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Abstract

This research investigates the impact of political connections in the context of
concentrated ownership, family firms and weak law enforcement in Thailand. Using a large
-sample analysis, the presence of political connections is investigated from 1998 to 2007,
classified into the pre-election (1998-2000), appointment period of Thaksin as Prime
Minister (2001-2004), decline-coup (2005-2007) periods. Political connections are defined
by family ownership of the former Prime Minister Thaksin Shinawatra, of ministers in the
Thaksin’s government in a period of 2001-2004, of the Thai Rak Thai Party’s members and
of the Thai Rak Thai Party’s financial donators. The results show that the industry adjusted
return on assets between connected and non-connected firms are different between 2004
(the rising year of the Thaksin’s government) and 2007 (after the military coup event).
Connected firms have lower market-adjusted cumulative abnormal returns (CARs) than
non-connected firms in the military coup year of 2006. The findings imply that the presence
of political connections is significant and the performance of connected firms decreases as

a result of the loss of political connections.
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Introduction

Previous evidence shows that political
connections are prevalent around the world
(Faccio, 2006). Investors perceive the existence
of political connections as a major mechanism
of firms and firms that are connected to key
politicians in the country are valuable (Fisman,
2001; Johnson and Mitton, 2003). Political
connections facilitate firms to obtain bank
financing (Dinc, 2005; Khwaja and Mian, 2005)
and help firms to sustain their businesses in the
competitive  environment (Ghemawat and
Khanna, 1998; Hellman, Jones and Kaufmann,
2003). In particular, wealthy families are likely
to develop connections with the government in
order to obtain benefits for their businesses
(Bunkanwanich and Wiwattanakantang, 2008).

In this research, connections are defined
as the relationship between firms and the
government in the context of family firms. I use
non-financial firms listed on the Stock Exchange
of Thailand between 1998 and 2007. Firms that
are owned by country leaders’ families are not
of Thaksin

1
uncommon. The government

Shinawatra demonstrates the involvement of

business owners in politics. Companies that
were owned by families of Prime Minister and
ministers are believed to be closely connected to
the government. Major events of Thai politics in
the last decade, e.g. the appointment of Thaksin
as Prime Minister in 2001 and the military coup
in 2006, characterise the gain and loss of
political connections.

This research will provide additional
evidence of the presence of connections and the
impact of political connections on firm
performance in an emerging market. It will
complement the results of Bunkanwanich and
Wiwattanakantang (2008), who use a quantitative
large-sample approach to examine political
connections in the sample period 2001-2004 in
Thailand (Bunkanwanich and Wiwattanakantang,
2008). In addition, it will complement findings
of Fisman (2001) and Johnson and Mitton
(2003), who investigated the significance of
political connections using an event study in
Indonesia and Malaysia, respectively.

Previous research investigates the

significance of political connections, focusing

only on the rising period of the Thaksin

lExamples are family firms of Silvio Berlusconi (the Prime Minister of Italy), Suharto (the President of Indonesia),
Ferdinand Marcos (the President of the Philippines), and Thaksin Shinawatra (the Prime Minister of Thailand).



Shinawatra’s government (Tangkitvanich, 2004;
Bunkanwanich and Wiwattanakantang, 2008).
There is no empirical evidence to demonstrate
the impact of such connections on the
performance of politically-connected firms
during the declining period of the Thaksin
Shinawatra’s government and after the coup.
The Thai political revolution in 2006 will
evidently show the effect of connections on firm
performance because it is most likely that
closely-connected firms will be most affected by
this event.

In addition, evidence of corruption and
regulation amendment of the Thaksin’s government
demonstrates the negative results of political
connections. The findings will shed some lights
characteristics unfair

about of cronyism,

competition and inefficient allocation of
resources. This research will provide evidence to
policy makers in order to enact stricter regulation

to prevent potential conflicts of interest.

Background and literature survey

The presence and impact of political
connections provide a better understanding of
crony capitalism. Literature on political connections
is growing in the finance and economics

research area. Political connections have been
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found in firms around the world (Faccio, 2006).

Previous empirical research investigates
whether political connections matter and are
valuable at firm level in emerging markets such
as India, Indonesia, Malaysia and South Korea
(e.g. Ghemawat and Khanna, 1998; Fisman,
2001; Johnson and Mitton, 2003; Siegel, 2005).

Fisman (2001) uses Indonesian firms to
investigate whether or not political connections
are significant and measures stock price reactions
to news of the President’s health. He finds that
the returns of firms that are dependent on political
connections significantly drop following the
negative news about the President’s health. In
addition, using firms in Malaysia, Johnson and
Mitton (2003) investigate the impact of political
connections on the stock performance of Malaysian
firms that are connected to the Prime Minister
Mabhathir. They find that the stock returns of
firms with political connections significantly
declined in the early period of the crisis but,
after the government announced the imposition
of capital controls, the stocks of these firms
experienced a higher return.

Furthermore, political connections have
been investigated by Ghemawat and Khanna

(1998), who conduct a case study of the two

largest Indian business groups, R.P. Goenka



a a o d
ansdsiav
SUTHIPARITHAT

Enterprises and Ballarpur Industries Limited, to
provide evidence about the impact of political
connections on business opportunities in India.
Ghemawat and Khanna argue that in a country
where the government plays a key role in
distributing rents, connections with the government
help firms to survive in the market by
securing new business opportunities.

In Thailand, political connections are also
widespread, especially between wealthy families
and the government (Bunkanwanich and Wiwat-
tanakantang, 2008). The authors find that the
higher the revenue from the government
concessions, the higher the likelihood of the
owners of family business groups entering into
the politics. The market-adjusted cumulative
abnormal returns of firms that belong to tycoons-cum
-leaders (TCLs) are significantly larger than
those of non-TCL firms during the event periods
(i.e. the announcements of a new law, a government
concession fee cut and a tax exemption affecting
telecommunications  firms). Tangkitvanich
(2004) also documents similar findings. Using
listed firms in Thailand, he finds that firms that
are owned by Prime Minister Thaksin

Shinawatra’s family perform much better than

other firms in the stock market in 2003.

Research questions and hypotheses

Major political events in the 2000s provide
an opportunity to study the impact of connections
in different political conditions. The political
conditions are classified into the pre-election
(1998-2000), appointment of Thaksin as Prime
Minister (2001-2004), and declining and the
coup (2005-2007) periods.

Research question 1: Do political
connections affect firm performance?

Most Thai firms are owned and controlled
by family shareholders. The controlling family
shareholders of firms play a key role in developing
connections with the government. It is obvious
that family owners are involved in politics in the
Thaksin’s government. Family firms of Prime
Minister and of several ministers seem to obtain
higher benefits, e.g. government contracts,
privileges and favourable policies, compared to
non-connected firms. As a result, firms with
political connections may have better performance
than non-connected firms in the appointment
period of Thaksin as Prime Minister (2001-
2004).

H1 (1): The performance is higher for

connected firms than for non-connected firms.



As a result of the decline of political
power of the Thaksin’s government, advantages
that connected firms had benefited from are
unlikely to continue in the declining and coup
period, and it is interesting to investigate
whether this possibility is actually a reality. I
also use the same alternative hypotheses in
research question (1) to examine the impact of
political connections on firm performance in the
Pre-election (1998-2001) and decline-coup
(2005-2007) periods.

Research question 2: Are the performance
different between connected and non-connected
firms as a result of the gain and loss of
connections?

The Prime Minister appointment of
Thaksin Shinawatra in 2001 demonstrates the
gain of political connections to family firms of
Thaksin and ministers in his government. Firms
that are connected with these politicians may
have higher performance, compared to firms
without political connections, after the gain of
political connections. As a result of the military
coup, it seems that benefits that connected firms
had obtained may not be maintained. It is possible
that the performance is lower for firms that lost
connections than for non-connected firms.

Therefore, it is interesting to investigate whether
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the difference in performance between connected
and non-connected firms are significant between
different political situations.

H1 (2): The performance is higher in
connected firms, compared to non-connected
firms, after the gain of political connections.

In addition, it is interesting to look at
what happened after the loss of connections. I
expect that the performance is lower for
connected firms than for non-connected firms in
the declining and coup period, using the same

hypotheses in research question (2).

Data

The sample comprises 1,893 firm-year
observations of non-financial firms listed on the
Stock Exchange of Thailand (SET). The sample
period spans the political revolution in 2006 in
Thailand, covering the years between 1998 and
2007, and indicates the gain and loss of political
connections of the former Prime Minister
Thaksin Shinawatra.

The financial data are collected from the
Worldscope database, which compiles company
information of Thai firms from the Stock
Exchange of Thailand. In addition, the stock
return index for each sample firm is collected

from Datastream to calculate market-based
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performance (returns on individual stocks). The
stock return index of Datastream represents a
growth of investment in the total value of a
stock, assuming that dividends are re-invested to
purchase new units of the stock at the closing
price end of day. Using the return index from
Datastream, the total returns for individual
stocks are calculated as the total returns i.e.
capital gain and dividend yield.

