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CELEBRITY ADVERT ISING IN THE CASE OF NEGATIVE
ASSOCIATIONS: DISCOURSE ANALYSIS OF WEBLOGS

Akturan, Ulun
Galatasaray University, Turkey

ABSTRACT

The main objective of this study is to examine the celebrity advertising in the case of negative
associations. Unlike the la#r studies, this study analyzes the case of the continuance of the
endorsement relationship between the company and the negatively publicized cedélirity.
postsweredownloaded from th randomly selected weblogs aakhlyzed by discourse analysis.

As aresult, the emerging themes were interpreted and a model of celebrity endorsement in the
case of negative information was developed.

INTRODUCTION

Celebrity endorsers are widely used in advertising since they are powerful mechanisms in
transferring neanings to the brands. Companies invest billions of dollars to celebrities for
endorsement. Celebrity endorsers have a symbolic aspirational reference group association
(Assael, 1984) and they act as cues in peripheral route to pers(Reitynand Cacigm, 1985.

Famous endorsers are used mainly because of two reasons. First, they are viewed as dynamic,
attractive and likeable. And second, their fame attracts attention to the product (Atkin and Block,
1983).

From the theoretical perspective, the meanatgibuted to the celebrities moves from the
celebrity endorser to the product or brand. In the consumer mind, the associations related with
the celebrity becomes associated with the brand. When the consumer purchases the product, and
therefore acquires ¢h meaning in the brand, the meaning transfer process is completed
(McCracken, 1989). In this process, it is important to create positive and favorable associations
in the mind of the consumer.

However, the celebrity endorsed can be involved in an undksiskent in which public
intention and interest arises in a way that producing negative associations for the celebrity
(Gupta, 2009). The fame of the celebrity and the event-itsalfed scandalcan be widely
publicized (e.g. O.J. Simpson, Mike Tysonadbnna, Michael Jackson, Tiger Woods etc). There
are researches revealed that Apeople have a
behaviorso (Gupta, 20009: 2) . And because the
weigh negative behavi®s more heavily than positive ones, negative associations become more
and more important in celebrity endorsement. Therefore companies choose to terminate their
contracts with the celebrity immediately. That is because, first of all, to prevent thert@nsfe

the negative associations to the brand and secondly, to respond morally by not approving the
behavior. Recently, there is a case that the endorsement contract was not ended and besides a
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new ad was aired. That is Nike and Tiger Woods reunion. Nikeehesmsed a new Tiger Woods
ad on the eve of the Masters, which will mark the golfer's return to the sport following
revelations of his private issues.

This study aims to examine the consumers reactions and attitudes for the case of the negative
assoaations. Therefore, the study differs from the other studies by examining what is perceived
by the consumers when tieadorsement relationship is not ended up and moreover a message
related to the scandal is given by the brand.

LITERATURE REVIEW

Acelebrt y 1is an individual -géttimdy anerestivatingreand pnofits at t
generating value that stems from the high | ev
The use of celebrities as the spokesmen of the brands dates back ¢entmeentury, i.e.

Queen Victoria is used iom dE€sdoijani,od 9wi9t) h Ca

In the literature, there are a number of studies that have examined whether, and under what
conditions, celebrities make appropriate endorsers for products (Atkin and Block, 1983; Freiden,
1984; Kamins, 1989; Kamins et al., 1989; Olaani1991; Tripp et al., 1994; Agrawal and
Kamakura, 1995). It was found that the appropriate use of celebrity endorsers can be highly
effective in product promotions (Mitchell and Olson, 1981; Atkin and Block, 1983; Misra and
Beatty, 1990).

There are a maber of models developed to explain the celebrity endorsement process and its
effects. Mc Gui reds Source Credibility Model (
understand the effectiveness of an advertising campaign. The Model depictatiutece of

perceived level of expertise and trustworthinesshe effectiveness of the message. Information

from a credible source, who is perceived as expertise and trusted, can influence the beliefs and
opinions, attitudes,)and behaviors (Erdojan,

McGuire (1985) developed the Source Attractiveness Model based on the concepts from the
Source Credibility Model ( Mc Gui r e, 1968) . The
of a message relies on trsemilarity, familiarity and liking of an endrser. Similarity is
concept ua lresembldnceabstweerhseurcé and recéviamiliarity is conceptualized

a sthefknowledge of the source through previous exposure lidimgd s conceptheual i z e
affection of the source as a result of thieysical appearance or behawvior. Ohani an (
combined these two models (McGuire, 1968; McGuire, 1985) to create a single scale to measure
celebrity endorsersé6é perceived expertise, tru

Kahle and Homer (1985) develape Product Matciup Hypothesis that highlighted the
importance of the match between celebrity endorsers and products. Kahle and Homer examined
the influence of celebritgource physical attractiveness, celebsibyirce likeability and
participantproductattractiveness on the attitudes and purchase intentions of consumers. Results
showed that physical attractiveness was mor e
toward the brand and purchase intentions.
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McCracken (1989) designed the Meanifransfer Model to further explain the endorsement
process. The model suggests that celebrity endorsement involves a general process of meaning
transfer through three stages in which a celebrity passes on a message regarding a product or
brand. In the fist stage, the consumer forms an image of the celebrity. In the second stage, the
company selects a celebrity that represents the intended image of the product in order to transfer
the meaning or image of the celebrity to the product. And in the third gtagmeaning is
transferred from the product to the consumer.

Celebrity Endorsement in the Case of Negative Information

Il n marketing communication, wutilization of <ce
1999). Although celebrity endorsement have several benefits for the company, it also incurs
some costs and risks. Table 1 displays the potential advantagesisadgadtages of the
celebrity endorsement strategy, and the preve

Table 1: Potential Advantages, Hazards and Preventive Tactics of the Celebrity
Endorsement Strategy

Potential Advantages

Increased attention

Image polishing

Brand introduction

Brand repositioning

Underpin global campaigns

Potential Hazards

Overshadow the brand

Public controversy

Image change and overexposure

Image change and loss of public recognition
Expensive

Preventive Tactics
Pretesting andtareful planning
Buying insurance and putting provision clauses in contracts
Explaining what is their role and putting clause to restrict endorsements for other bra
Examining what lifecycle stage the celebrity is in and how long this stage iy ltkel
continue
Selecting celebrities who are appropriate for global target audience, not because the
'hot' in all market audiences.

Sour ce: Erdojan, 1999: 295

In the literature, there are several studies searching the impact of negative inforelatien r
with the endorser on the product or brand evaluations. Till and Shimp (1998) conducted three
studies to explain the negative associations by using fictitious celebrity endorser and a real
celebrity endorser. They found that the subsequent negativemation about the celebrity
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results in lowered evaluations of the brand. For the real celebrity endorser that impact was found
weaker than the fictitious celebrity endorser. They explain that this difference could be resulted
from the subjects havingcher association set for the real celebrity.

Gupta (2009) conducted a qualitative study of public reaction to Michael Vick immediately after

his involvement with dog fighting. Gupta executed a netnographic research, and found that
Ar es ponde n tisk blarhewortiiyatiributed his negative action mostly to causal locus
closely followed by the causal controll abil it

White, Goddard and Wilbur (2009) tested empirically the impact of negative information about a
celebrity spok s per son on consumersoOo perceptions of t
respondents are exposed to negative information about a celebrity endorser, a negative
transference of affect in the endorsement relationship will occur. But in the revesasi®sithe
transference of affect is less severe.

Tripp, Jensen and Carlson (1994) found that when the celebrity endorsing multiple products, the

celebrityds credibility and Ilikeability decre
Louie, Kulik, and Johnson (2001) revealed that stock prices decline in the case of negative
publicity about a celebrity who endorses one

The Case of Tiger Woods

In this study the case of Tiger Woods and Nike reunion will be analyzeer Wgods is and
American professional golfer whose is ranked as the most successful golfers of all the time. He
was the highegpaid professional athlete in 2008, having earned an estimated $110 million from
winnings and endorsements (Badenhausen, 20@9)s lthe second highest of any male player,

and 71 PGA Tour events, third all time. He has more career major wins and career PGA Tour
wins than any other active golfer. He is the youngest player to achieve the career Grand Slim,
and the youngest and fadtés win 50 tournaments on tour. Additionally, Woods is only the
second golfer, after Jack Nicklaus, to have achieved a career Grand Slam three times. Woods has
won 16 World Golf Championships, and has won at least one of those events each of the 11
yearsthey have been in existence (en.wikipedia/Tiger Woods).

Tiger Woods is the worl ddéds most mar ket abl e a
deals with numerous companies. Bedw the years 1998009 Woods signed contracts with
General Motors, Titlsit, General Mills, American Express, Accenture, Buick, TAG Heuer,
Electronic Arts, Gillette, Gatorade and Nike Inc. In 2000, signeg/eab, $105 million contract
extension with Nike. Nike Golf is one of the fastest growing brands in the sport, with an
edimated $600 million in sale$Voods has been described as the "ultimate endorser" for Nike

Golf, frequently seen wearing Nike gear during tournaments, and even in advertisements for
other products. Woods receives a cut from the sales of Nike Golf apfwowiear, golf
equipment, golf ballsand has a buil ding named after hi m
Oregon. (en.wikipedia/Tiger Woods). In 2009, Forbes confirmed that Woods was indeed the
world's first athlete to earn over a billion dollars in heseer (before taxes), and estimated his

net worth to be $600 million (Badenhausen, 2009; Miller, 2009).
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In November 2009, news in the media surfaced about his multiple infidelities on his marriage.
On December 11, 2009, Woods announced he would takedafinite leave from professional

golf to focus on his marriage after he admitted infidelity. Woods returned to competition for the
2010 Masters on April 8, 201@fter abreak lasting 20 weeks.

After the scandatelated wih the Tiger Woodpublicized most of the companies that he had
signed endorsement deals announced that they
that they will keep on working with him and @it an commercial stirs controversy as Masters

golf tournament begins. It was the first TV ad since shandal The 30second clip reveals

Woods, looking remorseful, as he's being questioned by Earl, his late father who died in 2006. In
the commercial EailVoods said to his son:

" Tiger, | am more prone to be inquisitive, to promote discussion. | want to find
out what your thinking was. | want to find out what your feelings are. Did you
learn anything?"

Woods is dressed with a Nike cap and vest. He logks mto the camera as his late father talks
to him. The commercial was aired and generated lots of interest.

In this study, the consumer reactions related with the continuance of the endorsemantideal
the perception of the message of the commehcithat scope, theesearch questions are stated
as below:

Research Question 1: What are the reactions of consumers when the company keeps on
endorsement deal with a negatively publicized celebrity?

Research Question 2: What are the attitudes of consumeedation with a commercial which
has a message content of the negative situation?

Research Question 3: How is the companyds i ma
negative image?

RESEARCH METHODOLOGY

Conversation is a fundamental tool thatople use to construct their reality (Berger and
Luckmann, 1991). Discourse is a key concept to anyone interested in the workings of
construction processes, realityai nt enance and change. Di scour
metaphors, representations, imagesries and statements which together produce a particular
version of the worldodéd (Berglund and Johnson,
may be longethan one sentenc@he texts used in discourse analysis may consist of formal
written records, such as news reports, company statements and reports, academic papers;
transcripts of social interactions such as conversations, focus group discussions, and individual
interviews, advertisements, magazines and novels (Elliot, 1996).

In discouse analysis data analysis vary from the study of linguistic feainitests (van Dijk,
198) t o a focus on the dominant themes in resp
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semantic or pragmatic units of sentence grammars, the theory of disdwas introduced new
notonscoherence or themes (van Dij k, 1981) . At
that at minimum describes and organizes the possible observations and at maximum interprets
aspects of the pheno meemethod inVolias godingzhie phraseg &8 8 : L
sentences of discourse into the three domains of behavior: the affective domain, the cognitive
domain and the sensorimotor domain (Nahl, 2007).

In this study, to determine theeactionsof consumers towards TigaVoods Nike reunion
commercial discourse analysis was used by searching the dominant fleemeascrostructures.

In that sense, thematic analysis was used. Thematic analysis is a process used in handling
gualitative data. It is not another qualitative huet but a process for encoding qualitative
information (Boyatzis, 1998).

Looking for themes in written material involves analyzing and marking the text through
repetitions, unfamiliar words, metaphors and analogies, transitions, similarities/differences,
linguistic connectors, missing data, theoejated materials, cuttingprting, word lists, word co
occurrence and metacoding (Bernard and Ryan, 2010). In this study to identify the themes
repetitions, transitions, similarities/differences and cutting sorting techniques were used. A
codebook is developed including structural codes, theme codes and memos. The themes in this
study generated inductively from the raw data.

Data Collection and Sampling

In the studythe data were collected from the blogb®re which is the universe of the weblogs.

Blogging became a popular way for a people all around the world to publish information.
Bloggers write blog posts, share their likes and dislikes, voice their opinions, provide
suggestions, report news, and fognoups in the blogosphere (Agarwal et al., 2008). There are
roughly 1.6 million posts every day, 346 million people worldwide read blogs (Social Media
White Paper, 2008). The collection of data as a kind ofreplfrting from the web increases

At he abk wxalideyr and generalisability of attributional research findings beyond the
experi ment al setting of the self probe method
2009: 6).

There are blog search engines similar to web search engines. Thewtmaliyngather large
guantities of information from the web and give a free interface to allow the public to search
their databases. The main difference between the web search engines and blog search engines is
that blog search engines mainly index blags ignore the rest of the web (Thelwall and Hasler,
2007).

In the study Google Blog Search Engine was used. The commercial aired April 7, 2010. The
search was done by ATiger Woods NiOk2010amdhe key w
English writen weblogs. The search results displayed 10,997 welMdigisin the search results

50 weblogs were chosen by the simple random sampling. The posts were downloaded from the
weblogs and as a result 451 posts were obtained for the data analysis. After tHataaw
generated, a codebook was developed. The units of analysis determined in the study as the posts.
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There are five steps involved in developing a code: (1) reducing the raw information by reading
again again each unit of analysis, (2) identifying theméhin subsamples, (3) comparing
themes across subsamples, (4) creating a code, and (5) determining the reliability of the code.

RESEARCH FINDINGS

In the first step, all of the 451 posts are analyzed whether they contains negative, positive or
neutralreactions towards the Nike commercial, Tiger Woods, Nike and the purchase decision.

Table 1: The Reaction of Consumers Towards the Commercial, Tiger Woods, Nike and

Purchase Decision

About the commercial

Frequency Percent Cumulative Percent
No menton 175 38,8 38,8
Negative 205 45,5 84,3
Positive 61 13,5 97,8
Neutral 9 2 99,8
Surprised 1 0,2 100
Total 451 100

About Tiger Woods

Frequency Percent Cumulative Percent
No mention 158 35 35
Negative 163 36,1 71,2
Positive 124 27,5 98,7
Neutral 6 1.3 100
Total 451 100

About Nike

Frequency Percent Cumulative Percent
No mention 307 68,1 68,1
Negative 104 23,1 91,1
Positive 34 7,5 98,7
Neutral 4 0,9 99,6
Surprised 2 0,4 100
Total 451 100

About the Purchase Decision

Frequency Percent Cumulative Percent
No mention 417 92,5 92,5
Boycott 27 6 98,4
Will buy 6 1,3 99,8
Neutral 1 0,2 100
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Total | 451 | 100 |

As it is seen from Table 1, 45,5% of the consumers talks negatively about the Nike commercial.
Besides,36,1 % of the consumers havegagve feelings related with Tiger Woods, 23,1% of
them talked negatively about Nike and just 6% of them say they will boycott the products of the
company There are positive posts al®2¥,5% ofthe consumerkas positive feelingfor Tiger
Woods, 13,5 %of them have positive attitudes towards the commercial and just 7,5 % of them
talked positively about Nike.

The negativity towards the commerci al i nclude
not wise, horrible, uncomfortable, mental game, manil at i v e, si ck, (1 I
positivity includes the words fAbrilliant, 1ing

Interpretation of the Emerging Themes and Model Development

The posting of consumers were analyzed by discouralysas to identify the basic patterns
about the celebrity endorsement in the case of negative information and emerging themes were
interpreted. On the basis of that interpretation a model was developed. The proposed model is
displayed in Figure 1.

Admiration
Level of
Negativity l
Consumer Consumer
Level of Perception of »| Perception of
Blameworthines ™  Celebrity Image Transfer Brand
A A

Message Content

Figure 1: Proposed Model

10
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Consumer Perception of CelebrityThe perception of celebrity is important in celebrity
endorsement. To understand the process of how consumers form positive or negative opinions
about the celebrities is critical. In the casfea negative information, consumer reactions and
perceptions of celebrity may vary: can chang:e
Ainot changeo situation depends on several fac
- Level of Negativity:The level of ngativity is relaéd with how bad the event is perceivéul

the peoplesd mind each crime has different | e
does not perceived as a severe crime then the consumer do not change his celebrity image
perception In this case people who have positive image perception of Tiger Woods, also
mentioned that his multiple infidelity is not a severe crime such as murder or rape. Some of them
posted that:

AHe cheated not raped or molestered somebod

Ahal f odle oyt there whe hate tiger now because you just found out he is a
human are stupid. He is allowed to make mistakes, and unlike when you all cheat on
your spouses and get away with it, he gets
of the womgldse@&rises and | know | will stild]l b

néeéo7% of married men cheat ééé. o

AéTiger is human and a fool so what el se is
AWhy so hard on this guy? He is a man. Gi v
them if not all that have cheated on their wife. Who cares. Their business. Just thank

God he is not your husbando

AHe' s not anybody's I|ittle boy anymore. And

crimes against your wife and children, and your (formenm} fathose fans who are

actually "honest with themselves" about life. Yes, "marketing" will bring back all of

the "gullible”, but the reality of life has nothing to do with "marketing" and "image."

I wi || not be purchasing anything from Ni ke

AThe man had an affair, he didn't commi t m
but the offenders and their spouseso

And this problem is seen as a personal problem with him and his family and it is called as a
Ami stakeo. Ther ef &hig prafessionalsperfarmance.rHewewet, éodsomei t
people infidelity is a low crime since the <ch
that case the people perceive the celebrity image as low and disgHstimogit is proposed that

as the ével of negativity increases, the negative perception of the celebrity image also increases.

