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FOREWORD

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

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

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

This year the conference attracted about 170 people from over 25 different countries.
Academics, practitioners, researchers and Doctoral students throughout the world
submitted original papers for conference presentation and for publication in this
Book of Proceeding. All papers and abstracts were double blind reviewed. The result
of these efforts produced empirical, conceptual and methodological papers and
abstracts involving all functional areas of business.

Due to challenges associated with the COVID-19, the EuroMed 2020 conference had
to go online this year. The EuroMed Academy of Business would like to wish you the
very best during these challenging times. We want you to know how much we value
and appreciate your contribution to the EuroMed community and we wish you and
your families all the best. Our thoughts go to those who suffered from the disease, to
their families and friends, and to the doctors and medical staff who are fighting day
after day at the forefront of the pandemic.

We wish to all that this ‘different’ and unique conference will be both fruitful and

stimulating, as it used to be during the last 12 years.
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DRIVERS OF CUSTOMER SATISFACTION IN AIRLINE INDUSTRY IN
(THE) SULTANATE OF OMAN: A CONCEPTUAL STUDY

Abdelfattah, Fadi; Dahleez, Khalid Abed; Samor, Akram; Al-Alawi, Abrar

Managemnt Department, A'shargiyah university (ASU), Oman

ABSTRACT

Customer satisfaction is considered as a significant source of survival for any organization in
today's intense competition. Specifically, passengers’ satisfaction in the context of the airline
industry is a significant driver to retain existing passengers, acquire new customers, and
achieve airline firm success. This paper aims to develop a conceptual framework that explores
the factors affecting passengers’ satisfaction of Oman air services. Moreover, this paper is
amongst the initial attempts to increase the understanding of the links between critical factors
such as (service quality and airline image) and its relationship with passengers’ satisfaction in
the Omani context. In addition, the proposed framework also recognizes hedonic and
utilitarian values as a mediating variable in the proposed relationship. Besides, the proposed
model provides suggestions and recommendations for decision and policymakers to
concentrate on specific variables which strengthen the relationship with the airline's

passengers.

Keywords: Customer satisfaction drivers, Service quality, Image, Hedonic& Utilitarian Values. Airline

industry, The Sultanate of Oman.

INTRODUCTION

Oman air presents the national airline in Sultanate of Oman (Sukati and AL Mashani, 2019). Also,
Oman airline collaborates with many Asian, African, and European airlines to offer higher levels of
quality with a unique and diverse collection of choices for the passengers (Hussain, 2016; Jalagat, 2017;
Sukati & AL Mashani, 2019). Extant research reveals that many empirical studies have been done in the
Asian context, however there is an insufficient number of studies published on the standpoint of
Omani airline passengers. In this respect, this paper aims to develop a conceptual framework which
explores the factors that affect passenger’s satisfaction with Oman air. Thus, this paper is amongst the
initial attempts to increase the understanding of the relationship between critical factors such as
(service quality and airline image) and passengers’ satisfaction. In addition, the proposed framework
also recognizes the hedonic and utilitarian values as a mediating variable in the proposed relationship.

Moreover, this study may provide interesting and important implications for practitioners and
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managers within the airport setting in understanding the main factors that reflect on customer
satisfaction.

Globally, the increased growth in the air transportation sector has motivated airlines to develop their
services and activities (Dahlgaard-Park, 2015; Jiang and Zhang, 2016; Saleem, Zahra and Yaseen, 2017).
In this regard, airlines struggle to survive in stiff competition and grow with their business
(Pabedinskaité and Akstinaité, 2014). Previously, airlines were solely relevant to governmental
regulation that consequently outline how the national airline operate (Baker, 2013). Recently, the
entrance of private airlines has changed the competition rules through setting prices recognizing the
requirements of passengers safety and security (Gan, 2008; Baker, 2013; Hapsari, Clemes, & Dean,
2016). Therefore, a dramatic revolution emerged in the airline's sector leading to intense competition (
Jiang & Zhang, 2016; Saleem et al., 2017).

Arif, Gupta and Williams (2013) claim that understanding customer needs and wants is the crucial
element in maintaining customers. In this context, the service industry is extremely critical nowadays,
where customers need and wants changes continuously (Saleem, Zahra, & Yaseen, 2017). The extant
empirical research has proved that attracting new customers is five-time as costly as keeping existing
customers (Batouei, Iranmanesh, Nikbin, & Hyun, 2019). Suki (2014), Hussain (2016) and Seo, Park, and
Choi (2020) argued that such assertions create new challenges for airlines companies to deliver more
customer value through improving service levels. Accordingly, the unique value rooted in the quality
of services is the underpin weapon to survive in an increasingly competitive environment (Hapsari,
Clemes and Dean, 2016; Jiang and Zhang, 2016) and improve passengers’ satisfaction (Pabedinskaité

and Akstinaite, 2014).

CONSTRUCT DEVELOPMENT AND LITERATURE REVIEW

Service quality

Parasuraman, Zeithaml and Berry (1985) argued that the concept of quality is elusive and not easily
interpreted, given that consumers have different perspectives of quality definition. For instance, quality
could be depicted by diverse segments of customers as luxury, weight, shininess, and goodness.
However, quality interpreted as "zero defects-doing it right the first time". Also, quality defined as the
consistency of tangible or intangible product with customer needs (Gronroos, 1984; Parasuraman et al.,
1985; Lewis & Mitchell, 1990; Sureshchandar, Rajendran, & Anantharaman, 2002). Moreover, service
quality is measured and appraised relatively to the overall delivered level of service that matches the
actual customer expectations (Hall, 1978; Lewis and Mitchell, 1990). Service quality is one of the most
concepts that has been debated in marketing theories field, enlightened the concerning efficacy in its

ability to achieve economic success (Sureshchandar, Rajendran and Anantharaman, 2002).
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Due to the intense and global competitions, firms ought to capture the urgent need for delivering high-
quality services (Parasuraman et al., 1985; Sureshchandar et al., 2002; Jayawardhena, Souchon, Farrell,
& Glanville, 2007). Suki (2014) confirms that the standers of service quality measured by passengers via
a series of interactions between airline’s employees and its customers. Parallel to this, the SERVQUAL
scale created to facilitate customer ability in the process of evaluating the delivery of services provided
(Parasuraman, Berry and Zeithaml, 1993). Parasuraman et al. (1993), and Suki (2014) view five
dimensions subject to SERVQUAL scale, namely: reliability, responsiveness, assurance, empathy, and
tangibles. However, in airline settings, tangibles are portrayed by the physical appearance of
surrounding facilities, equipment, machines, interior design, and communications materials which
formulate a general atmosphere of the airline firm.

Consequences to the fact that airline passengers now have a broad range of choices among several
airlines, the quality of services performed unarguably distinguish their competitive advantages (Hall,
1978; Lubbe, Douglas, & Zambellis, 2011). Lubbe, Douglas and Zambellis (2011) suggest that the
imperative need to leverage the level of services is devoted to its positive impacts on airline passenger

behavior and attitude.

Airline image

The mental image that people immediately describes regarding a particular institution constitutes the
overall organization image as described by (Gray and Balmer, 1998). Gotsi and Wilson (2001) illustrate
that organization image consist of the integration of public ideas, beliefs, as well as individuals’
impressions. Nevertheless, airline image evolved as pivotal criteria to establish a corporate sustainable
competitive advantage (Gotsi & Wilson, 2001; Han, Lee, Chua, Lee, & Kim, 2019). In term of the service
sector, corporate image play as a predictive factor in the perspective of customers in which they
compress their expectations regarding organization services quality (Hwang & Lyu, 2020). To initiate a
favorable institutional image, airline companies strive to raise employee's morality and enthusiasm
towards dealing with organization passengers. Employee's productivity, behavior, and attitude are also
considered a vital determinant of an airline success in maintaining a positive image amongst the public
(Kim, & Severt, 2019).

However, the effect of favorable airline image embeds in the sequent impact of word-of-mouth
influence and passengers desire to pay outstanding prices (Kaya, 2020; Oh and Park, 2020; Seo, Park
and Choi, 2020). More importantly, airline image has a significant influence in preserving customer
satisfaction (Lee & Cheng, 2018, Hwang & Lyu, 2020) consequently enhance customer retaining rate
within the same company (Ju et al., 2019; Pizam and Tasci, 2019). The intention to purchase airline

services are associated with the airline reputation in providing its services during the flight (Gray and
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Balmer, 1998; Kaya, 2020). Further, airlines firms are investing in their employee's skills and abilities in
order to match it with a potential criterion of future airline image (Shin et al., 2019; Kaya, 2020).

On the other hand, scholars assured that the favorable image of airlines delivered in the situation of
firm ability to be innovative and achieve constant development in the area of providing its services
(Pabedinskaité and Akstinaité, 2014; Suki, 2014). According to Hussain et al. (2008) and Liou et al.
(2011), to remain a high standard of safety within airline services performance, which could be
balanced between airline reputation and consequently customer decision making towards preferred
airline and willingness to pay tickets prices. Given the remarkable influence of the airline image (Kaya,
2020; Seo, Park and Choi, 2020), the current study emphasizes the impact of ideas and beliefs in

modelling the effects of airline image.

Hedonic and utilitarian values

Hedonic and utilitarian values embedded on the perceived value deemed among the essential concepts
in realizing customer satisfaction (Shin, Kim and Severt, 2019). Perceived value is explained as
customer appraisal of the extent in which utility and hedonic of product approached to their perception
(Parasuraman, Berry, & Zeithaml, 1991; Chen, 2008) based on a comparison of what they received and
given from the performed service (Parasuraman et al., 1991; Caruana, Money, & Berthon, 2001). Gruen,
Osmonbekov and Czaplewski (2017) utility theory states that a bundle of product characteristics
deliver a level of quality that creates a specific value to the customer than the disutility represented by
the paid money. Furthermore, people differ in their evaluation of the hedonic value due to their
recognition differences. Where value is commonly known as the range between perceived quality and
price (Caruana, Money and Berthon, 2001; Chahal and Kumari, 2012). Interestingly, the utility value
utilized by managers and practitioners to examine and predict customer intention to repurchase (Chen,
2008). Law (2019) demonstrates that hedonic value impacts positively on customer behavioral intention
to retain and remain loyal to the company.

According to marketing literature, hedonic values represent the personal emotional criteria of
customers’ consumption behavior which aroused by fun and excitement. While utilitarian values are
more task-oriented and functional-based, serving the economic behavior of the customer. However,
because of current better-educated customers and the extreme change emerged in their demands; a
reputation requirement is to not solely cover the basic needs of their customer (Levesque & McDougall,
2009). Whereas to remain competitive, airline ought to provide high standards of attention to their
customers, combined with special experience (Kassim & Asiah Abdullah, 2010).

Kassim and Abdullah (2010) declared that customers are willing to feel that they are receiving valuable

service, confirming the strong association between value and customer satisfaction. Several researchers
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assured that establishing high-quality services that match customers expectation derived from the
impact of customer consumption behavior and obtained from hedonic and utilitarian values during the
flight ( Levesque & McDougall, 2009; Hussain, Al Nasser, & Hussain, 2015). In the same vein, Hussain
et al. (2015) demonstrate that perceived value lies in the standards of quality offered by the airline firm.
Consistent with Levesque and McDougall (2009) whose ascertain that if a customer spends less energy,
time and money compared to a higher level of service performed by service providers, then the
customer will attain at better hedonic value. Thus, applying these two values on the present study will

help in expanding a comprehensive understanding of customer satisfaction.

Customer satisfaction

Customer satisfaction is one of the fundamental elements of marketing (Barsky & Labagh, 1992; Kim &
Lee, 2011; Baker, 2013). Since customer satisfaction emerged as a critical field in delivering customer
needs, wants, and desire (Kim & Lee, 2011; Baker, 2013). Moreover, Customer satisfaction illustrated as
reactional behavior to the fulfilment response of customers (Kim & Lee, 2011; Baker, 2013) that generate
an overall judgement of the product or service characteristics ( Ekinci, Dawes, & Massey, 2008; Baker,
2013). Barsky and Labagh (1992) suggest that customer satisfaction is the pleasurable emotions
delivered from the outcomes of the product.

Generic customer satisfaction is drawn from a multidimensional construct within the business
(Lankton & Mcknight, 2012; Arif et al., 2013; Bruno, 2019). From another perspective, there is five
factors outline customer satisfaction of the provided services; the core service performed (Gan, 2008;
Baker, 2013), the involvement of human elements in the process of delivering the service (Ekinci,
Dawes and Massey, 2008), the organization of service delivery, services tangibles, and lastly social
responsibility engagement within the business (Huseman et al., 2013). Nevertheless, prices of the airline
services portray a general judgement of the quality of services (Kim & Lee, 2011) through comparison
of the money paid and the quality of services offered, thereby influencing customer evaluation and
satisfaction related to airline services (Ekinci et al., 2008; Sabatelli, 2018).

Despite the importance of price, service quality delivered to airline targeted customers considered one
of the major influential factors in establishing passengers satisfaction (Yi, 1990; Oliver, 2013; Dahlgaard-
Park, 2015; Bruno, 2019). On the contradictory, Gan (2008) clarify that airline service quality is not
sufficient to guarantee customer satisfaction, where managers and first-line service providers should
understand the determinants reflection on customers dissatisfaction (Ekinci et al., 2008) such as
personal attributes and situation (Ekinci, Dawes and Massey, 2008; Kim and Lee, 2011). Several studies

found that customer satisfaction considerably influenced by multiple factors (Mishra & Prasad, 2014;
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Naidu, 2016). Therefore, this study proposed that service quality, airline image, as well as hedonic and

utilitarian values, create passengers’ satisfaction.

Service quality and customer satisfaction

Sureshchandar et al. (2002) ascertained that sustained competitive advantage could be harvest from
providing spectacular services that, in turn, will draw satisfied customers. In this case, there is no doubt
of the conspicuous reflection of service quality on customer satisfaction (Hall, 1978) which is derived
from the hedonic and utilitarian values that customers received from services (Pizam & Tasci, 2019;
Shin et al., 2019; Kaya, 2020). Furthermore, to boost customer experience towards airline services, its
significance to associate a positive interaction between the service provider and airline passenger
(Hussain, 2016; Jalagat, 2017). Many researchers prove that pre-purchase expectations of the value from
particular services encounter impacts on the process of customer estimation and his/her satisfaction of
the service performance. Based on that, the following proposition can describe the relationship between
service quality and passengers’ satisfaction:

P1. Service Quality has a positive and significant influence on passengers’ satisfaction.

The mediating role of airline image and hedonic and utilitarian values

Service quality is an essential factor for formulating airline image to survive and achieve economic
success in an increasingly competitive environment (Kozinets, Valck, Wojnicki, & Wilner, 2010; Suki,
2014; Han et al., 2019). Kozinets et al. (2010) and Ju et al. (2019) Proves that there is a strong
relationship between service quality provided and firm financial revenues, as the impact of offering
hedonic and utilitarian values of services is similar to the effect of advertisement. Thereby, quality
influence the gained profit, which is linked to actual customer perception of airline image alignment to
the standards of services performed (Ashraf et al., 2018). However, identifying customer perception of
airline image aids service providers to lunch plans aims primarily to leverage the level of service
quality and values (Suki, 2014; Shin et al., 2019; Seo et al., 2020) Thus, to grasp customer attention it is
necessary to maintain positive corporate image presented by every influential member in the airline
(Oh and Park, 2020).

According to Gotsi and Wilson (2001), a favorable airline image depicts a primary benchmarking tool to
capture the uniqueness of value delivered to airline customers. Moreover, the primer cause behind
customer choice of particular airline is the utility and entertainment values received from the airline
services (Pizam & Tasci, 2019;z Shin et al., 2019; Kaya, 2020) that is embedded in several aspects such
as airline schedule, prices, furniture, food, and lounges (Cronin et al., 2000; Caruana et al., 2001; Gruen

et al., 2017). However, customer tolerance of the received level of service depends on the minimum and
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maximum level of hedonic and utility expected (Parasuraman et al., 1993; Suki, 2014; Pizam & Tasci,
2019). From customer's perspective, tolerance zone is between these two levels as the willingness to
receive the airline services when an airline provides an outstanding service consistent with its image
(Suki, 2014; Shin et al., 2019). Consequently, the researchers suggest the following propositions, which
can explain the mediating effect of airline image, and hedonic and utilitarian values in the relationship
between service quality and passengers’ satisfaction:

P2. Service Quality has a positive and significant influence on passengers’ satisfaction when airline
image plays a mediating role.

P3. Service Quality has a positive and significant influence on passengers’ satisfaction when hedonic

and utilitarian values play a mediating role.

CONCEPTUAL FRAMEWORK

After critically reviewing the literature, the researchers intend to discuss the most frequents and best
matching the factors that formulate passengers’ satisfaction. In this regards, the factors that are
affecting passengers’ satisfaction can be summarized as Service quality, airline image, hedonic and
utilitarian values. As shown in Figure 1, both variables airline image, hedonic and utilitarian values are
appeared on the conceptual framework as mediating variables in the proposed relationship between

service quality and passengers’ satisfaction.

Hedonic &
Utilitarian
“alues

(HUWV)

Passengers
Satisfaction

®s)

Service Quality
SQ)

Adjrline Image
(AT)

Figure 1: Conceptual framework

** 5.Q.: Service Quality; A.L: Airline Image; HUV: Hedonic & Utilitarian Values; P.S.: Passengers’
Satisfaction
**This conceptual framework was developed based on critically review the related literature
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CONCLUSIONS AND RECOMMENDATIONS

The airline industry is widely diverse in conjunction with the diversification of business structure and
the characteristics of multiple operations. This diversification derived from the intense competition to
achieve its competitive advantages that adopt customers continuing change in their needs and desire.
Nowadays, better-educated passengers formulate a challenge for service providers to align with
passengers expected services. Moreover, service quality airlines image and perceived hedonic and
utilitarian values sought as prominence influential factors that yield airline passengers satisfaction.
Meanwhile, passengers’ satisfaction as a consequence of service quality, airline image, and utility
values have a significant role in generating positive word-of-mouth, leading to direct influence on
mitigating advertisement expenses and leveraging airline market share and profit. Furthermore, to
induce customer experience within a particular airline, practitioners must place more attention to
extract an excellent level of services and engage innovation to differentiate their services and thereby

boost the perceived value as well as positively induce brand image among customers.

PRACTICAL IMPLICATIONS

This conceptual paper will enrich the existing knowledge of passenger's satisfaction in the context of
the national airline by providing insightful knowledge for marketing researchers, managers and
practitioners with an understanding of the primary determinant of passengers’ satisfaction in
providing and improving company strategies which seek to guarantee retention and meet passenger’s

needs.

LIMITATIONS AND SUGGESTION FOR FUTURE RESEARCH

The current study only focused on exploring factors leading to passengers’ satisfaction in the context of
Omani airline without bearing in mind the fact that the airline industry involves various airlines due to
the deregulation. Moreover, the absence of data generalization lacks evidence of quantitative data.

This study restricted by several limitations, which in turn provides avenues for future reviews and
recommendations. Despite these restrictions, the current study paves the way for further empirical
investigation. Therefore, new research should be conducted on service quality impacts on customer
satisfaction and retention on more comprehensive categories of airlines, including low-cost airlines and
legacy airlines. Additionally, as our study proposed airlines image and hedonic and utilitarian values
as mediator variables, it is suggested to also examine the word-of-mouth as a mediator variable
between independent variables and customer satisfaction. Furthermore, our paper could be extended

by conducting the study empirically in Gulf countries due to the similarities of passenger's cultural
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characteristics, which will provide us with the perspective of various customer populations. Finally, the
study framework could be replicated in other industries such as education, healthcare, and hospitality

to test the generalizability of the conceptual model.
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STORYTELLING ONLINE: ADDING VALUE TO THE CHILEAN WINE
INDUSTRY’S GLOBAL EXPORTS
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ABSTRACT

This study explored the website discourse of five Chilean wineries and revealed that
storytelling strategies are important marketing tools. Warman and Lewis’ (2019) model of the
conditions necessary to fulfil the wine/place experience through the value chain was used as
the conceptual framework with a particular focus on evidence-based storytelling that wine
science can contribute to the wine/place experience for consumers of premium wine. A
content analysis of winery estate website texts was carried out to investigate the storytelling
phase of the wine value chain framework using a case study approach. Findings indicate that
stories generate interest, provide knowledge, increase understanding of place distinctiveness
especially for wine buyers who are less knowledgeable about the meanings of place of origin,
but are requesting this information. The results provide evidence of a solid foundation for
employing evidence-based storytelling as a tool that marketing executives can use to engage
consumers both physically and emotionally. The results are particularly useful in formulating
decisions about different communication approaches and how these approaches are often
combined for better effect. Since purchase decisions are made according to consumers’ frames
of reference, managers may also need to consider that wine buying decisions are more of a
learning process for international consumers who choose a Chilean wine.

Keywords: Wine value chain, Evidence-based storytelling, Websites, Case studies, Chile, Wine, Content

analysis, Authenticity

INTRODUCTION

Export performance of Chilean wineries is driven by high quality of wines, an established network of
international distributors and marketing skills (Bianchi & Wickramasekera, 2013). Although these are
important factors, as more luxury products are available on world markets, sales success is predicated
on both mental and physical availability (Romaniuk & Sharp, 2015). Mental availability relates to a
product’s renown so consumers remember the brand and the reasons and occasions they bought that
brand while physical availability means the brand is easily located so consumers can easily buy it
(Sjostrom, Corsi, & Lockshin, 2016). For the former, firms must work to increase brand awareness

through communication that creates the desire to own the product (Romaniuk & Sharp, 2015).
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One way to ensure that consumers are aware of a brand, particularly the attributes and characteristics
of a wine brand that differentiate it from other wine brands, is by communicating adequately online
(Capitello, Agnoli, Begalli, & Codurri, 2014; Freitas Santos & Cadima Ribeiro, 2012) and on wine estate
websites (Begalli, Codurri, & Gaeta, 2009; Ingrassia, Altamore, Columba, Bacarella, & Chironi, 2018;
Morrish, Pitt, Vella, & Botha, 2017; Pollach, 2005). For discourse to contribute value to the wine value
chain, Warman and Lewis (2019, p. 503) argue the need for evidence-based storytelling based on wine
science that adds value to premium wine consumers’ “demand for authenticity, and subjectivity, in
their wine experience, by providing deeper understanding and enriching the telling of place stories.”
Because place has social, cultural and discursive qualities, place distinctiveness must be effectively
communicated by wineries to socially construct the character of a wine region and link wine
production to sensory qualities that stimulate consumers’ emotions (Ingrassia et al., 2018).