I will classify sample firms into two
groups: firms with and without political connections.
The role of family owners in developing connections
with external institutions to obtain benefits for
their family firms is of main interest. Family
business groups are long-established institutions
in Thailand (Phipatseritham and Yoshihara,
1983; Suchiro, 1989). They are entities that
demonstrate a family’s or a group of related
families’ wealth. Suppose that as a result of high
ownership incentives, a large family shareholder
has an objective to sustain the family firm for
his family succession and wealth. The large
shareholder may become an agent of the firm’s
shareholders to form connections with the

government in order to gain privileges, business

opportunities and/or protections because those
benefits likely increase competitive advantages
and results in higher performance.

In the period of 2001-2004 (the appointment
of Thaksin as Prime Minister), firms are
grouped into politically-connected firms if they
meet one of the following definitions, (1) firms
that are owned by family members of the
Shinawatra family (defined as the closely-connected
firms with the government), (2) firms that are
owned by family members of ministers in the
Thaksin’s governments in a period of 2001-2004,
(3) firms that are owned by family members of
the Thai Rak Thai Party’s members, and (4)
firms that are owned by family members of the
Thai Rak Thai Party’s donators (the
financial supporters for the 2001 election), given
that a member of his/her family or related
families holds 10% shareholding or more of the
firm. I use a cut-off point of ownership
shareholding at 10% to define a major
shareholder as prior literature suggests that such
a stake lends sufficient pOWCI‘.3

Several sources of information are collected

to define the presence of political connections,

*It is noted that the sustainability of family firms is important to family succession and wealthMorck, Stangeland
and Yeung, 2000 (Suehiro, 1989; Clegg, Redding and Cartner, 1990; Morck, et al., 2000; Anderson and Reeb,

2003).



including the Stock Exchange of Thailand, Thai
government, Thai Rak Thai Party and Election
Commission of Thailand. I collect 1) lists of
family relationships, 2) lists of the ownership
structure of Thai firms, 3) lists of Thai Cabinet,
4) lists of Thai Rak Thai Party’s members, and
5) lists of financial supporters to Thai political
parties. In order to trace ultimate shareholders,
additional sources of information are used.
Those information sources include the Business
On-line database, company files (Form 56-1),
lists of family business groups, lists of affiliated
firms, and several books about wealthy families
in Thailand."

I use data of family relationships and
ownership data as collected and processed by
Khanthavit et al. (2003) and Polsiri and
Wiwattanakantang (2003). They produce a com-
prehensive ownership database of Thai firms

between 1995 and 2000, showing ultimate
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shareholders. The ultimate shareholding is cal-
culated by combining direct shareholding, py-
ramidal shareholding and cross—shareholding.5
In this study, the ownership structure of Thai
firms after 2000 is defined as in Khanthavit et
al. (2003) and Polsiri and Wiwattanakantang

(2003).

Methodology

I use the Pooled Ordinary Least Square
(OLS) method with standard errors clustered at
the firm level for all specifications. The
t-statistics computed using the clustered standard
errors are adjusted for heteroscedasticity. All
regression specifications are controlled for
industry effects. Industry dummies of seven
industries are included.” To examine whether
political connections have an impact on firm

performance, I use the following specification,

in which Performance;, is accounting-based

“The 56-1 forms are annual supplementary documents (in Thai) of listed firms required by the SET.

*The authors define direct and indirect shareholdings as follows. “Direct ownership” means that a shareholder owns

shares under his own name or via a private company owned by him. “Indirect ownership” is when a company is

owned via other public firms or a chain of public firms. This chain of control is in the form of pyramidal structures

and/or cross-shareholdings, which can include many layers of firms.

*The Stock Exchange of Thailand classifies non-financial firms into eight industries, which are 1) Agribusiness and

Food Industry, 2) Consumer Products, 3) Industrials, 4) Property and Construction, 5) Resources, 6) Services, 7)

Technology and 8) Others.
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performance7, Con;, is a dummy variable that is
one if the firm is politically-connected according
to the above four definitions, and zero otherwise,
Period;, is a dummy variable that is one in the

period of Appointment, and zero otherwise

(Period dummy is also defined for the periods of

Pre-election or Decline-Coup), Con;, *Period,;,

is an interactive dummy between the connection
dummy and the period dummy, Size;, is natural
logarithm of total assets, PPE;, 1is total prop-
erty, plant and equipment, L7D;, is long-term
debt, and T4;, is total assets. Size, fixed asset
ratio and leverage ratio are used as control vari-

ables.

PPE

. LTD,
Performance,, = a,, + 5,Con, , + 3, Period, , + B,(Con, , * Period, ) + j3,Size,, + ff, ——+ ff, ——"+=,

T4, T4, o

it it

Firm performance is also measured by
market-based performance (Barber and Lyon,
1996, 1997). I use the market-adjusted cumulative
abnormal returns (CAR) as a measure of stock
return performance. The CAR measures the
market-adjusted abnormal returns cumulated

over time up to period T.

7j¢= (Return Index . —Return Index , )/ Return Index _

where 7;, is the total stock returns for an
individual stock 7 at the end of day .
The market benchmark is the market index

(the index of Stock Exchange of Thailand

(SET). The SET index is a market capitalisation
weighted price index that compares the current
market value of all listed common stocks with
the value on the base value of 30 April 1975
(the date when the SET index was established
and set at 100 points). The market-adjusted
abnormal returns (AR) are the difference
between individual stock returns (7;,) and the

market return (7, ,).

Ve = (Market Index  —Market Index )/ Market Index

where 7, is the market return at the end

of day ¢.

"The return on assets is a ratio of earnings before interest and tax to total assets. To calculate the industry-adjusted

return on assets (MROA), 1 use industry mean weighted benchmark.

-1



where AR;; Ais the market-adjusted ab-
normal returns for an individual stock i at the
end of day ¢, r;, is the total stock returns for an
individual stock i at the end of day # and r,,, is

the market return at the end of day .

T
CARi,T = Z (rzt - rm,t)
1=1

where CAR;7 is the market-adjusted
abnormal returns for an individual stock i at the

end of day ¢, cumulated over time up to period 7.
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Furthermore, I use Difference in Differences
(DID) estimate method to examine the difference
in firm performance, market share and debt
financing between connected and non-connected
firms in different political conditions. The DID
estimates will show the effect of the gain and
loss of connections on firm performance, market
share and debt financing between firms with and
without political connections. The differentials
between connected and non-connected firms are
investigated in each period, and then the
differentials between two periods are examined.

According to Wooldridge (2003),

DID estimator = [E(y|Con;,;=1, Period;~=1) — E(y| Con; =0, Period;~=1)] —

[E(y|C0nl_‘t=1, Periodi>t=0) - E(y|Conl_v’=0, Periodivt=0)]

Empirical results

The regression results in Panel A, Table 1
show the impact of political connections on firm
performance. I find that the relationship between
the connection dummy and the industry adjusted
return on assets is not significant. The coefficient
of the interactive term between the connection
dummy and the period dummy is also not

related to profitability after controlling for firm

characteristics. In the PM appointment period,
the presence of political connections does not
affect on accounting performance of firms that
are closely connected to the government. The
industry adjusted return on assets of this group
of firms is not different from firms that never
have connections with the government in both

the pre-election and decline-coup periods.
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Nevertheless, the results in Panel B, Table
1 show that the coefficient of the interactive
term between the connection dummy and the
year 2007 dummy is negatively significant at the
5% significance level. As a result of the coup
event, the accounting performance of firms that
lose connections with the government (in other
words, firms that are connected with the
government in the PM appointment period) is
significantly lower than that of non-connected
firms in 2007. In addition, I find that size and
leverage ratio of firms are determinants of
accounting performance in both Panel A and B
of Table 1. Firm size is positively related to
accounting performance at the significance level
of 5%. The leverage ratio is negatively related to
accounting performance at the 1% significance
level.

Table 2 reports the Difference in
Difference estimates on firm performance. In
Panel A of Table 2, I find that the difference in
accounting performance between connected and
non-connected firms is not significant after the
gain of connections [(1)-(2)] and after the loss of
connections [(2)-(3)]. However, Panel B of

Table 2 shows that there is the difference

between the connection differentials at the

significance level of 10%. The industry adjusted
return on assets of firms that were connected
with the government is lower than that of
non-connected firms (5.06 percentage points)
after the coup event (in 2007). The accounting
performance of connected firms significantly
decreases for 4.69% between the rising year
(2004) and after coup (2007). The difference in
differences estimates show that connected firms
perform poorer than non-connected firms for
5.32% as a result of the loss of connections.
Furthermore, I investigate the impact of
political connections on market-based
performance, using market-adjusted cumulative
abnormal returns (CARs). Table 3 reports that,
in the year of 2001, the coefficient of connection
dummy is negatively related to CARs at the
significance level of 10%. The CARs over the
year of 2001 of connected firms are significantly
less than those of non-connected firms. In the
election year, firms that gain connections
with the government perform poorer than
non-connected firms. It is possible that the
allegation of asset concealment of the Prime
Minister Thaksin at the beginning of the year

adversely affected those firms’ stock returns to

some extent. Interestingly, the results do not



show the impact of connections on firm
performance in the rising year of the Thaksin’s
government in 2004.

