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02- BF27-5634 

THE DETERMINANTS OF AIRPORT OPERATIONAL STRATEGIES TOWARDS 

THE REGIONAL SUSTAIN ABLE APPROACH: A CAS E STUDY OF PALMERSTON 

NORTH AIRPORT  

ESWARANATHAN EHAMBARANATHAN 1 AND SHAGESHEELAMURUGASU2 

ABSTRACT 

Over a century ago, airports then were almost not existent, and its function was undoubtedly 

unknown to many. Today, airports are essential in every city as airports integrate with 

individuals, the economy and environment as well as portray the symbol of growth. Similarly, 

Palmerston North Airport in New Zealand has been providing commercial and general aviation 

services since the 1930s. Thus, this paper is designed to explore the importance of this airport 

in the region as well as highlight its past and present operational activities and strategies. The 

secondary findings indicate that this airport was recognised as an international airport but now 

only serve the domestic market. Since its operations, the airport has faced several achievements 

and failures. So, based on its past and present strengths as well as weaknesses, this paper 

concludes this airportôs future operational opportunities and threats as well as itôs determinants 

towards the region sustainability.  

Keywords: Operations Management, Airport, Sustainability, Palmerston North Airport  

 

INTRODUCTION  

Palmerston North Airport is located in the Manawatu regionwhich is also situated in the lower 

region of the North Island of New Zealand. New Zealand has two main islands which are 

known as North Island and South Island. Therefore, New Zealand is an island nation as the 

country in the Pacific Continent, and geographically, New Zealand is not located in a strategic 

location as the country is situated in Southwestern Pacific Ocean and is a distance away from 

most of the countries in the region. Thus, New Zealand does not share any land borders with 

other states, and New Zealand nearest neighbours such as Australia and Fiji are 3 hours away 

via flight. 

  

                                                 
1 Universal College of Learning, New Zealand. E-Mail: -n.ehambara@ucol.ac.nz 
2 Universal College of Learning, New Zealand. E-mail: - s.murugasu@ucol.ac.nz 
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Figure 1: Map of Australasia (2017) 

 
 

Figure 2: Map of New Zealand (2017) 

 
 

Meanwhile, New Zealand is the home for 4.8 million people. Due to the small market, 

the New Zealanders or also known as the Kiwis rely heavily on exports and imports. New 

Zealand is one of the largest dairy producers in the world and the most significant commodity 

exported in 2016 was milk powder, butter and cheese worth 11.2 billion in New Zealand 

Dollars. The total commodity and services export and import in 2016 were valued at 70.1 

billion and 66.4 billion in New Zealand Dollars (Statistics New Zealand, 2017).  

Therefore, the geographic isolation and economic needs have made the aviation industry 

an essential gateway for the country. Due to these reasons, the recent globalisation in the 

aviation industry in New Zealand is one of the critical and growing sectors to date. Over the 

past years, particularly in the commercial aviation community, it has been witnessing 

significant social and economic growth. The sharp increase in trade, tourism as well as 

migration has supported the air services which uses almost 14 percent of New Zealand exports 

(Ministry of Transport, 2017).  Interestingly, there has been a sharp increase in tourist and 
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demand towards commercial aviation over the recent years because New Zealand is known for 

itsbeautiful and friendly environment (Fountain, 2016).   

The commercial aviation community in New Zealand includes air transport, air rescue, 

air ambulances services, aircraft design and manufacture, services and engineering as well as 

aviation airports (Aviation New Zealand, 2016). In most situations, the growth of airports is 

vital for the regional economy and environmental sustainability. Similarly, airports in New 

Zealand is the major transportation hub that normally consists of runways, buildings, aircrafts 

that aim to promote direct and indirect employment through trading, tourism, education and 

other industries in the regions (De Neufville, 2016). Thus, in 2014, most of the New Zealand 

airports have been improving their operational efficiency to maintain regional growth but also 

have been experiencing regression in technology. The significant factors that have contributed 

to the efficiency would be the airport hub status, airport operating hours and airport ownership 

(Kan Sui et al., 2014)    

The aviation airports in New Zealand are associated with New Zealand Airports 

Association. The membership of this association comprises of 31 airports across New Zealand. 

The council owns most of these airports through the joint ventures between the council and 

The Crown or privately owned (NZ Airports Association, 2017). Meanwhile, the Airways 

Corporation of New Zealand Limited traffic services is sole air traffic services provider in New 

Zealand which is wholly owned by the Crown. The Crown also holds approximately 53 percent 

majority shares in Air New Zealand Limited which is the national flag carrier of New Zealand 

(Ministry of Transport, 2017).   

Similarly, the Palmerston North City Council (PNCC) entirely owned that Palmerston 

North Airport Limited (PNAL). In recent years, the main activities of this airport have been 

providing airport facilities to its users who are airport users and airlines (Palmerston North 

Airport Limited, 2016).  Palmerston North is a city located almost centrally in the North Island 

(Statistics New Zealand, 2014). Meanwhile, it is a most prominent city in Manawatu region 

which its economic strength derives from various sectors such as education, bio-industry, 

defence and distribution. Palmerston North is the home for numerous distribution providers as 

the city is strategically reachable via roads. The city is 2 hours away from Wellington in the 

South, 6 hours away from Auckland in the North, 2.5 hours away from Napier in the East and 

3 hours away from the New Plymouth in the West. The city is also accessible via rail which is 

also an essential stop for passengers and freight. 

Despite being an important city in the region today, Palmerston North was actually 

known as an isolated village during the early 19 centuries.  In fact, only in 1871 the word 

ñNorthò was included in order to differentiate another town Palmerston which is located in 

South Island.  Meanwhile, Palmerstonwas named in honour of the former British Prime 

Minister, Viscount Palmerston. The population in Palmerston North was only 800 in 1877 but 

after the presence of railway, the area witnessed a sharp increase in population as the population 

grew to 6000 in 1900. By 1930, Palmerston North was officially known as a city and the 

population reached 20,000. During this period of time, Palmerston North played an important 

role in the New Zealandôs economy particularly in the agricultural industry. Thus, 

transportation services were essential and improvement especially on air services wasvery 

much required towards the regional sustainability (New Zealand Tourism Guide, 2017). 

However, at present, the population and small market demand havecertainly not 

encouraged the growth of the airport. The current population of Palmerston North is only 

83,500 and the Manawatu region is the home for 135,000(Palmerston North City Council, 

2017). Thus, with the small population, businesses and people in Palmerston North have been 

experiencing difficulty in pushing for a bigger airport. Nevertheless, the airport which has a 
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long history in place, reaffirms its ability to meet full potential in future as well as to grow and 

progress to achieve regional stability.   

PAST OPERATIONAL ACT IVITIES AND STRATEGI ES  

Palmerston North airport started its activities back in the 1930s. A year after Palmerston North 

was officially proclaimed as a city, Milson Aerodrome Society an essential association in the 

region created the airfield site and subsequently in 1936, the Union Airways provided the first 

commercial air services at this airfield (Palmerston North Airport Limited, 2016). During the 

same period, Dominion Airlines Limited officially launched its first daily air service between 

Hastings to Gisborne (Reader's Digest New Zealand, 2001). A few years later, the Palmerston 

North City council purchased the site. On 16 January 1936, daily flights were established 

between Palmerston North and Dunedin though New Zealandôs first trunk air service (Reader's 

Digest New Zealand, 2001).     

In the 1940s, this airport was used as the military field and only in 1950s, the National 

Airway Corporation or known as NAC extended its air services to the airport. Therefore, to 

meet the demand, the runway and terminal building were constructed according to the 

requirements.  In 1958, the airport was jointly owned by the Palmerston City Council and The 

Crown. During 1975 to 1979, the airport had significant runway extension and constructions 

done due to the Boeing 737 services that were provided by the NAC. 1989, PNAL was formally 

formed, and in 1992, a new terminal building was opened. Subsequently, in 1996, the airport 

was at its peak of its operation when Freedom Air initiated its commercial flight services to 

Brisbane and Sydney, Australia and recognised Palmerston North airport as an international 

airport. In 2006, Palmerston North City council regained its full ownership by purchasing all 

of its airport shares. Therefore, everything seemed perfect, and the airport was heading towards 

greater heights. However, due to the global and domestic economic pressure, in 2008 the 

Freedom Air had to shut down its operations, and Palmerston North airport had suffered the 

most as it had to close the international flights' routes. Since then for many years, Air New 

Zealand was the only airline service provider for the Palmerston North Airport. Meanwhile, in 

2012, the airport is considered to be operating efficiently alongside with five other airports in 

New Zealand with an increase of productivity level at 3.4% which was above the 2.6% average 

level (Kan Sui, et al., 2014).  Thus, in 2016, Jetstar a low-cost airline, began its domestic 

operations at the Palmerston North Airport. Besides, Air New Zealand and Jetstar, currently 

the Origin Air also operates the Palmerston North ï Nelson routes. Thus, at present, the airport 

is busy with its domestic operational activities. 

PRESENT OPERATIONAL ACTIVITIES AND STRAT EGIES 

The transformation of inputs such as raw materials into outputs which produces goods and 

services is known as operation management. Therefore, the operational management activities 

are vital for any organisation as it provides relevant stakeholders with the appropriate 

information to improve the productivity and quality as well as reduce the operating cost of the 

products or services (Heizer and Render, 2014a). Similarly, operational activities in airports 

are essential because it provides the opportunity for the relevant members to make critical 

operational strategies to improve the existing system. In the context of Palmerston North 

Airport, location and layout strategies are crucial towards the growth and sustainability of the 

airport and its region. The United Nations in 2005 defined sustainability through a framework 

that includes the three pillars which are economic, environmental and social (Chopra and 

Meindl, 2016). So, this report will be emphasising and associating the two components which 

are the economy and environmental component. The location strategy in this report will 

highlight the current location and facilities of this airport as well as its strength and weaknesses. 

Meanwhile, the facilities are also being discussed in the layout strategy which explores the 

existing layout as well as its benefits and challenges.            
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LOCATION STRATEGY AN D CONNECTIVITY SERVI CES 

50% of the operating expenses usually is determined by the location. Thus, revenue, as well as 

the tangible and intangible cost of the organisation, are dependable on the area.  The factors 

that affect places are labour productivity, political risk, values and culture as well as proximity 

to markets, suppliers and competitors (Heizer and Render, 2014b).    

At present, the Palmerston Airport caters approximately 40 flights each day to 5 different 

cities across New Zealand. The available flight services are to New Zealandôs important cities 

such as Auckland, Hamilton, Wellington and Christchurch which is mainly operated by Air 

New Zealand. Meanwhile, budget airways, Jetstar Airlines provides its only flight services to 

Auckland and Origin Air has recently started their flight operation to Nelson. As a result, the 

Manawatu regional air travellers are offered choices in order to fly to these major cities in New 

Zealand. However, travellers who wish to fly abroad are frequently required to fly to Auckland 

or Wellington to catch their international flights.     

Besides, flight services, the Palmerston North airport together with Fieldair Holdings, an 

aircraft maintenance company based in Palmerston North have collaborated with New Zealand 

Post for freight services from Auckland to Christchurch. The Auckland-Palmerston North-

Christchurch route seems vital due to the Manawatu region that is strategically located in the 

lower North Island (Stuff New Zealand, 2016).  Therefore since 2016, the increasing number 

of passengers to Palmerston North as well as the city being a hub for distribution and logistics 

have provided positive indicators towards the regional economy and environment. As a result, 

investors have been pouring into the region lately. Palmerston North is now well recognised as 

the lower North Islandôs distribution hub which is yet to boost the employment and businesses 

in the area (New Zealand Herald, 2017). 

However, the airport has its limitation as it currently has only one active runway with a 

total length of 1902 meters. Thus, only limited types of aircrafts could operate at this airport at 

any point of time.  Aircrafts such as Bombardier Q300 with the capacity of 50 passengers and 

Aerospatiale ATR72 with the capacity of 68 passengers are the general operating aircrafts at 

this airport (Air New Zealand, 2017). Meanwhile, for freight services, Boeing 737 are being 

used frequently (Stuff New Zealand, 2016).  

The airport is also connected by bus services. For an instance, the Intercity busis the most 

extensive bus network that connects the airport with other major cities in New Zealand. Thus, 

the airport is linked from the Square in the Palmerston North city via the InterCity bus service 

from or to cities such as Wellington, New Plymouth, Napier and others. Besides buses, cars 

are commonly used by the local visitors and passengers to and from the airport. The car park 

at the airport could accommodate 102 vehicles. As illustrated in image 1, the airport also offers 

to drop off zone for drivers as well as provides several types of parking services such as general 

car parking, long-stay parking, secure car parking, valet parking and mobility car parking. 

According to the Palmerston North Airport (2017), the car parking rates are competitive 

compared to other airports in the lower North Island. Forinstance, the pricing for long-stay 

parking starts NZD 5.50 per day and 15 minutes free parking offered to all drivers at the general 

car park. Meanwhile, the passengers drop zone is just 20 meters across from the terminal, and 

the secure car park provides additional security services. The Valet car parking services are 

designed personalised for each customer.  Car rental, taxis and shuttle bus services are also 

available for the travellers and public.     
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Image 1: Palmerston North Airport (2017) 

 

LAYOUT STRATEGY AND TERMINAL SERVICES  

Operating efficiency occurs through the existence of substantial layout. In operations 

management, there is seven common layout strategy which are office, retail, warehouse, fixed 

position, process-oriented, work cell and product oriented (Heizer and Render, 2014c). The 

Palmerston North Airport has fixed-position layout whereby the operations of remains in one 

location and the resources such as workforce, machines and materials integrated into the airport 

area. Meanwhile, the airport also has a process-oriented layout as the airport currently handles 

a variety of services. In addition, the airport facilities and equipmentôs are placed to deal with 

a range of services and accommodate the reasonable volume of passengers.            

At present, the airport operating hours especially the airport terminal changes daily as it 

only opens between 5 a.m. and closes 30 minutes after the last arriving or departing flight. 

Despite being a small airport, the airport is equipped with several facilities. The essential 

facilities such as the passengers' check-in counters, departure and arrival hall as well as baggage 

claim area and airport help desk are located on the ground floor (Palmerston North Airport, 

2017). As stated in image 2, at the arrival hall, an express café is available for the public which 

operates from 5 a.m. until the last flight arrives. It is known as the Touch and Go Café because 

it is a perfect location to get quick coffee and snack for arriving passengers. The ground floor 

is also home to a shop which is known as the relay/lotto shop. The store is tailored for 

passengers and is just located beside the check-in counters that sells a range of products such 

as maps, newspapers, books, magazines, food, drinks and other essential product for travellers. 

The ATMs, as well as toilets including baby changing rooms, unisex and accessible toilets, are 

also located on ground floor.  
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Image 2: Palmerston North Airport (2017) 

Meanwhile, the first floor as illustrated in image three is equipped with café that operates 

every day and seven days a week between 5 a.m. until the last flight departs. The café is situated 

perfectly as it offers passengers and public a great view of the airfield. The café best place for 

relaxation as it offers several USB charging ports and known for its wheelchair friendly 

services. Air New Zealand regional lounge, as well as the airport offices and conference rooms, 

are located on this floor.Overall, the terminal also offers free wifi network as well as with two 

public telephone, tablet or laptop charging station areas.  

 

 
 

Image 3: Palmerston North Airport (2017) 

LOCATION OPPORTUNITI ES AND LAYOUT THREATS  

Palmerston North Airport is a critical facility that facilitates the economic development and 

plays an essential infrastructure for the region. One of its opportunity is its location strategy. 

The location strategy of this airport provides significant opportunities from the perspective of 

revenue and cost.  The revenue focus is based on the volume of passengers and airfreight 

services as well as physical and non-physical quality.  