- Level of BlameworthinessBl ame t heory argues that fAquestio
when at least one of the causal elements participating in theqgpiad of the effect for which
bl ame is to be assigned i s The blamemathiness dapendsn 6 ( S

11
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on whether the person is perceived responsible (Louie and Obermiller, BO®2is study, t
was found that the consumers blaminmef Woods for his infidelity has a lower image
perception than who are not blaming hinConsumers posted messages about his
blameworthiness and responsibility are:

A | think itdéds creepy because theydre repur
ago togenerate sympathy for someone who was in complete control of his decisions.

|l 6m sure Tiger is real sorry. Sorry he got
Nféhe knew what he did so he is not an innoc

he is apologizing now is because he got caught
Atondemn hi méo

Aéehis actions being none of our business ar
(and whoever else was directly involved) o

fhe'sgottotakeseponsi bi Il ity for his own actionso

- Admiration: 1 n t hi s study, i a d nsifaurad tag diractly relatéd withhtlee c o n s
professional performance of Tiger Woods as an athlete. People who admires his profession just
want him to go back and play golf. The admiration of people is relatedfivithh e | ev el
negativity ,the fevel of respaibilityd  a theallevel of blameworthiness Because in t
it was mentioned that his personal life and profession is different things. Therefore people who
think that he is not responsible from his infidelity to the puldioce it is his priva life- and

the infidelity is not a serious crime have positive feelings towards Tiger Woods and they just
want him to play golf. Here are some of the posting:

iFor me, i1itéds kinda |i ke comparing appl es al
and what heloes in his personal life are to VERY different thidgs.

ATi ger 6s per sonal |l ife shouldndéda have anyt hi

fiPathetic! Leave his private life to him and his family. Just have him play golf. He's
good at thai

fiHe is an amazingtllete, And that is what promotes him with Nike and everyone
else. Not his Sex Escapades. So just let it go, And let the man do what he does best.
fit's their career we are interested in, not whose bed they.ai@ in

fil liked thecommercial a lot, and | like Tiger. Despite the best golfer in the world, he
is a human

Adust play golf, hold it togethed, and do Yy«

12



Proceedings of the BInternational Conference

- Consumer Perception of Brandn the study it was identified consumer perceptibbrand is
highly influenced from the consumer perception of celebrity. Who have a negative attitude
towards the celebrity also conveys a negative attitude towards the brand. The posting are:

Al do not like Mr.Woods and | wl not buy any Nikes

fil do like Mr. Woods. For every Nike that you won't buy, | will and so will many
others. The man is just a man.

Al'll buy Nike products.. Tiger is just a man, with a great skiMeople buy the
products beazse of the skill.. Thaks all. Normal people couldace less what
happerd in his personal life

The AJust do it! o slogan of the brand i s al sc
includes it is wise (!) not to display the slogan at the end of the commercial. Therefore it is seen
that the brad slogan is gained another meaning and this is risky for the brand.

- MessageContent: In the case that study analyzed, Nike released a commercial containing Earl
Woods asking his son whether he learned sometfiimg38second clip reveals Woods, loogin
remorseful, as he's being questioned by Earl, his late father who died in 2006. In the commercial
Earl Woods said to his son:

" Tiger, | am more prone to be inquisitive, to promote discussion. | want to find
out what your thinking was. | want to find onhat your feelings are. Did you
learn anything?"

Woods is dressed with a Nike cap and vest. He looks right into the camera as his late father talks
to him.

The commercial is highly commented in several ways. First of all, some posts criticized the
usage bdead father to create sympathy. In these posts Tiger Woods seen as a 12 years old boy,
plays the victim card and do not take responsibility for his actions but hides back to his father.
Secondly, some posts questioned the credibility of his father, biscéather was a former

cheater. Third, i n t he c oadithyeuwlaain anything® ,s a nadt htelr e
commer ci al ends. Tiger does not answer back.
not l earn anyt hi nmgnteoted thatMike ahd Tigar Woads i$ usingiasdead o

father monetarily.

In sum, the commercial is commented negatively(positively) and this negativity(positivity) is
projected to the celebrity and the brand. Some of the posting are:

Astranget aluilne,o md od, painful, and creepy new

i Ti ger 6 s fmoceemaotiamtnhvaeny sanyt hi ng wedve seen s

highly-controlled press conferencésbut it 6s al so hard to miss
hissweatew e st and bal l cap. Strange, strange, s

13
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ANi ke 1 s protecting it 0s and Tigerevslltkissete t so it
gol den goose or anything else to climb bac
the root of alll evi l the |l ove of money i sél
ADef creepy and i nappropriate. Ni ke mi | ki
Shameful . 0

Al t' s nodcert@iKquestonstalaout your personal tragedies, but it is OK to
benefit from them monetarily?o0

AHe' s a HUMAN! I I think it tells a great

"what would his dad say?"

ASounds | i ke Ni ke i shdnewamhing theirfrownnbacksras a s hor
well . "Tiger did you | earn anything?" But n
ALeave it to NIKE to market Tiger Woods i n:

Tiger's late father as a voiceover. Come to think of it, wasn't Earl Woods a
woman zer ?0

AUsing his dead father to help hhes person
continues to reach new | owsbo

fAiThis isn't a commercial about the way he plays golf. Nike is the one "not letting it
goo

fiNike did a cheesy thing and should not have brohghtlead father into.it 0

Al am not at all conflicted about Nike. | now loathe that company even more than |
did before 0

fibut Nike's cynical behavior guarantees | will never buy another Nike product
Al | i ke the ad. RedemptiTogeawnd | earning is
Al love it and | |l ove tiger ! Welcome backb?o
AEffectively Nike is sayingwe stood by you because you are famity

CONCLUSIONS

This study aims to investigate the reactions of the consuwileesr the company keeps on
endorsement deal withreegatiely publicized celebrity. In the study the case of Tike Woods and
Nike reunion is analyzed by discourse analysis of the weblog postings. As a result a model was
proposed.

14
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When there is a negative event r elthecelaritywi t h t
change in a negative or positive way. This study puts forwards that the change in the perception
isinfluencedbyfit he | evelbanti Aebgeatievely .of bl amewort hi

H1: When the negativity of the event is perceived as low)(hiuh celebrity image is perceived
as positive (negative).

H2: When the blameworthiness of the celebrity is perceived as low (high), the celebrity image is
perceived as positive (negative).

Celebrities are seen as role models and admired. In this dludgation is directly related with

the professional performance of Tiger Woods as an athlete. And it is found that the admiration
affects the perceived image of the celebrity and it is affected byh e | ev el amdf nega
Athe | evel o0b6. bl ameworthiness

H3: When the negativity of the event is perceived as low (highdimérationis perceived as
positive (negative).

H4: When the blameworthiness of the celebrity is perceived as low (highadtheation is
perceived as positive (negative).

H5: There is a positive relationship between the admiration and the consumer perception of
celebrity.

This study also reached the conclusion same as the other studies on celebrity endorsement that
the perception of brand is related with the perception ofdlebdty. The perceived image of the
celebrity and the associations related with the celebrity is transferred to the brand.

H6: There is a positive relationship between the consumer perception of celebrity and the
consumer perception of brand.

Unlike the other studies, this study examines the case of the continuance of the endorsement
relationship between the brand and the negatively publicized celebrity. The firms can decide to
continue to keep on their endorsement deal with the celebrity. But, theyd df®wlautious to

give a message, and if so, should carefully plan the content of the message.

H7: There is a positive relationship between the consumer perception of the message and the
level of negativity and blameworthiness.

H8: There is a positive rationship between the consumer perception of the message and the
perception of celebrity.

H9: There is a positive relationship between the consumer perception of the message and the
consumer perception of brand.
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As a conclusion,ite decision for firms todis)associate itself with the celebrity involved in an
undesirable event hinges on consumer perceptionsawfeb{Louie and Obermiller 2002) and the

level of negativity. Thereforeit is i mpor t ant to understand con
blameworthiness fathe undesirable eve(&upta, 2009) and the level of negativity. Since these

factors also influences the admiration towards the celebrity. Moreover, the brands should be
careful in deciding to give a message. It is risky because the message contenttlis dire
associated with the fAnegativityo, Abl amewor t
perception of the brando.
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THE LIMITATIONS OF USING QUANTITATIVE
STATISTICAL ANANLYSIS IN MEASURING THE
EFFECTIVENESS OF THE NEW APPROACH TO
DIVERSITY

Carnes, William J.
Holloway, Madison
Metropolitan State College of Denver

ABSTRACT

The authors, while reviewing and assessing data collected for using the New Approach to Diversity
(Carnes & Holloway, 2008) in teachingltzge level classes on Managing Workforce Diversity,

discovered a dilemma within their data collection and assessment processes. It became clear that using
guantitative data to assess qualitative attitudinal differences was omitting an important pieee of t
researcldt hat being, the underl yi ng Theskatdsticalaumbeossr t he pa
were saying one thing, while the written reports of the students were saying something different.
addition, the authors recognized that there weii@tssin our cultural landscape that affected the way
subjects communicated and solved the problems they confronted. These cultural shifts occur along with
generational changes within a societyie authors noticed that the data collected exhibited geoexti
changes between the original 1997 study and the latest 2010 study. Since the purpose behind using the
New Approach to Diversity (Carnes & Holloway, 2008) was to help students become more culturally
competent and aid them in working with persons wieodéfferent from themselves, the authors are
changing the approach to using more of a qualitative assessment instrument, than relying on the
traditional quantitative statistical evaluations.

INTRODUCTION

The researchers set out to explore the effectsisoig the New Approach to DiversityCarnes &

Holloway, 2008) in teaching Managing Workforce Diversity courses to college level students, rather than

using the traditional problem solving method. The traditional problem solving approach, as defined by the

authors, is an approach that focuses on defining the problem, focusing on righting past wrongs and fixing

what is broken (Carnes & Holloway, 2009). Tdew Approach to DiversitfCarnes & Holloway, 2008),

includes:

1. The use of Appreciative Inquiry (AljCooperrider & Srivastva, 1987) in instructing Workforce
Diversity courses

2. the use of the expanded definition of dive@ity definition that is inclusive of all regardless of race,
gender or other status (Carnes & Holloway, 2088y

3. the belief hat managing groups and teams effectively equals managing diversity effectively (Schneider
& Barsoux, 1997).

The researchers completed two studies during 1997 and &0@&ollected the data for a third study in
2010. The results of the second study, lgvimot completely contradictory to the first, did not strongly
reinforce the findings of the first study. The researchers found that there was not the same amount of
change in the pre and pdssts for theControl Goupin the 2008 studiesvhich was expeted. However,

the change between the pre and pests for the Study Groupere not the same amount eithethich

was unexpected. Whilgoerforminga preliminary analysis of data from t2810 study, the researchers
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found that responses from the contraddastudy groups were even closer to being similar than those
responses from th2008 study. These findings led the researchers to reassess the data collection and
assessment measures they are udihg. authors present the methodologies, findings andtsesuthe

three studies below, as well as their plans for future studies.

1997STUDY

The first study had sevenfgur test subjects, with thirtfive in the Study Group and thirtyine in the

Control Group. The students wegither in their Junior or $éor year of college andiere predominately
nontraditional studentsattending college at a commuter campus. Data was derived from a post semester
guestionnaire using only yes or no type questions. The classes for the Study Group used the concept of
Appreciative Inquiry (Cooperrider & Srivastva, 1987), along with the other two concepts detve
Approach teétihévessi by fihe expanded definition of
groups and teams effectively equals managing diversity effea (Carries & Holloway, 2008, p. 2).

The Control Group used the traditional problem solving method in teaching Managing Workforce
Diversity courses to college students (Carnes & Holloway, 2009).

The researchers found the results to be very concluBheresearch identified five different questions

where the Study Group and Control Group had at least a tfieatypercentage point difference in
responses. This led the researchers to believe that there were strong indicators that supported the usage of
the New Approach to DiversitfCarnes & Holloway, 2008). Analysis of the data led to the findings that
communication was more open in the Study Group, which is one of the basic purposes of diversity
training (Carnes & Holloway, 2009). The researchers tfet using theNew Approach to Diversity

(Carnes & Holloway, 2008helped affirmthe value addethcetthat diversity can bring to the workplace
because students were focusing on the positive aspects of diversity throughout the course (Carnes &
Holloway, 2009).

The initial results were favorable; however, the researchers identified some flaws in the processes they
were using in data collection. First, only post data collection occurred and second, all responses to
guestionswere in a yes or no format. Thefore, since the research did show some promise, the
researchers chose to replicate the study using a Likert scale in the questionnaire and to collect both pre
and post data in an attempt to show statistical significance for all future data collection.

The authorghen optedto conduct further research using tNew Approach to DiversityCarnes &

Holloway, 2008) in two phases. Phase | would collect data in a classroom setting using a Study Group

and a Control Group over a two year period, which wouldeize the size of the subject pool. Phase I

woul d fnébe conducted in the wor KgwlAppooach to Dieersitya t hr e
(Carnes & Holloway, 2008) and will implement the lessons learned from the Phase | research and from
1997 reseatt6 ( Carnes & Holl oway, 20009, p. 5). The autt
segment of the research, one that asks the same questions as the original research, corrected for grammar
and spelling, but including a Likert scale for responderaer than yes or no responses. The new
guestionnaires would also include space for collecting demographicAdidaionally, the researchers

would useboth a preguestionnaire and a pegtiestionnaire for data collection to determine if there are
significant differences in responses from students at the beginning of the class and their responses at the
end of the class.

2008STUDY

Beginningin the Fall semester 02008, pre and postjuestionnaires were given to students to measure
their individual vievs of the personal, interpersonal and organizational or class level ofai®e i T h e
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per sonal l evel is the devel opment of the awarenes
The interpersonal level is the cultural interaction andpreesonal skills development between members

of an organization. The organizational, or class level calls for the organization to commit to using Al
(Cooperrider & Srivastyva, 1987) in the creation
missionst at ement so (Carnes & Holl oway, 2009, p. 7).

Subjects completed the pgeestionnaires during the first few days of the class. The instructors informed
the student subjects that they wéreking for individual views on diversity today and would condact
postquestionnaire during the latter part of the class to determitakiiig the class resulted in any
changes in their viewsAnalysis of the data compared the results of theapik posijuestionnaires
looking for significant differences in the respes between the Study Group and the Control Group. A
two-paired ttest conducted, showed not only minor significant differences within the group responses but
also between the two groups.

The researchers attempted to compare the data collected in 1¥9Thev post questionnaire data
collected in 2008 for both théontrol andSubject student groups. Surprisingly, the authors noted that the
differences in responses on the post questionnaires &uttject andControl Groups in the 208 study

were smallerthan the 8bject andControl Groups of the 1997 study. The researchers then looked at
additional areas of data collected during the pre and post questionnaires from the 2008 study, such as
gender, minority group affiliation and age in an attempt to adctamnthe differences in responses
(Holloway & Carnes, 2009).

An important realization for the researchers was that they were trying to capture attitudinal differences
between their student groups awere therefore utilizing attitudinal questionnaires dollecting data.

After reviewing the possible age differences between the students from the students of the 1997 study and
the students from the 2008 study, the researchers concluded that the subjects were from two different
g e n e r aThe ageas ef thetuilents in 1997 that were taking the Managing Workforce Diversity classes
ranged from the mid twenties to the early forties, for an average age of 32. In 2009, students attending the
Managing Workforce Diversity classes were in their mid twedtieased orthe college wide average

age, for an average age of 7Phe specificCattitudes and Vv@luesithdt | o wa )
the researchers were measuring changed from one study to the next as the generations changed. This led
the researchers to susma that different generations have different attitudes or value systems. This would
logically explain why there would be differences in the responses on the questionnaires between members
of the original 1997 study and the members of the latter, 2008 @tadloway & Carnes, 2009).

Replicating heoretical research in a college classrpamen the instruments used by the researchers are
attitudinal questionnaires creates iateresting data collection quandary. The development of attitudes
may be completg different between the studentsanearlier study than the attitudes of the studenss in

|l ater study. AWithin younger generations, some at
no |l onger politically ceprll)ecto (Carnes & Holl oway
2010STUDY

The researchers decided to adjust the questionnaire they were using to collect data using a more student
participatory questionnairelhis change was an attempt to locate points of change within students
between their pre and post gtiesnaires more effectivelyDuring this study, the researchers asked
students, during the first week of class, to develop three questions that both the students and instructors
could use to measure the outcome and effectiveness of the Managing Worki@stycourse. The
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researchers compiled the student questions into a-thiggtion questionnaire and collected responses
from all students in the Study and Control Groups during the second week of class.

As previously mentioned, the initial data emted was in 1997 with the second set of data collection
occurring in 2008. The researchers attributed the differences in responses between the 1997 groups and
the 2008 groups to generational differences. As with the 2008 study, early indications fotQrstuzly

showed again that there was little difference in responses between the Study and Control Groups after
collecting the praguestionnaire data. This led the researchers to search for other possibilities to explain
the minimal lack of differences iresponses of the results. This led the researchers to conclude initially
that using longitudinal studies, especially in the area of diversity, leads to the differing of opinions
between generations that may have skewed the results of a study (Hollowaye%,2009).

The researcherfurther concluded that the problem was not in the questions per se, but in the data
collection instrument, using a Likert scale, and the assessment methodology of the results. For the most
part, the researchers were tryingdallect quantitative data from a study that was trying to examine
gualitative issuesThe statistical numbers were saying one thing, while the written reports of the
students were saying something different~or example, a student who grew up in a larigerde city

indicated that he did not learn any more about diversity from completing the class on Managing
Workforce Diversityon his posfjuestionnaireHowever, he went on to mention that he learned how to
better tolerate other people expressing theimiops and the importance of communication in groups. It is
reasonable to infer thaiccording tohis postquestionnaire, the student did not indicate that he learned
anything from the course, even though his response here indicates the opposite. Huoamg @dukert
scale for responses, does not allow for the full
Therefore, the researchers next chose to conduct research using qualitative analytical methods of student
responses to determine th#ectiveness of using thidew Approach to DiversitfCarnes & Holloway,

2008) in teaching Managing Workforce Diversity courses. Based upon the responses to several qualitative
guestions, the researchers could then make inferences as to the meaningspioihses.

REALIZATION

The researchers identified a tpart problem with their data collection while analyzing the results. First,

the manner in which the researchers ask a question can lead to expected results. Two, the manner in
which the researchersiayze the responses can lead to supporting the original hypotheses. For example,

i f a researcher asks the questions, AiDo you bel.i
America with health <care refor m3tong in different wagss ponde
Conversely, the researchers may also interpret the responses in different ways. The respondent may
interpret the question to mean, ndo | agree with
President Obamebsesr mppgolheal tlo care?0 Unfortunat el
knowing for sure how the respondevitl interpret the question.

On the other hand, if the respondent replies finoo
oppo®s health care reform. However, the person may be thinking that President Obama is not doing
enough to reform the current health care system. Thus, a severe halo effect, or some other perceptual error
maybeover shadowi ng t he r e she eollectddeaasppisses.i Thda poblenr ie thatt i o n
much like health care reform, diversity is an emotionally laden issue. By simply asking respondents to
answer yes or no questions, or having the respondents circle a number between one andLfikerbn a

scak, the researcher is taking the emotion out of the analysis, but the emotion is an important piece of the
response. In addition, failing specific and lengthy instructions, many respsmdaytnot know the

difference between agree and strongly agree twdsn disagree and strongly disagree, or somewhat
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agree. The researchers, by overlooking or negating the feelings (emotions) of the respondents, are likely
to be receiving a somewhat skewed view of the responses.