Building on Warman and Lewis’ (2019) wine value chain model outlined in the next section, this
paper explores organisational discourse in promotional texts of five cases of Chilean wineries to reveal
the linguistic choices and discursive positioning of each winery to create images of authenticity and
cultural value (Poncini, 2007). The study explores how the Web, as a dynamic tool, applies
storytelling and the discourse of authenticity to create a two-way relationship between the wine
producer and consumers (Maguire, 2013). Understanding the distinctive features of terroir and
provenance, consumers become more knowledgeable of how the characteristics of unique places
express the distinctive sensory qualities attributed to the wine and add to the sensory experience of
drinking the wine. Thus, storytelling and its value-added competitive advantage are significant and
interesting topics for global business research.

The study has direct implications for brand managers and managerial practice. It identifies major
themes communicated by wine estate websites that characterise brand authenticity, how this
discourse builds organisational reputation and creates a unique brand identity for the global market
(Riviezzo, Garofano, Granata, & Kakavand, 2017). Discourse studies of the wine value chain lead to a
better understanding of how premium wineries create messages that influence consumer behaviour
and loyalty (Goulding, 2000) and provide valuable knowledge for decisional purposes. In today’s
pervasive communication environment, online platforms and social communication via Web
interaction allow managers to link a product’s identity to consumer perception and interpretation of

brand identity to develop and maintain a strong brand image (de Chernatony, 2010; Kapferer, 2008).
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THEORETICAL FRAMEWORK AND HYPOTHESIS DEVELOPMENT

This section outlines the conceptual model of the wine value chain and brand authenticity. Aligned
with Sjostram et al. (2016), the study applies the term “premium” to integrate “luxury” and

“premium” as both terms were found to correlate to the highest price tier.

Model of wine value chain

Warman and Lewis (2019) articulated a conceptual framework to develop two-way co-construction of
knowledge between the wine producer and the consumer in the value chain and described a set of
four conditions necessary for a positive wine/place experience. Terroir and the wine making process
are the first condition in the wine value chain. Second, the consumer needs to have confidence that
the wine indeed comes from a specific and authentic place. This may be done, for example, through
labelling so that the bottle of wine provides context to help understand the provenance of the wine.
The third condition is knowledge of distinctive sensory qualities such as taste, aroma, feel and look.
The wine needs to express a particular sensory experience. The final condition is knowledge of how
place characteristics are expressed in sensory qualities. Consumers need to experience and
distinguish this unique sensory quality of the wine related to the place of winemaking. To convey
these conditions to a distant wine consumer, all actors along the value chain must understand how to
communicate both sensory and meaning values that are crucial to the wine/place experience in an
authentic and reliable manner.

Furthermore, the framework is proposed as a means of using wine science and research to contribute
value to the premium wine value chain and to consumers. Consumers want to know the place quality
of their wine, but usually lack winemaking experience and must rely on familiar terms such as
geography, place, climate or varietal, rather than more detailed and complex markers (McCutcheon,
Bruwer, & Li, 2009). More and more, consumers demand to know the “story” and meaning of a
wine’s characteristics (Beverland, 2006; Mora & Livat, 2013). For example, organic labelling has been
found to have a strong effect on committed organic consumers and is perceived to taste better, and be
of higher quality, which also influences the wine purchasing habits of less committed organic
consumers (Gassler, Fronzeck, & Spiller, 2019). In terms of sustainability, consumers want to know
about the wine producer’s waste recovery, efficient water use, elimination of pesticides and other
organic innovations in the winemaking process (Fiore, Silvestri, Conto, & Pellegrini, 2017). In other
words, consumers demand more sophisticated knowledge that wine science can contribute to their
understanding.

To respond to these consumer demands, expert knowledge actors including winemakers, wine
producers and retailers influence the broader consumer appreciation of premium markets by

contributing to “richer storytelling and deepening the experience of authenticity” (Warman & Lewis,
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2019, p. 502). As a result, wineries emphasise the significance of the link between region identity and
wine quality through storytelling and developing communication strategies (Ingrassia et al., 2018;
Mora & Livat, 2013) that communicate the story up the value chain to consumers. Therefore, the
following hypothesis is proposed:

H1: Chilean wineries in this study use evidence-based storytelling on their websites to communicate

wine qualities and sensory qualities.

Brand authenticity

Consumers are increasingly looking for authentic brands so that they can experience or engage with
history through the brand (Hudson & Balmer, 2013; Wilson, 2018) or experience an authentic
expression of a particular place (Beverland, 2006). Authentic products and experiences allow
consumers to escape from a commercially exploiting consumer world (Grayson & Martinec, 2004). In
addition, today’s consumers want to know what is behind the bottle of wine in terms of sustainability
and ethical standards. Retailers are requiring sustainability and ethical standards because consumers
identify more and more with measures to ensure a green planet (Alessandri Abogados, 10 January
2018).

To explore the discourse of evidence-based storytelling in the wine value chain used by Chilean
wineries, six attributes of authenticity are used to classify communication strategies (Beverland, 2006).
Heritage and Pedigree narrates the story behind the firm and its production. Stylistic Comsistency
projects commitment to taste consistency for low-risk consumers, but also style consistency that may
result in slight differences for variety seeking consumers. Quality Commitments refers to product
integrity and commitment to continually make great wines. Relationship to Place implies that the
region of origin is a core brand attribute so that when consuming a wine from a specific place,
consumers experience the history or soul of the brand. Method of Production relates to the importance
of knowing what went into the final product as well as knowing that an actual identifiable person
used certain production methods to create the brand. Downplaying Commercial Considerations refers to
understating marketing prowess and business acumen when promoting the winery and its wine.
Brand heritage is also examined by applying Hudson and Balmer’s (2013) four dimensions of brand
heritage. Structural heritage refers to past events that influence current brand claims in contrast to
implied heritage that refers to a past that is implied by the current brand status. Reconstructed heritage
refers to consumers recall of brands from earlier in their lives while mythical heritage means referring to
historical elements that are fictitious but that allow consumers to escape to imaginary events. These
factors relate to aspects of the product and brand that managers may exploit in the social co-

construction of storytelling.

Business Theory and Practice ISSN: 2547-8516
Across Industries and Markets ISBN: 978-9963-711-89-5



13th Annual Conference of the EuroMed Academy of Business 38

However, the reconstructed and mythical heritage dimensions pose a problem for the concept of
authentic heritage. If true evidence of heritage and sincerity is lacking, then consumers should not
accept reproductions or fiction in their search for authentic experiences. Premium wine drinkers
understand that place-based stories are crucial aspects of authenticity of knowledge conveyed along
the wine value chain. Therefore, wine scientists must grapple with the problem of how to insert
technical knowledge into the world of winemaking which is founded on cultural heritage, tradition
and myth (Matthews, 2016). To account for this dichotomy, the wine value chain model adopted in
this study proposes that structural and mythical heritage may be complementary, and that place-
based storytelling may be appropriated as a discursive strategy to reconcile the two. The more
specific the information about the terroir of New World wines is, the more authentic and more
valuable the wine appears (Moulard, Babin, & Griffin, 2015). Furthermore, consumers value technical
elements and information when it is contextualised in stories (Mora & Livat, 2013). Thus, the two
views become reconciled as wine consumers and brand managers co-construct wine/place knowledge
leading to the development of place-based storytelling (Visconti, 2010). “Myth then becomes not the
enemy of science, but rather a story to be deepened” (Warman & Lewis, 2019, p. 504).

Thus, stories are used as a positioning device to reach consumers’ and capture their attention
(Grayson & Martinec, 2004). If authentic products and services are relevant enough in their brand
values and personality, they can connect with consumers on a deep level, even becoming part of the
culture itself (Beverland, 2005; Holt, 2004; Morrish et al., 2017). Therefore, the following hypothesis is
posited:

H2: Chilean wineries in this study use storytelling on their websites to build emotional feelings.

RESEARCH DESIGN

A content analysis of texts taken from winery estate websites (Morrish et al., 2017) was carried out to
investigate the storytelling phase of the wine value chain framework (Warman & Lewis, 2019) using a
case study approach (Yin, 2014). This sampling method allows the researcher to discover patterns or
divergencies of the constructs, relationships and strategies that managers choose to focus on to
communicate the wine/place experience to consumers. To explore the content of website messages,
these case studies are suitable to operationalise the framework because they consist of reliable
discourse in relation to a specific context whose key elements can be considered an adequate
description of the context. However, this method does not allow generalisability of results to other
contexts. It does, however, allow for generating a qualitative information flow related to the specific

contexts under investigation and thus can facilitate learning (Flyvberg, 2006).

Business Theory and Practice ISSN: 2547-8516
Across Industries and Markets ISBN: 978-9963-711-89-5



13th Annual Conference of the EuroMed Academy of Business 39

Wineries for study were chosen from premium wine producing regions of Chile. Three wineries are
located in Casablanca (Emiliana Organic Vineyards, n.d.; Kingston Family Vineyards, 2020;
Veramonte, n.d.), one in the Leyda Valley (Garcés Silva Family Vineyards, 2019), a subregion of the
San Antonio Valley next to and south of Casablanca, and one in Maipo (De Martino, n.d.). Details of
market positioning in terms of principal vineyard location,

subsequent acquisitions,

organic/biodynamic and sustainability certification are provided in Table 1. An indication of a
premium wine region is that Chilean wine companies without a presence in firmly established

premium wine regions actively seek to include Casablanca and Maipo in their product portfolio as

indicated by expansion to those regions (Overton, Murray, & Pino Silva, 2012).

First Denomination of origin Certified Organic/
Winery

planting Subsequent vineyards sustainable biodynamic
Vifiedos Emiliana S.A. 1986 Casablanca Valley J vy

1889 Casablanca Valley
Vifia Veramonte Other valleys: Alto Maipo, V

Maipo, Apalta, Colchagua
1934 Maipo Valley

Other valleys: Limari, Choapa,
Vina De Martino v v
Casablanca, Cachapoal, Maule,

Itata, Elqui Valley (1950m)

Vifa Garcés Silva Ltda. 1999 Leyda Valley l Xl

Vifa Kingston Family 1998 Casablanca Valley

Table 1. Summary details of cases

At each winery, a tour of the production facilities was undertaken to observe and ask questions
involving the firm’s history, guiding philosophy, important events in the life of the brand, marketing
practices, positioning and production processes. Each tour lasted one hour on average. Notes from
seminars given by the De Martino Market Development Manager, the Emiliana Export Manager Asia,
and at the legal firm of Alessandri Abogados in Santiago, the lawyer for Wines of Chile, were
consulted to provide further background and the current positioning of the Chilean wine industry.
Although about 95% of Chilean wine is exported to 150 markets (Alessandri Abogados, 10 January
2018), the wineries chosen for this study represent differences in terms of volume of wine exported

(Table 2), total value of exports (Table 3) and price per case (Table 4).
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Volume
2016 2017 2018 2019
VINEDOS EMILIANA S.A. 831642 791 489 650 195 713125
VINA VERAMONTE 108 898 103782 96 039 93 483
VINA DE MARTINO 108 665 86 144 88503 73107
VINA GARCES SILVA LTDA. 20219 12 640 14 454 14 929
VINA KINGSTON FAMILY LTDA. 1985 3280 1550 1763
Table 2. Annual export volume by winery (Intelvid, 2020)
Value
2016 2017 2018 2019
VINEDOS EMILIANAS.A. $26 030 275 $27028 108 $23922 182 $26 652 465
VINA VERAMONTE $5556 726 $5 270320 $5351178 $4 550 964
VINA DE MARTINO $4 450 495 $3 748626 $3 999 485 $3248171
VINA GARCES SILVA LTDA. $1351177 $1035412 $1091760 $1 358 445
VINA KINGSTON FAMILY LTDA. $216 354 $512 100 $222 180 $285 145

Table 3. Annual export sales dollars by winery (Intelvid, 2020)

2016 2017 2018 2019
VINEDOS EMILIANAS.A. $31,30 $34,15 $36,79 $37,37
VINA VERAMONTE $51,03 $50,78 $55,72 $48,68
VINA DE MARTINO $40,96 $43,52 $45,19 $44,43
VINA GARCES SILVA LTDA. $66,83 $81,92 $75,53 $90,99
VINA KINGSTON FAMILY LTDA. $108,99 $156,13 $143,34 $161,78

Table 4. Average price per case by winery (Intelvid, 2020)

The data were augmented with information from a corpus of website texts. The information included
promotional literature, corporate discourse based on tradition/innovation and more detailed historical
context. An in-depth thematic analysis was carried out using the six attributes of authenticity
(Beverland, 2006) identified for the luxury wine industry, the four dimensions of brand heritage
(Hudson & Balmer, 2013) and the two distinguishing elements of method of production (Gundlach &
Neville, 2012). This type of case-based research allows for rich data related to the theoretical
framework of constructing evidence-based storytelling to communicate wine/place distinctiveness in

the minds of consumers.

FINDINGS

The analysis of website discourse revealed uniqueness and originality when telling stories of brand
ideal or concept, brand history, product taste and brand origins for all five wine producers, and

included structural, implied and mythical heritage dimensions for some producers. The findings are
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categorised in this section according to the six attributes of authenticity with selected excerpts to

illustrate the stories recounted on estate websites.

Heritage and pedigree: structural, implied, reconstructed, mythical

The discourse of history or pedigree associated with the winery, the wines produced, or some form of
tradition was found in all six cases and sometimes overlapped in other sections of the website.
Emiliana differentiated from the other wine estates with its significant focus on organic and
biodynamic wine production and by referring to a past that drives its current environmental and
social sustainability practices. The story goes that José, a family member, felt a bit sick out in the field,
so he convinced the family to go organic (Emiliana Seminar, 2019). Nowadays, “Emiliana is
characterized by producing only organic and biodynamic wines, so that helps to preserve the natural
life balance, human beings and the environment. This results in healthier, unique and better quality
wines.”

The discourse of Veramonte, Garcés Silva and Kingston is particularly effective in structuring a
distinctive geographical heritage that has been grafted onto a “reconstructed rural economy,
introducing wine where it was little in evidence previously” (Overton et al., 2012, p. 57). Focussing on
a formerly sleepy valley consisting of rural agriculture, they make particularly good use of telling the
stories of their structural heritage. De Martino also focusses on the heritage of the pioneering Italian

family that settled in the Maipo Valley.

K: In 1906, “Gramps” [Carl John Kingston] joined the Cerro de Pasco Mining Company as an
engineer [...]. Although he never struck gold, C.J. unearthed a large dairy and cattle ranch 12
miles from the Pacific Ocean in the western hills of Chile’s Casablanca Valley. [...] In the 1990s:
While in graduate school at Stanford University, Courtney Kingston wrote a business plan that
had little to do with cattle and traditional farming: She wanted to plant a vineyard in the far

western hills of Casablanca.

The Veramonte website and the Garcés Silva website also tell stories referring to a mythical past. The
socially constructed components of an imagined idyllic past use lexical items such as “spirit”, “born”,

“fruit of the sun”, “life force” and “ocean view”, as these excerpts illustrate.

V: The spirit was born at the very moment that two worlds united, back in 1889. Cabernet
Sauvignon vines were brought straight from France, bonding to Apalta’s unique soils. And in
1936, when Carmenére vines took root, the spirit grew stronger, filling the air with an
inexplicable energy. [...] Those who wandered through the vineyards could feel it, though they

couldn’t quite explain it. And so the locals began simply to call it Neyen, the Spirit of Apalta.
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[...] Neyen, ancestral spirit of Apalta, is born from the Andes Mountains, fruit of the sun and
centennial vineyards.

GS: In San Juan de Leyda there is a garden with an ocean view. A garden of vineyards from the
Garcés Silva Family, a privileged place of granitic soils, where they say that flowers talk with the

moon and the sea breeze cools the earth when its blows.

Stylistic consistency

Consistent taste is another attribute of an authentic wine. However, this leads to a paradoxical
situation: either a standardised product of consistent taste or a brand that has slight taste variations.
Concerning the latter, stylistic consistency may also refer to consistency of style for consumers looking
for slight taste variations from the same varietals. Research has found that positioning winemaking as
constantly innovating and perpetually creating has positive association with differentiating from other
wines and winemakers (Klinger, Silveira-Martins, de Castro, & Rossetto, 2020). All five described
stylistic consistency on their websites while four of the wineries positioned themselves as innovative,

although in different ways.

V: The intrepid spirit of that first blend guides these wines and is constantly seeking new
possibilities. Representing innovation, quality and originality [...] Though each year varies

slightly, Neyen seeks balance, an elegant synergy between the characteristics of each variety.

Quality commitments
Commitment to quality is an important factor in consumers’ purchasing decision making and thus, of
instrumental value for producers in the co-construction of discourse that resonates with consumers.

Commitment to quality stood out on the Emiliana, Veramonte, De Martino and Garcés Silva websites.

DM: Since the founding of our winery in 1934, we have worked to achieve wines that represent us as
a family, a promise we have maintained until today. During our 80-year history, we have
fulfilled our commitment to creating wines that reflect their origin, respecting the characteristics

imprinted on them by the area from which they come.

Relationship to place

Vineyards in the Casablanca region capitalise on their proximity to the Pacific Ocean and being
sandwiched between the Coastal Mountain range and the Pacific. These features often result in
writing stories about the wine’s personality reflected and influenced by the sea, as in these excerpts
from the Garcés Silva website: “As if tossed by a storm at sea, ripe tropical fruit and grapefruit blend
with mineral notes and luscious vanilla from its elegant oak treatment, for a wine with great aromatic

complexity.” The winery architecture is “inspired by its environment, the soft rolling hills between

Business Theory and Practice ISSN: 2547-8516
Across Industries and Markets ISBN: 978-9963-711-89-5



13th Annual Conference of the EuroMed Academy of Business 43

”

the Coastal Mountain Range and the sea” and “terroir with a view.” Similar strategies were applied

by all wineries.

Method of production/ingredients and materials
Although premium wine consumers want to know the methods used to produce the variety of wines
and tastes, ingredients and materials are of equal importance, especially in the discourse of organic

and biodynamic processes.

E: Each of our vineyards is an accurate reflection of organic practices based on the promotion of
biodiversity and the absence of pesticides, herbicides and synthetic fertilizers. [...] The
biodynamic calendar (based on the cycle and rhythm of the sun, the moon, the planets and their
influences) is vital for our work; it's our guide to organize different agricultural activities to

obtain the best quality wines.

Distinguishing between method of production and ingredients reflects the brand managers” discursive
strategy of providing more technical information of the winemaking process to increase consumers’
knowledge and understanding of the complicated processes that combine to make a premium product
(Gundlach & Neville, 2012). In this way, websites are valuable tools to convey the stories and value
behind these processes (Mora & Livat, 2013). There are references to ingredients such as native yeasts,
original vines and old vines as well as the well-known story of the “lost” varietal Carmenere, which
was thought to be Merlot, then rediscovered upon comparison with the few remaining vines in

Bordeaux.

V: Rich in history, the Cabernet Sauvignon vines were first planted in 1889, moving on to include
Carmenere in 1936. These original, own-rooted pre-phylloxera vines from France continue to

produce high quality fruit year after year.

There are references to material, the notion of craft and attention to detail during harvesting,
fermenting and ageing aligned with perceptions of the higher value of handmade products over
machine-made (Sjostrom et al., 2016). The websites include specific information and photos of the
master winemaker and the vineyard teams. In addition, some innovations, such as terracotta
amphorae, allow interesting two-way conversations. Winemakers need something different to talk

about for consumers who are reading and looking for something different.

DM: Our principles are based on organic farming and early harvesting (in the Chilean context), with
the goal of achieving balanced alcohol levels. Our fermentation are carried out exclusively with
native yeasts, rendering unnecessary winemaking additives that can alter the resulting wine.
Finally, aging is carried out in concrete or stainless steel containers, old barrels, large oak

foudres (5,000 liters each) or ancestral terracotta amphorae.
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Marketers also realise that consumers are asking about sustainable practices and social responsibility.
Two websites, Emiliana and Garcés Silva, provide detailed information about sustainability in terms
of water use, ecosystem services, energy savings, residual and waste management, and forestation. In
addition to being proactive in protecting the health and safety of employees, Emiliana has established
a Micro-enterprise Support and Training Program to give workers the necessary training and tools to
create their future micro-enterprise to produce honey, olive oil, wool and hats, all of which are bi-
products of the biodynamic process. Garcés Silva seeks to “build trustful and long-lasting relations
with our staff in order to offer them a work environment that enhances their abilities, improves their

quality of life, and allows them a suitable professional development.”

Downplaying commercial motives

Only one of the wineries made navigating to corporate information such as annual reports, essential
data and other documents regarding corporate policies quick and easy suggesting that these wine
estates downplay commercial motivations. While the emphasis on environmental and social
sustainability might be construed as commercial motivation since many consumers are looking for
assurance of sustainability standards and practices before buying, the discourse analysed in these
cases would largely indicate that the wineries and marketing managers are primarily motivated by

professionalism, tradition and a love of what they are doing.

DISCUSSION

H1: Chilean wineries in this study use evidence-based storytelling on their websites to communicate
wine qualities and sensory qualities.

Although the cases chosen for this study represent a variety of wineries in terms of size, export
volume, wine production and style, the findings reveal that all five wineries use evidence-based
storytelling throughout the wine value chain in the co-construction of knowledge. However, the
strategies differ with some combining evidence-based storytelling with other dimensions of
storytelling to stimulate emotions. To give an example, while all provide hard evidence of the
ingredients, methods used and characteristics of the wines, De Martino focusses on evidence-based
technical information, such as using old terracotta amphorae, to engage the consumer in sensory
experiences which are necessary outcomes of the wine value chain (Warman & Lewis, 2019). This
suggests that the discourse concentrates on more sophisticated wine connoisseurs, wine experts, the
serious wine drinkers and collectors.

