermediaries’ context and attempt to provide more indications of the impact of cooperation and 
performance on export markets. However, based on Relational Exchange Theory, it is likely that in the 
context of SME exporter and intermediary, when the commitment is high with regard to giving quick 
feedback, cooperation like participation in every promotion or campaign may occur more easily. Based 
on this notion the following hypothesis is proposed: 

H3: There is a positive relationship between exporter and intermediary commitment and cooperation  

H4: There is a positive relationship between exporter and intermediary cooperation and performance 
 
Malaysia Export Performance 
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Malaysia is a country where the government is highly supportive of the process of internationalisation 
by SMEs aimed at improving exporting activities and performance (Ahmadian, 2012). Export 
performance is the indicator of a country’s economic growth and is also important for a firm’s 
competitiveness (Zou, Taylor & Osland, 1998). SMEs play a significant role in Malaysia’s export 
performance as they contribute 19% of total exports (Department of Statistics Malaysia, 2015; SME 
Corporation, 2015). Malaysia has regarded SMEs as a seedbed to its economy as this sector has an 
important role to play in the generation of the nation’s economy.  Besides that, SMEs are also 
important contributors to the Economic development in Malaysia as they account for 97% of the 
business establishments in the country (Department of Statistics Malaysia & SME Corporation, 2015). 
Specifically, Figure 1.1 shows the sector contributes 33% to the nation’s GDP, and 57% employment 
opportunities (Department of Statistics Malaysia & SME Corporation, 2015). However, the contribution 
of SMEs (33%) towards the country’s GDP is still lower than that of other middle income nations (39%) 
and high income nations (51%) (DOS, 2015; SME Corp, 2015). As noted by Datuk Seri Mustapha 
Muhammad, Minister of International Trade and Industry, SMEs in Malaysia have broadened the 
export base but the level of participation in the export activities remains low. (Datuk Seri Mustapha 
Mohamad, 2014). 
 

 

Source: (DOS, SME Corporation, 2015) 

Figure 1.1: The Contribution of SMEs to the Malaysian Economy 

Similar to many other countries in the world, SMEs in Malaysia are considered as the backbone for the 
nation’s economic generation. Despite that, among SME manufacturers in Malaysia, only 10.8% of 
them are exporting their products (MATRADE, 2014). The question that arises is: “Why are almost 
80% of SMEs not exporting?” As discussed earlier, lack of confidence in managing intermediary 
relationships could be a reason for this (Solberg, 2006; Nevins & Money, 2008; Pinho, 2013). Thus, it 
is believed that effective management of  exporter-intermediary relationships is very crucial  to 
determine and add value to the export process and contribute to the success of SMEs in their export 
ventures (Peng & Ilinitch, 1998). This is because the relationship and commitment of the export 
intermediary towards increasing sales of the exporting SMEs’ products can be significant in improving 
export performance (Racela & Thoumrungroje, 2007). Responding to these gaps in the literature, this 
research develops and tests a comprehensive model that investigates the relationship between 
cultural similarity, trust, commitment and cooperation that has significant impact on export 
performance. 
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CONCEPTUAL FRAMEWORK 
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Figure 2: Proposed Conceptual Framework 
 
The propositions and model (Figure 2) above show the integration of the independent variables of 
cultural similarity as antecedents of exporters’ trust that will drive commitment and cooperation and 
eventually leads to achieve export performance. The model (Figure 3-1) specifies that cultural 
similarity is a fundamental component that helps in developing relationship between exporter and 
intermediaries. In other words, this is due to the psychic closeness which helps partners to increase 
the level of understanding between them to grow the relationship. This developed relationship if 
managed well will lead to a high level of trust that results in commitment and cooperation between 
exporter and intermediaries. The high commitment and cooperation will ultimately influence the 
exporter’s export performance positively.  
 
Variable Measurements 
 
The present study uses a quantitative approach by applying a structured questionnaire. Measurement 
items were sourced from the relevant literature. A pre-testing was done before the implementation of 
the questionnaire involving 10 academics and seven export managers, to ensure it face validity. The 
final draft of the questionnaire was developed after receiving their feedback and making the relevant 
changes. Thereafter, the researcher will test for non-response bias (Arnstrong & Overton, 1977; Jarvis 
et al; 2013).  
 
Sampling Frame 
 
The sampling frame was taken from the SME corporation database which meets three criteria: (1) firm 
is either in small or medium size category involved in product manufacturing and engaged in export 

 

Cultural 

Similarity 

 

 

Trust 

Commitment 

Cooperation 

 

 

Export 

Performance 



Proceeding: The 2nd International Conference on Business Management (ICBM 2016) 

Vol (1) Issue (2) 978–967-13903 –6 -8 

 

120 

 

 

activities, (ii) firm must use the intermediaries services (e.g. agent, sales representative, and 
distributor), (iii) the overall sample should cover firm from various sectors. 
 
 

 
 
 
Research Procedure 
 
This study implemented a systematic sampling technique which often uses random sampling 
procedure, in which each person in the identified population has an equal probability of being chosen 
or selected (Creswell, 2003). Leedy and Ormrod (2005) also highlighted that in the selection of a 
random sample, the researcher could make the assumption that characteristically the sample 
approximates the total population. For Systematic sampling, every kth (e.g.5th, 10th, 15th) member of 
the population is systematically selected. Further, in this study, the unit of analysis is SME firms that 
have a specific relationship with intermediaries with respect to a specific manufacturing product and its 
exporting activities. This intends to capture an exporter’s perception of intermediary’s relationship.  In 
order to provide valid and reliable information it is essential to choose suitable well-informed key 
informant (respondent) who is involved in the export decision making process (Kim & Frazier, 1997) by 
confirming their pertinent details (Skarmeas et al., 2002).  To be specific, the target positions of the 
respondents of this study will be the export manager, owner of the firm or any other person 
responsible who is actively involved in the exporting activities and connected directly with the 
exporting intermediary. These high ranking informants are most likely able to provide information 
needed by this study (Mitchell, 1994).  

Research Instruments and Construction 

The primary data for this study collected using mail method which is most popularly used in social 
sciences quantitative surveys (Mohammad, 2012). Some of the advantages of using mail survey are it 
is low cost and will allow more privacy and self disclosure because there will be no interview directly 
involved. In addition, it is also suitable to explore issues such as profit, the financial situation of the 
company, the problems that exist in the firm and so on for which the questions are quite sensitive and 
need more time and consideration for the respondent before he/she can provide the answer.  
 
 
 
Data Analysis 
An appropriate statistical test will used to analyse the quantitative data to address the research 
questions and hypotheses in this study. Two stages of quantitative statistical software programmes 
are used (Davis, 2005): 

 
1- Descriptive statistical analysis, univariate analysis and multivariate analysis using SPSS 22.0 
2-Structural Equation Modelling (SEM-AMOS) is to check the goodness of fit of the measurements 
and to test all the hypotheses in this study. This software is an extension of the general linear model 
(GLM) that allows researcher to test a set of regression equations all at the same time. 
 
Conclusion 
Based on the above discussion, In view of the gaps in the literature as summarized above, this study 
intends to close these gaps by answering the following research questions, with the central research 
questions being: 

(1) Does cultural similarity between exporter and export intermediaries enhance export performance? 
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(2) What are the paths the exporter and intermediary’s cultural similarity go through that result in 
export performance? 

 

 

REFERENCES 
 

Agndal, H., Chetty, S., & Wilson, H. (2008). Social capital dynamics and foreign market 

entry.International Business Review, 17 (2008), 663-675 

Ahmadian, S. (2012). International opportunity recognition and export satisfactionin SMEs 

through export intermediary networking. Unpublished PhD Dissertation, University 

Teknology Malaysia, Johor, Malaysia.   

Ahmed, F., Patterson, P., & Styles, C. (1999). The determinants of successful relationships in  

 international business. Australasian Marketing Journal, 7(1), 5–21. 

Amelung, T. (1994). The impact of transaction costs on trade flows in the Asia- Pacific. 

Garnaut, R. and Drysdale, P. (Ed.), Asia-Pacific Regionalism: Readings in 

international economic relations, Harper Collins, Sydney. 

Andaleeb & Saad. S. (1996). An experimental investigation of satisfaction and commitment in 

marketing channels: The role of trust and dependence. Journal of Retailing, 72(1), 77-

93. 

Anderson, E. & Barton A. Weitz (1992). The use of pledges to build and sustain commitment 

in  

 distribution channels. Journal of Marketing Research, 29(1), 18-34. 

Anderson, J., & Narus, J. (1990). A model of distributor firm and manufacturer firm working 

partnerships.  Journal of Marketing, 54(1), 42–58. 

Armstrong, S., & Overton, T. (1977). Estimating non response bias in mail surveys. Journal 

of Marketing Research, 16 (8), 396-400. 

Aronson, E., & Carlsmith, J. M. (1962). Performance expectancy as a determinant of actual 

performance.   Journal of Abnormal and Social Psychology, 65, 178-182. 

Balabanis, G. I. (2000). Factors affecting export intermediaries’ service offerings: the British 

example.  

 Journal of International Business Studies, 31 (1), 83-99. 

Behyan, M. (2011), achieving export performance: Contribution of Relational elements. 

Journal  of Social and behavioral Science, 25 (2011), 327-337. 

Bourdieu, P., & Wacquant, L. (1992). An Invitation of Reflexive Sociology. University of 

Chicago Press,  

 Chicago, IL. 

Bowey, J., & Easton, G. (2007). Entrepreneurial social capital unplugged: an activity-based 

 analysis.  International Small Business Journal, 25 (3), 273-306. 

Burnes, B., & New, S. (1997). Collaboration in customer–supplier relationships: 

Strategy,operations and the function of rhetoric. Journal of Supply Chain 

Management, 33 (4), 10–17. 

Byrne, D. (1971). The Attraction Paradigm. Academic Press, New York.  



Proceeding: The 2nd International Conference on Business Management (ICBM 2016) 

Vol (1) Issue (2) 978–967-13903 –6 -8 

 

122 

 

 

Chung, J. E., Sternquist, B., & Chen, Z. (2006). Retailer-buyer supplier relationships: The 

Japanese  

 difference.  Journal of Retailing, 82 (4), 349-355. 

Coleman, J. (1988). Social capital in the creation of human capital. American Journal of  

 Sociology, 94, 95-120. 

Coote, L. V., Forrest, E. J., & Tam, T. W. (2003). An investigation into commitment in non-

western  

 industrial marketing relationships. Industrial Marketing Management, 32(7), 595–604. 

Cope, J., Jack, S. & Rose, M. (2007). Social capital and entrepreneurship. International Small 

 Business Journal, 25 (3), 213-219 

reswell, J. W. (2003). Research design: Qualitative, quantitative, and mixed approaches. 

Thousand  

 Oaks, CA: Sage.  

Dabholkar, P. A., Johnston, W. J., & Cathey, A. S. (1994). The dynamics of long-term 

business-to  

 business exchange relationships. Journal of the Academy of Marketing Science, 22(2), 

130–145. 

 

Davis-Kean, P. E. (2005). The influence of parent education and family income on child 

achievement: The  indirect role of parental expectations and the home environment. 

Journal of Family Psychology,  

19(2), 294-304. 

DOS (2015). Malaysia External Trade Statistics February 2015. An article released by the 

Department of Statistics, Malaysia. Retrieved on 7th June 2014. [on line] 

http://www.statistics.gov.my/ 

Ellis, P. & Pecotich, A. (2001). Social factors Influencing Export Initiation in Small and 

Medium-Sized  

 Enterprises. Journal of Marketing research, (February), 119-130. 

Evans, J., Mavondo, F. & Bridson, K. (2008). Psychic distance: Antecedents, retail strategy 

implications, and performance outcomes. Journal of International Marketing, 16 (2), 

32-63. 

Fiske, S.T. & Neuberg, S. (1990). A continuum of impression formation, from category- 

based to  

individuating processes: Influences of information and motivation on attention and 

interpretation. In Zanna, M. (ed.) Advances in Experimental Social Psychology, 23, 1–

74. New York: Academic Press. 

Francis, J. N. P. (1991). When in Rome? Journal of International Business Studies, 22(3), 

403–428. 

Fynes, B., Voss, C., & Búrca, S. (2005). The impact of supply chain relationship dynamics on  

manufacturing performance. International Journal of Operations & Production 

Management, 25(1), 6–19. 

Geyskens, Inge, Jan-Benedict E. M., Steenkamp, Lisa, K., Scheer, & Nirmalaya K. (1996). 