The researchers feel that there may Ipeadlem in the overuse gluantitativestatistics in collecting and
interpreting data. While usinguantitativestatistics may be appropriateriranycases, the authors believe

that in other cases, such as researching workforce diversity, the use ofatjuansitatistics may be
inappropriate. Rather, a more qualitative approach may be more effective in this type of research. The
issue is without understanding why a person responds the way he or she does, the researchers may not
have a clear picture of wahthe results truly mean. Referring back to the previous example about health
car e, i f the respondent answers fAnod to the ques
interpret the response and apply their own meaning to the response.s@achier may interpret the

response to mean that the person opposes health care reform because that is what the researcher is trying
to prove. A different researcher may interpret the response to mean that the respondent favors health care
reform, butdisgr ees wi th Presi dent b&huwathadiswhat the nesearahdrist o r
trying to prove Either way, the net result is a potentially skewed view of what the respoadenking

because no one took the time to ask the respondentwhyshbe@ answer ed fAnoo.

Thus, the problemas identified by the researchgisthat there is no way to ask yes or no questions, or

use Likert scale questions to understand the results behind responses when asking emotionally laden
guestions. An important pie of the proverbial puzzle is missing. Yet, researchers and politicians use this
same flawed process all the time. If the issue has some emotional attachment, understanding why a person
responds the way he or she does is just as important, if not movetampthan the response itself. By

omitting the emotional reason for the response, researchers are taking a short cut to the end because it is
much faster and easier than trying to incorporate

FUTURE STUDIES

After going from a simple analytical study to a quantitative study, the authors are now deferring to a
gualitative study in researching the use of Nteav Approach to Diversit§Carnes & Holloway, 2008) in
teaching Managing Workforce Diversity classes at theegelllevel. While arguments may abound for
using quantitative statistics to analyze the data, the authors believe that qualitative interviews, using open
ended questions, will be more effective in researching workforce diversity. The key to success is
knowledge and an important part or knowledge is awareness. As one shiadedthow can you work

with someone, doing the same job and having the same goals, without understanding each other?

After collecting and analyzing the opended responses, the authwill then cluster similar responses to

look for trends in analyzing the data and to help in generating provocative statements and assumptions
behind the usage of Appreciative Inquiry in Managing Workforce Diversity classes (Cooperrider &
Srivastva, 198y

DISCUSSION

It is quite evident thatulture evolves along with society. If not, we would not be using computers today

in conducting our daily businesSomputers have become an integral part of our current culture. We are
rapidly developing a new langge due to texting, an abbreviated form of written communication, which

is becoming ingrained in our daily liveAs technology changeso doesur cultural landscape change.

The constant changing in culture affects the outcomes oftlng studies suchs this onédecause the
attitudes of acceptance of our subjects, and a host of other factors might change that will alter the
outcomes of the studie$he terminology one uses in conducting research can also become suspect. For
exampl e, fi €t h é offemsiverto menynweho belieye it connotes inferiority and reflects
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racism. Others point out that the term in meaningless because throughout the world, those traditionally
labeled as minorities (e.g. people of color) comprise the majority of the populato -Ashdiar & t

Hull, 2009, p. 414). Therefore, when asking questions pertaining to race, minority and other terms relative
to diversity, the respondent may define the term differently than do the researchers. By asking qualitative
guestions, the reaechers can identify and clarify those differences to ensure meanings are the same.
Moreover, it appears that groups labeksigeneration X and generation Y are more accepting on
inclusion of races than were previous generations overall. Thereforeyitheg on diversity will also

differ, as will the meanings they apply to some of the teasisequently, longerm studies may show
different results due to attitudinal and cultural changes. The results may indicate an overall increase in the
area of divesity acceptance, when using quantitative data and analyses, because subjects are aware that
using certain language or comments are no longer politically correct or acceptable and avoid using them.

CONCLUSION

The purpose behind using tidew Approach to Dersity (Carnes & Holloway, 2008) was to help
students become more culturally competent and aid them in working with persons who are different from
themselves. One observation that the researchers make is that cultural shifts occur along with generational
changes within a society. Bucher (2010) posits that our cultural landscape is in a state of constant flux
thus supporting the cultural shift viewpoint. The shifts to our cultural landscape affect the way we
communicate and solve the problems that we canfibis only recently that people began to realize that

the melting pot supposedly making up the United States presents a false or misguided representation of
reality. For example, Kirshshman & Hull (2009)proposethat the idea of the melting pot doest
adequately represent the experiences of people of color in the US, which omits a good portion of the
population from being a part of the melting pot; rather they become the melted. Sometimes, culture
withstands the test of time and sometimes, culthemges to fit the current society and situation.

AAl t hough those of wus who Iive in the United Stat
ways we differé Dealing effectively with differe
samet hing t o be shunned or feared, can help organi

Therefore, the authors continue to assert thalNthe Approach to Diversit§Carnes & Holloway, 2008),
which uses Appreciative Inquiry (Cooperrider Sivastva, 1987), a qualitative approach to exploring
diversity, is still an effective means of teaching Managing Workforce Diversity to college studemts.
authors also conclude that because teyusing a qualitative approach to teaching workforeersity,

it is imperative that thealsouse qualitative data collection methods.
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Abstract

As software piracy continues b a threat to economic growth, both nationally and globally,
understanding the factors influencing purchase behavior toward pirated software and learning

how to discourage people from purchaspigated software are increasingly important issues.

The purpose of this research is thus to study consumer purchase behavior with regard to pirated
software byexamining the simultaneous effects of attitude toward piracy, subjective norm, and
perceived bleavioral control on consumer purchase behavior. This study also aims to investigate
the 1 mpacts soci al and personality factors o
methodology is used to gather data from 700 respondents inPasific Region, \Wich

consisted of 350 Thai respondents and 350 Vietnamese respondents. The analysis found that

consumer 6s purchase behavior i's strongly inf
software as compared to other factors. Additionally, social and paligpractors were found
i mportant i n influencing consumerds attitude

susceptibility, value consciousness, and novelty seeking. Moreover, the researcher also found
there is a similar in term of purchase behavidmpirated software in these two countries.

Key Words:Pirated software purchase behavior, Attitude towards piracy, Subjective norm, and
Perceived behavior control

Introduction

Software piracy, defined as the unauthorized use and illegal copyingwassmfcontinues to be

a major drain on the global economy. In 2008, the Business Software Alliance (ABS) estimated

that for the year 2007 alone the global loss due to software piracy amounted to approximately
$48 bil |l i on.Soffwareph&pagatively affects much more than just the industry:

it also puts a strain on technology companies
harms local retailer and service firms; lowers government tax revenues; and increases the risk of
cybercrime and security problemsd Not much has changed since a
be a prevalent and serious problem throughout the world.

Take the AsigPacific region for example. In this area, Thailand is one of the countries with the
highest piacy rate (77% in 2001) and losses for manufacturers that reached $41.1 million that
year. In AsiaPacific, however, the highest piracy rate country in 2001 was Vietnam where, as
ABS reported, almost 95% of all software is illegally copied (Business 28@2). As these
statistics make it abundantly clear, understanding consumer purchase behavior with regard to
pirated software is an urgent and important issue for software companies operating in these two
countries.
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To investigate the impacts of consuntersat t i t ude toward piracy, sub
behavioral control on their pirated software purchase behavior and develop a deeper
comprehension of pirated software purchase behavior, the researcher will take an integrative
perspective. In adddin , the researcher wil/l examine the
toward piracy.

For the purpose of this study, consumers purchasing pirated software in Thailand and Vietnam
have been selected as the target population since both countrighédndmghest piracy rates in

the AsiaPacific region. Studying pirated software purchase behavior in these two countries will
possibly provide a reasonable basis on which to predict the purchase behavior in-hacKgia

region as a whole given the magrgsscultural similarities.

This research will also provide anghe pt h under standing of consum
pirated software, which is crucial for software companies and governments WPa#GSi
nations in their efforts to design apiracy and copyrights production strategies.

Literature Review and Research Hypotheses

In this study, attitude toward piracy is a twmng construct. The first component influencing
consumer s o attitude towar d piracyh docernattitu
consumersdé6 evalwuation of i1l egal software <copg
one, attitude toward soci al consequences, ref
damages of software piracy to society (Wang et al., 2005

One of the antecedents that affect consumer so
which refers to the purchase decision based on the expectations of what would make good
impression to others (Ang et al., 2001). Consumers with higlseeptibility to social influence

may have an unfavorable attitude toward software piracy since it is illegal and does not have a
positive social image. Thus, normative susceptibility is expected to have a significance
rel ati ons hi pattitudetowards piracg.u mer s 0

H: There is a relationship between nor mat:i
toward pirated software.
Hyy There is a relationship between nor mat:i

toward social consequences.

In addition to normative susceptibility, the collectivist culture is extensively called upon to
account for the difference in piracy rates and in the ethical decisions consumers make across
di fferent countri®ts.cUdlhtuned mr &fceorld etcd i & cul t
most important to people who prefer to have a tightly knit social framework and tend to
participate ingroup activities (Hofstede, 2001; Newell & Green, 1997).

Several researchers argued tlne tollectivist culture is strongly correlated to piracy rates and
attitude toward piracy (Swinyard et al., 1990; Husted, 2000; Marron and Steel, 2000). Thus,
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based on prior studies, the relationship between collectivism and attitude toward piracy may be
hypothesized as follows:

Hy: There is a relationship between coll ect
pirated software.
Hi There is a relationship between coll ect

social consequees.

Novelty seeking is another determinant af fec
seeking has been conceptualized as the curiosity of humans to seek variety and difference
(Hawkins et al., 1980)n their study on the determinants of puasimg pirated software among

Chinese consumers,

Wang et al., (2005) found that novelty seeking is one of the most important factors in explaining

consumersd6 attitude toward piracy, which in t
respect to pated software. Similarly, Cheng et al., (1997) demonstrated that novelty seeking is
the second most i mportant factor influencing

these findings the researcher postulated the following hypotheses:

Hs:Ther e i s a relationship between novelty se
pirated software.
He: There is a relationship between novelty

social conseqguences.

Another important factor yet is value consciousness. Lichtenstein et al., (1990) defined value
consciousness as a consumer 0s concern for p
constraintsAnd Ang et al., (2001) stated that pirated software usually offieitas functions as

compared to the original software but with a very low price, therefore -valbged consumers

are likely to have positive attitude towards software piracy. Based on these previous studies, the
researchers proposéte following hypothess:

Hz. There is a relationship between value ¢
toward pirated software.
Hs: There is a relationship between value ¢

toward social consequences

According to the theory of planned behavior (TPB), which was developed by Ajzen (1985), an

individual 6s actual behavior is determined by
intention being determined by his/her attitude toward that behasidjective norm and
perceived behavioral control. Attitude toward

favorable or unfavorable general feeling toward that behavior (Ajzen and Fishbein, 1980).

This attitude is developed based onthe indivu al 6 s bel i ef i n the conse
the behavior. People who believe that an action will lead to positive results will have a favorable
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attitude toward the behavior (Ajzen, 2002). The more positive the attitude, the greater is the
intention.

Subjective norm is described as an individual
not perform a specific behaviolf. an individual believes that other people expect that he/she
should engage in a specific behavior, then that individukilb&i more likely to do so. On the

other hand, if social expectations prescribe that an individual should not engage in a specific
behavior then he/she will be less likely to do so (Ajzen, 1991).

As to perceived behavioral control, it is defined as @hiinvi dual 6s percepti on
difficulty or ease of performing the behavior and it is assumed to reflect past experiences as well
as anticipate impediments and obstacles (Ajzen, 1991). Several studies, however, have argued
that there is a weak wlonship between behavioral intention and actual behavior (Kim and
Malhotra, 2005; Limayem et al., 2004). Therefore, the following hypotheses are developed:

Ho: There is a relationship between attitude toward pirated software and pirated
software purchase behavior.

Hio: There is a relationship between attitude toward social consequences and pirated
software purchase behavior.

Hi1: There is a relationship between subjective norm and pirated software purchase
behavior.

Hi2: There is a relationship between perceived behavioral control and pirated software
purchase behavior.

Conceptual framework
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Figure 1: Conceptual
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Framework

Methodology

A surveymethodology was used to gather data. The data for this study were collected from a
random sample of 700 respondents, which consisted of 350 Thai respondents and 350
Vietnamese respondents. Thai data were collected in Bangkok metropolitan during January
2010. Vietnam data were collected in Ho Chi Minh City during February 2010. The researcher
employed a seladmi ni st er ed survey technique t o acgq
guestionnaire.

A structured questionnaire was used in this research. The questeoconsisted of four parts.

The first part involved the factors affecting
contained the potenti al antecedents of consun
t he consumer s & amuhe tast are envolvesl lMemographic questions to solicit
information about gender, marital status, age and occupation. The items used to construct each
variable were mainly adopted from the review of empirical previous literature and slightly
modified. With the exception of demographic measures, all measurement items in this study
were measured with the severoi nt s Li kert scale with 1 indic
060strongly agreebo.
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The data analysis was conducted as agtep approach as suged by Anderson and Gerbing
(1988). First, the Confirmation Factor Analysis (CFA) was used to analyze the quality and
adequacy of the measurement model by testing the reliability and both the convergent and
discriminant validity. Next, the Structural edqwa modeling technique (SEM) was applied to

test the research hypotheses, with AMOS 7.0. To avoid any potential problem with missing
values, the full information maximum likelihood method of estimation was utilized to run the
analysis (Olinsky et al., 2Q0).

Results

Respondentsé Profile

The analysis of the respondents6 demographic
displayed indicate that in both Thailand and Vietnam the typical participants in this study were
males (55.4%). The majority ofi¢ respondents were 20 years old or younger (39.0%) and 26.3
percent between 21 and 30 years old. 47.7 percent and 47.1 percent were single and married
people, respectively. Finally, in both countries, the majority of participants (47.7%) were
students athemployees (18.1%), respectively.

Table 1 Demographic Profile of Respondents

Thailand Vietham Total
N Percentage N Percentage N Percentage

Gender

Male 190 54.3 198 56.6 388 55.4

Female 160 45.7 152 43.4 312 44.6
Marital Status

Single 186 53.1 148 42.3 334 47.7

Married 154 44.0 176 50.3 330 47.1

Divorced/Widowed 10 2.9 26 7.4 36 5.2
Age

20 or less 151 43.1 122 34.9 273 39.0

217 30 81 23.1 103 29.4 184 26.3

3171 40 67 19.1 71 20.3 138 19.7

41 or more 51 14.6 54 15.4 105 15.0
Occupdion

Management 6 1.7 26 7.4 32 4.6

Student 190 54.3 144 41.1 334 47.7

Government 30 8.6 50 14.3 80 114

Employee 64 18.3 63 18.0 127 18.1

Self-employed 42 12.0 12 3.4 54 7.7

Other 18 5.1 55 15.7 73 10.4

Confirmation Factor Analysis

A CFA was performe to test the quality of the measurement model with all the constructs by
evaluating the criteria of overall fit, reliability, convergent validity and discriminant validity.
First, all the modefit measures exceed the recommended value, demonstratincceptable
goodnesf-fit between the measurement model and the sampled data (see Table 2).
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Next, the convergent validity of the construct was assessed by evaluating the reliability, factor
loading, and average variance extracted (AVE). The resultseotdhvergent validity testing

show that Cronbachés U of each construct rang
greater than the recommended level of 0.7 (Nunnally and Bernstein, 1994), indicating a high
level of reliability. Additionally, the discriminant validity among the constructs was assessed
based on the criteria recommended by Fornell and Larcker (1981): the square root of the AVE
should exceed the correlation shared between the construct and other construct in the model. As
shown inTable 4, the square root of all the AVE estimates for each variable are greater than the
inter-construct correlations; thus indicating that the measurement has sufficient discriminant
validity.

Table 2: Modeffit Measures for Measurement and Structuradielo

ModeHit Recommended value Measurement Structural model
measures model

x°/df O 5.00 (Hair 1.159 1.546
RMSEA O 0.08 (Hair 0.015 0.028

GFlI O 0.90 (Gefe 0.956 0.940
AGFI O 0.80 (Gefe 0.947 0.930

NFI O 0.90 (Hair 0.965 0.951
NNFI O 0.90 (Hair 0.994 0.980

CFlI O 0.90 (Gefe 0.995 0.982

Structural Equation Modeling Analysis

The structural equation modeling (SEM) was used to estimate parameterstafdtuzad model.

In this study, the researcher used the ratio ofqhiare (%) to degree of freedom {kif) instead

of chisquare (%) as a modefit indicator since the sample size for this study was over 200
(Chong et al., 2001). In addition, other neblit measures were employed in order to measure

the fitness of the proposed model and the sample data. The results show that afitmodel
measures exceed the recommended minimum threshold (see Table 4), indicating a good fit
between the estimated strul model illustrated in Figure 2 and the sample data. Therefore, an
examination of the path coefficients of the structured model was implemented.

As seen in Table 5, the results show that the normative susceptibility has a negative influence on
consumes 6 attitude t owarbds0.3ti=r8d63E Whersas therenisarren ( H
significance relationship between normative s
consequences gHb = -0.08,t = -1.901).Collectivism was found to have nagnificant effect

on both consumer6 atti tude towagrds 0p7itr=alt7&8dandssodiat war e
consequences @Hb = 0.06,t = 1.545), thus kland H, were not supported by the sample data.

