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Abstract

The conditions of a highly turbulent environment require a change in approaches to managing enterprises that want
to be competitive on the market. Using of principles, approaches and methods of quality management can be a good
way for such a transformation of the management system. This can be achieved only with the joint functioning of
quality management systems and other highly specialized systems within the integrated management system of
enterprise. Within the framework of modern quality management systems it is emphasis the role of strategic
management of the enterprise, which confirms relevance of developing methodological bases for integrating these
management systems into unified enterprise management system.
Keywords: quality management; strategic management; integration; principles of quality management.

1. Introduction

The change in the basic management concepts that took
place in the second half of the twentieth century has made it
necessary to consider the enterprise as an open system operating in an unstable external environment, oriented to the
requirements of all interested parties. The previously dominant
functional approach to management characterized by a lack of
consumer orientation, complex organizational structure, bureaucracy, lack of accountability to the consumer for performance
results has proves to be ineffective in modern conditions.
The quality management system functioning in accordance
with the principles of TQM, fixed in the standard ISO 9000 series
leads to a significant change in the entire enterprise management system, which will improve the quality and ensure the
growth of consumer satisfaction, and, therefore, will make the
enterprise more competitive. The integration of quality management and strategic management systems into a unified management system implies the formation and implementation of
coordinated approaches aimed at harmonizing the interests of all
stakeholders, including producers, consumers, suppliers, owners,
personnel of enterprises, society and the state in order to carry
forward the shared objectives for sustainable development and
continuous improvement of the activities of industrial enterprises
in fierce competition conditions and uncertainties in the external
environment.
However quality management is most often seen as one of
the enterprise management systems, along with the systems of
strategic management, personnel management, production,
supply and others, and is perceived as a local system that does
not go beyond a certain field of tasks.
At the same time the best results can be achieved only if
these systems are integrated with the aim of obtaining a synergistic effect from a qualitatively new management system. That’s
why there is a need for creation of multifaceted integrated
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system of strategic management and quality management. The
integrated system will enable more effective management system
over the entire company due to its integrity, interconnection and
interdependence of its constituent elements, based on the actual
situation in the external and internal environment. Relevance
and timeliness of the research which is related to the development of scientific theory, methodology, improvement of the
practice of integrated quality management and strategic management systems was justified by the need to solve problems, to
search for competitive advantages for achieving sustainable
development and to increase the competitiveness of domestic
industrial enterprises in conditions of highly unstable external
environment.

2. QMS as a factor of increasing
the competitiveness of enterprises

The QMS have emerged as the path to economic prosperity
within the context of globalization of the markets. By their
appearance, they turned over many of the usual ideas about
management, putting at the forefront the universal quality, the
orientation to the demands of consumers and the continuous
improvement of activities. Moreover, the transition to the innovative type of development requires the formation of new
approaches to the organizational and structural system of modern
enterprises, the creation of effective management systems.
QMS permeates all activities of the organization and sets its
global goal to increase the competitiveness of products, services and enterprises in general. Each organization is unique,
and the universal requirements of quality management standards make it possible to develop the system of interrelated
methods and methods of influencing the production process
independently. That why QMS can be called an organizational
innovation of the enterprise and the unique competitive
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advantage that helps to achieve the set strategic goals in a
global competitive environment. Orientation to the principles of
quality management (for example, in accordance with the standard GOST R ISO 9001-2015: customer orientation, leadership,
people interaction, process approach, improvement, evidencebased decision-making process, relationship management) and
the use of proven tools and methods of quality management is
one of the most important tasks of modern enterprises, focused
on increasing competitiveness and successful operation,
including the global economy.

3. Integrating of quality management
and strategic management into a single
management system of the enterprise

At the present stage of development there is a tendency to
mutual convergence and integration of quality management
based on the principles of TQM strategic management in the
overall system of enterprise management. This is due to the fact
that many concepts of strategic management are guided in
many ways by improving the competitiveness of products
through the quality improvement. Therefore, the question of the
relationship between the theory and practice of quality management and various aspects of general and strategic management is gradually becoming particularly relevant and moving
from the theoretical to the practical plane. First of all we are
talking about the strategic role of quality management.
The integration of quality management and strategic management systems is the objective necessity. The development of
the methodology of the integrated management system is conditioned by the fact that, by characterizing the main components
of scientific research (object, subject, tasks, principles, factors,
methods and tools, etc.) the methodology forms an idea of the
sequence of the researcher's movement in the process of
solving the tasks posed. The main features of the developed
integrated system are take into account the general and specific
requirements of management systems, the use of process and
system approaches, the formation of a unified management system structure and administration based on the PDCA cycle, the
application of methodology of risk management. [2, p. 10-11].
The implementation of such integration is a complex
innovation process, which is designed to improve the effectiveness of the overall management of the organization. From
the organizational point of view, the most significant activities in
the course of integration implementation are the following:
organization's management should conduct wide-scale explanatory work on integration of management systems; the development of clear methodological recommendations taking into
account the necessary resources; the formation of a team of
employees, consisting of managers and employees, able to the
most effective implementation of the integrated system; conducting special training events (seminars, trainings) for team
members; ensuring continuous support of top management,
demonstrating an interest in the successful completion of work;
carrying out wide-scale explanatory work among employees
from which we can expect the greatest opposition to integration;
regular monitoring and analysis of work; to report the results
through the direct contact with all personnel [4, p. 43-48].
Taking into account that one or several highly specialized
management systems can operate at the enterprise, it is
possible to present an agreed algorithm for implementing the
tasks of integrating the quality management system and
strategic management system. The methodological basis for the
creation of this algorithm is the requirements of ISO 9004-2010,
which aims to achieve sustainable success based on quality
management, as well as public available technical specification
developed by the British Institute of Standards PAS 99: 2006
"Specification of common management system requirements as
a framework for integration"[3, p. 12-13]. The integration algo-
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rithm is a sequence of the following steps:
1. Top management of organization takes the decision on
integration of quality management and strategic management
systems. In making such decision, top management should not
only clearly realize the expected benefits, but also take into
account possible risks, as well as the scale, complexity and
duration of work.
2. Stakeholders requirements definition (consumers of products and services, government and regulatory bodies, owners,
top management and staff of the organization, stakeholders
related to the environment and labor protection, etc.). It is
carried out to achieve their balance.
3. Employee training. Training of top management and specialists of the organization on the functioning of management
systems, the requirements of the standards that make up the
integrated management system is conducted with a view to
unified understanding by the employees of the organization of
the terminology and requirements for management systems
established as a baseline for integration.
4. Diagnostic audit of the current management system of the
organization (in terms of strategic management and quality management). During the audit of existing management systems is
carried out an expert evaluation of the documentation regulating
the organization's activities. Also we are identified problem areas
and ways of solving problems with the help of the integrated
management system and the effectiveness of the activities
within the existing integrated management system is assessed.
To perform an audit or self-assessment each enterprise
develops individual key elements, the system for its evaluation.
5. The determination of integrated management system configuration and organizational structure of the company after its
integration. It is recommended to use the process approach, for
which it is necessary to identify business processes, determine
their interconnection, inputs and outputs, process evaluation
indicators.
6. The determination of aspects of integration. The achievement of the expected benefits from integration is determined by
the aspects (elements, criteria) that create the basis for integration, among which:
- mission, goals and plans of the organization, which as a
result of integration will allow to ensure balanced
management system in selected areas of activity through
reducing managerial and production costs;
- documentation and procedures of integrated management
system, which, as a result of integration, will be reduced
to the necessary minimum in order to avoid duplication
and excessive bureaucratization, as well as assurance of
more effective and efficient internal and external audit,
reduce maintenance costs of the management system,
etc.;
- management system processes, the composition of
which will be optimized as a result of integration. This will
help to eliminate or level the barriers that arise in the
management system processes as a result of their overlapping on the functional structure of the organization
and to increase the effectiveness (efficiency) of the
activity;
- combined criteria.
7. The development of documentations and procedures for
integrated management system. The composition and degree of
documentation is determined in accordance with objectives of
integration, scale of the organization, types of activities, complexity and interaction of processes, and competence of the
staff.
The algorithm of integration is shown in Figure 1. This algorithm includes diagnostic self-assessment procedure based on
the criteria developed to determine the level of maturity of the
management systems functioning at the enterprise. If the
required level is reached, the control systems can be integrated.
This stage is determined by the requirements of the ISO 9001-
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Figure 1.
Algorithm for the integration
of quality management and
strategic management systems

2015 standard regarding the implementation of a risk-based
management approach that involves the identification and
assessment of operational risks in various areas of the
enterprise's activities [5, 104-109].
The methodology of the integrated system of quality
management and strategic management in a generalized form
can be represented by the following fundamental components:
1. Object of management – strategic management system ,
quality management system.
2. The subject of management: the organizational and
economic relations that arise in the integration and mutual
functioning of the systems of strategic management and
quality management.
3. Prerequisite for integration of quality management and strategic management: globalization, system approach to management, situational approach to management, long-term
perspective, democratization of governance, internationalization, increased competition, increased attention to the quality
of products and services.
4. Basic theoretical concepts: the concept of strategic management (resource, dynamic abilities, etc.); the concept of
quality management; the concept of process management;
concept of risk-oriented thinking approach
5. Principles of the integrated management system: continuity;
effectiveness; participation; complexity; optimality; holism;
measurability; participation of flexibility; accuracy; unity;
customer orientation, leadership, staff involvement, process
approach, decision-making based on facts, continuous
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improvement, management of stakeholder relations.
6. The principles of the integration of management systems:
balance of interests of stakeholders, external supplement;
conformity; hierarchy; conformity of the organizational
structure of the enterprise to the nature of the management
system model; emergence; feedback.
7. Approaches to the management of the integration of management systems: scientific; process, system, based on risk
management.
8. Management methods: methods of strategic management
(methods of strategic analysis, matrix analysis methods,
foresight, Delphi method, Porter model of five forces, etc.);
methods of quality management (statistical methods of quality
management, QFD, FMEA, 5S, 6σ, 5 "why", benchmarking,
audit, self-assessment, premiums in quality, etc.).
9. The algorithm of integration – is the element-per-element
integration of management systems.
10. Integration model – quality management processes based
on the process approach and the basic principles of quality
management (customer orientation, continuous improvement,
etc.) are embedded in the model of the strategic management system (containing the main stages of the management system)
11. Key elements of the integrated management system:
leadership; strategy and policy; resources; processes; the
environment of the organization; stakeholders; monitoring
and measurement; improvement and innovations; training
and knowledge.
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12. Results: unified policy of the organization; optimal use of
resources; complex measures of operational control and
general management of documentation; general information
and support systems; general system of personnel training
and development; organizational structure and structure of
accountability; measurement and monitoring systems; records
and reporting; single audit.
13. Advantages of integration: multifunctionality of the management system with minimal costs for its creation and functioning; complex planning of the enterprise development,
which takes into account all stakeholders and their requirements: shareholders, investors, consumers, personnel,
society; market preferences; the decrease in the level of
conflicts and possible contradictions between the functional
activities; efficient allocation of resources through an
analysis of the effectiveness (efficiency) of costs and risks of
planned activities; reduction in the number of processes and
procedures compared to the total number of processes
specific to autonomous management systems; leveling of
cross-functional barriers and disconnections between
personnel in the enterprise that arise in the process of
developing and functioning of an autonomous management
system, ensuring the organization's goals; financial preferences; administrative advantages; legal benefits (assessment and delineation of legal requirements, compliance with
legislation, improved interaction with regulatory authorities);
Expansion of intangible assets: patents, brand value,
business reputation, business traditions of the enterprise,
the level of intra-company management, etc .; increase of
competitiveness, expansion of commodity markets, improvement of image, etc.

4. The advantages of using an integrated
management system based on the example
of oil and gas industry enterprises

Today the oil and gas industry is one of the fundamental
elements of the Russian national economy. Therefore the decision to study the advantages of using an integrated management system on its example will demonstrate the ability to focus
on key success factors and develop their own competitive
advantages in the implementation of the strategy, including
using methods and tools of quality management.
The cardinal changes in the global political and socioeconomic environment, taking place against the backdrop of a
decline in oil prices and the next round of the global financial
crisis, have put Russia's oil and gas industry in a difficult
situation. It is about the violation of the old long-term contracts
and arrangements, the loss of credit facilities in foreign banks
and the restriction on supplies of imported high-tech equipment.
We faced the problem of reducing the competitiveness of domestic oil and gas enterprises arises compared with the best
representatives of world energy because of the backdrop of a
general decline in production of products of deep processing of
oil and gas raw materials, a drop in the profitability of production,
production and transportation of oil and gas products, and also
because of the substantial wear and tear on fixed assets. The
economic processes currently taking place in Russia and the
changing working conditions required the reorientation of the
work of enterprises to a thorough analysis and evaluation of the
diverse external and internal factors affecting the effectiveness
of their activities. In modern conditions, enterprises must
independently determine the strategic line of their development
and bear responsibility for the decisions made. Such requirements are imposed on the oil and gas industry by ISO 90012015. Risk-oriented thinking approach promoted in the requirements of the standard implies meeting the requirements of a
comprehensive study of the organization's environment, as well
as identifying all stakeholders in order to satisfy their require-
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ments. In the course of the functioning of the integrated system
of quality management and strategic management the process
of studying the environment of the organization will be carried
out in a harmonized form with respect to the two control systems
[6, 115-124].
The system for implementing the corporate strategy of
Gazprom Corporation is based on the following principles:

 the interconnected implementation of two processes –
the implementation of the main provisions of the State
energy policy and the specification of the most important
measures for the development of the company;
 the allocation of the most important targets of the strategy
implementation at each stage and the concentration of
the main available resources on their achievement;
 the organization of systematic outgo monitoring to
compare the actual results of the implementation of the
State energy policy with indicators of the roadmap and
projected indicators of the company's development;
 formation of information and analytical support for the
company's monitoring system and the Energy Strategy2030 using state information resources, involving various
socio-political structures and associations, representatives
of the legislature, media, scientific centers and institutions;
 timely identification and systematic analysis of the current
changes in order to prevent and overcome negative
trends affecting the energy security of the country.

Following these principles will allow not only to compare the
actual results of Gazprom's activities with the target indicators of
the Energy Strategy, but also to implement the adaptive correction of current guidance of the State energy policy while
maintaining its main target orientation. This should become one
of the most important mechanisms to reduce the risks of implementing Strategy-2030 and the company's strategy [1, p. 81-84].
In order to achieve long-term goals it is necessary to provide
element-wise integration of related areas of strategic management and quality management. It it also important to use
integrated specific methods and tools to achieve synergies, to
develop the coherent policies and plans for field of quality and
development strategy of the company, to formulate clear key
target indicators in the field of quality and customer satisfaction
and to provide regular monitoring system of their implementation
and correction [8, p. 50-54].
Thus, the adaptation of the system of balanced strategic
indicators aimed at the desire to take into account the requirements of all stakeholders in accordance with the requirements of ISO 9001-2015 allowed to obtain a matrix of integration
of quality management and strategic management systems and
to formulate an adapted system of balanced strategic indicators,
integrated with the principles of quality management (Table 1).
This matrix reflects the relationship between the principles of
quality management and the strategic goals of the company,
which are transformed into measurable targets.
However, as the analysis shows, the place of quality management in Gazprom's development strategy and the fundamental
state development concepts is not clearly defined, no emphasis
was placed on the orientation towards the basic principles of
quality management. Modern means, methods and tools of quality management are not recommended for use. This strategy
has concentrated on the use and development of new regions of
oil and gas production, to the growth of volumes of production,
processing and selling of hydrocarbons and their by-products.
This is due to the long history of the monopoly position of most
vertical integrated oil and gas companies on the domestic
market. The position of the monopolist made it possible not to
care about the quality of the provided products and services, not
to take into full consideration the requirements of consumers
and other Stakeholders, to tolerate the activities of constant
improvement, etc. However, only a qualitatively new fuel and
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Table 1. Matrix of integration of quality management and strategic management in the aspect of the adapted system of BSC
and used quality management methods
energy complex that equipped with innovative modern equipment and technologies, information technologies and highly
qualified personnel can meet the requirements of the world
economy. It is possible to solve these tasks through the production of products and the provision of high-quality services,
which can be achieved at enterprises with developed quality

management systems that meet Russian and international
standards [7, p. 475-480].
Such a development scenario is envisaged in the designed
roadmap for sustainable development of oil and gas companies
under the strategic initiative of integrating the quality management system and strategic management (tables 2-4).

Table 2. Change in the external context of the implementation of the road map

Table 3. The basic
target model of the
roadmap for integration
of quality management
system and strategic
management
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Table 4. Key steps: integration of QMS and strategic management

5. Roadmap for the Strategic Initiative
"Integration of the Quality Management
and Strategic Management System"

The results of the first stage of the implementation of the
roadmap indicate the positive effect of integration on enterprise
development. The results demonstrate the steady growth of the
number of certified QMSs processes at oils and gas enterprises,
the growth in the effectiveness of the implementation of development strategies, the reduction in the number of processes
of costs.

6. Conclusion

Thus, the increased need for fundamental changes in the
management systems of industrial enterprises in order to increase efficiency and effectiveness, competitiveness, adaptive
capacity in external environment, and development of dynamic
capabilities, necessitates the search for new approaches to management. The integration of the quality management system
and strategic management is an objective necessity caused by
the creation of an enterprise management system with new
properties. The integration of existing at the enterprises of
related highly specialized management systems into a single
one significantly increases the strength of interaction of elements, processes, procedures, tools, methods and contributes
to achieving the synergistic effect of obtaining a cumulative
result, higher than the sum of the results of its separately
functioning areas. The integration of the quality management
system and strategic management into a unified management
system helps industrial enterprises to orient in the development
towards a shared goal, which contributes to their effectiveness
and sustainable development.
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Abstract

This research paper results from the identification and classification of the main causes of defective implementation
of 2D drawings by qualified staff within a technical company. In order to achieve this research goal, initially the Pareto
method was used. For this reason, a strategy was designed to improve the quality of the projects activities by using
the using the FMEA tool - Failure Mode and Effect Analysis. As a result, a list of requirements has been established
that need to be met regarding drafting, which will represent the outcome of this scientific research.
Keywords: causes; Pareto analysis; FMEA; technological company.

1. Introduction

According to the Pareto principle, “20% of the problems have
80% of the impact.” 20% of the problems represent "little
significance," and the rest make up "the abundance, lacking in
substance.” (Koch, 2001; Ţîţu & Oprean, 2015).
When speaking about quality, the Pareto diagram was
introduced by Professor J.M Juran (Juran, 1962; Juran & Gryna,
1970), for making a distinction between:
 Essential problems, which are small in number, but
whose impact are great, and
 Secondary problems, which are greater in number, but
whose impact are much smaller.

The Pareto diagram is a tool used when a particular process
is needed which can provide categorized information, so that
specific categories can be counted. The information is given in
order, and so for this reason the deficiencies and major nonconformities can be identified and corrected in advance.
This method is used in the most part for identifying and
evaluating deficiencies and nonconformities, although it can also
be used to analyze any type of information.
The Pareto diagram helps to focus attention on a small
number of important nonconformities or the generating cause of
these deficiencies. In this way priorities can be established,
because the emergencies are made evident. At the same time,
the comparison of different Pareto diagrams, made over a
certain time period in certain situations, can help members of
the design team of the current project be able to tell if the
implication of a remedial solution reduces the frequency of the
problem or the cost of that problem or difficulty.
When trying to remedy certain deficiencies or nonconformities which have at their base generated problems,
concentrating on the most frequent causes is recommended.
When attention is focused mostly on „simple” causes, there is a
greater probability of not realizing the expected benefits. (Ţîţu &
Oprean, 2015; Ţîţu, Oprean, Boroiu, 2011).
In creating the Pareto diagram, each category of errors is
arranged in descending order of importance.
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The actual steps to preparing and achieving a Pareto
diagram are as follows (figure 1):

 Recording of the data needing to be processed;
 Arranging the data to be processed in their order of
frequency in relation to the analyzed material;
 Dividing the vertical axis on the left side into equal
fragments and noting the measurements used;
 Dividing the horizontal axis and arranging the categories
of data to be processed in descending order;
 Drawing a barograph to the right of each category
showing the height associated with the frequency of that
category;
 Identifying the cumulative frequencies of each category
resulting in summarization of the frequency of that
category with the frequency of all of the other higher
categories;
 Creating the cumulative frequency/percentage line,
marking the vertical axis on the right side of the 0% so
that 100% is found in front of the cumulative total on the
left axis. All the points are joined together with straight
lines.

2. Advantages and disadvantage
of the Pareto Method

The main advantage of the Pareto Method is the fact that it
offers the possibility to easily observe the most important
problems. These problems can be fixed efficiently after the main
determining causes have been identified and placed in order.
With the help of the Pareto diagram, many practical applications are prioritized, such as: efforts to improve the process;
the needs of the clients, suppliers and investment opportunities;
showing the direction in which efforts should be focused and
improving the usage of limited resources.
The principle disadvantage of this method is the hierarchical
system of mistakes and nonconformities, which depends primarily on the person performing it.
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Figure 1.
The steps to preparing
a Pareto diagram

3. Study of the cause

3.1. Establishing the requirements

Taking into account the company’s main field of activity that
preformed the study, the goal is to provide high quality products
and services, based on professionalism and a competitive price.
Therefore the desire was to analyze and improve the level of the
quality of work performed on the 2D side of things.
A total of 310 mechanical equipment components of drafting’s related to 6 different projects were submitted for analysis;
broken down as follows:
Table 1.
Projects analyzed
and associated
drawings

3.2. Identification of the main problems
that appeared while creating drafting

As a result of analyzing the plans, each project in part
identified a series of issues which were not completely respected and thereby created the problems focused on in table 2.

3.3. The Hierarchy of problems and the designing
of the Pareto diagrams

After the identification of the main problems that showed up
in the creating of the 2D plans, these where placed in hierarchical order for every analyzed project. After their hierarchy was
determined, absolute and relative frequencies (percentages)
were determined. Later, the Pareto diagrams were plotted for
each project.
Therefore table 3 presents a related situation in Project A, in
which 89 drawings were analyzed and 18 different types of
problems were identified.
In the Project A, according to the related graphics of figure 2
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Table 2. List of identified problems in 2D design
and table 3, it can be noticed that the problems which occur
most often, taking up a wide majority of over 60% of the total
mistakes, show a mistaken identification of the quality of the
pieces at 25%, followed by an incorrect completion by the
indicator at 23%, and an inappropriate contouring of the pieces’
quotient at 12%.
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Table 3.
Project A 89 drawings

Figure 2.
The Pareto Diagram of Project A

Table 4.
Project B –
29 drawings

Project B’s situation, in which 29 2D drawings were analyzed
and 14 types of problems were identified, is noted in table 4.
As it can be seen in figures 3 and table 4, over 50% of the
mistakes encountered in Project B’s plans were generated by
inappropriate contouring of the piece’s quotient, the problem
appearing in 12 designs, non-corresponding tolerance fields, 8
designs and incorrect settings of the processing zones,
roughness and deviations – in 6 designs, from the total sample
of 29 drawings.
Concerning Project C, the situation is presented in table 5.
Within this project, a total of 60 drawings were analyzed,
identifying a total of 26 types of problems.
Figure 3. The Pareto Diagram of Project B
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Table 5. Project C – 60 drawings

In the given situation, according to figure 4, after the analysis
of over 60 drawings, it was determined that the identified
problems show an inadequately established set of hierarchy in
23 designs, an inappropriate dimensioning of a set of holes in
22 designs, mistaken establishments of the machining zone and
roughness in 20 of the designs, incorrect placements of the
pieces in the cutting plan in 14 designs, and inconsistencies
between the details given on the drawing with the piece in 12
projects. The cumulative percentages of these issues account
for more than 60% of the total.
In table 6 and the Pareto diagram in figure 5, we can see the
summarization concerning Project D, in which 32 drawings were
analyzed. In this situation 23 types of mistakes were detected.
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Figure 4. The Pareto Diagram of Project C

Table 6. Project D – 32 drawings
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Figure 5. The Pareto Diagram of Project D

In this situation, the overwhelming majority of 60% of identified mistakes were made by the incorrect completion of the
indicator, not observing the field of tolerance, an incorrect or
incomplete listing of the contour of the pieces, an incorrect establishment of hierarchy, an inconsistency between the given
details of the design and the processed piece, as well as the
improper setting of the workpiece and the thermal treatment.
In Project E, 70 designs were analyzed and 18 problems
were found. In table 7 you can see the data obtained, and in
figure 6, you will see the corresponding Pareto diagram.

Table 7. Project E – 70 drawings

In this situation, the pieces’ contour created 21% more
problems from the analyzed designs, keeping in mind the field
of tolerances and the starting odds at 11% in the design, and a
completion of the indicator in 10% of the total 70 designs.
The last analyzed project assumes a centralization of certain
check points, specifically from client F, after which the Pareto
diagram was made from figure 7 and a data analysis is seen in
table 8.

Figure 6. The Pareto Diagram of Project E

Figure 7. The Pareto Diagram of Project F

Just as the data in the Pareto diagram and the results
presented in table 8 indicate, complete and correct completion
of the indicator lifted most of the problems, accumulating more
than 48% of the total number of problems seen in the 30
designs analyzed.
As a general conclusion of all the analyses made, it was
observed that a complete and correct completion of the
indicator, along with the proper alignment of the contour of the
pieces and observation of the field of tolerances, most of the
problems were lifted in the designing of the 2D drawings.

Table 8.
Project F – 30 drawings
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Table 9. FMEA analysis of the 2D design process
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4. The Plan to enhance Quality
using the FMEA Analysis

4.1. The Fundamental Choices
of the FMEA Analysis Method

Based on the identification of the main problems in the
development activities of the 2D project, it is desirable to create
a preventative measurement plan to increase the level of quality
in the design process. The reason behind this choice is based
on the fact that in order to correct certain undetected errors at
an earlier stage, the costs will increase about 10 times from one
implementation stage to another (Tague’s, 2004).
The way in which this type of plan will be developed includes
an inventory of the identified problems, the evaluation of their
effects on the design process and the analysis of the possible
causes.
The role of this plan is:







To identify the week points;
To identify the reasons that lead to malfunctions;
To analyze the outcome of the final project;
providing preventive measures for preventing problems;
establishing a plan to enhance and maintain quality;
To increase communication between people.

4.2. Performing the FMEA

An FMEA analysis of the 2D design process to improve the
quality, is presented in table 9.

5. Final Conclusions

Starting from Pareto’s principle that „20% of the problems
create 80% of the impact”, those problems were identified and
the deficiencies and nonconformities were evaluated.
Using the Pareto diagram, we were able to draw attention to
the important nonconformities that generated the deficiencies.
Finally the priorities were established and an intervention
was made for emergencies.
Due to the fact that many different Pareto diagrams from the
evaluated projects were compared, the members of the project
team were able to tell whether the remedial solutions put in
place reduced the occurrence frequency, or the problems cost or
their causes.
Therefore, as a final conclusion, it is proposed that a series
of checklists which include the requirements in designing a draft,
be followed.
Compliance requirements for completing the indicator:













Name;
Scale;
The initials/Name of the design engineer;
The initials/name of the verifier;
The material (preferably from the list of materials);
Thermal treatment;
Protection;
The list of used parts;
General roughness;
General tolerance;
Plan index (For the original edition);
If there is a plan modification in the modified index; the
nature, date and initials of the designer and the verifier.

Representation requirements:
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 There are enough screenings/sections/details for complete definition and understanding of the part;
 The section designs are indicated;

 The sections are identified;
 The hatches are represented/consistent with the workpiece material;
 The scale is indicated for details evaluation.
Operation requirements:

 The operations are achievable;
 Robust tools are able to be used;
 The threaded holes are deep enough or, when possible,
are already punctured;
 Inserts are provided on light or soft plastic alloy parts;
 Precise holes are already punctured when possible;
 In case of mounting on the fitting, there should be enough
space for the drill.
Rating requirements:

 Ratings that define a processes are regrouped by minimum views;
 Functional ratings are indicated;
 The diminutions to be processed on the fittings are indicated;
 The hierarchy of the connection between two pieces are
indicated in the same way (We find the rates between the
axes for fastening on each of the 2 pieces );
 The diameters of the threaded holes and the fittings are
large enough to compensate for adding up of general
tolerances (if there is room);
 Adjustment tolerances guarantee operation and limit
values;
 For mounting on the fittings, premade holes are prepared
on the piece most easily accessible after mounting;
 Specific roughness is indicated;
 Geometric tolerances are indicated;
 Indicated tolerances and roughness are compatible with
the specified material.
Requirements for the welded parts:

 Surface areas are located on the stucco grooves in
relation to rough areas;
 The operations are manageable with minimal clamps for
the product;
 The cutting dimensions for crud pieces corresponds with
the dimensions of crud piece from the product (ex.
thickness);
 Welded pieces do not disturb the placement of the bolts
and the screw heads;
 The dimensions of the welded pieces are indicated
(section and length cords);
 Dimensional, geometric tolerances and roughness are
mentioned;
 Relative hierarchy for the crud pieces and the operations
are dissociated;
 There are surface references for the operations;
 Functional operations are ranked relative to the reference surfaces;
 Unranked operations in relation to the reference surfaces
are inoperative;
 The operations allow for the acceptance of welding
tolerances in the product.
Casting requirements:

 The fabricated surface areas are located on the stucco
grooves in relation to crud areas;
 The operations are achievable with a minimal gripping of
the product;
 The thickness of the paneled walls is uniform to avoid
constrictions and/or deformations;
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 Threaded inserts are provided for soft alloy castings;
 The relative hierarchy of the crude pieces and operations
are disassociated;
 There are surface references for operations;
 Functional operations are rated in relationship to the

[1]
[2]
[3]
[4]
[5]

reference areas;
 Un dimensioned operation in relationship to the reference areas are dysfunctional;
 Operations give acceptance for welding tolerations in the
product.
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Abstract

Manufacturing could be an example of a typical system. Various manufacturing systems are reported to be failed
because of the simultaneous onslaught of failure modes. The classic RPN (Risk Priority Number) formulation used in
the failure mode and effects analysis was not successful to prevent the system failures and system improvements.
Hence, this article proposes an improvement of the RPN formulation. The aim of the proposed formulation is to
expand the RPN to a better system-oriented model. The proposed formulation is able to consider the manufacturing
system with its several components in RPN calculation. This system-oriented formulation can reduce the classic RPN
defects.
Keywords: Failure Modes and Effects Analysis (FMEA); Risk Priority Number (RPN); System Improvement Process
(SIP); Pair-wise Comparison (PWC).

1. Introduction

There is an increasing interest in implementing the concepts
of systems (Xiulan Zhang, 2014) for evaluating manufacturing
systems. To ascertain all probable failures in a manufacturing
system, a step-by-step approach is adopted through failure
modes and effects analysis (FMEA). FMEA is an important
method for analysing risks for every component of a manufacturing system, and hence it plays an essential role in
improving the performance of the manufacturing system (Eva
Nedeliaková, 2015). A fundamental part of the FMEA approach
is the formulation of the Risk Priority Number (RPN). RPN
specifically analyses the system-failure modes and their
probable reasons and rates them on a scale of 10 for three
aspects: detection rating (D), occurrence rating (O), and severity
rating (S) (Sorooshian, 2014; Sorooshian, 2015; Ansah et al.,
2017). A system component that has a high RPN should be
treated with high priority (Thanh-Lam Nguyen, 2016; Rapinder
Sawhney, 2010; Sorooshian an Ze En, 2017). RPN is an
efficient tool in prioritising the system components that require
corrective measures in order to enhance the system’s function.
The calculation of RPN is simple to understand. But it has a
scope for severe defects (Zhao, 2013; Thanh-Lam Nguyen,
2016; Rapinder Sawhney, 2010; Jr, 2008). Another area of
concern in this is that the evaluation criteria for S, O and D
rankings are not clearly defined (Zhao, 2013). Hence, the
selection of rankings of failure modes becomes difficult and
obscure for the experts (Zhao, 2013). The RPN also has another
challenge where it fails to offer adequate discrimination power
under certain circumstances as it employs the same weight for
all the ratings of S, O, and D (Rapinder Sawhney, 2010; ThanhLam Nguyen,2016; Jr, 2008; Cox LA Jr, 2005; Zambrano et al.,
2007). Also, RPN does not provide clear differences between
the adjacent levels in a system (Zhao, 2013).
Therefore, it is necessary to implement a system enhancement process that aims to reduce the failure rate of a system
and emphasises on the behaviour of all components of the
system. It is also important to analyse and compare the risks
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aspects of the components in order to enable the system
improvement plan and to manage the system-failure risk
effectively. In reality, to ensure improvement of the system
functionality, the RPN for system-improvement should study
every component of the system. The conventional RPN
evidently fails to deliver such a system-based decision in the
analytical environment as a result of its slow discrimination
power. Hence, the objective of this study is to propose a new
way of calculating RPN that is based on a system-approach.

2. Method

This paper suggests the use of pairwise comparison (PWC)
for analysing the instances of failures in a manufacturing
system, before the classic-RPN is calculated. The recommended approach uses paired comparison to analyse the extent of
importance of each predetermined and predefined criterion S,
O, and D, as the selected criteria is in agreement with the RPN
calculation. In PWC, the analysis of the level of importance of
the predetermined criteria is performed on the basis of expert
judgement, where every criterion is weighed against each other
before the criterion is assigned with a degree of importance
(Štefan et al,2017).
The first step is the construction of Comparative Judgements
(PWC Matrices) for each criterion [S, O, and D]. On completion
of the hierarchy construction, the next step is to ascertain the
priorities of the variables at every level by creating a set of
comparison matrices for all variables in relation to each other.
The values are saved in a discrete matrix for every criterion, in
which the rows and columns are composed of written components of the manufacturing-system in the same sequence as
they occur. It is expressed as follows: if the i-th variable is a
times more favourable than the j-th variable, then, Aij = a. The
measurement of these logical preferences takes place with the
help of a judgement scale of point one to ten (1-10). For
example, if in the row of component i, in the column of
component j has a written value 10, then the component i is
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much more important than the component j. Similarly, in the row
of criterion j and the column of criterion, i is the written inverse
value of 0.1. The rows and columns with the same number have
a written value of 1. The mathematical representation of a
sample matrix is in equation (1):

(1)

In the subsequent step, the λmax is estimated. The λmax is
calculated with the help of the following equation (5):
(5)

Where λmax is the eigenvalue of the PWC matrix.
Following this, the approximation to the consistency index
(CI) is made (Ansah et al., 2017). This is expressed as equation
(6):
(6)

In the final step, the consistency judgement for appropriate
value of n by CR has to be determined to ensure the consistency
of the PWC matrix, as shown in the equation (7):
A = n × n n signifies the comparison numbers of the systemcomponents, “A” indicates the criteria (S, O, and D), and a11 a1n and the other variables in the equation denote the PWC(s).
To find the weights of all the criteria and the local weight of the
alternatives from the PWC matrices, every value in a column ‘j’
is divided by the sum of the values in a column ‘j’. The total value
of the columns in the matrix must be equal to 1, which implies
the normalisation of the PWC matrix (Ansah et al., 2017). This
is depicted in the form of the given equation (2):
(2)

The next step in this process is to determine the global
weights of the alternatives through the synthesis of the local
weights. The eigenvector of matrix A is obtained by calculating
Ci as the average; the Ci as the average values in the row ‘i’ of
Aw matrix will be determined for the column vector C where the
Ci value denotes the relative degree of significance. It is
illustrated as equation (3):
(3)

Since people's assessments are inconsistent to a considerable extent, the modified-RPN does not need the judgment
matrix's consistency to be entirely matched or complemented.
However, it is expected to be less than a certain upper limit. One
of the benefits of this system-based RPN calculation with PWC
is the scope for a consistency test. This enables the detection of
judgement errors through the calculation of the consistency ratio
(CR). The CR shows the degree of deviation of the judgement
result (Štefan et al, 2000). The consistency vector needs to be
calculated (A x C Matrix) for the synthesis of CR. After this, the
xi is calculated by multiplying A and C (Ansah et al., 2017). It is
shown in equation (4):

(4)
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(7)

RI denotes the random consistency index and the RI values
for different numbers of n as shown in Table 1. If CR ≤ 0.10
(10%), then the degree of consistency is considered to be
satisfactory; if CR is more than 10%, then it indicates major
inconsistencies.
n

RI

1

2

3

4

5

6

7

8

9

10

0.00 0.00 0.58 0.90 1.12 1.24 1.32 1.41 1.45 1.49

Table 1. Random Consistency Table
(Aziz et al., 2015; Ansah et al., 2017)

Next, after consistency tests, is to use the global weights of
the alternatives (Ai) for each criterion S, O, and D to construct
the final RPN decision-matrix. This is shown in equation (8):
(8)
The Risk Priority Number (RPN) represents the overall level
of risk for every component of the system being analysed. The
conventional RPN formula (Sorooshian, 2015): RPN = S × O × D;
is used for calculation, as shown in equation (9):
(9)

Lastly, from comparison of RPN(Ai)s, the decision maker
could identify the riskiest component of the system for
prioritizing the correction actions.

3. Conclusion

The foremost reason for the defects mentioned in the
conventional RPN approach is the selection of inappropriate
factors (S, O and D) for evaluating the data gathered in the
production line. On the other hand, the comparison method is
simpler to comprehend and more intuitive for the workers to
analyse the RPN criteria (Zhao, 2013). This study presented a
quantitative analysis method for calculating RPN for each
component of a system. There are three main steps in this
method: establishment of judgement matrix, consistency test,
and calculation of RPN. This method is simple, practical, and
flexible. It also uses a mathematical formula to determine the
weights which reflect the relative S, O, and D for each component of the system. To conclude, the method calculates the
comparative weights of all the RPN criteria by taking into
consideration the membership of the components in a
functioning system.
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Abstract

The current global trend in companies management is their transition from a functional to a process organization. One
of the basic managerial tasks that are aimed at increasing competitiveness in a dynamically evolving market is the
transformation of business processes. Transformation of business processes is a relatively demanding process, as it
requires a detailed understanding of the organization, its individual components, the activities, the procedures and
the methods by which the organization is controlled in its assuring performance. These identifiers create inputs for a
gradual transformation from a traditional form of organization management to an organization based on process
management. The aim of the paper is to design a model for the process of employees´ training in companies as a
tool for optimizing business processes. The model resulted from theoretical knowledge and especially from the
practical analysis of specific business activities that are part of the training of corporate employees. A detailed BPMN
model (Business Process Modeling & Notation) will be used to optimize employees´ training process.
Keywords: business; process; model; education; training.

1. Introduction

Process management perceives the organization as a set of
processes that go beyond individual organizational units in the
company and deliver their output to an external or internal
customer. Process approach is seen as a key tool for continual
improvement of business processes. The introduction of
process management brings a number of changes that should
result in greater competitiveness, higher productivity and business efficiency. However, implementation of these changes
requires a thorough understanding of the principles of process
management. Process management is a natural and comprehensive managerial approach to realisation of business activities,
creating the conditions for a highly efficient, agile, innovative,
and adaptable organization which is far beyond the opportunities that can be achieved by the traditional management
approach.
Every process-managed organization has to look at its performance through its processes to achieve higher performance
through minimizing process input costs, greater flexibility in
meeting customer expectations in the process, and greater
efficiency in process output (Čepelová & Bernatík, 2013).

1.1. Education of employees
as a part of company processes

The role of education is to overcome the lack of knowledge
and skills necessary to perform certain work. The aim of the
education is also personal development of employees, increasing their satisfaction and their competitiveness in the internal
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and external labour market. The training of employees of the
organization is included among the employee benefits, serving
not only to meet the needs of the organization but also to satisfy
the needs of the employees themselves. A well-functioning
organization is looking for success in linking and unifying the
goals and objectives of its staff. With increasing employee
satisfaction, they also feel that their work in the organization
enriches not only the organization itself but also its employees.
The importance of education and training has two main dimensions. From the corporate perspective, education influences
the performance, productivity and competitiveness of a company.
From the point of view of the individual's dimension is to acquire
knowledge, skills and abilities of employees, which increases
their employability on the labour market, it affects the labour
market price and thus also their wages and pension.
In the practice of modern human resource management, a
distinction is made between education related to the skills
development that are needed to better perform current job
better, and development which has a broad scope and is often
beneficial in terms of future professional growth, not only in the
organization, but also beyond it. In some publications, however,
both these terms and their meanings are covered under the
general name – company education.

1.2. Employee training
as part of business processes

Employee training is one of the most important components
of personnel work in an organization, which is defined as: „A
permanent process in which adaptability and change of work
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behavior, skill levels and motivation of the employees of the
enterprise are made by learning various methods” (Kachaňáková,
1999). Overall, the issues of employees education and development in a modern way managed organization can be divided
into the following areas:

1. Educational area – i.e. the area of workers adapting to job
requirements. In particular, it involves the training of a new
worker and efforts to shorten and streamline his / her
adaptation to business processes, work teams and work at
the workplace by providing him with all the necessary
information, including the specific knowledge and skills necessary for the proper performance of the job he was
recruited for. Training is also a part of education. This is a
continuation of professional training in the field in which a
person works. It usually involves adapting the worker to new
demands caused by changes in technology or the market,
new discoveries, development of management methods,
etc. The third component of education is also retraining,
which is aimed at acquiring a new profession, new working
abilities.
2. A development area that is aimed at gaining a wider range of
knowledge and skills than is necessary to carry out the
current work of an employee in the organization. Along with
the formation of pure work abilities, attention is also paid to
the formation of social skills, emotional intelligence. Such
development is more oriented towards the future career
growth of a worker, both within and outside the organization
(Vetráková et al., 2007).

Education of employees can also be seen as a permanent
process in which adaptation and change of work behavior, the
level of knowledge, skills and motivation of the employees of a
company take place. As a result, the difference between the
current competencies of the employees and the requirements
imposed on them is reduced.
The precisely organized systematic process of employees
education is a constantly repetitive cycle, which consists of
subprocesses. The first phase of the education process is to
identify the needs of education and employee development. In
the second phase, it is about planning the education and
development process. This sub-process addresses the budget
issues, timing, employees who will be included in the learning
process, area issues, content and methods of education, etc.
The third sub-process is the realization of the own process of
education and development. As employees education is costly,
the organization must necessarily map to what extent the
learning objectives have been met and how appropriate (or
inappropriate) methods have been used. The final phase of the
education system follows – the evaluation of the results and the
effectiveness of the education and development programs and
the methods used. The process of identifying and defining
education needs. Identifying education needs for employees is
based on a number of business, team and individual needs
analyzes. It focuses in particular on:
 analysis of corporate and personnel plans;
 analysis of jobs for educational purposes;
 analysis of the assessment of the survey related to
education needs.

The process of education needs identification and definition.
It is important to specify the most accurately what exactly the
workers should learn, or how they should change their attitudes
and behavior. Educational activities can be focused on changing
some of the learning components, namely:
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 knowledge – professional, technical or commercial
information, knowledge. Their adoption is usually the
easiest, this corresponds to the methods of education
used;

 skills – they represent a certain ability, the ability to
behave in the particular or specific way. It includes a wide
range of skills, including various communication, managerial, social and other skills;
 attitudes – represent a psychic disposition to behave or
work in a certain way;
 values – it is a very personal component of human
personality, and organizations should approach the effort
to form the values of their employees (and their alignment with the values of the organization) with a very
sensitive and respectful attitude.

The process of planning educational programs. Specific
training objectives must be clearly defined in planning of specific
training programs based on the above-mentioned analyzes. It is
necessary to specify exactly what the educated person should
be able to know at the end of the training program or its part.
Appropriate content and the length of educational activities will
logically arise from the reasonably set goals. Regarding the
place of education, there are basically three alternatives:
 in a company / organization, at the workplace;
 in a company / organization, but outside the workplace;
 outside the company / organization.

A key issue in terms of educational success is the choice of
the education method. The education method depends on various factors, such as education objectives, content, urgency,
available resources for education, etc. The most commonly
used methods of education include: demonstration, coaching,
mentoring, job rotation, role assignment, self-study, e-learning,
lecture, training, outdoor learning in organizations. In addition to
these methods, there are, of course, a number of more or less
interactive methods, demanding ones and methods suitable for
specific needs and situations. An important choice is also the
decision concerning the trainers in organized educational activities. In particular, internal trainers have the advantage of being
confident about the environment and the specific conditions of
the organization. External trainers are usually professional education experts, and it is appropriate to use their services to
educate employess in areas that are not specific to the organization.
The process of education implementation. The success of
the implementation of the training programs depends mainly on
the quality of the previous steps as well as on the consistent
monitoring and evaluation of individual educational activities. It
is also important that educational activities are properly
communicated to trained people, with the aim to motivate them
and encourage their expectations of participation in education. A
key factor of success is that employees understand that educational activities are not just a "gift" or a chance to relax from
work but a part of working in an organization that is done with
clear goals and expected changes in the behavior and performance of workers and the whole organizations. This is
particularly important in the conditions of Slovak organizations,
where many employees (especially those born earlier) have
experienced an era of company training that belonged rather
under the above mentioned description. At the same time,
however, it is necessary to communicate clearly to the workers
that the acquired knowledge and skills can and should also
serve their overall personal development and future growth,
whether within or outside the organization.
The process of education evaluation. The evaluation process
is classically defined as “any attempt to obtain information
(feedback) on the effects of a particular educational program
and to estimate the value of such education in the light of this
information”. Evaluation should be an integral part of the
education system and its base should be defined at the planning
stage, in the form of determining measurable success criteria. It
is advisable to approach the evaluation of education in a
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comprehensive way and to examine all levels of evaluation. In
case that education failed to achieve the planned goals, it is
necessary to identify the sources of this failure and to take
corrective action in planning future educational activities and/or
to ensure more effective application of the knowledge or skills
acquired in practice.

1.3. Process approach and process maps

The core of the procedural approach to management is
based on the fact that its main object of management is the
process, which is also its basic building element. This process is
described, defined, structured, and secured by the necessary
resources and inputs. At the same time, it is implemented for a
specific customer and has a uniquely designed owner. The
mission of each process is then to provide the necessary product or service to the defined customer. Within the process,
products and services are created, with an emphasis on precise
customer requirements, defined rules and limitations. For each
process, certain inputs and resources required and consequently used by the process are allocated to it. Based on such
a management approach, it is possible to flexibly respond to
changing customer requirements. The process is therefore
understood as the basic building block of process approach
(Řepa, 2005).
In any commercial or non-commercial organization, there is
a wide variety of different processes that differ from one another
in terms of relevance, structure, content, duration of existence,
frequency of repetition, and so on. Most often, the literature
describes process divisions according to the importance and
purpose of the process. According to this criterion, we divide the
processes into managerial, key and supportive ones. This
division allows us to perceive already mentioned added value of
individual processes for both external and internal customers in
a direct relationship with the organization's mission. Management (cross-sectional, managerial) processes enhance integrity,
ensure the development and operation of the organization, and
allow the smooth operation of other processes. The second type
is the so-called key processes that directly ensure the fulfillment
of the organization's existence. These perform the primary
function of the organization, which gives meaning the the
organization. This type of processes is a combination of virtually
all forms of activities, going through the whole organization and
characterized by a high particularity for each type of organization (Grasseová et al., 2008).
An important element for better understanding and significant processes improvement is process mapping. Process
mapping is a proven analytical and communication tool designed to optimize current processes and to introduce a new
process-oriented business structure. It is a suitable process
management tool that can be used to better understand current
business processes and to abolish or simplify those processes
that require a change (Fiala & Ministr, 2003).
Process mapping is a description of internal organizational
processes or business interactions with an external environment
in the form of a process map. Process mapping enables
managers to identify processes within the organization and provides a very simplified, schematic view of the flow of activities,
documents, information, or goods within the organization. It is
the basis for further optimization in the company, it often reveals
unnecessary process repetition when one activity is performed
at several locations in the company, or data collection when the
company verifies the same data several times. It can reveal the
greatest delays in the process and help the consultant to focus
on them. Often the organizational units are following their own
piece of the process, but they forget about the end – to – end
view perceived by the customer (citizen). The benefits of process mapping can not be expressed as so – hard targets –
precisely quantifiable goals: finding space to shorten cycles by x
hours / days, identifying cost savings, identifying revenue growth
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opportunities, or cashflow optimization. Interaction of processes
as the next process control step results in the interconnection of
the identified processes into the logical network, where the
output from one process is the input to another process. The
interactivity of processes is aimed at making them more coordinated and flowing. The result is the creation of a process
map, which is a graphical representation of the so- workflow, ie
flow of activities, processes, subprocesses – activities. At the
same time, such a map demonstrates the possible shortcomings, respectively. duplication in managing existing processes.

2. Research and methodology

The paper presents a model of the process of employees
education in large and medium-sized companies. The aim of the
paper is to design a model for the process of employees
education in companies as a tool for optimizing business processes. The BPC model (Business Process Model), which is a part
of Microsoft Visio Professional 2016, was used to design the
optimization of the employees education process. In order to
create the model of the selected process, it was necessary to
define key processes concerning employees education. Defining the key areas below was based on the theoretical and
practical experience encountered by managers responsible for
the management of education in organizations, especially of
profitable, i.e. business environment. In this paper the process
analysis was used, which is one of the most important analytical
process management techniques. It can be used at any time
when it is necessary to identify or describe the flow of work, to
improve the performance, efficiency, economy and profit of the
company. Process analysis is the starting point for further
optimization or reengineering. Typical examples of process analysis utilization are:

 Creating a description of processes designed to define
internal regulations in a company. Analysis and description of the company processes for the preparation of
workload and work contents;
 Description of processes important to customers or business partners;
 Process description as a basis for introducing new systems, applications of the company information system. It
is used as the basis for entering company applications
where process support is being implemented.

Process analysis helps identify individual processes, describe and then visualize them, create interrelationships between
the individual processes of the organization. The analysis provides a detailed and insightful overview of business processes
and highlights shortcomings or problems in the performance of
business activities. Typical process analysis outputs are process
models or a global process map in an organization. Outputs can
be graphical, they are process models, but they can also have a
form of word or otherwise structured description of processes.
The submitted paper is based on the research carried out on
a sample of 63 companies operating in the Slovak Republic.
Research has defined a sample that has been selected on the
basis of the following criteria: company size; the legal form of the
company; the capital structure of the company and the sector in
which the company carries out its business activities. From the
above defined criteria the research focused on the following
types of business: medium-sized companies; limited liability
companies; without foreign capital, the branch of industry –
processing industry. The purpose of the criteria for the selection
of the sample was to focus attention on those business entities
that are typical for the conditions of the Slovak Republic,
business size; the most common legal form and industry. At the
same time, it was assumed that the exclusion of the foreign
owner as well as the investor would not affect the performance
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and management methods in the analyzed companies. Among
other things, the research was focused on the analysis of the
individual activities that the surveyed companies implement in
providing their employees with education. For the purposes of
this paper, only the data and information obtained by questionnaire survey that directly influence the creation of the Company
Employees Education model were selected.

3. Results

Map of the education process for company employees. For
the purposes of creating a process map, the key sub-processes
of the employees education management process have been
defined, which have become a part of the detailed analysis of
the companies surveyed. Table 1 shows the key sub-processes
of the management of employees education in medium-sized
companies in the Slovak Republic.
INPUTS

Organization goals
Number of staff
Know-how inventory
Indicators of organizational culture
Changes in the control system
Management requirements
Customer survey
Job description
Working and operating standards
Work performance
Labour legislation
Education goal
Potential education objects
Possible education contents
Available education subjects
Methods of education
Methods of results evaluation
Processed content of education
The chosen method, working methods and means,
form of education
Number of lecturers
Requirements for selecting learners
Education budget
Educational assessment forms
Achieved education objectives
The legal framework of education
Financing education
Choice of educational institution
Pedagogical skills of lecturers
Content of training and meeting educational needs
Quality of relationship

Process name Subprocess name
Management of education needs identification
Management
Management of education planning
of employees
Administration of education implementation
education
Management of the assessment of the effectiveness
of education

Table 1. Key Sub-Processes of the Employee Training
Management Process
Source: own processing

Based on the analysis, the identification of the key
subprocesses of the employees education process, the inputs
and outputs of each subprocess were identified. This approach
has become the basis for modeling the process map as a
visualization tool as well as for optimizing the management
process of the company's education. Table 2 clearly lists inputs
and outputs that are part of the individual subprocesses of the
education process.

Name of subprocesses

Management of identifying
education needs

Management of education
planning

Management of education
implementation

Management of education
efficiency assessment

OUTPUTS

Organizational analysis
Analysis of work
Personnel analysis
Questionnaires
Employees attitude survey
Work diary
Work tasks
Education time schedule
Content of education
Target group
Tutoring expertise
Methods of education
Place of education
Methodology of education evaluation
Background material for education
Didactic and computer technology
Lectures
Presentations
Case studies
Questionnaires
Tests
Final evaluation of education
Expenditure on education

Document
News
Legislation
Regulations
Capacity calculations
Financial recovery
Suggestions for new methods of work performance
Growth of labour productivity
Self-reliance
Communication
Language skills
Social competencies
Self-development

Table 2. Inputs and outputs of individual sub-processes in the education process
Source: own processing
The above-mentioned inputs and outputs of subprocesses of
the process of management of employees education in the
company, which resulted from the analysis of the individual
activities of the studied sample, became the basis for the
creation of a process map. The Microsoft Visio Professional
2016 software has been used to model the process map. This
software simply cooperates on process design and uses
embedded templates that meet industry standards (BPM, EPC,
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Six Sigma, etc.). At the same time, it uses the benefits of better
reporting and compliance by sharing process models in a
browser within an organization. This software designs
processes with built-in templates and standard record based on
your choice, whether it is BPMN 2.0 (Business Process Model
and Notation) or EPC (Event-Handled Process Chain). Visio
Professional 2016 uses preconfigured authentication policies
which check models due to the best procedures with the aim to
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Figure 1. The Global Model of Employee Training Management Process
Source: own processing
increase model accuracy. This is a relatively simple software
also for modeling and optimizing processes that works standardly under Microsoft Office 365.
The article was prepared upon support of a research project:
VEGA č. 1/0302/18 Smart cities as a possibility to implementation the concept of sustainable urban development in the
Slovak Republic.

4. Conclusion

Process map is a tool that facilitates management and
decision making. It also allows to monitor closely all processes
and responsibilities in a company. In creating processes, a company's division of its components is formed, which is necessary
to consider in detail. An indispensable part of the process map
is its graphic processing. Since the process maps brings crucial
contribution, it is important to use the map not only as a source
of information, but also as a tool for optimizing the performance
of education. Detailed analysis of partial processes inputs often
reveals repetitions of activities that are subsequently optimized
by either their complete removal or linking. This means that
some identified inputs become a part of multiple subprocesses.
This optimizes the performance and reduces the overall costs of
implementing the education management process of the organization. On the same principle, optimization of outputs works.
The most common benefits of management within the management of the education process, including the use of process
maps, are:

 Cutting the costs concerning process performance by
combining the same activities needed to perform partial
processes;

QUALITY

Access to Success

Vol. 20, No. 171/ August 2019

 Optimizing the work performance of the employees who
are directly responsible for the preparation, management
and evaluation of the education itself;
 Optimizing the actual performance of education that
takes place within or outside the organization;
 Optimizing the time needed to prepare and carry out
educational activities in an organization;
 Improving the quality of the education process and the
quality of knowledge acquired by the graduate in the
education process.

It is necessary to be aware that process modeling is an
important platform for the implementation and effective functioning of process management. A complex identification of the
management, key and support processes taking place in the
companies of the Slovak Republic becomes necessary. The
above mentioned benefits can easily be described through a
magical triangle that identifies the basic three vertices, and
these are: Quality, time and cost. Managerial decision-making
should therefore lead to the provision of a quality education
system where the resulting learning effect can be measured
both in the process and in the output of the main processes in
the organization. The efficiency of the output of the main process is given by the economy and efficiency, i.e. by minimizing
input costs to assure the desired output in a reasonable time.
The main reason for an active examination of the level and
quality of the process management is in particular the growing
demands of clients and the pressure to achieve the efficiency
and economy of the company. Quality is simply characterized as
rate of fulfilment of requirements of concerned parties (Madzík,
2017). Effective process management is a key tool for continuously improving the functioning of organizations. It removes
inefficient and redundant activities, improves awareness of
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existing processes, and clarity about responsibility for them. It
also has a strong motivational character as employees are
responsible for the outcome of the process as a whole. It
removes barriers to information on the basis of which the
organization responds flexibly to the requirements of its clients.
Last but not least, a significant benefit is achieved in terms of
time, staff, information and financial costs. The introduction and
subsequent improvement of procedural management in the
environment of Slovak companies has an unexpected benefit.
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Abstract

Manufacturing firms in India prefer the Milk Run concept in logistics to procure raw materials and other parts for their
production and assembly lines. This study conducted in a German automotive component manufacturer in India
proves that through milk run logistics parts procurement can be controlled. A milk run logistics system comprises of
round trips through which either the goods collected from several suppliers are transported to an individual customer
or the goods collected from a distinct supplier are delivered to a diverse group of customers. Through participant
observation and value stream mapping, an attempt is made to map, assess and evaluate the present routes of milk
run trucks. The study also attempts to identify probable opportunities for re-routing in such a manner to minimise the
procurement cost of the raw materials. Hence the number of trucks used for transportation of goods can be reduced
which in turn would reduce the operating cost by saving fuel and time. This study contributes to increasing the
company’s profit margin by reducing the production cost.
Keywords: cost optimisation; milk run logistics; transportation; value stream mapping.

1. Introduction

Logistics deals with planning and control of flow of materials
in organizations. It ensures that the right materials reach the
right place at the right time, while optimizing a given performance measure (e.g. minimizing total operating costs) and
satisfying a given set of constraints (e.g. a budget constraint).
Logistics is that portion of supply chain management that encompasses distribution, transportation and inventory management
(Stollmann., 2013). The simplified description of the supply
chain management functions include – plan, buy, make, store,
move, sell and return, logistics encompasses the “store” and
“move” functions.
Milk Run logistics is a generic name of a procurement
method that uses routing, to consolidate goods by the buyer. It
is a method to collect goods in which the user (i.e., the assembly
manufacturer) despatches a truck at a specified time period to
visit various suppliers (i.e., the parts supplier) following a
predefined route to collect parts or products, and deliver them to
the factory as shown in figure 1.
Milk run logistics derives its name from the dairy industry.
The concept of milk run logistics is prevalent all over the world.
It is predominant in the automobile industry due to the
globalization and growth in automotive sector. Milk run logistics
is effectively used in consumer electronic and electromechanical industries as well. Milk run logistics reduce the
distance travelled and the number of trucks in operation. It
proves to be an efficient way to control the emission from the
trucks. Hence, milk run logistics is promoted from the

QUALITY

Access to Success

Vol. 20, No. 171/ August 2019

perspective of environmental policy. Some of the advantages of
milk run logistics include combining similar demands during
production planning, standardized containers and returnable
bins to increase the transit efficiency, reduction of overall
operating cost etc., Milk run logistics helps to establish a good
liaison between manufacturer, suppliers and third party logistics
service provider.

Figure 1. Milk Run Operation
(Source: Brar, G.S., 2011)

2. Literature Review

Milk run covers a transportation network where all inbound
and outbound goods of several stations are ferried by one
truck that runs to all these stations according to a predefined
schedule. This transportation concept is economical when the
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inbound and outbound volume of each single station is essentially smaller than a truckload. The milk run concept is frequently
applied in internal plant logistics to transport raw materials, work
in progress, finished goods and waste between manufacturing,
assembly stations and warehouses of the plant (Baudin, 2005).
Milk run logistics decreases fuel consumed, distance travelled, and the operating costs. The manufacturer can have full
control on the part procurement by implementing the milk run
logistics despite dense traffic conditions (Brar and Saini, 2011).
It is indicated that the milk run logistics increases efficiency
when the production scale of auto assembly factories is relatively small, in the range of several tens of thousands (Nojiri,
2005). With the introduction of this logistics concept, a 20%
decrease in number of transportation trips, a 30% reduction in
integrated logistics costs, and a 10% increase in resource
utilization has been achieved (Xu, 2003). Developing a system
to optimise vehicle routing by verifying the shipment quantity
with the suppliers prior to collection over telephone or any other
means, Ricoh Express implemented and operated the milk run
system effectively. This milk run operation increased the lading
efficiency by an approximate 216% (Brar and Saini, 2011).
Ozaydin, (2009) observed that optimised milk runs economized
roughly one-fourth of the energy utilisation and transport costs.
A study on a metropolitan area for preparing the policy
guidelines for rationalizing of freight traffic has shown that by
milk run logistics method the number of incoming trucks reduced
and eliminated their waiting time. This reduced total transportation costs to 37% and also a reduction in lead time (Rossini
and Preti, 2006). A self-dependent group fully focussed on
reduction of carbon dioxide emissions, deployed “The Milk Run”
in Spain. It involved direct collection of orders from suppliers and
delivering the same to warehouses. The milk runs sped up
customer service while optimising transport costs. Stock rotation
improvement by 10% through rigorous management was also
the result of milk run (Valeo, 2009). By introducing the milk run
route network in place of the clustered route network, the
number of transports has been considerably reduced, leading to
a reduction in transport costs (Michael and Claudia, 2009).
Zhang X et al., (2016) created a virtual automobile factory to
optimise the delivery route and increase the vehicle loading rate.
Considering the location of the picking points, transport frequency and the loading capacity of each vehicle, tabu search
algorithm has been applied to the milk-run mode to help develop
a better delivery route for the logistic company. A genetic algorithm is proposed to solve the vehicle routing with simultaneous
pickup and delivery within time frame problem related to the
milk-run concept. The algorithm is applied with the help of
Matlab that resulted in significant reduction in overall cost, time
and distance by implementing the milk-run material supply
system. The overall supply chain cost has minimized by 18.07%
per day by implementing the milk-run system in transportation
network instead of direct shipment. Hence implementation of the
milk-run supply system can compress cycle time, minimize distance, decrease total cost, reduce carbon emission, increase
vehicle utilization and improve profitability of the industry (Patel
et al., 2017). It is necessary to design an optimal route with an
aim to optimise the transportation of the materials in the
production line between the units of the factory. An optimal route
for the in-plant milk run in a furniture factory was arrived at by a
mathematical model that consisted of notations, objective
function and constraints. In the study, the optimal route resulted
in minimum distance and minimum time (Baran E., 2017).
Vig et al., (2013) in an attempt to minimise the cost of milk
runs in a construction equipment manufacturing firm developed
a system that was mathematically modelled to minimise the total
time to fit requisite number of trips into minimum possible number of trucks. Through this mathematical approach, it has been
concluded that milk run costs can be reduced by 12.9%. Sadjadi
et al., (2009) worked on a mixed integer model exclusive for
auto industry to minimize logistics cost. With an objective to
minimise the total material handling and inventory holding cost,
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route design for a milk run material supply system was
developed through a mathematical model. In another study a
comparison of operating cost of the conventional supply system
and the milk run system was made and it was proved that the
operating cost of the milk run system is 12.7% economical than
the conventional supply system (Patel and Patel, 2013).
Studying conditions pertaining to truck deliveries, it was
estimated that retail stores in Japan were in receipt of approximately 46,000 deliveries, on a single day. The numbers of
trucks were reduced with the introduction of a designated
delivery agent system consolidating goods from many vendors
and delivering them to a store instead of receiving separate
deliveries from each vendor. The number of deliveries could be
reduced by 5.87% (Akiyama and Yano, 2010). The Konica
Minolta distribution system is shown in Fig 2. Konica Minolta
was adopting direct shipping for all distributions, using separate
vehicles for all its suppliers with separate route. With problems
of rising carbon dioxide emissions from its distribution activities,
the milk run logistics method was deployed for cargo collections
and despatches. By shortening the truck’s total driving distance,
milk runs contributed in the reduction of carbon dioxide emissions (Konica Minolta, 2015).

Figure 2. Konica Minolta Distribution System
(Source: Brar, G.S., 2011)
In a study conducted in India by Prabhu et al., (2008) on
truck transportation, value stream mapping approach was used,
to identify wasteful activities and to improve the flow of truck
transportation followed by quantification with the process ratio. It
is concluded, by improving the logistics operations, the milk run
process ratio can be improved by a maximum of 20%. It is
explained that adopting lean manufacturing techniques helps
improve the flow in truck transportation (Prabhu, et al., 2007).
Nemoto et al., (2010) studied the case of an automobile manufacturer in Japan and concluded that milk run logistics is the
preferred method to procure parts. They identified significant
areas to reduce the non-value added activities, minimising the
number of trucks and its operating cost. Automotive companies
in Brazil adopt the milk run strategy to minimize the transportation and inventory costs in managing their supply chain. Results
have indicated that the milk run system is less expensive than
the conventional system (Moura and Botter, 2016).

3. Overview of the manufacturer in this study

This particular automotive component manufacturing firm
produces automotive components in India. The company sells
its products to automotive manufacturers, both in India as well
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as to the global market. About 60% of the production is sold to
customers locally and the remaining is exported to global
customers. The company sells its product, locally, at a Maximum
Retail Price (MRP) of 79 INR (1 USD is equal to 68.90 INR)
each. The cost of producing one unit of such product is 58 INR.
The summary of the costs incurred to produce one unit is as
shown in table 1.
Description

Cost

Manpower costs

13 INR

Raw Material costs

25 INR

Factory overheads

Selling & Distribution costs
Other costs
Profit

6 INR
4 INR

10 INR

Table 1. Summary
of the costs
(Source: Author)

11 INR

Total

69 INR

On a careful analysis of all the costs incurred, certain costs
such as factory overheads, selling & distribution costs and other
costs had opportunities for reasonable cost optimisation. Of
them, the management decided on streamlining the logistics
that comes under selling & distribution costs as it remained primitive and needed substantial attention. The expense for the
logistics operation is at a monthly average of 8,26,327 INR.

4. Problem Definition

The logistics activities were being carried out and monitored
as per implementation and monitoring procedure framed three
years ago. During these three years, the business requirements
have changed mainly due to increase in demand, continuous
process improvement activities in the plant, and changes in the
scale of production. However, the methodology adopted for
logistics remained primitive which increased logistics costs and
the time consumed to procure materials to the plant. Additional
trucks (or equivalent additional trips) were deployed to cater to
the increased requirements which resulted in trucks running less
than full capacity. Further, due to the untimely operation of logistics, there was inadequate coordination between the logistics
department and purchase quality department. There was considerable delay in making the materials available for production in
the assembly lines which resulted in inefficiency to meet the
daily production target. These critical issues were to be identified and addressed, thereby streamlining the logistics activities
to meet the present requirements.
The problems identified were:
 Highly unorganised and untimely operation of milk run;
 High operating cost;
 More number of trucks running and difficulty in administering and monitoring;
 Many non-value added activities.
Hence the objectives of this research are:

 To understand the milk runs and associated problems to
obtain a holistic view of how a milk run schedule should
be planned, implemented, operated, and monitored;
 To minimise operating cost;
 To minimise the number of trucks in operation;
 To improve the operating efficiency by identifying and
eliminating non-value added activities.

5. Logistics activities of the manufacturer

The logistics department defines window timings for the
suppliers. Each truck’s schedule and activity is well-defined. As
per the contract agreement between suppliers and manufac-
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turer, the suppliers are expected to adhere to the scheduled
window timings. There are over 50 different suppliers supplying
over 10 different components. Of them, about 42 suppliers are
from within the country. Among the 42 local suppliers, 36 are
located within a radius of 200 kilometres (124.27 miles) from the
manufacturing plant. Out of these 36 suppliers, 28 supply materials on a daily basis and the trucks are in service every production day. The supplies are brought in using the milk run method.

5.1. Procurement and Distribution

The raw materials procured from suppliers are brought in via
the milk run, and stored in the warehouse of the manufacturing
plant. These raw materials are subject to quality tests by the
purchase quality department. Upon meeting the quality standards, the raw materials are then sub-contracted to other job
work vendors. These distributions of raw materials are again
done via the milk run operation. The raw materials that do not
meet the quality standards are stored in the quarantine area,
and respective suppliers are called for an explanation, after
which the purchase quality department decides either to reject
the quantity or accept the quantity subject to re-work.

5.2. The Method of Bill-to, Ship-to

Upon meticulous quality checks by the purchase quality
department, certain suppliers and their supplies are identified as
regularly meeting the set quality standards. These part numbers
are given a tag of Ship-To-Line (STL). Further, these STL part
numbers are procured on a daily basis by the milk run, but are
not unloaded to be stored in the warehouse. With supplies &
invoices, the truck arrives at the manufacturing plant for a
sample verification of the STL part numbers procured. The
invoices are tagged with a Goods Receipt Note (GRN) number.
Documents for despatch of STL part numbers as procured are
prepared and handed to the truck driver for delivery to vendors.
With this activity, multiple handling of materials can be avoided
or minimized, reducing the logistics lead time, saving a considerable amount of inventory space and holding costs.

6. Methodology

The methodology, being an essential component of the project, acted as a starting point and is a result of a strategy that
included participant observation and Value Stream Mapping
(VSM). Participant observation and Value Stream Mapping are
chosen because the former is a distinctive method in which the
researcher approaches the participants in their own environment rather than having the participants come to the researcher
(Mack et al., 2005), while the latter is defined as a tool
commonly used in lean continuous improvement programs to
understand and improve the material and information flow within
an organisation. These methods are described in brief in the
following sections.

6.1. Participant Observation

Participant observation is a qualitative method with roots in
traditional ethnographic research. Qualitative researchers
accomplish the learning of multiple perspectives within a community through observation alone or by both observing and
participating, to varying degrees, in daily activities of the
community under study. Participant observation always takes
place in community settings, in locations believed to have some
relevance to the research questions. Generally, the researcher
engaged in participant observation tries to learn what life is like
for an “insider” while remaining, invariably and inevitably, an
“outsider.” The basic difference between the two roles is selfevident. In participating, a researcher takes part in the activity
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while also documenting the observations. In observing, a
researcher remains an “outsider” and simply observes to document the event or the behaviour being studied. Several
interactions were done during the research tenure, in order to
acquire relevant knowledge that already existed within the
company.

6.2. Value Stream Mapping

VSM is a method that facilitates an understanding and
visualizing the flow of material and information through the value
stream (Rother and Shook, 2003). It is often referred to as a lean
tool, with the purpose of reducing wastes. It is performed by
following the path of a product through the production system,
giving every process a visual representation. To be precise,
VSM is the process of mapping the material and information
flows required to coordinate the activities performed by manufacturers, suppliers and distributors to deliver products and
services to customers [Sundar et al., 2014].
Value Stream Mapping is generally a two-step approach: a
Current State mapping and a Future State mapping. These
maps are diagrams created using various symbols, shapes and
arrows that help depict a process. In Current State mapping, a
flow diagram is created to understand how the actual or the
present process operates. This gives a clear picture of various
factors like value added activities, non-value added activities,
cycle time and changeover time for a particular product. The
Current State Map often helps identify bottleneck activities and
finding opportunities for implementing various lean techniques
for improvement. In Future State mapping, a flow diagram is
created by eliminating non-value added activities that cause
bottlenecks. This Future State map is put into implementation as
a process improvement to witness an improvement from the
Current State. The Future State map often represents a significant change in comparison to the Current State. Thus, VSM
helps in developing a step by step implementation strategy to
make the future state a reality. To summarize, Value stream

mapping is a lean tool that employs a flow diagram documenting
in high detail every step of a process. Many lean practitioners
see value stream mapping as the fundamental tool to identify
waste, reduce process cycle times, and implement process
improvement.

6.3. Scope of Scrutiny

Certain suppliers were categorized based on their material
supplies, proximity and were paired accordingly considering the
fact that all these supplies can be picked up in one milk run itself.
These milk run truck routes have been planned carefully. The
constraint in the routing of these milk run trucks is that neither
can the pairing of these suppliers be abruptly changed, nor the
window timings. Since this research study does not include
altering the logistics activities to a greater extent than necessary,
certain milk run truck routes were exempted from the research
scope of re-routing for the time-being considering that they can
be included within the scope at a later point in time when the
need arises. The current state value stream map is developed
by capturing the present activities, methods followed, identifying
bottlenecks in overall operation and time taken for each activity.
The time taken by the trucks to run the complete programmed
route of collection of parts and the average time windows to
collect at each supplier is described using value stream maps.
To reiterate, the scope of this research study is limited only
to truck routes that needed the most attention for process
improvement and altering the logistics activities to a great extent
was not necessary. Thus, the current state and future state
value stream maps of only the milk run truck routes that needed
the most attention are developed. To begin with, milk runs to one
industrial area were taken into consideration under which 6
suppliers and 3 milk run trucks were to be scrutinized. For ease
of understanding, trucks have been named as T1, T2 etc. The
expenses incurred in operating the milk runs to this industrial
area was at a monthly average of 96,330 INR (xxx GBP or xxx
USD), depicted graphically in figure 3.

Figure 3. Figure
showing the
average monthly
expense incurred
in operating milk
runs to the
industrial area
and number of
trips
(Source: Author)
6.3.1. The Current Value Stream

Milk run to one industrial area was taken into consideration.
The complete programmed route of the milk run to this industrial
area is approximately 35 kilometres (21.74 miles) running to 5
suppliers and the entire route was scheduled to be completed in
5 hours. This route witnesses one of the densest traffic during
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peak hours. However, during non-peak hours, the traffic flow is
pretty smooth. In this milk run route, it was observed that a total
of three trucks T1, T2 and T3 were running in an unorganized
manner despite a well-defined schedule for each of the three
trucks. The milk run schedule of trucks T1 and T2 is as shown
in table 2 and its corresponding current state value stream map
in figure 4. The total run time for each truck was 610 minutes out
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of which 210 minutes recorded as the value added time. There
was inadequate coordination between the three trucks with
respect to raw material collection from raw material suppliers
and exchange of work-in-progress material from vendors. This
unorganised milk run also caused an average delay of 40 minutes to 60 minutes (9.83% of the total time) from the defined
window timings. These trucks were running based on request
from the vendor and would return to manufacturing plant with
semi-processed material instead of delivering the said material
Milk Run to the Industrial Area

to the next vendor. This was due to absence of coordination
between vendors’ and manufacturer’s production plans. Further,
the storage location at the manufacturer’s plant was also being
utilized without any planned process for the material. Later,
another exclusive milk run was arranged to pick-up materials
from the manufacturer and deliver to the next relevant vendor.
This increased the total trips for the same activity by a monthly
average of 28 (in percentage terms, 54%).