Therefore, as highlighted before, the airport is situated in the central of lower North 

Island which is accessible to various major cities such as Napier, New Plymouth and 
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Wellington. Thus, the airport can be seen a great location to be an efficient logistics and 

distribution hub as the airport services are supported by a reliable and regular rail and road 

transport. Palmerston North Airport is seen as the perfect hub as well as transit for goods to be 

delivered to other cities in the lower North Island region. The smaller capacity airports from 

other neighbouring airports such as the Napier and New Plymouth airport provides a 

competitive advantage for the Palmerston North airport.  The environment, particularly the 

weather condition in Wellington also provides opportunities for the Palmerston North Airport 

to be a better option. Due to the location at the edge of Cook Straits, Wellington has been 

experiencing severe weather such as heavy wind. The windy weather in Wellington has caused 

several flight disruptions at Wellington International Airport. As a result, over the recent years, 

many flights at the Wellington International Airport have been delayed, rerouted and even 

cancelled. In fact, despite being the capital city of New Zealand, Wellington has been regarded 

as among one of the windiest city in the world.  

Therefore, the proximity of the airports in this region provides clustering opportunity to 

the Palmerston North Airport. According to Heizer and Render (2014b), clustering occurs 

when competing companies are operating near to each other for operational benefits. Thus, in 

the case of Palmerston North Airport, the grouping may stimulate high traffic flows and 

increase the volume of passengers.  

Therefore, due to its current location, this airport has also high potential to serve a high 

volume of logistics providers and passengers as the gateway. As highlighted, despite being a 

small airport, Palmerston North Airport is well equipped with suitable facilities. The public 

access especially the public transport, parking services, lighting as well as other facility 

services in and off the location tends to create a positive physical quality image and brand for 

this airport. The airport supported is also by transparent management, secure environment, well 

established operational policies which serve as the non-physical location quality. Meanwhile, 

the airportôs location is also subjected cost focus. The airport provides opportunities for its 

users to have added advantage towards reducing tangible cost. Due to its strategic location, 

business organisations can experience a reduction in their transporting and shipment cost of 

raw materials and finished goods.   

Palmerston North Airport also faces threats towards sustainability through its current 

layout strategy. Palmerston North is only equipped with a single active short runway. Thus, 

bigger aircrafts especially international flights may not be able to operate at this airport. Besides 

that, the airport is currently experiencing limited space in its current terminal which it is not 

prepared to engage with a larger number of passengers.   

In addition, The Palmerston North Airport is currently being served by three airlines 

which are Air New Zealand, Jet star and Origin Air. Thus, the airport is highly dependent on 

these airlines as its major source of revenue. Thus, the airport faces greater economic pressure. 

For instance, if the airlines or nation were to face financial crisis undoubtedly the airport will 

face serious economic consequences which may lead economic disaster.  

CONCLUSION  

Palmerston North Airport is an important transportation hub in the region. The past and present 

operational activities and strategies prove that the airport has been providing remarkable 

commercial and general aviation services. However, the economic challenges, as well as the 

small population, has driven away from the airport from the growth which used to be an 

international airport. Therefore, the airport faces significant operational opportunities and 

threats in future. The location of this airport could be a fundamental operational strategy 

supported by appropriate regional economic growth andstable environment. Therefore, the 

location strategy can improve the airportôs operations as well as serve as the crucial ingredient 

for its momentum of growth domestically and internationally in future. However, the layout 
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remains the challenge for this airport. The single and small runaway stays as the potential threat 

for this airport. Moreover, the small airport with limited services is not sufficient to handle a 

large volume of passengers. Therefore, it is vital for the local authorities and airport 

management to improve the existing layout to meet domestic and eventually the global 

demand. Therefore, significant investment is required as the Palmerston North airport has its 

full potential to be a dominant regional airport as well as regain its international airport status. 
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FINANCIAL REGULATION S AND INSOLVENCY RISK OF ISLAMIC AND CON VENTIONAL 

BANKS OF PAKISTAN  

SHUMAILA ZEB1 

ABSTRACT 

The proposed study aims to investigate insolvency risk of conventional and Islamic banks of 

Pakistan. Furthermore, it empirically estimates the effect of already implemented financial 

regulations on the insolvency risk of banks. The banks are divided into four sub-samples i.e., 

large, small, medium, and Islamic banks as per their asset structure. To carry out the empirical 

analysis, a balanced bank-level panel data covering the period 2008-2016 is used. The Z-score 

methodology is employed for calculating the insolvency risk of each bank. The panel 

regression is used to investigate. The empirics reveal that the financial regulations enforced by 

State Bank of Pakistan have significant impacts on the insolvency risk of banks. The results 

further indicate that Loan ratio and Reserve ratio are positively, while current ratio and non-

performing loan ratio are negatively significant to the insolvency risk of all banks. However, 

capital adequacy ratio does not affect the insolvency risk of banks of Pakistan. The results 

provide useful insight to the regulators and policy makers regarding the efficacy of already 

implemented financial regulations on the conventional and Islamic banks of Pakistan. 

Keywords: Financial Regulations, Z-score, Insolvency Risk, Conventional Banks, Islamic 

Banks 
 

INTRODUCTION  

Financial regulations are important measures of safety and soundness for the commercial 

banks. The financial regulations are generally publicized by government regulators to shelter 

investors, sustain systematic markets, and endorse financial stability of financial institutions 

specifically banks within the country. Financial regulations might range from setting minimum 

capital standards, making inspections periodically, and investigating any sort of misconduct. 

The conventional and Islamic banks just follow whatever financial regulations are imposed on 

them by their respective central banks and regulatory bodies. Minimal efforts are being done 

to investigate the already implemented financial regulations are actually beneficial for the 

insolvency risk of conventional and Islamic banks or not.  

Although it is extensively believed that stricter banking regulations and supervision will 

improve the resilience of the financial sector. However the empirical evidence on the 

relationship between financial regulations and insolvency risk of banks is mixed. For instance, 

Demirgüç-Kunt and Detragiache (2011) failed to find a significant relationship between 

countryôs compliance with the Core Principles for Effective Bank Supervision as issued by the 

Basel Committee on Banking Supervision (BCPs). The banking risk was measured by the using 

the Z-score. In contrast, a survey conducted by the World Bank came up with totally different 

empirical results. The study of Klomp and de Haan (2012) reported that financial regulations 

did not significantly affect the low risk banks. However, financial regulations are significantly 

related with the high risk banks. 

Most of the previous literature on the impact of financial regulations on risk taking 

activities of banks focused more on the industrialized economies ( Delis and Staikouras, 2011; 

Klomp and de Haan, 2012) or they used a sample of advanced and emerging economies like 
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González, 2005; Barth et al., 2013). However, in the recent years some studies have been 

published that examine the impact of financial regulations on banking risk in non-industrialized 

economies (Ben Naceur and Omran, 2011; Klomp and de Haan, 2014). 

There is another important issue gaining importance in the literature on the impact of 

financial regulations on insolvency risk is whether the impact of financial regulations on the 

insolvency risk varies among different types of banks. Furthermore, there is also need to 

investigate that either financial regulations impact Islamic banks in a similar manner or not. 

More specifically, this study aims to fill this gap that either financial regulation affects different 

type of banks differently or not.  

The banking sector of Pakistan contributes significantly in its economic growth and 

development.  A great emphasis is being made on the implementation and imposition of 

financial regulations keeping in view all the recommendations of Basel committee. The 

financial regulations are regulated and imposed in order to protect and boost the confidence 

level of both the consumers and investors in any economy. More precisely, the financial 

regulations are imposed to safeguard the financial sector against systemic risk, protecting 

consumers from high prices, and to attain some societal objectives, including stability 

(Llewellyn, 1999).  

The main objective of this study is to empirically examine the relationship between 

already implemented financial regulations and insolvency risk of conventional and Islamic 

banks of Pakistan. A good understanding of the relationship between the variables will help for 

good policy formulation as well as capital regulation in the banking sector of economy. 

Furthermore, this study also investigates the impact of financial regulations on the insolvency 

risk of Islamic banks of Pakistan as well. In order to estimate the objective, the study used Z 

score to examine the insolvency risk of conventional and Islamic banks. The study used 

quarterly data of commercial banks from 2008 to 2016. Furthermore, the study estimated panel 

data analysis to determine the empirical relationship between already implemented financial 

regulations and insolvency risk of conventional and Islamic banks of Pakistan. The study used 

capital adequacy ratio (CAR), current ratio (CR), non-performing loans to total loans (NPL), 

total loans to deposit ratio (LD) and reserve ratio (ReR) as financial regulation variables to 

investigate the relationship between financial regulations and insolvency risk of commercial 

and Islamic banks. 

The study is significant for the academics, practitioners, and financial regulators to have 

deep understanding of insolvency risk when examining the efficacy of already implemented 

financial regulations on conventional and Islamic banks. The study is providing more insight 

about the efficacy of already implemented financial regulations on the insolvency risk of banks. 

Furthermore, it facilitates to provide concrete information to academia on banking system 

insolvency. Unlike various studies, our study has classified commercial banks of Pakistan on 

the basis of their total asset structure. According to the Banking Survey 2013 of KMPG, the 

study classified banks into large, medium, small, and Islamic banks.  The Islamic Banks of 

Pakistan are also incorporated in the sample to see the difference between conventional banks 

and Islamic banks.  

The findings suggest that stricter banking regulation decreases banking risk. The 

empirical results reveal that an increase in nonperforming loan to total loans (NPL) ratio can 

reduce insolvency risk of all commercial banks of Pakistan. A higher reserve ratio (RR) implies 

higher greater insolvency risk for all banks of Pakistan. However, capital adequacy ratio (CAR) 

is insignificant with insolvency risk of commercial banks of Pakistan. For small banks, the loan 

to deposit ratio (LD) reduces as insolvency risks increase. The current ratio (CR), 

nonperforming loans to total loans (NPL), loan to deposit ratio (LD) and reserve ratio (RR) are 

significant for large banks while capital adequacy ratio (CAR) for insolvency risk of large 

banks. All the ratios are significant for insolvency risk of medium banks while capital adequacy 

http://www.sciencedirect.com/science/article/pii/S1879933715300683#bib0160
http://www.sciencedirect.com/science/article/pii/S1879933715300683#bib0070


                                                                                                      AICMSE & AICBEM 2018 (OXFORD) | SHUMAILA ZEB |  20 

                                      www.flepublications.com 

ratio (CAR) and current ratio (CR) are insignificant for the insolvency risk of small banks. 

Furthermore, CAR, CR, and LD are found statistically significant for the insolvency risk of 

Islamic banks as well. These variables are found to have negative relationship with the 

insolvency risk of Islamic banks of Pakistan. 

The study is organized as follows. Chapter 2 describes review of literature; Chapter 3 

discusses the data description, empirical specification of the model, and variables construction 

respectively. The empirical results are discussed in Chapter 4. Chapter 5 concludes the study 

with relevant policy recommendations and suitable way forward. 

LITERATURE REVIEW  

The existing empirical literature provides the mixed results about the relationship between the 

financial regulations and insolvency risk of financial institutions specifically banks. Besanko 

and Kanatas (1996) and Blum (1999) found that more stringent capital requirements enlarge 

insolvency risk of banks while Fernandez and Gonzalez (2005) proved that more strict capital 

requirements can influence insolvency risk of banks. Similarly, Awdeh, El-Moussawi, and 

Machrouh (2011) empirically examined that increase in capital can significantly increase 

insolvency risk of banks.  

There are certain other variables investigated by the various studies. Like, Mercieca, 

Schaeck, and Wolfe (2007) investigated the effect of diversification and bank size on risk 

adjusted performance and insolvency risk of European credit institutions. They used sample of 

15 countries consisting 755 small banks for the time period 1997 to 2003. The small banks 

were classified on basis of their turnover and number of employees. The Z score was used to 

calculate insolvency risk. The results revealed that earning diversification did not affect 

profitability of small banks. Similarly, banks with less diversification had low solvency risk.   

Similarly, Deelchand and Padgett (2009) examined the relationship between risk and 

capital for Japanese cooperative banks. They concluded that inefficient banks had more capital 

and riskier. Another study conducted by Murari (2012) examined insolvency risk for 80 banks 

of India for 2005 to 2009. He found that probability of book value bankruptcy of Indian banks 

decreased over the period of time. He further proved that probability of book value bankruptcy 

of public sector banks was lower than private and foreign sector banks. Similarly, Das (2012) 

investigated insolvency risk of commercial banks of India for the period 1998 to 2007. He 

concluded that Indian private banks were most risky, while foreign banks were least risky. 

Lepitit and Strobel (2013) investigated the probabilistic foundation of linkage between Z score 

and insolvency risk of commercial banks of G20 countries. He found a negative relationship 

between insolvency risk and Z score.  

There are few studies for the identification of determinants of insolvency risk as well. 

One of those studies include Klomp and De Haan (2015) examined 1238 banks of 94 

developing and emerging countries to explore the impact of risk on the regulations of banks. 

The risk of the bank was measured using Z score. They proved that strict regulations and 

increased supervision results in the increase of risk faced by the banks. However, they also 

proved that effectiveness and efficiency of financial regulations and supervision also depends 

upon the structure of banks. The activity restrictions reduced the risk faced by the large banks, 

while the liquidity restrictions was found to be significantly related with the z score values of 

unlisted commercial banks of developing and emerging countries. 

Following the similar pattern, Zhang, Xie, Lu, and Zhang (2016) investigated the 

determinants of financial distress in large financial institutions of United States. The financial 

distress of the 629 Bank Holding Companies (BHC) was calculated using Z-Score and Distance 

to Default (DD). The study was conducted for the time period 2003 to 2013. The results proved 

that short term whole sale funding, non-interest income, and Tier 1risk based capital ratio are 

important determinants of financial distress.  
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Laeven and Levine (2009) examined the relationship between bank risk taking activities, 

bank governance, and the banking regulations. Specifically, they empirically investigated how 

governance and banking regulations jointly adds on the risk of individual banks. They used a 

sample of largest 279 banks in 48 countries. They found that right mix of cash flow played a 

significant role in the risk-taking activities of bank. They further proved that effect of banking 

regulation varies with the bank governance structure.  

Pong, Bokpin and Andoh (2016) empirically examined the relationship between 

disclosure and risk-taking of banks in Ghana for the period 2007-2011.The study used panel 

regression model and relate risk-taking to disclosure, controlling for bank size, profitability, 

liquidity and treasury bill rate. Disclosure scores from a disclosure index were used as a 

measure of disclosure. Similarly, Z-score was used as a measure of total risk. Treasury bill rate, 

profitability and liquidity were found statistically significant with the risk-taking activities of 

banks of Ghana. 

Zeb and Sattar (2017) examined to what extent bank structure matters for the impact of 

financial regulations on insolvency risk of banks using a sample of 21 banks of Pakistan. Their 

findings imply that financial regulations are significantly related with the profit efficiency and 

financial stability of commercial banks of Pakistan. However, their sample did not include 

Islamic banks. 

DATA DESCRIPTION, EMP IRICAL FRAMEWORK AND  METHODOLOGY  

Sample and Data Description 

The study examined a balance panel of 26 banks of Pakistan. Moreover, the study used 

quarterly data for the time period 2008 to 2016. The financial statements data are collected 

from the website of respective banks and State Bank of Pakistan (SBP).  

Most of the previous studies have categorized commercial banks as private, public and/or 

Islamic banks as per their time of founding. This classification of banks may not be very helpful 

to examine the effectiveness of financial regulations and insolvency risk. Therefore, the study 

has categorized the sample banks as per their total asset structure. The sample of this study 

includes 6 large size, 8 medium size, 7 small size and 5 Islamic banks of Pakistan.  

Empirical Specification of Model  

The Z score measures the stability of financial institutions by indicating the distance from 

insolvency, profitability, and leverage of commercial banks. Furthermore, Z score used 

probability of default being extracted by Roy (1952) and further developed by Goyeau and 

Tarazi (1992). It can be written as follows 

Probability of default = Prob (ˊ < - E),  (1) 

Further, we divide it by total assets and obtain returns on assets, such as: 

Prob (ˊ/AÒ -E/TA) =Prob (ROA Ò-E/TA) , (2) 

 

where ROA is return on assets, E is equity, and TA is total assets of financial institution 

 

Prob [(ROA- µROA)/ ůROAÒ (-ɚ-µROA)/ ůROA] =Prob [(ROA- µROA)/ ůROA<-Z] , (3) 

 

Where µROA  and ůROA are mean and standard deviations and Z = (E/A + µROA)/ ůROA is 

parameter of bank fragility. Eventually, Z-score is calculated as follows: 

ὤ ίὧέὶὩ ‘ Ⱦ„  ,(4) 

A higher value of Z-score indicates the greater stability of the respective financial 

institution or commercial bank. Pervious literature employing the Z-score as a measure of 
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insolvency risk or financial stability include Sundaresan (2013), Jarrow (2009), Houston et al. 