Hs, predicting the positive influenceirabeli novel
software (H: b = 0.32,t = 8.123), was statistically supported. Similarly, novelty seeking was

al so found to have a weak relationshipgegwith <c
b=0.09,t = 2.279), therefore null hypothesis six wagected.
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H-, proposing the direct ef fect of val ue ~cons
software (H: b= 0.25,t = 6.573), was statistically supported for.H

Table 3 Measurement Model results for Model Construct

Factor loading Cronbach¢ AVE ?
31: Normative Susceptibility 0.90 0.69
X1 0.82
Xz 0.85
X3 0.86
X4 0.80
3y: Collectivism 0.90 0.68
Xs 0.79
Xe 0.84
X7 0.86
Xs 0.82
33: Novelty Seeking 0.91 0.70
Xg 0.81
X10 0.85
X11 0.83
X12 0.86
3y: Value Consciousness 0.91 0.77
X13 0.80
X4 0.83
Xi1s 0.85
X16 0.90
d.: Pirated Software 0.88 0.71
Y1 0.85
Y, 0.86
Ys 0.81
d2: Social Consequences 0.91 0.73
Ya 0.82
Ys 0.84
Ys 0.87
Y- 0.88
35: Subjective Norm 0.90 0.74
X17 0.86
X18 0.90
X19 0.82
3. Behavioral @ntrol 0.88 0.71
Xa0 0.85
Xa1 0.85
X22 0.83
ds:Purchase Behavior 0.90 0.69
Ys 0.84
Yq 0.84
Y10 0.84
Y1 0.80

Note:® AVE was calculated as suggested by Fornell and Larcker (1981)
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Table 4: Discriminant Validity

Construct 1) 2) (©) 4) (5) (6) ) (8) 9
1. Normative susceptibility 0.83
2. Collectivism -0.01 0.82
3. Novelty seeking -0.04 0.05 0.84
4. Value consciousness -0.05 -0.02 0.08 0.88
5. Attitude toward pirated software -0.34 0.07 0.37 0.32 0.84
6. Attitude toward social consequences -0.08 0.07 0.10 0.05 0.14 0.85
7. Subjective norm -0.07 -0.07 0.13 0.11 0.24 -0.05 0.86
8. Perceived behavioral control -0.10 -0.05 0.10 0.08 0.19 -0.02 0.45 0.84
9. Purchase beavior -0.10 0.07 0.44 0.12 0.42 -0.16 0.44 0.47 0.83
Note: Figures in italics are square roots of average variance extracted (AVE)
Table 5: Summarized Results of Hypothesis Testing
Causal path b t-value p-value Support
H.: Normative Susceptibilitf Pi r at ed Soft war -0.32 -8.163 Hohx Yes
H,: Nor mative Susceptibility Y -008 -1.901 0.057 No
Ha: Collectivism Y Pirated Sof 0.07 1.785 0.074 No
Hy Collectivism Y Soci al Cons 0.06 1.545 0.122 No
Hs: Novelty Seekiy Y Pirated Software 0.32 8.123 ok Yes
He: Novelty Seeking Y Social C 0.09 2.279 b Yes
H: Value Consciousness Y Pira 0.25 6.573 Xk Yes
Hg: Value Consciousness Y Soci 0.03 0.767 0.443 No
Ho: Pirated uShadeBehaviore Y P 0.35 8.974 Fkk Yes
Hyo: Soci Consequences Y Pur ¢ -019 -5.285 Frk Yes
Hizy Subjective Norm Y Purchas: 0.26 6.866 rkx Yes
Hyo Behavior al Control Y Purcl 0.33 8.513 Frk Yes
Note: b tSicturahcdedficientp < 208 (**5 p < 0.001 (**¥)
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However, value consciousness was found to havesigmificant effect on consumes 6 at t i t u ¢
toward social consequencesg(fl = 0.03,t = 0.767), hence §was not supported by the data.

The findings show statistical support for the
pirated software (i b=0.35t=8.974) andcarumer s6 attitude towards
(Hi: b=-019,t=-5. 285) on consumer soO6 pugrandnHpysvee behav
considered valid. In addition,jiHand H predicting the direct effects of subjective norm (Hb

= 0.26,t = 6.866) andperceived behavioral control (b =0.33,t= 8. 51 3) on cons
purchase behavior received statistical support.

Figure 2 SEM Model with Measured Variables
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Discussion and Conclusions

Findings

The primary purpose of this study tttwdedoward 1 nve
pirated software and social consequences, subjective norm, perceived behavioral control on
his/her purchase behavior of pirated software in two Asian countries. In addition, this study also
identifies t he ant ec e doward girated fsoftware rarsduits esacigl o at
consequences. Data were gathered from 350 Thai and 350 Vietnamese consumers, and were
analyzed using SEM.

The results of this study prove that three f
software, subjdoze norm, and perceived behavioral control, have a positive and significant

ef fect on the formation of consumer sd purcha
these three factors, consumerso6 attitwde tow
i mportant factor in determining consumersodé pu
compared to subjective norm and perceived behavioral control. This implies that consumers who

hold a favorable attitude toward pirated software are morky likeengage in purchase behavior

of pirated software. Similarly, consumer soé pu

be positively affected by peer approval and perceived behavioral control.

Mor eover, the findings ttudestavard sociak eohsequehcastis ¢ 0 n ¢
negatively related to their purchase behavior with respect to pirated software. In other words,
consumers who viewed pirated software as causing damage to society and the software industry
are less likely to committpur chasing pirated software. Thes
(1985) theory of planned behavior can be appl
the purchase of pirated software.

As expected, consumer so at t nfluemaket by tnormaive d pir
susceptibility, novelty seeking and value consciousness. These findings are consistent with
sever al previous studies: Phauds and Teahos (

look good in front of others tend to have egative attitude toward pirated software since they

view pirated software as illegal and not having a good social image; Ang et al., (2001) suggested

t hat an individual 6s value consciousness i s |
software And Wee et al. (1995) argued that novelty seeking consumers tend to have a favorable
attitude toward pirated software since they are cheaper than legal software. However, based on

the results from this study, the researcher found no evidence to suEpoetationship between

coll ectivism and consumers6 attitude toward |
consequences. This is similar to Phauds and
found that normative susceptibility, caiterism, value consciousness did not point to any
relationship with consumersodo attitude toward
effect of novelty seeki ng comsequenoes.sumer sd attit

Finally, the researcher apgdl the IndependemtTest to examine whether there is any difference

in term of pirated software purchase behavior between Thai and Viethamese consumers. The
results show that there is no difference in term of purchase behavior of pirated software between
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Thai and Viethamese consumers. As Table 6 indicates, consumers in both countries slightly
agree that they engage in purchase behavior involving pirated software.

Tabl e 6: Thai and Vietnamese Consumersod6 Purch
Mean score
Significance
Thailand Vietnam
Purchase behavior with regard to 4.45 4.36 0.452
pirated software
1 = strongly disagree; 7 = strong
agree

Managerial Implications

This research provides an-diepth understanding Thai and Viethamese piratedwandt
consumers; information highly sought by software companies in these two countries as well as in
the AsiaPacific area as part of their efforts to develop -pitacy strategies. Based on the
research findings, the following ensues:

Theresultsofths st udy prove that consumerso6 attitude
and perceived behavior are significant predictors of their purchase behavior; their attitude toward
pirated software being the most critical determinant of purchase beh@kerefore, software
companies should focus on changing consumer s?o
the original version, in order to positively
pirated software.

It is also equally impdant for the governmental authorities concerned and for software
companies to reinforce ethical education. Both should step up their communication efforts and
launch campaigns to let consumers know about the serious consequences of piracy with regard to
the future of softwareompanies most notably how pirated software can severely impact the
survival of the whole software industry. If consumers can be brought to understand the
seriousness of software piracy and its dire consequences on the industmathéyink twice

before buying pirated software; thereby reducing the amount of pirated software purchases. Once
consumers become more concerned about the magnitude of the harm inflicted upon society and
the software industry, their attitude toward pirageétware is more likely to turn negative.

And of course, governmental authorities should let consumers know in no uncertain terms about
the serious legal consequences of piracy and the potential criminal punishments they face.
Publicizing the legal congeences may act as a deterrent.

In addition, software companies should focus as much as possible on differentiations and new
technol ogi cal i nnovations in order to be fAa s
imitations. Such approacheswil al so reinforce consumerso6 bel.

paying are for innovative and qualified products and thus justified.
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Based on the findings, perceived behavioral control and subjective norm were found to have a
significance impact on consmer s 6 pur chase behavior with reg:
order to prevent consumers from purchasing illegal software copies, it is important that
responsible authorities eliminate the channels and opportunities to acquire pirated software.
Moreower, adopting a technological protection strategy designed to create barriers inhibiting

consumer s o i ntention t o pur chase and use p i
consumer sdo perceptions of behavioral control
As the results from this study &8 o0 s h o w, an individual éds purcl

software depends on the impact of the external environment, such as subjective norm. The
government and software companies should promote group consensus in society on the issue of
pirated softwarepurchasing. They could, for instance, resort to advertising and the media to
develop knowledge and raise the level of awareness among users about piracy. If a national
consensus could be built around the rejection of pirated software purchase, peopke mge

likely to change their purchase behavior toward pirated software.

Mor eover, with price being al most al ways cons
software, how to provide software at a reasonable price should therefore also béhenmaih

concerns for software companies. Having to pay high prices for legal software in the legitimate
market- prices in excess of their perceived valuencourages people to commit piracy. If the

prices of original software were reasonable in thes@feconsumers, the intention to purchase
pirated software would not only come down, C
software would also be enhanced.

Limitation and Future Research Directions

This study has a number of limitations. Firstwias limited to the software industry and to
consumers in two countries possibly representing the-Radfic Region. A margin of error

may occur if the results of this study are generalized or construed to apply to every other country
in the AsiaPacificregion or to other industries or other markets.

Further studies could enhance the generalizi
replications from other samples and also with various demographitiée this research was
crosssectional andhus only relates to a specific time period, a longitudinal study could be
conducted to confirm the linkages among the study variables over time.

Moreover, whenever asked about illicit behavielis this case, purchase behavior of pirated
software- there is always a possibility that respondents will not answer honestly. Consequently,
some respondents might have provided socially desirable evaluations in order to appear ethical in
light of the sensitive nature of the topic (Akaah and Lund, 1994

Finaly, while this research casts attitude toward piracy, subjective norm, and perceived
behavioral control as the key drivers to purchasing behavior, other factors that may contribute to
predicting purchase behavior of pirated software are not investigaitate research could
consider such other potential variables influencing the purchase behavior of pirated software in
order to enrich the knowledge base and understanding of piracy behavior.
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A COMPARATIVE STUDY OF PARAMETRIC AND
NONPARAMETRIC REGRESSIONS

Fattahi, Shahram
Razi University

Abstract

The paper evaluates inflation forecasts made by parametric and nonparametric models. The results
revealed that the neural network model yields better estimates of inflation rateldh@arametric
autoregressive integrated moving average (ARIMA) and linear models. Furthermore, the neural
network model outperformed nonparametric models (except MARS).

1. Introduction

The parametric regression approach is based on the prior knowlietthgefunctional form relationship. If
knowledge is correct, the parametric method can model most data sets well. However, if the wrong
functional form is chosen a priori, this will result in larger bias as compared to competitive models (Fan
and Yao, 208). Parametric linear models, as a type of parametric regression, are frequently used to
describe the association between the dependent variable and explanatory variables. They require the
estimation of a finite number of parameters. Furthermore, parantiegar dynamic models which are

based on a atheoretical or ddtéven approach will be employed.

Why is nonparametric regression important? Over the last decade, increasing attention has been
devoted to nonparametric regression as a new technajuesfimation and forecasting in different
sciences including economics. Nonparametric regression analysis relaxes the assumption of the linearity
in the regression analysis and enables one to explore the data more flexibly. However, in high dimensions
vai ance of the estimates rapidly increases, cal |l ec
data. To overcome this problem, some nonparametric methods have been proposed such as additive
model (AM), multiple adaptive regression splines (MARB)pjectiorrpursuit regression (PPR) and
neural networks (NN).

This study compares parametric and nonparametric methods. The agents are assumed to use an optimal
parametric autoregressive moving average (ARMA) model or nonparametric models for fagedastin
fact, outof-sample estimates of inflation generated by the parametric and nonparametric models will be

compared.

41



Proceedings of the BInternational Conference

The paper is divided into four sections. Following introduction in section 1 we discuss parametric and
nonparametric methods in e 2. Section 3 reports the empirical results of this study. Finally, section 4

concludes.

2. Satistical predictors

2.1 Parametric prediction models
A brief review of ARIMA modeling is presented (Chatfield, 2000). Autoregressive integrated moving
avera@ (ARIMA) or (Box-Jenkins) models are the basis of many fundamental ideas irsdiries
analysis. In order to analyze a time series, it must be assumed that the structure of the stochastic process
which generates the observations is essentially invatantigh time. The important assumption is that
of stationarity, which requires theé¢iproauaends t o be
An autoregressive moving average process: ARMA (p,q) is obtained by combining p autoregressive

terms ad g moving average terms and can be written as
FLX = a+@
with AR polynomial /(L) =1 - £ -If .-  |¥and

MA polynomial (L) =1 +d4 +lF ..+ qL-P(. An ARMA model is stationary provided that the

roots of /(L) =Olie ouside the unite circle. This process is invertible if the rootgg¢t.) =0 lie

outside the unite circle. Low order ARMA models are of much interest since many real data sets are well
approximated by them rather than by a pure AR or pemodel. In general, ARMA models need
fewer parameters to describe the process.

In most cases economic time series are-stationary and therefore we cannot apply ARMA models

directly. One possible way to remove the problenpisake difference sas to make them stationary.
Norstationary series often become stationary after taking first diffefece- X, ; X1 L) X). If

the original time series is differenced d ti mes,

stands fointegrated and d denotes the number of differences taken. Such a model is described by
d —
FILA- L)X, =a &)
The combined AR operator is noW(L)(L- L)®. The polynomialsf (Z) and g(Z)have all their

roots outside the unit circle. The model is called integrated of order d and the process is said to have d

unit roots.
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2.2 Nonparametric prediction models

The general nonparametriegression model (Fox, 200 as follows:
y, = f(X) €
= (X0 %% ) €  €~NID(O, §)

The regression function isf (.)unspecified in advance and is estimated directly. In fact, there is no

parameter to estimate. It is impligiassumed thaf () is a smooth, continuous function. If there is only

one predictoy, = f(X) € then it is called 6scatter plot sm

curve through a scatter plot of y against x.

There are several smoothers such as local averaging, kernel smoother, Weighted Scatterplot Smoothing
(lowess) and spline Smoother that fit a linear or polynomial regression to the data points in the vicinity of
x and then use the smoothed value as the gigztlvalue at XFox, 2005).

2.21 Additive model (AM)

Nonparametric regression based on kernel and smoothing spline estimates in high dimensions faces two
problems, that is, the curse of dimensionality and interpretability. Stone (1985) proposed tive addi
model to overcome these problems. In this model, since each of the individual additive terms is estimated
using a univariate smoother, the curse of dimensionality is avoided. Furthermore, while the nonparametric
form makes the model more flexible, thdditivity allows us to interpret the estimates of the individual
terms. Hastie and Tibshirani (1990) proposed generalized additive models for a wide range of distribution
families. These models allow the response variable distribution to be any menther exfponential
family of distributions. We can apply additive models to Gaussian response data, logistic regression
models for binary data, and loglinear ordadditive models for Poisson count data.

A generalized additive model has the form

Y=a +H(X) £(X) ..+ LX)

where fj(.) are unspecified smooth (parti@gression)functions. We fit each function using a

scatterplot smoother and provide an algorithm for simultaneously estimating all j functions. Here an
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additive model is applied to a logistic regression model as a generalized additive model. Consider a
logistic regression model for binary data. The mean of the binary respate) = Pr(Y ﬂl X)is

related to the explanatory variables via a linear regrasabdel and the logit link functions:

& mx) B
S /m(X) ga +HX, & #X

The additive logistic model replaces each linear term by a more general functional form

log

& nx) o
! ga +,(X) * fHX,
Oy B3 ) A THX)

In general, the conditional mearm{X) of a responseY is related to an additive function of the

explanatory variables via a link function g:
gl X)] =a + f,(X) +. JIi](xj)

The functions fj are estimated in a flexible way using the backfiftaigorithm. This algorithm fits an

additive model using regressitype fitting mechanisms.

Consider thejth set of partial residuals
=Y {aa (X))
k, ]
Then E(ej‘Xj) = f,(X/). This observation provides aay for estimating eachf,(.) given

estimates{ E(),I . j} for all the others. The iterative process is called the backfitting algorithm

(Friedman and Stuetzle, 1981).

2.2.2Multiple Adaptive Regression Splines (MARS)

This approach (Friedman (1991), Hastie et al (2001)) fits a weighted sum of multivariate spline basis

functions and is well suited for higtimensional problems, where the curse of dimensionality would
likely create problems for other methods. The MARS ukesbasis function{X - t), and(t - X), in

the following way
Jxt if x>t
(x-1). 90 otherwis
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t-Xx if x<t
(t- ). :{ 0 otherwis
The A+0 denot es unetmrsis picicewise lipearrort linear Bmire hwithf a knot at value t.
These functions are called a reflected pair for each iﬁf)plvith knots at each observed vallkﬁz of that
input, and then the set of ba$unctions is defined as
c={(x; 0.t %)}

The strategy for moddduilding is a forward stepwise linear regression using functions from the set C and
their products. Thus the MARS model has the form

(00=8, A A9

where he coefficients,  are estimated by minimizing the residual sofsquares and eadh ( X) is

a function in C. By settind},( X) =1(constant function), the other multivariate splines are prsdofc
univariate spline basis functions:
Ko
M (X)=0 Mot 1¢m G
s=1
where the subscridt(s, m) means a particular explanatory variable, and the basis spline in that variable

has a knot att; .. K is the level of interactions betweek(S, M) variables and the values of

m, k;, K,,...,k_, are the knot sets. Explanatory variables in the modebeainearly or nosinearly

and are chosen for inclusion adaptively from the data. The model will be additive if the order of
interactions equals on&(=1).
A backward deletion procedure is used in the MARS model to preverfittivg. The basis functions

which have little contributions to the accuracy of fit are deleted from the model at each stage, producing

an estimated best modeﬁ(/) of each sizedr We can apply a generalized crasdidation criteron to

estimate the optimal value &in the following way

at - Bx)y

GV == M) Ny
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The value ofM  ( iBeludes the number of basis functions and the number of parameters used in

selecting the optimal positions of the knots.

2.2.3 Projection-Pursuit Regression (PPR)

If the explanatory vector X is of high dimension, the additive model does not cover the effect of
interactions between the independent variables. Projeetiosuit Regression (Friedman and Stuetzle,

1981) applies an additive model tmjected variables, projecting predictor variables X in M, as follows
M
Y=34,(WX ¥ E(e=0,var( =7
m=1
where W_ are unit pvectors of unknown parameters. The functidjg are unspecified and estimated
along with the directionW_using some flexible smoothing method. The PPR model employs the
backfitting algorithm and Gaud¢ewton search to fit Y.

The functions gm(V\I;X) are calledthe ridge functions because they are constant in all but one

direction. They vary only in the direction defined by the vedIgr The scalar variablha/m = (V\ir:1 X) is
the projection X onto the unit vectdt . The aim is to findW, to yield the best fit to the data. If M is

chosen large enough then the PPR model can approximate arbitrary continuous fun&io(m'ﬁ;fconis

and Shahshahani, 1984)oWever, in this case there is a problem of interpretation of the fitted model
since each input enters into the model in a complex and multifaceted way (Hastie et al, 2001). As a result,
the PPR model is a good option only for forecasting.