In addition, the connection dummy and
CARs are negatively related at the significance
level of 5% in 2006. The results show that the
market-based performance of firms that lose
connections as a result of the military coup in
September 2006 significantly decreases. The
negative stock reactions to the coup event
indicate that the presence of connections is

important for such firms, especially when their

political connections are withdrawn.

Summary and conclusion

This paper examines the impact of
political connections on firm performance in
three different

political periods, and the

difference in firm performance between
connected and non-connected firms after the
gain and loss of connections. The results in this
study show that the impact of political
connections on firm performance is significant
in Thailand. The accounting-based performance,
measured by the industry adjusted return on
assets, of firms that were connected with the

government is significantly lower than that of
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non-connected firms in 2007. The findings of

difference in differences estimates in firm

performance also report that the industry
adjusted return on assets of firms that were
connected with the government significantly
decreases more than that of non-connected firms
after the loss of connections. In addition, the
negative stock reactions to the military coup in
2006 of connected firms support the previous
findings. The market-based performance,
measured by the market-adjusted cumulative
abnormal returns (CARs), of connected firms is
significantly lower than that of non-connected
firms in the year of military coup.

The overall results support that the
presence of political connections is important
for firms in Thailand. The performance of firms
that are connected with the Thaksin’s
government significantly decreases after the
event of the military coup. However, it is
interesting to further examine benefits of
political connections in the way that they may
help firms to obtain an easy access to external
fund and Dbetter market position. An
investigation into Thaksin Shinawatra’s family

firms that could be defined as the most

closely-connected with the government may
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complement previous evidence of large sample  be different from other firms in the same
analyses. The performance, market share and  industry as a result of the presence of political

debt financing of Shinawatra family firms may  connections.
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Table 1: Impact of political connections on firm performance

Panel A: This table reports the results of the pooled OLS regression. The dependent variable is the industry
adjusted return on assets. Connection is a dummy variable that equals 1 if a firm is connected with the government,
and zero otherwise. Pre-Election is a dummy variable that equals 1 in the period of 1998-2000, and zero otherwise.
Appointment is a dummy variable that equals 1 in the period of 2001-2004, and zero otherwise. Decline-coup is a
dummy variable that equals 1 in the period of 2005-2007, and zero otherwise. Natural logarithm of total assets is an
indicator for size. The fixed asset ratio is a measure of asset tangibility. Leverage ratio is defined by a ratio of long-
term debt to total assets. The White’s standard errors are adjusted for heteroskedasticity (White, 1980). The regression
controls for industry effects. The statistical significance at levels of 1% (¥**), 5% (**) and 10% (*) is reported. The

figures in parentheses report p-value for two-tailed tests.

Dependent variable:

Industry adjusted ROA (1) ) (3)
Connection dummy -0.0139 -0.0160 -0.0107
(0.345) (0.207) (0.436)
Pre-Election dummy 0.0019
(0.761)
Appointment dummy 0.0022
(0.677)
Decline-coup dummy -0.0041
(0.458)
Connection x Pre-Election 0.0021
(0.873)
Connection x Appointment 0.0065
(0.641)
Connection x Decline-coup -0.0094
(0.434)
Ln(total assets) 0.0073** 0.0073%* 0.0074**
(0.014) (0.013) (0.012)
Total PPE/Total assets -0.0010 -0.0028 -0.0031
(0.950) (0.864) (0.842)
LTD/Total assets -0.0592%** -0.0591%** -0.0602%***
(0.001) (0.001) (0.001)
Constant -0.0481 -0.0478 -0.0465
(0.188) (0.186) (0.199)
Observations 1,893 1,893 1,893

Adjusted R’ 0.0166 0.0169 0.0175
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Table 1: Impact of political connections on firm performance (continue)

Panel B: This table reports the results of the pooled OLS regression. The dependent variable is the industry
adjusted return on assets. Connection is a dummy variable that equals 1 if a firm is connected with the government,
and zero otherwise. Year2007 is a dummy variable that equals 1 in the year of 2007, and zero otherwise. Year2004 is
a dummy variable that equals 1 in the year of 2004, and zero otherwise. Year2001 is a dummy variable that equals 1
in the election year of 2001, and zero otherwise. Natural logarithm of total assets is an indicator for size. The fixed
asset ratio is a measure of asset tangibility. Leverage ratio is defined by a ratio of long-term debt to total assets. The
White’s standard errors are adjusted for heteroskedasticity (White, 1980). The regression controls for industry ef-
fects. The statistical significance at levels of 1% (¥**), 5% (**) and 10% (*) is reported. The figures in parentheses

report p-value for two-tailed tests.

Dependent variable:

Industry adjusted ROA (1) () (©))
Connection dummy -0.0088 -0.0146 -0.0130
(0.476) (0.284) (0.314)
Year2007 dummy 0.0005
(0.925)
Year2004 dummy -0.0032
(0.550)
Year2001 dummy 0.0063
(0.314)
Connection x Year2007 -0.0453**
(0.035)
Connection x Year2004 0.0126
(0.337)
Connection x Year2001 -0.0041
(0.804)
Ln(total assets) 0.0072%* 0.0072** 0.0073**
(0.013) (0.014) (0.013)
Total PPE/Total assets -0.0013 -0.0017 -0.0026
(0.934) (0.914) (0.870)
LTD/Total assets -0.0595%** -0.0588*** -0.0594***
(0.001) (0.001) (0.001)
Constant -0.0473 -0.0468 -0.0477
(0.192) (0.197) (0.188)
Observations 1,893 1,893 1,893

Adjusted R’ 0.0194 0.0167 0.0168




Table 2: Difference-in-differences estimates on firm performance
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This table reports the difference-in-differences estimates on firm performance, which is the industry adjusted

return on assets. Firms are classified into two groups; connected and non-connected firms. The White’s standard

errors are adjusted for heteroskedasticity (White, 1980). The statistical significance at levels of 1% (**%*), 5% (**)

and 10% (*) is reported. The figures in parentheses report p-value for two-tailed tests.

Panel A : Pre-Election is a period of 1998-2000. Appointment is a period of 2001-2004. Decline-coup is a

period of 2005-2007.

Connected (C)

Non-connected (N)

Difference (C — N)

Pre-Election (1) -0.0052 0.0008 -0.006
(1998-2000) (0.639)
Appointment  (2) -0.0036 0.0006 -0.0042
(2001-2004) (0.799)
Decline-Coup  (3) -0.0136 0.0019 -0.0155
(2005-2007) (0.297)
Difference (D-2) -0.0016 0.0002 -0.0018

(0.917) (0.970) (0.910)
Difference (2)-(3) 0.0100 -0.0013 0.0113

(0.492) (0.816) (0.457)

Panel B : After-coup is the year of 2007. Rising year is the year of 2004. Election year is the year of 2001.

Connected (C)

Non-connected (N)

Difference (C-N)

After coup (1) -0.0447 0.0059 -0.0506
(Y2007) (0.066)  *
Rising year ) 0.0022 -0.0003 0.0026
(Y2004) (0.857)
Election year  (3) -0.0079 0.0012 -0.0091
(Y2001) (0.666)
Difference (D-(2) -0.0469 0.0063 -0.0532
(0.098) * (0.367) (0.055) *
Difference 2)-(3) 0.0101 -0.0016 0.0117
(0.664) (0.845) (0.625)
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Table 3: Impact of political connections on stock returns

This table reports the results of the pooled OLS regression. The dependent variable is the cumulative abnor-

mal returns (CARs). Connection is a dummy variable that equals 1 if a firm is connected with the government, and

zero otherwise. Natural logarithm of total assets is an indicator for size. Leverage ratio is defined by a ratio of long-

term debt to total assets. The fixed asset ratio is a measure of asset tangibility. Profitability is measured by a ratio of

earnings before interest and tax to total assets (ROA). The White’s standard errors are adjusted for heteroskedasticity

(White, 1980). The regression controls for industry effects. The statistical significance at levels of 1% (¥**), 5% (**)

and 10% (*) is reported. The figures in parentheses report p-value for two-tailed tests.