Emiliana’s commitment to organic and biodynamic vineyards and wine making processes permeated
every page of its website with technical discourse while other pages conveyed information about its
environmental and social responsibility practices. Garcés Silva also used organic and environmental
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practices as discursive strategies to engage in evidence-based storytelling. This suggests that targeting
the organic wine consumer is an important strategy, but also a strategy to convert non-organic
consumers (Gassler et al.,, 2019). In addition, references to winemakers and the winery team are
strategies to encourage consumer associations with the firm and its products and are used to support

claims of reliability and trustworthiness (Pollach, 2005). Therefore, hypotheses 1 is accepted.
H2: Chilean wineries in this study use storytelling on their websites to build emotional feelings.

The findings reveal that all wineries use references to founding families and to contextual cues from
historical eras (Wilson, 2018). These dimensions are more likely to produce reactions that are affective
or introspective and are used to engage consumers in more intuitive emotional appeals. Veramonte
and Garcés Silva also used mythical heritage to appeal to consumers’ emotions and provide a means
of escaping the real world. Veramonte captures interest by telling indigenous tales of spirits and
ancient customs. Stories of innovation and a visionary spirit give rise to the “birth” of wine styles.
Garcés Silva engages audiences through the use of metaphor and by treating wines as people, your
best friend. It creates relationships with people of similar tastes who are looking for a unique
experience based on place “with a view”, more particularly “with an ocean view”, to escape from
every-day monotony. De Martino and Emiliana explain low-yield old vines that bestow distinct
flavours. De Martino also emphasises high-altitude dry-farmed vineyards using horses for ploughing
and axes for pruning vines. Along with images of these techniques, the discourse creates an

emotional and unique sensory appeal to consumers. Therefore, hypothesis 2 is accepted.

CONCLUSION, CONTRIBUTIONS AND FUTURE RESEARCH

This study explored the website discourse of five Chilean wineries and revealed that storytelling
strategies are important marketing tools. They are used to provide evidence-based storytelling to
engage wine consumers who demand to know the complexities of what goes into the bottle of wine.
Warman and Lewis’ (2019) model of the conditions necessary to fulfil the wine/place experience
through the value chain was used as the conceptual framework with a particular focus on evidence-
based storytelling that wine science can contribute to the wine/place experience for consumers of
premium wine. Although place of origin is important in wine buyers’ decision making (Johnson &
Bruwer, 2007), it is a much more complex concept than simply the name of the region. To respond to
consumer demands for more technical information, evidence-based storytelling of the wine estate’s
attributes related to region of origin provides deeper understanding of the region and how it

contributes to wine qualities and sensory experience.
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This research provides evidence of a solid foundation for employing evidence-based storytelling as a
tool that marketing executives and consultants can use to engage consumers both physically and
emotionally.  The results are particularly useful in formulating decisions about different
communication approaches and how these approaches are often combined for better effect.
Executives may use these approaches to “make explicit connections between the selection of specific
signals that are intended to trigger associations on the one hand, and the cognitive and behavioural
effects that they are hoping to induce on the other” (Hudson & Balmer, 2013, p. 356). In this way, the
findings may serve as a guide to assist brand managers to manage storytelling, strategic discourse and
social co-construction of their brands. Thus, brand managers need to tell stories, since consumers
perceive that information conveyed in stories is more valued, accessible and engaging (Mora & Livat,
2013; Moulard et al., 2015). Since purchase decisions are made according to consumers’ frames of
reference, managers may also need to consider that wine buying decisions are more of a learning
process for international consumers who choose a Chilean wine. They may need to consider engaging
the emotions of those consumers through a variety of storytelling techniques.

Of course, this study presents some limitations. First, the findings are not generalisable to all wine
producers in Chile as only five cases were considered. Second, the study was unable to determine if
these discursive strategies accomplish two-way communication with consumers. A study asking
premium wine consumers their perceptions of wine estate online discourse, visual representations
and images of the wine and winery could reveal how successful these strategies are and if some are
more successful than others. Another study could explore whether exposure to these wine/place
stories enhances consumers’ sensory experience when drinking the wine from a particular winery

from a specific region.
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ABSTRACT

Small and medium enterprises (SMEs) face strong competition with larger incumbents in a
fast-changing globalized economy that undermine their financial performance. For this reason,
operating in foreign market could be a valuable solution to pursue growth opportunities and
improve their financial performance.

The purpose of the paper is to understand the relationship between SMEs internationalization
and their financial performance, and whether this effect is moderated by the presence of ethnic
minority ownership. Based on a sample of 10.326 high-tech manufacturing US SMEs, our study
reveals a positive relation between the number of foreign markets where SMEs operate and
their financial performance. In addition, we demonstrate that this effect is positively moderated
by the presence of ethnic minorities in the SMEs’ ownership.

Therefore, our findings provide evidence of the strong relationship between strategic choice, in
the form of presence in foreign markets, and economic results, as well as on the influence

exerted by individual-level mechanisms.

Keywords: Small Medium Enterprises, Ethnic Minority Business, Financial Performance, Strategic

Agility, Foreign Market Expansion, Ownership, Microfoundations

INTRODUCTION

Within a fast-changing globalized economy, small and medium enterprises (SMEs) have to face strong
competition with larger incumbents (Singh, Garg, and Deshmukh, 2008), leveraging on strategic agility
to be more competitive. Scholars refer to strategic agility as the ability to easily adapt in dynamic
environments, create different business models, and offer firms alternative business opportunities (Doz
and Kosonen, 2010).

Firms can manifest strategic agility by operating in different foreign markets (Doz and Kosonen, 2008).
This is because operating in multiple countries involves flexibility and the ability to change direction in

light of specific market needs (Sui and Baum, 2014). However, existing research lacks a clear
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understanding of whether and how strategic agility, in terms of presence in different national contexts,
influences SMEs’ financial performance. This paper addresses this issue by posing the following
research question: how does the presence in different foreign markets influence SMEs’ financial
performance?

Ethnic minority ownership, defined as the presence in the ownership composition of individuals from
an ethnic minority group, may be a particular source of competitiveness (Carter et al., 2010). Ethnic
minorities in the ownership composition may have significant effects on the strategy-performance
interaction, for example on the relation between the presence of a firm in foreign markets and its
financial performance. To date, this represents an open line of inquiry, which leads to the second
research question of this paper: how does ethnic minority ownership moderate the relationship
between the presence in foreign markets and SMEs’ financial performance?

The main purpose of this paper is to examine the impact of strategic agility (measured by the presence
in foreign markets) on SMEs’ financial performance (measured by SMEs operating revenues) and the
moderating role of the ownership identity (measured by ethnic minority ownership).

The paper develops two hypotheses and tests them based on a sample of 10326 high-tech
manufacturing US SMEs registered in the Orbis database. The results of the study indicate that the
presence in foreign markets is positively related to SMEs’ financial performance (and that this effect is
strengthened when SMEs are owned by an ethnic minority. In particular, section 2 presents theory and
hypotheses; section 3 describes data and methodology; section 4 shows the results, section 5 concludes

the paper by discussing key findings, implications, and future research directions.

THEORY AND HYPOTHESIS

SMEs, strategic agility, and presence in foreign markets

Despite their small-scale output and relatively lower scale economies, SMEs are significant contributors
to employment growth and innovation and play a critical role in the development of a country (Paul,
Parthasarathy and Gupta, 2017). However, SMEs face many challenges while competing with large
multinational companies (Paul, Parthasarathy and Gupta, 2017), such as the difficulty to obtain
technological capabilities and skilled human capital (Czarnitzki and Hottenrott, 2011), high cost of
product development (March-Chorda, Gunasekaran and Lloria-Aramburo, 2002), higher failure risks
(Ropega, 2011), and the lack of effective selling techniques and market research (Hashim and Wafa,
2002). For this reason, a growth strategy by international market expansion may allow SMEs to
replicate the market niches where they can possibly achieve a competitive advantage, and thereby
improve their financial performance (Contractor, Kundu and Hsu, 2003).

SMEs active in different international contexts may ultimately present higher financial performance
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than their not internationalized counterparts since they benefit from a broader geographic scope (Lu
and Beamish, 2006). However, in order to gain these benefits, SMEs need to be strategically agile (Doz
and Kosonen, 2010), namely capable to make strategic commitments, while staying nimble and flexible.
This capability is indeed considered to be a mean by which organizations may perform better by
transforming and reinventing themselves and by adapting to changing environments (Doz and
Kosonen, 2010). Operating in foreign markets represents a form of strategic agility (Doz and Kosonen,
2010) since it entails dealing with different customers and different competitive environments
(Okreglicka, Gorzen-Mitka and Ogrean, 2015). For this reason SMEs expanding in foreign markets need
to make their products suitable for each different market (Knight, 2001), taking advantage from being

agile.
Presence in foreign markets and financial performance of SMEs

The presence of SMEs in foreign markets, which results from a process of adaptation and/or creation of
new business opportunities in diverse countries, is likely to improve their financial performance.
Indeed, it is well known that SMEs suffer from the current intensive competition that often leads to a
small market share for such companies (Steiner and Solem, 1988). Conversely, SMEs that are able to
operate in different international contexts may ultimately present higher financial performances than
their not internationalized counterparts since they have more likely a larger operating market -
benefiting from a broader geographic scope (Lu and Beamish, 2006).

Second, the process that has led to the presence of SMEs in foreign markets entails the necessity to
make their products suitable for each different market (Knight, 2001). This means that SMEs have
traditionally been able to identify specific customers’ needs, augmenting their knowledge about the
different operating markets, and putting themselves in a better position to sell their products. In fact,
SMEs take advantage of a leaner and more flexible decision-making process and entrepreneurial
dynamism (Paul, Parthasarathy and Gupta, 2017) favored by a flatter hierarchical structure that allows
to accelerate decision-making and to be more responsive in adapting and modifying their businesses.
SMEs that have expanded their business in foreign markets may lessen the competitive pressure, find
new growth opportunities, and more easily pursue a sustainable growth strategy. In this respect,
growth by international market expansion is an important strategic option (McDougall and Oviatt,
1994), offering SMEs with the opportunity to discover new and less crowded market opportunities,
thus improving their financial performance (Lu and Beamish, 2001). Specifically, the contribution to
SMEs’ financial performance derived by the presence in foreign markets is linear. By increasing sales
through export activities, SMEs improve their financial performance. In turn, a higher sales volume
provides the possibility of a higher production volume, which enables to achieve economies of scale

and increase labor productivity (Martin Jiménez et al., 1985; Grant, Jammine and Thomas, 1988; Lu and
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Beamish, 2006). In this way, SMEs benefit from a double source of financial performance improvement:
on one side, increased sales; on the other side, cost reduction thanks to the economies of scale.
Therefore, it can be argued that:

H1. The higher the presence in foreign markets, the higher the financial performance of SMEs.
The relevance of ethnic minority ownership

Scholars have acknowledged that individuals may be a source of strategic agility (Arbussa, Bikfalvi and
Marques, 2017) This is true especially when they occupy ownership and top management positions,
and can make firms adapt in dynamic and constantly changing environments (Lewis, Andriopoulos
and Smith, 2014). Specifically, the governance mechanisms of owners affect strategic agility because
organizational choices are often the reflection of the values and cognitive bases of powerful actors in
the organization (Hambrick, 2007); moreover, ownership identity affects the way through which the
strategy is pursued to achieve profit goals (Carter ef al., 2010). The ownership identity influences the
proclivity to take risks and expand the scale and scope of a firm’s internationalization efforts (George,
Wiklund and Zahra, 2005; Oesterle, Richta and Fisch, 2013). Similarly, export orientation and
performance are positively associated with the presence of a “returnee” entrepreneur (described as a
professional returning to his/her home country after a period of education or work abroad with an
acquired international experience and an expanded network of potential partners) (Filatotchev et al.,

2009).
The moderating role of ethnic minority ownership

In this context, cultural diversity in the ownership board has been underlined for its potential to affect
the effectiveness of internationalization strategies (Bock et al., 2012). Indeed, the presence of ethnic
minority in the ownership structure strengthens the relationship between strategic agility and financial
performance by bringing heterogeneity and multiple perspective and attitudes. There are several
reasons for that.

First, according to a resource-dependent perspective, difference in ethnicity will very likely produce
unique information sets that are available to management for better decision making.

Second, ethnic minorities show distinctive traits in terms of: natural trading instinct (Wauters and
Lambrecht, 2008), achieving higher results (Meadwell, 1989), attention to the community (Jamal, 2003),
access to a close network of potential partners (Ram and Smallbone, 2003), compliance with social value
patterns. Eventually, the international strategy of minority-owned SMEs will increase the number of
potential markets and trigger more business opportunities that can improve financial performance.
Third, owners belonging to an ethnic minority are more prone to approach different foreign cultures

(Freedman and Barth, 1970), and this is likely to be reflected across the whole organization given their
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top-management position and the flatter structure of SMEs. Consequently, SMEs will experience
increased effectiveness of operating in foreign markets, with particular regard to the possibility to
understand, satisfy, and learn from more diversified, international customers (Altinay, Saunders and
Wang, 2014). Fourth, the higher disposition towards external opportunities encourages and amplifies
the process of learning from the new international contexts (Michailova and Wilson, 2008). Last, the
general risk aversion of people belonging to ethnic minorities fosters the choice of pursuing (low-
commitment and low-risk) internationalization strategies (Johanson and Vahlne, 2009).

Following the foregoing discussion, the presence of ethnic minorities in the ownership composition
reinforces the expansion in foreign markets by SMEs, thus further increasing prospective benefits on
financial performance. Stated more formally:

H2. The relationship between the presence in foreign markets and the financial performance of SMEs is positively

moderated by the presence of ethnic minority in the ownership structure.

DATA AND METHODS

Data collection

Data for hypothesis testing were collected from the Orbis database (Buerau van Dijk). Specifically, a
sample of high-tech manufacturing US SMEs was taken into account. It should be noted that the US
context was chosen because US SMEs manifest a peculiar strategic intent to move into foreign markets
to improve their competitive potential (OECD, 2004). Furthermore, ethnic minority issues are
particularly evident in the US context, that is one of the countries with the highest variance of
ethnicities, including ethnic minorities, thus allowing a better examination of the phenomenon of ethnic
minority ownership (Froy and Pyne, 2011). The choice of focusing on high-tech manufacturing SMEs
lies in the fact that market expansion is especially evident for such type of SMEs, as compared to SMEs
belonging to low-tech and/or service industries (Spence and Crick, 2006).

In detail, for data collection, a search was made in the Orbis database for US companies classified as
SMEs and belonging to high-tech sectors - as identified following sector industrial codes suggested by
(Gomez-Mejia et al., 2014). Among all the identified firms, the sample was restricted to 10.326 SMEs for

which information on financial performance (in 2017) and ownership was available.
Variables

The dependent variable of the study (Financial Performance) was measured as the natural logarithm of a
SME'’s operating revenue (see Collins-Dodd, Gordon, and Smart, 2004). The independent variable
(Foreign Markets) was calculated by counting the number of main foreign markets in which a SME

operates (Ellis, 2007), as indicated in the Orbis database. The moderating variable (Ethnic Minority
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Ownership) is a binary variable taking the value of 1 if a SME is recognized as minority-owned by the
Orbis database — that is when a SME is at least 51% owned by, and whose management and daily
business operations are controlled by, one or more members of a socially and economically
disadvantaged minority group.

Control variables were added to improve the reliability of the analysis. First, firm age (Firm Age)
(Serensen and Stuart, 2000) computed as 2017 minus the incorporation year was considered. Second, a
variable considering the firm size (Firm size) in terms of number of employees (Damanpour, 1992) was
added. Third, in order to take into account the level of innovativeness of a SME, the number of patents
it owns (Innovativeness) (Hall, Jaffe and Trajtenberg, 2005) was calculated. Fourth, the number of branch
locations recorded worldwide by an SME (Branch Locations) (Hoopes, 1994) was taken into account.
Fifth, regarding the ownership structure, information was gained on the number of recorded
shareholders (Shareholders) (Amihud, Mendelson and Uno, 1999), included a dummy variable in case a
SME is also a woman-owned enterprise (Woman Owned) (Piperopoulos, 2012), and considered the share
of family owners who are also managers (Family Management) (Block, 2011). Finally, dummy variables

controlling for an SME’s main sector (Dummy Sectors) were included.
Results

Table 1 and Table 2 show descriptive statistics and pairwise correlations respectively. Correlation
values are all below 0.70, thus limiting multicollinearity concerns (Cohen ef al., 2003). An ordinary least
square (OLS) regression with robust standard errors was used to test the hypotheses. Indeed, a cross-
sectional dataset where the dependent variable assumes continuous, not censored values (Wooldridge,
2015) was built. Table 3 presents the results. Model 1 provides the baseline model, including control
variables and the moderating variable (Ethnic Minority Ownership). Model 2 adds the independent
variable (Foreign Markets). Model 3, the full model, includes the coefficient estimates of the interaction
term Ethnic Minority Ownership X Foreign Markets.

Table 1. Descriptive statistics

Variable Mean Dev. Std. Min Max
1-Financial Performance 640 1.16 5.52 8.92
2-Foreign Markets 017 .38 0 19
3-Ethnic Minority Ownership .13 .34 0 1
4-Woman Owned 131 34 0 1
5-Family Management 1.83 13.19 0 100
6-Shareholders 24 .62 0 13
7-Innovativeness .97 10.44 0 919
8-Branch Locations 34 1.36 0 26
9-Firm Size 9.23 14.48 1 75
10-Firm Age 21.86 1593 0 187
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Table 2. Pairwise correlations

1 2 3 4 5 6 7 8 9 10

1-Financial Performance 1

2-Foreign Markets 0.02* 1

3-Ethnic Minority Ownership -0.04* 0.04* 1

4-Woman Owned -0.01 0.02* 0.35*% 1

5-Family Management 0.12* 0.02 0.01 -0.01 1

6-Shareholders 0.04* -0.00 -0.05* -0.04* 0.27* 1

7-Innovativeness 0.06* -0.00 -0.02* -0.02 0.07* 0.10* 1

8-Branch Locations 0.19* 0.01 -0.04* -0.02* 0.02 0.01 0.04* 1
9-Firm Size 0.51* -0.00 -0.04* -0.02* 0.20* 0.08* 0.06* 0.15* 1
10-Firm Age 0.23* 0.01 -0.07* -0.04* 0.09* 0.04* 0.02 0.05* 0.21* 1
*p<0.05

Table 3. Table 3. OLS results with robust s.e.

Model 1 s.e. Model 2 s.e. Model 3 s.e.
Foreign Markets .038** .018 .032% .018
Foreign Markets X Ethnic Minority
Ownership .508%** 158
Ethnic Minority Ownership -.061** .030 -.060%* .030 -.063** .030
Woman Owned .038 .030 .039 .030 .038 .030
Family Management .001 .001 .001 .001 .001 .001
Shareholders -.024 .020 -.025 .020 -.025 .020
Innovativeness .003** .001 .003** .001 .005** .001
Brach Locations .099*** .008 .100*** .008 .099*** .008
Firm Size .037*** .001 .037*** .001 .037*** .001
Firm Age .009*** .001 .009%** .001 .009*** .001
Dummy Sector
Constant 5.81*** .045 5.806*** .045 5.801%*** .045
F statistic 161.22%** 153.31*** 145.04***
R2 0.2919 0.2920 0.2924

N=10326; *p<0.10; **p<0.05; **p<0.01

According to model 1, the financial performance of SMEs is positively related to a SME’s
innovativeness (0=0.003, p<0.05), number of branch locations (¢=0.099, p<0.01), firm size (¢=0.037,
p<0.01), and firm age (¢#=0.009, p<0.01), whereas it is negatively related to ethnic minority ownership
(9=-0.061, p<0.05). Model 2 supports Hypothesis 1 since the linear term of Foreign Markets is positive
and significant (¢=0.038, p<0.05). For robustness, in a separate model, the presence of curvilinear effects
was tested by adding the quadratic term of Foreign Markets. The quadratic term was found not
significant, hence confirming the initial conjecture. Model 3 proves in line with Hypothesis 2. Indeed,
the interaction term Ethnic Minority Ownership X Foreign Markets is positive and statistically

significant (9=0.508, p<0.05). To gain additional insight into the moderating effect of Ethnic Minority
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Ownership, a simple slope analysis (Toothaker, Aiken and West, 1994) was carried out. Different levels
of Ethnic Minority Ownership - high (when a SME is ethnic-minority owned) and low (when a SME is
not ethnic-minority owned) — were included.

18
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——Ethnic Minority Ownership: 1 Ethnic Minority Onwership: 0
Figure 1. Robustness check for the effect of Ethnic Minority Ownership

Afterward, the effect of Foreign Markets on Financial Performance was plotted for both levels of Ethnic
Minority Ownership (Figure 1). Figure 1 provides further support for Hypothesis 2 since higher

financial performance manifests at the high level of Ethnic Minority Ownership.

DISCUSSION AND CONCLUSION

Based on a sample of 10.326 high-tech manufacturing US SMEs, the present study examines the
relationship between the presence in foreign markets and the financial performance of SMEs, revealing
a positive and significant relationship, which can be ascribed to theories related to strategic agility. In
addition, we also assessed the influence of the presence in foreign markets on SMEs’ financial
performance, showing that the presence of ethnic minority positively moderating the relation between
the number of foreign markets and SMEs’ financial performance.

The study contributes to literature of SMEs internationalization and financial performance, seen
through the lens of strategic agility. Also, it adds to literature of strategic micro-foundations by
providing the missing link between firm’s internationalization and owners’ identity. Indeed, the idea of
the moderating role of the owners from ethnic minorities in the strategic agility-financial performance
relation is here suggested; our research stands as one of the first attempts to consider this moderating
factor on this relationship, especially in the SMEs context.