To fit a PPRmodel, we need to minimize the error function
N M ,
E=Aly - ag(w, )]
i=1 m %
over functions g, and direction vectorsw, . The g and w are estimated by iteration. Imposing
complexity constraints on thg, is needed to avoid overfitting. There are two stages to estimate g and w.
First, to obtain an estimate of guppose there is one term (M=1). We can form the derived variables
Vi = w Xfor any value of w. This imps a onedimensional smoothing problem and any scatterplot

smoother such as smoothing spline can be used to estimate g. Second, we minimize E over w for any
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value of g. These two steps are iterated until convergence. If there is more than one terfaPR the

model then the model is built in a forward stagee manner that at each stage a Q#¥,, g,,,) is added.

2.24 Neural Networks

Many recent methods to developing ddtaven models have been inspired by the learning abilities of
biological systems. For instance, most adults drive a car without knowledge of the underlying laws of
physics and humans as well as animals can recognize patterns for the tasks such as face, voice or smell
recognition. They learn them only through ddtaven interaction with the environment. The field of
pattern recognition considers such abilities and tries to build artificial pattern recognition systems that can
imitate human brain. The interest to such systems led to extensive studies about neural iretiverks
mid-1980s (Cherkassky and Mulier, 2007).

Stochastic approximation (or gradient descent) is one of the basic nonlinear optimization strategies
commonly used in statistical and neural network methbls gradientdescent methods are based on the

first i order Taylor expansion of a risk functional

R(W =Ly f(x W) ¢ x ¥ dxd 1)
where R(W)is the risk functional,L(y, (X, W))the loss function andd(X, Y) the joint probability
density function. For regression, a common loss function is the squared error

L(y, F(xwW)=(y - f{(x W)’ 2)
Learning is then ddfied as the process of estimating the funcﬁaﬁrx,V\())that minimizes the risk
functional

RW=fy - f(xwW)?* i x ¥ dxd

using only the training data. Although the gradidescent methods are computationally rather slow, their

simplicity has made them popular in neural networks.

For the task of regression, it can be shown that the empirical risk is as follows

1.0 10, X

Ropf(W=—a Ux ¥.Ww = aly -f(x W) (3)
Niz N2

This function is to be minimized with respect to thextor of parametel/. Here the approximating

function is a linear combination of fixed basis functions
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m
F=fxw a wg(y (4)
j=1
For some (ked) M. The updating equation for minimizinﬁ{emp(V\bWith respect towis

w(k +1) =w(K) gkwiN LR, ¥ B, W 5)

where X(K) and y(K) are the sequences of input and output data samples presented at iteration step

The gradient above can be written as

Hoixyw= HoE gy ©
W, |2

j
Now the local minimum of the empirical risk can be computed using the gradient (6). Let us start with

some initial valueW(O). The stochastic approximation method for parameter updating during each

presentation fokth training sample is as:

1 Step 1: Forward pass computations.

z,(Q=g(XR), L..m 7)
19 =8 w (R 7(B: ®)
9 Step 2: Backward pass computations.
d(k)=H%K -%R ©)
w (k+1) 2w (k) g & z(k (10)

where the learning ratgj is a small positive number decreasing wlth In the forward pass, the output

of the approximating function is computed whereas inbthekward pass, the error term (9), which is
called Adeltaod in neur al network | iterature, for
the parametersSince it is possible to propagdtee error signals from the output layer to the inpyel,

the procedure is called error backpropagatidie parameter updating equation (10), known as delta

rule, updates parameters with every training sample.

It should be noted that a neural network model can be identified as a pursuit projeatissioag

(PPR) model (Hastie et al, 2001). In fact, the neural network with one hidden layer has the exactly the

48



Proceedings of the BInternational Conference

same form as the PPR model. The only difference is that the PPR model uses nonparametric functions

(g,(v)) while the neuranetwork employs a simpler function which is based on a sigmoid transfer

function.

3 Empirical Results

3.1 Background

The Iranian economy is eikliant so that any change in oil price can directly affect all economic sectors.

It should be noted that Inaranks second in the world in natural gas reserves and third in oil reserves. It is

al so OPECbs second | argest oil exporter. The econ
mining and manufacturing) and the agricultural sector. Duringebent decades, the services sector has
contributed the largest percentage of the GNP, followed by industry and agricultural sectors. The share of

the services sector was 51 percent of GNP in 2003 while those of the industry and agricultural sectors
were35.1 and 13.9 percent of GNP respectively.

The Iranian economy has experienced a relatively high inflation averaging about 15 percent per year.
The inflation rate has even been more than 21 percent on average after the 1973 oil crisis. Furthermore,
there is a general agreement over the underestimating of the measured inflation due to price controls and
government subsidies.

The empirical evidence implies that inflation is persistent in Iran. In other words, the effects of a shock
to inflation resultin a changed level of inflation for an extended period. To see this, the inflation rate is

regressed on its own lags.
rgnpi =0.44rgnpj_, +0.49gnpj ,
(t-value) (3.15) (3.42)

As the sum of coefficients on lagged inflati@h93) is close to one, shocks to inflation have #asging

effects on inflation.

3.2 Results
This study compares the performance of parametric and nonparametric regressions in the Iranian
economy over the period 192903. Different models will be applil to the inflation series and then the
predicted values will be evaluated. In fact, -ofisample estimates of inflation generated by the

parametric and nonparametric models will be compared.
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The empirical results of the Augmented Didkyller test mndicated that all the variables employed are
stationary, and thus this issue helps us to avoid the problem of the spurious relationships (see Appendix
for the data source and definitions).

It is assumed agents use the lagged values of inflation an@M&agrowth to forecast inflation. Figure
1.a and Figure 1.b demonstrate a local linear regression fit of inflation rate (rgnpi), defined as the rate of
change of GNP deflator, on the lagged inflation rate (rgnpilagl) and lagged real GNP growth rate
(rgnpagl) using the Lowess function for a variety of spans. If the fitted regression looks too rough, then
we try to increase the span but if it looks smooth, then we will examine whether the span can be
decreased without making the fit too rough (Fox, 2008 objective is to find the smallest value of
span (s) that provides a smooth fit. A trial and error procedure suggests that the span s=0.5 is suitable and
it seems to provide a reasonable compromise between smoothness and fidelity to the data.
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Figure l.a: Local linear regression fit of inflation rate (rgnpi) on the lagged inflation rate
(rgnpilagl) using Lowess function for a variety of spans
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Figure 1.b: Local linear regression fit of inflation rate (rgnpi) on the lagged real GNP growth rate
(rgnplagl) using Lowess function for a variety of spans

A test of nonlinearity is performed by contrasting the nonparametric regression model with the linear
simpleregression model. We regress inflation on rgnpilagl (Case 1) and rgnplagl (Case2) separately. As
a linear model is a special case of a nonlinear model, two models are nestetksfis Formulated by

comparing alternative nested models. The results is as follows

Linear model vs Nonparametric regression (Casel): F=8vid(e=0.008)
Linear model vdNonparametric regression (Case?2): F=6.48{lue=0.04)

It is obvious that the relationship between the dependent variable and explanatory variables are
significantly nonlinear. It should be noted that the variable rgnplagsl will not be significarinéaa |
regression is considered.

Since nonparametric regression based on smoothing functions faces the curse of dimensionality, the
additive model has been proposed (Stone, 1985). The result of fitting an additive model using Lowess

smoother can be wtén as
rgnpi = rgnpilagl) +S(rgnplag]
F (4.13) (4.43)
(0.02) (0.03)

where S denotes the Lowess smoother function. It is obvious that both smoothers are significantl

p-value

meaningful. Furthermore, the linear model is nested by the additive model-wétlngp being equal to
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0.01. Figure 2 illustrates plots of the estimated partigiession functions for the additive regression
model. The points in each graph are partiediduals for the corresponding explanatory variable,
removing the effect of the other explanatory variable. The broken lines demonstrate pointpesecdh

confidence envelopes for the partial fits.

rgnplagl rgnpilagl

Figure 2: Plots of the estimated partialregression finctions for the additive regression of the
inflation rate (rgnpi) on the lagged real GNP growth rate (rgnplagl) and the lagged inflation rate

(rgnpilagl)

We use MARS model to fit a piecewise linear model with additive terms to the data. The resudts indic

that pairwise interaction terms (by degree=2 and degree=3) make little difference to the effectiveness of

explanatory variables.

The additive model seems to be too flexible and it is not able to cover the effect of interactions between

explanatoryvariables. To remove this problem, the Projecti®ursuit Regression model has been

proposed. The PPR model applies an additive model to projected variables (Friedman and Stuetzle, 1981).

Figure 3 shows plots of the ridge functions for the threetesm projection pursuit regressions fitted to
the data.
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Figure 3: Plots of the ridge regression for three twderm projection pursuit regressions fitted to the
data.

Although MARS model is an accurate method, it is sensitive to concurvity. Neural networks sttare

this problem and are better able to predict in this situation. In fact, as neural networks are nonlinear
projection methods and tend to overparameterize, they are not subject to concurvity (Hastie et al, 2001).
We examined several neural netwandels and the results indicate that-&2 network has a better
performance.

The Wilcoxon test has been used to compare the squared error of a neural network model and a rival
model. In fact, out of sample forecasting has been employed to evaliffieent models. The
performance of PPR and additive models appears to differ from the neural network model, implying that
the NN model can significantly outperform the PPR model and it has a better performance than the
additive model, but not by muchuhermore, the NN model is significantly better than the linear model
(LM). However, there is no possibility that the NN model can outperform the MARS modethésee
following tablg.

Out of Sample Forecasting based on Wilcmn test

p-value
PPR vs. NN 0.01
LM vs. NN 0.00
MARS vs. NN 1
AM vs. NN 0.38
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Now we compare the NN model to the parametric agt@ssive moving average (ARMA) model for
inflation. A collection of ARMA (p, g) models, for different orders of p and g, have been estimated and
then the best model was selected according to the Akaike information criterion (AIC) and the Schwarz
information criterion (SIC). Examining the ARMA models for the inflation series indicated that ARMA
(1, 1) is the beditting model.

Diagnostic checking, the correlogram (autocorrelations) of inflation from the regression tests was
examined and confirmedéhresults. The last 5 observations are used for comparing the ex post forecasts
generated by the two models. Furthermore, the Root Mean Square Error (RMSE) is used to evaluate ex
post forecasts. We apply the fefesward backpropagation as learning aldort where only lagged
inflation is used as input. The results imply that the forecasting performance of the NN model
(RMSE=0.05) is significantly better than that of the ARMA model (RMSE=11.73). It should be noted
that the results from the inflation lagscerding one and more number of hidden layers are almost the
same. Therefore, the NN model outperforms the parametric ARMA model.

3. Conclusions
This study examined the forecast performance of parametric and nonparametric fricalatents were
assumed taise a parametric autoregressive moving average (ARMA) model or nonparametric models to
forecast inflationThe results revealed that the neural network model yields better estimates of inflation
rate than do parametric autoregressive moving average (ARM@)linear models. Comparing to the
nonparametric alternatives, the results of Wilcoxon tests demonstrated that the forecasting performance of
ProjectionPursuit Regression and Additive models appeared to differ from the Neural Network model,
implying thatthe Neural Network model can significantly outperform ProjeeRonsuit Regression and
Additive modes. However, there was no possibility that the Neural Network model can outperform the

Multiple Adaptive Regression Splines model.
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Appendix: Data source and definitions

The data are annually for the period 12883 and are collected from the Central Bank of Iran.

gnp = realGNP (at the constant 1997 prices)
gnpi = GNP deflator (1997=100)
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Introduction

If the first two momentgexpectedvalue andvariance)of a random variable are known, and if

the probability distribution is normal, complete probabitiigtribution of the random variable

can be examined such as the probability that a random variable X is greater than or equal to x
where x is any real number (P@Xx)). Furthermore, even whehe probability distribution is
unknown, it is possible to evaluate the probability distribution of the random variable based on
thefollowingTchebycheffds i nequality

1
PE(X) + hsy ¢ X ¢ E(X)-hsx] ¢ & (1)
h2

where E(X) = expected valuesx = standard deviation, and h = any real number. It should be
noted that he T c he by ctyéfudefdls only whemghu=al. i Using equation (1) and
assuming that the tail area of the probability distribution is symmetric, that isk B(X) - hsx)

= P(XO E(X) + hsy), P(X O x) can be derived as:

P(X O x) = 1- (1/2)(ANEX) - x) /sx)?) )
Note that h =E(X) - x) /sx.

Consequentl vy, if the first two momebats of
estimated, it is possible to evaluate the risk aspect of the project. However, it is very difficult to
estimate the Var(NPV) (variance of the NPV) primarily due to estimate difficulty of all possible
inter-temporal correlation coefficients between tcdlows of different periods. Many authors
(Bonini, Bussey, Stevens-uller, Kim, Hillier, Elsaid Magee Wagle,etc) published nmerous
papers [1][2][3][4][5]6][ 71[9][10][12] associated with the estimation of tMar(NPV). Most of
these methods, howayehave difficulties because the assumptions are not realistic or the
information requireds not easily availabler in certain cases, the information derived is not
useful. For example, the upper and lower bounds of Var(NPV) proposed by Fuller and]Kim [3
are in certain cases so large that the bounds are not useful in deriving meaningful probabilistic
information.

As shown by Hillier [5], the variance of the NPV can be written as:
n n 1

Var(NPV)= S S 893800 rpsSpSq 3
p=1q=1 (1+r )>*
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where pq = the intestemporal correlation coefficient between cash flows"apd d periods, n

= the project$gsy & the $tandard Hevidtien, of tleerpdriodic cash flow for
period p(q). As can be seen from equatioB),(estimation of reliable Var(NPV) depends on
reliable estimation of standard deviations of periodic cash fl@ys gnd the intetemporal
correlation coefficientsfy). These twovariables (s, and r,q) are affected by cash flow
components such as sales/enue, tax, and various costs which are essential information in
estimating periodic cash flows.

S.H. Kim, E.H. Elsaid, and D.J. Kim [8lerived the following equations fdnéexpected
periodic cash flowsK(C,)), the variance of th@eriodic cashflows (Var(C)), and the inter
temporal correlation coefficients,§) based on cash flow components:

Cash flows of each perio€4) are estimated as follows:

k m
C=A(SC - SCi)+DT, fort=0,1,..n 4
i=1 i=k+1

where the soiscript t represent'period, A = (1- T;) = the corporate afteax earnings rate,C

= i component cash flow which represents cash inflow whek and cash outflow when i >

k, m = total number of component cash flows, k = total numbeomponent cash inflows, and

D: = depreciation. The component cash flowsg) (Gclude items such as sales revenue, any cash
saving, service revenue, royalties, material cost, wages, advertisintagpand so forth.

Then, E(Q) and Var(G) arederivedas:

k m
E(Q) =Al( SE(Gi) - S E(Gi)) + DT, fort=1,.n ®)
i=1 i=k+1
m k k k m m m
Var(Q) = AIZ( Ss%+2S S tijstistj -2S S tijstistj +2S S tijstistj) fort=1,..n (6)
i=1 i=1 j=i+1 i=1 j=k+1 i=k+1 j=i+1

where E(G) = the expected™ component cash flow of thé" tperiod, t; = the correlation
coefficient between thé"iand the | component cash flows; (sy) = the standard deviation of
the " (i) component cash flow for period t, and other notations are the aa defined before.

Then, the intetemporal correlation coefficierft,;) between pth and qth periods can be
derived as:

1 m m k m k m
rhq=0 8 {AA[S SEj-2S S (Ej+Ei)]+ ADqTd SE(G) - S E(GI)I+E(C)[DpTp- E(G)I} @)
SpSgq i=1j=1 i=1 j=k+1 i=1 i=k+1

where Eij =tpigiSpiSq + E(Goi )E(Cyj ), tpig = the intertemporal correlation coefficient between
i cash flow component of'pperiod and Y cash flow component of*period, and other
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notations are the same as defined before except that the subscripts p and g are used for periods p
and q.

According to equation (7), the derivation of the intemporal correlation coefficients,§)
requires estimation of a significant number tfig;s (the intertemporal correlation coefficient
between ' cash flow component of'fperiod and’} cash flow conponent of  period. Kim et
al. [8], using estimates of cash flow components provided by PERT method [11], showed how
g €an be estimated. A critical assumption made for the estimatidpqsfis that the
correlation coefficient between casbvl componentstfq) decay away over the project life such
that

tpig = Pt (8)

where g2 pandd representslecay rate which can range¢@ ¢ 1. The authors point out that

the decay ratenay not be constant and will be impossible to be accurately estimated. However,
they stateghat equation{) makes it possible to perform sensitivity Bsés to observe the impact

of a possible range of the decay rate on ghe Yar(NPV), and probability distribution of the
projectds NPV.

The estimation method proposed by Kim et gl.d& provide very useful information because

all estimations ardased on cash flow components. Therefore, it is possible to evaluate the
impacts of changes in any cash floamponents on thgrofit and risk aspect of the project. For
example, it igpossibe to evaluate an impact of an increase or decrease in cerpexatates (or

an impact ofan accelerated depreciatjoon the profit and risk aspects oftypical corporate
investment project. This is an important information to the federal, local, and foreign
governments whoften provide low tax ratg®r acceleated depreciationjo induce domestic or
foreign corporate investmen®bviously, this is alsausefulinformation to the company who is
considering an investment in the region where a certain investment incentives are provided. It
should be noted that oganies can also evaluate the impact of changes in various cash flow
components such as price increase (or decrease) in raw materiaceeabse(or decrease) in
labor costs.

The proposed method appears topbacticallyfeasible to derive a reliable esate Var(NPV)
because the main information requiredtie cash flow components which are essential
information for the estimation of the periodic cash flows. It should be noted that without the
periodic cash flows, it is ngbossibleto find the NPV andso, not possible to evaluate the
investment project. Therefore, once cash flow components) are projected, it is possible to derive
Var(NPV). The question of whether the proposed method can provide reliable estimate of
Var(NPV) and reliable return and rislspect of a project depends reliability of the assumptions
made associated with estimation of the ntéenporal correlation coefficients.