Dependent variable:

CARs Y 2001 Y 2004 Y 2006 Y 2007
Connection dummy -0.2343* 0.0583 -0.2411%* 0.1265
(0.075) (0.470) (0.013) (0.145)
Ln(total assets) -0.1025%** 0.0400* -0.0451 -0.0460
(0.001) (0.051) (0.148) (0.198)
LTD/Total assets 0.3809%** -0.1303 0.1867 0.1209
(0.000) (0.424) (0.570) (0.547)
Total PPE/Total assets -0.1294 0.3756%** -0.0135 -0.3086*
(0.440) (0.001) (0.941) (0.058)
Return on assets 1.5468*** 0.8195%** 2.2213%%* 0.8153
(0.001) (0.002) (0.000) (0.178)
Constant 1.1456%** -0.4284%* 0.5006 0.2052
(0.000) (0.015) (0.114) (0.477)
Observations 162 194 211 205
Adjusted R’ 0.293 0.1868 0.1584 0.0089
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Abstract

This article presents a framework from empirical data for understanding service
innovation in three multinational hotel groups. Characteristics of innovation and sources of
innovation are discussed. A multiple-case study was employed to enrich qualitative data
from three cases including InterContinental Hotels Groups (IHG), Marriott and Accor. The
fieldwork was conducted in four countries — UK, Thailand, France and Hong Kong — by
using in-depth interview. The article shows that service innovation in the multinational
hotel groups is small and incremental, systematic and, especially, customer-driven.
Innovation encompasses technological and non-technological innovation. Innovation
comes from customers, front-line staff at affiliated hotels and Headquarters (HQs).
However, HQs and General Managers play a decisive role to select the proper innovation,

for further implementation.

Mmdney : uianssuusms Tsausudwana
Keywords : Service Innovation, Multinational Hotel, Characteristics of Innovation,

Sources of Innovation



1. Introduction

In the global marketplace, service
multinationals encounter the rapid pace of
change and highly competitive environment
(Kotabe and Helsen, 2001). Innovation is an
effective concept to win (Kanter, 1990, Trott,
1998). Innovation appears to be a strategic
factor for service multinationals to stay
competitively in the market. Due to intangibility
and co-production between customers and
service providers, service firms have faced a
difficulty to trade internationally (Green et al.,
2001), especially for a hotel business — a
traditional service sector with high people
involvement. However, there have long been
multinational ~ hotel ~ groups  successfully
operating in a global market. The empirical data
shows that innovating is an important success
driver. This article, therefore, aims at providing
a more detail picture of service innovation in the
multinational hotel groups having affiliated
hotels located across the world. This is done on
the basis of general discussion on innovation
theory; as well as, services and service
innovation to provide background on innovation
theory. The analysis is based on qualitative data

from the three cases. The data are used to

generate a framework to understand service
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innovation — in terms of characteristics of
innovation and sources of innovation — in the

multinational hotel groups.

2. Innovation Theory
2.1 Technological innovation

Innovation is characterised as a process
of change, transformation and commercialisation
(Rogers, 2003, Weinstein and Baumol, 1999,
Tidd et al., 2001, Flynn and Chatman, 2004).
The concept of innovation has been dominated
by technological innovation in manufacturing
sectors. Technological innovation means a
process of transforming new ideas into new
products, services or processes, and successfully
commercialising those new outcomes via
technological initiation, implementation and/or
application (OECD-Eurostat, 1997 p.31, Freeman
and Soete, 1997). The fast and enormous spread
of technological innovation demonstrates the
notion that technological innovation is vital
for firm’s survival and growth in this
knowledge-based economy (Freeman and Soete,
1997, OECD-Eurostat, 1997, Scherer, 1999).
Economic  progress comes from the
development and diffusion of new technologies

by profit-seeking entrepreneurs (Coombs et al.,

1987).
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Taxonomy of Innovation

Innovation is basically categorised into
product innovation — changes in products and
services that firms offer — and process
innovation — changes in the ways firms create
and deliver those offerings (Francis and Bessant,
2 00 4). Regarding to degree of novelty,
innovation is also classified into three types —
incremental innovation, radical innovation and
transformational innovation. While incremental
innovation refers to continuous and small
improvement at all time, radical innovation is
known as fundamental change in basic products,
services or processes to new ones. Transformational
innovation, moreover, is the development of a
new paradigm to the whole industry or
production, often linking different industries and

sector into a single new system (Kanter, 1990,

Langlois and Robertson, 1996).

2.2 The rise of services and service innovation
The service sector was traditionally seen

as a laggard sector. Services have been
neglected perpetually in economic, statistical,
business, and innovation studies (Miles, 2001).
Nevertheless, such a situation was changed.
There is an increase in service occupations,

in-house service functions, and externalised

service functions purchased by firms across the
economy (Green et al., 2001). Service is ascending
recongised as a major contributor to the
researchers,

economy. As a consequence,

including scholars in innovation studies,
commenced to study service sector’s role and

characteristics of service innovation.

The ‘Specificities’ of services

A service product is described as a
bundle of components composed of supporting
facility, facilitating goods, explicit services, and
implicit services (Fitzsimmons ef al, 1994).
Service is the combination of outcomes and
experiences delivered to and received by a
customer (Johnston and Clark, 2001). Service
activities and service products are termed as the
‘three i s (31 s)’ composed of intangibility, inter-
activity and information intensity (Miles, 1999).
Intangibility refers to that a service product is
frequently intangible in nature. It is usually hard
to store and/or transport; as well as, difficult to
demonstrate (in advance) to potential clients.
Interactivity refers to that services-based
organisation has a high level of interaction with
their customers. Under coterminous consumption

and production, the service provider and customer

must be present at the same place and time to



operate the transaction of a service contract. An
involvement of clients in the process of service
production and delivery often occurs. Finally,
information intensity is a typical nature of most
services that information exchanges are central

to interactivity.

The characteristics of a hotel business

The common characteristics of the hotel
sector include heterogeneity (of different kinds
of service providers and various different
customers’ experiences), a high fixed-cost business,
seasonal (often unpredictable) demand, a
combination of production and sales at the same
premises, participation of customer and service
provider, intangible products, and labour intensity
with low pay for the majority of staff (Mullins,
1993). The hotel business is a people-oriented
service in which employees play a significant
role in the quality of service delivery (Mullins,
1993). To buy services from hotels, customers
have to be present at the premises and participate
in the production and delivery processes. Therefore,
simultaneous production and consumption
occurs as guests consume services that they

co-produce with representatives of the hotels.

Also, hotel services are perishable as they
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cannot be stored and if they are not used they
are likely to be wasted.

Service offering in a hotel is an experience
(Knowles, 1996). The experience that guests
receive or feel during their stay is intangible as
it is associated with feelings and emotions
(Mullins, 1993). In a case of multinational hotel
chains, cultural differences influence customers’
perception to service offering and service
encounters since local culture underlines
expectations of people on services (Czepiel,
1990). Some scholars have studied relationship
between different culture — especially Western
and Eastern cultures — and services. A Western
culture is more likely to rely on the tangible
cues from the physical environment than does
an Asian culture (Winsted, 1997). A study by
Tsaur et al. (2005) presents that tourists from
English Heritage cultural background, an
individualistic culture with self drive and
self-responsibility ethic, demand services be
efficient with a high level of quality. They also
reveal that tourists from Asian culture, a collectivist
one developing a tight social network and group
and relying on one another, tend to express their

opinions and feelings — e.g. satisfaction and

dissatisfaction — to others about their travelling
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experiences. Moreover, Individualistic customers
(from Western cultural background) have higher
expectations of assurances from service providers
than collectivist ones (from Asian cultural

background) (Donthu and Yoo, 1998).

Service innovation

Whereas  technological  innovation
acquires attention from manufacturing, service
innovation is apparently beyond that. The
service innovation is characterised by changing
combinations of tangible/intangible product
innovation and technological/managerial process
innovation (Miles, 1993 ). The combinations
tend to vary among service firms due to their
specific contexts and environments such as firm
size, services industries and specific country.
Small changes or incremental innovations from
adaptations of existing products or a new way of
delivering a service are included into the
innovation concept (Sundbo et al, 200 1).
Services are identified as supplier-dominated
sectors in which innovations are often generated
by outsiders of sectors (Miozzo et al., 2001). In
addition, innovation in services is created via
non-linear  processes. Especially, service

innovation is frequently organic, emergent and

responsive. Innovation activities in services are

rarely organised by formal R&D departments
and are rarely regarded as R&D by service firms
themselves. Innovation is frequently perceived
as ‘project development” and ‘ad hoc’
organisation (Sundbo, 1997, Green et al., 2001)
As services are diverse and heterogeneous,
ways of managing innovation activities in
service firms are various and depend on specific
factors — e.g. forms and sources of innovation,
types of workers involved or impacted, market
circumstances, needs of potential users (Green
et al., 2001). Skills of management and qualified
employees are vital to service firms in
organising innovation activities. In addition,
Sundbo and Gallouj (199 8b) propose a dual
form of organisation of innovation activities that
new ideas come from both management and
staff in the hotels; however, the management
controls

innovation through screening and

selecting the proper innovation.