Location

Timings

Activity

Vendor 11

08:30 - 09:15

Deliver: Semi-processed parts, Empty bins
Collect: Semi-finished parts, Empty bins

Manufacturing Plant/LOG

07:00 - 08:00

Vendor 13

10:00 - 10:30

Vendor 2

11:00 - 11:45

Vendor 12

12:30 - 13:30

Vendor 3

14:00 - 14:40

Manufacturing Plant/LOG

15:00 - 16:00

Collect: Semi-processed parts, Empty bins

Deliver: Semi-processed parts, Empty bins
Collect: Semi-finished parts, Empty bins
Deliver: Empty bins
Collect: Raw materials

Deliver: Semi-processed parts, Empty bins
Collect: Semi-finished parts, Empty bins
Deliver: Empty bins
Collect: Raw materials

Deliver: Raw materials, Semi-finished parts, Empty bins

Table 2. Current Milk Run schedule to the Industrial Area
(Source: Author)

Figure 4. Current Value Stream Map of the Milk Run to the Industrial Area
6.3.2. The Future Value Stream

The changes suggested in order to improve the milk run is
as described: a) Of the 3 trucks, one truck that was running to
two industrial areas is eliminated from milk run operation to the
industrial area under this scrutiny. It is directed to run exclusively
to its designated industrial area; b) Two trucks T1 and T2 that
were running to the industrial area is directed to run as earlier.
However, the truck T1 is directed to run as per the concept
explained in section 5.2. Raw material suppliers were informed
about the change in procurement and despatch of materials
thereby asked to strictly adhere to the revised window timings to
ensure there is no delay loading the truck with supplies; else
they will have to ensure the materials reach the manufacturing
plant on-time at their expense. The milk run schedule of truck T1
is as shown in table 3 and its corresponding value stream map
is as shown in figure 5. Table 4 summarises the difference
between the current and future value stream in terms of average
monthly cost and average number of trips. The total run time of
the truck is brought down from 610 minutes (value added time
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of 210 minutes) to 530 minutes (value added time of 215
minutes). Delay from an average of 40 minutes to 60 minutes
(9.83% of total time) was reduced to an average of 10 minutes
to 20 minutes (3.77% of total time). The truck T2 is directed to
run to the same suppliers as truck T1 but to only exchange the
semi-finished goods. Vendors, likewise, were informed to strictly
adhere to the window timings to ensure there is no delay in
exchange of materials; else they will have to ensure the
materials reach the manufacturing plant on-time at their
expense. The milk run schedule of truck T2 is as shown in table
5 and its corresponding value stream map is as shown in figure
6. Table 6 summarises the difference between the current and
future value stream in terms of average monthly cost and
average number of trips. The total run time of the truck is
reduced from 610 minutes (value added time of 210 minutes) to
450 minutes (value added time of 160 minutes). Delay from an
average of 40 minutes to 60 minutes (9.83% of total time) was
reduced to an average of 10 minutes to 20 minutes (4.44% of
total time). This coordinated activity simplified the raw material
procurement and distributing for processing.
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Milk Run to the Industrial Area
Location

Timings

Activity

Vendor 3

10:00 - 10:55

Manufacturing Plant/LOG

11:30 - 12:30

Deliver: Empty bins
Collect: Raw materials

Vendor 11

13:10 - 13:30

Vendor 12

13:50 - 14:20

Vendor 10

14:50 - 15:30

Vendor 13

16:10 - 16:40

Vendor 2

09:00 - 09:55

Manufacturing Plant/LOG

17:20 - 18:00

Deliver: Empty bins
Collect: Raw materials
Deliver: Invoices for GRN
Collect: Raw material despatch documents
Deliver: Raw materials
Collect: Empty bins
Deliver: Raw materials
Collect: Empty bins
Deliver: Raw materials
Collect: Empty bins
Deliver: Raw materials
Collect: Empty bins

Collect: Documents for empty bins

Table 3. Revised Milk Run schedule to the Industrial Area
(Source: Author)

Figure 5. Future Value Stream Map of the Milk Run to the Industrial Area
Milk Run to the Industrial Area

Description

Current
Value
Stream

Future Value
Difference
Stream

Average
54,540 INR 34,560 INR
monthly cost
Average
number of
trips* per
month

40

26

(Note: 1 USD = 68.90 INR)
*Rounded to nearest whole number

19,980
14

Table 4. Summary of Truck T1
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Location

Timings

Vendor 10

Deliver: Raw materials, semi-processed parts,
10:40 - 12:00 Empty bins
Collect: Semi-finished parts, Empty bins

Manufacturing Plant/LOG 09:00 - 10:00

Vendor 12
Vendor 11
Vendor 13

Activity

Collect: Raw materials, semi-processed parts,
Empty bins

Deliver: Raw materials, semi-processed parts,
12:20 - 13:00 Empty bins
Collect: Semi-finished parts, Empty bins
Deliver: Raw materials, semi-processed parts,
13:20 - 13:50 Empty bins
Collect: Semi-finished parts, Empty bins
Deliver: Raw materials, semi-processed parts,
14:30 - 15:20 Empty bins
Collect: Semi-finished parts, Empty bins

Manufacturing Plant/LOG 16:00 - 16:50 Deliver: Semi-finished parts, Empty bins

Table 5. Revised Milk Run schedule to the Industrial Area
(Source: Author)
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Figure 6. Future Value Stream Map of the Milk Run to the Industrial Area

Description

Current Value
Stream

Future Value
Stream

Difference

Average number of
trips* per month

40

26

14

Average monthly cost

41,790 INR

26,880 INR

(Note: 1 USD = 68.90 INR)
Table 6. Summary of Truck T2

14,910 INR

7. Results

In logistics, transportation is the main value added activity,
while all other pre-requisite activities are identified as the nonvalue added activities. The process ratio is the ratio of the value
added time to the total time (Prabhu et al., 2008). The process
ratio of the current value stream of truck T1 and T2 was 34.42%
each. Distinctly, an improvement of 6.14% and 1.13% is
observed for the two trucks. Put together, an improvement of
3.63% is observed since two trucks are in operation to the
industrial area. The number of trips has been significantly reduced as the milk runs are better coordinated and streamlined
in the future value stream.
Process Ratio

Current
Truck
Future Value
Value
No.
Stream
Stream

Improved
Remarks
by

T2

1.13%

T1

34.42% 40.56%
34.42% 35.55%

6.14%

Average Improvement by 3.63%

Reduced number of trips
Reduced number of trips

Table 7. Tabulation showing improvements in the process ratio
The table 8 shows the expenses and savings in terms of
Indian Rupees (INR) and its equivalent value in Great British
Pound (GBP) and United States Dollars (USD). The cost of
operating the milk run to the industrial area that needed the most
attention due to the unorganised run was brought down from an
average monthly expense of 96,330 INR (xx GBP or xx USD) to
61,440 INR (xx GBP or xx USD) resulting in average monthly
savings of 34,890 INR (xx GBP or xx USD) implementing the
future value stream for a five-month period. In percentage terms,
the operating cost of logistics has been reduced by an average
of 36.21%. The graphical illustrations of the summary are
provided in figure 7. On the whole, the company’s expense for
the logistics operation is brought down to a monthly average of
6,49,300 INR from a monthly average of 8,26,327 INR.
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Summary of Expenses, Savings and Number of Trips
Amount
Description
Indian
Great British
United States
Rupees (INR) Pounds* (GBP) Dollars* (USD)
Average Monthly
Expense from Jan
– Oct 2017

96,330

Average number of
trips per month
80
from
Jan – Oct 2017
Average Monthly
Expense from Nov 61,440
2017 onwards
Average number of
trips from Nov 2017 51
onwards
Average Monthly
Savings from Nov
2017
Average monthly
reduction in
number of trips
from Nov 2017
Average Monthly
Percentage
Savings

34,890

1093.25

1397.46

697.10

891.31

396,86

506.15
29

36.21%

*1 USD equals 68.93 INR

Table 8. Summary of Expenses, Savings and Number of Trips

8. Conclusion

Logistics is an integral part of any manufacturing firm and
improvement in the same makes the organisation effective.
Transportation costs are often double the expense of warehousing and inventory carrying costs cannot be neglected.
Thus, every rupee saved in transportation costs goes to the
bottom line. It is highly recommended that corporations pay
more attention to streamline the logistics in order to reduce the
manufacturing costs. Milk Run is a periodic method operated
either within the manufacturing plant or from various industrial
areas to procure parts. The activities of this method have been
carefully revised, implemented, operated, and monitored to
improve the overall operating process, thereby minimising the
distance travelled and the number of trucks. The Milk Run
logistics requires proper planning and management. Specific to
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Figure 7. Figure showing the reduction in average monthly expense incurred in operating milk run to the industrial area
and significant reduction in number of trips
this research study, the paper discussed the logistics operations
of a automotive component manufacturer in India focussing on
the external milk runs. The manufacturer has improved the milk
run operation to synchronise the procurement activities with that
of the production activities through participant observation and
value stream mapping. The milk runs are better organised and
operated on a timely basis. The operating cost and operating
time has been optimised. The number of trucks in operation (or
the number of trips as equivalent) has been reduced, thereby
ensuring ease of administering and monitoring. The non-value
added activities has been identified and reduced.

9. Limitations and Future Scope

The study limits itself to a particular firm but the concept can
be extended to other industries as well. In future, comparison of
Milk run logistics with other lean supply chain management
systems could be studied. The study is being extended by
introducing a mathematical model to bring down logistics costs.
The successful implementation of milk run logistics has
motivated the company to study the logistics in other production
areas located in various parts of the country.
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Abstract

This paper provides an insight relating with ethical products and the responsible consumption. Continuous improvement in product delivery is a goal that all organizations must pursue to reach the sustainability. Finding the variables
of the perceived value and rights habits associated to purchase an ethical product is a beginning in a construction of
an ethical model. The purpose of the paper is to recall the concept of responsible consumption and ethical product,
and to present an adapted figure describing it through some specific attributes.
Keywords: responsible consumption; ethical product; sustainability.

1. Introduction

The theoretical contributions are related to the importance of
awareness of the topic as well as the presentation of the current
state of the field of knowledge and the relationship regarding the
sustainability, responsible consumption and the acquiring of
ethical products of the interested parties.

2. Literature Review
2.1. Sustainability

Sustainability must be a necessity, as ethical aspects must
be respected in providing but also buying products. So, ethical
consumerism could represent a set of practice in purchasing
products and services created in a way that reduce social and/or
environmental harm. In this way the environmental and societal
aspects could be included (Deschamps, Carnie, & Mao, 2017).
Also, the consummatory knowledge is important in searching
of something good and avoids the worse and in that way the
conscient ethical consumer will have an active voice by the
pursuit of ethical product (Hiller & Woodall, 2018).

Corporate social responsibility (CSR) has transformed the
part of acting and completing dealings nowadays, from modest
appeal of no social responsibilities for business to the considerate the existence of socially responsible. The test consists
in delivering a generally recognised meaning of actions to be
defined as socially responsible actions (Bhaduri & Selarka,
2016).
CSR was used as a universal name arguing that executives
should to study their effects on society, lately being impetuous to
expand the wellbeing of society by creating positive advantages
(Carroll, 2015). The Carrolls’ Pyramid Model of CSR could help
to elucidate the explanation of CSR responsibilities but is expect
to bring more societal consideration soon (Masoud, 2017).
So, we have to consider the producer´s and customer’s
responsibility.

2.2. Producers and Customers Responsibility

The World Fair Trade Organization (WFTO) prescribes 10
Principles that Fair Trade Organisations (FTO) must follow in
their day-to-day work and carries out monitoring to ensure these
principles are upheld.

Principle One: Creating Opportunities for Economically Disadvantaged Producers
Poverty reduction through trade forms a key part of the organisation's aims. The organisation supports marginalised small producers,
whether these are independent family businesses, or grouped in associations or co-operatives. It seeks to enable them to move from
income insecurity and poverty to economic self-sufficiency and ownership. The organisation has a plan of action to carry this out.

Principle Two: Transparency and Accountability
The organisation is transparent in its management and commercial relations. It is accountable to all its stakeholders and respects the
sensitivity and confidentiality of commercial information supplied. The organisation finds appropriate, participatory ways to involve
employees, members and producers in its decision-making processes. It ensures that relevant information is provided to all its trading
partners. The communication channels are good and open at all levels of the supply chain.

Principle Three: Fair Trading Practices
The organisation trades with concern for the social, economic and environmental well-being of marginalised small producers and does
not maximise profit at their expense. It is responsible and professional in meeting its commitments in a timely manner. Suppliers respect
contracts and deliver products on time and to the desired quality and specifications.
Fair Trade (FT) buyers, recognising the financial disadvantages faced by Producers and Suppliers of FT products, ensure orders are paid
on receipt of documents or as mutually agreed. For Handicraft FT products, an interest free pre-payment of at least 50 % is made on
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request. For Food FT products, pre-payment of at least 50% at a reasonable interest is made if requested. Interest rates that the suppliers
pay must not be higher than the buyers’ cost of borrowing from third parties. Charging interest is not required.
Where southern FT suppliers receive a pre-payment from buyers, they ensure that this payment is passed on to the producers or farmers
who make or grow their FT products.
Buyers consult with suppliers before cancelling or rejecting orders. Where orders are cancelled through no fault of producers or suppliers,
adequate compensation is guaranteed for work already done. Suppliers and producers consult with buyers if there is a problem with
delivery, and ensure compensation is provided when delivered quantities and qualities do not match those invoiced.
The organisation maintains long term relationships based on solidarity, trust and mutual respect that contribute to the promotion and
growth of Fair Trade. It maintains effective communication with its trading partners. Parties involved in a trading relationship seek to
increase the volume of the trade between them and the value and diversity of their product offer as a means of growing FT for the
producers in order to increase their incomes. The organisation works cooperatively with the other FTO in country and avoids unfair
competition. It avoids duplicating the designs of patterns of other organisations without permission.
Fair Trade recognises, promotes and protects the cultural identity and traditional skills of small producers as reflected in their craft
designs, food products and other related services.
Principle Four: Fair Payment
A fair payment is one that has been mutually negotiated and agreed by all through on-going dialogue and participation, which provides
fair pay to the producers and can also be sustained by the market, taking into account the principle of equal pay for equal work by women
and men. The aim is always the payment of a Local Living Wage. Fair Payment is made up of Fair Prices, Fair Wages and Local Living
Wages.
Fair Prices
A Fair Price is freely negotiated through dialogue between the buyer and the seller and is based on transparent price setting. It includes
a fair wage and a fair profit. Fair prices represent an equitable share of the final price to each player in the supply chain.
Fair Wages
A Fair Wage is an equitable, freely negotiated and mutually agreed wage, and presumes the payment of at least a Local Living Wage.
Local Living Wage
A Local Living Wage is remuneration received for a standard working week (no more than 48 hours) by a Worker in a particular place,
sufficient to afford a decent standard of living for the Worker and her or his family. Elements of a decent standard of living include food,
water, housing, education, health care, transport, clothing, and other essential needs, including provision for unexpected events.

Principle Five: Ensuring no Child Labour and Forced Labour
The organisation adheres to the UN Convention on the Rights of the Child, and national / local law on the employment of children. The
organisation ensures that there is no forced labour in its workforce and / or members or homeworkers.
Organisations who buy Fair Trade products from producer groups either directly or through intermediaries ensure that no forced labour
is used in production and the producer complies with the UN Convention on the Rights of the Child, and national / local law on the
employment of children. Any involvement of children in the production of FT products (including learning a traditional art or craft) is always
disclosed and monitored and does not adversely affect the children's well-being, security, educational requirements and need for play.

Principle Six: Commitment to Non discrimination, Gender Equity and Women’s Economic Empowerment, and Freedom of
Association
The organisation does not discriminate in hiring, remuneration, access to training, promotion, termination or retirement based on race,
caste, national origin, religion, disability, gender, sexual orientation, union membership, political affiliation, HIV/AIDS status or age.
The organisation has a clear policy and plan to promote gender equality that ensures that women as well as men have the ability to gain
access to the resources that they need to be productive and also the ability to influence the wider policy, regulatory, and institutional
environment that shapes their livelihoods and lives. Organisational constitutions and by-laws allow for and enable women to become
active members of the organisation in their own right (where it is a membership-based organisation), and to take up leadership positions
in the governance structure regardless of women’s status in relation to ownership of assets such as land and property. Where women
are employed within the organisation, even where it is an informal employment situation, they receive equal pay for equal work. The
organisation recognises women’s full employment rights and is committed to ensuring that women receive their full statutory employment
benefits. The organisation takes into account the special health and safety needs of pregnant women and breast-feeding mothers.
The organisation respects the right of all employees to form and join trade unions of their choice and to bargain collectively. Where the
right to join trade unions and bargain collectively are restricted by law and/or political environment, the organisation will enable means of
independent and free association and bargaining for employees. The organisation ensures that representatives of employees are not
subject to discrimination in the workplace.
Principle Seven: Ensuring Good Working Conditions
The organisation provides a safe and healthy working environment for employees and / or members. It complies, at a minimum, with
national and local laws and International Labour Organization (ILO) conventions on health and safety.
Working hours and conditions for employees and / or members (and any homeworkers) comply with conditions established by national
and local laws and ILO conventions.
FTO are aware of the health and safety conditions in the producer groups they buy from. They seek, on an ongoing basis, to raise
awareness of health and safety issues and improve health and safety practices in producer groups.

Principle Eight: Providing Capacity Building
The organisation seeks to increase positive developmental impacts for small, marginalised producers through FT.
The organisation develops the skills and capabilities of its own employees or members. Organisations working directly with small
producers develop specific activities to help these producers improve their management skills, production capabilities and access to
markets - local / regional / international / FT and mainstream as appropriate. Organisations which buy FT products through FT
intermediaries in the South assist these organisations to develop their capacity to support the marginalised producer groups that they
work with.
Principle Nine: Promoting FT
The organisation raises awareness of the aim of FT and of the need for greater justice in world trade through FT. It advocates for the
objectives and activities of FT according to the scope of the organisation. The organisation provides its customers with information about
itself, the products it markets, and the producer organisations or members that make or harvest the products. Honest advertising and
marketing techniques are always used.
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Principle Ten: Respect for the Environment
Organisations which produce FT products maximise the use of raw materials from sustainably managed sources in their ranges, buying
locally when possible. They use production technologies that seek to reduce energy consumption and where possible use renewable
energy technologies that minimise greenhouse gas emissions. They seek to minimise the impact of their waste stream on the
environment. FT agricultural commodity producers minimise their environmental impacts, by using organic or low pesticide use production
methods wherever possible.
Buyers and importers of FT products give priority to buying products made from raw materials that originate from sustainably managed
sources and have the least overall impact on the environment.
All organisations use recycled or easily biodegradable materials for packing to the extent possible, and goods are dispatched by sea
wherever possible.

Table 1. 10 Principles according with WFTO
Source: https://wfto.com/fair-trade/10-principles-fair-trade (accessed on February 2, 2019)

2.3. Marketers Responsibility

A vision from marketers’ point of view as opinion makers is also needed.

Preamble

The American Marketing Association(AMA) commits itself to promoting the highest standard of professional ethical norms and values for
its members (practitioners, academics and students). Norms are established standards of conduct that are expected and maintained by
society and/or professional organizations. Values represent the collective conception of what communities find desirable, important and
morally proper. Values also serve as the criteria for evaluating our own personal actions and the actions of others. As marketers, we
recognize that we not only serve our organizations but also act as stewards of society in creating, facilitating and executing the
transactions that are part of the greater economy. In this role, marketers are expected to embrace the highest professional ethical norms
and the ethical values implied by our responsibility toward multiple stakeholders (e.g., customers, employees, investors, peers, channel
members, regulators and the host community).
Ethical Norms

As Marketers, we must:
Do no harm. This means consciously avoiding harmful actions or omissions by embodying high ethical standards and adhering to all
applicable laws and regulations in the choices we make.
Foster trust in the marketing system. This means striving for good faith and fair dealing so as to contribute toward the efficacy of the
exchange process as well as avoiding deception in product design, pricing, communication, and delivery of distribution.
Embrace ethical values. This means building relationships and enhancing consumer confidence in the integrity of marketing by affirming
these core values: honesty, responsibility, fairness, respect, transparency and citizenship.
Ethical Values

Honesty – to be forthright in dealings with customers and stakeholders. To this end, we will:
 Strive to be truthful in all situations and at all times.
 Offer products of value that do what we claim in our communications.
 Stand behind our products if they fail to deliver their claimed benefits.
 Honor our explicit and implicit commitments and promises.
Responsibility – to accept the consequences of our marketing decisions and strategies. To this end, we will:
 Strive to serve the needs of customers.
 Avoid using coercion with all stakeholders.
 Acknowledge the social obligations to stakeholders that come with increased marketing and economic power.
 Recognize our special commitments to vulnerable market segments such as children, seniors, the economically impoverished,
market illiterates and others who may be substantially disadvantaged.
 Consider environmental stewardship in our decision-making.
Fairness – to balance justly the needs of the buyer with the interests of the seller. To this end, we will:
 Represent products in a clear way in selling, advertising and other forms of communication; this includes the avoidance of false,
misleading and deceptive promotion.
 Reject manipulations and sales tactics that harm customer trust.
 Refuse to engage in price fixing, predatory pricing, price gouging or “bait-and-switch” tactics.
 Avoid knowing participation in conflicts of interest.
 Seek to protect the private information of customers, employees and partners.
Respect – to acknowledge the basic human dignity of all stakeholders. To this end, we will:
 Value individual differences and avoid stereotyping customers or depicting demographic groups (e.g., gender, race, sexual
orientation) in a negative or dehumanizing way.
 Listen to the needs of customers and make all reasonable efforts to monitor and improve their satisfaction on an ongoing basis.
 Make every effort to understand and respectfully treat buyers, suppliers, intermediaries and distributors from all cultures.
 Acknowledge the contributions of others, such as consultants, employees and coworkers, to marketing endeavours.
 Treat everyone, including our competitors, as we would wish to be treated.
Transparency – to create a spirit of openness in marketing operations. To this end, we will:
 Strive to communicate clearly with all constituencies.
 Accept constructive criticism from customers and other stakeholders.
 Explain and take appropriate action regarding significant product or service risks, component substitutions or other foreseeable
eventualities that could affect customers or their perception of the purchase decision.
 Disclose list prices and terms of financing as well as available price deals and adjustments.
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Citizenship – to fulfil the economic, legal, philanthropic and societal responsibilities that serve stakeholders. To this end, we will:
 Strive to protect the ecological environment in the execution of marketing campaigns.
 Give back to the community through volunteerism and charitable donations.
 Contribute to the overall betterment of marketing and its reputation.
 Urge supply chain members to ensure that trade is fair for all participants, including producers in developing countries.
Implementation

We expect AMA members to be courageous and proactive in leading and/or aiding their organizations in the fulfilment of the explicit and
implicit promises made to those stakeholders. We recognize that every industry sector and marketing sub-discipline (e.g., marketing
research, e-commerce, Internet selling, direct marketing, and advertising) has its own specific ethical issues that require policies and
commentary. An array of such codes can be accessed through links on the AMA Web site. Consistent with the principle of subsidiarity
(solving issues at the level where the expertise resides), we encourage all such groups to develop and/or refine their industry and
discipline-specific codes of ethics to supplement these guiding ethical norms and values.

Table 2. Ethical Norms and Values for Marketers
Source: https://archive.ama.org/archive/AboutAMA/Pages/Statement%20of%20Ethics.aspx (accessed on February 1, 2019)

In this way was presents an ethical product guide (Nunes,
Estima, Manso, 2019) that including different aspects as is
following:
 The “omitted” features must be taken from the presentation of a product. All the characteristics have to be real.
 Return policies must be in compliance with consumer
rights and not be a source of difficulties/ problems.
 The product must be in compliance with quality standards and certification and cannot be harmful to the
consumer in any way.
 Long-term consumption of a product cannot be correlated with any negative effect on the consumer.
 All possible information about the product must be
available, making it possible for consumers to make
informed purchasing decisions.
 All products must hold consumer-oriented values.
 All stages of the manufacturing process must be environmentally friendly.
 Packaging must consider environmental impact.

Organization may not deliberately omit the existence of any
product components that could potentially harm to the consumer.

2.4. Adapted model to be considering

Although is insufficient the knowledge regarding the causal
instruments of at the implied and obvious stages of the
consumer’s decision-making (Mai, Hoffmann, Lasarov, & Buhs,

2017) an adapted model (Hiller & Woodall, 2018) could be
present to increasing the awareness in acquisition of an ethical
product.

Figure 1. A moral Product acquirement model

3. Conclusions

The literature review showed that the ethical product
acquisition is a real problem. The degree of awareness needs to
be improved. As a future investigation would be interesting to
see how the companies and customers act before to be
influenced by various attributes presented and how they are
changing the habits after the values being considered.
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Abstract

The purpose of the present work is summarizing the areas of economic activity of an enterprise that need to be
controlled and offering the most optimal set of factors to ensure effective control in the enterprise management. The
article uses general scientific research methods, such as analysis and synthesis, deduction and induction, the
connection of logical and historical processes, the search for causal relationships, the laws of dialectics. In addition,
in the present study, based on a multi-level approach, four major management functions are considered that would
make control more effective. To improve the internal control system, management functions such as risk management,
quality management, innovation management, and personnel management are identified. Recommendations are
proposed on structuring the identified functions and their integration into the work of the internal control system.
Keywords: management; control; internal control system; control levels; effectiveness of the control system.

1. Introduction

Currently, control activities are becoming relevant. In the
context of economic instability, control allows one to identify
economic reserves and improve business activity.
In our opinion, control should be considered as a tool to
improve the functions of management at an enterprise. As
researchers note, the lack of the internal control system at an
enterprise not only leads to poor management of human resources and other business processes, but also increases the
likelihood of negative consequences for the company: loss of
commercially important information, assignment of market share
to competitors, increased fraud risks. (Rahim et al., 2017).
Control allows the company to make optimal use of limited
economic resources. In addition, control becomes necessary
when implementing programs for investment and innovative
development of an enterprise. The researchers note that the
main problem of innovation development is the lack of mechanisms to stimulate innovation activity, which should be based
on a system of rates and indicators. Control can be such a
mechanism. Control allows one to plan innovation, set control
points, create a "road map" and implement the established rates
and indicators (Kodolova et al., 2017). In order to reach a new
competitive level, active investment and innovation efforts are
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required with increasing limits on the expenditure of economic
resources. On the other hand, the traditional financial and economic activity involves the establishment of controls to limit
the use of economic resources. The researchers note that the
incorporated control mechanisms make it possible to work out a
flexible market policy of an enterprise, resolve contradictions
between traditional and innovative business processes, increase
the efficiency of using economic resources (Akhmetshin et al.,
2017a). Accordingly, there increases the urgency of finding
effective ways of organizing control activities for solving current
financial and business tasks and plans for strategic (innovative)
development.
The purpose of the present research is to summarize the
areas of economic activity of an enterprise that need to be
controlled and to offer the most optimal set of factors that ensure
effective control in managing the innovative development of an
enterprise.

2. Methods

The article uses general scientific research methods, such
as analysis and synthesis, deduction and induction, the connection of logical and historical processes, the search for
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cause-effect relationships, the laws of dialectics.
The project and process approaches are used as special
economic and managerial methods. The process approach has
allowed us to consider areas of economic activity as independent processes that need to be controlled. The project approach
has revealed common factors that create effective control at the
enterprise level as a whole.
Innovative techniques are used. Innovation is needed to
improve the competitiveness of enterprises in the market.
Innovations are in conflict with established standards, rules,
indicators of control. Finding a balance between retaining the
traditional market niche and entering an innovative product is a
difficult task. Systematic approach and the laws of dialectics
allow to solve this problem.
International standards of enterprise management in the
field of control, quality, development strategy are used. This
suggests a high practical significance, universality and the
possibility of introducing the results of the research into the
economic activity of a real enterprise.
Currently, there is a wide variety of approaches to the
organization of the internal control system at an enterprise. This
article presents the author's attempt to use the main levels
(cross-sections) of economic activity to form an effective system
of internal control of a real enterprise.

3. Results

As part of solving current and strategic tasks of any
enterprise, it is important to ensure that control procedures are
carried out when performing various management functions.
The author's approach proposes to consider the following
managerial functionality:

should take into account the performance criteria. On the other
hand, a mechanism should be developed for the informed choice
between efficiency and risk. It is well known that the magnitude
of the effect and risk have an inverse functional relationship.
This must be taken into account when entering the market,
struggling with competitors, modifying products and services,
managing the economic resources of the company.
Fourth, monitoring and implementing changes. Control in the
modern economy is a transition from the control of rigid standards to the control of flexibly changing goals and objectives of
the enterprise. This is a process of constant change. The main
difficulties in the work of the internal control system are related
to the reluctance of employees to change. Accordingly, for
effective risk management, constant monitoring of the company
business is required. This task should be performed by the
internal control system.
Fifth, information, communication and reporting. This position
is particularly relevant in the innovation economy, where
knowledge sharing becomes a key factor in the development of
companies. In modern corporations, integrated information systems are being created. Depending on the tasks and functions
performed, employees have access to the company's general
information resource and its reporting. Accordingly, there is the
possibility of rapid decision-making and checking in the context
of rapid market changes.

3.2. Quality management

This management task can be solved using international
quality management standards ISO 9001:2015. In this area, it is
necessary to consider the process of quality management at the
enterprise and ensure its control (Figure 2).

3.1. Risk management

This management task can be effected using the international management standard COSO ERM (Enterprise Risk
Management) (COSO, 2017). In the framework of this direction
the classical stages of the organization of control activities
should be considered (Figure 1).

Figure 1. Risk management function control

First, it is management and culture. The effectiveness of
control becomes higher if it is incorporated and implemented
through corporate culture and established standards of behavior.
In the face of increasing competition for human resources, such
concepts as team building and leadership become important. All
employees of the company should understand common goals
and contribute to their achievement. On the other hand, the
company's management must understand the needs of its
employees and take care of their personal development and
career growth. In this case, the staff incentive system will create
a positive work motivation and lead to the effective fulfilment of
current and strategic tasks.
Second, it is a strategy and goal setting. The strategy must
take into account the competitive advantages of the enterprise.
An analysis of the strengths, weaknesses, opportunities and
threats for the company should be performed. The time horizon
of the strategy must be at least five years. The goals should be
measurable, specific, achievable, relevant, time-bound. Strategists and goals should cover all structural and functional units of
the enterprise. This will make monitoring their implementation
and managing risks easier.
Third, the effectiveness of activities. Control procedures

40

Figure 2. Quality management function control

The author's approach is a multi-level organization of control
and quality management at the enterprise. We proceed from the
value orientation of the company's products and services to
consumer preferences. Modern market competition is not price
competition, it is competition through the quality of products and
services. This thesis is confirmed by the development of the
innovative (digital) economy. On the other hand, a quality
product (service) is the result of a quality business process.
Accordingly, the quality of business processes is entirely
determined by the quality of the enterprise’s management.
In this regard, such concepts as the life cycle of products
(services) are of particular relevance; resource management;
management responsibility; analysis, measurement improvement. This approach involves the use of international quality
standards in the formation of the internal control system at the
enterprise. The control function should be logically interconnected
with the procedures for checking and maintaining the quality of
products and business processes of the enterprise management
system.
In the scientific literature it is noted that the quality management system should link the control of internal and external
indicators of financial and economic activities (Anttila, & Jussila,
2017). It is necessary to constantly monitor such indicators as
the level of product sales, the company's market share, the
composition and structure of market demand, the efficiency of
using property and sources of its formation, the cost of products
(services), the ratio of fixed and variable costs, labor pro-
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ductivity, the number of rejects and consumer complaints,
quantitative and qualitative composition of the workforce,
turnover rate, other indicators of the development strategy and
business plan of the company (Chen et al., 2016).

approach is to establish a system level of personnel management with incorporated control procedures (figure 4).

3.3. Innovation management

This management task can be effected using the Balanced
Scorecard (BSC) with the appropriate control organization
(Schäfer, 2001). This methodical approach involves the use of
control procedures at the level of financial activity, market
activity, organization of business processes and in the field of
personnel development (figure 3).

Figure 3. Innovation management function control

A balanced scorecard allows one to manage the enterprise
and control its investment attractiveness. As components of
investment attractiveness, one can consider the market, financial, social, budgetary and environmental attractiveness of an
enterprise. The main task of the balanced scorecard is to
preserve the stock of the investment attractiveness of an
enterprise when moving from current production and business
activities to promising (innovative). KPIs (Key Performance
Indicators) can be considered an alternative and additional tool
of the balanced scorecard system (Iorga, & Scarlat, 2014).
BSC and KPI must be applied simultaneously to more
effectively address the challenges of innovative enterprise development. The fact is that BSC allows to ensure the strategic
development of the organization in conditions of limited economic resources and market opportunities, and KPI will provide
the most effective transition from current control indicators to
new ones established under the influence of market changes
and scientific and technological progress.
As already noted, modern conditions require the organization of a flexible system of control of innovative activity of the
enterprise. To ensure the effectiveness of this task the
organization of the project office is required. It is necessary to
create a center of responsibility for the adjustment of control
indicators and their monitoring. Analysis is possible on such
parameters as the price of a new product (service), the availability of market analogs, the competitive advantages of the
innovation, the cost of research and pilot tests, the costs of
organizing manufacturing and industrial production of innovation,
profitability and the life cycle of the innovation (Amanchaeva,
2012).
At the same time, the internal control system should be
financially, methodically and technically provided. Control procedures should be structured according to goals, objectives,
cost centers and profit centers, functional responsibilities and
responsibility centers. The innovative development strategy should
be consistent with the current strategy of the enterprise.
Indicators of innovation activities should be included in the BSC
and KPI (Moskvin, et al., 2016).
In an innovative (digital) economy, every enterprise has to
pay attention to its employees. Employees are the generators of
new ideas and knowledge. The incentive and control system
should contribute to the innovation activities of the company’s
employees.

3.4. Personnel (HR) Management

This management task can be effected using a three-degree
protection model (FERMA/ECIIA, 2010). The essence of the
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Figure 4. Personnel management function control

A systematic approach to the formation of control procedures in personnel management, in turn, assumes that the
enterprise has an operational and specialized level of management and control. The operational circuit includes all
employees of the company responsible for the qualitative performance of their duties to solve current and strategic tasks
involved in the company's traditional and innovative projects.
Control procedures in this case are prescribed in the job
descriptions of employees. The specialized circuit can be represented by an internal control service of the enterprise or by
external auditors for specific control tasks. In their unity, the
three levels of protection represent the enterprise’s internal
control system.
In the scientific literature, it is noted that modern international
financial reporting standards imply setting internal control as a
mandatory element of the personnel management system.
(Vyruchayeva, 2014). At the same time, the three levels of
personnel management and control allow one to integrate the
implementation of tasks of risk, quality and innovation management.
Human resource management involves continuous monitoring of the effectiveness of the organization under various
innovative scenarios. In this context, the internal control system
acts as a consultant, providing feedback and adjustment of the
financial and economic activities of the enterprise. Such actions
allow the organization to effectively predict potential innovative
risks and to improve the internal control process accordingly.
Thus, with the help of the three levels of personnel control,
elements of the risk management standard and the stages of the
innovation process, the enterprise regularly assesses the
potential consequences of internal control for its innovation activity and the infrastructure in use, flexibly changes and improves
KPI and BSC.
As a result, after the analysis of the four most important
management functions in the field of risk management, quality
management, innovation management and personnel management in relation to the control activities, the following author's
thesis can be formulated. The effectiveness of the internal
control system can be increased through a multi-level approach
to its organization and regulation.

4. Discussion

Many scientific papers are devoted to the integration of
various international standards into the enterprise management
system. This is due to the need for standardization of business
procedures and business processes to improve product quality.
Researchers point out that control is a necessary element of the
quality management system (Batbooti, et al., 2015). Control
activity is necessary for the effective development of an enterprise. Control allows one to optimize current costs and select
the most promising areas for innovative development of the
enterprise. The internal control system ensures the fulfillment of
the preset current and strategic indicators, their flexible change
in the conditions of the innovation economy and changes in
consumer requirements for the quality of products (services). It
is especially important to note that in the formation of the internal
control system and the quality management system, it is nece-
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ssary to use the practical experience and results of diagnostics
of the enterprise (Chiarini, 2017).
A significant debatable point is the issue of monitoring and
adjusting the established key performance indicators of an
enterprise and as a result of a balanced scorecard (Wu, 2012).
The fact is that the control itself, the control procedures and
those responsible for the control must also be assessed. There
is a considerable amount of research to assess the internal
control system. The most important criterion of the effectiveness
of the internal control system is the analysis of deviations of the
obtained actual indicators from their predicted values. Deviations analysis can be carried out according to the functions of
the management system identified in this study – in the field of
risk, quality, innovation, personnel management. This will make
it possible to most accurately assess the system of internal
control of any enterprise.
In the matter of resolving contradictions between the
production of traditional and innovative products, the authors
proposed an approach to integrating the control function into the
institutional environment of the enterprise. This implies both
formal and informal establishment of control procedures. The
staff incentive system should be formed in such a way as to
minimize resistance to control. This can be done through studying the composition and structure of the needs of employees,
their personal qualities, the adjustment of their professional and
job responsibilities (Akhmetshin et al., 2017b).
Other studies confirm the correctness of the author's point of
view. Researchers note that high rates of innovative development of an enterprise are possible if the tasks of innovative
activity are logically connected with the strategy of the enterprise
and are carried out at all levels of management. At the same
time, it is necessary to strictly follow the established plan and
fulfill the tasks of innovation activity in corporate, business,
functional and strategic areas (Melnik, et al., 2015).
On the issue of implementation of the methodology of the
three levels of personnel management and control at the enterprise, it can be noted that this stage is final and integrating all
the areas of economic activity. In this case, all previous steps
must be fulfilled: the internal control system created, the international quality standards introduced, the enterprise strategy
developed and implemented, the tasks of innovation activity
defined and logically connected to the strategy, the feedback
procedures and improvement of the control system provided.
The systematic work of the internal control system will allow the
company to respond in a timely manner to market changes,
conduct effective innovation, ensure compliance with the requirements of state bodies, and minimize errors in maintaining
financial, accounting, tax and statistical reports. In an innovative
economy, success is granted to an enterprise that can quickly
and flexibly change the established benchmarks and improve its
development strategy.

5. Implementations

Improving the company's internal control system is possible
through the effective implementation of the following management functions:
1. Risk management. In establishing control procedures, the
following steps should be taken into account: management and
culture; strategy and goal setting; operational efficiency;
monitoring and implementation of changes; information, communication and reporting.
2. Quality Management. When establishing control procedures, the following steps should be taken into account: product
(service) life cycle; resource management; management responsibility; analysis, measurement and improvement.
3. Innovation management. When establishing control
procedures, the following steps should be taken into account:
financial activity, market activity, organization of business pro-
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cesses, development of personnel management; analysis, measurement and improvement.
4. Human Resource Management. In establishing control
procedures, the following steps should be taken into account:
operational, specialized, systemic.
Thus, the control activity is an effective tool for improving the
development strategy of an enterprise in the context of constant
market changes, increasing requirements for human resources
and the quality of work of an enterprise.

6. Conclusion

The main result of the study is the identification of a special
place of control in various sections of the economic activity of an
enterprise. The international standards for the formation and
operation of the control system contain recommendations on
risk assessment, control procedures, information exchange and
the establishment of monitoring. This allows the company in the
simplest form to provide control of its economic activity. To
ensure high quality products, we must ensure the functioning of
the control system with regard to international quality standards.
Control should be the responsibility of management and executives, be present at all stages of the product life cycle, ensure
effective resource management. The next task is to provide both
current and strategic control tools in the enterprise management. To this effect, control must be integrated into the system
of balanced indicators and key performance indicators. It is
important to ensure control of financial activities, use of human
resources, business processes and counterparties of the enterprise. For the organization of innovation, it is important to move
to a system of flexible internal control. This will allow to resolve
the contradiction between the traditional and innovative tasks of
enterprise development. It is necessary to take into account the
proven practice recommendations for the formation of a control
system associated with the three levels of protection – in the
operating, specialized and system activities of the enterprise.
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Abstract

The present organizational structure of companies, no matter the size, in the bigger framework of the labour market
and economic conditions, require a certain way of leading. The leadership of an organization towards constructive
change begins by establishing a direction – the development of a vision, usually a distant future along with strategies
for making the necessary changes to achieve that vision. The equivalent activity of leadership is to guide people. This
is to communicate the new direction for those who can create groups that understand the vision and are committed
to translating it into reality.
The current study focuses on two types of leadership – transformational and transactional – as main tools for properly
leading a hotel. Empowering leadership consists of allowing the employees to handle the business by themselves
without interacting with leaders and managers too much.
The research carried out in the article aims at filling in the gap that has been identified in the current state of
knowledge, by providing information regarding the leadership style that is most frequently encountered in hotels on
the Romanian market, and how efficient it proves to be with a view towards generating business quality and
profitability. If a leader is skilled, so will his employees be, thus generating a chain reaction that will make the
customers much happier, therefore generating good reviews about the hospitality in Romania, ending in an increase
in incoming tourist and the country’s GDP from tourism industry.
Keywords: leadership; transformational leadership; transactional leadership; hotel.

1. Introduction

Leadership of an organization towards constructive change
begins by establishing a direction – the development of a vision,
usually a distant future along with strategies for making the
necessary changes to achieve that vision.
The equivalent activity of leadership is to guide people. This
is to communicate the new direction for those who can create
groups that understand the vision and are committed to translating it into reality. The person who left an important mark in
history regarding the leadership development was Warren
Bennis, known as the father of leadership and leadership education. His approach focused on developing the human potential
by using an integrated view on leader development. According
to his studies, the leader’s success relies on a clear vision,
curiosity, a passionate purpose, integrity, risk-taking, and a willingness to learn and grow from failures (Bennis & Biederman,
2009).
Leadership is important to motivate followers and to mobilize
resources to build the organization’s goal; it is also important for
innovation, adaptation and organizational performance. Researches show that leadership is important for countries, organizations and teams (Crossan & Apaydin, 2010, Flynn & Staw,
2004, Jones & Olken, 2005; Yukl, 2008).
Leaders must, among other things, identify tactical strategies
while monitoring the results of the environment and the team
(Morgeson, DeRue & Karam, 2010). In this sense and being true
in the etymology of the word, leaders are "instrumental" for
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organizational efficiency. Antonakis and House (2002) have
called this type of leadership, "instrumental leadership" a form of
advanced power, which is not measured in the complete model.
They fail to measure instrumental leadership - which should be
an active form of leadership that correlates with transformational
and transactional leadership as well as organizational results –
that can induce omission variable in predictive models (Cameron
& Trivedi, 2005). Thus, current estimates for the effects of
overall factors could to be invalid (ie, probably swollen) and not
to accurately tell policy and practice because of endogenous
bias (Antonakis et al, 2010).

2. Review of the scientific literature

There are many definitions and classifications of leadership.
Rost (1991) found 221 definitions as a result of the analysis of
the leading literature published between 1920 and 1990. According to Northouse (2007:3) leadership is "... a process by which
an individual influences a group of individuals to achieve a
common goal." Moreover, leadership is typically defined as features, qualities and the behaviours of a leader. Burns (1978)
argues that leadership is management that is focused on
allocating and ensuring efficiency in the use of resources (e.g.
people, capital, information, technology, etc.) in achieving the
organization's goals. Thus, leadership requires an ability to bring
the will of the followers in consonance with that of the leader so
that he or she can follow willingly, with enthusiasm and
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dedication (Ackoff, 1999).
In addition, Pearce et al. (2003) offered a historical poster of
leadership and classified the styles as follows: the direction of
the directive, the transactional management, transforming
leadership and empowering leadership. Direction leadership
involves the use of direction, command and reproof as primary
mechanisms of influencing the behaviours of others. Transactional leadership refers to the use of positive reinforcement,
while transformational management is involved in internalizing
the organization objectives by followers, thus changing their
attitude, beliefs and goals. This style is often considered as
charismatic leadership. Empowering leadership highlights the
development of the follower's ability to self-administer.
Transformational leadership refers to "the process of
influencing major changes in the attitudes and hypotheses of
members of the organization and building commitment to the
mission or objectives of the organization" (Yukl, 1989).
According to research of the transformational leadership model,
it is considered to have 4 interrelated dimensions (Bass & Bass,
2008: 51 and Jung & Avolio,1999), as follows:
1. Idealized influence (or charismatic leadership);
2. Motivational inspiration (detection and transmission of
vision);
3. Intellectual stimulation (promotion creativity and innovation);
4. Individualized assessment (coaching and mentoring)
(Stone, Russell and Patterson, 2004).
Transformational leadership may be increasing independent
thinking capabilities of employees by strengthening the creativity
of self-efficacy. From this perspective, supervisors with transformational leadership in service organizations can thus stimulate
employees' trust to successfully achieve the knowledge-based
business services with more creative thinking and new approaches (Wong & Pang, 2003). The study performed by Wong
and Pang (2003) researched 395 overseas supervisors
employed by international tourism hotels in Taiwan, and the
result reported that "the leadership of transformation” has
positively influenced the employee's creativity and self-efficacy.
However, what is interesting and complex is that the
transformational leadership has two parts, the bright side and
the dark side (Tourish, 2013). Current hospitality management
studied have mainly discussed its upper sides (Slåtten &
Mehmetoglu, 2015; Li &Yuan, 2017), but its dark side has long
been ignored by researchers in the field of hospitality
management. With the obvious leadership failures in well-known
organizations that led to recent economic crisis, elements from
the dark side started to emerge; hence, the dominant conviction
that the leadership of transformation is always positive was
challenged by its authoritarian tendencies (i.e., boasting, selfcentre and addition to power and superiority), according to
Tourish (2013).
Transactional leadership is mainly focused on outcome. It
respects the existing structure of the organization and follows
the protocol of rewards and punishment developed by the company. The leaders that use the transactional approach are
formal, strict and authoritarian when it comes to company’s
goals.
This type of leader sets the criteria for their team according
to previously established requirements. Performance reviews
are the most common way to judge employee performance.
Transactional leaders perform best with followers who know
their jobs and are motivated by the reward-penalty system.
Researchers Bass (1985), Howell & Avolio (1992) defined
the dimensions of transactional leadership, as follows:
1. Contingent reward, the process of setting a target and
rewarding employees for achieving them
2. Passive management by exception, where a manager
interferes only in case of an issue
3. Active management by exception, in which managers
monitor progress, anticipate problems and issue corrective measures.
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Barnett, McCormick and Conners (2001) summarized the
two types of leadership – transactional and transformational – as
follows:
 transactional (ordinary) is based on an exchange relationship which shows respect (effort, productivity, loyalty)
and is exchanged for the expected rewards; it is thus
based on a relation in which the engagement the follower
is rewarded with prizes expected for the completed task.
 transformational (extraordinary) leaders raise the level of
followers' awareness about the importance and value of
designated outcomes and ways of their achievement;
aware of the follower about the importance of results and
methods through making those results bigger responsibility towards the mission collective vision.
Meanwhile, Erkutlu (2008) and Judge and Piccolo (2004)
proposed three constructions for leadership, including transformation, transactional and non-management aspects. It is
noteworthy that Bass (1985) reported a non-leadership style that
indicates the absence of leadership and avoidance of intervention, which appears as the most inactive form of leadership,
called laissez-faire.
Nonetheless, the popularity of transformational leadership
over the last two decades is indisputable. In a meta-analysis of
articles published by the Leadership Quarterly over a period of
10 years (1990-1999), Lowe and Gardner (2001) claim that over
a third of the 185 articles analysed during this period address
the subject of transformational leadership. The explanation
given by Bass and Riggio (2006) for this inflation of "transformational" studies indicates the use of intrinsic motivation and
development (personal and professional) of followers as the
main attractions for researchers. At present, the needs of a
performing team revolve around inspiration, "empowerment"
and transformation (Northouse, 2007).

3. Research methodology

As a research method, in order to identify the leadership
style that is most frequently encountered in hotels on the
Romanian market, and how efficient it proves to be with a view
towards generating business excellence, it was chosen the indepth interviews as it can reflect much better the characteristics
of a leader in the hospitality industry. This method was chosen
because it can help us better understand the experience of
others, taking the study to a more personal level than a questionnaire might have. Qualitative interviewing has many
advantages, one of the greatest advantage of qualitative
interviewing being the depth of detail from the interviewee
(Weiss, 1994).
The research method chosen is in line with Bryman (1994;
2004) which explains that by using the interview as a qualitative
research often means adding extra sources of information to
uphold the written teory. He reported that based on a research
on 66 articles out of which 56 were using the interviewing
method. The same research method was used by other researchers, depicting it as a great approach (Woodsmall, 2012;
Al-Maqbali, 2017). They have all studied leadership at different
levels following the concept of transformational and transactional leadership. Their main focus tool for their research was
using the qualitative research through in-depth interviews. All of
them leading to great success in terms of knowledge and
results. Even though their thesis not applying directly to the
hospitality industry, it still is of great use to better understand
which is the best way to approach the subject of leadership and
learn from past experiences how to properly research it.
In order to analyze the mentioned leadership styles in
Romania, we conducted an interview, during the period of MayJune 2018, with six employees in the hospitality industry from
hotels in Bucharest. The range of employees in the sample vary
from housekeeping and receptionists to reservation coordinator.
In order to find out which is the type of leader that they have, we
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have addressed them five open questions. The interview’s
questions were specifically designed to point out all the most
important aspects of a leader that can be seen from the
employees point of view.
The respondents were asked via Whats App or phone which
is the most comfortable way of answering to the questions using
on of the three options: phone call, message reply and face to
face meeting. The respondents preferred to answer via phone
calls and using Facebook’s Messenger application or Whats
App. More, the respondents were asked when is the best period
when they can have this interview. They chose the second part
of the day, when they felt the safest, in the comfort of their
house, after they were free from work. The results could have
been affected and influenced in a negative way if the respondents were asked the interview’s questions while they were
at work, since they might have colleagues around them.
Because of the influence of co-workers and even managers and
leaders, the subjects might have intentionally respond with facts
that were far from the truth. Only one interview was held on the
phone and one was answered over Facebook’s Messenger. All
the other were answered through WhatsApp. The respondents
have been assured that their answers will remain private and
that none of their name or hotel names will be revealed, as the
sole purpose of the research is to study the leadership styles
used in the hotel industry. As an assurance of accuracy for the
results, some of the top hotels in Bucharest were chosen.
The interview over the phone was recorded with a phone
recording app and later on written down on paper. Also, an
important aspect is that most of the people interviewed were
people with whom we interacted in the past, therefore the trust
and dedication towards to goal of the research were increased
and the chances of getting honest answers were much closer to
reality.

4. Results and discussion

In order to achieve a higher level of the analysis of results, a
coding system has been used when we analysed the interview’s
transcripts, which is based on the individual characteristics of
each leadership style. The table 1 shows accurately the rules
that have been followed in order to decide whether a leader is
transformational or transactional. In the case when a leader had
characteristics from both styles, thanks to the coding system,
the predominant style is easily determined. Whichever element
crossed the 50% line has been considered as an adept of the
transformational/transactional style.
Based on the coding results, we can tell that out of the six
interviews, four of the leaders are using a transactional
leadership, while the other two, the transformational one. Out of
the researched sample, the predominant leadership style in
Romania is the transactional one.
It is hard to argue why a leadership is more present than the
other one, as some might be using it only because of the people
that they need to manage. For example, if a team leader has
only a team of people who are highly under skilled, without any
technical background, who perceive the workplace solely as a
source of income, it can be stated that a transformational leadership would be really hard to implement. On the other hand, given
the case of working with young, innovative, dedicated people,
who graduated or are currently undergoing tourism field related
studies, a transformational style of leadership is more adequate,
fostering their further development. This hypothesis is however
arguable, on the premises that individual behaviour is highly
diverse, as some employees might adapt, grow and change the
way things are done once they get a leadership position.
A leader can be perceived as good or bad from one point of
view to another, given the different individual perceptions; an
important source of bias can come in the shape of respondents
exacerbating certain aspects, thus describing their leaders in a
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Table 1. Coding system

way that differs from the reality, given the feeling of fear about
losing their work position or the status that they have reached in
the given organisation.
The skills of a leader are also formed by seniority and
experience in this particular domain, however this element has
not been taken into consideration at the time of analysing the
results of the research; the authors relied on the hypothesis that
the traits of a leader are not necessarily related to experience,
but to the skills that make people want to follow your lead.
The team leader of the „Interview 6” is clearly a transformational leader and he stands out thanks to his qualities. He has
been described as a nice and involved person. He is a person
that is very calm and thanks to the origin of this trait, which is
patience, he is also allowing people to make mistakes as he
understands that from mistakes we learn the most and a true
leader is the one who helps you rise and not the one who
blames you for your lack of knowledge. A true leader is also the
one who sees potential and support everyone’s desire to become better, therefore the leader described in this interview will
give the necessary task for his team so they can learn what they
wish to achieve. As he helps them to develop on their desired
path, he also values his team, regardless of their chosen path in
life. This shows that he doesn’t really want to keep the good
people on his side, but he understand that people come and go
and that a true leader will manage to work with any given work
force, as he is a people person which can do a great job if he
convinces someone to be his follower. A trait that makes him a
good leader is also the fact that he is paying attention to details,
it is unknown if that is something that he naturally does, or just
a way of motivating and making his employees follow him.
Regardless of his ways, his intention is pure and the fact that he
pays attention to the smallest details and cherishes his employees for doing something extra is great. This technique can
be described as a good way of motivating your team to be
innovative and find new ways of empowering the quality provided by their service. The simple appreciation and the so called
„pat on the back” from a leader can mean a lot to someone who
is hardworking and wants to grow within the hotel. The traits
highlighted by the interview fall within another study, carried-out
by Clark, Hartline and Jones (2009) on front-line employees in a
hotel, which highlighted that motivation and satisfaction are the
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most important values for them and who they need inspired and
shared by the transformational leader.
On the other hand, the manager described in „Interview 5”
has traits of a transactional leader, although some transformational traits can be highlighted as well. „Interview 5” is mostly
based on the fact that the leader is talking nicely with her
employees and that her motivational way consists of bonuses.
Cash rewards are a common way of making your colleagues
content enough in order for them to do their best to obtain them.
It is easy to put in practice and grants you a high overall result.
The downside of the bonus grid is that the work force will be
mainly focused on what they have to do and the innovative side
will perish. The team work will decrease, as the employees main
concern will be focused around their own work and by working
more and having less time to relax and communicate, the quality
of their service can also decrease. An employee that works
strictly by the rules and within the boundaries of his job will have
a lower chance of growing and moreover nowadays a leader
needs to think outside the box and to come with innovative ideas
in order to boost his team into bringing more and more quality to
their work. Someone that follows a transactional leadership
style, might be scared to take the necessary risk in order to help
the hotel grow, therefore there will be a stagnation or even a loss
in the long run.
A less positive transactional leadership style can easily be
mistaken with the lack of interest and leadership characteristics
of someone who manages a team. Such an example can be
noticed in „Interview 2” were the only motivation that the team
leader can provide is by showing the statistical results of their
sales. The motivation that comes from seeing that your hard
work pays off is not enough, and should be backed up by
balanced feedback and appreciation.
Something that clearly shows the lack of leadership of a
person is the fact that in this interview the leader is described as
a person that has mental breakdowns under stress. Since the
life of a team leader is very stressful, this will be a major problem
for her, since stress will gather from event to event until the point
she will hate her job, not to speak about personal issues that will
grow inside her.
The lack of leadership characteristics can be noted from the
fact that the leader in „Interview 2” does not show interest in
being a good leader, nor solving conflicts, she does not motivate
her employees, moreover she doesn’t show interest in having all
her team members available once she has something to say. As
a leader who expects to have followers, there is a need to offer
equal attention to your employees. If the message is not received by everyone this might even lead to a decrease in sales,
as some people might go in the wrong direction that was
previously set before the meeting that they missed. The study
performed by Tourish (2013) points out the dangerous potential
of authoritarian tendencies that must be well recognized. In the
search for power and superiority, leaders tend to spend much
more time and energy on results rather than leading people.
It is hard to tell which hotel is better only comparing one
leader from each, however we can see that out of the six
leaders, only some knew exactly how to treat their team members and how to make them their followers. Most certainly, if we
are going to compare only the team mentioned in the interviews,
the ones who were ruled by a transformational style will be the
ones who succeed in most of the aspects of their jobs, if not in
all of them. We also cannot state whether a transformational or
transactional leader is better only due to the respondent’s
opinions, however in some cases we can argue that some
aspects can be improved.
One important result of the carried-out qualitative research is
the noticeable lack of knowledge in both the leaders’ and
respondents’ cases, as some were motivated simply by the
bonuses (respondents) and others weren’t focused on how they
should behave in front of their team and how they should
approach them (leaders).
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5. Conclusions

As highlighted by the study, the most noticeable benefits and
advantages of the transformational leadership are that it allows
for a quick formulation of vision, it promotes enthusiasm, it uses
inspiration to motivate people.
The disadvantages of the transformational leadership, on the
other hand, are related to the fact that it can face serious detail
challenges, it might overlook reality and truth, and it carries a
somewhat prominent potential of abuse.
Some of the main strong points of transactional leadership
are that it rewards those who are motivated by their own interest
to follow instructions, it provides an explicit structure for large
organizations, requires repetitive tasks and infinitely reproducible environments, achieves short-term goals quickly, rewards
and penalties are clearly defined for employees.
On the other hand, it also rewards the worker on a practical
level only, such as money or advantages, creativity is limited
since the goals and objectives are already set, does not reward
personal initiative.
Transactional leadership works well in organizations where
structure is important and is not fitted for organizations where
initiative is encouraged. A transactional leader has an intrinsic
motivation, is practical and resistant to change, he discourages
independent thinking and always rewards performance.
In the hotel industry, because first-line employees are closest
to customers and can capture more demand dynamics information, it is crucial for the success of the organization to
motivate front-line employees to seize the full potential and keep
pace with change by transformational leaders. For the same
reason, the suggestions proposed by first-line employees can
better reflect reality and deserve to be considered by decisionmakers. In addition, as more and more fierce competition on the
market requires greater advancement in quality of service,
leaders need to make more effort to improve performance than
to manage impressions. In this case, coercive controls by some
power-seeking leaders would have damaging consequences
and would even entail considerable long-term costs for both
employees and hotel organizations.
As revealed by the research, in Romania the tradition of
transformational leadership in the industry is still developing,
although it is emerging in the multinational companies that are
present on the Romanian market. Under these conditions, transformational leadership in hotels is empirically practiced on the
basis of accumulated experience. The Romanian managers
practice leadership without being aware of it and they act as
leaders because of their personality.
The upside is the ever growing interest in research and
development programs of leadership in business environments,
so there is promising potential for the emergence of new generations of efficient leaders.
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Abstract

The Polish hotel industry and the hospitality market have been drastically expanded for last three decades with the
contribution of international hotel chains’ operations, which put each hotel’s survival into jeopardy due to an intense
competition resulted from the growing number of businesses. Branding strategies have gradually become inevitable
for a hotel to achieve a better position than its rivals thorough customer loyalty, which will result in a more superior
performance in terms of survival, development of a sustainable competitiveness and above–average returns
compared to others. The purpose of this work is to analyze the Polish hotel industry, identify instruments and ways
to compete for international hotel groups and recognize the essential components of the competitiveness
phenomenon. A qualitative analysis on Polish hospitality sector and an in–depth case study of an international hotel
group operating in Poland were implemented to enlarge the current comprehension regarding the field of hospitality
management executed in the Polish hotel industry. The results showed that, on the one hand, the key factors for the
development of the hotel industry in Poland were the economic growth of the Country, the growing popularity of
Poland as a tourist destination for national and international tourists, on the other hand, experience and know-how
allow the creation of specific and distinctive resources useful for competing on the market and reducing access.
Keywords: hotel; industry; competition; strategy; Poland.

1. Introduction

The hospitality industry is noted to be one of the largest
industries throughout the world (Ottenbacher et al., 2009) since
it consists of is a broad group of businesses, which provides
products and services to its customers. The hospitality industry
has three areas to serve: first of all, it provides customers with
the appropriate accommodation options through hotels, motels,
bed and breakfasts, and some other lodging businesses;
second, it has some establishments either standalone or located
in hotels such as restaurants, fast food chains, and others
offering food and beverage; third, it is somehow in collaboration
with travel and tourism agencies, which provide some offerings
of airlines, trains, and cruise ships (Alfiero et al., 2018). Despite
of that broad statement, it has to be noted that Nykiel (2005)
defines the hospitality industry as limited due to the unique
viewpoints of sub-industries. For instance, a hotel business may
define itself as a business providing accommodation with food
and beverages.
The hotel industry is gradually continuing to maintain, keep
adapting itself and even expand although it has changed recently
in terms of social, business and economic environments. The
current context, characterized by globalization, and the growing
recognition of mutual interrelations has imposed new rules of
conduct for nations and companies whose competitiveness is
based on international markets and integration into global value
chains.
On the one hand, the hospitality industry is one of the most
dynamic industries in the EU, makes an important contribution
to the European economy, in term of employment, growth and
tax. It is one of the most important components for the labor
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market, which plays a fundamental role in times of high unemployment among young people in Europe. Moreover, this
sector supports around 16.6 million jobs, equivalent to 7.8% of
the European workforce.
On the other hand, tourism sector is a useful tool to support
hospitality industry, indeed, statistics shows that tourism
gradually grows in terms of the number of tourists and turnover
and it is one of the fastest developing industries, also in Poland
(Gheribi, 2014).
Currently, this situation offers some opportunities to improve
business and Polish economy and the stakeholders are involved
on the development of the hospitality market. The scope of this
paper is, on the one hand, to analyze the Polish hospitality
industry with statistical secondary data, and, on the other,
evaluate the competition strategy of the main player in the
Polish hotel industry.

2. Literature review

Strategy is one of the first, foremost, broad and complex
phenomena in management. In lights of Porter (1996), strategy
is defined as the creation of a unique and valuable position
consisting of a different set of activities. In other words, from a
strategic management point of view, companies should place
themselves favorably with particular attention to the structure of
the sector and use the best strategies with respect to its competitors (Altuntaş et al., 2013).
Thus the essence on which strategic positioning is based is
to decide what actions can yield more superior organizational
performance than those of competitors in a way that they can be
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used to defend or improve the current position because they are
different or they cost lower than those of competitors. In such
cases, those actions can be implemented to create a sustainable competitive advantage in either short or long term.
Moreover, competition can be described as mutual tactical
actions of the businesses in an industry which are made to get
a better position through a competitive advantage and to fulfill
their aims (Grant, 2005). In the business world, taken granted
today's uncertain environment, adaptability and competitiveness
play a crucial role for the health of any kind of business (Altuntaş
et al., 2013). In this sense, there are several different studies to
examine the pivotal role of a business’ position in comparison to
its competitors in any particular industry, which results in its
organizational success with a focus on a business’ external
conditions (Altuntaş et al., 2014; Bresciani et al., 2015). Porter
(1980) places a crucial emphasis on the strategic position, which
will allow the company to generate more revenue than the
industry average in which it competes.
Strategy has been one of the subjects to so many studies
conducted in various different settings. However, the most popular and widely used studies of the strategy phenomenon in the
literature can be deducted to Miles and Snow’s (1978) typology
and Porter’s (1980) generic strategy schemes. As its name
indicates, three generic strategies, namely, cost leadership,
differentiation and focus, by definition, are applicable to any
particular context regardless of scale of a business or the
industry it operates in and outperform all other concepts of
strategy since they propose an easy-to-understand managerial
tool to gain or strengthen a better competitive position with a
potential result in above-average profits. However, all three
strategies may not fit to a business since they force businesses
to meet different requirements e.g. institutional measures,
control procedures, reward systems or managerial style. Thus,
profitability as a goal to be achieved heavily depends on the met
between business and selected strategy. In this sense, the
challenge a business faces lies in making the decision of
appropriate strategy selection taking into account of its strengths
and resources which are valuable, rare, difficult to imitate, and
least substitutable by its competitors. In sum, Porter’s model
contributes to the decision-making process and results in a
higher level of probability for a business to choose the best
suitable strategy.
Cost leadership strategy defines the achievement of a lower
level of overall cost relative to the competitors in the industry as
the main objective. Thus, a business is typically required to act
aggressively to more achieve efficient scale of economics, and
pursue more cost reductions in each area of that business
compared to those of competitors.
As suggested by Porter, a low cost position provides a
business with a solid base to defend itself against not only
intensity of rivalry but also powerful buyers, which exert power
to decrease the prices charged by that business, since buyers
can decrease the prices down up to the level of the next most
efficient competitor. Such a low cost position provides also a
window of opportunity to use against an increase in the costs
charged by suppliers. In such hard cases of customers or suppliers, a business with a lower cost structure can still gain
above–average returns since it positions itself a favorable
manner in the industry. However, it should not be forgotten that
to be able to achieve economies of scale and a lower level of
cost position, a business is often required to have a high market
share relatively, more than its competitors. In other words, cost
advantages only creates value for any business if five threats of
entry, rivalry, substitutes, suppliers and buyers decrease
(Altuntaş et al., 2014). If a business wants to follow a cost
leadership strategy, there are six sources of costs to focus on
(Barney and Hesterley, 2006), namely, a) size differences and
economies of scale, b) size differences and diseconomies of
scale, c) experience differences and learning-curve economies,
d) differential low-cost access to productive inputs, e) techno-
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logical advantages independent of scale, and f) policy choices.
Differentiation strategies deal with creating different products
and services, being – at least perceived-to-be by the industry –
unique in other words from the ones offered by the competitors
through various ways e.g. design, brand image, customer
service or dealer network.
A business which wants to follow a differentiation strategy
should establish a base in one of the three categories: first, a
company can focus comprehensively on attributes of products
or services to do something different, e.g. characteristics, complexity, timing of introduction or position; second, a company can
take care of the relationship between itself and its customers
through personalization, consumer marketing and reputation;
third, a differentiation strategy can be pursued by paying attention to linking within or between companies in terms of product
mix, distribution channels and service support. However, the
ideal strategy for a business to differentiate itself includes several dimensions of what is mentioned above. Creatively finding
and taking advantages of the opportunities that already exist or
that are to be created in a particular industry are heavily dependent on the willingness and ability of a business. Thus, product
differentiation is only managed through the creativity of individuals or teams within the business (Barney and Hesterley,
2006; Bresciani et al., 2015; Alfiero et al., 2017).
A differentiation strategy may generate more superior profitability since it provides a defense against competitors due to
customers’ lower level of price sensitivity and higher level of
brand loyalty, which increases the profit margin like the a lowcost strategy. A business with a differentiation strategy also
strengthens the entry barriers into an industry through creating
customer loyalty and offering unique products and services and
benefits from higher margins as a result of less buyer power
because of the lack of alternatives. A focus strategy is aimed to
serve a particular market segment such as a certain buyer
group, a specific product line or geography, instead of doing it in
all segments as in both cost leadership and differentiation
strategies. Thus a focus strategy tries to achieve a low cost or
differentiation position, or both in general, but with a narrower
perspective.
The competition in international hotels groups is increasingly
fierce, so only hotels with the best management are expected to
be the winner on the market. To be such a winner, it is important
to provide the best service quality since the customer satisfaction is the key component especially in the hospitality field.

3. Materials and Methods

This work essentially relies on a qualitative research, with a
heavy focus on exploration, and tries to enlarge the current
comprehension regarding the field of hospitality management
executed in the Polish hotel industry. Two different method were
selected, in order to collect the necessary data and information.
On the one hand, statistical analysis approach was used to
reveal the main developments in Polish hotel sector. The scenarios of the 1990 – 2017 period were examined using the
available secondary sources such as data from Central
Statistical Office, Statistical Yearbook of Poland, tourism outlook
and other sources in line with other authors (Sheresheva et al.,
2018; Sobaih, 2015; Coroș and Negrușa, 2014). Indeed, the
presented analysis is based on the main dataset for structural
business statistics, size class data and local data, all of which
are published annually, in line with other authors (Slattery et al.,
2008).
On the other hand, an in–depth case study of an
international hotel group operating in Poland was implemented.
The authors chose to analyze the AccorsHotels strategy using a
single case study method (McKinney 1966; Smith 1988; Yin
1989). The case study method can be adopted in order to better
understand the dynamics present in a single setting (Eisenhardt,
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1989). The case study offers insights that may not be achievable
with other approaches (Rowley, 2002). The selected case study
was analyzed using various sources of information (Eisenhardt,
1989), including the sources available online, namely the annual
reports and official websites of the group. In order to collect all
the information on the AccorsHotels strategy, the authors carried
out a semi-structured interview, i.e. both the questions and their
order could be changed according to the individual interviewed,
in line with other authors (Bernard, 1988; Alvesson, 2003;
Harrell and Bradley, 2009; Bertoldi et al., 2012; Cortese et al.,
2017). The interview was conducted in November 2018 by
phone conversation. The data and information collected were
analyzed individually by each author, to avoid any influence
among them in the evaluation phase (Atkinson and Shaffir,
1998; Cortese et al., 2017). Lastly, the obtained results were
grouped and compared, therefore the fundamental issues relevant to the purpose of the document were extrapolated.

4. Findings

4.1. The Polish Hotel Industry

The Polish hotel industry is one of the most vigorous industry
and the main determinants to be hold accountable for the
achievement of this growth is the development of tourism
infrastructure facilities, especially the lodging base. A hotel is a
categorized facility, which meets the requirements of a hotel
facility specified in the appropriate regulation of the Council of
Ministers. The establishments other than hotels are categorized
as other accommodation facilities. This kind of classification is
also known as traditional classification, which differentiates
hotels into five different categories, namely – (1) one-star, (2)
two-star, (3) three-star, (4) four-star and (5) five-star hotels
(Vallen and Vallen, 2013).
Following major reforms in 1992, Poland experienced a boom
in economic activity in the ‘90s as shown in the data, provided
by Central Statistical Office, although there were 499 hotels in
Poland in 1990. The number of categorized hotels in Poland in
2017 exceeded 2,540 (Figure 1), providing 261,500 beds
(Figure 2) in around 128.304 rooms. These results were
obtained thanks to the increasing number of new hotels, the
rising number of tourists and the growing interest in the Polish
market from the international hotel brands. This situation reflects
that the hospitality market in Poland is still in a stage of growth.
In addition, the trend line suggests that number of hotels in
Poland will grow for the next-coming years.

Figure 1. Number of hotel establishments in Poland
in 1990-2017
Source: Authors’ elaboration based on Statistical Yearbook
of Poland 1990-2017

The key drivers for the development of hotel business in
Poland are the following (Lubowicki–Vikuk, 2012; Gheribi, 2015;
Religioni and Religioni, 2015; Eurostat, 2016; Budzyńska, 2016;
Association of Business Service Leaders, 2017; Turystyka,
2018): economic growth, rising popularity of Poland among both
domestic and international tourists as a holiday destination,
development of medical tourism in Poland, dynamic growth of
BPO/SSC industry, growth of expenditures of Polish residents
for trips.
Central Statistical Office data show that the number of bed
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places in hotels in 2017 exceeded 261 500 and is growing yearto-year too (figure 2). Power trend line suggests that number of
bed places in hotels in Poland also will grow for the next-coming
years.

Figure 2. Number of bed places in hotels in Poland
in thousands in 1990-2017
Source: Authors’ elaboration based on Statistical Yearbook
of Poland 1990-2017
The number of tourists accommodated in hotels in research
period were growing year-to-year (Figure 3) and this success
was due to the globalization process and the constant relative
decrease in cost of travel. In 1990, the travel industry recorded
3.92 million tourists accommodated in hotels while there were
6.39 million in 2000 and 20.91 million in 2017. The results of the
survey for the occupancy of tourist accommodation establishments show that accommodation facilities hosted 28.9 million
tourists (76.8 million overnight stays, of which 15.0 million stays
– by foreign tourists). Foreign tourists arrivals increased to 6.1
million, compared to 5.7 million in 2015. Majority of tourists (21.7
million) stayed in hotels and similar establishments i.e. in hotels,
motels, boarding houses and similar, while only 7.2 million
tourists stayed in other establishments – excursion hostels,
shelters, camping sites, etc. More than a half of all tourists were
accommodated in hotels – 18.8 million (increase from 17.5
million in 2015) (Turystyka, 2017).

Figure 3. Tourists accommodated in hotels in thousand
in Poland in 1990-2017
Source: Authors’ elaboration based on Statistical Yearbook
of Poland 1990-2017

Taking into account the past five years, the data show that
the 3-star segment, with a total of 1,223 hotels, represents a
market share of 52.02% in 2017, holds accountable for the
majority of the supply in the Polish hotel market. Regarding the
number of hotels, the second place goes to 2-star facilities (with
23.48% of total market share), as does the third place to 4-star
hotels with a prevailing market share of 15.56% (Figure 4).
Central Statistical Office data show that the number of 3-star
hotels in 2017 exceeded 1,223 and grew by 367.2% compared
to year 2000. The largest increase in 2017 compared to 2000
was in the number of 5-star and 4-star hotels, 1083.3% and
915% respectively. Figure 4 show that while the upper midrange
segments of the Polish market continue to grow, 1-star hotels
were recorded as declining as ongoing way. The supply of
rooms in Poland seems to be a well-balanced manner in terms
of star categories, 44% and 29% of which nearly are in the 3-star
and 4-star hotels respectively. About 4,600 hotel rooms with 4stars are to be in operation soon, which are under construction
or being planned at the moment. The Polish hotel market has
been counted as one of the stars of Europe in recent times
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Figure 4. Number of formally categorized hotels in Poland
in 2000-2017
Source: Authors’ elaboration based on Turystyka, GUS,
2001-2017

without any doubt that it will be a lucrative business for the near
future.
However, 13% of classified hotels are hotel chains compared to the average level of 30% in Europe. In this case, it is
observed that the higher the category of a hotel, the greater the
percentage of hotels in the chain in the category. Currently, the
share of hotels in the chain is more than 50% in the 5-star
category and is less than 10% in the 1-star hotel category. Chain
hotels are on average larger than the independent ones, which
are connected to the minimum requirements of the hotel chains
as far as corporate profitability is concerned. In larger hotels,
fixed costs are spread over a larger number of rooms. In Poland,
chain penetration by hotels was 14% but by keys 37% in 2017
(Table 1).