A possible way to examine the reliability of the proposed method is to conduct a sensitivity
analysis. For exanhg, if low tax rates are provided by the government, the reliable result should
be that it should increase the profitability of the project and also increase the probability that the
NPV is greater than zero(P(NFY0).
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The objective of th@aperis to examine reliability of the proposed method based on a séries
sensitivityanalysesThe sensitivity analysis will be conducted in terms of changes in corporate
tax rate,accelerated depreciatiolgvel of interestrate and other cash flow componenihe
effectiveness of tax incentive (low tax rate) and accelerated depreciation is expected to be
different under different interest rates. The results derived from the sensitivity analyses will be
carefully examinedo find whether they areonsistentvith expectation.
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ABSTRACT
Sustainability has become an increasingly vital issue, and as such, has important implications for
all tho= involved in domestic and global Supfgiyh ai n Management (SCM). T

have to be made with a keen eye on their "green" implications and consequences. The focus in
this paper is on how Integrated Marketing Communications (IMC) is used to graemateness

of this new fAgreeno environment in the marit.i
how the newest IMC component, Internet Marketing (IM), is used by major ports around the
globe to communicate actions directed at enhancing sustainabiitt members and

stakeholders of SCM. Ports are corporate citizens of their locale, (both city and country) while
their main users, ships, often include foreign operators and owners. Ports must encourage SCM
members and clients to be more gendly, while assuring their stakeholders of the tangible
results of these efforts. IMC efforts of niperts around the world are analyzed to determine

how they promote sustainability, to their stakeholders.

INTRODUCTION

Sustainability can be defined in diffetamays. Jaquely@ttmansees it asneeting the needs of

the present without compromising the ability of future generations to meet their needs and
survive.(Ottman, Pg. 87) Philip Kotler and Gary Armstrong view sustainability from a

mar ket er 0 si teyam®etiigdnaneedeof consumers and businesses while also
preserving or enhancing the abi l(Kdalgrandf futur e
Armstrong, Pg. 584)

This paper first provides an overview of the main components of contempaaekgting,

moves on to expand upon Integrated Marketing Communications (IMC) and its youngest tool
Internet Marketing (IM). We then look at the meaning of sustainability, from a macro view then
move on to examine how several global ports promote thent®ffothe area of sustainability,

and how they encourage those serving and being served by the port to adhere to practices that
encourage sustainability. Ports are very cognizant of the need to "Go Green" and strongly
encourage their users to follow suit.

CONTEMPORARY MARKETING

Marketing used to be thought of as being synonymous with sales. To be a good marketer,
according to the "old school,"” one had to sell, sell, sell. Harold Hik, Music Manwas the

epitome of a successful marketer (Willison). Ehemas a certain sleaze aspect to this sales
approach, so marketing began to shift its focus from selling what salesperson had to sell to
finding out what the consumer wanted, and then delivering the products and services that
satisfied that desire. Thus gvhorn the Marketing Concept. {Kotler and Armstrong, Pg.10}
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Today effective and creative marketing requires that the entire company espouse the marketing concept.
Managers of other departments in the company should understand and apply the marketing beraxvent

of the Internet, increasing competition and globalization, and growing awareness of societal concerns, for the
environmentcreates new challenges that require marketers to adjust to these changes. Marketers
must manage demand, stakeholdangl plan and execute appropriate marketing strategies which
generate value by making use of IMC, SCM, and New Product Development (NPD).

Philip Kotler | ooks at mar ke Theprgcesalsywlichmanager
companies create value foustomers and build strong customer relationships in order to
capture value from customersinreturm ( Kot l er & Kel l er, 5) 1t deece

retaining, and growing customers (the target market) then using a marketing mix consisting of
product and services, pricing, promotion and placement of their products and services. Marketers
manage demandds | ev el allofwhicmmusige integrated. lotegraed s i t i o
marketing calls for more than developing a product, making it abéessicustomers,
determining the right price, and deciding on advertising and sales promotion. Companies must
communicate with customers, but also with stakeholders, and with other publics.
Managing the 4's in the 2% century is exciting and challemgj. Certainly, part of that
challenge relates to creating long term relationships with many consumers who have rarely if
ever used anything but a cell phone. Strategies in IMC must be planned in an Interactive Era.
This new and exciting era is controlleg those in the target market who are, in some ways,
masters of their own fate. If nothing else, they are active participants in the IMC process. (Lane,
12)
INTEGRATED MARKETING COMMUNICATIONS (IMC)
Managing and coordinati ng cedsacrossonaitple mgdi@dand c o mmu
channels is called IMC. IMC consists of a variety of communication modes, all of which must
send a coherent and coordinated message to th
stipulates that all must relay a compreheagilan that uses a variety of communications
disciplines to provide consistency and impact through integration of discrete messages. In
deciding on the IMC mix, the distinct advantages and costs of each communication tool must be
balanced withthe compadys r esour ces tegnd mar ket i ng stra
Two broad categories are mass communications and direct (to consumer) communications. Mass
communications includes advertising, sales promotion, public relations, publicity, and special
events like tradeshows. Direen(d interactive, one on one) communications includes IM; word
of-mouth marketing; and personal selling and a variety of direct marketing technigsem It
interactive marketing system that uses one or more media to affect a measurable response or
trans¢ t i on at any | ocati on. Direct mar ketingés
showing explosive growth.
Major channels for direct marketing include faceface selling, direct mail, catalog marketing,
telemarketing, interactive TV, kiosks, Webesit and mobile devices-fBail is an important
part of direct. Spam still creates problems, but steps can be taken to assuage that problem.

IMC and changing technology at the dawn of the Zicentury Consumers today live in a

worl d of i PodesGoogWiand éngriad otfier eleCtronic toys available to those of
all ages. The hype that surrounded the June 2007 introduction by Apple of its iPhone has been a
PR personds dream come true. Whether this pro

Some | i ke Jonah Bl oom f eel t hat Al rrational c
(Bloom, Pg.19) Others |Iike Al Ries otgchne that
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world, deliverance devices (iPod) have been spectacular sucdasisesnvergence devices

(i Phone), for the most part, have been failur
i mportant thing to grasp iIis the focus on new
not been promoted like Ma Bell pgd her phones. It will, however, have an impact on IMC just

as the old Bell System products did in the last century.

The aforementioned technological advances have minimized the size of the globe for marketers

and other business professionals. Multinatland global firms are common, business people

traverse the globe on a regular basis, and information about products and services are available
anytime, anywhere. Events that take place around the world are instantly broadcast and made
available to a wdd-wide audience.

The exciting world of Internet Marketing(IM) | f t odaydéds mar keting gurus do
changing behavioral patterns of many consumers they will not be around very long. This fopsron

I MC and how it Wusinessenviemmedirécts didcussioa tiné excitingandrelatively

new IMC toolsknown adM. It is a must in todays enviornment as it is so vital in reaching so many

target markets. It is important to reiterate the point that Online, by itsetit theareal answer to

delivering communication messages; however, when combined with other media, it adds strenth to IMC.

IM (sometimes refered to as online marketicay) be defined asompany efforts to market products and
services and build customeglationships over the Internedtler and Armstrong, &) IM makes use

of emails, Blogs, Twitter, creating Buzz, creating Web famlies through social marketing environments

like Facebook.Com, andySpace.Com. IMopers direct communications lines to comsers designed to

create awareness, interest, evaluation, trial or adoption. There is a unique aspect to IM in that it is both an
IMC medium as well as a hybird retail unit where for both goods that are brought and sold. (Belch and
Belch, 486). As noted befe, the goal of marketing is not to just make a sale, but to generate, develop and
maintain longterm excellent relationships with customers. i8& twoway form of communications. As

Tom Duncan very aply saysiternet media are extremely valuable inltding brand relationships

because they enable companies and customers to get to know and trust ea¢burican, 376)

Whether one takes an optimistic outlook on the future of IM or a more conservetive one, it is safe to say
that growth will take plae. There is no doubt that IMC is changing and will continue to grow in most

areas. In so many ways the medium is in its very early stages, and the future is exciting if in many ways
unknown territory. To help understand, in a small way, what is currekilyg place with sustainability
efforts, we move next to exploring what is meant
efforts in support of sustainability.

SUSTAINABILITY

Only a Rip van Winkle type of individual would fail to note thag thorld has become green.
Everywhere one turns the topic crops up. Making the world more sustainable is discussed in
board rooms, farms, college classrooms, academic conferences, etc. Everywhere one looks they
see green, and this is not just on St. Pa&iDiay. A emerging topic is sustainability and green
Marketing, which are very important in the business environment. Many universities are
addressing the sustainability issue. The University of California at Irvine has a certificate
program in the areand in January 2009 offered a course {MGMT X461.63} titBrden
Marketing Principles: Winning Strategies for a New Eratd://www.uci.ediy Esty and Winston
(2006) posit that organizations build long term value, redosts, increase revenues, and build
brands bybuilding environmental thinking into their business strategigsty( & Winston, 25) It
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would be difficult in todayds environment to
of green marketing.

Sustinability and the macro environmentOn a macro level, many firms are discovering a

new environment. For example there is growing concern from citizens groups about
environmental issues (pollution free air and water, climate change, energy convershgen). T
concerns often require action from government org@vernment organizations (NGO), or

from the political process. The Internet has increased the influence of the citizenry by allowing
them to communicate online, organize by interest groups, andlstgs. People become more

aware of the fact that they eventually must pay for externalities. Finally, there is a growing
awareness, coupled with actual resources dedicated by the U.S. Government and the current
administration to environmental issues. fiéhare actual incentives for producing Hybrid cars,
alternative energy sources (solar and wind), energy conversation (via tax credits for solar panels)
air purification (as in cash for clunkers) and other social externalities (insuring those without
healthinsurance and increasing investments in infrastructure and education). All these initiatives
coupled with the financial crisis and the economic downturn increase the role of the

Government, thus making intervention in the free market system combinedievéhsing

popular awareness of environmental issues a new phenomenon and a force to reckon with.

Sustainability includes the concept of economic viability. In order to maintain economic

viability, an organizations costs and revenues must sustain laiginesl ong t er m succ e s
future growth. Adding sustainability means that supporting communities, protecting ecological
systems and improving human health become considerations that are added to delivering on the
promise of prosperity.

The above trends @nease the pressure on business organizations and others. Self regulation can
help silence calls for government regulation. Taking on increased commitment to environmental
issues can increase the support of stakeholders, and through that their viesoafphey and

the support for its products and services. Businesses that ignore externalities or destroy the
environment generate liabilities. Those that increase their social responsibilities, internalize
externalities and are committed to a sustainable@mwent create assets.

The macro aspects of increasing the public awareness and harnessing business and not for profit
organizations to help influence and guide actions which further global sustainability are the
subject of the next section examples famizations are provided and how they use IMC to that

end.

SUSTAINABILITY EFFORTS IN PORTS

Promoting sustainability continues to make strides forward. In June of 2010 there was a "Global
Green Business Summit" in Shanghai, one of the world's largegtifpest The theme of this

green conference wasnovating for a Sustainable Futurelh the U.S.A. the Environmental
Protection Agency (EPA) has done ground breaking work. The EPA initially served as the
environmental watchdog making sure rules were athee the interest in the topic grew, the

EPA's role changed too. Today their mission is1eke sustainability the next level of

environmental protection drawing on advances in science and technology, application of diverse
government regulations and paks, and promoting green business practi(eRA, Pg.1)

Clean commerce as it may apply to ports can be defined as more than just nontoxic, and in that
way it refers to the costs and benefits impact to shareholders, stakeholders, and to the planet. The
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pdlitical and economic challenge is that this is not a-zemm gamé both costs and benefits are
shared across sharehol ders, stakeholders, and
Chemi stryo as composed of nAéa qandelimhatignofi nci pl
hazardous substances in the design, manufacture, and application of chemical products. It

includes activities that prevent waste, design safer chemicals, avoid chemical derivatives and use
products whose manufacture can be renewalilevose design uses less hazardous chemical
syntheses; potentially the should be designed to degrade after use and increasingly be energy
efficient.

There have been many excellent "go green" efforts by ports around the world. The Port of Long
Beach, CA The Green Port, has been a leader in environmental protection efforts. They banned
thousands of older more polluting trucks resulting in a reduction in air pollution of 80% in 2010.
The Port of Long Beach Green Port Policy directs the Port to integradéénside practices into

Port development and operations...(POLB, 29 May 10) In June of 2010 the Port Jefferson, NY
held its second annual "Greenfest." (pjgreenfest, 29 May 2010).

In Europe the European Sea Ports Organization (ESPO) is a leader in praustaigability.

Another global organization that promotes sustainability is the International Association of Ports
and Harbors (IAPHWORLDPORTS) The Sustainability Institute (SlI), founded in 1996, is one
more organization working to promote a "greener"ldiofhe Sl applies systems thinking,

systems dynamic modeling and organizational learning to economic, environmental and social
challenges. (Sustainer, Pg. 1)

Sustainability is yet another organization whose mission is spelled out in its name. They view
their role as a strategy consultancy and think tank working with senior corporate decision makers
to achieve transformative leadership on the sustainability agenda. (Sustainability.com, Pg. 1)
Sustainability is an important activity for everyone operatintpéncurrent business

environment. It is vital for ports around the globe to not only be sustainable, but be able to
promote their efforts and to encourage those who operate in their domain to "think green.” In
order to accomplish tepotch promotional effrts they must have effective Integrated Marketing
Communications (IMC) programs.

SUSTAINABILITY IN ACTION COMPARISON OF SUSTAINABILITY EFFORTS AT

MAJOR PORTS

Port of Baltimore (POB) The POB considers itself a steward of the Chesapeake Bay having
dual reponsibilities: to ensure vessels have safe and navigable channels and to support regional
goals for a healthy habitat and clean water. After conducting a risk assessment, The POB has
adopted several figreeno pol i ci migeditspribfitye Mar yl a
should be to focus on sustainable compliance and reduction or elimination of harmful
environmental impacts.

The Maryland Port Administration (MPA) feels that protecting the environment can result in
economic benefits to its Port of Batibre, such as reducing energy consumption, reducing waste
through recycling, and leveraging resources by attracting to the port those world class shipping
companies committed to improving the environment The new MPA policy CARES through:
Continual improvenent; Adherence to regulationReduction/prevention of pollution;

Environmental outreach; an@&upplying adequate resources (American Journal of
Transportation).
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Ongoing environmental projects, sponsored by the MPA, include the restoration oflflaplhias a

refuge to wildlife and innovative projects using dredge material. Other initiatives include the Safe
Channels deeprater channel system, the protection and restoration of native species, the conversion of
paved school yar dosstudants, and Bdyaatomahoutregeiafar eitizens.

iAt MPAGs terminals, the move mengoweeet velictepahdd i nvol v
equipment, such as ocegaing vessels, harbor craft, cargo handling equipment, locomotives, and
trucks. A | | of these are sources of air emissionso (MP

port has taken several environmental initiatives to reduce waste. The MPA has become more efficient and
has been able to maintain terminal velocity of approxiin&® minutes for the droepff and pickup of

goods (despite an increase in transactioAslditionally, the port is vested in the Clean Diesel Program

and commits to using ultra low sulfur diesel and biodiesel fuels. This allows for a reduction in

depenénce on foreign oil and a decrease in emissions of greenhouse gases.

Port Of Bremen-Bremerhaven (POBB)The POBB is a world leader in sustainability. For instance, on

their web site there is a major link on the left side that takes the surfer directy a8 havends gr ee
page. In 2009 the port management compBngmenports GmbH & Co. KG published a brochure
entitled Agreen ports.o It is a 100 page brochure
undertaken and how they are committeddting responsibly to fulfill a mott@conomy and ecology

need not be a contradictiorGreenports highlights "Daring to Go Green." and "Moving with the times."
Regarding the POBB's "Green Approach" they state in Greenportlti=l climate change, risg sea

levels and species becoming extinct at an alarming+#te earth is badly in need of intensive care. But

do nature and the environment inevitably have to lose the battle against economic interests? The answer

is no they don't. People the worldemare increasingly recognizing their responsibility for our

endangered planet. And the ports in Bremen and Bremerhaven have taken appropriatataetigonal,

national, and international levelsw{vw.brenenports.de/2048 »

It is clear the POBB is very green, and they are eager to use IMC to state their position. Beyond
that, the POBB is a strong force in encouraging other ports to take cognizance of theGeed to
Greenl!

Port of Dover, United Kingdom: (POD) ThePort of Doveris the crosshannel port situated in Dover,
southeast England. It is the nearest English port to France, at just 34 kilometers (21 miles) away, and one
of Europe's largest passenger ports, with approximately 16 million travefegsréadue to grow to 30

million by 2034), 700,000 lorries, 1.6 million cars and motorcycles and 118,000 buses passing through it
each year, raising over a £15.5 billion per year. The port claims to be the world's busiest passenger port.

The port has beemwned and operated by tB®ver Harbor Boarda statutory corporation, since it was
formed by Royal Charter in 1606 by James |. Most of the board members are appointees of the
Department of Transport. The port even has its own private police force,rthed Bover Police.

The Mission is to develop an expanded, wallass port facility for the use of future generations, which
will demonstrate excellence and efficiency in planning, construction and operation. While there is no
specific mention of sustaaility, it is clear that in order to achieve their mission, the POD must actively
pursue steps that preserve and promote the concept. (Port of Delaware)

Port of Hong Kong: (PHK)--The Port of Hong Kong (PHK) is one of several hub ports serving
the SoutkEast and East Asia region, and is an economic gateway to mainland TienBHK
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was the world's busiest container port from 1987 to 1989, from 1992 to 1997, and again from
1999 to 2004Hong Kong set a record in its container throughput in 2007 by hariz8ii®g

million TEUs (2Gfoot equivalent units of containers), maintaining its status as the largest
container port serving southern China and one of the busiest ports in the world. The average
turnaround time for container vessels in Hong Kong is aboubafshFor conventional vessels
working in midstream at buoys or anchorages, it is 42 and 52 hours respectively. Hong Kong is
a free port with virtually no duties or tariffs. Its strong rule of law and respect for property rights
make it a strategic platfim for U.S. companies, especially smaihd mediurrsized firms,

seeking to do business in AsiHong Kong businesses typically know, and have close links to,
markets in mainland China and the rest of Adacording to official Hong Kong Government
statstics, 3,580 regional operations of overseas companies were registered in Hong Kong in
2009. The United States is home to the largest number of foreign companies basing regional
headquarters and offices in Hong Kong (815 companies).

Hong Kong and thedjacent Port of Shenzhen handled 9.5% of global container throughput in
2006, a percentage which continues to rise. The area that includes Hong Kong and the Pearl
River Delta (PRD)s similar in size to the metropolitan areas of Los Angeles and Londoch whi
means that this relatively small body of water around Hong Kong and neighboring ports see the
highest density of shipping and logistics traffic in the wadvldrine transport is an efficient,
costeffective, and comparatively clean way of moving goodsiiad the world. But because of

the poor quality of the fuel used, ships have a large impact on the quality of the air that surrounds
them. This is of particular significance to the PRD ports, which include Hong Kong and East and
West Shenzhen. Researcls Ilshown that over 3.8 million people live close to the Hong Kong

port and are affected directly by shipping and jpeldted emissions, but few initiatives have
been i mplemented to reduce the effectsof this
not typical of ports authorities worldwide. For example, ports in North America and Europe have
combined local and international laws with voluntary actions to address this issue. Communities
have taken issue with the poor air quality associated witis pad year by year ports are
becoming cleaner and Agreener." (Port of Hong
The Port of Hong Kong has taken steps in making sure the rest of the world knows they are
making efforts to become more and more sustainable. They frequently use comnmnicatio
channels such as web publications, website updates, and interactive data which investors & the
public can view along with up to date projections.

