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THE TRUE NATURE OF THE ATHLETE’S CONTRACT 
Kenneth Mould1 

INTRODUCTION 
The generally accepted point of view is that the athlete’s contract2 is one of employment.3  This 
article aims to establish that while the athlete’s contract certainly possesses similar 
characteristics to those of the contract of employment, it would be an oversimplification to 
perceive it as such. The ultimate purpose of establishing the true nature of this type of contract 
is to suggest to South African Courts, but also Courts in other jurisdictions, that care should be 
taken in determining the most suitable remedy for breach of the athlete’s contract. In order to 
eventually address the question as to whether the athlete’s contract is in fact sui generis, one 
must first determine the meaning of the term “sui generis” as it relates to contracts. 

THE MEANING OF SUI GENERIS AS IT RELATES TO CONTRACTS 
It is imperative to examine what exactly is meant by the term sui generis as far as it relates to 
contracts, and what the general characteristics of a sui generis contract entail (in other words, 
what makes a contract sui generis?). This must be done in order to indicate that the unique 
characteristics of the athlete’s contract are sufficient to qualify it as sui generis. 

According to Hawthorn and Hutchison,4 the sui generis theory for determining the nature 
of a specific contract involves rendering the naturalia5 of ordinary contracts inapplicable.  If 
one considers that the naturalia of a specific contract is an aid to determine the rights and duties 
of parties to a contract, as well as the effects and consequences of their contract, it is clear that 
the naturalia of a specific contract will determine the nature of such contract.6 If the sui generis 
theory were to be applied in order to determine whether an athlete’s contract is in fact sui 
generis, the naturalia of the ordinary contract of service should be rendered inapplicable. The 
rights and duties of the parties to an athlete’s contract differ from those of the ordinary contract 
of employment, along with the effects and consequences of such contract. Cooper7 states that 
a contract should be classified by turning on the true intention of the parties thereto, which is 
to be inferred from the purpose of the agreement. According to the sui generis theory, this 
means that the athlete’s contract, while possessing attributes of the ordinary contract of 
employment, is probably sui generis, because the purpose or object of the athlete’s contract 
differs from that of the ordinary contract of employment. Also, it is a fact that the athlete’s 

                                                 
1 Dr Kenneth Mould LL.B, LL.M, BA (Hons), LL.D. Lecturer, Department of Private Law, University of the Free  
   State, South Africa. Attorney and Conveyancer of the High Court of South Africa. E-mail address:   
   mouldkl@ufs.ac.za 
2 “Athlete’s contract” in this context refers to the contract entered into between a professional athlete in any   
     sporting code and the club, union or franchise for which said athlete participates or plies his/her trade. 
3 Walker v Crystal Palace Football Club Ltd 1910 KB 87 92; Dempster v Addington Football Club (Pty) Ltd 1967  
   3 SA 262 265;  Highlands Park Football Club Ltd v Viljoen and Another 1978 3 SA 191 (W) 192; Santos   
   Professional Football Club (Pty) Ltd v Igesund and Another 2003 5 SA 73 (C) 79; A.M. Louw Sports Law in  
   South Africa (2nd edn, Wolters Kluwer Law & Business 2012) 210;  J. Anderson, Modern Sports law (1st edn,  
   Hart Publishing 2010) 257; S. Gardiner et al, Sports Law (4th edn, Routledge 2012) 477. 
4 M. Hawthorn and D. Hutchison, ‘Labour tenants and the law’ in Murray and O’ Regan (eds), No place to rest:     
  forced removals and the law in South Africa (OUP 1990) 199. 
5 Naturalia are the legal principles of the law of contract that will apply to such contract in the absence of  
   clauses to that effect in the contract itself. They refer to the terms automatically attached by law to a   
   specific type of contract without them having to be inserted by the parties. See in this instance R.H. Christie  
  & G.B. Bradfield, The law of contract in South Africa (6th edn, LexisNexis 2011) 165;   Van der Merwe et al,  
  Contract: General Principles (4th edn, Juta Law 2012) 283. 
6 Van der Merwe et al (n 5) 283. 
7 W.E. Cooper, The South African Law of Landlord and Tenant (Juta & Company Ltd 1973) 43. 
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contract is sanctioned by law in more than one way. Most professional athletes’ contracts are 
subject to the rules and regulations of the governing bodies that regulate the sporting code in 
question. However, it would be impossible to simply classify the athlete’s contract as sui 
generis without having first addressed what it entails in practice. 

THE CONTENTS OF THE ATHLETE’S CONTRACT 
It has been well-documented that the relationship between professional athletes and their 
“employers” is one of employment, and therefore subject to statutes, rules and regulations 
pertaining to labour law.8 However, it is the main object of this article to demonstrate that there 
are certain characteristics that contracts between professional athletes and their employers 
possess that make them unique in nature, or sui generis. In order to substantiate this, I shall 
focus on what the term “athlete’s contract” entails and what makes it unique (in other words, 
confirm the belief that it is sui generis). 

Le Roux9 has stated that “the attraction of sport is the uncertainty of the result.” Blackshaw 
agrees with this and has stated that “the uncertainty of outcome of sporting competition…is the 
very nature and attractive aspect of sport and sporting endeavour.”10 This is certainly unique 
as far as the service in question is concerned. It may be argued, then that if the performance 
regulated by the contract in question is unique, so too is that contract. However, to truly confirm 
the nature of the athlete’s contract, one must look closer at its characteristics.  

Louw11 lists the following characteristics of the “relationships of these people (professional 
athletes) to the unions or governing bodies to whom athletic or sporting services are rendered”:  

(i) The standard players’ contracts all provide for an obligation on the part of the player to perform 
personal sporting services to the other party. 

(ii) These athletic services are rendered subject to the control and direction of such other party- although 
the measure of such control may differ from that found with other employees, the inherent control 
is always present and especially evident in for instance the practice of selection of players for 
matches. 

(iii) These agreements all provide for the absorption of the player’s labour power in respect of the 
rendering of athletic services, either to the exclusion or semi-exclusion of other employers. 

(iv) The remuneration payable as a reciprocal obligation in return for services rendered contains 
traditional elements found in the employment of other employees, e.g. medical aid and retirement 
contributions paid by the employer. 

(v) These agreements provide for power on the part of the employer to discipline and dismiss players 
for misconduct or poor work performance, which in some cases exceed the measure of control (as 
found in “ordinary” employment contracts over the autonomy of the employee in respect of their 
physical integrity and the pursuit of outside or personal interests and activities).  

(vi) The wording of the players’ contracts in all these cases explicitly refer to the relationship as one of 
“employment”, and to the parties as “employer” and “employee”. 

(vii) The relationship between the parties falls squarely within the legislative definition of employment, 
and such players are nowhere expressly excluded from the ambit of such legislation. 

The characteristics listed by Louw above create the dominant impression that the contract 
between a professional athlete and his “employer” is one of employment. This is an 
oversimplification. While there are certain characteristics of the athlete’s contract that do 
correspond with those of the employment contract, there are too many characteristics of the 
former that are too unique to be perceived merely as a contract of employment.  

                                                 
8 Most notably in Walker (n 3) 92; Dempster (n 3) 265;  Highlands Park (n 3) 192; Santos (n 3) 79; Louw (n 3)  
   222;  Anderson (n 3) 257 and Gardiner et al (n 3) 394. 
9 R. le Roux, ‘Under starter’s orders: Law, Labour law and Sport’ (2002) ILJ 23. See in this  regard also Smailes,   
  ‘Sports law and labour law in the age of (rugby) professionalism: collective power, collective strength’ (2007)   
    Industrial Law Journal 57. 
10 Blackshaw, ‘Match fixing in sport: a top priority and ongoing challenge for sports governing bodies’ (2013)  
    De Jure 948. 
11 Louw (n 3) 234-235. 
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As early as 1910, the issue of the nature of the athlete’s contract was addressed in the King’s 
Bench’s decision of Walker v Crystal Palace Football Club Limited.12 The contents of the 
contract in question included the duty of the club to pay the athlete.13 It also included the 
athlete’s duty to “play in all matches when required by the club and keep himself temperate, 
sober and in good playing form.”14 The contract was concluded for a period of one year.15 
Regarding the uniqueness of the contract, however, an interesting argument was made by one 
Russell, counsel on behalf of the club. Counsel argued that there was a “certain difference 
between an ordinary workman and a man who contracts to exhibit and employ his skill where 
the employer would have no right to dictate to him in the exercise of that skill, e.g., the club 
would have no right to dictate to him how he should play football.”16 Counsel’s argument 
insinuated that while the contract between the professional athlete and the club that employed 
him was one of employment, there was something unique about the element of subordination 
as explained above. The element of uniqueness was found in the fact that the employee in 
question- a professional athlete- possessed certain skills that an “ordinary workman” did not 
possess, and therefore was not subordinate to his employer as far as the way in which he played 
the sport was concerned. This is possibly the primary difference between the “personal 
services” performed by an employee in an ordinary contract of employment, and a professional 
athlete in an athlete’s contract. The latter is gifted in a way that the former is not - an athletic 
way. The argument here is not that the services performed by an athlete are the only type of 
unique services that can be performed under a contract. The services performed by a pilot,17 
for instance, are also unique. While there are many professions that may be considered unique, 
sport is the only profession in which it is essential for the professional participant to possess 
unique athletic skills in the code in question. The issue is that the services performed by an 
athlete are specific ones that require unique athletic skills in a unique exercise - that of sport. 
In the case of Philadelphia Ball Club v Lajoie,18 the Pennsylvania Supreme Court simply 
referred to these as “unique skills”.19 It goes without saying that these skills are of such a nature 
as to attract spectators – people pay good money to see these special skills exhibited. Traverso 
J in Coetzee v Comitis20 exclaimed that “the fate of professional soccer players is of public 
interest,”21 hinting on the fact that because of their unique athletic skills, the public shows an 
extraordinary amount of interest not only in the athlete’s skills, but also his private life. While 
there are many professions that require unique skills as explained above, none attracts as many 
spectators as professional sport does. Le Roux22 has stated that the attraction of sport lies in the 
uncertainty of the result, and that this is the one feature that distinguishes sport from other 
forms of entertainment. The result is uncertain because of the fact that people with more-or-
less equal athletic capabilities –all of them unique - compete against each other by exhibiting 
their special athletic skills. Furthermore, because sport, unlike any other business, places 
extreme demands on the bodies of the participants involved, the career of a professional athlete 
is extremely limited.  

In Dempster v Addington Football Clubthe athlete’s contract demanded from the athlete to 
do the following: 

(a) Apply his mind and body diligently to the art of association football. 
                                                 
12 1910 KB 87. 
13 ibid. 
14 ibid. 
15 ibid. 
16 ibid 92. 
17 As in the case of Nationwide Airlines (Pty) Ltd v Roediger and Another 2008 (1) SA 293 (W). 
18 202 Pa. 210; A. 973; 1902.  
19 ibid. 
20 2001 1 SA 1254. 
21 ibid 1264. 
22 Le Roux (n 9) 1195. 
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(b) Attend all training sessions and matches and all other functions as directed, and at the sole discretion 
of the team manager, in regard to professional soccer.23 

The first requirement is a clear indication that the physical attributes of the athlete had to be 
protected to such an extent that he would be capable of performing the demanding physical 
exercises required to play football. Although some other professions also require physical 
health, none requires the subject to be in such peak physical condition as in the case of sport. 
This is also the reason why athletes are constantly tested for the presence of prohibited 
substances in their systems.24 Because sport involves (to the greatest extent) activity of a 
physical nature, it would be unfair towards competitors if athletes were to enhance their 
physical attributes in an unnatural manner. This fact distinguishes sport from any other 
profession, in which employees would be expected to improve their performance by any legal 
means (which is to say means that are not criminal in nature) necessary. An athlete who 
increases his athletic performance by taking stimulants, will most likely be expelled, whereas 
a regular employee will most likely be awarded for doing huge amounts of work due to his or 
her taking stimulants. The opposite is also true as far as sport is concerned: whereas an athlete 
should refrain from doing anything to enhance his performance in an unnatural manner, he 
should also take care not to engage in any type of activity that would lead to the restriction of 
his abilities. This is why many standard athletes’ contracts contain clauses which prohibit 
athletes from participating in activities which could potentially be detrimental to such athletes’ 
physical health and wellbeing. Because of the uniqueness of the athletic skills required by the 
persons under discussion, the nature of the services in question is obviously also unique. In a 
word, these services can be described as “highly personal”. In the case of Troskie en ‘n Ander 
v Van der Walt,25 Wright J held the following:  

The nature of the services which had to be rendered in the matter at hand, is the playing of rugby for a 
specific club. The rendering of the relevant services depends not only on the enthusiasm, willingness 
and perseverance of the player in question, but said services demand a fair amount of expertise, skill 
and aptitude of a personal nature which will be dependent on the specific player’s characteristics and 
also his    relationship with the club for which he plays.26 

The relevance of Wright J’s decision to this article lies in the very first sentence of his decision 
above. He hints on the fact that the services in question are of a nature that requires a significant 
amount of knowledge and skill of a personal nature, and also that the services in  question 
would demand specific characteristics (as well as capabilities) of the athlete. Desai J in Santos 
Professional Football Club v Igesund and Another27 made specific mention of the fact that the 
“the nature of the services are of such a highly personal nature….,”28 thereby confirming that 
the contract in question was not an ordinary contract of employment, but one that involved 
“services of a highly personal nature”, therefore making it extraordinary. Although the contract 
in question was one between a professional football coach and a club, the legal principles 
                                                 
23 1967 3 SA 262 (D). 
24 The purpose of the World Anti-doping Code is to “protect the athletes’ fundamental right to participate in   
      drug- free sport and thus promote health, fairness and equality for athletes worldwide.” This purpose is   
      reiterated in article 2 of the South African Institute for Drug-Free Sport’s (SAIDS) Anti-doping rules, which   
      states that “it is each athlete’s personal duty to ensure that no prohibited substance enters his or her body.   
      Athletes are responsible for any prohibited substance or its metabolites or markers found to be present in    
      their samples. In the well-known case of United States v Curtis Strong CR 85-129, a professional baseball  
      player was charged with distributing cocaine among other professional baseball players. One of the state  
      witnesses, Dave Parker, also a professional baseball player, testified that he had, while under contract from  
      1979 to 1983, abused cocaine on a regular basis, and that this had caused his game to suffer. Based on this   
      submission, his former club, the Pittsburgh Pirates, attempted to reclaim part of the salary they had paid  
      him while still under contract. This claim was based on the fact that the athlete did not keep himself in peak  
      physical condition, as stated in the athlete’s contract.  
25 1994 3 SA 545. 
26 ibid 552.  
27 2002 5 SA 697 (C). 
28 ibid 701. 
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governing the contract were exactly the same as what would have been the case had it been a 
contract between a professional athlete and a club.29 Foxcroft J in the case of Santos 
Professional Football Club v Igesund and Another30 made great strides towards indicating that 
the contract between a professional soccer coach and his club was not an ordinary contract of 
employment. In fact, Foxcroft J’s decision led to some scrutiny, most notably by Naudé,31 
discussed below. In casu, Foxcroft J stated the following: 

It is important, in my view, to bear in mind that this was not a case of an ordinary contract of employment. 
It differed from an ordinary contract (of employment), both in respect of the signing-on fee and the job 
description dealt with below.32 

This statement was followed up by the following: 
First respondent in this appeal is certainly no ordinary servant, but a contracting party, contracting on 
equal terms with applicant, and being able to command a high sum of money to do so. He is also given 
carte blanche in the exercise of his duties.33 

What made the contract a unique one as opposed to one of employment, according to Foxcroft 
J in Santos, was the fact that it made provision for a “signing-on” fee and that the job 
description of the professional coach included the fact that the employer-club had no right to 
prescribe to the coach how to do his job. Naudé34 reiterates this characteristic identified by 
Foxcroft J, by stating that interference by the club in the execution of the professional coach’s 
duties would even have led to breach of contract by the club. It is evident then that the working 
relationship did not imply one in which the employee was subordinate to the employer.35 This 
is clearly a move away from the ordinary contract of employment. Naudé goes even further in 
explaining why the contract in question was not an ordinary contract of employment. The fact 
that the professional coach had contracted on equal terms with the club’s representatives, and 
was consequently able to demand a large sum of money for his services, was another sui generis 
characteristic of the contract in question.36 The coach possessed an increased amount of 
bargaining power, based on the fact that he was a “highly successful and respected coach”.37 
There was therefore not a situation where the “employee” was presented with a unilateral 
contract favouring the employer’s interest.38 Naudé makes mention of a potential characteristic 
that the Court in Santos did not identify, and that is the fact that if any damages were to be 
caused by the breach of the type of contract in question, it would be more difficult to quantify 
than would be the case in ordinary employment sectors. This characteristic would be even more 
of a substantial one if the party in breach of contract (if such breach were to occur) was very 
difficult to replace because of the possession of certain “special skills”, discussed above.39 
                                                 
29 W.T. Champion, Sports Law Cases, Documents, and Materials (Aspen Publishers 2005) 8 (states that contracts for coaches 
are similar to players’ contracts). 
30 2003 5 SA 73 (C). 
31 T. Naudé, ‘Specific performance against an employee. Santos Professional Football Club Ltd v Igesund’ (2003) SALJ 269.    
32 Santos (n 3) 76. 
33 ibid 79. 
34 Naudé (n 31) 271. 
35 ibid. 
36 ibid. 
37 ibid. 
38 ibid. This rang true to what Louw (n 3) 215 describes as follows: “In line with developments  
     elsewhere, and in parallel with more general developments in South African society and its new   
     constitutional order in the movement towards democracy, freedom and respect for human rights, South   
     African employment law saw the development of a more rights-based approach to the employment   
     relationship in a bid to counter the traditionally strong employer-biased relationship occasioned by the    
     nature of the common law contract of employment.” Whereas it is agreed with Louw that there has indeed   
     been a shift of focus, the culture of the “strong employer-biased relationship” is still very problematic as far   
     as labour relations are concerned. In the case of SARPA on behalf of Bands & Others v SA Rugby (Pty) Ltd  
     (2005) 26 ILJ 176 (CCMA); [2005] 2 BALR  209 (CCMA) it was argued that because the contract of a  
     professional rugby player in South Africa is a standard one, players could not really negotiate the terms of  
     their contract, and had to accept most of the contents as it stood. 
39 Naudé (n 31) 272. 
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Something that must also be kept in mind, according to Naudé, is that the loss of a professional 
player or coach may even affect the interests of potential sponsors and fans. Recently, Seedat 
C in the private arbitration matter of Mmethi and Bloemfontein Celtics Football Club40 
reiterated the fact of “special skills” possessed by professional athletes in no uncertain terms. 
The arbitrator stated that professional football clubs sought out players with “exceptional talent 
and deft skills”41 because of the fact that (South African, but certainly also foreign ones of all 
sporting codes) “rampage for glory.”42 

Because of the fact that athletes are considered assets to the clubs, unions or franchises 
which they represent,43 they certainly do possess increased bargaining power when negotiating 
the terms of their contracts and thereafter, a fact alluded to above. Blackshaw44 has stated that 
one must also keep in mind that an athlete’s image rights are considered to be capital assets, 
and that these image rights are naturally always transferred when an athlete is transferred. This 
is in itself a move away from the traditional relationship between “master” and “servant” and 
is certainly a sui generis characteristic of the athlete’s contract. The other sui generis 
characteristic mentioned by Foxcroft J in Santos and referred to above, was the payment of a 
signing-on fee. This characteristic is but a small requirement which has its origin in the general 
requirement of athletes having to be registered with national and international federations 
regulating the sporting code in question. Regulation 4.1 of the South African Football 
Association’s Regulations on the status and transfer of players reads as follows: 

4.1. No player, whether amateur or professional, may play for any club falling under the jurisdiction of 
SAFA or one of its members unless s/he has been registered by that club with the relevant member. 

The South African Rugby Union Regulations on Player status, Player contracts and Player 
movements contain a similar regulation which reads as follows: 

3.4. Only a Player who is currently registered shall be able to participate in competitions organised, 
recognised or sanctioned by that Province or SARU.45 

These are but two examples of regulations demanding of athletes to be registered with a 
national and/or international sporting body or federation. It is a fact that no organised sport can 
function without regulation by governing bodies. Such regulation provides that the rules 
according to which sport is played, but also according to which the participants in the sport are 
regulated, are honoured.46 Because the contracts of professional athletes are subject to these 
regulations, it sometimes occurs that a professional athlete may at any given time be a party to 
several athletes’ contracts at once. So, for instance, a professional rugby player in South Africa 
may be a party to a contract with his provincial union, another contract with a Super Rugby 
franchise, and also with his Rugby Championship franchise;47 or a professional cricket player 
may at any given time have a contract with his South African provincial franchise, an Indian 
Premier League franchise and an English county side. Furthermore, if such a player is selected 
                                                 
40 (2012) 33 ILJ 1307 (ARB). 
41 ibid 1317. 
42 ibid. 
43 In Highlands Park (n 3) 192 the Court stated that “the applicant’s (Highlands Park Football Club Ltd) only  
    assets consist of contractual rights which bind its football players to play football for the applicant. These  
    rights are commonly regarded as cedable and saleable amongst football clubs.”  
44 Ian Blackshaw, The Professional Athlete (Congress on Sports Law, Berlin, April 2006). 
45 The South African Rugby Union. 
46 Examples of these national and international governing bodies are the South African Rugby Union (SARU),   
     which governs professional rugby in South Africa and its international counterpart, the International Rugby   
     Board (IRB). Reference has also been made in this chapter to the National Soccer League (NSL) which   
     governs professional football in South Africa, and its international counterpart, Federation Internationale de   
     Football Association (FIFA). Football players in South Africa, for example, may also be registered with (and   
     therefore subject to the  rules and regulations of) the South African Football Association (SAFA), the Premier  
     Soccer League (PSL), the Confederation of African Football (CAF), the South African Sports Confederation   
     and Olympic Committee (SASCOC) as well as the International Olympic Committee (IOC). 
47 The Rugby Championship is an annual one competed between the top provincial sides of South   
      Africa, New Zealand and Australia. 



INTERNATIONAL CONFERENCE ON TRADE, BUSINESS, ECONOMICS AND LAW  | Kenneth Mould  |9 
 

© 2015 The Author | ICTBEL © 2015 FLE Learning  
  
 

for the national side, he will enter into yet another athlete’s contract with the national body. 
This is an occurrence which is absolutely unique as far as mercantile law is concerned. No 
other occupation would create the possibility of a single “employee” being a party to up to 
three different contracts, but required to perform the same type of services in all three. As far 
as the subjectivity of these contracts to the regulations of governing bodies is concerned, 
Waglay J in McCarthy v Sundowns Football Club and Others48 made great strides in explaining 
why the contract in question differed “substantially from the contracts which one finds with 
other employees.”49 The Court stated that a professional footballer (read: professional athlete) 
may not resign his current employment during the existence of his contract with the employer, 
without agreement of this (current) employer. Also, even if the contract between the athlete 
and his current club has expired, the employer still needs to furnish the player with a clearance 
certificate in order to make the player eligible to play for his new club.50 Each and every 
proffessional football player in South Africa had (and still has) to sign a standard National 
Soccer League51Player’s Contract as well as a registration form demanding of the player in 
question to bind himself to the NSL Constitution and Regulations. The contract mentioned is 
a fixed-term one, which would obviously terminate unless new agreements have been entered 
into and the player has been registered with his new employer.52 All these stipulations, it was 
argued by Waglay J, contributed to the uniqueness of the contract between a professional, duly 
registered football player in South Africa and his “employer”. The same arguments were made 
by Traverso J in Coetzee v Comitis53 and in Botha v Blue Bulls Company (Pty) Ltd and 
Another.54 The effect of this unique type of contractual agreement is that the athlete’s contract 
is more often than not subject to another, collective contract, and failure to comply with the 
provisions of the latter would probably render the former invalid.  