The Effects of  Trust and Interdependence on Relationship Commitment: A Trans- 

http://www.statistics.gov.my/


Proceeding: The 2nd International Conference on Business Management (ICBM 2016) 

Vol (1) Issue (2) 978–967-13903 –6 -8 

 

123 

 

 

Golbeck, J. (2009). Trust and nuanced profile similarity in online social networks. ACM 

Transactions on the Web (TWEB), 3(4). doi: 10.1145/1594173.1594174 

Gulati, R., & Singh, H. (1998). The architecture of cooperation: Managing coordination costs 

and  

appropriation concerns in strategic alliances. Administrative Science Quarterly, 43 (4), 

781–814. doi:10.2307/2393616 

Ha, J., Karande, K. & Singhapakdi, A. (2004). Importers' relationships with exporters: Does 

culture  

 matter? International Marketing Review, 21, 447-461. 

Haahti, A., Madupu, V., Yavas, U. & Babakus, E. (2005). Cooperative strategy, knowledge  

intensity and export performance of small and medium sized enterprises. Journal of 

World Business, 40, 124-138. 

Hayashi, Y. (2012). The effect of "Maverick": A study of Group Dynamics on Breakthrough 

in  

Collaborative Problem solving. In: Proceedings of the 34th annual conference of the 

cognitive science society, Hillsdale, NJ: Lawrence Erlbaum Associates, 444-449. 

Inkpen, A. C. & Currall, S. C. (2004). The co-evolution of trust, control, and learning in joint 

ventures’,  

 Organization Science, 15, 586–99. 

Jackson, S., & Crockenberg, S. (1998). A comparison of suggestibility in 4-year-old girls in 

response to  

parental or stranger misinformation. Journal of Applied Developmental Psychology, 

19(4), 527–542. 

Johanson J. & Vahlne J. E. (1977). The Internationalization process of the firm – a model of 

knowledge development and increasing foreign market commitments, Journal of 

International Business Studies, 8(1), 23-31 

Johanson, J., & Wiedersheim-Paul. (1975). The internationalization of the firm four Swedish 

cases.  

 Journal of Management Studies, 12(3), 305-322. 

Kanter, R., & Corn, R. (1994). Do cultural differences make a business difference? A 

contextual factors affecting cross cultural relationship success. Journal of  

Management Development, 13(2), 5-23. 

Kianto, A., & Waajakoski, J. (2010). Linking social capital to organizationl growth. 

Knowledge 

 Management Research & Practice, 8(1), 4-14 

Kim, K., & Frazier, G. L. (1997). On distributor commitment in industrial channels of 

distribution: A multi component approach. Psychology & Marketing, 14(8), 847– 877. 

Kogut, B., & Singh, H. (1988). The effect of national culture on the choice of entry 

mode.Journal of  

 International Business Studies, 19(3), 411-432. doi:10.1057/palgrave.jibs.8490394 

Krishnan, H. A., Miller, A., & Judge, W. Q. (1997). Diversification and top management team  

complementarity: Is performance improved by merging similar or dissimilar teams? 

Strategic Management Journal, 18(5), 361–374. 



Proceeding: The 2nd International Conference on Business Management (ICBM 2016) 

Vol (1) Issue (2) 978–967-13903 –6 -8 

 

124 

 

 

Kuhlmeier, D. B., & Knight, G. (2010). The critical role of relationship quality in small- and 

medium-sized enterprise internationalization. Journal of Global Marketing, 

23(1),16–32.  

Lane, H. W., & Beamish, P. W. (1990). Cross-cultural cooperative behavior in joint ventures 

in LDCs.  

 Management International Review, 30 (Special Issue), 87–102. 

Leedy, P. D., & Ormrod, J. E. (2005). Practical research: Planning and design (8th Ed.). 

Upper Saddle  River, NJ: Prentice Hall. 

Liu, Y., Li, Y., & Zhang, L. (2010). Control mechanisms across a buyer–supplier relationship 

quality  

 matrix. Journal of Business Research, 63(1), 3–12. 

Lohtia, R., Bello, D. C., & Porter, C. E. (2009). Building trust in US–Japanese business 

relationships:  

 Mediating role of cultural sensitivity. Industrial Marketing Management, 

38(1), 239–252. 

MacDuffie, J.  P. (2011). Inter-organizational trust and the dynamics of distrust. Journal of 

International  

 Business Studies, 42(1),  35-47. 

Malaysia External Trade Development Corporation [MATRADE] (2014). New steps to boost  

SMEs.  The News Straits Times, July 5,  

Mavondo, F. T., & Rodrigo, E.M. (2001). The effect of relationship dimensions on 

interpersonal  and inter organizational commitment in organizations conducting 

business between Australia and China.  Journal of Business Research, 52(2), 111–121. 

Meirovich, G. (2012). Cultural similarities and differences: Impacts on performance in 

strategic partnerships. In Advances in Mergers and Acquisitions, 10, 55-74 

Ministry of International Trade and Industry [MITI]. (2014). Ministry of International Trade 

and Industry  

 annual report. Kuala Lumpur, Malaysia: Straits Digital Sdn Bhd. 

Mitchell, V. M. (1994). Using industrial key informants: Some guidelines. Journal of the 

Market Research Society, 36(April), 139-145. 

Mohamad, M. R. (2012). Antecedents of IT alignment in public sector. Case of e-syariah 

implementation  in Malaysia. Retrieved from http://aisel.aisnet.org 

/ukais2009/36 

Moorman, C., Deshpande´, R., & Zaltman, G. (1993). Factors affecting trust in market 

research relationships. Journal of Marketing, 57(January), 81–101. 

Morgan, R.M., & Hunt, S. D. (1994). The commitment-trust theory of relationship marketing. 

Journal of  

 Marketing, 58(3), 20–38. 

Nahapiet, J., & Ghoshal, S. (1998). Social capital, intellectual capital, and the organizational 

advantage. Academy of Management Review, 23(2), 242–266. 

Nevins, J.L, & Money, R.B. (2008). Performance implications of distributes effectiveness, 

trust and culture  in import channels of distribution. Journal of industrial 

Marketing Management, 37 (2008), 46-58. 

http://aisel.aisnet.org/


Proceeding: The 2nd International Conference on Business Management (ICBM 2016) 

Vol (1) Issue (2) 978–967-13903 –6 -8 

 

125 

 

 

O’Grady, S., & Lane, H. W. (1996). The psychic distance paradox. Journal of International 

Business Studies, 27(2), 309–333. 

Peng, M. W., & York, A. S. (2001). Behind intermediary performance in export trade: 

transactions, agents,  and resources. Journal of International Business Studies, 2, 

327-346. 

Peng, M., & Ilinitch, A. (1998). Export intermediary firms: A note on export development 

research. Journal  of International Business Studies, 3, 609–620. Retrieved from 

http://www.jstor.org/stable/155528 

Park, S. H., & Ungson, G. R. (1997). The effect of national culture, organizational 

complementarily, and economic motivation on joint venture dissolution. Academy of 

Management Journal, 40(2), 279 

307. 

Pinho, J. C. M. R. (2016). Social capital and export performance with export intermediary 

relationship.  

 Managemenr Research Review, 39 (4), 425-448 

Pinho, J. C. M. R.  (2013). The role of relational social capital in examining relationships. 

European  

 Business Review, 25(6), 553–570. doi:10.1108/EBR-03-2013-0037 

Racela, O. C., Chaikittisilpa, C. & Thoumrungroje, A. (2007). Market orientation, 

international  

           business  relationships and perceived export performance. International Marketing   

           Review, 24 (2),144-163. 

Ring, P. S., & Van de Ven, A. H.  (1992). Structuring cooperative relationships between  

            organizations. Strategic Management Journal, 13 (7), 483-498 

Ruyter, K.,  Moorman, L., & Lemmink, J. (2001). Antecedents of commitment and trust in 

customer  

supplier relationships in high technology markets. Industrial Marketing. 

Management,30, 271-286 

Saleh, M. A. Ali, M. Y., Julian, C. C. (2014). International buyer behavior-commitment  

           relationship: an investigation of the empirical link in importing. International Business  

           Review, 23, 329-342. 

Saleh, M. A., & Ali, M. Y. (2009). Determinants of importer commitment in international 

exchange: An  

           agenda for future research. Journal of Management & Organization, 15(2), 186–205. 

Saleh, A. S. & Ndubisi, N. O. (2006). SME development in Malaysia: domestic and global 

challenges. 

          [On-line]. Available: http://www.uow.edu.au/commerce/econ/wpapers.html. 

Sarkar, M. B., Echambadi, R., Cavusgil, S. T., & Aulakh, P. S. (2001). The influence of 

complementarity, 

compatibility, and relationship capital on alliance performance. Academy of Marketing 

Science Journal, 29(4), 358–373. 

Sirmon, D. G., & Lane, P. J. (2004). A model of cultural differences and international allianc 

performance. Journal of International Business Studies, 35(4), 306–319. 

http://www.jstor.org/stable/155528


Proceeding: The 2nd International Conference on Business Management (ICBM 2016) 

Vol (1) Issue (2) 978–967-13903 –6 -8 

 

126 

 

 

Skarmeas, D., Katsikeas, C. S., & Schlegelmilch, B. B. (2002). Drivers of commitment and its 

impact on performance in cross-cultural buyers–seller relationships: The importer's 

perspective. Journal of International Business Studies, 33(4), 757–783. 

SME CORP. (2015). SME Development Framework: The Malaysian Case. Retrived from SM 

Corporation: http://www.smecorp.gov.my 

Solberg, C. A.  (2006). Advances in International Marketing: Relationship between exporters 

and their  

 foreign sales and marketing intermediaries (ed). Elsevier, Oxford UK. 

Sousa, C. M., & Lages, L. F. (2011). The PD scale: A measure of psychic distance and its 

impact on international marketing strategy. International Marketing Review, 28 (2), 

201-222. 

Spekman, R. E. (1998). An empirical investigation into supply chain management: a   

            perspective on partnerships. International Journal of Physical Distribution and   

             Logistics Management, 28, 630–650. 

Swift, J. S. (1999). Cultural closeness as a facet of cultural affinity: A contribution to the 

theory of  psychic distance. International Marketing Review 16(3), 182-201. 

Tellefsen, T., & Gloria, P. T. (2005). The Antecedents and consequences of 

organizational and personal commitment in business service relationships. Industrial 

Marketing Management, 34 (1), 23-37. 

Trifunovic, S., Legendre, F., & Anastasiades, C. (2010). Social trust in opportunistic 

networks. In:  

 INFOCOM IEEE Conference on Computer Communications Workshops, 2010 (pp. 1-

6). IEEE. 

Turnbull, P., Oliver, N., & Wilkinson, B. (1992). Buyer–supplier relations in the UK  

automotive industry:  

Strategic implications of the Japanese manufacturing model. Strategic Management 

Journal, 13(2), 159–168. 

Vereecke, A., & Muylle, S. (2006). Performance improvement through supply chain  

collaboration in  

 Europe. International Journal of Operations & Production Management, 26(11), 

1176–1198 

Villena, V. H., Revilla, E., & Choi, T. Y. (2011). The dark side of buyer–supplier 

relationships:  

 A social capital perspective. Journal of Operations Management, 29(6), 561-576. 

Wills-Johnson, N. (2008). The networked firm: a framework for RBV. The Journal of 

Management  

 Development, 27(2), 214-224. 

Wu, W. P. (2008). Dimension of social capital and firm competitiveness improvement: 

The mediating role of information sharing. Journal of managements studies, 45, 122-

146 

Yli-Renko, H., E. Autio, & Sapienza, H. J. (2001). Social capital, knowledge acquisition, and 

knowledge exploitation in young technology-based firms. Strategic Management 

Journal 22, 587-613. 

 

http://www.smecorp.gov.my/


Proceeding: The 2nd International Conference on Business Management (ICBM 2016) 

Vol (1) Issue (2) 978–967-13903 –6 -8 

 

127 

 

 

Zaheer, A. & Kamal, D. F. (2011). Creating trust in piranha-infested waters: The confluence 

of buyer,  

 supplier and host country contexts. Journal of International Business Studies, 42(1), 

48-55. 

Zhao, H. & Hsu, C. C. (2007). Social ties and foreign market entry: an empirical 

inquiry.Management  

 International Review, 47 (6), 815. 