Port of Los Angeles (POLA}-The POLA is committed to remaining on the cutting edge of port

development antheeting the needs and demands of the global community while incorporating

environmental measures. In fact, in 1943 Angeles became the first port authority in the nation to

create an Environmental Management Division. The greatest challenge, trecpsddily, is the balance

bet ween growth and devel opment along with environ
through more efficient cargoeandling operations, improved infrastructure, and biological, industrial and

internal environmental progressd al | part of making a difference at
Environment Home Page).

Air Quality Monitoring: This program consists of four air monitoring stations that measure a set of air
pollutants within the region of influence. Twesfyur hour samples are collected on filters every third

day for a detailed chemical analysis. Additionally meteorological monitoring stations help interpret the air
guality data. All reatime data are available for public review on the CAAP website.
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Alternaive Maritime Power (AMP): Launched in 2001, AMP is an air quality program that focuses on
reducing emissions from docked container vessel s.
AMP equi pped vessel s pl ug Themorttiscurrentydrrdscussiond withe |l ect r
cruise lines in attempts to expand the use of AMP to cruise vessels.

In accordance with the California Environmental Quality Act and the National Environmental Policy Act,
the Port of Los Angeles has undertakereral projects such as: the San Pedro Waterfront Project, the
Wilmington Waterfront Project, and The Port of Los Angeles Channel Deepening Project.

Clean Truck Program: A central element of the Clean Air Action Plan which targets major sources of air
emissions. In the first year of the program, port truck emissions were reduced 70%. It is projected that by
2012, port truck emissions will be reduced by more than 80%. Additionally, electric trucks were designed
specifically for shorhaul operations and@duced exclusively for the port. The port is also expanding its
vision of zereemission solutions by entering into negotiations for the purchase of hydrogen fuel cell
hybrid-electric trucks.

Sustainability: The port is committed to promoting respongjldevth hand in hand with innovative
development. It strives toward the best interests of the community, environment, and economy.
Improvements include community based developments, terminal redevelopment, and infrastructure
improvements. In 2003, the pégmplemented an environmental mitigation program to address impacts
of portrelated activities. Funding includes: $23.5 million for community aesthetic mitigation projects,
$20 million for the reduction of air quality impacts, and $10 million to replacetmfit existing diesel
powered orroad trucks. (Port of Los Angeles)

Port of Osaka (POO)Ai The Port of Osaka is committed to the e
continuing to provide and maintainfisstat e f aci |l i ti es an(@sal@ciyHomen ment al
PagelThe POO is widel-yobephandedfas btheddgo recreatio
yacht ¢l ub and ma The ©sakadert andriiarbogBureau simbaccorilance With the

new O6Harbor Envioosmenendawn Ghuy dieth &€ nMisni stry of Tr al
established the O6Environment aDbgkb&oiendl yuRer & 9 Ma
Home Page).

Osaka has created a seaside greenery project which aims to develop a mafagakthvironment. A

series of beaches and rocky shorelines are being developed on the islands of Maishima and Yumeshima.
Most i mportantly, al/l new construction is conduct
nature. 0 R oomnk tp a \Butety of eotkidweélers wkb improve water quality and allow

marine creatures to thrive and multiply

Beaches and Tidelands: The POO is currently utilizing recycled materials for the creation of beaches and
tidelands As port's previously destroydidlelands are regenerated, the area is once again becoming home

to a range of marinbased creatures.

Arbor Zones: Considering global warming issues, oxygen producing arbor zones have been created.
These zones combat the Urban Heat Island effect agsvphovide a habitat for small animals and
insects. (Port of Osaka)

Port of Shanghaj (POS)Shanghai covers a total area of 6,340 square kilometers and is
centrally located along China's prosperous eastern coastline at the mouth of the Yangtze River
Delta with Jiangsu and Zhejiang Provinces to the west, the East China Sea to the east and
Hangzhou Bay to the south. North of the city, the Yangtze River pours into the East China Sea
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and thanks to this strategic geographic location, Shanghai has today li&iuo@e premier sea
and river port boasting easy access to the country's vast interior. Since 2005, The Port of
Shanghai has claimed the title of world's busiest port (by cargo ton(Bgehe Port of

Shanghai is managed by Shanghai International Rodhwvsuperseded the Shanghai Port
Authority in 2003. Shanghai International Port Company Limited is a public listed company, of
which the Shanghai Municipal Government owns 44.23 percent of the outstandingZhares.

Shanghai's environmental quality is &read of most of China's major cities and enjoys a Class | rating.
Over 3% of the city's GDP goes towards environmental protection. Air quality readings are made
available from the Shanghai Environmental Protection Bureau (EPB) on a daily basis andviessete
online at:http://www.envir.online.sh.cn/eng/airep/aireport.htithis communication channel is one

prime example of how Shanghai is becoming more and more sustandi®w they are marketing

their efforts to become more and more sustainable.

From the business and bottom line minded point of view, there are three potential reasons that a
business may invest in improving its environmental performance: 1) sociaditeoperate, 2)

corporate conscience, and 3) competitive advantage. The port of Shanghai has adopted all three
and has grown into one of the largest ports in the world. Some experts have suggested that a
portds environment al essive grivirommerta practices, cald m turn mo r e
be transformed into a business attribute that
competitive positionAs opposedo the opposite side of the spectrum where others believe
environmental efforts and becoming more sustainable are a waste of capital and that they should
only meet minimum requirements in order to comply and past government inspections. The Port

of Shanghicertainly sits on top as a model to be followed in terms of operations and relatively

lower emissions and increasing sustainability.

As of this year, 2010, AShips and vessels arr
checks and face toughimes if they break a revised national regulation on the prevention and
control of marine pollution”, the Shanghai Daily reported.

Shanghai maritime supervisors will also be given more powers over marine pollution when the
regulation comes into forceytMarch. They will be authorized to open containers on cargo ships
to check goods they suspect are hazardous and have contamination risks. Officials will also be
able to look at the goods without the presence of cargo owners. "The clean and safe water
environment is not only a key to the coming Expo but also a threshold to the city's efforts to
build a shipping center," said Xu Guoyi, head of the Shanghai Maritime Safety Administration.
Fines for violators are expected to top US$43,950, triple the maximernnfthe 1983

regulation. (Port of Shanghai)

Port of Tampa (POT) for most the word cockroach has very negative connotations. For the Port
of Tampa (POT) it sends very positive vibes relating to their role in the restoration, improvement
and protection ofhe environment. (www.tampapettJune 10) The Cockroach Bay Aquatic
Preserve is located in the Tampa Harbor and is owned by the POT and is usegtmeffative
environmental impacts related to the POT. The port will work with the South West Floaitga W
Management District (SWFWMD), the Florida Department of Environmental Protection

(FDEP), and U.S. Army Corps of Engineers USACE). The Corps is adapting to changing needs,
practices and priorities to achieve sustainability in everything they do. (US2@CHily 07)
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The Port of Tampa is located in the southwest part of the state and is the largest port in area in
the state and one of the largest in nation. It is the 16th largest port in terms of total trade
(en.wikipedia, Jan. 09). The port is a majarise facility, a leading shipbuilding and repair

facility, and has an economic impact of $8 billion and creates over one hundred thousand jobs.
(tampaport, 1 June 10) As with most port cities, Tampa plays an important role in the growth and
development othe state, region, and country. It is vital for this city, and its port to be leaders in
"going green" and in promoting what they have done as well as to encourage everyone involved
to be very conscious of the environment.

Tampa is a partner with Seapdpisblications Group which helps promote the marketing efforts

of the POT. The American Association of Port Authorities (AAPA) has a publication that often
serves as an outlet for information that promotes sustainability. In the fall 2009 iZsAB Af

Seapaots the special feature was an article by Paul Scott Abbott, Editor, Tideldnology

delivers productivity in costffective, ecdriendly way.In this piece Mr. Abbott states that

...ports are deriving multiple benefits from deployment of technolodiiegsare able to move

more cargo and cruise passengers in an increasinglyeftsttive, secure and environmentally
sound mannei(Abbott, aapaseaports, 31 May 10)

It is clear that the issue of sustainability will only grow in importance. The POT psesegaty clear

picture of what one port has done in order to make life more "green" not only in Tampa and the southeast,
but across the country and the world. However, the POT of is just one port. To get a better feel for the
sustainability movement it ismportant to take a glimpse at several other ports.

Port of Singapore (MPA) The port authority of Singapore igreently the world's busiest port in
terms of total shipping tonnage, it also transships adifthe world's shipping containers as the
world's busiest container port, and sees half of the world's annual supply of critds alko

the choice venue for the headquarters and representative offices of international maritime
organizations and associations such as the Baltic Exchange, Agiaov8tErs Forum,
International Bunker Industry AssociatidnternationalAssociation of Independent Tanker
Ownersand Baltic and International Maritime Council.

On June 3, 2010, The Maritime Port Authority of Singapore (MPA) and DNV's Clean Technoldgy Cen

(CTC) signed a partnership agreement to initiate and promote research, developmenbaad et

projects in the areas of maritime environment and clean technologies. The Captain of the MPA of

Singapore, Khong Shen Ping said at the 3 June 201Gisigni A Bei ng t he worl d' s bus
flag registry, Singapore is strongly committed to environmenfatiyndly shipping and port activities,

especially on the prevention and reduction of pollution from ships and port activities."

"Through ourClean Technology Centre we are working closely with a large number of

customers from ship owners, operators, yards and financial institutions providing services from
technology qualification of green shipping solutions to energy efficiency and risk magr@gem

on green ship projects, o0 said Bjorn Tore Mark
convinced that a close @peration with MPA will further accelerate maritime innovation in

Singapore." It is clear that the MPA grasps the importance of sustayngPort of Singapore)

SUMMARY

This paper has looked at sustainability, and water transportation. The specific focus has been on
several of the major ports around the globe. It is encouraging to see that in this day and age
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where ocean transportatiand port growth, development, and technological advancements play
such a crucial role, there is a very intense focus on sustainability. There are international
organizations devoted to the subject. All major ports have top management positions relating to
sustainability. Ports use IMC to encourage sustainability among their users and to keep others
appraised regarding what has been done as well as what needs to be done. Whether the port is
located in the United States or South Africa, or elsewhere indhle vihere are encouraging

signs that Mother Nature and Port Managers can and do live and breathe together. Certainly
things are not perfect; however, there are many encouraging omens.

This paper focused on observing the behavior of myriad ports aroemiobe regarding
sustainability, as they use their IMC in IM. From the ports in the U.S.A. across the globe to ports
in China, and major ports-ibetween, it can be clearly seen that building and promoting
sustainability is an important issue. Each [p@ktorking hard to "clean up its act” in order that
future generations, as the POD spells out in its mission statement, will enjoy an even better,
environmentally clean, productive port facility.

REFERENCES

AAPA Seaports Magazine
Abbott, Paul S., (2010)echnology Delivers ProductivitAAPA, May 31, Pg. 1.

American Journal of Transportatiemttp://www.ajot.com

Belch, George E., and Belch, Michael A., Advertising and Promotion: An Integrated Marketing
Communicatios Perspective, 8th ed. (New York: McGrédll/Irwin, 2009)

Becken, Susanne (2010)urism and the Environmer{fNorthampton, MA, Edward Elgar
Publishing)
Bl oom, Jonah, Al rrational Consumer Lust Wil
Age, June &, 2007
Crispin Porter & Boguskyhttp://cpbgroup.com
Elgar-Edward Elgar Publishing, Northampton, MAttp://www.eelgar.com
Environmental Protection Agency (ERAttp://www.epa.gov
Esty, D.C., and Winston, A.S., (2006). Green to Gold (New Haven, CT, Yale University Press,
Evans, Bob, Marko, J., Soundback, S. and Theobald, K. (ZBOrning Sustainable Cities
Edward Elgar Publishing, Northaoton, MA
Evans, Bob--http://www.evanscompany.com
Garfield, B. , A Y ocAdvertishh@AgeSeptémibehl52@8 t i ny, 0
Grant, John (20070he Green Marketing Manifestdohn Wiley & Sons, Ltd., West Sussex,
England, PO19 8SQ
Hal pri n, MThafilNevé@r ngappened Before, o TI ME, |
Howar d rmailgrows a8 @direemar ket i ng tool , 06 USA Today, No:
http://www.envir.online.sh.cn/eng/airep/aireport.htm
http://georgewbuslwhitehouse.archives.gov/news/releases/2008/01/20080.h23
http://www.mardep.gov.hk/en/publication/pdf/portstat_pampBletd)
http://www.bremenports.de/2051 2

http://www.cpbgroup.com

70


http://www.ajot.com/
http://cpbgroup.com/
http://www.e-elgar.com/
http://www.epa.gov/
http://georgewbush-whitehouse.archives.gov/news/releases/2008/01/20080123-4.html
http://www.mardep.gov.hk/en/publication/pdf/portstat_pamphlet10.pdf
http://www.bremenports.de/2051_2
http://www.cpbgroup.com/

Proceedings of the BInternational Conference

http://www.havreport.net/pahweb.html

http://www.mpa.gov.sg/

http://pref.osaka.jp/en/index.html

http://sh.gov.cn/sha

http://www.uci.edu

Kotler, Philip, and Armstrong, Gary, Principles of Marketing” #8. (Upper Saddle River, NJ
Pearson/Prentice Hall, 2008)

Kotler, Phillip, and Keller, Kevin L., Marketing Management, 12ed., (Prehtale Upper
Saddle River, NJ, 2005)

Lane, W.R., King, K.W. , and, Russ@®®d , J.T., K
(Pearson/Prentice Hallpper Saddle River, NJ, 2008)

Maryland Port Administration (MPA) http://marylandports.com/hr ( index.html)

Ottman, Jacquelyn A., (199&reen Marketing: Opportunity for Innovation, 2nd EdOttman
Consulting, Inc., New York, NY 10021

pjgreenfest, 29 Mag010- (http"//www.portjeff.com)

Port of BremerBremerhaven (http://bremenports.de)

Port of Dover littp://www.dover.portgjuides.cony/

POLB, 29 May 16-http://www.polb.com

Port of Los Angeles (http://wwyortoflosangeles.org)

Port of Maryland,(vww.marylandport s.com)

Port of Osaka (http://www.optc.or.jp/en)

Port of Shanghai (http://www.sh.gov.cn/sha)

Port of Singapore (http://www.mpa.gov.sg)

Port of Tampa (httywww.tampaportcommission.gov)

Ries, A., nConvergence Devices Have Not Been

Rogers, E. M., Diffusion of Innovations""%&d., (New York, NY, Free Press, 2003

Schultz, Don E., fANew Mianrtkaebtiilnigt yJ,o0b Mrairckteutrien gu
2007

Styluspub http:/ivww.styluspub.com/books/features.aspx
Sustainability.com, Pg. http://www.sustainabilit.com
Sustainer, Pg. kttp://www.sustainer.org

United States Corps of Engineétsp://www.usace.gov

Willson, Meredith (1957), The Music Man, Broadway Play
http://en.wikipedia/wiki/the music man

71


http://www.havre-port.net/pahweb.html
http://www.mpa.gov.sg/
http://www.uci.edu/
http://www.dover.ports-guides.com/
http://www.marylandports.com/
http://www.styluspub.com/books/features.aspx
http://www.sustainability.com/
http://www.sustainer.org/
http://www.usace.gov/
http://en.wikipedia/wiki/the_music_man

Proceedings of the BInternational Conference

A STUDY OF THE EFFECTS OF BACKSHORING IN THE EU
Peter Leibl
Munich University of Applied Science, Munich, Germany
Roger Morefield
University of Saint Thomas, Houston, Texas
Rolf Pfeiffer
Reutlingen University, Reutlingen, Germany

ABSTRACT: With the increased globalization and trade liberalization of the-18igl0s and later,

companies around the world began locating production of manufactured goods and services outside their
homecountries. This activity can be defined as offshoring, that is, a type of outsourcing that goes beyond

the boundaries of the home country. Companies in the EU, especially in Germany, were eagerly seeking
lower labor costs, access to new markets, and d glace to produce output tailored to local needs and

tastes. But many of them failed to adequately weigh the costs of offshoring against its benefits, and have
encountered problems that include product quality, logistics, inflexibility, and several digerssed in

this paper. Those who returned all or some of t|
Areshoredo it. A study of o f fsixth toronefougth db hem@ielr ma n
some backshoring with 4 years. French ifing that offshored IT work complained of unanticipated

cost, quality, and logistics problems. A study of UK manufacturers that offshored production in 2008

2009 found that 14% of them had already backshored it. This paper discusses the emotionally charged
debate that resulted from offshoring which likely led to pressure on firms to backshore. The literature on
backshoring is briefly surveyed and backshoring is then analyzed from the vantage point of international
trade theory.

INTRODUCTION TO BACKSHORING

The decade of the 1990s brought increased economic itegrend trade liberalizationThe
Maastridit Treaty of 1992, the North American Free Trade Agreement (NAFTA) of 1994, and the World
Trade Organization (WTO) of 1995 are impottparts of this movaent. Economic integration and trade
liberalization werefacilitated by improvements in the memory and clock speed of computers and the
increased bandwidth alled by fiber optic technologys markets became more competitive, firms had
increased incentiveto find ways to redie costsMoving manufacturing from kih-laborcost to low
laborcostc ountri es seemed to be a sure way to reduce
production to countries i lower labor costs, which is one of the nmdorms of offshoring (Gerber
2011) However, much of this offshoring was done without a complete picture of its costs versus it
benefits. Leibl, et al (2009) discussdak manytypes of unanticipated costs that damincurred when
offshoring.Having found offshoring to be more troublesome than it is watimecompanies have been
ibackshor i n gfothispotishore productioaThis paper is a study of the factors driving
backshoring in the European Union and includes an analysis of the inggogaithis phenomenon in
world trade.

Backshoring is analyzed below as a factor in globalization and trade liberalization. It is a vague term
which is most often used to refer to the return of production that was previously offshored from the home
country, Backshoring is sometimes referred to as firev
and consequences have been the subject of much commentary in the past decade. Can companies
significantly reduce costs by offshoring? If they offshore pradaocand the desired effects are not
reali zed, at wh at point should they fcut their | o
equilibrium analysis of firm behavior and its consequences, what are the macroeconomic effects on the
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tradngmr t ner sé economies? |Is there a net gain, or |
And is backshoring simply part of the process of finding a Jeast equilibrium level of onshore and
offshore production? These questiansraised by the offhoring/backshoring debate and analysis.