CONCLUSION 
The athlete’s contract has been classified as a contract of employment. However, this article 
has set out to indicate that there is many a valid reason to believe that this is certainly an 
oversimplification, and that said contract is in fact sui generis. To substantiate this statement, 
several sui generis characteristics of the athlete’s contract have been identified. This first of 
these is that the athlete’s contract regulates personal services of a unique athletic nature. The 
nature of these services is such that it requires the athlete in question to keep his body in peak 
physical condition. It also means, however, that a professional athlete’s career is very limited 
compared to other professions. The second sui generis characteristic of the athlete’s contract 
which has been identified is that, contrary to the old “master and servant” contracts, the athlete 
possesses bargaining power equal to the club when negotiating his or her contract with the 
latter. This is because a professional athlete is able to generate huge amounts of income simply 
by exhibiting his or her unique athletic skills. Although an athlete may exhibit his or her athletic 
skills freely, he or she must do so within the limits set by rules and regulations governing the 
particular sporting code participated in. This is the third sui generis characteristic of the 
athlete’s contract identified in this article.  

Having established the true nature of the athlete’s contract, the suggestion is consequently 
made that Courts should perceive said type of contract with care and sensitivity, particularly 

                                                 
48 Unreported case number J4373 of 2002, delivered in the Labour Court of South Africa on 30 September  
    2002. 
49 ibid 4. 
50 ibid 4. 
51 Widely known by its acronym, “NSL”. 
52 McCarthy (n 48) 4. 
53 2001 1 SA 1254 (C). 
54 Unreported case number JR1965/2005, delivered by the Labour Court of South Africa on 27 June 2008. 
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when having to decide the most appropriate contractual remedy for breach thereof. This is 
ultimately the contribution this article aims to make to jurisprudence. 
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THE FACTORS INFLUENCING ATTITUDE TOWARD PRECISE RICE 
CULTIVATION OF FARMERS IN THE NORTHEAST REGION, 
THAILAND 

Ananya  Soikum1 and Pensri  Jaroenwanit2 

ABSTRACT 
The purpose of this study is to examine the effectiveness of the marketing communication, 
reference group, perception and attitude of farmers toward PA’s precise rice cultivation. A total 
of 250 samples used in the study were the farmers living in 9 provinces of northeastern region 
of Thailand including Roi Et, Chaiyaphum, Khon Kaen, Kalasin, Yasothon, Sakon Nakorn, 
Amnat Charoen, Maha Sarakham, and Sisaket, and acknowledged about or trained in the 
descriptive and operational training regarding the PA’s precise rice cultivation. The research 
tool used in the study was questionnaire with personal interview technique. The data was 
analyzed by using DESCRIPTIVE and inferential statistics. Multiple regression analysis was used 
to test the hypothesis. The results of this study presented 3 significant factors including 
marketing communication, reference group and perception of PA’s precise rice cultivation. The 
application of this study can be used to create a new farmer’s attitude in offensive marketing 
strategies to achieve a correct understanding of PA’s precise rice cultivation. 
Keywords: PA’s precise rice cultivation, marketing communication, reference group, 
perception 

INTRODUCTION 
A successful marketing derives from the holistic marketing activities to meet and respond 
potential customers’ need and ultimate satisfaction. The level of customer’s satisfaction is 
driven by various strategies including marketing communication, diversity marketing, cutting-
edge innovation and technology, and attitude. An effective marketing must be able to improve 
and maintain target customer’s positive attitude so that their belief and perception can be 
positively raised in the accordance with marketers’ goal.3  

Attitude is a predisposition of an individual’s thinking or feeling about something. Thus, 
attitude can be an evaluative indicator to predict an individual’s perception and behavior toward 
specific objects, people, environment or situations in either favorable or unfavorable ways by 
reflecting his/her personal prejudices and opinions.4  

In the 21st century, the innovation and technology have been intensively developed. As a 
result, product differentiation becomes more common than in the previous era. It is an 
importantly competitive advantage that should be offered to the customers. Thus, innovation 
and technology is consistently addressed and taken seriously in action.5 

Today, Thailand, a Southeast Asian country, has been rapidly developed in various areas, 
particularly the practices of the industrial and agricultural technology and innovation to 
respond the dynamic changes. The country’s significant geography with rich natural sources 

                                                 
1 Ananya Soikum, Master degree student in Marketing, *Faculty of Management Science, Khon    Kaen 
University, Khon Kaen. 40000, THAILAND.  Tel. +66856682988, e-mail  ananya.soikum@gmail.com 
2 Associate Professor Pensri  Jaroenwanit, Ph.D. Department of Marketing, Faculty of Management Science, Khon 
Kaen University, Khon Kaen, 40000, THAILAND. Tel. +66819743732,  e-mail penjar@kku.ac.th  
 
3 C. Jerome, ‘Relationship marketing and customer loyalty’ (2009) 25(1) Marketing Intelligence &Planning 98 
4 Newstrom and Davis, Human behavior at work : Organization Behavior (McGraw-Hill Book 1964). 
5 P. Drucker, ‘The Effective of innovation : An Empirical Invetigation’ (2009) 29(4) MIS Quarterly 673. 
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and climate perfectly support the agriculture. Indeed, rice farming represents the main revenue 
driving the economy of the country. The total cultivation of rice is at 64.95 million Rai. The 
largest growing rice area 39.48 million Rai is in the northeastern region of Thailand.6 It is 
reported that the current average cost ofin-season rice farming and production factors is at 
3,035 Baht. The average cost of off-season rice farming, on the other hand, is at 5,725 Baht 
due to its relatively high cost of cultivating.7  

Pa's Precise Rice Cultivation Manager Incubation Unit on January 31, 2014 for marketing 
and public relation purposes. However, Thai rice farmers have long utilized the traditional rice 
cultivation methods from their predecessors. As a result, the marketing and public relation 
practices have encountered with a number of challenges in educating farmers, raising their 
awareness and positive attitude toward the application of this new recommended PA 
techniques. 

Thanks to the huge capital required in farming rice, Princess Pa Foundation under Thai Red 
Cross Society was established to help, encourage and generate income for the suffered farmers. 
Therefore, the alternative agricultural technique so-called Precision Agriculture (PA) was 
adopted for Thai farmers. Also, the abbreviated name of the project was respectfully named 
after the HRH Princess Bajrakitiyabha. The technique aims to reduce the capital cost of 
seeding, workforce and time constraints, which in turn, can improve the better quality of 
farmers’ lives by having more time with their family. Moreover, Princess Pa Foundation under 
Thai Red Cross Society also cooperated with Khon Kaen University to establish a learning 
center for farmers.                        

To eliminate these constraints, Pa's Precise Rice Cultivation Manager Incubation Unit has 
recently implemented the marketing communication through diverse media, including 
publications, electronic broadcasting by targeting the audience of specialists who experienced 
Pa’s Precise Rice Cultivation, providing descriptive training and practical workshops, and  
exhibitions and events. It was shown that a total of 822 people attending the training and 
workshop. A majority of attendants were from the northeastern region (628), followed by the 
northern region (110) and the central region (84), respectively. The largest number of 
attendants classified by the province was from Roi Et (196), followed by Chaiyaphum (92), 
Khon Kaen (85), Kalasin (76), Yasothon, Sakon Nakorn (41), Amnat Charoen (38), Maha 
Sarakham(20), Sisaket (16), respectively.8  

Hence, the understanding of the relationship amongst marketing communication, reference 
group, perception and attitude toward PA techniques of rice farmers living in the Northeast of 
Thailand is to be explored. The results of the study are anticipated to provide the insights and 
significance of each factor that would be employed and developed in the context of marketing 
implications in order to raise the attitude level toward the new technique so that it will be widely 
accepted and utilized in the future. 

Literature review 
A great number of current studies have focused on the marketing communication in terms of 
business world; however, there are very few studies have been conducted in the agricultural 
context. To establish a deep understanding of effective marketing communication for rice 
farming, the relevant literatures are reviewed below. 

Marketing communication 
                                                 
6 Office of Agricultural Economics, Rice Situation in Thailand 2012 (Office of Agricultural Economics, Ministry 
of Agriculture and Cooperatives 2012). 
7 Grain Organic Rice Project, Current Cost of Rice Production (Center of Rice Sciences, Kasetsart University 
Kampaengsaen Campus 2013). 
8 Pa's Precise Rice Cultivation Manager Incubation Center, Knowledge about Pa's Precise Rice Cultivation (2014). 
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Schlutz defines marketing communication as the activities of marketing that aim to create 
consumer’s awareness, perception while educating them to allow the good understanding 
between them and business.9 By doing this, the expected goals are sales and customer loyalty. 
Kotler and Armstrong propose that integrated marketing communication (IMC) is a 
combination of various media used by marketers to provide a consistent and effective message 
across all audiences communicate through communicational programs: advertising, personal 
selling, sales promotion, public relations and direct marketing.10 Moreover, Khare notes that 
print and broadcasting media initiate customers' perception and attitude towards service quality 
in multinational banks in India which eventually influence consumer’s recognition of the bank 
commercials advertized on television.11 

Reference group 
Mowen defines a ‘reference group’ as a group of two or more individuals following similar 
norms and values or lifestyle.12  They interact and share interests when each individual’s 
behavior affect on one another. On the other hand, Bearden, Netemeyer and Teel argue that 
reference group of either an individual or a group of individuals is used to evaluate the other 
group in terms of value standards setting and general or specific attitude which shapes 
behavior.13 In other words, the reference group can be as an individual or a group of individuals 
that influence one another’s behavior. Furthermore, Erkan and Birol indicate that peer pressure 
is the most influential factor of online shoppers’ attitude since the internet becomes accessible 
and provides the fast and widespread data transferring or words-of-mouth.14As a consequence, 
it is employed in creating consumer’s belief.  

Perception 
Schiffman and Kanuk describe the perception as the feeling of knowing something by 
interpreting it. 15  For instance, when an individual is conscious, his/her eyes are open 
instinctively. When an individual hears a far away banging sound from, he/she becomes aware 
of it if he/she does not know the meaning of it or what that sound is made from, he/she will not 
reach perception. However, if he/she is told that the sound is the bombing of tires, he/she knows 
the meaning of the sensation, so-called the process of “perception.” Bagheri (et al) mentions 
that local farmers’ attitude is influenced by an adoption of sustainably technological rice 
farming after its benefits is positively perceived.16  

Attitude  
Schiffman and Kanuk state that the attitude is a predisposition of learning to comply with 
favorable or unfavorable thing.17 The attitude, however, can refer to the reflection of personal 
justices toward favorable or unfavorable things e.g. product brand, service, retail shop due to 
                                                 
9 D.P. Schultz & S.E. Schultz, Marketing Communication (9th edn., Wadsworth/Cengage Learning 2014). 
10 P. Kotler and Armstrong, Principles of Marketing (2nd edn, Prentice Hall 1999). 
11 S.R. Khare, ‘Antecedents of Online Shopping Behavior in India: An Examination’ (2011) 10 Journal of Internet 
Commerce 227. 

12 J. Mowen, ‘Reference Group’ (2008) 12 International Journal of Research in Commerce and Management 3. 
13 W.O. Bearden, R.G. Netemeyer and J. Teel, ‘Measurement of Consumer Susceptibility to Interpersonal 
Influence’ (1989) 15(4) Journal of Consumer Research 473. 
14 A. Erkan and T. Birol, ‘An Examination of the Factors Influencing Consumers Attitudes Toward Social Media Marketing’ (2011) 
10(1)  Journal of Internet Commerce 35. 
15 L.G. Schiffman and L.L. Kanuk, Consumer Behavior (10th edn, Prentice Hall 2010). 
16 H. Bagheri, S. Fami, A. Rezvanfar, A. Asadi and S. Yazdani, ‘Perceptions of paddy farmers towards sustainable 
agricultural technologies: Case of Haraz Catchments area in Mazandaran Province of Iran’ (2008) 5 (10) American 
Journal of Applied Sciences 1384.  
17 Schiffman and Kanuk (n 15). 
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the psychological grounds. It is invisible, but can be directly used to predict how an individual 
will act or say about it. On the contrary, Serirat defines the attitude as the personal opinions 
toward something based on his/her previous experience.18 It is linked with the thought and 
behavior; therefore, the marketers commonly create the consumer’s positive attitude toward 
product brand by using mass media e.g. television advertising. 

Pa's Precise Rice Cultivation 
The project of “Pa's Precise Rice Cultivation” sponsored by Princess Pa Foundation under Thai 
Red Cross Society was initiated to help reduce the capital cost of seeding, manpower and time 
limitation and create more income for farmers, which in turn, it improves their quality of life 
by having more time with their family.  

The process of rice farming based on Pa's Precise Rice Cultivation technique 
There are 6 steps of rice farming by using Pa's Precise Rice Cultivation technique8               
as follows: 

1) Rice variety selection: The selection is based on varieties, season, yield and price. 
2) Seeding: The rice seeds are sown by the automatic sower into the two types of seed 

trays: clear PVC 434 holes/tray for manual sowing and plastic seed tray 200 
holes/tray for automatic sowing. 

3) Land preparation: The land is ploughed roughly for the first time and filled with 
water and5 liters of fermented banana shoot micro-organism. Then, the land is 
ploughed in regular furrows for the second time. Leave the land for a week and add 
200 kilograms per Rai of organic fertilizer as a seedbed preparation. Use rotary 
tiller to till soil for an evenly smooth and loose seedbed.  

4) Planting: The 12-15-day-old seedlings are put into the land at the constant range 
5) Planting: The 12-15-day-old seedlings are put into the land at the constant range 
6) Seedlings caring: After planting 10-15 days, the following bio-fermented juice is 

sprayed; 
a. bio-fermented juice made of vegetable (called mother juice) to accelerate 

growing roots and leaves at the shooting stage 
b. bio-fermented juice made of fruit (called father juice) to accelerate growing 

flowers at the booting and post-flowering stage 
c. Beauveria is sprayed to single seedlings during the 3 stages: shooting, 

booting for the first time and post-flowering. 
d. Maintain the water level at 5 centimeters from the soil surface. 

7) Harvesting: The proper harvesting time depends on the rice variety. 

The strengths of Pa's Precise Rice Cultivation technique 
1. The lower requirement of seeds, compared to the traditional sowing technique: 2-

3 kilograms of seed per Rai is required. 
2. Reduction of chemicals use: The farmer can “reduce, avoid and stop” using 

chemicals and apply the sustainable organic rice farming. 
3. The less duration of planting: Soil is provided more time to rest and become airy 

loose which help grow the shooting and flowering productively. 

Hypothesis 

                                                 
18 Sirivan Serirat, Strategic brand management and brand equity (Tammasarn 2011). 
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To examine the relationship among marketing communication, reference group, perception and 
attitude toward PA techniques of rice farmers living in the Northeast of Thailand, the following 
hypothesis of the study is shown below: 
Hypothesis 1: The marketing communication, reference group and perception have an 
influence on PA techniques of rice farmers living in the Northeast of Thailand. 
Figure 1: Conceptual Framework 
 

 

 

 
 

Methodology 
The quantitative data was collected the samples who were rice farmers living in the Northeast 
of Thailand by using questionnaire. 

Research Population 
A total of 628 samples used in the study were the farmers living in 9 provinces in the 
northeastern region of Thailand including Roi Et, Chaiyaphum, Khon Kaen, Kalasin, 
Yasothon, Sakon Nakorn, Amnat Charoen, Maha Sarakham, and Sisaket. The participants had 
been registered and presented in the descriptive training and demonstration workshop held by 
Pa's Precise Rice Cultivation Manager Incubation Unit. 

Sampling 
The samples were the farmers living in 9 provinces in the northeastern region of Thailand 
including Roi Et, Chaiyaphum, Khon Kaen, Kalasin, Yasothon, Sakon Nakorn, Amnat 
Charoen, Maha Sarakham, and Sisaket and attended the descriptive training and demonstration 
workshop held by Pa's Precise Rice Cultivation Manager Incubation Unit. 

 

Random sampling 
Probability sampling was used with the Systematic Random Sampling technique when the level 
of confidence reaches 95 percent that the precise population average is known.  

Research tool 
The tool used in the study was questionnaire completed by 250 samples. The questionnaire was 
used to pilot-test its validity prior the data collection. 

1) Validity of the questionnaire was tested by the advisor in terms of structure and 
content to revise the first draft questionnaire that can reach the research objectives. 

2)  The revised questionnaire was used for the pre-test with a total of 30 samples for the 
final questionnaire. The result of pre-test is shown in Table 1.  
Table 1: The validity test of questionnaire 

Variables Alpha 
Part 2 Consumer’s opinions toward marketing communication 0.832 
Part 3 Consumer’s opinions toward reference 0.860 
Part 4 Consumer’s opinions toward perception 0.829 
Part 5 Consumer’s opinions toward attitude 0.905 

Marketing Communication 

Attitude Reference 

Perception 
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Data analysis  
The result processing is conducted by using ‘SPSS for Windows’ program to calculate the 
various statistics used in this study: 1) descriptive statistics: percentage, frequency, mean and 
standard deviation, and 2) inferential statistics analysis by using a multiple regression analysis 
for hypothesis testing. 
 

Findings 
1. Personal information of respondents: The respondents were male (50.40%) and female 
(49.60%). The marital status was married (88.80%) and single (11.20%) . The majority of 
respondents aged from 61-70 years old (30.80%). The majority of highest level of education 
was vocational college or high school (93.60%). The average salary ranged from 5,500-10,000 
Baht/month. 
2. Consumer’s opinions toward marketing communication: The overall consumer’s 
opinions toward marketing communication were rated high at 3.96. Consumers had positive 
opinions toward marketing communication in each item as follows: the rice field project by 
Managers of Pa's Precise Rice Cultivation Incubation Unit to educate rice farmers directly 
(mean 4.66), planting promotional exhibition (mean 4.50), descriptive training and 
demonstration workshop (mean 4.37), Conference attendance (mean 4.05), exhibition (mean 
4.04), television broadcast (mean 3.97), pamphlet (mean 3.66), vinyl billboard advertising 
(mean 3.58) and Online media; Facebook and official website (mean 2.78).  
3. Consumer’s opinions on reference group: The overall consumer’s opinions on reference 
group that helped farmers know or be interested in Pa's Precise Rice Cultivation were rated 
high at the mean of 4.19. When each item of reference group was considered individually, 
consumer’s opinions on reference group were also rated high including representa t ives  of  
sponsored  organizat ions  e.g. Pa's Precise Rice Cultivation Incubation Unit (mean 4.47), 
sponsored research agency; the Princess Pa Foundation under Thai Red Cross Society (mean 
4.45), academics/university lecturers (mean 4.09), and parents and relatives (mean 3.73). 
4. Consumer’s opinions on perception: The majority of respondents perceived Pa’s Precise 
Rice Cultivation through training or demonstrative workshop (64.80%), followed by television 
(63.60%), pamphlet (49.20%), word of mouth (47.60%), exhibition (42.00%), billboard 
(32.00%), newspaper (31.60%), magazines (18.00%), radio (16.80%), and internet (3.90%).          
The majority of respondents have perceived the marketing communication of Pa's Precise Rice 
Cultivation more than 4 times (44.80%), 1-2 times (29.60%), 3-4 times (17.20%), and less 
than 1 time (8.40%). 

lveraOO ,the OeveO ot respondents’ knowledge about Pa's Precise Rice Cultivation was rated 
as moderate eith the mean ot 4.15. When ea h item eas  onsidered individually ,the OeveO ot 
respndents’ knowledge about the Pa's Precise Rice Cultivation was also rated as moderate. It 
showed that respondents learnt that Pa's Precise Rice Cultivation helps farmers use less 
chemicals )mean 4.42(, Pa's Precise Rice Cultivation helps saving costs )mean 4.22(, Pa's 
Precise Rice Cultivation is different from the original cultivation )mean 4.06), and Pa's Precise 
Rice Cultivation process is simple )mean 3.90(.  
 
5. Consumer’s attitude toward Pa's Precise Rice Cultivation: The overall respondents’ 
attitude toward Pa's Precise Rice Cultivation was rated as moderate eith the mean ot 4.17. 
When each item was considered individually, the respondents’ attitude toward Pa's Precise 
Rice Cultivation are as follow: 
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1) The Pa's Precise Rice Cultivation method requires less seeds to plant rice (mean 
4.65); 

2) Pa's Precise Rice Cultivation technique is to plant the seed in the seeding tray before 
seedling in the rice field (mean 4.41);    

3) The respondents abruptly understand Pa's Precise Rice Cultivation technique (mean 
4.30); 

4) Saving of capital cost plays a key role in making decision to adopt Pa's Precise Rice 
Cultivation technique instead of the traditional technique (mean 4.24); 

5) The respondents are satisfied with training operated by experts and specialists from 
government agencies (mean 4.21); 

6) The respondents will adopt Pa's Precise Rice Cultivation methods after gaining 
applicable knowledge and attending the descriptive training or demonstrative 
workshop (mean 4.10); 

7) The respondents will adopt Pa's Precise Rice Cultivation in the next farming season 
(mean 4.08); 

8) The respondents will recommend the technique to the family members (mean 4.05); 
9) The respondents will recommend the technique to other people (mean 4.03); 
10) The respondents preter Pa's Precise Rice Cultivation techniques to others (mean 

3.89); 
11) The respondents predict that Pa's Precise Rice Cultivation will be widely used in the 

future (mean 3.88); and 
12) The respondents hope that Pa's Precise Rice Cultivation will enhance the well-being 

(mean 3.83) 

Hypothesis test 
Hypothesis is “the marketing communication, reference group and perception have an 
influence on PA techniques of rice farmers living in the Northeast of Thailand.”  The result of 
the hypothesis is shown in Table 2. 
Table2  Result of factors influencing farmers’ attitude toward Pa's Precise Rice Cultivation 

Factors influencing attitude B SEB 
E  

(Beta) t Sig 

Constant (A) .026 .276  .094** .926 
1. Marketing communication (X1) .714 .109 .490 6.563 .000 
2. Reference group (X2) -.117 .035 -.187 -3.327 .001 
3. Perception (X3) .426 .089 .342 4.771 .000 

R = .692      R2= .479       Adjusted R2= .473 

F = 75.434     SE = .403     Durbin-Watson = 1.824     Sig. = .000 
** At the significance level of 0.01 

From the result of hypothesis test, the factors influencing attitude toward Pa's 
Precise Rice Cultivation of farmers are reference group, marketing communication and 
perception at the significance level < 0.01.  The most significant factor affecting the farmer’s 
attitude toward Pa's Precise Rice Cultivation is marketing communication with regression 
coefficient of 0.409, followed by perception with regression coefficient of 0.342, and reference 

group with regression coefficient of -0.187 
When R2 = 0.692, it means that the 3 factors: marketing communication, perception and 

reference group affecting the farmers’ attitude toward Pa's Precise Rice Cultivation can vary 
up to 69.2. So, the regression equation is  



ICTBEL 2015 EDINBURGH | 18   
 

 www.flelearning.co.uk  
 

Y = .026 + .714X1 - .117X2 + .426X3 
Therefore, the attitude toward Pa's Precise Rice Cultivation of farmers = .026 + .714 (marketing 
communication) -.117 (reference group) + .426 (perception). 