(2010) and Beltratti and Stulz (2012). 

Empirical Model  

In order to estimate the fixed effects model with Z-score, as dependent variable ï a measure of 

insolvency risk, the following equation is estimated: 

itititititititiit TRNPLLDCRCARscoreZ ebbbbbbb +++++++=- 654321 Re  , (5)  

In the above equation, for i th banks over tth time period, CAR stands for capital adequacy 

ratio, CR for current ratio, LD for loan to deposit ratio, NPL for non-performing loans to total 

loans ratio, ReR for reserve ratio and T for year of establishment.  

VARIABLES CONSTRUCTI ON  

 Z-score is taken as a dependent variable. The value of Z-score is obtained from estimating the 

Equation (4). The independent and control variable definitions are illustrated below. 

Capital Adequacy Ratio (CAR) 

Capital Adequacy Ratio (CAR) is considered as an international standard to measure bankôs 

risk of insolvency due to excessive losses. SBP has also given minimal capital requirement of 

10% to all the commercial banks of Pakistan which is in accordance with Basel. Islamic banks 

have to maintain CAR of 8%. The commercial banks which do not meet this requirement have 

to undergo some penalty from the central bank. We calculated CAR by dividing capital of the 

bank with the risk weighted assets of bank. 

Current Ratio (CR) 

The liquidity problem usually arises when the bank is unable to accommodate its reduction in 

liabilities or increase in funds on the assets side of the statement of financial position 

(Athanasoglou et al., 2006). The banks having with low liquidity ratio means that there is a 

high tendency of bankruptcy.  The State Bank of Pakistan revised it from 15% to 18% since 

2006 to enable the bank to advance more loans. We calculated this ratio by dividing current 

assets to current liabilities 

Reserve Ratio (ReR) 

 Reserve ratio (ReR) is the amount of cash that a bank has to keep up with the central bank. As 

per the central bank policy, each bank must have a certain proportion of this cash in its reserve. 

We calculated this ratio by dividing cash to deposits. 

Loan to Deposit Ratio (LD) 

Loans to deposit ratio (LD) declined to 60 percent in April 2012 from about 67 percent in April 

2011. Banks invest about 44 percent more funds mostly in government treasury bills, bonds, 

stocks, and other approved securities. We calculated this ratio by dividing total loans of banks 

to its total deposits. 

Non-Performing Loan Ratio (NPL) 

Non-performing loan ratio (NPL) is basically the percentage of the loan amount that the bank 

has set aside as provisions to meet the worst-case scenario where the loan might have to be 

written off it when loan becomes irrecoverable. It is the amount of funds which the bank has 

set aside for its bad debts. It is calculated by dividing the non-performing loans of banks to its 

total loans. 
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Time (TT) 

This variable is used as a control variable. It is the total age of banks measured in quarters. 

ANALYSIS AND RESULTS 

We empirically estimated equation 5 for all banks, large, medium, small, and Islamic banks 

through panel regression analysis. The pooled, fixed, and random effects regression was 

applied to equation 5. The panel regression was repeated for all, large, small, medium, and 

Islamic banks. The fixed effect was selected on the basis of Hausman test.  Table 1 describes 

the empirical results for all banks, large banks; medium, small, and Islamic banks being 

selected for empirical analysis.  

Table 01 

Fixed Effects Estimation for Financial Regulation Effects on Insolvency Risk 

     
Dependent Variable: Z-score 

 All Banks Large 

Banks 

Medium 

Banks 

Small 

Banks  

Islamic 

Banks 

CAR -0.21 

[0.22] 

0.61 

[0.73] 

-0.67 

[0.17]***  

0.37 

[0.54] 

-0.43 

[0.10]***  

CR -0.20 

[0.09]**  

-0.94 

[0.29]***  

-0.54 

[0.25]**  

 

-0.25 

[0.42] 

-0.33 

[0.11]**  

LD 0.32 

[0.11]**  

-0.32 

[0.06]***  

-0.24 

[0.07]***  

-0.37 

[0.19]* 

-0.42 

[0.07]***  

NPL -0.39 

[0.09]***  

-0.63 

[0.18]***  

-0.71 

[0.23]***  

-0.35 

[0.15]**  

-0.68 

[0.11]***  

ReR 0.27 

[0.10]**  

0.40 

[0.10]***  

0.19 

[0.13] 

0.62 

[0.25]**  

0.28 

[0.19] 

TT 1.42 

[0.19]***  

2.66 

[1.66] 

0.50 

[0.25]**  

0.57 

[0.11]**  

0.32 

[0.47] 

Observations 856 216 256 224 160 

Adjusted R2   0.67 0.47 0.57 0.61 0.65 

F-stat 32.51 13.54 9.67 11.23 18.92 

Prob (F stat) 0.00 0.00 0.00 0.00 0.00 

Hausman (p) 0.00 0.00 0.00 0.00 0.00 

Autocorrelation 

(Wooldridge test) 

(p) 

0.24 0.33 0.25 0.40 0.54 

Heteroscedasticity 

(Huber/White 

test) 

Heteroscedasticity robust standard error estimates are 

used 

Note: The table represents the results of panel data regression of all banks, large, medium, small, and Islamic 

banks. The heteroscedasticity robust White (1980) standard error is used for the estimation of linear panel. The 

coefficients and standard errors are presented in the table. The Wooldridge test is used for the autocorrelation. 

The p values are given in parenthesis. Hausman test is applied to select fixed effect or random affects estimator. 

Hausman test p value is also given. *, **, *** present the significance level at 10 percent, 5 percent and 1 percent, 

respectively. 

The above analysis describes overall insolvency risk situation in all banks, which are 

selected for the analysis. In this way, empirical results based on entire sample information, 

being used for analysis, once at a time does not precisely describe the need and importance of 

required component of the analysis. In order to resolve this ambiguity, we classified the entire 

sample into large, medium, small, and Islamic banks.  

The current ratio, loan to deposit ratio, non-performing loan ratio, reserve ratio and Time 

appears to be economically and statistically significant for all the banks of Pakistan. The current 

ratio, loan to deposit ratio and non-performing loan ratio appears to be negatively related with 
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the insolvency risk of banks of Pakistan. The capital adequacy ratio is insignificantly related 

with all the banks of Pakistan.  

Turning into the other samples of the study, some interesting facts were revealed about 

the financial characteristics being employed in the study. The capital adequacy ratio appears to 

be negative but significantly related with the medium and Islamic banks of Pakistan. Other 

things remains constant, one unit change in the capital adequacy ratio of the medium banks 

decrease the insolvency risk of medium banks by 0.67 units on average. Similarly, increase in 

the CAR of Islamic banks leads to decrease in the insolvency risk of Islamic banks. 

The current ratio appears to be significantly negatively related with the insolvency risk 

of large and medium banks of Pakistan. The result suggests that this ratio is more important for 

the large and medium banks. The current ratio is also economically and statistically significant 

for the Islamic bank as well. The result implies that increase in the current ratio leads to 

decrease the insolvency risk of large, medium, and Islamic banks. The current ratio of small 

banks appears to be insignificantly related with the insolvency risk. Similarly, the loan to 

deposit ratio seems to have negative relationship with the insolvency risk of large and medium 

banks of Pakistan. Other things remain unchanged; one unit increase in the current ratio of 

large banks tends to decrease the insolvency risk of the banks by 0.94 units on average. The 

loan to deposit ratio donot seems to affect the insolvency risk of small banks of Pakistan. The 

non-performing loan ratio is also negatively related with the insolvency risk of large, medium, 

small and Islamic banks. The results imply that increase in the non-performing loan ratio tends 

to decrease the insolvency risk of the banks. 

The reserve ratio is found positive and significantly related with the insolvency risk of 

large, medium and small banks of Pakistan. Other things remains constant, one unit increase in 

the reserve ratio will increase the insolvency risk of large banks by 0.40 units, medium banks 

by 0.19 units and small banks by 0.57 units on average. The reserve ratio does not appear to be 

significantly related with the Islamic banks. 

CONCLUSION 

The SBP announces a set of guidelines in the form of prudential and financial regulations for 

the banking industry covering almost every aspect of banking. The study aims to investigate 

how already implemented financial regulations affect insolvency risk of conventional banks of 

Pakistan. Our study is important for the policy makers, regulators, and practitioners of Pakistan 

to obtain the efficacy of already implemented financial regulations as far as insolvency of 

conventional banks of Pakistan is concerned.  

The capital adequacy ratio is found insignificant for insolvency risk of large banks. CAR 

is also insignificant for insolvency risk of small banks as well but is significant for insolvency 

of medium banks. The current ratio is also insignificant for insolvency risk of small banks. A 

higher Reserve Ratio implies greater insolvency risk for all banks. Our results give a fair idea 

that financial regulations must be implemented keeping a certain criterion in mind like as we 

distinguished banks in this study on the basis of their total asset structure. It is need of the hour 

to strengthen the regulatory framework and enhance supervisory capacity for dealing with large 

banks. Since the analysis reveals that insolvency risk is based on capital adequacy ratio, current 

ratio and reserves ratio, nonperforming loans to loans ratio and loan to deposit ratio. Therefore, 

based on findings and conclusions, it is evident that all financial obligations are essential for 

insolvency risk.  

There are different tools that might be used to check insolvency risk of the conventional 

banks like Capital Adequacy Ratio itself can be used as a tool for measuring insolvency risk of 

a conventional bank. Few other ratios might be tested in the future like leverage ratio which is 

a part of Basel III.  
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ROLE OF HUMAN RESOUR CE MANAGEMENT PRACTI CES IN THE 

DEVELOPMENT OF MINT COUNTRIES: IMPLICATI ONS FOR PAKISTAN 

MUHAMMAD SAAD 1 AND SANA AHMED2  

ABSTRACT  

This paper is a descriptive research to analyse the human resources management practices of a 

group of four high growth rate economies namely; Mexico, Indonesia, Nigeria and Turkey. 

These countries have achieved stability in the economic, political and socio-cultural context 

while establishing themselves in an international industrial and business arena. The paper 

analyses the social and cultural forces that have constantly played a significant role in the 

implementation of human resources management practices by applying Hofstedeôs framework. 

The findings are related to the role of these similar forces in shaping the human resources 

management practices in Pakistan.  

Keywords: Human resource practices, Hofstedeôs framework, MINT countries, Pakistan  

INTRODUCTION  

Mexico, Indonesia, Nigeria and Turkey have shown tremendous economic development. With 

Purchase Power Parity (PPP) of these countries likely to increase in the near future, these 

countries will attract a lot of foreign attention and investment by multi-national corporations 

as well as trade agreements. Though these countries have accomplished substantial economic 

and human development success, their human resources management practices still lag behind 

to the economies of not only the developed countries but also the BRIC nations i.e. Brazil, 

Russia, India and China. These MINT nations have their geographical location as an advantage 

along with primary economic factors playing a very significant role in their growth. These 

factors are making big companies to invest in these markets but they fail to realize the 

challenges that these companies have to face due to existing human resources management 

policies. 

This paper looks at the varying human resources management practices adopted by small, 

medium and large companies in Nigeria and Mexico, Indonesia, Turkey and how these human 

resources management practices shape the business strategies of various multinational and 

local players in these countries with discussion on implications for Pakistan.  

LITERATURE REVIEW  

Mexico 

With labor force growing at an annual rate of 2.53 percent, the agricultural sector in Mexico 

continue to shrink as the process of urbanization continues with mass migration of people to 

major cities like Mexico City and Guadalajara, Monterrey, Puebla, and Tijuana. Unskilled and 

semi-skilled labor makes up half of the entire labor force. The education index of 0.7214 is 

better than the average in the world and is one of the major reasons for considering Mexico as 

one of the biggest emerging markets in the world. The GNP per capita in PPP terms comes out 
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to be $12,9475, which indicates a solid foundation of economic growth for foreign investment.  

Indonesia 

Indonesia is a land of very complex diverse socio-cultural life. Due to its multifaceted diversity 

the question is that ñHow do Indonesian companies organize human resources management 

activities in such a diverse nation?ò (Nankervis, 2006). The answer to this question is that in 

Indonesia human resources management practices varies with the size and senior management 

of the company. Some companies prefer adhering to local human resources management 

practices while some are more compliant to follow the international human resources 

management practices. By not following standardised human resources management practices, 

the majority of employees and potential employees feel that the industryôs human resources 

management practices are plagued with nepotism, bribery and corruption. With more 

decentralisation, there is rising threat of increased bribery and corruption in recruitment and 

selection procedure of the public sector of Indonesia. It is now that the companies are realising 

that they have to focus on implementing human resources management initiatives more 

strategically in order to sustain in growing competition.  

Nigeria 

The massive population makes Nigeria highly attractive for foreign organisations to invest in 

the country. The increasing level of foreign direct investments is a sign of increasing 

employment opportunities. This new change is also catalysing the evolution of human resource 

management in Nigeria. According to research by Fajana et al in 2011: ñHRM as a concept got 

introduced into the Nigeria literature in 1940 during the colonial era; with industrialisation and 

commercialization, which later became wage employmentò. Since then it has been incorporated 

and itôs being practiced in the Nigerian corporate world. One important factor that has a major 

effect on the human resources management practices in Nigeria is its legal framework. It 

dictates most of the human resources management policies. For instance, there are defined 

norms, corresponding to legal system, for conducting negotiations between management and 

unions. We can say that the culture has a much greater effect as the legal system has been 

derived from the cocoons of Nigeriaôs culture (Anyim, F.C. et al., 2011). 

In Nigeria, human resources management has been carried out within boundaries of 

economic, political, and legal environment. Therefore, we need to ponder upon its cultural 

dimensions to understand the conception better. Research also shows the strong influence of 

the culture on the job environment, ñNigeria is characterized by over reliance on culture, 

language, religion, gender and educational qualifications as a basis for determining who get 

employedò (Fajana et al., 2011). 

Turkey 

Turkey is emerging as an important part of the European Union. With its perfect blend of both 

western and eastern values, it is one of the most desired tourist destinations. The tourism 

industry is ever flourishing and has secured most of the strategic focus of the government. The 

involvement is high with planning and strategizing policies to favor the industry in the future 

(Ministry of Culture and Tourism, 2007). The industry rolls out many employment 

opportunities. 

One other factor that is driving the growth of employment opportunities is Turkeyôs 

recovery from economic crisis in 2001
 
(Macovei, 2009). It has gradually become less volatile 
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with productivity driven growth and being led by private sector. The recovery also showed 

perseverance in the form of the substantial downward trend of inflation. This has resulted in 

better quality of life throughout the country, which translates further into the evolving human 

resources management practices (Vos, 2008). 

HOFSTEDEôS CULTURAL DIMENSIONS  AND HUMAN RESOURCES 

MANAGEMENT PRACTICES   

Mexico  

A power distance score of 81 signifies the fact there is inequality in the society. Mexico is a 

hierarchical society, which is seen to be reflecting inherent inequalities. With a score of 30, 

Mexico is considered to be a collectivist society. Rather than working for individual gains, 

every individual intends to work for a ñgroupò or a ñfamilyò. Loyalty in a collectivist culture 

is paramount and the society fosters strong relationships where everyone takes responsibility 

for fellow members of the group. Mexico with score of 69 is regarded as a masculine society.  

Employers are expected to be rationally decisive and assertive, the emphasis is on parity, 

opposition and performance and engagements are resolved by fighting them out. Mexico has a 

very high preference for uncertainty avoidance signifying intolerance of nonconformist ideas 

and behavior. (The Hofstede Centre, 2012). 