Table 1. Key statistics of chains hotels in Poland and selected European Countries in 2017
Source: Horwath HTL, 2018

In Polish hotel market is 14% of chains hotels and 86% are
not chains. International brands’ share of hotel market in Poland
still remains low, 11.04%, with domestic hotels which are to hold
accountable for 8.2% (Table 1). This low share is the result of a
growth in supply of both independently run and hotel chain
facilities. The leading international hotel chain in operation in
Poland has been the AccorHotels with 74 hotels and 12,498
rooms with her main brand of Ibis with 3 hotels and 4,502 rooms
(Table 2). The second international hotel chain, after the leader
AccorHotels, is Hilton with 19 hotels and 3,330 rooms, followed
by Marriott International being the number three with 13 hotels
and 3,089 rooms.
However, it is expected a rise in branded hotels’ share –

according to STR Global’s data. Poland is the fifth–largest
market in Europe in terms of the number of branded hotels
planned to be opened or under construction, after Great Britain,
Turkey, Russia and Germany respectively (Colliers, 2016). In
2016, 16 new international hotels (15% of total new supply), 8
(majority in other words) of which are held by AccorHotels
started their operations in the market. However, the share of
brands owned by international chains in Polish hospitality
market still remains low at 6%, with domestic hoteliers, who
account for 10% (Colliers, 2017). The most dynamic hotel
chains in terms of new openings in Poland are: Orbis/Accor,
Hilton Hotels and Resorts, Best Western and Marriot Hotels and
Resorts.

Table 2. Overall
ranking of chains
and brands by size
in Poland in 2017

Source:
Horwath HTL, 2018
The number of hotels is growing in the major cities and
tourist destinations in Poland. Such a strong supply of new
hotels poses a challenge for hoteliers, who have to deal with
increasing competition.

4.2. The case study of AccorHotels Group

Accor S.A., with the brand name AccorHotels, is a Parisheadquartered French multinational hotel group. The Société
d'investissement et d'exploitation hôteliers (SIEH) hotel group
was founded by Paul Dubrule and Gérard Pélisson with the
opening of the first Novotel hotel outside Lille in northern France
in 1967. The second brand, Ibis, was launched in 1974 in
Bordeaux. Now, the AccorHotels group's brands are in presence
in more than 95 countries throughout the world, with over 4,200
hotels and 600,000 rooms, which make them rank sixth in the
global hotel industry, based on number of rooms (AccorHotels,
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2017). AccorHotels have been affiliated with the Group with four
basic organizational structures – franchise agreements, management contracts, leases and ownership. As part of the Group’s
organization into the HotelInvest and HotelServices businesses,
all of hotels either owned or leased are integrated into the
HotelInvest portfolio and are operated by HotelServices under
management contracts.
The AccorHotels group is developing most intensively in the
European hotel market, which leads in the rankings of international groups and hotel chains. In Poland, it remains the
leader, taking first place among hotel chains (table 2). The
AccorHotels Corporation has expanded into the Polish market
through a strategic partnership with the Polish Orbis Hotel
Group, from which it acquired 51.55% of the shares. As a result,
she transferred her know-how and competences, which are the
result of many years of experience. Individual brands are
positioned in all five market segments, which are presented in
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Table 3. Classification of brands
belonging to the AccorHotels group
Source: own calculations

table 3. AccorHotels has a wide range of services tailored to the
different requirements of guests from the luxury segment to the
budget segment, traveling individually and business.
AccorHotels’ strategy is to accelerate hotel development,
through both organic growth and acquisition. They have been
investing partnerships with major businesses, such as transport,
leisure activities, information and travel-related services, with
the same customer base since 1998 to create synergies, indicating a strategic intent to provide customers and partners with
an advantage. Their business network is gradually growing more
and more. AccorHotels are highly effective in the long-run at
acquiring, developing and managing resources and capabilities,
which provide them competitive advantages. They use their
intangible assets like the knowledge of hotel management to
compete with other global competitors in operation in the Polish
hotel market like Starwood, Marriot, Hilton, Intercontinental, Hyatt
and Wyndham, all of which have been operated with strong
business performance background and capability. AccorHotels
pay a particular importance to plan and follow its strategic
design to promote its growth in terms of corporate service.
AccorHotels have leveraged their more than 40 years of
experience to develop a platform of very high level skills. These
interconnected business units expand into all businesses and
Countries, which create a truly unique system for them.
AccorHotels have created an organizational memory through
which they share the best practices and pool the costs that
allows to enhance the performance of Accor’s brands, support
hoteliers and their employees in their daily operations and
ensure that customers always are provided with the best service
as possible as it gets.

AccorHotels distribution channels and website with online
marketing
A business is expected to create competitive advantage by
optimizing or coordinating links to the outside (Porter and Millar,
1985). In this sense, information technology can be used as a
strategy to manage market complexity in order to establish a
competitive advantage (Crichton and Edgar, 1995, Tavitiyaman
et al., 2011). Thus, in any kind of hospitality businesses, there
should be some technological emphasis on the way services are
produced and delivered (Altuntaş et al., 2014). Hotel Reservation Systems (HTSs) are also an important component of the
critical success factors, which contributes to the strength of a
brand (Olsen et al, 2005). In this sense, the accorhotels.com or
individual brand sites of AccorHotels are used to enhance the
visibility and to make booking easier by their web teams. In
addition, the brand’s online development through partner websites are supported. As seen, AccorHotels’ brands has a strong
reservation system, also known as TARS, which contributes to
sales optimization management through its online sales and
payments with 38 million reservations booked and 79 million
room nights produced. TARS has been serving via 32 local
versions and 16 different languages, which lets AccorHotels
localize knowledge in each and every market and have an
average of 45,000 reservations per day (O'Connor, 2014). In
addition, AccorHotels have managed to develop mobile sites for
each of their brands, mobile applications, were downloaded 3
million times by their guests, and call centers and after-sales
services. The services of phone reservations, bookings, customer relationships with e-mails, postal mail or social networks,
are handled by AccorHotels Customer Contact Centers. A total
of 1,500 hotels used the services provided by call centers and
after sales service while 2.5 million booking calls were replied by
the department in 2014 with a call capture rate of 95%.
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Branded hotels may use brand revenue systems, which
enable them to increase their revenues as stated by some
industry revenue specialists. With the contribution of such a
system, demand curve fluctuations may be identified correctly to
ensure effective rate structure to smooth the occupancy level
(O’Neill and Carlback, 2011). Revenue management system, or
Revenue Management on Demand (RMD) as named in
AccorHotels and employed in 1,600 hotels in 2014, contributes
AccorHotels to strengthen its brand name and increase its revenue through 700 revenue management concentrated specialists
in 2014 who also offered RMD consulting and training.
Moreover, hotels with RMD generated 8% growth in RevPAR in
comparison to the hotels without RMD as in case of hospitality
businesses with better financials due to the strong R&D capabilities in terms of sales, research and development distribution,
customer services, marketing, human resources, accounting
and information technology (Gursoy and Swanger, 2007).
It is stated that branded hotels are expected to better
perform than their competitors of independent hotels in terms of
some organizational performance criteria such as occupancy
percentage and net operating income even in recession times
(O’Neill and Carlback, 2011), whereas branded hotels are
equipped with sufficient and strong revenue management
systems and tools (Cetin, Demirciftci and Bilgihan, 2016). Hotels
with strong brands are also expected to differentiate themselves
with its offerings from the competition, to create loyal customers,
to have greater control of promotion and distribution of their
brand as well as to put a premium on their prices in comparison
to the competitors (Altuntaş et al., 2014). The worldwide sales
network of Accor’s Hotel group is another key initiative and the
main corporate client accounts worldwide amount more than
500.
In addition, AccorHotels on the Polish market offers
numerous promotions and discounts; among others free stay of
one or two children (under 12) in a room with parents or
guardians. In the Novotel network, children under 16 receive a
free breakfast and overnight stay under the care of adults. The
consortium also applies weekend and seasonal price
reductions. On the Polish market, the corporation differentiates
prices taking into account the geographical location of the
facilities. Other prices are valid for objects of the same brand
located in the city center from those located in holiday resorts.
AccorHotels’ loyalty program: Le Club AccorHotels
AccorHotels differentiates prices using other marketing
tools, including loyalty program in which guests receive points
for staying in hotels and for services purchased from partners,
including at Europcar, Club Mediterranean, the 12 largest
airlines like Air France, KLM, British Airways. As indicated in the
literature, loyalty programs are paid attention by the guests for
booking a hotel room. Two out of five guests from hotel
businesses prefer to book to a specific hotel due to the attractiveness of that hotel’s loyalty program (O’Neill et al., 2008). In
addition, a loyalty program with more commercial accounts
provide a more smooth occupancy for the branded hotels, particularly in recession times, since corporate and governmental
guests look for value and consistency (O’Neill and Carlback,
2011). Le Club AccorHotels is one of the most valuable
components of AccorHotels’ brands. With the contribution of this
loyalty program, AccorHotels have managed to establish long
term relationships with their guests. The number of hotels in
particular networks involved in this type of activity means that
these are offers of large scope and scale.
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Human resources – recruitment and training initiatives
Human resources strategies are expected to contribute a
business to reach its predetermined competitive goals by recruiting, training and retaining the employees, who have the
essential ability and motivation consistent with its strategy
(Altuntaş et al., 2014). Any kind of action applied in differentiation and in the strategy of cost leadership requires different
practices and policies in terms of human resources, because
each of these strategies needs companies to arouse particular
attitudes and behaviors of employees to achieve success in
terms of competition. The success of human resource management practices can contribute to the current competitive
advantage and provide a direct and economic support to financial performance (Kim and Oh, 2004; Wang and Shyu, 2008;
Tavitiyaman, Qu and Zhang, 2011). Moreover, a strong brand
name is a strategic asset in the hospitality industry to enhance
employee loyalty, reduce labor turnover and provide employees
with an opportunity to improve themselves (Chauhan and
Mahajan, 2013). In this sense, employees are considered as the
key assets for AccorHotels, indeed there is a high competition
among hotel businesses to attract and keep best employees.
AccorHotels’ businesses provide employment opportunities in
95 countries. A caring employer providing respect, training and
career development for more than 250,000 employees in its
hotel brands worldwide. AccorHotels offers more than 100
professions across the 5 continents and the Académie Accor is
the one of the best hospitality education school all around the
World, offering more than 300 courses in 20 different languages
with 170 e-learning modules specifically designed to Accor
Hotels’ needs and wants. This is a worldwide school that operates in various Countries e.g. France, Germany, China, Brazil
and Dubai, training more than 145,000 people so far.
In Poland, AccorHotels achieved low-cost position with a
high market share. It provided the buyers with a traditional
accommodation service at an affordable price. It continues to
expand its operations on the Polish market through the offer of
new networks (including the Ibis Styles and Pullman brands),

which is addressed to well-defined groups of buyers.
In Poland, AccorHotels group policy concerns primarily the
development of the Ibis Hotels and Ibis Budget brands, as well
as the transformation and adaptation of selected facilities of the
Orbis Hotel Group to the requirements of the consortium network. Thus, further Accor's activity will be carried out through the
expansion of the brands presented to our market.

5. Conclusions

The work noted that the essential being in creating a longterm advantage competition is played by undertakings that
generate distinctive resources used in the provision of hotel
services. Having adequate resources guarantees hotel
companies a more effective use of market opportunities and
effective reduction of dangers resulting from the impact of the
environment.
Competing on the basis of distinctive resources among
concerns on the global market means that currently a significant
number of networks decides to start operations on new unknown
markets. The proceedings adopted by the hotel corporations
impose the need to involve not only own resources, but also to
exchange them with foreign organizations.
As a consequence, unique resources arise which result from
the consolidation of own experience and know-how with resources owned by foreign companies operating on a given market.
Thus, distinctive resources affect the form of conducting business, because they contribute to the increase of market access
restrictions and to exclude direct rivals from it, who are unable
to adapt to the current circumstances in the sector.
Author Contributions. Introduction, Literature review and
Conclusion paragraph: Edyta Gheribi; Materials and Methods
and Findings paragraphs are the result of synergic collaboration
between the two authors.
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Abstract

The study offers a new concept and theoretical framework for future theory development of Investment Effectiveness
based on Human Capital (IEBHC), which combines Agency Theory and Resource-based Theory to fill the research
gap between corporate governance and corporate value. Using company goes public data from Indonesia Stock
Exchange over the period 2013-2015, this study applies Partial Least Square (PLS) to examine the mediating role of
IEBHC in influencing the relationship between corporate governance and company value. The results reveal that
IEBHC to be a significant mediator between corporate governance and company value.
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1. Introduction

The purpose of corporate finance is to maximize market
value (Brigham and Houston, 2007; Brealey et al., 2008). In the
modern corporate management, there is a separation between
owners and managers, the management and operational
authority are left to the professionals. The separation often leads
to conflict of interest (Shleifer and Vishny, 1997) and lead to
agency problems that gave rise to agency cost. Velnampy
(2013) reveals that managers as part of management do not
always act in accordance with the interests of company owners,
but they tend to pursue their own interests.
Good Corporate Governance (GCG) is associated with the
ownership structure and supervision structure which is a form of
supervision in order that managers always consider the interests
of shareholders (Boubakri, 2006). Meanwhile, according to Lins
(2003), GCG is expected to be able to control managers so that,
in making decisions, it does not benefit themselves but consider
the interests of the principal. However, market mechanism has
not been effective in developing countries, including Indonesia,
so internal mechanism is highly important in the control
(Syakhroza, 2003). Then, the challenge in the implementation of
GCG is how to find a pattern to maximize wealth creation, so
that there is no improper expenses to third parties (Kim et al.,
2010).

2. Previous Studies

2.1. Corporate Governance and Corporate Value

According to Jensen and Mecking (1976), Agency Theory is
defined; the owner delegates his authority to make decisions to
managers with the aim to increase corporate value with the
compensations in the form of salary, bonuses, incentives, and
other compensations. On the contrary, when the shares owned
by management increase, the managers have an interest in
increasing corporate value. Thus, the increase in the number of
shares by managers may potentially increase corporate value.
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According to Wei et al. (2005), foreign ownership has a
positive significant effect on corporate value. The results
indicate that foreign investors can monitor management’s work
well and their presence may enhance corporate value consistently. Similar results are shown in the study of Ruan et al
(2011). The research of Sulong and Nor (2008) illustrates the
contrast in which foreign ownership as part of the corporate
governance system has a significant negative effect on
corporate value. Lin (2007) conducted a similar study with the
results stating that foreign ownership has no effect on corporate
value.
In the research conducted by Haddad and Horrison (1993);
Chung and Kim (2005); and Nurhan et al (2007); show that there
is a positive and significant effect between the structure of
foreign ownership and corporate value. The other findings
contradict the above finding; foreign ownership structure has a
negative and significant effect on corporate value (Khouri et al.
2004; Zeitun and Tian, 2007; Tan, et al., 2007).
Concerning management structure, Sulong and Nor (2008)
states that the size of the board has a positive significant effect
on corporate value because it can improve the control and
monitoring of dividend value, the government policies that affect
the company, and foreign ownership in reducing agency cost.
The matters can increase corporate value. The similar results
have been shown in the research of Oxelheim and Randoy
(2001), Latah and Dickins (2012), Babatunde and Olaniran
(2009), and Stefanescu (2011). Obradovich and Gill (2013), in
their research, states that the big size of the board of directors
has a negative effect on corporate value. The similar results
have been shown in the research of Kumar and Singh (2013),
Haniffa and Hudaib (2006), and Gill and Mathur (2011).
Purba (2004) found that the largest proportion of public
shares has a positive relationship with Corporate Performance
that impacts on corporate value. However, Sofyaningsih and
Hardiningsih (2011) found the evidence that public ownership
does not affect corporate value. According to Rosma (2010),
public ownership shows the amount of private information that
should be distributed to public managers. Therefore, public
ownership is considered to have the effect on corporate
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performance that might be expected to enhance corporate
value. Public ownership is a source of company’s external
funding obtained from equity participation by the public. Public
ownership is a minority shareholder in a company as well as
playing an important role in a company. Public shareholders will
attempt to monitor the behavior of the managers of a company
in running the company. In addition, with the presence of public
ownership, the company is required to perform GCG (Kiswanto,
2015).
Sulong and Nor (2008) state that the policy for reducing the
number of independent boards can maximize corporate value. It
is similar to the results of the research conducted by Oxelheim
and Randoy (2001), Fallatah and Dickins (2012), Sami et al.
(2009), and Babatunde and Olaniran (2009). Helland and
Sykuta (2005) study show different results; the board of
directors consisting of independent directors can perform the
task better in monitoring the work and activities of management.
Similar results are shown in Abbasi et al. (2012), Rouf (2011),
and Stefanescu (2011).
In addition, ownership structure, one of the factors that affect
corporate value is the presence of an independent board. The
need for independent board within a company is to help the
company’s long-term strategic plan and periodically review the
implementation of the strategy (Purwantini, 2011). The research
results of Purwantini (2011) and De Zoysa et al. (2010) state that
independent board does not affect corporate value. In other
hand, in the research of Siallagan and Machfoedz (2006), it
states that independent board has a significant effect on
corporate value.
The presence of independent commissioner is also
stipulated in the Regulation of Securities Listing of Jakarta Stock
Exchange (JSX). The companies listed on the Indonesian Stock
Exchange are required to have an independent commissioner
with the provisions of the number of independent commissioners
at least 30% of the total number of commissioners. Thus, it will
provide a high benefit for the company (Purwantini, 2011).
Dechow et al. (1996) state that the independence of
corporate boards will reduce fraud in financial reporting. In
general, the company's stock price will be higher and increase
the company's value. It is in accordance with the research
results of Machfoedz Siallagan (2006) which shows that
independent board has a positive effect on corporate value.

2.2. Human Capital Investment
in Business Phenomenon

Globalization, technological innovation, and tight business
competition are forcing companies to change the way they do
business. In order to continue to survive, companies must quickly change their business strategy based on labor-based
business towards knowledge-based business so that their main
characteristic is knowledge (Sawarjuwono, 2003) which can
provide a competitive advantage (Rupert, 1998). In a business
environment that is more advanced, then, companies increasingly depend on intangible assets (Apreda, 2011), and the
measurement of human capital is at the center of major concern
in the business community (Wealtherly, 2003).
The speech delivered by Schultz, T.W. (1993) in 1960
entitled Investment in Human Capital is the foundation stone of
the theory or concept of human capital (HC). According to the
World Economic Forum (The Global Competitiveness Report,
2013-2014) among ASEAN countries, Indonesia in the global
competition ranks 38th or the lowest of all Asian countries.
Similarly, based on the Survey Entrepreneurship of the World
Bank, the major inhibitor of investment in Indonesia, one of
them, is the quality of human resources (OECD, 2012).
Based on the background above, the research problems
were: the effect of the proportion of foreign and public ownership
and the number of board of directors and independent directors
on corporate performance and value; the effect of the proportion

QUALITY

Access to Success

Vol. 20, No. 171/ August 2019

of foreign and public ownership and the number of boards of
directors and independent directors on the effectiveness of
investment in human resources; the effect of human resource
investment on corporate performance and value; and whether
the investment in human resources as the mediating variable
that mediates the effect of governance factors on corporate
performance and value or not.

3. Literature Review
3.1. Agency Theory

The theory describes the relationship between principal and
agent, which link the relationship between the parties who gives
the job, in this case the principal, and the professional manager
who is given the authority as the agents. Jensen and Meckling
(1976) state that between principal and agent basically have
different interests. In AT, it will arise an agency problem as a
result of the parties' (principal and agent) who are selfish with
their respective interests in doing activities together. Due to the
conflict, it arises agency cost. The parties should control themselves so that so the agency cost may be reduced (Jensen,
1986).

3.2. Resources based Theory

The emergence of the view that knowledge as a highly
strategic company resource company is based on the fact that
knowledge can be used to develop competitiveness, valuable,
rare, difficult to imitate by competitors and cannot be replaced by
other resources (Wernerfelf, 1984). Therefore, it can maintain its
life continuity, grow, and gain profit (Grant, 1991).
Company resources are in both real and unreal assets, while
in terms of control, according to Barney (1991), the intangible
resources can be controlled by a company and allow the
company to understand and implement the strategies that can
improve the efficiency and effectiveness of the company, namely
human resources (Pulic, 1998; Bontis,at.all. 2000). It is capable
of evolving with the specifics, and competitive advantage will be
acquired by a company (Penrose, 1959). Mayo (2000) said that
the basis of the financial value drivers is HC.
However, human capital is a component that is not easily
measured (Mayo, 2000; Sawarjuwono et. Al., 2003). HC can be
increased when a company can exploit and develop the
knowledge, competence, and skills of its employees efficiently.
Therefore, HC is a key resource that can create a competitive
advantage as the core of RBT. The same conclusion was also
delivered by Bassi et al. (2001), Hansson. Bo et al. (2003) and
Merih Sevilir (2010) that companies which invest more in human
development has a better stock market performance, increasing
the company’s innovative capacity to generate innovative ideas
so as to gain greater profits.

3.3. Ownership and Mangerial Structure

Demsetz and Villalonga (2001) and several previous studies
resulted in unequivocal evidence for the endogeneity of
ownership structure. The studies examined the roles played by
the two aspects of ownership structure; the fraction of the
shares held by five largest shareholders and the fraction of the
shares held by management. However, it is especially not for
management share ownership as endogenous. The result of this
study is in line with that of Demsetz and Lehn (1985) that
ownership structure does not have a significant relationship. In
other hand, the research conducted by Shleifer and Vishny
(1986) concluded that the increased shareholding by large block
shareholders is shown to significantly increase the company's
share price.
Share ownership by the individuals from foreign nationals or
institutions which is the percentage of the share ownership by
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foreign individuals or institutions is at least 5 percent (Barbosa
and Louri, 2005). On the other hand, it is viewed from the
positive side that the entry of foreign investors will have an
impact on better corporate governance by applying good
governance like in their countries, such as better openness,
transparency, and responsibility.
The study tried to look at the relationship between the
ownership by foreign parties and its effect on corporate value,
and it shows that foreign ownership has a positive effect on
corporate value. Utama (2006) conducted a research to see the
simultaneous relationship between corporate governance practices and corporate value on the Indonesian stock exchange. He
concluded that foreign ownership has a positive and significant
effect on the level of 5 percent. Meanwhile, Haddad and
Horrison (1993) concluded that foreign ownership can boost
productivity but in slow growth, and the finding of Sawalu et al.
(2012) in the companies located in the Nigerian stock exchange
shows that foreign ownership has not been able to improve
corporate performance.
The need for independent board within a company is to help
the long-term strategic plan and periodically review the
implementation of the strategy (Purwantini, 2011). The research
results of Purwantini (2011), and De Zoysa et al. (2010) state
that independent board does not affect corporate value, while in
the research of Siallagan and Machfoedz (2006) states that
independent board has a significant effect on corporate value .
Dechow et al. (1996) state that the independence of corporate boards will reduce fraud in financial reporting. The existence of an independent commissioner is expected to improve
the effectiveness of supervision and to strive the improvement of
the quality of financial statements. Then, the quality of financial
reporting is also getting better, and it makes investor trust to
invest in the companies. In general, the stock price will be higher
and the corporate value increases (Siallagan and Machfoedz
2006; Sulong and Nor 2008; Oxelheim and Randoy 2001;
Fallatah and Dickins, 2012; Sami et al, 2009; Babatunde and
Olaniran, 2009). The study of Helland and Sykuta (2005)
showed different results; the board of directors consisting of
independent directors can perform the task better in monitoring
the work and activities of management. Similar results were
shown in Abbasi et al. (2012), Rouf (2011), and Stefanescu
(2011).

3.4. Corporate Performance

Corporate performance is the measurement as the assessment basis of corporate operational activity in certain period,
which generally is in a period of one year. It is a reflection on the
implementation of various policies of the company. A lot of
parties have their interests in finding the information on corporate performance. In addition to the owner of a company, the
other parties, such as investors, potential investors, and creditors, are also highly interested in recognizing corporate
performance. With a good performance, various parties will be
interested in dealing with the company. Investors will certainly
glance when a company has performed well to invest in the
company. Similarly, when creditors see better performance, they
are optimistic that the fund given would go back in a specified
time. When all the parties consider that the corporate performance is satisfactory, it is a positive signal for various parties.
Performance measurement has undergone many
developments, so the measurements use various indicators.
The indicators used in performance measurement include:
return on assets (ROA), return on equity (ROE) (Uchida, 2006).

reflection of the ups and downs of corporate value. The increase
in stock prices is an indicator that the prosperity of shareholders
also increases. The measurement of corporate value is the sum
of all values of equity market value which consists of stock and
bond market value or the value of long-term debt commonly
called the Price-Book Value (PBV).
As described in many studies, corporate performance is the
result of the implementation of various policies of a company by
the board of directors as the company's managers until the
bottom level of workers. In addition, corporate performance is a
measure of the success of corporate management. In the
assessment of corporate performance, managers must be
oriented to the prosperity of shareholders in every policy, and it
is a mandate given by the principal to be implemented by the
agency.

4. Materials and Methods

The study attempted to synthesize several theories,
mainly between agency theory (AT) and Resource-Based
Theory (RBT). The data were analyzed using the method of
Partial Least Square (PLS). The selection of the PLS method
was based on the consideration that, in this study, there were
some latent variables which are formed using formative indicator, not reflexive. The reflexive model assumes that constructs
or latent variables influence the indicators where the direction of
causality of constructs to indicators or manifest (Ghozali, 2011).
Furthermore, Ghozali (2011) states that formative model
assumes that the indicators affect the construct where the
direction of causality from the indicators to the construct.
The population and sample of this research were the
companies listed on the Indonesian Stock Exchange from 2013
to 2015. The objects of this research were the companies that
reported the costs of Human Resource Development.

5. Results and Discussion

This research basically conducted a study to find the relationship between GCG and corporate performance (corperf)
and corporate value (corval) by incorporating the mediating
variable of the investment effectiveness based on human capital
investment (IEBHC). In this research, we tried to analyze the
role of leadership and management structures in good corporate
governance mechanism. Management structure used the
indicators of foreign and public ownerships. In other hand, the
variable of management structure used the board of directors
(board size), board of commissioners and independent commissioner, and the corperf used the indicators of return on asset
and return on equity. In corval, the indicator used was price book
value (PBV) as one indicator to measure corporate value from
many indicators in the corporate value measurement.

3.5. Corporate Value

Corporate value is measured by considering the price of the
stock exchange, especially in the secondary market, meaning
that the rise and fall in stock prices in the secondary market is a
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Figure 1. Research Model
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Model Measurement in This model defined how each indicator related to its latent variables and specify the relationship
between latent variable and the indicators. The outer model
tests conducted to outer model are:

5.1. Convergent Validity

Convergent validity value is the value of the loading factor in
the latent variables with their indicators. By definition, loading
factor is the size of the correlation between the indicators and
the latent constructs The use of the indicators was based on the
results of PLS analysis. The indicators were the utmost possible
because the loading factor value has validity value (See Table 1).
The convergent value validity is the value of the loading
factor in the latent variables with their indicators. In most
references, the factor weight of 0.50 or greater is considered to
have strong enough validation to explain latent constructs (Hair
et al, 2010; Ghozali, 2011) although the other references
(Sharma, 1996, Ferdinand, 2000) explain that the weakest
acceptable loading factor is 0.40.

Table 1.
Loading
Factor

Variable
Indicator
CORPERF ROA
ROE
CORVAL
PBV
IEBHCI
IEBHCI
COM
BOARD COM
BOARD SIZE
INDPCOM
OWN
FOR_OWN
PUB_OWN

Loading Factor Remark
0.674
Valid
0.854
Valid
1
Valid
1
Valid
0.5
Valid
0.949
Valid
0.67
Valid
0.687
Valid
0.651
Valid

The above variables have relatively high loading factors,
which are about higher than 0.5 so that, from the viewpoint of
loading factor, all indicators have higher contribution to explain
the latent construct.

5.2. Average Variance Extracted (AVE)

AVE value must be greater than 0.5 (> 0.5). Discriminant
validity is to compare the value of square root of the average
variance extracted (AVE) of each construct with the correlation
between the other constructs in the model. If the square root of
the average variance extracted (AVE) is larger than the
correlation with all other constructs, it is said to have good
discriminant validity. It is recommended that the measurement
values should be greater than 0.50.
Table 2.
Average Variance
Extracted

Variable
COM
CORPERF
CORVAL
IEBHCI
OWN

5.3. Composite Reliability

AVE
0.532847
0.592315
1.000.000
1.000.000
0.447956

Remark
Valid
Valid
Valid
Valid
Almost Valid

This value shows internal consistency which is a high
composite reliability value indicating the consistency of each
indicator in measuring the construct. This value reflects the
reliability of all indicators in the model. The minimum value is 0.7
although ideally it is at 0.8 or 0.9. In table 3, all the variables are
very reliable, but the Onwersship approaches 0.7.
Table 3.
Composite
Reliability

QUALITY

Variable
COM
CORPERF
CORVAL
IEBHCI
OWN

Access to Success

Composite Reliability
0.762031
0.741401
1.000.000
1.000.000
0.618574

Remark
Reliable
Reliable
Reliable
Reliable
Reliable
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5.4. R-Square

R-Square or known as Stone-Geisser's is a test conducted
to determine prediction capability using blindfolding procedure.
If the values obtained are 0.02 (small), 0.15 (medium), and 0.35
(large), it can only be conducted for endogenous constructs with
reflective indicators.
Table 4. R-Square

Variable
CORPERF
CORVAL
IEBHCI

R_Square
0.001609
0.591719
0.019331

Remark
0.16%
59.17%
1.93%

The goodness test of structural model can be seen from the
value of Q2 as below: Q2 = 1- (1-R2), the value of Q2 close to the
value of 1 is the stated structural model which is also fitted to the
data. The results of the test show that the model is not entirely
fit with the data or able to reflect the reality and phenomena that
exist in the field. The results of the analysis show that only in
Corporate Value in which the indicator variable is valid and
reliable. It reflects the latent variables with model testing resulting in the conclusion of model fit.

5.5. Path Coefficients

Path Coefficients is the path coefficient value or the size
correlation / effect of latent constructs.
Variable
COM
OWN
IEBHCI
CORPERF
IEBHCI
COM
OWN

Variable Target
Corval

Corperf
IEBHC

Path Coefficient
-0.204849
0.073586
0.028283
0.715345
-0.040116
-0.060325
-0.126995

Table 5. Path Coefficients

Remark
Negative
Positive
Positive
Positive
Negative
Negative
Negative

In the output of Path Coefficient as shown in the table above,
it is to see the significance of the effect of the variables of
Commissioners, Ownership, IEBHC, Corporate Performance,
and Corporate Value. By looking at the value of parameter
coefficient (original variable) to the target variable, the variables
that have positive effects are ownership and IEBHC on
Corporate Value and Corporate Performance on Corporate
Value. In other hand, the other original variables have a negative
effect on the target variable.
Variable

COM
OWN
IEBHCI
CORPERF

Direct Effect
-0.20484
0.073586
0.028283
0.715345

Indirect Effect Total Effect Remark
0.0002
0.00005
-0.02870
n/a

-0.20482
0.073639
-0.00041
0.715345

Negative
Positive
Negative
Positive

Table 6. Analysis of Direct Effect, Indirect Effect, and Total Effect

The analysis was used to see the strength of the effect
between constructs; the direct, indirect, and total effects.
According to Ferdinand (2000), direct effect is a coefficient of all
lines with one-end arrow, while indirect effect is the effect that
arises through a mediator variable and total effect is the effects
of various relationships.
The direct effect of this research model is presented in table
6. In this study, there are four variables that have direct effects
on the variable of Corporate Value. The results of measurement
show that the variable that has the variable has the greatest
direct effect on Corporate Performance, and then followed by
the variables of ownership and IEBHC. In this research model,
it also measured the indirect effect between the variables; there
are four variables that have indirect effect on the variable of
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Corporate Value as shown in table 5. From the measurement,
the variables that have indirect effects, in general, are very low.
Due to the direct and indirect effects between the variables
in this research model, it is necessary to measure the total
effect. The results of the total effect measurement between the
variables are shown in table 6. Based on the measurement
results, it shows that the variable that has the greatest total
effect on Corporate Value is the variable of Corporate
Performance at 0.715345.

5.6. Effect Size

Effect size is a measure of the size of the effect of a variable
on another variable, the size of the difference and relationship
which are independent from the effect of sample size (Olejnik
and Algina, 2003). The related variables are usually response
variables or also called independent and outcome variables, or
often called dependent variables. Effect size can also be
considered as a measure of the significance of research results
in practical terms (Huck, 2008).
Variable
COM
OWN
IEBHCI
CORPERF

R2 included
0.592
0.592
0.592
0.592

R2 excluded
0.550
0.587
0.591
0.093

F2 effect size
0.103
0.122
0.002
1.223

Remark
Small
Small
Small
Large

Note: the Formula: f-square effect size = (R square included – R
square included) / (1 – R square included)

Table 7. Effect Size

Cohen (1988) provides a reference to effect size that can be
said to show a strong effect size (Cohen, 1988); f = 0.1 (small),
f = 0.25 (medium), and f = 0.4 (big). However, the reference is a
temporary reference given by Cohen (1988) if no prior research
has been made in the field under a study. The determination of
effect size is closely related to a particular field of research. For
example, in human behavior studies, we cannot expect large
effect size (e.g, R square is close to 1) due to many factors that
influence human behavior (Cohen, 1988). Based on the above
reference, the strong effect size is from the variable of Corporate
Performance, while the other variable is medium and the
variable of IEBHC has the effect size of weak.

5.7. Hypothesis Testing

The model test in the PLS approach was conducted through
the outer model. Outer model tests an indicator against latent
variable or, in other words, measures how far an indicator describes its latent variable. The indicators used in this research
were reflective indicators. The outer loadings of a research
model using reflective indicator can be seen from the correlation
between the indicator value and the construct value. An individual indicator is considered valid when it has the correlation
value higher than 0.70 and t-statistic significance > 1.645 for
one-tailed hypothesis.
Table 8.
Path Coefficient
Significance

Original Variable
COM
OWN
IEBHCI
CORPERF
COM
OWN
IEBHCI

Target Variable
Corval

Iebhci
Corperf

Note: *Sig 95% ** Sig < 95%

T-Value
3.535*
1.232**
1.327**
6.903*
1.966*
3.002*
1.215**

Based on the inner model test (the test of effect/ hypothesis
test) that had been conducted, the path coefficient was found
that the correlation between management structure (COM) and
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Corporate Performance (CorPerf) with corporate value (Corval)
is significant with T-statistic equal to 3,535 (> 1,645). The relationship between ownership (Own) and IEBHC with corporate
value (Corval) is significant, but with alpha more than 5%. In
other hand, the relationship between management structure
(COM) and ownership (Own) with IEBHC is more significant with
T-statistics of 3.535 (> 1.645), and the relationship between
IEBHC and corporate value (Corval) is significant, but with alpha
more than 5%. See table 8.
In this study, corporate governance was distinguished between ownership structure and management structure; both
structures were measured using five indicators, the financial
performance was measured using two indicators, and corporate
value was measured using one indicator. The results show that
corporate governance and corporate performance and governance of ownership structure and management structure also
have the significant effect on IEBHC, but IEBHC is not significant on corporate performance.

6. Conclusion and Limitation

Based on the research results and discussion above, it can
be concluded that ownership structure and management structure have a significant effect on corporate value. The relationship of ownership structure and IEBHC with corporate value is
also significant, although the level of significance is more than
5%. Similarly, the relationship between IEBHC with corporate
value is also significantly with the level of significance of more
than 5%. IEBHC has a negative effect on corporate value due to
a very small number of shares owned by the managements.
The results of the measurements show that the variable with
the biggest direct effect is the variable of Corporate Performance,
which is followed by ownership and IEBHC. The research model
also measured the indirect effect between the variables; there
are four variables with an indirect effect on the variable of
Corporate Value as shown in table 5. From the measurements,
the variables with indirect effect, in general, are very low.
Recommendation
In future research, it is expected to consider the samples
differentiated between companies based on technology and
non-technology, so that the results can be compared with this
study. Further research is also suggested to increase the number of samples or to add the year of research.
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Abstract

This article aims at proposing a conceptual model of dynamic responsive-proactive superiority to bridge the gap
between adaptation marketing strategy and export marketing performance. The literature reviews were undertaken
to arrange novelty model on dynamic responsive-proactive superiority, this proposed conceptual model is expected
to improve export marketing performance vis-a-vis adaptation marketing strategy that is to date, and it is still under
research particularly in developing countries. The dynamic responsive-proactive is also strengthened by innovation
capability.
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innovation.

1. Introduction

Firm’s export marketing performance relies heavily on a
variety of things including the firm strategy used. Particularly for
export activities, a firm must adopt a marketing strategy called
adaptation marketing strategy. It is called adaptation because
when a product will go into a country, it must adapt itself in order
to fit the circumstances of the consumers in the country of
destination and is able to meet the standards required by the
country. Adaptation here means the adaptation from the aspects
of the marketing mix the product concerned so that it is
necessary to have the adaptations of product, price, and
distribution. To run adaptation activities effectively, a firm should
have an ability in the form of special advantages that must be
owned by its product so as to penetrate export markets. In
addition to competitive advantage, a firm must have another
major advantage which is able to adjust and move to follow the
situation or referred to as dynamic superior. Dynamic superior is
not just the ability to adjust but must respond or have a quick
and pro-active response to the development and market demand
which are likely to change. The tendency of market changes
requires a dynamic superior in order to win the competition.
However, in various circumstances, there are many obstacles
so that firm’s marketing performance has not increased or run as
expected. It is reflected in some of the research conducted
initially. There are significant pros and cons to the research
results on the effects of marketing adaptation on export marketing performance. The area of adaptation marketing strategy
is a domain that still requires enormous in-depth studies to be
examined in conjunction with improved marketing performance.
Based on the results of the previous research, it turns out that
there are the differences in the research results that discussed
the effect of adaptation marketing strategy on firm's marketing
performance.
There were the research gaps from some research stating
that adaptation marketing strategy has positive significant effect
on firm’s marketing performance (Lages et al., 2008, Lages and
Montgomery, 2004, Leonidou et al., 2002). On the other hand,
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there were also the results of the research conducted by Albaum
and Tse (2001), Vrontis et al. (2009), and Zaiem and Zghidi
(2011) which state that the adaptation marketing strategy in
exports does not have a positive influence on the improvement
of firm’s marketing performance. The pros and cons happened
because export marketing performance measured various indicators including sales, market growth, market share, profitability,
Return, export goal attainment, and perceived satisfaction
according to the studies carried out by various international
marketing experts in the last twenty years (Julian and O'Cass,
2004). The various studies varied greatly causing the research
findings with the topic of export marketing performance related
to marketing adaptation is essentially difficult to compare, so
they obstruct the consensus of the research development on the
topic. It is hard to generalize conclusions on the antecedents
and determinants in export marketing performance because the
measures used in measuring the performance of marketing
exports reflect the uniqueness of each country. This explains
why there are pros and cons about the results of the research
including the influence of marketing adaptation to export
marketing performance (O'Cass and Craig, 2003, Julian and
O'Cass, 2004).
Since export has become the most popular mechanism in
the strategy of internationalization and globalization to achieve
competitive advantage. Export strategy is the key to improving
the competitiveness of firm's marketing. Effective implementation of strategy should be made into a careful planning, and it
will be a key determinant of firm’s performance operating in
international market. Yet there is only little knowledge on the
nature and power of the driver of the effective implementation of
export marketing strategy. The research conducted by Morgan
et al (2012) noted the importance of dynamic capability. The
results showed that the effective implementation of well-planned
export marketing strategy contribute to export market, financial
performance, and the ability to firm’s export marketing (Morgan
et al., 2012). The study supports that marketing adaptation has
a significant effect on the performance of firm’s export marketing
when accompanied with good planning and implementing dy-
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namic superior in the marketing mix.
The study conducted by Leonidou et al (2002) found that
marketing adaptation has no significant effect on export
marketing performance since the adaptation requires high cost.
Just in case of a critical situation, adaptation must be performed.
The researcher also revealed the finding that marketing adaptation has a significant effect only on sales growth but not
significant on market share and profitability. For safety, a
company usually prefer the approach to standardization strategy
to adaptation.
Tantong et al (2010) found in their study that most marketing
adaptation studies were conducted in the United States and only
very few which was conducted in Asia. Yet the spirit of
collectivity and power distance are highly different between the
US and Asia. Tantong et al (2010) found that the adaptation of
marketing mix is only significant in the aspects of product design
adaptation to export marketing performance, but the adaptations
made on brand name and quality does not significantly influence
export marketing performance. It shows that the different cultures on the United States and Asia markets cause the insignificant differences in the results.
Based on their research gaps (research gap) above, this
literature study was conducted. In solving the gap problems, a
novelty concept was proposed to bridge the gap. In addition, the
gap of the research results above opens an opportunity for the
presence of a new variable in the form of a novelty concept
which is expected to deliver maximum results to the improved
firm’s marketing performance.

2. Proposition Development
and Theoretical Model

This study builds a basic theoretical models developed on
the basis of intensive literature review. The theoretical model
proposed in this study is presented in the figure below:

Figure 1. The theoretical model proposed
The figure above shows the combination of the concepts that
describes the process of establishing Responsive-Proactive
Dynamic superior with the potential in improving export marketing performance. The explanation of the model development
shown on the figure is explained in the literature review.

2.1. Research Objective

The objective of this study was to address the existing gaps
by proposing a theoretical model using the novelty concept of
"Responsive-Proactive Dynamic Superior".
It is expected to be applied and developed in adaptation
marketing strategy to create a competitive advantage which
leads to increased firms’ marketing performance.

2.2. Literature Review

2.2.1. Advantage (Superior performance)

How to create advantage and maintain a competitive
advantage? This topic was discussed by Ambrosini and Collier
(2009), Teece et al (1997), and Wang and Ahmed (2007). In its
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development in the past few decades, competitive advantage
theory has evolved in four phases: 1. an initial period, 2. exogenous theory, 3. endogenous theory and 4. Dynamic capability
theory. This evolutionary process moves from a focus on the
mapping of firm’s external and internal static aspects to the
focus of external environment. The other development is the
focus on firm’s internal aspects toward the dynamic mapping
related to the firm’s environment, both external and internal.
Advantage or, in other words, superior performance emerges
from a competitive advantage (Barney, 1991; Durand and
Vaara, 2009). In the theories of competitive strategy include:
organization’s industrial perspective, market perspective,
resource-based view perspective, and dynamic capability
perspective. Superior advantage occurs because of the reasons
which are always associated with the concept of competitive
advantage (Sigalas and Economou, 2013). This proposition is
the foundation of the sources of competitive or superior
advantage widely accepted in the field of strategic management
(Newbert, 2007).
Nevertheless, the discussion of competitive advantage is
important because it always experiences ambiguity in its semantic content due to many definitions of competitive advantage
in the field of strategic management literature. Each definition
has a different meaning. A clear and precised definition is
difficult to explain / understand or elusive in nature.
Because it is elusive, the operation of the definition of
competitive advantage creates serious problems in strategic
management. For example, due to the inability to formulate and
measure the operation of a competitive advantage, it is then
simply defined as a measurement of company performance.
Most defines competitive advantage as a superior
advantage although they give the meaning as a concept that
has something different or is distinct with the others (Barney,
1991). However, its use can be described alternately or interchangeably so that actually their uses are identical.
The companies that perform global marketing adaptation
strategy increasee the leverage of their superior or competitive
advantage. The adaptation strategy undertaken to expand their
market share will increasee and strengthen their competitiveness advantages. When corporations expand into global markets
with their exports, by performing global-local strategy by making
adjustments (adaptation), they would improve their corporate
performance through their superior advantage (Albaum and Tse,
2001).
2.2.2. Dynamic Superiority

The dynamic superior theories put forward by Teece et al
(1997) indicate that a firm has the capability to integrate, construct and rebuild both internally and externally to be able to
rapidly adapt to changes in the firm. Dynamic superior is the
main source for firm’s sustainable advantage.
The capability is dynamic because a firm always regenerates
itself and its ability to respond to changes in the environment
and markets where the firm is located. Capability is defined as
firm’s ability to renew itself and its capabilities to integrate,
construct, and build its capabilities and resources in response to
changes in the environment where the firm is located.
The structure consists of three dimensions; first, it is all
about management process and organizational, namely, the
customary to address various issues, the learning model to the
various situations encountered, and how to implement the model
applied. Its aspects are: 1. coordination and integration, organizational learning ability, resource transformation and reconstruction; 2. positioning. A firm's strategic position depends on the
organizational process, the specific assets of tangible and intangible assets, complement assets, financial assets, reputation
/ goodwill assets, built system asset, and owned market share
assets; 3. The ability to develop onself when firm develops its
capabilities and functions.
Eisenhardt and Martin (2000) suggest that firm responds or
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even creates market change through integration process, assembling, acquiring and expending its resources. Thus, dynamic
capability is a strategic organizational routinity which suggests a
firm as a stock of knowledge. Dynamic capability is an attribute
of knowledge. When a firm continually strives knowledge
orientation in its activities, the firm is actually building a dynamic
capability.
Original ability is different from ordinary ability because dynamic capability is the ability to achieve competitive advantage.
It suggests that companies have to be very clever (ambidextrous).
Dynamic capability requires an ability to feel and be sensitive to
what is happening in the market, seizing opportunities, and
reconfiguring its resources. In other words, dynamic capability is
a transformation mechanism to respond to changes. Wang and
Ahmed (2007) explore the dynamic evolution of hierarchy capabilities and the importance of dynamic ability.
Dynamic capability is a process of value creation which
results in competitive advantage, transient or temporary situation, opposition or resistance, and failure. Briefly, dynamic
capability cannot be static or unchanging, but it must change
along with internal and external environmental changes.
Dynamic environment is a major breakthrough in the theory of
firm development. Dynamic capability, which is different from
traditional ones, is dynamic, complex, pioneering, and competent. It is dynamic as firm has the ability to update and address
the changes in the external of a firm. Dynamic capability is
complex because of the characteristic ability to adapt to the
environment. Dynamic capability is pioneering since it focuses
on innovation and development, which is the ability to change a
firm. Dynamic is considered as capability or ability as it is
required to build, integrate, and reconfigure firm resources to
adapt to changes in the environment (Eisenhardt and Martin,
2000, Ambrosini and Collier, 2009).
Developed concept of dynamic core competences is a
systematic meta-learning widely implemented by all parts within
a firm. Meta learning is the ability to learn independently, continuously, systematically, complexly and dynamically. It indicates
the realization from implicit knowledge to explicit knowledge.
Wang et al (2013) suggest in their study that dynamic capability is shaped by the capabilities of hierarchy, organizational
learning, strategic integration and dual process that will
determine the advantage in competition.
2.2.3. Responsiveness-Proactiveness

Responsive market orientation refers to the understanding
that is responsive to customer needs. In addition, proactive
market refers to the understanding and latent needs of
customers. Both responsive and proactive orientations should
be the basis of firm innovation. The focus on the exploration on
customer understanding must be based the exploration, knowledge, and experience possessed by a company. Responsive
and proactive market orientation is associated with market
turbulence, technological turbulence, and intensity in competition.
The change in consumer preferences and competition intensity
increase the importance of data base and market intelligent. The
effect of technological change is also influenced by the changes
in consumer preferences. Therefore, it requires responsive and
proactive market orientation. Bodlaj (2010), Voola and O'Cass
(2010), Blocker and Myers (2011), and Wang et al (2013) found
that technological turbulence is negatively associated with
responsive market orientation, and proactive market orientation
is negatively associated with market turbulence, technological
turbulence, and competition intensity. These findings support the
previous research of Tsai et al (2008) which is consistent with
the idea that a rapidly or unexpectedly changing environment
inhibits managers to adopt responsive and proactive market
orientations. Among the environmental factors that have the
effect on market orientation, it is competition intensity in the
market exceeding technological turbulence and other environ-
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mental factors. The other thing as the findings in the research on
responsive/ proactive market is the importance of considering
the factors of top management (top managers), interdepartmental dynamics, and organizational systems.
The other environmental factors out the control of the
managers also become the major determinants of market
orientation (Bodlaj, 2010) (Voola and O'Cass 2010, Wang et al.,
2013). On the other hand, Narver et al (2004) emphasize that
responsive and proactive market orientations promote firm competitive advantage. Responsive market orientation emphasizes
the consideration for present needs and potential customers,
and proactive market orientation emphasizes the considerations
for anticipating environmental changes and customer's future
preferences. Managers get the insights on how to improve their
firm performance using the approach of responsive and
proactive market orientations. Both are the two dimensions with
different categories, not only in responding to customers but also
in the processes and mechanisms. Different antecedents were
found between responsive and proactive market orientations,
including the supporting factors. Market and technological
turbulences tend to be responded to by companies to adopt
responsive market orientation. In other hand, competition intensity is likely adopted by companies which are proactive marketoriented. The explanation is that, in high-turbulence environment, it is necessary to provide additional information to provide
the insights that can help managers evaluate different aspects
of technology that will be obtained or used. This means that
managers can avoid market information search in a turbulent
environment, with the assumption that the information may be
outdated in the environment because of the uncertainty of
market changes. The paradigms and ways of thinking above are
totally wrong. Additional market information also plays an important role in decision making.
Business strategy influences two key marketing capabilities:
Responsive Marketing Orientation and Proactive Marketing
Orientation, which in turn influences performance. This discovery
supports the idea. The argument and findings contribute to the
implementation of strategy and the theory of Business Process
Re-engineering, in particular market orientation. It empirically
shows that RMO and PMO fully capture the benefits of
competitive strategy and acts as a fundamental mechanism for
transmitting the benefits of competitive strategy for performance.
Therefore, this study contributes to the needs identified to work
in the area by S. and Vorhies (2012) who found that organizing
marketing activities in successful ways to allow the implementation of business strategy is a difficult challenge to be faced
by managers, but the researcher knows little on how marketing
activities should be organized to enable the implementation of
business strategy.

3. Novelty Proposition

This study put forward the proposition to fill the gap between
adaptation marketing strategy and marketing performance which
is responsive-proactive dynamic superior.
The operational definition of Responsive-proactive Dynamic
superiority is an advantage to do original ability to regenerate
and to respond to changes in the export market responsively
and proactively. Original capability is the extra ordinary ability to
achieve a competitive advantage by integrating, constructing,
and building capabilities and resources reinforced with innovations in response to changes in the environment where the
company is located. The environmental change can be in the
form of firm’s internal or external. Here is the conceptual mapping that forms the proposed novelty (Figure 2).
The Resource Base View theory put forward by Barney
(1991) was to understand the sources of sustained competitive
advantage of a firm. Strategic resources actually exist in all firm
functions. Strategic resources spread across a firm and tend to
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Figure 2.
The conceptual mapping that
forms the proposed novelty
be stable over time. There are four indicators as the source of
sustained competitive advantage of a firm: 1. Value, 2.
Rareness, 3. Imitability, 4. Substitutability. Hunt (1996) argues
that the foundations of the comparative competition theory as a
contrast of the perfect competition theory. They argue that the
micro and macro conditions of the comparative competition
theory are better than the neo-classical theory of perfect markets. Hunt (1996) analyzed the sources of comparative
competitiveness including the factors related to market orientation. Ambrosini (2009) investigated concerning superior
performance; his study had investigated six most commonly
used types of knowledge in relation with their position to the
dynamics of knowledge. We then developed the existing literatures to investigate knowledge by considering how to configure so that it brought different conceptualization from the
discipline and practical tool for managers when considering their
own firm. Firm’s typical identification for each configuration has
two uses knowledge and practical application. Having access to
this kind of understanding will allow managers to determine the
type of knowledge that is prevalent in their firm, and it enables
them to better understand the knowledge and identify how it is
possible to get competitive advantage. In addition, it also has
prescriptive ability since it shows managers what kind of knowledge they need to operate the strategy for their firm's future. In
this case, it is important for companies to understand where the
greatest opportunities to develop competitive advantage lies
and which areas although, with their own knowledge base, it will
not develop the knowledge based on real advantage. In
developing knowledge-based view, an organization can identify
which opportunities are most sustainable and is the best way to
use the other resources held to support them. Management
agenda, therefore, becomes the implementation to set the
balance between improving the creation and transfering the
knowledge in an organization and protecting the loss of knowledge out of the organization. We assume that the balancing act
is very dependent on the knowledge characteristic in an organization and the knowledge that a strategy should be very
sensitive to the contextual factors and strategic choices that
characterize certain organization. We suggest that this fine
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appreciation of knowledge characteristic will not only allow us to
explore the relationship between the dynamics of firm’s knowledge level and organizational performance, but it will operationalize the empirical framework to begin dismantling some of the
important differences.

3.1. Competitive Advantage Concept

Since the discipline of strategic management for many years
has been lacking a clear and conclusive definition of competitive
advantage, its operational definition is obscure as well. We
believe that, the tautology issue of research propositions which
employs the construct of competitive advantage along with the
dependent variable issue in strategic management empirical
research is the outcome of the poor, ambiguous, and unclear
operational definitions of competitive advantage. The “Interchangeability Problem of Competitive Advantage Propositions”
derives from the murky operational definition of competitive
advantage in terms of superior performance due to the absence
of a qualified construct which could capture its latent manifestations. The “Dependent Variable Problem in Strategic Management Empirical Research”, on the other hand, originates from
the need to sidestep the competitive advantage construct due to
the absence of a qualified variable which could measure it. Both
problems and their subsequent fallacies seem to be rooted in
the literature’s inability to provide a comprehensible and clear
definition of competitive advantage that can lead in turn to a
robust operational definition which could make its effective
measurement possible.
We contend that in order for the construct of competitive
advantage to be able to resolve the aforementioned problems
and fallacies, it must satisfy the two criteria below:
(1) Criterion 1: The construct of competitive advantage
must be conceptually robust, by incorporating all the latent
characteristics and particulars of the competitive advantage
concept.
(2) Criterion 2: The construct of competitive advantage
must be completely separated from performance, by not incorporating any latent characteristics of the performance concept.
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In connection with the above two criteria, the writer had
identified in the literature a statement that may prove promising
in the future conceptualization process of competitive advantage, i.e. derive a conceptually robust stipulative definition that
can support a comprehensive operational definition that could in
turn lead to a valid and reliable measure of competitive advantage. In particular, Barney (1991) states that firms obtain
sustained competitive advantages through responding to
environmental opportunities, while neutralizing external threats.
Competitive advantage is ‘the degree to which a firm has exploited opportunities, neutralized threats and reduced costs’. We
should mention that Barney does not include ‘the reduction of
cost’ component in his 1991 article. Most likely, reduction of cost
as a latent expression of competitive advantage, as part of his
effort to develop the items used to measure competitive
advantage construct under resource-based view. But since the
construct of competitive advantage is operationalized squarely
for the resource-based view, there is an imperative need to operationalize competitive advantage, regardless of its underlying
matters.

3.2. Adaptation Marketing Strategy

Multinational companies, in their aim to expand their global
presence, market share, increase profitability, and overcome
problems related to saturation of existing markets, continually
seek for opportunities and growth (Vrontis et al., 2009).
Within the field of international marketing, when a company
decides to begin marketing products abroad, a fundamental
strategic decision is whether to use a standardised marketing
mix (product, price, place, promotion, people, physical evidence,
process management etc) and a single marketing strategy in all
countries, or whether to adjust the marketing mix and strategies
to fit the unique dimensions of each potentially unique local
market.
However, literature quoting practical evidence suggests that
companies make contingency choices, which relate to key determinants in each circumstance. (Vrontis et al., 2009).
Chung (2007) argued that the basis of standardization in
marketing is the comparison of a firm's domestic and international marketing operations. He further suggested that the
factors related to the standardization level in foreign market
should be identified. He has also highlighted the importance of
interaction versus standardization method which helps to
identify the influencing factors in selecting the standardization
strategy (Ryans, J., et al., 2003). They state that in the past,
dissimilarities among nations led multinational companies to
view and design their planning country-by-country i.e. as a local
marketing problem. However, this situation has changed, and
the experiences of a growing number of multinational companies suggest that there are potential gains to be made by
standardising their marketing practices.
In addition to this, Chung (2007) argues that culture has no
main effect on product, price, place and process. Instead, the
main effect is on promotional efforts, meaning that firms should
use an adapted promotional approach when entering a different
cultural environment. Supporters of global standardisation
intimate that consumers live in a globalized world in which
nation-states are not the major determinants of marketing
activities; and in which consumer tastes and cultures are homogenised and satisfied through the provision of standardised
global products created by global corporations. Levitt (1983)
asserted that well-managed companies moved from an
emphasis on customising items to offering globally standardised
products that were advanced, functional, reliable and low in
price. Multinational companies that concentrate on special
consumer preferences become confused and unable to see
individual characters. Global companies will achieve long term
success by concentrating on what everyone wants rather than
worrying about the details of what everyone thinks they might
like.
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Papavassiliou and Stathakopoulos suggested four main
reasons that make Levitt’s thesis appealing. First, it allows
multinational companies to maintain a consistent image and
brand identity on a global basis. Second, it minimises confusion
among buyers that travel. Third, it allows the multinational
company to develop a single tactical approach. Fourth, it
enables the company to take advantage of economies of scale
in production and to have the experience from learning curve
effects.
The use of global standardization, on a tactical level, is of
paramount importance as, according to Levitt (1983), the
globalisation of markets is at hand. He argues that global
corporations operating with resolute constancy, at low relative
cost, can treat the entire world as a single entity and sell the
same things in the same way everywhere. With the emergence
and growth of these new global entities, old-fashioned international adaptive corporations that adjust products and
practices in every market around the world, are nearing their
nadir . Besides, it is stated that standardised global marketing is
analogous to mass marketing (undifferentiated target marketing)
in a single country and involves the creation of the same marketing mix for a broad mass market of potential buyers. The
simplification and conceptualisation of standardisation is opposed
by supporters of the international adaptation approach, who
react directly to argue polemic of the argument.
The global-marketing theory that once sent scores of
executives scrambling to reconfigure marketing strategies now
has many feeling duped. Not only are cultural and other differences very much on standardization approach, but marketing
products in the same way everywhere can scare off customers.
Criticizing the extreme schools of thought on adaptation and
standardization, they are rejected by various authors who highlight the difficulty in applying them in practice and stress the
importance and necessity of both adaptation and standardization to be used simultaneously (Vrontis et al., 2009).
When companies try to apply international market, the
companies export and involve directly in local and global
marketing environment in market or foreign activities. On the
other hand, the huge costs involved in adaptation and the
benefits of standardisation, may not allow adaptation to be used
extensively (Vrontis, 2005). Viswanathan and Dickson (2007)
concentrate on three factors to examine standardisation /
adaptation behaviour: homogeneity of customer response to the
marketing mix, transferability of competitive advantage and
similarities in the degree of economic freedom. They note that
even in countries with similar cultures (e.g. across the European
Union) there are differences in customer needs and wants.
Furthermore, they argue that standardisation will be successful
when the homogeneity of customer response and the degree of
similarity in economic freedom is high and competitive advantages are easily transferable.
The goals of reducing costs and market complexity lead companies to consider standardisation, while customer orientation
may sway them toward product adaptation (Vrontis et al., 2009).
He further argues that decisions on international marketing
tactics depend upon a number of determinants. These determinants are grouped into “reasons” and “factors”. Reasons are
those behavioural aspects “pulling” multinationals’ tactical
behaviour towards one or the other side of the continuum, while
factors are those determinants affecting the behaviour and its
relative importance. It is further noted that the expanded
marketing mix of seven “Ps” is appropriate to also relate to
companies that belong to the service sector and/or have strong
service elements.
The previous research has found that it is irrational for
businesses to attempt complete homogenisation of the marketing mix, except under clearly defined sets of circumstances
and certain product categories. Yet, it is also true that the global
market is becoming increasingly homogenised – to a degree in
fact – that multinational companies can market their products
and services in the same way all over the world by using
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identical strategies with concomitant lower costs and the benefits of higher margins which equate to increased profitability.
Multinational companies can and do simultaneously focus
their attention and resources on aspects of the business that
require global standardisation and upon aspects that demand
local responsiveness. When and where possible and needful
processes should be standardised, however, operation in local
markets may also necessitate local flexibility. Multinational companies must strive to find and maintain an equitable balance.
This is not a straightforward task, especially when faced with the
shifting sands of environmental, competitive and market forces.
Any company operating internationally does not, and in fact
should not, make a one-time choice between absolute standardisation or adaptation.
Multinational companies, operating in several countries using
diverse entry methods, must integrate marketing tactics.
Managers and executives should focus attention on aspects of
the business that require global standardisation and aspects
that demand local responsiveness. The driving forces in either
scenario are the needs and wants of target markets and organisational resources. Multinational companies and for that
matter, potentially international firms of all types have to strike a
balance; and management attention must continually be directed to the underlying dynamics of served global markets.

3.3. The Effect of Marketing Adaptation Strategy
on Marketing Performance

The export performance of firms has been studied widely,
and the literature reports correlates of export performance that
are both internal and external to firms. The factors include
marketing strategy, organizational structure, managerial experience, and/or resource availability (Barney, 1991) (Morgan et
al., 2004) (Barney, 1991; Katsikeas et al, 2000). External variables such as industry competitiveness, business environment,
or product characteristics are also linked to export performance
(Cavusgil and Zou, 1994, Leonidou et al., 2002, Calantone et
al., 2006). In addition, international business managers are
interested in any differences among countries to reduce fatal
mistakes. Despite the practical demands, little is known about
cross-cultural differences in a firm’s export performance. These
studies stated three things. First, how to develop a model of the
antecedents to and outcomes from adapting, or modifying,
products for export markets, and test it using structural equation
modeling (SEM).
It is the model of firm’s product adaptation strategy as a
mediator between the internal and external factors and export
performance. Second, Calantone et al. (2006) seek to discover
cross-national similarities and differences by conducting a multinational study on export performance. Finally, Calantone et al.
(2006) investigate a relatively untapped internal firm characteristic, export dependence, in an effort to understand its link
with export performance through product adaptation strategy.
Borrowing from the resource-based view (RBV) of firms (Barney,
1991), the conceptual framework posits that a firm’s internal and
external characteristics influence product adaptation strategy
and, hence, export performance (Barney, 1991). As internal
characteristics, the researcher adopted export dependence and
openness to innovation, which are expected to facilitate product
adaptation strategy. As an external characteristic of the firm,
industry product adaptation practice influences a firm’s product
adaptation strategy positively (Albaum and Tse, 2001).
This external characteristic will have a direct negative effect
on a firm’s export performance, but a positive influence on a
firm’s product adaptation strategy due to peer pressure. The
framework also infirms a key market characteristic, market similarity as another external characteristic. It is expected to
influence export performance directly and indirectly through the
product adaptation strategy of both the firm and the industry.
Finally, product adaptation strategy is viewed as a factor that
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directly influences export performance, mediating the effects of
industry, market, and internal firm variables (Barney, 1991). This
research framework is generally supported by previous research
in the literature (Cavusgil and Zou, 1994, Cavusgil et al., 2003,
Devinney et al., 2010).

3.4. Export Performance

Export performance, a widely studied construct, refers to the
outcomes of a firm’s export activities (Morgan et al., 2004,
Leonidou et al., 2002, Morgan et al., 2003)(Morgan et al., 2003)
although conceptual and operational definitions vary in the
literature. Factors that influence export performance are both
internal characteristics including product and firm characteristics
and external characteristics such as industry and market
characteristics (Cavusgil and Zou, 1994, Leonidou et al., 2002,
Morgan et al., 2003).
Adopting the arguments by the RBV (Barney,1991), this
study confirms product adaptation strategy as a firm strategy
associated with product characteristic, export dependence and
openness to innovation as a firm’s internal characteristics, and
industry adaptation and market similarity as external characteristics.

3.5. Product Adaptation Strategy

The researcher defines product adaptation strategy as a
firm’s consistent and planned activities to meet local consumers
preferences and values (Cavusgil and Zou, 1994). This strategy
is primarily determined by characteristics of the firm and external
business environments (Cavusgil and Zou, 1994, Leonidou et
al., 2002). Some researchers report that a firm s international
product adaptation strategy leads to sales growth but not market
share or profits (Leonidou et al., 2002). Nevertheless, most
multinationals believe that their strategy facilitates not only sales
growth but also return on investment and profitability (Zou and
Cavusgil, 2002). The researcher used the firm’s product adaptation strategy as a marketing strategy that influences export
performance positively (Cavusgil and Zou, 1994; Leonidou et
al., 2002; Zou and Cavusgil, 2002). Resource View Based
theory supports this view by claiming that a firm’s strategy driven
by a firm’s internal and external characteristics helps performance better in the market (Barney, 1991).

3.6. Openness to Innovation

As another internal characteristic of the firm that influences
product adaptation strategy, openness to innovation refers to the
extent to which a firm encourages innovation in marketing
activities (e.g., an organization’s openness to new ideas).
According to the literature, innovation is a critical factor in export
performance of firms (Cavusgil et al., 2003, Morgan et al.,
2003). If firms are open to innovative ideas, they are likely to
perform well in exporting. Furthermore, the researcher postulates that openness to innovation positively influences product
adaptation strategy. As a firm alters its organizational practices
to seek new ideas, the likely result is an environment that fosters
more frequent and higher levels of product adaptation
(Calantone et al., 1994; Leonidou et al., 2002). Thus, openness
to innovation, as a source of innovative ideas, can be a valuable
firm resource that facilitates aggressive product adaptation
strategy (Barney,1991). Cambra-Fierro et al. (2011) conducted a
study of how innovation became an intervening variable in
improving the performance of marketing of marketing orientation, the result is a significant effect in improving innovation
performance marketing. The study was made on industrial
property in Spain. Lecerf (2012) reveals the same thing that
innovation significant influence in improving the performance of
marketing in small and medium enterprises in France in the
process of the internationalization program such as through
export marketing program.
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Market characteristics are another major antecedent of
product adaptation strategy. They include cultural, political,
legal, and economic similarities, and the degree of difference in
consumer values and lifestyles between the home and foreign
markets (Cavusgil et al., 2003). Market similarity in this study
refers to the extent to which an export market is similar to the
home market. Markets across countries reflect unique features,
and these differences play a key role in adapting products to a
local market (Cavusgil and Zou, 1994). Therefore, market
similarity is a major influence on product adaptation strategy,
both of individual firms and an industry, as adjusting a firm’s
internal strategy according to its external business environments
helps perform well in the markets. If the export market is similar
to the home market, firms may have advantages in communicating with local consumers and governments. Therefore, they
are likely to enjoy other advantages, such as lower costs for
marketing research, negotiations, and adaptation to local regulations. With such advantages, a firm may be able to outperform
others in the market. The export literature, however, seems to
provide contradictory findings. That is, environmental factors
such as cultural differences and trade barriers inhibit export
performance in some studies (Cavusgil and Zou, 1994;
Leonidou et al., 2002) but do not significantly correlate with
export performance in others. The researcher believes that
market similarity, which measures similarity in business
environment, will have both a significant direct influence and an
indirect effect through product adaptation strategy on a firm’s
export performance (Leonidou et al., 2002).

4. Contribution

The concept of the research on the effects of marketing
adaptation strategy on export marketing performance will
contribute to the novelty of the research topic because, as
stated by Tantong et al. (2010); Aryanto et al (2018) the study
with the relevant topic is rarely conducted in Asia. The searches
in the publications in various international journals are still very
rare especially in Indonesia. The proposal of the novelty that the
authors proposed in this paper will contribute to strengthen the
future empirical research results after we apply on the field,
particularly in relation to the export of Indonesian products
abroad. The contribution in the field of the application in industry
and business is that Indonesian companies that will conduct
their export activities can be more successful with the strategy
and concept of responsive-proactive dynamic innovation
superiority.

5. Conclusion

The article proposing the concept of responsive-proactive
dynamic superior that can be used to bridge firm's adaptation
marketing strategy and marketing performance is expected to
contribute to the world of marketing as well as to fill the gaps
found in some research about adaptation marketing strategy.
Innovation strengthening is one of the main things to provide
advantage. The literature limitation in this study could be
developed further by other research in this domain with further
deepening of dynamic superiority.
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Abstract

This study aims to empirically examine the influence of budgetary participation on budgetary slack and managerial
performance at North Maluku Province Government. This study also aims to test empirically whether ethical optimism
and budget emphasis moderate budget participation on budgetary slack and managerial performance at North
Maluku Provincial Government. This research was conducted by survey method through questionnaire by using
purposive sampling technique. The analysis technique used is regression analysis to test the effect of budgetary
participation on Budgetary slack and managerial performance. To test the commitment of ethical optimism and budget
emphasis as moderator variables is done by using Moderated Regression Analysis. The results indicate that budget
participation has a negative effect on budgetary slack, while budget participation has no effect on managerial
performance. In addition, the ethical optimism and budget emphasis were likely able to moderate the influence of
budgetary participation on budgetary slack and managerial performance. The theoretical implications of this research
are that the agency theory and contingency theory can be used as a complement to a more effective budget
participation process by integrating the performance measurement.
Keywords: performance; budget participation; ethical optimism; budgetary slack.

1. Introduction

The budgeting system is an instrument of an organization's
bureaucratic mechanism that serves as a tool for allocating
resources in the form of goods and services within the organization. In accordance with the development of public
administration system and the demands of society in the context
of social and political system, the state budget system,
according to Bastian (2006), is also called the public sector
budget. Budget as an instrument of bureaucratic mechanism is
a tool of accountability for public fund management, implementation of programs financed by public money (Napitupulu et al.,
2017). As a tool to allocate resources for programs or activities,
the budget is a very important activity to support programs or
public activities. For more effective public sector organization
budgeting, many theories have been emerged, such as the
theory of public administrations. The role of theory in budgeting
is crucial to understanding public sector budgets and can ensure
that public sector organizations develop qualified budgets.
Gibran and Sekawat (2009) argue that the theory of budget has
not been satisfactory thereby requiring alternative approach in
developing the theory of budget. Budget used as a measure of
subordinate performance within an organization, then subordinates will try to improve its performance with two possibilities.
The first is to improve performance so that budget realization is
higher than previously targeted. The second is to loosen the
budget at the time of the preparation. By this, the central
responsibility manager is said to be making a budgetary slack
effort. If increased budgetary pressures lead to increased ma-
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nagerial performance, as performance are based on budget
achievement targets so that if there is increased budgetary
pressures, it will affect managerial performance. Low budget
emphasis will reduce managerial performance.
This research develops theoretical model of building budget
performance from ethical optimism built from literature review.
The view of the theory of positive organizational behavior is the
power of human resources as an approach to achieve competitiveness based on resources owned by an organization. The
positive psychology that individuals have tendency to help
themselves develop is marked by the confidence to complete
the job, positive expectations about current and future success,
perseverance and hope to succeed, and steadfast in the face of
various problems to achieve success (Luthans et al., 2007).
Refering to how the concept of budgeting iss confined within the
governmental organization context and how it relates to various
rules and policies, particularly in relation to regional autonomy
which is then synonymous with fiscal decentralization in Indonesia, the budget in local government needs to be understood in
an integrated manner. This then needs to be in-depth reviewed
from the perspective of the whole process and the things that
are become influential factors. Budget is understood as a
planning tool wherein it contains an activity plan consisting of a
number targets to be achieved. This research extends the results
of previous studies and provides a better understanding of the
moderating effect of ethical optimism on the relationship of
budget participation on managerial performance and budgetary
slack, the moderating influence of budget emphasis in the relationship of budget participation on budgetary slack and on
managerial performance.
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2.1. Budgetary Participation and Budgetary slack

Participation is a process of engagement within an organization involving individuals (Kahar et al., 2016; Rokhmad &
Susilo, 2017). In the context of budgeting, it involves stakeholders i.e. managers in the preparation of the budget to
determine budget objectives and have targets budget (Brownell
1982). Budgeting process can be done with top down, bottom
up, and participation method. Budget preparation is one of the
participation in decision making. The budgeting process is part
of a series of budget processes prepared by superiors
(principals) and subordinates (agents) (Kurniawan, 2017). The
contingency approach in organizational behavior here, is a
different environment aspects causing different behaviors. The
contingency approach is based on the assumption that the
universal accounting system is always appropriate to be used on
all organizations under any circumstances, but the management
accounting system also depends on the situational factors that
exist within the organization. Contingency theory that motivates
the existence of situational analysis is conducted before the
action is taken and eliminates the usual behavior based on
behavioral assumptions. Thus, contingency theory can be used
for understanding organization in the most appropriate way,
since appropriate action depends on situational variables. The
relationship between budgetary participation and budgetary
slackness can be solved through a contingency approach, by
including other variables that can moderate the relationship
between budgetary participation and budgetary slack. In this
study the contingency approach is the compliance of budget
ethics and budget emphasis, seemingly to have moderating
effect in the relationship between budgetary participation and
budgetary slack.
The process of budgeting will require many stakeholders,
from subordinates to top level and perform its role in preparing
and selecting various possibilities from the budget achievements as a performance measurement tool (Kren 1992). Local
government budget is one form of accountable local government
financial management (Prayogo, 2018; Taha et al., 2017). With
the implementation of regional autonomy, local governments are
expected to utilize resources in a sparing, and effective manner
to be accountable to the community budgeting (Mardiasmo
2009; Wicaksono, 2018). In budget preparation, participation
has many advantages. Lukka (1988), Young (1985) find that
budgetary participation has a positive effect on budgetary slack.
Young (1985) defines the budgetary slack as an amount,
expressed lower productivity when subordinates are given the
opportunity to choose their working standards are used to
assess performance. Budgets are said to contain slack if
subordinates set budget targets lower than the best target
forecasting the future so that budget targets are more easily
achieved (Lukka, 1988). Ardin (2017) concluded that budgetary
participation had a negative effect on budgetary slack. Santoso
(2005) demonstrated that budget participation did not affect the
budgetary slack. This is because subordinates who are given
authority in preparing the budget do not provide accurate
information, in addition there is a conflict between superiors and
subordinates because of the contradicting desire of superiors
and subordinates (Luthans and Peterson 1998; Anggraeni,
2018; Ridaryanto et al., 2018).
H1 Participative budgeting has a negative influence on
budgetary slack
H2 Ethical optimism moderates the relationship of budget
participation to budgetary slack
H3 Budget emphasis moderates the relationship of participative budgeting to budgetary slack

2.2. Budgetary Participation
and Managerial Performance

Brownell (1982) stated that participation in the budget
formulation process by which individuals, whose performance is
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evaluated and earned an award based on the achievement of
the budget targets, involved and has influence in the preparation
of budget targets. Managerial performance is how effectively
and efficiently managers have worked to achieve organizational
goals (Luthans et al., 2007). Mahoney et al. (1965) state that
performance is based on the ability of managers in performing
managerial duties. Managerial performance includes the ability
of managers in planning, investigation, coordination, evaluation,
supervision, staff selection, negotiation, and representation.
Furthermore, managers involved in the budgeting process can
find out how much of their ability to achieve the targets to
achieve confidence in managers because of feelings of respect
and trust (Luthans & Youssef, 2007; Anggraeni et al., 2017;
Yuniawan, 2018). The relationship between budgetary participation on performance becomes an interesting theme to be
examined. Thomson (1967) and William (1990) analyzing
budget behavior in public sector organizations with bureaucratic
character, state that budget behavior is allegedly different in
public sector organizations if compared with the private sector.
Participation is assessed as a managerial approach that can
improve performance, besides some research done to test the
relationship between the participation of budget formulation and
performance of these results are contradictory and still much
disputed (Brownell 1982). Previous research has examined the
relationship and influence of budgetary participation on performance (Hopwood, 1972; Milani, 1975; Otley, 1978) mainly
focusing on early-circuited budgets with individual performance.
Nouri and Parker (1998) found a positive and negative
relationship between budgetary partitioning and managerial performance influenced by certain conditions and circumstances.
Brownell and McInnes (1986), Gul et al., (1995), Utama and
Rohman (2013), Adnyani (2015) find a positive and significant
relationship between participation and managerial performance.
H4 Budget participation affects managerial performance
H5 Ethical optimism moderates the relationship of budget
participation to managerial performance
H6 Budget emphasis moderates the relationship between
participative budgeting and managerial performance

3. Research Methods
3.1. Sample

Sample selection method used in this study is the method of
selecting purposive sampling. The reason of purposive sampling
method in this research is that the researchers actually get the
required information from the right object. Respondents in this
study, namely Regional Work Unit Head and one level officials
under Regional Work Unit Head, Secretary, Head of Planning,
Head of Supplies, Programming Section, and Section Head of
Supplies involved in the preparation of activities and budget
plans. The reason is the regional work unit policy elaboration
program in the form of an effort that contains one or more
activities using the resources provided to achieve measurable
results in accordance with the work unit mission. Unit of analysis
in this research is individual work in the government of North
Maluku Province, Indonesia as much 30 regional work unit.
Each unit and inspectorate was sent 6 questionnaires, so the
number of samples was as much as 180.