3. Method and Cases

With an aim to explore service innovation
in a specific setting, the article employs a
multiple-case study approach. Multiple-case
studies offer more compelling evidence that

tends to make the study more robust because of

a logic of replication that results are verified and



refined by additional cases (Yin, 2003 :46).
Three multinational hotel groups — including
InterContinental Hotels Groups (IHG), Marriott
and Accor — were examined as 1) these three
multinational hotel groups are ranked in the top
6 largest international hotels in the world by
number of hotels in 2004, 2) they have affiliated
hotels operating in UK and Thailand, and 3)
they have long been operating their international
business with a focus on continual changes and

improvement. Top management at headquarters
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(HQs) and Regional HQs in each hotel group
were interviewed. Also, to reflect a perspective
of innovation from affiliated hotels located in
different locations, General Managers and man-
agement in affiliated hotels were interviewed. In
total, 43 interviewees were conducted though an
in-dept interview method from December 2005
— April 2007. Data were sent to interviewees for
data validation. (See Table 1 for the three

multinational hotel groups and their affiliated

hotels examined)

Table 1 The three multinational hotel groups and their affiliated hotels examined.

Hotel Groups Hotel Chains Brief profile Number of affiliated hotels examined
UK Thailand
IHG InterContinental Luxurious upscale brand 1 (London) 1 (Bangkok)
(UK-based HQs) Holiday Inn Mid-scale brand 1 (Manchester) 1 (Bangkok)
Marriott Marriott Upscale full-service brand 2 (London/Manchester) 1 (Pattaya)
(USA-based HQs) Courtyard by Marriott | Upper moderate-price 1 (London) N/Al
limited service brand
Accor Sofitel Upper-upscale brand 1 (London) 1 (Bangkok)
(France-based HQs) Novotel Mid-scale brand 1 (Manchester) 1 (Bangkok)

4. Service innovation in Multinational Hotel

Groups

The first part of the empirical analysis

4.1 Small and incremental innovation

Innovations occurring in the multinational

hotel

groups

tend to Dbe

small and

investigates characteristics of service innovation

in the multinational hotel groups.

incremental. The innovations encompass small

changes and gradual improvement of existing

lCourtyard by Marriott in Bangkok was under construction at the time of interview.
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services and processes. The core business of the

hotel does not change. The findings are

consistent with the statement that the innovations
and based on

are mostly incremental

practical experiences (Boden and Miles, 2000).
Evidence from the three multinational hotel

groups are presented in Table 2.

Table 2 Extracted evidence of improvement in service offerings in three multinational hotel groups

Hotel Group | Existing service and process

Improvement of existing service and process

IHG Concierge service The new concierge concept deploying a visual tool and on-line tour video
Check-out Breakfast check-out service for business travelers
Marriott A guest room The new guest room with new design and a new bed design called ‘Revive
Bed’
Accor Bedding The new bed concept called ‘My Bed’, designed by Accor

A guest room

atmosphere

The new generation Novotel in UK with a new room design and friendly

4.2 Beyond technological innovation
The empirical analysis also shows that
innovations in the multinational hotel groups
involve technological and non-technological
innovations. For technological innovations, the
multinational hotel groups often employ and

exploit information technology (IT) for their

service and process improvement. The results
are parallel to Miles (1 99 3 )’s notion that
innovation in services often involves a
technological dimension. Table 3 presents some
evidence of IT application in the three

multinational hotel groups.

Table 3 Extracted evidence of technological innovation in three multinational hotel groups

Hotel Group Examples of technological innovation

IHG Holiday Inn launches self-service front desk kiosk technology via the eCheck system.

Marriott Marriott introduces eFolio which provides guests with emailed copies of hotel bills.

Accor Accor initiates ‘Dial-A-Smile’ system to answer customer calls within the hotels. Customers can dial one
number to request all services.




Beyond technology-based improvement,
the multinational hotel groups also induce
non-technological innovation which changes or
improvement in service and process is derived
from changing organisational behaviours and
processes. The findings support Miles (1993)’s
service innovation is

thesis that beyond

technological innovation, and it embodies

changes in organisational processes and
managerial practices. An exemplar is a case of
Sofitel in London that a process of cleaning a
guest room is modified by putting few steps to
existing routines to ensure a high quality of
cleaning in a guest room. In addition, Inter
Continental Hotels & Resorts redesigned
a process of services to reflect a new brand
proposition. For Marriott, Marriott in London
reduced check-in time by using staff to check in
for guests.

However, these two types of innovations,
occasionally, cannot be clearly separated.
Service innovation can be a mixture of techno-
logical and non-technological innovations. For
instances, an introduction of a computerised
system — i.e. Guest History Database System

and Reservation Recording Programme — in
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Novotel Manchester Centre unavoidably
changes an operating routine and behaviours of
receptionists at a reception desk. In addition, a
new concierge concept at InterContinental
Hotels & Resorts requires IT as a basic support
to develop a destination-tour video put on
InterContinental website. Clearly, the findings
confirm that behavioral and technological
innovation will often be a mixture in service

innovation (Sundbo et al., 2007).

4.3 Intertwining product and process
innovations
In the multinational hotel groups,
changes in service offerings often need changes
in a service process. Changes in a service
process also impact service offerings. The
service process and product is hard to be
separated as the service product is in fact the
service process or procedure (Gallouj, 2002).
For instances, when IHG introduced the new
concierge concept, it also designed and modified
a process of concierge services — e.g. designing
a new concierge area, and adding staff to be

responsible for putting information about local

destination on the website. To implement AYS

’AYS (At Your Service) system and Dial-A-Smile system is a service system that customers in the hotels only dial one

number (instead of 4-digit numbers) to request services — such as laundry, taxi, newspaper, food and complaints.
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(At Your Service) system in Marriott hotels and
‘Dial-A-Smile’ sys‘cem2 in Accor hotels, the
hotels have to install a new technology system,
and increase a position to answer customer calls
customer related

and assign requests to

departments.

4.4 Adoption and adaptation innovation

Evidence shows that innovation is

fostered by an adoption of a new service and
process. According to brand standards, the

multinational hotel groups require their

affiliated hotels to comply with the standards
developed by HQs. An adoption innovation
occurs when the affiliated hotels adopt the
standards — that is new to them. For examples,
according to Marriott standard, Marriott hotels
hotels also

have to adopt AYS. Accor

implement ‘Dial-A-Smile’ due to Accor
standard compliance. In a similar way, Holiday
Inn hotels in IHG have to adopt breakfast
check-out because of Holiday Inn standard.
Interestingly, the affiliated hotels also

generate innovation by adapting standards

Table 4 Extracted evidence of standard adaptation in affiliated hotels

Hotel chain Case by location Example of standards Examples of adaptation
InterContinental London Executive club An executive club in InterContinental London is
situated where guests can see the Buckingham Palace.
Bangkok Executive club An executive club in InterContinental Bangkok pro-
vides a 24-hour service for guests from different time
zones.
Marriott Manchester Service standard Manchester Marriott Airport brings in local restau-
rant.
Pattaya (Thailand) | Reception Pattaya Marriott Resort & Spa includes ‘Wai’ and ‘E-
Thanks’ into reception.
Sofitel London Cleaning process Sofitel St James London initiates a new way of clean-
ing guest rooms.
Bangkok Reception (restaurant) Sofitel Central Plaza Bangkok adds ‘Wai’ into greet-
ing at the restaurant.




developed by HQs. The affiliated hotels need to
adapt the standards to a certain degree to fit with
their specificities and local markets. The
findings are consistent with Sundbo et al
(2001)’s statement that innovation in services
comes from adaptations of existing products and
processes. Table 4 shows some extracted
evidence of standard adaptation in affiliated

hotels.

4.5 Project-based innovation
Innovation in the multinational hotel

groups often occurs based on a project
development. It can be seen as a systematic
process. The findings are parallel to the notion
that service innovation is often project-based
(Sundbo, 1997, Green et al., 2001). However, a
systematic process of innovation in the multi-
national hotel groups contrasts to the statement
that service innovation is often unsystematic
(Sundbo, 1997, Green et al., 2001) and does not
come from R&D department (Sundbo and
Gallouj, 199 8a). As the multinational hotel
groups are a large service company with
systematic management practices, they have an
innovation strategy, R&D department and a

department responsible for innovation — i.e.

marketing department. Changes or improvement
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in services and processes in the hotels are
planned and formally organised. The hotels tend
to conduct research and gather several actors
or members to generate innovation. Top
management will make a final decision to
choose the appropriate innovation. An exemplar
is the new concierge concept in IHG. A team at
HQs and affiliated hotel discussed and came up
with the new concierge process. Then, they
developed a prototype and tested it in the
selected hotels. For Accor, Novotel Asia
introduced a new executive floor by conducting
research on customers through affiliated hotels.
The management at Accor Regional HQs and
General Managers from Novotel hotels
discussed and initiated this idea. They tested this
new model in the new Novotel hotels. After they
received comments from the affiliated hotels

and customers, they gradually adjusted and

improved services in the executive floor.