Human Resources Management Practices:  

In Mexico, most of the recruitment is done by reference system i.e. word of mouth. The biggest 

challenge firms face in Mexico is trying to change their ñoldò Mexican skills to the ñnewò way 

of management i.e. the social assumption that working values should not be changed. Training 

and development of employees is considered to be highly theoretical with little too few 

structured programs helping the government and the employers. The authoritative management 

lends itself to the Mexican worker needing a great deal of supervision. Employees expect 

managers to be the authority with power and decision-making in their hands. Mexicans view a 

womanôs role in society as one restricted to household chores resulting in poor representation 

of women in the workplace. In recent years, women have started to make inroads into the 

Mexican workforce now. Some domestic companies still resist to the staffing of women 

employees for higher management positions. Family, friends and group occupy fundamental 

importance in the Mexican culture. Employment, promotion, contracts or rewards determine 

commitment to the family that frequently demands special treatment. Unfortunately, because 

of this practice there is a significant problem with absenteeism and turnover, which adversely 

impacts productivity, which offsets any gains that can be recognised with the cheap labor costs. 

Unlike developed nations, overtime compensations are usually distributed on the notion of the 

employer and even recreational leave is assured on the seniority basis.  

Indonesia  

Indonesia has a high score of 78 on power-distance with taller organizational structures and 

clear and strict lines of authority. It is a collective society and thus more importance is given 

to the in-group members. The uncertainty-avoidance score of Indonesia is 48 inculcates the 

preference for structured and organised practices. Indonesia has high score on long-term 

orientation that is 62 which relates that the culture of Indonesia prefers to plan long term and 

strategically think of the time ahead (The Hofstede Centre, 2012). 

Human Resources Management Practices:  

Since years preference was given to blood ties and family roots than to merit in terms of 

qualification and experience, but after the dramatic Asian crises and other financial setbacks, 

employers felt a growing need for merit and qualification across the nation. According to 
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research of Rowley and Abdul-Rahman in 2008, In order to remain ahead or at least in par with 

competitive multinational competitors it is necessary for the local organizations to include nine 

years of compulsory education for every Indonesian citizen to get recruitment. There has been 

a change in recruitment practices references from family and relatives to candidatesô 

qualifications since 1990s in Indonesia. (Rowley and Abdul-Rahman, 2008). However, the 

most common method employed for recruitment and selection of blue-collared workers is still 

word of mouth. Indonesia ranks lowest in terms of investment in training and development and 

does not focus much on improving the job specific skills of employees. For white-collar 

workers and managers pay and benefits are important consideration in deciding whether to 

work for a particular enterprise. However, there is less consideration of job performance for 

pay raise. Although it is a collectivist country but still the degree to which pay depends on 

group effort is quite low. It is employeeôs seniority or relations with the management that 

defines the compensation and pay packages.  

Nigeria  

Nigeria score has high score of 80. Seniority is given a lot of respect and lower level employee 

cannot directly communicate with the top management. Nigeria has a collectivist society. There 

is a lot of emphasis of clans and groups that people belong to. On masculinity, Nigeria has a 

score of 60, meaning managers are expected to be decisive and assertive, the emphasis is on 

equity, competition and performance and disagreements are resolved by fighting them out. 

Nigeria is a short-term orientated nation with score of 16. The key characteristics of this 

dimension are that Nigerians look for personal steadiness and stability.  

Human Resources Management Practices:  

As the Nigerian culture is collectivist in nature, it emphasizes a lot upon relationships in a 

social context and employee refereeing their family and friends is the most common method 

of recruitment. Although the Nigerian economy allows for the import of latest technology to 

enhance its overall human resources management function, but the training is still a little 

sluggish due to expected ñchangeò it would bring to routine. The legal-political system does 

have regard for employee compensation and benefits plans. In a broader perspective, the plans 

generally include the following; ñMonetization, National Health Insurance Scheme, 

Contributory Pension, and Pension Benefitsò (Odunlade, 2012). The foreign firms operating in 

Nigeria may offer the best pay systems as they try to implement international compensation 

and reward standards. We can say that this particular function of human resources might be 

thriving more as Nigeria is under a lot of scrutiny by foreign firms mainly because of its 

growing population. The foreign firms try ensuring and benchmarking best practices which 

results in better compensation plans than local firms (Anyim, F.C et al., 2011). 

Turkey  

According to research by Tompkins et al (2011), Turkey ranks high on power distance. It scores 

66. Seniority is celebrated. The ideal boss is a father figure for the subordinates. The same 

phenomena can be observed in the family systems, the father is seen as a leader and he makes 

the decisions for the whole unit. Turkey is a collectivist society. There is more focus towards 

addressing the societal needs rather nourishing the individuality. The Turkish society with a 

score of 45, at large is feminine, where nurturing and caring for others is a dominant value. In 

addition, quality of life is seen as an important factor behind success. Hence, the softer aspects 

of the culture are encouraged and valued. Conflicts are avoided at all costs and reaching 

consensus is very important for the Turks. Turkey ranks very high when it comes to uncertainty 

avoidance. It has a score of 85 which means that Turkey is an extremely risk averse nation. In 

result, the high score calls for a rule-orientated system, with strict laws, rules, regulations and 
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control in order to decrease the amount of ambiguity in the society. Turks have a short-term 

orientation. It translates further into the concept of ófaceô and image (Strecker, 1993). They 

care for their self- portrayal in the public and there is a lot of emphasis on tradition, which 

derives from religion.  

Human Resources Management Practices:  

Studies show that in Turkey, the organisations that do not have a dedicated human resource 

department, suffer when it comes to recruitment and selection and retaining the employees. 

Studies also show that less than half of the firms engage in proper recruitment and selection 

drives (Aycan, 2001). The most common method of recruitment is employee referrals and other 

contacts owing to collectivist nature of the Turkish society. (Tompkins et al., 2011).  

Performance appraisal is the most perplexing function of human resources in Turkish 

organizations. This is mainly due to the fact that although almost 72 per cent of the firms claim 

that they have a standard performance evaluation form, it is still difficult to extract óobjectiveô 

appraisals (Aycan, 2001). Many organisations reported that they base their evaluation on 

competency and behavioral criteria. The organisations lack the scientific backing to the factors 

on which the evaluation is done. Furthermore, the evaluation is only one-way; the supervisors 

evaluate their subordinates due to the high power distance. One more cultural influence is the 

collectivist nature of the Turks, due to this they fall under the trap of ómodesty-biasô. Which 

means that when it comes to self-assessment, the employees tend to rate themselves lower than 

their peers. This subconsciously maintains the harmony in the groups. 

According to (Aycan, 2001), ñTwo-thirds of the organisations reported that they had a 

system to ensure performance-reward contingency, but the efficiency of this system is doubtful. 

Performance-based reward allocation is evident especially for the white-collar employees (60 

percent), and not so for blue-collar employees (27 percent).ò Monetary rewards are given 

preference over intrinsic rewards, which include increase in salary and bonuses. Intrinsic 

rewards are shunned due to the collective nature of the society. It is believed that praising 

individual performance would cause unrest and hurt the overall groupôs feelings. Promotions 

are driven by performance appraisals, years of experience and qualification of the employee. 

Climbing up the hierarchical ladder into middle management require passing an official 

examination. Moreover, there are fixed increments to the basic pay. These increments depend 

on the national inflation rate. Apart from the pay increases, the fringe benefits level up 

according to the posts and promotions. There is also the concept of seniority pay in the public 

sector. However, there are no specific policies that ensure the advancement of under-

represented groups. Research shows that ónetworkingô plays a critical role when it comes to 

considering an employee for compensation and benefits (Bakan et al, 2013). The fringe benefits 

in private firms are more spread out down the hierarchy than public firms where seniority gets 

to relish better fringe benefits.  

IMPLICATIONS FOR PAK ISTAN 

Power distance score for Pakistan is 55 making it difficult to determine the preference in the 

Pakistani culture. With a meager score of 14, Pakistan has a collectivist culture. As an 

idiosyncrasy of most Oriental cultures, any aggression leads to loss of face, the business 

relations like employer/ employee or client/ firm are measured in moralistic terms. The score 

of 50 for Pakistan shows no preference to masculinity or femininity. The score of 70 shows a 

high penchant for avoiding uncertainty in the Pakistani culture. Cultures with higher score 

sustain inflexible codes of belief and behavior and are unwelcoming of nonconforming 

behavior and ideas. Pakistani society shows signs of resisting innovation. (The Hofstede 

Centre, 2012). 

Highly collective and masculine factors continue to influence the local recruitment and 

selection practices. Most of the recruitment is done by reference system i.e. word of mouth. 



                                                                                                      AICMSE & AICBEM 2018 (OXFORD) | SANA AHMED |  32 

                                      www.flepublications.com 

Far away relatives or friends are preferred over complete strangers. Having an agrarian 

economy with services being a major part of it, unskilled laborers are aplenty. 

Not enough multinational brands of global appeal of Pakistani origin exist; foreign 

multinationals contribute not only with their direct investments but also with their knowledge 

and global standard practices. No standard recruitment practice is conducted to assess the 

physical and mental capabilities of the workers. Though private companies do assess the 

applicants in one way or another, hardly any recruitment policies are in place for applicants 

applying to the public-sector organizations. Some companies prefer to take direct interviews 

only, which indicate that employee personal networks (word of mouth) are one of the basic 

sources for the recruitment and selection process.  

The selection process helps firms to assess the candidateôs competence and behaviors in 

a way that can be measured and observed. Hence, they start by developing job descriptions and 

assess potential employees by requesting them either to give a thorough interview or a 

psychological test. In public sector organizations, job descriptions are followed. But in private 

organizations, going beyond the call of duty is considered a common practice leaving the 

purpose of developing job descriptions and functional roles questionable.  

Employees anticipate managers to be handling the final authority with decision-making 

and ultimate power resting with the employer. One challenge that firms face in Pakistan is to 

make employees accept other ways of thinking. The widely accepted process of training and 

development is implemented in Pakistan to a limited success; where the firm starts with an 

induction process, the manager coaching, assessment based on competence, and feedback but 

the employees are responsible for their own development.  

WHAT CAN BE DONE?  

Mexico 

Best HR practices need to be adapted by allowing foreign multinationals to make necessary 

adaptations to the existing regulations. In the case of Mexico, it needs to look at its neighbor 

United States who excels in not only the economic indicators but also in all dimensions of the 

Human Development Index.  

Indonesia 

Until late 90ôs this country never got the recognition that it deserved because of its strategic 

importance but due to increasing literacy and decreasing poverty and other improvements that 

took place in its socio- economic indicators, it has become one of the emerging nations of the 

world in terms of industrial and business arena. 

From historical perspective it is quite evident that in Indonesia small and medium sized 

enterprises have played a very important role in developing the Indonesian economy. Thus for 

a country like Indonesia it is very important that they set a standard and uniform framework 

for implementing human resources management practices apart from that Indonesia ranks 

lowest in Training and development of its human resources thus the companies need to develop 

this element of human resources management as it is the building block of the future workforce 

and this will definitely play a very important role in development of the economy.  

Nigeria 

First and foremost, the HRM in Nigeria has to make a lot of efforts on its training and 

development function. The organizations need to assess the outcomes of the whole process in 

an objective fashion. The results of research by Salome et al (2013) also supports this fact.   

Secondly, there is a slight inefficacy in the public sector of Nigeria. It exists due to poor 

management and appraisal of employeeôs performance. This shows that there is a dire need for 



OXFORD CONFERENCE SERIES | JANUARY 2018 | CONFERENCE PROCEEDINGS  33  

 

ISBN: 978-1-911185-57-4 (Online)                                      © 2018 The Author | AICMSE & AICBEM-2018 © 2018 FLE Learning 
 

a Performance Management System. The research contemplates the fact that ñThe adoption of 

PMS will make public business effective, efficient and sustainableò (B. Esu and J. Inyang, 

2009) 

Turkey 

First and foremost, Turkish organizations need dedicated human resource departments. Their 

sole purpose would be to handle all the tasks related to human resource management. Research 

shows that most organizations suffer if they donôt have a dedicated human resources 

department (Aycan, 2001). 

Secondly, the organisations need to cater to the increase in globalization and its following 

trends. The managers need to build customized systems, which can adapt with the turbulent 

needs of the environment. To be better prepared and equipped the Turkish human resources 

management professionals need to establish a balance between being ólocalô and óglobalô. The 

practices should be open to learning and changes according to global standards, as well as 

amalgamating them with the local knowledge. 

Moreover, there is also a need for establishing a balance between theory and practice. 

The research shows that Turkish organizations have a negative attitude towards scientifically 

based knowledge (Aycan, 2001). This needs to be reproached in order to increase efficiency 

and effectiveness. 

There is also a need for competent employees. As the research puts it, ñTurkey is in a 

state of transition. The demand for competent employees is very high and employees are 

currently the beneficiaries of this demand.ò (Bakan et al, 2013). One way to solve this scenario 

is to make the training and development function, more effective ensuring grooming and 

polishing the skills of the employees and making them more productive to meet the future 

organisational needs. 

Lastly, Turkish firms needs to value its human capital. They did not previously see them 

as value adding resource (Kaya, 2006). There is a dire need for incorporating the concept of 

óKnowledge Managementô in Turkish organizations.  

Pakistan  

With the rising challenges of the 21
st

century and a signatory to meet the Millennium 

Development Goals (MDGs), Pakistan needs to revamp its education sector if it aims to 

improve its overall human development index rankings. With the interest of foreign companies 

likely to increase with improved measures for Foreign Direct Investment (FDI), there is much 

needed impetus to the domestic organisations to either evolve to the modern standards of 

human resources management or perish against the evolving competition. 

Dearth of education (literacy rate of 55% in adults)6 needs to be addressed. This issue 

can be resolved if Government in collaboration with private sector organizations take initiatives 

to address the expected years of schooling (at least take it to the regional average of 11.8 from 

7.3 years)7. The unskilled labor need to be admitted in vocational training institutes so that the 

majority of population (directly or indirectly associated with agriculture) learn a new trade. 

With being the sixth most populous nation in the world which is expected to be fifth by the 

year 2050, the working population will be young (23.9 years)8, primed to carry the country 

through the next century so that they meet the education requirements of modern age. 

Pakistanôs stagnating foreign direct investment due to multitude of issues (security, 

economy, and energy), policies need to be enacted that promote competition in the domestic 

market. With the improvements in technology infrastructure with 3G/4G services reaching out 

                                                 
6 Annual Report 2015, Pakistan Bureau of Statistics, Government of Pakistan 
7 Annual Report 2015, Pakistan Bureau of Statistics, Government of Pakistan 
8 Annual Report 2015, Pakistan Bureau of Statistics, Government of Pakistan 
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to more than 17 million people9, initiatives can be carried out to meet the needs of the 

population, which is largely unequipped to meet the challenges of a modern economy. This 

technology infrastructure can help in attracting research & development initiatives of foreign 

companies to monitor as an emerging economy. 

Credit reforms and reducing the duration to start a business should be a priority. 

Pakistanôs performance is abysmal in both these aspects and in order for domestic industry and 

entrepreneurs to thrive; both of these aspects should be brought to the level of MINT nations 

on a priority basis. 

According to the Global Entrepreneurship and Development Institute, Pakistan lags 

behind all MINT nations in startup skills, risk acceptance, technology absorption, and product 

& process innovation. These inefficiencies can be curtailed by promoting accelerators and 

incubation centers to promote entrepreneurial spirit of a burgeoning economy. 
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THE RELATIONSHIP BET WEEN CUSTOMER-ORIENT ED SERVICE BEHAVIOR,  

INTERNAL MARKET ORIE NTATION, AND SERVICE  CLIMATE  

SHUN-CHING HORNG1 AND LING-HUA WENG2 

ABSTRACT 

This study explores the relationship of external market orientation, internal market orientation, 

service climate and employeesô market-orientated behavior in the Food & Beverage industries 

in Taiwan, China and the United States. This is one of few studies that bring together the related 

market orientation constructs within international culture dimensions. The result shows that 

employeesô market-oriented behaviors will be influenced positively by market-oriented 

culture, employee perceived service climate, as well as internal market orientation. While the 

market-oriented behavior will be formed more explicitly (the effect is larger) if market-oriented 

culture mediated by internal market orientation, which is in turn mediated by service climate.     

Keywords: market orientation, internal marketing, service climate, bootstrapping. 