3.2. Measurement of Variables

The variables used to test the hypotheses were budgetary
participation (BP), ethical optimism (EO), budget emphasis
(BE), budgetary slack (BS), and managerial performance (MP).
The variable of budgetary participation (BP) is the level of
involvement and influence of individuals in the budgeting
process (Brownell 1982). To measure this variable, researchers
used an instrument consisting of 6 question items developed by
(Milani 1975; Covaleski et al., 2003). Budgetary slack is defined
as the difference between the amount of budget submitted by a
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subordinate to the best estimated amount of the organization
(El-Masry, 2009). Managerial performance is the result of efforts
made by managers in performing their duties and functions within
the organization. Managerial performance is measured using an
instrument developed by a list of questions (Mahoney et al.
1965). The questionnaire consists of eight question items used
to evaluate the performance of respondents. Managerial
performance in this study is measured by eight performance
dimensions: planning, investigation, coordination, evaluation,
supervision, staffing, negotiation, and representation. Definition
of ethical optimism by Kowal and Roztocki (2013), Anggraeni
(2014) refers to capacities possessed by certain individuals such
as positive morality the individual styles involved in organizational activity must have a positive picture (domain to intelligence,
the state within individual). Budget emphasis is the use of
budget as the only measurement of performance of management. This variable is measured with the Hopwood (1972), Otley
and Fakiolas (2000) instruments consisting of 7 items. All items
were measured by a seven-point Likert scale, ranging from 1
(very disagree) to 7 (strongly agree).

3.3. Data Analysis Technique

Data analysis method used to test the hypothesis is a simple
linear regression analysis for the first and second hypothesis,
while for testing the third to six hypotheses it used the interaction
testing between independent variables known as Moderated
Regression Analysis (MRA). This technique is an application of
linear regression where the regression equation contains an
interaction element (multiplication of two or more independent
variables). The regression model of the effect of budgetary
participation on budgetary slack and managerial performance is
as following:
BS = β0 + β 1 BP + ε....................... (1)
MP = β0 + β 2 BP + ε....................... (2)
Multiple linear regression model of ethical optimism , and
budget emphasis on the relationship between budget participation and budgetary slack as well as managerial performance
is formulated as follows:
BS = β0 + β1 BP + β2EO + BP*EO + ε...................... (3)
MP = β0 + β1 BP + β2EO + BP*EO + ε..................... (4)
BS = β0 + β1 BP + β2BE + BP*BE + ε....................... (5)
MP = β0 + β1 BP + β2BE + BP*BE + ε....................... (6)
In which:
MP: Managerial Performance; β0: Constants; β1 - β2:
Regression coefficient value; BP: Budget participation; EO:
Ethical optimism; BE: Budget emphasis; BP*EO: the interaction
value of budget participation and ethical optimism represents
the interaction between participatory budget and ethical optimism; BP*BE: interaction values representing interactions
between participatory budgeting and budget emphasis.

or 8.9 %), Secretary (21 people or 13.3 %), Head of Supervision
(30 people or 19.0 %), Section of Program Compilation Section
(38 persons or 24.1%), and Head of Supplies Section (32
people or 23.0%). Majority of respondents longtime elected by
as much as two groups: under 10 years as many as 54 people
(34.0 %) and over 10 years as many as 104 people or (65.5 %).
In terms of years of service, majority has been working period
above 15 years (55.1 %).

4.2. Validity and Reliability Testing

Validity and reliability testing is intended to test the quality of
data used in research (Sekaran 2005). In the data analysis
using SPSS 24 program. Instrument validity is seen based on
significance and value loading factor of each indicator of
research. The criterion used is a significance level below 5% (p
<0.05) and the factor loading rate must be greater than or equal
to 0.5 (λ ≥ 0.50) (Hair et al. 2010). Ghozali (2013) stated that the
reliability is a measure of internal consistency of formative
variable indicators. This measure indicates the degree to which
each indicator indicates a common form of variable. Reliability is
also one of the indicators of convergent validity. For testing the
reliability of the constructs was done by measuring reliability
coefficient. The criterion used to assess the reliability level of a
generally acceptable construct is the value of reliability
coefficient greater than 0.6 (Ghozali 2013).

4. Results

4.1. Descriptive Statistics

A total of 180 questionnaires is distributed to 30 regional
work units. Out of the 180 questionnaires, 22 were invalid, 9 had
incomplete answer, 10 was filled not in accordance with the
criteria of office, 3 questionnaires were not returned. Thus, the
rate of return of the questionnaire amounted to 87.78 % or
amounted to a total of 158 questionnaires that was further
processed and analyzed. The profile description of respondents
in this study describes the general description of the respondents covering gender, age, education level, current position,
processed using SPSS 24.0 program. The majority of respondents were male (67.7 %), and have age 35 years and over
(58.2 %). Moreover, respondents with undergraduate background
amounted to 60 people (38.0 %) and postgraduate amounted to
92 people (62.0 %). There are 4 groups of respondents who
hold the position, namely head of regional work unit (14 people
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*Note: Extraction Method-principal component analysis; Rotation
method-Varimax with Kaiser normalization; Kaiser-Meyer-Olkin
measure of sampling adequacy (KMO) = 0.668; Bartlett's test of
sphericity: p = 0.000

Table 1. Factor Analysis

Reliability testing in this research is done by using factor
analysis technique. Reliability coefficient of each variable is
higher than 0.60. This means that the variable budget participation, ethical optimism, emphasis budget, budgetary slack and
managerial performance is reliable. Validity test in this research
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use loading factor with value Kaiser -Meyer-Olkin measure of
sampling adequacy (KMO) = 0.668, and Bartlett's test of
sphericity with p = 0.000. Thus it can be said that all the indices
or that make up the constructs in this study are valid and
reliable.

for hypothesis testing.

4.3. Regression Results

Testing data to prove the hypothesis in research conducted,
the first variables studied already meet the classical assumption
test, including multicollinearity test, autocorrelation test, heteroskedasticity test and normality test. The results of the normality
test with One Sample Kolmogorov- Smirnov show significant
value of 0.304 and 0.376 <0.05 indicating residual (disturbance
error) which is normal distribution. The multicollinearity test can
also be seen from the tolerance value and its counterpart, the
value of variance inflation factor (VIF). This measure shows that
every other independent variable. Each independent variable
and the dependent variable is regressed against other independent variables. Tolerance measures the independent variable
variables selected and is not explained by other independent
variables. A low tolerance value equals a high VIF value
(because VIF=1/tolerance). The common cut off values used to
show the presence of multicollinearity are tolerant values ≤ 0.10
or equal to VIF ≥ 10 values. The researchers must determine the
level of colonierity that can still be tolerated. Tolerance value =
0.10 is equal to the level of colony of 0.95. Multicolinierity can be
detected with tolerance and VIF values, but it is still not known
which independent variables correlate each other.
The result of calculation of tolerance value shows that there
is no independent variable having tolerance value less than 0.10
which means there is no correlation among other independent
variable more than 95%. The result of the calculation of the
value of variance inflation f actor (VIF) also show the same thing
no one independent variable which has VIF more than 10.and is
that the variables of participatory budgeting, ethical optimism,
budget emphasis, budgetary slack and managerial performance
have no multicolinierity. Thus, the research data passed the test
pre-hypothesis testing statistic assumptions, so it can be used

Table 2. Multicollinearity Test

4.4. Hypothesis Testing

In the regression analysis, in addition to measuring the
strength of the relationship between two or more variables, it
also shows the direction of the relationship between the
dependent and independent variables. To test the first and
second hypotheses using simple regression, the third to six
hypotheses uses moderated regression analysis with sub-group
analysis, because it uses analytic analytics that preserves
sample integrity and provides a basis for controlling the effect of
moderator variables. There are six hypotheses in this study.
Hypotheses 1 and 2 were tested using linear regression
analysis. Testing hypothesis three to six is done by using
analysis of moderated regression analysis (MRA) (Hartmann
and Moers 1999; Baron and Kenny 1986). Based on the results
of hypothesis testing, it is presented table 2 and 3 output of
SPSS analysis of linear regression analysis and moderated
regression analysis (MRA).
The first hypothesis testing, as shown in table 3, shows
Adjusted R-square of 0.470 or 47%. This means that the
variation of budgetary slack change can only be explained by
the independent variable (budget participation) of 47% while the
remaining 53% is explained by other variables outside the
model. ANOVA test or F – test yields a p-value significance of
0.00 or p<0.05. This means that regression models can be used
to predict the dependent variable (Budgetary slack) with the
predictors of independent variables (budget participation).

Table 3.
Testing Results
of Hypotheses 1 and 2
The testing shows the value of the coefficient of budget
participation of -0.3 49 with the p – significance level of 0.000 or
p <0.05. These results indicate that budget participation has a
significant negative effect on budget splits of local government
agencies North Maluku. These results indicate that high participation in budget formation will lower the Budgetary slack. Under
these circumstances participation is actual participation
because it is used positively (for organizational purposes) so as
to not result in dysfunctional consequences for the organization
resulting in decreasing Budgetary slack.
Hypothesis 2 testing as presented in Table 3, showing adjusted R-square of negative 0.002. This means that the variation
changes the managerial performance can only be explained by
the independent variable budget participation amounted to a
negative 0.2 %, while the remaining 99.2 % is explained by other
variables outside the model. ANOVA test or F-test yields a
significance of p value of 0.409 or p < 0.05. This means that the
regression model can be used to predict the dependent variable
(managerial performance) with the predictors of the independent
variables (non-significant budgetary participation).
Statistical testing also shows that the hypothesis 3 has an
adjusted R-Square = 0.597, this means that 59.7 % of the
variation can be explained by budgetary slack variable variation
independent budget participation, optimism ethical. The rest of
40.3 % is explained by other causes outside the model. The
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simultaneous significance test yields a F – count value of 78.442
with a significance level of 0.000 indicates a probability significance less than 0.05, it can be said that budgetary participation,
ethical optimism and moderate 1 jointly affect the Budgetary
slack. Thus, it can be seen that there is an influence between
ethical optimism variables in moderating budgetary participation
and budgetary slack indicated by a t-count value of 7.023 with a
significance of 0.000 smaller than α = 0.05. Thus, the results of
this study support the third hypothesis that ethical optimism
increases will lead to an increase in budgetary government
Budgetary slack.
To test hypothesis 4, in the fourth equation, after the first
equation plus the ethical optimism variable as the independent
variable, the coefficient of determination is changed to 0.428,
which means that the ethical optimism variable affects the managerial performance with the variation of the change of 16.9%.
In the fourth equation, the interaction test of budget participation
with ethical optimism decreased 16.9%, which means that ethical
optimism together with budget participation has an effect on
managerial performance. To conclude that ethical optimism
variables as moderating variables need to be paid attention to
equations (1), and (2). The two equations are different, i.e. β ≠
0. Based on this result it can be concluded that ethical optimism
variable is quasi moderator variable.
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Table 4.
Testing Results
of Hypothesis 3 and 4
To test hypothesis 5 in the fifth equation, the ANOVA or Ftest test yields a F-count of 52.513 with a significance level of
0.000 in equation 4 and F-arithmetic of 78.442 with a degree of
significance of 0.000. The value of this significance is compared
with the probability of 5%, it is said that budgetary participation,
budget emphasis and moderate 5 jointly affect the Budgetary
slack. To conclude that the variable emphasis budget as a
moderating variable needs to be considered equations (1), (3)
and (6). The three equations are different, ie the coefficient
value β ≠ 0. The results of the analysis in table 5, the relationship
between budget participation to Budgetary slack with budget
emphasis positive coefficient value of 0.009 with a significant
level at p = 0.000 which means that the budget emphasis has
moderating effect on the relationship between budgetary
participation and Budgetary slack. Thus, the hypothesis (5)
which states that the interaction of budgetary participation and
budget emphasis have significant effect on the relationship

between budget participation and budgetary slack is accepted.
These results further reinforce the concept of contingency
theory as described in the previous section.
The sixth hypothesis test is performed using equations (2),
and (3). The F test view on the above equation shows that
budgetary participation, budget emphasis and moderate 6, can
be used together predicting managerial performance. Similarly,
the interaction test in the sixth equation shows that the budget
emphasis moderates the influence of budgetary participation on
managerial performance with adjusted R Square value of 0.517.
This means that 51.7% managerial performance variation can
be explained by the variation of independent variables of
budgetary participation, budget emphasis. The rest of 48.35% is
explained by other causes outside the model. Moreover, the
equation (2), (4) and (6) is different from the coefficient value
β ≠ 0. This finding supports the F test which has been categorized that the emphasis budget variable is quasi moderator.
Table 5.
Testing Results
of Hypothesis 5 and 6

5. Conclusion

The results show a negative effect direct testing of budgetary
participation on budgetary slack. The role of ethical optimism
and budget emphasis as moderation of budget participation and
budgetary slack relations and managerial performance for hypotheses 3 to 6 is strong and proven to be moderating variable.
Thus, regional work unit, secretary, head of planning, head of
department, and section of equipment involved in budget participation need to prepare the program and are willing to increase their performance if they have a high commitment to the
budget as it has set. The results of this study contribute to the
management accounting literature, especially the study of budgetary participation that not only leads to positive consequences
but also negative consequences for individuals and organizations. The findings of this study provide empirical evidence of the
role of ethical optimism and budget emphasis as moderating the
relationship between participative budget and budgetary slack in
the budget-setting process and managerial performance of
regional work unit in North Maluku Province. The research findings theoretically show that in accordance with agency theory,
it assumes that individuals both principals and agents are motivated by self-interest. Agents have complete information about
local conditions, whereas principals can only access them for a
very large monitoring fee. The challenge is how to ensure that
the agency's personal interests do not conflict with the principal
interests of the organization. Hence, a well-designed contract,
compensation-based budget seems to align the agency's
interests with the principal. Thus, if an individual's interest is
equal with perception in the budgeting process, the budgetary
slack will be more likely to decrease. The contingency approach
allows for moderating variable capable of influencing the
relationship of budget participation and budgetary slack. As
there are some limitations in this research, some suggestions
can be used as a direction for future research by increasing the
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number of samples of provincial regional work unit with the
same homogeneity. Future study should consider other
constructs that are antecedents capable of linking budgetary
participation to budgetary slack amd tp managerial performance,
such as task uncertainty, and budget target commitments. As
cross-sectional technique may not be representative of behavioral perception, future research can be conducted in longitudinal design.
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Abstract

This research aimed to develop a theoretical approach as a mean to improve investment opportunity set. The effort
done were involving capital structure, research and development, and firm size, also proposing a growth sales as an
intervening variable so that to build a grand theoretical model. The population of this research was manufacture
companies registered in Indonesia Stock Exchange during observation period from 2007 to 2016. Path analysis was
used as a mean of analysis helped by AMOS program. The main finding was growth sales which is the mediation
between the effect of debt to equity ratio to Market to Book ratio. Debt equity ratio has shown to have indirect
influence on Market to Book ratio positive value through sales growth. While sales growth did not mediate the effect
of size to Market to Book ratio. The result showed R&D intensity and sales growth gave positive and no significant
effect on Market to Book ratio, firm size gave positive and significant effect on Market to Book ratio, while debt to
equity ratio gave negative and no significant effect on Market to Book ratio. Meanwhile, debt to equity ratio gave
positive and significant effect on sales growth, and size did not influence the sales growth.
Keywords: capital structure; research and development; firm size; sales growth; investment opportunity set.

1. Introduction

Trade off theory is the relationship between taxes, bankruptcy
risks and the use of debt due to capital structure decisions taken
company (Haugen et al., 2015). Decision making funding is
expected to give a greater positive impact compared to the costs
incurred so as to improve the performance of companies in
various fields. When viewed from the side of the performance of
the funding decision-making ratio is expected to increase the
activity ratio, especially the increase in sales of the company,
which in turn can increase profitability. The domino effect of
increasing profitability is expected to be captured by investors as
a signal that the company has good prospects so that they want
to invest in the company.
Investment opportunity sets are investment decisions in the
form of asset-in-place combinations and growth options in the
future (Myers, 1977). According to Kallapur & Trombley (2001)
growth is the company's ability to increase size, while investment opportunity sets are an option to invest in projects that
have a positive net present value. According to both
researchers, investment opportunity sets also increase the size
of the company, while not all growth opportunities have a positive net present value.
Research and development (R&D) activities undertaken by
the company are part of innovation activities that are strategies
to compete in a competitive market. Kumar & Saqib (1996)
states that R&D spending will increase the size of the company.
Research and development (R&D) activities provide an opportunity for companies to build sustainable competitive advantage,
which ensures survival and profitable growth. This can be
achieved through a consistent R&D investment policy that takes
into account internal company conditions, competencies and the
external environment. The literature on the relevance of the
value of R&D activities generally indicates a positive relationship
between R&D investment and value creation (Chauvin &
Hirschey, 1993).
Investment decision taken by firms can be applied in many

76

fields; one of them is technology. The dynamic and competitive
business environment that always evolves demands firms to
always follow the development of technology and apply it in
productivity activity at firms. Yildizet al. (2013) tested the relationship between innovation performance and technology
investment that gives the result of strong relationship in technopolis firms in METU (Middle East Technical University) and
Hacettepe University in Turkey. In multinational company, investment in R&D in parent company will give motivation used as
base of investment in foreign market as a multinational firm and
later will expand the firm size. Investment in technology for
foreign market and continuous R&D in parent company is a
strategy done by multinational company to penetrate the market
(Huang, 2013).
R&D intensity is the value expected by many people, both
internal and external (signaling theory). The availability of R&D
intensity reflects the condition where the firm has signal on stock
price in the future to increase the firm value. From the investors’
point of view, the growth of a firm is a sign that it has profitable
aspect, and the investors expect good rate of return from the
investment. The result suggests the management to be brave to
take aggressive act in funding policy. This policy followed by
investment on fixed assets, those are assets that are profitable,
and the investment on R&D is proven to increase the firm value,
so the prosperity of the owners can be reached through the
function of finance management.
The financial decision is one of the important and integral
parts of financial management in every firm. A good decision
must consider the scope of capital structure, capitalization, and
capital cost. Capital structure is a significant thing for management because it affects the mix of debt and equity of the firm
which influences the return of stakeholders and risk. So, deciding the debt combination and equity plays main role in the part
of firm value and stock market value. Based on the theory of
trade-off (DeAngelo & Masulis, 1980; Fama, Eugene F. and
Miller, 1972; Jensen, 1986; Myers, 1977)the choice of firm funding reflects the effort of the manager to balance the tax-shield
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from bigger debt by improving the possibility of financial distress
cost. The use of debt is another mechanism used for reducing
or controlling the agency conflict (Jensen & Meckling, 1976).
The capital structure of a firm describes the way in which a firm
raised capital needed to establish and expand its business
activities. It is a mixture of various types of equity and debt
capital a firm maintained resulting from the firms financing
decisions. In one way or another, business activity must be financed. In all aspects of capital investment decision, the capital
structure decision is the vital one since the profitability of an
enterprise is directly affected by such decision (Claude, 2016).
Research on the influence of capital structures has been
done, but not much to do with R&D, sales growth and IOS, most
research on capital structure is always linked to its influence on
stock returns and firm value. This research tries to expose
capital structure with relevance to R&D which in Indonesia itself
still needs attention (expenditure on average R&D is only
0.20%).

2. Literature review
and hypothesis development

The management of finance is related to an important
decision taken by firm and a combination from funding decision,
investment decision, and dividend policy of maximizing firm
value (Mbodja & Mukherjee, 1994). Investment Opportunity Set
(IOS)is the availability of alternative investment in the future for
the firm. IOS is the current value of firm’s choices to make
investment in the future(Chung, Wright, & Charoenwong, 1998).
Investment decision is defined as a combination from owned
assets (assets in place) and choices of investment in the future
with positive net present value (Myers, 1977). IOS gives wider
clue where firm value depends on the expenses in the future. So
the prospect of the firm can be estimated from Investment
Opportunity Set (IOS).
There is tendency that large companies easier to enhance
corporate value. A big firm has more accurate estimation on
profit, it is because it has various business lines and wider market. Besides, big companies have more resources to improve
the firm value because they have better access to external
information sources than those of small ones. Ota (2003)
showed that a manager form big companies have strong
commitment on profit estimation. Dastgir et al. (2007) explained
that big companies have greater control on market situation, so
they can face the competition resulting in less affected by
economic fluctuation.
Mudambi & Swift (2011) explained that big firm, R&D
expenses and the level of firm’s development have strong
relationship, while for a small firm the relationship is weak. Klette
& Griliches (2000) presented the quality of firm’s development
level model where the investment of R&D and sistochastic
innovation is the machine of growth. Qiao, Ju, & Fung (2014) in
the research showed that the existence of R&D and technology
have positive and significant effect to the innovation of SMEs.
The most important finding is that innovation at SME gives
positive effect on firm’s performance. Zhu & Huang (2012)
described the innovation technology and R&D are the core of
business strategy of a firm to compete in market. The research
done was to test the relationship between investment and the
intensity of R&D and the firm’s performance in China to show
result that companies with intensive investment on R&D would
have higher finance performance than the previous year. Chun
et al. (2014) emphasizes the importance of R&D investment to
support the long-term development of the firm. Li (2011) stated
that there is a strong relationship between financial constraint,
R&D intensity, and stock return. R&D intensity can predict and
operate stock return of the firm to the positive direction.
The effect of sales growth on R&D Intensity is negative and
significant, this result is consistent with Schimke and Brenner
(2011) suggesting that there is a different finding between
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company growth and R&D, for low technology firms, the
relationship between firm growth and R&D is negative, whereas
For companies with high technology, the relationship between
company growth and R&D is positive. This study is inconsistent
with Goedhuys and Veugelers (2011). Coad & Rao (2010)
explained that the company is increasing its expenditure for
R&D if the company's sales growth.

2.1. Hypotheses for capital structure
and investment opportunity set

Jensen & Meckling (1976), also describe that manager’s
decision to determine the capital structure is to keep the balance
of obligation with the firm’s own money, and minimize the effect
given by those to the value of the firm. DeAngelo & Masulis
(1980) explain that in the static trade off theory, the optimal
capital structure happens because of the process of trade-off
between tax shield of leveragecost of financial distress and
agency cost of leverage. Decision making funding is expected to
increase the set of investment opportunities (IOS). Khanqah &
Ahmadnia (2013) in his study found that capital structure has a
significant positive effect on ios (M/B), while Assih (2014)
explains that the relationship between ios and der is a positive
relationship. Meanwhile, Aitimon (2017) found that capital
structure had a significant negative effect on IOS, another study
also explains that leverage relationship with IOS is a negative
relationship (Gul & Kealey, 1999). Lang et al. (1996) also found
a negative leverage relationship with growth opportunities.
H1. Debt to equity ratio has a negative impact on market
to book ratio

2.2. Hypotheses for Firm size
and investment opportunity set

Large companies have an easy opportunity to access the
capital market, thus having the flexibility and the ability to obtain
larger funds. Alnajjar & Riahi-belkaoui (1999) suggest the relationship between corporate reputation, multinationality, size
and profitability with a set of investment opportunities is positive
and negatively related to leverage and systematic risk.
H2. Firm size has a positive impact on market to book
ratio

2.3. Hypotheses for R&D
and investment opportunity set

Myers (1977) explained that firm value is not determined by
the debt proportion but it is determined by the combination from
investment opportunity set and placed asset. IOS is determined
by the choice where the business line is based on the
competitive excellence, so the value of the firm is determined by
the expenses arranged by the management in the future, which
are the investment that is seen to give greater profit (Gaver &
Gaver, 1993; Smith & Watts, 1992). Elkemali et al. (2007)
Shows that firms issuing R&D intensity show lower levels of
leverage, shorter debt maturities, lower dividends and payments
and higher cash rates. Nekhili et al. (2016) found a positive but
insignificant relationship between R&D and market value of
equity firms. Kayo et al. (2016) describes a positive relationship
between R&D and M/B.
H3. R&D Intensity has a positive impact on market to
book ratio

2.4. Hypotheses for sales growth
and investment opportunity set

Jannati et al. (2014) in his research argued that the increase
of banking growth is expected by both internal and external
community. High-growth banks need more money because of
the many investment opportunities they will make. The funds
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can be obtained; One of them with stock sales. Improvement,
banking growth is expected to increase investment, while the
positive impact of banking growth for investors is the high return
on investments invested. So it can be concluded that the
relationship between growth with the availability of investment
opportunities is positive.
H4. Sales growth has a positive impact on market to
book ratio

2.5. Hypotheses for capital structure
and sales growth

Thippayana (2014) in his review found that capital structure
is an important factor for a firm to produce assets, to operate the
firm, and to improve the growth in the future that leads to maximize the firm value. The leverage improvement can improve
the firm size but can reduce the profitability significantly.
Khanqah & Ahmadnia (2013) found in his research that the
capital structure had a significant negative effect on sales
growth.
H5. Debt to equity ratiohas a positive impact on sales
growth

2.6. Hypotheses for size
and sales growth (BELUM)

Gaur & Kesavan (2014) explains that the high low sales
growth is dependent on the size of the company. While
concluded that company growth is more influenced by the level
of the company's ability to generate profits, not influenced by the

size of the company. Farrokh & Kordnaeij (2016) describes the
factor factors that affect the growth of the company that is : 1)
Structural factors: business processes, vision, clear strategy, the
amount of innovation, organizational learning, organizational
risk-taking, age, organizational structure, technical capacities, 2)
Behavioral factors: investment in human resources, management
competence, entrepreneurial judgment (knowledge of entrepreneurship, opportunity recognition and growth motivation, proactivity), and 3) Contextual factors: governance structure and
government support, industry related factors, environmental characteristics (dynamics, heterogeneity, hostility and munificence),
competing in the environment.
H6. Size has a positive impact on sales growth

3. Research methodology

This section is devoted to discuss the data sources, sampling design and the empirical model tested in this study.

3.1. Data collection and sources

The type of data used is quantitative ones gathered from; (1)
Indonesian Capital Marker Directory (ICMD), published in 20082017; (2) Annual report. Based on time dimension and order of
time, this research is a cross-sectional and time series or known
as data panel (data pooled). The sample firms are those which
have R&D expenses, including research and development
(R&D) cost, education and training, and human resources
development. The data of the firms used as population are 243
manufacture firms in 10 years.

Table 1.
Research Data
Collection Process
Authors’ tabulation

Table 1 showed the process of qualified samples gathering
and the result is there are 161 manufacture firms.

3.2. Empirical model and variables measurement

The research was focused on the empirical test of variables
integration related to the investment opportunity set involving
capital structure, firm size, and research and development
mediated by sales growth. The model of empirical study presented in figure 1.

Research and development uses the measurement from the
intensity of R&D where total expenses of R&D divided by total
assets of the firm (Chun et al., 2014; Li, 2011; Zhu & Huang,
2012). Debt to Equity Ratio is an effort to show, in other format,
relative proportion of lenders claim on ownership right, and used
as measurement of debt role as an indicator of capital structure
(Cheng, Liu, & Chien, 2010; Cuong & Canh, 2012). Factual
approach chosen for investment opportunity set was market to
book ratio (Assih, 2014; Yuliani et al., 2012). The sales growth
is the ratio of sales change divided by previous year sales
(Dunne & Hughes, 1994). The firm size in this study was
measured with natural logarithm of total assets (Chen & Chen,
2011; Dastgir, et al., 2007; Fosu, 2013; Hou Loi & Khan, 2012;
and King & Santor, 2007).
Variable
M/B

Both sub structure formed in figure 1 are; First, sub-structure
stated causal relationship of variables DER, SIZE, R&D, and SG
with M/B variable; Second, sub structure shows the causal
relationship between variables DER, and R&D with Variable SG.
In other words, based on both sub-structures, there are 2 structural equations formed:
(1)
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(2)

R&D
DER
GS

Name of the
variable

Expected
sign

Market to
book ratio

The ratio of market value by firm
to total equity

Capital
Structure

The ratio of total debts owned by
+
firms to total equity.

Firm size

Logarithm Natural by total assets +

Research and Total expenses of R&D divided
Development by total assets.

Growth sales

SIZE

Operationalization

+

The change of total sales divided
+
by sales.

Table 2. Summary of the variables
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A descriptive statistics for variables are shown in Table 3. On
average, the M/B data in Indonesia reach 2.06 with the highest
M/B value is 7.32 and the lowest is 0.12. While for R&D, the
average is 0.2038% with the highest R&D is 1.0779% and the
lowest is 0.0004%.
Variable

Minimum

Maximum

Mean

Std. Deviation

SIZE

11.4633

17.6048

14.531814

1.4504559

DER
R&D

.1248
.0004

SG

1.0779

-23.9100

M/B

.1201

2.4622

.711342

.203853

56.7560

12.350361

7.3201

2.056228

Table 3. Descriptive statistics

.5370104
.2083161

15.0732490
1.6881642

Table 4 shows Pearson correlation matrix and Vector Inflation
Factor (VIF) among the variables. The results indicate that all
variables are far from being correlated. The maximum
correlation coefficient is 64.90% between M/B and SIZE which
indicates positive and significant correlation. While the lowest
correlation is 1.00% between SIZE and DER which indicates
positive and no significant correlation.
VARIABLES
M/B
DER
SIZE
R&D
SG

M/B
1
-.099
.649
.001
.117

DER

SIZE

R&D

SG

1
-.001
.026
.252

1
-.124
.135

1
-.053

1

Table 4. Pearson correlation matrix

4. Empirical findings

Initially, we estimate the path analysis using AMOS. The
results are reported in Table 5.
SG
SG
MB
MB
MB
MB

<--<--<--<--<--<---

DER
SIZE
SIZE
R&D
DER
SG

Estimate
.252
.135
.651
.088
-.117
.063

S.E.
2.126
.787
.070
.483
.192
.007

C.R.
3.333
1.789
10.850
1.485
-1.916
1.027

Table 5. Output path analysis

P
***
.074
***
.138
.055
.304

Label
par_8
par_9
par_4
par_5
par_6
par_7

From table 5, there are two standardized structural equation
formed.
(3)
(4)
Based on the structural equation 3, the test result of hypothesis. The influence of firm size to M/B is positive and significant effect. The results of this study indicate that the larger the
size of the company can increase investment opportunities.
These results support the statement of Alnajjar & Riahi-belkaoui
(1999) which states that large companies have easy access to
capital markets, and thus have the flexibility and ability to obtain
larger funds, which causes the effect of firm size on IOS is
positive.
The influence of R&D to M/B is positive but no significant
effect. So, R&D has less meaning to descreases M/B. These
results support research conducted by Kayo et al. (2016) which
explains the positive relationship between R & D activities and
Investment opportunity set (IOS). Gaver & Gaver (1993) that
stated investment choice in the future is not only on the projects
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funded by R&D but also the ability to explore the opportunity to
get profit. The existence of investment opportunity set gives
positive signal to R&D activity (signaling theory). The investment
in technology for foreign market and continuous R&D in parent
company is the strategies applied by multinational company to
penetrate the market (Huang, 2013).
The influence of debt to equity ratio to M/B is negative but no
significantly influence. Debt to equity ratio which became
samples in this research has influence of improving M/B if the
debt to equity ratio decreases. This result supports the one done
by Hassan & Aitimon (2017); Gul & Kealey (1999); and Lang et
al. (1996), But it is inconsistent with researches done by
Khanqah & Ahmadnia (2013) and Assih (2014) explains that the
relationship between DER and IOS is a positive relationship.
The influence of sales growth to M/B is positive but no
significant. From the investor's point of view, the growth of an
enterprise is a sign that the company has a favorable aspect
(Frank & Goyal, 2010), and investors will expect the rate of
return of investments to show good progress. This research is in
line with Jannati et al. (2014) which states that the growth of the
company is a value of expectations from internal and external
companies that can increase investment opportunities.
Structural equation 4 shows that the influence of debt to
equity ratio to sales growth is positive and significant effect. It
means that the raise of debt to equity ratio can increase sales
growth significantly effect. The study supports trade off theory,
which states that in the company's financing policy it will seek to
balance between the benefits of tax savings and bankruptcy
costs. Thus the company can increase its operational activities
to generate profits by increasing the company's sales. This
study supports Thippayana (2014) which states that Capital
structure is an important factor of the firm to produce assets, run
the operational things, and improve the development of the firm.
However, these results do not support research conducted by
Khanqah & Ahmadnia (2013)found that capital structure had a
significant negative effect on sales growth.
The influence of size to sales growth is positive but no
significant. The results of this study reinforce the findings of
Bano et al. (2012) which explains that firm size is not the
determinant factor of company growth rate, but profitability more
determining the size of company growth. The results of this
study also support Gaur & Kesavan (2014), but do not support
the results of studies from Farrokh & Kordnaeij (2016).
The test result of mediation variables of sales growth of the
effects of DER, and SIZE to M/B are; First, sales growth is able
to mediate the effect of DER on M/B perfectly. The study is
based on the fact that the effect of DER on M/B directly is
negative and significant at 10% trust level and the effect of DER
on M/B indirectly through sales growth is positive, although the
result of the test is not significant because t count 0.309217
smaller than t table which is equal to 1.65449 (0.309217
<1.65449). This does not reduce the fact that the company's
decision to increase debt can increase IOS, if the company is
able to increase sales. Second, sales growth did not mediate the
influence of SIZE to M/B with t-test result 1.09899 smaller than
t- table 1.65449. The results of this analysis are reinforced by
the result of SIZE direct impact test against M / B is greater than
the effect of SIZE to M / B through sales growth (0.651> 0.009).

5. Conclusion and implications

What's interesting about this is the test results, sales growth
able to mediate the effect of DER against M/B when seen from
the direct influence of the DER and M/B variable is negative,
while the indirect effect of the variable DER and M/B mediated
by sales growth is positive. It is clear that sales growth able to
mediate the effect of DER against M/B.This finding also gave
input to trade off theory, with debt so the purpose of
management to optimize the debt can raise the investment
opportunity set.
The second important finding is the influence of size on M/B
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is a direct influence, because it is proven that the influence is
positive and significant, so that the sales growth variable is not
able to mediate. This indicates that the size of the company's

sales is not influenced by the SIZE of the company, but more
influenced by the level of profitability obtained by the company
(Bano et al., 2012).
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Abstract

The research for this paper is of a scientific character, but motivated by the applicative need and is applicable. The
aim of the paper is to identify and analyze elements in the tourism market that influence the process of efficient
strategic planning of the destination through tourism products and services for the purpose of sustainability. Based
on scientific methods it is possible to prove that effective strategic management of destination developing
cyclotourism contributes to sustainability. This is shown through marketing policy, destination management, and
analysis of the state and development opportunities of cyclotourism in the Republic of Croatia. Two cycling routes in
the Republic of Croatia and their content will be presented.
Keywords: marketing; destination management; development; sustainability; cyclotourism.

1. Introduction

The aim of this paper is to determine the elements that affect
the possibility of including the resources of a certain space in
tourism flows, so that effective management simultaneously
influences the sustainable development of tourism. In addition to
the general principles of scientific research, the spread of
scientific knowledge and proving hypotheses, the goal of this
research is to create reference points through which the scientific knowledge in a practical sense will contribute to the concrete improvements of tourist valorisation of space. This can be
defined in the context of intensification of tourist valorisation of
space by the development of cyclotourism. Cyclotourism can be
viewed as a specific content by which each individual tourist
destination can attract and justify the reasons for the tourist's
stay. The goal of the overall strategic development is to achieve
the key mass of well-presented, contemporary interpreted and
professionally, effectively promoted tourism products. In order to
achieve this goal, it is first to analyze the marketing influences
from the environment. Macro marketing factors from the environment that determine the development of tourism most relate
to the impacts from the technological and sociocultural
environment, but the factors from the economic, political and
legal environment also affect the competitiveness and development of tourism. In the research, formulation and presentation of
results in this paper, methods of analysis and synthesis, comparative, descriptive and historical methods have been used.
Based on scientific methods it is possible to prove that effective
strategic management of the destination with the development
of cyclotourism contributes to sustainability. The following text
presents the marketing policy, state and development possibilities
/ prospects of cyclotourism in the Republic of Croatia for the
purpose of sustainability and two cycling routes in the Republic
of Croatia whose content is presented.
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2. Discussion

2.1. Marketing policy

The long-term development of tourism in the Republic of
Croatia needs to be based on the active protection of natural
and cultural-historical heritage (Gredičak, 2011a, 17). In the
Republic of Croatia there are real, but insufficiently explored
possibilities of applying and developing resources of a certain
area in the function of tourism development. The Republic of
Croatia is on the way out of the period in which it is lagging
behind the developed world in all areas of economic and social
life. We are witnessing daily dramatic attempts to reform the
entire socio-economic system, according to the criteria and
achievements of highly developed countries of civil democracy,
where it is impossible to ignore their achievements in the field of
marketing. Neglecting autarchy orientation and transition to a
market economy implies a total and thorough restructuring of the
overall macroeconomic environment, which also affects the area
of tourism. By applying the appropriate marketing strategy, it
is possible to increase competitiveness, accelerate economic
growth, improve economic development, increase the propulsion of exports and imports, raise living standards, achieve a
satisfactory level of welfare, and effectively engage in international economic relations and processes (Gredičak, 2008,
207). Eligible marketing strategy of tourism should enable the
revitalization and long-term improvement of the developmental
and competitive advantages of a particular region in the function
of sustainability. It is necessary to introduce and adopt a specific
strategy to achieve a certain level of efficiency, achieve the set
strategic goals and proactively direct future development. The
goal of the marketing strategy is to efficiently satisfy the
consumer and adapt to different situations on domestic and
foreign markets as the basis for achieving and maintaining
competitive advantage.The general marketing strategies are
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based on: analysis of external factors affecting the operation of
the company – markets, consumers, competition, business definition and internal factors of company performance, analysis of
strengths and weaknesses, opportunities and threats (SWOT
analysis), defining the mission, goals and strategies, selection of
the optimal marketing strategy, planning, implementation and
controlling of planned marketing strategies. This is also the
framework for the marketing strategy.
By analyzing the external elements of the market segmentation, we try to obtain relevant business environment information. This environment usually consists of the scope and
structure of technological potential, demographic characteristics, degree and structure of the economy, the rule of law and
democracy, geographical dispersion and the characteristics of
culture and society and contemporary creativity such as, for
example, music, culinary, painting and construction (Gredičak,
2012, 9). We get answers to the questions: Who are the existing
and potential competitors? Which strategic groups can be
identified? What is their level of sales and market share? What
are their strengths, weaknesses? Also important are the data on
the size and projected growth of a particular market, cost
structure, trends, current and future key success factors.
Important information is also about consumers, such as what
are the main segments, which are their motivations and
unsatisfied needs. Below is an analysis of the environment that
consists of five major drivers/forces: demographic, economic,
technological, political and cultural.
Demographic trends do not change quickly, but they are an
important factor in the market. That's why marketing experts are
interested in population size, its geographic distribution and
density, movement trends, age distribution, birth rates and mortality, marital status, racial, ethnic and religious structure (Pol,
2006, 17). Socio-demographic factors are also determined by
age, occupation, and family status. The way the tourists use
leisure time is changing depending on the stage in the life cycle
of individuals and families. Physical abilities decline with aging,
the need for socialization and personal fulfillment also changes
with the position an individual has at work or within the community to which it belongs. Available income and time depend
on work and family status. Identifying the age of consumers,
tourism service providers will be able to determine the specific
motivation needs and elasticity of prices for the age group that
represents the target market (Senečić, 1997, 13). People in the
age group under 25 and over 65 have the most available time.
This is, however, a period when discretionary income is at the
lowest level. Individuals with the highest discretionary income
belong to a group of single employees and a group of people
over 45 years. Employment, as well as the right based on the
work that employees acquire: paid leave, shorter working hours
and an extension of annual leave, has a major impact on the
development of modern tourism and the increase in tourist
spending. In most developed but also less developed countries,
women participate in a high proportion of the total number of
employees. On this basis, the role of the female population in
the area of tourist consumption is growing, ie the need for the
employed woman to be seen as a specific consumer segment.
Economic environment is a factor influencing purchasing
power, just as much as people. Total purchasing power depends
on current income, prices, savings and loans. For this reason, it
is important to know the main changes in the trends of income
and the structure of consumer spending. In all of this, an
important role has so-called discretionary income (Senečić,
1997, 13-14), which means that the level of income of an
individual and a family, which remains after settling the basic
living primary and secondary needs, looking long-term, is in
steady growth. In this sense, spending on leisure activities and
expenditures for other categories of products and services is
also growing faster. This also affects consumer behavior in
terms of purchasing higher quality products and services, which
also means buying status symbols, and the growing importance
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of the „value for money“ category. This category – the value for
money, is the foundation of the contemporary concept of socalled competition beyond price/off-price competitiveness. Modern consumers of products and services, and so in tourism, are
no longer very sensitive to the price, but the offered products
and services they evaluate from the point of satisfaction and the
position that they provide.
Technological development in the contemporary world has
its reflection on the tourist market. The development of information technology has revolutionized hotel and airline reservation
systems. New media significantly improve promotional activities,
way of shopping, products choice and tourist services. Transport
infrastructure and the ability to access sites and facilities that
make service offerings are largely influenced by technological
factors, as they determine a suitable location and acceptable
cost of services. Equally important are governmental measures
and legislation that can cause significant changes. Political-legal
factors can have a strong influence on all activities, including
tourism. The tax system, interest rate policy, planning systems,
health and social policy, economic policy and state control are
important components in defining the marketing strategy. The
cultural environment shows long-term trends towards selffulfillment and immediate satisfaction (Kotler, 2008, 217). The
society in which people live creates their fundamental beliefs,
values, and standards. People almost unconsciously adopt a
view of the world that determines their relationship to themselves, to others, to nature, and to the world.
The objectives are achieved by analyzing the tourism market
are determining the attractiveness of the market and
understanding of the dynamics of the market (Aaker, 2008, 2324). Market analysis encompasses current and potential market
size, market growth forecasts, market profitability, trends and
developments, key success factors. In strategic thinking and
developing a marketing strategy, it is important to evaluate
future market trends. In this context, there are some basic longterm tendencies that play a key role, reflecting the overall
volume and structure of tourism demand. The apparent current
tendencies are: individualism, awareness and health care,
environmental awareness, consumerism. Individualism is a
worldview driven by right-wing political parties that focuses on
the individual, in contrast to the earlier emphasized unity and
collectivist movement. In this sense, people turn to themselves
and strive to achieve their life ambitions based on their own
efforts without greater support to the community to which they
belong (Gredičak, 2009, 207). Awareness and health care are
become the most striking aspirations in the modern developed
world and have consequences on tourism demand. Healthy and
natural nutrition, recreational activities, weight loss treatments,
recovery program are all important elements of tourist spending.
Ecological awareness as an expression of knowledge about the
endangerment of mankind or of the pollution of soil, air and
water, due to negligence on the consequences of certain activities on the human environment, is now a planetary phenomenon. In this context arise mass movements, political parties
which in the center of their activity put the imperative of preserving the human environment. The implications of this
movement on tourism are the preferences on those destinations
that have so far managed to remain endangered and preserved.
They are an excellent source of tourism development, namely,
the so-called ecotourism (Ibid.). In this context we can analyze
the possibilities of strategic planning of the destination through
the development of cyclotourism in the function of sustainability.
It is extremely important to conduct a SWOT analysis. The
basic purpose of the SWOT analysis is to collect information on
internal forces and weaknesses to compare them with the data
on the opportunities and threats that an company/enterprise or
individual faces in the environment in which they operate.
SWOT analysis, as a situational analysis, helps to bridge the
strategic gap, ie the difference between the position in which the
company/enterprise or individual currently stands and those in
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which they would like to be (Renko and colleagues, 1999, 42). It
can be implemented in a relatively short time and with relatively
small resources. As far as its usefulness as part of the overall
marketing strategy, it is based on the fact that the basics of each
successful strategy are: exploiting the strength and opportunity
(what works in our favor) and minimizing the weaknesses and
threats (which poses a threat to us). In addition, strengths,
weaknesses and threats need to be put into the time dimension,
so that strengths and weaknesses are present based on the
past and the opportunities and threats represent the future
based on the present and the past.
The purpose of existence and action is expressed through
the mission. This is a general statement about the strategy. The
mission is a tool that allows generalization of strategic options,
but also chosen strategy affects the content of the mission. In
defining the mission it is important to include the product and the
areas of application of technology, consumers, available resources and skills. Like any other component of the strategy, the
mission should be tailored to its internal characteristics and
resources, strengths and weaknesses as well as external
factors. In defining the mission, the following factors are taken
into account (Ibid.): internal characteristics and resources of the
company, ie its strengths and weaknesses; external characteristics, ie favorable opportunities and threats; historical determinants, dominant values, and ethical and social principles.
Mission content should be motivating. The mission should not
be „making profits“. The content of the mission should
emphasize the basic policy that is intended to be respected. The
content of the mission should be given a vision and orientation
for the next ten to twenty years. Missions are not something that
is revised every few years in response to every new turn in the
market. On the other hand, an existing mission needs to redefine once it lost its credibility or no longer defines optimal
development (Nash, 1998, 155-156). The main goal of marketing activities is to meet the needs of consumers, in this case
tourists, while achieving the benefits of the marketing promoters
and stakeholders of tourism. It is very important that goal
carriers set realistic goals that can be achieved with a certain
commitment of those carriers/holders. In order to achieve the set
goals, there should be certain measures to accompany tourism
development, such as fiscal policy measures (export premiums),
financial policy measures (lending conditions, favorable interest
rates) and general government policy. Such joint actions of the
state and participants of the tourist offer are called the
coincidence of the marketing goals. The strategy is, if properly
set, the foundation for success, and that is one of the reasons
why dealing with a strategy can be profitable and intellectually
useful. A successful strategy must be market-oriented, based on
marketing principles.
When talking about promotional activities on the tourist
market, they should be a combination of all forms of promotional
activities. This creates a prerequisite for achieving better sales
results. In order to achieve the set goals of market communication, tourism promotion must be more agile. This, first of all,
involves creating and applying a brand, creating additional
promotional materials, and undertaking new promotional activities. Under the brand, it means the production of a logo,
creating a slogan and selection of protective color. In this way,
the design and verbal message creates a recognizable visual
identity. As part of the development of promotional materials, it
is necessary to create brochures of tourist products, a map of
itineraries offering with round or thematic excursion, a tourist
magazine, a multilingual quality guides of the region with a
description of the material, cultural, architectural and spiritual
heritage, souvenir program (Richards and Bonink, 1995, 174).
Regarding promotional activities, it is necessary to present
tourism at carefully selected international fairs and to advertise
in the media. In the era of various computer games, a new way
to promote the Croatian tourism, create a database and introduce modern IT equipment to tourism. This also provides the
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basic premise for good communication between tourism and
economy users. It is important to hold special promotional
actions, organize information and study tours for journalists and
travel agents, media communications, companies and institutions.
Interpretation panels/boards with basic, interesting information
about the importance of individual sites or facilities are a very
effective and efficient way to increase the attractiveness of area
with relatively small financial resources. With a well-located and
well-designed interpretive panel, a certain tourist destination turns
into a „living“ area and an interesting experience, ie attraction.
One of the primary marketing-mix elements is product
development. It is assumed that the product must be maximally
tailored to the needs and preferences of consumers (Grbac,
2005, 22). The products meet socio-positive needs, ie certain
aesthetic, ideological, moral, ethical and similar socially established criteria. So the question is what product to choose? It is
not easy to decide between existing, existing obsolete, the
existing modified or completely new products. In order to
facilitate easier decision-making it is necessary to carry out
market research using scientific methods. Such research should
identify which and what products tourism market are looking for,
what products are offered by competition and based on results
form a specific product, while respecting the valid criteria
(Demonja and Gredičak, 2013, 121-122). Tourism development
should enable revitalization and long-term improvement of the
competitive advantages of a particular area. The fact is that the
properties and characteristics of the resources meet the tourist
needs. In this regard, a certain resource will attract and bind only
those segments of tourism demand that will meet its specific
needs (Gredičak, 2011b, 8). In this context we can also observe
cyclotourism as a tourist product in the function of sustainable
development of the destination, which will be discussed below.

2.2. Developmental possibilities of cycloturism
in the Republic of Croatia in a sustainable
development function

Although the Republic of Croatia records the increase of
tourist arrivals and overnight stays, statistics confirm that
continental part of the Republic of Croatia does not realize 2%
of the total tourist traffic in the Republic of Croatia. In addition,
due to still underdeveloped tourism and basic infrastructure,
there are no serious hotel investments on the continent, with the
exception of some destinations. In addition to health tourism, it
is considered that in the future for the continent a key will be
development of cultural tourism and cyclotourism as well as
rural tourism in rural households. These are also the most
prepared market tourism products that can initially launch
investment and content development. Cyclotourism or cycling
tourism is a form of sustainable tourism that has been developing more and more in almost every country in recent years.
Except for the daily excursions that regular tourists or local
residents take during their vacation or weekend, it also applies
to bicycling long distances on cyclotouristic routes.
Over the last few decades, the whole concept of tourism has
transformed and began to valorize unconventional destinations
and attractions, tourists are extremely active and are interested
in the spirit of the place and the overall experience that a certain
destination can offer. Cycling represents selective forms of
tourism, which has developed under different influences and
transformation of tourism. It represents a form of tourism in
which the use of bicycles is an integral part of the journey and
that most of the time takes place in a clean, ecologically
preserved and attractive natural landscape. Also, bicycle riding
is a tourist activity that is mostly harmless to the environment
and nature and most often does not require large interventions
and repair of the damage caused to the environment. If countries decide to develop cycling tourism routes, in addition to
increase tourist spending itself, ecologically quality and costeffective connectivity with other countries in the region is
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achieved. This increases cohesion and cooperation with other
countries. The Republic of Croatia as a destination has a
remarkable potential for cyclotourism development. All the preconditions that a cyclotourist-developed destination should have
had to be met. The Republic of Croatia has an attractive environment, a factor that cyclotourists appreciate, and is also rich
in cultural and historical heritage. The Republic of Croatia is very
close to major emission markets, which is an additional opportunity that can be used as cyclotouristic destinations. Also,
tourists perceive the Republic of Croatia as a safe country, and
today, in view of current events, it is a valuable advantage.
On the topic of cyclotourism within the European Mobility
Week, held every year from 16 to 22 September in Croatia,
Croatian representative in the European Parliament Davor
Škrlec organized two panel discussions on sustainable mobility
in cities and cyclotourism in towns of Koprivnica and Zagreb, in
co-operation with the German representative in the European
Parliament Michael Cramer (Green/ESS) and representatives of
local authorities and the Ministry of Tourism of the Republic of
Croatia (Rihelj, 2017). Representative Michael Cramer is the
initiator of the EuroVelo13 cyclotourism project and author of the
book „The European Bicycle Trail – Iron Curtain“ which connects
sustainable tourism with European history and culture. This
European bicycle trail is over 10,400 km long and runs through
20 different countries, of which 14 are members of the European
Union, including the Republic of Croatia. Cyclotourism is very
developed in some regions of the European Union, but there are
also regions where cyclotourism is not generally recognized and
as such does not exist. This wide range shows the importance
of the participation of local, regional and national authorities.
With its very diverse landscape, cultural and historical sites, the
Republic of Croatia has a huge potential for the development of
cyclotourism. The Croatian National Tourist Board supports
projects such as „MedCycleTour“, developing the EuroVelo8 –
Mediterranean route which is in the Republic of Croatia
stretches from Istria to Dubrovnik. It is important to keep track of
projects at an interregional level and not reduce the cycling
infrastructure at local and regional level as well as the state
borders. It is a great advantage that such infrastructure can be
used for cyclotourism, but also for daily travel from a place of
residence to work. The total economic benefit from cyclotourism
in 2013 for all EU member states amounted to 513 billion euros,
which is more than 1,000 euros per capita. According to a study
of the European Parliament from 2012, the annual cyclotourism
income in the European Union amounted to 44 billion euros,
while, for example, earnings from cruise ships was 39 billion
euros. Cruisers do not fall into a sustainable form of tourism
because of the negative impact on the environment and the
increasing burden of the cities and ports they are in, while
cyclotourism has no adverse impact on the local community and
can be developed throughout the year, thus extending the tourist
season. This is also one of the goals of The Strategy for
Development of Tourism of the Republic of Croatia Until the Year
2020 (Official Gazette 55/2013). Bike tourists travel with little
luggage and spend a lot more on food as opposed to guests
from cruisers which have all available on board. Such guests
require a good infrastructure with very small adjustments to the
existing tourist offer according to their needs. Although the
European Union invested billions of euros in large infrastructure
projects, smaller infrastructure projects/ventures continued to
work at local, regional and national levels. Still lacks many links
along the cross-border railway lines, as well as among other
forms of public transport and cycling networks between the
regions, even within one country, thus hampering the daily mobility of citizens. The are therefore made a proposal on
connecting roads that are missing, so-called „Missing Links“.
Guided by the slogan „Small but Powerful“, they analyzed more
than 250 cross-border connections in the European Union,
focusing mainly on regional roads outside the main corridors.
They have been able to include the bicycle network in the
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guidelines of the Trans-European Transport Network (TEN-T),
which means that they can now be co-financed from the
appropriate EU funds. After years of advocacy by the regions,
civic initiatives and politicians, the European Commission has
finally taken the idea of „Missing Links“ and in July 2017 for the
first time decided to allocate 140 million euros to finance crossborder smaller scale connections that does not currently exist.
The Republic of Croatia, as well can have benefits of this
initiative.
Paul Bradbury, a Briton from Manchester, with an address on
the island of Hvar in the Republic of Croatia, probably the most
widely read and most influential blogger who writes about the
Republic of Croatia in English on the portal „Total Croatia News“,
also launched a portal dedicated to cyclotourism „Total Croatia
Cycling“ (http://www.total-croatia-cycling.com/). An English
promoter of Croatian tourism shared his experience in Croatian
tourism at the international conference „Innovation and
sustainable development of tourism of special interests“ that
was held in Zagreb, in April 2016, organized by the Association
of Croatian Travel Agencies (UHPA). At the aforementioned
conference, in the panel on „The successful promotion in five
words: Give them what they want“, Bradbury presented step by
step the true story of how the idea of writing a guide about the
Croatian island turned into a positive force and unconventional
tourist promotion of the destination at national and international
level, and is easily applicable to other destinations. Bradbury
then presented his vision of cyclotourism in Croatia: „Bicycling is
constantly mentioned and promoted, and there is no national
web site for biking, but all the information is decomposed on the
pages of tourist boards, often without basic information. The
potential for cyclotourism development in the Republic of
Croatia is huge, there are already several very interesting
initiatives in the country, but everything is done in isolation with
no destinnation connections.“ Today, on the „Total Croatia Cycling“
portal, Bradbury cooperates with the entire cycling community
and everyone who have or are planning any event related to
cycling and bike racing. On the portal is an interactive map with
bicycle paths in the Republic of Croatia, a list of races and
events with information, cycling tours and accommodation
facilities which has bicycles contents and blogger texts.
The Ministry of Tourism of the Republic of Croatia has also
recognized the role that cyclotourism could have in the function
of sustainable development of a tourist destination and in the
year 2017 co-financed the development of operational plans for
development of cyclotourism which defined the optimal lines for
cycling routes and laid the foundation for cyclotourism
development on the continent. For the more powerful positioning
of continental Croatia as a tourist destination, the Operational
plans for the development of cyclotourism of 14 continental
counties were made (http://www.mint.hr/vijesti/ministarstvoturizma-za-razvoj-cikloturizma-u-2018-osiguralo-vise-od-10milijuna-kuna-za-52-razvojna-projekta/13199). The second cycle
of the same Program for development of tourism infrastructure
co-financed the creation of Operational plans for the development of cyclotourism of coastal counties that had not created
this document to achieve balance in cyclotourism offer and
developed a national network of bicycle lanes, trails and routes,
as well as all the necessary accompanying cyclotouristic offer. In
2018, the financial support is followed by the Operational plan
for the development of cyclotourism of the counties from 20172020, which co-financed the development of traffic analyzes for
the purpose of tracking and marking cyclotouristic routes,
creation/installation of signaling/information boards along these
routes, arrangement/equipping cyclotourism routes and service
stations for repairing bicycles, making maps, making or
upgrading a county-level website, making or upgrading a county
mobile application, creating „bed and bicycle“ standards for accommodation facilities, setting bicycle traffic counter at the
border crossing points, and other (http://www.mint.hr/vijesti/
ministarstvo-turizma-osiguralo-pet-milijuna-kuna-za-razvoj-
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cikloturizma-na-kontinentu/11895). The cyclotourism development program on the continent in the Republic of Croatia plays
an important role in the development of continental tourism,
which ultimately contributes to a more balanced tourism
development, the extension of the tourist season and the positioning of the Republic of Croatia as a destination of diverse
and rich tourist offer. In accordance with this goal, since 2017, in
the Coordination Body for the development of cycling tourism in
the framework of the Ministry of Tourism of the Republic of
Croatia (https://cikloturizam.hr/), operates National EuroVelo
Coordination Center for Croatia (NECC), co-ordinated by the
members of the Coordination Body and Association Cyclist
Syndicate. EuroVelo or the European bicycle route network, is
the project of the ECF – European Cyclists' Federation and
national and regional partners, and its main goal is to link
existing and planned national and regional cycling routes to a
unique European network. The Coordination Body for the
development of cyclotourism in Croatia with its activities has
been involved in the EuroVelo project from 2016, since it has
existed, or significantly from 2017 when joined the ECF
membership (https://cikloturizam.hr/eurovelo/).
According to estimates by UNWTO in Europe there are
currently more than 60 million active cyclists, 60% men and 40%
women, of different age groups. About 90% of cyclotouristic
trips/journeys are organized independently and only 10% through
travel agents (Action Plan for the development of cyclotourism,
2015, 25). According to the European Parliament's 2013 figures,
the cyclotourism market of the European Union, including
Norway and Switzerland, is growing on a daily basis (Ibid.). The
number of one-day visitors who use bicycles during their
trip/journey is difficult to estimate, while the number of
cyclotourists who spend at least one overnight stay is estimated
at around 20 million. Slightly more than one-quarter of European
cyclotourism journeys/travels are taking place in Germany, and
about 8% in the Scandinavian countries. The cyclists belong to
a group of medium or highly educated tourists. Most often they
travel in pairs (50%), about 30% cyclotourists come in a group
of 3 to 5 people, and the remaining 20% are single. Almost 60%
of cyclists change their accommodation several times during
traveling, while about 40% are staying in one destination. Cyclotourists spend on average 53 euros per day including accommodation, while one-day visitors spend on average 16 euros per
day (Action Plan for the development of cyclotourism, 2015, 2526) Furthermore, according to EuroVelo research it was
concluded that cyclists in greater intensity than most other
tourists use the products of domestic manufacturers and visit
local shops, crafts and plants (http://www.eurovelo.org/news/).
For this reason, it is important for them to have a large number
of domestic and innovative manufacturers/producers, and their
availability and quality is also important for them. As far as traffic
infrastructure is concerned, it is emphasized that for cyclotourists are extremely important road safety. For this reason, in
order to attract cyclists, it is important to mark cycling routes and
ensure road safety. In the absence of well equipped cycling
paths and routes, cyclotourists are turning to other routes, and
then prefer roads with relatively less traffic and achieving low
speeds. Cyclists are especially interested in destinations that
have organized and marked routes that offer various additional
facilities and attractions that will make the stay of tourists
interesting and enjoyable. When choosing accommodation,
cyclotourists give preference to accommodation facilities
tailored/adapted to their needs, ie capacities that meet the socalled „bike and bed“ standards. These standards primarily
include the ability to accept cyclotourists for just one night,
secure bicycle storage rooms, space for drying clothes and
travel gear, a variety of breakfast offers or the possibility to use
the kitchen, the availability of precise and quality maps of the
region, preferably with marked bicycle routes, the availability of
public transport information, the ability to use tools for simple
repairs, and information about locations and working hours of
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bicycle services in the destination or its vicinity/neighboring in
case of major breakdowns/failures.
In the Republic of Croatia cyclotourism is still a product of
development. By analyzing geographical factors and tourist
resources, it can be concluded that the Republic of Croatia has
great potential for cyclotourism development, but it is still
unused to date. The Strategy for Development of Tourism of the
Republic of Croatia Until the Year 2020 (Official Gazette 55/
2013) recognizes cyclotourism as one of the tourism products
with the greatest prospect of development. There are many
reasons for the underdevelopment of cyclotourism, and the main
ones are: inadequate cyclotouristic infrastructure, insufficient
practice of cycling in the local community, insufficient knowledge
of the local community, lack of co-operation between public and
private sector stakeholders and inadequate number of „bike
friendly“ facilities. In the future, it is extremely important that the
providers of accommodation services are recognized as a very
important developmental element, but also to provide them with
certain incentives in order to adapt their facilities to cyclists
(„bike and bed“ systems and „bike friendly hotels“). As a potential problem, there is still an inadequate cyclotouristic demand
that would make the service providers more orientated towards
cyclotourists, especially in the continental part of the Republic of
Croatia.

2.3. Cycling routes in the Republic of Croatia

The Republic of Croatia has no classified routes and cyclotourism products, however, it has traced routes (https://www.
cyclingcroatia.com/). In the continuation of this paper, two
successful and lovingly visited routes in the Republic of Croatia
will be presented: „Dalmatia and National Parks Cycling Tour“
and „Istria Wine and Gastro Cycling Tour“.
The „Dalmatia and National Parks Cycling Tour“ allows
bikers to visit three national parks of the Republic of Croatia:
Plitvice Lakes, the oldest national park in Southeastern Europe
and the largest national park in Croatia, Paklenica with a
beautiful coastline where you can fully experience the magic of
the Adriatic Sea, and the magical canyon and Krka waterfalls. In
addition to these three national parks, riding bicycles on this
route, tourists have the opportunity to get acquainted with the
local architecture and customs of Dalmatia, and visit the historic
island of Hvar, one of the most beautiful islands in the world, the
island of Korčula known for white wines and beautiful old town,
and Dubrovnik, an architectural masterpiece. This route begins
in the capital city of Zagreb, and ends in the city on the Adriatic
coast, Dubrovnik. The total duration is 10 days and 9 nights,
approximately 27 to 53 kilometers per day, and daily biking is 3.5
to 4 hours. By field analysis and daily use of bicycles, this
cycling route is classified as recreational and all those who do
not ride a bike are welcome. The route is easily customizable
and accessible to everyone. The average cost of this route is
about 3,550 US$. The price includes: 27 meals, 9 breakfasts, 9
gourmet dinners with drinks, 8 lunches with drinks, 3 wine
tastings with snacks, wine tasting with prosciutto and cheese,
oysters and mussels tasting (https://www.cyclingcroatia.com/
guided-tours/dalmatia-and-national-parks-cycling-tour).
„Istria Wine and Gastro Cycling Tour“ is located in Istria, the
largest peninsula on the Adriatic, at the beginning of the Adriatic,
between the Trieste and Kvarner Bay. This quiet peninsula has
historically been part of the Venetian empire, and it is a region
of diverse landscapes with wavy hills, pine forests, wheat fields,
vineyards, olive groves and azure sea. All of these features
make Istria one of the most visited tourist destinations, not only
in the Republic of Croatia but also in the Mediterranean as a
whole, and known as the „Green-Blue Region“. This area has a
rich and valuable resource base for cyclotourism development
and which route confirms. This route allows bikers to visit the
towns of inland Istria (Motovun, Oprtalj) and the coastal towns
(Rovinj, Umag, Poreč and Pula) and taste delicious dishes
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prepared in this area and enjoy excellent wines. This route takes
its course throughout Istria. Its started in the city of Poreč and
ended in Pula. The average cost of this route is 2,500 US$. The
route lasts for a total of 7 days and 6 nights, with an average
daily ride on the bike from 32 to 53 kilometers, and runs on a
bicycle from 2 to 4.5 hours per day. This cycling route is
classified as recreational and all tourists who do not ride a bike
often are welcome. The price includes: breakfast every day, 6
gourmet dinners, 3 lunches, 3 wine tastings, 2 olive oil tastings,
tasting of cheese, prosciutto, oysters, mussels and truffles
(https://www.cyclingcroatia.com/guided-tours/istria-wine-andgastro-cycling-tour).

3. Conclusion

While the application of marketing in all spheres of activity in
developed countries today is an unavoidable fact, such application in the Republic of Croatia, and that means marketing
orientation of the society, is still the future we are striving for and
according to which this paper was directed. The focus of the
social concept of marketing is not only the needs of a particular
segment of consumers, but also the needs of the whole society,
which means that the need to preserve the characteristics of a
tourist destination in sociological, cultural and ecological terms
should be taken into account. The future development of tourism
is inconceivable without a logic thinking, in this lies its survival
and further development. To create a concept of tourism development at lower spatial levels, it is important to thoroughly
study and determine the possibility of tourist features, characteristics and tourist values and the reception capabilities of all
those resources (natural and social) that will meet the needs of
tourists. The fact is that the properties and characteristics of the
resources meet tourist needs. In this regard, some resources
will attract and bind to itself only those segments of tourism
demand that will meet their needs and characteristics. This
brings us to the possibility that on the basis of knowledge of
these properties determine the types and forms of tourism that
can be developed in a certain/specific destination. Tourism as a
social phenomenon is extremely dynamic and clearly shows the
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trend of tourist movements growth. Tourism of the Republic of
Croatia is developing and every year more impressive figures
are being realized. The problem is the excessive dependence of
the Republic of Croatia on tourism, as tourism accounts for
around 18% of GDP. This is risky because tourism is highly
sensitive and every major negative impact in the environment
can lead to shortages/collapse of tourism and economy. By
analyzing the state and the environment, it was concluded that
the Republic of Croatia has exceptionally favorable conditions
for the development of cyclotourism. In the The Strategy for
Development of Tourism of the Republic of Croatia Until the Year
2020 (Official Gazette 55/2013) cyclotourism is recognized as a
tourism product with high potential. However, the fact is that
today cyclotourism in the Republic of Croatia is not yet sufficiently developed and most of the potentials are unused. Also, it
can be concluded that cyclotourism in the Republic of Croatia
was not planned and strategically developed, but has simply
happened. The product has been identified as highly perspective/promising, but still the steps are not yet taken to
modernize the offer and adapt the infrastructure. Furthermore,
Croatian legislation is not at all adapted to this form of tourism.
Various stakeholders should participate in the promotion and
creation of cyclotourism products, because only in this way
created integral product will be attractive to tourists and will have
a special/particular added value. In addition to increasing economic prosperity, cyclotourism has many other positive effects in
the function of sustainable development such as, for example,
pollution reduction, traffic jams reduction, health promotion,
cheaper transportation. In order to exploit all the potentials of
cyclotourism in the Republic of Croatia, it is important to
strategically plan its development and do the necessary steps. It
is important to meet the following prerequisites: to cooperate
with all key stakeholders in the destination, to educate the local
community, to improve the infrastructure, to introduce incentives
for accommodation providers and to raise awareness of the
positive effects of cycling in society. By meeting these
requirements cyclotourism could be developed in a planned
direction, and the Republic of Croatia could be recognized as
the destination of cyclotourism, with positive effects on the
economy and society.
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Abstract

This study aims at developing the model of website service quality and technology acceptance factors in relation with
e-satisfaction, e-loyalty and trust among online shoppers in Indonesia. This study utilized 111 respondents out of 180
respondents that were eligible to further process by Structural Equation Modeling version 23. The result is as follows:
first, website service quality has significant impact on e-satisfaction, second, website service quality has significant
impact on e-loyalty, technology acceptance factor has significant impact on e-satisfaction, technology acceptance
factor has significant impact on e-loyalty, trust has significant impact on e-loyalty and e-satisfaction has significant
impact on e-loyalty. This study has significant contribution to the body of knowledge with respect of digital marketing.

Keywords: website service quality; technology acceptance factors; e-satisfaction; e-loyalty; trust.

1. Introduction

The phenomenon of digital transformation which is much
discussed today is no longer a mere discourse, but it is real and
really happens. The data show that almost 70% of 200 companies in Indonesia benefit most from digital technology. The
data is reinforced that 79% of the companies in Indonesia use
digital services to drive faster innovation in their companies, and
71% of them believe that digital technology is a blue-ocean
strategy to assist in creating competitive advantage (Pure Storage
Research entitled Evolution).
According to GetCraft's report (Getcraft.com), the high number of social media users in Indonesia has had a significant and
effective impact on driving digital marketing campaigns in
Indonesia. It can be seen that the first sequence shows that
almost a third of the population in Indonesia are the active users
of social media, and it is followed by social media advertising,
paid search marketing, content marketing, and influencer marketing.
Therefore, e-marketing in Indonesia is predicted to grow
very rapidly and will increase in both the quantity and number of
transactions. There are 10 most popular e-commerce sites
visited by Indonesian online consumers (https://iprice.co.id/
insights/mapofecommerce/). Lazada, Tokopedia, Elevenia,
Bukalapak and Bibli are the sites frequently visited by Indonesian online consumers as the most trusted customer's websites
and internet shopping.
The business activities using computer technology and the
Internet have been proven by previous studies, which ultimately
leads to greater trust in trusted customer websites to drive
consumer purchasing processes (Butler & Peppard, 1998; Kim,
Ferrin, & Rao, 2008; Walczuch & Lundgren, 2004). In this case,
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consumer attitudes and beliefs on the convenience and security
issues established during online purchasing processes have a
significant effect on their intention to buy online (Limayem &
Khalifa, 2000).
The previous studies (Lin & Sun, 2017, 2009) showed that
there are two important roles to achieve the level of online
consumer satisfaction and loyalty, namely external and internal
factors. Concerning the factors of technological acceptance
factors, service quality websites; it examined the consumer’s
satisfaction level and dynamics in relation with the use of the
internet. In details, the results showed the association of the
variables, as follows: customer e-satisfaction has a positive direct
effect on customer e-loyalty; technology acceptance has a
positive direct effect on customer e-satisfaction and e-loyalty;
and, website service quality has a positive direct effect on
customer e-satisfaction and e-loyalty.
Furthermore, the important role of web site technology
factors in influencing satisfaction and loyalty had also been
documented by several studies, particularly those concerning
consumer attitudes and behaviors about their online shopping
experiences (Anderson & Srinivasan, 2003; Devaraj, Krajewski,
& Wei, 2007; Flavián, Guinalíu, & Gurrea, 2006; Ribbink &
Grimm, 2014; Shih, 2004; Srinivasan, Anderson, & Ponnavolu,
2002; Szymanski & Hise, 2000). Likewise, the important factor
of trust also makes an important contribution in online shopping
process to achieve customer satisfaction and loyalty. Without
ruling out other factors, the factor of trust seems to be a factor
that plays a role for online shopping consumers in Indonesia.
With the increasing number of online shopping sites, the factor
of trust can be a reliable strategy to win the competition (Abyad,
2011; Beatty et al., 2011; Corbitt et al., 2003). Trust also is an
important variable that determines the outcomes at various
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points in the process and serves as a glue that holds a shared
relationship (Singh & Sirdeshmukh, 2000). In the context of
electronic commerce, customers who do not trust e-business
will not be loyal to it even though they are generally satisfied with
e-business (Anderson & Srinivasan, 2003).
In Nielsen's report entitled Indonesia Ocean of Opportunities, Indonesia's e-commerce sales in 2015 reached US$ 1.68
billion. The figure was only 1.2 percent of total domestic retail
sales of US$ 145.83 billion. When compared with the ecommerce sales in Southeast Asian countries, Indonesia is the
largest. This study surveyed the customers of popular online
shopping sites in Indonesia, such as Lazada, Bibli, Bhineka,
Tokopedia and Bukalapak. The main purpose of this study was
to explore the relationship between customer satisfaction and
loyalty in internet shopping and to explore the external factors of
technology acceptance factors and website service quality and
the internal factors of trust to customers' e-satisfaction and eloyalty.

2. Literature review
and hypotheses development

This research was focused on online business-to-consumer
transactions. This study was started by building a conceptual
framework through a review of related theories and literatures.
The four conceptualization topics considered in this section
were technological acceptance factors, website service quality,
trust, customer satisfaction and loyalty.