5. Sources of innovation

Innovation is derived from several actors
and interaction among actors — including
customers, front-line staff, top management,

HQs and other organisations.
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5.1 Customers as a key driver for innovation

A key source driving the multinational

hotel groups toward innovation is customers.
The findings confirm that service innovation is
more customer based (Sundbo and Gallouj,
1998b). However, the findings are contradict to
Miozzo and Soete (200 1)’s investigation that
innovation in services is more supplier-dominated,
which innovation in services is often generated
by suppliers — i.e. IT company. For the hotel
business, a service offering is an experience that
customers receive during their stay at the hotel.
Customers’ needs continually change as customers
tend to have more knowledge and unique
demands. The multinational hotel groups may
need to amend their services and processes in
order to satisfy customers. Therefore, the
multinational hotel groups conduct customer
research or surveys to discover and understand
customers’ needs and expectation. For
examples, Marriott applies Guest Satisfaction
Survey (GSS) which questionnaires are filled in
by customers after receiving services in the
hotels. Similarly, IHG implements Guest
Satisfaction Tracking Survey (GSTS). Accor

also employs customer survey and comment

cards to obtain customer feedback.

5.2 Front-line staff as a Kkey source of
innovation
The multinational hotel groups capitalise
on their front-line staff’s initiatives and
experience to induce new service offerings. The
front-line staff propose new ideas, suggestions
or solutions to improve their routines in the
hotels. Due to direct interaction with customers,
the front-line staff particularly notice what
customers want. In addition, they find problems
occurring in working routines as they perform
the routines everyday. Comments from the front
-line staff are vital to new services and
processes in the multinational hotel groups. An
exemplar is a case of cleaning process in Sofitel
hotel in London. Staff in the Housekeeping

Department suggested a new way to ensure a

high level of cleanliness in a guest room.

5.3 Learning from others

The hotels learn from other affiliated
hotels in the same hotel group. They have a
visiting scheme to learn and share knowledge
and practices among members in the group. For
example, in Manchester, Novotel hotels visited
the hotels in their group to learn from each
other. In addition, Sofitel hotels in Europe

visited the Sofitel hotel in London who initiates



a new cleaning process. Learning from others in
a network can be explained by Lam (2006) that
firms create innovation and knowledge through
learning from contacts with external organi-
sations who are in a better position to challenge
existing perspectives and paradigms.

Moreover, the multinational hotel groups
learn from competitors. Evidence from Marriott
hotels presents that F&B staff pretend to be the
guests sitting in the competitors’ restaurants to
observe service offerings that the competitors
provide. Occasionally, staff in Sofitel hotels
walk into the competitors’ properties to learn the
competitors’ services and processes. This shows
that innovation in the hotel is easy to imitate as
it is small and do not involve high-technological
skills (Boden and Miles, 2000, Sundbo and
Gallouj, 1998b). Especially for firms in tourism
sector, most innovations in tourism cannot be

patented (Poon, 1993).

5.4 HQs as an idea initiator and final deci-
sion maker

New ideas are also generated by HQs. At

the multinational hotel groups level, a

management team at HQs initiated new idea,

developed and tested it before the innovation is

distributed to affiliated hotels within the groups.
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For examples, in IHG, a project team at HQs
discussed and developed this new concierge
concept. Then, the new concept was prototyped
and tested in the selected hotels.

New ideas in the affiliated hotels are
verified and approved by the General Manager.
Once the General Manager approves the new
ideas, the new ideas will be approved by HQs at
the final stage. HQs need to ensure that new
service offerings will not break a proposition of
a brand standard. The findings are consistent
with a dual form of innovation activities which
ideas can come from everywhere in the
organisation and the management will screen
and select the proper idea (Sundbo and Gallouj,
1998b). Evidence from the three hotels is illus-

trated as below.

We [InterContinental Bangkok] have to
get that level of approval [from the
Corporate HQs] to make sure that what
[new services and processes] we are doing
is okay...If we went far beyond the brand
in [a] certain area, then we have to be
pulled back. So if we do something far
beyond what IHG generally do in the
hotel,

then obviously there will be

question and challenge for London
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because it goes to [an] issue of brand
integrity. (Acting General Manager,

InterContinental Hotels & Resorts)

We do have a form that the hotels need to
fill in to apply for permission to not
implement  certain  standard.  They
[affiliated hotels] need my approval and
Operational Vice President’s approval.

(Corporate Brand Marketing Manager,

Accor Asia)

We [Marriott Hotels & Resorts) have ‘blue
ocean’ strategy — do out of box. We can
increase varieties of breakfast by putting
Thai local breakfast. Instead of providing
just cooked food, chief cooks for guest and
shows how to cook as the same time. This
is different and better. If we do different
and not better, Marriott [HQs] will not
approve. (General Manager, Marriott

Hotels & Resorts)

6. Conclusion

This article has discussed service
innovation including characteristics of service
innovation and sources of innovation in the
multinational hotel groups. Innovation in the
multinational hotel groups is often small and
incremental. Due to customers’ expectation and
needs, service offerings cannot be too alien to
customers. New services and processes tend to
be gradually improved. Innovation in the three
cases is a customer-driven one. The multinational
hotel groups innovate with an aim to produce
and deliver new value to customer. Therefore,
customers’ comments or ideas are vital to
generate innovation that satisfy cusotmers. As
the front-line staff directly interact with customers,
they know customers’ needs, expectations or
problems. Solutions or suggestions from the
front-line staff help generating innovation in the
multinational hotel groups. The cases also show
that new ideas, services and processes come
from several actors in the multinational hotel
groups. However, HQs and General Manager in
affiliated hotels play a decisive role to finalise
innovations, mostly, based on a scope of a brand
standard. With a bottom-up and top-down
process, the organisation of innovation activities

can be called a dual form.
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Abstract

This study focuses on factors affecting knowledge application of bank branches
in Thailand. Four factors were information technology support, teamworking, social
network and internal communication. The findings indicated that internal communica-
tion and social network had high influence on knowledge application respectively. The
suggestions and directions for future research in the areas of knowledge management

were also discussed.

°o_ o v v Y £ J A o
ALY : ﬂ1§61615ﬂ'ﬂl|§‘ ﬂ']ﬁﬁﬂﬁ'?iﬂWﬂﬁluﬂ\iﬂﬂ'ﬁlmgmi'E'J"IHEJ‘VI'NﬁQﬂiJ

Keywords : Knowledge Application, Internal Communication and Social Network



Introduction

According to Grant (1996), the importance
of knowledge and its management has been
highly recognized in several research works,
representing several research traditions, including
organizational

learning, = management  of

technology, and managerial cognition. In
knowledge-based economy, organizations need
to utilize their

resources effectively and

knowledge is obviously one of the most

important resources of the organizations.
Nonaka (1991) stated that knowledge exists in
human beings and thus managing or applying
knowledge is involved with people both within
the organizations and people outside. In order to
apply knowledge effectively, there are four
major factors; information technology support,
social network, internal communication and
teamworking.
Knowledge application becomes an
important task for any organization in all
industry, including banking industry. In the
knowledge-based society, banks have to
effectively apply their knowledge to outperform
their competitors. According to Bank of
Thailand (2008), Ssince 1997, the development
of banking laws and regulations has brought

significant changes to the domestic banking
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industry, including the entry of foreign banks to
compete within the Thai banking industry,
increasing competition and making it fiercer
than ever.  Further, new technology and
management skills have changed the way banks
used to operate. Internet banking, for example,
and electronic machines have been introduced to
serve customers faster and to lower the costs of
bank operation in the long run. As for the
degree of competition in the Thai banking
industry, there was clearly a higher degree of
competition through these financial reforms.
The Thai government had the Financial Sector
Master Plan to help strengthen the financial
systems.

According to the Bank of Thailand

(2008), there are three forces of change in the

Thai banking industry.

1. The emergence of New Technology

With new application of new technological
tools, banks have created more convenient and
efficient channels of delivery of financial
services, such as E-banking service. With these
new tools, financial service providers are
available not only at bank branches, but also at

bank customers’ computers at home or at the

office. The physical barriers of banking services
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are now removed and banks have to compete at
competitive levels where customers have more
knowledge to demand more complicated
banking services, and banks need to compete
and utilize their resources to offer better services

than their competitors (Tanriverdi, 2005).