The present research addresses important implications for the practitioner side. First, we advise
managers to expand into foreign markets, thus developing agility to compete in different
environmental and market contexts, in perspective of a financial performance improvement. Managers

are advised that they may elude the competitive pressure of the larger competitors by exploiting their
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resources to expand in foreign markets. Second, practitioners should take advantage of the lean
structure of SMEs where ownership and management often overlap (Brunninge, Nordqvist and
Wiklund, 2007), and convert it into an advantage by assigning a major role to the human element in the
shape of the owner, which plays a key role in a SME. Indeed, the ownership structure of a SME would
be positively affected by the presence of an individual belonging to an ethnic minority, especially with
a view to an internationalization strategy through foreign market expansion. This presence may give a
positive boost to the expansion operations, adding a superior value to the process and empowering the
internationalization strategy. This may mean that, in defining the ownership structure (for example, in
the start-up phase), ethnic minority people should not be neglected, especially if a SME intends to
operate or is already operating in different national contexts. In turn, these outcomes could be helpful
for funding organizations and/or venture capitalists by providing them with an additional lens to
assess the SMEs.

The widespread diffusion of SMEs and their increasing importance in any national economy (Amini,
2004) has attracted the attention of policy makers. These should be aware that it is important to
stimulate SMEs’ export orientation, maybe by facilitating the legal procedures to sell in foreign
markets, hence favoring the connection between foreign countries through ad-hoc agreement, which
may encourage such export orientation of SMEs, and introducing incentives for exporting activities. In
addition, policy makers should consider the positive effect of ethnic minority on the strategic agility-
financial performance relation for SMEs, thus supporting the inclusion of ethnic minorities in SMEs

ownership, for example through a potential advantageous treatment.
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ABSTRACT

EMNCs have been taken significant interest in international business studies for almost two
decades. Understanding EMNCs and their motivations for outward internationalization from
different EM contexts is still relevant even if asset exploration view has been dominated the
research domain so far. This study aims to find out whether market seeking and strategic asset
seeking OFDI have any effect on the ownership level of Turkish MNCs in CBMAs by using
the lens of eclectic paradigm and institution-based view. 351 completed CBMAs during 1990-
2017 by Turkish companies have been analyzed to test the research model. The results of Tobit
regression analyses have shown that both market seeking and strategic asset seeking OFDI
has a positive effect on the ownership level of Turkish MNCs in CBMAs. However,
institutional differences between Turkey and host countries do not moderate these
relationships. This study indicates that OLI paradigm can still explain MNCs behavior despite
the country of origin and context related issues. The study has provided evidence for
practitioners that location specific motivations are important for ownership strategy in foreign
subsidiaries. Besides, it shows that institutional environment would be considered as a more

manageable constraint for EM firms in CBMAs.

Keywords: Cross-border merger and acquisitions, emerging markets, institutional environment,

Multinational Corporations, Turkey

INTRODUCTION

Emerging markets (EMs) have succeeded considerable amount of outward foreign direct investment
(OFDI) after 1990s neo-liberal economic policies applied in these economies (Child and Rodrigues,
2005). For instance, OFDI of EMs for the year of 2018 has reached 417 billion USD by the huge
contribution of cross-border merger and acquisitions (CBMAs) that is executed by emerging market
multinational corporations (EMMNCs) (Meyer et al., 2018; UNCTAD, 2019). As other EMs, Turkey has
succeeded significant CBMA activity with 2,63 billion USD value in 2017 to increase its OFDI

(UNCTAD, 2018). The increased presence of EM firms’ cross-border investments has inspired scholars
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to develop new internationalization theories or to expand current ones to explain EMNCs OFDI. The
most known ones of these theories are Dunning’s (1988) OLI paradigm and Mathews’ (2006) LLL
paradigm. In addition to this, institution based-view has been used as a theoretical lens for explaining
accelerated internationalization of EMNCs since EMs are generally known for their weak institutional
environments (Hoskisson et al., 2000; Khanna and Palepu, 1997). This theoretical base has been widely
used due to findings about EMNCs’ escape motivation from underdeveloped institutional and market
conditions in home countries for OFDI (Cuervo-Cazurra and Genc, 2008; Yamakawa, et al., 2008;
Ramamurti, 2012). In the case of Turkish MNCs, the increased amount of OFDI in recent years have
generally directed to European and North American countries which also have more developed
institutional environments (Deloitte, 2016). Besides, recent findings about Turkish MNCs have
indicated that their cross-border investments have been generally shaped by market and strategic
asset seeking motivations and equity ownership levels in foreign subsidiaries decreases as
institutional distance increases (Ilhan-Nas et al., 2018; Yaprak, et al., 2018). Despite their significant
contribution to global FDI, location specific motivations of EMNCs have not been investigated
considerably so far. Moreover, the studies about CBMAs of EMNCs have been covered Chinese or
Indian firms in general (Buckley et al., 2007; De Beule and Duanmu, 2012; Ramasamy, et al., 2012; Yang
and Deng, 2017). For this reason, investigating OFDI motivations of EMMNCs from different contexts
would enrich the related literature and give insights about how macro environment and context
dependent factors would regulate these motivations.

This study has proposed to investigate the effect of location specific motivations on ownership level of
Turkish MNCs” CBMAs and how institutional differences between host countries and Turkey affect
these relationships. The research hypotheses have been developed through OLI paradigm and
institution-based view. The research context of Turkey is suitable for this study since it is a mid-range
emerging economy with considerable level of infrastructural and institutional development and has

succeeded significant amount of OFDI after 2002 (Hoskisson et al., 2013).

THEORETICAL BACKGROUND AND HYPOTHESES DEVELOPMENT

Dunning’s eclectic paradigm has been the mostly studied approach and had the widest scope for more
than 40 years in internationalization studies (Eden and Dai, 2010). Eclectic paradigm’s main
assumption proposed that firms can practice international production if they have ownership (O),
location (L) and internalization (I) advantages. Firms would make OFDI when they have competitive
advantages developed in the home country (O), can use these advantages in host regions like in home
countries (L) and effectively use these advantages in those regions (I) (Dunning, 1998). However, OLI

paradigm has been criticized by some scholars in international business (IB) studies due to its lack of

Business Theory and Practice ISSN: 2547-8516
Across Industries and Markets ISBN: 978-9963-711-89-5



13th Annual Conference of the EuroMed Academy of Business 63

explanatory power for internationalization of EMMNCs since these companies do not possess
ownership advantages like developed technology, brand reputation, financial assets and managerial
knowledge as advanced country MNCs to operate in foreign countries (Bonaglia, et al., 2007; Madhok
and Keyhani, 2012; Ramamurti, 2012). As a consequence, theories like springboard perspective or
linkage-leverage-learning (LLL) paradigm has been developed by scholars to explain
internationalization of EMMNCs via asset exploration rather than asset exploitation (Luo and Tung,
2007; Mathews, 2006). Furthermore, accelerated internationalization of EMMNCs has composed of
diverse internationalization modes like original equipment manufacturing (OEM), joint ventures (JV),
CBMAs and greenfield investments (Child and Rodrigues, 2005; Yaprak, et al., 2018). The most widely
preferred entry mode strategy of EMMNCs for OFDI is CBMAs since these firms want to decrease
negative effects of advantage asymmetries between them and advanced country MNCs (Buckley et al.,
2007; Madhok and Keyhani, 2012). This situation contradicts with OLI paradigm’s main assumption
about internalizing O advantages in the home country rather than host countries and incremental
internationalization (Yeganeh, 2016). On the other hand, recent studies have proposed that MNCs can
get O advantages like knowledge-based competences in the host country rather than developing them
at home and added a new type of advantage called as institutional ownership (Oi) to explain
internationalization of EMMNCs and the ability of a firm’s designing abilities of its institutional
environment (Buckley and Hashai, 2009; Dunning and Lundan, 2008). Another important proposition
of OLI paradigm is related to the motivations of MNCs for OFDIL. MNCs generally motivated by
seeking new markets and strategic assets, accessing natural resources, increasing efficiency in
operations while making OFDI (Dunning, 1998). Nevertheless, EMMNCs’ OFDI motivations have
been shaped by different contexts and can be summarized as seeking new markets to increase export,
exploring strategic assets like global brand building, improving value chain and accessing natural
resources for energy supplies. Natural resource and efficiency seeking OFDI may not be so important
for EMMNC:s since these firms have already exploit lower labor costs at home country and natural
resources can get through contractual agreements with other countries (Buckley et al., 2007; Gubbi,
2015; Dikova, et al., 2019). Besides, accelerated internationalization of EMMNCs have been analyzed
through country specific advantages (CSAs)-firm specific advantages (FSAs) framework which
highlights the importance of country related competences like lower labor costs and necessitates to
treat OLI paradigm’s motivations in different contexts (Rugman and Verbeke, 2003). For example,
Turkish MNCs OFDI decisions have driven by both strategic asset and market seeking motivations via
exploiting both FSAs (financial supremacy, ability of value chain adaptations, learning skills and

ability to use low-cost resources) and CSAs (adaptation capabilities to imperfect markets, strong
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network ties, geographical proximity to key regions, government incentives, low-cost resources)
(Yaprak, et al., 2018).

Markets with large in size have been preferred more by MNCs since they can offer economies of scale
and effective distribution channels (Buckley et al., 2007; Brouthers, et al., 2008; Tolentino, 2010).
Moreover, EMMNC:s like developed country MNCs seek for new markets during their OFDI activities
(De Beule and Duanmu, 2012; Amighini, et al., 2013; Deng and Yang, 2015; Gubbi, 2015). However,
findings about market seeking OFDI of EMMNCs are restricted to Indian or Chinese MNCs. For
instance, Turkish MNCs prefer OFDI to escape saturated and uncertain home markets and they can
diversify geographic risk factors by entering into bigger markets (Deng and Yang, 2015; Erdilek, 2008).
Moreover, Turkish firms have been used to operate in uncertain institutional environments and
expand though rent-seeking behavior in home country. As a result, they choose higher level of
ownership to get benefits of market rent (Filatotchev et al., 2007; Yaprak and Karademir, 2011). For
this reason, Turkish MNCs would prefer higher level of ownership in CBMAs when entering in
foreign markets with bigger sizes.

H1: The level of ownership in CBMAs of Turkish MNCs would increase as the host country market size
increases.

Strategic alliances and JVs of Turkish MNCs with western MNCs during 1990s have amplified the
ability of these companies to make international investments and to develop technology. However,
they are still lack of global brand reputation, developed production technologies and extensive global
distribution channels to operate in foreign countries (Demirbag and Tatoglu, 2008; Yaprak, et al.,
2018). For example, Argelik has improved its brand reputation and technological assets via sequential
and successful CBMAs in recent years (Bonaglia, ef al., 2007; Erdilek, 2008). In addition to this, Sabanc
Group’s acquisition of DUSA (a JV with DuPont) and Ulker’s acquisition of Godiva are other instances
of strategic asset seeking OFDI of Turkish firms (Aybar, 2016). The willingness to move upstream in
global value chains and to get higher financial return while doing this would cause to choose higher
level of ownership in CBMAs of Turkish MNCs (Yang and Deng, 2017; Yaprak, et al., 2018).

H2: The level of ownership in CBMAs of Turkish MNCs would increase as the host country strategic
endowments increase.

According to institution-based view, institutions reduce uncertainty in economic transactions by
establishing legal and regulatory systems in an environment (North, 1990; Scott, 1995). Furthermore,
the increased OFDI activity of EM firms in advanced markets have been generally driven by escape
motivation from underdeveloped institutional environment and market conditions of home country
in recent years (Cuervo-Cazurra and Genc, 2008; Yamakawa, et al., 2008; Ramamurti, 2012). While

wealthy customers in advanced markets are being called as “pull” factors, selective support of home
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country government for big business groups, weak institutional environment and property rights and
escaping motivation from bad home country image are called as “push” factors for accelerated
internationalization of EMMNCs in the related literature (Yamakawsa, ef al., 2008; Cuervo-Cazurra and
Ramamurti, 2015). The more developed host country institutional environment would guarantee
property rights and economic transactions for EM firms and this would also increase the CBMAs of
EM firms in developed countries (Zhang, et al., 2011; De Beule and Duanmu, 2012; Stoian and Mohr,
2016). Additionally, Turkish MNCs have preferred to make CBMAs in Europe and North America
regions that have more developed institutional environments, mature markets and rich strategic assets
in general (Deloitte, 2016). This indicates that as institutional distance between host countries and
Turkey increases, CBMA activity by Turkish firms in these regions would increase. Even if Turkish
MNC:s have preferred lower level of equity ownership in institutionally distant countries (Ilhan-Nas et
al., 2018), they also prefer advanced institutional environments for international investments to gain
higher market share and to build competitive advantages (Yaprak, et al., 2018). Consequently, the
desire of Turkish MNCs to control acquired company more would increase in advanced institutional
environments for their strategic asset and market seeking CBMAs.

H3a: The relationship between ownership level of Turkish MNCs and host country market size for CBMAs
would be stronger when institutional distance between host country and Turkey increases.

H3b: The relationship between ownership level of Turkish MNCs and host country strategic endowments for

CBMAs would be stronger when institutional distance between host country and Turkey increases.

METHODOLOGY

The sample of the study has been gathered through ZEPHYR and Thomson Reuters EIKON databases
for completed CBMAs of Turkish firms. The sample consists of 351 completed CBMAs by Turkish
firms between 1990-2017. Acquisitions with acquired ownership stake less than 10% has been
eliminated from final sample since they have been treated as portfolio investments in the literature

(Tatoglu et al., 2014). The variables that have been in the research model have been summarized in

Table 1.

Variables Measurement Source

Ownership level The percentage of acquired stake in CBMA of Zephyr and Thomson
Turkish MNCs (Ranges between 10% and Reuters EIKON
100%)

Host country market size LogGDP of host country Worldbank WDI

Strategic endowments of host Total patent registrations by both residents Worldbank WDI

country and non-residents in host country
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Institutional Distance

Business Group
Affiliation
CBMA experience

Home country market size

Industry relatedness

The difference of Economic Freedom Index
between host country and Turkey

BG affiliates are coded as “1” and non-
affiliates are coded as “0”

Number of previous CBMAs by Turkish
MNCs executed before related acquisition

LogGDP of Turkey

Coded as “1” if the target and acquirer

company are in the same industry and as “0” if

Heritage Foundation

Financial reports and web

sites of companies

Zephyr and Thomson
Reuters EIKON
Worldbank WDI

Zephyr and Thomson
Reuters EIKON

they are not.

Table 1. Summary of Variables

RESULTS

The research model has been analyzed through Tobit regression since our dependent variable is
bounded between 10% and 100% (Chari and Chang, 2009; Deng and Yang, 2015). The findings of
hypotheses testing have been summarized in Table 2. All control variables are tested through Model 1.
While independent variables are tested through Model 2, 3 and 4, the effect of moderator variable is
tested by Model 5 and 6. Due to missing values in some variables, there can be seen differences among
observation numbers through Model 1-6. Among all control variables, only CBMA experience and
home country market size have shown significant relationship between ownership level in CBMAs
according to Model 1. While CBMA experience of Turkish firms has a negative relationship between
ownership level (=-0.029, p<0.01), home country market size has shown a positive relation (= 0.067,
p<0.05) with ownership level in CBMAs. H1 is accepted according to Model 2 as our results have
shown a positive and significant effect (3=0.059, p<0.01) of host country market size on ownership
level of Turkish firms in CBMAs. However, the association of strategic endowments in host country
and the ownership level of CBMAs of Turkish firms has shown a weak support (3=0.00, p<0.1) for H2
in Model 3. This weak relationship has disappeared in Model 4 when both host country market size
and strategic endowments are included into the model. Moreover, both Model 5 and Model 6 did not
provide support for H3a and H3b that have proposed the moderating effect of institutional distance

on the relationships between host country market size and strategic endowments and ownership level

of CBMAs of Turkish MNCs.
Variables Model 1 Model2 Model3 Model 4 Model 5 Model 6
Host country market size 0.059*** 0.056** 0.052** 0.052**
(0.019) (0.023) (0.024) (0.025)
Strategic endowments of host
country 0.000* 0.000 0.000 0.000
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(0.000) (0.000) (0.000) (0.000)
Institutional Distance 0.003 0.001
(0.018) (0.001)

Institutional Distance*Host country -0.000
market size (0.002)
Institutional Distance*Strategic -0.000
endowments of host country (0.000)
Industry relatedness 0.001 0.013 0.002 0.013 0.011 0.011
(0.035) (0.034) (0.034) (0.034) (0.035) (0.035)
BG Affiliation 0.016 0.008 0.014 0.008 0.007 0.007
(0.038) (0.037) (0.038) (0.038) (0.038) (0.038)
CBMA experience -0.029%%*  -0.026***  -0.026*** -0.025*** -0.025%**  -0.025***
(0.009) (0.009) (0.009) (0.009) (0.009) (0.009)
Home country market size 0.067** 0.039 0.059* 0.039 0.041 0.041
(0.034) (0.035) (0.035) (0.035) (0.036) (0.036)
Constant -1.097 -1.016 -0.885 -0.986 -0.985 -0.990
(0.932) (0.921) (0.938) (0.932) (0.946) (0.940)
Observations 351 351 350 350 350 350
R? 0.032 0.058 0.042 0.058 0.059 0.059

Standard errors in parentheses
% 5<0.01, ** p<0.05, * p<0.1

Table 2. Tobit regression results

CONCLUSION

This study has aimed to find out how market and strategic asset seeking motivations affect the
ownership level that is chosen in CBMAs of Turkish MNCs and the role institutional environment on
these relationships. According to findings, when Turkish MNCs do market seeking OFDI, the
ownership level in CBMAs would increase. Additionally, the hypothesis related to strategic asset
seeking OFDI'’s positive effect on ownership level in CBMAs is partially supported. Nevertheless,
there is no moderating influence of institutional distance between host country and Turkey on these
relationships. These findings showed that both strategic asset and market seeking motivations can
determine the level of acquired stake in CBMAs of Turkish companies. Moreover, our findings have
indicated that theories like OLI paradigm developed for advanced MNCs can also be applied to
examine EMNCs’ internationalization strategies and motivations. Additional theoretical approaches
can be merged with OLI paradigm to understand EMNCs OFDI motivations and context for future
studies. Although OLI paradigm proposes natural resource and efficiency seeking motivations with
strategic asset and market seeking motivations to explain MNCs OFDI decisions, our research model
has not considered natural resource and efficiency seeking motivations to explain Turkish MNCs
CBMA investments. The findings in the related literature have proposed that Turkish MNCs prefer
OFDI to take advantage of market expansion while overcoming trade barriers and to access

knowledge and technology-based resources in foreign markets. As a result, natural resource and
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efficiency seeking OFDI is not considered in this study as determinants of Turkish MNCs OFDI
(Erdilek, 2008; Eren-Erdogmus ef al., 2010; Yaprak and Karademir, 2011; Yaprak, et al., 2018). On the
other hand, future studies may include host country’s natural resource base and efficiency advantages
in research models as control variables. Measuring efficiency in host countries can be a burden for
these studies.

Moreover, the insignificant moderating effect of institutional distance on internationalization strategy
of Turkish MNCs in our study indicates that institution-based view can be operationalized with
different measurements and contexts for future studies. Because institutional environment has been
significant for EMNCs investments in host country as much as home country (Deng and Yang, 2015;
Malhotra, et al., 2016; Ilhan-Nas et al., 2018; Dikova, et al., 2019). Consequently, examining different
institutional environment factors in detail may provide more definite findings for future studies.

The managers of MNCs from EMs can make more appropriate decisions when deciding about level of
ownership in cross-border investments as an implication of this study. Moreover, policy makers and
managers of EMMNCs can consider the relationship between strategic assets of the host country and
their contribution to EMMNCs resource base in different levels of ownership according to findings of
the study. Policy makers can encourage EM firms to invest in countries that both have market

opportunities and strategic resources to transfer knowledge into EMs.

This work has been supported by the Scientific Research Projects Commission of Galatasaray

University under grant number 18.102.004.
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DO EMPLOYEES VALUE CSR IN EMERGING ECONOMIES: IMPACT OF
INTERNAL AND EXTERNAL CSR PRACTICES ON ORGANIZATIONAL
COMMITMENT
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ABSTRACT

This study examined the impacts of employees’ perceptions regarding both internal and
external Corporate Social Responsibility (CSR) practices on employees’ organizational
commitment separately. Further, the study also examined the contributional role of external
CSR on the link between perceived internal CSR on employees” OC. The findings ascertain
that positive impacts of employees’ perceptions of customer, government, environment and
employee related CSR practices on OC are consistent with the previous research findings. The
current study contributes to the previous literature by investigating the impacts of both
internal and external CSR initiatives related to the primary stakeholders in an emerging
market context. This analysis also shows that when employees perceive that their firm also
cares for external stakeholders and invests in external CSR activities, the positive impact of
employees perceived internal CSR in other words employee-related CSR on OC becomes

stronger.

Keywords: Corporate Social Responsibility, external CSR, internal CSR, organizational commitment,

emerging markets.

INTRODUCTION

There is a growing academic interest on Corporate Social Responsibility (CSR) strategies and activities
of the firms over the past decades (Aguinis & Glavas, 2012). Majority of the academic research focused
on the level of engagement of the firms towards CSR as well as the effects of these engagements on
organizational level outcomes such as financial, market and social performance (Du et al. 2010;
Greening & Turban, 1997; 2000; Lee et al. 2012; McElhaney, 2009; Paek et al. 2013; Scherer & Palazzo,
2011). However, current studies in the literature started to concentrate on the individual level
outcomes of companies’ CSR activities to accentuate the responsibilities of the firms defined beyond
the traditional economic and legal ones (Aguilera et al., 2007; Ali et al. 2010; De Roeck et al., 2014;
Gond et al. 2017; McWilliams et al., 2006; Mory et a. 2016; Rupp & Mallory, 2015). CSR “the managerial
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obligation to take action to protect and improve both the welfare of society as a whole and the interest of
organizations” (Davis & Blomstrom, 1975, p. 6) nowadays is described by a combination of firm’s
initiatives which are not only related to money-making or legal compliance but also necessitates the
encouragement of ethical and good causes, establishing good practices and carrying out philanthropic
activities and several scholar had investigated their effects on individual-level outcome such as
employees’ organizational commitment (e.g. Glavas & Piderit, 2009; Ali et al. 2010; Gond et al., 2017;
Kim et al. 2010; Lee et al. 2018; Maignan et al. 1999), employees’ engagement (e.g. Glavas & Kelley,
2014; Caligiuri et al. 2013; Grant et al. 2008; Lu et al. 2020), employees’ organizational identification
(e.g. Carmeli et al. 2007; Farooq et al. 2014; Rodrigo &Arenas, 2008), employees’ organizational
citizenship behavior (e.g. Jones, 2010; Lin et al. 2010, Lyau, et al. 2010), and employee retention (e.g.
Catano & Morrow Hines, 2016; Farooq et al., 2019; Jones, 2010). The aim of our study is to focus
exclusively on these individual level outcomes, labeled by several scholars as micro-CSR (Morgeson et
al.,, 2013) and to analyze the impact of firm-level CSR on employees’ organizational commitment (OC),

an individual-level outcome.