 

DISCUSSION 
The most significant factors influencing the attitudes of farmers include marketing 
communication, followed by the perception and the reference group, which is in accordance 
with the study of Laepple and Donnellan.19 In the study, it was focused on the factors affecting 
consumer attitudes to promote sales of a department store and found that the marketing 
communication, especially advertising and direct marketing have the strongest influence on 
consumer’s attitudes. This implication is consistent with the study of Laepple and 
Donnellan20which aimed to investigate the factors influencing consumer’s purchasing attitudes 
of online products. The study was found that perception driven by marketing communication 
of various advertising media was one of factors influencing consumer’s attitudes and trust. 
Billboard on major roads was the most commonly used as it effectively attracts the drivers’ 
attention. Thus, marketing communication has to be paid more attention to improve the degree 
of consumer’s perception which further builds the positive attitudes toward adoption of 
innovative approach, Marianomentioned that advertising on various media has an influence on 
consumer’s awareness, belief and perception which eventually affect their attitude.21 
 

IMPLICATIONS  

For marketers and Promoters of Precise Rice Cultivation  
1.  From the assessment of satisfaction in marketing communications, the farmers’ 

satisfaction of marketing communication tools used was at the high level, except online 
channels which is inappropriate to be used with farmers due to its difficulties of use and 
inaccessibility. Therefore, the suitable marketing communication tools including service 
operated by Managers and Representatives of  Precise Rice Cultivation who specialize in 
educating and demonstrating know-how skills to the farmers at their rice field should be 
used. The preferred service consists of actual demonstration, lecture-based and workshops, 
demonstrative training, exhibitions which are combined as integrated marketing 
communication to communicate more effectively. 

2.  In terms of reference group, farmers perceived that Representatives and agencies 
promoting  Precise Rice Cultivation are the most important reference group because they 
have experience and ability to transfer knowledge and skills to the farmers directly. The 
farmers also perceived that these specialists can build the trust and inspire them. Hence, 
the experienced specialists who are able to demonstrate and transfer know-how knowledge 
of the new rice farming method adoption are the most influential reference group should 
be employed to build consumer’s motivation, trust, attitude and eventually adoption of the 
innovative rice farming approach. 

                                                 
19 D. Laepple and T. Donnellan, ‘Farmer attitudes towards converting to organic farming’ (Rural Economy 
Research Centre (RERC). Teagasc, Athenry National Organic Conference 2008). 
20 D. Laepple and T. Donnellan, ‘Adoption and Abandonment of Organic Farming An Empirical Investigation of 
the Irish Drystock Sector’ (Paper presented at the 83rd Annual Conference of the Agricultural Economics Society 
2009). 
21 Mariano et al., ‘Factors influencing farmers’ adoption of modern rice technologies and good management 
practices in the Philippines’ (2012) 29(5) Marketing Intelligence and Planning 452. 

http://www.sciencedirect.com/science/article/pii/S0308521X12000534
http://www.sciencedirect.com/science/article/pii/S0308521X12000534
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3.  In terms of perception, farmers perceived about Precise Rice Cultivation at the high level. 
It showed that farmers were aware of the key massages sent and found it reliable e.g. more 
benefits of new rice farming approach adoption compared to the conventional one 
including the reduction-to-abolition of chemical use, the cost-saving benefits, and the 
simple process. Thus, these massages focusing on motivating farmers to adopt the new 
rice farming approach should be sent by the specialists and project promoters to the 
farmers in order to build the farmers’ confidence and positive attitudes toward the adoption 
of  Precise Rice Cultivation. 

4.  The three factors including marketing communication, reference group and perception 
were assessed to explore the degree of each influence on farmers’ attitudes. It was found 
that reference group was the factor that has a negative influence on farmers’ attitudes. This 
means if these three factors are used, the farmers will perceive about Pa's 
Precise Rice Cultivation Incubation Unit more from marketing communications than from 
reference group. Since the marketing communication is to build trust or credibility into 
consumer’s eyes through its broad media, building perception should be implemented in 
collaboration with marketing communication through empirical tools that can have 
significant impact on consumer’s attitude.  
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FACTORS INFLUENCING CONSUMERS’ ATTITUDE TOWARD 
ENVIRONMENTALLY-FRIENDLY FOOD PRODUCTS: NEW 
ENVIRONMENTAL PARADIGM (NEP) SCALE APPLICATION 
Pensri Jaroenwanit1, Pornpirat Kantatasiri2, and Rudolph Brown3 

 

ABSTRACT 
This research examine factors which influenced consumer’s attitude toward environmentally 
friendly food products. The New Environmental Paradigm (NEP) scale was employed to 
measure consumers’ attitude. Field survey research was conducted by using a questionnaire as 
a data collecting tool. The research samples were 492 of representatives who consumed 
environmentally friendly food products within the last 1 year, and have been living in the 
regional provinces over Thailand which are Bangkok, Chiang Mai, Khon Kaen, and Songkhla 
provinces. Research results found that the psychological, lifestyle, and perceived characteristic 
of innovation influenced on consumer’s attitude toward environmentally friendly food 
products. In details, psychological and lifestyle factors significantly influenced on consumers’ 
attitude toward environmentally friendly food products (0.760, p-value < 0.01 and 0.677, p-
value < 0.05), while the perceived characteristic of innovation factor did not significantly 
influence on consumers’ attitude toward environmentally friendly food products. 

 
Keywords: Attitude, Environmentally Friendly Food Products, Psychological Factor, Life 
style Factor, and Perceived Characteristic of Innovation Factor. 

INTRODUCTION 
As an academic term, the word ‘environment’ can be explained in two parts – external 
condition and internal condition. The external condition aka environmental influences includes 
social, culture, family, and so on4 while the internal condition aka psychology or individual 
influences includes knowledge, personality, attitude, and so on5. Not only the attitude that 
affects to individual’s consumption of products and services6, but many researchers also reveal 
that consumer’s attitude is an important factor for many categories of environmentally friendly 
products consumption also.7 Thus, consumer’s attitude towards products and environment 

                                                 
1 Associate Professor PensriJaroenwanit, Ph.D. Department of Marketing, Faculty of Management Science, Khon Kaen 
University, Khon Kaen, 4000, THAILAND.  Tel. +66819743732,  e-mail penjar@kku.ac.th 
2 Pornpirat Kantatasiri, DBA. Candidate, Faculty of Management Science, Khon Kaen University, Khon Kaen,  THAILAND.  
Tel. +66872347419, e-mail  pornpiratk@gmail.com 
3 Professor Rudolph Henry Brown, Ph.D. Faculty of Management Science, Khon Kaen University Khon Kaen, 40000, 
THAILAND.e-mail brh3037@yahoo.co.uk 
4 See, for instance, R D Blackwell, P W Miniard and E F Engel, Consumer Behavior (Cengage Learning Asia 
2012); A Khare, ‘Consumers’ susceptibility to interpersonal influence as a determining factor of ecologically 
conscious behaviour’ (2014) 32(1) Marketing Intelligence & Planning 2. Z C Qian, The influence of culture on 
pro-environmental activities: comparing English, French and Italian Canadians (Concordia University 2001). 
5 See, F W C Chan, Values motivating the purchase of organic food: A laddering analysis (University of Alberta 
2008); I Cheah and I Phau, ‘Attitudes towards environmentally friendly products’ (2011) 29(5) Marketing 
Intelligence & Planning 452 
6 Argyriou, Evmorfia, &Melewar, ‘Consumer Attitudes Revisited: A Review of Attitude Theory in Marketing 
Research’ (2010) 13(4) International Journal of Management Reviews 431. 
7 See, Fujii, Satoshi, ‘Environmental concern, attitude toward frugality, and ease of behavior as determinants of 
pro-environmental behavior intentions’ (2006) 26(4) Journal of Environmental Psychology 262; D J Ayers, G L 
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becomes main objective of this research. Furthermore, in this research, the New Environmental 
Paradigm (NEP) is introduced to measure individual’s attitude towards environmentally 
friendly food products. Marketers can take benefit from this method and result to create the 
campaign for stimulating consumer’s need.8 In addition, it is challenging to find out how Thai 
consumer’s attitude affect the environment and products. 

Thailand’s environmentally friendly food market has been developed decades ago due to an 
increasing of consumer’s need on environmentally friendly food. However, the growth rate of 
environmentally friendly food markets is lower than other countries for many reasons. For 
example, Thailand has been considered as agricultural country, and there are varieties of 
plantation in the country. Many people can grow certain kinds of plants independently. By the 
way, many Thai consumers still lack of knowledge on environmentally friendly food products. 
They do not recognize the differences of product quality between environmentally friendly 
products and typical products. Moreover, environmentally friendly food products are priced 
higher than typical products, so, environmentally friendly food products are more often sold in 
the supermarket or hypermarket than in the fresh market where Thai consumers prefer to shop 
more than the super market. However, trend of consumption in Thailand is changing from rural 
lifestyle to more urbanization, and some Thai consumers are gaining awareness about the 
environment, so that a small community for environmentally friendly products has emerged. 
Therefore, it is important for marketers to examine attitude, personality, and lifestyle of Thai 
consumers who have adopted environmentally friendly food products. 

The understanding of individual’s mentality and attitude is necessary for marketers to make 
a decision on marketing strategies, since consumer’s attitude can change their likelihood of 
adopting products.  However, only small amount of researches are conducted about the attitude-
behavior relationship in consuming products or the adoption process. In addition, attitude 
towards environment contains two kinds of scale which are 1) the New Environmental 
Paradigm (NEP) scale9 and 2) Ecologically Conscious Consumer Behavior (ECCR) scale10. 
The NEP scale focuses on the test of consumer’s view about environment. So, this research 
selected the NEP scale to test consumer’s attitude towards environment because there are 
currently little of researches that apply the New Environmental Paradigm (NEP) scale11with 
the context of attitude-behavior12 and academic research has rarely focused on consumers’ 
adoption of environmentally friendly food products.  Thus, this research will fill this gap and 
increase knowledge for businesses that strive to sell environmentally friendly products.  

THEORETICAL BACKGROUND AND HYPOTHESES DEVELOPMENT 
                                                 
Gordon, & D D Schoenbachler, ‘Integration And New Product Development Success: The Role Of Formal And 
Informal Controls’ (2011) 17(2) Journal of Applied Business Research.133. 
8 See, J Jansson, Johan, ‘Consumer eco-innovation adoption: assessing attitudinal factors and perceived product 
characteristics’ (2011) 20(3) Business Strategy and the Environment 192; M Choi and Y Kim, ‘Antecedents of 
green purchase behavior: An examination of collectivism, environmental concern, and PCE’ (2005) 32(1) 
Advances in Consumer Research 592. 
9 WAlbert, W Gribbons & J Almadas, ‘Pre-Conscious Assessment of Trust: A Case Study of Financial and Health 
Care Web Sites’ Paper presented at the Proceedings of the Human Factors and Ergonomics Society Annual 
Meeting, 2009 
10 E R Dunlap, ‘The new environmental paradigm scale: From marginality to worldwide use’ (2008) 40(1) The 
Journal of Environmental Education 3. 
11 J A Roberts, ‘Green consumers in the 1990s: Profile and implications for advertising’ (1996) 36(3) Journal of 
Business Research 217. 
12 See, A B Olson, Non-state market driven governance: A case study in organic and natural personal care 
products (Walden University 2010).available at 
<http://search.proquest.com/docview/633495082?accountid=27797> accessed 12 June 2015; W Young, K 
Hwang, S McDonald,, & C Oates, ‘Sustainable consumption: green consumer behaviour when purchasing 
products’ (2010) 18(1) Sustainable Development 20. 
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At the beginning, products of environmentally friendly food were defined by practices and 
input used in the production process, not by inherent properties of the product13. There is no 
common legal definition of environmentally friendly food products, and the term 
environmentally friendly food is referred to as a process claim, not a product claim. Despite 
the limitations of the process claim, consumers often perceive environmentally friendly food 
products as having certain intrinsic quality and safety characteristics, as well as representing 
an environmentally friendly mode of production14. Thus, the environmentally friendly food 
product means the process of plant growing, and the process of growing by less synthetic 
chemicals. For example, environmentally friendly food crops are grown without using 
synthetic fertilizers or synthetic pesticides at least three years before harvesting15. Not only 
prohibit uses synthetic fertilizers or synthetic pesticides but also covering prohibits the use of 
antibiotics and hormones. 

In Thailand, environmentally friendly foods were introduced in early 1980s. A group of 
farmers and local non-governmental organizations (NGOs) have come together to establish the 
Alternative Agriculture Network (AAN). The AAN aimed to foster sustainable agricultural 
activity in Thailand, and provided a discussion forum to share experiences and policy advocacy 
for sustainable agriculture, included environmentally friendly food farming. This beginning 
contributed some people to engage in the promotion of sustainable agriculture in many parts 
of the country as rural development objectives.  

In summary, it was found that in Thailand farmers are increasingly interested in 
environmentally friendly food techniques, and tried to change growing process from 
conventional one to non-chemicals planting process.16 Developing environmentally friendly 
food planting has increased numbers of farmer who are producers with long-term visions of 
the benefits of environmentally friendly food production, for instance, increased production 
and value in the market. 

Attitude 
Attitude is one of important factor in psychological influence because it refers to three 
functions; cognitive function (human’s thoughts), affective function (human’s feeling or 
emotion), and conative function (human’s behavior). These all three functions have 
relationship and effect to each other.17 In other words, attitude means action that individual 
expresses feeling as like or dislike, and behavior as adopt or reject18depending of personal’s 
value or personal’s belief.19 Furthermore, attitude can be changed and has dynamical evolution 
when people get more information about what they are focusing on.20 Therefore, attitude is an 
important factor that affect to consumer’s thought. This research is going to emphasize 
consumer’s attitude as it results in behavior. Attitude is necessary for marketers to decide on 
                                                 
13 L E Lee, Consumer attitudes toward food safety in Asian and Mexican restaurants (University of California 
2010) 
14 W Verbeke and I Vackier, ‘Individual determinants of fish consumption: application of the theory of planned 
behaviour’ (2005) 44(1) Appetite 67. 
15 GreenNet, Where to find organic products and health foods (2010) available at 
<http://www.greennet.or.th/en/article/1049> accessed 2 June 2013. 
16See, Organic Agriculture Certification Thailand (2012) <http://www.actorganic-cert.or.th/> 
17 See, G R Foxall, Interpreting Consumer Choice (Routledge 2010); L Lotto, A Manfrinati, D Rigoni, R Rumiati, 
G Sartori & N Birbaumer, Niels ‘Attitudes Towards End-of-Life Decisions and the Subjective Concepts of 
Consciousness: An Empirical Analysis’ (2012). 7(2) PLoS One avaiable at < 
http://www.ncbi.nlm.nih.gov/pmc/articles/PMC3280319/> accessed 7 June 2015. 
18 W D Hoyer and D J MacInnis Consumer behavior (5th edn, South-Western CENGAGE Learning 2010) 
19V Bunnak, The influence of personal values on environmental attitude, product aesthetics, and product 
evaluation (Alliant International University 2009) available at 
<http://search.proquest.com/docview/305168539?accountid=27797> accessed 5 June 2015.  
20 Lotto (et al) (n 14). 

http://www.actorganic-cert.or.th/
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marketing strategies, since consumer’s attitude can change their likelihood of adopting a 
product. There has, however, been only a small amount of research about the attitude-behavior 
relationship in the adoption process, especially the environmentally friendly food product 
testing attitude with NEP scale that a scale for measuring consumer’s attitude towards 
environment. 

New Environmental Paradigm (NEP) Scale  
The NEP paradigm is a view that human actions have substantial adverse effects on a fragile 
biosphere. The NEP scale has been introduced by Dunlap, Van Liere, Mertig, and Jones in 
2000 and developed by Anderson in 2012. 21 The NEP scale has been developed due to the 
differences of consumer’s knowledge on environment. The NEP is perhaps widely used to 
measure social psychological in the literature on environmentalism, the explanatory  power  of  
values  for  environmental  attitudes,  and  the  relationships  between  attitudes,  and the buying 
of environmentally friendly food products. The NEP scale has been applied to test an 
environmental attitude that is measured using six items. These subjects were asked about 
environmental attitudes following statements of Darley, Blankson, and Luethge and Jansson et 
al. (2011).  
Details of each item are shown as below: 
 1. “Global warming is a problem for society”; 
 2. “The quality of the environment will improve if we decrease the use of nature”; 
 3. “Plants and animals exist primarily to be used by humans”; 
 4. “We are approaching the limit of the number of people the earth can support”; 
 5. “The earth is like a spaceship with only limited room and resources”; 
 6. “I feel partly responsible for the increase in the use of nature. 
 
Therefore, this research is going to adopt the NEP scale to measure consumers’ attitude towards 
environmentally friendly food products, especially, focusing on factors which influence on 
consumer’s attitude toward environment. 

Psychological Factor 
The S-R theory is famous to explain consumer’s behavior, which is separated into three stages: 
stimulus, organism, and response. It is not worthy why consumers buy a product and what 
influences consumers making decisions to buy.22 However, this research emphasizes the study 
of consumers’ thoughts, so that the consumer decision making stage is important for this 
research’s theme, especially when studying consumer decision adoption for a new product.23 
Thus, the thoughts of a human are interesting and the psychological factors contain in three 
dimensions: green consumer value, innovativeness and health consciousness which are 
measured with questionnaire.24 

However, the most important for this research is a part of decision making that mentions the 
components of the psychological section as personality and values. Not only the marketing 
                                                 
21 See, M W Anderson, New Ecological Paradigm (NEP) Scale (Berkshire Publishing Group 2012)  available at 
<http://umaine.edu/soe/files/2009/06/NewEcologicalParadigmNEPScale1.pdf> accessed 19 June 2015; R E 
Dunlap, L Van, D Kent, A Mertig & R E Jones, ‘New trends in measuring environmental attitudes: measuring 
endorsement of the new ecological paradigm: a revised NEP scale’ (2000) 56(3) Journal of Social Issues 425. 
22 See, L G Schiffman and L L Kanuk, Consumer behavior (10th edn, Prentice Hall 2010); M R Solomon, 
Consumer Behavior (9th edn, Prentice Hall 2011). 
23 See, Dunlap (n 18); (n 13). 
24 See, G Arabatzis and C Malesios, ‘Pro-environmental attitudes of users and non-users of fuelwood in a rural 
area of Greece’ (2011).22 Renewable and Sustainable Energy Reviews 621; M Antioco and M Kleijnen, 
‘Consumer adoption of technological innovations: Effects of psychological and functional barriers in a lack of 
content versus a presence of content situation’ (2010).44(12) European Journal of Marketing 1700. 
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field is interesting the consumers’ mindset or psychological influences, others academic 
subjects are also interested in this, such as healthcare, agriculture, and science. Furthermore, 
attitude is one of important factor in psychological influence because it refers to three 
functions; cognitive function (human’s thoughts), affective function (human’s feeling or 
emotion), and conative function (human’s behavior).25 Therefore, psychological would 
influence on this research contains attitude that is an important factor that has effect to 
consumer’s thought. This research emphasizes consumers’ attitude as it results in behavior that 
propose to use this for the theme of conceptual framework and information to assign the 
hypotheses: 

H1: Psychological factor has a positively affects to attitude towards environmentally friendly 
food products testing with NEP scale. 

Lifestyle Factor  
A definition “Lifestyle” in this research refers to human behavior that is a habitual pattern, 
especially, in marketing view which relates to consumer behavior26. In this research, lifestyle 
is considered as a food consumption behavior to explain the following consumer’s choice 
coordination with personality or personal traits.27 This can be call consumer style inventory 
(CSI) that use to illustrate consumer style making a decision to purchase depending personal 
traits.28 Generally, the CSI can be divided into eight types include perfectionism, price or value 
conscious, brand consciousness, novelty-fashion consciousness, shopping avoider, confused 
by over choice, impulsive or careless and brand-loyal or habitual29. However, this research 
selects two kinds which characterizes – perfectionism and brand-loyal or habitual – that close 
to Thai people characteristic.30 Lifestyle also is described as the human mental, it is explained 
as the influenced factor which affect to people’s mild.31 Furthermore, many authors would like 
to understand what factor driven people’s attitude about an environment before making a 
decision to purchase products and services. The lifestyle includes three dimensions: high 
quality consciousness style, confusion over choices style, and brand loyal orientation style 
constructs which are measured with questionnaire. Therefore, this research proposes to apply 
this into conceptual framework and information to assign the hypotheses: 

H2: Lifestyle factor has a positively affects to attitude towards environmentally friendly food 
products testing with NEP scale. 

Perceived Characteristic of Innovation Factor  
Consumer’s perceived characteristic of innovation related to the innovativeness concept that 
depending on potential adopters from their attitudes to the innovation based on their 
                                                 
25 See, E Argyriou and T C Melewar, ‘Consumer Attitudes Revisited: A Review of Attitude Theory in Marketing 
Research’ (2010) 13(4) International Journal of Management Reviews 431; F G Aygen, ‘Attitudes and Behavior 
of Turkish Consumers With Respect to Organic Foods’ (2012) 3(18) International Journal of Business and Social 
Science 262; S Baker, K E Thompson and J Engelken,  ‘Mapping the values driving organic food choice: Germany 
vs the UK’ (2004) 38(8) European Journal of Marketing 995. 
26 C Nie, and L Zepeda, ‘Lifestyle segmentation of US food shoppers to examine organic and local food 
consumption’ (2011) 57(1).Appetite 28. 
27 J Park, J Yu and Z Joyce Xin, ‘Consumer innovativeness and shopping styles’ (2010) 27(5) The Journal of 
Consumer Marketing 437. See also, Baker, Thompson and Engelken (n 22). 
28 S X Sui, Effects of Trusting Beliefs, Perceived Benefit Factors, Observed Benefit Factors and Demographics 
on Consumers' Online Purchase Behavior (The Chinese University of Hong Kong 2011). See also, Baker, 
Thompson and Engelken (n 22); Park, Yu and Joyce Xin (n 24). 
29 A Ariffin (et al), ‘Determining Decision-Making Styles And Demographic Differences In Selecting Higher 
Education Services Among Malaysian’ (2008) 9(1) International Journal of Business and Society 1.  
30 Park, Yu and Joyce Xin (n 28). 
31 A S Young, Personality style as a predictor of personal computer use in an older adult population 
(Massachusetts School of Professional Psychology 2012). See also Ariffin (et al) (n 26).  
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perceptions of five key characteristics.32 According to Rogers (2003), these attributes are 
relative advantage, compatibility, complexity, trialability, and observability. Many scholars 
studies have confirmed that consumer’s perceptions of innovation characteristics in general are 
better predictors of adoption than the adopters’ socio-demographic profiles, such as income, 
education, and age.33 However, this research studies influences of environmentally friendly 
food product factors which are relative advantage, compatibility, and risk/uncertainty. 
However, for this research measures the perceived characteristic of innovation factors that 
contain compatibility, relative advantage, and risk/uncertainty constructs. These are measured 
with questionnaire. 