Zou, S., Taylor, C. R., & Osland, G. E. (1998). The EXPERF scale: a cross-national export 

performance measure. Journal of International Marketing, 6 (3), 37–58. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Proceeding: The 2nd International Conference on Business Management (ICBM 2016) 

Vol (1) Issue (2) 978–967-13903 –6 -8 

 

128 

 

 

THE POWER OF INOVATION, DISTRIBUTION AND 

SUPERVISION FACTOR IN IMPROVING PERFORMANCE OF 

SUPPLY CHAIN MANAGEMENT OF SUBSIDIZED FERTILIZER 

IN INDONESIA 
 

Aswin Naldi Sahima, Nik Kamariah NikMat b 
aSekolah Tinggi Manajemen IMMI, Jakarta, Indonesia 

 Email: aswinnaldi@yahoo.com 
bSchool of Business Management, Universiti Utara Malaysia, Malaysia 

 Email: drnikuum@gmail.com 
 

 
Abstract 
 
Supply chain (SC) is increasingly recognized as an important factor for improving business 
performance. Because of that, the SC activities need to be optimized and this can be done through the 
supply chain management (SCM). This study has three key objectives: to reveal the influence of 
government policy in terms of supervision, to check the reliability of distribution and innovation factors 
on the execution of the SCM of subsidized fertilizer in Indonesia. A sum of 800 questionnaire have 
been spread to the test site and a number of 587 or 73% successfully returned. Furthermore, the data 
from 513 respondents, or 64% of the spread, was analyzed by statistical software Structural Equation 
Modeling (SEM). The findings from this study shows that the government policy in terms of supervision 
and the reliability of the appropriation has immediate and critical impact on execution SCM of 
subsidized fertilizer. However although there is no immediate impact on the execution of SCM, factor 
of innovation plays a significant role because it determines the success of supervision and reliability of 
the distribution. Moreover, this supervision factor and the reliability of the distribution act as a mediator 
between the factors of innovation with the full performance of SCM. To improve the performance of 
SCM of subsidized fertilizer in Indonesia, this research suggests that the government pays attention to 
supervision, the reliability of the distribution as well as innovation factors. Due to that, the distribution 
of fertilizer will be more suited to its purpose at the right time with the appropriate location, type, 
quantity and the right quality, and at an appropriate price. In future research, the same study could be 
utilized for other subsidized commodities. 

 
Keywords: SCM performance, supervision, distribution, inovation factors, structural 
equation modeling (SEM). 
 
 

INTRODUCTION 

 
Supply chain (SC) increasingly recognized as a key factor for improving business 

performance. Companies that implement efficient and effective SC will be a success. Because of that, 
the activities of the SC needs to be optimized with the process of supply chain management (SCM) 
(Janvier-James, 2012). 

According to Finch (2006) SCM is the management of some companies from upstream to 
downstream; suppliers, manufacturers, distributors, retailers, logistics, transportation, warehousing, 
information and others involved in supplying goods to the end customer (user). The basic aim of SCM 
is to associate all of chain of the supply to cooperate to expanding the efficiency, including esteem, 
decreasing the cost, expanding consumer loyalty, along these lines expanding the intensity of 
undertakings. 

Measurement of performance of SCM is needed to survey whether the SCM is already 
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running at its ideal or not. By measuring the SCM, it can be seen the achievement that has been 
accomplished, client needs are met, a superior comprehension of the procedure, discover the 
mistakes and pointless things, comprehend the issues and open doors for development, give choice 
truthful to get advance, encourage the work equivalent and open correspondence and better 
(Gunasekaran & Kobu, 2007) 

This research will conduct an assessment and performance measurement of SCM in 
subsidized fertilizer, because fertilizer is one of the creation offices to expand the generation and 
efficiency of agricultural land. So fertilizer got an enormous consideration from the legislature for 
accomplishing national sustenance security. 

As a strategic production facility, the government has made two (2) fundamental strategies on 
fertilizer. To start with, give compost subsidy to ranchers, and second assign SCM of fertilizer. The 
distribution of compost from the production line to the farmers was completed by the Government 
through the State Owned Enterprises, which is PT. Pupuk Indonesia (Holding) alongside distributor 
and trader through the SCM framework oversight products. With fertilizer is relied upon to be 
accessible to farmers in 6 right; right amount, sort, time, area, cost and quality. Moreover, land 
profitability and production of rice is required to be enhanced and increment farmers' payment and the 
accessibility of rice across the nation. 

Some phenomena happen in the performance of SCM subsidized fertilizer : 1) Data from BPS 
(2013) states that there is no increase in rice production significantly in the last five years, because the 
productivity of rice plants is still low and even decreased in the year 2011. 2) Statistical data of PT. 
Pupuk Indonesia, shows a gap between the allocation of subsidized fertilizer set by the Ministry of 
Agriculture to the market needs. Additionally there is a broad refinement between the distributions of 
subsidized chemical fertilizer to the acknowledgment of the distribution. Furthermore, 3) According to 
Philip Kotler (2003) if the companies do not innovate they will die. And if they innovate - then they do 
not succeed, they will die too, but it's better than just silence. Government innovation in SCM 
subsidized muck. Study Pattiro-USAID (2011) stated that there had been several improvements in 
subsidized fertilizer's regulations. However, the phenomenon is often the case up until now is a 
scarcity of fertilizers, especially during the harvest season. 

From the above issues may happen due to the things that are less great at innovation factors, 
supervision and management factor in the distribution of subsidized fertilizer SC. 
 
Research Objectives 

In respect of issues raised, the primary purpose of this study is to empirically proving the 
power of innovation, supervision and distribution of impact on the performance of SCM in subsidized 
fertilizer. 
The more specific targets of this exploration are: 
a) To determine whether the distribution has a significant influence on the performance of SCM. 
b) To investigate whether the supervision factor has a significant impact on the performance of SCM  
c) To determine whether the innovation factors have a significant influence on supervision factor. 
d) To see the extent of innovation factors have a significant impact on the distribution. 
e) To examine the effect of mediation supervision factor on the relationship between the factors of 

innovation with the performance of SCM. 
f) To empirically test the mediating effect of the distribution on the relationship between the factors of 

innovation with the performance of SCM. 
 
 

 
LITERATURE REVIEW 

 
The Performance of SCM 

SCM involves managing demand, supply, source of raw materials, manufacture and 
assembly, warehouse and stock control, order management and distribution over channels, as well as 
delivery to customers. 
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Relationship Between Supervision and Performance of SCM 

The feedback is an important part to improve any process. Measuring systems for efficient 
management of the SC that enables the monitoring of compliance with business processes. Similarly 
Janifer-James (2012) stated that the process of SCM depends on supervision over what happens in 
each chain. Thus, it is hypothesized that: 
H1: Supervision positively affects on performance of SCM. 
 
Relationship Between Distribution and Performance of SCM 

Execution is controlled by the management of SC distribution exercises to give merchandise 
and enterprises, including request administration, transportation administration, and stockroom 
administration to take care of demand. This is in line with research findings Ghasemi R Mohaghar A,. 
(2011). Hence, it is hypothesized that:   
H2: Distribution positively affects on performance of SCM 
 
Relationship Inovation`Factor and Distribution 

Leavy (2010) using innovation factor for evaluating the performance of the distribution, the 
view that innovation must be seen as part of a business that enable the implementation of new 
processes and service products for the customer's needs. Similarly, Schramm (2008) states that 
innovation is the model of the commerce realizing new value for customers, and directly affect the 
unwavering quality of the circulation. Henceforth, it is hypothesized that:   
H3:  Inovation factor has a direct effect on distribution factor 
 
Relationship Between Inovation and Supervision 

Philip Kotler (2003) states that the innovation process needs to be managed carefully as a set 
of business process analysis.  Hence, it is hypothesized that:   
H4:  Inovation factor has a positive effect on supervision factor 
 
Mediation Effects of Supervision and Distribution on the Relationship between Inovation factor 
and Performance of SCM. 

Supervision and distribution activity may mediate the success of innovation in improving SCM 
performance. Thus, it is hypothesized that:   
H5:  Distribution as mediator the linkage between inovation factor and performance of SCM  
H6: Supervision as mediator the linkage between inovation factor and performance of SCM 
 
 
The Conceptual Model 

A structural equation model is used in this study to analyze the influence of the factor structure 
of supervision, distribution and innovation factors on the performance of SCM. 

Therefore, this flowchart provides causality variables testing. In accordance with the theory, 
the the performance of SCM is the dependent variable, while the reliability of the supervision (K), the 
reability of the distribution (KP) and innovation factor (I) are independent variable. Besides, K and KP 
are mediator variables between I and the performance of SCM.  

For the measurement the performance of SCM, it uses two indicators: conformity of recording 
data with fertilizer needs of farmers (SCMP1) and conformity of allocation with the fertilizer needs of 
farmers (SCMP2).  Flow distribution of fertilizer from the factory to the area (KP3) and flow 
transportation of fertilizers (KP4) is an indicator of distribution factor, likewise, innovation for rules and 
regulation (I3) and innovation for service of officer (I4) are indicators of innovation factor. Supervision 
of the allocation distribution (K1) and supervision for distribution by location (K2) are indicators of 
Supervision. 
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Based on the above discussion, the conceptual framework is presented in Figure 1. 
 
 
 
 
 
CONCEPTUAL FRAMEWORK 
 

Figure 1: Proposed Conceptual Framework 
 

 
 

RESEARCH METHODOLOGY 

Sample Design 

To get an item questionnaire that is valid and reliable, there is two (2) field trials and each trial 
using 40 respondents. Once the questionnaire items are reliable and valid, eight hundred (800) 
questionnaires, which twice the sample size required (450), were distributed to the respondents. This 
is in accordance Hair et al, (1998) which states that the number of samples using SEM to be effective 
on a sample size of 150 -. 450. Of 73% of the questionnaires, which five hundred and eighty to be 
precise, were returned. After filtering, then as many as 513, or 64% of data can be used for analysis. 

Sampling of the population occurred in two stages. The first stage is the selection of provincial 
samples with stratified random sampling method. From 33 provinces in Indonesia, it obtained five (5) 
provinces. However, according to the writer's observation sufficiently representative for the area 
generally granary with different infrastructure. In the second stage, the selection of samples number in 
each province hold with a random sample table and systematic review of 450 of the total plan [20]. 

Measurement and Analysis Method 

Data analysis is done by statistical analysis of SEM (Structural Equation Model) using 
software Amos 22, consists of three stages; model identification, the test measurement model and 
structural model of the test. 

Measurement of the dependent variable and independent variables using a Likert scale (1 = 
strongly disagree and 7 = strongly agree). 

DATA ANALYSIS 

Demographic Profile of the Respondents  

Respondents in this study is the manager authorized distributor and retailer of subsidized 
fertilizer, the majority of men (78.2%), average aged 31-50 years (59.3%). Being a distributor and 
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retailer of between 5-10 years (47.8), with education background of the respondents generally 
graduated from high school (60.1%). Only 72 (14%) had some training as a distributor and retailer of 
fertilizer, and 38 people received awards (7.4%). Total sales of subsidized fertilizer generally below 
1.000 tons (85%) for each growing season. Having a fertilizer warehouse with the capacity of being, 
which is 500 tons (91.2%), and approximately 149 people (32.9%) had a fleet of trucks. In general, 
respondents in work assignments generally have three employees, and the airport is less than 10 
retailers or farmers. 

Generated Structural Model (GM) 

By utilizing an adjusted file, which gives the covariance relationship between E 40 and E46 
research produces Structural Model Generated better and more appropriate, because the p-value of 
0.104 (p-value> 0.05). Therefore, the explanation will be based on the results of the hypothesis 
Generated by Structural Model Revision Model (Figure 2). 

Figure 2: Generated Structural Model 

 
 

The Regression Estimates 

 

The generated structural model produces regression standardized beta estimates as in Table 1.  
 
Table 1: Direct Effects Regression Estimates (Beta) 

 

 

 
 
 
 

 
From the data shown in Table 1, it depicts supervision has a positive significant effect on SCM 

performance (Beta =0.271; CR = 5.271; p <0.001), or H1 accepted. 
Secondly, distribution has a positive considerable effect on the performance of SCM 

(Beta=0.525; CR=8.990; p<0.05) or H2 accepted. Thirdly, innovation factor has a positive major effect 
on supervision factor (Beta=0.652; CR=3.02; p<0.05) or H3 accepted. Lastly, innovation factor has a 
major direct effect on distribution factor (Beta=0.369; CR=3.521; p<0.05) or H4 accepted. 

Hypo Endo 
 

Exo Beta S.E. C.R. P Status 

H1 SCMP <--- K .271 .009 5.271 *** Sig 

H2 SCMP <-- KP .525 .024 8.990 *** Sig 

H3 K <--- I .652 .432 3.012 .003 Sig 

H4 KP <--- I .396 .097 3.521 *** Sig 
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Supervision Mediation on Inovation and the performance of SCM 

Furthermore, to examine the role of mediating factors between the supervision and distribution of 
innovation and the performance of SCM, test results will be compared to the direct and indirect 
relationships, once inserted Innovation factor. Model and standard regression coefficient of the 
estimate, such as figure 3 and table 2 below 

 

Figure 3: Generated Structural Revised Model 

 
 

 
Table 2: Direct Effects Regression Estimates (Beta) after I direct to the performance of SCM 
(SCMP) 

 
 
 
 
 
 
 

 
From the correlation of test outcomes immediate and relationships, once it inserted Innovation 

factors, the model does not support a finding that the supervision factor (K) mediate significant in the 
relationship between the I and the the performance of SCM (Table 2). It can be concluded that H5 
could not accepted. 