2.1. Technology Acceptance Factors
as External Factor

To know the level of information system acceptance used in
the websites, it can be analyzed using the TAM model because
basically the websites are included in the category of information
technology. Thus, the TAM is a blade analysis used to determine
the attitude of user’s acceptance of the presence of technology.
Before the TAM model appeared, there was a theory known as
the Theory of Reasoned Action (TRA) developed by Martin,
Fishbein, and Icek (Ajzen & Fishbein, 1980; Ajzen & Fishbein,
1977, 2000). Deriving from the previous research started from
the theory of attitude and behavior, the emphasis of the TRA at
that time was on the attitude viewed from the standpoint of
psychology. The principles are: determining how to measure the
components of relevant behavioral attitudes, distinguishing
between belief and attitudes, and determining external stimuli.
Therefore, the TRA model will cause the reaction and user perception of the information system determining the attitude and
behavior of the users. Then, Davis (1989) conducted a dissertation research by adapting the TRA. In 1989, Davis published
his dissertation research results in the MIS Quarterly journal,
giving rise to the TAM theory with an emphasis on the perceptions of ease of use and the use of relationships to predict
attitudes in using information systems. The TAM is one type of
theory using behavioral theory approach which is widely used to
examine the process of information technology adoption.
However, a good model does not only predict, but it ideally
should also be able to explain. Apparently, the TAM model and
the indicator have already been tested to be able to measure
technology acceptance. Thus, using the TAM will be able to
explain why a web site information system used can be
accepted or not by the user. The TAM provides a basis for
knowing the influence of external factors on trust, attitudes, and
purposes of its users. Besides, being built on a strong theoretical basis, one of the other advantages of the TAM model is
that it can answer the question of many technological systems
that fail to apply on the websites. It is caused by the users who
have no intention to use it.
A number of previous studies had adopted the acceptance
factor of technology as a measure of the willingness of customers to consume online (Tandon et al., 2017; Yousafzai et al.,
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2007b, 2007a). Yang & Johnson (2014) proposed the
Technology Acceptance Model (TAM) to explain and predict user
acceptance of information systems (IS) or information technology (IT). Chtourou & Souiden (2010) argues that innovators are
necessary to consider the benefit of new products to make the
adoption of new devices possible. On the other hand, the way
how customers enjoy a product is not considered to be the
important information to predict innovation adoption. Then, the
purpose of the recent studies was to test the effect of the
enjoyable aspect of technology product adoption by consumers.
The study showed the results that the important antecedent of
behavior toward action is fun. The study also explained that he
attempted to fulfill the need of the research to extend the
Technology Acceptance Model (TAM) by placing a contextual
variable as the addition (Ben Mansour, 2016). Since significant
predictor is always successfully made from trust, the research
recommended the integration of trust into the TAM to understand e-business adoption in a more comprehensive way.
Besides, the two major dimensions of trust – integrity and credibility – had a positive effect on benefit gained and utilized the
positive effects directly and indirectly related to attitude toward
e-business adoption as well as behavioral intention.
The recent studies on the use of technology to satisfaction
and loyalty also show that customer satisfaction in online environment is significantly higher than that in traditional channels.
This is understandable because consumers perceive the ease
of obtaining information (Gubbi et al., 2013; Verhagen & Dolen,
2009; Verhagen & Van Dolen, 2011). This opinion was reinforced by Amin et al., (2014) in his study to examine the effects
of Perceived Usefulness (PU), Perceived Ease of Use (PEOU)
and trust on mobile website satisfaction. The research found the
positive associations in PEOU, PU and mobile users' satisfactions. The PU has a positive association with trust and online
users' satisfaction, and trust has a positive effect on online
users' satisfaction. The proposed hypotheses were as follows:
H1. The higher the shopping website's technology acceptance factors, the higher the customer e-satisfaction.
H2. The higher the shopping website's technology acceptance factors, the higher the customer e-loyalty.

2.2. Website service quality

The studies on how service quality plays a role in building
customer satisfaction and loyalty had been around and popular
since Parasuraman et al., (1988; 1985)measured the quality of
service (SERVQUAL) in the following ten phases: accessibility,
communication, capability, courtesy, trust, reliability, responsiveness, security, tangibility and understanding with customers;
then they were reduced into five steps: tangibility, reliability,
responsiveness, assurance and empathy. In the development of
measuring electronic commerce, the SERVQUAL model can still
be used to measure the factors related to the success of websites. For example Yang et al., (2009) used the four-dimensional
SERVQUAL – reliability, responsiveness, assurance and
empathy – to measure the cognition of the SERVQUAL users
online. However, using that model, consumer perceptions about
the quality of online services had not largely seen effectively and
efficiently. It turned out that the indication of electronic
commerce service problem is not just price, but there are some
unique factors in electronic transaction.
A more suitable model is an e-service model that refers to a
web service using the internet and is defined as a website
service that allows consumers to shop, to make purchases, and
to deliver products safely, effectively, and efficiently. According
to Zeithaml et al., (2002), consumers are heavily dependent on
information technology (IT) when using online shopping sites. Eservice is a two-way process in which marketers provide
adjusted products and services based on the information
obtained from consumers. On the other hand, electronic service
transactions can be fulfilled through the exchange of information
with service providers (Jeon, 2016). In addition to having a
concept of transaction, the more important and main matter of
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an electronic service is when the main value exchanged is
information. Such platforms differentiate and place internet
shopping sites with greater profits than traditional spending
(Verhoef & Lemon, 2013). When customers feel a better quality
of website services, they will feel more satisfied. When the
website is responsive, this experience will directly affect
customer loyalty (Cass & Carlson, 2012).
A number of experts had proposed a positive effect on the
quality of the website on customer satisfaction, leading to purchasing intentions (Moustakis et al., 2004; Sørum et al., 2013).
Therefore, this study focused on further understanding of the
association between website quality and the other variables that
determined customer satisfaction. Surfing the web becomes one
of the activities in shaping the experience of online transactions.
The goal was to represent the aspect of the e-service experience which the online customer wanted (e.g. ensuring system
security, maximizing product information, and maximizing ease
of use) and to operationalize the attributes of e-service process
during customer interaction with electronic service (Aryanto at
al., 2018; Akaka et al., , 2015). Based on the literatures, the
roles of e-service quality and customer satisfaction were significant in developing e-loyalty (Alshehri et al., 2012; Cass &
Carlson, 2012; Zhou et al., 2012). Online marketers were forced
to compete tightly since they recognized the essence of building
good relations with customers with the expectation to convert
them into loyal (Akaka et al., 2015; Eng, 2008; Singh, 2002;
Wang et al., 2014)
Furthermore, based on the research results of some research
constructs, the relationship between the quality of website
services and customer loyalty indicates a strong and significant
relationship between the two constructions, and it indicates that
this relationship also applies in electronic service arrangements.
Based on the literatures, in this study, the quality of website
services is the perception of customers on the ability of
shopping sites to respond to customer needs, to pay attention to
consumers and to provide a safe shopping environment. Then,
the following hypotheses were proposed:
H3. The higher the shopping website service quality, the
higher the customer e-satisfaction.
H4. The higher the shopping website service quality, the
higher the customer e-loyalty.

2.3. Trust

Trust is an important factor in human relations and business
activities (Morgan & Hunt, 1994). In relationship marketing, trust
is the desire of the customer to engage in future transactions,
reflecting a belief in the reliability of seller transactional behavior,
thus leading to the perception of reducing future risks and
possible opportunism (Morgan & Hunt, 1994; Thomas &
Skinner, 2010). Some scholars argue that belief is the cognitive
expectation of what to believe; thereby meeting expectations for
emotional support (Yeh & Yeh, 2011; Morgan & Hunt, 1994;
Taylor et al., 2014). While the conceptualization of trust varies
greatly depending on the domain of a particular study, in
business related to the literature of trust it is seen as a belief that
the party performing the exchange can fulfill its obligations as
well as be motivated to seek mutually beneficial profits (Morgan
& Hunt, 1994)
In business, trust is seen as one of the most relevant antecedents of stable and collaborative relationships. From the
beginning, researchers have identified trust as an important
contributing factor to service quality and customer satisfaction.
Trust is considered an important element of consumer perception about brands and companies (Wetsch, 2006).
In the banking sectors, trust can be defined as the belief that
the bank in which the consumer obtains a loan, conducts its
business with customers responsibly, reliably and competently,
and behaves in a way that does not endanger its customers
(Jumaev & Hanaysha, 2012; Mukherjee & Nath, 2003; Yousafzai
et al., 2003). In the context of internet retailing, site reliability,
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security and performance consistency are important in building
confidence in online retail companies (Anggraeni & Lay, 2015;
Rowley, 1996). In exchange situations involving service concepts,
however, consumers will build trust in business institutions
based on the quality of interpersonal interaction provided by the
exchanges. Hsieh and Hiang found that service quality is a
reliable predictor of business confidence (Hsieh & Hiang, 2004).
H5. The higher trust, the higher the customer e-satisfaction.
H6. The higher trust, the higher the customer e-loyalty.

2.4. Customer satisfaction and loyalty

In the service sector industry, customer satisfaction is a
transaction-specific evaluation (Cronin, 1992). Such specific
evaluations are defined as service performance that exceeds
consumer expectations (Eid, 2013; Kotler & Keller, 2013;
Srivastava & Rai, 2013). When appropriate services are provided as needed or expected, customers not only feel the
pleasure but also communicate their opinions to others in a
positive way, thus creating customer recommendations. Satisfation is also a factor in affective and emotional responsiveness of
customers arising from their post-consumption service experience which ultimately has a positive and direct effect on the
channeling of repurchase intentions (Namukasa, 2013)
Satisfied customers are more likely to return to repurchase
services (Cronin, 1992; Berry & Parasuraman, 1996; Zeithaml et
al., 2002). Therefore, customer satisfaction has become a top
priority in the service business to create repeat purchases and
achieve sustainable competitive advantage (Cronin & Taylor,
1992; Zeithaml, 1988). Satisfaction is also a post-activity measurement index that measures the state of customer feelings
about purchases and past shopping experiences. Measuring the
level of customer satisfaction is very important because satisfaction with the service received will influence the customer's
decision whether to continue using the channel. Oliver describes customer satisfaction as a summary of the psychological
state that results when the emotions surrounding expectations
of dissatisfaction are coupled with previous customer feelings
about the customer experience (Oliver, 2006). Szymanski &
Hise (2000) argue that consumer perceptions of online
convenience, site design and financial security play an important
role in the assessment of e-satisfaction.
Further, Oliver (2006) defines customer loyalty as a strong
commitment to consistently repositioning or repositioning products / services of choice in the future, resulting in repeated
brand purchases, although situational influences and marketing
efforts have the potential to generate migratory behavior. This
definition has been used extensively in related research on eloyalty. Anderson and Srinivasan identified e-loyalty as a
"positive attitude" of customers to electronic business that generated repurchase behavior, and they investigated the impact of
satisfaction on loyalty in the context of electronic commerce,
concluding that although e-satisfaction affects loyalty, this is
moderated by individual consumer-level factors and businesslevel factors (Anderson & Srinivasan, 2003). Among the factors
that determine the level of consumers, the motivation for ease
and size of purchases is a factor that stands out in impact on esatisfaction with e-loyalty (Adewoye & Eweoya, 2016; Kandulapati & Bellamkonda, 2014). If related to the business as a
whole, trust and the perceived value as developed by the
company, has an impact on e-satisfaction on e-loyalty significantly. Based on the above review, this study proposes the
following hypothesis:
H7. The higher e-satisfaction, the higher e-loyalty

3. Research Method

Figure 1 describes the conceptual framework of this
study derived from the research hypothesis formulated
previously. Each of these latent constructs in the model was
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measured using the measurement attributes adopted from
previous studies (Lin & Sun, 2009). As a whole, there were 17
items of questions in the questionnaires measured using a 7point scale, from strongly disagree to strongly agree.

Figure 1. Hypotheses Model

The questionnaires were distributed to 180 potential respondents directly, to those who met the respondent criteria. A
total of 130 of them were returned, but only 111 of which were
declared complete and good for the analysis. Hence, they
resulted in a response rate of 62%. Our most respondents
(62.16%) were women, and almost half of our respondents were
in the age group from 15 to 25 years (45.9%). Then, 27.93% of
them were in the age group 26 to 35 years, and the rest were
over 35 years. The majority of the respondents (41.44%) were
high school graduate or equivalent, 27.93% undergraduate,
17.1% diploma graduate, and the rest (13.51%) had master
degree.
The data obtained were analyzed using the Structural
Equation Modeling (SEM) to ensure the fulfillment of the validity
and reliability of the instruments and simultaneously to test the
significance of the relationship between the variables in the
structural model. The AMOS application software was use as
the tool of analysis.

4. Analysis and Results

4.1. Validity and Reliability

Exploratory factor analysis was used to test the convergent
validity for the five latent constructs. It can be seen in Table 1
that all measurement items have a loading factor of greater than
0.7. In addition, the analysis results also show that the measurement of all items was significant in the 0.01 level as a measure
of their respective latent constructs. This shows that the convergent validity has been met.
Variable

Technology Acceptance
Factor (TAF)
Website Service Quality
(WSQ)

Attribute Loading factor CR
X1

0.914**

X3

0.899**

X2
X4
X5
X6
X7
X8

Trust

X9

Customer e-Satisfaction
(CeS)
Customer e-Loyalty (CeL)

X10
X11

X12
X13
X14
X15
X16
X17

**: significant at the level of 1%
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0.931**
0.920**
0.892**
0.857**
0.919**
0.926**
0.909**
0.779**
0.859**
0.873**
0.883**
0.912**
0.953**
0.964**
0.899**

Table 1. Validity and Reliability

AVE

0.939 0.837
0.920 0.792

0.935 0.784

0.905 0.760

0.964 0.869

Furthermore, the assessment of reliability was intended to
test the consistency and stability of the measurement results to
the same or equivalent population. For the purpose, the composite reliability coefficient (CR) and Average Variance Extracted
(AVE) were used. The construct reliability is met if the CR value
is 0.7 or more and the AVE value is 0.5 or more. From Table 1,
it can be seen that for all latent constructs of CR values generated were greater than 0.7, and the AVE value was greater than
0.5. It indicates that the internal consistency of the items of
measurement in measuring latent constructs respectively. In
other words, the reliability for the five constructs has been met
very well.

4.2. Structural Model

Hair et al., (2010) state that the evaluation of the model’s
goodness of fit at least uses an absolute fit index and an
incremental fit index as the addition to the value of χ2 along with
the degree of freedom (df).To that end, a complete structural fit
model showed in Figure 1 was evaluated using a statistical
measure of χ2 along with the degree of freedom and the
probability, the statistics of χ2 /df, GFI (Goodness-of-Fit Index),
CFI (Comparative Fit Index), and RMSEA (Root Mean Square
Error of Approximation). Table 2 shows a summary of the recommended fit index value and the fit index value for the
structural model of this study according to the fit indices.
Fit Index
χ2 df
p-value
χ2/df

GFI
CFI
RMSEA

Recommended Value
> 0.05
<3
> 0.90
> 0.90
< 0.08

Value
73.844
0.996
0.677
0.928
1.000
0.000

Table 2.
Evaluation of
Goodness of Fit

From the table, it can be seen that the entire size of the
model fit indices are within the acceptable levels. Thus, the
structural model of this study revealed is fit very satisfactorily.
Then, the analysis could be continued in a hypothesis test to the
structural relationships between the variables of this study.
Structural Relation
CeS  TAF (H1)
CeL  TAF (H2)
CeS  WSQ (H3)
CeL  WSQ (H4)
CeS  Trust (H5)
CeL  Trust (H6)
CeL  CeS (H7)

Estimate
0.201
0.183
0.259
0.225
0.237
0.222
0.453

*: significant at the level of 5%
**: significant at the level of 1%

CR
2.014
2.061
2.109
2.056
2.028
2.122
4.451

p-value
0.044*
0.039*
0.035*
0.040*
0.043*
0.034*
0.000**

Table 3. Structural Relation hypothesis Test

From the results of the structural relation hypothesis test as
Table 3, it can be seen that the whole hypothesis significantly at
5% level. CEL is positively influenced by the CES in the level of
1% (β = 0.453; p < 0.01), so it supports H7. In addition to the
CES, the variables of TAF, WSQ, and trusts also have a positive
significant effect on CEL, respectively in the significance level of
0.039 (β = 0.183), 0.040 (β = 0.225) and 0.034 (β = 0.222).
Thus, H2, H4 and H6 also cannot be denied in the 5% significance level. Therefore, the four latent constructs can explain the
CEL variability of 47.9%.
Meanwhile, TAF, WSQ, and Trust also positively and significantly influence the CES in a row with a significance level of
0.044 (β = 0.201), 0.035 (β = 0.259) and 0.043 (β = 0.237).
Thus, H1, H3, and H5 cannot be denied in the 5% significance
level. CES is able to be explained by the variability of the three
variables at 21.9%.
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Figure 2. Hypotheses Test

5. Discussions

Firstly, the direct relationship between the variables was
explained by the research results individually. In line with the
definitions in the literature review (Brown & Stayman, 1992; Park
& Gretzel, 2007), a positive relationship of technology acceptance, customer satisfaction, and customer loyalty is found.
Specifically, external factors of technology acceptance factor are
relatively important variables that can positively affect customer
satisfaction and loyalty directly (Chiou et al., 2010; 2009). Moreover, as a derivative of TAM model, the adoption of technology
is indeed appropriate to meet the functions of comfort and usefulness. Chtourou & Souiden (2010) show that the comfort that
leads to fun is the antecedent of the attitude to surf the internet.
Fun also implies the impact of emotions beyond the consumption of hedonic products and extends to technological adoption
(Ahmad et al., 2017).
The statistical results show a positive and significant results,
meaning consumers increasingly feel the more comfortable technology, will affect customer satisfaction and loyalty. Especially
online shoppers in Indonesia, technological factors that lead to
convenience are the attraction to transact on e-commerce
website. Shih (2004) argues that the ease factor (PEOUT) and
Perceived Usefulness significantly determine the attitudes of
individuals towards e-shopping. Szymanski and Hise show that
satisfaction with online shopping increases as the perception of
comfort becomes more positive. Therefore, shopping sites can
be made simple and easy to understand to reduce customer
spending time and make internet shopping more effective if you
want to attract more internet buyers (Szymanski & Hise, 2000).
With the advent of ever-increasing e-commerce competition,
web site technology must be able to make customers save time
and effort to realize greater spending efficiency, so customer
satisfaction and loyalty will increase significantly. In addition, the
existing technology allows shopping sites to provide customizable features, such as customer information systems and order
tracking systems. Customers do not have to enter individual
information over and over again, but through customer information systems allows remembering customer billing and
shipping addresses, as well as credit card information (optional,
selectable) when they return to the website to place an order. To
ensure that the goods are delivered within the estimated time,
the order tracking system helps customers track their order status 24 hours a day. This, of course, will increase the positive
perception of the belief in the products and services and
features available on the website. Therefore, for future development design, website developers should pay attention to this
factor and consider it particularly important in terms of ease and
convenience of navigation and search of products and services
in certain categories.
In addition to the convenience of accessing the shopping
website, providing useful and specific information about shopping sites is also a factor that should not be overlooked to
improve user's positive experience by using online shopping
sites (Moustakis et al., 2004; Sørum et al., 2013). Information
about marketing strategies can be used to encourage increased
sales, such as incentives in the form of discounts and more
varied payment methods. Testimony can also be done to complement how the customer's perception of a product or service
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that has been received. This is an interactive way between
sellers and buyers as well as providing a new source of substantial knowledge for newcomers. Dynamic exchange between
customers can not only improve customer perceptions of
satisfaction, but it also encourages consumers to make impulsive buying because they are satisfied which ultimately can
increase customer loyalty.
Secondly, the other significant contribution of this research is
that the effect of website service quality on customer e-customer
satisfaction and e-loyalty basically matches the findings of
previous research (Aryanto et al, 2018; Anderson & Srinivasan,
2003; Ribbink & Grimm, 2014; Shih, 2004). This phenomenon
was reinforced by several studies showing interest in online
purchasing behavior ( Al-Hawari, 2014; Park et al., Lim, & Kim,
2013; Wang et al., 2014). Basically the quality of the website has
a significant effect on online consumer behavior (Akaka et al.,
2015; Alshehri et al., 2012; Cass & Carlson, 2012; Wang et al.,
2014; Zhou et al., 2012).
Typically, online consumers seek information related to
interesting products and services before they buy (Floh &
Madlberger, 2013; Lin & Sun, 2017), so their experience of
accessing the website has a significant effect on buying process. From the results of the statistical research, it also proved
positive and significant effect of website quality on satisfaction
and e-loyalty. The higher the consumer perception of website
quality, the higher the satisfaction and loyalty of customers (H3
and H4). The finding reveals that service quality is an important
factor in developing competitive advantage in e-commerce.
Effective and efficient e-service quality will be an important
factor in helping e-marketers create long-term relationships with
online shoppers, build customer loyalty and encourage repeat
purchases (Ahmad et al., 2017; Bernier, 2012).
Then, the quality of website services can positively affect
customer satisfaction and loyalty directly. According to Ahmad et
al., (2017), providing good quality website services to customers
is an effective way to win the increasingly tight competition. This
method can be implemented by understanding the existing
customer groups so that consumer perceptions of satisfaction
and loyalty will increase. The analysis dealing with an understanding of the nature of customers, preferences and habits in
shopping, customer background will help in improving website
quality. Furthermore, according to Wang et al., (2014) and
Chtourou & Souiden (2010), it provides suggestions to improve
the quality of website services consisting of the nine factors of
service quality: (1) general feedback on the website design; (2)
competitive price of the product; (3) merchandise availability; (4)
merchandise condition; (5) on-time delivery; (6) merchandise
return policy; (7) customer support; (8) email confirmation of
customer order; and (9) promotion activities.
Finally, in addition to the external factors of technology
acceptance and quality websites discussed above, the role of
trust is an interesting internal factor to be examined. It plays a
determining role in online transactions. Among the existing internal factors, trust is a factor that plays an important role in ecommerce. In the case of e-commerce in Indonesia, at the
beginning of its growth, several inhibiting factors that emerge
include trust, delivery channel, infrastructure, etc. In fact, the
factor of trust ranks highest in creating e-commerce delays and
growth in Indonesia. This phenomenon is in line with the results
of the research conducted by Grabner-Kraeuter (2002).
Yousafzai (2012) had revealed that the case of relatively low
Business-to-Consumer services is the main reason why
consumers are reluctant to buy on e-commerce sites. If the
information provided by the e-commerce site is inaccurate or
incomplete, it will cause doubt in consumer's mind about the
reputation of the e-commerce with an impact to reduce the level
of trust (Corbitt et al., 2003; Thomas & Skinner, 2010). Trust is
considered an important factor in initiating and developing online
exchanges and relationships (Kim et al., 2008; Mukherjee &
Nath, 2003; Taylor et al., 2014; Thomas & Skinner, 2010;
Wetsch, 2006; Winnie, 2012) (Kim et al., 2008; Wetsch, 2006).
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From the hypothesis proposed, all hypotheses proposed
show positive and significant results. It means that the external
factors comprising Technology Acceptance Factor and Website,
trust as the internal factors contribute significantly to esatisfaction and e-loyalty. In shaping the perception of external
factors, the factors of comfort and usefulness are the dominant
factor to form perception. Website technology should be able to
make customers save their time and efforts to realize greater
shopping efficiency and to be able to provide customizable
features (e.g. customer information systems and order tracking
systems, billing and shipping addresses), so customer satisfaction and loyalty will increase significantly. Therefore, for
future development design, e-commerce site developers should
pay attention to these factors and consider them particularly
important in terms of ease and convenience of navigation and
search of products and services in certain categories.
The quality of website services can positively affect customer satisfaction and loyalty directly. Providing good quality
website services to customers is an effective way to stretch the
increasingly fierce competition. This method can be done by
understanding the existing customer groups so that consumer
perceptions of satisfaction and loyalty will increase. The analysis
dealt with an understanding of the nature of customers, preferences and habits in shopping, and customer background will
help in improving the quality of websites.
As an internal factor, trust is a factor that plays an important
role in e-commerce. In the case of Business-to-Consumer, a
relatively low trust is a major reason why consumers are reluctant to buy on e-commerce sites. If the information provided
by an ecommerce site is inaccurate or incomplete, it will cause
any doubt in consumer's mind about the reputation of ecommerce with the impact to reduce the level of trust. Trust is
considered an important factor in starting and developing online
exchanges and relationships. It is the job of e-marketers to
always increase the factor of trust in the midst of increasingly
fierce competition.
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Abstract

Relationship retention is a key feature in relationship marketing theory. Meanwhile, the origin of the brand is one
important element in transactional marketing theory. This study attempts to examine the variable capabilities of
transactional marketing theory to give effect to the social exchange in relationship marketing. The origin of brands
and relational marketing activities (communication and competence) are hypothesized to have an effect on consumer
confidence, which in turn affects the marketing effectiveness of relationships. The sample is 200 students at a state
university in Indonesia. The product categories studied are smartphones. The results of the analysis indicate that the
origin of the brand has no significant effect on the marketing effectiveness of relationships and beliefs, while
traditional variables of relationship marketing such as sales and communication skills have a significant effect on
process and outcome variables. Previous research has also found that relationship marketing has no significant effect
when the model is built on the basis of transactional marketing. Therefore, the results of this study complement each
other with the results of previous research and asserted that marketing activities in the current era of global
competition both require transactional marketing and relational marketing.
Keywords: relationship marketing; relationship marketing effectiveness; selling skills; transactional marketing; brand
origin.

1. Preliminary

Relationship marketing is an important field in the current
marketing literature (Zhang et al, 2008), both in the context of
sellers to consumers and between business to business
(Palmatier et al, 2008). Relationship marketing is important in
focusing the dynamics of the relationship between service
providers and service recipients (Willcocks, 2008). Relationship
marketing enables the creation of more efficient and effective
relationships with consumers to gain greater business benefits
(Sivaraks et al, 2011). This comes through the ability of relationship marketing in consumer retention (Alrubaiee and Al
Nazer, 2010).
Much research has been done to determine the factors that
participate in encouraging the effectiveness of the relationship
marketing strategy. The literature review by Palmatier et al
(2005) identified three groups of antecedents, four mediators,
and four moderators. Included in the antecedent group are consumer antecedents (benefits of relationship and dependence on
the seller), seller's antecedents (relationship investment and sales
expertise), and dyadic antecedents (communication, similarity,
relationship duration, frequency of interaction, and conflict).
Meanwhile, the mediator group includes commitment, trust,
relationship satisfaction, and relationship quality. Moderators
include exchange types (goods vs. services), form of exchange
(direct vs. indirect), form of market (business vs. consumer), and
nature of relationship (individual vs. organizational). Another
literature emphasizes the importance of consumer involvement
in encouraging the effectiveness of relationship marketing
(Gordon et al, 1998). Meanwhile, in a more recent study, Palmatier et al (2009) identified the presence of consumer gratitude
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factors as an important factor in mediating the influence of
marketing investments in relationships to their performance
outcomes, as well as the perceptual role of marketers' controls
and seller consistency perceptions as moderator variables
(Palmatier et al, 2007).
One of the unexplored factors in determining the effectiveness of relationship marketing is the origin of the brand. The
origin of the brand is one of the important relational attributes
that are extrinsic in the perception of consumer value (Dorai and
Varshney, 2012). As a relational attribute, it is relevant to see
that the origin of the brand can participate as an antecedent of
the marketing effectiveness of relationships from external factors.
Therefore, it is necessary to examine how the effect of the origin
of the brand on the effectiveness of relationship marketing.
Consideration of the role of brand origin becomes important
as globalization is happening nowadays has brought various
types of foreign products into the local market. In order for
foreign products to compete with local products, there needs to
be a strategy to create relationships with consumers, especially
on ethnocentric consumers. By knowing the role of the origin of
the brand on the effectiveness of relationship marketing, it is
possible to formulate a number of strategies that enable the
brand to succeed in a new market abroad, as well as for foreign
brands that want to survive in the local market.

2. Theoretical review

2.1. The Origin of the Brand

The origin of the brand is seen as an important variable in
consideration of buying a product. This is reasonable consi-
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dering there are differences in the quality of resources and
production between regions with one another that impact on
differences in outcomes such as brands and products. Therefore, when an area is deemed to have a positive image and
possesses expertise in a particular product category, the brand
of the area obtains associative benefits and obtains a positive
brand image (Sun et al, 2017). In general, developed countries
are regarded as having a high quality brand and have a higher
symbolic value than local brands to consumers in developing
countries, especially for those who tend to choose western
lifestyles (Zhou et al, 2010). Therefore, products with brands from
developed countries get a higher buying intention than local
products (Sun et al, 2017). In line with this, brand manufacturers
are trying to show the association of their brand origin through
brand naming, product design, and store design (Shukla, 2011).
The development of research in the field of origin of brands
today begins to question the ability of the origin of the brand in
influencing marketing outcomes such as buying intent and actual
buying behavior. Thogersen et al (2017) suggests that this is
due to three things. First, consumers do not see that the origin
of the brand becomes something important and worth remembering (Samiee et al, 2005). Second, even if they know the
origin of the brand, they are less willing to use it as a consideration to buy.
Third, some research indicates that the accuracy and knowledge of the origin of the brand to consumers is generally low. It
is estimated that about 50% -88% of consumers are wrong in
weighing the brand's origin (Samiee et al, 2005), even for global
brands (Samiee et al, 2005). Sometimes, consumers simply
conclude the brand's origin of the language used, although it is
usually a trick of the marketer to show that he is from a particular
country, but not.
Marketers attempt to cover up the home country or vice
versa, using language from other countries deemed to have a
strong image to gain positive equity (Cakici et al, 2017). For
example, using a foreign language slogan. This can not be done
directly because stating the origin of the wrong brand is unlawful
(Hornikx and van Meurs, 2017).
But Cakici et al (2017) and Balabanis and Diamantopoulos
(2011) show that the awareness that one is wrong in determining
the origin of the brand, triggers a cognitive dissonance that makes
a change in the intention of buying consumers from initially
positive to negative, but not vice versa, from initially negative to
positive. That is, the misclassification of the origin of the brand
has a negative effect on consumers' buying intentions, even
though a brand allegedly originating from a low-quality country
turns out to be from a high-quality country.
However, for certain product categories, the origin of the
brand does have an effect on buying intentions and buying
decisions. This is mainly on the category of luxury products
(Shukla, 2011). Therefore, it is argued that the association of the
origin of the brand directly affects the consumer's decision on
brand attributes and their effect on buying intentions (Cakici et
al, 2017; Balabanis and Diamantopoulos, 2011).

2.2. Relationship Marketing

Relationship marketing is "an approach designed to develop
strong relationships with key corporate stakeholders, including
consumers, by encouraging effective communication and encouraging mutual commitment, mutual trust, long-term engagement,
and creating mutually beneficial exchange of values" (Gummesson, 2008). The position of the company in the network determines what value arises and for whom it is directed in building
relationships (Ballantyne et al, 2003). Interactions within the
network then allow new values to grow and be shared
(Ballantyne et al, 2003).
The concept of relationship marketing is proposed to address
the awareness that transactional marketing with a short-term
perspective has ceased to be consistent with today's more
intense trade developments in competition and more complex in
relationships among stakeholders (Badi et al., 2017). The shift
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to the concept of relationship marketing is seen as a paradigm
shift in marketers (Gummesson, 1999). Relationship marketing
brings marketing issues from transactional to interaction-based
in network relations (Gummesson, 1999).
The concept of relationship marketing at this time has developed quite complex and composite (Gummesson, 2017). The
first self-concept marketing concept was present in the late
1980s in marketing services and business to business marketing (Gummesson, 2017). Of course, there has been a discussion
of relationships before, but has not been conceptualized in one
whole concept of relationship marketing. Interestingly, in its
development, there is also globalization in the relationship
marketing literature, ranging from the Nordic countries such as
by Gronroos (1997) to the United States, Australia, and England
(Sheth, 2017).
The theoretical basis of relationship marketing is the theory
of social exchange (Bagozzi, 1995). The social exchange theory
states that if one exchange partner does something special to
his partner, then his partner earns the obligation to reciprocate
with positive behavior (Clark et al, 2017). This is then referred to
as the norm of reciprocity (Bagozzi, 1995). Reciprocity serves to
satisfy, encourage, and strengthen the partner's omitmen in
exchange relations (Hoppner et al, 2015). It has been shown
that reciprocity can enhance relationship satisfaction, trust, and
commitment (Hennig-Thurau et al 2002). Relationship marketing then evolves from a dualistic relationship to a multi-party
relationship (Gummesson, 2008), involving consumers, referrals,
influensers, recruiters, suppliers, and internal markets (Payne et
al, 2005). In this connection, where parties in a relationship exchange resources, reciprocity's ability to improve relationships,
trust and commitment is maintained (Hoppner et al, 2015).
Yet the use of social exchange theory in the new relationship
marketing literature is later done (Hoppner et al, 2015).
Previously, the theory of relationship marketing used the
commitment-belief theory (Morgan and Hunt, 1994) which is
actually a subset of the theory of social exchange. The belieftrust theory holds that trust leads to a commitment of
relationships because partners provide high value to a trusting
relationship that is eager to commit to the relationship (Morgan
and Hunt, 1994). Commitment is present when partners feel
sustainable relationships need to be maintained so that it takes
effort or investment to maintain them (Hoppner et al, 2015).
Meanwhile, trust demonstrates confidence in the reliability and
integrity of exchange partners (Morgan and Hunt, 1994).
A number of variables have been suggested contributing to
relationship marketing. Morgan and Hunt (1994) and Berry
(1995) point out the importance of communication, shared
values, relationship benefits, termination costs, opportunistic
behavior, trust and commitment as antecedents of effective
supplier and consumer relationships. Leadership in a relationship marketing system is also seen as important in relationship
marketing (Badi et al, 2017).
Other concepts that have been proposed related to the
effectiveness of relationship marketing are organizational conformity, consumer's life-time, supply bundle, consumer profitability analysis, and strategic partnership with consumers (Sheth,
2017) and relationship quality (Clark et al, 2017; Palmatier et al,
2006; Jap et al., 1999). In recent developments, new concepts
are expressed such as emotional feedback, consumption meaning, and social media marketing (Sheth, 2017). The use of
social media for example, has been shown to improve highquality relationships with stakeholders (Clark and Melancon,
2013). Social media are capable of promoting high quality
relationships, providing new relationship marketing opportunities, and adding value to the organization (Jung et al, 2013;
Verma et al, 2016).
In general, the literature agrees that relationship marketing
has an effect on consumer retention (Clark et al., 2017; de
Macedo Bergamo et al., 2012). In addition, relationship
marketing is also seen to encourage consumers to co-operate
with the company creating value (Badi et al, 2017). Creation of
shared values is present when values are created and shared
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together in interactions with consumers and other stakeholders
(Badi et al, 2017). This is called collaborative excellence (Badi
et al., 2017).
Recent developments seek to address the complexity and
composity of relationship marketing into a new concept called
total relationship marketing (Gummesson, 2017). Meanwhile, in
an effort to respond to a crisis in the growing relationship
marketing literature, Sheth (2017) suggests a new relationship
marketing that is no longer merely linking suppliers and consumers in buying and selling relationships, but rather to a virtual
joint venture that involves elements such as information
systems, human resources, cash flow, logistics, contracts, inventories, sales, marketing, services, and so on.

In line with the above considerations, the researchers built a
number of hypotheses as follows:

Palmatier et al (2006) observes that the effectiveness of
relationship marketing is demonstrated by three dimensions: the
outcomes are consumer focused, the outcomes are focused on
the seller, and the dyadic outcomes. Focused consumer outcomes are expectations of sustainability, mouth-to-mouth marketing, and consumer loyalty. Seller's focused outcomes include
the seller's objective performance. Dyadik's outline includes
cooperatives.
Previous research has found that the marketing effectiveness of relationships is strongest influenced by relationship
quality (Palmatier et al, 2006). The quality of the relationship is
an overall evaluation of the strength of a particular relationship
(Verma et al., 2016). The quality of the relationship is in turn
influenced by the satisfaction of the relationship, ie 'the affective
and emotional state of the consumer to a relationship, usually
evaluated cumulatively throughout the history of the relationship'
(Palmatier et al, 2006). The quality of the relationship is also
influenced by the commitment of the relationship, which in turn
is influenced by trust (Clark et al, 2017).

The relationship between variables in this study is shown in
Figure 1 below:

2.3. Relationship Marketing Effectiveness

2.4. The Origin of Brand
and Relationship Marketing

In terms of the marketing theory of relationships Palmatier et
al (2006), the origin of the brand is not seen as one of the
antecedent variables. There are only two antecedent variables
that focus consumers on the benefits of relationship and
dependence on the seller. However, the origin of the brand may
contribute to these two variables in a specific context. The origin
of the brand can be viewed as a relationship benefit as it relates
to a well-known brand that will increase the status for
consumers who are concerned about the origin of the brand,
and therefore can be viewed as a benefit of the relationship.
Similarly, when the seller is the only marketing channel available
from the origin of a particular brand, it can be translated as
consumer dependence on the seller.
Correspondingly, no research has used the origin of the
brand within the framework of relationship marketing. The
related construct, the brand image, is used in the study of
Schlesinger et al (2016) and is known to be significantly related
to consumer satisfaction and trust, which in turn both affect
consumer loyalty. Brand image variables can be specified to be
the image of the origin of the brand and these variables are
known to be influenced by shared values. The image of the
origin of the brand can be the starting point in the relationship
marketing framework to drive consumer satisfaction and
consumer confidence in the brand, which in turn increases the
effectiveness of relationship marketing, such as consumer
loyalty.
The relationship marketing theory framework also confirms
the importance of communication and expertise as the antecedents of the seller's side. In line with previous studies (Morgan
and Hunt, 1994), we suspect a positive relationship between
communication and sales expertise to trust.

QUALITY

Access to Success

Vol. 20, No. 171/ August 2019

Hypothesis 1: The image of the origin of the brand has a
positive effect on trust.
Hypothesis 2: The Selling skill positively affects trust.
Hypothesis 3: Communication has a positive effect on trust.
Hypothesis 4: The image of the origin of the brand positively
affects the marketing effectiveness of the relationship.
Hypothesis 5: The selling skill positively affects the effectiveness of the relationship marketing
Hypothesis 6: Communication has a positive effect on the
effectiveness of relationship marketing.
Hypothesis 7: Trust positively affects the effectiveness of
relationship marketing.

Figure 1. Model of Research Hypothesis

3. Research methodology

The target population in this study is a student from a state
university in Indonesia. Students are selected for their high
homogeneity in demographic, educational, and socioeconomic
variables (Peterson, 2001). The product category of research
has its own problem because the study of brand origins
generally use different product categories with relationship
marketing studies. In the context of students, the study of the
origin of the brand generally uses medicinal products (Jun and
Choi, 2007), luxury goods (Aiello et al, 2010), and clothing
(Rahman, 2011). While relationship marketing research usually
uses the university itself (Seeman and O'Hara, 2006), sports
teams (Witkemper et al, 2012), and social networking sites
(Valkenburg et al, 2006). The lack of product similarity between
these two fields encourages researchers to use new product
categories. The selected product is a smartphone product.
Smartphones are selected because these products are used by
almost all students and have a large variety of brand origins
ranging from domestic product smartphones, Chinese products,
Korean products, to European and American products. This
ensures no bias results of research on the origin of a particular
brand. Despite the minimal marketing relationships in the mobile
phone industry (Persaud and Azhar, 2012), it can be represented with social media and specialized applications of the
mobile phone manufacturer.
The sample was chosen randomly simple with a margin of
error of 5% and a 95% confidence level. The final sample
consists of 200 students. Data collection is done by distributing
questionnaires to students who are outside the classroom and
can be believed, through direct observation, to have a smartphone.
All the operationalized constructs can be seen in Table 1.
Each indicator is measured by a five-point Likert type scale (0 =
strongly disagree to 5 = strongly agree). To test the hypothesis,
a two-step confirmatory modeling strategy is used using the
SEM method.

99

QUALITY MANAGEMENT

4. Results and Analysis

Table 1. Operationalization of Research Constructs

4.1. Descriptive statistics

Students generally look good at the image of the origin of
their country of origin mobile brands (M = 4.03, SD = 0.60). They
also assess the competence of their mobile phone manufacturers high. The average communication that occurs between
them and their mobile phone provider manufacturers is 3.47 (SD
= 0.69), with a range from low to very high. Their level of trust in
brand mobile phone manufacturers is relatively lower than other
variables except communication (M = 4.01, SD = 0.45). The
marketing effectiveness of smartphone provider relationships is
quite high (M = 4.20, SD = 0.39).

4.2. Zero Order Correlation

Before testing the hypothetical model, we present the
Pearson product moment correlation matrix between variables
in this model (Table 2).
Variable

1

2 Selling Expertise

.316**

4 Trust

.153*

1 Brand Origin Image
3 Communication

5 Effectiveness of Relationship Marketing

*p < 0.05
**p < 0.01

2

.239**

.256**

.297**

.471**

.307**

3

ships among students measured by three items for the image of
the origin of the brand, communication, and marketing effectiveness of relationships, six items for seller skills, and four items
for trust. For the sake of clarity, we do not present a factor
analysis model (i.e. a measurement model) in graph presentation. However, factor analysis models show good data
descriptions because all factors are loading above 0.46.
We proceed in two steps to investigate our hypothesis. First,
we test the model according to Figure 1. Next we will test whether the model fit can be improved by adding or subtracting the
theoretically meaningful path from the hypothetical model. We
used three indices to check for model matches of the ratio
χ2 / df, Comparative Fit Index (CFI), and Root Mean Square
Error of Approximation (RMSEA). Models considered to be very
good have a ratio of χ2 / df < 3.0; CFI value > 0.95; and RMSEA
value < 0.06 (Kline, 1998).
Our hypothetical model has a less ideal fit value but can still
be considered good: the ratio χ2 / df 3.82; CFI value 0.85; and
the value of RMSEA 0.12. Three of the seven hypothesized

.241**
.366**

Table 2. Correlation of Pearson Product Moments

4.3. Hypothesis Model Test

The variables in our study are modeled as latent constructs.
These constructs reflect the marketing of smartphone relation-
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Figure 2. Model of structural equations. The ellipse shows a
latent construct estimated using at least two observation
variables, the coefficient denotes a significant standard beta
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pathways are insignificant, ie, the H1 path from the brand's
origin image to trust, the H2 pathway from the seller's expertise
to trust, and the H4 path from the image of the brand's origin to
the marketing effectiveness of the relationship.
After removing the three insignificant hammers, the model is
again tested. Match modified model did not show any significant
change, ratio χ2 / df 4.43; CFI value 0.85; and the value of
RMSEA 0.13. We decided to accept the results provided by this
model. The final model showing all the research hypotheses
visualized by paths H1 to H7 is shown in Figure 2. The reported
coefficients are standard beta.

4.4. Models with Age Control and Gender

To test whether the model persists when factors of age and
gender are controlled, we test models that allow paths drawn
from age and gender to trust variables and marketing relationship effectiveness variables. This model produces χ2 / df 3.72;
CFI value 0.85; and the value of RMSEA 0.12 and the age and
gender factors did not have a significant effect.

5. Discussion and Implications

Our study is the first to examine the relationship between the
origin of the brand towards the effectiveness of relationship
marketing. This relationship proved to be insignificant, justifying
the status quo view in relationship marketing theory. This finding
raises the question of whether the image of the origin of the
brand is an element of transactional marketing or vice versa, is
a new kind of marketing element better than relationship
marketing?
The review of the smartphone product category shows that
in addition to the brand's origins, needs and reliability are seen
as key factors driving the intention of buying (Mramba, 2015).
Since the ultimate goal is the buying intention that is expected to
lead to actual purchases, one can surmise that the problem of
brand origins is a matter of transactional marketing, rather than
a relational matter. In relation to consumer loyalty, smartphone
users are generally not loyal to one particular brand (Mramba,
2015). This can be due to relational marketing instead of
marketing appropriate for smartphone products, or vice versa,
smartphone marketers have not realized the benefits of relational marketing.
Relationship marketing theory criticizes that transactional
marketing is no longer appropriate to the conditions of contemporary competition. However, this study proves that
transactional marketing still has great ability in business. The
main purpose of transactional marketing is the buying intention
which is a short-term construct, compared to the marketing of
relationships that use the consumer loyalty output variable. It
appears that both can be paired in sequence. In new consumers, marketers use brand-based transactional marketing
theory while for the old consumer, marketers use relationship
marketing theory.
This may explain the results of the present study which do
not indicate a significant influence of the origin of the brand on
consumer loyalty. Other studies, for example by Kim and Ko
(2012) also found similar results. They seek to integrate
relationship marketing theory and brand equity theory into a
single model. The final variable sought is purchasing intention
with the luxury goods category. Because transactional marketing theories become the main focus, the model shows that the
variables of relationship marketing theory, ie equity relations,
have no significant effect on buying intentions. Meanwhile,
transactional variables such as value equity and brand equity
have a significant effect on buying intentions.
Current research and Kim and Ko (2012) studies are
complementary. Kim and Ko's (2012) study shows the marketing
of insignificant relationships in the context of transactional marketing, while our research shows that transactional marketing is
not significant in the context of relationship marketing. This
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confirms that both types of marketing are not two things that
must fight each other to show superiority, but that both are true
in their respective contexts. That is, in the contemporary world
with full competition today, transactional marketing and relationship marketing are equally important. Transactional marketing
helps in consumer acquisition while relationship marketing helps
in consumer retention.
One might argue that relationship marketing is the most
important in today's modern era in order to retain the consumers
it has. But simply using existing customer base can actually
hamper growth. Companies not only need to increase sales
from old customers, but also increase sales from new customers. For certain product categories, relationship marketing can
even be detrimental because old consumers buy at members'
special rates while new customers buy at a greater price.
Moreover, without transactional marketing, there will be parts
of society that do not have a seller base. Some companies will
work with bad relationship marketing so that their customers end
up loose and disloyal to their brand. But since other companies
are only focused on maintaining their existing consumer base,
these free consumers do not get the space and the business
inefficient.
Bridges and Freytag (2009) have observed that in the real
world, marketers use transactional marketing, relationship marketing, and a mixture of both depending on the market environment and the market environment can not be uniform
across product categories. The two main factors that determine
the degree of competition and the intensity of technology.
Companies will tend to be oriented towards transactional marketing in high tech situations and moderate to high competition
intensity and low technological situations but high competition.
Companies will adopt relationship marketing if high tech trends
in competition intensity situations are low or high but not
moderate. It is clear that companies are intensive in transactional marketing as well as relationships in situations of high
competition intensity and high tech trends. They will be transactional to grab customers and become relational to sus-tain
consumers. The trend of rapid technological change makes
consumer risk move to competitors with more advanced technology while stiff competition makes when consumers have
moved, it becomes difficult to get new customers. Due to the
high difficulty of acquiring new consumers, the intensity of
transactional marketing is also spurred along with relationship
marketing. Again, both are not opposite but complementary. In
today's competitive modern era, we can not only rely on
relationship marketing but also transactional marketing.

6. Conclusion

This study does not show the relationship between the origin
of the brand and the marketing effectiveness of the relationship.
Despite this seemingly insignificant relationship, the implications
of this study are broad. Backed by previous research, we show
that the general assumption of relationship marketing as marketing this century has no solid foundation. In fact, both transactional marketing and relationship marketing are equally
complementary and increasingly important in the era of global
competition. Relationship marketing can not stand on its own, as
previous research shows. Transactional marketing also can not
stand alone, as shown in our study. Marketers must balance
between the two types of marketing efforts: transactional and
relational, in order to achieve maximum profit from marketing
efforts.
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Abstract

The aim of this study is to develop an adaptation model of marketing strategy based on entrepreneurial capacity
towards export performance. The amount of respondents is 220 from 282 leaders of traditional herbal medicine
industry in Central Java province, Indonesia. This study uses analysis techniques of Structural Equation Model AMOS
software. The finding of this study indicates that there is an improvement of Central export performance, the main
priority conducted by increasing the exploration of new markets. Therefore, it is necessary to meet the unique needs
of consumers, consumer value, explore different market opportunities and anticipate market threats.

Keywords: entrepreneurial capacity; exploration of new market; development of marketing program; awareness of
customer differences; export performance.

1. Introduction

A fundamental problem in strategy management is how a
company's organization can achieve superior performance and
maintain competitive advantage (Teece, D.J., Pisano G.). Strategy is the key to success which affects organizational performance (Bokor, 1995) because strategy is an overall plan that
explains the competitiveness position of a company (Mintzberg
and Quin, 1990).
Thus, organizations must adapt from time to time. Organizations must search and select suitable strategies to achieve
success in achieving their goals. Each organization can use and
develop their resources and capabilities to achieve excellent
position as the differentiation of short periods and the continuous stability of the business in the future. According to
Nonaka (2003), Resource-based Outlook (RBV) describes that
organizational benefits can be achieved by focusing on the
company's resources and capabilities, such as the ability to win
the current business competition.
The increase of competition pressure at the national market
level encourages business organizations to seek new overseas
opportunities. Export is a step towards internationalization.
However, export operational activities of small and medium
enterprises (SMEs) are considered to be a difficult, complex and
dynamic process. In particular, decisions which related with
more specific marketing for each country in terms of costs and
risks. Mainly centered on the measurement of export performance (A. Al-Aali, 2013). The export-oriented marketing aspect
of SMEs is an interesting area of research, due to difficult and
complex challenges and decisions, especially with the emergence of international competition. Mersid's study, P (2014) is
only focused or limited to the marketing mix with export
performance. In the previous research, the marketing strategy
adaptation is related to the adaptation of various aspects of the
marketing mix such as product, promotional price, and distribution (Szymanski, Bharawaj and Varadajan, 2008). The industry
strategy preparation on SMEs is generally base on internal and

104

external analysis. The aspects of owner entrepreneurial capacity is rarely mentioned. SMEs came from a hereditary heritage,
it does not mean that the owner’s generations always have
entrepreneurial capacity. Therefore, it is necessary to adapt the
marketing strategy, which reflects the ability of SMEs to
calculate the assumptions of environmental change and adjust
the strategy for new conditions (Sumittra, J, 2011). For example,
adjusting low cost or differentiation strategy, making new strategy, and using several concurrent strategies. To take the
advantage of new market opportunities, organizations required
entrepreneurial capacity which includes innovation, risk-taking
and proactive (Saowaluk, 2009).

2. Literature Review

2.1. Entrepreneurial Capacity

Rapid environmental change requires organizations to adapt
from time to time. Organizations must undertake suitable
marketing strategies to generate success and survive to achieve
organizational goals. The Hult’s (2002) study shows that entrepreneurial capacity is capable to achieve competitive advantage,
have sustainable benefits and maintain new creativity and sustainable innovation.
Entrepreneurial capacity shows the level of enterprise to
improve competence continuously by integrating resources and
capabilities. The three dimensions of entrepreneurial capacity
include innovation, risk-taking, and proactivity (Covin and Slevin,
1989). The concept of entrepreneurial capacity in this study was
adopted from the entrepreneurial orientation. Therefore, the
entrepreneurial capacity includes three dimensions, namely: 1).
Innovation by maintaining new ideas. Innovation refers to the
company's ability to produce new products to match existing
ones to meet current or future market needs. Innovation in
entrepreneurial capacity is an important capability that helps in
building a competitive advantage for the company. 2). Risk taker
(willingness to take risks). Entrepreneurial capacity through risk-
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taking is more likely to accomplish strategic action. 3). Proactive.
Entrepreneurial capacity’s aim is to show the level of the organization to continue its competence to meet the new integration
of resources and capabilities.
New entrepreneurs and products coming into the business
environment expose customers to the new brands. It can be
conducted by a strategy of changing preferences and behaviors.
Therefore, proactive behavior and dare to take competitive risks
add the competitive advantage of SMEs which is needed to
achieve and sustain organizational performance (Ingrid, L. and
Kenneth, M.K., 2014). Proactive is a strategy to capture opportunities among competitors. Nonetheless, to be the first in the
market related to proactive behavior requires the ability to take
risks. In the open market economy context, rivals move freely
and quickly to seize the same opportunities. Therefore, innovation is important to maintain the competitive advantage that
has been developed. On the other hand, reality shows that
organizational performance depends on how the company is
able to manage the speed and diversity of external pressures
that arise at any time. Entrepreneurial capacity can be a shield
against the uncertainty and volatility created by the macro
environment. The consequence is companies are obsessed with
the idea of being highly innovative, which is showing a greater
tendency to take risks, competitiveness, and autonomy (Reaz,
U., Tarun Kanti, B. and Yousuf S, 2015). Thus, the business
enterprise has the entrepreneurial capacity to manage better
environment and bring the entrepreneur to do the better than the
others. Some studies can be concluded that entrepreneurial
capacity allows small companies or new businesses to perform
better than competitors and improve company performance.
Hughes and Morgan (2007) find that only pro-activeness and
innovation have a positive effect on organizational performance.

2.2. Marketing Adaptation Strategy

Adaptation strategy reflects a company's ability to calculate
the assumptions of environmental change and adjust strategy
for new conditions. For example, to adjust low cost or differentiation strategy, to accept new strategies, and to use multiple
strategies (Phattarawan, 2010). Previous research has found
that adaptability, related to firms, can changes their strategic
plans as opportunity and threats emerge, becoming positively
related to the entrepreneurial capacity of an enterprise (Covin,
1989). The company's ability to generate or position itself in the
marketplace is the core of strategy development. Globalization
and rapid change have made marketing increasingly important
for competitive advantage strategies (Albaum and Tse, 2001).
Therefore, organizations must adapt and respond to change by
developing or creating new ideas into the marketplace in order
to seek new opportunities and achieve success. Marketing
strategy adaptation refers to company's ability to analyze the
situation and determine direction to adapt or adjust marketing
activities that match customer needs and market demand
(Sumittra, J, Mahasarakham, 2011). Further, it explains that
adaptation dimension of marketing strategy includes: 1) Exploration of new market, the company is expected to meet the
unique needs of different markets or to match market opportunities; 2) Development of marketing program, the extent of a
company can diversify its marketing development and expand
marketing programs to accommodate differences in the environment and consumer behavior. 3) Awareness of customer
differences, related to the awareness ability of customer differences about the needs and expectations for creation in terms of
product features and benefits. These differences depend on
demographics, psychographic characteristics, or behavior.
In the previous research, the marketing strategy adaptation
is related to the adaptation of various aspects of marketing mix
such as product, promotional price, and distribution (Szymanski,
Bharawaj and Varadajan, 2008). The adaptation of SME marketing generally based on internal and external analysis with
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limited dimension. The aspect of the entrepreneurial capacity of
the owner is rarely mentioned. Although SMEs came from hereditary heritage, it doesn’t means that owner’s generation has
entrepreneurial capacity. While Saowaluk Jitnom, Mahasarakham
(2009) state that organizations with entrepreneurial capacity
have the competency to face and exploit new market opportunities and production
H1abc: The higher entrepreneurial capacity (innovative, proactive, risk-taking), the exploration of new markets is increasingly
widespread.
The marketing program development is related with the extent of the companies can diversify marketing development and
expand marketing programs to accommodate differences in
environmental strength, consumer behavior, usage patterns and
competitive situations (Leonidou et al., 2002). While Lages and
Abrantes (2008) explain that marketing program is related to the
adaptation of various aspects of marketing mix such as product,
promotion, price and distribution. A marketing program is not a
method to increase sales, but create a customer or set the stage
for making sales. Business can achieve greater efficiency
(increase profit margins) in current operations when business
share customers, facilities and marketing programs with other
business unit. Company with marketing adaptation strategy
shows a higher marketing orientation than firm with lower adaptation strategy. Consequently, the mission of a marketing program
is to build an environment where it can contributes to customer
success. Successful marketing programs can evaluate some
aspects such as creating new business, keeping the company in
the minds of customers, and making companies sustainable
in the market and effectively customer-oriented and customer
retention.
The dimension of proactive entrepreneurial capacity is the
behavior of seeking future opportunities, with the introduction of
new products or services and act to anticipate the demand in the
future (Lumpkin et al, 2009). Further, the company's proactive
response to overcome unattended market opportunities. This
approach is needed to overcome the unarticulated needs of
customers and to gain competitive advantage. Proactive
behavior which beneficial to SMEs in developing countries is
characterized by emerging and relevant new opportunities in
entrepreneurial strategy.
In the dimensions of risk taker, the literature distinguishes
between risk and uncertainty. Businessman is more likely to
operate in riskier environments than in uncertain environments.
In the situations when employee dare to take risks are calculated, the consequency is gather relevant information which
makes it possible to make decisions. Resources are being
invested in a dynamic and competitive environment where
changing factors involve risks. Risk taking as tendency to take
bold action, such as exploration into the market, is using
resources for business with uncertain outcomes. (Ingrid, L.R &
Kenneth Bengesi, M.K, 2014). And the dimension of innovation
is an openness to new ideas as corporate culture aspects.
Innovativeness reflects the company's ability to engage in new
ideas and creative processes that can lead to new products,
markets, or technological processes (Rauch et al., 2009).
The previous research has found that planning adaptation
related to firms can change strategic plans as emerging
opportunities and threats, the antecedent is the entrepreneurial
orientation (Covin and Slevin, 2008). Entrepreneurial capacity
through innovation, risk-taking, and proactive tend to complete
strategic action, through developed programs (Saowaluk Jitno,
2009). Therefore the proposed hypothesis is:
H2abc: The higher the entrepreneurial capacity (innovative,
proactive, risk-taking), the development of marketing programs
is increasingly widespread
Awareness of customer differences refers to the awareness
ability of customer differences toward the needs and expectations for creation in terms of product features and benefits.
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These differences depend on demographic, psychographic, or
behavioral characteristics. Richard, T. (2010). shows that success in the customer requires a deep understanding of customer
needs, expectations, and preferences. The study result shows
that different versions of the product or service can be evaluated
differently based on the value assigned to different customer
segments (Varian, 1998). In addition, companies that have successfully changed their product offerings to accommodate
customer differences are identified to have a good opportunity to
increase customer benefits (Phattarawan, T 2010). Therefore
companies who seek information from customers and understand the differences, needs and expectations, can respond to
customers correctly with a variety of products that enhance
competitive flexibility. Salahuddin Yousuf (2015) shows that
entrepreneurial capacity is an activity that involves discovery,
evaluation and exploitation of opportunities to introduce new
goods and services, ways of organizing, markets, processes,
and raw materials through organizing efforts that were not
previously available. The consequences are able to recognize
the characteristics of consumers (customezed). Therefore, the
proposed hypothesis is:
H3abc: The higher the entrepreneurial capacity (innovative,
proactive, risk-taking), the higher the awareness of customer
differences

2.3. Export Performance

The existence of global competition has prompted business
organizations to look for strategies that can improve export
performance. The development and implementation of effective
marketing strategies is essential for companies to pursue global
market expansion (A. Al-Aali, 2013). Exports are the main activities in economy, especially in developing country market.
Further, superior export performance is a vital importance for
managers who think exports as a tool to increase the company's
growth, increase production capacity, improve financial performance, strengthen competitiveness, and even guarantee the
company's survival in the global market. Export performance
plays an important role for companies in spreading business risk
in different markets and generating more revenues and funds for
reinvestment and further growth. When company gets saturated
in the domestic market, the consequence is more relying on
foreign markets to increase revenue and sales. Export performance is important to understand the role of marketing ability in
the global marketing context. Marketing ability involves an
integrative process where company uses tangible and intangible
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resources to understand complex consumer-specific needs,
achieve product differentiation relative to global competition,
and achieve superior brand equity.
Saowaluk Jitnom (2009) explains that the strategy adaptation reflected the company's ability to calculate the assumptions
of environmental change and adjust its strategy for new
conditions i.e. to adapt the low cost or differentiation strategy, to
accept new strategies, or to use multiple strategies together.
This strategic adaptive capability is important for corporate
survival, the strong cross-functional adaptive capabilities can
trigger high performance.
H4abc: The more effective marketing adaptation strategy,
the higher export performance

3. Research Method and Measures

The respondents of this study were the leaders of the
traditional herbal medicine industry in Central Java Province
amounting to 282, but the questionnaires that can be analyzed
were 202. The hypothesis is tested using Structural Equation
Modeling (SEM) software. Variables and indicators consist of: a)
entrepreneurial capacity includes: innovation is an ability of
company to produce new products which match the existing to
meet current or future market needs. The indicator refers to
Lumpkin, G.T. and Dess, Gregory (2009) such as speed in
product development. Proactive is a business competency to
meet the new integration of resources and capabilities, with
indicators such as long-term orientation. Dare to Risk is the
willingness of businessmen to take risks, with indicators having
a strong tendency for high-risk investments and high courage.
The marketing adaptation variables include: a) Exploration of
new market is fulfilling the unique needs of different markets or
to match market opportunities. With meeting unique needs
(Sumittra, J., 2011) as an indicator. b) Development of marketing
program is the extent of a company can diversify its marketing
development in terms of its core and expand marketing programs to accommodate differences in the environment and
consumer behavior. With making variety of marketing development as an indicator. c). Awareness of customer differences is
the ability of customer differences awareness about the needs
and expectations for creation in terms of product features and
benefits. These differences depend on demographics, psychographic characteristics, or behavior. With meeting customer
expectations as an indicator. d) Export Performance is a result
that has been achieved from what has been done, or the tasks

Table 1.
Validity
and Reliability Test
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charged by the organization in overseas markets. With indicators is having contributed to the growth of export sales
(Carlos M.P. Sousa, 2010). The variables were measured with
questionnaire by using likert-scale with answer scale of 1-5. The
scale represented the rating from 'strongly disagree' to 'strongly
agree'. Table 1 shows the results of validity and reliability test.
Table 1 shows a loading factor value above 0.7 (Sekaran, 2003)
and a minimum reliability value of 0.6 (Hair et al., 2010).
Therefore, it can be concluded that the instrument has the
validity and reliability.

Figure 1. The Full Model Analysis results

Table 2 shows that from 12 (twelve) proposed hypotheses,
10 (ten) are supported by empirical data and 2 (two) are not
supported by empirical data. It can be explained as follows:

Table 2. Inner Path Model Coefficients and their Significance
The Hypothesis 1 abc of entrepreneurial capacity (innovative,
proactive, risk-taking) has a significant effect on exploration of
new market. It means that the higher the entrepreneurial capacity
(innovative, proactive, risk-taking) will increase the exploration
of new markets of traditional herbal medicine industry, because
entrepreneurial capacity includes innovative which means the
ability to produce new products so it can adapt the existing to
meet current or future market needs, proactive which means
initiate change in various situations, and risk taking which
means taking risks that refer to the organization's willingness to
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4. Result and Discussion

The empirically model test using Structural Equation
Modeling. The model indicate Chi- square = 290.235 with
probability value of 0.111; GFI=0.843, AGFI=0.805 and
TLI=0.982, while value of RMSEA=0.030. The result of the
model is fit. Based on statistical analysis, the result indicates
conformity with the required standard values. As shown in
Figure 2 the Full Analysis Model results.

take advantage of business opportunities although it does not
know whether these efforts will succeed and does not know the
consequences (Ingrid L.R. & Kenneth, Bengesi, M.K., 2014).
Consequently the innovative, proactive, and risk-taking aspects
(entrepreneurial capacity) can meet the unique needs of different markets or to match market opportunities (Saowaluk J, 2009).
Hypothesis 2bc is supported, the result shows that entrepreneurial capacity (proactive, risk-taking) has an effect on the
development of marketing programs. This means an increased
proactive and risky attitude will be able to develop marketing
programs. It is consistent with the Saowaluk. J, (2009) who
explains that entrepreneurial capacity through innovation, risktaking, and proactive tend to solve strategic actions, through
developed marketing programs. While hypothesis 2a, the entrepreneurial capacity dimension i.e. innovation to develop marketing program is not supported by empirical data. The condition is
due to the innovations that exist in the traditional herbal
medicine industry is not balanced with the dynamics of the
development of marketing programs, such as a new technology
leap. Hypothesis 3abc, entrepreneurial capacity (innovative,
proactive, risk-taking) has a significant effect on awareness of
customer differences. It means that entrepreneurial capacity has
the ability to identify information from customers and understand
differences, needs and expectations, can respond to customers
correctly with products that increase competitive flexibility. This
condition supports the study of Yousuf, S, (2015) which shows
that entrepreneurial capacity is an activity that involves the
discovery, evaluation and exploitation of opportunities to introduce new goods and services, ways of organizing, markets,
processes, and raw materials through organizing efforts that did
not previously exist. The consequences are able to recognize
the characteristics of consumers.
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Hypothesis 4bc is supported, the export performance variable is significantly affected by the marketing adaptation strategy
(exploration of new market, awareness of customer differences).
It means that when businessman is saturated in the domestic
market, the consequence is more relying on overseas markets
to increase revenue and sales. Export performance is important
to understand the role of marketing ability in the global marketing context. It supports Saowaluk, J, (2009) who explains that
strategic adaptation reflected the company's ability to calculate
the assumptions of environmental change. Consequently, strong
cross-functional strategic adaptation capability can trigger high
performance. However, hypothesis 4a, marketing adaptation variables namely the marketing program development on export
performance is not supported by empirical data. This is due to
the development of marketing programs in the traditional herbal
industry which is not optimal with the acceleration of global
market environment changes.

5. Conclusion and Limitation

The main priority of the development model of marketing
adaptation strategy based on entrepreneurial capacity towards
export performance of traditional herbal medicine industry is
conducted by increasing marketing adaptation such as new
market exploration dimension, which includes indicators of
fulfilling unique requirement, fulfilling customer value, different
opportunities market and market threats.
The limitations of this study are apparent in the results of full
SEM model testing indicating that the model is in accordance
with the data or fit with the data used. However, there are two
conformity tests that are accepted marginally namely the
Goodness of Fit Index (GFI = 0.843) and Adjusted Goodness of
Fit Index (AGFI = 0.805). The calculation with AMOS's software
shows that the effect of entrepreneurial capacity (innovation,
proactivity and risk-taking) to the awareness of customer differences Squared Multiple Correlations of 18.2%, entrepreneurial
capacity (innovation, proactive and risk-taking) to the exploration
of new market Squared Multiple Correlations of 32.3%. Then,
the entrepreneurial capacity (innovation, proactive and riskbearing) to the development of marketing Squared Multiple
Correlations program of 10.5%. While marketing adaptation
(awareness of customer differences, exploration of new market,
development of marketing program) to Squared Multiple Correlations export performance of 18.9%. The three antecedents of
awareness of customer differences, development of marketing
programs and export performance of Squared Multiple Correlations have low qualifications (below 20%). The three antecedent of the Squared Multiple Correlations have low qualifications, it is a black bock which is an interesting study area.
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Abstract

The purpose of this paper is to explain the gap of empirical research results and offer alternative solutions to
overcome the inconsistency of the relationship between psychological capital and creative behavior. This research is
conducted on 126 owners of SMEs handicraft sector covering three regencies in Central Java, Indonesia namely
Banyumas, Banjarnegara and Purbalingga. A Structural Equation Modeling (SEM) and Sobel test are used as a
method of analysis. The results of data analysis show that creative behavior can increase through friend support and
psychological capital mediation.
Keywords: psychological capital; friend support; creative behavior.

1. Introduction

The Thai research institute invented one of the main issues
of SMEs in ASEAN it was the lack of qualified human resources
(Focus Group Discussion) of the Association of Indonesian
Bachelor of Economics (ISEI), (2014). One effort that can be
done to improve the quality of human resources in order to gain
competitive advantage is by increasing the creativity of SMEs.
Creativity is important for organizational health in today's economy, because by encouraging creative and innovative behavior
of employees, they can gain and maintain competitive advantage (Mumford, 2000). Creativity makes individuals think deeply
and manage their emotions while applying new knowledge
within the organization (Vasudevan, 2013). Many organizations
rely on employee creativity to gain a competitive edge, adapt
and to survive (Zhou, 2003). Therefore, by understanding the
dynamics of creativity within an organization is a high priority for
research organizational behavior (Zhou and Shalley, 2008).
SMEs, in this case are business owners and leaders, need
to have a creative mindset. This is because creativity is considered to be an important asset for everyone who is in a
leadership role (Proctor, 2010). Creative leaders will be active in
pursuing new challenges and will be successful in addressing
these challenges if using solutions beyond routine strategies.
Leaders often have a vision that can inspire others with creative
talent. Creativity is an important human resource that exists in
all organizations (Amabile, 2008). Organizations should try to
utilize these resources by setting up arrangements that allow
creative talents to flourish.
The increase of personal understanding, about the psychological antecedents to creativity can inform efforts to create and
foster individual creativity. The authors propose that psychological capital can help explain and predict creative behavior,
especially the generation of ideas (Luthans and Youssef, 2004;
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Luthans et al., 2007). The results of previous studies show
empirical contradictions in research on psychological capital in
relation to creative behavior. Some of the research findings have
proved a strong relationship between both psychological capital
and creative behavior (Sweetman et al., 2011; Walterwa et al.,
2010), while other research findings do not support the relationship between psychological capital and creative behavior
(Michael et al., 2011; Gupta, 2012; Lei and Luthans, 2014). In
particular, this study develops psychological capital interventions
on creative behavior. The problem is very important to investigate because it is useful for human resource development
related to creative behavior in order to obtain and maintain
competitive advantage.

2. Theoretical Framework
and Hypothesis Development

2.1. Relationship between Psychological Capital
and Creative Behavior

Traditionally, most studies on creative behavior focus on
personal characteristics, such as personality, and cognitive
abilities in some creative individuals (Feist 1998, McCrae and
Costa, 1997; Tierney et al., 1999). Attention has moved from the
focus of the creative individual to the contextual outlook and
then to the integrative view (Sternberg and Lubart, 1999; Zhou
and Shalley, 2003).
In this study the factors discussed include individual factors
such as creative behavior and psychological capital as well as
contextual factors that include social support. Simonton (2009)
defines creativity as a generation of ideas that are (a) original
and (b) adaptive. Creativity is often conceptualized and
measured along the dimensions of creative people, creative
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processes, and creative products or outcomes (Peterson and
Seligman, 2004; Simonton, 2009).
Zhou and Ren (2012) suggested that intrinsic factors can
trigger creativity in the workplace as well as "task context",
including job complexity, feedback, goals, creativity expectations, autonomy, and wisdom, time, and stress. While extrinsic
factors that stimulate creativity are called "social contexts",
including leadership and supervision, the influence of colleagues, family, friends, social networks, cultural influences,
adequate resources, rewards, and incentives.
While there are many interests in positive psychology,
among others, the task of facilitators and the social mechanisms
that can facilitate creativity (Zhou and Ren, 2012) and even the
impact of PsyCap (Rego et al., 2012; Sweetman et al., 2011),
this positive mechanism can be seen more as moderator and /
or mediation than process as a development (Gupta and Singh,
2014).
Psychological capital can improve employee creativity; this
can be seen from the results of research on psychological
capital. Results of research indicating that psychological capital
can cultivate creative behavior, among others, research
Sweetman et al. (2011) and Rego et al., (2012) found that
PsyCap was positively associated with creative performance,
and Luthans et al. (2011) found that PsyCap was positively
associated with performance in problem solving and innovation.
Walumbwa et al. (2010) found that leaders with good PsyCap
were positively associated with PsyCap followers, which in turn
were positively associated with follower performance. From the
literature review and the results of previous research, it can be
concluded that psychological capital is related to creative
behavior. Based on the above description, the first hypothesis
in this study is as follows.
H1: Psychological capital positively affects creative behavior.

2.2. Relationship between Friend Support
and Creative Behavior

Creativity theory seen from the system approach considers
the social dimension, not just looking at creativity as an
individualistic psychological process but also studying the
interaction between individuals (Csikszentmihalyi, 2014). In line
with Amabile's (2008) opinion, there are four components
needed for each creative response, they are three components
in the individual (relevant domain skills, relevant creativity
process, and intrinsic task motivation) and one component
outside the individual is the social environment.
Social support is one's perception of the availability of
support from others (ie, friends and family) and capture complex
social traits, including the history of relationships with individuals
who can provide supportive behavior (Hobfoll and Vaux, in
Friedlander et al., 2007) . Baron and Byrne (2005) stated that
humans who interact with their environment will be better at
avoiding problems than individuals isolated from personal
contact. The positive effect of interpersonal support is the sense
of acceptance (self of acceptance) by the environment can
reduce stress and foster positive emotional and psychological
feelings. While using concepts from social network theory,
Perry-Smith and Shalley (2003) argued that further relationships, such as acquaintances or colleagues may be more
useful for creativity.
Madjar's research (2005) showed that when a person has
encouragement and support for creative ideas, if the person's
positive mood is encouraged, then creative performance goes to
a higher level. While Zhou and Ren (2012) found that extrinsic
factors of social support can lead to creativity. In harmony with
the results of research Eom et al. (2015) who found that social
support positively affects creativity. From the literature review
and the results of previous research, it can be concluded that
friend support is associated with creative behavior. Based on the
above description, the second hypothesis in this study is as
follows.
H2: Friend support positively affects creative behavior.
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2.3. Relationship between Friend Support
and Psychological Capital

Taylor (2000) argued that social support can come from
friends. Friendship can also be interpreted as a relationship
between two or more people who have elements such as the
tendency to want what is best for each other, sympathy,
empathy, honesty in attitude and mutual understanding (Kawi,
2010). All individuals need social support like friend support. A
social support network or social support network is someone
who can be asked for help and who will provide assistance when
needed, such as a friend (Breckler et al., 2006).
People who have someone to lean on or put their trust and
a better deal on life issues will show improved health (Cohen,
2000). Therefore, the support of friends is a transaction or
interpersonal interaction that involves emotional care, assistance, information, social networking and assessment, and can
provide a sense of physical and psychological comfort to people
who are facing pressure given by other individuals both
individually and group.
Baron and Byrne (2008) stated that the support of friends
(social support) can provide physical and psychological comfort.
This condition can be useful when individuals experience stress
and something very effective that can be used to cope with
stress. Further Baron and Byrne (2008) stated that humans who
interact with their environment will be better to avoid problems
than individuals isolated from personal contact. When stress
arises, the individual who gets the support of friends will be
easier to cope with the stress that appears. Individuals who
adopt a safer search approach will find it easier to cope with
stress through peer support. The positive effect of interpersonal
support is the sense of acceptance (self of acceptance) by the
environment can reduce stress and foster positive emotional
and psychological feelings.
Santrock (2009) stated that friendship will provide
stimulation to a person to develop his potential because of
opportunities in social situations. This means that through
someone's friends get interesting information, important and
trigger the potential, talent or interest to develop well. With the
physical presence of a person or several friends, friendship will
foster a sense of meaning (worth) for someone who is facing a
problem.
Adams, et al., (1996) stated that social support from friends
is strongly related to general health and wellbeing. Friends can
influence one's intrapersonal characteristics and change one's
social attitudes (Kwok, 2014). The encouragement and guidance of a friend can help an individual overcome life's
difficulties and have a better function, making him feel more
motivated and positive in life (Adams et al., 1996). From the
literature review and the results of previous research, it can be
concluded that the support of friends is associated with creative
behavior and psychological capital. In addition psychological
capital is also associated with creative behavior. Based on the
above description, the third and fourth hypothesis in this study
are as follows.
H3: Friend support positively affects psychological capital;
H4: Psychological capital acts as a mediating relationship
between friend support and creative behavior.
Based on the research hypothesis, the empirical research
model projected on the following diagram model is proposed:

Figure 1. Research model
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This study examines the direct and indirect effects of friend
support on psychological capital and creative behavior. Furthermore, this study also examines the mechanism of friend support
as a determinant of psychological capital and creative behavior.
Much of the previous literature reveals the importance of friend
support, psychological capital and creative behavior in large
corporations. However, there is little evidence of the influence of
friend support and psychological capital on creative behavior in
small and medium enterprises (SMEs). Therefore, we try to
identify the psychological capital as a key variable in improving
the creative behavior of SME business owners. In general,
research models directly link friend support to psychological
capital and creative behavior. In addition, friend support is indirectly related to creative behavior through psychological capital.