 

INTRODUCTI ON 

A key factor distinguishing the service industry from physical product sectors is its intangibility 

and the human interface (Constantinides, E. 2006). There are four basic characteristics of 

service: Intangibility, Inseparability, Variability, and Perishability (Kotler and Keller, 2007). 

Intangibility is the fundamental attribute of services, which cannot be seen, tasted, felt, heard 

or smelled before they are bought. Services are usually produced and consumed at the same 

time and that they cannot be separated from their providers. Services are variable and difficult 

to control. This is because they greatly depend on who provides the service as well as when, 

where and how they are provided. Most services cannot be stored for later use or sale.  

Food or gourmet has become one of the most valuable economic assets for Taiwan, while 

the chain food store and the franchise have accumulated to 25,000 stores in Taiwan, accounts 

for 25% of the food industry. The chained food industry in Taiwan is expanding its business 

internationally so as to capitalize the globalization surge. Many Taiwanese companies have 

established their chained stores in China and the United States, especially China and the 

Chinese circles in the US share a lot of similar culture elements.  

The way the service providers (the front-line staff) interact with customers plays an 

important role when it comes to quality service delivery. It is increasingly recognized that 

service quality drives competitive advantages that will consequently deliver quality service. 

Schneider and Bowen (1995) emphasize that people (customers, employees, and managers) are 

a prominent key to success in service. Especially service employees have been long considered 

as internal customers in service companies.  

As such, services quality requires managerial attention on internal employees, external 

competition and customers as well. Little academic research has been done to link the 

relationship of internal market orientation, external market orientation with service climate, 

especially in a cross-cultural context. Hence, we examine the relationships of market-oriented 

behavior, internal market orientation, and service climate of service (food & beverage) 

industries in Taiwan, China, US regions. 
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THEORETICAL BACKGROU ND AND HYPOTHESES  

Market Orientation  

Peter Drucker (1954) first articulated the marketing concept and noted that marketing was not 

a separate management function but rather the whole business as seen from the customerôs 

point of view. Keith (1960) stated ñwe are moving from a company which has the marketing 

concept to a marketing companyò that suggested a marketing revolution. Around the late 1980s 

and early 1990s, the marketing concept became crucial and viable for companies. The field of 

marketing largely moved on to market orientation as a way to focus on the implementation of 

the marketing concept. (Hult and Ketchen, 2017; Lafferty and Hult 2001). Market orientation 

is regarded as one of marketingôs indigenous concepts versus one borrowed from another 

discipline. 

The pioneering examinations of market orientation are derived from two approaches in 

the literature (Hult and Ketchen, 2017; Lafferty and Hult 2001) to conceptualize the 

phenomenon, namely, market intelligence and culturally based behavioral perspectives.  

Market orientation is the organization-wide generation of market intelligence pertaining 

to current and future customer needs, dissemination of the intelligence across departments, and 

organization-wide responsiveness to it (Kohli and Jaworski, 1990). This definition focuses on 

specific behaviors and therefore facilitates operationalizing the market orientation construct. 

Market orientation is related to top management emphasis, risk aversion of top managers, 

interdepartmental conflict and connectedness, centralization, and reward system (Jaworski and 

Kohli, 1993). The effect of market orientation on business performance is quite robust across 

environmental contexts that are characterized by varying degrees of market turbulence, 

competitive intensity, and technological turbulence (Kirca, Jayachandran, Bearden, 2005). 

However, organizations are likely to differ in the extent to which they generate market 

intelligence, disseminate it internally, and take actions based on the intelligence, the market 

orientation of an organization should be conceptualized as one of degree, rather than as an 

absolute (Varadarajan, 2017).  

Narver and Slater (1990) proposed a different theoretical stream of market orientation 

from a ñculturally based behavioral perspectiveò, which consists of three behavioral 

components ï customer orientation, competitor orientation, and interfunctional coordination. 

Customer orientation and competitor orientation include all the activities involved in acquiring 

information about consumers and competitors in the target market and disseminating it 

throughout the business. Interfunctional coordination is based on the customer and competitor 

information and comprises the businessôs coordination efforts, typically involving more than 

marketing department, to create superior value for the buyers. Specifically, customer 

orientation is understanding companyôs target buyers to be able to create superior value for 

them. Competitor orientation refers to understanding the short-term strengths and weaknesses 

and long-term capabilities of both the key current and the key potential competitors. 

Interfunctional coordination is the coordinated utilization of company resources in creating 

superior value for target customers. Creating value for buyers is much more than a marketing 

function, it is a sellerôs creation of value for buyers is analog to a symphony orchestra in which 

the contribution of each subgroup is tailored and integrated by a conductor ï with a synergistic 

effect.     

Organizational culture is the pattern of shared values and beliefs that help individuals 

understand organizational functioning and thus provide them norms for behavior in the 

organization (Deshpande and Webster, 1989). Member within an organization will perform as 

a reflection of organizationôs values and beliefs.  

H1  Market oriented culture influences employeesô market-oriented behavior 

positively 
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Service Climate 

It is important to distinguish between ñcultureò and ñclimateò as used in the organization 

behavior. Culture is a set of shared assumptions and understandings about organization 

function, and climate is related to membersô perceptions about the extent to which the 

organization is currently fulfilling their expectations (Deshpande and Webster, 1989). Climate 

refers to the ways organizations operationalize the themes that pervade everyday behavior ï 

the routines of organizations and the behaviors that get rewarded, supported and expected by 

organizations (Schneider and Rentsch, 1987).  To retain customer and stay competitive, many 

organizations are making customer perception of service quality a priority (Schneider et al., 

1998; Berry, 1995; Zeithaml and Bitner, 1996). Service organizations must create a climate to 

promote the delivery of quality service to retain customers. Climate for service refers to 

employee perceptions of the practices, procedures, and behaviors that get rewarded, supported, 

and expected with regard to customer service and customer service quality (Schneider et al., 

1998). When there is climate for service, employees have come to understand that superior 

customer service is expected, desired, and rewarded, and they are more likely to provide good 

services (Liao and Huang, 2004). Increased service quality ultimately leads to customer 

retention and eventually to higher profits for an organization (Schneider et al. 1998; 

Deshpande, Farley, & Webster, 1993).  

H2  Employeesô perceived service climate influences their market oriented behavior 

positively 

Internal Marketing  

Rafiq and Ahmed (1993) maintained that there were 3 phases of theoretical development of 

internal marketing conceptualization, namely an employee satisfaction phase, a customer 

orientation phase, and a strategy implementation/change manage phase. The first phase 

focusing on employee motivation and satisfaction is due to the roots of the internal marketing 

lie in efforts to improve service quality. Internal marketing treats employees as internal 

customers, viewing jobs as internal products that satisfy the needs and wants of them while 

addressing the objectives of the organization (Berry et al., 1976). The fundamental notion for 

achieving employee satisfaction is the treatment of employees as customers. The second phase 

was undertaken by Grönroos (1981) whose starting point was the concern that because contact 

employees in services become involved in what he terms ñinteractive marketingò, it is essential 

that they are responsive to customersô needs. Hence the objective of internal marketing is to 

ñget motivated and customer conscious employeesò. George (1990) asserted that employees 

are ñbest motivated for service-mindedness and customer-oriented behavior by an active 

marketing-like approach, where marketing-like activities are used internallyò. The third phase 

was marked by the insights drawn from a number of scholars who recognize the role of internal 

marketing as a vehicle for the strategy implementation. The third phase suggests that the scope 

of internal marketing activity is much wider than motivation of employees towards customer 

consciousness. Rafiq and Ahmed (2000) further defined internal marketing as a planned effort 

using a marketing-like approach to overcome organizational resistance to change and to 

motivate inter-functionally coordinate and integrate employees towards the effective 

implementation of corporate and functional strategies in order to deliver customer satisfaction 

through a process of creating motivated and customer-oriented employees. The behaviors 

associated with creating satisfied and motivated employees are what we call internal market 

orientation. Hence, 

H3  Internal market orientation influences employeesô market-oriented behavior positively 
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Mediating Effect of Internal Marketing Orientation and Service Climate 

As stated above, the internal marketing concept has evolved from the original conceptualization 

of employee satisfaction and motivation by treating employees as customers and jobs as 

products for improving service quality, to customer orientation/market orientation and the use 

of marketing-like approach and marketing-like tools internally to motivate employees, to the 

use of internal marketing for the implementation of external marketing programs, also the 

extension of internal marketing to the implementation of any function strategy (Ahmed et al., 

2003). Lings (2004) concludes that there are three sets of actions pertaining to firms who 

successfully implement internal marketing, similar to external market orientation, referring to 

ñinformation generationò, ñinformation disseminationò, and ñdeveloping job-productsò which 

satisfy and motivate employees. Based on the three behavioral dimensions he proposed (a) 

internal marketing orientation has a direct positive impact on the internal aspects of 

organizational performance (i.e., employee satisfaction, employee retention, employee 

commitment), and (b) internal aspects of company performance impact directly on the external 

aspects of performance (i.e., customer satisfaction, customer retention, and profit). Gronroos 

(1982) asserted that one of the consequences of internal market orientation will be that 

employees are motivated to be more market oriented.  

H4  Internal market orientation mediates the relationship of market oriented culture and 

employeesô market oriented behavior 

Lam, Kraus, and Ahearne (2010) asserted organization culture could be diffused through 

a social learning process (Bandura, 1977), which suggested that individual behavior is 

determined by both the environment and a personôs motivation to learn proactively. Customersô 

perceptions of the service quality provided by an organization are expected to determine their 

willingness to remain with that organization. These perceptions are often affected by 

interactions between customers and both service providers and the climate that characterizes 

the service organization (Yagil, 2001, Schneider and Bowen, 1995). Once some service 

frontline employees perceive the service climate from organization that encourages employees 

to take any tactics to serve customers, he/she is motivated to change own responses.   

H5 Service climate mediates the relationship of internal market orientation and employeesô 

market orientation behavior 

Therefore, we anticipate that once a market-oriented culture is established internally, 

with internal marketing activities that foster service climate, employeesô market oriented 

behavior will be successfully created.  

H6 Internal market orientation and service climate mediates the relationship of market 

orientation culture and employeesô market orientation behavior 

RESEARCH FRAMEWORK  

The theories and research hypotheses of H1 ï H6 are consolidated as the following theoretical 

framework. 
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Fig. 1 The theoretical framework  

 

METHODOLOGY  

¶ Instrument and samples 

The survey was conducted with web-questionnaire via key research agencies in Taiwan, China, 

and US respectively during April 5 ï April 20, 2017. Respondents were the front line service 

staff in F&B industry. In total, there were 615 valid questionnaires collected, consisting of 200 

samples from Taiwan, 210 from China, and 205 from US.  

¶ The questionnaire 

There are four constructs in the study: market-oriented culture, internal marketing orientation, 

service climate, and employeesô customer oriented behavior. We reference the questionnaire 

items used in previous studies with proved validity and reliability. The English and the 

corresponding Chinese back-translated versions are both cross-checked:  

1. Market orientation culture: Farrell and Oczkowski (1997); Campo, Díaz and Yagüe 

(2014); Lin (2001). 

2. Internal marketing orientation: Lings and Greenley (2005); Rodrigues and Carlos Pinho 

(2012); Chin (2009). 

3. Employeesô market-oriented behavior: Brown, T. J., Mowen, J. C., Donavan, D. T., and 

Licata, J. W. (2002). 

4. Service Climate: Schneider, White and Paul (1998); Salanova, Agut and Peiró (2005); 

Wang (2009). 

 

DATA ANALYSIS & RESU LTS 

To ensure the validity and reliability, we conducted Confirmatory Factor Analysis (CFA) with 

SPSS by forcing to enter only 1 factor with principal components analysis, and eigenvalue is 

greater than 1. We only accepted items which factor loadings were greater than .5 (Tabachinica 

and Fidell, 2007), reran factor analysis with remaining items until all loadings are greater than 

.5. All the models reach KMO value that is greater than .5, Bartlettôs significant value below 

.05. Also, reliability is further tested with Cronbachôs alpha value to mark sure the coefficient 

is above .4 (Cronbach, L. J., 1946). In the end, there were 8 items removed from our analysis, 

so totally 63 items were included in the present study (was 71 items). 
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Main Effect 

Simple regression was conducted for H1, H2, H3, the result shows that the 3 constructs, Service 

Climate, Market-oriented Culture, and Internal Market Orientation all have significant positive 

effects on employeesô market orientation behavior, the standardized Beta coefficient is 

displayed in Table 1, (b=.637, .633, .605, p<.001), all reach significant level. Therefore, H1, 

H2, H3 are supported.  

Table 1.  Effects of service climate, market-oriented culture, and internal market orientation 

on Employeesô market-oriented behavior. 

 

 Predictor Outcome Standardized ɓ t p F ȹR2 

H1 MOC MOB .633***  20.243 .000 409.798 .400 

H2 SC MOB .637***  20.484 .000 419.575 .405 

H3 IMO MOB .605***  18.835 .000 354.773 .366 

***p<0.001  **p<0.05  *p<0.01 

Note: MOC = Market-oriented Culture, SC = Service Climate, MOB = Market-oriented 

Behavior, IMO = Internal Marketing orientation 

 

 
Fig. 2 The effect of Market-oriented culture, Service Climate, and Internal Market orientation 

on the Employeesô market-oriented behavior (H1, H2, H3)  

Mediation Effect 

Since some scholars question the often-used mediation model suggested by Baron & Kenny 

(1986) (LeBreton, Wu, Bing, 2009; Zhao, Lynch, Chen, 2010), we adopt the rationale proposed 

by Zhao, Lynch, and Chen (2010), who maintain the indirect effect (mediation) is the product 

of two parameters (a x b) by identifying the effect of X on Y derived from Baron & Kenny 

(1986) is in fact mathematically equivalent to be the ñtotal effectò as cô = (a x b) + c.  

 
Zhao et al., (2010) claim that mediation is strongest when there is an indirect effect but 

no direct effect, the strength of mediation should be measured by the size of the indirect effect, 

not by the lack of the direct effect. As such, there need not be a significant ñeffect to be 

mediatedò in X Ą Y relationship. There should be only one requirement to establish mediation, 

that the indirect effect a x b be significant. They recommend bootstrap test popularized by 

Preacher and Hayes (2004), which technique generates an empirical sampling distribution of a 

x b. It takes the researchôs sample of size N and from it draws with replacement N values of 

(X, M, Y) to create a new sample. 



                                                                                                             AICMSE & AICBEM 2018 (OXFORD) | LING WENG |  42 

                                      www.flepublications.com 

To test H4 and H5, the multiple regression analyses were conducted to access each 

component of the proposed mediation model. First, it was found that the market-oriented 

culture was positively associated with market-oriented behavior (c-path) (B=.6450, t (613) = 

20.2435, p=.000). Secondly, it was also found that market-oriented culture was positively 

related to internal market orientation (a-path) (B=.8974, t (613) = 25.0312, p=0.000). Lastly, 

results indicated that the mediator, internal market orientation, was positively associated with 

market oriented behavior (b-path) (B =.2537, t (613) =7.3700, p=0.000). Because both the a-

path and b-path were significant, mediation analysis were tested using the bootstrapping 

method with bias-corrected confidence estimates (Preacher & Hayes, 2008). In the present 

study, the 95% confidence interval of the indirect effects was obtained with 5000 bootstrap 

samples (Preacher & Hayes, 2008). Results of the mediation analysis confirmed the mediating 

role of internal market orientation in the relation between market orientation culture and 

employeesô market orientation behavior (ab path) (B=.2258, CI= .1407 to .3165, significant as 

not including 0, (Preacher & Hayes, 2008)). In addition, results indicated that the direct effect 

of market-oriented culture on employeesô market oriented behavior is still signification 

(B=.4173, t (613) = 9.6022, p=0.000) when controlling for internal market orientation, while 

the value has dropped (from .6450 to .4173), which suggests a complementary mediation (or 

partial mediation). In this approach, cô represents only the total effect (as opposed to the ñeffect 

to be mediatedò by Baron and Kenny, 1986). Fig. 3 shows the results.  