However, although the literature distinguishes between internal and external CSR, studies
generally investigated individual level outcomes of CSR as a whole. In other words the internal and
external CSR dimensions were not explicitly distinguished (Aguinis & Glavas, 2012; Mory et al. 2016).
Most micro CSR research examining the link between CSR and diverse workers’ behaviors has
seldomly analyzed the differential impacts of internal and external CSR practices (Brammer et al.,
2007; Mueller et al., 2012; Zhu et al., 2012). We propose that as the perceived external CSR appears to
be others-focused whereas the perceived internal CSR appears to be self-focused this distinction is
imperative from an employee point of view (Hameed et al. 2016). Consequently, these two fagades can
have a different influence on employees’ related attitudes and behaviors. Therefore, as recognized by
several researchers CSR is a multidimensional concept, the focus of this study will be on both the
internal and the external CSR (El Akremi et al., 2018; Brammer et al., 2007; Werther & Chandler, 2010).
In connection with the social exchange theory, we aimed to investigate whether internal CSR
programs contribute more individually to the social exchange process compared to external one. Since
internal CSR programs directly benefit the employees whereas external CSR initiatives generally
engaged toward other stakeholders such as natural environment, investors, customers, local
community and government (EI Akremi et al., 2018); investigating the simultaneous impact of
employees’ perceptions of both internal and external CSR on the behavioral outcomes of employees
becomes more important (Erdogan et al., 2015).

Consequently based on social exchange theory arguments, the main aim of the paper is to

contribute to the accumulation of new insight on the CSR literature by investigating the link between
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internal and external CSR practices and organizational commitment (OC). As the most of the CSR
research focuses on developed countries and several scholars have called for more CSR research on
developing countries (Aguinis & Glavas, 2012; Jones et al. 2014; Rupp et al. 2013), this study aim to
shed light on the direct impact of internal and external CSR activities individually and in combination
on employees’” OC in an emerging market, specifically. Consequently, our research is conducted in
Turkey relying on self- reported data from a small sample of employees.

Our investigation is based on the analysis of the direct connections between perceived internal
and external CSR practices on OC. This study contributes to the extent literature by empirically
exploring the impacts of CSR on OC from both employee and external stakeholders perspectives and
by enlarging the current understanding on how various CSR initiatives affect OC, which is strong
predictor of employee turnover (Catano & Morrow Hines, 2016; Farooq et al. 2019). The study of CSR
in developing and emerging countries is a relatively under- researched area and these research
questions, to the best of our knowledge, have been empirically surveyed in Turkey by very limited
number of studies to date (Bogan & Dedeoglu, 2019; Giirlek & Tuna, 2019; Turker, 2009a). This study
aimed to tackle one of the key issues, which is to comprehend the utilization of CSR in different
cultural context (Thang & Fassin, 2017). Inter countries comparative research on CSR has started to
accumulated exponentially (Aguilera et al. 2007; Habisch et al. 2004; Maignon & Ralston, 2002; Matten
& Moon, 2008) yet; studies are largely conducted in developed countries context and generally in
USA and Western Europe. As the employees’ attitudes towards and expectations from CSR are likely
to be influenced by the values of the society, we can argue that the responses from developed and
developing countries with respect to the CSR would be different (Chapple & Moon, 2005). We also
aim to contribute to the existing literature by analyzing both individual and combined impact of
internal and external CSR activities instead of focusing only on the impact of internal CSR practices on
employee behaviors or employee level outcomes (Brammer et al. 2007; Turker, 2009a). The combined
effects of both internal and external CSR activities on different employee attitudes and behaviors were

relatively limited.

CONCEPTUAL BACKGROUND AND HYPOTHESIS

Internal and External CSR in Turkey

Research aiming on the organizational and individual level outcomes of CSR is relatively
recent and scarce in Turkey. There is a very recent proliferation of studies exploring the impact of CSR
initiatives on employees’ commitment (Bogan & Dedeoglu, 2019; Giirlek & Tuna, 2019; Turker, 2009a),
on customer perceptions and behavior (Giirlek et al. 2017; Tascioglu et al., 2019; Engizek & Yasin,

2017), on firm value (Ural et al., 2019) and financial performance (Akben-Selcuk, 2019; Sila, 2018). It is
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concluded that the companies in Turkey mainly carry out their social responsibility activities to gain
legitimacy (Ozdora-Aksak, 2015) and to their corporate image or employee satisfaction (Giilsoy &
Ustabas, 2019). This studies were generally focused on CSR activities in general and didn’t attempted
to differentiate the impact of internal versus external CSR. In this regard, Ertuna, Karatas-Ozkan and
Yamak (2019) found that international and family business group affiliated companies operating in
Turkey were implementing CSR and sustainability practices largely in complience with the the
headquarters strategy; however, these activities have been also adapted to Turkish context in order to
be able to respond to some needs of external stakeholders to gain the legitimacy of the local
community. They also repoted that the owners' managers were more inclined to focus on external
stakeholders of the firm whereas professional managers tend to invest more on internal CSR activities
(Yamak et al. 2019). Kiiskii-Akdogan and Bay (2012) found that firms in Turkey mainly agreed to the
implementation of philanthropic activities on a voluntary basis. However, they stated that their
philanthropic activities are not based on purely altruistic motivation and that firms also aim to gain
benefit from these by public disclosure of this information in the mass media (Kiiskii-Akdogan & Bay,
2012). On the other hand, it is stated that there is also some concerns about complying with the laws
and sector regulations (Kiiskii, Zarkada & Fraser, 2004; Kiiskii & Aydin, 2006; Kiiskii, 2007).
Accordingly, Kiiskii (2007) argued that companies carry out their environmental responsibility
activities with the pressures arising from legal obligations rather than voluntary initiatives based on
their own initiatives (Kiiskii, 2007).

Individual and Combined Impacts of Internal and External CSR on Organizational Commitment

Current research focus on determining how CSR activities impact different stakeholders such
as employees, consumers, investors, suppliers, and the government (Aguinis & Glavas, 2012) as firms
started to invest extensively on them and implementing these initiative to sustain their competitive
advantages (Scherer & Palazzo, 2011). A firm’s social responsibility initiatives and actions can be
distinguished between internal and external CSR, which are directed at internal and external
stakeholders, respectively (De Roeck & Maon, 2018; El Akremi et al., 2018; Hameed et al. 2016;
Werther & Chandler, 2010).

Internal CSR focus on the internal stakeholder of firms, employees, and represents the
stratgies and practices of a firm that are related to its employees’” physiological and psychological well
being (Shen & Zhu, 2011; Brammer et al. 2007; Turker, 2009a,b; Verdeyen et al. 2004). These include
concern for employees’ health and safety, respect for human needs and rights, a positive working
conditions and culture, considerations for work- life balance, opportunities for employee training and
empowerment, encouragement for employee involvement and diversity and equality (Gond et al.

2017; Mory et al. 2016; Shen & Zhu, 2011; Turker, 2009a). These initiatives indicate the organizational
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sensitivity to employee needs and initiate positive emotions and behavioral responses (Aguilera et al.
2007). Thus, companies’ active involvement in CSR activities also increases employees” OC (Brammer
et al. 2007; Lee & Bruvold, 2003; Meyer et al. 2002).

Blau’s (1964) social exchange theory claims that all relationships in a social context are based
on the various and continuous exchange between individuals. People are more inclined to establish a
balance in these exchanges in terms of what they are giving to others and what they are receiving in
return. The reciprocity is crucial in social exchanges and relationships (Takeuchi et al. 2009). Firms
initiate social exchange when they offer them several economic and socio-emotional resources by
engaging in internal CSR activities (Gould-Williams, 2007). Organizations aim to signal and show that
they are sensible to their employees’ needs, caring, benevolent and values employees since such
positive social exchange and engagement is the key for the creation of strong and productive
reciprocal relationships between the organization and employees (Farooq et al. 2017). It is expected
that when employees directly benefit from employee oriented CSR activities, they will develop a
stronger identification with and attachment to their organization and be more inclined to reciprocate
by displaying behaviors such as organizational commitment (Ahearne et al. 2005; Bergami & Bagozzi,
2000; Kim et al. 2010; Paswan et al. 2005; Sen & Bhattacharya, 2001), which can be defined as “the
employee’s psychological attachment to the organization” (Meyer & Allen 1991; Meyer et al. 2002). Several
studies found that organizations CSR activities focusing on employees’ well being affect positively
employees’ OC (Aguinis & Glavas, 2012; Al-bdour et al. 2010; ALshbiel & AL-Awawdeh, 2011;
Brammer et al. 2007; Lee & Bruvold, 2003; Lee et al. 2018; Meyer et al. 2002). Altogether, the above
considerations lead to the following hypotheses:

H1. Perceived internal CSR is positively related with employee’s organizational commitment behavior.

External CSR conveys to the social and environmental activities that support to reinforce the
firm’s reputation and legitimacy to build sustainable relationships with the firm’s external
stakeholders (Brammer et al. 2007; Carroll, 1979; Waddock & Smith, 2000). External CSR activities
generally include volunteerism, social philanthropic activities, customer oriented marketing and
environmental protection (Brammer et al. 2007; Chen et al. 2008; Cornelius et al. 2008; Farooq et al.
2017). Past research suggests that employees are more inclined to view and interpret external CSR
efforts of their organizations as signs of a prosocial and cooperative organizational culture (Greening
& Turban, 2000). Current as well as the prospective employees of a firm have been found to care about
the external CSR efforts and respond them positively since they want to work for a reputable and
respected employer and to be proud to associate with organizations that are admired by others (De
Roeck et al. 2014; Jones et al. 2014). Even though external CSR directly target the firm’s current

employees and they are not direct beneficiaries of them, research suggests that such practices can
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provide significant intangible benefits to employees; they will be more inclined to engage in OC
(Newman et al. 2015). In light of the arguments above, we reason that employee perceptions of

external CSR efforts will positively influence their organizational commitment. Thus:

H2. Perceived external CSR is positively related with employee’s organizational commitment

behavior.

Micro-CSR studies have emphasized that not every type of CSR activities necessarily
influences employees same way and magnitude and there are differences on the impact of internal
and external CSR activities on OC (Rodrigo et al. 2019). While there are more studies that empirically
examine the association between overall CSR and organizational commitment (e.g. Brammer et al.
2007; Hofman & Newman, 2014; Mueller et al. 2012; Rego et al. 2010;), they fail to understand which
CSR initiatives, internal or external, more important for the employee’s OC. We argue that employee
related CSR activities are more important than the external one however they contribute positively on
the link between internal CSR and OC.

H3. When supported with external CSR, the positive relationship between perceived internal CSR and

employee’s OC behavior would be stronger.

METHODOLOGY

Data collection and sample

This paper used a questionnaire-based survey to collect data in Istanbul, Turkey. Participants
are graduate students of Galatasaray University MBA programs. To be included in the survey,
participants had to be currently working and have at least one year of full-time work experience. A
total of 167 responses were used to test our hypothesis.
Measurements

Employees’ perceptions of external and internal CSR activities were measured by 10 and 12
items, respectively, using scales developed by Turker (2009b) and Shen & Zhu (2011). To measure
internal CSR activities, we used three-component scale of Shen and Zhu (2011) which consist a legal
compliance HRM dimension (to measure working hours; performance appraisal and reward and
compensation; minimum wage; the equality in recruitment and selection, training and development;
the compliance with labor laws regarding health and safety; no use of child or forced labor and
appointing adequate employees to monitor labor standards in the global value chain); a employee-
oriented HRM dimension (to measure adequate training and development opportunities; flexible
working hours and employment programmers for achieving work-life balance; employee involvement
and participation; workers’ organizations participating in determining labor terms) and finally a

general CSR facilitation HRM dimension (to measure appraising and rewarding employees’
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contribution to CSR; appointing CSR staff; giving priority of employment to candidates who have
family difficulties or made redundant, to local candidates in order to contribute to the sustainability of
local economies and societies). The scale developed by Turker (2009b) was used to measure external
CSR. 17 items and measures of this scale consisting CSR to social and non-social stakeholders
(measuring investment for future generations; social programs; protection of natural environment;
campaigns and projects for the well being of the society; support for NGOs), CSR to customers
(measuring provision of full and accurate information about its products to its customers; protection
of consumer rights beyond the legal requirements;) and CSR to government (measuring compliance
with the legal regulations completely and promptly; payment of taxes on a regular and continuing
basis) was used. Both scales are rated on a five-point Likert scale ranging from “strongly agree” to
“strongly disagree”.

Organizational commitment is operationalized as “the employee’s attachment to the organization”
(Allen & Meyer, 1990; Meyer et al. 2002), and it was measured using Meyer and Allen’s (1997) 17-item
scale, which was adapted to Turkish and tested by Wasti (2000). We utilize this scale as past research
has suggested its high reliability and validity for Turkey.

A reliability analysis was conducted to test the reliability of the scales. Cronbach’s alpha value
for OC, internal CSR and external CSR measures were respectively 0.861; 0.776 and 0.902 for the
scales. These values well exceed the minimum value of 0.70. Thus, it can be concluded that the
measures have an acceptable level of reliability.

Although the previous studies found weak and inconsistent associations between
demographic variables and OC (Turker, 2009a), information on participants’ work-related and
demographic characteristics were further collected. The demographic information includes age and
gender while work-related information includes participants’ current job position, his/her tenure in
the current company and total job tenure as well as their job satisfaction level, which was measured by
20 items with Cronbach’s alpha value of 0.941.

Statistical analyses

A descriptive statistical analysis performed to define participants” work- related work- related
and demographic characteristics. The impacts of the internal and external CSR on organizational
commitment both individually (H1 and H2) and in combination (H3) were tested by a regression

analysis.

RESULTS

Characteristics of the participants

55 percent of participants were female and they are young professionals. 76 percent of the
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participants are younger than 30 years old. Most participants were non-managerial employees (65,9
%) in large companies (73,1 %). Regarding the tenure of the participants, on average participants had
worked as a full-time employee for 42 months; they had been working for 30 months at their current
company. They are generally working on service sectors (64,7 %).
The impacts of perceived corporate social responsibility on OC

Table I summarizes descriptive statistics and result of the correlation analysis. According to
Table 2, internal and external CSR are highly correlated with the OC in the sample. Also, internal CSR
has shown considerable level of correlation with external CSR. High correlations can indicate
multicollinearity problems but variance inflation factor (VIF) values are below 3 and this shows that
multicollinearity is not a concern (Hair et al. 2010).

Table II provides the results of regression analysis with employee’s organizational
commitment level as the dependent variable. Model 1 has tested all of the control variables and only

employee’s job satisfaction level (Model 1: /=0.606, p <0.01) and firm size (Model 1: f=-0.194, p

<0.01) have shown significant relationships with the dependent variable. These results indicate job
satisfaction level of employee has a positive effect on their organizational commitment level. The
negative association between firms’ size and organizational commitment suggest that employees feel
less committed to their organization in larger firms.

H1 suggests a positive relationship between employees’ perceptions on internal CSR activities
and their organizational commitment level. The coefficient of the internal CSR is positive and

significant (Model 2: /3 =0.255, p <0.01) which supports H1.
H2 proposes that perceived external CSR is positively related with employee’s organizational
commitment. The association between external CSR and organizational commitment is also positive

and significant (Model 3: #=0.206, P <0.01). This result provides support for H2. The magnitude of

the impact of perceived CSR appear to be different between internal and external CSR showing a
greater value of the coefficient of perceived internal CSR than that of the external CSR. It is also worth
to note that the adjusted R square for models is around 0.40, which is high for studies in this research
area.

H3 has proposed that when supported with external CSR, the positive relationship between
perceived internal CSR and employee’s organizational commitment behavior will stronger. The

results show a positive and significant (Model 4: #=0.258, P <0.05) association between overall CSR

activities and organizational commitment thus H3 gains support. The combination of both internal

and external CSR explains 25,8 percent of variances in employees’ organizational commitment level.
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TABLE I Descriptive Statistics and Correlations
Mean S.D. 1 2 3 4 5 6 7 8 9 10 11
1-OC 2.997 7246 1
2- Internal CSR 3.6878 .6709 .440%* 1
3- External CSR 3.7331 7511 A476%* 747*% 11
*
4- Age 1.25 A75 121 -007 | 133 |1
5- Gender .54 499 -.012 J154* | .072 | .003 |1
6- Job Position 0.3373 4742 110 .047 | 210* | .345* | -.095 | 1
* *
7- Job Satisfaction 3.3890 8113 .623%* 503 | .593* | 120 | .018 | 125 |1
* *
8- Tenure in current firm 31.66 25.429 .073 .026 | .086 | .389* | -.013 | .183* | .089 |1
*
9- Total tenure 49.89 31.374 .081 .027 | .176* | .535* | -.028 | .300* | .133 | .691* | 1
* * *
10- Firm Size 3.53 .883 -.210** 213* | 110 | .038 | .075 | -.039 | -.028 | .080 | .068 |1
*
11- Sector 0.6168 4876 .035 .043 | .028 | .107 | .022 | -.037 | .004 | -037 | .015 | .015 |1
“Correlation is significant at the 0.01 level (2-tailed)
* Correlation is significant at the 0.05 level (2-tailed)
TABLE II Impacts of Perceived CSR on Organizational Commitment
Model 1 Model 2 Model 3 Model 4
Constant 1.609%** 1.139%** 1.322%%* 1.167%**
(.279) (.302) (.296) (.302)
Age .052 .079 .061 .072
(113) (.110) (111) (.110)
Gender -.014 -.046 -.026 -.038
(.088) (.086) (.087) (.086)
Job Position .016 .006 -.012 -.010
(.100) (.097) (.100) (.098)
Job Satisfaction .606%** AT74* A86%** 453%**
(.055) (.062) (.067) (.066)
Tenure in current | .060 .055 .071 .066
firm (.002) (.002) (.002) (.002)
Total tenure -.059 -.054 -.083 -.075
(.002) (.002) (.002) (.002)
Firm Size -.194%** -.255%** -.223%** -.244%%*
(.050) (.050) (.050) (.050)
Sector .038 .021 .028 .023
(.091) (.031) (.089) (.088)
Internal CSR .255%**
(.078)
External CSR .206%**
(.076)
CSR (Internal and 258%#*
External) (.084)
Observations 166 166 165 165
Adj. R-square 394 434 415 430
F 14.4017%** 14.979*** 13.932%** 14.756***
Durbin-Watson 1.926 1.855 1.949 1.912
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Standard errors in parentheses

% 5<0.01, ** p<0.05, * p<0.1

CONCLUSION AND DISCUSSION

Firms start engaging in CSR activities in recent years, as they have been recognized as
important aspects affecting organizational outcomes. Yet, many firms still do not consider CSR as
significant initiatives that need to be employed to guarantee employees motivation, engagement and
commitment. Further, the employees’ attitudes and opinion towards the unpretentious and
straightforward engagement for and implementations of CSR initiatives was very questionable owing
to the some historical trust issues. This paper aimed to understand the role of the company’s CSR
activities and practices in its individual- level outcomes such as employees’ organizational
commitment from employees’ perspective in Turkey. As recent evidence distinguishes between
“internal” and “external” CSR, depending if they address socio-environmental concerns of different
stakeholders such as employees, customers, stakeholders, government and society. This study had
taken into consideration the possible divergent effects on of both internal and external CSR on
workers’ perceptions and consequently on their organizational commitment.

In summary, the present study examined the impacts of employees’ perceptions regarding
two of the CSR dimensions (internal and external CSR) separately on employees’” OC. Further, the
study examined the contributional role of external CSR on the link between perceived internal CSR on
employees” OC. The findings support all proposed hypotheses. Positive impacts of employees’
perceptions of customer, government, environment and employee related CSR practices on OC are
consistent with the previous research findings. The current study contribute to the previous literature
by investigating the impacts of both internal and external CSR initiatives related to the primary
stakeholders in an emerging market context. This analysis also shows that when employees perceive
that their firm also cares for external stakeholders and invests in external CSR activities, the positive
impact of employees’ perceived internal CSR in other words employee-related CSR on OC becomes
stronger.

Nevertheless, the present paper also suffers some limitations. Future research can include
other dimensions of CSR programs and evaluate the undertaken variables to enhance the
generalizability in larger samples. Different firms have their featured organizational climate, values as
wel as employee profiles. Subsequently incorporating more organizational and individual level
variables related to their characteristics can allow future research to improve the generalizability of

the results of the present study.
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ABSTRACT

The phenomenon of servitization consists of the provision of services by manufacturing firms
and it is one of the most important trend of the modern economy. Numerous works deal with
servitization and many issues of the phenomenon are still open such as its impact on firms’
performance. In fact existing studies about the relationship between servitization and
performance evidence different results. By systematizing literature about the outcomes of
servitization, the work brings to light several factors that the empirical studies show to
influence the performance of servitized firms such as the organizational aspects, the firm’s
resources, the service portfolio and the external factors. The analysis of the factors is carried
out by comparing the findings coming from the empirical works and it allows to identify
strategic guidance that can make the investment less opaque and can reduce the uncertainty of

the result of the strategy.

Keywords: servitization, product-service systems, services, industrial services, manufacturing

strategies, performance.