3. Research Methods

This study aims to confirm the basic theoretical and
empirical models developed based on theories relating to friend
support, psychological capital and creative behavior. Based on
observations in the field undertaken in 2017, the study found that
respondents were registered with the SME Office of Banyumas,
Banjarnegara and Purbalingga districts and were not fully
selected as respondents. After the framework of the population
with the criteria of SMEs craft sector that has the element of
creativity and the respondent has a position as a leader or
owner, and the SME population of the handicraft sector is
known, then sampling probability was used for the sampling
method. Data collection was conducted in September, October
and November 2017. The object of this research was the
entrepreneurs or owners of SME batik craft sector in Central
Java, Indonesia including three districts namely Banyumas,

Banjarnegara and Purbalingga whose total sample was 126.
Analytical technique used in This research was a Structural Equation Model (SEM) with SPSS program Amos 21 (Ferdinand,
2014). The indirect effect of the independent variable on the
dependent variable through the mediated variables tested used
Sobel-test (Ghozali, 2016). Measurement of variables, with
bipolar scale scale adjectives 1-7, Questions adopted and
adapted for creative behavior (Vandeleur et al., 2001; Howard et
al., 2008; Snider et al., 2016); psychological capital (Luthans et
al., 2015) and peer support (Sarafino, 2011).

2. Result

This study used secondary data. Data taken in this study
was the data of SMEs in Central Java, Indonesia which included
three districts that have superior sectors in the form of batik
handicrafts. From the results of the survey in conducting data, it
was obtained a total of 126 questionnaires as targeted in the
three districts of Banyumas, Banjarnegara, and Purbalingga.
Table 1 shows the correlation between research variables. The
results showed that the variables of friend support, psychological capital and creative behavior have shown a significant
positive relationship with each other. It has been found further
that friend support is significantly correlated with psychological
capital and creative behavior. Similarly, psychological capital is
significantly related to the creative behavior of SME owners. In
other words, it has been found that owners of SMEs who have
higher levels of friend support experience in increasing levels of
psychological capital and exhibit higher creative behaviors.
Therefore owners of SMEs with higher friend support have more
psychological capital and owners with higher friend support and
psychological capital are those who are more creative.

Table 1.
Correlation Matrix Between
Research Variables Among
SME Owners (N = 126)

Table 2. Summary of Goodness of Fit Test
Table 2 shows the structural equation modeling results
(using SPSS Amos 21 with the maximum likelihood estimation
method) to test the causal model. The results showed that X2
chi-square produced was 55.255 smaller than chi-square value
of table with error rate of 1% and total sample 126 that was
equal to 165.84. The value indicated that the model being tested
was received in good category. The probability value generated
was 0.997 far greater than the cut-of value that was 0.05. This
value indicated that there was a significant difference between
the covariance matrix of the data and the estimated covariance
matrix, so the model was accepted in good category. The CMIN
/ DF value of the full SEM model in this study was 0.635 smaller
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than the cut-of value that was 2.00 which indicated the acceptable fit between the model and the data, which means the
model was accepted in good category. Referring to the result of
goodness of fit test in Table 2 above, it was known that the value
of GFI was 0.946 greater than the cut of value of 0.90. This
value indicated that the weighted proportion of the proportion of
the sample covariance variance described by the population
matrix was estimated to be good category. Furthermore, the
AGFI full model SEM value of this study was 0.926 which was
also greater than the cut-of value that was 0.90. This AGFI score
indicated that the suitability between the weighted proportions of
variance in the sample matrix described by the population matrix
estimated to be accepted in good category. The test result of
goodness of fit model showed that TLI value was 1.058 higher
than cut of value that was 0.95. The TLI value indicated that the
conformity rate of the incremental index comparing the model
with the baseline model was accepted in good category. The
value of CFI in this research model was 1,000, also greater than
the cut of value that was 0.95. The value indicated that the
conformity of the index comparing a model tested against the
baseline model was accepted in good category. The data in
Table 2 also showed that the RMSEA value was 0.000 smaller
than the cut of value that was 0.08. The value indicated the
index of the accepted model showing a close fit of the model
based on degree of freedom in good category.
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Table 3.
Standarized Regression Weight for Hypothesis Testing
Based on the summary of SEM analysis results in Table 3 it
can be seen that the critical ratio (CR) value for the influence of
psychological capital variable on creative behavior (H1) was
3.786 with P value 0.000, critical ratio value (CR) for influence of
friend support variable toward creative behavior H2) of 3,074
with the value of P 0.002, the critical ratio value (CR) for the
influence of friend support variables to psychological capital
(H3) of 3.437 with P value 0.000 therefore hypotheses 1, 2 and
3 are supported. Referring to the result of calculation of Sobel
test, it can be seen that the value of t variable of friend support
toward creative behavior through psychological capital (H4) was
2.532 bigger than t table value (1.979). Thus, hypothesis 4 is
supported.

5. Discussion

Social Support Network is someone who can be asked for
help and who will provide assistance when needed, such as a
friend (Breckler et al., 2006). People who have someone to rely
on trust and a better deal on life issues will show improved
health (Cohen et al., 2000). Baron and Byrne (2008), states that
friend support can provide physical and psychological comfort.
This condition can be useful when individuals experience stress
and something very effective that can be used to cope with
stress. Further Baron and Byrne (2008) stated that humans who
interact with their environment will be better to avoid problems
than individuals isolated from personal contact. The positive
effect of interpersonal support is the sense of acceptance (Self
of Acceptance) by the environment can reduce stress and foster
positive emotional and psychological feelings. Santrock (2009)
stated that friendship will provide stimulation to a person to
develop his potential because of opportunities in social
situations. Adams et al., (1996) stated that social support from
friends is strongly related to general health and wellbeing.
Friend support can affect one's intrapersonal characteristics and
change one's social attitudes (Kwok, 2014). The encouragement
and guidance of a friend can help an individual overcome life's
difficulties and have a better function, making him feel more
motivated and positive in life (Adams et al., 1996). Madjar's research (2005) showed that when a person has encouragement
and support for creative ideas, if the person's positive mood is
encouraged, then creative performance goes to a higher level.
business owners need to build business confidence, increase
their motivation in entrepreneurship, their ability to share business knowledge among entrepreneur colleagues (Wulandari et
al., 2017). While Zhou and Ren (2012) found that extrinsic
factors of social support can lead to creativity. In harmony with
the results of research Eom et al. (2015) who found that social
support positively affects creativity. Thus the support of friends
can affect psychological capital and creative behavior while
psychological capital can also mediate the relationship of friend
support with creative behavior.
Zhou and Ren (2012) suggested that intrinsic factors can
trigger creativity in the workplace as well as "task context,"
including the complexity of work, feedback, goals, creativity expectations, autonomy and wisdom, time, and stress. While there
are many interests in positive psychology, among others, the
task of facilitators and the social mechanisms that can facilitate
creativity (Zhou and Ren, 2012) and even the impact of PsyCap
(Rego et al., 2012; Sweetman et al., 2011), this positive
mechanism can be seen more as moderator and / or mediation
than process as a development (Gupta and Singh, 2014). The
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results of research showing that psychological capital can
cultivate creative behaviors. The study of Sweetman et al.
(2011) and Rego et al. (2012) found that PsyCap was positively
associated with creative performance; Luthans et al. (2011) found
that PsyCap was positively associated with performance in
problem solving and innovation. Walumbwa et al. (2010) found
that leaders with good PsyCap were positively associated with
PsyCap followers, which in turn were positively associated with
follower performance. Thus the psychological capital effect on
creative behavior, with higher psychological capital will improve
the creative behavior of SME owners.
The managerial implications generated based on the findings of this study are the owners of Small and Medium
Enterprises can focus on efforts to increase psychological
capital in order to build creative behavior. Psychological capital
can be built by increasing hope, self-belief, endurance, optimism, and courage. Practically small and medium-sized business owners can optimize their psychological capital by doing
market breakthroughs, improving quality, comparative study,
sharing experiences with stakeholders, discussing with members, encouraging family members, consulting with UKM
friends, consulting with consultants, asking for family opinions,
learn from the experiences of other entrepreneurs, ask for help
from friends, join the community, consult the government /
PLUT, keep trying on their own, join various SME forums.
To optimize self-efficacy can be done by establishing support
with the local government, following the regular exhibition, the
spirit of group members in creating, innovating the product,
asking others to judge before going to the market, seeking
market access and looking for unfair competition areas with the
product still rare. To optimize the endurance can be done with
the guarantee to the consumer, consultation with various
parties, talking with the group, talking with the family, the stability
of the party in the business environment to move forward,
following various training from the government, participate in
various trainings from the community, training from universities,
openness with the family, implementing what is the solution
together, the certainty of raw materials, the existence of information via the internet, the consultation with various parties
(government, friends), the consultation of a skilled person, as
well as read success story from entrepreneurs. To optimize
optimism can be done by making product improvements, coplanning consultants, convincing to fellow members, encouraging fellow members, evaluating ongoing plans, working
tenaciously, running accordingly, soliciting opinions from various
parties to criticize business plans, art communities, social media
accounts, training, exhibitions, systems consulted with experts,
designs following the times, and using natural materials.

2. Conclusion

The first research findings are the direct influence of friend
support on creative behavior and can solve the gap between
psychological capital and creative behavior because it has a
significant value of influence. The findings of this study indicate
that friend support has a significant effect on improving creative
behavior. It is in accordance with previous research that the
support of friends can improve creative behavior. The second
research finding is an indirect influence of friend support on
creative behavior through psychological capital. The immediate
effect on the first line between friend support and creative
behavior is a significant outcome; the second path alternative
has great potential in improving creative behavior. This means
that the support of friends also has an indirect effect on creative
behavior through psychological capital. Thus it can be said that
in order to support a friend capable and can improve creative
behavior, another thing that can be done, namely by increasing
the psychological capital.
Positive psychology offers many strength characters such as
traits and virtues that tend to show considerable stability over
time. Unlike genetically determined factors, positive psycholo-
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gical traits show some flexibility. Thus it can experience some
growth and development as long as a person obtains an optimal
situational factor. The measurement of creative psychological
capital in this study does not consider the horizon time. The
measurement of creative psychological capital in one time is not
enough to reveal the factors that cause the gap. Future research
needs to investigate with a longitudinal approach or to consider
changes in time in each stage of the occurrence of creative
psychological capital.
Although statistical analysis shows a significant and positive
relationship between these variables, this study, like all studies,
presents limitations. Psychological capital in this study focuses
on the identification of the outcome of creative behavior on the
leader or the owner of SMEs. While creative psychological capital can also involve the employees or subordinates that exist
in the SMEs. Thus the construction of creative psychological
capital is a part that cannot be ignored when reviewing and
building employee or subordinate behavior.
Positive psychology offers many character strengths such as
traits and virtues that tend to show considerable stability over
time. Unlike genetically determined factors, positive psychological traits exhibit some flexibility. Thus it can experience some
growth and development as long as a person obtains an optimal
situational factor.
The measurement of creative psychological capital in this
study does not consider the time horizon. The measurement of
creative psychological capital in one span of time is not enough
to reveal the factors that cause the gap. Future research needs
to involve with a longitudinal approach or consider the time
change in each stage of psychological capital occurrence and
this study should be repeated in various contexts, and the results should be compared, in an effort to better understand the
relationships and values for practitioners.
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Abstract

This study set out to examine, cognitive, behavioural and social factors of learning theoretically and contemporarily
with the moderating role of Mobile technology in the learning organization. Cognitive, social and behavioural theories
were discussed and the use Mobile technology for organizational learning effectiveness was studied. Data was
collected from the lecturers’ employees working in the universities of Islamabad and Rawalpindi in Pakistan, using
convenient sampling method and survey technique using questionnaire. Total of 137 Universities’ lecturers from
different faculties of the universities participated in the survey. Data was analysed with SPSS. The findings indicate
that cognitive, social and behavioural organizational factors have significant impacts on organizational learning
effectiveness with the moderating support of information system. The study recommends that for the holistic
organizational learning development, all cognitive, social and behavioural aspects and factors needs to be addressed
and developed.

Keywords: organizational learning; cognitive, social and behavioural factors of learning; mobile technology; higher
education institution; Pakistan.

1. Introduction

Organizational learning is as old as the history of organization itself. Learning at organizational level started with the
inception of organizational problems and challenges faced by
members and management (Schulz, 2001; Sampe, 2012). It can
be defined as the cognitive, behavioural and social approach for
the pro-active organizational planning, projection to opportunities and solutions to organizational problems (Belle, 2016).
Organizational learning has gained renaissance among both
academics and practitioners for development of the organizations. Early promoters of the concept found these ideas largely
limited to the border of management thoughts and philosophies
during the 1980s, but the 1990s saw a reawakening of interest
(Apontea & Zapata, 2013). New theories and hypotheses of
information creation have turned out to be noticeable and formal
knowledge. As we are moving into the twenty-first century,
therefore, organizational learning guarantees to be an overwhelming point of view with impact on both authoritative research
and administration hone (Göhlich, 2016).
Organizations are losing learning habits while breathing in
knowledge economy and information technology age (Packirisamy, Meenakshy, & Jagannathan, 2017; Cooperrider & Srivastva, 2017). Workers in small organizations can’t learn due to
internal instability (Coetzer, Kock, & Wallo, 2017; Bamber,
Bartram, & Stanton, 2017). Divisional firms lack learning and
sharing of knowledge among different departments and
disciplines because of centralization and complex hierarchal
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structure (Geereddy, 2017). Similarly, adhocracies organizations
face problems in acquisitions and preservation of learning and
experiences to establish its continuity and efficiency (Palos &
Stancovici, 2016). All these have resulted in the losses of organizational knowledge, effectiveness, key knowledge workers,
money and competencies (Gino & Staats, 2015 ; Cooperrider &
Srivastva, 2017). Cognitive, social and behavioural factors for
learning in organization need to be addressed, otherwise they
will cause damages to the organizational learning, which have
direct effect on the organizational effectiveness and performance (Alhabeeb & Rowley, 2017; Aquilani, Silvestri, Ruggieri,
& Gatti, 2017). Similarly, Crosling (2017), Alhabeeb and Rowley
(2017) proclaims that information and communication system
can be used for organizational learning effectiveness and recommends its usage to develop cognitive, social and behavioural
prospective of the organizations. Based on the research postulates, premises studied and the problem statement in the
preceding section, main question of the research is: what are
the impacts of the cognitive, social and behavioural prospective
of organizational learning through mobile technology on the
organizational learning effectiveness.

2. Literature Review

Mobile devices have become omnipresent and need of the
everyday lives. Besides communication, (4G) which give access
internet facilities any time, it has also paved the road for learning
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around the world (Agarwal & Garg, 2012). The need for the
introduction and use of mobile technology in the education
sector is very high. The rapid popularity of this approach has led
to the increase in the utilization of mobile technologies in the
education sector. Along with it, with the usage of mobile technology has also led to the creation of the new learning experiences in developed all around the globe (Attwell, 2010). There
are three major characteristics of mobile technology. The first
characteristics is flexible and timely access to the online learning
resources via the anytime and anywhere connectivity like PDAs
with General Packet Radio Services (GPRS) or Wireless Fidelity
(Wi-Fi) connectivity (Hameed, 2014). The second characteristics
are the portability as PDAs are pocket sized. Finally, the third
characteristics are the closeness of communication via the
usage of phone or e-mail that accentuate their impending as a
teaching and learning tools. Especially in the distributed societies, these characteristics lead to the effective empowerment
and management of the learners (Spindell, 2014).
Different researchers investigated the mobile learning
acceptance among employees in the learning organization like
university and they come up with some critical factors for the for
their acceptance like flexibility, suitability, enjoyment, efficiency
and economic and social factors (Belle, 2016; Briz-Ponce, Pereira, Carvalho, Antonio Juanes-Méndez, & José García-Peñalvo,
2017). Beside this it also influenced the pedagogical, personal
innovativeness, performance expectancy, facilitating conditions,
effort expectancy, perceived playfulness, self-management and
social images are the main factors which have paved the road
to accept mobile technology in learning and working environment (Hameed, 2014).
Employees use mobile for dictionary, learning activities, collaboration, personal management, and communication. According to the UTAUT framework, that employee’s preferences are
based on compatibility, self-management and innovativeness.
The social connectivity of the features availability steadily helps
learners to access variety of multimedia content that can be
utilized with smartphones, PDA, tablets, and even MP3 players,
and the experience with mobile technologies creates positive
perception and encourage participation and acceptance of mobile learning. Using Technology Acceptance Model (TAM), different researchers have found that ICT acceptance and readiness
(Marinova, Ruyter, Huang, Meuter, & Challagalla, 2017).
Therefore, understanding employee’s intension and getting
their perceptions provides information to successful integration
of mobile learning in education. The investigations of researches
revealed that as compared to desktop, employees prefer portable devices like PDAs and mobile phones to connect to
internet and willing to learn through mobile devices (Pachler &
Seipold, 2009). Researchers, Agarwal and Garg (2012) suggested that learner’s intention to continue mobile learning was
influenced by the perceived usefulness and satisfaction with the
mobile learning. Similarly, Alhabeeb and Rowley (2017) and
Swiss VBS (2017) pointed out that the perceived usefulness and
learner's decision has a significant relationship to continue mobile learning. Moreover, Attwell (2010) observed that factors
such as perceived usefulness and perceived enjoyment explained the relationship between study habits and continuous
learning. Likewise, Briz-Poncea et al., (2017) pointed out his
study towards finding relationship between behavioral intentions, learning satisfaction and learning achievement and
confirmed that successful acceptance of mobile learning influenced learning achievement and satisfaction among students
using learning management systems.
The adoption rate of mobile technologies is directly influenced by compatibility, as compatibility has closer relationship
with personal life and expectancy. Flexibility, scalability,
functionality, connectivity forms the basis of mobile learning
acceptance. Learning outcome as group and as individual, on
investigation, type of content was found to be more influential in
both individual learning and in groups (Pimmer, Pachler, &
Attwell, 2010). Using TAM, social influence and self-efficacy
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indirectly affects the mobile learning acceptance through perceived usefulness and perceived ease of use. A study revealed
that organization is required to manage mobile learning
effectively through which employees’ adoption rate raises. The
general perception of accepting mobile application depends on
how well the mobile application performs in terms of flexibility,
scalability, functionality, and connectivity and user friendliness
(Spindell, 2014).
The study done by Briz-Poncea et al., (2017) found that
acceptance rate is mainly influenced by social factor such as
perception on ease of use, which directly influences the behavior of using mobile learning. The importance of understanding
student’s perception, acceptance and readiness constitutes to
better planning & adoption of mobile learning in learning organization. Also, the face of technology changes adequately with
respect to development and growth, subsequently there is a
need to capture the digital literacy, technological adoption,
readiness and acceptance and their changing patterns towards
technology (Al-Mamary, Shamsuddin, & Aziati, 2014). To inspect
factors influencing user acceptance of mobile learning and technology, the TAM model is used. Based on the characteristics of
TAM, it also assists in finding how users form attitudes toward
acceptance of mobile learning technology and services. In the
educational settings, the uses of TAM are unique and therefore
the model is applied to the study of mobile learning services.

2.1. Organizational Learning as Cognitive, Social
and Behavioural Process

According to some theorists, Fiol and Lyons (1985) organizational learning involves behavioural, social and cognitive
changes. Double-loop learning, by contrast, is particularly
appropriate in organizations facing more turbulent environments
and those that have intensive as opposed to routine work
technologies (Aquilani, Silvestri, Ruggieri, & Gatti, 2017).
Individuals engage in a process of scrutinizing goals in relation
to the environment and from people’s personal and social
environments through critical questioning. Finally, some
illustrations of single versus double-loop learning in educational
system can be imagined (Berends, Boersma, & Weggeman,
2003). With single-loop learning, faculty might have students
locating information from the computers in place of using
encyclopaedias or other classroom resources. The behaviour
has been changed but the underlying way of teaching and
learning due to the incorporation of internet and computer in
teaching-learning does process. With double-loop learning,
faculty could decide to rethink the use of computers, perhaps
using them to re-examine and alter instruction. For example,
entirely new skills such as problem definition and problem solving might be emphasized (Göhlich, 2016).
With single-loop learning, employees might add a web page
that serves the same purpose as a written brochure. With
double-loop learning, employees might use the Internet to change
the way they sell a product much in the way that Amazon.com
has used the Internet to rethink ways of selling books (Gino &
Staats, 2015). Taken together, the work of these four pairs of
theorists suggests that both individual learning and habits of
inquiry are necessary but not sufficient conditions for the
organizational learning. Organizational learning arises through
on-going shared interpretation of data, perceptions, puzzling
events and assumptions (Choo, 2016). Organizational adaptation or single-loop learning occurs when an organization’s
existing frames of reference accepts the interpretation
(Geereddy, 2017). These all result in behavioural, social and
behavioural and cognitive change (Fang, Kim, & Milliken, 2014).

2.2. Moderation of Mobile Technology
in Organizational Learning

Moderation is the process and force, having contingent
effect on the mutual relationship of variables and objects. It is
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also called a situational force as it exerts its power and
accordingly strengthens or weakens the relationship among
variables or objects (Aguinis, Edwards, & Bradley, 2016). Most
of the times, moderation brings consistency and quality in
uncertainties and inconsistencies (Rehman, 2007). Learning
phenomenon at all levels needs the support and moderation of
the external elements, tools and stimuli (Aguinis, Edwards &
Bradley, 2016). Mobile technology is considered as the most
prevalent and supportive element and is proving its efficacy in
the learning environment (Adcock, 2012; Aragón, Jiménez &
Valle, 2016). Mobile is regarded as a gateway to all human
knowledge (UNESCO, 2012). It helps to learn, unlearn, renew
and rekindle the learning (Miertschin, Stewart, & Goodson,
2016). Graphics and visual applications have made it multifunctional device, which increased its supporting range from
personal communication to information management (Pimmer,
Pachler & Attwell, 2010). Immediate feedback facilities have
fastened working and learning in organizations.(Pimmer,
Pachler & Attwell, 2010; Hameed, 2014). It helps in making
complex decisions and proved itself as intelligent re-enforcer in
organizational learning and commitment fulfilling (Swiss VBS,
2017). Content sharing, voice mail and massages and other
networking media applications are available in smart phones
which are basic tools for learning (Alhabeeb & Rowley, 2017).
Like Information system, mobile devices also support learning at
individual and group level (Pimmer, Pachler & Attwell, 2010;
Attwell, 2010; Pachler & Seipold, 2009; Spindell, 2014; Cheon,
Crooks, Chen & Song, 2015). Its social acceptability, ease of
use, usefulness and behavioural control has proved mobile role
in learning (Briz-Ponce, Pereira, Carvalho, Antonio JuanesMéndez & José García-Peñalvo, 2017; Hameed, 2014).
Employees have shown their readiness for the mobile learning
and the role of mobile devices for their academic learning and
has proved it effectiveness at individual level (Ahmad & Lodhi,
2014; Hameed, 2014). More and more professionals report using
mobile phones to learn and support their work performance,
indicating that mobile learning may soon be the primary way
learners access their organizational tasking and for e-training
(Al-Mamary, Shamsuddin & Aziati, 2014). It is bringing a shift in
the learning pattern and research findings show that it can
improve the learning and outcome at individual and organizational level. Therefore, researches are focusing on “work-based
mobile learning (WBML)” to enhance individual and organizational learning and performance, to develop coherent participative communities in organization (Pimmer, Pachler & Attwell,
2010; Agarwal & Garg, 2012; Marinova, Ruyter, Huang, Meuter
& Challagalla, 2017).

Figure 1. Conceptual Framework

2.3. Research Hypothesis

Mobile is regarded as a gateway to all human knowledge
(UNESCO, 2012). It helps to learn, unlearn, renew and rekindle
the learning. Graphics and visual applications have made it
multi-functional device, which increased its supporting range
from personal communication to information management.
Immediate feedback facilities have fastened working and learning in organizations (Briz-Ponce, Pereira, Carvalho, Antonio
Juanes-Méndez & José García-Peñalvo, 2017). It helps in
making complex decisions and proved itself as intelligent reenforcer in organizational learning and commitment fulfilling.
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Content sharing, voice mail and massages and other networking
media applications are available in smart phones which are
basic tools for learning. Like Information system, mobile devices
also support learning at individual and group level (Apontea &
Zapata, 2013). This discussion leads us to the new hypothesis
H1: The use of mobile devices moderates the relationship
between cognitive learning factors and organizational learning
effectiveness.

The social acceptability, ease of use, usefulness and
behavioural control has proved mobile role in learning and is
being used by employees for their studies (Agarwal & Garg,
2012). Therefore, researches are focusing on “work-based
mobile learning (WBML)” to enhance individual and organizational learning and performance, to develop coherent
participative communities in organization. Mobile devices have
penetrated in the educational and learning system and playing
its active role in the effectiveness and learning. Social
networking and blocks has generated a new world of learning,
where news, thoughts and ideas are communicated via using
mobile technology (Apontea & Zapata, 2013). This discussion
leads us to the new hypothesis as
H2: The use of mobile devices moderates the relationship
between social learning factors and organizational learning
effectiveness.

According to the behavioural learning theories, learning
focuses on objectively observable behaviour of the learner
(Göhlich, 2016). Flexibility, performance expectancy, perceived
ease of use, perceived usefulness and adoptability of the mobile
devices and PDA have changed the behaviours of the workers
and their learning practices and routines have been changed
(Gino & Staats, 2015). The findings of the different studies
revealed that the use of PDAs and mobile technology have
changed the working behaviours and styles of the employees
(Al-Mamary, Shamsuddin & Aziati, 2014). This discussion leads
us to the following hypotheses
H3: The use of mobile devices moderates the relationship
between behavioural learning factors and organizational
learning effectiveness.

3. Methodology

3.1. Research Design

Since objectives of this study were to discover facts about a
social phenomenon, the best suitable methodology was
quantitative research. Quantitative research focuses more on
the ability to complete statistical analysis to find the answer and
uses measurable data to formulate facts and uncover patterns in
research. Surveys are the most useful tool in describing the
characteristics of a large population (Geereddy, 2017). No other
research method can provide this broad capability. Therefore,
this study used cross-sectional survey based on primary data,
collected from the universities’ lecturers in Islamabad and
Rawalpindi of Pakistan. A total of 137 lecturers from 21 Higher
Educations comprising of recognized institutions/universities
responded. The questionnaire was adapted from previous
studies and its reliability was checked and found satisfactory.
Questionnaire was ranked using the five-point Likert-scale
starting from 1 representing “Strongly disagree” to 5 “Strongly
agree” options.

3.2. Population and Sampling

The population for the data collection was from 21
universities located in Islamabad and Rawalpindi of Pakistan.
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Data was collected from universities’ lecturers, who were
actively engaged in teaching learning processes. Convenient
sampling technique was applied because it remains best when
the target population qualify the basic criteria (Alhabeeb &
Rowley, 2017).

3.3. Instrumentation

Data was collected through adapted questionnaire
(Alhabeeb & Rowley, 2017). Their reliability and validity were
checked using Cronbach Alpha, and the overall value for it was
0.822, which was found satisfactory and reliable to proceed with.
The questionnaire was comprised of 58 items, based on the
target variables, taken from the theories and previous studies.
The main variables for investigation were cognitive, social and
behavioural aspects of the organizational learning.

3.4. Data Collection

The targeted population was the lecturers, selected from 21
universities that operated in Islamabad and Rawalpindi regions
of Pakistan. 137 lecturers from different faculties such as Engineering, Social Sciences and Biological Sciences participated in
the survey. Convenient sampling techniques were adopted to
collect primary data from the respondents and the data was
evaluated using 5-point Likert scale. The scale ranged from1-5
where 1 = strongly disagree and 5 = Strongly Disagree.

3.5. Data Analysis

Collected Data from universities’ lecturers was analysed
using SPSS. Mean, standard deviation, regression model fit,
Correlation, moderation analysis and reliability analysis were
estimated to find out the targeted objectives of the studies.

4. Findings

Means, standard deviation and reliability of the constructs
are depicted in the following Table 1.
CF
SF
BF

OLE

Valid N

Number of
Mean
respondents

Std. Deviation Cronbach Alpha

137

.701

137

3.572

137

3.571

137
137

3.317
3.512

.551

.827

.619

.791

.533

.772
.801

Table 1. Mean, Standard Deviation and Cronbach Alpha
of the constructs

Table 1 showed the mean, standard deviation and Cronbach
Alpha values of each construct. Mean values for all constructs
CF, SF and BF are near to means' values and the standard
deviation's values are very small, which show that cognitive,
social and behavioural factors play a pivotal role in organizational learning and the respondents also agree while
considering that, employees in organization consider and accept
role of Mobile technology in organizational learning. Mean
values for cognitive, social and behavioural learning factors are
3.572, 3.317, 3.571 and 3.512 respectively in contrast to the
values of the standard deviation which are 0.551, 0.701, 0.619
and 0.533. These numbers indicate that Universities’ teachers
are interested to use Mobile technology for organizational
learning. Similarly, Cronbach values for CF, SF, BF and OLE are
0.827, 0.772, 0.791 and 0.801 respectively, which are greater
than 0.7 and falls in the acceptable range, which prove that the
questionnaire is reliable enough to proceed with it for data
collection.
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Pearson Correlation

CF

Sig. (2-tailed)

137

Sig. (2-tailed)

.000

N

Pearson Correlation

BF

Sig. (2-tailed)
N

OLE

1

N

Pearson Correlation

SF

CF

Pearson Correlation
Sig. (2-tailed)
N

SF

.533**

1

137

137

.000

.000

.728**
137

.788**
.000
137

BF

.731**

1

137

137

.000

.000

.753**
137

OLE

.711**

1

137

137

**. Correlation is significant at the 0.01 level (2-tailed)
Table 2. Correlations

Table 2 shows the relationship between dependent and
independent variables. There are 137 respondents which show
that independent variable (CF) has moderately significant
relationship with organizational learning (OLE) where (r = .788).
The other independent variable (organizational learning factors)
has a significant relationship with organizational learning where
(r = .753). The third independent variable knowledge has strong
significant relationship with organizational learning where
(r =.711). The correlation table shows the significance relationship among the elements of the intelligence and exhibits that
each independent variable has significant relationship with the
dependent variable, organizational learning.

4.1. Regression Analysis

The data was depicted to be normal as in Table 1 and Table
2. Moderated regression analysis (MRA) was used to regress
data in three steps. Step 1 involved the predictors of the study
(Cognitive, Social and Behavioural). In this step, it was discovered that the adjusted r2 is 0.523, indicating the predictive
power of 52% of cognitive, social and behavioural factors can
contribute to organizational learning effectiveness. The Beta
value for cognitive, social and behavioural factors was 0.372,
0.517 and 0.501 which shows a relative important of these
variables in explaining organizational learning effectiveness.
Next, the moderator variable Mobile technology was
introduced. There is an increase of adjusted r2, indicating that
Mobile technology makes a significant contribution to the organizational learning effectiveness. Step 3 involved the interactions
between the moderator and predictors of the study. A slight
increase of adjusted r2 and significant F change indicating the
moderator effect organizational learning effectiveness.

Table 3. Multiple Regression Analysis
Table 4 showed the fitness of the model. Residual sum of
square is 13.740 which shows the unexplained deviation of
dependent variable i.e. organizational learning from its estimate.
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The F-statistics is 73.304 at .000 sig level which is less than the
cut off 0.05. This shows significant relationship between the

independent variables and dependent variable. The significance
value shows that the model is fit for this study.
Table 4. Regression ANOVA

Table 5.
Coefficients of Regression
From the Table 5 it is observed that CF has higher significant
value (.003) which is less than the value (.05) so CF has a
significant relation with OLE. SF has a significant value (.000)
which means that there is a direct and positive relationship
between SF and OLE. BF has a significant value (.000) which
means that there is a direct relationship between BF and OLE.
All the independent variables have significant impact on the
dependent variable OLE.

4.2. Hypotheses Testing

The values in Table 1 of measuring the central elopement,
most of the respondents responded that organizational learning
factors affects the process of organizational learning. Similarly,
values in Table 2 shows, that there is positive relationship
among all factors of organizational learning and the dependent
variable organizational learning, indicating significant effects of
the independent variables on the dependent variable, and the
results suggested that all the hypotheses are accepted and
there exist positive correlation among the independent variable
and the dependent variables. ANOVA values in Table 5 also
supported the hypothesis and indicated positive correlation
among the independent and dependent variables. Therefore,
the study accepts all the hypothesis under investigation.

4.3. Discussion

S.
Hypothesis
No.

Accepted/ Literature
Rejected Support

H1

Accepted

(Göhlich,
2016)

Accepted

(Alhabeeb
& Rowley,
2017)

H2

H3

There is positive relationship between
cognitive factors of learning and
organizational learning with the
moderating support of Mobile
technology.

There is positive relationship between
social factors of learning and
organizational learning with the
moderating support of Mobile
technology.

There These is positive relationship
between behavioural factors of learning
Accepted
and organizational learning with the
moderating support of Mobile technology

(Aquilani,
Silvestri,
Ruggieri,
& Gatti,
2017)

Table 6. Comparison with the Previous Studies

This was a comprehensive study, which covered and tested
3 major aspects (cognitive, social and behavioural) of the
organizational learning. Mobile technology has been used as a
moderator and mediator with the cognitive elements/factors for
organizational learning and development. The purpose of the
study was to assess the effect of the moderating effect of the
Mobile technology on the organizational learning effectiveness
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keeping in view the cognitive, social and behavioural factors of
the organizational learning. Results show that Mobile technology can be used for the cognitive, social and behavioural learning and development of the organizations. Factors play crucial
role in the organizational learning effectiveness with moderating
support of the information system. The findings of the study can
also be compared with the previous studies, having similar
impacts on the organizational learning effectiveness.

5. Conclusion & Recommendations

This study found that cognitive, social and behavioural
learning factors have greater impacts on the organizational
learning effectiveness with the moderating support of mobile
technology. Cognitive factors were more significant and these
can be further boosted for capturing and utilizing organizational
learning, which will improve organizational effectiveness. Similarly, mobile technologies have changed the socio-behavioural
environment of the organization and have greater effects on the
organizational learning and turning it more productive. Therefore, learning organizations are encouraged to adopt and deploy
robust Mobile technology for organizational learning, orienting
its worker with it. Thus, the employees will feel confident using
Mobile technology and it will enhance organizational learning
level, which will boost organizational production. However,
organizations are more complex, comprehensive and vague
which needs further exploration, because there are many seen
and unseen factors influence organizational learning. The
results clearly illustrate that the selected constructs present a
good measure for the organizational learning construct.
Learning organizations are supposing to develop a culture
where these practices can be regularly practiced by employees.
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Abstract

The link between creativity and sarcasm is mostly based on common sense logic and the influence of stereotypical
thinking patterns rather than sound research. Until now only a couple of studies have managed to demonstrate the
coexistence of sarcasm and creativity and have postulated that sarcastic individuals might prove to more creative
than their peers. Given nowadays society that praises so much creativity as a feature of preferred employees, the
present study outlines itself as an exploratory research into the perception of human resource specialists on the
relation between sarcasm and creativity. Its aim is to investigate if human resource specialists from Romania are
aware of any relation between the two of them, and if they take advantage of this correlation during the selection
process. The study is qualitative in nature, based on semi-structured interviews with four human resource specialists
from four different companies. First, the study explores the HR specialists’ opinion regarding the differences between
the ability to construct sarcastic remarks and the ability to appreciate or interpret them when made by others. Then,
it aims to identify the boundaries between sarcasm as a catalyzer for creativity and sarcasm as a form of disrespect.
The findings show that sarcasm is not quite seen as a desirable employee trait by human resource specialists, and
point towards new research avenues for the establishment of the value of sarcasm in different types of organizations.
Keywords: sarcasm; creativity; suitable employees.

1. Introduction

The evolution of human kind has depended on the invention
of tools, means of production and ways of organization, which
proves that creativity is a skill biologically valuable because it
contributes to the proliferation of the species. Creativity is
evident in everything that surrounds us and it opens new
perspectives for humans every day. As a result, creativity has
become one of the main traits sought after by employers because without a certain amount of creative employees, companies cannot survive for long on the market. On the other hand,
there are people for whom creativity represents a means to
achieve a sense of fulfillment, nothing being comparable to the
sense of accomplishment that an author feels when a new idea
comes to life. This is close to the concept of full-blast living
coined by Csikszentmihalyi (1996).
Numerous studies have demonstrated that, regardless of the
field or industry, creativity is just as vital for the evolution and
sustainability of organizations, as it is in science, education and
arts (Runco and Albert, 2010). Even the robots, that are
currently replacing some of the workforce, are not able to bring
innovation to organizations, and thus make it even clearer that
organizations needs creative people. Therefore, as nowadays
creativity has become such a common requirement for all kind
of jobs, being considered the only way in which organizations
can differentiate themselves from their competitors (through
witty marketing strategies, new services or products and even
employer branding), the question arising is what kind of
creativity is needed and to what cost.
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2. The meaning of creativity
2.1. Short history of definition

Unlike the word creativity, the word create appeared early in
the 14th century in Chaucer, The Parson’s Tale, in relation with
divine creation. Even 1000 years ago, though people were
genuinely creative, the word creativity used in English was
recorded as an abstract noun only in 1875. Of course, there
were other forms of the word like creation, creator, create with
religious and later on artistic meanings (creative arts and
artists), as the past roots of the concept lay in religion and
myths, i.e. in concepts like divine creators and mythic moments
of creation. The word’s etymology is from the Latin creō, which
means to create, to make. Its derivatives also come from Latin.
It was only in the more recent times that the concept became
popular in the economic field, mostly connected to one’s capacity to work in advertising, marketing or public relations.
Afterwards terms such as „creative management” and „creative
problem solving” began to be regularly used in business and
education. According to Stein (1953), domain differences in
creativity were first investigated back in 1930s and social criteria
of creativity based on consensual agreement goes back at least
to 1953. During this period, the standard definition of creativity
was also designed considering two essential components, one
just as important as the other, originality and effectiveness.
(Runco and Jaeger, 2012)
Whether we call it novelty, uniqueness, freshness or
strangeness, it is obvious that without originality, creativity would
not exist. On the other hand, if something is not useful, this does

Vol. 20, No. 171/ August 2019

QUALITY

Access to Success

QUALITY MANAGEMENT

not lead directly to something creative. Therefore, the difference
between randomness and creativity must be highlighted and not
neglected. Here is where effectiveness meddles in. More than
30 years ago, when describing creativity, Runco stated that
“originality is vital, but must be balanced with fit and
appropriateness” (Runco, 1988, p. 4). Similar to originality, effectiveness can be found under distinct shapes (Kharkhurin, 2014),
although more frequently shaped in terms of value. This is why
economic research regarding creativity usually investigates the
originality and the value of idea and products present on a
specific market. In 1839, Bethune had expressed his perception
on the value of creative ideas: “To mingle the useful with the
beautiful is the highest style of art…” (Bethune, 1839, pg. 61).
However, regardless of their point of view on creativity, up to
50 years ago, none of the scholars conceived the term creativity,
despite the fact that they referred to a mix of originality and
value. This led to ambiguity. Actually, one of the reasons for
which it is rather difficult to discover the first appearance of the
standard definition is that the word creativity does not have a
long history. For example, we can find a philosophic approach
on creativity in Royce (1898) who referred to invention, which is
related to creativity. However, Royce’s view does not include
one essential element of creativity, i.e. usefulness (Runco and
Jaeger, 2012). In 1931, Hutchinson used both creativity and
practicality, a synonym for usefulness, to refer to a method for
finding creative ideas, a renewal of what already exists in the
world. Moreover, Bruner (1962) explained that creativity requires
surprise, while Kneller (1965) talked about products that should
be relevant. Cattell and Butcher (1968) used “pseudocreativity”
and “quasicreativity”, words outlining things that were not useful
or effective. Cropley (1967) emphasized the need for creative
things to be “worthwhile” and “compelling”, but none of these

definitions referred to both originality and effectiveness.
However, in 1955, Baron introduced his definition of creativity and mentioned that: “A second criterion that must be met if
a response is to be called original is that it must be to some
extent adaptive to reality.” (Barron, 1955, pp. 478-79) If it hadn’t
been about defining originality instead of creativity, this statement would have credited Baron for the first explicit statement of
the standard definition of creativity. However, it was Stein (1953,
p. 311) who introduced the first unambiguous definition of
creativity: “The creative work is a novel work that is accepted as
tenable or useful or satisfying by a group in some point in time.”

2.2. Types of creativity

According to Unsworth’s (2001) research, creativity can be
split into four categories: responsive creativity, contributory
creativity, expected creativity and proactive creativity (see
Figure 1), based on the analysis of the initial commitment in the
creative process, meaning people’s motivation (drivers for the
ideas) – the why aspect, and the type of problem addressed –
the what aspect. The reason of commitment into the creative
process could be either self-determined or influenced by external claims, while the type of problem refers to problems with
already existent solution (closed problems) and unidentified
problems (open problems) (Getzels and Csikszentmihalyi,
1967). According to Dillon (1982), the most artistic aims are the
results of open problems. The difference between convergent
and divergent thinking is that tests measuring convergent
thinking already have a solution, and the mind is working in only
one direction to find the proper solution. To test divergent
thinking, respondents face problems to which there is no one
right answer (Kaufman, 2012).

Figure 1. Creativity matrix

Source: Unsworth (2001),
Kaufman (2012)

Responsive creativity appears when facing an externally
driven motivation and a closed problem. In this situation, one is
required to go through the creative process in order to solve a
given task. Thus, the individual has the least control over the
manner in which he is supposed to solve it. This type of
creativity is very much required in an organizational setting,
when a person must complete a creativity test, his motivation
being extrinsic, and the person not bringing any input on the
problem finding (Unsworth, 2001). The existence of responsive
creativity is extended also to studies of occupational creativity
related to architects (Mackinnon, 1962), engineers (McDermid,
1965) and R&D scientists (Pelz, 1966).
Expected creativity is best at work in design and implementation of the quality management strategies. A more ordinary
example would be the drawing class from school, when we are
told to paint whatever we want. The motivation is extrinsic, but
the problem is open.
Contributory creativity appears when individuals who have
intrinsic motivation to be engaged in the creative process decide
to tackle a problem that is already strongly defined. Thus, an
employee who decides on his own to become engaged in a wellformulated activity is an employee making use of contributory
creativity. In contrast, proactive creativity appears when an intrinsically motivated individual discovers a problem to solve.
Here are included employees’ suggestions that may increase
productivity, efficiency and quality. (Unsworth, 2001)
It is important to mention here the left-right brain dominance
theory. Even though there are scholars sustaining that the
theory is a myth, some differences can be perceived in regards
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to the link between creativity and brain dominance (Ghinea et
al., 2012), as creativity is mostly considered the right-brained
people’s privilege. According to the theory, the right side of the
brain is best at recognizing faces, music, expressing and
reading emotions, intuition and most important, creativity (Cherry,
2017b). However, this does not mean that their left-brain, the
more logical, objective, and analytical one does not contribute.
It is just a matter of the asymmetry of the brain functioning which
makes certain individual more prone to creative endeavors.
Therefore, the functioning of the right side of the brain is
strongly correlated with divergent thinking, and it is more
involved into the expected and proactive creativity, while the left
side contributes more to convergent thinking and implicitly responsive and contributory creativity.

2.3. Prerequisites for creativity

In theory, the creative process involves four stages:
preparation, incubation, illumination, and verification. However,
in real life, it is not that simple and “clean”, and the process can
be messy due to a multitude of internal and external factors,
including society prejudices (Kaufman, 2015).
Although a work accidentally produced is generally not considered creative because of the process and judgment lacking
behind it, it is important though to emphasize the difference
between absolute accident and chance. According to Hayes
(1989), chances are of four main types:
a. Chance I = blind luck: does not rely on peculiar abilities, thus
it can happen to anybody.
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b. Chance II = dependent on curiosity and perseverance
combined with luck.
c. Chance III = luck that relies on a person’s knowledge in a
particular field which is not very common. For example,
Pierre and Marie Curie had very specific knowledge in order
to discover that a precise mineral was more radioactive than
it should be, based on the elements found in its structure.
The affirmation “Chance favors only the prepared minds”,
stated by Louis Pasteur explains best what Chance III refers.
d. Chance IV = comprises luck deriving from one’s special or
even unique way of thinking or interests.

Besides chance, there are many other prerequisites for creativity, out of which intelligence has been studied the most. For
example, based on a test performed by a group of students in
1962, Getzels and Jackson stated that creativity and intelligence
are almost the same thing (note that the test took into account
the already existing information regarding their level of traditional intelligence and tested their creative aptitudes). Three
years later, Wallach and Kogan (1965) developed their own test
shaped as a game, which they recommended to take in a friendly, permissive and relaxed environment, without the pressure of
grading. At that time, their main aim was to test divergent
thinking and they did it only by means of open questions. The
answers revealed a way of thinking impossible to anticipate if
only traditional intelligence is considered. This finding is in
accordance with Runco, who stated in 2014 that the environment hosting the test-takers has a huge influence over the
outcome. Thus, among other outcomes, the academic environment was proven as enhancer of good results in the case
of excellent academic performers, while a more permissive and
relaxed environment showed higher probability of better results
for moderate and even poor academic performers (Runco,
2014).
In 1969, Wallach and Wing tested the correlation between
the students’ divergent thinking and their extracurricular activities and achievements, and found it higher than the traditional
intelligence’s with the latter. They concluded that there is a big
difference between creative thinking (which is consequence of
divergent thinking) and traditional intelligence (result of the
convergent thinking), and that improving one of them, does not
necessary improve the other. It also resulted that schools are
more focused on improving convergent than divergent thinking
(Runco, 2014; Wallach and Wing, 1969).
Developed by Guilford (1967) and interpreted by Runco and
Albert (1986), the threshold theory reveals a minimum level of
intelligence necessary in order to be creative (see Figure 2).
Thus, there is no creativity below that threshold, due to the poor
level of thinking, while the ones that cross the threshold, and
therefore have a higher level of intelligence, are still not guaranteed to be creative.

Figure 2. Relation between creativity and intelligence
Source: (Runco, 2007)
Recently, Hollingworth (2015) interpreted the creativity –
intelligence triangle by using heteroscedasticity (which involves
distinct levels of variation at distinct levels of ability), and she
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proposed a second threshold, at an IQ of 180, lower than the
previous one. She concluded that there are 3 models:
 low variation – high correlation referring to the people with a
low IQ and who cannot produce highly creative work;
 high variation – low correlation including the ones that have
a moderate level of IQ and possibility of experiencing creativity;
 low variability – strong negative correlation meaning that for
the ones with a very high level of intelligence it is difficult or
even impossible to be creative, a too high level of
intelligence restricting the access to creative thinking.

Despite the numerous studies on intelligence, there are still
different perspectives on it, some considering it more closed to
grades and academic performance, others to wisdom, behaviors
and wit. This is one reason for the existence of distinct tests for
distinct intellectual skills.
Autonomy and its various forms play a significant role in creativity, too, as they are functionally correlated with it. Previous
studies have shown that contraindicative traits, like conformity,
have a negative relation with creativity, whereas indicative traits,
like autonomy, have a positive relation with creativity (Runco,
2014). This is why creative people are not always admired. In
this vein, Westby and Dawson (1995) revealed the contradiction
between teachers’ encouragement for students to be creative
and innovate, and their expected ideal student’s profile. One
decade earlier, in 1986, Runco and Albert had already found that
children were more creative when their parents created the
suitable balance between authority and permissible behaviors
and offered their children independency in order to develop their
decision-making process and wit. This right level of autonomy
can be promoted in the workplace, as well. The simple use of
words like “might” instead of “must” can induce the desire for
completing a specific task, and thus, the employee will become
autonomous in solving it and will not do it just for the rewards
(Fontes, 2016).
More recently, Cropley and Cropley (2008) assessed the
relation between of students’ creativity and their impulsivity and
concluded that when students were encouraged to act impulsively, they were more creative. Studies have shown that
contrarianism acts in a similar manner, because the originality
that contrarians use when making decisions leads them to
creative ideas (Runco, 2014). However, this does not imply that
all contrarians are creative. Runco (1999) depicted a common
type of contrarians, the ones who only ask for attention, without
having the intent of being creative. In 1962, Crutchfield had
talked about contrarians referring to them as counterformists,
and portraying them as neither conformists, nor nonconformists.
Creative people are spontaneous and self-actualized, these
features contributing to their tendency to be playful. Playfulness
has a significant role in discovering original and divergent ideas.
This is one good reason behind the colorful and relaxed offices
every organization is trying to design nowadays for its employees. By bringing playfulness to the workplace, organizations
attempt to encourage and increase creativity among their
employees. Another strong connection that can be made between creativity and playfulness is the latter’s intrinsic motivation. Just like previously discussed, the higher level of
creativity and the most qualitative one comes from the creativity
that is self-determined, therefore intrinsically motivated. Other
trait related to playfulness, and increasing creativity as well, is
the childlike tendency of daydreaming. Thus, fantasizing life,
meaning building imaginary worlds inside one’s mind, was found
positively influencing the level of creativity (Runco, 2014).
Two other important prerequisites for creative achievement
are persistency and perseverance. Csikszentmihalyi (1996),
Torrance (1988) and others performed studies on this correlation. Persistence, i.e. “the willingness to expend effort” (Runco,
2014, p. 281), is most useful during the germination stage, this
including research and the acquisition of more knowledge and
experience. Sustaining this idea, Hayes (1978; 1985) previously
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approximated that not less than 10 years are necessary in order
to acquire the needed knowledge to master a specific field.
However, although persistency is an important prerequisite for
creativity, the reverse is not necessarily true: persistence derives
from intrinsic motivation, but there is a chance for creative
people to have high level of intrinsic motivation and low level of
persistence.
At the beginning of this century, there were developed studies on two main cardinal characteristics of creativity: openness
(DeYoung, 2014) and originality (Helson and Srivastava, 2002).
Previously, in 1987, the Big Five Model of personality, including
extraversion, agreableness, conscientiousnees, neuroticism
and opnenes, was validated (McCrae and Costa, 1987; Anglim
and Grant, 2016). In this model, openness has as main features
imagination and insight. The ones with low openness may be
traditional and may find it hard to cope with abstract thinking.
They also have the tendency to reject new ideas and to dislike
change. The ones that score high are those that are more
creative and adventurous. They have an openness to new
things and are excited about challenges. They are also comfortable when dealing with abstract thinking, have imagination
and creativity (Cherry, 2017a). In addition, Feist (1998)
suggested after performing a meta-analysis that artists and
scientists have fluctuating levels of extraversion and consciousness, but that they share considerable levels of openness.
Greengross and Miller (2009) tested how the levels of openness
vary from one domain to another (comedians and comedy
writers) and concluded that comedians have big scores on
openness, but that comedy writers scored the highest on
openness from all the traits tested. However, openness itself
does not produce creative people.
In 1997, Digman divided the traits of the Big Five Model into
two categories: alpha and beta. While alpha consists of
agreeableness, emotional stability and conscientiousness, beta
consists of extraversion and openness. According to DeYoung
et al. (2002), the ones that score high in agreeableness,
emotional stability and conscientiousness point to stability, i.e.
they achieve their goals, maintain their relationship and status,
whereas high beta leads to exploration and search for novelty,
in a word, plasticity.

3. What is sarcasm?

Regardless what our psychological or social reasons are
when being sarcastic, if we analyze sarcasm from a grammatical
or linguistic point of view, we are in fact communicating a
message to the listeners, but we are framing it in such a manner
that we leave room for a comment or metamessage that says I
don’t mean this, I was referring to the opposite. Due to this metamessage, sarcasm is considered rather abstract and subtle.
Sarcasm is used when the need to express denial or judgment
or even verbal aggression appears. There are many other ways
to express all of these, but sarcasm is a great choice due to this
roundabout meaning (Haiman, 1998).
Sarcasm is sophistication. Although it is not a universal trait
among humans, there are many writers and artists using
sarcasm as a form of expression, to brand themselves.
Here, a distinction between language and sarcasm must be
made. Language defines human beings. But sarcasm and irony
define a narrower group of people, with specific culture, personality, geographically and temporally traits.
Sarcasm and irony are in a strong connection. Although in
1969, Muecke talked about sarcasm as being the crudest and
slightly interesting shape of irony, there is a difference between
the two of them. While the ability to be sarcastic is people’s
privilege and requires intent and thinking process before, irony
can be unintentionally crossed upon even in a situation. What is
interesting about sarcasm is its subtle nature: even though it can
express the same things as curses, direct insults, nagging,
vituperation and condescending, sarcasm is found in contrast
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with these (Haiman, 1998). Sarcasm used to express anger may
be an instigator of conflict, but “[b]ecause sarcasm involves
humor and figurative speech, it is presumed to communicate
anger in a less threatening fashion and to have a diluted impact
on observers’ emotions compared to direct anger” (MironSpektor, 2011, p. 6).
One theory is that sarcasm engages an act of pretense,
some kind of acting. The sarcastic person does not feel or mean
the pretense he performs, but expects the listener to acknowledge the act and to understand it (Clark and Gerrig, 1984).
Another theory, mentioned by Ducrot in 1984, refers to the
repetition or quoting of other people’s words in order to draw
attention in a negative manner and to underline some inappropriateness, i.e. the simplest form of sarcasm most often met
in parodies. There is a strong relation between the two theories,
as in order to make a clear and realistic sarcastic remark about
someone by quoting, you need an act of pretense and mimicry.
And both of them require the listeners be aware of the act of
pretense and quotation and of the fact that the sarcastic person
is not actually feeling or meaning the words he is saying and the
things he expresses (Haiman, 1998). As Oscar Wilde once said,
“sarcasm is the lowest form of wit but the highest form of
intelligence” (Huang et al., 2015, p. 1).

3.1. Sarcasm in an organizational setting

In 1986, Gibbs described sarcasm as an expression
formulated in a humorous manner, but communicated to others
with the opposite meaning. Specialists in human interactions,
organizational effectiveness and group dynamics are advising
employees to use it as less as possible or even not at all
because of the remarks transmitted, which are mean, judgmental, poisonous and full of contempt, according to Gottman
and Silver (1999). The effect these remarks may have on
organizational settings can be harmful and can lead to poor or
misguided communication (Huang et al., 2015). Fredrickson and
Losada (2005) tested 60 management teams using sarcasm in
communication and concluded that sarcastic remarks affected in
a negative way the communication between team members and
led to poor performance.
Even though sarcastic remarks can have negative effects,
employees are sometimes using them in sensitive interpersonal
circumstances (Huang et al., 2015). For example, Boylan and
Katz (2013) analyzed the effects of sarcasm and discovered that
sarcastic remarks, even sarcastic criticism, have the potential to
be more humorous and more memorable than normal feedback
or direct communication, and therefore more effective.

3.2. Sarcasm and creativity

The link between sarcasm and creativity is tremendously
understudied. In 2015, Huang et al. were the first who studied
this relation and who brought three major perspectives. First,
they proved that sarcasm, in any of its forms (be it anger or
parody), is engaging creativity. Second, they demonstrated that
sarcasm increases both the expressers’ and the recipients’
creativity. Third, they explained how the act of formulating and
also understanding sarcasm stimulates abstract thinking, and
also how this influences the increase of expressers and
recipients’ creativity (Huang et al., 2015). All forms of sarcasm
increase the production of insights, solutions and original ideas,
novel and appropriate for both parties. Compared to direct
exchanges, sarcasm, whether it expresses anger or criticism,
excites the neural activity more, and thus puts to use the brain
on a higher level than a sincere statement would (Uchiyama,
2006). Processes of producing and interpreting all forms of
sarcasm require identifying and accommodating to contrasting
ideas, which explains why sarcasm is a catalyzer for creativity
(Shamay-Tsoory, 2003).
In addition, it has been shown that humor (exposure of
individuals to comedies or other funny materials) impacts the
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mood in a postive way and leads to the stimulation of creative
behavior and thinking (Martin, 2010). However, there are studies
sustaining that sarcasm impacts more often in a negative than a
positive way, and more frequently the recipient rather than the
expresser, this way altering the former’s positive mood
(Pexman, 2002; Bowes, 2011). On the other hand, there are
also studies showing a positive correlation between sarcasm
and positive mood of both the recipient and expresser (Leak,
1974; Jorgensen, 1996). We therefore consider that results are
not conclusive, and sarcasm cannot be regarded as a prerequisite of the creativity, through its impact on people’s mood
(Huang et al., 2015).
A study performed in 2011 suggests a cognitive route between sarcasm and creativity and as means cognitive complexity
(making quick connections, seeing nuances of a situation)
(Miron-Spektor, 2011). However, cognitive complexity has no
direct correlation neither with sarcasm, nor with creativity. This is
because cognitive complexity refers to evaluative differentiation
and requires the identification of contradictions and making clear
the differences between them, i.e. this is a process that does not
necessarily engage creativity. Instead, it can limit the creative
process, increase functional fixedness and diminish the quantity
of creative associations (Smith, 1993). In conclusion, cognitive
complexity cannot prove the positive relation between sarcasm
and creativity (Huang et al., 2015).
According to Trope and Liberman, “[a]bstract thinking is a
cognitive processing style that captures the superordinate and
general (vs. incidental and contextualized) features of events”
(Huang et al., 2015, p.3). Huang et al. sustain that both processes of framing and interpreting sarcasm require a certain
level of abstract thinking. The discrepancy between the stated
and the intended signification (Kumon-Nakamura, 1995) made
researchers conclude that “sarcasm is a natural source of
psychological distance” (Huang et al., 2015, p. 3). As seen in
Figure 3, for both expressers and recipients of sarcasm, abstract
thinking is a shared cognitive experience. There are still some
variables: the emotional mood of the expressers and recipients
may differ; the message of the sarcastic remark can have
different purposes or even a distinct interpretation of the humor
in the sarcastic remark.

intelligence and openness, both prerequisites of creativity, just
as in Figure 4 below.

Figure 4. Relation between sarcasm and creativity*
*Same system is applied when one is constructing sarcasm, only
that the expresser thinks first at the intended meaning and after
this, he formulates the stated meaning, the sarcastic remark
Source: Author’s own literature review.

4. Research results

4.1. Description of the sample

Figure 3. Abstract Thinking and Sarcasm – example
Source: Huang et al. (2015)
A significant amount of studies show that creative processes
can be enhanced through abstract thinking, given the strong
connection that both creativity and abstract thinking have with
the right-hemispheric activation in the brain (Mihov, 2010). This
happens in two ways (Ward, 1995; 2004):
a. the abstract thinking being vaster, leads to a bigger number
of fresh and novel solutions, then concrete thinking only
leads to the common and very accessible ones;
b. a general object or information that is produced by thinking
abstract, transforms the object or the information in such
manner that it can be useful in other contexts, and thus, new
solutions are formed.
Based on this, it can be set that sarcasm triggers the
cognitive mechanisms associated with abstract thinking, which,
in turn lead to higher levels of creativity. Sarcasm increased
creativity due to the abstract thinking involved in both framing
and interpreting sarcasm, which requires a certain amount of
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This is an exploratory study on the relation between sarcasm
and creativity, which relies on a small sample of four different
human resources experts from Romanian organizations. In
Table 1, information regarding the respondent’s profile is available showing that their profiles differ, subsequently revealing
different opinions from different industries.

Table 1. Profiles of respondents
Source: Authors’ own research results

Figure 5. Traits of the respondents
Source: Authors’ own research results
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Candidates were asked to rate from 1 to 5 their own level of
creativity, sarcasm and openness to changes (in both personal
and professional life). The results are shown in Figure 5.
As it can be easily observed, the highest average scores are
recorded for the candidates’ openness to environment changes.
This makes sense considering openness as a prerequisite for
creativity (and the average in creativity is also quite high). The
lowest rates are recorded for sarcasm. None of the candidates
rated himself with the maximum score, 5.
In Table 2, we can see the three things candidates appreciate most in their employees and the three things they
appreciate the least, and also how much the candidates identify
themselves with the company’s values.

Table 2.
Respondents’ preferences related to employees’ features
Source: Authors’ own research results
The results show a propensity towards creative/original and
open employees. At the opposite pole, the most disliked traits
are laziness and the lack of drive (motivation, ambition and
enthusiasm). The high degree of their identification with the
company’s values shows the accordance of our respondents’
opinion with that of their working environment, which is revealed
by Figure 6 below.

Figure 6. Organizational environment
Source: Authors’ own research results
All these indicate an open environment. According to the
literature review, openness correlates with creativity, consequently we state that all our respondents work in open environments where creativity is promoted.

4.2. How do human resource specialists
perceive creativity?

Although creativity is considered to be enhanced by
sarcasm, due to abstract thinking development, there is no solid
proof that abstract thinking is a prerequisite for creativity. We
therefore decided to deepen the subject, and observe the candidates’ willingness to accept sarcasm as a form of creativity
catalyzer.
First, the interviewees were asked to provide their own
definition of an open employee and the results are presented in
Figure 7.
Second, we performed an analysis on the degree of openness in the workplace against the respondents’ definition of an
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Figure 7. Description of an open employee
Source: Authors’ own research results

open employee. Respondent D was the only one who rated with
5 the closeness between employees and who described the
open employee as someone who is extroverted and friendly.
This suggests that he was describing a typical employee from
his company. In contrast, respondent B rated with 3 the closeness of the employee’s relations in his company and described
an open employee using three short words without offering any
details, which suggest he might be talking about a hypothetical
employee, not one from his workplace. Respondent B is also the
only one who rated herself with 4 for her openness unlike the
other candidates who scored maximum. Respondents A and C
rated employee’s closeness with 4 and both talked about the
adaptive employee, but without mentioning the friendly attitude.
In conclusion, the environments the respon-dents come from
are open enough to promote and to stimulate creativity. They are
not rigid and thus, they leave room for innovation.
Third, we asked the respondents to provide us with their
definition of a creative person. All 4 answers had in common
original, novel ideas and innovation in everyday activities.
Respondent A also talked about the usefulness of an idea, which
is required for a creative idea to be taken into consideration by
others. Originality and value are the two main features a creative
idea must have in order to be noticed. Respondent C did
mention, besides innovation in all sorts of activities, some traits
of a creative person: autonomous and optimistic. According to
respondent D: “Creative ideas do not come just when asked, but
they can arise in any moment”. This refers to the open problems
that a creative person might be solving, thus also taking into
consideration proactive and expected creativity. To conclude,
they define a creative person as someone who innovates in
everyday activities, whether if he or she is asked to or not.
Fourth, we asked the respondents to state the factors that
stimulate creativity and all respondents talked about personality
as a major enhancer. However, respondent A said that it is a
matter of choice how to use creativity, while respondents B, C
and D strongly argued that the environment is also an important
factor that encourages creativity. In addition, respondent A also
talked about the design of the workplace, while respondent B
mentioned only personality and encourage-ment. Respondent C
added that age is important and argued that creativity must be
encouraged from a young age in order for the person to become
more confident in his/hers ideas and thus, develop their creative
thinking: “If you are passionate about finances or law, there are
things already stated, you can be creative in improving or
choosing the right solutions for you. But in marketing,
architecture, event planning, design you must always bring
something new, thus your creativity is stimulated”. Respondent
D reported that family, school, university and em-ployers must
provide encouragement and confidence to people in order for
their creativity to be stimulated. To sum up, the respondents
believe that personality and encouragement (proper
environment) stimulate creativity.
Fifth, we asked the respondents to state how they enhance
creativity in their companies. Respondent A mentioned team
buildings, respondent B team buildings, new tasks and the
design of the workplace, respondent C mentioned autonomy,
new projects, new departments, new tasks that challenge the
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employees. In addition, respondent D argued that besides offering your trust to people by paying attention to their ideas, taking
in different project from the previous ones, boosts creativity. To
sum up, by offering employees your confidence, by diversifying
activities and by the design of the workplace, respondents increase the creativity in their companies.
As for the common characteristics that candidates observed
in creative persons, Table 3 lists them.

Table 3. Common characteristics of creative people
Source: Authors’ own research results
As observed, the recurrent characteristics are intelligence
and passion, sense of humor and non-conformism.
For better understanding the relevancy of creativity for the
object of activity of each organization, we assessed its given
importance, according to our respondents. The obtained ratings
are presented in Figure 8.

Figure 8. Creativity at the workplace
Source: Authors’ own research results
According to the outcome, creative thinking and creative
employees are wanted. However, when it comes to the actual
level of creativity in the company, only respondent D rated it with
the maximum score. Candidate B (recruiting for Accounting –
Finance), and C (Accounting – Financing, Marketing, Human
Resources and Sales Departments) recorded the smallest
scores. They both hired by corporations, where the strong
management structure and very precise strategies might not
allow people to implement their new ideas. This does not mean
that the employees are not creative. In fact, creativity is looked
at differently depending on the field. For example, respondent B
who was recruiting for Accounting – Finance, chose “1” signaling
that the job can be done even with a small amount of creativity.
Respondent C (recruiting for Accounting-Finance, Marketing,
Human Resources and Sales) chose “3”, while respondent A
(recruiting for Event Planning and Training) rated creativity as
being dependent on the field with “4”. The maxim score was
chosen by respondent D who only recruits for marketing and
advertising: “I work in a publicity agency, so every employee
must be creative. It is a must, not a nice to have. And I am not
only talking about creative thinking, this is a must for everybody.
I need to see content, creative content, crazy ideas, innovation
even when nobody is asking for it. This may not be so good for
me, because if I were to change my job now, I would still require
creativity at a high level in any field of activity”.
We also asked the respondents how they test the creativity
of the job candidates. Respondent A mentioned personality tests:
“Some personality traits, such as being independent, intuitive,
experimental, or adaptive, may indicate whether a person is
more likely to be creative.” Respondent B uses unrealistic
questions to which there is no right or wrong answer during the
job interview, to which respondent D adds intelligence tests.
Respondent C customizes the creativity assessment on the field
she recruits for: a) for Finance: asking candidates to come up
with creative ideas for improving a certain process; b) for
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Marketing: specific marketing related task; c) for HR and Sales:
hypothetical situations, which would require quick and creative
solutions. To sum up, respondents prefer personality tests and
open and situational questions to test creativity.
Finally, we also asked the respondents to analyze the
differences between the current and past generations regarding
attitudes towards creativity. The results were contradictory; respondent A stated that the current generation is more creative
due to access to Internet and social networks; respondent B
argued that more accent is put on creative skills now than in the
past; respondents C and D argued that all generations are
creative. Respondent D also mentioned that the current
generation is focused on innovation, while the past generation is
focused on improvement and effectiveness, while also referring
to the fact that the difference is in the environment. To sum up,
all generations are considered creative, but in today’s business
environment innovation is a must, so creativity is mandatory.
In conclusion, the answer to the research question is that
creativity is stimulated by personality traits and encouragement.
People who feel that their ideas are trusted, feel confident in
becoming even more creative. Family, school and work environments should all provide encouragement for people to be creative. Creative people innovate in everyday activities, no matter
where the motivation come from and no matter if they are
solving an already existing problem or they are finding a new
one. Creative people are intelligent, passionate, humorous and
nonconformist. In an organizational setup, human resources
specialists give candidates personality tests and ask them open
and situational questions to test their creativity. In order to
promote and increase creativity at the workplace, they diversify
the activities employees perform, offer them confidence and
decorate the working places. Human resources specialists also
noticed a change in creativity when it comes to generations. Due
to access to the internet and advanced technology, the market
is saturated and competition is greater now than ever. Thus,
even though all generations are creative, nowadays creativity is
a must; innovation is what differentiates one employee from
another and thus, one company from another.

4.3. How do human resources specialists
perceive sarcasm?

Respondents A and C defined sarcasm as a form of irony.
They have mixed feelings about sarcasm, but the tone they
used clearly suggested that respondent C had a negative
attitude towards sarcasm, while respondent A had a more neutral
one. Respondent B was short and explained that sarcasm
means “Stating remarks with opposite connotation than the
actual meaning of the words used”. Respondent D had a similar
opinion, but a little more explicit. He stated that sarcasm means
expressing something negative, in a positive, funny manner. He
also correlated the usage of sarcasm with the generation Y and
the content we can find on social networks. All the memes we
see on Facebook, blogs and vlogs that have as purpose making
youth laugh by presenting real life issues in a sarcastic manner.
But he also makes a delimitation: “When used too much and in
inappropriate environments, it can be a sign of disrespect”. To
sum up, the HR specialists see sarcasm as a means of
expressing a negative opinion in a funny and mean way at the
same time. In some environments, it can be a sign of disrespect.
The feelings towards sarcasm are mixed. It is not very clear if
they are more positive or negative.
In light of this, we explored the distinction between sarcasm
and disrespect. In Table 4, we present the features of a disrespectful person according to the four respondents.
Based on Table 5, it can be set that a lack of common sense
and selfishness are the most frequently mentioned characteristics of disrespectful persons.
When asked what the common traits of sarcastic people are,
respondents gave the answers stated below in Table 6.

Vol. 20, No. 171/ August 2019

QUALITY

Access to Success

QUALITY MANAGEMENT

Table 4. Description of a disrespectful person
Source: Authors’ own research results

Table 5. Frequency of accuracy of characteristics
of a disrespectful person
Source: Authors’ own research results

Table 6. Common traits of sarcastic people
Source: Authors’ own research results

The most frequently mentioned characteristics are intelligence, humor, easy going (open-minded, gets along with other,
but is not mandatory an extrovert), and rudeness. Other interesting characteristics are emotional intelligence (being able to
interpret other’s sarcasm), ill-intended and lack of education.
Sarcasm in the workplace is shown in Figure 9 below.

Figure 9. Sarcasm in the workplace
Source: Authors’ own research results
Although the average level of sarcasm in the four organizations is pretty high, the desired/needed level of sarcasm is
in some cases higher than the already existent one. According
to respondent D, this is necessary in order to increase the
creativity of the employees, whereas for respondent B this is
needed to make the atmosphere more dynamic and less dull.
We also asked the human resources specialists about their
willingness to hire a person after observing that they are sarcastic during the selection process and the results are shown in
Figure 10 below.

Figure10. Willingness to hire the applicant after spotted his
sarcasm during the selection process
Source: Authors’ own research results
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Respondent D had hired 80% of the sarcastic possible
employees; the other 20% did not know when to stop and were
often rude or mean with their remarks. Respondent C, who chose
the minimum, said she wants professionals in her company and
displaying sarcasm in an interview, does not prove to her that
the candidate fits the company’s values or that the person will be
able to represent the company in interactions with others in a
positive manner.
We can correlate this with the fields they are hiring for.
Publicity agencies do not require a certain protocol in meetings
with clients. On the contrary, the strongest the personality of the
employees, the bigger are the chances for clients to relate to the
agency and trust it. Whereas, in big corporations, there are negotiations, international meetings in which you represent your
entire department/company and a set of manners are required.
Respondent B said that sarcastic candidates are usually
turned down and explained the decision briefly: “I need to see
responsibility, a serious and hard-working person. He can be
sarcastic, but I would not recommend this during an interview. I
need to see if I can rely on the person and if the person is
serious about the job”.
Next, we wanted to test the existence of a correlation
between the personality of the managers of the company and
the decision to hire certain individuals. Respondents A and D
stated that an employee should match the company’s values
and personality, not the managers’. Respondent A said something pretty interesting: “Sometimes I look also at how well a
possible employee might work with his or her superior, but if I
end up looking for a set of attitudes and behaviors that match
the manger's values and they differ from the company's values,
I will ask whether or not the manager is in the right company or
not.” Respondent D believes homogeneity is a key source for
success in a company and that leaders may have different
personalities, but they must have similar leadership strategies.
Respondents B and D, on the other hand, said that the personality of a manager should match the personality of employees, because this prevents conflicts. Respondents B and C
work in large corporations, whereas A and D work in rather small
companies. Management structure is the main influencer here.
Big corporation’s management structure does not allow much
flexibility due to their big responsibility. In smaller companies,
responsibility is assumed differently, autonomy is encouraged
among all employees.
Respondent A thinks that teens now may confuse sometimes sarcastic, funny remarks with lack of politeness. Respondent B believes that sarcasm is more accepted now than it has
been in the past. Respondent C thinks that past generations find
it hard sometimes to understand current generation’s sarcasm
and strongly believes that youth may cross some lines sometimes with managers or colleagues due to their too friendly
behavior. Respondent D is very open minded and believes that
current generations tend to understand better and to not get
offended by sarcasm. Past generations have a developed sense
of humor, but may not be so open to sarcasm coming from not
very close persons. He also talks about creativity: “They are also
more creative due to all the references they use in construction
of sarcasm”.
To sum up, past generations are not so open to sarcasm
coming from everybody. Current generations tend to be more
sarcastic due to the access to Internet, but they may cross some
lines when sarcasm is used in inappropriate environments.
In addition, we tested whether respondents make a distinction between construction of sarcasm and interpretation of
sarcasm. Only respondent D had mentioned these two sides of
sarcasm. In the figure 11 below, there are the responses of
candidates regarding their willingness to consider construction/
interpretation of sarcasm when hiring an employee.
Figure 11 confirms that respondent D is the most open one
towards appreciating sarcasm in a potential employee and that
respondent C is the least willing to accept it. Respondents A and
B are somewhere in the middle. However, B and C are more
willing to consider as employee a person understanding
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Figure 11. Willingness to consider construction/interpretation
of sarcasm when hiring
Source: Authors’ own research results

sarcasm, than a person manifesting it. In conclusion, respondents A and D are most willing to appreciate all forms of sarcasm
in an employee, respondent C is the least willing to do so, and
respondent B is quite neutral. As main reason, we cite external
factors showed in Table 7.
Given the small number of consulted human resources
specialists, we cannot generalize the results, but the findings
point towards the need to further examine the influence of age
on the appreciation of sarcasm in job candidates (i.e., younger
HR specialists appear to show higher levels of appreciation of
sarcasm).