Regarding an eco-innovation context, perceived characteristic of innovation has a positive 
influence on adoption of solar energy systems and transport systems34 energy managers’ 
adoption of an electronic indicator providing feedback on vehicle energy use35 and also an eco-
food products adoption. While Rogers’ model is becoming famous, many researchers have 
tried to test the model by many dimensions, included the characteristics of innovations. For 
example, Wejnert (2002) derived and grouped the diffusion of innovation into three major 
components: characteristics of innovations, characteristics of innovators, and environmental 
context. Greenhalgh (2004) indicated the similarities in health to Wajnert’s 2002 claims of 
diffusion, dissemination, and implementation of innovation. Thus the following hypotheses 
were developed: 
H3: Perceived Characteristic of Innovation has a positively effect to attitude towards 
environmentally friendly food products testing with NEP scale. 

According to literature reviews, theoretical and conceptual framework was developed based 
on hypotheses as shown in figure 1. 

 

Figure 1 Conceptual framework for consumers who have consumed EFPs testing with the NEP 
scale 

                                                 
32 See, G Roehrich, ‘Consumer innovativeness: Concepts and measurements’ (2004) 57(6) Journal of Business 
Research 671; M Sääksjärvi, and S Samiee, ‘Assessing multifunctional innovation adoption via an integrative 
model’ (2011) 39(5) Journal of the Academy of Marketing Science 717. 
33 See, P Aggarwal, T Cha, and D Wilemon, ‘Barriers to the adoption of really-new products and the role of 
surrogate buyers’ (1998) 15(4) Journal of Consumer Marketing 358; L E Ostlund, ‘Perceived Innovation 
Attributes as Predictors of Innovativeness’ (1974) 1(2) Journal of Consumer Research 23. 
34 M S Aini, S C Chan and O Syuhaily, ‘Predictors of technical adoption and behavioural change to transport 
energy-saving measures in response to climate change’ (2013) 61 Energy Policy 1055.  
35 H P Young, ‘Innovation diffusion in heterogeneous populations: Contagion, social influence, and social 
learning’ (2009) 99(5) The American Economic Review 1899. 
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METHODOLOGY 

Population and Samples 
Research sample comprised of 492 consumers who have purchased and consumed 
environmentally friendly food products within the last 1 year in Thailand, and lived in the 
regional provinces of Thailand where consisted of Bangkok, Chiang Mai, Khon Kaen, and 
Songkhla Provinces. These provinces were selected as the representatives of Central, Northern, 
Northeastern, and Southern regions respectively. Field survey research was conducted by using 
a questionnaire as a data collecting tool with a face to face interview method for the research 
data collection. The specifically of this research samples were the consumers who aged 
between 21-60 years old. 

Research Instruments 
This research applied the deductive approach to investigate factors which influenced on 
environmental attitude of Thai consumers to environmentally friendly food products. The 
questionnaire survey instrument and the seven-point Likert’s scales were used to measure. 
Range of the scale was from 1= strongly disagree to 7= strongly agree. Regression analysis 
was used also. Furthermore, abbreviation words were used in the study included Psy = 
psychological influence, Life = lifestyle influence, Perc = perceived characteristic of 
innovation, and Att_NEP = attitude toward environmentally friendly food products testing with 
NEP scale. 

Furthermore, the reliability of psychological factor, lifestyle factor, perceived characteristic 
of innovation, and attitude towards environmental testing with NEP scale are 0.912, 0.934, 
0.935, and 0.773. These mean that the instrument is reliable for data collection. 
 

Data Analysis   
Factor analysis and simultaneous multiple regression analysis were used in this study. Besides 
the inferential analyzing data were used, the descriptive statistic was used to describe 
characteristics of samples. 
 

RESULTS 

Personal Data 
Research results found that most respondents were female (58.9%). Age of respondents was 
between 20-30 years old (42.3%). 29.10% of respondents had own business;55.5% of 
respondents were undergraduate education level, while48.0% of respondents were got married. 
In addition, 41.7% of respondents had salary between 10,000-25,000 Bath/month.   

Factor Analysis of Variables 
Three variables were tested and analyzed by the KMO (Kaiser-Meyer-Olkin Measure of 
Sampling Adequacy) to find out its influences on attitude. Variables consisted of 1) Psy = 
psychological influence, 2) Life = lifestyle influence, and 3) Perc = perceived characteristic of 
innovation. These variables were 0.872, 0.818, and 0.849, and the cumulative of rotation sums 
of squared loadings were 75.368%, 77.521%, and 73.423%. These data showed that overall of 
data is qualified for regression testing. 
 

Hypothesis test 
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H1: Psychological factor has a positively affects to attitude towards environmentally friendly 
food products testing with NEP scale. 

H2: Lifestyle factor has a positively affects to attitude towards environmentally friendly food 
products testing with NEP scale. 

H3: Perceived Characteristic of Innovation has a positively effect to attitude towards 
environmentally friendly food products testing with NEP scale. 
 

The analytical results are shown in Table 2.  

Factors affecting  
green brand equity 

B SEB  
(Beta) 

t Sig. 

Constant (A) 1.781 .210  8.489 .000 
1. Psychological factor (X1).  .541 .051 .502 10.687 .000 
2. Lifestyle factor (X2).  .116 .044 .125 2.656 .008 
3.Perceived Characteristic of 
Innovation (X3).  

.085 .044 .089 1.961 .453 

R = .646       R2= .417       Adjusted R2= .414 
 F = 116.457     SE = .706     Durbin-Watson = 1.494     Sig. = .000  

 

Based on the results from the test of the factors affecting attitude towards environmentally 
friendly food product testing with NEP scale in Thailand, it showed that all of two factors: 
psychological factor and lifestyle factor have the significance less than .01. This means that 
psychological factor and lifestyle factor affect attitude towards environmentally friendly food 
product testing with NEP scale. Having considered the factors affecting attitude towards 
environmentally friendly food product testing with NEP scale, the psychological factor is the 
most influential which has the rate of the standardized regression coefficients (Beta) at 0.502, 
followed by lifestyle factor at 0.125.  

This model has a coefficient of determination (R2) at 0.417. This means that all two factors: 
psychological factor and lifestyle factor can explain the changes of attitude towards 
environmentally friendly food product testing with NEP scale at 41.7%. Therefore, the 
regression equation is as follows. 

 
Y =     1.841 + 0.576 X1 + 0.146X2 or, 
Att_NEP = 1.841 + 0.576 Psy + 0.146 Life 

The attitude towards environmentally friendly food product testing with NEP scale 
= 1.841 + 0.576 (psychological factor) + 0.146 (lifestyle factor). 

Results of Testing Hypotheses 
The result found that the H1 and H2 were acceptedwhile H3 wasrejected. Therefore, 
psychological factorand lifestyle factor were positively affected to environmental attitude of 
environmentally friendly food products. The significant factors(0.760, p-value < 0.01 and 
0.677, p-value < 0.05) were shown on table 2. 
 
Table 2: Hypothesis testing results of consumers who have consumed EFPs testing with NEP 
scale 

E
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Hypothesis 
No. 

Path Analysis Result 

H1 Psychological Influences             attitude towards 
environmentally friendly food products NEPs scale 

Supported 

H2 Lifestyle Influences             attitude towards environmentally 
friendly food products NEPs scale 

Supported 

H3 Perceived Characteristic of Innovation             attitude towards 
environmentally friendly food products NEPs scale 

Not 
Supported 

 

ISCUSSION AND CONCLUSIONS  
The results showed that both groups of consumer had the same level of income that was 
between 10,000 – 25,000 bath/month, the respondents mostly graduated the bachelor’s degree, 
while 50% of respondents were studying under graduation level.  

Hypotheses testing, the result pointed out that the psychological factor and lifestyle factor 
influenced on attitude towards EFPs when tested with NEP scales. Results were displayed 
following hypotheses H1: the psychological factor has a positively significant effect on attitude 
towards environmentally friendly food products. Hypotheses H2 found that the lifestyle factor 
has a positively significant effect on attitude towards environmentally friendly food products. 
This could be concluded that hypothesis1 and hypothesis2 were accepted. Psychological factor 
and lifestyle factor were more appropriate and effective than other factors (0.760, p-value < 
0.01 and 0.677, p-value < 0.05), while perceived characteristic of innovation was not affect to 
attitude towards EFPs. 

Furthermore, the results were supported by Sheth and colleague (2011) about the 
psychological influences that raised consumer’s mindset in value and innovativeness of eco-
products as the EFPs and aspirational consumption to be aware and concern their health stay 
well-being. In addition, psychological influences were revealed to affect on consumer’s 
attitude, which in turn mediates the relationship between factors that affect buyers’ thinking 
and mentality and adoption decisions.36 

The results are very interesting that lifestyle influences consumers who have consumed 
EFPs and is not supported hypothesis3. Considering the component of sample, it was  found 
that the level of education affected lifestyle. Lifestyle did not affected an attitude toward 
environment testing with NEP scale was found in the research conducted with consumers  in 
China, South Korea, and India while the research got the different results when it was studied 
with consumers in the U.S. and New Zealand. It was found that lifestyle significantly affected 
an attitude. 

MANAGERIAL IMPLICATIONS 
Regarding research results, food managers and marketers can apply marketing strategies suite 
for this type of consumers in Thailand. Specially, the consumers would get the 4Ps (product, 
price, place, and promotion) in many ways. In this study, psychological factor influences 
significantly on consumer’s attitude toward environment for consumers who had purchased 
and consumed environmentally friendly food products. Thus, marketers can apply this study’s 

                                                 
36 See, M Chen, ‘Attitude toward organic foods among Taiwanese as related to health consciousness, 
environmental attitudes, and the mediating effects of a healthy lifestyle’ (2009) 111(2) British Food Journal 165; 
P Kriwy and R Mecking, ‘Health and environmental consciousness, costs of behaviour and the purchase of organic 
food’ (2012) 36(1) International Journal of Consumer Studies 30; N Michaelidou and M Hassan, ‘Modeling the 
factors affecting rural consumers'™ purchase of organic and free-range produce: A case study of consumers'™ 
from the Island of Arran in Scotland, UK’ (2010) 35(2) Food Policy 130. 
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empirical testing of conceptual models associated with the understanding of the 
environmentally friendly consumer to increase selling volume of environmentally friendly food 
products. The better understanding of target consumers will be very helpful to expand the 
market and quantity of sell volume in a short time. 

LIMITATIONS AND FURTHER RESEARCH  
This paper investigated only factors which influenced on environmental attitude. However, 
consumer’s attitude has related to attitude toward products both quantity and quality aspect of 
products. The limitation is no classification of the consumers’ knowledge in this research. 
Hence, it will be more useful information if any research can find out and deeply study an 
effect of level of consumers’ knowledge toward their attitude. 
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LIBERALISATION OF THE INVESTMENT AGREEMENT UNDER 
THE ASEAN ECONOMIC COMMUNITY OF 2015 AND ITS LEGAL 
IMPLICATION FOR INDONESIA  
An An Chandrawulan1 

ABSTRACT 
The ASEAN Comprehensive Investment Agreement (ACIA) entered into force on 29 March 
2012. The aim of ACIA is to create a free and open investment regime to ensure that ASEAN 
remains an attractive destination for both domestic investments and foreign direct investment. 
This aim is in line with the goal of achieving an ASEAN Economic Community by 2015. The 
ACIA is a binding legal document on investment in ASEAN. It provides ample benefits to 
ASEAN investors under its four pillars of investment: Liberalisation, Protection, Promotion 
and Facilitation of investment. One key implication  of the binding instrument is that members 
are obliged to implement it in their national law. This will of course depend to the fullest extent, 
on the commitment  or political will of the members to implement it in their national legislation. 
This paper is going to analyse to the Indonesian practice in regard the realisation of its 
commitment to  investment liberalisation. This analysis cover the  extent to which the 
Indonesian Law on investment and related policy have been in line with the provisions of the 
ACIA. This paper will take a particularly deep look at the Indonesian Law on Investment, the 
Law No 25 of 2007. In addition, the paper will analyse government policy in regard to 
implementing the Investment Law. 

INTRODUCTION 
The ASEAN Economic Community (AEC) Agreement will come into effect in December 
2015. The AEC is expected to affect most economic concerns of the AEC member countries, 
including in the sphere of investment. Besides investment, the AEC tries to liberalise trade in 
goods, services and movement of persons. The instrument regulating investment liberalisation 
in ASEAN is the ASEAN Comprehensive Investment Agreement (ACIA). 

The legal issues surrounding the implementation of the AEC agreement are the main points 
of examination in this paper. This paper looks at the implementation of the AEC agreement 
particularly in Indonesia. As the country with largest territory, population and resources in 
ASEAN, Indonesia is a more attractive destination for investment than other nine members. 
The Indonesian main law regulating investment in Indonesia is Law No 25 of 2007. 

This paper analyses Indonesian practice in the realisation of its commitment to investment 
liberalisation. This analysis enquires into the extent to which the Indonesian laws on investment 
and related policy are in line with the provisions of the ACIA. In addition, the paper will 
analyse government’s implementation of the Investment Laws.  

THE AEC AND THE PURPOSE OF THE ACIA 2015 

Background 
When  ASEAN was established in 1967 it was initially set up to ease the political and security 
tensions among countries in South-East Asia, most notably Indonesia, the Philippines, 
Malaysia, Singapore, Thailand and Brunei Darussalam. It is interesting to note that the 
evolution of the ASEAN as a regional political group then moved towards as mainly focusing 
                                                 
1 Faculty of Law, Universitas Padjadjaran, Bandung, Indonesia E:ananchandrawulan@gmail.com 
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on economic matters. This includes how members settle their differences; members have 
always tried as hard as possible to settle their differences not through legal means but by way 
of a mutually accepted solutions. This means of dispute settlement has been called the ASEAN 
Way.2 

Since its birth in 1967and its evolution toward the AEC, numerous negotiations including 
significant events have helped shape the AEC. These include: (a) the 1992 ASEAN Free Trade 
Area (AFTA); (b) the 1997 Summit; (c) the 2003 Decision; (d) the 2007 Decision and the 2007 
Blueprint; (and e) the ASEAN Charter.3 

The 1992 AFTA 
The seed of the AEC may be considered as the establishment of the AFTA in 1992. The 
elimination of tariff and non-tariff barriers among member countries is expected to encourage 
greater economic efficiency, productivity, and competitiveness, and the purpose of the AFTA 
is to promote the region’s competitive advantage as a single production unit. 

The impact of the establishment of AFTA was quite significant. It was reported that as of 1 
January 2005, the tariffs on almost 99 percent of the products on the inclusion list of the 
ASEAN-6 (Brunei Darussalam, Indonesia, Malaysia, the Philippines, Singapore, and Thailand) 
were successfully reduced to 5 percent. More than 60 percent of these products have zero 
tariffs.4 

The 1997 Summit 
One of the most important summits considered crucial to the future development of ASEAN 
was the ASEAN Leaders Summit in Kuala Lumpur in December 1997. It was in this  Summit 
that the decision was made to transform ASEAN into a competitive region with equitable 
economic development, and reduced poverty, and socio-economic disparities in the region. 
This decision was also called the ASEAN Vision 2020.5 

The 2003 Decision 
In 2003 at the Bali Summit, the “ASEAN Vision of 2020”, was put forward. All ASEAN 
leaders agreed that an ASEAN Community shall be established by 2020. It was also resolved 
that the AEC would consist of three pillars: the ASEAN Security Community, the AEC and 
the ASEAN Socio-Cultural Community. These three pillars are integral to the ASEAN 
Community. 

The 2007 Decision and the 2007 Blueprint 
In January 2007, at the 12th ASEAN Summit, the leaders affirmed their strong commitment to 
speed up the establishment of an ASEAN Community, completing it by 2015. The ASEAN 
leaders also signed the Cebu Declaration on the Acceleration of the Establishment of the 
ASEAN Community by 2015.6 

As stated in the 2003 Decision above, the ASEAN Community realisation procedure 
comprises three pillars that work in tandem: 
(i)  ASEAN Political-Security Community;  

                                                 
2 Rodolfo C. Severino, ‘The ASEAN Charter: An Opportunity Not to be Missed’ (UNISCI Discussion Paper No. 12, October 
2006) 163, 165 (Severino correctly states that since its birth, ASEAN has been a ‘loose, informal arrangement.’ 
3 Other important events such as the Hanoi Plan of Action (1999-2004) and the Initiative for ASEAN Integration are not 
discussed in this paper due to word limitation. 
4 See: www.aseansec.org. 
5 Paragraph 1 under the Title of ASEAN Vision 2020 and under the sub-title of “Concert of Southeast Asian Nations.” 
6 This 2007 decision contains only four declarations. All these declarations principally state the determination of the ASEAN 
leaders in the year 2015 as the year of the birth of the AEC. 
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(ii)  AEC; and  
(iii) ASEAN Socio-Cultural Community. 

With these pillars agreed upon, the leaders then agreed to bring forward the establishment 
of the AEC to 2015 and to transform ASEAN into a region with free movement of: (1) Goods, 
(2) Services, (3) Investment, (4) Skilled labour, and (5) Freer flow of capital. 

The ASEAN leaders further also agreed that the realization of the five free movements 
mentioned above would only be possible through a series of cooperation. This includes 
cooperation  in: (a) human resources development and capacity building; (b) recognition of 
professional qualifications; (c) closer consultation on macroeconomic and financial policies; 
(d) trade financing measures; (e) enhanced infrastructure and communications connectivity; (f) 
development of electronic transactions through e-ASEAN; (g) integrating industries across the 
region to promote regional sourcing; and (h) enhancing private sector involvement for the 
building of the AEC.7 

The AEC Blueprint was then adopted during the 13th ASEAN Summit on 20 November 
2007 in Singapore. The AEC Blueprint serves as a coherent master plan guiding the 
establishment of the AEC in 2015. It identifies the characteristics and elements of the AEC 
with clear targets and timelines for implementation of various measures as well as pre-agreed 
flexibilities to accommodate the interests of all ASEAN Member States. 

Taking into consideration the importance of external trade to ASEAN and the need for the 
ASEAN Community as a whole to remain outward looking, the AEC envisages the following 
key characteristics: 
(a) A single market and production base;  
(b) A highly competitive economic region;  
(c) A region of equitable economic development; and  
(d) A region fully integrated into the global economy.8 

The ASEAN Charter 2007 
In 2007 the ASEAN Charter was adopted. The Charter contains three particulary important 
provisions with regard to the status of ASEAN and the ASEAN Community: 
(1) For the first time, ASEAN moves from being a ‘diplomatic-consensus’ community in 

terms of its international relations between members to being a  ‘rule-based community’;9 
(2) ASEAN as an international organisation has its own legal personality;10 
(3) The Charter reaffirms the establishment of the three pillars supporting the Community, 

namely the AEC; the ASEAN Security Community and the ASEAN Socio-Cultural 
Community.11 

 
Indonesia ratified the Charter to enable it enforceable in law by Law No 38 of 2007 on the 
Ratification of the Charter of the Association of Southeast Asian Nations (“Piagam 
Perhimpunan Bangsa-Bangsa Asia Tenggara”). 

THE ACIA  

                                                 
7 See:www.asean.org/communities/asean-economic-community, juga tercantum dalam ASEAN Secretariat, ASEAN 
Communtiy Blueprint (ASEAN Secretariat 2008) hlm. 5. 
8 ASEAN Secretariat, ASEAN Economic Community Factbook (ASEAN Secretariat February 2011) hlm. 6. 
9 Preamble of the ASEAN Charter and Article 1 (1), Article 2 (h). 
10 Preamble of the ASEAN Charter. 
11 Preamble of the ASEAN Charter. Cf., Chin Kin Wah argued that the regional association toward being a more integrated, 
rule-based community (in the political/security, economic and social-cultural dimensions) with enhanced institutional capacity 
including dispute settlement mechanism, a strengthened secretariat, a human rights body and legal standing in international 
law. (Chin Kin Wah, The ASEAN Charter: A Mirror to their Domestic Shelves (Institute of South East Asia Studies, Opinion 
Asia, 23 November 1997) 3. 
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Introduction 
The ACIA is the main provision regulating investment in the region. The main objective of the 
Agreement as stipulated in Article 1 is to “create a free and open investment regime in ASEAN 
in order to achieve the end goal of economic integration under the ASEAN Economic 
Community”. 

In regard to reaching this objective, first of all, one has to ask whether the provisions under 
the ACIA are moving in the right direction. It is as well worth examining whether Investment 
Law -in particular Law No 25 of 2007 on Investment- is in tharmony with the ACIA. 

In this vein, a recent study by two German commentators is quite interesting. Regarding the 
RoI’s Investment Law, they argued that Indonesia as a developing country has “over the past 
decades often adopted IIAs (international investment agreement) without sufficiently 
considering their national legal system for investment.”12 

First is the principle of protection meaning whether the ACIA lays down legal protection to 
the investors. This includes among others issues the application of the non-discriminatory 
principle. 

Second is the compensation formula in effect when the nationalisation happens most 
importantly whether the compensation to be paid is accordance to the formula accepted in IIAs 
in general. 

Third is the principle governing the settlement of investment disputes. The yardstick for this 
principle, as recognised by many instruments in IIAs, is settlement by (international) 
arbitration.13 

Before examining these principles, a brief overview on the provisions of the ACIA will be 
provided. To a certain degree, a comparison with other regional agreements, (in particular the 
North American Free Trade Agreement (NAFTA)) specifically regulating the investment will 
also be made. 

The choice of NAFTA as a comparison to the ACIA is pertinent. As one of the leading 
regional trade and investment, NAFTA contains a set of comprehensive regulations on 
investment, including the provisions on dispute settlement. This agreement has frequently been 
used by parties in the resolution of their investment disputes.14 

Substantive Provisions 15 
ACIA is a rather short legal instrument and has only three sections. Sections A, B and C 
together have 49 articles and two annexes. Section A (Articles 1 – 27) embodies the main 
provisions concerning the protection and promotion of investment within ASEAN. Section B 
(Articles 28–42) contains the provisions concerning the settlement of disputes. Section C cover 
the house-keeping provisions of the Agreement. Annex I has the title Approval in writing and 
requires the parties to submit their investment undertakings. These include the name and 
contact details of the competent authority and the status in writing of the application of 
investment. Annex II lays down further requirements concerning expropriation and 
compensation. 

                                                 
12 Jan Knörich and Axel Berger, Friends of Foes? Interactions between Indonesia International Investment Agreements and 
National Investment Law (Deutsches Institut für Intweklungspolitik 2014) 4. 
13 Christoph Schreur, Investments, International Protection (Max Planck Encyclopaedia of Public international Law 2013) 
[48]; Andrew Newcombe and Lluis Paradell, Law and Practice of Investment Treaties: Standard of Treatment (Wolters 
Kluwers 2009) 65 (on the discussion of structure and scope of applications of IIAs). 
14 See for example. Gustavo Vega Cánocas, The Experience of NAFTA Dispute Settlement Mechanisms: Lessons for the FTAA 
(March 20, 2003) 2. (In 2003, NAFTA hadbeen used to resolve  23 cases. Since then, the number has increased (Ibid., p. 3). 
15 For general observation but with strong analysis on this issue, see: M. Sornarajah, The International Law on Foreign 
Investment (3rd.edn, CUP 2010). 
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It is stipulated that “Upon the entry into force of this ACIA (“Agreement”), the two previous 
ASEAN Instruments on investment, namely the ASEAN Investment Guarantee Agreement 
(IGA) and the Framework Agreement on the ASEAN Investment Area (AIA Agreement) will 
end. ACIA is then seen as an integral step on the part of ASEAN toward a single instrument 
on investment in the region.16 

The main principles regarding investment embodied in the ACIA are to create a liberal, 
facilitative, transparent and competitive investment environment among members.17 The 
principles enshrined in the ACIA include: 
(a)  liberalisation, protection, promotion and facilitation of investment;  
(b)  progressive liberalisation of investment;  
(c)  benefit investors;  
(d)  maintain and accord preferential treatment among Member States;  
(e)  no back-tracking on the commitments made under the AIA Agreement and the ASEAN 

IGA;  
(f)  grant special and differential treatment and other flexibilities to Member States depending 

on their level of development and sectoral sensitivities;  
(g)  reciprocal treatment in the enjoyment of concessions among Member States, where 

appropriate; and  
(h)  accommodate expansion of scope of this Agreement to cover other sectors in the future. 