INTRODUCTION

The growth of services is a general phenomenon in the world economy (Buckley and Majumdar, 2018)
and their provision by manufacturing firms has become a well-established trend in the last decades
(Visnjic et al., 2018). Empirical studies evidence that today in many industries a significant number of
manufacturing firms provide services that are attached to the product (Neely, 2008; Lay et al., 2010;
Huxtable and Schaefer, 2016; Crozet and Milet, 2017). The shift from selling a product to the provision
of a product service systems (PSS) is called servitization (Vandemerwe and Rada, 1988; Neely, 2008;
Baines et al., 2009) and it consists of “the transition in business model from products to PSS, where
product and services are bundled to generate higher use-value, pricing is based on value and
capabilities support customer-dominant orientation” (Kohtamaki et al., 2018). Servitization is a new
competitive strategy adopted by manufacturing firms (Baines and Lightfoot, 2013; Lee et al., 2016) that
move downstream along the supply chain performing new activities (Wise and Baumgartner, 1999;

Baines and Lightfoot, 2013; Rabetino and Kohtamaki, 2018).
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Manufacturing firms are pushed to implement the servitization to catch new profits in the service
market (Wise and Baumgartner, 1999; Kowalkowski et al., 2017a), to build a competitive advantage
(Vandermerwe and Rada, 1988; Cusumano et al., 2015; Baines et al., 2017) and to answer to the more
demanding requirements of customers (Oliva and Kallenberg, 2003; Baines et al., 2009).

The servitization entails the turn of the manufacturing firms’ business model into a service-oriented
one that is focused on the value in use that the customer can obtain (Pawar et al., 2009; Baines and
Lightfoot, 2013). While the manufacturing firm turns into a capability provider, the main interest of
the customer is now the continuity of the asset’s availability and the provision of a wide array of
services over the time rather than the ownership of the product (Baines and Lightfoot, 2013). The
customer accesses to a bundle of product and services by paying according to the usage of the asset or
to the achievement of an agreed performance (Pawar et al., 2009; Baines and Lightfoot, 2013; Visnjic et
al., 2018). Furthermore, customers participate in the co-creation of the value by delivering inputs and
feedbacks in order to obtain a tailored solution (Baines et al.,, 2009). As a consequence, the
manufacturing firm is involved in long term relationships with the customers (Oliva and Kallenberg,
2003; Brax and Visintin, 2017).

Servitization brings about profound changes that make the transition hard to carry out (Martinez et
al., 2010) and the real contribution of the strategy to enhance the firm’s performance is still an open
issue (Wang et al., 2018).

Due to the relevance of the issue this paper aims to conduct an analysis of that part of the
literature that is focused on the performance of the servitized firms in order to systematize common
findings coming from the empirical works.

The paper is organized as follows. Section 2 conducts a brief review of servitization literature with a
focus on the main managerial issues. Section 3 presents the works about the impact of servitization on
firms’ performance. Thus, Section 4 presents the two main correlation models illustrating the
relationship between performance and servitization. Finally, Section 5 focuses on the role of

contingency factors that intervene on the relationship. Concluding remarks follow in Section 7.

LITERATURE REVIEW AND MAIN MANAGERIAL ISSUES

Although it is not a recent phenomenon (Schmenner, 2009; Baines and Lightfoot, 2013), scholars
actually start to deal with it only from the last decades with the important works of Vandermerwe and
Rada (1988), that coin the term servitization, and Goedkoop et al. (1999) that define the concept of the
PSS.

Since the beginning servitization is faced by different research communities coming from several

disciplines such as marketing, operations, services, management, engineering and innovation
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(Kowalkowski et al.,, 2017a). Literature is very heterogeneous (Augurio et al., 2018) and several
managerial issues and concepts are still debated.

A first issue is the classification of the servitized business models. It can be observed that the
archetypical classification of Tukker (2004) that identifies three main groups of PSSs is quite
consolidate though it could be not capable of catching all the real cases (Van Ostaeyen et al., 2013).
Strictly related to the business model issue is the classification of the industrial services. The existing
classifications focus mainly on the value proposition of services and the product-service interaction.
By focusing on the value proposition, Mathieu (2001) distinguishes the services supporting the
supplier’s product (SSP), that aim at guaranteeing the functioning of the product and the accessing of
the customer to the asset, from the services supporting the customers’ action (SSC) that support the
action of the client and are high-customized. Going to the concept of product-service interaction, this
expresses the link between products and services that are provided by the manufacturing firm.
Services are considered as more related to the product core business when their provision requires the
same capabilities that are employed to make the products. The interaction has been also evaluated by
looking at the cash flow generated by services. The cash flow of services can be either contextual or
not simultaneous to the cash flow of the product (Benedettini et al., 2017).

Another important issue is the service transition that has been conceptualized by some scholars as a
forward and unidirectional process that can be carried out either by a stepwise process (Vandermerwe
and Rada, 1988; Oliva and Kallenberg, 2003) or by adding gradually services (Baines and Lightfoot,
2013; Brax and Visintin, 2017; Benedettini and Neely, 2018). However, other works question the idea
of a linear and unidirectional transition that can be subjected to revisions and modifications
(Kowalkowski et al., 2012). Firms can implement more strategies at the same time (Kowalkowski et al.,
2015) and they can also reduce or even leave the provision of services moving back to a more product
oriented offering by carrying out processes of service dilution or deservitization (Kowalkowski et al.,
2017b; Valtakoski, 2017).

Finally, another important open issue is the financial impact of the servitization, which is the main

object of this work. The next paragraphs will face this important issue.

THE ANALYSIS OF THE PERFORMANCE

As highlighted in Section 2, scholars do not give a definitive response about the outcomes of
servitization. In fact some studies evidence that servitization improves the firms’ performance
(Homburg et al., 2002; Gebauer et al., 2010, Visnjic Kastalli and Van Looy, 2013, Crozet and Milet,
2017; Lin et al.,, 2018) while others bring to light that firms struggle to gain the expected gains
(Gebauer et al., 2005; Neely, 2008, Min et al., 2015) falling into the “service paradox” (Gebauer et al.,
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2005). Neely (2008) and Benedettini et al. (2015) show even a higher rate of bankruptcy of servitized
firms compared to pure manufacturing ones.

From literature, it emerges that servitization actually allows firms to grow in revenue and in value
(Fang et al., 2008; Kohtamaki et al., 2013b; Min et al., 2015; Bohm et al., 2017) but the profitability is
more uncertain. In some cases, the profitability ratios could have declining rates (Neely, 2008; Min et
al., 2015) or could not change at all (Augurio, 2019). In particular, the profitability of sales and assets
seems to decline during the service transition.

Due to this heterogeneity of results the studies about the outcomes of servitization are deemed as
“inconsistent” (Wang et al., 2018) or “inconclusive” (Visnjic Kastalli and Van Looy, 2013).

The different results can be explained by several reasons.

First, results depend on the different ways to measure both servitization and performance. Due to the
difficulty to obtain the share of revenue coming from services (Gebauer et al., 2012), scholars generally
measure the servitization on the basis of primary data that bring to light the strategic service
orientation degree of the organization (Homburg et al., 2002; 2003) or the emphasis put on services by
firms (Kohtamaki and Partanen, 2016). At the same time, scholars use another approach based on the
count of the number of services that are provided by firms as it emerges by the analysis of their
business description (Neely, 2008; Benedettini et al., 2017). Going to the performance, it is measured in
term of revenue/sales (Neely, 2008; Eggert et al., 2014; Kohtamaki and Partanen, 2016; Bohm et al.,
2017), firm’s value (Fang et al., 2008; Min et al., 2015) and profitability. The most common profitability
ratios are the return on sales (Gebauer et al., 2010; Suarez et al., 2013, Kwak and Kim, 2016; Souza
Junior et al., 2018), the EBITDA on total sales (Ambroise et al., 2018) and the net profit on total sales
(Neely, 2008). Finally, the impact of the servitization is also evaluated by looking at the risk of the
strategy that is measured as the number of bankrupt servitized firms (Benedettini et al., 2015).

Second, quantitative studies evidence that service strategies contribute to boost the firms’ performance
only if the servitization degree meets a certain level. The relationship between the intensity of
servitization and the performance is not linear (Fang et al., 2008; Cusumano, 2008; Kohtamaki et al.,
2013b; Suarez et al., 2013; Visnjic Kastalli and Van Looy, 2013).

Third, many internal and external factors intervene on the relationship between servitization and
performance, and each work analyzes only some of them (Zomer et al., 2017).

The next two sections will analyze in-depth the models of correlation and the contingency factors in
order to systematize thoseaspects that influence the outcome of servitization as it evidenced by

scholars in their works.
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MODELS OF CORRELATION

As told before, several works evidence that the relationship between servitization and performance
does not appear linear (Fang et al., 2008; Cusumano, 2008; Kohtamaki et al., 2013b; Suarez et al., 2013;
Visnjic Kastalli and Van Looy, 2013).

It is possible to identify two main models. One of them evidences a U-shaped correlation between
servitization and performance suggesting the idea of a strategy that needs time to pay-off because it
requires a period of settlement. In the beginning the performance could be negative for low level of
servitization, starting to increase only when an inflection point is overcome and the initial investment
starts to pay-off (Fang et al., 2008; Kohtamaki et al., 2013b; Suarez et al., 2013).

Fang et al. (2008) observe that only when the service sales account for the 20-30% of the total revenue
there is an increase in firm value. Servitization suffers the consequences of the initial organizational
changes such as the conflicts within the organization and the switch of resources from the product
business to the service business where firms lack of experience and the likelihood of failure is not low.
As the servitization advances, the experience should help firms better manage the new business and
adapt the organization.

Kohtamaki et al. (2013b) evidence an increase in the sale growth for those firms whose offering is
strongly focused on services. According to this vision servitization worth to be carried out when
manufacturing firms increase the offering of more advance and high customized solutions of services.
Suarez et al. (2013) state that in the software industry servitization pays off only if the manufacturing
firms carry out a remarkable transition as the inflection point is achieved when the share of services
account for the 56% of the total sales. The service business needs to be relevant in order to increase the
profitability.

Instead, Kwak and Kim (2016) evidence an inverted U-shape relationship in case of SMSs. SMSs
benefit from servitization only for low level of servitization because further expansions deteriorate the
profitability due to the rise of the political and transaction costs and the loss of opportunities of
investment in the product business because of the switch of resources to the service extension.

Other models bring to light more complex relationships. According to Cusumano (2008) servitized
firms in the software industry increase their performance only if services account for less than 20% of
the revenues or more of the 60%. Low level of servitization means the provision of basic services as
the maintenance. After that, further expansions of the service business deteriorate the performance
because new and more complex services such as the strategic consulting and training begin to be
provided. When services exceed the 60% of the revenues, manufacturing firms can exploit the
economies of scale and the experience to provide services more efficiently and thus the performance

improves again.
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Instead Visnjic Kastalli and Van Looy (2013) evidence a positive S-shaped correlation. In the beginning
the servitization is less costly because it is based on basic services such as spare-part activities.
However, when servitization advances firms have to augment the investments in the services business
and the profitability slows down. The advantages of the economies of scale and scope and the learning

effects can be exploited only for high level of servitization.

CONTINGENCY FACTORS

Many works have been focusing on the role of contingency factors that intervene on the relationship
between servitization and performance.

From the analysis of literature, the contingency factors can be grouped in four categories. Three refers
to internal factors such as the organizational aspects, the firm’s resources, the service portfolio while
only one concerns the external factors.

Organizational aspects

Several organizational factors are explored in literature. One of them is the degree of the service
orientation of firms that is conceived as a critical factor both at the individual and the organizational
level. The performance of servitized firms is enhanced by the development of new set of values and
behaviors among those individuals who are involved during the service transition such as the
management and the employees (Homburg et al., 2002, 2003; Gebauer et al., 2010; Kohtamaki et al.,
2015). The management commitment during the service transition is recognized to influence
positively the firms’ performance (Gebauer and Fleisch, 2007, Antioco et al., 2008; Zghidi and Zaiem,
2017). Same importance is given to the human resource that is in charge to provide services. The
activities of customer treatment (Antioco et al., 2008) and demand-side search (Zhao et al., 2017) are
necessary to guarantee a better service provision and to meet the customer satisfactions. The key role
of the human resource has pushed scholars to investigate the influence of human resource
management practices such as training, recruitment, assessment and compensation that are capable of
influencing positively the relationship between servitization and performance (Homburg et al., 2003;
Antioco et al., 2008; Kohtamaki et al., 2015; Zhao et al., 2017). These practices by improving the service
provision enhance the quality of the customer relationship and thus the profitability (Homburg et al.,
2003).

On the contrary, the impact of the choice concerning the organizational structure is less investigated
by scholars. Gebauer et al. (2010) state that the separation of the service business from the product
business does not seem to have any impact on the performance. On the contrary Oliva et al. (2012)
evidence a positive mediating effect of the separation on the relationship between managerial

commitment and firms’ financial performance.
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Finally, the firm’s size investigated by Neely (2008) intervenes on the relationship between
servitization and performance as well. In particular, servitized firms with more than 3,000 employees
experiment a reduction in profitability due to the higher costs of the human resource On the contrary,
under that number of employees, firms easily succeeds in improving their performance.

Firm’s resources

As told the service transition is not easy and its success depends on a solid initial financial condition
(Fang et al., 2008). However firms with unhealthy conditions can benefit from the existence of strong
relationships with suppliers to collect resources (Bohm et al., 2017). In fact the development of specific
network capabilities to manage interfirm relationships enhances the relationship between servitization
and sales growth because firms can access to various resources easier (Kohtamaki et al., 2013b).

As a customer centric business model, the role of the customer relationship management on the
performance has also been investigated. The relational capital, that is embedded in the relationship
between the servitized firm and its own customers and it is based on trust, respect, and friendship,
moderates the relationship between the provision of R&D services and profit (Kohtamaki et al.,
2013a). Instead the relationship between the provision of knowledge-intensive business services and
sales is enhanced by the activation of learning process and sharing of information between firms and
customers (Kohtamaki and Partanen, 2016).

Service portfolio

The outcomes of servitization are strictly linked to the composition of the service portfolio. This last is
analyzed by looking at the number of the provided services and the degree of completeness of the
provision that can be extended from basic services to complex solutions passing through intermediate
services. Scholars evidence that the increase of the breadth reduces the profitability while the increase
in completeness allows to reach a better performance by allowing the exploitation of higher margins
and a superior market value (Visnjic et al., 2012). Kwak and Kim (2016) evidence that the most
profitable services are those that provide specific solutions to meet the customer needs such as process
operation, outsourcing and technical consulting.

Other works focus mainly on the typology of services by adopting the Mathieu’s classification (2001).
Antioco et al. (2008) state that SSPs boost the service volume while SSCs can only improve the relative
product sales. Furthermore, SSPs and SSCs seem to affect revenue and profit in different ways. SSCs
directly influence both revenue and profit while SSPs act only indirectly (Eggert et al., 2014).
Furthermore, SSPs and SSCs influence positively the long-term performance according to the degree
of product R&D. The formers increase the firm’s long-term profitability in case of high intensity of
R&D activities. On the contrary, SSCs have a positive effect on the firm’s long-term profitability with

low level of innovation (Eggert et al., 2011).
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The service business has been also investigated by looking at the proximity of the service business
with the product business. According to Fang et al. (2008) closer the service business to the product
business stronger the relationship between servitization and performance. Other works evidence that
the proximity influences also the idiosyncratic risk of listed firms as well as the general exposure to
bankruptcy. In the first case, firms that add services that are close to the product business can avoid
the negative effect on the firm risk that comes from the decision of implementing servitization
(Josephson et al., 2016). In the second case, servitized firms tend to be more exposed bankruptcy when
the provision is based on services that need to be sold with the product such as retailing, distribution,
and financial services (Benedettini et al., 2015).

External factors

The relationship between servitization and performance is also affected by business sector’s specific
features (Zghidi and Zaiem; 2017). Fang et al. (2008) prove that the industrial turbulence moderates
those relationship. The outcomes of the servitization are also influenced by the level of the
development of the countries. In developing countries manufacturing firms that add services first gain

high profits (Moreno et al., 2020).

CONCLUSIONS

Some focal keys can be drawn from the conducted activity of literature review.

It is rather difficult to foresee predetermined results in front of such complexity due to the
heterogeneity of measurements, contingencies, and chosen industries. Furthermore, the performance
of the servitization is strictly linked to the intensity of the process. However, general guidance can be
drawn from the empirical works.

First, the development of service orientation is confirmed in several studies as one of the key elements
for profitability. Its implementation requires huge investments to revise the structure that need time to
be recovered. In fact firms often find the main difficulties right after the adoption of servitization or
during the phase of further expansions of the service business. In case of great organizational changes
servitization needs time to pay-off and the management should monitor especially the cost of the
human resource.

Second, the profitability depends also on the service offering. Some services are more distant from the
product business and their provision forces firms to develop new skills and competences and thus
further investments. On the contrary, other services can be provided by using the existing
competences and structures without additional investments. In this way a quicker return on
investment is possible. Regarding the profitability of service categories, works evidence that advanced

services based on strong and intense customer relationships can guarantee higher margins and the
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price models can smooth the cash flow over the time. On the contrary, basic services tend to act as a
strategic support of sales.

Third, the management of the network is considered a strategic capability to access to new resources
and thus to increase performance (Bohm et al., 2017; Kohtamaki et al., 2013b). Same for the customer
relationship that need to be nurtured on trust and a continuous information sharing (Kohtamaki et al.,
2013a; Kohtamaki and Partanen, 2016). Firms that create strong relationships with other actors easier
achieve a superior performance.

Fourth, the performance is related to the external contest that is not much studied yet and thus no
guidance can be drawn at the moment. This factor need to be more investigated.

Considering the situation of high uncertainty of results and the peculiarity of services, managers
should carry out an initial analysis of the adopted strategy in order to better plan servitization The
analysis could start from the identification of the specific features of the firm’s strategy per each of the
proposed four clusters of guidance. In this way, a sort of strategic dashboard can be used as a further
instruments to reduce the uncertainty of the performance, make the picture of the investment less

opaque and help the management to better calculate the payback period of the investment.
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ABSTRACT

Sharing of knowledge among customers can be strategic for businesses, especially if
controlled, analysed and conveyed. From this point of view, social media is a powerful tool
both for sharing knowledge among customers, but also for businesses. Moreover, there seems
to be a lack of studies regarding the factors influencing the willingness of customers to share
knowledge about products and services on online social networks The aim of this paper is to
explore the factors driving customers to share knowledge about products and services on
social media platforms. As such we provide a quantitative study testing several relationships.
We have grouped and tested 2 groups of variables, namely psychological and behavioral,
aiming to understand which key factors push the customers to share knowledge about
products and services on social media. Overall, the findings suggest that the factors that
influence most customers to share knowledge are not those related to behavior in online
platforms, but the ones related to psychological traits. This study provide both theoretical and

managerial implications

Keywords: Knowledge management, customer knowledge sharing, social media, consumer behavior.

INTRODUCTION

The current competitive environment has been defined by many as “hyper turbulent”, since it is

characterized by increasing uncertainty and growing in the speed of change (Singh et al., 2019).

The prevailing trend in this environment regards the globalization of the markets, in which companies
have to face new challenges and dynamics (Del Giudice et al., 2018). In a scenario of “digitalization”,
the introduction of new technologies fosters the exchange of ideas and knowledge between customers

but also between customers and companies (Santoro et al., 2018).

In this context, the focus of recent research streams has shifted to the centrality of “knowledge” as the
main resource for organizations, as the only source of a stable and sustainable competitive advantage

since it is harder to imitate (Van Den Hooff, 2004; Scuotto et al., 2017). In particular, the creation and
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the intra- and inter-dissemination of knowledge among different organizations are more and more

valuable activities for business (Del Giudice et al., 2017).

These studies follow the knowledge-based view (KBV), according to which knowledge is the most

strategically important resource for both competition and innovation (Grant, 1996; Kessler, 2003).

Hence, the literature suggests that value is often created through knowledge flows within the
company but also with external entities such as suppliers, partners, governments but above all
customers (Ardichvili et al., 2003). Against this backdrop, acquiring knowledge from customers allows
to improve products, to retain the customer and to build sustainable competitive advantages (Xu &

Walton, 2005).

Other studies underline the importance of sharing knowledge among customers, which can encourage
the growth of knowledge about a particular product and / or service, brands and new trends (Wu &
Sukoco, 2010), thus enhancing the overall value for the business. Therefore, this sharing of knowledge
among customers can be strategic for businesses, especially if controlled, analysed and conveyed
(Ciampi, 2014). From this point of view, social media is a powerful tool both for sharing knowledge
among customers, but also for businesses, which can analyze content shared by users and adapt
strategies (e.g. business and functional) accordingly (Neeley & Leonardi, 2018; Papa et al., 2018). In
particular, with social media platform, the relationship between customers and retailers has changed
significantly. Moreover, social media platforms have provided customers with the opportunity to
control what, when, where, and how they will interact with retailer (Lee et al., 2006). Literature
recognizes the importance of customer as a source of knowledge (Davenport and Jarvenpaa, 2003;
Rowley, 2004) and advocates the increasing value of investigating customer knowledge management
for several reasons (e.g. enhancing a company’s competitive advantage. Through the comments
posted on the social media pages of the brands, consumers continuously exchange experiences, ideas
and knowledge about products/services. Given the prominence of this social media platform,
customers interaction deserves serious attention of researchers and practitioners. However, only
limited research on customer knowledge sharing in social media platforms has been published to
date. For example, Wasko & Faraj (2005) have analyzed how individual motivations and social capital
influence knowledge contribution in electronic network. In addition, Chan & Li (2010) explored why
customers help each other in virtual communities, demonstrating that reciprocity has critical effect on
the social media communities. Lee et al. (2006) explored the factor that drive knowledge sharing
among customers in web-based discussion board. However, the mentioned studied is qualitative and
exploratory in nature. Moreover, there seems to be a lack of studies regarding the factors influencing
the willingness of customers to share knowledge about products and services on online social

networks. Therefore, this paper aims to explore the factors driving customers to share knowledge
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about products and services on social media platforms. As such we provide a quantitative study
testing several relationships. We have grouped and tested 2 groups of variables, namely psychological
and behavioral, aiming to understand which key factors push the customers to share knowledge
about products and services on social media. As a consequence, this paper tries to provide an answer
to the following question: “What are the characteristics and factors that drive customers to share knowledge

about products and services?”