Table 7. Correlation between sarcasm acceptance and external factors
Source: Authors’ own research results

4.4. Sarcasm as a catalyzer for creativity
from the perspective of HR specialists

All the four respondents stated their desire to have creative
employees, even if for some creativity counts less when hiring
for specific positions. Thus, first we asked them if they were
aware of the fact that sarcasm increases creativity and the
results are shown in Figure 12.
Figure12. Awareness
of the sarcasm
positive influence
on creativity

Source:
Authors’ own
research results

Respondent A was very allusive: “I had never read about
this, but if I think about it now, I think it makes sense for creativity
to be increased by sarcasm. Sarcastic people are open, relaxed
and very quick in thinking. And it is not always something with
one meaning that is there, palpable. Is something in the air; and
in order to understand it or think it, you would have to use your
imagination. It’s really interesting actually. I will look it up.” Put in
common words and a direct way, this is the definition of sarcasm
and its explanation as enhancer of the creativity. Respondents B
and C were not aware of the sarcasm-creativity relation. Respondent D was very certain about his answer. He is studying
psychology and thus he came across this subject while researching for a project. He did mention that the study was not in the
curriculum and if were not for his professors who encouraged
him to study this, he would not know. And not only that he studied this, but for him “it is pretty obvious why sarcasm increases
creativity”. He said that sarcastic people are the ones who have
many aha moments or an immediate enthusiasm for an idea,
they have impulses and they are very instinctual. Their thinking
is convergent and they can work with many ideas (Table 8).

Table 8. How does sarcasm increase creativity
Source: Authors’ own research results

None of the given explanations matches the actual reason
for which sarcasm enhances creativity. Respondent A describes
sarcasm as a mental exercise. She makes a correlation between the intended negative meaning and the stated positive
one of sarcastic remarks and all the references used in them.
Respondent D mentions convergent thinking and the intelligence required for both understanding and constructing
sarcasm. In conclusion, the explanation substantiating the
influence that sarcasm has on creativity is not known by the
respondents, and, thus, they may not explore this when hiring a
person. Without asking them if they are willing to use sarcasm
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as a catalyzer for creativity, we only checked the logical
deduction and they confirmed it (see Figure 13).
Figure13. Sarcasm
as a catalyzer for
creativity

Source:
Authors’ own
research results
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In conclusion, when it comes to sarcasm, only respondents
A and D showed openness and appreciation for it. Respondent
B had a rather neutral opinion and respondent C believed
sarcasm to be a sign of lack of common sense. Regarding the
sarcasm-creativity positive relation, none provided an accurate
explanation. Respondents A and D knew that sarcasm may lead
to an increase in creativity, whereas respondents B and C were
not aware of the relation. Thus, only respondents A and D were
willing to appreciate sarcasm as a catalyzer for creativity, while
respondent B was not yet convinced and respondent C was
certain she would not take it into consideration.

5. Conclusions

Even though there were quite a few philosophers and some
scholars looking into this matter, creativity remained a pretty
abstract concept, it still is. Creativity is generally defined as the
construction of novel, fresh and useful, valuable ideas. The
motivation for creativity may be intrinsic or extrinsic and a
creative idea may solve an existing problem or a newly
discovered one. As prerequisites for creativity are proven
intelligence, openness, perseverance and persistence, playfulness, autonomy, contrarianism, impulsivity and adventurousness. These are the main traits that trigger creativity in a person
and thus, in order to find ways to increase creativity, one must
find the things that stimulate these prerequisites.
On the other side, sarcastic remarks are similar to the irony,
but, unlike the latter, that may appear unintentionally and out of
the situation itself, sarcasm is the individual’s privilege and it is
always intended. Basically, sarcasm is a means of expressing a
negative opinion or remark through positive, humorous wording.
When expressed in the right manner, sarcasm can express
anger without causing conflict.
Up to this moment, out of the few studies tackling the relation
between sarcasm and creativity, only the one performed by
Huang et al. (2015) managed to prove a positive relation between the two of them. Moreover, sarcasm was proven as an
enhancer of creativity by means of abstract thinking needed for
both framing and interpretation of sarcasm (Huang et al., 2015).
To make it even clearer, abstract thinking requires intelligence
and openness, and these two are the main prerequisites for
creativity. So, by being sarcastic, we stimulate our abstract
thinking and thus, we increase our creativity.
Therefore, the present study is an exploratory research of a
subject featured very little. It sought to analyze the opinion of
four human resource specialists on the desirability of sarcasm
as an employee trait and its usage in order to enhance creativity.
The results showed that even though creativity is desired
regardless of the field of activity, sarcasm is not largely
embraced as a pleasant and useful manifestation. Only two
respondents (out of four), young, working in new and small
companies and in industries where creativity is sine qua non
(event planning and marketing/advertising), expressed their
openness to understanding and taking advantage of sarcasmcreativity correlation. The respondent that was against sarcasm
as a catalyzer for creativity was elder and worked in a large
corporation with a large number of employees, i.e. a more professional and serious environment where sarcasm would not be
much appreciated. The respondents were not aware of the
reason why sarcasm increases creativity, even though two of
them knew that sarcasm could increase creativity. These were
exactly the same two respondents that appreciated sarcasm as
catalyzer for creativity.
In conclusion, we recommend researchers to continue the
study of the root influence of sarcasm on creativity, to overcome
the prejudices that people may have in regard to sarcastic
people and to identify which would be the proper level of
sarcasms a person must possess and express in order for it to
enhance creativity. The analysis of the results that sarcasm has
on the brain would be useful as well. Despite the fact that its
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effect on the mood has already been studied, its effect on the
brain is still unclear. As creativity is frequently associated with
right-brained people, it would be interesting to see if the same
applies to sarcasm. Moreover, social scientists could work on
distinguishing the contexts and nature of sarcasm that make it
acceptable and appreciated as a sign of intelligence, from the
context and nature of sarcasm considered rude and insulting.
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Abstract

This study examines the relationship between reporting sustainability report on corporate financial performance and
the relationship between Sustainability Reporting Disclosure Index (SRDI) and environmental disclosure. The sample
of this study is 52 companies listed on Indonesia Stock Exchange during the period of 2013-2017. The independent
variable The sustainability report guidance comes from the Global Reporting Initiative (GRI) -4 which is used as the
basis for calculating the index value as well as the Medium Variable measured how much is cost to the environment.
Endogen Variables is Return on Assets (ROA) as a measure of corporate financial performance. This study uses
secondary data collected from the company website and the Indonesia Stock Exchange. The results showed that only
Sustainability Reporting has an effect on financial performance and environmental performance proved as mediation
relationship between SRDI with company financial performance.
Keywords: SRDI; environmental performance; financial performance.

1. Introduction

The current issue of interest is the environmental issue. The
issue is a major highlight of Karen's increasing phenomenon of
global warming the number of environmental degradation
occurs the company must be responsible for environment
because the company source of environmental damage
(Sharivastava, 1995)
The company has a social responsibility to parties outside of
management and owners of capital is increasing (William and
Siegel, 2000). The environmental case suggests that companies
tend to ignore the environmental responsibility expressed by
Elkington, 1997 and Burrit, 2011.
The practice and disclosure of corporate social responsibility
is the implementation of the concept of Corporate Governance,
which states that companies need to pay attention to interests
stakeholders, in accordance with existing rules and establish
active cooperation with its stakeholders for the long-term
survival of the company (Main, 2007). Sustainability Report is
increasingly becoming a trend and a need for progressive
companies to inform their economic, social and environmental
performance and corporate governance (Lako, 2013, 2018;
Gunawan, 2015). Sustainability Reporting contains not only
financial performance information but also non-financial
information consisting of social and environmental activity
information that enables the company Can grow on an ongoing
basis (sustainable performance). Sustainability is a balance
between people-planet-profit, known as the Triple Bottom Line
(TBL) concept. Sustainability lies in a meeting between three
aspects, people-social; planet-environment; and profiteconomic. Elkington (1997), the company must be responsible
for both positive and negative impacts on the economic, social
and environmental aspects.
The empirical study was conducted by Ogundare O, 2013,
Ernst and Young, 2013, Angela C, et Al., 2011 and Reddy, 2010)
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stating that SRDI disclosures have an influence on the financial
performance of Barlet (2012), Guidry and Patten (2010) and
Andrikopulus (2010) found that SR has no influence on financial
performance.
Research in Indonesia conducted by Annisa and Wiwin
(2009), Wicaksono (2011); Hayatun and Rahmanti (2012)
relating to sustainability report and company performance show
the result that companies expressing continuous reports have
an influence on company performance in terms of profitability.
Aspects used in research Annisa and Wiwin (2009) is an
economic, environmental, and social performance. Based on
the results of research that has been done stated that only social
performance is impacted on the performance of the company.
Other research conducted by Sitepu (2009) related to
sustainability report and company performance with economic,
environmental, and social aspects show that economic and
environmental performance have influence to company
performance, while social performance has no influence
(Andriyansah & Zahra, 2017)
Based on the phenomena that have been mentioned above,
the authors are motivated to conduct research further whether it
is true that companies currently implementing sustainability
reports will affect the company's financial performance by
expanding environmental performance as mediation between
SRDI and Financial Performance. Environmental performance
is a very important performance to be disclosed since it is
urgently needed for stakeholders (Xiomei, 2004) for investment
decision making, financing etc. (Blacconierre and Patten, 1984).
Environmental performance studies are measured by the costs
incurred for the environment, the more costs that are created for
the environment are increasingly concerned about the sustainability of the earth. Where Disclosure Sustainability Report
its elf is based on six aspects of economic, environmental,
human rights, community, social, and product responsibility
(Fatimah, Rosadi, Hakim, & Alcantud, 2017).
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2.1. Stakeholder Theory

Ghozali and Chariri (2007), said stakeholder theory is a
theory that explain a company must give benefits to stakeholders, such as stockholders, suppliers, governments, creditors,
consumers, and others. The main purpose of this theory is to
improve the creation of a quality value from all activities, also
minimize possible losses.
Deegan (2000), states that all stakeholders have the right to
obtain all information about company activities that will affect
them. Generally, this theory aims are to reduce the manager
responsibility in overcoming the impact of company activities.
Financial statements can be used to communicate between
managers and stakeholders (Simanjuntak & Pangestuti, 2017).
In addition to provide fair information, a company also have
obligation to treat stakeholders fairly by managing the business
well for giving benefits to stakeholders. In this case,
management must be manage all the resources of the company,
whether employees or physical assets. Thus, if a company can
manage all resources very well, then will create value added for
the company, so the financial performance of the company will
increase.

2.2. Hypothesis

2.2.1. Impact Sustainability Reporting
on Financial Performance

SR is a disclosure of economic, social and environmental
performance If the company disclosure the economic dimension
of sustainability regarding the impact of the organization on
economic conditions then the more companies disclose the
broader items it will improve financial performance. The
information will be responded positively by investors. Several
studies have been conducted by (Ogundare O, 2013; Ernst and
Young, 2013; Angela C, et al., 2011 and Reddy, 2010) stating
that SRDI disclosures have an influence on financial
performance. Based on the Stakeholder theory stating that SR
information is information created with the aim of providing
informants about the economic, social and environmental
performance in a transparent manner, which can be used for all
stakeholders. Based on this hypothesis can be drawn
H1 = Sustainability Reporting on Financial Performance

2.2.2. Impact Sustainability Reporting
on Environmental Performance

An organization to know the extent to which the disclosure of
environmental sustainability reports in particular affects the
environmental performance (how much environmental costs are
amplified). The more companies reporting the environmental
aspects will have an effect on the costs incurred. The more
discretionary items are expressed the more costs incurred.
Several studies have been conducted by Sumiani and
Haslinda (2007) and Uchida (2007) stated that the disclosure of
environmental information (SRDI) to environmental performance.
This is in accordance with the theory of Legitimacy which states
that companies with SRDI disclosures increasingly wider the
environmental performance the better because the information
is used to legitimize the company to the public.
H2 = Sustainability Reporting on Environmental Performance
2.2.3. Impact of Environmental Performance
on Financial Performance

Environmental performance is an important aspect that
shows companies care about the environment such as energy
use, waste management, material use, CO2 emissions coming
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from business travel, waste management of paper and
electronics, design to provide environmental benefits, due
diligence studies on environmental risks, environmental policies
in product development, assessment and management.
Financial performance is an achievement achieved by a
company within a certain period that reflects the company's
health level (Sutrisno, 2009) or the result of a decision based on
the assessment of the company's capability in terms of liquidity,
activity, solvency and profitability made by stakeholders.
Research conducted by Sarma (1992) notes that environmental problems dramatically impact short-term finance and
long-term success, while Stanwick (2000) says that with high
environmental responsiveness levels will achieve high financial
performance.
H3 = Environmental Performance on Financial Performance
2.2.4. Environmental Performance Mediating
Relationship Sustainability Reporting
with Financial Performance

Al-Tuwajiri (2004) found an association between the
company's financial performance with environmental performance and environmental disclosure (in SRDI). Based on Al
Tuwajiri's research, it can be interpreted that extensive information in SRDI will cost big compared to the disclosure of
fewer items. This has led to the fact that a large environmental
performance will be responded positively by investors in the end
making financial performance better.
H4 = Environmental Performance Mediating Relationship
Sustainability Reporting with Financial Performance

3. Research Method

This study aims to determine whether the disclosure of
sustainability report influence on the company's financial
performance and whether the environmental performance can
mediate the relationship between SRDI and Financial
Performance. This study analyzes the relationship between
dependent variable and independent variable. The definitions of
each variable are as follows:
a. Endogen Variable / Dependent Variable
Dependent variable in this research is Profitability, which
proxied by using Return on Asset (ROA). ROA can be obtained
from the divide between net income and total assets of the
company (Ross, 1992; Sartono, 2011; Parwati et al., 2017).
EAT
ROA =
Total Asset
b. Exogenous Variable
Exogen Variable is Sustainability reporting disclosure Index
Global Reporting Initiatives (GRI-4 )
Number of item disclosure
SRDI =
91
SRDI calculations are performed by giving a score of 1 if one
item is disclosed, and 0 if not disclosed. After scoring on all
items, the score is then summed to get the overall score for each
company.

c. Mediating Variable
Environmental performance is measured by how much it
costs to finance activities related to the environment. This study
uses the population of all companies listed on the Indonesia
Stock Exchange during the period 2013-2016 that issued the
Sustainability Report. The sample was obtained by using
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purposive sample method with the following criteria:
1. Companies that publish Sustainability Report 2013-2016,
and can be accessed through the company's website and
website of Indonesia Stock Exchange.
Hypothesis testing is done by using secondary data in the
form of financial statements obtained from Indonesia Stock
Exchange. The required financial statements are financial statements year 2013-2016. The hypothesis will be tested by using
multiple linear regression model. The analysis model used in
this research is:
This research uses Structural Equation Modeling (SEM)
analysis tool with WarpPLS version 5.00 program used to test a
hypothesis. This statistical analysis tool is chosen because it
has several advantages that can perform statistical tests with
mediating variables without the need to do repetitive testing to
be able to answer the hypothesis. This analysis tool is designed
to solve problems such as small sample size, multivariate nondistributed data, missing values, and multi coloniality among
exogenous variables (Latan and Ghozali, 2014; Andriyansah
and Aryanto, 2017). The research framework can be illustrated
using the analytical path in Figure 1:
Figure 1.
Conceptual
Research
Framework

4. Result and Discussion
4.1. Descriptive Statistics

Descriptive statistics are used to explain the characteristics
of research variables used. Therefore the explanation of descriptive statistics of research variables are as follows:
Variable
SRDI
EP
FP

N

52
52
52

Min

0.0989
0.0001
0.0018

Max

0.7473
0.8241
0.2815

Mean

0.3488
0.0229
0.0519

Std. Deviation
0.1762
0.1158

0.0637

Table 1. Descriptive Statistics of Research Variables
Source: Processed data used in this study; SR: Sustainability
Reporting; EF: Environmental Performance; FP: Financial
Performance

From table 1 the descriptive statistics of the research variables show that the SR variable has an average of 0.3448 with
a standard deviation of 0.1762. The average value for EF is
0.0229, with a standard deviation of 0.1158, while the average
value of FP of 0.0519 with a standard deviation of 0.0637.

4.2. Hypothesis Testing

To be able to answer the hypothesis of mediation of research
it must be done first making direct path analysis that describes
the relationship of causality between exogenous variable that is
Sustainability Reporting with endogen variable is Financial
Performance. So after run-test obtained direct path analysis in
Figure 2.

Figure 2. Direct Path Analysis
Source: Processed data used in this study
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From Figure 2 above shows the causal relationships between
variables, namely Sustainability Reporting as exogenous to
Financial Reporting as an endogenous variable, and which has
the path coefficient value of 0.49 with a p-value (<0.01). Firm
Value has a R square value of 0.24
Furthermore, the full path analysis is tested to be able to
answer the next hypothesis, especially to prove the hypothesis
testing of mediation. Testing is done by testing the causal
relationship between exogenous variables (SR), mediating
variables (EP) and endogenous variables (FP). The results of
the full path analysis can be illustrated in Figure 3 below:

Figure 3. Full Path Analysis
From Figure 3 above, showing the causality relationship between variables, namely Sustainability Reporting as exogenous
variables with Financial Performance as endogenous variable,
and Environment Performance mediation variables, which have
coefficient path value between Sustainability Reporting with
Financial Performance of 0.32 with p -value = 0.02. The
coefficient path value between Sustainability Reporting and
Environment is 0.17 with p-value = 0.10. While the value of the
path coefficient between EP with Financial Performance of -0.27
with p-value = 0.02. Leverage has a R square value of 0.03.
Firm Value has a R square value of 0.32
The results of Path coefficients and P values to see the
magnitude of coefficient and significance level are as follows:
Path

SR  FP

SR  EP
EP  FP

Direct Effect
Coefficient
0.49

P-Value
< 0.01

Indirect Effect
Coefficient

P-Value

0.17

= 0.10

0.52

-0.27

< 0.01
= 0.2

Table 2. Path coefficients Result and P value
Source: Processed data used in this study; SR: Sustainability
Reporting; EP: Environment Performance; FP: Financial
Performance

From Table 2 shows the test results that the SR direct effect
coefficient to FV is 0.52 and significant at 0 p <0.01. So it can be
concluded that the first hypothesis (H1) accepted that the
Sustainability SR  FP is significant.
Result of indirect effect indicate that coefficient of SR path to
EP is equal to 0.17 and significant at p = 0.10. So it can be
concluded that the second hypothesis (H2) accepted that the
Sustainability Reporting significant effect on Environment
Performance These results indicate that the requirement to be a
mediating variable is met i.e. the coefficient of SR  FP is
significant. Furthermore, the coefficient of EP path to FP is -0.27
and not significant at p = 0.02. So it can be concluded that the
third hypothesis (H3) is accepted that the EP has significant
effect on Financial Performance. These results indicate that the
requirement to be the mediation variable is fulfilled is the
coefficient of EP  FP is significant.
The result of SR test to FP shows that the direct effect
coefficient is 0.49 and significant p < 0.01. While indirect effect
coefficient to FP decreased to 0.52 from 0.49 is significant.
These results indicate that EP is a mediation. Then it can be
concluded that the fourth hypothesis (H4) is accepted that EP
has been proven to mediate the relationship of SR with FP.
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The results of this study indicate that the Sustainability
Reporting significantly influence the financial performance. This
shows that the cost of equity can be controlled properly will
increase the firm value because it illustrates the greater the
fulfillment of the rate of return on investors. The results also
show that Environment Performance is a mediation variable on
the relationship of Sustainability Reporting with financial
Performance. This means that although Sustainability Reporting
is a cost but if the cost can be controlled for the investor's tie will
not cause financial performance.

5. Conclusion and Implication

The results show that Sustainability Reporting can affect
Environmental Performance and Financial Performance but
can prove Environmental Performance as a mediation between
Sustainability Reporting with Financial Performance. This shows
that the utilization of Sustainability Reporting can be used for
shareholders to measure manager's performance in maximizing
shareholder's profit. The implication of this research is to give
conceptual new science about Sustainability Reporting strategy
that can increase Financial Performance and Environmental
Performance can increase associated Sustainability reporting
between Financial Performance.
There are a few limitations of the study that restricted the
scope and may potentially affect the outcomes. Firstly, the study
did not investigate the SR profiles of the companies and only
considered the fact whether they disclosed sustainability reports
or not, without consideration of the degree such disclosure meet
the GRI-4 guidelines. Secondly, due to the limited number of
companies that adopted the GRI guidelines in the early years of
the study, only a limited number of companies could have been
considered.
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Abstract

Ecolabel has an essential role in promoting green-consumption. This study aims to identify the preferred alternatives
in the implementation of green purchasing behavior policy. The green economy reflected a solution for the critical
situation affected by economic activities. Ecolabel implementation is a way to apply purchasing behavior shifting and
encourages the consumer to consider the environmentally friendly products. Furthermore, ecolabel is an alternative
option back when climate change has become a global issue that requires significant treatment. The alternatives
presented are creating a market of ecolabel product, establishing regulation and government intervention by
providing incentives to research and development activities. The study uses AHP method to determine the priority of
some strategies. The hierarchy distributes criteria and alternatives into three levels. The study sets four criteria
(benefit, opportunity, cost, and risk) and conducts the pair wise comparison to calculate the network analysis. The
assessments involve several aspects on different dimensions. The model illustrated reasonable and applicable
solutions for the case. The summary of the study determined that a creating market becomes the first option by
60.88%, providing incentives to the research and development program as the second choice by 19.93% and
establishing regulation is the latest strategy by 19.20%. Meanwhile, the rank of the criteria sequentially is opportunity
(57.13%), benefit (25.68%), risk (10.95%) and cost (6.30%). Finally, the research supports the assumption that
consumer awareness about ecolabel products implementation is the preferred strategy to minimize climate change
effect. The government could encourage the private sector to enhance the product knowledge through a massive
public campaign, through social media, both formal and informal education activity and involving celebrities in the
campaign program.
Keywords: ecolabel; green economy; sustainability; purchasing behavior; Indonesia.

1. Introduction

Ecolabel implementation is an innovative strategy to encourage consumption change and achieve Sustainable Development
Goals (SDGs) through ensuring sustainable consumption and
production patterns. The ecolabel implementation requires specific handling to produce ecologically friendly products. Moreover,
ecolabel is classified as a practice of the green economy
behaviour. Newton and Cantarello (2014) clarified that the green
economy definition includes the solution for the critical situation
of the new global economy and environment. The green economy itself provides a wide interdisciplinary approach depends
on ecological science and refers to the sustainable development
concept, instead of only relying on economics.
The utilisation of ecolabel to promote sustainable consumption has gone through a long history. The Rio conference that
produced Agenda 21 sets ecolabel as a way to persuade
consumers to change their consumption patterns into sustainable way by buying resources and energy saving products.
Ecolabel is one of the winning strategies to implement policies
to promote sustainable consumption. It is driven by the failure of
command implementation and control policy implemented by
the government. Furthermore, ecolabel was an alternative
option when climate change has become a global issue that
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requires significant treatment (Horne, 2009). The report of
UNEP 2005 mandated to develop and adopt voluntary consumer information that would be effective, transparent, verifiable,
not misleading and non-discriminatory (Rotherham, 2005). The
intended use of ecolabel is to provide information on the
environmental impact of production activities related to the
product and increase product sales (Hwang, Park, & Kim, 2016).
The implementation of ecolabel to manage consumption and
environmental impact begun with the launch of the Blue Angel in
1977 in Germany. This instrument was criticised because its
development is dominated by environmentalists and less
involvement of the industry groups. Many studies have been
done regarding the ecolabel policy, some of the studies stated
that the Blue Angel ecolabel is gaining recognition and independent from business interests (Horne, 2009). Besides, the
government is an essential factor for consumers. Some examples of ecolabel implementation are the EU Flower in the
countries of the European Union, the Nordic Swan in the
Scandinavian countries, the Environmental Choice Program in
Canada, the Bra Miljoval in Sweden, the Energy Star in the US,
and the WELS in Australia.
Indonesia has adopted ecolabel as a strategy to manage the
environmental impacts through Act No. 32 of 2009. The
Indonesian Government Regulation No. 46 Year 2017 on
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Environmental-Economic Instruments strengthened this strategy. The intention of taking ecolabel as a selection of
environmental and economic instruments is to recognize the
observance of environmental standards compliance in the
ecolabel production. The criteria of the compliance consist of
environmental criteria throughout the product life cycle, sustainability criteria for the production process, natural resource
sustainability criteria, and the criteria for legality.
Some studies conducted by various researchers are related
to consumer's behaviour shifting on ecolabel usage. Vanclay et
al. (2011) indicated that the negative impact of chemical waste
to the environment from soap came into consumer’s consideration in the process of decision making to buy it. However,
they did not give similar respond to the fresh dairy products
which were labelled with a carbon footprint. Previous researchers, such as Rex and Baumann (2007) stated that there was
an increase in sales of ecolabel use and environmental-friendly
products. However, since ecolabel was introduced, its effect on
product buying behaviour was still elusive. Hwang et al. (2016)
described that the positive attitude of consumers towards
environmental-friendly products did not often followed by the
action to buy the product. As a result, the impact of ecolabel
implementation was below the expectation and lower than
conventional products.
Joshi and Rahman (2016) identified some factors that
contribute into the behaviour of purchasing environmentalfriendly products from various studies during 2000-2014. The
result concluded that the supporting and hindering factors were
marketing strategy and policies implementation. The study
further conducted a general study on the purchasing behaviour
of environmental-friendly products, however the effect of
ecolabel was not reflected on the behaviour explicitly. Research
regarding behavioural changes towards food labelling and
safety information is also comprehensive. The studies particularly mentioned that most consumers prefer to choose
environmentally friendly products, and eager to pay higher
prices for such products (Nimon & Beghin, 1999; Wessells,
Johnston, & Donath, 1999). It is still debatable whether
ecolabelling or environmentally friendly labelling scheme may
be an effective strategy to motivate consumers to buy the
products (Rex & Baumann, 2007; Wessells and colleges, 1999).
This study examines the policy alternatives related to
ecolabel implementation in Indonesia. By limiting the research to
the application of ecolabel as a response to climate change, the
study proposes the priority alternatives to enhance the
effectiveness of ecolabel practice.

2. Methods

The research uses AHP approach to define the best alternative policy. The Analytic Hierarchy Process (AHP) was initiated
by Thomas L. Saaty (Wind & Saaty, 1980). He illustrated AHP as
a multi-criteria decision-making approach in which factors are

organized in a hierarchic structure. This method does not have
any compelling reason to convene an overwhelming adept plan.
Saaty additionally stated that it is a rewarding tool to divide the
issue and expand the measures of all the sub-issues into a
result. It encourages indispensable leadership and may help the
leader to set the obligations and determine the best preference.
In the regular and significant case, powers are coordinated from
the extensive and less manageable to the more specific and
sensible. AHP undertakes the biased and quantitative criteria
that associated with the improvement subjects and allow
participation of the chosen group to inspect purposely, consider
and decide the necessity of the proper criteria and sub-criteria.
In light of this evidence, the recovery preferences can be
observed sufficiently, and the ideal one can be selected
(Wijnmalen, 2007). The description of the AHP method can be
found elsewhere.
A few specialists have utilized the AHP approach to
overcome environmental problems. This method was used by
Lee et al. (2008) to evaluate national intensity of the hydrogen
innovation. Wang et al. (2016) practiced the AHP technique to
observe reasonable vitality essential leadership. Similarly, a
study by Ghimire and Kim (2018) reviewed the obstacles for
sustainable power source enhancement in Nepal.
This study draws on the three levels hierarchy, consists of
goal, criteria, and alternatives. We set a variable for establishing
ecolabel policy as a goal that will be assessed based on four
criteria. The criteria are known as BCOR, which means Benefit,
Cost, Opportunity, and Risk. Meanwhile, we choose three
policies as the alternatives, and there are alternative for creating
public awareness of ecolabel, establishing regulation and giving
incentives for research and development activity. Each assessment is analyzed concerning the criteria and alternatives. We
used Super decision ver 2.6 software as a tool to assist the
assessment process.
The hierarchy distributes all criteria and alternatives into
three levels. At the highest level of the hierarchy is the objective
which must be achieved. The BOCR (benefit, cost, opportunity,
and risk) criteria represent the second level of the hierarchy. And
the lowest level of hierarchy illustrated the alternatives that will
be objectively and precisely judged through pairwise comparison for the BOCR criteria.
We have to break down the choice into the accompanying
advances to arrange the hierarchy. The following steps
characterize the issue and decide the sort of information looking
for. Then structures the alternative chain of importance from the
best with the objective of choice, at that point the targets from an
expansive viewpoint, through the moderate levels (criteria on
which following components depend) to the most reduced level
(which more often than not is an arrangement of the options).
Develop an arrangement of pair-wise examination structures.
Every component in an upper level is utilized to analyze the
components in the level instantly underneath concerning it. The
last step, we employ the needs got from the correlations with
measure the requirements in the level instantly beneath.

Figure 1. AHP Model

Furthermore, the AHP method used 1 to 9 scale to illustrate
the importance level of criteria or alternatives. The details are
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Table 1. Scale definition in the AHP Method
Source: (Thomas L. Saaty & Vargas, 2001)

3. Results

Table 2 described the matrix of pairwise comparison between criteria with respect to the objective. Benefit and
Opportunity were the positive criteria. Meanwhile, Cost and Risk
were the opposites (Wijnmalen, 2007).

Table 3. Pairwise comparison matrix of the alternatives related
to the benefit criteria

The result of pairwise comparison between the alternatives
strategy with respect to the Benefit criteria shows that creating
consumer awareness is the first option (73.04%), followed by
providing incentives to research and development program
(18.84%) and establishing regulation related to eco-friendly
product marketing (8.09%). The effort in creating consumer's
awareness requires collaboration among stakeholders to be
effective. Another strategy in increasing the knowledge is involving public figure on campaign activities concerning the
usage of ecolabel product. Participation of public figures in the
campaign program brings celebrity effects, and the messages
about the issue could be efficiently delivered (Nam, 2017).

Table 2. Pairwise comparison matrix of the BOCR criteria
related to the goal

The matrix showed that consistency ratio for the analysis of
these criteria is qualified (<10%). This method deals with
subjective judgment and it may engage too much inconsistency.
Saaty was determined to analyse Consistency Ratio by
comparing Consistency Index to Random Consistency Index. If
Consistency Ratio is equal or less than 10%, the result is
categorised as consistent and acceptable (T.L. Saaty & Hu,
1998). According to the comparison calculation, opportunity is
determined as the most acceptable criteria by 57.13%, followed
by Benefit criteria at 25.68%, and both negative considerations
were sequentially resulted in 10.95% (Risk) and 6.2% (Cost).
Opportunity factor became the priority to consider the policy
preference of ecolabel implementation. However, based on the
previous research, the benefit of practicing ecolabel was
considered debatable. The ecolabel product required more
complicated process and resulted in higher price compared to
the conventional product. Consumer awareness in green
purchase behaviour was not developed because there were
limited government regulation and public campaign related to
the ecological impact. The consumers were not confident
enough to choose the green product because they were not
equipped with proper information, research interpretation, and
product knowledge. The previous research described that the
green consumers could be the agent of change to increase
environmentally friendly consumption, but at an expensive cost.
Moreover, effort and time made a significant barrier (Slamet,
Nakayasu, & Ichikawa, 2017).
Hence, in terms of increasing sustainable production and
consumption of ecolabel products, an alternatives policy was set
into three options: create consumer’s awareness, establish government regulation and provide incentive to research and
development activities.
Table 3 to 6 have discussed the pairwise comparison of the
alternatives option with respect to BOCR criteria. The
assessment calculated using Superdecision ver 2.6 software.
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Table 4. Pairwise comparison matrix of the alternatives related
to the cost criteria
The matrix of the pairwise comparison to determine which
alternatives is costly in table 4 shows the different result with the
previous table. This judgment is consistent by showing consistency ratio at 3.70%. Option to provide incentive is categorized
as the most expensive (63.70%), and creating an awareness
strategy is the least (10.47%).

Table 5. Pairwise comparison matrix of the alternatives related
to the opportunity criteria

Table 5 described that awareness development creating the
opportunity (66.94%). Next preferred alternative is supporting
research and development activities (24.26%) and establishing
the regulation (8.79%). Creating awareness resulted in expanding the market, meanwhile, the research and development
program will support the strategy through generate the
innovation related to the environmentally friendly product.
The last assessment is involving the comparison between
the strategy option related to the risk criteria. The analysis
shows that establishing regulation is the most important strategy
(73.06%), followed by increasing consumer awareness (18.84%)
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and giving incentives to research and development program
(8.09%).

Table 6. Pairwise comparison matrix of the alternatives related
to the risk criteria
Table 7.
The final priorities
for the policy
Create consumer's awareness and establish regulation are
two favourable alternatives according to BOCR criteria. When it
comes to positive criteria (benefit and opportunity), the analysis
result tends to choose to create consumer's awareness. Otherwise, cost and risk criteria become a consideration to establish
regulation. It is reasonable due to law designed to guide the
sustainable process. Every assessment was reliable since the
consistency ratio is lower than 10%.
The final assessment concluded that creating consumer's
awareness is the most important agenda. To some extent,
empowering consumer through the public campaign will be
dominant. The decision of consumers to purchase products
using ecolabel is not based on a single consideration. Vanclay
et al. (2011) described that there was 20% higher probability for
the consumer to purchase low emission labelled product with
the inexpensive price. Slamet et al. (2017) conducted a study to
define the motivation of consumers in Jakarta regarding organic
vegetable consumption. The study stated that it is determined by
the motivation of health benefits. However, the purchase of
environmentally friendly products were not solely due to the
production process of the product but because of there were
other variables such as price (Brécard, 2017; Grankvist, Dahlstrand, & Biel, 2004; Shabnam, 2013; Swallow & Sedjo, 2000),
quality (Grankvist and colleges, 2004), product guarantee
(Hwang and et al., 2016), and green coloured packaging which
associated with ecofriendly products (Pancer, McShane, &
Noseworthy, 2017). This phenomenon is referred as attribute
bundling effect (Bond, Thilmany, & Bond, 2009).

4. Discussion

Based on several researches during 2000-2017, the awareness regarding environmental issue amongst the consumers
was influenced to the purchase behaviour. Consumers’ awareness of the ecolabel will determine the purchase of products
with minimum level of environmental impact (Daugbjerg et al.,
2014; Hidalgo-Baz et al., 2017; Jonell et al., 2016; Shabnam,
2013; Taufique et al., 2017; Thøgersen, 2000; Vanclay et al.,
2011). Furthermore, the awareness of the environmentally
friendly product motivates consumers to choose ecolabel
product over the conventional product or those without any
statement regarding environment impact (Bernard, Bertrandias,
& Elgaaied-Gambier, 2015; Dagher, Itani, & Kassar, 2015; Jonell
et al., 2016; Thøgersen, 2000). The consumers of conservative
products also include ecolabel as an influence in purchase
behaviour (Nam, Dong, & Lee, 2017; Shabnam, 2013). The
sales amount of environmentally friendly products was increased as the consumer believed that their action in purchasing
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ecolabel products made contribution to solve environmental
issues (Thogersen, 2000). Besides, the consumers’ motivation
to acquire the ecolabel product was encouraged by the health
benefits of the product and their willingness to save and protect
the environment (Liu, Wang, Shishime, & Fujitsuka, 2012).
Hence, creating consumer awareness is an essential key
strategy to promote ecolabel product. This statement was
supported by the previous studies, which described that attitude,
motivation, and perception were the dominant factors related to
the consumption level of ecologically friendly products. (De
Chiara, 2016; Nam et al., 2017). Public knowledge concerning
how consumption patterns effect the environment, including
climate change effect, should be developed. The purchase
behaviour was also determined by the availability of information
as a basis for consumers decision, such as information about
carbon emission effect (Vanclay et al., 2011). The specific
details about carbon emission will highly convince consumers to
save the environment by purchasing the environmentally
friendly products. Brecard et al. (2014) supported the idea to
influence consumers’ decision by providing particular illustration
related to product knowledge. The explanation about environmental effects as the consequence of the production process
enlightened the consumer and enhanced the product impression.
The strategy to increase consumer's awareness could be
formed as a mutual collaboration between the government and
private sector or manufacturer. Otherwise, the effort will be
ineffective, because changing consumption pattern is considered as a revolutionary path. The awareness creates consumers’
attitude towards the environmentally friendly product. Therefore,
the government action is required to establish the supporting
regulation, both for the public and private sector, for the sustainability reason. The government’s role is to promote ecolabel
thus the public obtain sufficient information about the ecolabel
product and to increase the consumption of environmentally
friendly products (Koos, 2011). Besides, social factors affect the
consumers’ motivation to buy an ecolabel product (Dagher et al.,
2015)
Various approaches are recommended by the researchers to
improve the consistency of consumers’ response to buy
environmentally friendly products by the aid of ecolabel. The
inconsistency between attitudes and buying behaviour of
environmentally friendly products occur due to the attitudebehaviour gap. The gap that occur due to the assumption
between attitudes and purchase behaviour is proved incorrect
(Dagher and colleges, 2015; Hidalgo-Baz et al., 2017; Nam et
al., 2017). Knowledge is not solely enough to encourage consumers to purchase environmentally friendly products, but it
requires support from pro-environmental attitude and concern
for the environmental impact caused by the consumption behaviour (Hidalgo-Baz et al., 2017; Nam et al., 2017; Samarasinghe, 2015).

4.1. Marketing strategy

The package is the ‘heart’ of the product, particularly for the
environmentally friendly product. The package is not only a part
of environmentally friendly product, but also takes an important
role to increase the sales. The package should be attractive and
provide proper message related to environmental issue. A study
shows that a packaging which contained local environment
issue receives higher interest from the consumers (Grinstein &
Riefler, 2015). The local ecological problems raise an emotional
engagement with the consumers. Furthermore, the motivation of
the consumers to purchase the product is increased because
the consumers believe that purchasing a ecolabel product is a
part of solution for the environment issue (Hwang et al., 2016;
Nam et al., 2017). Price reduction is another marketing strategy
to attract the consumers. According to Hwang et al. (2016), if the
environmentally friendly products are sold at low prices, it
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creates greater possibility to increase the sale of the products.
The sellers can also apply a “cash-back system” to the consumer to raise a perception that consumers can keep their
money by consuming the products.

4.2. Product Information

Proper information will help the consumer to understand the
specification of eco-friendly products sold in the marketplace
and other shopping centres. Consumers’ attention for products
with ecolabel will be increased if the consumer has a proenvironmental attitude and confidence in the ecolabel and the
product (Brécard, 2011; Hwang and colleges, 2016; Thøgersen,
2000; Vanclay and colleges, 2011). Confidence can also be
strengthened if the government integrates environmentally
friendly products into the procurement of goods and services
(Koos, 2011). The government's role in increasing the consumer's confidence to consume an ecologically friendly product
could be enhanced by developing the special agency to handle
the issue. Policymakers need to establish an institution that
holds the authority to make the process of verification of environmentally friendly claims. The authorized agency is required
to verify the claims provided by each ecolabel product
(Thøgersen, 2000). Also, the confidence can be strengthened by
public engagement in the certification process (Crespi &
Marette, 2003; Roosen and colleges, 2003; Sønderskov &
Daugbjerg, 2009; Zanoli & Naspetti, 2002). Public perception
regarding the product credibility will be the driving factor in
shifting consumers’ behaviour from purchasing conventional
products to ecolabel products.

4.3. Public Campaign

Policymakers should develop the public campaign to promote
environmentally friendly product issues that are relevant to
consumers’ psychology. Technical regulation and evidencebased policy should be thoughtfully developed by the
government to support the campaign material. The scientific
argument creates greater possibility and acceptability to the
consumers. Policymakers can connect the idea of sustainable
consumption behaviour and its effect to the natural resources
and environmental protection. The integration of this knowledge
through formal and non-formal educational program will increase public awareness. Informally, the dissemination of sustainable consumption impact on environmental protection can
be delivered through the mass media in the form of product
advertisement and product information relevant to the environmental conservation. Moreover, the campaign could be
more useful if it was shared through social media platform.

4.4. Research and Development

Availability of the products that meet environmentally friendly
criteria could be improved by integrating the criteria for environmentally friendly products into the standardisation policies.
Furthermore, the government should provide technology to
transfer and assist producers to implement the standards and
measures of the production process. The incentive program
could be favourable because the technology used to accomplish
the environmentally friendly requirements is costly. However, the
government is also required to formulate rules on the procurement policy for the environmentally friendly products (green
purchasing policy) as the procurement of goods and services in
government agencies. This policy will contribute to strengthen
the effectiveness of ecolabel strategy implementation. The procurement process will enhance the legitimacy of such products
for consumers and consequently will encourage consumers to
take similar action. Based on the study conducted by Mason
(2011), diversity ecolabel that was issued to promote environmentally friendly products will not cause adverse effects for
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consumers. This is an opportunity for policymakers to release a
policy regarding ecolabel to strengthen consumers’ consciousness regarding ecolabel products and increase their share in the
market.

5. Conclusion

The effectiveness of ecolabel as a policy instrument to
promote sustainable consumption behaviour is determined by
several factors: marketing strategy, product information, public
campaign, and research and development program. By understanding these factors, the government could eliminate
inconsistencies between attitudes and consumers’ behaviour in
purchasing ecolabel products. Meanwhile, the preferred strategy to shift consumers’ purchase behaviour related to the
ecolabel product is by creating the awareness for the ecolabel
products, encouraging research and innovation, and also
regulation establishment.
Public awareness of shifting consumption pattern in their
daily products should be empowered with the knowledge
regarding environmental degradation and climate change
effects. The policy that was supported by an evidence-based
issue should be thoughtfully developed by the government to
support the campaign material because the scientific argument
creates higher possibility and acceptability to the consumer's
about the concerning issue.
This study recommends the policymakers to introduce
environmentally friendly product standards, provide guidance
and transfer knowledge, also offer incentives for product development and research on environmentally friendly production
technologies. Finally, the policy to integrate an understanding of
consumption influence on the environment needs to be
introduced either through formal or informal educational
pathway.
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Abstract

Quality assurance in companies is not only related to people's work, but also to machines, production process
technology, etc. Therefore, control is necessary to assess the stability and ability of production processes. But control
alone is not enough. It is necessary to continuously improve processes by reducing variations. It follows that, through
statistical process control (SPC), not only the current process performance is measured, but it provides a basis for
improving them. To achieve this function, it is necessary to integrate the philosophy of Total Quality Management
(TQM) into all parts of the enterprise.
This paper uses the methodology for statistical process control as a subsystem of the TQM system, which will help
the Macedonian managers in designing a good quality system.
This methodology offers precisely the support of top management, acquired to show the results of the implementation
of some of the methods and techniques in some Macedonian companies, and the involvement and commitment of
each employee, because it is exactly the process implementers who improve them.
In this paper are applied: map of the trend, X and P Control Chart, Pareto and Ishikawa diagram. From the results
obtained from the survey, it became clear that using the SPC methodology and cost optimization methodology can
achieve the defined quality and better productivity at the lowest operating costs.
Keywords: quality system; defective operation; statistical process control; total quality management (TQM) philosophy.

1. Introduction

Those companies that have designed a good documented
quality system, covering all business processes of the company,
have the basis for the successful application of SPC (Statistical
Process Control) and teamwork that could not otherwise be set
in the event of a poor quality system. By defining the obligations
and responsibilities of employees through standard operating
procedures (SOPs), it is given the opportunity for each employee
to participate in solving the problems that are evident after the
measurements of certain properties with the successful application of statistical process control (SPC). Each employee is
trained to apply the methods and techniques for defective
operations, which is very important for the companies, because
in everyday work everyone is faced with problems that need to
be quickly and efficiently resolved, thereby increasing the company's prospects in general. Implementation results in practice
state that the introduction of a quality system should help companies overcome their problems in terms of defining, designing,
controlling and improving processes (Aune, 1991).

2. Literature Review

Companies that use methods and techniques for defective
operations have achieved raising the level of quality in all
business processes, reducing all types of costs, reducing the
price of products, creating confidence among buyers / users,
and raising employees' knowledge. At the same time, these
companies have showed increased motivation for their em-
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ployees, increased productivity, and increased presence of more
markets (Besterfield, 1994).
Many scientists emphasize that the development of methods
and techniques for quality began with the emergence of the first
elements of statistical theory in the field of inspection, so that, up
to today dozens of different techniques and tools of quality are
being developed (Beskese & Cebeci 2001; Mitreva & Filiposki,
2012; Juran, 1978; Shepherd, 1998). They cite an example with
the famous Lucas Engineering & Systems company, where
three of the thirteen key principles for the development, application and success in the concept of total quality management
constitute principles related to quality control methods and
techniques, which speak of their significant role. The advantage
of applying the methods and techniques for quality control in
companies is seen in the following:
 raising the level of quality in all business processes of the
organization;
 reduction of all types of costs;
 reducing the price of products;
 creating customers/buyers confidence;
 raising the knowledge of the employees.

This increases the motivation of employees, increases productivity, and the expansion of markets. Based on the analysis
carried out by UK metalworking companies, it is concluded that
the main reasons why companies do not use methods and
techniques of quality are ignorance and inexperience in applying
them. They recommend overcoming these barriers by applying
the methods and techniques of quality and their adequacy in the
application (Shepherd, 1998).
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Through statistical process control the stability and predictability of production processes can be determined. In
addition, all variations may range within defined intervals, ie
within the limits of tolerance. If the process is a series of cases
and conditions, and a series of phases where the given input
value is expected to give the desired output with less variation
in the output, then we can say that the process is stable
(Casadesus & Gimenez, 2000).
For Stenberg (1999), statistical process control is not just
education, it is a strategy for reducing variability as part of the
TQM strategy for permanent quality improvement.
Statistical methods for quality control are useful and have
application in many quality system functions, especially critical
areas where improvement and optimization of business processes is necessary. Although much of the statistical methods
and techniques are used in manufacturing enterprises, they
have wide application in the service branches. They help in
deciding which data are important and how to get the most out
of them, in order to avoid inconsistencies, analysis of current
problems, etc. (Mitreva, et al., 2016a; Ciampa, 2005; Juran,
1978).
The statistical concept of quality management is
distinguished by four basic principles (Deming, 1996; Kanji,
1998b; James, 1996; Oakland, 2000; Shiba, 2002):
 the results of any process are variable, scattered, and
subject to some of the laws of distribution;
 errors are always possible and always present;
 data are always collected, and on that basis corrective
action is taken;
 the data must be presented with a defined origin, the way
they are obtained, so that they can be used in the right
direction.

3. Methods in the Research

The process of building a system of statistical process
control as a Total Quality Management subsystem (TQM) and its
implementation in the company for the production of bread and
bakery is carried out through the following activities, Figure 1
(Mitreva, 2011):

Step 2: Selection of team members.
The team is responsible for the design and implementation
of a faultless working subsystem. When selecting team members, it is necessary to take professional and competent people
who, with their experience, knowledge and skills will enable
good design of the subsystem for assessing the stability and
ability of the processes in order to manage them and they are
rationalizing.
Step 3: Education of team members for all methods and
techniques for defective production.
Methods and techniques for defective operation are used at
all levels of management for: evaluating business results, optimization, assessing the stability and ability of processes, detecting
and preventing defects in operation, etc., so it follows that all
these levels should to educate and train themselves for more
efficient implementation.
At the strategic level, education and training is required for
the application of complex quality management methods and
techniques such as: FMEA analysis, QFD method, electronic
data management, internal audit, technical network planning,
experiment planning, cost-benefit analysis etc.
At a tactical level, education and training is needed to apply
statistical methods for optimizing costs, methods for predicting
quality, methods for determining the vision of the development
company, the planned experiment, etc.
Operational level requires education and training for the
application of statistical methods for assessing the ability and
stability of processes, correlation, regression, dispersion, control
cards, the dependence of product quality indicators on the
factors of production, etc.
At the routine level, it is necessary to educate and train
employees on the application of basic quality assurance tools,
such as: Pareto diagram, Ishikawa diagram, Poka-Joka method,
the map of the trend, and all methods that workers can easily
understand and applied in operation. The most useful methods
are self-control and the Poka-Jokka method.
(Do) Step 4: Applying different methods and techniques to
the tasks set and the established goal in the company.
The application of software packages is becoming more
pronounced, both quick and easy to apply. Here are various
types of methods and techniques for defective operation that
could be applied (Kaplan & Norton, 2001; Sethi, 2000;
Kaplan & Norton, 1995; Mitreva, et al., 2014; Mitreva, et
al., 2016b; Mitreva, et al., 2016c):
 methods for detecting the place where most (percentage) defects occur;
 methods for detecting the causes of defects;
 methods for monitoring the flow of processes;
 methods for decision making;
 methods for assessing the stability and ability of processes;
 methods for estimating the dependence between
properties;
 methods for estimating the dispersion of properties,
etc.

4. Analyses of the Results

Figure 1. Stream the process of designing
the Statistical Process Control (SPC) subsystem

(Plan) Step 1: Plan for designing and implementing a statistical process control.
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Some of these methods were applied in the
company for the production of bread and pastries for
assessing the stability of processes, the number/
percentage of defects, the stability of machines, to
discover the causes of defects and variations, etc. The
following statistical methods were applied in the bread
and bakery company.
The map of a trend is a tool that allows monitoring of certain
variables of the tested properties within a specified time interval.
In this case, the map of the trend served to visually detect the
difference between the work units for measuring the volume of
traditional bread. In October 2017, 60 measurements were
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made of work units for estimating bread volume. Measuring
working units for assessment 5 range in the range of 2901-3000,
while for grade 4 they move in an interval of 2750-2900 working
units, Figure 2.

Figure 2. A trend map for tracking work units of bread volume
Figure 2 shows a sample of work units of a traditional bread
volume (standardization for grade 5 or 4) in October 2017. From
the figure it can be concluded that changes in volume undergo
mild deviations from the normal. Namely, for grade 5, 2901-3000
standard working units are prescribed, and for assessment 4 are
prescribed from 2750-2900 standard working units.
Quality control in the company for bread and bakery
production involves coordinated activities from the beginning of
the process to the end. The quality of input raw materials is
controlled, it continues through the production process and lasts
until the finished product is obtained. The finished product is
characterized by a defined shelf life and certain conditions for
keeping the products in accordance with international standards. The control system in the baking and milling industry is
divided into two parts: a control system for milling products and
a control system for bakery products.
Quality control covers several stages: control of seed material, quality control of wheat (grain control), way of storage and
keeping of wheat, control of flour, control of ready-made dough
and control of final products. For this purpose samples are
taken, various methods, techniques, laboratory analyzes and
heat treatments are used. Since it is a matter of products
intended for human consumption, it is necessary that all machines undergo a sterilization process.
Through the process of sterilization microorganisms, spores,
bacteria are destroyed and their development is prevented. This
procedure is treated once in a laboratory. The principle of operation takes place through a heat source to prevent the further
development of microorganisms. However, there may be a specific counter effect, such as a change in the characteristics of the
dough. In order to avoid adverse effects and operating losses, a
pasteurisation technique is used that dictates the shelf life of
bread and baked goods. In this way, the dough retains the
original characteristics.
Pasteurization belongs to the techniques of additional heat
treatment and serves as a protective remedy that applies only to
certain products. The products are exposed to an additional
baking process in order to extend the shelf life of the products
and protect them against moisture and mold – factors that are
responsible for reducing the quality. The quality of the finished
products is most often analyzed with bakery techniques. The
group of bakery techniques includes control cards which
graphically display the obtained values of the tested product
quality and its deviations. The final results show whether it is
necessary to stop the production series of products or it is a
stable technological process.
Statistical Process Control (SPC) is the application of
techniques for measuring and improving quality. SPC techniques include control charts for identifying defective products
and determining the stability of the process. In this way,
management receives information and tracks all changes in the
production cycle. Through the statistical process control,
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performance measurement and sample testing are performed.
Performance measurement involves measuring variables, such
as delivery time, product length, weight, etc. and measurement
of attributes, that is, product characteristics that indicate whether
the products given comply with the specifications or do not
comply. Testing the samples provides a detailed check of the
products and their protection. Most often this method is used
when the costs caused by errors and omissions exceed the cost
of checking and prevention.
X-R control chart is applied to determine the stability of the
process in the production of white breads helped in making
rational decisions. This paper analyzes the production of white
bread with a composition of wheat flour T-500, water, yeast, salt
and premix, with a given nominal value of bread weight of 470g
and tolerance ± 5%. The purpose of the analysis is to determine
whether it is a stable production-technological process or the
process is subject to variation, Figure 3.

Figure 3.
X control chart for measuring the stability of the process
Through the obtained values from the measurements of 12
random samples of bread, a x-control chart was constructed
through their average value and standard deviation. From the
constructed graph (Figure 3) it can be concluded that it is a
stable production – technological process, that is, the numerous
values of the test sample are circulating between the prescribed
upper and lower boundaries. In this way, it is diagnosed that this
process meets the prescribed requirements for nominal value
and based on the same decision was made for further work.
To determine the attributive properties of 100% integral
bread, a P chart was applied. Through this chart, the stability
of the process is confirmed by determining the share or number
of errors. If certain deviations occur in the process, corrective
measures are proposed and the quality spiral continues to
rotate. The purpose of this analysis is to show whether 100%
integral bread has been lost in the process. For this purpose,
measurements were made during fifteen days in December
through random samples of integral bread of a total of 3.000
samples. The obtained results are given in Figure 4.

Figure 4. P chart – for performance measurement
On the basis of the prescribed steps, a p-control chart was
constructed which showed that this process is moving within the
statistical process control. The techniques of statistical process
control help the management to have full insight into the work
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through which a valid conclusion is reached that the process
meets the prescribed qualifications.
Pareto diagram is used to determine the errors in the
production of rye bread, Figure 5. The method of preparation of
the dough is carried out by automatic addition of flour and water,
and the remaining raw materials and premixes are added
manually. The dough is prepared for a period of 1.8 – 2 minutes.

It is a very short time interval and it is almost impossible to see
the irregularities.
In order to improve the quality of the dough, a checklist for
detection of errors and irregularities in the production of roasted
bread was made in July, in the period 03.07.2017 – 07.07.2017.
The results are shown in Table 1.

Table 1.
Checklist for detection of
irregularities in the production
of rye bread
During the production of roasted bread, irregularities were
detected in July in various operations. Most irregularities were
observed in the operation of reduced bread volume, and the
smallest number of irregularities was observed in the operation
resistance to stretching the dough. Because bread volume is a
key determinant that reflects the quality of the dough, the purpose of this analysis is to find the causes that have contributed
to volume reduction and make the necessary corrections. For
this purpose, a Pareto Diagram (Figure 5) is constructed,
through which the defects are visually detected.

Figure 5. Pareto diagram for determining irregularities in bread
production

Figure 5 shows the analysis of irregularities that occurred
during the production of rye bread. From their frequency, i.e. the
frequency can be concluded that most defects are observed in
the operation of reduced bread volume which is an important
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parameter for improving the quality of the product. The obtained
section indicates that if more attention is paid to the remaining
operations, 80% of the irregularities will be solved.
In order to discover the reasons that led to a decrease in the
bread volume, a diagram of causes is applied – consequences,
i.e., Ishikawa Diagram, Figure 6. Emphasis is placed on the
main problem (reduced bread volume), the creation of this
diagram requires special attention when analyzing the factors on
the part of the employees and the overall management.
Possible causes that can lead to a decrease in the volume of
rye bread as a final product are shown in Figure 6. The same
causes caused by man, machine or dough as a factor can lead
to disruption of the production-technological process. To avoid
this situation it is necessary for employees to adhere to the
prescribed recipes, to respect the time required for blending the
dough, its stability, stretch resistance, as well as to check the
temperature of the machine (the oven) and the time for baking
bread. In the function of the research results, measures can be
taken to improve the business process, implement experiencebased changes or simply raise the eligibility of the process, if the
measures applied are economic skiing attractive. In this way, a
positive influence is achieved on the results by proactively
conducting the business process for the preparation of dough,
Figure 6.
Benefits from the applied methodology for designing and
implementing statistical process control:
 the application of statistical methods and techniques
reduces the effects of operations and is a significant
benefit, especially when requiring specified quality at the
lowest operating costs;
 the application of software packages increases the

Figure 6. Ishikawa Diagram for detecting possible causes of errors
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efficiency in the application of statistical methods and
techniques;
 by analyzing the cost of quality, losses can be controlled
and they are minimized in terms of material and energy
consumption.

In addition, these are expected to achieve other significant
effects, such as:

 involvement of all employees in quality achievement;
 Employee commitment to quality improvement;
 full commitment to top management of the TQM system
and its continuous improvement;
 ability to solve problems at all levels;
 small, but significant improvements to processes and
products;
 optimization of business processes;
 lowering the responsibility for decision making.

5. Conclusion

The effects of applying the methodology of ineffective production are due to the commitment of top management to the
set goals for quality and consistency in their implementation.
Without their dedication and consistency in implementation, all
these efforts will be just spending time and money, while at the
same time reducing the prospect of success for the next such
initiative.
The methodology for statistical process control as part of the
TQM system has a feedback relationship as a result of the
necessity of permanent improvement of business processes. By
repeating or spirally repeating such cycles, the benefits of the
application will be seen, which changes the organizational culture towards such initiatives and is an incentive to higher goals
of excellence.
The application of the map to the trend has helped in monitoring work units for measuring bread volume as a dependent
variable and a key determinant in determining the quality of the
bread as a final product.
Through the implementation of the control charts for defective operation, the stability / instability of the technological
processes for the production of bread and baked goods was
determined. The obtained results from the X and P Control
Charts helped to bring valid conclusions from the management
and the working team.
Based on the results obtained from the survey on the way
the company operates, it is concluded that the methods and
techniques that are implemented are an inevitable stage in all
spheres of operation. Critical factors that negatively affect the
optimization of business processes are the wrong coordination
in the performance of work tasks, irrational use of resources,
lack of quality professional and trained personnel and expensive
investments in new technologies.
Hence, measures are proposed to optimize the business
processes that contribute to proactive and strategic thinking. A
proposal is provided on a set of tools for monitoring activities
using the Gantogram, which visually depicts working operations
that merge and separate in order to achieve the best results.
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Abstract

The article emphasizes the importance and implications of practicing ecological farming for biodiversity protection,
soil functionality, the improvement of water resource management, ensuring animals’ welfare. Also, the article
presents the interdependencies between ecological farming and the textile and garments industry. The article shows
the positive contribution brought by ecological farming to the environment, the prerequisites for practicing ecological
farming in Romania, its importance, the dynamics of the operators and of the surfaces cultivated as part of ecological
farming in Romania.

Keywords: ecological farming; organic food; eco garments; environmental conservation; land management
sustainable systems; Greenpeace Detox campaign.

1. Introduction

Ecological farming promotes extensive agricultural practices,
supplying environmental public goods and answering society’s
need to use environmentally friendly agricultural practices as
well as consumers’ increased demand for ecological products.
The practices specific to ecological farming contribute to biodiversity protection, maintaining the soil’s fertility and functionality, reducing water sources’ pollution (through the elimination
of pesticide leakages and strict manure management) and the
alleviation of water resource management (the improvement of
soil structure, the reduction of the risk and severity of floods and
droughts, in the context of climate change), the decrease of
carbon dioxide emissions and securing the conditions for
animals’ welfare (reduced livestock density). Apart from the
benefits for the environment, the practices specific to ecological
farming may also serve as basis for increasing the added value
of agricultural production and for developing local economic
activities. Moreover, by supporting ecologically used pastures, a
positive correlation between biodiversity conservation and
complying with animals’ welfare standards will be attained.
Through the support offered by Measure 11 (M11) within the
National Program for Rural Development (NPRD) for the period
2014-2020, farmers will be encouraged to switch from conventional agricultural methods to those specific to ecological farming
and maintain these methods after the initial conversion period.
The positive environmental contribution of ecological farming
was recognised in varied scientific studies, such as “Sustainable
management of natural resources with a focus on water and
agriculture” (2013), a project conducted by the Institute for
European Environmental Policy, Bio Intelligence Service and the
Ecologic Institute (http://www.ieep.eu/work-areas/agricultureand-land-management/sustainable-landuse/2013/09/sustainable
-management-of-natural-resources-with-a-focus-on-water-andagriculture), but also in EU policies, including the European
Action Plan for Organic Farming (2014). The contribution to
reducing the effects of climate change and adaptation to such
changes was recognised also by FAO (FAO, 2011, in the paper
“Organic agriculture and climate change mitigation”). Further-
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more, in “A report of the Round Table on Organic Agriculture and
Climate Change” (December 2011, Rome, Italy), it is highlighted
that “Ecological farming contributes to the attenuation of the
greenhouse effect and global warming, through the capacity of
capturing carbon in the soil. Many practices used in ecological
farming (for instance the incorporation of plant debris in the soil,
use of green cultures and rotation of cultures, vegetables’ ability
to fix nitrogen in the soil) enhance the yield of carbon’s return to
the soil, increase productivity and favour the storage of carbon.”
Concerning permanent grasslands, their positive impact was
recognised in various studies conducted at the level of the
European Commission, as for instance “Agri-environment
Measures - Overview on General Principles, Types of Measures,
and Application” (http://ec.europa.eu/agriculture/publi/reports/
agrienv/rep_en.pdf), or in specialised publications such as “High
Nature Value Farming in Europe – 35 European countries –
experiences and perspectives” (2012) (http://www.bioone.org/
doi/pdf/10.1659/mrd.mm126).
Within the NPRD 2014-2020 strategy, ecological farming
constitutes one of the main instruments of minimising water
pollution in sustainable land management systems which focus
on fertilizer management, crop protection management, water resource management and anti-erosion protection management.
One of the strategy’s objectives for the development of the
agri-food sector in the medium and long term, 2020-2030
Horizon, elaborated by the Ministry of Agriculture and supported
by the World Bank, is that of increasing both the production and
export of ecological products as a result of increased demand
on the external markets (the National Program for Rural
Development for the period 2014-2020, http://www.madr.ro/
docs/dezvoltare-rurala/PNDR-2014-2020-versiunea-aprobata30-iunie-2017.pdf).
The role of the ecological farming system is that of producing
healthier food, in full correlation with environmental conservation
and development. During the farms’ production phase, it is
prohibited to use genetically modified organisms (GMOs and
their derivatives), synthetic fertilizers and pesticides, growth
stimulators and regulators, hormones and antibiotics. During the
food processing phase, the use of additives, complementary
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substances and synthetic chemicals for preparing organic food
is restricted.
Farmers who have crops in the ecological farming system
are supported to comply with standards and implement the
procedures required by international markets and organisations.
Moreover, ecological farming will need the support of research and innovation, as well as of sustainable financed
extension services, in order to facilitate farmers’ adoption of
production systems based on an integrated soil and water
management and the use of organic fertilizers with an enhanced
water retention capacity. These would be the first steps towards
promoting the expansion of ecological farming. Ecological
products, albeit addressing a narrower market segment with
higher prices, may bring higher benefits, especially for small
sized farms that can comply with the certification requirements
(Strategy for the development of the Romanian agricultural
sector 2020-2030, p. 41, http://www.madr.ro/docs/agricultura/
strategia-agroalimentara-2020-2030.pdf).
The 2017-2020 Government Programme contains the following measures for encouraging ecological farming and
traditional products:
 the founding of a National Laboratory for certifying
ecological and traditional products;
 the setup of information centres for producers on benefits
granted;
 the elaboration of regulations for encouraging agricultural
and non-agricultural activities with the purpose of income
security, maintaining traditions, migration avoidance and
ensuring quality products destined primarily for the
national market.
The duration for the implementation of these measures is 4
years, the beneficiaries are 25,000 people for a total surface of
500,000 ha, and the effects are: the increase in the level of
production for bio products, maintaining traditions and the
promotion of traditional products (M.A.D.R., 2017).
The interdependencies between innovation, environmental
pollution monitoring in general and the population’s health
monitoring are presented in the studies “Perceptions of Circular
Business Models in SMES” (Ceptureanu, S. I., Ceptureanu, E.
G., Murswieck, R.G.D., 2018), “Two Stage Analysis of
Successful Change Implementation of Knowledge Management
Strategies in Energy Companies from Romania” (Ceptureanu,
E. G., Ceptureanu, S. I., Popescu, D. I., Vlad, L. B., 2017),
“Analysis of MSEs in ICT Domain from Bucharest-Ilfov County
by Using Nonaka-Takeuchi Model” (Popescu, D. I., Alexandru,
A., Ceptureanu, S. I., Ceptureanu, E. G., 2018), “Opportunities
Brought by Big Data in Providing Silver Digital Patients with ICTbased Services that Support Independent Living and Lifelong
Learning” (Ianculescu, M., Alexandru, A., Tudora, E., 2017),
Table 1.
Consumption of chemical
fertilizers

Source:
Ministry of Agriculture and
Rural Development, 2017

Specification

2007

Nitrous

265

Total chemical fertilizers
(active subst.),
out of which:
Phosphatic
Potassic

Natural fertilizers

387
103
19

13,498

The largest number of certified operators in ecological
farming within the EU-27 is registered in Italy, having increased
annually since 2010 to the present day. Thus, in 2015 there were
52,609 certified operators, in 2016, 64,227, and in 2017, 66,788.
Italy is followed at great distance by Spain and France, which in
2017 registered 37,712 and 36,691 certified operators in ecological farming, respectively. Austria follows, with constand
increases in the number of ecological operators, reaching
24,998 in 2017. Poland had 20,257 operators in 2017, however
registering constant decreases of around 2,000 operators per
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“Smart integration of health data, an agent of change for
implementing a holistic approach for a personalized healthcare”
(Alexandru, A., Ianculescu, M., Coardos, D., 2017).

2. Ecological farming in Romania

At national level, agriculture represents one of the key
branches of the Romanian economy. The contribution brought
by agriculture, forestry and fish farming to the Gross Domestic
Product is situated around 6% of total GDP, whereas in EU
Member States it is approximately 1.7%.
According to the 2010 General Agricultural Census, from the
23.8 million ha representing the territory of Romania, the
exploited agricultural land is of approximately 13.3 million ha
(55.9%), from which approximately 8.3 million ha are arable
land.
Based on use, the arable land occupies around 62.5% of the
agricultural land. Cereals and oil plants occupy approximately
80% of the arable land.
In Romania, the ecological farming sector is developing
slowly, although there are many possibilities for expansion. The
percentage of agricultural crops integrated in the system of
ecological farming out of the used agricultural area (UAA) was
1.6% in 2011. Although it had doubled since 2005, this increase
represented only 1% of UAA. In recent years, the development
of ecological farming has accelerated, especially as a result of
the financial stimuli introduced through NPRD. The surfaces
cultivated in an ecological system increased by 45% between
2011 and 2012 (representing 3.38% of UAA), whilst the production of ecological crops increased sevenfold compared to
2007 (reaching 134.6 thousand tons in 2011). The number of
farmers practicing ecological farming increased seven times
compared to 2007 (reaching 26,736 in 2012).
Despite these trends, currently, Bulgaria and Romania have
the smallest areas cultivated in an ecological system in the
region. Romania lags behind the EU-15 average, where the
proportion of ecological farming in UAA is three times higher.
Although the role of this agricultural system remains small in
most of the new member states, the sector has been marked by
a dynamic development in the past decade. Thus, in the EU-27,
the total ecologically cultivated surface doubled between 20002011.
The moderate consumption of chemical fertilizers in
Romanian agriculture is a favouring factor for the transition to
practicing ecological farming, facilitating the reconversion of
lands towards ecological farming for those opting for this type of
agriculture. The consumption of chemical fertilizers in Romanian
agriculture during the period 2007-2014 is presented in Table 1.
2008

2009

2010

2011

2012

2013

2014

280

296

306

313

290

344

352

398
102
16

11,748

426
100
30

13,748

481
123
52

15,232

487
126
48

14,51

438
113
35

13,293

492
114
34

13,58

504
122
30

16,261

year in 2014, 2015 and 2017 compared to prior years.
With regards to the number of Romanian operators certified
in ecological farming, compared to 2015 (Table 2), in 2016 and
2017 their number continued to decrease to 10,083 and 7,908,
respectively (Eurostat, http://appsso.eurostat.ec.europa.eu/nui/
submitViewTableAction.do).
The dynamics of operators and surfaces pertaining to
ecological farming in Romania during the period 2010-2015 are
presented in Table 2.
The land cultivated with cereals in ecological system in
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Number of operators certified in ecological farming

Total surface for ecological farming (ha), out of which:
Cereals (ha)

Dry pulses and protein crops for the production of grain
(including seeds and mixtures of cereals and pulses) (ha)
Tuberculous and root plants (ha)
Industrial crops (ha)

Plants harvested green from arable land (ha)
Other crops on arable land (ha)
Vegetables (ha)

Permanent crops (ha) meadows, vineyards

Permanent grassland (ha) pastures and meadows
Uncultivated land (ha)

2010

2011

2012

2013

2014

2015

182,706

229,946

288,261

301,148

289,251.79

245,923.9

3,155

72,297.8
5,560.22
504,36

47,815.1
10,325.4
579.61
734.32

3,093.04
31,579.1
10,216.8

9,703

79,167

3,147.36
1,074.98
47,879.7
4,788.49
851.44
914.08

4,166.62
78,197.5
9,758.55

15,544

105,149

2,764.04
1,124.92
44,788.7
11,082.9
27.77
896.3

7,781.33
105,836

8,810.73

15,194

109,105

2,397.34
740.75

51,770.8
13,184.1
263.95

1,067.67
9,400.31
103,702

9,516.33

14,47

102,531.47
2,314.43
626.99

54,145.17
13,493.53
29.87

1,928.36
9,438.53

95,684.78
9,058.66

12,231

81,439.5

1,834.352
667.554

52,583.11

13,636.48
356.22

1,210.08

11,117.26

75,853.57
7,225.852

Table 2. Dynamics of ecological farming operators and surfaces in Romania
Source: Communications of inspection and certification organisms (Ministry of Agriculture and Rural Development)
* Eurostat Classification, 2017

Romania continued to decrease in 2016 compared to 2015, from
81,439.5 ha to 75,198 ha, only to rise in 2017 up to 84,926 ha.
The top listers in terms of land cultivated with cereals in
ecological system at EU level are Italy, Germany, France, Spain
(Eurostat, http://appsso.eurostat.ec.europa.eu/nui/submitView
TableAction.do).
Concerning the production of organic cereals, Romania was
in third place in 2016, after Italy and Sweden. Thus, Italy had a
production of organic cereals in 2016 of 800,385 tons, followed
at great distance by Sweden and Romania, with 280,000 tons
and 192,439 tons, respectively (Eurostat, http://appsso.eurostat.
ec.europa.eu/nui/submitViewTableAction.do).
With regards to land cultivated with industrial plants in
ecological system in Romania, it followed an upward trend since
2010 to the present day. Hence, in 2016, the cultivated area
rose to 53,397 ha (from 52,583.11 ha in 2015), and in 2017, to
72,388 ha. According to Eurostat data, Romania is currently
situated in first place among EU countries, in terms of areas
cultivated with industrial plants in ecological system (Eurostat,
http://appsso.eurostat.ec.europa.eu/nui/submitViewTableAction.do).
Moreover, Romania is occupying second place, after Italy, in
terms of production of industrial plants in ecological system.
Thus, in 2016, the production of industrial plants in ecological
system in Romania amounted to 81,174 tons, compared to
113,363 tons in Italy.
Concerning areas cultivated with vegetables in ecological
system in Romania, these maintained a downward trend starting
with the year 2015, reaching 1,442 ha in 2017 (Eurostat, http://
appsso.eurostat.ec.europa.eu/nui/submitViewTableAction.do).
With respect to organic vegetables production, Romania is
situated among the last places, with a production in 2017 of
3,189 tons, whilst the top places are occupied by Italy, Germany,
Spain (Eurostat, http://appsso.eurostat.ec.europa.eu/nui/submit
ViewTableAction.do).
The production of fruits from temperate climate zones in 2016
in România positions the country in the first half of EU countries,
with a production of 11,695 tons, representing an almost 50%
increase in production compared to 2015 and also registering
increases in production starting with 2013 (Eurostat, http://
appsso.eurostat.ec.europa.eu/nui/submitViewTableAction.do).
The preoccupation to eat healthy and tasty should be a constant one for an ever-increasing number of people. Of course,
the price is a restrictive factor. Food products in stores, those
that sell at an accessible price, are full of artificial aroma, sugar,
preservatives, hormones and many other inventions of the food
industry.
It is not about the local industry, since large scale food
producers at a global level are those that have declared war
against original traditional products, with local producers
aligning, sadly, to global trends, instead of valuing Romanian
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culinary traditions.
The population fuels this practice through quantitative, instead of qualitative purchases. Indeed, the income level plays a
very important role in this respect, but in the long term we are
witnessing the vanishing of original traditional products, which
are gradually replaced with low quality substitutes, even harmful
to our health or fakes which deceive us to pay more for poor
quality.
At a European and local level, there are certification programmes attesting the quality of certain products, the origin of
their ingredients and the preparation methodology.
At European level, there are three certification programmes
for original traditional products: PDO, PGI and TSG, each with
its distinct label.
The highest quality is offered by the PDO certification
(Protected Designation of Origin), meaning that the product originates from a restricted area with a certain tradition in preparing
this delicacy, and the workforce and ingredients are also of local
provenance, under strict control.
The immediately following level to PDO is PGI (Protected
Geographical Indication), a more permissive certification, which
guarantees only the traditional preparation recipe, whereas the
raw materials and the workforce may come from outside the
product’s region of origin.
A PGI labelled product is not necessarily an inferior one, but
it is not 100% traditional, a reason for which such products are
cheaper than those with PDO label.
At the opposing end is the TSG (Traditional Speciality
Guaranteed) which certifies a single aspect: the product was
prepared according to a recipe traditional to the respective country. Both the workforce and the ingredients may come from a
much larger area (https://shopniac.ro/produse-traditionaleoriginale-6100/).
There are some physical shops and some great many online
shops selling bio products and natural remedies. Thus, these
shops sell food, cosmetics, food supplements, products for
weight loss and detoxification, products for mothers and children
(https://shopniac.ro/magazine-remedii-naturiste-produse-bioeco-2869/).
Also, there are companies that sell eco garments online,
especially, but not only for children.