 
*** p<0.001,  ** p<0.01,  * p<0.05 

Fig. 3  Indirect effect of Market-oriented culture on employeesô market-oriented behavior 

through internal market orientation (H4) 

 

For H5, with the same bootstrapping technique, results of the mediation analysis 

confirmed the mediating role of service climate in the relation between internal marketing 

orientation and employeesô market orientation behavior (ab path) (B=.1428, CI=.1015 to .1896, 

significant, as not including 0, (Preacher & Hayes, 2008)). In addition, results indicated that 

the direct effect of internal marketing orientation on employeesô market oriented behavior (cô 

path) is still signification (B=.3469, t (613) = 15.0239, p=0.000) when controlling for service 

climate, suggesting a partial mediation (or complementary mediation). Figure 4 shows the 

results. 
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*** p<0.001, ** p<0.01,  * p<0.05 

Fig. 4 Indirect effect of Internal marketing orientation on employeesô market-oriented 

behavior through Service Climate (H5) 

  

With H6, it was hypothesized that market orientation cultureôs indirect impact on 

employeesô market orientation behavior, mediated by internal market orientation and service 

climate. So we had to test that if internal market orientation mediates the relationship between 

market orientation culture and service climate take effect, and that if the service climate 

mediates the relationship of internal market orientation and market oriented behavior, same as 

H5. (Logic from LeBreton, Wu, Bing, 2009).   

The results showed that the b path is not significant (B =.0335, t (613) =.7888, p=0.4306). 

Moreover, the mediation analysis showed that the mediating role of internal market orientation 

in the relation between market orientation culture and service climate was not significant (ab 

path) (B= .0295, CI= -.0717 to .1287, not significant, as including 0, (Preacher & Hayes, 

2008)). So H6 is not supported.  

 
*** p<0.001,  ** p<0.01,  * p<0.05 

Fig. 5  Indirect effect of marketing orientation culture on service climate through Service 

Climate (H6) 

 

All the findings of hypotheses are summarized in Table 4. 

Table 4 Summary of Findings 

 Hypothesis Findings 

H1: 

  

Market oriented culture influences employeesô market oriented 

behavior positively  

P 

H2: 

  

Employeesô perceived service climate influences employeesô 

market oriented behavior positively 

P 

H3: 

  

Internal market orientation influences employeesô market-oriented 

behavior positively 

P 

H4: 

  

Internal market orientation mediates the relationship of market 

oriented culture and employeesô market oriented behavior 

P 

H5:

  

Service climate mediates the relationship of internal market 

orientation and employeesô market orientation behavior 

P 
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H6:

  

Market oriented culture and service climate mediates the 

relationship of internal market orientation and employeesô market 

orientation behavior 

n.s. 

Note: P = supported;  n.s. = not significant. CONCLUSION AND MANAGERIAL 

IMPLICATION   

Figure 6 presents the overall empirical effects of the proposed theoretical framework. 

 
a: not statistically significant 

Fig. 6 Overall constructôs relationship  

 

We suggest several factors as important determinants of employeesô market orientation 

behavior. The service climate perceived by service frontline staff helps to build their market-

oriented behavior positively. A market-oriented culture in organization strongly helps to 

establish employeesô market orientation behavior. Furthermore, the process of internal 

marketing (internal market orientation) also facilitates employeesô market-oriented behavior.  

It is also suggested that the relationship of market-oriented culture and employeesô 

market-oriented behavior be mediated or reinforced by internal marketing practice. In other 

words, with an internal marketing programs that treat employees as internal customers can help 

transform such culture to be their service practice, in turn, it will help to improve organizationôs 

service quality. Also, the relationship of an internal market orientation and employeesô market-

oriented behavior is mediated by the perceived service climate. Hence an organization can 

create a salient service atmosphere which allows employees to exert any tactics to serve 

customers, the internal marketing efforts made to create market orientation culture can impact 

employeesô market orientation behavior positively.   

A comparison of Taiwan, China, US 

In order to further examine if there is significant difference among Taiwan, China, and US in 

these constructs, we did Scheffe post hoc ANOVA test to identify sample means that are 

significantly different from each other. The results are displayed in table 5.    

For the main constructs, respondents from China perceived highest on most of the 

constructs, except service climate. Respondents from Taiwan perceived higher on market-

oriented culture and internal market orientation than US counterparts. While US staff perceived 

better service climate in their working environment than the other regions. It is interesting to 

explore the cultural effect on the theoretical framework in the further research. 
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Table 5.  Construct mean differences in Taiwan, China, and US 

 
Taiwan China US 

Taiwan- China Taiwan-US China-US 

ȹ p ȹ p ȹ p 

Market Oriented Culture 3.89 4.13 3.73 -0.24** 0.001 0.16** 0.001 0.4** 0.001 

Internal Market Orientation 3.83 4.04 3.27 -0.21* 0.018 0.56* 0.018 0.77* 0.018 

Market Oriented Behavior 3.97 4.17 4.14 -0.2** 0.008 -0.17** 0.008 0.03** 0.008 

Service Climate 4.00 4.19 4.40 -0.19* 0.014 -0.4* 0.014 -0.21* 0.014 

***p<001    ** P< 0.01    * P<0.05 

 

Note: Delta (ȹ) is the absolute difference between two countries. 
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THE IMPACT  OF GREEN INNOVATION  ON ORGANIZATIONAL  

PERFORMANCE IN DIFFERENT  INDUSTRIES OF PAKISTAN  

MAIRA  ASIF1, NAHEED ANWAR2 AND SANA AHMED3 

ABSTRACT 

This paper is a descriptive research on green innovation and practices of different organizations 

in Pakistan and its impact on their performance. In developing countries like Pakistan, 

organizations are now taking into consideration green strategies in various aspects of 

businesses because of emergence of environmental issues globally. Green product innovation 

has a positive impact on performance of organizations, however past researches pertaining to 

the topic were conducted in developed countries and very few studies can be seen in Pakistani 

context. Thus to compete, organizations in Pakistan must also become more innovative, adopt 

a proactive strategy to cater consumer needs and preferences and address global environmental 

challenges and concerns by bringing innovation in business processes. The findings of this 

study show a very positive relationship between green innovation and organizational 

performance. 

Key words: Green innovation, Organizational performance, Environment, Brand loyalty, 

Environmental sustainability.  

 

INTRODUCTION  

Companies in Pakistan have started to pay attention to green innovation in every facet of 

business due to rise of environmental concerns globally. Such green practices are regulated 

under strict code of conducts, laws and regulating bodies in many developed countries, but in 

case of developing countries like Pakistan these green practices are self-imposed by top 

management, which clearly shows that companies are concerned about environmental 

management behaviour which determines the degree of environmental concerns within an 

organization. Due to cut throat competitive environment, companies have to strive hard and 

strategize innovatively to stay competitive and gain competitive advantage. Innovative 

strategies regarding new products and services development are a key boost to Pakistanôs 

competitiveness and growth. Green innovation now plays a very pivotal role in any 

organization because it helps to save environment from toxic waste, save energy, and recycle 

the useless materials. Technological innovation has led to many alternative ways of using 

energy. To save energy, companies are using machines and tools that solely work by solar 

system and hence help in saving environment from hazardous chemicals. Green innovation is 

a very new field in research and it is categorized as green product innovation and green process 

innovation. Many studies were conducted in well-developed and developed countries, very few 

studies can be seen in Pakistani context. The aim of this paper is to try to find the nature of 

green innovation and its impact on the organizational performance through conducting 

interviews with different employees of different business sectors of Pakistan. 
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LITERATURE REVIEW  

Innovation and invention are used interchangeably but in reality, they both are very different 

and difficult concepts. There are many different ways to define these concepts. Invention is 

defined as a product or technology that may or may not provide any value or benefit to 

customer. On the other hand, innovation can be described as any product or service that has 

been developed and marketed to customer in such a way that they perceive it as novel or a 

product that has never been existed in market before. In this paper, different definitions of green 

innovation are taken into account from different authors. One such definition is that any 

measure taken by significant stakeholders to promote the development and application of 

improved or new process, products, techniques and management systems that contribute to 

reduce negative environmental impacts and attain specific ecological goals (Kemp, 2009). 

Green innovation can be defined in many different ways such as any hardware and software 

innovation, which leads to energyïsaving, prevention of pollution, recycling of waste, new 

product development and green product designs and in return help to achieve corporate 

environment friendly image (Chen, 2008). Green product innovation is a multi-dimensional 

process which consists of three key types that are raw materials that have environmental 

friendly features, energy and pollution. The stages that are involved in green product innovation 

include manufacturing process, the eco-friendly use of product and disposal of product with 

minimum negative environmental impact (Pujari, 2010). Green product innovation requires a 

great deal of research in developing new green products. The company who aims to develop 

green products has to select the materials that later produce minimum amount of pollution, use 

minimum quantities of raw materials in manufacturing process and strategize in a way that 

product is easy to recycle and decompose. 

Green process innovation is defined as the implementation of novel ideas which lead to 

change of product process and management practices that have minimum negative 

environmental impact (Yu-Shan Chen, 2016). Effective green process innovation strategy 

helps in reducing mission of harmful materials and waste, reducing consumption of energy 

sources like water, coal and oil, and reducing the use of raw materials. Developing countries 

have started to pay attention to green innovation and directly linking it positively to 

organizational performance. Organizational performance can be defined as a parameter that is 

used to evaluate the success of organization in creating and delivering value to all its 

stakeholders (internal and external) (Decramer, 2016). There are different studies that show 

influences green innovation have on organizational performance. This paper particularly 

focuses on influences green innovation has on organizational performance in Pakistan. On the 

other hand, environmental performance is defined as capabilities of manufacturing plants to 

reduce air emissions, overflow waste, and solid waste. Which in return leads to their ability to 

decrease consumption of harmful, toxic materials, decrease in environmental accidents, and 

improvement in an organizationôs environmental situation.  

In recent years, green innovation is an interesting topic where there are many studies 

concentrated on the relation between green innovation (green product innovation and green 

process innovation) and its effect on the companyôs competitive advantage to gain positive 

organizational performance. Wong mentioned in his study that there is a positive relationship 

between green product innovation and competitive advantage (Wong, 2012). Whereas, in 

another article Yu-Shan focused in his study on discovering the positive impact of green 

innovation performance on the competitive advantage. Most companies thrive to achieve 

competitive advantage over their direct or indirect competitors, if companies strategize and 

implement the green innovation, it will definitely help them achieve their target (Yu-Shan 

Chen, 2006). Operational performance is also directly linked to companyôs overall 

performance, if green process innovation is successfully implemented business performance 

will increase drastically.  Also Sang M Lee found a direct relation and link between green 
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supply chain management practice execution and business performance. Their findings show 

that overall organizational performance will be improved when there is intervention of green 

supply chain management that enhances operational performance (Sang M. Lee, 2012). This 

study focuses on green innovation and analyses the relationship between green innovation, firm 

performance, and competitive ability of management of organization. The relationship between 

green product innovation and firm performance is based on several factors. The efficient use 

of raw materials results in lower costs for raw materials and lead companies to find new and 

innovative ways to convert waste in saleable products, which in return lead to higher profits 

for companies (Micheal E. Porter, 1995). Consumer market is getting aware of the benefits of 

green products. Consumerôs preferences are changing with the passage of time. Digitalization 

has made the consumer market more knowledgeable about the products, their use and benefits. 

It is now very challenging for companies to stay competitive and meet consumer needs and 

preferences. Green products have public and private benefits for consumers (Kammerer, 2009). 

Demand for green products is increasing day by day. The companies can exploit available 

resources to increase productivity through innovating green products (Chen, 2008). Different 

researches have been conducted in different regions of the world and they have shown a 

positive relationship between environmental innovation, organizational performance and 

environment. Green innovation has been used interchangeably with eco-innovation, 

environment and sustainable innovation. Innes conducted a research based on data of 127 US 

manufacturing industries. The result indicated that there is a very strong relationship between 

green innovation and environment (Innes, 2010). Many other researches have shown that 

pollution reduction targets set by companies can help promote the cost saving benefits of 

environmental research and development and hence encourages more innovation in processes 

and products.  

Another study conducted by Gluch about Swedish construction industries indicated that 

such organizations can adopt green innovation and hence improve the overall organizational 

performance and increase market growth and revenues (Pernilla Gluch, 2009)  A research 

conducted by Pujari indicated that green product innovation has a very positive and sustainable 

impact on North American market (Pujari, 2006). There are many challenges and risks involved 

when environmental concerns pose a threat to many organizations and encourages them to 

move towards greener processes and products and shift towards green innovation and 

sustainability paradigm. European countries have been emphasising the importance of green 

innovation. Environmental innovations are considered to be best strategy for inclusive growth 

and gaining competitive advantage. 

EMPIRICAL STUDY  

Background information on the selected companies 

Mobilink (Jazz) 

Mobilink was a trade name of Pakistan Mobile Communications Limited (PMCL). It is the 

largest mobile operator in Pakistan. It provides a wide range of telecommunication services to 

individual and corporate subscribers (contributors, 2017). Its parent company is VEON 

(previously known as Vimpelcom Ltd), which is a multinational telecommunication service 

company, operating in different regions of Asia, Africa and Europe (Wikipedia, 2017). 

Environmental sustainability is one of the essential components of a successful society. 

Mobilink has a very strong corporate responsibility (CR) department that is concerned with 

environmental issues, planet and natural resources. Eco-friendly practices are implemented in 

all segments of business and demand sustainable consumption of bio-degradable as well as 

non-degradable resources. Mobilink has adopted environmental management system in all 

office premises, which ensure careful consumption of electricity, water and fuel. 
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Environmental management system (EMS) in collaboration with World Wildlife Fund (WWF), 

is based on processes that enable the company to reduce the negative impacts on environment 

and increase overall organizational performance. Another initiative taken by Mobilink is Go-

Green, eco-friendly solutions to reduce the impact of global warming on the earth. Mobilink 

has motivated and encouraged its customers to subscribe to E-bill rather than paper bills. This 

strategy has helped the company to reduce its manufacturing cost of producing paper bills and 

reduce the waste and in return helps save the environment from waste. Mobilink has won 

ñGreen Office Certificationò from WWF4. (Foundation, 2015) Mobilink was awarded because 

for its environmentally sustainable practices that lead to a 35% reduction in the carbon footprint 

and 50% in solid waste. 

Silver Star Group 

An icon of excellence and unique soccer balls manufacturing and exporting company in South 

Asia, by using its own manufacturing facilities for casing material and bladders. It strives for 

highest compliance of corporate social responsibility that contributes value to all its 

stakeholders, strongly supports and absolutely ensures workerôs rights, and customersô 

satisfaction by setting up sustainable new leadership standards, quality management systems 

and culture (Silver-Star, 2016). Working towards a sustainable future, Silver Star uses water-

based chemicals in all manufacturing processes. All the chemicals are approved according to 

standards from international laboratories. 

Telenor 

Telenor Pakistan places great emphasis on Health, Safety, Security and Environment (HSSE) 

in conducting its day to day business. Telenor follows international standards and national laws 

to manage health and safety of its employees, internal and external environment in supply 

chain. 5Telenor Pakistan has successfully executed an incorporated HSSE management system 

with ISO 14001 certification for Environment and OHSAS 18001 for occupational health, 

safety and security, keeping internal operations at priority in line with the global Go-Green 

initiative6. Telenor Pakistan has responsibly been working on green innovation and it has 

recently started its call centre which is energy efficient and is known as the Green Field Call 

Centre. The building consists of advanced technology, high international security standards 

and safe working conditions for all of its employees. Telenor has always followed the 

international trends and standards. Going green initiatives have helped the company achieve 

its targets and increased employee productivity. According to CEO of Telenor, the basis of this 

call centre has been laid with eco-friendly resources and strictly adhere to the standards of 

health, safety and environment. 

RESEARCH QUESTIONS 

Despite the importance of implementing a business strategy that takes into account the 

ecological concerns, few studies have examined the relationship between market orientation 

and environmental practices. This paper will help to contribute to theoretical and practical 

knowledge to fill this gap by addressing the following questions:  

1) Does the introduction of the environmental facilities help firms towards green 

innovation?  