18  
Another important provision under the ACIA is the meaning of investment which covers ... 

every kind of asset, owned or controlled, by an investor, including but not limited to the 
following:  

(a) Movable and immovable property and other property rights such as mortgages, liens, 
or pledges. 

(b) Shares, stocks, bonds and debentures and any other forms of participation in a juricidal 
person and rights or interest derived therefrom 

(c) Intellectual property right which are conferred pursuant to the laws and regulations of 
each Member State 

(d) Claims to money or to any contractual performance related to a business and having 
financial value 

(e) Rights under contracts, including turnkey, construction, management, production or 
revenue-sharing contracts, and 

(f) Business concessions required to conduct economic activities and having financial 
value conferred by law or under a contract, including any concessions to search, 
cultivate, extract or exploit natural resources.  

Where an asset lacks the characteristics of an investment, that asset is not an investment 
regardless of the form it may take. The characteristics of an investment include the commitment 
of capital, the expectation of gain or profit, or the assumption of risk.”19 
 
The sectors covered in the ACIA are limited to the following sectors: 
(a) manufacturing;  
(b) agriculture;  
(c) fishery;  
(d) forestry;  
                                                 
16 Article 47 ACIA.  
17 Article 2 ACIA.  
18 Article 2 ACIA.  
19 Article 4 ACIA.  
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(e) mining and quarrying;  
(f) services incidental to manufacturing, agriculture, fishery, forestry, mining and quarrying; 

and  
(g) any other sectors, as may be agreed upon by all Member States. 20 

ACIA also provides a guarantee (under Article 11) that each member will “accord to covered 
investments of investors of any other Member State, fair and equitable treatment and full 
protection and security.”  

Article 11 Para 2, also further explains the following principles: 
(a) fair and equitable treatment requires each Member State not to deny justice in any legal 

or administrative proceedings in accordance with the principle of due process; and  
(b) full protection and security requires each Member State to take such measures as may be 

reasonably necessary to ensure the protection and security of the covered investments.  

Principle of Protection 
Surprisingly, ACIA has incorporated the principle of non-discrimination and the prohibition of 
investment measures in its provisions. The principle of non-discrimination  is reflected in 
Article 5 under the heading of national treatment and Article 6 on most-favoured-nation 
treatment. 

Article 5 is a standard provision which states as follows: 
1. Each Member State shall accord to investors of any other Member State treatment 
no less favourable than that it accords, in like circumstances, to its own investors with 
respect to the admission, establishment, acquisition, expansion, management, conduct, 
operation and sale or other disposition of investments in its territory.  
2. Each Member State shall accord to investments of investors of any other Member 
State treatment no less favourable than that it accords, in like circumstances, to 
investments in its territory of its own investors with respect to the admission, 
establishment, acquisition, expansion, management, conduct, operation and sale or 
other disposition of investments. 

Similarly Article 6 on most-favoured-nation also proscribes non-discriminatory treatment 
against the investors of member countries. Article 6 provides, in part: 

1. Each Member State shall accord to investors of another Member State treatment no 
less favourable than that it accords, in like circumstances, to investors of any other 
Member State or a non-Member State with respect to the admission, establishment, 
acquisition, expansion, management, conduct, operation and sale or other disposition 
of investments.  
2. Each Member State shall accord to investments of investors of another Member State 
treatment no less favourable than that it accords, in like circumstances, to investments 
in its territory of investors of any other Member State or a non-Member State with 
respect to the admission, establishment, acquisition, expansion, management, conduct, 
operation and sale or other disposition of investments. 

The inclusion of trade-related investment measures (TRIMs) into ACIA is a unique 
provision of ACIA as the TRIMs are not directly related to investment but  relates mainly to 
trade.. The TRIMs consists of two measures, firstly the entry requirements and secondly the 
performance requirement.21 

                                                 
20 Article 3 ACIA.  
21 For further discussion of TRIMs, see An An Chandrawulan, Perjanjian Penanaman Modal dalam Hukum Perdagangan 
Internasional (WTO) (Rajawali Pers, 2004). 
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Principle of Compensation 
ACIA clearly states that Member States shall not, under article 14, “expropriate or nationalise 
a covered investment either directly or through measures equivalent to expropriation or 
nationalisation (“expropriation”).” 

The second sentence of Article 14 para. 1 however provides the exception to the first 
sentence. If nationalisation or expropriation takes place, it may only be undertaken:  
(a) for a public purpose;  
(b) in a non-discriminatory manner;  
(c) on payment of prompt, adequate, and effective compensation; and  
(d) in accordance with due process of law.  

Requirements a to c above are common requirements recognised in most IIAs. Requirement 
d however, which states “in accordance with due process of law” is similar to  the wordings 
found in the NAFTA Agreement. 
Requirement c is further elaborated in paragraph 2, which states: 

The compensation referred to in sub-paragraph 1(c) shall:  
(a) be paid without delay; 
(b) be equivalent to the fair market value of the expropriated investment immediately 

before or at the time when the expropriation was publicly announced, or when the 
expropriation occurred, whichever is applicable; 

(c) not reflect any change in value because the intended expropriation had become 
known earlier; and  

(d) be fully realisable and freely transferable in accordance with Article 13 
(Transfers) between the territories of the Member States.” 

The reference to the fair market value standard for the payment of compensation is reflecting 
a provision commonly found in IIA. NAFTA, for example, also contains this principle in 
Article 1110 para. 2 which in part states: 

2. Compensation shall be equivalent to the fair market value of the expropriated 
investment immediately before the expropriation took place ("date of expropriation"), 
and shall not reflect any change in value occurring because the intended expropriation 
had become known earlier. Valuation criteria shall include going concern value, asset 
value including declared tax value of tangible property, and other criteria, as 
appropriate, to determine fair market value.” (Emphasis added). 

Principle of Settlement of Dispute 
Provisions relating  to dispute settlements dominate most of the ACIA. ACIA recognises two 
broad kinds of disputes: first, disputes between or among Member States (Article 27) and 
second, occupying most of the provisions, disputes between an investor and Member State. 

On the first kind of  dispute, disputes between or among Member State, Article 27 clearly 
provides direction as to how such dispute may be settled refering  to the mechanism in the 
ASEAN Protocol on Enhanced Dispute Settlement Mechanism signed in Vientiane, Lao PDR 
on 29 November 2004, as amended.22 
The rest of the provisions under Section B contain a rather complicated mechanism regulating 
the settlement of dispute between investors and Member States. This section regulates in detail 

                                                 
22 “The 2004 Protocol for Enhanced Dispute Settlement Mechanism (EDSM) applies to disputes relating to all subsequent 
economic commitments in ASEAN as well as retroactively to earlier key economic agreements. At the heart of the EDSM is 
a mandatory dispute settlement process involving panels and an appellate body to assess disputes that cannot be settled through 
good offices, mediation or conciliation. Based on the findings of the panel or appellate body, a member state may be requested 
to take measures to bring itself into conformity with an ASEAN economic agreement. Where the findings or recommendations 
are not implemented within a specified time, a complaining party may negotiate for compensation or suspend concessions 
towards the other party.” (http://cil.nus.edu.sg/dispute-settlement-in-asean/) (5 October 2014). 

http://cil.nus.edu.sg/2004/2004-asean-protocol-on-enhanced-dispute-settlement-mechanism-signed-on-29-november-2004-in-vientiane-laos-by-the-economic-ministers/
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the settlement between investor and a state and reflect the seriousness or importance of such a 
the dispute,  which is why greater detail is required. 

Under Section B. there are three mechanisms for the settlement of disputes.  
(1) Conciliation (Article 30); 
(2) Consultation (Article 31); and  
(3) Arbitration (Article 33 para. 2). 

Conciliation under Article 30 above is similar to the negotiated settlement. It does not refer 
to the mechanism through conciliation as found in Article 33 of the United Nations Charter or 
the provisions on conciliation in the International Centre for the Settlement of Investment 
Dispute (ICSID) Convention.23 

Article 30 para. 1 states that conciliation may begin at any time and be terminated at the 
request of the investor at any time. 

Consultation under Article 31 is the first procedure taken by the parties when a dispute 
regarding investment arises. Article 31 requires that consultation may be initiated by a written 
request delivered by the disputing party investor to the disputing Member State (Article 31 
para. 1). The consultation must be resolved within 180 days of receipt by a disputing Member 
State of a request for consultations. 
When consultation fails, the disputing member may submit the dispute to arbitration (Article 
32). 

The rest of the articles lay down the requirement and the conduct of arbitration, the notice 
of arbitration (Article 33), conditions and limitation on submission of a claim to arbitration 
(Article 34), selections of arbitrators (Article 35), transparency of arbitral proceedings (Article 
39), and the arbitral awards (Article 41). 

Also of importance is the provision concerning the governing law. Article 40 contains this 
provision, which, in my personal opinion, is rather reflecting or adopting the interest of member 
countries or host countries. This article is, in terms of principle rather different to other IIAs. 
Article 40 states: 

1. Subject to paragraphs 2 and 3, when a claim is submitted under Article 33 
(Submission of a Claim), the tribunal shall decide the issues in dispute in accordance 
with this Agreement, any other applicable agreements between the Member States, and 
the applicable rules of international law and where applicable, any relevant domestic 
law of the disputing Member State. 

The governing law according to Article 1131 of  NAFTA is limited to two laws, NAFTA 
and international law. This article stipulates: “A Tribunal established under this Section shall 
decide the issues in dispute in accordance with this Agreement and applicable rules of 
international law.” 

Indonesia Investment Law No 25 of 2007 
The discussion on th RoI Investment Law will be confined to and follow the three sub-headings 
above, namely the principles of protection, compensation and settlement of investment 
disputes. Accordingly, this part will not provide a comprehensive description of the RoI Law 
on Investment with this term being used to cover all laws, jurisprudence and other sources of 
law. This article will be confined to the RoI Law on Investment, namely, Law No 25 of 2007 
on Investment. 

Law No 25 of 2007 replaces two previous laws, namely Law No 1 of 1967 on Foreign 
Investment and Law No 6 of 1968 on Domestic Investment Law. Before  Law was 

                                                 
23 Under the ICSID Convention, for example, conciliation is regulated under Chapter III, Articles 28 etc. According to this 
Chapter, conciliation is a kind of proceedings requested by a party of another party. 
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promulgated, the two laws regulating investments provided different treatment to domestic and 
foreign investors. This discriminatory treatment was scrapped with the enactment of the Law.24 

VARIOUS INVESTMENT-RELATED LAWS 
There are numerous laws regarding investment issued by Indonesian presidents in the form of 
Presidential Regulations,including: 
(a) Presidential Regulation No.76/2007 concerning Criteria and Requirements for (List of) 

Closed and Open Business Sectors for Investment with Certain Condition;  
(b) Presidential Regulation No. 111/2007, Amendment to Presidential Regulation No.77 

/2007 concerning List of Closed and Open Business Sectors for Investment with Certain 
Condition by Presidential Decree No. 39/2014 concerning (with List of) Closed and 
Open Business Sectors for Investment with Certain Condition;  

(c) Government Regulation No. 42/2007 concerning on Franchise, etc. 
In addition, there are numerous relevant regulations issued by various government agencies, 

including the Ministry of Trade, Ministry of Industry, various regulations of the Local, 
Provincial or Regional Authorities and a range of regulations issued by the Head of the 
Investment Coordinating Board (BKPM or Badan Koordinasi Penanaman Modal). 
Notable among the latter are: 
(a) The Head of BKPM Regulation No. 12/2009 concerning Guidance and Procedure for 

Applying the Investment License; 
(b) The Head of BKPM Regulation No. 13/2009 concerning Guidance and Procedure for 

Controlling the Implementation of Investment,  
(c) The Head of BKPM Regulation No. 14/2009 concerning Information Services and 

Electronic Investment Licensing System (SPIPISE), etc. 

Principle of Protection 
The basic principle of protection under the Law is to provide non-discriminatory treatment to 
all investors, foreign and domestic. This policy is laid down in Article 4 para. (2) which states 
that government accord equal treatment to domestic and foreign investors, while taking into 
account the national interests.25  

Furthermore, still under the same article, the government is committed to providing  legal 
certainty, business certainty, and security to investors until the end of the investment.  

Principle of Compensation 
On compensation in the event of nationalisation, the Law contains a standard provision on this 
issue. Article 7 provides that the government will not take any nationalisation measures or take 
over the ownership of an  investment. In the event the nationalization takes place, the 
government will give compensation according to the market value. 

Principle of Settlement of Disputes 
There is only a single article on this issue. It appears in Article 32 of the Law and consisits of 
four paragraphs. Paragraph 1 lays down the basic principle in the settlement of a dispute, 
namely that when a dispute arises, the parties shall seek a negotiation to settle the dispute. 

Para. 2 states that, when the negotiation fails (without mentioning conditions, for example, 
the time for consultation or negotiation required), the parties can submit the dispute to 
arbitration,  to the Alterrnative Dispute Resoluton or the Court in accordance with the Laws. 

                                                 
24 One commentator has, however, argued that Indonesian Law on Investment has been moving toward liberalisation. See Tim 
Wilson, Innovating Indonesia Investment Regulation: The Need for Further Reform, (Institute of Public Affairs, May 2011) 2. 
25 This non-discriminatory treatment is further stated in Article 6 of the Law.  
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Para. 3 of the Law clearly states that the when a dispute arises between government and 
domestic investors, it will be settled by arbitration with the consent of the parties. If no consent 
is reached, the dispute will be settled by the Court. 

Para. 4 provides that if the dispute arises between government and foreign investors, then 
the dispute shall be settled by an international arbitration of a form which must be agreed by 
all parties. 

SUMMARY  
The three principles above on investment have also been to a certain degree recognised in the 
IIAs. If we carefully read throughout the three principles under the ACIA above, those 
principles under these twobinstruments are quite surprisingly similar: the Law provides a non-
discriminatory treatment to investors;  the principle of compensation is to apply  the market 
value; and in regard to, the principle of dispute settlement both instruments recognise 
international arbitration as the main forum for the settlement of investment dispute. 

In some respects, however,  Indonesian Investment Law only provides a modest provision 
on these principles. The settlement of dispute is crystal clear and has only a single article. 
Nonetheles, it  surely needs  detailed provisions to enable the parties directly take the process 
of the settlement. A short or even a single article regarding the complicated problem of 
investment disputes, will lead to  different and even tricky interpretations and implementation 
of the Agreement.  

There many legal factors which need negotiating in the near future means that there will be 
various working groups, task forces or other small or specialised groupings that will negotiate 
further on this  ambitious agenda. This also means there will be many talks on the structure of 
these groupings that will lead the negotiations and, draft and finalise the agreements. 

In addition, there would be, as consequence, huge adjustments to national laws or 
legislations within the AEC Member States. The adjustment is needed to accommodate the 
future outcome  of the negotiation on the various sectors negotiated under the AEC.. 

MOST OF THEM ARE IMPORTANT SECTORS DIRECTLY AFFECTING THE 
INDONEIAN ECONOMY OR NOTABLY TRADE, SERVICES, INVESTMENT, 
IPRS, (SKILLED) LABOUR, ETC.  

The laws regulating those sectors are already its earliest stage, such as on the investment 
sector namely the ACIA, or the services sectors namely the ASEAN Framework Agreement 
on Services (AFAS). The other sectors are still in the negotiation such as the sub-sectors of the 
services and financial sectors, the labour services, competition, etc. 

The substantive provisions of ACIA elaborated above are the three important principles that 
every member of ASEAN must adhere. They are the principles of protection, compensation 
and settlement of disputes. The elaboration suggested that the Indonesian Law on investment 
lacks detailed provisions implementing the three principles above. Therefore it needs more 
extensive regulations in the Indonesian Law on investment to ensure that the three principles 
are properly incorporated
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AN OVERVIEW OF THE ASEAN TRADE AND INVESTMENT 
DISPUTES SETTLEMENT MECHANISMS 
Huala Adolf* 

ABSTRACT 
ASEAN has been taking active steps to become a stronger regional organisation. The 
establishment of the ASEAN Economic Community in 2015 is a concrete step toward closer 
economic cooperation, including in terms of trade and investment. Closer economic 
cooperation and more intensive communication in these sectors could, however, lead to more 
conflicts or disputes arising between the members of ASEAN. 

This paper provides a brief overview of the recent development of the trade and investment 
disputes mechanisms in ASEAN. This paper also surveys the challenges and weaknesses of the 
present mechanisms and how more effective and appropriate mechanisms could be achieved 
for these sectors. 

INTRODUCTION 
ASEAN leaders have determined that ASEAN should become a stronger regional organisation. 
At least two indications support this direction. Firstly, ASEAN is to have three pillars 
communities: the Political and Security, Economic, and Socio-Cultural Communities.1 
Secondly, ASEAN is to become rule-based society.2 

In terms of economic cooperation, December 2015 will see the birth of the ASEAN 
Economic Community (AEC).3 Sectors that will play important roles in the creation of this 
regional economic community are trade and investment. 

The creation of the community will enhance the intensive interaction between the trade and 
investment actors. Two possible results are likely to occur. First, there will be greater prosperity 
in the region. Second, it appears likely that certain situations will occur where there are disputes 
or conflicts regarding trade and investment. 

Dispute settlement mechanisms for the region’s actors are therefore crucial for ASEAN. 
Disputes regarding trade and investment will only be solved effectively if there is an effective, 
strong and reliable dispute settlement mechanism. 

The question this paper asks is whether the existing dispute settlement mechanism regimes 
are effective enough to solve the likely trade and investment disputes. 

THE DISPUTE SETTLEMENT MECHANISMS 

Musyawarah as a Peaceful Settlement of Disputes 
It is interesting to note that the founding fathers of ASEAN saw the value of Musyawarah as 
one of the core traits of ASEAN in regard to the resolution of conflicts. Musyawarah or 
consensus or settlement through agreement by all the parties in dispute is a reflection of the 
settlement by peace, or amicable solution of dispute. 

                                                 
*) Huala Adolf is Professor at the Faculty of Law, Universitas Padjadjaran, Bandung, Indonesia. 
1 BALI Declaration of ASEAN Concord II and Article 9 para. 4 of the 2007 ASEAN Charter. 
2 Preamble of the 2007 ASEAN Charter. 
3 Cebu Declaration on the Acceleration of the Establishment of an ASEAN Community by 2015. 
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This means of settlement is taken especially when disputes between governments arise. The 
history suggested that this means of dispute settlement mechanisms was unique. It stressed the 
importance of the peaceful means in the resolution of disputes. 

The history has witnessed that since its birth in 1957, ASEAN up to now slowly but surely 
has been evolving and even growing into a mature regional organisation. This growth, I think, 
was and has been supported by this principle. Many commentators called it “ASEAN Way.” 

However, Musyawarah is not capable of solving the complicated legal disputes that can 
arise from complex trade or investment contracts or agreements. There needs to be specific and 
effective mechanisms to solve such complicated legal problems. It is important to note, 
however, that the existence of a dispute settlement mechanism does not solely help the parties 
in solving their dispute; it is a kind of legal protection, especially to traders and investors that 
are in dispute with ASEAN members. 

Reference to the resolution of disputes through peaceful mechanisms is found in the United 
Nations Charter, in particular Article 33. Article 33 para. 1 lays down the basic principles of 
the resolution of a dispute, stating: 

1. The parties to any dispute, the continuance of which is likely to endanger the 
maintenance of international peace and security, shall, first of all, seek a solution by 
negotiation, enquiry, mediation, conciliation, arbitration, judicial settlement, resort to 
regional agencies or arrangements, or other peaceful means of their own choice. 

The principal means of the dispute settlement mechanisms under Article 33 above is also 
mentioned, in the instruments of ASEAN, in particular in the resolution of trade and investment 
disputes which arises between Members and private sectors. 

Mechanisms for Trade and Investment Disputes 
The specific provisions regulating the resolution of disputes regarding investments are found 
in the ASEAN Comprehensive Investment Agreement (ACIA). It is interesting that provisions 
on the settlement of investment disputes dominate most of the provisions of the ACIA, which 
has 14 articles specifically dealing with dispute settlement (Articles 27–41). These provisions 
are found in Section B. 

ACIA regulates two kinds of disputes: disputes between members (Article 27) and disputes 
between members and investors. 

The former provides some direction as to how disputes are to be settled, referring to the 
Enhanced Dispute Settlement Mechanism (EDSM) signed in Vientiane, Lao PDR on 29 
November 2004. 

The provisions under the EDSM contain the legally structured mechanism, which applies to 
all disputes concerning the commitments of ASEAN members in economic fields. EDSM also 
applies to members’ commitments that predate the EDSM coming into force. Moreover, the 
EDSM will apply when an agreement is silent about the specific regulations on dispute 
settlement.4 

The existence of EDSM is more relevant in the ASEAN Legal system since the Charter of 
the ASEAN is adopted. Article 24 para. 3 of the Charter reiterates the use of the EDSM in the 

                                                 
4 Article 1 paras. 1 and 2 EDSM state:  
“1. The rules and procedures of this Protocol shall apply to disputes brought pursuant to the consultation and dispute settlement 
provisions of the Agreement as well as the agreements listed in Appendix I and future ASEAN economic agreements (the 
"covered agreements"). 
2. The rules and procedures of this Protocol shall apply subject to such special or additional rules and procedures on dispute 
settlement contained in the covered agreements. To the extent that there is a difference between the rules and procedures of 
this Protocol and the special or additional rules and procedures in the covered agreements, the special or additional rules and 
procedures shall prevail” (emphasis added). 
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resolution of economic disputes between ASEAN members. Article 24 para. 3 of the Charter 
provides: 

“3. Where not otherwise specifically provided, disputes which concern the 
interpretation or application of ASEAN economic agreements shall be settled in 
accordance with the ASEAN Protocol on Enhanced Dispute Settlement Mechanism.” 

The EDSM lays down the legal principles concerning the settlement of a dispute. When a 
dispute arises, the parties shall first attempt to settle their dispute by consultation or negotiation 
(Article 3). If this fails, the parties may settle the dispute by good offices, mediation or 
conciliation (Article 4). If these means of settlement also fail, the parties may submit the dispute 
to a panel or to the appellate body (Article 5). 

The report or finding of a panel or appellate body is binding. If one of the parties is found 
to be in breach of a particular obligation but does not remedy its trade or economic policy, the 
other party may negotiate compensation or even suspend its concessions upon this party.5 

Part B of the EDSM contains some rather complicated provisions relating to the resolution 
of disputes between a member and investors. The complexities of the regulations for the 
settlement of these member–investor disputes are, however, merely a reflection of the 
seriousness of the matter. 

Based on this Part B, the parties – i.e. the member and investor(s) – may use three 
mechanisms in the resolution of disputes: 

(1) Conciliation (Article 30); 
(2) Consultation (Article 31); and 
(3) Arbitration (Article 33 para. 2). 

Conciliation based on Article 30 is similar to the settlement through negotiation. 
Conciliation under this article does not make reference to the term ‘conciliation’ as it appears 
under Article 33 of the UN Charter or, for example, conciliation under the ICSID Convention. 
Article 30 para. 1 provides that conciliation may be started any time and ended upon the request 
of the investor. 