3. Interdependencies between ecological
farming and the textile and garments industry

Beyond its glamour and special charm, the fashion industry
implies the use of elements harmful both to the planet and to
consumers’ health. In this context, a series of eco adepts have
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emerged in this field as well, under the banner of green fashion.
According to the eco movement, among the factors that negatively influence the environment are counted: the farmers’ use of
pesticides in order to protect the plants destined for the textile
industry, the use of chemical substances for the dying or
discolouring of textiles, the enlargement of spaces allocated to
waste due to the increase in the number of obsolete clothes
thrown away.
The organic clothing product must, first of all, be made from
organic raw materials, such as cotton cultivated without
pesticides, organic wool, silk obtained from worms grown in an
organic environment, unbleached linen, organic linen, soy, bamboo or hemp. The latter is considered one of the best choices in
the fabrication of ecological materials due to its ease of cultivation, nonetheless with the downside that its cultivation is still
illegal in certain countries (Popescu, D. I., 2013).
According to the 2014-2020 National Strategy for Competitiveness, Romania should concentrate on ten industrial
sectors, among which are tourism, textiles and leather, the
automotive industry and bio economics in order to be able to
compete with the other Member States and get closer to the
advanced countries.
The first three categories of competitive products are unprocessed or lightly processed agricultural products. Two product
categories have known a stable increase during the period
considered for the elaboration of the competitiveness strategy,
namely the silk thread, from 2.74% in 2002 to 17.24% in 2012,
and live sheep and goats, from 5.15% in 2002 to 18.44% in
2012. Besides, these can be found on the top two spots of most
visible Romanian products on the international markets, being
followed by sunflower seeds (12.3%). The top performing
(evaluated through global market share in the exports of the
respective sector) 20 categories of Romanian product in 2002
had become almost fully less visible or not at all visible on the
global market by 2012, with the deepest plummet registered for
the best ranked products. Also, among the competitive products
are: wool or fine animal hair and raw, processed, untreated
hemp; hemp waste (2014-2020 Romanian National Strategy for
Competitiveness, Geastrategy & Consulting, Bucharest, September 2013).
Within Romanian agriculture, the ovine husbandry sector
completely ensured the annual internal demand for meat, cheese,
wool and leather.
The raising of livestock, especially sheep and goats, needs
to align the direction of exploitation towards the production of
milk and meat, for which our country does not have an upper
limit in Chapter VII Agriculture, as negotiated with the EU. The
sheep breeds exploited in Romania are local, unspecialised to
either of the required production streams. For over 50 years,
these breeds were selected for growing and improving wool
production, whereas meat-milk production was neglected, as up
to 2015, there were no applicative improvement programmes for
them. The only sheep breed specialised for a certain production
is the Botoşani Karakul, a breed recognised for the production of
skins.
Among the strengths of the growing sheep and goat sector
are:

 the geographical conditions in Romania are favourable to
the raising of sheep (two thirds of the landforms are
made up of hills and mountains and approximately 33%
of the total agricultural land is comprised of pastures);
 the existence of traditional areas for raising sheet, as this
occupation is taken up by most of the rural population;
 the growth trend of sheep herds, allowing Romania to take
the fourth/fifth place in the EU after the United Kingdom,
Spain and Greece;
 the natural heritage represents a significant ecological
capital, contributing to humanity’s welfare, including the
raising of ovine traditional breeds;
 Romania is decisively contributing at EU level to a better
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use of natural resources and the limitation of biodiversity
degradation;
 sheep herding brings benefits for the natural, social and
economic environment.

Among the opportunities brought by the sheep and goat
raising sector are:
 this sector is an active participant to economic and social
development, ensuring income and jobs for approximately one million people in Romania;
 the introduction of new technologies, the application of
biotechnologies;
 obtaining certified products (BIO, PDO, PGI, TSG and
Mountain Area) and their valorisation;
 the exploitation of mountain pastures (ecological
potential) – Analysis of the National Federation of Ovine
Breeders (ROMOVIS).

With regards to flax and hemp, Romania has a long-lasting
tradition in cultivating them, supported by special climate and
agricultural potential.
Preceding studies such as Green fashion – a new possible
lifestyle for Romanians (Popescu, D. I., 2013), Wazs for
Romanian clothing companies to perform whole exports in the
international slump context (Popescu, D. I., Bagu, C., Popa, I.,
Hancu, D., 2009), Innovative Business Models and Responsible
Consumption – Case Study (Popescu, D. I., Popa, I., Ştefan, S.
C., Vlăsceanu, C., 2016), The Importance of Innovative
Clusters’ Proliferation for Sustainable Economic Growth of
Romania (Popa, I., Popescu, D. I., 2013), Economic recovery
strategies for an innovative Romanian industrial sector
(Popescu, D. I., 2012), Social Responsibility and Business
Ethics VII. Curcular Economy and The Role of Social Corporate
Marketing (Popescu, D. I., 2018), Social Responsibility and
Business Ethics VIII. Bioenergy and the Transition to a
Sustainable Economy with Reduced Carbon Emissions
(Popescu, D. I., 2018) contain proposals of actions for
encouraging Romanian producers in the direction of fabricating
eco products. Thus, considering the high competitiveness of raw
materials in agriculture, corroborated with an increase in agricultural subsidies per ha for ecological flax and hemp crops and
for ecological animal produce, leading to much lower raw
material costs, garments from eco flax-hemp and eco wool could
be produced in an integrated-type company.
Globally, Greenpeace initiated eight years ago a detoxification campaign (Detox) of the garments industry, based on
the promises of those activating in this industry to stop the
pollution of rivers, oceans and the environment in general.
Hence, eighty companies of sportswear, luxury garments, retail
and outdoor brands, as well as suppliers, representing 15% of
the global clothing production, committed to reduce, until 2020,
the dangerous chemicals used during production.
In the latest Greenpeace report, presented at the end of
2018, Bunny McDiarmid, CEO of Greenpeace International,
declared that significant progress was made in the elimination of
dangerous chemical substances which pollute waterways and
the environment. Thus, there was a major paradigm shift in the
garments industry generated by the Detox campaign, through
which accountability is upheld not only for the products, but also
for the production process.
Among the major improvements mentioned in this report are:

 all the Detox brands address the elimination of the 11 top
groups of dangerous chemical substances identified by
Greenpeace and periodically report their presence in
residual waters used by suppliers’ plants;
 72% of brands committed to the Detox campaign are
striving to disclose the lists of suppliers up until the wet
processing in chains 2 and 3, where the most chemical

149

FOOD SAFETY MANAGEMENT

substances are used, and the water undergoes the direst
pollution levels;
 72% have reported that they obtained the complete
elimination of perfluorinated and poly-fluorinated chemical
products from their products, whilst the rest of 28% are
making progress towards their elimination.

The changes brought by the Greenpeace Detox campaign
with regards to monitoring chemical substances are:

 the industry focuses now on supply chain pollution, not
only on its products;
 NGOs supply evaluations of the perils and publish safer
alternatives;
 the suppliers of chemical products collaborate with Detox
companies;
 new commercial services have been created, such as
the Detox to Zero audit of OEKO-TEX.

The Detox companies are also agreeing that the elimination
of using dangerous substances is a crucial step for attaining a
circular economy for textiles, which avoids the endless recirculation of toxic chemicals through recycled materials.
For decades, plants from all industrial sectors, especially in
Europe and North America, used rivers and waterways as
convenient waste storage means, leaving behind an immense
and costly legacy of contamination with dangerous chemical
products. The idea that circulated among many managers and
governing bodies was that toxic pollution could be diluted and
dispersed into the environment. After years of environmental
campaigns, law makers and company managers have started to
change their approach, becoming more cautious in the case of
dangerous, forbidden or restricted chemical substances.
The Greenpeace analyses show that the problem of discharging toxic waste endures in numerous plants in China. In
one of the largest cities producing children’s clothing in China,
harmful substances were found in the residual waters, but also
in the clothes fabricated there. Moreover, investigations indicate
other parts of the world, such as Mexico, where the denim giant
Levi’s is working with two plants that discharge used water
containing chemical substances such as alkylphenols and
phthalates. Also, in Indonesia, GAP refused to take responsibility for the pollution caused by its supplier in Citarum river, despite pressures from its customers, activists and fashion lovers.
The theme is attracting the attention of the companies
operating in this industry, from sportswear to fashion, luxury,
suppliers, retailers and outdoor.
Greenpeace has extended its enquiries to the articles of
clothing from the fashion industry which are sold in 29 countries
and regions throughout the world, finding a larger range of
dangerous chemical substances, including phthalates and
amines which were correlated with various effects on health,
cancer included, additionally to the nonylphenols previously
found. Furthermore, investigations have shown that the problem
of dangerous chemicals is endemic to multiple clothing sectors,
through the testing of children’s clothing fabricated for luxury
brands, for sports brands having sponsored the World Cup in
2014, garments made for discount retailers in Europe and the
outdoor sector, concentrating on the use of PFC for waterproofing.
GAP was not the only company that refused to change its
position despite immense public pressure. Thus, most luxury
brands, including Louis Vuitton, Versace, Dolce & Gabbana and
Dior, which were highlighted in product testing, stubbornly
denied their responsibility for the dangerous chemical pollution
that is part of their supply and product chain. Nevertheless,
some of the companies operating as suppliers of these luxury
brands did not react the same. In the Italian city of Canepa, one
of the luxury brands’ suppliers made an ambitious Detox
commitment. In the following years, their example would be
followed by another 34 companies from the Prato region and
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other Italian areas with textile industry. This shows once again
that in Italy there is a special and constant preoccupation with
regards to environmental issues, health and the expansion of
ecological farming practices and the increase of bio production.
Besides, this preoccupation is reflected in the leading position
Italy occupies among EU countries, both in areas cultivated in
ecological system and in the quantities of bio products obtained.
In 2013, the Detox campaign changed its priority in respect
of the outdoor garments sector and the use of perfluorinated and
polyfluorinated chemicals (PFCs) as waterproof agents. The
PFCs are considered persistent organic pollutants. Thus, it has
been demonstrated that these are dangerous chemical
substances, which the wind may carry to faraway areas. The
Greenpeace campaign for cleaning the outdoor sector was
conceived and conducted with the help of nature lovers who
considered that remote, clean natural habitats must not suffer
from PFC contamination, a problem revealed by a sample of
results from several expeditions in mountain regions. During the
campaign, PFCs were discovered also close to inhabited areas
and in the atmosphere of stores that sold such products. As a
result, three outdoor brands became Detox members, and in
parallel waterproofing technologies of outdoor clothing without
PFC usage have been developed. All these market changes,
together with the appeal of mountain lovers, put pressure on
Gore-Tex, the best-known waterproofing technology suppliers,
to change its position and give up on PFC technology.
From among the sportswear retailers, Puma was the first to
join the Detox commitment to eliminate all dangerous chemical
substances until 2020, followed shortly by Nike and Adidas,
despite their original restraint. Then came H&M, the first fashion
brand to adhere to Detox. In 2011, the ZDHC (Zero Discharges
of Hazardous Chemicals) group was formed in order to offer a
coordinated reply to the Detox campaign and facilitate brand
collaboration. Presently, aside from the companies listed above,
among ZDHC members are Benetton, Burberry, C&C, Esprit, GStar, Inditex, Levi’s, Limited Brands, Li-Ning, M&S, Coop, Tesco
and Primark.
The biggest challenge for all companies in the Detox association is the complexity of their global supply chain, a reason for
which these companies should get involved to support suppliers
on different aspects, including that of improving the basic
requirements regarding textile production management. On the
other hand, certain areas, especially Cambodia and Myanmar,
lack independent experts and laboratory services, whereas the
costs of the existing ones are high, inasmuch as suppliers are
reticent to invest their extremely limited resources in the monitoring or training of chemical substances management.
One of the major changes brought by the Greenpeace Detox
campaign is that brands admit that they need to better
understand, in their turn, how the supply chain works, they admit
that they need to get involved beyond the basic suppliers, going
down to the level of fibre production (Turp-Balazs, A., 2018, pp.
30, 32).

4. Conclusions

The article presents the objectives linked to ecological farming in Romania as included in the National Programme for
Rural Development (NPRD) over the period 2014-2020, as well
as the 2020-2030 Strategy for developing the Romanian
agricultural sector.
The interdependencies between ecological farming and the
textile and garments industry are presented by evoking the most
competitive groups of Romanian products according to the
2014-2020 National Strategy for Competitiveness (hemp, wool
thread) and through this presenting the need to produce and sell
eco garments.
Furthermore, the Greenpeace report on the detoxification of
the fashion industry (Detox) is presented.
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Abstract

Edible films, applied on the surface of a product, possess different barrier properties. Some of them have water vapor
and oxygen permeability. They directly affect the quality of the product prolonging their storage period and preserving
their components. The study is a part of Scientific Project NPI No5 of University of Еconomics – Varna in the
professional field 3.8. Economics for scientific research: “Examination of the properties of edible films, use in fresh
vegetables and confectionary”.
The water vapor and oxygen permeability, scanning electron microscopy (SEM) of edible films, made from different
polymers – pectin and hydroxypropyl methylcellulose has been analyzed in the current research. The SEM shows
that the films possess homogenous structure with single inclusions of particles. There is an exception only for the film
with beeswax included, where there are many inclusions, probably due to bad compatibility of the wax and the
plasticizers. The analysis demonstrates that the film from pectin shows better results as a barrier for water and
oxygen evaporation. However, both films act as suitable protectors for the goods they are applied on. That can
determine their possible use in certain goods.

Keywords: edible films; water vapor permeability; oxygen permeability; scanning electron microscopy; pectin;
hydroxypropyl methylcellulose.

1. Introduction

Edible films are thin layers, composed of biopolymers, which
can be used for food packaging. They can be consumed along
with the good they are applied to. Edible films minimize water
loss, selective control the exchange of gases (oxygen, carbon
dioxide and ethylene), which take part in the breathing process.
They prolong shelf life, preserve freshness, inhibit microbial
growth and minimize the loss of aroma and other important
components (Bourtoom, 2008; Embuscado and Huber, 2009;
Kester and Fennema, 1986; Pavlath and Orts, 2009). Edible
films can be used as a substitute for synthetic packaging and
have a number of advantages over it, mainly in that they do not
pollute the environment, as they are biodegradable and are
consumed along with the product (Pashova, Pаnchev, Radev,
Dimitrov, 2013). Finally, it may be concluded that the term edible
films has been adopted to improve the colour, aroma, texture;
control the exchange of water, gas, carbon dioxide, and limit the
growth of microorganisms on the surface of and inside the
products (Pashova, 2011).
Edible films are independent structures, preformed and dried
material, which are then applied on food surface. It is possible
different films to be combined to form a laminated film or bag for
further use. Commonly the thickness of edible films varies from
50-250 µm (Debeaufort et al., 1998; Falguera et al., 2011; Kester
and Fennema, 1986; Melvin and Lin, 2013).
Edible films are mostly composed of natural polymers and
functional components, which possess film forming capabilities
and can preserve the quality of easily perishable goods and
extend their storage period. They are to possess good sensor
and certain barrier (CO2, O2, H2O), properties, microbial, biochemical and physicochemical stability. During their production
these components can be dispersed or dissolved in different
solvents such as water, alcohol, water-alcohol mixture or mix-
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ture of other solvents. Edible films can also be carriers of
different antioxidants, flavor and color enhancers and antimicrobial components (Cordeiro de Azeredo; Bourtoom, 2008;
Maftoonazad and Badii, 2009).
Edible films must possess the necessary physico-chemical
properties in order to keep their integrity through the whole
production, transportation and storage processes. These
properties depends of the type, quality and compatibility of the
film forming components, along with their structure; the
technological conditions (dissolving, homogenizing and drying
of the films); the ratio between the crystal and amorphous
phase, the mobility of the polymer chain the interaction between
the functional groups of the polymers and the substance in the
amorphous zones (Solak and Dqnkova, 2011, García et al.,
2009).
The water vapor permeability is a very important indicator of
the ability of edible films to affect the storage life of the goods.
The reduced level of permeation of water vapor through the
edible film can prolong the shelf life of the food it is applied to
(ASTM E96-95, 1995).
Other factors which affect water vapor permeability of the
edible films are: temperature; relative humidity; food type; water
activity; characteristics of the products (composition, concentration of hard parts, viscosity, chemical structure, type of the
polymers, morphology, and degree of crosslinking, solvents and
plasticizers) (Olivas and Barbosa – Cánovas, 2009).
Another reason for the use of edible films is the true need of
minimizing the pollution worldwide. They do not pollute the
environment, because they are biodegradable and easily enter
the circle of substances. Furthermore, they successfully replace
synthetic polymer packages. Edible films control the speed of
transportation of food components in the environment and vice
versa, this way slowing unwanted reactions, which can worsen
food quality (Buonocore et al., 2003, Falguera et al., 2011).
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More of the components (polysaccharides and proteins)
used for film forming are hydrophilic, according to which they
possess poor barrier properties to water vapor (Kester and
Fennema, 1986, MgHugh, 2000).
According to a research team water vapor permeability is
directly related to the number of hydroxyl group (-OH) in the
molecule and the relation is linear (Henrique et al., 2007). The
condition of the environment through the storage period also
affects water vapor permeability, as higher relative humidity
(90%) and lower temperature (-30°C) increase it. Research of
an edible film made form hydroxypropyl methylcellulose, stearic
and palmitic acids prove the fact that with the increase of relative
humidity in constant temperature the water vapor permeability
increases (Kamper and Fennema, 1984). A research of synthetic
polyethylene film shows the same regularity. Decreasing the
temperature from 35°C to -35 °C worsens the barrier properties
of the film to water vapor (Labuza and Contreras-Medellin,
1981). Perez-Gago and Krochta prove that film made from
protein isolate worsen its barrier properties with the increase of
the temperature of drying (Perez-Gago and Krochta, 2000).
For the reasons shown above in many of the edible films
hydrocolloids are combined with lipids so the advantages of both
substances can be used. The positive affect of the lipids over the
water vapor permeability (WVP) has been proven in the research of film made from pure casein. Adding a honey wax
decrease WVP by 70% (Avena-Bustilos and Krochta, 1993).
Another important factor which affects water vapor permeability
is the polarity of the lipids. Solid fats, such as palm oil, stearic
acid, beeswax and paraffin give the film in which they are used
much lower water permeability compared to the liquid fats such
as oleic acid. The composition and thickness of the film affect
water vapor permeability of the film (Felton, 2007). The hydrophobic character of the natural polymers (polysaccharides)
show low barriers properties to water, at the same time the
environmental conditions greatly affect WVP.
Lipid films have little affinity to water and significantly decrease water vapor permeability, thus improving the barrier
properties (Guilbert et al. 1995, Lacroix, 2009). Fatty acids built
in the matrix of cellulose ether improve the adhesion of wax film,
this way the double layer decreases the water permeability. The
lipid emulsion compilation process requires addition of emulsifiers or surface active substances, which lead to stabilization
of the solution (Lacroix, 2009).
Scientific research proves that water vapor permeability
increases when adding pectin and sorbitol and decreases with
the addition of beeswax (Maftoonazad, et al., 2007).
The addition of appropriate plasticizers and lipids improves
the barrier properties for water and can maintain selective
permeability to gases in films made from starch (Garcia et al.
2000).
The study of corn starch determines that increasing the
quantity of citric acid from 0 to 10% improves the barrier
properties for water and increases the tensile strength of the
film.
Many different foods need specific atmospheric conditions to
preserve their freshness during their storage period. Edible films
are applied to create a modified gas environment which consists
of oxygen, carbon dioxide and nitrogen or different mixtures of
them. The maintenance of this environment depends on the
permeability properties of the films to gases. The “breathing” of
the products and as a whole their metabolic activity worsens
their quality during storage. The low permeability for oxygen and
carbon dioxide of the edible films can control these processes
and preserve the quality of the products for longer time. It is very
important to mention that lowering the oxygen level to less than
3% can lead to anaerobic conditions, which can worse food
quality (Debeaufort, et al., 1998, Kester and Fennema, 1986,
Felton, 2007).
The oxygen has an extremely strong influence on the quality
of fresh food and vegetables. Lowering its levels using edible
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films can preserve the quality of the product for longer time. This
is achieved by the action of two mechanisms: the specific
activity of the antioxidant substances and the level of oxygen
permeability of the film (Bonilla, et.al. 2010).
Another study determines that edible films from potato
starch has better oxygen permeability properties than films
contain wheat and corn starch (Basiak, et.al., 2017). The
cellulose films possess lower oxygen permeability that films
made from LDPE (low density polyethylene) and higher than the
films from PVC (polyvinyl chloride) and polyester (Park and
Chinnan, 1995).
The scanning electron microscopy is successfully applied in
the examination of the physical properties (surface and microstructure) of edible films with different compositions: gelatin film
with soy protein isolate (Nata, et.al., 2018.); soy protein film
(Soliman, et.al., 2007); carboxymethyl cellulose film with addition of cloves etheric oil (Dashipour, et.al., 2014); starch edible
film (García, et.al., 1999); chitosan film with eheris oil from basil
(Bonilla, et.al., 2011); fish gelatin edible films with different oils
(Norfarahin, et.al., 2018), edible films from starch and chitosan
(Asria, 2016) and many others.
The purpose of the current study is to research the physical
properties (permeability for water, oxygen and scanning electron
microscopy (SEM)) of edible films from pectin and hydroxypropyl methylcellulose.

2. Materials and Methods
2.1. Materials

Materials used in the composition of the edible films are
pectin and hydroxypropyl methylcellulose.
To achieve the goal of the study the components below were
used in the composition of the pectin films: apple pectin –
L3811-01, China; beeswax – density 0,97, melting point 6365°С, beekeepers from city of Varna; sorbitol, C6H14O6 – 98%,
melting point 98-100°С Alfa Aesar, Germany; lecithin – solid,
refined, Alfa Aesar, Germany; glycerin, C3H8O3 – 99,5% - М =
99,10 g/mol, „Valerus“ Ltd. – Sofia; propylene glycol, C3H8O2 –
min. 99 %, М = 76,10 g/mol – „Valerus“ ltd. – Sofia; polyethylene
glycol 400, HO(C2H4O)nH – M = 380, melting point 4-8°С, boiling
point 250°С, density 1,13 g/ml, „Valerus“ Ltd. – Sofia; distilled
water.
To achieve the goal of the study, the components below were
used in the composition of the hydroxypropyl methylcellulose
films: hydroxypropyl methylcellulose powder (viscosity of 5%
solution 75-150 cPs and molecular mass 100 000), Alfa Aesar
Gmbh and Co KG, Karlsruhe, Germany; polyethylene glycol
400, HO(C2H4O)nH – M = 380, melting point 4-8°С, boiling temperature 250°С, density 1,13 g/ml, „Valerus“ Ltd. – Sofia; ethanol
96% – „Valerus “ Ltd. – Sofia; distilled water.

2.2. Method of the analysis

Preparation of the samples. The methods of obtaining the
edible films were developed by the authors after significant
number of experimental studies. The concentration of the substances is described in detail. Each individual component is
chosen after an in-depth literature overview. The quantitative
composition of the edible films is chosen after continuous
research of different combinations of the components and after
sensory studies. They have made to achieve optimal composition (Dimitrov, 2014).
Preparation of the pectin films. 3 grams of pectin (hydrophilic agent) are dissolved in 100 ml distilled water at 95°С for
30 minutes. 1 gram of beeswax (hydrophobic agent) is melted in
water bath at 60-65°С. After that 0,2 g of soy lecithin is added
(emulsifier), which decreases the surface tension between the
biopolymer components. The pectin solution and 1,5 cm3 glycerol
(plasticizer) are added to the prepared mixture. The glycerol
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helps to achieve well homogenized solution. At the end the
whole mixture is homogenized at 3000 rpm for 5 minutes in
homogenizer.
The preparation of pectin films is the same as above without
the addition of beeswax and lecithin.
Preparation of the hydroxypropyl methylcellulose films.
3 g of hydroxypropyl methylcellulose films are dissolved first in
110 cm3 C2H5OH and then 55 cm3 of distilled water is added. So
the prepared solution is then homogenized for 5 minutes at 6000
rpm. When homogenization is finished the mixture is conditioned in water bath at 85°С for 15 minutes. To achieve certain
thickness of 0,157 cm a 10 cm3 of each film is poured in petri
dish with 9 cm diameter.
Determination of water vapor permeability of the edible
films. The water vapor permeability of the films is determined
using the method ISO 2528:1995 Sheet materials-determination
of water vapor transmission rate – Gravimetric (dish) method
(ISO 2528:1995) in the Testing center “Almi test” – Sofia,
Bulgaria. The testing has been made three times. In this method
the speed of the water vapor permeability depends on thickness,
composition and the permeability of the compounds. The results
acquired are expressed in grams per square meter for 24 hours
(g/(m2 . 24 h).
Determination of oxygen permeability of the edible films.
The oxygen permeability of the films is determined using the
method BDS EN ISO 2556:2004 Plastics – Determination of the
gas transmission rate of films and thin sheets under atmospheric
pressure – Manometric method (BDS EN ISO 2556:2004) in the
Testing center “Almi test” – Sofia, Bulgaria. The testing has been
made three times. The edible film is positioned in two chambers.
The first one consists of the testing gas in specific pressure and
the second one consists of the starting volume of air, which is
ejected until the pressure becomes zero. The quantity of the gas
which is transferred thorough the film from the one chamber to
another is determined as a function of the time by measurement
of the pressure raise in the second chamber by manometer in
cm3/m2 .24h .1atm.
Determination of scanning electron microscopy of the
edible films. Scanning electron microscopy (SEM) – the micrographic analysis of the pectin and hydroxypropyl methylcellulose
films are carried out by scanning electron microscope model
JEOL 5300. Parts with sizes between 0,5/0,5 cm2 and 1/1cm2
are cut from the films and mounted with conductive adhesive
carbon tape to the holders of the microscope for metallization.
After that the research of the samples is conducted in the
conditions of accelerating voltage of 20kV with different magnifications (1500x, 2000x), due to the sizes of the objects. The
microscope used is digitalized and the pictured and saved digitally.
Statistical analyzes. For the purpose of the study 15 films
of pectin, 15 films of pectin with beeswax and 15 films of
hydroxypropyl methylcellulose have been created.
Choosing the samples sent for testing in the test center has
been made using the stochastic (random) method. After applying the method six sampled have been chosen. Each one of
them is from the general aggregation of edible films and has
equal chance to be included in the testing. This gives the
information from the extract representativeness, but in the limits
of stochastic mistake (Fundamental sociological method for
information gathering and analyses “Project with the financial
support of OP “Administrative capacity”, co-financed by EU
through the European Social Fund”).

3. Results and Discussion1
3.1. Results

Determination of the water vapor permeability of the
pectin film and the pectin film with beeswax
The barrier properties of edible films for water vapor are one
1

of the most important indicators, which affect the shelf life of
food products. The low levels of water permeability increase the
foods storage period. The permeation of water vapor through
the edible films is determined by the indicator water vapor
permeability (WVP) by the method ISO 2528:1995.
The testing of the pectin films determine that the WVP value
is 0,008 (g/(m2 .24 h) (table 1). The value of the indicator WVP
for the edible film made from pectin with the addition of beeswax
is equal to the result of the film without beeswax – 0,008
(g/(m2.24 h) (table 1).
Determination of the water vapor permeability of the
hydroxypropyl methylcellulose film
The testing of the pectin films determine that the WVP value
is 0,011 (g/(m2 .24 h) (table 1).
Edible films

Pectin films

WVP g/(m2·24 h) 0,008

Table 1. Water vapor permeability (WVP) of films
with different composition at 20ºC and 70 % RH

Determination of the oxygen permeability of the pectin
film and the pectin film with beeswax
After the analyses of oxygen permeability it was determined
that the result of the film made from pectin was 60±4
cm3/m2 .24 h .1 atm, and of the film made from pectin and
beeswax was 82±4 cm3/m2 .24 h.1 atm. This prove that the pectin
film possess better permeability properties for oxygen which can
have a favorable influence on preserving the quality of fruits and
vegetables during their storage period.
Determination of the oxygen permeability of the hydroxypropyl methylcellulose film
The hydroxypropyl methylcellulose (HPMC) films has an
oxygen permeability of 2862 cm3/m2 . 24 h .1 atm. That shows that
these films permeate oxygen more than the other researched
films.
Determination of scanning electron microscopy of the
pectin films
The results acquired from the SEM analyses of pectin film
and pectin film with beeswax are shown on figures 1 and 2.
Figures 3 and 4 show pictures of pectin films with beeswax
incorporated. The analyses are held with microscope magnifications 20 kV x 1500 and 20 kV x 2000.

Figure 1.
Magnification 20 kV x 1500

Figure 2.
Magnification 20 kV x 2000

The analysis shows that the pectin films possess morphologically homogenous structure. Both pictures shows insignificant unsolved inclusions from the components (better shown in
figure 2, according to the higher magnification) which do not
affect the integrity of the films.
Figures 3 and 4 show results from the SEM analyses of the
pectin films incorporated with beeswax. These films possess
worse structure with many inclusions and inhomogeneous
structure. From the micrographic in figure 3 it can be seen one

Results in the article are part of the PhD theses of PhD students Radoslav Radev and Georgi Dimitrov.
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other components (glycerin, lecithin) of the film’s composition.
That can have a negative impact on its functional purpose.
The analysis of the scanning electron microscopy (SEM) of
the edible films made from hydroxypropyl methylcellulose determine that the films possess well homogenized and constant
structure. That can be confirmed from both magnifications of the
film. There are also few insignificant inclusions found from the
film’s components (probably unsolved hydroxypropyl methylcellulose).

Figure 3.
Magnification 20 kV x 1500

Figure 4.
Magnification 20 kV x 2000

bigger unsolved particle and many smaller, probably due to the
bad homogenization of the sample. The greater magnification in
figure 4 gives better view of the inappropriate combination of the
beeswax with the other components (glycerol, lecithin). That can
affect films properties and therefore have negative impact of the
use of the film on fresh vegetables.
Determination of scanning electron microscopy of the
hydroxypropyl methylcellulose film
The SEM analyses of edible films from hydroxypropyl
methylcellulose are shown on the next two figures (5 and 6).
They are performed with magnification x1500 and x2000 with
8,1kV voltage.

Figure 5.
Magnification 8,1 kV x 1500

Figure 6.
Magnification 8,1 kV x 2000

The pictures from the scanning electron microscopy show
that the structure of the edible films is homogeneous, all components are well homogenized. There are only single inclusions
which can be from unsolved hydroxypropyl methylcellulose. They
are not likely to have a negative impact on the film properties.

3.2. Discussion

The testing shows that the WVP of the pectin film is 0,008
(g/(m2 . 24 h); the WVP of the pectin film with added beeswax is
also 0,008 (g/(m2 . 24 h), and the WVP of the HPMC film is 0,011
(g/(m2 . 24 h).
The results acquired prove that the pectin films with and
without addition of beeswax possess better WVP value than the
HPMC by 0,003 (g/(m2 . 24 h).
The beeswax was added to decrease the water vapor
permeability, but the results show that the desired effect was not
achieved. The cause of that might be the low quality of some of
the film components: beeswax, lecithin, glycerol or some
mistakes in the film preparation, such as homogenization.
After the conducting of scanning electron microscopy (SEM)
on the edible pectin film and film from pectin and beeswax it can
be summarized that the pectin film possesses a morphologically
homogeneous structure. There are single insignificant inclusions
from the components which can barely affect the film’s properties. It was determined that the film from pectin and beeswax
possesses poor and inhomogeneous structure, which is
probably due to the bad homogenization of the beeswax and the
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4. Conclusions

It can be concluded that the edible films made from pectin
permeate water vapor a little less than the film made from
hydroxypropyl methylcellulose. Practically their values are
almost equal and are suitable for use in food products. They
possess better WVP than the other films found in the literature.
The research shows that the edible films from pectin possess better oxygen permeability properties of the films made
from hydroxypropyl methylcellulose. That determines their
specific application. They possess strong properties for use in
the field of fresh fruits and vegetables, which quality is mostly
dependent on the loss of water and gas transition. The
application of the films made from HPMC can be found in foods
with low moisture and no food “breathing”, such as candies and
confectionery, where the quality of the product during storage is
not mostly affected by the transition of oxygen.
The results acquired from the scanning electron microscopy
prove that pectin and hydroxypropyl methylcellulose films
possess morphologic homogeneity with single insignificant
inclusions. On the contrary, the film from pectin and beeswax
shows bad inhomogeneous structure, which is probably due to
the bad homogenization of the beeswax with the plasticizer
(glycerol) and emulsifier (lecithin).
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Abstract

Nowadays, cardiovascular diseases are a major public health problem in European countries. This issue is not only
a matter of social relevance for national health systems, but also of managerial importance for companies. The laws
on occupational health and safety of EU countries provide for a series of protection measures including risk
assessment, information and training, health surveillance and health promotion. Normally, in the description of the
relationships between cardiovascular pathologies and work, we refer to workplace characterized by high physical
workloads but other areas of work, especially if characterized by emerging occupational risks, should also be
considered. On one side, employers must ensure that the adopted health and safety measures guarantee the
protection of workers from direct and indirect cardiovascular risk factors. On the other side, they may need to
integrate or re-integrate a cardiopathic worker into the workplace. Consequently, a careful assessment of the
cardiovascular functional conditions of the worker is of utmost importance. Therefore, stakeholders should collaborate
actively with the occupational doctor in order to implement all the policies necessary to protect workers' health and
to guarantee the productivity and sustainability of the company at the same time. This is particularly true in a context
of global economic crisis and in an increasingly dynamic and competitive market.
Keywords: heart; health protection; management; European companies; occupational psychology.

1. Cardiovascular disease and work:
an overview

Cardiovascular diseases are a major public health problem
in Europe as well as in most of the industrialized countries in the
world. In particular, arterial hypertension and atherosclerotic
diseases (including myocardial infarction) are constantly increasing despite the numerous prevention campaigns performed
since many years (Di Chiara and Vanuzzo, 2009). Cardiovascular diseases in Europe are responsible for 45% of total deaths
(Wilkins et al, 2017), for 29% of deaths before age 65
(Townsend et al., 2016), and for a disability rate in 25% of cases
(Tsutsumi, 2015).
The literature has paid attention to the increase in the
incidence of cardiovascular diseases already during the young
working age (25-29 years), with a constant growth up to the sixth
and the seventh decade of life, that is until the proximity of the
retirement age (Arcangeli and Mucci, 2009; Cui et al., 2019;
Rantanen, 2015). The main occupational factors involved in this
progressive increase seems to be the following: work environment, job task, working conditions, physical and psychological
workload, emerging psychosocial risks, shift and night work, etc.
(Giorgi et al., 2016b; Kivimäki and Kawachi, 2012; Lecca et al.,
2018; Mucci et al., 2016a). Nevertheless, scientific knowledge
about work-related cardiovascular diseases is still rather limited
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(Rantanen, 2015). In such a scenario, employers are more and
more frequently faced with problems of insertion and re-insertion
of cardiopathic workers.
From an etiological point of view the relationship between
occupational risk factors and cardiovascular system can be
classified into three categories: from chemical agents, from
physical agents, from psychosocial and organizational factors.
Several occupational chemical and physical agents are now
considered potentially harmful to the heart: carbon monoxide,
halogenated hydrocarbons, nitroglycerin, trinitrotoluene, carbon
disulfide, lead, mercury, carbonyl pollutants, polycyclic aromatic
hydrocarbons, noise, hand-arm vibration, whole body vibration,
high and low temperature, etc. (Cupelli and Mucci, 2010; Fang
et al., 2010; Lee et al., 2014; Rantanen, 2015).
Furthermore there are various and well known cardiovascular risk factors independent of work, such as: age, arterial
hypertension, familiarity, elevated body mass index (BMI), low
physical activity, dyslipidemia, unbalanced diet, cigarette smoking, previous or congenital cardiovascular diseases, diabetes
mellitus, and environmental pollution (Casale et al., 2016; Fang
et al., 2010; Silverio et al., 2019; Mucci et al., 2016b; Piepoli et
al., 2016). Consequently, a diagnosis and differential diagnosis
or even only a multivariate analysis of the causes is not always
easy. Furthermore, the possibility that occupational exposure
may influence the evolution of pre-existing cardiovascular
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disorders cannot be excluded (Cupelli and Mucci, 2010;
Graziani et al., 2012; Zaitsu et al., 2019). The scenario is made
even more complex by the existence of suspected occupational
diseases that are exactly comparable to those that can be
observed in the general population, in which cardiovascular
diseases are notoriously widespread (Cupelli and Mucci, 2010;
Montalti et al., 2012; Zaitsu et al., 2019).
The background of work-related cardiovascular diseases
has significantly changed from the second half of the last century to the present day. First of all, exposure to chemical and
physical agents has become progressively less relevant: besides the increased sensitivity for work/health interactions, the
biochemical-pharmacological knowledge of substances and cardiotoxicity mechanisms has increased. This progresses allowed
the adoption of a preventive approach based on two essential
lines of intervention: replacement of hazardous substances in
production cycles, and use of appropriate measures on a
technical level (Arcangeli et al., 2018; Swedish Council..., 2017).
The link between exposure to noise and cardiovascular
disease deserves special attention due to the recent increase in
studies and initiatives, under EU funding, aimed at reducing
exposure to this risk factor not only in the workplace but also in
urban areas. It has long been known that noise can contribute to
the development of heart disease such as arterial hypertension,
stroke, heart failure and coronary heart disease (Arcangeli et al.,
2013; Arcangeli et al., 2015; Wu et al., 2019). To explain the
mechanisms underlying this association was a recent scientific
literature: exposure to noise activates a response in the nervous
system which, in turn, urges the production of stress-related
hormones that damage blood vessels, as they increase
oxidative stress (Münzel et al., 2018).
Normally, in the description of the relationships between
cardiovascular pathologies and work, we refer to work environments characterized by high physical workloads (e.g.
hospitals, porter industries, laundries, constructions, etc.)
(Arcangeli et al., 2019; Mucci et al., 2014; Giorgi et al., 2016a).
Nevertheless, other areas of work, in which psychosocial risks
are emerging, should also be considered (Giorgi et al., 2014;
Giorgi et al., 2016c; Edmondson and von Känel, 2017). In the
current socio-economic context, work performance is often
included in a constant succession of psychosensory, mental and
neuromotor stimulations, whose main determinants are the
following: competition, pressures on productivity, organizational
changes, job insecurity with fear of unemployment, workplace
bullying, introduction of new technologies, sedentary tasks
(Arcangeli et al., 2014; Tsutsumi, 2015; Kivimäki and Kawachi,
2012). All these aspects have been exacerbated by the recent
global economic crisis (Giorgi et al., 2015a; Mucci et al., 2016c;
Osman and Osman, 2017).
From a pathophysiological point of view occupational stress
can be a cardiovascular risk factor with both direct and indirect
mechanisms. The first ones relate to neurohormonal and neurovegetative activation, as part of a general reaction to stress
adaptation, with increased secretion of catecholamines and
cortisol and consequent effects on systemic blood pressure,
heart rate, thrombotic processes, lipid metabolism, and glucidic
metabolism. The protracted exposure to stressful situations and
events has metabolic and hemodynamic repercussions that
favor the onset of hypertension, atherosclerotic coronary artery
disease, ischemic cardiopathy and vascular cerebropathy.
Psychosocial risks also may affect the onset of cardiovascular disease indirectly through changes and/or disturbances in
lifestyle (Gebreab et al., 2018; Virtanen et al., 2012) also
suggested a positive correlation between the number of weekly
working hours and cardiovascular risk; this association seems to
be even more significant in those who work more than 55 hours
a week and in night shift workers (Kivimäki and Kawachi, 2015;
Mucci et al., 2012).
In this light, the credit industry deserves special attention
due to the significant changes it has undergone over the last few
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years and has led to the production of a wide range of scientific
literature on the health (not only the cardiovascular one) and
well-being of workers (Giorgi et al., 2017). The most studied
issues concern work-related stress and bank robberies (Giorgi
et al., 2015b; Mucci et al., 2015b; Giorgi et al., 2019).
Most cardiovascular pathologies are now treatable thanks to
advances in science. Therefore, considering also the aging of
the working population, the number of cardiopathic workers is
constantly increasing (Mucci et al., 2019; Stringhini et al., 2018).
Consequently, both employers and corporate stakeholders need
to keep up-to-date on these issues. Below, we will analyze in
detail the two main situations of interest in this regard: heart
failure and heart transplantation.

2. Heart failure

Heart failure is associated, as well as an increase in morbidity and mortality, to a reduction in quality of life and work
performance. Specifically, its prevalence among workers aged
between 20 and 64 is 8.9% for men and 5.4% for women
(Phillips et al., 2005). In recent years, thanks to the introduction
of new pharmacological and surgical therapies, the prognosis of
heart failure has partially improved, favoring the work reintegration.
Rørth et al. (2016) analyzed, on a population of 11,880
workers in the 18-60 age group, the dynamics following the first
hospital admission due to heart failure. In particular, they found
that 67.7% of workers had returned to work within a year, with a
reduction in working capacity in about a third of them. In the
same study, the authors analyzed the factors that may affect
work reintegration: the young age, the male sex, and the high
level of education were positive predictive factors; on the
contrary, the duration of hospital admissions of more than one
week, and the presence of co-morbidities (e.g. vascular cerebropathy, chronic renal failure, chronic pulmonary obstructive pulmonary disease, diabetes mellitus, neoplasms) were negative
predictive factors.
The reduction of work capacity can have negative repercussions on the patient, his family members, the company, and
society. In fact, a full reintegration of a worker into his/her
habitual job task is not only a goal for the company, but also
plays a crucial role for the individual self-esteem and quality of
life. The loss of work (and, to a lesser extent, also the demotion)
may increase the risk of depression and promotes the development of other mental health problems (Hyde et al., 2015;
Jonsson et al., 2013).

3. Heart transplantation

In Europe, in recent decades, the therapeutic strategy of
heart transplant has been used with increasing frequency in a
large number of patients, thanks to the development of modern
surgical techniques and to the consequent clinical results in the
medium-long term (De Cillia et al., 2010; Galeone et al., 2017).
This constant development has determined the need to focus on
improving the overall outcome of the patients, in all aspects of
health and quality of life, considering their physical, psychosocial and occupational skills (Massad et al., 2004). The
increase in the number of long-lived transplant patients, together
with the marked improvement in the quality of life, has meant
that the return to work is considered as an indicator of posttransplant outcome.
In the literature, the prevalence of the occupational (total or
partial) reintegration after a heart transplant ranges from 20 to
80% (Meister et al., 1986; Rosenblum et al., 1993; Kavanagh et
al., 1999; White-Williams et al., 2011). Return to work after a
heart transplant is not just an important goal for the individual; it
is also a significant element to evaluate social reintegration
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(Politi et al., 2004; Stavem et al., 2000).
There are various factors that can influence the decision to
return to work. In a study by Petrucci et al. (2007), patients
returning to work after transplantation were characterized by the
following aspects: young age, high levels of education, high
performance in clinical trials, high quality of life in both physical
and mental domains, carrying out intellectual professions.
White-Williams et al. (2005) also found that jobs of patients who
return to work after a heart transplantation are more frequently
intellectual and entrepreneurial activities, while those who do not
return to work are more often salespeople, technicians and
workers.
Patients who have undergone heart transplantation constitute a particular group of individuals, potentially subjected to
biological and psychological pressures, whose competition with
other workers cannot be considered equal. Those who cannot
be re-inserted in their previous workplace are forced to face
other problems including difficulties in looking for a new job, the
need to learn new skills, and the potential loss of the previous
professional status (Marcinkowska et al., 2015).
Also, the perception and motivation of the transplanted
subject play an important role in the return to working life.
Particularly, depression has a significant impact on the quality of
life after cardiac transplantation: the depressive state does not
favor the person in an occupational reintegration process
(Eggert, 2010).
In relation to the post-transplant physical weakness, cardiological rehabilitation pathways play a fundamental role in
improving both health and well-being of transplanted patients
(Simchen et al., 2001). Psychological rehabilitation is also needed to help these patients to cope with a chronic illness and to
improve their quality of life (Kristen et al., 2009).
There are some significant clinical differences between posttransplant workers: an important clinical factor related to the
effectiveness of rehabilitation is diabetes, probably due to its
impact on rehabilitation potential (Bohlke et al., 2008; Manninen
et al., 1991). Furthermore, orthopedic and neuromuscular problems can also interfere with a full occupational reintegration
(White-Williams et al., 2005). Eventually, post-transplant
employment is predicted by socio-economic, demographic, and
psychological factors: the employment rate is higher in those
who feel able to return to work, and in those who need a salary
(Thomas, 1996; Sahota et al., 2006).

4. Principles of management

Nowadays the management of cardiovascular diseases in
workers is a strategic aspect for modern companies. The key
figure who can help employers and managers to rule this issue
as efficiently as possible is the occupational physician. In fact,
after an accurate risk assessment of occupational variables of
cardiovascular interest (e.g. physical agents, chemical agents,
psychosocial risks, and work organization), the occupational
physician performs a functional evaluation and a prognostic
stratification of possible cardiovascular diseases in the worker
on an individual basis (Cupelli and Mucci, 2010).
The medical examination can be supplemented by laboratory tests, instrumental examinations and specialist consultations, provided that they are aimed at specific occupational risks.
The medical history and specific risk factors (e.g. work-related
stress) can be easily investigated with questionnaires (Mucci et
al., 2015a).
This operating way is interesting for two orders of reasons.
First, a cardiovascular disease exposes the company to the risk
of a sudden adverse event: an illness can either expose the
worker to an injury (e.g. a fall due to work done in height) or
prevent a timely rescue due to circumstances related to the work
task (e.g. isolated workplace and/or absence of communications). Furthermore, there are tasks with issues of high
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responsibility towards third parties (e.g. driving a company’s
vehicle).
Consequently, a careful assessment of the cardiovascular
functional conditions of the worker is of utmost importance for
both the definition of a specific fit-to-work certification and/or for
the reintegration after a period of sick-leave (Cupelli and Mucci,
2010). From this point of view, useful elements for risk
stratification can be the following: evaluation of the functional
impact of heart disease on the aptitude to perform the specific
task; evaluation of the clinical stability of the disease and
estimation of the probability of new events; definition of the
hyper-vulnerability of the cardiopathic person at work; analysis
of the tasks and the working environment in relation to the main
variables that may induce adaptive reactions involving the
cardiovascular system.
The laws on occupational health and safety of EU countries
provide for a series of protection measures including risk
assessment, information and training, health surveillance and
health promotion. The promotion of health in the workplace is a
complementary measure to the more traditional health
protection (Bazzani and Sánchez AI, 2016; Pristerà et al., 2012).
Its specific objective is to prevent or to modify harmful behaviors
at risk for the most frequent chronic diseases, like cardiovascular ones, and pursue the goal of ensuring full psychophysical
well-being for all workers (Mennini et al., 2018). It assumes a
strategic value in the workplace, especially if it is linked to the
reduction of additive or synergistic effects on the health of both
occupational and lifestyle risks. The main targets of occupational health promotion initiatives in Europe mainly concern
actions aimed at tobacco smoking, alcohol and drugs consumption, physical inactivity, psychosocial risks, and infectious
diseases (Arcangeli et al., 2010; Arenas et al., 2015; Bini et al.,
2018; Flahr et al., 2018; Pristerà et al., 2012). Therefore, the
attention to direct and indirect cardiovascular risk factors is high.
A heart disease – as well as any health problem that
compromises full production efficiency – can make a worker
more vulnerable to discrimination phenomena (Di Marco et al.,
2016). The most important protective factor is an efficient
organization of work (Di Marco et al., 2018). This is a subject of
the highest interest for European companies, since legislations
on equal rights have existed since the foundation of the EU.
The phenomenon of workers who go abroad, for travel or in
a stable manner, deserves to be taken into specific consideration. In the case of transfers, it is advisable for the employer to
plan an extraordinary health evaluation, with particular reference
to the cardiovascular system, before departure. In the case of
subjects who work permanently abroad, it may instead be useful
for the employer to offer them targeted health promotion
programs. In fact, the foreign worker – especially if he has not
acquired the status of resident or citizen of the country in which
he is – may have difficulty in accessing public health services.
Once again, the occupational physician is the figure who
may better support the corporate stakeholders in a managerial
approach of synergistic governance between health promotion
and health protection.
In addition, we believe it is appropriate to focus on two
aspects of particular interest: reduced tolerance to the exercise
and increased infectious risk. In the first case – which will
probably be taken into account in the presence of heavy
workloads – it is useful to apply the principles of ergonomics to
the workplace in order to safeguard (and enhance) the residual
work capacity by reaching the formulation of a bespoke fit-towork certification, trying to preserve as much as possible the
characteristics of the job originally carried out (Arcangeli et al.,
2019). The second case is more complex, due to the
immunosuppression state that may prejudice to the opportunity
of allocating the patient to a different task.
The implementation of rehabilitation programs in cardiopathic
subjects may also play a role in the work reintegration. In
particular, Cardiac Rehabilitation and Exercise Training (CRET)
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resulted very effective not only in assuring an improvement in
health conditions and quality of life to patients but also in offering
a substantial reduction in costs for the companies (Milani and
Lavie, 2009).

5. Conclusions and perspectives

A careful analysis of the potential relationships between
occupational exposures and cardiovascular diseases is of
utmost importance. On one hand, it allows to verify the effectiveness and appropriateness of the prevention measures

against the recognized occupational risk factors for the cardiovascular system. On the other, it may favor the identification of
new risk factors and the consequent development of preventive
strategies. In such a context, the role of the competent physician
is strategic in assessing the compatibility between a clinicalfunctional condition and a working situation. Our experience
confirms that the reintegration at work of a cardiopathic patient
– in a way respectful both of his health and of company’s
productivity – may not be always easy. Nowadays, a strong
collaboration between the company management and the occupational physician is crucial to achieve both goals above at the
same time.
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Abstract

This research purpose is to examine the effect of work stress on turnover intention mediated by burnout, and
demographic characteristic as moderation. It uses positivism in form of explanatory research. Data collection uses
survey technique through questionnaires and interviews. The research location is Medical Representative in Malang.
The population is Medical Representative which work and domiciled in Malang City. The samples are 135 people.
Data is analyzed by Structural Equation Modeling with Partial Least Square (PLS) based on SmartPLS Version 2.0
software program. The research results indicate that job stress has a positive and significant effect on burnout, but
work stress does not directly affect on turnover intention. Furthermore, burnout has a positive and significant effect
on turnover intention. The work stress positively and significantly affect on turnover intention if mediated by burnout.
Demographic characteristics of age and education moderate the effect of burnout on turnover intention. However,
tenure cannot moderates the effect of burnout on turnover intention.
Keywords: job stress; burnout; turnover intention; demographic characteristics; medical representative.

1. Introduction

The stressful experience in one's working and personal life
is not something new, but has conceptually been noticed in last
decade. Ivancevich, et al. (2005) mentioned that stress can
mean a lot. From perspective of ordinary people, stress can be
interpreted as feeling tense, anxious, or worried. Scientifically,
all these feelings are a manifestation of stress experience.
Stress is also learned from different frameworks and
perspectives. The Person-Environment / P-E Fit Theory by
Harrison (1978) explains that interaction between the individual
and work environment determines whether there is a stressful
situation in individual. In other words, stress can occur if the
individual identifies a mismatch between the reality of work
environment and individual's perception of his or her working
environment.
There are many studies that examine job stress on individuals and jobs, such as marketing executives (Noor and
Maad, 2008), salespeople and customer service representatives
(CSR (Babakus, et al., 1999; Brown and Peterson, 1993; Low,
et al., 2001; Singh, et al., 1994), but no research has been found
on personnel of other marketing personnel, Medical Representative (Med-Rep). Medical Representative or Professional Sales
Representative, usually called Detailer in pharmaceutical companies, may be one job or profession that is still rarely known
and dreamed by most people. In pharmaceutical industry,
through them health workers or doctors can get the latest
information on medication, medication or treatment techniques.
Employment in field is directly related to marketing of drugs,
especially those that are not sold freely or with special marks,
such as 'red dot' which means it should only be used with a
doctor's prescription.
The phenomenon shows that competition in pharmaceutical
industry in Indonesia is very tight. In Malang, a pharmaceutical
company offering 52 medicines and medical equipment
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products is supported by 26 Pharmaceutical Wholesalers (PBF)
who act as the distributor of products from all pharmaceutical
companies (Malang City Health Office 2014). Recognizing the
strictness of competition, Med-Rep must work hard to ensure
that informed products can be prescribed by doctors. Overall,
Med-Rep's primary duty is to bridge the gap between the
customer and company, and to be responsible for the demands
of both parties.
The results of NIOSH (The National Institute for Occupational Safety and Health) study indicate that some jobs are
more stressful than other jobs, one of which is Sales Representative (Mondy, et al., 1990). As well as their colleagues who
work at these marketing organizations, Medical Representative
is certainly also a potential job stress in performing their duties
caused by various stressors.
An issue says that Med-Rep turnover in pharmaceutical
companies is quite high. It is unfortunate that some of them are
potential and talented Med-Reps. The theory suggests that labor
turnover is related to turnover intention or intention to leave /
quit. Fishbein and Ajzen (1975) argue that turnover as a
manifestation of turnover intentions, i.e. the desire or intention to
perform a particular behavior that can interfere with effectiveness of way the organization. Price (2001) states that turnover
intention as an alternative in actual turnover measurement. The
turnover intention can be used as an indicator of actual quitting
(Jansen, et al., 2001; Maertz and Campion, 2004). The turnover
intention is a better predictor of other attitudinal measures in
employee turnover (Krausz, et al., 1995).
The high turnover of Med-Rep which is triggered by turnover
intention as mentioned above can be caused by work stress.
Gupta and Beehr (1979) first examined the relationship between
work stress and turnover intention. They claim that turnover
intention can be caused by work stress experienced by
employees in company. Stress associated with a better job,
encouraging the turnover intention rather than withdrawal
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(withdrawal) itself. Job stress is also positively and significantly
associated with turnover intention (Layne, 2001; Noor and
Maad, 2008). Al Rub and Al Zaru (2008) prove work stress
increases the intention to leave work. But there are also studies
that show different results, work stress is not related to turnover
intention (Hendrix, et al., 1985, Tuten and Neidermeyer, 2004,
Yahaya, et al. (2010). It implies that there are other variables
acts as a mediator for the effect of work stress on turnover
intention.Holfoll (1989) through the Conservation of Resources
Theory of Stress states that certain behaviors and attitudes and
stress results can occur as a result of loss of resources and
burnout In a previous study, Kahill (1988) argued that one of
stress outcomes included in context of responses to overcome
behavior was the turnover intention.Kerery, et al. (1985) and
Williams, et al. (2001) proved that turnover intention was the
result of stress and burnout Schwarzer and Hallum (2008) found
that teachers in their career paths suffered a lot of stress
depression, burnout, poor performance, attitude changes and
personality. Further effects on condition may in turn lead to
illness and early retirement (Bakker and Schaufeli, 2000;
Vandenberghe and Huberman, 1999).
Burnout was first expressed and introduced to society by
Herbert Freudenberger (1973). According to him, workers experience mental fatigue, loss of commitment, and decreased
motivation over time. Someone affected by burnout, from
outside everything still looks intact, but inside it is empty and full
of problems. The use of term burnout has now expanded by
covering all types of work and profession, for example marketing
personnel, medical personnel and medical personnel, personnel
and staff / academic staff, data processors, accountants, and
others.

2. Theoretical basis
2.1. Stress

Davis, et al. (1995) suggests that stress is a physical and
mental tension, where tension is an inward pressure as a
reaction to any change. According to Robbins (2006) stress is a
dynamic condition in which an individual is confronted with an
opportunity (probability), constraints, or demands associated
with what is most desirable and what is produced, is perceived
as uncertain and important.
Theoretical Model Focuses on Reaction Stress determines
the workplace factor configuration associated with stress
reactions (Theoretical Models on Relationship between Stressful
Situations and Strains) which consists of: 1) The PersonEnvironment / PE Fit Theory by Harrison (1978), 2) Job
Demand-Job Control Model by Karasek (1979), 3) The Vitamin
Model (The Vitamin Model) by Warr, 1987, and d) The
Imbalanced Rewards-Measurement Model Effort-Reward
Imbalance Model) by Siegrist (1996).

behavior. Fishbein (1967) and Newman (1974) explain that turnover intentions show the behavior of intention to stay or leave
the organization consistently associated with displacement.

2.4. Hypotheses

The basis for hypothesis formation is the research model in
figure 1 below. The model is translated into research hypothesis.

Figure 1. Research model

2.5. The effect of work stress on burnout

Lee and Ashforth (1996) described burnout as the most
studied correlation with work stress. The results of Yi and Mei
(2012) proved a positive correlation between job stress and
burnout. Cordes and Dougherty (1993), Deery, et al. (2002),
Demerouti, et al. (2001), Schaufeli and Bakker (2004), Singh
(2000), and Singh, et al. (1994) suggests that burnout can be
reduced by reducing job stress. Referring to study of theory and
some of above empirical studies, hypotheses 1 (H1) are presented as follows:
H1: Work stress positively and significantly effect to MedRep burnout.

2.6. The effect of work stress on turnover
intention

Davis, et al. (1995) suggests that stress is a physical and
mental tension, where tension is an inward pressure as a
reaction to any change. According to Robbins (2006) stress is a
dynamic condition in which an individual is confronted with an
opportunity (probability), constraints, or demands associated
with what is most desirable and what is produced, is perceived
as uncertain and important. According to Cherniss (1980),
burnout is a psychological withdrawal from work done in reaction
to stress and dissatisfaction with an excessive or prolonged
work situation.

The stressors encountered in work environment are related
to aspects of organizational behavior. Perceptions of stress in
work environment encourage employee decisions to actually
leave their organizations (Johnson and Indvik, 1996). Stamper
and Johlke (2003) suggest that if organizations or management
disrespect employees for their hard work, or the organization's
contribution creates stress, most encourage employees to leave
the company. Stressor is associated with a turnover intention
(Chen and Spector, 1992). Work stress is positively associated
with intention to exit the organization (Cavanaugh, et al. 2000;
Gupta and Beehr, 1979, Paillé, 2011; Yahaya, et al., 2012). The
results of Lee and Kim (2002) concluded that job stress is
strongly associated with turnover intention. Job stress increases
the turnover intention from organization (Firth, et al., 2004;
Kemery, et al., 1985). The results of Rizavi's research, et al.
(2011) concluded that job stress can be a major factor in
increasing the level of stopping desire in banking sector of
Pakistan.
Referring to aforementioned empirical studies, hypothesis 2
(H2) is presented as follows:
H2: Work stress positively and significantly effects the
turnover intention Med-Rep.

Pasewark and Strawser (1996) explain that turnover
intentions refer to one's intentions to seek other work
alternatives, and have not yet materialized in form of real

Maslach, et al. (2001) explains that consequences of
burnout can be viewed from within two aspects, namely
performance and health. In terms of performance, effect of

2.2. Burnout

2.3. Turnover intention
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2.7. The effect of burnout on turnover intention
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burnout is accompanied by withdrawal, absenteeism, turnover
intention and stop working. Some studies have shown that
burnout is positively associated with turnover intention (Lee and
Ashforth, 1996; Schaufeli and Bakker, 2004; Schaufeli and
Enzmann, 1998). The results showed that burnout had an effect
on turnover intention (Geuts, et al., 1998; Matin, et al., 2012).
Employees who experience burnout, have a higher incentive to
leave the organization (Muhammad and Hamdy, 2005; Pines
and Maslach, 1981). The meta-analysis of Lee and Ashforth
(1996) and Alarcon (2011) suggest that results of reflecting the
resignation motivated by turnover intention are related to
burnout dimension: emotional fatigue and personality or
depersonalization changes. Referring to above empirical studies, hypothesis 3 (H3) is presented as follows:
H3: Burnout has a positive and significant effect on turnover
intention Med-Rep.

2.8. The effect of work stress on turnover
intention, mediated burnout

The Conservation of Resources (COR Theory) provides a
framework for understanding the many critical antecedents and
consequences of burnout (Hobfoll, 1989; Hobfoll and Freedy,
1993). This theory states that certain behaviors, attitudes, and
work (such as the turnover intention) occur as a result of loss of
resources and burnout. Various studies have utilized the COR
framework, and found empirical support in model (Brotheridge
and Lee, 2002). Demerouti, et al. (2001) found strong evidence
that job demands were a major cause of fatigue (burnout
dimension), while lack of resources was associated with resignation. The level of moderate job demands indirectly causes
dysfunctional (distress) (through burnout), and functional effects
on turnover intention (Singh, et al., 1994). Stress can lead to
depression, burnout, poor performance, attitude and personality
changes which, in turn, can cause illness and early retirement
(Bakker and Schaufeli, 2000; Vandenberghe and Huberman,
1999).
Moving desire is the result of stress and burnout (Kemery, et
al., 1985; Williams, et al., 2001). High levels of stress will
increase emotional fatigue, and may further increase the
turnover intention (Cropanzano, et al., 2003). Halbesleben and
Buckley (2004) suggest that burnout mediates the effects of job
characteristics on turnover intention. Emotional fatigue which is
the burnout dimension, mediates the relationship between role
stress and intention to leave the organization (Ngo, et al., 2005).
Job demands that include role ambiguity, role conflict, and role
advantages have a significant effect on turnover intention
mediated burnout (Babakus, et al., 2009). Burnout mediates the
effect of job stressors on turnover intention (Jiménez, et al.,
2012).
Based on theoretical and empirical studies, hypothesis 4
(H4) is presented as follows:
H4: Burnout mediates the effect of work stress on turnover
intention Med-Rep.

2.9. The effect of burnout on turnover intention,
moderated age

Several other studies have shown that age affects the
burnout of Collings and Murray, 1996). Maslach and Jackson
(1981) found that age differences had a significant effect on
burnout. The burnout rate of younger employees is greater than
that of employees in their 30s or 40s (Maslach, et al., 2001).
Brewer and Leslie (2004) conducted a meta-analysis of effect of
demographic differences on burnout. They found a negative
correlation between age and burnout.
Cohen and Golan (2007) found that age negatively affected
the turnover intention. Suhaime, et al. (2011) proves that
differences in demographic factors, where age affects the desire
to leave the company. Becker (1960) argues that older
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employees are more likely to remain in organization until the end
of their tenure, for example because of retirement expectations.
Beecroft, et al. (2007) proves that older employees are more
likely to want to move than younger employees if they do not get
the position they want. Older staff employees, aged between the
45-year-old age group, are less likely to move than staff under
30 (Kabungaidze and Mahlatshana, 2013).
Referring to above empirical studies, hypothesis 5 (H5) is
presented as follows:
H5: Age moderates the effect of burnout against the turnover
intention Med-Rep.

2.10. The effect of burnout on turnover intention,
moderated by period of work

Acker (2003) mentions that employment has a relationship
with burnout. Suhaime, et al. (2011) proves that differences in
demographic factors, such as years of service, affect the desire
to leave the company. Knani and Fournier (2013) conclude that
employment has a significant positive effect on turnover intention, where employees with longer tenure tend to be willing to
move compared to short-term employees.
Referring to above empirical studies, it can be seen that
work plays a role moderates the effects of burnout on turnover
intention. Thus, hypothesis 6 (H6) is proposed as follows:
H6: Working period moderates the effect of burnout on
turnover intention Med-Rep.

2.11. The effect of burnout on turnover intention,
moderated level of education

Maslach and Jackson (1981) found that education contributed significantly to burnout. A higher level of education can
reduce burnout (Demir, et al., 2003). The level of education
affects the burnout (Acker, 2003).
Royalty (1998) concluded that level of education affects the
turnover intention employees, where higher education levels are
associated with better labor market alternatives. Sousa and
Henneberger (2012) find the turnover intention increasing with
education levels. That is, higher the employee education, higher
the desire to leave the company.
Referring to some of these research results, it can be seen
that level of education plays a role moderates the effect of
burnout on turnover intention. Thus, hypothesis 7 (H7) is proposed as follows:
H7: Education moderates the effect of burnout on turnover
intention Med-Rep.

3. Methodology

This research includes explanatory research or causality
research, ie research that seeks explanation in form of causeeffect between several variables. The unit of analysis or subject
of this study is a Medical Representative (Med-Rep) Pharmaceutical Company. The determination of this research subject
is based on consideration that: 1) the phenomenon indicates
that Med-Rep has the potential to experience work stress as
their colleagues who work in other marketing (Mondy et al.,
1990), and develop into burnout in running their work routine
(Demerouti et al., 2001; Singh, et al., 1994); 2) the issue of high
Med-Rep turnover of pharmaceutical companies.
The location of study was conducted in Malang City, with
practical consideration that Malang City is one of potential target
market for pharmaceutical companies. The population in this
study were 398 Med-Rep (Association of Medical Representative Malang, 2014) in 52 pharmaceutical companies
(Health Department of Malang City, 2014). The number of
samples is determined by Yamane approach (Ferdinand, 2006)
as follows:
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4. Result and discussion

n = N / 1 + N.d 2
n = 398/1 + 398 (0,07) 2
= 398/1 + 1.9502
= 134.90 or 135 people

Where:
n = Total number of samples
N = Population size (398 people)
d = Precision level

The above calculation shows the number of samples is 135
people. The sample is determined by using proportional random
sampling technique. The analytical tool used is Structural
Equation Modeling (SEM) with Variance Based using Partial
Least Square Program SmartPLS Version 2.0 software).

The age of most respondents is in category of 30 years
down, ie 81 people or 60.0 percent, and rest are respondents
with age more than 30 years ie a number of 54 people or by 40
percent. The group of respondents with a working period of 4
years and under a number of 68 people or by 50.4 percent and
rest are respondents with a working period of more than 4 years
totaling 67 people or by 49.6 percent. Further education level of
majority respondents is non graduate, that is 76 people or equal
to 56.3 percent, and rest is group of bachelor amount 59 people
or equal to 43.7 percent. It shows that respondents are still in
productive age with sufficient working experience of many from
non graduate. Data obtained from these respondents were used
to analyze the research hypothesis through structural equation
modeling (SEM) using SmartPLS Version 2.0 software. The
results are presented in Table 1 below:

Table 1. Results of Coefficient Test on Hypothesis Model
Source: Primary Data, processed (2016)

Referring to Table 1, test results of seven hypotheses are as
follows:
Hypothesis 1 (H1): Work stress has a positive and significant
effect on Med-Rep burnout. The direct effect of work stress on
burnout obtained by path coefficient of 0.702 with t = 17.409 and
p = 0.000. Since the statistical t value is greater than 1.96 or p
is smaller than 0.05 it can be said that work stress has a positive
and significant effect on burnout. Thus H1 is accepted. Based on
results of test can be stated that higher level of work stress will
increase burn-Med-Rep. This result is in line with Yi and Mei
(2012) research on positive correlation between job stress and
burnout. Cordes and Dougherty (1993), Deery, et al. (2002),
Demerouti, et al. (2001), Schaufeli and Bakker (2004), Singh
(2000), and Singh, et al. (1994) also suggests that burnout can
be reduced by reducing job stress.
Hypothesis 2 (H2): Work stress positively and significantly
affect the turnover intention Med-Rep. The direct effect of work
stress on turnover intention is obtained by path coefficient of
0.286 with t = 4.582 and p = 0.000. Because the statistical t
value is greater than 1.96 or p smaller than 0.05 it can be said
work stress has a positive and significant effect on turnover
intention. Thus H2 is declared acceptable. Based on test results
it can be stated that higher level of work stress will increase the
turnover intention Med-Rep. This result is in line with Chen and
Spector (1992) that stress relates to turnover intention. Work
stress is positively associated with intention to exit the
organization (Cavanaugh, et al. 2000; Gupta and Beehr, 1979,
Paillé, 2011; Yahaya, et al., 2012; Lee and Kim (2002) .The job
stress increases the turnover intention from organization (Firth,
et al., 2004; Kemery, et al., 1985).
Hypothesis 3 (H3): Burnout has a positive and significant
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effect on turnover intention Med-Rep. The direct effect of
burnout on turnover intention was obtained by path coefficient of
0.423 with t = 5.487 and p = 0.000. Because the statistical t
value is greater than 1.96 or p is smaller than 0.05 it can be said
that burnout has a positive and significant effect on turnover
intention. Thus H3 is declared acceptable. Based on test results
it can be stated that higher burnout rate will increase the
turnover intention Med-Rep. These findings are in line with Lee
and Ashforth (1996), Schaufeli and Bakker (2004) Schaufeli and
Enzmann (1998) that burnout is positively associated with
turnover intention. Burnout had an effect on turnover intention
(Geuts, et al., 1998; Matin, et al., 2012). Employees, who
experience burnout, have a higher incentive to leave the organization (Muhammad and Hamdy, 2005; Pines and Maslach,
1981).
Hypothesis 4 (H4): Burnout mediates the effect of work
stress on turnover intention Med-Rep. The proof of this
hypothesis depends on results of coefficient test of work stress
on burnout as it is in result of hypothesis H1, coupled with
coefficient test result of burnout against the turnover intention as
it is in result of H3 hypothesis. Both path coefficients are
significant. Based on both hypothesis testing results above can
be said that higher level of work stress will increase the turnover
intention, with mediated burnout. Thus H4 is declared acceptable. This finding is in line with Kemery's research, et al. (1985);
Williams, et al., 2001) that migratory desire is the result of stress
and burnout. High levels of stress will increase emotional
fatigue, and may further increase the turnover intention
(Cropanzano, et al., 2003). Halbesleben and Buckley (2004)
suggest that burnout mediates the effects of job characteristics
on turnover intention. Emotional fatigue which is the burnout
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dimension, mediates the relationship between role stress and
intention to leave the organization (Ngo, et al., 2005). Job demands have a significant effect on turnover intention mediated
burnout (Babakus, et al., 2009). Burnout mediates the effect of
job stressors on turnover intention (Jiménez, et al., 2012)
Hypothesis 5 (H5): Age moderates the effect of burnout on
turnover intention Med-Rep. With increasing age, it will further
reduce the turnover intention Med-Rep if experiencing burnout.
The proof of this hypothesis depends on results of coefficient
test of age interaction with burnout against the turnover
intention. The coefficient of line -0.441 of age interaction and
burnout against the turnover intention was significant (t = 2.385;
p = 0.012). Based on results of hypothesis testing can be said
that age moderate the effect of burnout on turnover intention
Med-Rep. Thus H5 is accepted.
The negative sign on coefficient of age interaction with
burnout against the turnover intention is weakened. In other
words it can be stated that with increasing age, it will further
reduce the turnover intention Med-Rep because of burnout. The
results of this analysis indicate that turnover intention lower due
to high burnout, occurs in older age groups. These results are in
line with Maslach and Jackson (1981) that age differences have
a significant effect on burnout. The burnout rate of younger
employees is greater than that of employees in their 30s or 40s
(Maslach, et al., 2001). Cohen and Golan (2007) found that age
negatively affected the turnover intention. Suhaime, et al. (2011)
proves that differences in demographic factors, where age
affects the desire to leave the company. Becker (1960) argues
that older employees are more likely to remain in organization
until the end of their tenure, for example because of retirement
expectations.
Hypothesis 6 (H6): The period of work moderates the effect
of burnout on turnover intention Med-Rep. The proof of this
hypothesis depends on results of coefficient test of interaction of
working period with burnout against the turnover intention. The
coefficient of line -0.134 of working interaction with burnout
against the turnover intention is not significant as shown by
t = 0.687; p = 0.476. Based on results of hypothesis testing can
be said that working period does not moderate the effect of
burnout on turnover intention Med-Rep. Thus H6 is declared
rejected. This result is inconsistent with Acker (2003) that
working period is related to burnout. Suhaime, et al. (2011)
proves that differences in demographic factors, such as years of
service, affect the desire to leave the company. Knani and
Fournier (2013) conclude that tenure has a significant positive
effect on turnover intention.
Hypothesis 7 (H7): Education moderates the effect of
burnout on turnover intention Med-Rep. The proof of this
hypothesis depends on results of coefficient test of educational
interaction with burnout against the turnover intention. The path
coefficient of 0.388 from educational interaction with burnout to
turnover intention was significant (t = 2.059; p = 0.038). Based
on results of hypothesis testing can be said that education
moderate the effect of burnout against the turnover intention.
Thus H7 is accepted. The positive sign on coefficient of
educational interaction with burnout of turnover intention is
reinforcing. In other words it can be stated that with increasing
education, it will increasingly increase the turnover intention
Medical Representative because of burnout. The results of this
analysis indicate that turnover intention higher due to high
burnout occurs in a group with higher education.
These results are in line with Maslach and Jackson (1981)
that educational factors have a significant effect on burnout. A
higher level of education can reduce burnout (Demir, et al.,
2003). The level of education affects the burnout (Acker, 2003).
Royalty (1998) concluded that level of education affects the
turnover intention employees, where higher education levels are
associated with better labor market alternatives. Sousa and
Henneberger (2012) find the turnover intention increasing with
education levels.
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5. Concluding comments

1. The higher the level of work stress will increase burnout.
It can be stated that increased burnout felt by Medical
Representative is caused by increasing of work stress.
2. The higher the level of work stress will increase the
turnover intention. The results of analysis show that
effect of job stress on turnover intention is not so great,
because burnout does not play a role in relationship of
these two variables. It can be stated that in some Medical
Representatives, high work stress is not always followed
by high turnover intention.
3. The higher the burnout rate will increase the turnover
intention. It can be stated that increasing willingness to
move Medical Representative is caused by higher
burnout.
4. The higher the work stress will increase the turnover
intention, if mediated burnout. Job stress indirectly
affects the turnover intention, through burnout. This
finding is evident from results of hypothesis testing that
shows that turnover intention Medical Representative
increased when felt burnout caused by increasingly high
work stress.
5. With increasing age, it will further reduce the turnover
intention because of burnout. The turnover intention
lower due to high burnout, occurs in older age groups or
groups more than 30 years old, or it can be said that level
of turnover intention Medical Representative is higher for
people under the age of 30 than those who are aged over
30 years due to increased burnout.
6. The working period does not moderate the effect of
burnout on turnover intention Medical Representative. It
can be stated that increasing the turnover intention
Medical Representative caused by higher burnout, not
related to working period.
7. With higher level of education, it will further increase the
turnover intention Medical Representative because of
burnout. The turnover intention increasingly high due to
high burnout occurs in a group of higher-educated or
group scholars.

The results of this study prove that demographic
characteristics, including: age and education play a role
moderates the effect of burnout on turnover intention Medical
Representative caused by work stress. It is hoped that results of
this empirical study can be one of references or study materials
for academics and subsequent researchers, as well as the
concern of management of pharmaceutical companies. Related
to that, researcher convey the following suggestions:
1. For further researchers, namely:
a. Develop a research model on different objects with a
wider scope.
b. Using other data collection methods, such as qualitative
methods through focus group discussions (FGDs) as
supporting qualitative information analysis.
c. Using other research designs, ie longitudinal data
collection and meta-analysis related to this study.
2. For pharmaceutical company management:
a. The results of this study may serve as a reference or
policy basis for management in managing individual
stress management and its consequences, and it is
possible to apply to other departments / divisions / departments of pharmaceutical companies such as sales,
administration, laboratories, other.
b. Given the effect of distress in form of burnout and
turnover intention experienced Medical Representative
can harm individual employees and organizations,
management of organization should take a proactive
approach to avoid further effects, such as voluntary
turnover, especially by Med-Repent reps.
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