                                                 
4 Mobilink Foundation.CR-Report 2015, ULR:http://www.mobilinkfoundation.org/archives/CR-Report%202016.pdf 

5 Telenor Group Sustainability Report 2016 

ULR: https://www.telenor.com/wp-content/uploads/2017/03/Sustainability-Report-2016-Q-

4e6018fc44e89edf8038884d8258b287.pdf 

6 Telenor Group Social Responsibility Report 2013 

ULR: https://www.telenor.com/wp-content/uploads/2015/04/Telenor-Group-Social-Responsibility-Report-2013.pdf 

 

http://www.mobilinkfoundation.org/archives/CR-Report%202016.pdf
https://www.telenor.com/wp-content/uploads/2017/03/Sustainability-Report-2016-Q-4e6018fc44e89edf8038884d8258b287.pdf
https://www.telenor.com/wp-content/uploads/2017/03/Sustainability-Report-2016-Q-4e6018fc44e89edf8038884d8258b287.pdf
https://www.telenor.com/wp-content/uploads/2015/04/Telenor-Group-Social-Responsibility-Report-2013.pdf
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2) How does Green marketing strategy of firms positively link with organizational 

performance?  

3) Does green marketing communication reflect a positive corporate image? 

The aim of this paper is to investigate if firmôs green strategy can boost innovation, 

corporate reputation and increase overall performance. The evaluation of companyôs green 

initiatives and the effects on their performance have been achieved through the content of 

annual and sustainability reports as well as interviews with business managers. 

ANALYSIS  

Environmental facilities and green innovation 

In response to the question regarding environmental facilities, most of the respondents said that 

environmental facilities eventually help the firm towards green innovation. Environmental 

facilities urge the management as well as the employees to go towards the green innovation 

and employ green ways to manufacture their products. In recent times a lot of importance has 

been given to green innovation and organizations are looking towards different ways to adopt 

the green practices, this is because of the fact that people nowadays prefer such organizations 

and brands which are helping the environment in any way. People like to be associated with 

such organizations or brands. This eventually helps the organizations in increasing the profits 

and gaining a competitive advantage. Because of the green facilities organizations are more 

inclined towards green innovation for example; Mobilink started its green sustainability 

initiative. The main purpose of this initiative is to cut down the consumption of electricity, 

water, fuel, power, and paper in the telecom industry. Mobilink is striving to reduce the paper 

usage and increasing the process of recycling. Because of the environmental facilities available 

Mobilink was able to innovate a new carpooling network by the name of ñMobiRideò. This 

initiative helps the corporate employees to travel together and cut down the fuel cost and reduce 

the CO2 emission. This program also helps in addressing the issue of parking space. Because 

of the environmental facilities available their organization is shifting most of its offices on the 

solar energy in the mission to reduce the use of electricity and finding alternate ways for power.  

Green marketing strategy and Green innovation 

Green marketing strategy of the firm can help the firm to increase its performance in different 

ways. A firm can achieve many advantages by implementing the environmental management 

in the operations of business. The firms can easily increase their and its employeesô 

performance by implementing green marketing strategy. There are a number of advantages 

associated with the green marketing such as: 

¶ Good corporate image 

¶ Reduced waste 

¶ Increase in customer satisfaction 

¶ High productivity 

¶ Low cost 

¶ Increase in good will 

¶ High market share 

¶ High profitability 

 

All of the benefits which are driven by the green marketing can easily be used to gain 

competitive advantage over competitors as the green marketing helps in the reduction of overall 

cost of production, because of less waste, less use of raw material and saving energy a lot of 

cost can be saved which helps the company in increase profitability. One more advantage of 

green marketing is increased brand loyalty. If firm is practicing the green marketing, then 
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customers will like to associate themselves with such an organization. Green products have a 

different perspective, and this helps in building a loyal relationship between the firm and 

customer. When customer become loyal to an organization then they become less price 

sensitive and thus the firm can charge premium on the products and can earn high profit 

margins. Even in times of economic downturn green products will show less decline in sales. 

After the implementation of green marketing practices the environment of firm has become 

pleasant and chaotic business activities have reduced. Because of green marketing initiative, 

company was able to cut a lot of different production costs which helps in increasing the profit 

margins for the company as firm had to spend less. Green marketing initiative caused the 

customer base for their products to increase gradually because of the fact that people want to 

associate themselves with product which are healthier and are good for environment and 

society. The green marketing or green initiatives will result in a win-win situation for all of the 

stakeholders of the company because all of the skills and resources will be pooled and would 

be taken to build something better. The level of customer satisfaction will increase because 

customers will be able to get high quality and environment friendly products.  

Green marketing communication and corporate image 

The environmental protection has become a very huge issue nowadays and it is also a very 

important factor in the markets from the perspective of customers. Recently because of the 

work and efforts of different organizations and non-profit organizations (NGOs) about the 

environmental problems, now customers are more willing to buy environmental friendly 

products. Thus the green marketing eventually helps in portraying a positive image of 

organization.  According to management of companies, earlier times people didnôt much tend 

to care about the environmental issues but now people have become aware of the limits of 

natural resources. Now people see it as a moral code because it has adhesive damages. Pollution 

cannot be eradicated fully but the organizations which are taking steps to keep it at the 

minimum are now highly appreciated by the customers and consumers now prefer to associate 

with such brands because that way they feel that they are indirectly helping the environment 

and nature. One major issue while talking about the environment is resources. It is now a known 

fact that the natural resources are very limited while the human needs are unlimited. So it has 

become very important for the marketers to think about the future and invest in green 

marketing. Green marketing helps the organizations and marketers to support the environment 

by creating a number of different advantages. Nowadays people have become very much brand 

conscious and they like to associate themselves with such organizations and brands which are 

more concerned towards environment because association with an environment friendly brand 

and organization tends to portray a positive image in society.  

The concept of green consumer can be elaborated as an individual who avoids such 

organizations and products that tends to harm the environment, are dangerous to health or 

create pollution. After the proper introduction of green marketing concept and anticipating the 

importance of it, most of the organizations switch towards the green marketing to portray a 

positive image to the consumers and make a positive mark in the minds of customers. 

Nowadays organizations are spending a lot of money on different types of corporate social 

responsibility (CSR) activities that aim to build a good corporate image. So it would be valid 

to say that the organizations in Pakistan should invest more capital in green marketing as it will 

help in building a good corporate image, the environment and society will also get benefited 

from it.  

Eco Friendly products and financial performance of organizations 

Products with environment friendly characteristics help in increasing the output growth. The 

environment friendly products tend to increase the customer base as nowadays people are more 
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inclined towards using the products which are environment friendly. In this way customers 

want to add value to their society.  

It has also been seen that when people associate themselves with a product or 

organization because of its environment friendly characteristics then they become less sensitive 

to prices of the products and they become more willing to pay premium prices as well. 

Implementation of strategies regarding green innovation allows companies to increase revenue 

growth in products with environment friendly characteristics because of two major reasons: 

¶ Increase in customer base 

¶ Premium Pricing  

Implementation of the recycling process has helped many organizations to cut down a lot 

of costs which eventually adds up to increased profits. The following ideas were implemented 

in the organization to cut down costs: 

¶ The unnecessary material was totally avoided 

¶ The staff was asked to print double sided to reduce the paper usage 

¶ The staff was also asked to use the scrap paper for the purpose of massage and notes 

taking instead of using new papers 

¶ Papers were recycled commercially 

All of these ideas helped in cutting down the costs to the minimum level which eventually 

increases the revenue for the company. Not only sales but environmental friendly tactics helps 

in increasing the overall brand value, people like to spend more on such brands where they can 

get a sense that they are also doing something for environment and society. 

Environment friendly characteristics tend to impact the revenues of the firm in a longer 

run, however in the short run the revenues of the company may decrease instead of increasing 

because going green can be costly. It is quite possible that organization has to buy new eco-

friendly machinery or make other arrangements which can be a costly investment for the 

organization, however after a period of time these activities will add up and help in increasing 

the overall revenue for the company.  

Green innovation and Organization performance 

The green process includes the technological advancements such as energy saving, waste 

recycling and using technology to reduce and prevent pollution. Nowadays green innovation 

has become one good source to achieve competitive advantage and sustainable development. 

The green innovation is closely related to the new product development. The green product 

development helps the organization to portray a positive image in the society and attract the 

attention of customers. Customers are more willing to buy and try new products if they are 

environment friendly.  

It requires a lot of marketing and communication but if the product is a result of green 

innovation then customers become more willing to buy the product thus increasing the 

performance of the company. Green innovation process helps in reducing the pollution and 

also saves a lot of cost by recycling and saving. Green innovation also includes re-designing 

the existing product by using the natural resources and save energy. The main aim should be 

to reduce the amount of waste and leave a positive impact on the environment. So it could be 

said that the effective development of green products and green processes are helping the 

organizations by increasing their performances. Due to the raising concerns about environment, 

ógo greenô is the only way for organizations to deal with such issues and it is also very important 

to address these issue in a timely manner. To adopt the green practices the companies must 

undertake the important factors such as: 

¶ Customer concerns 

¶ Regulations by government 
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¶ Supplierôs capabilities 

¶ Preferences of owners  

¶ Determinants of green practices 

All of these factors mentioned by the respondent must be undertaken before looking 

towards green innovation. 

FINDINGS 

It is analysed that the green marketing and environmental facilities have a lot of advantages not 

only for environment and society but for organizations as well. Respondents thinks that the 

green facilities help organizations to go for green innovation and build products which are 

environment friendly. Green marketing helps in increasing the overall performance by cutting 

down the manufacturing costs and by increasing the demand for the product. Companies 

reflected that their consumers nowadays also like to associate themselves with such 

organizations which cares for environment and society and for that they are also willing to pay 

premium prices. Thus, it can also be implied that green marketing not only helps in increasing 

the performance of the organization, but it also helps in building a positive brand image. Other 

than increasing the sales and retaining the customers, green marketing also helps the 

organizations in building a positive atmosphere in the organization and employees also feel 

satisfied working for such organizations which are also doing something for the environment 

and society. Due to growing concerns about the environment and increasing pressure on 

companies it is observed that companies are looking towards green innovations to make things 

better for everyone. 

CONCLUSION 

As reflected in the research, green innovation helps companies to improve their performance 

not only in terms of monetary performance but also non-monetary performance. Adopting 

green innovation is one of the best strategies for corporate social responsibility. The extent of 

results is though dependent on strategies and tactics, used by management at different levels. 

The research reflects that companies have claimed that their consumer market is ready to buy 

new products or to try new services if the organization offering the products or rendering 

services show concerns for the environment. This actually helps the organization in 

maximizing their returns by an increase in market share of new products. Though it has also 

been observed in research that ñGoing Greenò might be costly for the firms in short run but it 

actually provides competitive advantage in the long. Though in the research conducted, 

companies have claimed that people were not too much concerned in earlier times for green 

environment, but due to increased awareness about limitation of natural resources, customers 

are savvier now and prefer to reward green companies. Summing up, ñGoing Greenò helps the 

companies in improving brand awareness as well as brand image. This leads to increased brand 

usage which provide better financial returns to the company.  
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VALIDATION STUDY OF PUBLIC ACCEPTANCE ON  WILLINGNESS TO PAY 

(PAWP) ON MAXIMUM DE MAND (MD) CHARGE IN MALAYSIA  

WAN MUHAMMAD ZAINUDD IN WAN ABDULLAH 1 AND WAN NUR RAHINI 

AZNIE ZAINUDDIN 2 

ABSTRACT 

The Malaysia Electricity Supply Industry (MESI) Reform aims for their society to pay for cost-

reflective electricity price. One of the possible way is by having all electricity customers to pay 

a fair share of electricity producing cost which include Maximum Demand (MD) charge. A 

pilot survey has been conducted to clarify and validate on the dimensionality of the instruments 

of Public Acceptance on Willingness to Pay (PAWP) on MD charge that include willingness 

to pay, understanding on electricity bills, understanding on electricity pricing and awareness 

on amount electricity consumption using validation study. The study had conducted 

exploratory factor analysis (EFA), confirmatory factor analysis (CFA), discriminant and 

convergent validity and reliability on a survey of 154 Malaysian electricity users. Four 

variables extracted, and all the revised variables had achieved the unidimensionality, validity 

and reliability of the model. Larger sample size on final survey should be considered for future 

work.  

Key Words: Maximum Demand Charge, Willingness to Pay, Public Acceptance, Exploratory 

Factor Analysis (EFA), Confirmatory Factor Analysis (CFA) 

 

INTRODUCTION  

Commonly, residential customers are paying electricity through a two-part tariff where the 

revenue is collected using a flat volumetric rate. However, the volumetric rate is unable to 

inform the customer on the actual cost structure of power supply. This is because the actual 

cost is a combination of mostly fixed costs, costs dependent on peak electricity demand (kW) 

and costs dependent on the time and location of energy consumption (kWh). The traditional 

volumetric charge also creates a barrier in taking advantage of new technology which could be 

useful to help utilities in allocating costs to consumers more efficiently and fairly based on 

their consumption patterns. In a world of limited customer-side technology, limited customer 

option for power supply and steady load growth, the volumetric charge may be sufficient cost 

recovery vehicle. However, in todayôs modern technology, the volumetric charge creates a 

disadvantage mechanism for prosumers by departing loads to bypass the fixed and demand-

based costs of being connected to a larger system (Hledik, 2014).  

Therefore, the approach of only charging volumetric rate is considered as not being cost-

reflective since such tariff structure does not promote economic efficiency or equity in 

customer bills. This tariff structure also is not able to allocate costs to customers more 

efficiently and does not encourage customers to adjust their usage patterns in order to avoid 

highest-cost electricity production (Jacobs, 2010). As the results, utilities may become hesitant 

to make necessary grid investments. This will cause a delay in infrastructure upgrades and 

reduce grid reliability for all customers. Hence, a need for cost-reflective tariff has now become 

pressing with MESI is aiming for their society to pay a cost-reflective electricity price. A new 

solution that rapidly emerging as an attractive option is an introduction of residential demand-
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based charge (Mohamed and Lee, 2006). Hence, the residential electricity bill will include 

charges on both electricity use and electricity demand. The demand-based charge is also known 

as MD charge is used to pay for the costs of operating, maintaining and investing in the 

electricity grid. The electricity use is measured in kilowatt-hours (kWh) to reflect the 

consumption of electricity over a given period of time, usually a month (Tenaga Nasional 

Berhad, 2017). While, the electricity demand charge is based on the peak demand or a 

maximum rate of electricity consumption in kilowatts (kW) at a particular facility each month 

over a specific time interval such as 15, 30 or 60 minutes. In Malaysia, demand charge is yet 

to be imposed on residential customers. Therefore, this implementation can encourage better 

use of grid capacity, minimising a cross-subsidies between customers and foster an adoption 

of advanced technology (Faruqui et al., 2016). In introducing a new charge, customer 

acceptance and understanding on implementation of the new charge are crucial. Using 

exploratory factor analysis (EFA), confirmatory factor analysis (CFA), discriminant validity, 

convergent validity and reliability of Cronbachôs Alpha, this study attempted to clarify and 

validate on the dimensionality of the instruments of PAWP on MD charge. Based on the results, 

this study concludes the instruments of willingness to pay MD charge, understanding of 

electricity bill, understanding of electricity pricing and awareness on amount electricity 

consumption can be used to gain the public opinion on cost-reflective electricity price. The 

paper is organised as follows. In section 2, the related literature review. In section 3, the aim 

of study is presented. The methodology is presented in section 4. While results are presented 

in section 5. Section 6 is results discussion and finally, conclusion is being presented in the last 

section. 

LITERATURE REVIEW  

Householdsô willingness to pay on MD charge may vary significantly (Caves, Christensen, and 

Herriges, 1984; Stokke, Doorman, and Ericson, 2010; Taylor and Schwarz, 1986; Wedgwood 

and Sansom, 2003). These variations could be attributed to differences in their understanding 

on electricity bills, understanding on electricity pricing and awareness on amount electricity 

consumption. For example, variation in the amount of energy use in individual houses could 

be attributed to differences in engineering factors, economic factors, energy type and household 

characteristics (family size, age of household members, race/ethnicity, etc). Apart from these 

factors, the study also finds that peopleôs behaviour is needed to explain the variation in the 

amount of energy use in individual houses such as peopleôs norm, beliefs, values etc. People 

who are fond of environment will be more likely to respond to environmental information than 

price information. 