BACKSHORING AND INTERNATIONAL TRADE THEORY

The basic theory of international trade posits that countries become better off by specializing in
the production of those goods and services that they can produloevat @omestic opportunity cost and
then exporting thenThis Ricardian models based on numerous restrictive assumptions, such as perfect
factor mobility within countries, the absence of barriers to free trade, arettheidompetitive markets
(Ricardo 1817; Mankiw 2007) Refinements of the theory include the HeckseDain Theory
(Heckscher and Ohlin 1991), the StokSamuelson Theorem (Samuelson and Stolper 1941), and the

ANew Trade Theoryo that i ncor por affeaesgKrugmao 2086%.si ng r
The focus of these theories has been on why trade is advantageous to countries as trading partners, and
not with the specifics of individual firmsdé | oca

offshore production, giveadequate assurance that the benefits would outweigh the costs. Reality has
somewhat conformed to the theory, as firms have been observed to move manufacturing and services
production to lowercost countries. Table 1 illustrates the sharp differences or ladsts among EU
countries such as Denmark, where an hour of labor costs 7.3 times as much as in Latvia. Although
theorists attribute countitp-country differences in real wages to differences in productivity, it is difficult

to imagine that Danish worke are, on average, 7.3 times more productive than their Latvian
counterparts. Although the causes are complex and include such factors as human capital, factor
endowments, and a host of others, these causes are closely tied to productivity, and atieconssddd

and analyzed in the literature (Olson 1996).

Table 1: Labor Cost PeHour in 2007, Selected Countries

Country Labor Costl/Hr. 2007 Country  Labor Costi/Hr. 2007
Dermark 35.0 Greece 16.7
Sweden 334 Cyprus 14.5
Belgium 33.1 Slovenia 12.5
Luxembourg 32.7 Portugal 11.1
France 31.9 Malta 9.8
United States 29.4* Czech Republic 8.1
Netherlands 29.2 Hungary 7.7
UK 29.2 Estonia 7.9
Germany 29.1 Poland 6.7
Austria 28.5 Slovakia 6.4
Finland 28.3 Lithuania 5.2
UK 29.2 Latvia 4.8
Ireland 25.2 Romania** 3.9
Italy 24.5 Bulgaria** 2.1
Spain 18.3

*  Auto worker, benefits excluded

** Not an EU member

Sources: TAFberosbB&wst en: Die Preisbrecher i n O
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(2008)http://Iwww.tonline-business.denttp:/mediamatters.org/research
December 6, 2008.

Much of the recent discussions of offshoring/backshoring has centered on its effect(s) on
employment in the countries involved. In an analysis focusing on intersectoral effects of offshoring,
Bertoli (2008)s uggests that Atransitional costs can be su
on domestic suoontracting relationships and other intersectoral spillovers.

THE EMOTI ONAL DEBATE OVER OFFSHORI NG0S EXTE

Many are alarmedly the potential for offshoring of jobs, but such concerns are not new. In 1987
M. E. Ehallenge dMégazinte eat ur ed an article entitled AWeobr
which cited nhumbers showing that the US economy was manufacturing nmue tian ever before
(O6 Nei I | 1987) . But bet ween 1987 and 2005, t he |1
worl dés ability to communicate and digitize text
established trend toward greateercentages of value added in services. Before the technological
advances of the New Economy of the 1990s, it was always assumed that the production of services was
localized and was therefore free of the threat of being taken offshore. But in 2005, d¥e\Wives
columnist Thomas Friedman provoked a sharp reaction with his anecdotes about the apparent ease with
which services production could be offshored (Friedman 2007). Professor Alan Blinder caused further
alarm with his estimate that about 25% of WBg are offshorable (Blinder 2009), but his conclusions
have been criticized as oversimplified and alarmist (Economist Free Exchange Blog 2009). In February
2004, N . Gregory Manki wChaifmareosthedCeundi of EcormomigAdvisgfs B u s h
created a storm of controversy when he witbig "When a good or service is produced more cheaply
abroad, it makes more sense to import it than to make or provide it domestmatlyMankiw further
said that'outsourcing is just a new way of doing intational trade. More things are tradable than were
tradable in the past, and thatodéds a good thing. o
Mankiw was quite correct in his application of economic theory, his support of offshoring drew criticism
from leaders of both political parties. In early 2005 he retreated to the relative safety of his faculty post at
Harvard University.

Union leaders and political leaders in the U.S. frequently complain that U.S. companies are
Aishi ppi ng | ob-€l0 2040 Publie pescéptiofisfofdffshoring of services have also been
negatively affected by the offshoring of customer service call centers. A UK survey found that 66% of

consumers rated offshore call cent er Site 2086).lfii#oor 0 o
therefore easy to understand why many of the art
gleefully assume a tone of AWe told you so. 20

FACTORS DRIVING BACKSHORING IN THE EU

Notwithstanding the predictions of internatiomi@de theory, firms have faced another reality in
the form of hidden costs and unintended consequen
Alndirecto cost categories. Table 2 is a I|lkst of
to Germany and shows the reasons given by these firms for the move. Interestingly, two of the moves
shown in Table 2, Katjes and Jungheinrich, were bringing production back frorcdsglountries. A
survey by theFraunhofer Institute foBystems and lovation Research (ISI) cited the following list of
reasons German companies backshored productidissénschaftlichestudien zu Rickverlagerungen
2006):
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Quality control problems

High shipping costs

Difficulties in training workers to get acceptable dtyal

Reduced flexibility to respond to changing market conditions

Problems with international payments and funds transfers

Higher than expected quality assurance and warehousing costs; or these costs were not
taken into accounted in the offshoring move

=4 =4 =8 =8 -8 -9

Figure 1. Hidden costs of offshore production

Direct Costs .
- Indirect Costs

- Additional investment for
machines and devices

Indirect labor costs

Travel costs - Low productivity

- Quality problems

Transporation costs

Additional costs for late deliver - Additional stocking costs

Translation - Exchange rate risk

Payment of bribes Cultural differences

Additional salary

Hidden cost of offshore production

Source Schulte, A. (2002): Das Phanomen der Rickverlagerung. Internationale Standortentscheidungen
kleiner und mittlerer Unternehmen. Wiesbaden: Gabler.

In the same ISl study cited above, 48.8f firms surveyed listed quality concerns, 46.4% cited
costs of productive factors such as labor, materials, and capital, and 39.5% indicated flexibility to respond
to changing conditions. They also mentioned availability of qualified workers (32.9&&}iation and
communication costs (28.5%), and infrastructure capacity constraints (2M88gnschaftlich&tudien
zu Ruckverlagerunge2006)

An especially serious problem for ftecho fir ms
place valuale intellectual property in the hands of people who may not have a firm grasp of the concept
of intellectual property. In addition, proprietary production methods may have to be left in the hands of
people who donoét shar e t h¢he geapedack lmmeawho gpent yearst h e ¢
developing and perfecting these methods.

In December 2009 the Londdrased Engineering Employers Association partnered with
accountancy firm BDO International in a survey which indicated that 14% of UK manufactinetsad
moved production offshore in 2008 and 2009 had already brought it back to the UK. The reasons cited by
these firms were shoddy product quality and rising logistics costs. It was also noted that as offshoring
increases the demand for skilled labiorthe host countries, wages are driven up, thus reducing the
advantage of lowetost labor. In addition, threfifths of the companies surveyed expressed concern
about the financial health of their overseas suppliers (Outsource Portfolio Blog, 2010).
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Table 2 Companies and products backshored to Germany

Company Product Production | Reason(s) Cited for
Name Returned Returning
From:
Bellicon mini-trampolines | China quality, logistics
Friatec industrial valves China quality
Hirschmann | eledrical cables China quality, rising
and connectors production costs
Jungheinrich | forklifts UK, France | quality problems,
exchangeate
fluctuations
Katjes candy Italy, Finland | unsatisfactory
quality control
Lemke farm equipment Russia quality, banking
problems, customs
problems at border
Ritter-Sport | chocolates Russia foreign ingredients
(milk and sugar)
negatively affected
product taste
Steiff teddy bears China inconsistent quality
Stiebel Eltron | water heaters Slovakia quality
Vorwerk vacuum cleans China transportation costs
Weigelt injection molding | Czech logistics
machines Republic
Source i F o i Genigwom Billiglandern Diese Firmen sind zurtickgekehrd

http://www.tonline-business.de

(2008)

Offshoring and backshoring in France hdoaen driven by factors similar to those in Germany.
Commenting on the reasons information technology (IT) decision makers were backshoring production,
the website of Clever Age, a French IT services company, indicated that 80% of decision makers had cost

concerns

, 45% had

(Clever Age 2006).

gual ity

concerns

and

32%

wer €

A literature search found no studies about, or evidence of, backshoring to Spain. Although Spain

has the fifth highest GDP in the EU, l&bor costs are about midway between the highest and lowest in

the EU [see Table 1], so Spanish firms have had less incentive to offshore manufacturing or services to
get lower labor costs. Spain has apparently lagged Germany, UK, and the Netherlaridsoitingf
Spanish firms that were surveyed about the possibility of offshoring expressed concerns about cultural
differences (49%), corporate resistance (44%), and customer acceptance (43%). This is unlike their other

European counterparts, which were mooacerned about cost and quality (Agnese & Ricart Costa 2006).
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BACKSHORING AS A FACTOR IN WORLD TRADE

The conventional wisdom is that labor costs have been the primary driver of offshoring. This is
oversimplified and there is not strong support forin the available data. Offshoring is difficult to

measure because of the extent of the intermnationa
madeod automobi |l e hadinis prodaction, anarketing,iaedssellingoreacadede d
30% of the carodéds value for its assembly, 17. 5% f

11.5% from Ireland and Barbados for data processing, 7.5% from Germany for design, 4% from Taiwan
and Singapore for minor parts, and 2.5% from the UK thredising and marketing services. By this
measur e, only 37% of thmagpgeddoaati wasvagkenerafedhi
(WTO 1998). So the question of whether 63% of the value of this automobile should be counted as being
produced offhore is a matter of definition. Given the difficulty of measuring the amount of offshoring
from a country to its trading partners, it is even more difficult to measure which part(s) of that output have
been backshored. Given these gualifications, sonuibbeeattempts to gauge the extent of backshoring
have been made. Kinkel and Maloca estimated that betweesidheand ondourth of offshored
manufacturing activity from Germany was followed by some backshoring in the next 4 years, and quality
problemsand lack of flexibility were the usual reasons cited. Of the 1663 German companies in this
study, 39 were analyzed further and this analysis revealed that many companies did not engage in
adequate planning for their offshoring activities. This study algmested that offshoring of German
manufacturing had lost momentum, which hints at the notion of offshoring/backshoring as a volatile,
dynamic process (Kinkel and Maloca 2009).

CONCLUSIONS AND IMPLICATIONS

Although the often vigorous and emotionabdte over offshoring and backshoring continues, the
evidence of their effects is very mixed. The conventional wisdom that the main purpose of offshoring is to
get lower labor costs is not supported by the available data. Date from the Bureau of Ecoradysic An
(BEA) in the US Department of Commerce indicate that about 67% of all U.S. offshoring is {0 high
income, and therefore, highborcost countries (Bureau of Economic Analysis 2006). The BEA data also
point to the noti on offehare to dbtain maoess td a roasket end porpoodiucec t i o
specialized products that fit a p8d) This placesathe mar k €
backshoring phenomenon in a somewhat different |
open economies, large and small, begin to measure the extent of offshoring and backshoring that is being
done. Given its working assumption that markets ordinarily clear immediately and frictionlessly, basic
international trade theory is of little helpinBe in reality it takes some time for international markets to
reach something resembling equilibrium, it is possible that backshoring can be observed as part of the
process of finding that equilibrium. Firms enthusiastically offshored production todhquind
backshoring might just be part of the process described by Léon Walras aiso n rjVéalras ©874).
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EMERGING APPROACHES IN PRODUCTION PLANNING IN THE ERA

OF GLOBAL COMPETITION
Negus, Fabhri
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Kstanbul, TURKEY

ABSTRACT: As the world is becoming highly global in terms of consumer needs and production
capabilities, firms in the production sector are attempting to minimize their costs while maximizing the
level of output being offerred. On thisrggective, the major aim of this paper is to underline some of the
traditional production planning approaches while exemplifying several competing production planning
techniques in the era of global cqratition. To meet such goal, several techniques tinarged in recent

years have been revealed and a model of pragugblanning has been redesignéaking the key
variables iro considerationProduction planning has always been an issue of interest in many ways.
This paper exercises many issues of practit the era of global competition. This is a mandatory
practice due to the concern that price and quality differentiation is not highly noticable in the
international markets which may mean that differentiation in product ranges are in high demand as a
part of global competition. On this ground, production planning based on the changing demands of the
market may be another competing strategy as a means to overcome the global competition many firms
are faced with.

INTRODUCTION

This paper, as well statethcuses on production planning on a modern approach. This clarifies that
instead of spending time and effort in traditional methods of production, new methods on the ground of
supply chain approach should be discovered. Talking about the era of compet#ioy academicians

put forth the notion that in order to sell effectively, cost of production should ne minimized. In other
words, as the world moves toward the trend of production globality, supplying the raw material and
production should be balanced efficient and cost effective terms. This may potentially result in
producing the output at the desired cost intervals whereby meeting the needs of the market is met in the
long run objectives of the firms.

In the second phase, the paper also toucahéiseohighly crucial topics of global competition and ways to
stay alive in the era of global competition. Competition in the traditional way of doing business used to be
local, however now that the world is talking about opening borders and doing tmaflfeénenvironment,

fierce competition is about to be felt deeply in the firms who still survive with the tradition production
planning techniquesThe paperin the third phase suggests egieg approaches by combining
competitive production planningechniques in the era of globalompetition. These techniques are
focused mainly on price, quality, quantity and customer satisfaction levels as they determine the role of
production facility.

THE EVOLUTION OF PRODUCTION PLANNING - A PRACTICAL COMPARISON

The literature reveals important data on how production planning has evolved through periods of time (
Ross, 2000). The literature exemplifies such advancement in three periods. These are

- Unt il the 196060s
-  Between 1970 and 1980
- Between 1990 and 2000
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One careasily notice that there has been tremendous improvements in the way production planning has
been handled.

Until the 196006s production: planning has been ide

- warehousing and transportation aspects

- classic management

- operations an@erformance are at low pace
- corporate design is not favorable

- production operations are not centralized.

In the 197006s and 198006s, there exspesidlattembonasaa dv anc
attempt to increase the levelmbduction So, it is seen that:

- there is a move towards total quality management perspectice

- operation management is the key center among the whole management.strategy

- cost minimization is worked on and it has been found out that customer services opearagibns
to be optimized as an attempt to meet the.goal

- corporate design is worked .on

- production operations are centralized

Starting from the 19906s,

- there is a flow towards the formation of supply chain management

- operation management is still the mosirpinent part of the management as a whole

- corporate design is highly sophisticated

- partnership is considered in areas where costs of production are relatively higher than expected.

As a summary of the above t hr edasbighlydlagsita inteimeaf 1960
production planning whereby transportation and warehousing are the only two elements considered within
the scope of supply chain processing. Another iss
techniques wich do not rely on cost efficiency methods. So, operatiand performance are notaat

desired level which may potentially mean that corporate policies are not yet prescribed and thus
production operations are not centralized. But, it should be notedntiihis era, there is not much
competition associated with the production. So, production managers do not rely highly upon cost
minimization attempts.

In the 197006s and 19800s, there is a more snoder at
on the rise. So, production managers aim to pass and transform their process into the total quality
management approach as a tool to overcome the fiercely growing compdigisides, operations
managemenstarts to be a key determinant of the overalhagement strategy as operation efficiency is

given the highest priority in the process mamaget. Cost managemestarts to be the ongoing topic and
managers clearly identify that meeting consumer demand in the long run drastically lowers the costs
asso@ted with the production due to high levels of frequency. Corporate design and corporate approach

to consumers is found out to be crucial in this o
the initial periods where consumers are staidae given the highest priority.
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Starting from the 19906s and within the 21st <cent
importantly associated with the mostly known and greatly applicable supply chain formation strategies. It

is congete nowadays that with the right supply chain management approach, costs can be minimized
while reaching the maximum levels of output. Thus, this approach will still be the cornerstone of the
ongoing production planning strategies as a tool to play signffiomle in cost minimization techniques.

In addition to what is called thissupply chain management stratégiy the 21st century, it is a global
necessity to focus on operation management and increase the efficiency levels within the flodsof goo

and ®rvices. One alternativmode of approach is to improve the corporate design on a larger scale. This
potentially reveals that branding and working on the corporate culture becomes a key in the management
derivatives and implementative concern issues. Finebmpetition enforces that the option of forming
partnership is essential in production facilities and laboring process. This option can be assessed in the
areas where costs can not be monitored or minimized. So that ingie&soutsourcing or thirparty

logistics operations can be in the highest demand as a goal to meet the operational and managerial needs
of the firms.

EMERGING APPROACHES IN PRODUCTION PLANNING
Emerging approaches are associated with several newly conceptualized issue2Q01eta hese are:

- producing the right goods and services

- producing at the right time, taking the customer concern into consideration
- lowering the productioprocess as a means to be efficient and.lean

- setting the quality standarsolely based upondtiarget market

- Adoption to the changing market and economic conditions.

Traditional product ©planning derives its roots fr
formation of supply chain strategies. However, the above five competitpreaghes are being debated
extensively simply because there have been changes in the environment namely;

- changes in competition levels
- changes in techonolgy
- changes in responding rapidly to the needs of the consumers.

These above three determinants @@ major issues Peter J. Mgtaint out in his books as the clear
identification of competition and production planning. Once again, in the traditional production planning
aspects, firms are only focused on the local production where raw material andiolgle is supplied

from local resources. However, whenever this strategy started to be non cost effective, alternative
measures are needed to be taken to resolve the production planning appraoches in local and international
markets. In this sense, Matlso discusses that on the concept of production planning, firms are forced to
survive in a borderless economy and environment. This statement also supports the sense of globalization
in the production activities. So, production may well flow to countvilnere more decent costs of
production are approved.

On this concept, producing the right goods and services is accepted to be a modern part of production
planning. This means that just in time production capacity should be monitored and utilizedtesph at

to lower warehousing costs in the process. When compared with traditional way of productidmgplia

is concretdhat production should be designed in a just in time appraoch so that no goods and services are
left idle. In this sense, warehousiresponsibilities including maintenance and risks are either minimized

or disappeared. Global competition enforces many manufacturers to audit their warehousing costs as they
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