LITERATURE AND HYPOTHESES

Social media are generally defined as being “a group of Internet-based applications that build on the
ideological and technological foundations of Web 2.0, and that allow the creation and exchange of
user generated content” (Kaplan & Haenlein, 2010, p. 61). Social media allow users to interact easily in

order to share content, information and knowledge with each-other (Leonardi et al., 2013).

Hence, social media is a tool to bridging people together and facilitating communication (Michaelidou

et al., 2011).

Rambe & Nel (2015) have described social media as a range of applications that bring users together in
a digital sphere. These include activities such as viewing online videos, live chatting, commenting on
other people's content, reading and sending instant messages, creating, searching for and sharing
information and knowledge, and playing virtual games (Hajli & Lin, 2016; Rambe & Nel, 2015). In fact,
the availability of these powerful platforms allows individuals to create content, unique and
identifiable profiles, status updates, publicly articulated online sites, chat rooms and related
discussions (Everson et al., 2013; Ellison et al., 2015; Eid & Al-Jabri, 2016). Moreover, social media are
tools for knowledge sharing that allow users to create or change content (Chomsky, 2012). As such,
knowledge sharing is a process of exchange of knowledge between individuals (Chen & Hung, 2010;
Chen et al., 2013). Scholars have defined knowledge sharing as “the provision of task information and
know-how to help others and to collaborate with others to solve problems, develop new ideas, or
implement policies and procedures” (Wang & Noe, 2010) and as “the communication of knowledge
from a source in such a way that it is learned and applied by the recipient”. In this context, social
media play an important role, because it facilitates knowledge sharing, and help the diffusion of
information among people and society. Thus, social media create a virtual space that supports

knowledge sharing activities (Kwahk & Park, 2016).

Social media is an important tool that make possible users to join together freely, who can exchange
information and knowledge, express review and comments about services and product in order to

ameliorate customers’ experiences (Kaplan & Haenlein, 2010; Shang et al., 2011). This sharing of
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knowledge among customers can be strategic for businesses, especially if controlled, analysed and

conveyed (Lee et al., 2006).

Therefore, customer knowledge sharing about products and services on social media can be seen as
the magnitude of knowledge flows about products and services that circulate on social media and

online platforms.

Despite these premises, the customer's behaviour in knowledge sharing is unique and therefore
difficult to decipher. This because each customer has different reasons for knowledge sharing on

social media.

The next section discusses and proposes some reasons and characteristics that lead to knowledge

sharing on social media, followed by some research hypotheses.
Informational influence

Social influence has long been recognized as an important force shaping an individual’s customer
behavior. Two primary types of social influence have been identified in the literature: informational
and normative (e.g. Bearden & Etzel, 1982; Bearden et al.,1989, 1990). Informational social influence is
“an influence to accept information obtained from another as evidence about reality” (Deutsch &
Gerard, 1955, p. 629). In the social media context, the more the people are informed with a certain
product/service and tend to accept information obtained online, the more they will share information
and knowledge. In other words, the more it is believed that pre-purchase information is important,
the more it is believed that sharing knowledge on social media is important and therefore the more

the customer will share knowledge on these platforms.

H1. The willingness to accept information obtained from another positively influences the willingness to share

knowledge about products and services in social media.
Perceived usefulness of online reviews

Perceived usefulness of online reviews (PUOR) has been defined as “the degree to which customers
believe that online reviews would facilitate their purchase decision-making process”. There is
empirical research on the effect of perceived usefulness on usage intention (Davis et al., 1989; Moon &
Kim 2001). For example, Moon & Kim (2001) argue that perceived usefulness has a significant effect on
the intention to use the Internet. Therefore, we might assume that the more the online reviews are
perceived useful, the more the customer will be willing to use social media and share knowledge on
them. In fact, a higher usage of social media could be an antecedent of knowledge sharing on social
media. In other words, the reason people share knowledge online is that they find them useful. These

arguments offer a rationale for the following hypotheses:
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H2: Perceived usefulness of online reviews is positively related to customer knowledge sharing about products

and services on social media.
Usage frequency of online reviews

Researchers on online customer behavior (e.g., Liao & Cheung 2001) suggests that there is a positive
relationship between Internet usage levels and Internet shopping. For example, Liao & Cheung (2001)
demonstrated that Singaporeans who use the Internet more often are more willing to make purchases
over the Internet. This result can be explained by the uses and gratification theory (Ruggiero, 2000).
Hence, literature suggests that customers who use more internet and social media make more
purchases online according to the gratification theory. Thus, it is reasonable to infer that those who
use more Internet make more purchases online and therefore will be more likely to make online

knowledge sharing. Thus, we propose the following hypothesis:

H3: The usage frequency of online reviews on social media is positively related to sharing knowledge about

products and services on social media.
Helping others

Customers may receive intrinsic benefits from contributing knowledge. Knowledge is deeply
integrated in an individual’s personal character and identity (Priyadarshi & Premchandran, 2019).
Self-evaluation based on competence and social acceptance is an important source of intrinsic
motivation that drives engagement in activities for the sake of the activity itself, rather than for
external rewards (Bandura, 1986). Thus, individuals may contribute knowledge in social media
because they perceive that helping others with challenging problems is interesting, and because it
feels good to help other people (Kollock, 1999). Prior research in social media suggests that
individuals are willing to contribute knowledge to others because solving problems is challenging or
fun, and because they enjoy helping others (Wasko & Faraj, 2000). The most experienced and
passionate customers of certain products and services are more willing to share knowledge and
information about those products and services because they want to share their knowledge and

experience about products and services. Therefore, we propose the following hypotheses:

H4: Individuals who enjoy helping others will contribute more to share knowledge about products and services

on social media.
Customer Susceptibility to Interpersonal Influence

Customer susceptibility is defined as the tendency to learn about products and services by seeking
information from others (Bearden et al., 1989). Scholars in customer research have documented the

effect of interpersonal influence upon individual decision processes (Cohen & Golden, 1972).
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Customers highly susceptible to interpersonal influence have been shown to be more influenced by
others when making purchase decisions (Schroeder, 1996). Customer susceptibility can be utilized in
the context of social media. An individual with a greater propensity to be influenced by others in
social media platform, is likely to share experience and information in social media than an individual

who is less susceptible to influence.
Thus, we propose the following hypothesis:

H5: Customer susceptibility to interpersonal influence is positively related to customer knowledge sharing about

products and services on social media.
Social Bond and Subjective Happiness

The social bonds that social media members establish with others and the individual enjoyment
represent customers' experiences through online interactions. Wikstroim et al. (2002) suggest that
customers need social space in which they can feel close, safe, and happy through social interactions.
Social media interactions offer intimate social support (Rheingold, 1993) that facilitates problem
solving. Literature suggests that customers who receive social support tend to be grateful and
demonstrate reciprocating behaviors to demonstrate their appreciation. Similarly, Wasko & Faraj
(2005) show that people with high strong social bonds contribute more to the development of virtual
community by helping other members, such as sharing knowledge and information with them.
Subjective happiness also affects reciprocating intentions. According to Martocchio & Webster (1992),
happiness (which they call playfulness) involves a subjective interaction experience such as pleasure
and involvement with the computer. According to Dholakia & Bagozzi (2006) people are more willing
to participate in online communities if they have positive emotions of happiness and delight, and the
technology acceptance model demonstrates that enjoyment is a critical intrinsic benefit that
strengthens users' positive attitudes toward using computer technology (Koufaris, 2002). Moreover,
people who experience enjoyment from a network are more likely to contribute resources to that

network (Wasko & Faraj, 2005).

In a nutshell, customers who gain resources (the social support and enjoyment) through the
experiential route of social media interactions are more likely to reciprocate and share knowledge

within the social media community.

H6. The strength of social bonds that customers establish in the social media community positively influences

the willingness to share knowledge about products and services in social media.

H7. The extent of individual enjoyment that customers experience in the community positively influences the

willingness to share knowledge about products and services in social media.
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Reciprocity

According to Wasko & Faraj (2005) knowledge contribution is facilitated by motivation, structural
capital, cognitive capital and relational capital. Relational capital exists also when people trust others
within the collective (Putnam, 1995). Members of a community contribute helping other members,
even strangers, simply because everyone is part of the collective and all have a collective goal
orientation (Leana & Van Buren, 1999). One dimension of relational capital is reciprocity (Wasko &
Faraj, 2005). Reciprocity is when individuals usually reciprocate the benefits that receive from others
(Shumaker & Brownell, 1984). Prior research indicates that knowledge sharing in social media is
facilitated by a strong sense of reciprocity —favors given and received —along with a strong sense of
fairness (Wasko & Faraj, 2000). Indeed, people note that if they receive help from others (or draw from
the public good), then it would be fair to help others (contribute to the public good) (Wasko & Faraj,
2000). Thus, when there is a strong norm of reciprocity in the collective, individuals trust that their
knowledge contribution efforts will be reciprocated, thereby rewarding individual efforts and

ensuring ongoing contribution. This leads to the following hypotheses:

HS: Individuals guided by a norm of reciprocity will be more willing to share knowledge about products and

services on social media.

METHODOLOGY

Data, sample and variables

A quantitative method involving a survey approach to test our research hypotheses and give an
answer to the research question was chosen. Data was collected using an online platform in order to
reach a wide range of respondents. Before sending the questionnaire, a pre-test was done with a
random sample of 10 people who accepted to participate in such a test. Accordingly, the questionnaire
was amended to make all the questions clearer. Respondents were informed that the purpose of the

research was to “explore customers’ knowledge sharing attitudes on social media”.

Then, the questionnaire was sent via email and through social media to different areas of Italy, which
is the context of analysis, in order to find a heterogeneous sample. In total, we received 204 responses
from Italian customers between May 2019 and July 2019. The questionnaire was developed in Italian
and authors translated the questions taken from the literature. We therefore employed the translation-

back translation procedure suggested by Van de Vijver et al. (1997) to ensure consistency.

Respondents were told that their responses would remain anonymous and confidential. All the

questions and variables were taken from the literature (Table 1 and Appendix).
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Table 1. Variables

Variables Explanation Role Reference

CKS 4 items / 5-point Likert scale Dependent variable | Munar &  Jacobsen
(2014)

Age Age in years Control variable Balabanis & Siamagka
(2017)

Gender 0 if female; 1 if male Control variable Balabanis & Siamagka
(2017)

Educational 0 if he/she is not graduated; 1 if he/she is | Control variable Balabanis & Siamagka

background graduated or has a doctorate (2017)

Posted online

Dummy variable

Control variable

Punj, G. N. (2013)

review Y/N

Posted Average number of reviews per month Control variable Ridings, Gefen, &

reviews Arinze (2006)

INFO 4 items / 5-point Likert scale Independent Mangleburg et al,
variable (2004)

Helping 3 items / 5-point Likert scale Independent Wasko & Faraj (2005)
variable

Reciprocity 1 item / 5-point Likert scale Independent Wasko & Faraj (2005)
variable

Social Bond 3 items / 5-point Likert scale Independent Chan & Li (2010)
variable

csi 3 items / 5-point Likert scale Independent Parké& Lee (2009)
variable

PUOR 3 items / 5-point Likert scale Independent Park & Lee (2009)
variable

UFOR 3 items / 5-point Likert scale Independent Park & Lee (2009)
variable

Subjective 3 items / 5-point Likert scale Independent Lyubomirsky & Lepper

Happiness variable (1999)

Finally, we included several control variables, such as respondents’ age, gender, educational

background, posted online review Y/N and numbers of review per month, which were taken from the

literature (Ridings et al., 2006, Punj, 2013, Balabanis & Siamagka, 2017).
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Preliminary assessments of scales

The items and variables were assessed for validity via confirmatory factor analysis (CFA) using SPSS
software. We ran a CFA using principal component extraction with varimax rotation for the following
variables: customer knowledge sharing (CKS), informational (INFO), helping, social bond (SB),
customer susceptibility to interpersonal influence (CSII), perceived usefulness of online reviews
(PUOR), usage frequency of online reviews (UFOR), subjective happiness (SH). For the SH variable,

after the CFA analysis an item was removed because it was not consistent.

FINDINGS

We implemented four regressions models to test the hypotheses (Khlif & Guidara, 2018; Papa et al.,
2018), starting from the sole control variables in Model 1. Model 2 adds all the independent variables
which has the following effects on the dependent variable: for the variables UFOR, reciprocity, SB and
SH we found a positive and significant effect on the dependent variable, allowing us to accept HPs 3,
5, 6, 7. By contrast, for the other variables PUOR, CSII, helping and INFO we found a non-significant
effect, thus HPs 1, 2, 4, 8 are not supported. Furthermore, in order to see potential changes in the
findings, we divided the independent variables in 2 different categories named “behavior in online
platform” which includes INFO, PUOR, UFOR and the “psychological traits” which includes Helping,
CSII, SH and reciprocity. In Model 3 we added to control variables and all the “behavior in online
platform” variables, and we found a non-significant effect for all the variables. This means that the
variable UFOR loses its strength. In Model 4 we test the “psychological traits” variables, in which the
effect is positive and significant for the following variables: CSII (0,230***), SB (0,367****), SH (,130**)

and reciprocity (,197***). The only variable with a non-significant effect in Model 4 is Helping.

Table 3. Regressions Models

Model 3
Model 4
Variables Model 1 Model 2 (behaviour in
(psy. traits)
online platform)

Age -122(,092) ,052(,370) -,011(,038) ,028(,626)
Gender ,050(,472) ,017(,752) ,063(,330) ,023(,684)
EDU. BACK. -,049(,489) -,075(,160) -,041(,532) -0,81(,136)
Posted online review
,220(,004) ,173(,003) ,167(,019) ,196(,001)
Y/N
Posted review ,359(,000) ,261(,000) ,377(,000) ,260(,000)
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INFO -,019(,780) ,071(,339)

PUOR - 165(,154) ,002(,989)

UFOR ,242(,030) ,157(,240)

Helping ,071(,238) ,094(,114)
CsI ,062(,371) ,230(,001)
SB ,376(,000) ,367(,000)
SH ,112(,044) ,130(,022)
Reciprocity ,169(,015) ,197(,003)
R? ,225 ,603 ,366 ,572
Adjusted R? ,201 ,567 ,330 ,544
F-value 9,380%*** 16,620%*** 10,120%*** 20,940%**

Notes: *p<0.10; **p<0.05; ***p<0.01; **** p<0.001
Source: own elaboration
Overall, the findings suggest that the factors that influence most customers to share knowledge are

not those related to behavior in online platforms, but the ones related to psychological traits. In fact,
CSII has a positive effect on CKS, which means that the customer shares information on social media
when he/she tends to consider others” opinions when buying products/services. In addition, we have
identified that the more a customer has strong ties with other members on social media, the more
he/she will tend to share information with them, believing their participation in social media to be of
key importance to other members. An interesting result that has emerged is that customers who are
more self-confident and trying to enjoy life are more willing to share experiences and information on
social media. Moreover, reciprocity plays an important role in the CKS, in fact if a customer knows
that other members will help him/her, he/she thinks that it important to help other members and help
the whole community. Contrary to expectations, the enjoyment of helping others in shopping
activities in social media is not related is not a key factor that drive consumer to share knowledge in
social media.

If “psychological” variables confirm our hypotheses, all the “behavioral” variables do not, except for
one. Indeed, only for the UFOR variable we found a significant effect on CKS. This means that the
more customers consult online reviews and the more they are willing to share knowledge about
products and services on social media. Customers who do the most knowledge sharing are those who
read so much online but don't necessarily think that all reviews are useful. In addition, we found that
the attitude of asking for information about products/services before buying or to be influenced by

friends is not an antecedent of knowledge sharing on social media platforms.
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DISCUSSION

Literature has shown growing interest in social media and knowledge sharing tools (Hajli & Lin, 2016;
Rambe & Nel, 2015; Papa et al., 2018). However, there seems to be a lack of studies regarding the
factors influencing the willingness of customers in sharing knowledge about products and services on
online social media. For example, Lee et al., (2006) explored the factor that drive knowledge sharing
among customers in web-based discussion board. However, the mentioned studied is qualitative and
exploratory in nature and do not focus on knowledge about products and services. Therefore, to
bridge this gap, this paper wants to explore what factors drive customers to share knowledge about
products and services on online social networks. As such we provide a quantitative study testing
several relationships. In doing so, we have explored the relationship between factors related to
psychological and behavioral characteristics and customer knowledge sharing about products and

services on social media.

IMPLICATIONS AND CONCLUSION

Our findings help us to provide additional implications for the current theories. First, we contribute to
the literature on knowledge management and knowledge sharing (Del Giudice & Della Peruta, 2016;
Del Giudice et al., 2017; Scuotto et al, 2017), underlining the importance of online customer
knowledge sharing on social media, which is related to the sharing between customers that brings
value to the company and its brands. Second, we add to the “consumer knowledge sharing” stream of
literature (Lee et al., 2006) by indicating that there is a positive relationship between psychological
traits of customers in social media behavior and the customer knowledge sharing. More specifically,
we suggest that bonds between people play an important role. In fact, when a person has many
"virtual" relationships, they tend to share more information/experience on social media about
products/services they are familiar with or have already purchased. Moreover, our data confirm that
people are more willing to participate in online communities if they have positive emotions of
happiness and delight (Dholakia & Bagozzi, 2006) and are also more willing to share information
about products and services. Moreover, confirm that knowledge sharing in social media is facilitated

by a strong sense of reciprocity.

Our findings help us to propose some managerial implications, especially for marketing managers.
The proliferation of web-based platform brings tremendous impact on the retail industry (Lee et al.,
2006). In particular, the explosion of social media platform, and in particular the possibility to sell
directly through this platform (e.g. Instagram) provides retailers with wider opportunities to gain
specific information of customers. In addition to the descriptive knowledge of customers, brands now

can gain insights from the conversations or experience shared among customers in social media
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platform, specifically in their social media pages. This knowledge is particularly important for brands
and retailers to take competitive advantage over their competitors. Moreover, it is useful to
comprehend what drives customers to share their knowledge in social media platforms. This
quantitative study has identified some key elements of customer knowledge sharing in social media
conversations. Building upon the findings of this study, we provide some generic guidelines for social
media manager and retailers for promoting customer sharing in social media pages. For example,
regarding our variable “enjoyment of helping”, social media manager goal should be to raise the level
of enjoyment that the contributors experience as they help others. To reach this goal, social media
managers should focus on enhancing and encouraging knowledge sharing. For example, rewarding
those who share more knowledge or highlighting the most relevant comments. Another example
should be related to the key element of reciprocity. In fact, social media manager should raise
perception of reciprocity in the social media conversations, trough recognition mechanism, where they

can get recognized for their expertise during their participation and contribution (Lee et al., 2006).
g g P g p p
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ABSTRACT

Nowadays, everything evolves with the help of technology. We live in a society with a high
degree of adoption of new technologies, trade is present everywhere, and companies have
passed the period when trade is practiced only in physical stores; is now looking for new
opportunities to grow its business and satisfy customers by offering the easiest ways to
purchase products. One of these growth opportunities is represented by mobile payment
services that can bring businesses a major advantage on the market, both through ease of
payments and by reducing cash costs. The research methodology is qualitative; a number of
resources currently available in the field will be researched, and the technical experience in the
integration of mobile payment systems will be helpful in presenting the payment system
models. This paper presents the advantages of mobile payments (comfort, numerous use cases,
compatibility with other platforms, increased security and data confidentiality, flexibility,
speed in processing or lack of human error), as well as the essential features they have and
differentiate on the market (simplicity, universality, security, costs, speed, interoperability,
global payments). Also, below will be presented the most common payment models depending

on the number of actors involved.

Keywords: payment systems, mobile payments, payment models, mobile payment services

INTRODUCTION

Payments have always been one of the main components of trade. Since then, the ways in which
payments are made have constantly evolved and taken various forms. Whether we are talking about
product-to-product exchanges, metal coins or paper banknotes, bank accounts or electronic wallets, the
method of payment has become easier and easier, offering people various possibilities.

Mobile payments can be defined as "payments for goods, services and invoices with a mobile device
using wireless and other communication technologies" (Dahlberg, et al., 2008). A similar definition is
provided in (Pousttchi, 2008) and involves "the authorization or completion of payment processes

through mobile communication techniques and devices".
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In the usual sense, mobile payments represent the use of mobile devices to make the payment of the
value of purchased goods and services, either online on the seller's website or through the mobile
application or at a POS terminal. There are many ways in which payment can be initiated, among them
we can list SMS, mobile application, browser, NFC or QR Code (Medici, 2018).

Over the last decade, payment methods have developed at a fast pace, stimulating trade growth by
facilitating payments and offering new payment methods. Thus, from bank accounts and deposits,
credit cards and checks, electronic payments have entered a new stage represented by electronic
payments through mobile devices. Thus, electronic payments are developing with new providers and
payment platforms, and as consumer behavior evolves, the concept of omnicommerce (payment by the
same method, regardless of whether the purchase occurs in the store, online or through a mobile
device) becomes more and more present, increasing the need for small retailers to adapt to the market
by providing fast and secure payment solutions, and accepting mobile payments, helps increase

customer satisfaction.

Debit Card
o

Mobile
Payments
/ eWallet

Credit
Card

® Cash

Figure 1. Utilization rate statistics for payment types (VUBO Ltd, 2020)

The graph shown in Figure 1 presents the evolution of the utilization rate of various types of payments
in the period 2018-2022 worldwide. Thus, we notice that the utilization rate of mobile payments has an
increasing trend; at the same time, the cash utilization rate decreases (mobile payments will double in
volume over the next 5 years, and the share of cash will be reduced by half). We can also see a steady
increase in the use of debit and credit cards, but much smaller than the percentage increase in the use of
mobile payments.

The first part of this paper presents electronic payments, the forms they can take, as well as a series of
statistics that highlight their importance in society. Next, the advantages of mobile payment systems
will be presented; due to these advantages, mobile payment systems have become increasingly

popular, becoming widely used and having the potential to grow rapidly.
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The third part presents the characteristics of mobile payment systems, as well as the most used models
currently on the market. It should be noted that in the process of integrating mobile payment systems
into various services, the requirements of market regulators must be considered.