The focus of MD charge has mainly been on the commercial and industrial sectors for 

decades and there have been extremely rare case for residential rate offering. One of the reasons 

is the lack of necessary metering infrastructure. With recent Advanced Metering Infrastructure 

(AMI) being deployed to 8.5 million customers in Malaysia, this barrier will soon be removed 

(APPA, 2015 and Taggart, 2003). Thus, utilities are now showing increasing interest on 

residential demand charge to ensure actual cost of power supply can be recovered. But, there 

are still some issues that remain to be addressed to ensure the implementation of residential 

demand charge is successful. These include PAWP on MD charge in Malaysia.  

Peak demand is known as the highest demand that can occurred on a utility network over 

a specified period of time and becoming a major global issue. A critical peak demand usually 

occurred when the high usage of the end use sectors such as residential, industrial and 

commercial coincide with each otherôs. As consequences, there will be high risk of power 

system failure. Hence, more investment on generation and distribution are in needed to 

maintain a sufficient reserve margin. This also means there will be an environmental impact 

since more fossil fuels and pumped storage hydropower plants are needed to supply the peak 
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load. One of the objectives in MESI Reform is to have the public to pay market reflective 

energy pricing. One of the possible approach to achieve this is by redesigning the residential 

rates to better align with the design of the tariff rate with the underlying cost structure (Berg 

and Tschirhart, 1988; Bonbright, Albert L. and David R., 1961; Hledik, 2014). One of the 

possible options is by charging residential MD charge. At least 25 utilities had offered demand 

charges to their customers, sometimes with energy-based dynamic pricing rates, to mitigate 

cross-subsidies caused by prosumers and by the slowdown in sales growth (Sherwood et al., 

2016). The behaviour of these customers in response to a new demand charge are they seem to 

reduce their consumption, they seem to practice energy saving habits and larger and wealthier 

households are more likely to enrol in the MD charge programme. 

With introduction of this new charge, all customers will have an opportunity to reduce 

their electricity bill by reducing peaks in their demand. In the case of residential customers, the 

peaks can be caused by starting on large motors, turning in induction furnaces or the use of 

compressors or ovens. In redesigning the residential rate structure, several steps need to be 

follow to ensure its success. The first step begins by detailed review on the state of the art of 

the rate structure. This includes a survey of the literature on MD charge and interviews with 

stakeholders who have experience with the design.  

Secondly, a set of objectives need to be established and incorporated into the new rate 

structure. Lastly, the impacts of these rates on customer bills and consumption patterns need to 

be modelled to understand the extent of MD charge implementation to the public. Once the 

design of the rates has been finalized, a careful designed pilot study should be offered to a 

subset of customer which is important to determine the success of the full-scale rollout in the 

future. Hence, this study has conducted a pilot survey as a precedence survey focusing on the 

PAWP on MD charge. However, it is the purpose of this study to clarify and validate on the 

dimensionality of the instruments of PAWP on MD charge using validation study.  

AIM OF STUDY  

Although MD charge has already been well established for commercial and industrial 

customers, is still less common for residential customers.  A traditional two-part retail tariffs 

that currently being charged on residential customers will not be able to sustain in providing 

revenues needed by utilities to cover their fixed and capital costs. Therefore, MD charge can 

potentially be an attractive approach to better reflect the true investment costs of maintaining 

a reliable system and meeting peak demand. This is because MD charge is able to align prices 

and costs, incentivize smarter load management, improve utility cost recovery and reduce intra-

class cross-subsidies. Hence, it is the purpose of this paper to clarify and validate on the 

dimensionality of the instruments of PAWP on MD charge that include willingness to pay MD 

charge, understanding on electricity bills, understanding on electricity pricing and awareness 

on amount electricity consumption using validation study (Kimberlin and Winterstein, 2008). 

This study conducted exploratory factor analysis (EFA), confirmatory factor analysis (CFA), 

discriminant validity, convergent validity and reliability of Cronbachôs Alpha to achieve the 

research objectives. The result from the validation study is important to ensure the instruments 

of PAWP on MD charge are reliable and valid measurements among Malaysian electricity 

customers. Therefore, this study hopes to be as an input needed to refine the rate design in the 

future. 

METHODOLOGY  

Using a survey of 154 Malaysian electricity users, the factor structure of the instruments of 

PAWP on MD charge are being assessed using EFA, unidimensionality of measurement model 

was tested using CFA, itemsô discriminant and convergence were tested using correlation and 

internal consistency of reliability between items were established using item-total correlations 

Cronbachôs Alpha.  
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Data Collection 

The main purpose of this study is to evaluate public acceptance level towards MD charge in 

the electricity bills.  The data was collected from the social networks, i.e. random email and 

random social media from random public in Peninsular Malaysia. This study was conducted 

by acquiring the basic information and email address of workers in private and government 

sectors in Peninsular Malaysia. Systematic random sampling method was used to ensure certain 

degree of generalization can be acquired to the population (Abdullah, Aziz and Shukor, 2014).  

Researcher will select the first item from 1500 population frame and for this study, 5th item 

was picked as the first item. Thus, 300 prospectus respondents were collected from the list.  

Sample Size Considerations 

The sample size calculation was based on a stable factor structure model, which requires a 

minimum of 100 and 200 respondents and a respondent variable ratio of at least 2:1 to reduce 

the standards error (SE) of the correlations to negligible proportions (Field, 2013). 

Accordingly, the number of respondents in this study was 154 for the 4 variables to meet the 

EFA requirement with alpha = 0.05. 

Data Analysis 

Data analysis was performed by using the SPSS 20.0 for Windows statistical software package. 

A descriptive analysis was used to summarize sample characteristics. An EFA was used to 

determine the construct validity of PAWP on MD charge (Hair et al., 2010). A content validity 

was also performed to determine the instrument. A Cronbachôs alpha coefficient and item 

analysis were used to verify the reliability of the instrument. Next, to determine model 

unidimensionality, confirmatory factor analysis (CFA) was performed followed by 

discriminant and convergent validity and reliability testing.  

RESULTS 

Sample Characteristics 

From the whole of 300 respondents, about 154 respondents had participated in this study. All 

respondents had completed the survey with 51.33% response rate. Majority of respondents 

were female (68.2%), aged between 20 to 24 years old (61%), students (40.3%) and households 

with an income below RM2000 (45.5%). In terms of marital status, 68.2% were single while 

the rest were married. Majority of the respondent live in urban area (47.4%) and the household 

size varies between 1 to 3 people (64.3%). 

Exploratory Factor Analysis (EFA) 

EFA method was performed whereby all items under instrument were run simultaneously. The 

Kaiser-Meyer-Olkin (KMO) value exceeded the rule of thumb of .60, while Bartlett Test result 

for all variables were significant (p<.05) Hence, all items seem to be suitable for factor analysis. 

Under factor extraction, two techniques were employed. They were Kaiserôs Criterion 

(eigenvalue >1) and Scree Plot (Rule of thumb ï elbow for turning point). With four variables 

involved, factor extraction limit was set to be four components. Items with loading that above 

.30 with the factor question were used to characterize the factor solution (Field, 2013 and 

Hledik, 2014). Results from factor extraction, i.e. eigenvalues and Scree Plot produced four 

groups of variables that were in line with original instrument, i.e. (1) understanding of 

electricity bill, (2) understanding of electricity pricing, (3) awareness on amount electricity 

consumption, and (4) willingness to pay maximum demand charge (MD) and these four 

variables. To identify which item belongs to which variable, factor rotation using Direct 
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Oblimin method was conducted. Result from pattern matrix has disclosed the specific item for 

particular variable. (See Table 1).     

 

Table 1: Factor Structure of Public Acceptance of Willingness to Pay (PAWP) 
Variable Willingness 

to pay MD 

charge 

Understanding 

Electricity 

Bills 

Understanding 

Electricity 

Pricing 

Awareness of 

Electricity 

Consumption 

Willingness to Pay MD charge 

To facilitate the development and 

adoption of MD charge in new demand 

management technologies.  

To ensure that utilities recover their cost 

of service from the MD charge paid by 

all consumers. 

To encourage consumers to reduce peak-

coincident demand that causes high MD 

charge. 

To maintain sufficient generating and 

transmission capacity to supply the MD.  

To produce a better alignment between 

price that consumers pay with the cost of 

MD in the system. 

To reduce the need for new 

infrastructure investment to meet MD. 

To promote fairer cost allocation in 

paying the 

MD charge among ratepayers.  

To reduce/eliminate intra-class cross 

subsidies that are currently being used to 

pay for the MD charge.  

To provide consumers with the 

opportunity to reduce their electricity 

bills by managing their MD. 

To upgrade transmission system that 

supplies MD in response to recent 

reliability concern on Malaysian 

Electricity Supply Industry (MESI). 

 

 

.850 

 

.829 

 

.828 

 

.810 

 

.791 

 

.786 

 

.777 

 

.777 

 

.765 

 

 

.527 

   

Understanding Electricity Bills  

I know the appliances in my home that 

contribute the most towards my 

electricity bill. 

I am concerned about the expected 

future price in energy. 

I found that the current electricity bill is 

more user friendly and easier to read/ 

understand. 

I like the current format of my electricity 

bill.  

I understand the use of the electricity 

consumption in my electricity bill. 

The information obtained from my 

electricity bill will help me to manage 

my energy usage/bills.  

I found that more information in my 

electricity bill will increase my 

understanding. 

  

 

.770 

 

.736 

 

.619 

.561 

 

.478 

  

.429 

 

.424 
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Understanding Electricity Pricing 

I know how to calculate my electricity 

bill amount in RM from the total 

electricity consumption that I used 

monthly. 

I know electricity usage price in m.u., 

per kilowatt hour, kWh.  

I know that total cost of generating and 

delivering electricity to consumers are 

separated into customer service, 

distribution service, transmission 

services and generation service.  

I know how the electricity prices are 

being set and determined. 

I understand the component in the 

electricity pricing. 

I know that current electricity bills use a 

flat rate tariff which is the same rate 

charged for electricity consumed at any 

time of the day and night. 

I know consumers that use electricity 

worth RM20 and below per month 

received the highest electricity subsidy. 

   

 

 

.841 

 

.724 

 

 

 

.709 

 

.644 

 

.538 

 

 

 

.493 

 

 

.375 

 

Awareness of Electricity 

Consumption 

I need guidance, a service advisor, or 

campaign to understand about my 

electricity consumption. 

I always comparing my electricity 

consumption with other people. 

I can participate in electricity pricing 

discussions. 

I need a detail feedback and supports on 

energy-saving lifestyles to raise my 

awareness on consumption. 

I know that energy saving is important. 

I understand an energy efficiency 

concept. 

    

 

.815 

 

.805 

.788 

 

 

.768 

.765 

.472 

Confirmatory Factor Analysis (CFA) 

Confirmatory Factor Analysis is a special from of factor analysis. It is employed to test whether 

the measure of construct are consistent with the nature of the construct (Hair et al., 2010). The 

unidimensionality of the four constructs were tested using CFA, and all items were examined 

simultaneously using AMOS. The model fit had been achieved based on certain fitness indexes. 

In addition, results of the CFA operation (see Figure 1) on measurement model which consists 

of four variables shows that all items had factor loadings exceed .60 (Zainuddin, 2014). 

 

Figure 1: Measurement Model of Public Acceptance of Willingness to Pay (PAWP) 
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Fitness Indexes 

1. ChiSq=304.036 

2. df=198 
3. p=.000 

4. CFI=.951 

5. TLI=.943 
6. IFI=.952 

7. RMSEA=.059 
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Convergence Validity 

Convergent validity is the degree to which multiple items measure the same concept. Factor 

loadings, CR and AVE, can be used to measure the convergent validity (Hair et al., 2010). In 

terms of convergence validity of the constructs, it was tested and confirmed using Average 

Variance Extracted (AVE). Convergent validity is achieved when the scores yielded two 

different instruments measuring the same concept are highly correlated and also when all items 

in a measurement model are statistically significant (Sekaran, 2003). The value of AVE should 

be 0.5 or higher to achieve the Convergent Validity (Fornell and Larcker, 1981; Hair et al., 

2010; Zainuddin, 2014). Result from Table 2 shows that all variables have AVE values 

exceeding .50. 

 

Table 2: CFA Results of Measurement model of Public Acceptance of Willingness to Pay 

(PAWP) Instrument 

Construct Item 
Factor 

Loading 

Cronbachô 

Alpha 

(Above 0.70) 

Composite 

Reliability  

(Above 0.6) 

Average 

Variance  

Extracted 

(Above 0.50) 

 

 

Understanding of 

electricity bill 

 

Understandpricing1 Deleted due to low factor loading & to achieve model fitness 

Understandpricing3 
Deleted due to low factor loading & to achieve model fitness 

Understandbill2 .72    

Understandbill4 .61    

Understandbill1 .76    

Understandbill5 .61    

Understandbill3 .68 .836 .902 

 

.648 

 

 

 

 

 

 

Understanding of 

electricity pricing 

Understandpricing8  .83       

Understandpricing4 .83     

Understandpricing6 .85     

Understandpricing2 .77    

Understandbill6 .74 .901 .902 .648 

Understandpricing5 Deleted due to low factor loading & to achieve model fitness 

Understandpricing7 Deleted due to low factor loading & to achieve model fitness 

 

Awareness on 

amount electricity 

consumption 

amount electricity 

consumption 

Awareness6 .68        

Awareness8  .75    

Awareness10 .89    

Awareness9 .86    

Awareness7 .67 .888 .882 .602 

Awareness5 Deleted due to low factor loading & to achieve model fitness 

 

Willingness to pay 

maximum demand 

charge (MD) 

WillingnessTP7 .84        

WillingnessTP3  .73    

WillingnessTP9 .82    

WillingnessTP8 Deleted due to low factor loading & to achieve model fitness 
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WillingnessTP5 .76    

WillingnessTP10 .78    

WillingnessTP6 .78    

WillingnessTP4 .79 .919 .918 

 
.616 

WillingnessTP2 Deleted due to low factor loading & to achieve model fitness 

WillingnessTP1 Deleted due to low factor loading & to achieve model fitness 

Note: Formula of Composite Reliability CR = (Sl)²/ [S(l)² + (S1- l²] (Where, l is factor 

loading), while, formula for Average Variance Extracted (AVE) = S(l)²/n (Where, l is factor 

loading, n = number of items in a model).   

Discriminant validity  

Discriminant validity is the degree to which items differentiate among constructs and this was 

conducted by calculating the associations among the measures of overlapping variables 

(Tabachnick and Fidell, 2014). The inter-correlation of each item under four constructs were 

high ranging from .61 to .89. Thus, discriminant validity of the constructs should be checked 

in order to ensure that all latent variables, i.e (1) understanding of electricity bill, (2) 

understanding of electricity pricing, (3) awareness on amount electricity consumption, and (4) 

willingness to pay maximum demand charge (MD) in the measurement model is different and 

can be discriminated with each other. To achieve the discriminant validity, Average Variance 

Extracted (AVE) should exceeded the shared variance estimate (square of correlation) (Fitch 

et al., 2005). However, results of AVE show that variables of understanding of electricity bill 

and understanding of electricity pricing are both below shared variance, while AVE results for 

other combination of variables were greater than shared variance.   

 

Table 3: The Discriminant Validity Index Summary 

Construct 

U
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p
a
y
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a
x
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u
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d
e
m

a
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d
 c

h
a
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e
 

(M
D

) 

Understanding of 

electricity bill 
0.80    

Understanding of 

electricity pricing 
0.83 0.80   

Awareness on amount 

electricity consumption 
0.58 0.63 0.78  

Willingness to pay 

maximum demand charge 

(MD) 

0.60 0.54 0.41 0.78 

Note: Diagonal value represents the square root of the AVE, while the off-diagonals represent 

the correlations among the variables. 

DISCUSSION  

The purpose of this study is to clarify and validate the dimensionality of the instrument of 

PAWP on MD charge in electricity bill. To the best of the authorsô knowledge, this is a first 

validation study of PAWP on MD charge in Malaysia. The four extracted components from 

EFA found in this study are similar to those of several adapted literatures (A Rahman, et al., 