Consultation based on Article 31 is the first procedure parties take when a dispute arises. 
Article 31 requires consultation, which must be made in writing by the investor to the member 
state (Article 31 para. 1). 

Consultation must be completed within 180 days of the receipt of the consultation by the 
member state. If the consultation fails, the parties submit the dispute to arbitration (Article 32). 

The remaining articles contain technical provisions about arbitration, such as the notice of 
arbitration (Article 33), the requirements of an arbitration claim (Article 34), the choice of 

                                                 
5 Article 16 paras. 1 and 2 of the EDSM provide:  
“1. Compensation and the suspension of concessions or other obligations are temporary measures available in the event that 
the findings and recommendations of panel and Appellate Body reports adopted by the SEOM are not implemented within the 
period of sixty (60) days or the longer time period as agreed upon by the parties to the dispute as referred to in Article 15. 
However, neither compensation nor the suspension of concessions or other obligations is preferred to full implementation of 
a recommendation to bring a measure into conformity with the covered agreements. Compensation is voluntary and, if granted, 
shall be consistent with the covered agreements. 
2. If the Member State concerned fails to bring the measure found to be inconsistent with a covered agreement into compliance 
therewith or otherwise comply with the findings and recommendations of panel and Appellate Body reports adopted by the 
SEOM within the period of sixty (60) days or the longer time period as agreed upon by the parties to the dispute as referred to 
in Article 15, such Member State shall, if so requested, and no later than the expiry of the period of sixty (60) days or the 
longer time period referred to in Article 15, enter into negotiations with any party having invoked the dispute settlement 
procedures, with a view to developing mutually acceptable compensation. If no satisfactory compensation has been agreed 
within twenty (20) days after the date of expiry of the period of sixty (60) days or the longer time period as agreed upon by 
the parties to the dispute as referred to in Article 15, any party having invoked the dispute settlement procedures may request 
authorization from the SEOM to suspend the application to the Member State concerned of concessions or other obligations 
under the covered agreements.” 
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arbitrators (Article 35), transparency in the process of arbitration (Article 39), and the decision 
of the arbitration (Article 41). 

Also relevant is the provisions concerning the choice of law. Article 40 is reflecting or 
adopting the interests of the member states or the host state. This article is different in principle 
to those recognised in other international investment agreements. Article 40 provides: 

 “1. Subject to paragraphs 2 and 3, when a claim is submitted under Article 33 
(Submission of a Claim), the tribunal shall decide the issues in dispute in accordance 
with this Agreement, any other applicable agreements between the Member States, and 
the applicable rules of international law and where applicable, any relevant domestic 
law of the disputing Member State.” 

PROSPECTS FOR THE ASEAN DISPUTE SETTLEMENT MECHANISM 

Indicators 
The issue this paper addresses is whether ASEAN’s dispute settlement mechanisms are likely 
to be effective in solving trade and investment disputes. There are many indicators that can be 
referred to in order to assess the effectiveness of the mechanism, with the two most important 
being: 

1) Whether traders and investors confidently use the mechanism; and 
2) Whether parties respect the decisions, recommendations or awards issued under the 

mechanism and whether national courts enforce them. 

Whether traders and investors confidently use the mechanism 
There are no reported cases in which traders and investors in ASEAN have resorted to this 
mechanism to settle their dispute with the host state. This suggests that more time is necessary 
to ascertain the effectiveness of this mechanism. This may take several years after the coming 
into force of the AEC. 

The mechanism under the ACIA primarily emphasises settlement by consultation, 
conciliation and arbitration. Consultation and conciliation are important. But when they fail to 
settle the dispute, the resort to arbitration in the settlement of trade and investment would be 
the best option for the solution of the disputes. 

Arbitration has long been recognised as the most effective solution to commercial disputes 
thanks to the New York Convention of 1958.6 The New York Convention is an international 
agreement that obliges its signatories to recognise the arbitration awards in their national 
territory.7 There are more than 150 states that have ratified this Convention.8 

The problem with the provisions on arbitration under the ACIA is that there is no the so-
called ASEAN commercial arbitration institution. The provisions of arbitration under the 
ACIA suggest that arbitration would be an ad hoc process chosen or set up by the parties. The 
freedom and the agreement of the parties to choose their means of settlement must be respected. 

The question that needs considering then is whether ASEAN needs its own arbitration 
institution. Undoubtedly, it is not easy to set up an arbitration institution, for example an 

                                                 
6 See, for instance, Simon Greenberg, Christopher Kee and J. Romesh Weeramantry, International Commercial Arbitration: 
An Asia-Pacific Perspective (CUP 2011) 9. (The authors argue that the New York Convention was ‘Perhaps the most important 
instrument in the entire history of international commercial arbitration’). 
7 Article III of the New York Convention of 1958 provides: 
“Each Contracting State shall recognize arbitral awards as binding and enforce them in accordance with the rules of procedure 
of the territory where the award is relied upon, under the conditions laid down in the following articles. There shall not be 
imposed substantially more onerous conditions or higher fees or charges on the recognition or enforcement of arbitral awards 
to which this Convention applies than are imposed on the recognition or enforcement of domestic arbitral awards.” 
8 See: www.newyorkconvention.org/new-york-convention-countries/-contracting-states. 
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ASEAN-wide arbitration body that will settle trade and investment disputes. The first issue is 
the level of regional economic integration in ASEAN. With the ratification of the ASEAN 
Charter, ASEAN has moved toward becoming a stronger economic community. This 
community has shifted from the so-called ASEAN Free Trade Area set up in 1992 to the 
“common-market”.9 This level of integration still allows national sovereignty and national law 
to regulate members’ internal affairs, a position which is not conducive to the establishment of 
a permanent commercial arbitration. 

This paper suggested that the existing arbitration institutions in the Members territories 
might be relevant and be encouraged to settle the trade and investment disputes under ASEAN 
regimes.10 

Secondly, setting up ASEAN-wide institutionalised commercial arbitration would require a 
huge amount of work. The home or the place of arbitration would be crucial. The selection of 
arbitrators would not be easy given their qualifications and the knowledge of arbitration law, 
including the procedural law and the better understanding of the arbitration law of ASEAN 
Members. 

Thirdly, the establishment of an arbitration institution under the umbrella of ASEAN would 
raise the issue of the independency or neutrality of such an institution. 

Whether parties respect the decisions, recommendations or awards issued under the 
mechanism and whether national courts enforce them 
Whether or not the awards or decisions issued by the dispute settlement mechanisms are 
respected is the most important indicator. Whether the mechanism is perfect or not, they are 
similarly essential. However, the issue of the enforcement of the awards, namely whether the 
national courts would enforce the awards is the more importance. 

The main problem with the enforcement of foreign awards is that in many legal systems in 
the world – including within ASEAN – foreign court awards or decisions are not binding and 
therefore cannot be enforced. They are not binding upon the national courts, which can choose 
not to enforce them. Indonesia for example has specific regulation ensuring this.11 

The only awards that would be honoured are arbitration awards, and all ASEAN members 
have ratified the New York Convention of 1958.12 ASEAN could therefore rely on this 
Convention to ensure that the arbitration awards made within its member territories would be 
honoured in other member territories. 

The Challenge Ahead 
As indicated above, the dispute settlement mechanism is yet to be tested. Whether traders and 
investors resort to this dispute settlement mechanism thus raises another issue to take into 
account. The most important issue in the near future is the dire need for 'socialisation' of the 
ASEAN dispute settlement mechanism, which should be made known to the business 
communities in members’ territories. Members should consider trying to encourage business 
communities to resort to this mechanism when a dispute arises. 

Similarly, this mechanism will depend upon the national legal system in the region. This 
includes among others whether the national arbitration law of the Members have been adopting 
                                                 
9 The levels of economic integration in regional economic organizations are as follows: free trade area, customs union, common 
market, economic union and political union (see http://people.-hofstra.edu/geotrans/eng/ch5en/economic integration.htm/>). 
10 The role of arbitration institutions in the Members territories would play important part in the settlement of trade or 
investment disputes between private sectors (traders and investors). 
11 Article 436 of the Dutch Procedural Code (or Reglement op de Burgerlijke rechtsverordering). 
12 Brunei Darussalam (1996); Cambodia (1960); Indonesia (1981); Lao PDR (1998); Malaysia (1985); Myanmar (2013); 
Philippines (1967); Singapore (1986); Thailand (1959); Viet Nam (1995). (See: Http://www.newyorkconvention.org/new-
york-convention-countries/contrac-ting-state. 
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the modern standard of arbitration law (in this respect the UNCITRAL Model Arbitration Law 
of 1985/2006). The procedural arbitration law is also important. 

Also of relevance is the fact that the submission of trade and investment disputes to this 
mechanism will also partly be determined by the political positions of ASEAN members. Since 
the mechanism is a kind of legal protection provided to the traders and investors, the efficacy 
of the mechanism will be affected by the political will of member states. *** 
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CUSTOMER JOURNEY ON SOCIAL MEDIA SITES: A CASE STUDY 
OF SAUDI CONSUMERS. 
Nawt Almutairi1 and Prof. Richard Bennett2 

ABSTRACT 
This study discusses the main three stages of customer journey on social media sites and how 
these stages affect customers' attitude and behavioural intention in buying a particular product. 
Young Saudi users of social media sites under fifty years of age were targeted in this study. 
Convenience sample includes eighteen participants. Ten in-depth interviews were conducted 
in Jeddah. One Focus group consists of eight Saudi students (four males, four females) at 
Reading University in UK. In general, the findings demonstrate that three main stages 
(discovering, evaluating, and purchasing intention) customers go through while engaging on 
social sites are associated. A brand can be easily recognized through social media sites whether 
it is displayed (positively or negatively). Moreover, evaluating the quality of a product highly 
depends on how others evaluate it. Finally, the study demonstrates that smart phones (e.g. i-
Phone) were the most bought products by Saudi customers as a result of discovering and 
evaluating through social media. 
 
Key words: Customer Journey, Social Media, Discover, Evaluation, Purchase intention, Saudi 
Consumers. 

INTRODUCTION: 
Social media sites were considered as critical part of consumer journey due to its rapid growth. 
The accessibility of social media sites encourages users to maximize their engagement with 
these media for different intentions. In the context of customers’ behavioural intention, buyers 
tend to replace items after gathering information about a specific product. Their attitude toward 
products is based on other’s feedback, recommendations and advices, who might have 
negative/positive experiences with it.3 

A study by Chu concludes that engagement in social media is considered as a critical factor 
that influences consumers' attitudes to discover new products and services.4 This factor is 
different comparing to traditional media as social media became one of the most important 
tools to discover, seek and keep updating about different brands. 
Prior literature has emphasized the distinction between discover and evaluate, for consumer 
attitude is diverse during theses stages. However, studies on customer behaviour has no specific 
path to rely on concerning purchase intention as outcome of discovering and evaluating a 
product during customer journey (CJ) on social media5  
Thus, the research conducted in this paper is imperative to investigate whether consumers' 
intention to evaluate a product through social media is derived from discover stage, or whether 

                                                 
1 Nawt Almutairi, Reading University, School of Agriculture, Policy and Development, Department of Marketing and Food 
Economic, UK. E-mail Address: n.m.k.Almutairi@pgr.reading.ac.uk.  
2 Prof. Richard Bennett, (Co-Author), Head of the Economics and Social Science Division. E-mail Address: 
r.m.bennett@reading.ac.uk 
 
3 Douglas Evans, 'Social Marketing Campaigns and Children’s Media Use' (2008) 18(1) Future Child 181. 
4 Shu-Chuan Chu, 'Viral Advertising in Social media. Participation in Facebook Groups and Responses among College-Aged 
Users' (2011) 2 Journal of Interactive Advertising 1620. 
 
5 ibid. 

mailto:n.m.k.Almutairi@pgr.reading.ac.uk
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it occurs independently. Finally, this paper also explores how these stages affects purchase 
intention of a customer. 

AIM 
The purpose of this paper is to investigate whether social media sites can redefine the structure 
of the buying decision process. 

OBJECTIVES 
The objectives of this paper will be met by answering the following questions. 
(1) What is CJ on SMSs? 
(2) How CJ on SMSs leads to discovering a product? 
(3) Are the stages of CJ associated? 
(4)  Dose the effect on Purchase intention positive or negative?  

A REVIEW OF LITERATURE 

Attitude and Behavioural intention 
According to Kotler many factors affect an individual's purchase behavior, including a person’s 
own characteristics.6 Moreover, within his/her own characteristics, there are further factors for 
instance, psychological factors. These psychological factors include four main factors: 
motivations, perception, learning, and attitudes. Attitude is a significant concept in customer 
behaviour. Kotler describes attitudes as "a person’s enduring favorable or unfavorable 
evaluations, emotional feelings and action tendencies toward some object or idea”.7 
Additionally, he declares that "attitudes lead people to behave in a fairly consistent way toward 
similar objects".8 Attitude consists of two main components: affective and cognitive. These 
both components affect behavioural intention.9 Although Theory of Plan Behavior (TPB) 
emphasises that only an actual attitude toward the behaviour can be anticipated to forecast 
behavioural intention.10 Therefore, attitude is measured as a significant factor in justifying 
human behaviour. 

Customer Journey 
Customer journey is defined as the progression of events ,whether planned or not, that 
customers go through to find out, learn about, interact with users, who are expert in a using a 
specific brand.11 It refers to a user’s experience that is generally described as a process that 
starts from an initial position and continues to the end, which is followed by intentions, 
motivations and goals of the users.12  

A review of purchase intention models led to the investigation of general phases that 
customers go through to purchase a product. Overall, the process occupied attitude and 
behavioural phases (e.g. recognition, seeking information, evaluation). These phases guide 

                                                 
6 Philip Kotler, Marketing Management Millennium (10th edn, Prentice Hall 2003). 
 
7 ibid. 
8 ibid. 
9 See, W Darley, C Blankson and D Luethge. ‘Toward an Integrated Framework for Online Consumer Behavior and Decision 
Making Process: A Review' (2010) 2 Psychology and Marketing 94. 
 
10 Kotler (n 4). 
11 M Riccardo, B Gianluca and P Alessandro, 'The E-Commerce Customer Journey: A Model to Assess and Compare the User 
Experience of the e-Commerce Websites' (2009) 3 Journal of Internet Banking and Commerce 2. 
12 ibid. 



ICTBEL 2015 EDINBURGH | 48   
 

 www.flelearning.co.uk  
 

customer’s intention to purchase a particular product.13 According to several theoretical 
studies, customer purchase intention models consist of five stages that cusmomers are expected 
to go thorugh during thier journey: discovery (which leads to recognition); seeking more 
information; evaluation; purchase intention; and post-purchase. These models have been 
applied to the context of online shopping.14  

To deeply understand customers' behaviour when engaging in social media, the explanation 
of customer journey and purchase intention process will be highlighted in the following sub-
sections. 

New Customer Journey on Social media sites 
Due to the influence of social media sites and its accessibility, customer journey (CJ) has been 
developing during the last few years. According to Samsung, ‘[t]he customer journey is now 
driven by technology end to end, from initial research to ongoing service and support’.15 
Discovering a product through social media is measured as an outcome of oriented behavior.16 
Furthermore, discover stage is considered to be the main stage for customers who tend to gather 
information before buying a product. Therefore "a well-mapped" customer journey can be one 
of the top tools to examine the stages and touch points wherein consumers will engage with 
brands. The influencers on social media are able to drive and support consumers along their 
journey. The influencers include brand fans, expert users of a specific product, evaluators or 
"collateral"; for instance, blogs, reviews and estimations.17 These expansions may be owing to 
the fact that a variety of new trusted sources about products' details on social media sites are 
delivered and generated by customers for the purpose of informing and educating each other 
about a specific brand, (e.g. product, service, apps and quality).18 Thus, users of these media 
sites rely on their own social network (e.g. friends, group communities). Browne's diagram in 
figure (1) below shows a well mapped customer journey, which derives by some key stages. 
The spotlight of these stages is extend on the relations and the dynamics between each stage.19  
 

Figure 1: Five stages of customers Journey: 

 
Adapte from Browne (2012) 

 
In the following section of this paper, the first main three stages - discover, evaluate and 
purchase (see Figure 2 below) were investigated and discussed in the context of Saudi 
consumers by conducting a qualitative study. As mentioned earlier, the purpose of investigating 
these stages is to determine how each of them explains the customers journey on social media. 

                                                 
13 J Wolny and N Charoensuksai, 'Mapping customer journeys in multichannel decision-making' (2014) 15 Journal of Direct, 
Data and Digital Marketing Practice  317. 
14 See, Darley (n 7); T Teo  and Y D Yeong, ‘Assessing the consumer decision process in  the digital marketplace’ (2003) 2 
The International Journal of Management Science 349; G Punj, ‘Consumer Decision Making on the Web: A Theoretical 
Analysis and Research Guidelines’ (2012) 10 Psychology and Marketing 791.  
15 Samsung Electronics, 'A New Way To Engage With Shoppers'. Retail Outlook [Online] available at 
<http://www.samsung.com/nl/business-images/resource/case-study/2014/08/NEW_WAY_SHOPPERS-0.pdf >accessed 12 
September 2014. 
16 J Browne, ‘How Does Social Media Contribute To Customer Experience? Let Us Count The Ways’ (2012) 1 Forrester 24. 
 
17 Wolny and Charoensuksai (n 11). 
18 M Rehmani and M Khan, ‘The Impact of E-Media on Customer Purchase Intention’ (2011) 3 International Journal of 
Advanced Computer Science and Applications 100. 
19 Riccardo, Gianluca and Alessandro (n 9). 

https://www.forrester.com/Jonathan-Browne
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Furthermore, to investigate whether these stages are linked together definitions of these stages 
were provided below in Table1. 
 

Figure2: Three Main Stages Of CJ on Social Media 

 
Source: Researcher 

 
 

Table 1: Definitions of CJ and its stages 

 
Source: Researcher20 

METHOD AND SAMPLE 
To conduct this study, qualitative method techniques were used ie., in-depth interviews and 
focus group. Questionnaire was also designed to gather information. Young Saudis under forty 
years of agre were targeted due to their strong motivation to use social media sites more than 
elderly. Also, they are expected to have more experiences in seeking feedback and comments 

                                                 
20 For Sources in Table 1, See, Browne (n 14); A Niaura, 'Using the Theory of Planned Behavior to Investigate the Determinants 
of Environmental Behavior among Youth' (2013) 1 Environmental Research, Engineering and Management 74; P Mikalef1, 
M Giannakos and A Pateli, 'Shopping and Word-of-Mouth Intentions on Social Medi' (2012) 1 Journal of Theoretical and 
Applied Electronic Commerce Research 17; G May, ‘The Value in Understanding Customer Journey’ (2011) available at 
<http://www.intelligentpositioning.com/blog/2011/05/the-value-in-understanding-the-customer-journey/> accessed 15 
October 2014. 
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about a product on social media. Moreover, young population could characterize similar 
attitudes on social media and toward a specific product. The sample size of this study is 
eighteen, which includes an equal number of Saudi males and females. 

In-depth interview 
Interviewees were asked if they have any account on social media. Participants who have no 
experience with social media sites are kindly asked to withdraw before answering the reset of 
the questions. The questionnaire included 10 open questions. These questions might be 
significant to gather richer data as participants felt free to express their feelings and opinions 
without being guided by the interviewer. The last three questions are personal information 
included (Gender, age, occupation). Only 10 interviews were conducted in public places (malls, 
shop stores, Park and Cafe) in the second largest City Jeddah in Saudi Arabia. Each interview 
was conducted individually (face-to-face) and tape-recorded with the interviewees' permission.  

Focus Group 
Participants were encouraged to engage in the discussion and share their thoughts, knowledge 
and experiences by discussing several questions. There were seven opene questions. There 
were no personal questions. As the aim of the focus group was to gain more deep information 
or data that may not be considered by the pervious in-depth interviews (face-to-face interview). 
A focus group was conducted in the UK. It included 8 participants. By using convenience 
sample (8 Saudi students at Reading University, including 4 males and 4 females). 

Analysis Method 
Thematic analysis method was applied to analyse the data collected for this study (See figure 
3 below).The production of initial codes was done manually (after translation from Arabic to 
English). After initial coding, the data (that is recognized by the same codes) was collected 
together. Finally, six broad code categories were generated: engaging in social media; 
information shared and received through SMSs; discover, evaluation; purchase intention and 
i-Phone (see Figure 4 below). In the importance of defending the interviewees' identity and 
privacy, all interviewees were given "pseudonyms" (e.g. interviewee{1}, interviewee{2}, 
interviewee{10}). 
 

Figure3: Thematic Analysis process: 

 
Source: (Al-Salti; 2004) 

Figure 4: Findings of the Case study 

http://www.emeraldinsight.com/search.htm?ct=all&st1=Zahran+Al-Salti&fd1=aut&PHPSESSID=c94uvb3e1l6trcqee9mcbj4td7
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Source: Researcher 

Demographic profile 
For further information regards interviewees demographics, refer to table 2 and 3 below. 
                                           Table2 :Interviewees' demographic  

 
Source: Researcher 

Table 3: The Demographic of Focus Group 
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Source: Researcher 

FINDINGS 
This part will only present the significant findings, focusing on participants' values toward 
purchase intention after engaging in social media sites. Generally, the investigator was able to 
acquire further deep data from each interviewee although the richness of some data might be 
missed, for it could be deeply resulted from a group in which people discuss issues and 
exchanges were observed. For that reason another technique, focus group, was required to be 
conducted. The findings were beneficial in highlighting some significant issues regarding 
Saudi customers' attitude towards particular products after engaging in social media sites.  

The findings reported that social media sites have opened opportunities for Saudi 
participants to easily and inexpensively discuss products' issues or quality with other local or 
foreign users. The most considerable finding shows that information exchanged via social 
media influences customers' attitude and behaviour towards a specific product or brand. Almost 
all interviewees reported that social media sites lead to shorter purchase process by facilitating 
in-depth information about items, sharing experiences and recommendations. Also, they 
clarified that Saudi i-Phones' fans have increased due to two reasons: first, the accessibility to 
learn and consult expert users of complicated and digital devices, such as Apple and smart 
phones and second, the free multi-communication tools (e.g. Twitter, Facebook, YouTube, 
instagram else). The following sub-sections will analyze the significant results collected by 
both in-depth interviews and focus group. 

Engaging In The World of Social Media Sites 
Ten interviewees have one or more accounts on social media sites. Some of them have only 
Google account and others have between two to four accounts on social media. Main significant 
social sites which are used by most interviewees are: YouTube, Twitter, Facebook and 
instagram. (see Table 4 below). 

Table 4:  Social media Sites used by Saudi Interviewees 
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Source: Researcher 

Discover 
When interviewees were asked whether they agree that social media has given them 
opportunities to discover and gather information about a new product, 7 out of 10 interviewees 
strongly agree as they reported that they have discovered new brands and products during their 
journey on social media. For example, interviewee{1} reported that "I strongly agree that I 
discovered many items by following interactive users on twitter, for their previous feedback 
and advices are also available on their hosted pages". 2 out of 10 interviewees slightly agree 
and one was neutral. Interviewee{8} justified being neutral due to a lack of trust. She stated: 
"For me, I deal with social media as a fake world, as we deal anonymously and may not all 
users are honest". Whereas, all focus group members (8 out of 8 participants) agreed that social 
media has extremely derived them to discover many global brands as well as products that they 
were not familiar with. 