Table 2: Supervision Mediation on Inovation and SCMP 

Model Element 
Test Mediation in 

SCMP 
Revised model with 

Direct Effect 

Model Fit  

Chi-square 22.167 17.843 

Df .15 .14 

P-value .104 .214 

RMSEA .031 .024 

CFI .996 .997 

Hypo Endo 
 

Exo Beta S.E. C.R. P Status 

H1 SCMP <--- K .010 .037 .049 .961 NoSig 

H2 SCMP <-- KP .430 .032 5.546 *** Sig 

H3 K <--- I .671 .492 2.868 .004 Sig 

H4 KP <--- I .383 .099 3.500 *** Sig 

 SCMP <-- I .420 .122 1.269 .204 NoSig 
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Std Estimates  

IK .652*** .671** 

KSCMP .271*** .010ns 

ISCMP   

-Indirect .176 .067 

-Direct 0 .420 

-Total Effect .176 .487 

 

 
Distribution Mediation on Inovation and the performance of SCM. 

From the correlation of test results on the relationship of immediate and circuitous impact, 
having entered the Inovation (I) figure, the model bolster the finding that KP is a critical go between on 
the relationship amongst inovation and the performance of SCM (Table 3). It can be reasoned that the 
H6 is accepted. 
 
Table 3: Distribution Mediation on Inovation and the performance of 

SCM 

Model Element 
Test Mediation in 

SCMP 
Revised model with 

Direct Effect 

Model Fit  

Chi-square 22.167 17.843 

Df .15 .14 

P-value .104 .214 

RMSEA .031 .024 

CFI .996 .997 

Std Estimates  

IKP .396*** .383*** 

KPSCMP .525*** .430*** 

ISCMP   

-Indirect .207 .164 

-Direct 0 .420 

-Total Effect .207 .584 

 
 

 
CONCLUSION AND DISCUSSION 

 
The conclusion of this study is the policy of the government in terms of supervision and 

distribution has an immediate and critical impact on the performance of the SCM of subsidized 
fertilizer in Indonesia. 

It turns out that the distribution factor assumes a more vital part for the accomplishment of the 
performance of SCM. The success element will determine the distribution of the fertilizer distribution 
shich can provide according to farmer needs in the proper amount, type, time, exact location, prices 
are set and appropriate quality. This is in line with the findings of the Darwis at all (2007) that the 
shortages of fertilizer to farmers in Indonesia are not caused by a lack of production, but due to the 
weakness of the system of distribution. 

According to the analysis, the issue is quite often a lack of fertilizer, particularly in the growing 
season, since farmers need fertilizer simultaneously and required in large quantities. If there are 
issues in the appropriation distribution, farmers will experience difficulty in getting fertilizer, or well 
known as the phenomenon "the scarcity of fertilizers". Likewise, problems in terms of capacity storage 
and marketing are generally derived from the system of distribution that has not been adequately 
planned. 

According to the research, there are two issues that need to be under the spotlight on the 
distribution. The first is the distribution of the subsidized fertilizer from the factory to the farmers (KP3), 
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and second is to transport the fertilizer distribution from the factory to the farmers (KP5). This will 
improve the performance of the distribution of subsidized fertilizer from factories to wholesalers and 
then to retailers and to the end user, ie farmers. 

The study further showed that the supervision (K) directly affects the performance of SCM 
subsidized fertilizer. To factor this oversight, there are two things to note for improvement, namely 
oversight of the allocation distribution (K1) and the monitoring of the distribution of fertilizer in a field to 
the desired location (K2). 

According to the authors, the deviation of the distribution of subsidized fertilizer can occur due 
to differences in fertilizer prices in the country that are quite large which is the price of subsidized and 
non-subsidized. Therefore, without the necessary supervision and strict application of sanctions, there 
will be a permeation of fertilizer subsidized and non-subsidized in the market. This is consistent with 
previous studies of Sarjono (2011) that the Indonesian government must strictly implement the 
supervision over the SC, which means that the strict sanctions should be applied against irregularities, 
so as a shock therapy for other actors. 

Factors innovation has an important role despite the fact that it has no immediate impact on 
the performance of SCM, because it determines the success factors such as supervision and 
distribution. In other words, the performance of SCM starting from the innovation factor, due to the 
achievement of the distribution and the direct supervision influenced by component of innovation. The 
development of constructive MSC requires innovation. Improvements in innovation could be done, 
especially against regulations the distribution of subsidized fertilizer (I8) and administrative redemption 
subsidized fertilizer (I9). With a good factor of innovation, it can affect the success and reliability of 
distribution and supervision, which in turn will determine the success of the performance of SCM of 
subsidized fertilizer in the future. 

 
Conclusion 

Factors supervision and distribution factors have a huge influence on the performance of the 
performance of SCM of subsidized fertilizer. 

In spite of the fact that the innovation factor does not directly affect the performance of the 
SCM of subsidized fertilizer, but its part is vital because innovation factor significantly influencing factor 
supervision and distribution factors. 

Distribution factor being the mediator of the relationship between the factor of innovation and 
performance of SCM, while the supervision factor is most certainly not.  

 
Managerial Implication  

This paper expresses the importance of monitoring factors, distribution and innovation factor in 
the performance of SCM subsidized fertilizer, so that relevant organizations can specify the pace and 
state of mind in settling on choices for development later on. 

The study found that some important aspects of the performance of SCM subsidized fertilizer 
in Indonesia should be tended to in the future, so that policies can be adapted to the conditions of 
these factors. 
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ABSTRACT 

 
 
This study aimed to axamine the effect of the determination of the internal capital adequacy 
assessment process (ICAAP) in accordance with a risk profile that is, credit risk as measured by non-
performing loans, liquidity risk is measured by loan to deposit ratio, risk strategic as measured by the 
rasio of net interest margin, operational risk is measured by the operating expenses to operating 
income and  capital adequacy ratio and its impact on the performance of banks in Indonesia. This 
study used panel data regression analysis. The sampling technique is purposive sampling using 39 
banking industry listed in Indonesia Stock Exchange year period 2012-2014. The results showed that 
the capital adequacy based on the risk profile of the bank have a positive influence on the financial 
bank performance. The risk profile of a bank in Indonesia that are in the average rating of 2 (low to 
moderate), and which requires banks to meet minimum capital of 9% -10% of risk weighted assets. 
The banks’ which have high capital adequacy ratio will increase the bank's financial performance. With 
the ICAAP, the bank can not only determine the adequacy of capital according to the risk profile of the 
bank but also as determining the strategy for maintaining its capital levels. 
 
Keywords: The Internal Capital Adequacy Assessment Process, Risk Profile, Performance 
 
 
 

INTRODUCTION 
 

 Bank has an important role in the economy of a country. The growing complexity of business, 

technology, and banking products and services, leading to increased risk profile of the bank. Risk the 

most impact on the bank's credit risk per June 2015 banks have disbursed loans amounting to Rp. 

163.23 trillion, but the phenomenon of bad credit in the construction sector with marked increases in 

NPL construction has reached 5.43%, up from the position in December 2014 recorded 4.61% lead 

banks to be cautious in throwing credit, maintain quality assets, and strengthen the capital that not 

only absorb potential losses arising from credit risk, market risk, and operational risk but also of other 

material risks.(infobank, 2015). Public confidence in banks will grow when the bank has a good health, 

therefore, the health problems of banks becomes important to be aware constantly, both by the 

internal bank and central bank authorities (Hilman, 2014). 

Risk based on Basel II is not only a form of credit risk, market risk and operational risk, but also 

other risks include business risk, reputation risk and strategic risk. Basel II consists of three pillars: (1) 

Minimum Capital Requirements, (2) Supervisory Review Process, (3) Enhanced Disclosure (Discipline 

of Market). 
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Implementation of Basel II Pillar 2 in Indonesia based on Bank Indonesia Circular Letter No.14 / 
37 / DPNP December 27, 2012 regarding Minimum Capital Requirement based on Risk Profile and 
Fulfillment of Capital Equivalency Maintained Assets (CEMA), which refers to the PBI  no. 
14/18/PBI/2012 November 28, 2012 regarding the minimum capital requirement for commercial banks. 
Contains regarding the review of the supervisor or regulator, Bank Indonesia (BI), and in 2014 the 
process of review of a supervisor or regulator conducted by the Financial Services Authority (OJK on 
internal measurements carried out by the bank to determine the adequacy of bank capital to cover 
credit risk, market and operational. In addition, Pillar 2 also discusses the risks that are not included in 
the first pillar as interest rate risk in the Banking Book portfolio, credit concentration risk, liquidity risk 
and other risks. 

Capital for banks as companies generally serve as a buffer against the possibility of losses. 

Besides capital also serves to maintain confidence in the banking activity in its function as an 

intermediary institution for funds received from customers. 

The research gaps are considered important in this study as follows, several studies related to 

capital adequacy has been done by Ahmed, et al (2015), Ejoh (2014), Olalekan (2013), Aymen (2013), 

Al - Tamimi and Obeidat (2013) and Bouheni and Rachdi (2015) which found that positive effect on the 

capital adequacy of financial performance. But unlike the results of research conducted by Almazari 

(2013) stated that profitability by using return on assets (ROA ) and return on equity (ROE) has a 

negative correlation with capital adequacy. In line with the results of research Shingjergji and Hyseni ( 

2015) who found that by using a profitability indicator ROE and ROA have no connection with the 

capital adequacy ratio at the Albanian bank. 

 
LITERATURE REVIEW 

 
Basel Capital Accord II, 2004 (BASEL II) 

 

Basel II is an improved risk management efforts so that it will be reflected in the fulfillment of 
bank capital into more efficient business risk associated with a bank, which is an international banking 
agreements and rules contained in the Bank of International Settlement (BIS). Given the importance of 
capital in the bank, in 1988 BIS issued a concept framework of the capital known as the 1988 accord 
(Basel I). The system is designed as a framework for the measurement of credit risk, by requiring a 
minimum capital standard of 8% Along with the development of products that exist in the world of 
banking, the BIS returned enhance the existing capital framework in the 1988 accord by issuing new 
capital concept which is more known as Basel II. 

Basel II has the concept of the "three pillars", namely: Pillar 1-the minimum capital Requirement 
(minimum capital requirements) related to the maintenance of capital requirements (regulatory capital) 
that accounted for the three major components of risk faced by the bank: credit risk, market risk, and 
operational risk. By using the 3 methods i.e. component, the foundation IRB and advanced IRB. Pillar 
2 – review of supervision (supervisory review process) Supervisory review is crucial to ensure 
compliance with the minimum capital requirement and to encourage the bank to develop and use the 
best risk management techniques. Pillar 2 sets out the principles of the supervisory review process 
that should be used by supervisory in doing an evaluation of adequacy of capital of the bank. Pillar 3 – 
disclosure of information (disclosure), disclosure is the dissemination of information material to the 
public at large to evaluate the company's business. Generally, disclosure is considered important 
because it provides relevant information to investors or potential investors about the company's 
performance, neither today nor in the future. (Chorafas and Buck, 2004)  

.  
Risk Profile 
 

The Bank, as an institution that has permission to do a lot of activities, have a very wide 
opportunities to obtain income (income/return). In carrying out its activities, in order to obtain banking 
income is always exposed to the risk. The risk of the bank can be systematic (systematic risk) that 
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means influencing the country's macro-economic basis even a few other countries, for example, a 
country's Government policy that affects other countries. The other risk is the risk of not systematically 
i.e. is the risk can be eliminated as it only occurs in a given bank only and do not propagate to other 
banks. The risk of the bank in Basel II include credit risk, market risk, operational risk and other risks 
such as business risk and reputational risk. (Chorafas and Buck, 2004). Evaluation helps in prioritizing 
risk steps undertaken risk management in providing consideration the probability and potential impact 
of events as well as cost effectiveness in conducting prevention and the availability of its resources. 
(Dickson, et al., 2012). Risk management was responsible for identifying, assessing and controlling 
the possibilities and consequences due to the occurrence of an event at the company. (Bessis, 2015) 

Based on the Bank Indonesia circular letter No.13 / 24 / DPNP Risk Assessment conducted of 
the bank based on the results of the calculation of the risk profile conducted banks. one assess the 
risk profile at the bank by way of assessing risk inherent risk assessment which is attached to the 
bank's business activities and top-quality assessment of the implementation of risk management. 
Determination of the level of risk inherent to each type of risk is categorized into ranked from 1 (low), 2 
ratings (low to moderate), rank 3 (moderate), ranked 4 (moderate to high), and 5 (high). Application of 
Quality risk management level for each risk is categorized in 5 (five) rank i.e. Ratings 1 (strong), rank 2 
(satisfactory), rank 3 (fair), ranked 4 (marginal), and ranks 5 (unsatisfactory). 