2. Liberalization and Deregulation
The globalization and international

banking trend moves towards financial
liberalization and deregulation, resulting in
higher competition among banks, and banks
have to enhance their efficiency because the
competition in Thailand is not limited among
domestic Thai banks; international banks are
also allowed to compete for the same customer
base and the same types of services provided by
Thai banks. Moreover, the problems or
challenges mainly concern the ability to cope
with the new banking environment, and banks
need to try to gain more benefits from liberalization
and deregulations. Banks have to manage
resources effectively to be aligned with business
opportunities and strategies to maintain or
improve their

organizational performance

(Ishida, 2002).

3. Increasing Customer Sophistication

Bank consumers currently have many
ways to access financial products and services.
With new competitors, including foreign banks
and nonbanks, such as AEON and GE Capital,
domestic banks have had to adjust their resource
and capabilities in order to improve their
performance. In addition, new technological
delivery methods, such as electronic banking or
mobile banking, have been introduced to
provide financial services to customers. For this
reason, customers are becoming increasingly
sophisticated in their demands for faster and
more convenient services from financial service
providers. In the past, banks competed heavily
in traditional savings instruments. Currently,
new investment products are being introduced to
customers and have become new areas of
competition. Banks now encounter these new
challenges and need to adjust and improve their
business operations to respond more efficiently
and effectively to customers’ expectations and
to deal with competitors in the banking industry
(Kubo, 2006).

In addition, according to Kubo (2006),

the changes in the competitive environment of

the Thai banking industry are noticeable in



terms of ownership structures and regulations.
After the financial crisis, for several banks the
ownerships, formerly belonging to families,
were transferred to the state and international
banks. Although several changes occurred after
the crisis in banking operations, the six largest
banks provided approximately 70 percent of the
total loans of the banking sector, indicating the
stable market shares dominated by big banks.

In this study, the author has chosen to
study seven commercial banks which have more
than 100 full branches, located in the Bangkok
area, including:

¢ Bangkok Bank

¢ Krung Thai Bank

o Kasikorn Bank

e Siam Commercial Bank
e Bank of Ayudhya

e TMB Bank

¢ Siam City Bank

These seven banks account for 8 3 7
branches out of 1,101 branches of all banks in
Bangkok. Since Bangkok is the capital of the
country, bank competition is significantly high
there. The importance of knowledge management
in Bangkok is crucial for the branches to be able
to respond to this competitive environment.

Banks are one of the most important business
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sectors in the economy of any country. Moreover,
the nature of the banking business is to operate
24 hours, such as ATM services. This implies
the crucial role of knowledge management for
banking operations.
Literature Review

The author reviewed several aspects
related to knowledge, knowledge application,
and four factors, which were teamworking,
internal communication, information technology
support and social network, affecting knowledge

application as follows.

Characteristics of Knowledge

Ju, Li and Lee (2006) have stated that
knowledge can represent different characteristics.
If knowledge is complex, the cost of knowledge
acquisition tends to be higher and it is more
difficult for organizations to access such
knowledge.

McDermott (1999) has suggested that
knowledge differs from information, and sharing
knowledge requires different concepts and tools.
There are six aspects of knowledge that are
different from information.

1. Knowing is a human act. Knowledge

always involves people, especially

people that know.
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2.Knowledge is a residue of thinking.
Thinking is a key to making information useful
for users. Moreover, it transforms information
into insights and insights into solutions for
business practices. In one way, knowledge also
comes from experience, but the experience alone
is not sufficient, meaning that experience needs
to be combined with thinking.

3. Knowledge is created in the present
moment. Most people cannot articulate what
they know and it is largely invisible to their
thoughts when they have questions and start to
think about the answer to a problem.

4. Knowledge belongs to communities.
People learn and create knowledge when
participating in communities, including families,
neighbors, and with colleagues.

For example,

marketing specialists learn market survey

methods, but they also learn marketing
perspectives by asking questions about product
use, customer behaviors, and so on. This

knowledge is embedded in the marketing
discipline and can be transferred to others by
professional practices.

5. Knowledge circulates through commu-
nities in many ways. Knowledge can flow
within and through professional communities

and from one generation to the next. The

knowledge of communities is in the form of

unwritten work routines, work products,
textbooks, procedures, stories and specialized
languages.

7. New knowledge is created at the
boundaries of old knowledge. In learning new
things, people normally compare the new things
they learn with what they already know. The
practice of professional work is related to the
thinking that comes from experience and current

information, and new knowledge emerges from

thinking at the basis of current practice.

Types of knowledge

Karkoulian, Halawi and McCarthy
(2008) have stated that knowledge has two
forms, explicit and tacit. The first type is
explicit knowledge, which can be documented
and shared through information technology (IT).
Explicit knowledge is structured, has fixed
content, and is externalized and conscious
(Martensson, 2000 ; Haldin-Herrgard, 2000).
The second type is tacit knowledge, which
exists in the human mind, behavior and
perception. The characteristics of tacit knowledge
are that it is personal, cognitive, and is difficult
to explain in words or in writing (Gore and

Gore, 1999).



Knowledge Application

Lubit (2001) has stated that outstanding
knowledge application can assist the organiza-
tions in building a sustainable competitive
advantage. Further, Ju, Li and Lee (2006) and
Cui, Griffith and Cavusgil (2005) have suggested
that knowledge application means the process of
using knowledge and this includes storing,
retrieving, applying, contributing and sharing
knowledge.

The concept of knowledge application
results from the configurations of organizational
structure and culture (Cui, Griffith and Cavusgil,
2005).

According to Tanriverdi (2005), using
data from 250 Fortune 1,000 firms, knowledge
application leads to greater organizational
performance due. In addition, cross-unit synergies
from the product, customer, and managerial
knowledge resources of the firm created by
knowledge application enhance the financial

performance of the organization (Ju, Li and Lee,

2006).

Teamworking
Many organizations currently operate

with the concept of team-based organizations,
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allowing employees to meet in order to identify
and solve problems together.

Greenough (1998) has identified from
research findings that workers highly value the
opportunity to interact and to know more about
other team members, resulting in knowledge
transfers and exchanges among organizational
members.

The culture of teamworking is an important
aspect for the organization as the dynamic force
to adapt to the new realities of the business
world (Bradley, 199 4). Therefore, senior
managers have to plan carefully how to create
an effective teamworking environment in the
organization. Team learning has become one of
the most important elements in teamworking as
an important aspect leading to knowledge
management in organizations. It is crucial to
encourage teams to review their knowledge and
experience from working and exchanging
information among team members in order to
improve the problem solving and decision
making of the team and the organization. With a
closer working relationship, organizations can
clearly benefit from knowledge flows among
individuals, groups, and departments with the
clear guidelines provided by the organization

executives.
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Internal communication

In relation to the aspect of knowledge
management, in Nonaka's work on The
Knowledge-Creating Company (199 1), redun-
dancy the conscious overlapping of company
information, business activities, and managerial
responsibilities generates frequent dialogue and
communication among workers, helping in the
transfer of tacit knowledge. Thus, having
frequent dialogues and communication assists
with internal knowledge sharing, knowledge
acquisition, knowledge conversion or creation,
and knowledge application in the organization.
Therefore, effective internal communication is
significant for knowledge storage and capturing.

Welch and Jackson (2007) have indicated
that internal communication is comprised of
between

the interactions and relationships

stakeholders ~ within  organizations  across
a number of interrelated dimensions, including
internal line manager communication, internal
team peer communication, internal project peer
communication, and internal  corporate
communication. Furthermore, the participants in
internal communication include all groups at
different levels in the organization, as follows:

e all employees

e strategic management: the dominant
coalition, top management or

e strategic managers (CEOs, senior
management teams)

e day-to-day management: supervisors,
middle managers or line-managers
(directors, heads of departments, team
leaders, division leaders, the CEO as
line manager)

o work teams (departments, divisions)
and

e project teams (internal communication

review group, company-wide e-mail

implementation group)

Information Technology Support

Iftikhar, Eriksson, and Dickson (2003)
have stated that information technology offers
one of the strongest components of knowledge
management development and includes a range
of systems offering capabilities in knowledge
management.

Even though there are many

benefits that information technology has

obviously provided for organizations, many
concerns about the application and management
of information technology should be raised,
regarding large and

especially complex

information systems. In addition, several



organizations have not understood that when

they acquire information technology, the

systems will generate good management
outcomes. AccordngAccording to Radhakrishnan,
Zu and Grover (2008), information technology
provides three characteristics of impacts on
operational processes.
1. Information  technology can be
automated to increase the ability to produce
more or provide better quality output from input.
2. Information technology can be useful
in storing, retrieving, manipulating,
and disseminating information.
3. Information technology can transform
operational processes by changing and

improving the pattern of how organizations

interact within their value chain.