Evaluation 
When interviewees were asked how do they usually gather information about any item before 
buying it, majority of the interviewees (9 out of 10) reported that there are many users on 
Twitter and Instagram who compare the features of a particular product and its similarities with 
other brands. Frequently, this kind of comparison derives them to try new brands that they have 
not bought before. As interviewee{1} stated, "I always do lots of research regarding items as 
that helps me in making my buying decision. I search for the product I need on YouTube, 
instagram as well as I usually find some recommendations in users' pages". 

Purchase intention 
When participants were asked how do social media stimulate them to purchase a specific brand, 
the result displayed that users usually purchase a product after favouring, re-tweeting, or liking 
it on social media. Otherwise, willingness to purchase a specific product is expected to be 
negatively influenced by negative comments posted by others on social media. For example, 
many funny videos have been posted against i-Phone 6 and i-Phone 6+ as a message of a low 
quality version comparing to i-Phone 5 and i-Phone 5+. Finally, the analysis of both the 
interviews and focus group illustrated that i-Phone is shown to be one of the most bought after 
product as a result of engaging in product evaluations on social media. Recently, most Saudi 
youths, teenagers and elderly use i-Phones as expert users. They know how to download 
applications or update IOS software. Finally, the findings demonstrate that social media has 
been facilitating buying decision and highly affects the intention to buy a specific product. 
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DISCUSSION 
The findings of this study demonstrate that information exchanged via social media influences 
customer's attitude and behaviour toward a specific product and brand. This is obviously 
similar to the results of Wolny and Charoensuksai21 who concluded that the process of 
customer journey occupied attitude and behavioural phases (e.g. recognition, seeking 
information, evaluation). In addition, this study also agrees with Kotler who declared that 
"attitudes lead people to behave in a fairly consistent way toward similar objects".22 

The analytical results also show that social media sites lead to shorter purchase process. This 
is consistent with the results of Riccardo (et al)23 who stated that customers journey is the 
progression of events, whether planned or not, that customers go through to find out, learn 
about, and interact with users who are expert in using a specific brand. Moreover, the finding 
illustrated that social media has extremely derived users to discover many global brands and 
products they were not familiar with. Arguably, discovering a product through social media is 
measured as an outcome of oriented behaviour. Furthermore, it is considered to be the main 
reason for customers, who tend to gather information before buying a particular product. 

Finally, the findings concluded that customers tend to purchase a product after discovering, 
evaluating favouring, re-tweeting, and liking it on social media. This study provided support 
for Browne's diagram and confirms the hypothesis that these stages extend on the relations and 
the dynamics between them.24 Otherwise, willingness to purchase a specific product is 
expected to be negatively influenced by negative comments posted by others on social sites. 
This is similar to Riordan who stated that users on these media sites rely on their own social 
network (their friends). These findings could be due to Saudi culture which is generally defined 
as a collective culture. Saudi population depends largely on each other's feedback and 
recommendations and also trust each others' opinions towards any subject or item. Thus, their 
attitude toward a particular product and how they evaluate it is considerably affected by the 
influencers around them. 

CONCLUSION AND FUTURE SEARCH 
This paper contributes to simple theories derived from the effect of social media on the process 
of purchasing decision, at the various stages (discover, evaluate and purchase intention) of 
customer journey. The study concluded that customer journey on social media drives not just 
online purchasing, but also offline purchasing. The progress of this journey is guided by the 
discover stage where customers discover global brands or new products accidentally. Then, 
they intend to engage in evaluation stage indirectly by following users’ feedback comments on 
social media with the purpose of measuring its quality, cost and suitability. This is primarily to 
make sure whether a particular product fulfils their need and appropriate for them. That 
stimulates their intention to purchase that product (final stage of customer journey on social 
media). Therefore, customers could estimate a product as a low/high quality even when they 
have not tried it based on others' negative/positive feedback. Therefore the following 
hypotheses are developed: 
¾ Customers discover a product as an outcome of their journey on social media. 
¾  Evaluation is an outcome of discovering a product through social media.  
¾ Engaging with others' feedback and exchange information on social media sites 

facilitates buying decision. 
¾  Passing evaluation stage positively/negatively affects Purchase intention. 

                                                 
21 Wolny and Charoensuksai (n 11). 
22 Kotler (n 4). 
23 Riccardo, Gianluca and Alessandro (n 9). 
24 Riccardo, Gianluca and Alessandro (n 9). 

http://www.linkedin.com/in/lukejriordan?trk=mp-ph-pn
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Further research on this subject could be conducted as a quantitative research, based on the 
theories generated in this study in order to test the above hypotheses. 

LIMITATIONS AND IMPLICATION 
As any study, this paper has two limitations. Firstly, ten interviewees were all from Jeddah 
City. Thus, the findings of this study could not be generalized to Saudi population as a whole, 
in terms of the difference in the level of education, income, age and the acceptance of 
technology. However, Saudi culture is considered as a collective culture, which estimates that 
Saudi population have a similar ethical background. Accordingly, the findings might be 
applicable to be generalized to the whole population which lives in other cities in Saudi Arabia. 
Another limitation is that the majority of interviewees were students. Students tend to have 
different thinking, behaviour, beliefs and living situations. Also, they are usually influenced by 
friends, online communities as youth generation habitually spent lots of time on social media. 
Therefore, that may lead to missing further potential issues that influence other Saudi 
consumers (none-student) during their journey on social media.  

Lastly, the analytical findings of this study could assist marketers to recognise consumers 
intention while using social media. That also could give them a chance to learn and understand 
other cultures, particularly before launching their product or brand in Saudi Arabia. 
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HOW KRENG JAI VALUE INFLUENCE THAI AND EUROPEAN POST-
PURCHASE INTENTION IN A SERVICE CONTEXT 
Arirat  Chueabunkoet  Noth1, Pensri  Jaroenwanit2 and Rudolph Henry Brown3 

ABSTRACT 
The concept of kreng jai value is generally in Thai culture there is influence on customer behavior. 
Kreng jai is closely meaning with consideration. This study purpose to investigate the difference 
between Thai and European in kreng jai value and examine the relationship between the kreng jai 
value and post-purchase intention in an international airline service context.  

The result of this study found that Thai and European are significantly difference in kreng jai 
value. The SEM results showed that kreng jai is strongly affected to a repurchase intention but not 
related to word-of-mouth for both nation. Thai model can explained the relationship between kreng 
jai and post-purchase intention more than European model.  The finding provides a new aspect of 
consumer behavior for the marketing scholar and extended knowledge in the influence of specific 
kreng jai or consideration is plays a significant role in a customer’s repurchase intention. 
 
Keywords : Kreng jai, Post-purchase intention, Repurchase Intention, Word-of-Mouth, Airline. 

INTRODUCTION 
 Nowadays, airline service industries are continually faced with several environmental 
threats. There are obstacles to success among airline companies such as global economic recession, 
increases in oil prices, government regulations, security rules and variations in customer demand; 
all of which act as influencing, challenging factors to the airline industry.4 Regarding these 
situations challenging the airline industry - requiring the least amount of effort to execute are 
reducing costs or increasing fare prices. Though, these practices may impact customer expectation 
of service quality and customer satisfaction. Thus, if5the airlines are unable to offer service as 
expected or they provide poor service, for instance, flight delays, baggage mishandling (lost, 
damage, delayed) this will affect satisfaction levels and future airline choice decision.6 Therefore, 
when service failure or mistakes occur the airlines must necessarily look to recover and restore 
relationships in terms of customer satisfaction and encourage repurchase behavior amid the next 
occasion of travel. If airlines are not concerned with dissatisfied customers the relationship maybe 
broken and patrons will fly less frequently or never again with the airline following the service 
failure. However, repurchase intention with the same service provider may not only be influenced 

                                                 
1 Arirat  Chueabunkoet  Noth, PhD candidate * Faculty of Management Science, Khon Kaen University,  
Khon Kaen,  THAILAND.  Tel. +6681717870, e-mail  chueabunkoet.a@gmail.com 
2 Associate Professor Pensri  Jaroenwanit, Ph.D. Department of Marketing, Faculty of Management Science,  
Khon Kaen University, Khon Kaen, 4000, THAILAND. Tel. +66819743732,  e-mail penjar@kku.ac.th 
3 Professor Rudolph Henry Brown, Ph.D. Faculty of Management Science, Khon Kaen University Khon Kaen, 40000, 
THAILAND. e-mail Brh3037@yahoo.co.uk 
4 International Air Transport Association (IATA), ‘Airline to welcome 3.6 Billion passenger in 2016’ (2012)                  
<http://www.iata.org/Pressroom/pr/pages/2012-12-06-01.aspx> accessed 3 March 2013 
 
6 See, Y Suzuki, ‘The impact of airline service failures on travelers’ carrier choice: A case study  
of central Iowa’ (2004) 43 Transportation Journal 26; J Y Wong and P H Chung, ‘Managing valuable Taiwanese airline passengers 
using knowledge discovery in database techniques’ (2007) 13 Journal of Air Transport Management 362. 

http://www.iata.org/Pressroom/
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by customer satisfaction but may also be influence by complexities of culture hiding in customers 
even when they perceive service as being or dissatisfaction.  

Many studies of customer behavior have been conducted in relation to culture. Various studies 
have indicated that culture influences consumer behavior as do values.7 Moreover, cultural factors 
determine expectation levels of service as does customer engagement with the service provider.8 
Over the past 3 decades, numerous studies have examined culture with the comparison of 
consumer behavior between individualist and collectivist cultures.9 8,9,12,14,15 In addition to 
customer’s buying behavior this study investigates and pays attention to a unique Thai cultural 
feature known as ‘kreng jai’. From this point of view there has been limited study - especially in 
the airline service context. 

According to a study by Andrew and Siengthai it has been suggested that “Kreng jai involves 
being aware of another person’s feelings, saving the face of the other and respecting them. In 
addition, kreng jai is used by Thais to keep relationships pleasant and cooperative. It also accounts 
for a lot of the politeness and civility found in Thai society”.10 However, previous studies have 
applied the value of kreng jai to examine contexts such as communication11, education12 and 
negotiation.13 Remarkably, there remains a lack of study interest in applying this variable to 
examine the context of consumer behavior or marketing.  

Consequently, the purpose of this study is to examine the relationship and influence of the kreng 
jai value toward repurchase intention and word-of-mouth among passengers who have previously 
perceived service failure from an international airline. The contribution of this study will extend 
new knowledge in the area of marketing and provide a deeper understanding of customer behavior 
in the service industry.  

THEORETICAL BACKGROUND AND HYPOTHESES DEVELOPMENT 

Kreng jai 

                                                 
7 See, G Gregory, J Munch and M Peterson, ‘Attitude functions in consumer research: comparing value-attitude relations in 
individualist and collectivist culture’  (2002) 55 Journal of Business Research 933; H C Triandis, ‘The many dimension of culture’ 
(2004) 18 Academic of management Executive 88; S Craig and S P Douglas, ‘Beyond national culture: implication of cultural 
dynamics for consumer research’  (2005) 23 International Marketing Review 322; G Hofstede, G J Hofstede, and M Minkov, 
Cultures and organizations – Software of the mind (McGraw Hill 2010). 
8 See, Patterson and T Smith, ‘Relationship benefits in service industries: A replication in southeast Asian context’ (2001) 15 
Journal of Service Marketing 425; B Yoo and N Donthu, ‘The effects of marketing education and individualism cultural values on 
marketing ethics of students’ (2002) 24 Journal of Marketing Education 92; P G Patterson, E Cowley and K Prasongsukarn, ‘Service 
failure recovery: The moderating impact of individual-level cultural value orientation on perceptions of justice’ (2006) 23 
International Journal of Research in Marketing 263. 
9 See, S Shavitt, A Lalwani, J Zhang and C Torelli, ‘The horizontal/vertical distinction in cross-culture consumer research’ (2006) 
16 Journal of consumer psychology 325; L M Orr and W J Huaser, ‘A re-inquiry of hofsted’s cultural dimensions: A call for 21st 
century cross-cultural research’ (2008) Fall Marketing Management Journal 1; Craig and Douglas (n 7); Yoo and Donthu (n 8). 
10 T G Andrews and Siengthai, The changing face of management in Thailand (Routledge 2009) 68. 
11 See, P Burnarda and W Naiyapatanab, ‘Culture and Communication in Thai Nursing: A Report of an  Ethnographic Study’ 
(2004) 41 International Journal of Nursing Studies 755; F B Chiappini (et al), ‘Eastern voices: enriching research on communication 
in business: a forum’ (2007) Discourse and Communication 131. 
12 N Thongprasert and J Burn, ‘Identifying Strategies for Effective Virtual Education Delivery In Thailand’ a paper presented at 
the Pacific Asia Conference on Information Systems 2003; P Barnard, ‘Some attitudes towards teaching and learning in Thai 
nursing education’ (2006) 26  Nurse Education Today 253 
13 Punturaumporn and Hale, ‘The Thai Style of Negotiation: Krengjai, Bhunkun, and Other Sociocultural Keys’ (The Annual 
Convention of the National Communication Association, New Orleans, 2002); M Michael Pfahl, P Chomngam, C L Hale, 
‘Understanding Friendship from a Thai Point of View: Negotiating the Expectation Involved in Work and Non-Work Relationships’ 
(2007) 3 China Media Research 82. 
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The Kreng jai concept has no exact English equivalent; the closest word is perhaps 
“consideration”.14. Komin defined kreng jai as “…to be considerate, to feel reluctant to impose upon 
another person, to take another person’s feelings (and ego) into account, or to take every measure not 
no cause discomfort or inconvenience for another person”.15 The concept of kreng jai exhibits 
compatibility with the theory of rhetorical sensitively.16 Kreng jai is an important aspect of the 
Thai culture and has been characterized as the essence of Thai values based on harmony and a 
desire not to hurt people's feelings.17 Kreng jai is used by the Thais to keep a relationship pleasant 
and cooperative, and accounts for much of the politeness and civility seen in Thai society. The 
associated behavior dominates most social relationships.18 Manifestations of kreng jai can include 
the following: complying with the wishes or requests of others even though there maybe 
difficulties in their accomplishment; the general desire not to disrupt the happiness of others or 
reluctance to disturb or interrupt others; being afraid of offending others or being considerate of 
other people's feelings.19 In addition, restraint in showing displeasure or anger so as not to cause 
discomfort to others; not asserting one’s opinions or needs; a reluctance to evaluate the 
performance of a colleague or superior; and not demanding one’s rights.16 Thus, Thais value social 
harmony, maintaining pleasant relationships, and typically trying their best to avoid arguments, 
unpleasantness and interpersonal confrontation.20   

Although several studies have investigated the kreng jai value, most as mentioned have 
explored the areas of communication,21education,22 and negotiation.23 The study of kreng jai with 
reference to consumer behavior is therefore limited. Studies regarding kreng jai and post-purchase 
intention in Thailand and particularly in Europeans are indeed limited. Thus, this study aims to 
examine kreng jai as a cultural feature and with it its relationship with post-purchase intention in 
the consumer behavioral area. Furthermore, Kreng jai is characterized by sympathy which also 
assists in the maintaining of pleasant relationships with others.24 Kreng jai causes people to hide 
their real feelings and implement positive behavior when amongst others. So, kreng jai also acts 
like a coping strategy used to control the negative emotions felt from dissatisfying or disappointing 
situations which are accordingly changed into positive emotions. The result of emotion change 
may lead customers to display positive behavior which could include the intention to repurchase 
or take part in word of mouth. Thus, this study formulates a hypothesis in accordance with the 
relationship between kreng jai, repurchase intention and word of mouth as shown in the following: 
 
 H1: Kreng jai has a positive effect on repurchase intention 
                                                 
14 O Chakorn, ‘Persuasive and Politeness Strategies in Cross-Cultural letters of Request in The Thai Business Context. (2006) 16 
Journal of Asian Pacific Communication 103. 
15 S Komin, ‘Psychology of the Thai People: Values and Behavioral Patterns’ (1990) Bangkok Research Center National Institute 
of Development Administration 164. 
16 T J Knutson, R Komolsevin, P Chatiketu, V R Smith, ‘A cross-cultural comparison of Thai and US American rehetorical 
sentivity: implications for intercultural communication effectiveness’ (2003) 27 International Journal of Intercultural Relations 63. 
17 K Naratpattanasai, ‘Exploring the Many Dimensions of Kreng Jai’ (2002) available at   
<http://www.geocities.com/econ 10330/kreng jai> accessed 15 April 2013 
18 Andrews and Siengthai (n 10) 
19 See, Komin (n 15); Naratpattanasai (n 17) 
20 K Kitiyadisai, ‘Privacy Rights and Protection: Foreign Values in Modern Thai Context’ (2005) 7 Ethics and  
Information Technology 17. See also, Komin (n 15); Naratpattanasai (n 17); Chakorn (n 14) 
21 S S Chaidaroon, ‘When Shyness Is Not Incompletence: A Case of Thai Communication Competence’ (2003) 7 Intercultural 
Communication Studies 294. See also, Burnarda and Naiyapatanab (n 11); Chiappini et al (n 11); Chakorn (n 14); Knutson (n 16); 
Kituyadisai (n 20). 
22 See, Thongprasert and Burn (n 12); Barnard (n 12). 
23 See, Punturaumporn & Hale (n 13); Michael Pfahl, Chomngam and Hale (n 13). 
24 Naratpattanasai (n 17) 

http://www.geocities.com/econ
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 H2: Kreng jai has a positive effect on word of mouth 

Post-Purchase Intention 
Post-purchase intention is defined as the customer’s decision to engage in future activity with a 
service provider and word of mouth direction.25 Two types of positive repurchase intention are the 
intent to re-buy and the intent to engage in positive word of mouth and recommendation.26 Post-
purchase intention refers to the future tendency of a consumer to purchase the service with the 
same provider.27 Perception of service quality influences behavior and intentions. Good or bad 
perceived service quality does not lead to the same behavior or intentions. Repurchase intention 
and positive word of mouth are both favorable behavioral intention that are more likely to occur 
when customers are satisfied. Conversely, complaining, brand-switching, and expressing negative 
attitudes are unfavorable behavioral intentions that are more likely to occur when customers are 
dissatisfied, especially in the case of a service failure.28 29 

Many studies have found that customers are likely draw from word of mouth referral prior to 
the pre-purchase of service.30 However, in term of post-purchase behavior, customer will positive 
word-of-mouth to other after their perceived excellent experience with certain service.31 Like 
Yasin & Shamin indicated that purchase intention has strongly effect to word-of-mouth.32 In view 
of that, this study formulates a hypothesis according to the relationship between repurchase 
intention and word of mouth as shown below: 
 
 H3 : Repurchase intention affected on  word of mouth.  

METHODOLOGY 

Measurement scales 
Four items of kreng jai (α = .94) were adapted from RHETSEN2, as developed by Knutson et al. 
(2003).33 Six items of post-purchase intention were adapted from Maxham III (2001)34 and 
Anderson & Srinivasan (2003).35 The questionnaire was used as a measurement and based on a   
7-point Likert scale (1 = strongly disagree, 7 = strongly agree).  

Sampling design and data analysis 

                                                 
25 M Hume, B S Mort and H Winzar, ‘Exploring repurchase intention in a performing arts context: who comes? and why do they 
come back?’ (2007) 12 International Journal of Nonprofit and Voluntary Sector Marketing 135. 
26 V A Zeithaml and M J Bitner, Service Marketing (McGraw Hill 1996). 
27 J J Cronin, M K Brady and G Hult, ‘Assessing the effects of quality, value, and customer satisfaction  
on consumer behavioral intentions in service environments’ (2000) 76 Journal of Retailing 193. 
28 X Wang, ‘The effect of inconsistent word-of-mouth during the service encounter’ (2011) 25 Journal of Service  
Marketing 252. 
 
30 ibid. See also, R East, K Hammond and W Lomax, ‘Measuring the impact of positive and negative word of mouth on brand 
purchase probability’ (2008) 25 International Journal of Research in Marketing 215. 
31 F F Reichheld and W E Sasser, ‘Zero defections: quality comes to service’ (1990) 68 Harvard Business Review 105. 
32 M Yasin and A Shamin, ‘Brand love : mediating role in purchase intention and word-of-mouth’ (2013) 7 Journal of Business 
and Management 101. 
33 Knutson (n 16). 
34 J G Maxham, ‘Service recovery’s influence on consumer satisfaction, positive word of mouth, and purchase  
   intentions’ (2001) 54  Journal of Business Research 11. 
35 E W Anderson and S S Srinivasan, ‘E-satisfaction and E-loyalty: a contingency framework’ (2003) 20 Psychology and Marketing 
123. 
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The international airline industry was chosen as the context for this study because these 
industries display a high level of contact with customers and may be at risk of frequently 
encountering customer dissatisfaction. Accordingly, the sampling design relies upon Thai and 
European passengers over 20 years of age who have been dissatisfied with their experience of 
service with an international airline. To be certain that suitable participants were used in this study, 
the sample size was calculated as per the formula by Bowerman, O’Connell, and Orris (2004).3637 
N N= p (1 – p) ((Zα/2)/B)2, where N is the sample size; Zα/2 is the confidence level, and B signifies 
error tolerance. For this study, an acquiring of normal distribution p should be 0.5; confidence 
interval at .05 should be 1.96, and B ought to be .07 (7% is acceptable). Therefore, the result of 
the calculated sample size was 196 respondents. Nevertheless, Hair, Black, Babin, & Anderson 
suggested that in structural equation modeling a critical sample size of 200 is an effective 
parameter estimation. 38 

In order to ensure that it was appropriate for specific passengers to become respondents   this 
study incorporated a two stage sampling approach. The first stage was convenience sampling. The 
second, purposive sampling used for screening passengers who’d had bad experiences in terms of 
international airline service. After that, questionnaires were distributed to the respondents by the 
self-administered method. A total of 600 questionnaires were distributed 568 were returned and 
12 cases had to be excluded as they were deemed as unqualified for reasons such as exhibiting 
incomplete or missing data. Additionally, outliers were also deleted. This figure falls within an 
acceptable range of not more than 10%. The remaining 556 cases were valid and were able to be 
used. Data was collected from Thai passengers using international airlines and descriptive statistics 
were conducted to demonstrate personal data and international airline experience. To test the 
conceptual model and hypothesis, confirmatory factor analysis (CFA) and structural equation 
modeling (SEM) were analyzed in this study.  

RESULTS 

Personal data and intentional airline experience 
This section provides information about the 556 passengers. Males represented the largest portion 
of the sample with 292 passengers (52.5%). The age of the majority of respondents was between 
31-40 years of age (35.8%), while respondents with a Bachelor’s degree (highest education level) 
made up the largest portion (54.5%). The respondents with international airline experience had 
traveled 3-6 times in the last year (44.4%). The experiences of bad airline service had by 
respondents included flight delays (39.6%), the mishandling of baggage (13.7%), and a slow 
response time (12.6%).  After poor service had occurred, most passengers complained to the staff 
or crew members responsible. Compensation came in the form of an apology or food and drink 
gaining neutral satisfaction from European passengers while those kinds of compensations lead to 
Thai passengers being satisfied. 

According to the result of independent sample testing, Thai and European passengers showed 
a significant difference in kreng jai, repurchase intention and word of mouth. Thai passengers 
exhibited high kreng jai value, repurchase intention, and word of mouth while European 
passengers demonstrated low kreng jai value, repurchase intention, and word of mouth. Figures 
are evaluated by median comparison as displayed in Table 1.  