Referring to Bank Indonesia Regulation No. 11/25 / PBI / 2009 on Amendment to Bank 
Indonesia Regulation No. 5/8/2003 of 19 May 2003 on the application of risk management for 
commercial banks, there are eight risks that should be managed. Eigth these risks are: Credit Risk, 
Market Risk, Liquidity Risk, Operational Risk, Strategic Risk, Compliance Risk, Reputational Risk, 
Legal Risk. 

 
Internal Capital Adequacy Assessment Process (ICAAP)  
 

Basel II requires banks to develop Internal Capital Adequacy Assessment Process (ICAAP), 
which is the process to set the capital adequacy in accordance with the Bank's risk profile as part of 
the enhancement of the effectiveness of the bank's risk management practices. (SE No. 14/37/DPNP) 

Banks are required to provide appropriate minimum capital risk profile, both individually and on a 
consolidated basis. Provision KPMM depending on the results Net Risk Rating risk profile assessment, 
and set at a minimum the following: 8% of risk weighted assets for the Bank's risk profile rating of 1,  
9% to less than 10% of risk weighted assets for the Bank's risk profile rating of 2,  10% to less than 
11% of risk weighted assets for the Bank's risk profile rating of 3, 11% to less than 14% of risk 
weighted assets for the Bank's risk profile rating of 4 or 5 rating. (PBI No. 15/12/PBI/2012) 

Supervisory Review and Evaluation Process (SREP) is a phased process conducted by Bank 

Indonesia or OJK over results of the ICAAP is conducted. (PBI No. 15/12/PBI/2013) 
 

Human Resource Management  
 
The term Analysis financial, also known as financial analysis and interpretation therefers to the 

process of determining the strengths and weaknesses of financial the company established a strategic 
relationship between the items of the balance sheet, profit and loss statement and other operating 
data in analyzing financial statements. (Prakash and Jayasr, 2014) 

Heydari and Abdoli (2015), stating that there was a relationship damages against delinquent 
loans and total loans and reserves losses on loans and loans past due to the bank's performance. Jha 
and Hui . (2012) stated to measure profitability can use help return on assets (ROA) and return on 
equity (ROE). Return on assets ROA is a comprehensive measure of the bank's overall performance 
from an accounting perspective . 
 Ezike and Oke M.O, (2013) The result showed that there is a significant relation between the 

share capital and these variables, although not all results were significant. Ochei A. (2013) find the 

relationship between bank capital adequacy and performance in the Nigerian banking industry 

specifically commercial banks.. 
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Bouheni and Rachdi (2015) to investigate the reactions of Tunisian commercial banks to 
regulatory pressure in terms of capital and risk decisions, we studied a sample containing the largest 
banks in Tunisia over the period 2000-2013 using the simultaneous equation model. Fatima (2014) 
Capital adequacy is an important parameter for judging the strength and soundness of banking 
system.  

 
CONCEPTUAL FRAMEWORK 

 
The framework contains thoughts basic theory about the variables that affect the Return on 

Asset (ROA) and capital adequacy in accordance with a risk profile that uses the four risk factors, 

namely: (1) credit risk as measured by the ratio of NPL, (2) liquidity risk as measured by the ratio of 

LDR, (3) Strategic Risk as measured by the ratio of NIM, (4) operational risk as measured by the ratio 

of BOPO and Internal Capital Adequacy Assessment Process (ICAAP) as measured by the ratio of the 

CAR on a banking company that went public in Jakarta Stock Exchange period 2012-2014. 

Figure 1 the framework of thought 

 

 

 

 

 

 

 

 

Research Hypotheses 
The hypothesis in this study are: 
H1 :   there is a negative effect of the implementation of the Risk profile as measured by the ratio of 

NPL to ROA 
H2 :   there is a negative effect of the implementation of the Risk profile as measured by the ratio of 

LDR to ROA 
H3 :  there is a positive effect of  the application of Risk Profile as measured by the ratio of NIM to 

ROA  
H4 :  there is a negative effect of the implementation of the Risk profile as measured by the ratio of 

BOPO to ROA  
H5 :  there is a negative effect of the implementation of the Capital Adequacy ratio as measured by 

the ratio CAR to ROA 
H6 :  Internal Capital Adequacy Assessment Process (ICAAP) positive effect on financial 

performance  
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RESEARCH METHODOLOGY 
Sampling Design 
  

In a study conducted this Research, descriptive research using this type of wear secondary data 

taken from Indonesia Stock Exchange (Idx). While the data in the form of financial reports have been 

published and audited. The methods in this study using a quantitative approach.  
The source of the data used come from indirect observation through www.idx.co.id , 

www.bi.go.id and Related Banking Official Website as well as the study of the literature. The data used 
in the form of Annual Report and the audited financial statements and had an IPO in early 2012 until 
the end of 2014. The sample used was 18 banking company, which is listed on the BEI during the 
early years 2012-2014, out of a total population of 39 populations that do not meet the criteria as much 
as 18 banking company and there are 3 banking company that does not provide data related to the 
variables used. Criteria used i.e. ROA > 1.25% in accordance with the Bank Indonesia circular letter 
No. 6/23/DPNP. 
  
Research Procedure 

 
Operational Definitions Of Variables  

Variable-variables used in this study are: 

 

The dependent variable 

 
In this study the dependent variable used in the form of financial performance as measured by 

Return On Assets (ROA). Because using ROA can take into account the ability of the bank 
management in gaining profit overall (Barltrop and Mcnaughton,1992). Based on the Bank Indonesia 
circular letter No. 6/23/DPNP limits ROA to Banks amounting to a minimum of 1.25%. 

ROA= Net income / Total assets 

Independent Variables  

 

 Independent variables used in determining capital adequacy of banks based on risk profile by 

using the four risks: 

a. The Non Performing Loan (NPL) Gross to measure credit risk 
Based on Bank Indonesia Circular No13 / 24 / DPNP NPL ratio (non-performing loans) is the 

ability of the bank's management in managing problem loans granted by banks. category of troubled 
loans were in the collectibility of 3 s / d 5. 

NPL = (Non Performing Loans / Total Loans) 

b. Loan to Deposit Ratio (LDR) to measure liquidity risk 
Based on Bank Indonesia Circular Letter No13 / 24 / DPNP LDR is the ratio between the total 

loans granted by total third party funds which can be calculated by the bank. According the regulations 
of Bank Indonesia  No. 15/15 / PBI / 2013 on provisions lower limit of the LDR target by 78% and the 
upper limit of the LDR target of 92% 

LDR = Total loans / Total Deposits 

c. Net Interest Margin (NIM) to measure the risk of Statejik 
NIM is to measure the ability of the bank's management in managing its productive assets to 

generate net interest income.. (Mcnaughton Barltrop and,1992) Based on the Bank Indonesia circular 
letter No. 6/23/DPNP limit NIM for the Bank of at least 2%. 

NIM = Net interest margins = Net interest income / Total assets. 
Interest margins = Interest receivable – Interest incurred interest received from borrowers, interest 

incurred by depositors. 

d. Operational Costs To Operating Income (BOPO) to measure operational risk 

http://www.microsofttranslator.com/bv.aspx?from=id&to=en&a=http%3A%2F%2Fwww.idx.co.id%2F
http://www.microsofttranslator.com/bv.aspx?from=id&to=en&a=http%3A%2F%2Fwww.bi.go.id%2F


Proceeding: The 2nd International Conference on Business Management (ICBM 2016) 

Vol (1) Issue (2) 978–967-13903 –6 -8 

 

142 

 

 

Based on the Bank Indonesia circular letter No. 6/23/DPNP BOPO ratio used by bank 
management in controlling operational costs against revenue operasonal with limits for Maximum 
Bank of BOPO 96%. 

BOPO=Operating Expenses / Operating Income 

e. Capital Adequacy Ratio (CAR) to measure the ICAAP 
Capital Adequacy Ratio (CAR) is the ratio set by the Regulatory Authority in the banking sector. 

This ratio is used to test the health of banks. The ratio of CAR has a minimum threshold that must be 
met by the bank because the CAR has the ability to quantify the amount of losses. CAR limit for 
Minimal Bank by 12%. (Bokhari, Ali and Sultan, 2013) 

CAR = Regulatory Capital/ Risk Weighted Assets 
Model 

 

To test the hypothesis in this study used a panel regression methods are processed with 

program version of Stata 11, with regression model as follows: 

γ = α + β1NPLit + β2LDRit + β3NIMit+ β4BOPOit + β5CARit + è 

 

Description: 
γ : Return On Assets (ROA), α  : Constant Regression Equation, β(1,2,3,4,5) : Coefficient Of Regression, 

i : Cross-Section, t : Time-Series, è : Error terms or Confounders, NPL: Non Performing Loan, LDR

 : Loan to Deposit Ratio, NIM: Net Interest Margin, BOPO : Operational Costs To Operating 

Income, CAR: Capital Adequacy Ratio  

 

DATA ANALYSIS 
 

One purpose of this study was to analyze the factors that affect the implementation of the 
Internal Capital Adequacy Assessment Process (ICAAP) based on the risk profile on performance of 
banks in Indonesia. From the data sample audited financial statements and the IPO of 18 banking 
company in Indonesia in 2012-2014 shows the average bank risk profile of banks in Indonesia are 
ranked risk profile 2, the minimum CAR of 9% with an average NPL is around 1,73% is still far from 
that required by the OJK by 5%, LDR is around 87,31% required by the OJK for the lower limit of 78% 
upper limit of the LDR target of 92%, the average NIM is around 5,78% NIM limit for Bank amounting 
to at least 2%, on average ROA is around 74,14% BOPO limit for banks by maximum 96%, and the 
average CAR is around 17.71% limit Minimum CAR for banks at 8% and therefore contributes to the 
bank's performance with the average ROA of 2,71%. 

 
 
 
 
 

Table 3 Descriptive Statistics Of The Variables 

 
Source: Secondary Data Processed 

 

Risk Profile Bank Performance

Rating NPL LDR NIM BOPO CAR KPMM ROA

MIN 1 0.21% 58.13% 1.89% 33.28% 10.44% 8.00% 1.32%

MAX 3 4.15% 140.72% 10.10% 91.42% 42.52% 10.00% 5.42%

MEAN 2 1.73% 87.31% 5.78% 74.14% 17.71% 9.00% 2.71%

MEDIAN 2 1.76% 86.30% 5.64% 78.31% 16.50% 9.00% 2.49%

STD DEVIASI 0.39 0.95% 12.98% 1.69% 12.72% 4.98% 0.39% 1.18%

Size Risk Profile ICAAP
Description
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Analysis done using regression the data panel. Before the test is done in advance choosing 
the appropriate panel data methods to be used in research. There are three methods of panel data 
method Pooled Least Squares (PLS) or Common Effects (FE), Fixed-Effect Model (FEM) or the Least-
Squares Dummy Variables Model (LSDV) and Random Effect Models (REM).  

Formal Testing over the selection of a third of these methods is carried out using Stata version 
1.1. However, this research was previously doing winsorization to troubleshoot an outlier. Testing is 
done to select a panel data approach method by using data after in winsorization. To find out the 
appropriate model to be used in the research to be done then the test model. The first step to do is to 
test a model of Common Effect or Fixed Effect by using test Chow. Furthermore when the test results 
stated better use Fixed-effects then do the next step is to test the Hausman. Hausman test is used to 
test a better model of Fixed Effects or Random Effects. But before doing the test selection model of 
Fixed Effects or Random Effects, need to do a test of the significance of the model of the Random 
Effect using Bruesch and Pagan LM Test. Test of the significance of Random Effects was conducted 
to determine whether the model with Random Effects approach better than the model with the OLS 
approach Common Effect (Greene, 2000). But before the first model testing done conducted a classic 
assumption test by using a test of normality, test multicollinearity, heteroskedastisitas test, and a test 
of autocorrelation 

Based on the model testing is done, then the model used in the regression data panel on 
research is a model of Fixed Effects. By using Stata version 1.1 then the resulting output in the 
following table which is the test result with the model of Fixed Effects. (Acock, 2006) 

 
Table 4 Fixed-Effect Model (FEM) 

 

 

 

 

 

 

 

 

 
         Source: Secondary Data Processed 
 
 

 The regression equation models the data panel established in this study is a model of fixed 
Effects. Based on the above table can be known the value of the constant coefficient so may be 
formed in the equation regression data panel as follows 
Financial performance(ROA) = 0.0166162 – 0.3830826*NPL – 0.0151385*LDR + 0.6586461*NIM – 
0.0294661*BOPO - 0.0300213 *CAR 

The first hypothesis test showed on the ratio of NPL has a negative coefficient of 0.3830826 and 
has a value of prob. (p-value) 0000 < 0.05 so accept Ha and partially NPL ratio has a significant 
influence on performance of Finance (ROA). Banking has successfully implemented the Risk Profile of 
the credit risk on the well, where was able to minimize the traffic-jammed credit (NPL), i.e. an average 
of 1.73%. These values are still under the maximum NPL required by BI, namely by 5%, so its 
operational activities in running the bank was able to produce a good performance.  