The last part presents the conclusions of this paper and will create the necessary context for future

research in this field of perspective, which is developing rapidly in all geographical areas of the world.

LITERATURE REVIEW

With an increasing number of users of smart devices and mobile payments, payment engines like
Samsung Pay, Pay Android, Apple Pay, PayPal will grow ever faster. Among the significant mobile
payment service providers, smaller providers are beginning to emerge, but with great growth potential
that offer various application programming interfaces (APIs) or standard development kits (SDKs) that
can be implemented by developers within mobile applications to provide a fast, easy and secure
payment experience for users.

Mobile payments can be divided into 2 main categories: micropayments (worth less than 10 euros, for
example small purchases or a ticket for public transport) and macro payments (worth more than 10
euros, for example online purchases). Thus, micropayments can be made directly via SMS sent from the
mobile phone; sellers avoid debit / credit card payments because of high commissions. Macro-
payments are a major challenge for electronic payments providers due to the high security required to
prevent fraud (Liebana, et al., 2014).

Mobile payments can also be divided into two categories: daily shopping or bills. For purchases, mobile
payments compete with or supplement cash, debit cards, credit cards, or checks, while in the case of
invoices, they typically provide access to account-based payment instruments, such as money transfers,
Internet Banking or Mobile Banking, direct debit or receiving e-invoices (Dahlberg, et al., 2008).
Looking ahead, a number of factors will continue to positively influence the evolution of mobile
payments and the growing decline of traditional payment instruments. Thus, the increase of the
number of mobile devices and users worldwide is the most important factor; the generations Z (18-24
years old) and millenials (25-34 years old) will contribute to the growth of the mobile payments
industry.

The mobile payments industry will revolutionize the way payments will be made as new technological
innovations such as wearables, biometrics or blockchain technology develop. Increasing the number of
portable devices such as watches, rings or other accessories equipped with NFC technology to make
payments increasingly simple just by bringing objects closer to a POS terminal, even without an
internet connection (VUBO Ltd Reading, 2018). One of the recent examples is the 2018 Winter Olympics

where VISA offered viewers payment-enabled gloves and prepaid stickers (they have the potential to
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turn any object into a payment device). Biometric payments are also an innovative technology that will
revolutionize the mobile payments industry. Biometric payment systems analyze the biological
characteristics of the individual, such as DNA, facial features or fingerprint. Due to the security and

convenience of biometrics, it will replace traditional digital identification systems on a global scale.

METHODOLOGY

This paper carries out a qualitative research based on the study of diversified resources in the field of
mobile payments, the opportunities and development possibilities they offer, as well as the interaction
of mobile payment systems with other information systems; a series of resources presented at various
conferences in the field, articles published in international journals or resources published on various
web platforms dedicated to research (ResearchGate.net, Academia.edu, etc.) will be analyzed. It also
capitalizes on the practical experience gained in researching mobile payment systems and how they can

be integrated into mobile applications.

ADVANTAGES OF MOBILE PAYMENTS

Mobile payments have become increasingly simple and familiar to users; thus, by means of simple
swipes, approaches or touches, they can make the payment of the desired products in a short time.
Also, the implementation of mobile payment systems is simple for companies of all sizes through POS
systems, smartphones or tablets; installation time is minimal and allows for rapid development, and for
online merchants, the integration of electronic payment systems has become one of the mandatory
requirements in terms of user experience.

According to Information Systems Audit and Control Association (ISACA) (ISACA, 2011), mobile
internet development encourages consumers to use smart devices for trading purposes (online
commerce, transfers or payments through a banking service or application, contactless payments, e-
wallets, etc.). In the source (Report, 2008) is presented the idea that the development of digital
payments has influenced the emergence of electronic wallets, the tool capable of storing payment
means, loyalty vouchers, coupons and other facilities. Mobile payments also encourage users'
consumer-oriented behavior due to their ease of payment and avoidance of lack of cash at the time of
purchase. Thus, by implementing mobile payment systems, companies increase their revenues
naturally, avoiding situations where lack of cash is a problem. (Lowry, 2016).

In the literature, the advantages of mobile payments are analyzed in various papers. Thus, Chen and
Nath (Chen & Nath, 2008) lists among the most important advantages the comfort of the transaction,
the compatibility between systems, security and confidentiality. Shin also found in a study on mobile

wallets (Shin, 2009) that, in addition to high security, social influence and trust is an advantage for
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users, and the study (Yang, et al., 2012) presents as important advantages of mobile payments social
influence, low risk, compatibility between systems or high degree of innovation. Phonthanikitithaworn
and Fong (Phonthanikitithaworn, et al., 2015) also presents the advantage of low costs as an important
factor in the adoption of mobile payments.

From the point of view of companies that implement mobile payment services, they bring them a
number of major benefits, including the rapid execution of transactions, the reduction of human error,
the increase in cash flows or the reduction of labor costs.

In terms of speed of transactions, it saves time because the payment data of the card or mobile device is
read automatically, without human interaction, and they are sent to the payment processor to be
processed or to various resources management systems within the company.

The lack of the human element in the trading process reduces the risk of possible errors such as
duplicate data entry or incomplete / incorrect entry, and possible subsequent interventions on the data
even lead to financial losses for the company to locate and correct errors.

Regardless of the company's level, the cash flow is one of the central elements on which it is based and
in the absence of which it cannot honor its obligations to third parties (suppliers, employees, tax
institutions, etc.). Thus, through fast transaction processing and further processing in an ERP system,
companies become agile and can find out exactly, at any time, the liquidity they have and can make
operating decisions based on accurate data so that it works as efficiently as possible.

The integration of mobile payment systems helps to reduce labor costs by automating in-company
processes that were previously performed by employees. Also, the possible costs for training the
employees who will process the payments are reduced or avoided.

In the source (GPK Retail, 2017), GFK Retail presents important advantages of mobile payments
processing speed, increased security and flexibility. It also notes that contactless mobile payment
systems can be integrated with any POS device that has mobile connectivity.

In terms of processing speed, it contributes to increasing both customer satisfaction and increasing the
processing power of a large number of transactions in the shortest possible time. Payment data security
is also one of the challenges to mobile payments so that the risk of security incidents is minimized.
Payment engines such as Apple Pay or Android Pay use complex encryption and identification
technologies so that payment authorization is performed without exposing customer account details
and even in the event of a cyber attack, customer data is secure. Through flexibility, GFK Retail defines
the possibility of integration with other sales programs, such as loyalty programs, and allows the
distribution of transaction data between systems.

In addition to processing speed and convenience of electronic payments, the source (Kasavana, 2017)

mentions as advantages the potential increase in revenues from the sale of products or services,
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increased customer satisfaction and the avoidance of fraud compared to traditional payments. Like
remote mobile payments, mobile payments via NFC technology have the advantage of increased
security because customer account information is not directly exposed, it is encrypted and can only be

read in close proximity to the reader.

FEATURES OF MOBILE PAYMENT SYSTEMS

At present, people have the opportunity to choose between different payment methods, either directly
through a banking institution, through the mobile network operator or through independent payment
systems. Thus, there is a wide range of mobile payment solutions using SMS (Short Message Service),
USSD(Unstructured Supplementary Service Data), WAP(Wireless Application Protocol) or NFC (Near
Field Communication).

Mobile payment services, in order to be accepted by users and currently used by them, must have a
number of essential features. These include: simplicity, usability, universality, security, privacy, low

cost and high speed (Carr, 2007).

Feature Description

Simplicity and | The application must be user-friendly, intuitive without requiring a period of learning.

usability The user can also customize different functions of the application or save different
preferences.

Universality The payment service must make the payment either between users (C2C), between a

user and a business (B2C) or between businesses (B2B). The payment service must be

available to perform both micropayments and macropayments.

Security and privacy | The service must be able to keep customer information secure. It must also maintain the
confidentiality of transactions (payments must remain anonymous, as well as cash
transactions) and save their history for future reference. The system must withstand

cyber attacks by including various security methods.

Costs The cost of payment must not be higher than the cost through other systems.
Speed Payments between the actors involved must be made within an acceptable time frame.
Interoperability The payment system must be able to interact with other similar mobile payment

systems in the same country or abroad.

Global payments The system must be available for cross-border payments.

Table 3. Features mobile payment services
Within the entire process involving the use of electronic payments, a number of actors (customer, seller,
telecom operator, regulatory institutions, etc.) intervenes directly or indirectly; their involvement is
more or less obvious in day-to-day transactions. The electronic payment process can be divided into 4

levels, depending on the actors involved (Figure 2).
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eclient
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Network level ethe telecommunications operator

edevice manufacturer
esoftware manufacturer
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eNational Bank
eGovernment

Level of supervision

Figure 2. Levels of the electronic payment process

Thus, according to Figure 2, the factors directly involved in the process of making an electronic
payment are the customer who wants to make the payment, the intermediary financial institutions,
respectively the seller. As technical intermediaries, the telecommunications operator (network level)
and the manufacturers of software and smart devices (technical level), respectively the National Bank
as supervisor of financial operations intervene.

The purpose of payments is to transfer the monetary value from the payer to the seller (Peiro, et al.,
1998). The actors directly involved in the payment are identified at the first level, and the type of
payment varies depending on the number of participants involved. Payment models can be defined
based on this number.

The literature presents a series of payment models depending on the number of actors involved. For
this research, 3 of them are relevant: the model with 4 actors involved, the model with 3 actors
involved, respectively the model with 2 actors involved.

The model with 4 actors involved (Four-party mobile payment model (Peiro, et al., 1998)) contains 4
actors directly involved, among which we have the payer, the beneficiary, the issuer (representative of

the payer), the acquirer (representative of the beneficiary) (Figure 3).

XD XD XI0D T

Figure 3. Four-party mobile payment model

The model based on 3 actors involved (Three-party mobile payment model (Ham, et al., 2002)) presents
the exchange of information related to transactions between 3 actors: client, seller, financial institution

(Figure 4).
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Financial
institution

Figure 4. Three-party mobile payment model

From a theoretical point of view, the model involving 3 actors is much more efficient if we analyze the
costs. In a model with 4 actors, both the issuer and the acquirer have their own set of commissions.
Also, in the model based on 3 actors, the advantage also consists in the fact that they offer a much
simplified payment method and are less expensive in the case of international payments.

Model based on 2 actors (Two-party mobile payment model — Figure 5) is the simplest and involves
only 2 actors: the client and the financial sector; Mobile Banking or online banking platforms can be

concrete examples of implementation.

Client Financial sector

Figure 5. Two-party mobile payment model

The common feature of these 3 models is that the information (payment request, monetary value) is
transmitted between 2 parties involved, and the model based on 2 actors can be extended to any other
transaction.

Depending on how the payment is made and the technologies used, mobile payment solutions can be
based on your bank account, credit card or telecommunications provider's invoice.

Mobile payments based on bank accounts are based on the debit of the user's account at the time of
payment and the crediting of the seller's account. The user's bank account is often associated with a
telephone number; in this situation, collaboration between financial institutions and
telecommunications operators could benefit both parties by increasing the number of transactions and
amounts processed.

Credit card transactions have a similar mode of operation to the model based on bank accounts, the
amount being credited to the seller's account. The credit card number also corresponds to a phone
number. The disadvantage of this model is the level of credit card spread in that area and only those

users will be able to use this payment solution.
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Transactions based on the telecommunications provider's invoice are based on the use of the mobile
phone by the buyers for various payments, and the costs are transmitted by the telecommunications
provider. This model can be implemented either by prepayment or by subsequent payment of the

invoice.

CONCLUSIONS

Today, electronic payments are one of the most commonly used services by people. Thus, the average
annual increase of 10% in electronic payments demonstrates that it is one of the services that bring real
benefits to people and paves the way for new ways of managing money and interacting with financial
institutions through alternative technologies. We also find that mobile payments can be integrated into
a wide variety of applications, from e-commerce, payments and bank transfers to integration with IoT
devices and other emerging technologies.

The way mobile payments have developed and been adopted by people is mainly due to the
advantages and innovations they bring, among which we can list ease of use, integration into various
complex IT solutions, high security, confidentiality, low transaction costs or social influence. In
addition to the advantages presented, mobile payments are the basis for the implementation of
electronic wallet products and payments through NFC technology; it is also the basis for payments via
IoT devices such as wearables, bracelets, smart home systems, etc.

In order to optimally operate and facilitate the payment process through mobile devices, payments are
made through a variety of technologies, including SMS (Short Message Service), USSD (Unstructured
Supplementary Service Data), WAP (Wireless Application Protocol) or NFC (Near Field
Communication). Mobile payments also involve the interaction of different actors at different levels.
Thus, we have as direct participants the client, the beneficiary and the financial institution that
mediates the transaction, and in addition to these we also have actors such as telecommunications
providers, hardware and software manufacturers or regulatory institutions. Also, a series of models
based on 2,3 or 4 actors involved are usually used, each of these models being used in practice
depending on the specific context (for example, the model based on 2 actors is used in the use of
applications mobile banking or online banking).

Globally, there are a large number of payment service providers (PSPs), or services developed by large
companies such as Amazon, Google, Alibaba, but also lesser known services, but with great potential
for development (Stripe, Braintree, etc).

Considering all the aspects analyzed and the conclusions formulated, mobile payments are currently

one of the services in development, with great potential for growth and innovation.
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Continuing this research, I propose to make a prototype application that integrates mobile payment
systems. Based on this prototype, I will measure the impact that mobile payment systems have on

individual users, as well as how their experience can be improved by adding new features.
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ABSTRACT

Nowadays, everything evolves with the help of technology. We live in a society with a high
degree of adoption of new technologies, trade is present everywhere, and companies have
passed the period when trade is practiced only in physical stores;it is now looking for new
opportunities to grow its business and satisfy customers by offering the easiest ways to
purchase products. One of these growth opportunities is represented by mobile payment
services that can bring businesses a major advantage on the market, both through ease of
payments and by reducing cash costs. The research methodology is qualitative; a number of
resources currently available in the field will be researched, and the technical experience in the
integration of mobile payment systems will be helpful in presenting the payment system
models. This paper presents the advantages of mobile payments (comfort, numerous use cases,
compatibility with other platforms, increased security and data confidentiality, flexibility,
speed in processing or lack of human error), as well as the essential features they have and
differentiate on the market (simplicity, universality, security, costs, speed, interoperability,
global payments). Also, below will be presented the most common payment models depending

on the number of actors involved and the implications of mobile payments.

Keywords: payment systems, mobile payments, payment models, mobile payment services

INTRODUCTION

Payments have always been one of the main components of trade. Since then, the ways in which
payments are made have constantly evolved and taken various forms. Whether we are talking about
product-to-product exchanges, metal coins or paper banknotes, bank accounts or electronic wallets, the
method of payment has become easier and easier, offering people various possibilities.

The purpose of this paper is to research payments through mobile devices and deepen their
implications in the digital economy. Currently, the digitalization of economic activity and its transition
to mobile devices offers a lot of research opportunities, both on the technological side and in terms of

how these changes impact society and end users.
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The objective of the paper is to offer a broad perspective on the state of knowledge up to the present
moment in the field of mobile payments and to create the necessary context for future research in this
field. Thus, it is pursued to present the advantages, characteristics and models of electronic payments,
as well as the implications of mobile payments in the digital economy. As we know, mobile payments
are a vast field of knowledge, increasingly present in everyday life and requiring in-depth analysis so
that it is the starting point for further research on the impact of mobile payments on users and how
they can be integrated into fintech applications.

Mobile payments can be defined as "payments for goods, services and invoices with a mobile device
using wireless and other communication technologies" (Dahlberg, et al., 2008). A similar definition is
provided in (Pousttchi, 2008) and involves "the authorization or completion of payment processes
through mobile communication techniques and devices".

In the usual sense, mobile payments represent the use of mobile devices to make the payment of the
value of purchased goods and services, either online on the seller's website or through the mobile
application or at a POS terminal. There are many ways in which payment can be initiated, among them
we can list SMS, mobile application, browser, NFC or QR Code (Medici, 2018).

Over the last decade, payment methods have developed at a fast pace, stimulating trade growth by
facilitating payments and offering new payment methods. Thus, from bank accounts and deposits,
credit cards and checks, electronic payments have entered a new stage represented by electronic
payments through mobile devices. Thus, electronic payments are developing with new providers and
payment platforms, and as consumer behavior evolves, the concept of omnicommerce (payment by the
same method, regardless of whether the purchase occurs in the store, online or through a mobile
device) becomes more and more present, increasing the need for small retailers to adapt to the market
by providing fast and secure payment solutions, and accepting mobile payments, helps increase
customer satisfaction.

The graph shown in Figure 1 presents the evolution of the utilization rate of various types of payments
in the period 2018-2022 worldwide. Thus, we notice that the utilization rate of mobile payments has an
increasing trend; at the same time, the cash utilization rate decreases (mobile payments will double in
volume over the next 5 years, and the share of cash will be reduced by half). We can also see a steady
increase in the use of debit and credit cards, but much smaller than the percentage increase in the use of

mobile payments.

Business Theory and Practice ISSN: 2547-8516
Across Industries and Markets ISBN: 978-9963-711-89-5



13th Annual Conference of the EuroMed Academy of Business 124

Debit Card
il

Mobile
Payments
/ eWallet

Credit
Card

® Cash

Figure 6. Utilization rate statistics for payment types (VUBO Ltd, 2020)

The first part of this paper presents electronic payments, the forms they can take, as well as a series of
statistics that highlight their importance in society. Next, the advantages of mobile payment systems
will be presented; due to these advantages, mobile payment systems have become increasingly
popular, becoming widely used and having the potential to grow rapidly.

The third part presents the characteristics of mobile payment systems, as well as the most used models
currently on the market. It should be noted that in the process of integrating mobile payment systems
into various services, the requirements of market regulators must be considered.

The next chapter is dedicated to the implications of mobile payments in the digital economy. Thus, the
implications on the users, the financial environment, at macroeconomic level will be presented. Also,
we will present some factors that influence their development.

The last part presents the conclusions of this paper and will create the necessary context for future

research in this field of perspective, which is developing rapidly in all geographical areas of the world.

LITERATURE REVIEW

With an increasing number of users of smart devices and mobile payments, payment engines like
Samsung Pay, Android Pay, Apple Pay, PayPal will grow ever faster. Among the significant mobile
payment service providers, smaller providers are beginning to emerge, but with great growth potential
that offer various application programming interfaces (APIs) or standard development kits (SDKs) that
can be implemented by developers within mobile applications to provide a fast, easy and secure
payment experience for users.

Mobile payments can be divided into 2 main categories: micropayments (worth less than 10 euros, for

example small purchases or a ticket for public transport) and macro payments (worth more than 10
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euros, for example online purchases). Thus, micropayments can be made directly via SMS sent from the
mobile phone; sellers avoid debit / credit card payments because of high commissions. Macro-
payments are a major challenge for electronic payments providers due to the high security required to
prevent fraud (Liebana, et al., 2014).

Mobile payments can also be divided into two categories: daily shopping or bills. For purchases, mobile
payments compete with or supplement cash, debit cards, credit cards, or checks, while in the case of
invoices, they typically provide access to account-based payment instruments, such as money transfers,
Internet Banking or Mobile Banking, direct debit or receiving e-invoices (Dahlberg, et al., 2008).
Looking ahead, a number of factors will continue to positively influence the evolution of mobile
payments and the growing decline of traditional payment instruments. Thus, the increase of the
number of mobile devices and users worldwide is the most important factor; the generations Z (18-24
years old) and millenials (25-34 years old) will contribute to the growth of the mobile payments
industry.

The study (Karjaluoto, et al., 2019) performs an analysis on the adoption and use of contactless mobile
payments (CMP). Compared to other previous studies, it analyzes the factors that influence the
intention to use mobile banking applications or other mobile payment applications. In this sense, the
model is built on the analysis of concepts such as perceived risk, brand involvement, overall
satisfaction or continuous use of contactless mobile payments.

The mobile payments industry will revolutionize the way payments will be made as new technological
innovations such as wearables, biometrics or blockchain technology develop. Increasing the number of
portable devices such as watches, rings or other accessories equipped with NFC technology to make
payments increasingly simple just by bringing objects closer to a POS terminal, even without an
internet connection (VUBO Ltd Reading, 2018). One of the recent examples is the 2018 Winter Olympics
where VISA offered viewers payment-enabled gloves and prepaid stickers (they have the potential to
turn any object into a payment device). Biometric payments are also an innovative technology that will
revolutionize the mobile payments industry. Biometric payment systems analyze the biological
characteristics of the individual, such as DNA, facial features or fingerprint. Due to the security and

convenience of biometrics, it will replace traditional digital identification systems on a global scale.

METHODOLOGY

This paper carries out a qualitative research based on the study of diversified resources in the field of
mobile payments, the opportunities and development possibilities they offer, as well as the interaction
of mobile payment systems with other information systems; a series of resources presented at various

conferences in the field, articles published in international journals or resources published on various
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web platforms dedicated to research (ResearchGate.net, Academia.edu, etc.) will be analyzed. It also
capitalizes on the practical experience gained in researching mobile payment systems and how they can

be integrated into mobile applications.

ADVANTAGES OF MOBILE PAYMENTS

Mobile payments have become increasingly simple and familiar to users; thus, by means of simple
swipes, approaches or touches, they can make the payment of the desired products in a short time.
Also, the implementation of mobile payment systems is simple for companies of all sizes through POS
systems, smartphones or tablets; installation time is minimal and allows for rapid development, and for
online merchants, the integration of electronic payment systems has become one of the mandatory
requirements in terms of user experience.

According to Information Systems Audit and Control Association (ISACA) (ISACA, 2011), mobile
internet development encourages consumers to use smart devices for trading purposes (online
commerce, transfers or payments through a banking service or application, contactless payments, e-
wallets, etc.). In the source (Report, 2008) is presented the idea that the development of digital
payments has influenced the emergence of electronic wallets, the tool capable of storing payment
means, loyalty vouchers, coupons and other facilities. Mobile payments also encourage users'
consumer-oriented behavior due to their ease of payment and avoidance of lack of cash at the time of
purchase. Thus, by implementing mobile payment systems, companies increase their revenues
naturally, avoiding situations where lack of cash is a problem. (Lowry, 2016).

In the literature