                                                 
36 B L Bowerman, R T O’Connell and J B Orris, Essential of business statistic (4th edn, McGraw Hill 2004) 
 
38 J Hair, W Black, B J Babin and R E Anderson, Multivariate data analysis (7th edn, Prentice Hall, 2010)           
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Table 1: Result of Independent Sample Test and Group Classification by Mean and Median. 

 Independent Sample Test Thai (n=264) EU (n=292) Median 
t df p-value Mean S.D. Mean S.D. 

Kreng jai 
Repurchase 
Intention 
Word of mouth 

6.650 
10.161 

 
9.377 

552.73 
498.17 

 
536.78 

 .000 
 .000 

  
.000 

4.44 
4.13 

 
4.13 

1.026 
.832 

 
.845 

3.85 
3.19 

 
3.35 

1.082 
1.313 

 
1.123 

4.00 
3.67 

 
3.67 

Hypotheses Testing and Structural Equation Model (SEM) 
In order for the maximum likelihood to occur, estimated method and hypotheses testing were 
applied as per the structural equation model shown in Table 1 and Figure 1.  The results for the 
Thai model indicated that χ2 = 37.463, df = 28, χ2/df = 1.338, p = .109, GFI = .974, AGFI = .948, 
RMR = .076 and RMSEA = .036. Meanwhile, the European model indicated that χ2 = 12.664, df 
= 9, χ2/df = 1.407, p = .174, GFI = .988, AGFI = .961, RMR = .067 and RMSEA = .037. The SEM 
model shown in Figure 1-2. This set of goodness-of-fit measures of indices, demonstrated as the 
threshold were suggested by Hair et al. (2010). Moreover, they indicate that the structural equation 
model is an appropriate model. Hence, we have adopted this model to test the hypotheses. The 
results of hypotheses testing are shown in Table 2. The results revealed that when kreng jai is 
correlated with repurchase intention there is a significantly positive influence towards repurchase 
intention (Thai: βH1 = .315, p < .001, t = 4.129; European: βH1 = .173, p < .05,                      t = 
2.519). Besides that, regarding repurchase intention toward word of mouth, the results show that 
repurchase intension has correlation with word of mouth where there is a significantly positive 
influence (Thai : βH3 = .938; p < .001; t = 19.364; European : βH3 = .856; p < .001; t = 15.057). 
As a consequence, hypotheses 1 and 3 are supported.  Conversely, kreng jai value has no 
significant correlation with repurchase intention (Thai: βH2 = .034; p= >.05; t = .304; European: 
βH2 = -.022; p= >.005; t = -.460). Therefore, hypothesis 2 is not supported. 

Table 2: Result of Hypotheses Testing by SEM (n = 556) 
Hypotheses and path Std. 

coefficient 
(S.E.) t-value Model fit statistic 

Thai Model (N = 264)     
Hypothesis 1 : KRJÆRI 
Hypothesis 2 : 
KRJÆWOM 
Hypothesis 3 : RI  
ÆWOM 

.315*** 

.304 

.938*** 

.178 

.070 

.044 

4.129 
1.028 
19.364 

χ2/df(37.463)=1.338; p = .109;  
GFI=.974; 
AGFI=.948;CFI=.994; 
RMR=.076; RMSEA=.036 

European Model (N = 
292) 

    

Hypothesis 1 : KRJÆRI 
Hypothesis 2 : 
KRJÆWOM 
Hypothesis 3 : RI  
ÆWOM 

.173** 
-.022 
.856*** 

.097 

.069 

.057 

2.519 
-0.460 
15.057 

χ2/df(12.664)=1.407; p = .174;  
GFI=.988; 
AGFI=.961;CFI=.997;  
RMR=.067; RMSEA=.037 
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Figure 1 : Kreng jai of Thai Model 

 
Figure 2 : Kreng jai of European Model 

DISCUSSION AND CONCLUSIONS  
Among marketing scholars, research into the kreng jai value as a unique Thai cultural trait to 
dealing with customer dissatisfaction resultant of service failure is lacking. The benefits 
derived from the findings of this study will be highly significant in providing an understanding 
that the kreng jai value not only appears in Thai culture but is also hidden in European persons 
as a consideration trait. Although there are different levels of kreng jai, kreng jai value in 
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Europeans is less than in Thais. Moreover, this study discovered that kreng jai value has a 
positive effect on repurchase intention. In addition, the kreng jai concept causes a person to 
exhibit diffidence, deference, consideration, sensitivity toward others, reluctance to impose on, 
disagree with or interrupt others. What’s more, kreng jai acts to create and maintain 
relationships, harmonize and rebuild the ‘face’ of his or her interlocutor 20,22,23,28,19 So, kreng 
jai value tends to be related to positive consumer behavior such as intention to repurchase. 
However, even kreng jai has a positive relationship with repurchase intention but it is not 
related to word of mouth. Therein lays an implication that customers demonstrating kreng jai 
intend to re-buy or revisit the same service provider but tend not to speak to others due to the 
result of the service failure experience.  

In addition, unsurprisingly, this study found that the relationship between repurchase 
intention and word of mouth were strongly related. This finding is consistent with a previous 
study by Hume et al. (2007), East et al. (2008) and Wang (2011).29,34,35 which indicated that 
intention to engage in the activity of successive purchasing and post-purchase intention are 
indicated amid positive word of mouth.  

MANAGERIAL IMPLICATIONS 
 Regarding the restoration of the customer relationship, it is important for service 
managers in a recovery program to understand their customers’ cultures as well as their 
behavior after a service failure. Kreng jai forces customers to release their dissatisfaction after 
receiving compensation from the service provider. Customers demonstrating high kreng jai 
value or consideration are more likely to repurchase in the future after receiving proper 
compensation from the service provider. As well as that, the positive effect of kreng jai has the 
potential to create a better customer relationship. Thus, service managers should immediately 
seek the appropriate recovery strategy, for instance, a sincere apology, prompt actions to 
resolve the problem, or a special offering or privilege in order to win back goodwill and to 
restore the relationship due to the negative emotions that may have arisen since the occurrence 
of the failure.   

Consequently, if a service manager can recover from service failure in the right way and at 
the right time, the kreng jai or consideration trait will create a bridge for the customer to 
repurchase or once again become a patron. Mistakes or failures in the service context may be 
unavoidable, especially in high contact services, such as the airline industry. However, as much 
as possible, service providers should be aware, control the quality of services and deliver the 
service that the customer expects. Moreover, service improvement and customer relationship 
management are important because the cost of building new relationships with new customers 
is far more expensive than restoring relationships with existing ones.  

LIMITATIONS AND FUTURE RESEARCH  
This study provides a mechanism of the coping strategy of kreng jai in terms of the function of 
repurchase intention. Notwithstanding, there are limitations that ought to be of concern. Firstly, 
the measurement of kreng jai in this study was adapted from RHETSEN2 the scale of rhetorical 
sensitively measurement as a compatibility concept with kreng jai. Accordingly, there is no 
direct measurement to measure kreng jai. Thus, future research should pay attention to 
producing a kreng jai measurement which will be useful for academics. Secondly, the kreng jai 
value may differ among personality types so the study of the relationship between kreng jai 
and personality types in further research may provide a wider understanding and extend 
knowledge of customer behavior. Lastly, repurchase intention may not be influenced by a 
unique cultural feature such as kreng jai value only but also may also be influenced by a culture 
overall, for example the collectivist and individualist culture types. As a result, with the 
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conducting of future research, it may be possible to overcome the limitations of the present 
study.  
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LOCAL PRODUCTS FESTIVAL TOURISM IN CROSS-BORDER 
AREAS: A MARKET ASSESSMENT APPROACH 
Prof. Stella Kostopoulou1 and Nikos Koutsomarkos, Ph.D. Candidate (Co-Author) 
Festival tourism has increasingly been recognized as an economic development opportunity 
for urban and rural areas worldwide. Several rural areas use their natural and cultural resources 
as a basis for attracting visitors, organizing local products and traditions festivals. As rural 
communities seek to develop tourism entrepreneurship initiatives, questions regarding the 
attributes and interests for local festivals tourism arise.  

The aim of this paper is to explore the potential for integrated rural tourism development, 
drawing attention upon local products festivities. The paper argues that, festivals associated 
with local products in rural areas are considered to be significant cultural 'assets' that consist 
part of the local cultural identity, an essential element of the originality and branding of rural 
areas, and thus may act as tourism attraction poles. However, relatively little information exists 
generally about the development perspectives and the current and potential markets of local 
products festival tourism. The border region of Northern Greece is used as the case study to 
illustrate the proposed research methodology. The study area holds a large number of 
agricultural products and food festivals that attract visitors from the broader region. 
Nevertheless, until now little research has been undertaken to study the typical visitor profiles, 
market influences or potentials for the various local products festivals related market segments. 
Based upon the results of a visitor questionnaire survey conducted in selected local products 
festivals in the study area, the paper attempts to qualify the role of the events in motivating the 
festival attendants’ visit to the host area. The survey research has been realized within LOFT 
project (LOcal products Festivals and Tourism development in cross-border cooperation 
Greece-Bulgaria), under the “Cross-border Cooperation Programme Greece-Bulgaria 2007-
2013”. The paper highlights possible implications for rural tourism entrepreneurship initiatives 
that can help bridging culture and tradition with economic activities at the local and regional 
level. 

THE MONETARY POLICY TRANSMISSION MECHANISM AND 
POLICY INSTRUMENTS: EMPIRICAL EVIDENCE 
Prof. Mehmet Ivrendi2  

The purpose of this paper is to investigate the channels through which shocks to monetary 
policy instruments affect macroeconomic variables such as output, price level and net export. 
The effectiveness of monetary policy is analyzed through interest rate, bank lending, and 
exchange rate and asset price channels, which are known as conventional policy channels. The 
magnitude and timing of the monetary policy shocks are evaluated from impulse response 
functions and the pass through coefficients from monetary policy to financial markets, which 
are obtained from various forms of Structural Vector Autoregression (SVAR) models that we 
employed. The paper also provides a wide discussion of relative importance of conventional 
policy channels after empirically reviling the relative importance of the interest rate, lending, 
the exchange rate and asset price channels. 

Stationarity properties of the data, the correct assumption about the true data generating 
process (DGP) and the presence of structural breaks in the data are crucial to the interpretations 
                                                 
1 Prof. Stella Kostopoulou, Associate Professor, Aristotle University of Thessaloniki. 
2 Prof. Mehmet Ivrendi, Professor, Eastern Mediterranean University. 
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based on SVAR analysis. The strategy for inspecting data in this paper is as follows: (i) after 
the selection of appropriate lag lengths and seasonal dummy variables, the equations of the true 
data generating process (DGP) are selected based on the initial data inspection and on the 
behavior of autocorrelation functions;( ii) after the relative reliable equations are selected based 
on AIC, SBC, SSR and Q test, the stationary test are conducted on these expected to be true 
the DGP of series in the models.  

The paper tests whether policy makers are forward looking or backward looking in their 
monetary policy decisions. The test is carried out by changing the order of policy and nonpolicy 
variables in SVAR models. Policy variables ordered after nonpolicy variables in SVAR models 
means that policy makers determine policy variables based on the knowledge of 
contemporaneous shocks to output, prices, net export; and monetary policy does not affect 
these variables contemporaneously but that output, prices and net export respond to changes in 
policy variables with a lag. And policy variables ordered before nonpolicy variables in SVAR 
models implies otherwise around.  

THE DIALECTICS OF STAKEHOLDER ENGAGEMENT IN POST-
APARTHEID SOUTH AFRICA – THE CASE OF A MULTINATIONAL 
COMPANY AND ITS HOST COMMUNITY 
Dr. Chukuakadibia Eresia-Eke3  

The African continent is dotted by many multinationals, not least of all in the oil and mining 
areas. The case of the volatile state of the Niger Delta in Nigeria and its ramifications for 
continued oil exploration is all too evident as host communities have become grossly 
antagonistic to such operations. Mindful of this, companies are beginning to present themselves 
as parties that take the interests of host communities seriously. This inclination is even of 
increased necessity in a country like South Africa where the previous apartheid government 
excluded a greater majority of the people from enjoying rightful socioeconomic benefits. In 
post-apartheid South Africa, the principle of ‘people power’ has become so entrenched that 
communities often seek to force the hands of organisations in the public and private sectors to 
act in accordance with their dictates.  

For one of South Africa’s biggest multinationals, this presents a major challenge. To 
overcome this, its fully-fledged stakeholder management unit is charged with the responsibility 
to manage relations with the host community through meaningful engagement sessions. 
Unfortunately, while the company thinks it is doing all that it possibly can, in this regard, its 
host communities holds counter views as it pertains to some key aspects of the stakeholder 
engagement approach.  

This empirical study sets out to investigate aspects of discord and accord as it pertains to the 
stakeholder engagement approach of the multinational company. The cardinal aims being to 
identify such areas, highlight reasons for the disparity or harmony of views and recommend 
ways for bridging gaps wherever they exist. The study reflects a positivist philosophy and a 
deductive approach is followed to solve an intellectual puzzle with practical implications. 
Largely descriptive, the study makes use of questionnaires and in-depth focus group interviews 
for purposes of data-collection. It is guided by the tenets of dialectic enquiry with key 
informants from community associations as well as the multinational making up the respondent 
population.  

Findings revealed some differences in the evaluation of the stakeholder engagement 
approach and practices of the multinational. It seemed that these existing differences were 

                                                 
3 Dr. Chukuakadibia Eresia-Eke, Senior Lecturer, University of Pretoria. 
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eroding the healthy relationship courted by the multinational in order to achieve its 
organisational goals. Interestingly, while all the community organisations laid firm claim to 
being representatives of the community, their opinions were different as it relates to the 
company’s stakeholder engagement approach and practices. This spans the areas of 
engagement initiation, frequency, methods and practices, communication and expectations, 
among others.  

The practical implication of this, particularly for the multinational, is that in the stakeholder 
domain, contrary to theoretical prescriptions, even in the face of similar interests among 
stakeholders, a ‘one-size-fits-all’ approach would never suffice. It is therefore pertinent that 
the idiosyncrasies of stakeholder groupings in the form of the community organisations be a 
profound consideration for the design of more effective stakeholder engagement undertakings 
in the future. 

ESTIMATING THE LEVERAGE EFFECT OF STOCHASTIC 
VOLATILITY BETWEEN CORN AND SOYBEAN 
Mr. Chung Chao-Wei4  

This paper analyzes exponentially affine the leverage effect of stochastic volatility models 
between the portfolio of corn and soybean markets with jumps in prices and volatility. This 
study proposes the use of efficient and fast Markov chain Monte Carlo (MCMC) estimation 
methods for the stochastic volatility model with Student-t errors. Using spot price data from 
the Chicago Board of Trade (CBOT), we empirically find that a leverage effect, asymmetric 
heavy-tailed errors, and jump components exist in the returns of the corn and soybean markets. 
This study wants to find out the estimation to drive the diffusive components of the price 
process and its spot variance process. Especially corn has a larger leverage effect than soybeans 
in empirical, it means that the corn risk is greater than soybean to avoid damage increasing and 
asymmetry information accepting. We could find out when shocks influence these markets, the 
corn and soybean markets are found to serially outperform each other in the leverage effect, at 
least in the short-term.  

JUMP PROCESS AND SPILLOVER EFFECT OF STOCHASTIC 
VOLATILITY BETWEEN CORN AND SOYBEAN 
Mr. Chung Chao-Wei5  

Since 2008 and 2012 we investigate whether the volatility of ups and downs in the meal 
market have an asymmetric influence between the markets of corn and soybean. The main 
reason is that the corn and soybean make up the greatest composition of the feed market with 
direct relation to various markets. The prices of feed market have raised sharply volatility 
impacting livestock markets and CPI which result in the main reasons that GDP growth rate 
and consumer confidence have fall down. This study proposes the use of efficient and fast 
Markov chain Monte Carlo estimation methods for the stochastic volatility model with Student-
t errors. Using the spot price data in CBOT we empirically find that jump components, 
asymmetric volatility spillovers, heavy-tailed errors exists from a given market are more 
pronounced on the correlations between corn and soybean markets. We find out when shocks 
influence these markets, it makes easier to get the price spread to soybean than corn because 

                                                 
4 Mr. Chung Chao-Wei, PhD. Student, National Chung Hsing University. 
5 Mr. Chung Chao-Wei, PhD. Student, National Chung Hsing University. 
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of jump size in different demands between corn and soybean. It is also exists spillover effect 
which the estimate of soybean is greater than corns’. 

ANALYTICAL VALUE-AT-RISK IN THE ASYMMETRIC 
VOLATILITY BETWEEN CORN AND SOYBEAN 
Mr. Chung Chao-Wei6  

Contemporaneously, Value at Risk (VaR) is one of the most important measures of risk 
which is percentile of the profit and loss distribution of a portfolio over a specified period. 
Quick development in the world we could negotiate portfolio risk and loss to dynamic VaR 
method. In this paper we propose stochastic volatility with Student-t errors (SV-t) that 
maximizes expected returns subject to a Value-at-Risk constraint to depict the risk of 
heterodasticity and leptokurtic accurately. We also propose the efficient and best way-- Markov 
Chain Monte Carlo estimation method. Using the spot price data in CBOT we empirically find 
that there are more integrated and skewed because a growing number of the multinational 
power of world markets exchanges has emerged. In evidence we might underestimate the 
market risk which we doubt the speculators’ surplus and tillage are increasing because of the 
price rise-up keeping in the price volatility of corn and soybean 

INFLUENCE OF INTERNET MARKETING ON CONSUMER 
BEHAVIOR 

Mr. Muazu Umar7  
The marketing concept emphasizes that profitable marketing begins with the discovery and 

understanding of consumer needs and then develop a marketing mix to satisfy these needs. 
Thus, an understanding of consumers and their needs and purchasing behavior is integral to 
successful marketing. Increasingly, consumers are using the internet to gather information and 
make buying decisions, and since the consumer behavior can be examined in terms of the 
buying process, managers can identify which type of electronic intervention is appropriate at 
each stage in the process. The electronic medium therefore presents a vista for marketing 
managers to inform, persuade and motivate current and prospective customers. Unfortunately, 
not every consumer uses the internet marketing platform. Security concerns, privacy issues, 
inadequate support infrastructure as well as inadequate surfing skills have further stalled the 
much anticipated explosion in internet marketing adoption by consumers. The purpose of this 
study is to identify the usefulness of internet marketing and how it influences the behavior of 
consumers. To do this, purposive sampling was used to survey 213 academic staff of tertiary 
institutions in Bauchi, north eastern Nigeria. It was discovered that internet marketing has 
significant influence on the information available to consumer; it is also significant on how 
consumers are motivated to repeat purchases; and how consumers are persuaded to remain 
loyal. It was therefore suggested that web design be made even more user-friendly to encourage 
non-users to participate in internet marketing. The result should provide managers and 
consumer with empirical evidence of the prospects and challenges of implementing internet 
marketing. 

Key words: Influence, Internet marketing, consumer behavior, persuade, and motivate. 

                                                 
6 Mr. Chung Chao-Wei, PhD. Student, National Chung Hsing University. 
7 Mr. Muazu Umar, Senior Lecturer, Abubakar Tafawa Balewa University. 
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THE NATURE OF THE ATHLETE'S CONTRACT AND ITS  

CALENDAR ANOMALIES: THE CASE OF INDUSTRY INDEXES IN 
CHINESE STOCK MARKET 
Dr. Jie Zhang8  and Yufei Zhang 

Plenty of empirical researches declared that calendar anomalies are widespread 
phenomenon among vast majority of mature stock markets and some of the emerging stock 
markets. This paper examines the day-of-the-week effect and the month-of-the-year effect that 
exist in twenty-one industries in Chinese stock market using linear regression models with 
dummy variables. It is clear that China has its own characteristics that are very different from 
other regions around the world, and combine with different features of various industries, our 
examine results are in some degree very different from previous studies. Furthermore, 
considering the shock of 2008 global financial crisis to Chinese economy, this paper divides 
sample period into two parts, before and after the break out of financial crisis in China. We aim 
to test changes of calendar effects in different industries both before and after the financial 
crisis. For the daily returns we found that significant positive Thursday effects in most of 
industries in whole sample period, in addition, this kind of calendar effect is only found in few 
industries when comes to the sub-sample period before the financial crisis, but surprisingly, 
more industries emerging to show more obvious calendar anomalies after the financial crisis 
including significant negative Monday effect, positive Tuesday effect and positive Thursday 
effect. On the other hand, for the daily returns we found that monthly anomalies mainly include 
positive February effect, negative June effect and positive October effect. However, the impact 
of financial crisis to month-of-the-year effect is totally contrary to the impact on the day-of-
the-week effect, which shows barely no evidence of any monthly effect after the financial crisis 
break out. On other words, it seems all anomalies begin to disappear through the shock. 
 

EFFECTS OF EXPORT DIVERSIFICATION ON FINANCIAL 
PERFORMANCE OF TURKISH EXPORTERS 
Mrs. Guldehen Adiguzel9  

This study aims to explore the nature of the relationship between share of exports in total 
sales and three financial performance indicators, two of which are accounting based measures 
and the third one is a market-based measure. The research question is: "Does share of exports 
in total sales at firm level have any impact on risk and return profile under a market context of 
accelerated export growth supported by governmental as well as non-governmental 
organizations in the economy?”. The motivation behind this study is the extraordinary growth 
in Turkey's exports starting from early 2000s. Turkey has been pursuing an export-led growth 
strategy since 1980. Government has intensified its efforts deliberately to support extensive 
growth of exports from early 2000s onwards. As a result of the economic reforms carried out 
during the last decade, both the volume and composition of the Turkish trade have radically 
changed. Turkey’s export volume more than quadrupled in eleven years from 2002 to 2013. 
Exports have been on a steady upward trend for six consecutive years from 2002 to 2008. This 
steady increase brought exports from USD 36 billion in 2002 to USD132 billion in 2008, an 

                                                 
8 Dr. Jie Zhang, Lecturer, Xi’an Jiaoting – Liverpool University. 

9 Mrs. Guldehen Adiguzel, Ph.D. Student, Bogazici University. 
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increase of about 270% in 6 years. Given the advantages of being an exporter and the support 
provided to exporters by the government and financial sector, one would expect highly 
internaionalized companies to outperform those with relatively lower degrees of 
internationalization. Many researchers in literature identify export diversification as one of the 
possible risk-reducing strategies available to the firm. However, the risks involved in being an 
exporter may also create uncertainty about future prospects of the companies and may offset 
the positive impact of diversification. As long as exporters are competent in managing and 
mitigating these risks, their bottom line results are expected to sustain more strongly into the 
future.The literature review provides a summary on definition of multinationality, 
operationalization of multinationality , the ways in which performance implications of 
multinationality can be determined, the nature of the relationship between multinationality and 
performance, type of proper time-wise methodologies and use of control variables. Following 
a review of related literature across finance, corporate strategy and international business areas, 
a cross-sectional dataset composed of 67 companies quoted on Borsa Istanbul have been 
examined through multiple regression analysis, . The observations reflect the average figures 
for 2002-2008 period, covering seven years. The results suggest that there is a statistically 
significant linear relationship between market-based performance variable and three 
independent variables which are; the ratio of exports to total sales, leverage and the ratio of 
sales growth rate to export growth rate. There is a negative relationship between performance 
and the first two independent variables, whereas the relationship between performance and the 
third independent variable is positive. The ratio of foreign sales to total sales as an explanatory 
variable does not seem to generate statistically significant results when combined with 
accounting-based performance indicators such as return on assets and return on sales. 
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