 The second hypothesis Test showed ratio LDR has a negative coefficient value of 0.0151385 
and has value prob (p-value) 0236 > 0.05 so reject Ha and partially ratio LDR no effect significantly 
effect on financial performance (ROA). On that basis it can be concluded that the banks are obliged to 

Regression with Driscoll-Kraay standard errors   Number of obs     =        54 

Method: Fixed-effects regression                 Number of groups  =        18 

Group variable (i): firm                         F(  5,    17)     =     50.74 

maximum lag: 1                                   Prob > F          =    0.0000 

                                                 within R-squared  =    0.7335 

 

------------------------------------------------------------------------------ 

             |             Drisc/Kraay 

         roa |      Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval] 

-------------+---------------------------------------------------------------- 

         npl |  -.3830826   .0401762    -9.54   0.000    -.4678469   -.2983182 

         ldr |  -.0151385   .0123209    -1.23   0.236    -.0411333    .0108564 

         nim |   .6586461   .1147691     5.74   0.000     .4165044    .9007878 

        bopo |  -.0294661   .0008355   -35.27   0.000    -.0312289   -.0277033 

         car |  -.0300213   .0048505    -6.19   0.000     -.040255   -.0197876 

       _cons |   .0166162   .0060709     2.74   0.014     .0038077    .0294248 

------------------------------------------------------------------------------ 
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meet the LDR according to Bank Indonesia Regulation (PBI) No. 15/15 / PBI / 2013 on provisions 
lower limit of the LDR target by 78% and the upper limit of the LDR target of 92%, which means the 
bank is not too high in providing funding third party in the form of loans and not allowed too lacking in 
lending that will affect their idle funds. 

The third hypothesis Test showed the ratio of NIM has a positive coefficient value of 0.6586461 
and has value prob (p-value) 0000 < 0.05 that receives partial Ha and IM ratios significant effect on 
financial performance (ROA). This means that the bank's management ability to generate net interest 
income levels affect the bank will total assetnya. Net interest is one of the components forming the 
profit (income), because profit is the fundamental building blocks of Return on Assets (ROA), indirectly 
if the increase in net interest income, the profit generated bank also increased, thus improving the 
bank's financial performance. 

 The fourth hypothesis test showed the ratio of negative coefficient has a value of BOPO 
amounted 0.0294661 and has value prob (p-value) 0000 < 0.05 so accept Ha and partially BOPO 
influential ratio significantly to financial performance (ROA). BOPO is used to measure the level of 
efficiency and ability to perform activities of bank operations. The lower level of the ratio the better 
performance means BOPO management the bank, because it is more efficient in the use of existing 
resources in the company. However, any banking company will strive to produce a profit much, 
besides conducting efficiency by pressing the operating costs, the bank should be able to use all the 
capabilities of such an asset to generate financial profits. Thus, the only way to increase profits, so 
influential in this research BOPO against profit growth. 

The fifth hypothesis Test showed the ratio of CAR has a negative coefficient of 0.0300213 and 
has a value of prob. (p-value) 0000 < 0.05 so accept Ha and partially influential CAR ratio significantly 
to financial performance (ROA). Capital is an important factor for a company in order to develop the 
business as well as to accommodate the risks that may occur. With sufficient capital allows the bank to 
work with high efficiency so that it can earn interest income from the lending that could affect earnings 
/ profit bank. 

 The sixth hypothesis Test showed ICAAP according to the risk profile has a positive coefficient 
intersep value of 0.0166162 and collectively or simultaneous effect on financial performance as 
measured by the value of the prob. ROA (F-statistic) of 0.000 < 0.05 so accept Ha and these ratios are 
able to explain financial performance (ROA) through the R value (R-square) of 0.7335, or 73.35%, 
while the remaining 26.65% is explained by other variables outside the research. 

 Shows similarities with Aymen (2013) stated that capital and financial performance (ROA, ROE, 
NIM) had positive. but only the capital and return on assets (ROA), which has a significant 
relationship. Al-Tamimi and Obeidat (2013) also showed a significant positive relationship capital 
adequacy an important commercial bank with independent factors: liquidity risk, and return on assets 
(ROA). In contrast with Almazari (2013) profitability by using return on assets (ROA) and return on 
equity (ROE) has a negative relationship with capital adequacy. Shingjergji and Hyseni (2015) which 
found that the indicator of profitability by using ROE and ROA has no relationship with the capital 
adequacy ratio at banks are Albanian. 

 
CONCLUSION AND DISCUSSION 

  
Based on the results of testing and analysis can be aware that capital adequacy based on the 

risk profile of the bank's positive effect against the financial performance of banks in Indonesia. Risk 
profile of banks in Indonesia who are at average rank 2 which require banks in Indonesia to meet its 
minimum capital amounting to 9%-10% of the RWA. The Bank has a capital adequacy ratio that high 
will improve the financial performance of the bank. With the enactment of the ICAAP is not only to set 
appropriate capital adequacy risk profile of the bank but also as a strategy to maintain the level of 
determination of the capital where OJK doing phased over the results of the bank's ICAAP. 

 Research results are in line with that expressed by Ahmed, dkk (2015), Ejoh (2014), Olalekan 
(2013), Aymen (2013), Al-Tamimi and Obeidat (2013) as well as Bouheni and Rachdi (2015) stating 
that a positive effect against capital adequacy of financial performance. In contrast with Almazari 
(2013) profitability by using return on assets (ROA) and return on equity (ROE) has a negative 
relationship with capital adequacy. Shingjergji and Hyseni (2015) which found that the indicator of 



Proceeding: The 2nd International Conference on Business Management (ICBM 2016) 

Vol (1) Issue (2) 978–967-13903 –6 -8 

 

145 

 

 

profitability by using ROE and ROA has no relationship with the capital adequacy ratio at banks 
Albanian 
 Top of research results it is recommended that: 
1. Bank maintain their capital adequacy and set a strategy for maintaining its capital in order to 

absorb the risks that will occur in the future. 
2. For further research in order to add a category of banks which provided the sample, for example, 

commercial banks and foreign banks as well as other variables such as the implementation of 
Good corporate governance, quality and management. 
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ABSTRACT 

 
 
Bangladesh Ready-Made Garments (RMG) shows remarkable growth and significant contribution in 
the country’s economic development though product and service qualities are yet a considerable 
problem to worry about. RMG companies in Bangladesh are not fully aware about the impacts and 
value of Total Quality Management (TQM) implementation. Actually they mostly give emphasis on ISO 
9000 execution and various researches show that application of this only enhances problems. 
Researchers argue that effective implementation of TQM practices is a main criteria and predictor of 
gaining sustainability in business. So, for being competitive in the long run, RMG industry in 
Bangladesh should focus more on TQM practices rather than taking advantages out of the cheapest 
labors. As, it is notable to mention that in case of Bangladesh RMG sector most of the existing 
literature give more emphasis and discuss about the infrastructural and strategic matters whereas 
TQM and Human Resource Management (HRM) practices in an attempt to improve sustainable 
competitive advantage is still a debate both theoretically as well as empirically. In this aspect, 
literatures proved that, no previous studies were conducted to verify the association among practices 
of TQM, sustainable competitive advantage as well as the the role of HRM as a mediator to build TQM 
climate in RMG, s in Bangladesh. In order to bridge this gap and to generate a more comprehensive 
argument, this paper further proposes and aims at providing a tool, a procedural framework, to 
enhance TQM in various RMG companies operating in Bangladesh via the development of appropriate 
TQM model which will ensure organizational sustainable competitive advantage where HRM practices 
will consider as mediating variable. Proposed research direction and conclusion are discussed in 
conclusion of this research. 

 
Keywords: Total Quality Management, Sustainable Competitive Advantage, Human 
Resource Management practices, RMG. 
 
 
INTRODUCTION  

 
Bangladesh Garments manufacturing industry is expanding at a rate of 20% per year (Siddiqi,  2005; 

Johir, Saha and Hassan, 2014) and around 76% of the export earnings are came from RMG sector 

(BEPB, 2015). Currently 4.2 million workers are working in this sector where 4490 manufacturing 

units are in operation (BGMEA, 2015). At the same time, Bangladesh garments industry fully labor 

intensive rather than technology oriented as Bangladesh is the cheapest labor country, the average 

labor cost per hour is only $0.3 (Israfil, Seddiqe and Basak, 2014). RMG sector contributes largely in 

the economy of Bangladesh and give emphasis only on the philosophy of cutting costs regardless of 

productivity (Sawhel, 2012; Parul Akhter, 2015). Here, noteworthy to mention that since 1985, the 
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growth rate of Bangladesh RMG sector is remarkable because of few privileges and opportunities, 

such as MFA, Quota and GSP etc.(Rahman, 2011; Ferdousi and Shabnam, 2013).  

 

Meanwhile the apparel sector, all the Bangladeshi garment companies are producing at the low end of 

the market (Rahman and Masud, 2011). Basically they are performing cutting, making and trimming 

(CMT) activities (Abdullah and Yusuf, 2008; Johir, Saha, and Hassan, 2014). Therefore, this industry 

takes maximum lead time to process an order (Yunus and Yamagata, 2012). According to Rahman and 

Anwar (2011) in Bangladesh the lead time for apparel export varies between 90-120 days, whereas the 

time for Sri-Lanka is about 19-45 days, China 40-50 days and for India 50-70 days for similar 

products. 
 

Whereas, according to BGMEA (2016) Bangladesh Ready-Made Garments (RMG) shows remarkable 

growth and significant contribution in the country’s economic development though qualities is yet a 

crucial problem to discuss. Cost of poor quality of Bangladesh ready-made garments amounted to 18 

percent of the operating costs (BGMEA, 2015). In this regard, Sharmin Akhter (2014) stated that the 

theory of quality management is new in Bangladesh RMG sector and the state is in a limited 

understanding condition. In contrast of few organizations that have adopted quality management 

practices have experienced an overall improvement in corporate performance (Rahman, 2010). 

However, according to Mamun and Islam (2012) in nearly all cases, TQM organizations achieved 

better employee relations, higher productivity, better customer satisfaction, increased market share and 

improved profitability. According to Sharmin Akhter (2014) little research has been conducted in 

TQM practices area in Bangladesh Ready-Made Garments sector. According to Jha and Joshi (2010) 

in today’s global competition and economic liberalization, quality has been considered as an important 

factor for achieving competitive advantage. In case of Bangladesh Ready-made Garments companies, 

rather than take the whole process, most local authorities narrowed down their quality approach to few 

operations in order to cut cost (Sawhel, 2012). TQM practices is always the most neglected field of 

research in case of Bangladesh RMG sector as very few research have been conducted in this area 

(Rahman and Masud, 2011; Ferdousi and Shabnam, 2013). So there is an unsolved and emerging 

research argument in the field of TQM practices in Bangladesh RMG sector is yet need to be 

answered. 
        

However, many garments companies in Bangladesh don’t have full knowledge and awareness about 
the effective implementation of TQM practices whereas they only use and stressed on ISO 9000 which 
sometimes cause problems (Shareef, Vinod and Kumar 2008; Ariful, Nasima and Rashed, 2012). In 
this regard, according to Sohail and Teo (2003) the certification of ISO 9000 is the initial step of TQM 
implementation though survey shows that few researchers stressed only on total quality management 
practices exclusively. Heras et al. (2012) also verified the result of these studies.  So their study 
concluded with the view that the application of ISO 9000 concept is primary initiative and TQM is 
contribute further towards the development and ensure organizational quality performance. As 
Bangladesh RMG sector is now only used ISO 9000 which need to transformed and transit to TQM 
implementation. So this research will help to explore this research gap.  
 
On the other hand, according to Seddiqe and Basak (2014) Human Resource is the most important 
asset for Ready-made Garments industry in Bangladesh. Bangladesh RMG sector should focus on 
proper implementation of HR policies to emphasis quality performance (Absar and Mahmood, 2014). 
As each organizations success and quality goal accomplishment is largely depends upon the 
capabilities of human resources (Budhwar and Debrah, 2011). In this regard according to Rahman 
(2012) against technological scenery, a thorough analysis of human resource management practices on 
manufacturing industries especially on Bangladesh RMG sector is very much needed. HRM practices 
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are immensely necessary for the achievement and ensuring quality performance in the organization. It 
is not secondary rather an crucial and major elements for the implementation of TQM practices 
(Abbas, 2012). TQM studies related to HR practices can be found in the operations management 
literature but paid little attention to human resources issues towards gaining sustainable competitive 
advantage (Shahi, Faisal and Aftab, 2014; Issac et al., 2014).According to Alsuhaimi (2012) indirect 
effects (mediation) of HRM have been neglected in most empirical research specifically in quality 
management area. These issues are more significant in Bangladesh RMG sector as never tested the 
mediating role of HRM practices in the aspect of TQM and sustainable competitive advantage 
(Ferdousi and Shabnam, 2013). So there is a huge research gap in this area which needs to justify 
further. 
 
 
However, Bangladesh has reached and gains a remarkable development especially in inexpensive 
workforce context of RMG sector still its development and continuity of growth is not assured 
(Adhikari and Weeratunge, 2007). In this respect, according to Fasil and Osada (2011) TQM practices 
are the precondition for the continuous development of business to cope up with the current 
competitive market and globalization. For identifying the need of TQM practices in Bangladesh RMG 
sector, it already focused and start working on using quality control issues but unfortunately due to 
structural difficulties and inflexible hierarchical difficulties quality goals not achieved (Sharmin 
Akhter, 2014). So, the defining role of TQM implementation in predicting to gain sustainable 
competitive advantage in Bangladesh RMG context is required (Lee, 2012). Hence, the purpose of this 
study is to generate research idea for investigation the potential link and association of TQM practices 
in Bangladesh RMG sector to gain sustainable competitive advantage mediated by Human Resource 
Management practices. 

 
SIGNIFICANCE OF THE STUDY 
 
To promote and facilitate TQM adaptation in RMG sector in Bangladesh, this research result will 

contribute significantly. The levels of service offered by ready-made garments companies in 

Bangladesh were not always acceptable to customers. However, this study is immensely significant for 

Bangladesh Ready-Made garments companies as for the growing competition, imposition of various 

new rules and regulations in global business context. The necessity of this research can be justified. 

One, almost every organization need to develop a quality environment to ensure the quality 

performance. Two, the purpose of the organizations are mainly to variegate the competitive market as 

well as boost up the export and revenue through quality performance. Three, to cope up with the 

changing market condition and ensuring quality performance, organizations need to involve every 

employee as well as gain commitment. Four, ensuring customer satisfaction is the precondition of 

business success and sustainability. Five, the importance of group work and an interdisciplinary 

research was firmly recommended. As well as the findings of this study will be useful to government 

and other organizations in Bangladesh that are currently implementing TQM practices, as well as those 

seeking to establish TQM practices within their systems with the aim of improving performance as 

well as gaining sustainable competitive advantage of their businesses (Chowdhury, Ahmed, & 

Yasmin, 2014).The current study offers significant values for practitioners since it has considerable 

managerial significance. At the same time, this research will be significant in Bangladesh garments 

sector by offering new insights into the various TQM as well as HRM functions. The results of the 

study will enable buyers as well as customers to buy products from Bangladesh without worrying 

about the quality standard of products and services. Clearly, theoretical contribution of this study is 

significant because the research model will form theoretical and practical variables to relate TQM, 

HRM practices and sustainable competitive advantage. These initiatives will cover the latest research 
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gap on the implementation of TQM, HRM as well as gaining sustainability in the literature. 

Additionally, it is believed that this study can be replicated in other context such as other product and 

service industries in Bangladesh. Therefore, this study will assist and explore for future research 

prosperities and opportunities in TQM area of research. Another relevance of this study is to serve as a 

guide for researchers who focus on quality management to strategize and help maintain competitive 

advantage of a given government through implementation of TQM practices (Fahmida Khatun, 2015). 

Overall, this research can help to build up remarkable understanding of practicing TQM in Bangladesh 

RMG sector as well as contribute significantly in building the scientific knowledge in the subject of 

the research area. 
 
LITERATURE REVIEW 

 
Total Quality Management 

 
For defining quality there is no unison. Various researchers define the concept of quality in various 

ways. Quality Gurus defined quality and total quality management in numerous ways, such as, 

Deming, Crosby, Juran, Garvin, Feigenbaum and Ishikawa etc. every one gave various types of 

definition. Garvins definition was very remarkable; he defined quality in respect of industry based, 

usage based, service and product based, theoretical based, customer based approaches. Eight attributes 

of measuring service and product quality is also mentioned by him (Garvin, 1987). According Juran 

quality is “fitness for use”. Planning of quality, control of quality as well as quality improvement is the 

quality trilogy which was also mentioned by Juran. According to Crosby, “quality is the conformance 

to requirements or specifications and requirements are based on customer needs”.  

 

 

Zero defect quality improvement plans to achieve performance improvement which consist 14 steps 

also mentioned by Crosby (Kruger, 2001). Deming defined, “quality is a predictable degree of 

uniformity and dependability, at low cost and suited to the market”. To enhance and ensure the 

performance as well as productivity, Deming also mentioned 14 quality management principles. To 

improve organizational performance Ishikawa insist on the importance of total quality control. 

Ishikawa diagram (the fish bone diagram), the cause and effect diagram is also Ishikawa’s contribution 

to identify quality issues and problems (Kruger, 2001). Feigenbaum denoted the ideas and views of 

organization wise total quality control. And most interestingly he was the initial user of the concept of 

total quality control in the literatures of quality aspect. According to Feigenbaum, “quality is the total 

composite product and service characteristics of marketing, engineering, manufacturing and 

maintenance through which the product and service in use will meet the expectations by the customer” 

(Kruger, 2001). The significant elements of these quality development concepts consists commitment 

of management, strategic quality system approach, measurement of quality, improvement of process, 

training and development and reducing the various symptoms and reasons of  problematic incidents. 

TQM always give emphasis on customer satisfaction to ensure quality culture by using continuous 

improvement concept. According to Kanji and Wallace (2000), “this culture varies both from one 

country to another and between different industries, but has certain essential principles which can be 

implemented to secure greater market share, increased profits, and reduced costs”. 

 

Rao et. al (1996) llogically, TQM should be the set of practices that enable an organization to deliver 

quality products or services.   

 

TQM defined as … 
 The way of managing organization to achieve excellence 
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 Total – everything 

 Quality – degree of excellence 

 Management – art, act or way of organizing, controlling, planning, directing  to achieve 

certain goals 

 

According to BS4778:1991, TQM is a management philosophy embracing all activities through 

which the needs and expectations of the CUSTOMER and COMMUNITY, and the objectives of 

the organization are satisfied in the most efficient and cost effective manner by maximising the 

potential of ALL employees in a continuing drive for improvement.” 

 

 

However, According to Zairi and Youssef (1995), “management awareness of the importance of total 

quality management, alongside business process reengineering and other continuous improvement 

techniques was stimulated by the benchmarking movement to seek study, implement and improve on 

best practices”. Originally management commitment and continuous improvement was developed in 

aspect of using in manufacturing industries though later service sector also included in the usage 

categories, such as use teller transactions in case of bank’s service, processing order in various catalog 

organizations, etc.). Therefore, to identify various critical factors for TQM, many researches were 

conducted as well as lots of identified by many researchers as well as academicians and organizations 

such as “Malcolm Baldrige Award, EFQM (European Foundation for Quality Management), and the 

Deming Prize Criteria”. On the basis of these researches, a vast majority of managerial concepts, tools, 

methods, process and strategic system have been developed. For measuring the organizational 

performance Saraph et al. (1989) identified and mentioned 78 items that were categorized in to eight 

critical factors of TQM. These are: “Role of divisional top management and quality policy, role of the 

quality department, training, product and service design, supplier quality management, process 

management, quality data and reporting, and employee relations”. Other researchers Flynn et al. 

(1994) suggested other tools to identify major critical factors of TQM. They mentioned seven factors 

of quality. These are “top management support, quality information, process management, product 

design, workforce management, supplier involvement, and customer involvement”. It’s mentionable 

that Saraph et al. and Flynn et al., their recommended elements are quite identical. Flynn et al. 

identified the influence of TQM practices in aspect of performance of quality and gaining competitive 

advantages of the organizations. In this regard, other significant study, Anderson et al. (1994) 

mentioned the basic concepts of TQM practices on the basis of Deming’s 14 principles. By using the 

Delph technique they could able to reduce the number of elements from 37 to only 7. The elements 

are: “visionary leadership, internal and external cooperation, learning, process management, 

continuous improvement, employee fulfillment, and customer satisfaction”. On the basis of the 

Malcolm Balridge Award measurement tools, Black and Porter (1996) suggested critical factors for 

TQM. Actually they formulated 32 elements which were categorized into 10 different categories of 

critical factors which are: “corporate quality culture, strategic quality management, quality 

improvement measurement systems, people and customer management, operational quality planning, 

external interface management, supplier partnerships, teamwork structures, customer satisfaction 

orientation, and communication of improvement information”.  

 

 

On the basis of thorough investigation of literatures Ahire et al. (1996) also recommended 12 elements 

to measure critical factors of TQM of firms. The 12 factors are: “supplier quality management, 

supplier performance, customer focus, statistical process control usage, benchmarking, internal quality 

information usage, employee involvement, employee training, design quality management, employee 

empowerment, product quality, and top management commitment”. Motwani (2001) denoted, “TQM 
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as constructing a house”. Firstly, he considers top management commitment as the base line concept. 

For a better house construction of base line or foundation is essential. After that “employee training 

and empowerment, quality measurement and benchmarking, process management, and customer 

involvement and satisfaction” should be assured and placed. All these elements are considered as the 

basic four concepts of constructing a house. When the four concepts or pillars are developed properly 

then time to give emphasis on product manufacturing and design as well as service quality which are 

the end step of ensuring TQM practices of organization. In this regard, generally many researchers 

have been mentioned that the center of effective implementation and execution of TQM practices is 

top management commitment and capability to work as a visionary leader to cope up with the 

continuous changing and competitive market (Absar & Mahmood, 2011). Literatures also showed the 

necessity of training for the effective implementation of TQM practices (Palo & Padhi, 2003; Quazi, 

Hong, & Meng, 2002). In this respect, Wali, Deshmukh and Gupta (2003) also work on selecting 

TQM elements for organizational success. Though, their research work focused on quality gurus 

works only. In Bangladesh few researchers (Rahman and Masud, 2011; Alsuhaimi, 2012; Parul 

Akhter, 2015) work haven been found which was concentrated only on the TQM elements which were 

proposed by Ahire, Golhar and Waller (1996) as well as they tried to relate it with Bangladeshi 

context. In their research they mentioned twelve TQM elements which are responsible for Bangladeshi 

organizational success (Rahman and Masud, 2011; Alsuhaimi, 2012; Parul Akhter, 2015).The twelve 

factors are: Innovation and leadership, employer and employee relationship, rewards and recognition, 

culture of the organization, Information system, concentration on customer related factor, issues 

related with ethics, channel of organizational communication, work Team, mutual respect among 

employees, employee empowerment, continuous improvement. 

 

 

However, the commonality of concepts of quality and TQM of various researchers are hard to find. 

Suppose many researchers give emphasis on the “technical and programmatic properties of TQM”, 

whereas another group of researchers pointed out “the general management philosophy”. Many other 

researchers mentioned, “the holistic picture when formulating constructs of TQM (Saraph et al.,1989; 

Anderson et al., 1994; Flynn et al., 1994; Ahire et al., 1996; Black and Porter 1996; Motwani, 2001; 

Sila and Ebrahimpour, 2005; Demirbag et al., 2006)”. Therefore, on the basis of the above literatures, 

it is easily concluded that the ideas and opinions of various researchers are not identical rather 

complementary to each other. And in this research more focused will be given on leadership and top 

management commitment, focus of customer, process approach, training & development, system 

approach, continuous improvement, reward and recognition and supplier relationship. 

 

 

 

 
Human Resource Management  
 

Generally, Human resource management (HRM) is the governance of an organization's employees. 

Absar (2014) denoted that due to lack of proper HR policies and procedures, labour-intensive 

manufacturing firms are facing shortage of workers, and high job turnover in developing countries 

such as Bangladesh.  Shahin and Basak (2014) stated that Human Resource is the most important asset 

for Ready-made Garments industry in Bangladesh for implementing TQM properly. In Bangladesh 

context very few researchers have been conducted though the importance of HRM practices are 

immensely important for organizational development, growth and sustainability (Ahamed, 2013). In 

this regard according to Hossan, Rahman and Rumana (2012) there is a rapid growth of 
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industrialization in Bangladesh, yet, the realities for Bangladesh RMG sector is that their people 

remain undervalued, under trained and underutilized. So the potential growth and prospect in 

Bangladesh RMG sector is huge. And for using this opportunities it should focused on proper 

implementation of HR policies to emphasis quality performance (Weeratunga, 2003; Absar & 

Mahmood, 2014). 

Pfeffer (1994) introduced 16 HR practices which denote best practice. In context of Bangladesh ready-

made garments industry and TQM implementation, in this research we consider the following four 

practices: recruitment and selection, job analysis, manpower planning, equal employment opportunity 

act (EEOA). 

The main focus of recruitment and selection process is the choosing the right person for the right 

position. According to Mládková (2005), “workers must be able and willing to cooperate and 

communicate and accept the way of sharing their knowledge (skills, abilities and experience) based on 

reciprocity, reputation and altruism”. Schuler (1987) give emphasised in his study on more general, 

implicit and less formalised selection criteria are proposed by some authors. In Bangladesh ready-

made garments, they don’t follow any defined recruitment and selection policies which largely affect 

employees’ turnover and competitiveness (Ahamed, 2013). On the other hand,Geisler stated that, 

“manpower planning is the process – including forecasting, developing and controlling by which a 

firm ensures that it has- the right number of people, the right kind of people, at the right places, at the 

right time, doing work for which they are economically most useful”. Manpower planning is 

associated with organizational optimum size of workforce, appropriate training design, compensation 

system design as well as the future vision of the workforce management which are highly 

recommended in case of TQM practices in Bangladesh RMG sector (Ahamed, 2013). According to 

Bansari (2010), “most garments factories in Bangladesh pay little attention to labour standards and 

labour rights, disallow trade union activities, unsafe working environment, and ineffective laws and 

discard fair labour practices, and compliance enforcement is limited and limited role of stakeholders”. 

According to Ahamed, F. (2011), “there is a rising fear in Bangladesh that the readymade garments 

sector may face a decline in demand and social compliance in the RMG industry is a key requirement 

for most of the world’s garments buyers which ensures labour rights, labour standards, fair labour 

practices and a Code of Conduct”.  

So for ensuring quality practices and gaining sustainability in RMG sector of Bangladesh much 

attention should be given to EEO approach to avoid labor unrest and lack of quality performance. Job 

analysis is required huge impact for starting to implement any HR practices in organization (Sharmin, 

2014). According to Cascio (1991) for evaluating the organizational performance effectively job 

analysis also associated with performance management and compensation, recognition and reward. 

Therefore, according to Dobbins et al. (1991), individual skills and competencies are focused in job 

analysis which is needed for empowering employees which is essentially significant in case of TQM 

implementation. Lastly, According to Shahin and Basak (2014) measuring job fitness is also a part of 

job analysis process which includes change management, job classification, creativity, and job design 

and job rotation.In this research, job analysis requires more significant attention in context of 

Bangladesh ready-made garments industry to gain sustainable competitive advantage for 

implementing TQM. 

Therefore, according to Absar (2014) HRM practices were not given proper acknowledgements and 

preferences in aspect of Bangladesh RMG sector. So based on literature it is easily understandable that 

HR practices didn’t get much attention which need to be measured and analysis in the aspect of 

Bangladesh RMG sectors quality performance improvement as in RMG sector human resources is the 
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main advantage for industrial growth and sustainability in business. So this study is required to lift up 

this expectation to fulfil this research gap. 

Sustainable Competitive Advantage 
 
Sustainable competitive advantages are company assets, attributes, or abilities that are difficult to 

duplicate or exceed and provide a superior or favorable long term position over competitors. 

According to Bohoris (1995) many organizations have already realized that their only way of 

surviving in today’s competitive global market is to become a successful total quality organization. At 

the same time, Corbett and Rastrick (2000) stated that there is significant association between TQM 

activities and organizational competitiveness. Several other researchers support the findings of this 

study (Shabbir et al, 2010). All these elements associated with sustainability which could achieve 

through successful quality implementation. According to Fasil and Osada (2011) Total Quality 

Management is a buzzword for the organizations to safeguard their growth and sustainability in 

today’s strongly competitive and turbulent global scenario.  

Currently garments sectors financial performance is satisfactory but to gain the long term 

sustainability and competitiveness need to focus on TQM practices (Rahman, 2011). According to 

Zineldin (2006) RMG sector needs to retain its customers by providing excellent quality services with 

minimum or no defects to gain sustainability. So, the defining role of TQM implementation in 

predicting to gain sustainable competitive advantage in Bangladesh RMG context is required (Akhter, 

2015). According to Pinho (2008) in the global market, for gaining sustainability practices of TQM 

received proper attention and acknowledgement. Kanji (2001) stated that, “organizations need a 

framework that is comprehensive, flexible and easy to adopt and help to gain sustainability”. 

According to Talib et al. (2010), “the reasons being only to help industries improved its efficiency and 

competitiveness through quality improvement”. TQM practices enhance the whole organizational 

communication system which is highly required for quality performance in the current business world 

(Lee, 2012). Drew and Healy (2006) stated that, “TQM allows firms to obtain a high degree of 

differentiation, satisfying customer needs and strengthening the brand image, and also acts as a tool to 

reduce costs by preventing mistakes and time wastage, while it allows improvement in the corporation 

processes”. Sila and Ebrahimpour (2003) also had given emphasis on conducting research on TQM 

elements in aspect of various countries as well as various industries. For sustainability cost reduction 

as well as product and service differentiation is required which can be achieved through TQM 

practices (Sharma & Kodali, 2008).  

In this research organizational performance selected as the part of gaining sustainable competitive 

advantage in Bangladesh RMG sector. According to Li et al. (2006) organizational performance refers 

to how well an organization achieves its market-oriented goals as well as its financial goals. In this 

regard, Stock et al. ( 2010) mentioned that a number of prior studies have measured organizational 

performance using both financial and market criteria, including return on investment (ROI), market 

share, profit margin on sales, the growth of ROI, the growth of sales, and the growth of market share. 

In this research long term performance is focused which is related with organizational long-term 

sustainability. According to Terziovski (2006) TQM is the source of sustainable competitive 

advantage for business organizations. Teh et al. (2009) stated that TQM work as a source of enhancing 

organizational performance through continuous improvement in organization’s activities. At the same 

time, much research had been conducted to define the relationship among TQM and innovation 

(Prajogo & Brown, 2004). The relation between TQM and innovation also need to be considered in 

aspect of gaining Bangladesh RMG sectors sustainable competitive advantage which is focused in this 

study.  
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Therefore, according to Issac et al. (2014) TQM has been widely considered as management tool for 

business stability, growth and prosperity as a tool to keep competitive advantage. In this regard, Dale 

and Plunkett (1995) stated that for last two decades, quality has been considered as one of important 

factor in manufacturing, service and purchasing to increase sales and profits. There is an inconsistency 

of research result of these studies and worthy to examine as research gap. According to Lewis et al. 

(2006) the relationship is not so clear when the TQM concept is divided into different dimensions and 

those dimensions are evaluated for their separate effect. The effect of TQM practices on gaining 

sustainable competitive advantage in context of Bangladesh ready-made garments industry should be 

select for further research which will done in this research as there is a huge research gap for it. In this 

Regard, according to Dean and Bowen (2014) the recognition of TQM as a competitive advantage is 

widespread around the world, especially in Western countries, and today very few companies 

especially manufacturing companies can afford to ignore the term TQM. 

 
PROPOSED FRAMEWORK 

 
 

Currently RMG’s are facing immense global competition (Heras et al. (2012)). TQM is one of the 

most widely used operation management practices which most of the developed countries already 

adopted (Jung & Wang, 2006; Johir, Saha & Hassan, 2014). Whereas, According to BGMEA (2014) 

the quality of products and services of Bangladesh ready-made garments are a vital issue to concern. 

RMG can charge high prices as well as increase their profit if they can ensure about their quality 

operation of product and service delivery (Ariful, Nasima, & Rashed, 2012; Yunus & Yamagata, 

2012). According to Li et al. (2012) TQM practices enhance the whole organizational communication 

system which is highly required for quality performance in the current business world. Recent research 

proves that Bangladesh RMG sector faces some serious quality issues that have largely influenced the 

growth rate of this sector (Haque et al., 2011; Ariful, Nasima and Rashed, 2012). Over the last three 

decades, there has been a growing interest in Total Quality Management (TQM) as a strategy that is 

capable of offering organizations a competitive advantage (Reinhardt & Gurtner, 2014).  

 

Many organizations have already realized that their only way of surviving in today’s competitive 

global market is to become a successful “total quality organization” (Alsuhaimi, 2012). Empirically, In 

the aspect of Bangladesh garments manufacturing industry a TQM approach unique to the needs and 

culture of the organization must be developed (Rahman & Masud, 2011; Johir, Saha & Hassan, 2014). 

At the same time, Absar and Mahmood (2012) stated that in the context of TQM, the extent to which 

HR departments undertake and support organizational sustainability competitive advantage have been 

examined and seriously questioned. In the current Bangladesh RMG context, HRM researchers paid 

much attention on TQM practices and implementation in case of organizational profitability (Absar & 

Mahmood 2012; Parul Akhter 2015. Literatures suggest that, several TQM practices help organization 

to  

gain sustainable competitive advantage, specially, developing country like Bangladesh ready-made 

garments industry(Bansari, N., 2010; Ahamed, F., 2011).Hence, the following framework is put 

forward (Figure: 1) 
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FIGURE 1: Proposed Research Framework 

            

Based on the Figure 1, HRM practices will influence or alter the value of link among IV and DV.The 

IV (Independent Variable) is consists of eight TQM practices such as leadership and top management 

commitment, customer focus, process approach, system approach, training and development, 

continuous improvement, supplier relationship, reward and recognition. HRM practices work as 

mediator which consists four practices. The four functions are: Selection and recruitment, job analysis, 

manpower planning and equal employment opportunity (EEO) will help to build up the efficient 

workforce. And lastly, the DV (Dependent Variable) is the sustainable competitive advantage which 

consists of three criterions to measure, such as organizational performance, innovation and 

organizational growth in the context of Bangladesh Ready-made Garments industry. DV and IV 

relation or association will be influenced by the levels of mediator, either strong or weak. In few 

circumstances, the relation will be either positive or negative depends on the level of mediator. So the 

impact of mediator will be considerable in aspect of defining the condition of IV and DV. 
 
PROPOSITION TESTING 

 

This part explains how the relationship among variables will be managed and how hypotheses 

developed and tested. Hypothesis tests, or tests for statistical significance, require a number of 

elements. Before going further, the proper terminologies such as null and alternative, distribution data, 

critical value, confidence level, two-tailed or one-tailed test and errors should need to be considered. 

From the purposed framework, null hypothesis can be generated. A null hypothesis is a claim made, a 
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belief expressed, a statistic is held to be the norm. The proposed framework assigned Human 

Resources Practices as a mediator variable. Based on the literature reviewed in the previous section, 

therefore these hypotheses are formulated: 

H1: Total Quality Management practices are positively associated with Human Resource Management 

practices. 

H2: Total quality management practices are positively associated with sustainable competitive 

advantage. 

H3: Total quality management practices are negatively associated with sustainable competitive 

advantage. 

H4: Human Resources practices are positively associated with sustainable competitive advantage. 

 

In order to achieve the objectives of the study, according to Creswell (2009), there are mainly three 

approaches used as the process to collect data and information for the purpose of investigation certain 

issue; quantitative, qualitative, and mixed method. There is no right or wrong what approach 

researcher may choose. The important is related with the research paradigm. The research approach 

selection is based on the research problem. Thus, the research approaches, designs, and the methods 

represent a perspective about research that presents information in a successive way from broad 

constructions of research to the narrow procedures of methods (Creswell, 2009). 
 
 
CONCLUSION  

 
Organizations worldwide have been exploring ways to improve business practices to gain competitive 

edge. The aim of this study was to test the impact of TQM practices on sustainable competitive 

advantage at ready-made garments companies in Bangladesh. TQM practices have positive and 

significant effect toward organizational sustainable competitive advantage. The performance and 

growth rate of Bangladesh RMG is diminishing. Current research shows various problems associated 

with the quality issues. However, the performances of Bangladesh RMG sectors are largely influenced 

by the international quality standard and regulations. By integrating the HRM practices literature into 

the TQM and organizational sustainable competitive advantage literature, this study do able to 

scientifically prove the practitioners of RMG sectors that the introduction of TQM is a compulsory 

step to gain a sustainable competitive advantage. The question whether this proposed framework or 

model is valid and reliable to be answered if further investigation has been carried out. Henceforth, the 

examinations of each hypothesis and the subsequent empirical investigations of this study are crucial 

to validate the proposed research framework. It is expected that the study will be beneficial to local 

manufacturing players, policy makers, government and relevant practitioners. 
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