Social Network

According to Gregory (2007), the social
network is a set of relationships between a group
of individuals or organizations that usually have
similar interests, and with these networks one
can utilize the network or connections to learn
from others. The social network can also be an
important source of knowledge. By interacting
with customers and suppliers, or by learning

from external experts, an organization can
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capture and acquire new knowledge. In their
research, Somchai Numprasertchai and Igel
(2005) stated that by forming social networks,
for example, collaboration and exchange among
universities and government agencies and
industries can help to generate greater breadth
and depth of research knowledge than pure
in-house development. Weber and Khademian
(2008) have noted that it is important to focus
on relationships and involvement in taking what
is known among social network participants and
engaging the exchange among social network
participants; in this way, new information or
knowledge can be developed and combined into

functional and useful practices for problem-

solving purposes.

Thai Banks and Knowledge Management
Thai banks are organizations facing high
competition and  fast-changing  business
environment and they need to effectively apply
their knowledge as one of the most important
resources. In order to survive and to remain
competitive, Thai banks have been involved
significantly  in

knowledge  management

activities. Several banks have proposed

programs to focus more on knowledge and to

embrace the idea of knowledge-based
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organizations. For example, according to Kasikorn
Bank (2009), Kasikorn Bank introduced a new
dimension of knowledge that goes beyond
financial services, called “K Now”(pronouncing
“know”), aiming to provide a financial advisory
services offering new vistas in access to
financial information, news and tips, all smartly
presented to ensure that it is all easy to digest to
help customers efficiently manage their wealth.

According to Bangkok Bank (2009),
Kasikorn Bank (2 0 0 9 ), Krung Thai Bank
(2009), Siam Commercial Bank (2009), and the
Thai Military Bank (2 009 ) have conducted
several similar activities related to managing
knowledge in their organizations, including;

- Close communication within banks for
information exchange and sharing. All banks
clear vision must be

have stated that

communicated throughout the banks and
effective information flow is significant for
supporting the bank’s operations.

- Building a social network. Business
partners and alliances are crucial for success in
the banking business. All banks have emphasized
the creation of new alliances and new networks

founded in order to learn about and acquire new

knowledge beneficial to their businesses.

Rationale for the Study

As the author has reviewed past literature,
it was found that there was no empirical study
about the

relationship among knowledge

application, internal communication, social
network, information technology support and
teamworking. Therefore, to study the relationship
among these factors can help both academics
and practitioners understand and improve the
knowledge application. Two objectives of this
research are, firstly, to study the influence of
internal communication,

social  network,

information technology support, and
teamworking on knowledge application in bank
branches. The second objective is to investigate
the degree of influence of each factor on
knowledge application in bank branches.

In the

knowledge-based economy,

banking is one of the most competitive
industries in Thailand (Bank of Thailand, 2008).
The need for understanding the knowledge
application is crucial to the way to improve
knowledge management. Therefore, studying
factors affecting knowledge application in the
banking sector is important to improve their
operations. Moreover, according to Bangkok

Bank (2009), Kasikorn Bank (2009), Krung

Thai Bank (2009), and Siam Commercial Bank



(2009), the concept of knowledge management
and knowledge application is clearly adopted
and implemented by these banks. Furthermore,
the study in banking industry can clearly
represent the results of knowledge application

and its relationships with other factors.

Data Collection MethodResearch Methodology

The study used questionnaires as a tool to
collect data for the data analysis. The author
randomly selected the bank branches by using
Microsoft Excel with random functions. When
targeted branches were selected, questionnaires
were sent and followed up by telephone calls
and bank visits. Last, the author collected all
277 questionnaires with no missing values,
because when some questions were unanswered,
the author called back or visited the branch so
that the questionnaires could be completed. The
total time spent on the data collection was
approximately three months, from March to
May 2008.

In addition, the author used structural
equation modeling to help analyze the relation-
ship of factors or constructs in this study,
because from the purpose of this study, the

author aims to achieve two objectives which are,

firstly, to study whether there are influences of
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social network, internal communication, infor-
mation technology support, and teamworking on
knowledge application in bank branches.
Secondly, the author expected to investigate the
degree of influence of each factor on knowledge
application. In order to achieve both objectives,
according to Hair, Black, Babin, Anderson, and
Tatham (2006), structural equation modeling is
used in this study because it can analyze all
relationships in the model simultaneously and
test whether the data collected fitted well with
the proposed model, while multiple regression
analysis cannot. Thus, structural equation
modeling can provide more reliable results of
the study of relationship of factors far greater

than multiple regression analysis.

Structural Equation Modeling

As structural equation modeling is also
known as a technique for theory testing. Hair et
al. (2006) Hair, Black, Babin, Anderson, and
Tatham (2006) stated that theory can be thought
of as a systematic set of relationships providing
a consistent and comprehensive explanation of
phenomena and the model is used to represent
the theory.

Ullman’s (200 6) stated that structural

equation modeling (SEM) can be seen as a
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collection of statistical techniques allowing a set
of relations between one or more independent
variables and one or more dependent variables
to be analyzed and studied. In addition,
structural equation modeling is also known as
causal modeling, causal analysis, simultaneous
equation modeling, and analysis of covariance
structures. In SEM, constructs (or latent
variables) are shown in circles and the observed

variables (or measured variables) are depicted in

rectangles.

Model Fit Indices
In structural equation modeling, the

validity of the measurement model relies on the

goodness of the fit of the measurement model
and the sufficient evidence of construct validity.
This goodness of fit shows how well the
proposed or specified model can reproduce the
covariance matrix among the indicator items.
There are several fit indices for model
assessment. According to Hair et al. (2006),
Hu and Bentler (1999), MacCallum and Austin
(2000), main fit indices are used for model
assessment, including Comparative Fit Index
(CFI), Normed Fit Index (NFI), Non-Normed
Fit Index (NNFI), and Incremental Fit Index

(IFD).

Table 1 Measures of the Structural Model FitTable 1 Measures of the Structural Model Fit

Items Criteria
Comparative Fit Index (CFI) >0.90
Normed Fit Index (NFI >0.90
Non-Normed Fit Index (NNFI) >0.90
Incremental Fit Index (IFI) >0.90

Source : Hu and Bentler, 1999; Hair et al., 2006.

Reliability Analysis, Convergent Validity
and Discriminant Validity
Reliability analysis showed that all

constructs had the Cronbach’s alpha higher

than .80, (the lowest value was .852) indicating
highly reliable constructs (Hair et al., 2006).
Anderson and Gerbing, (1 9 8 8 ) provided

comprehensive understanding for convergent



validity and discriminant validity , which were
important validities to measure before further
conducting research on structural equation
modeling.

According to Hair et al. (2 0 0 6 ),
convergent validity means the ability of some
measures to have convergent validity when they
are highly correlated with different measures of
similar constructs. In other words, convergent
validity is the extent to which the scale
correlates positively with other measures of the
same construct. The results shown as convergent
validity were tested by evaluating the magnitude
of factor loadings of observed variables on the
proposed constructs or latent variables. To
measure, convergent validity, confirmatory
factor analysis was used by confirming that all
scale items loaded significantly on their
hypothesized construct factors (Anderson and
Gerbing, 1988). Anderson and Gerbing (1988)
also stated that when all the t-values exceed the
standard of 2.00, satisfactory convergent validity
is indicated. The chi-square statistic tests of both

measurement models are significant as anticipated
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when the sample size becomes large. Other fit
indices demonstrated good fit of the models.
The results of this study provided the lowest
t-value of 9.775, greater than 2.00.Discriminant
validity can indicate that one construct differs
from other constructs. According to Anderson
and Gerbing (1 9 8 8) and Jiang, Klein, and
Crampton (2000), the discriminant validity was
examined for each pair of constructs at a time to
compare the difference between y2 test of fixed
and free models, where the results should
exceed ¥2 (1, 0.05)=3.841 in order to conclude
that two constructs has discriminant validity. In
this study, the lowest difference between free
and fixed models was 31.551, higher than 3.841,
showing that the constructs have discriminant

validity.

Results and Discussions

For the results of this study, the author
discussed the descriptive statistics, proposed
model and parameter estimates as well as

discussion of the results as follows.
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Table 2 Descriptive Statistics of Observed Variables

Factors/ Constructs Observed variables Min Max Mean S.D.
itl: Our bank branch provides IT support for communication among
2 7 6.16 0.915
members.
it2: Our bank branch provides IT support for searching for and accessing
2 7 6.16 0.895
Information Technology necessary information.
Support it3: Our bank branch provides IT support for systematic knowledge storing. 2 7 6.15 0.965
it4: Our bank branch provides IT support for collaborative work with other
3 7 6.16 0.895
branches.
it5: Our bank branch provides IT support for data analysis. 1 7 6.00 1.068
kap1: Our bank branch has processes for applying knowledge learned from
2 7 5.87 0.844
experience.
Knowledge Application Kap2: Our bank branch uses knowledge to adjust business operations. 3 7 5.97 0.851
kap3: Our bank branch is able to locate and apply knowledge to changing
3 7 5.95 0.881
competitive conditions.
snl: Our bank branch has close co-operation with our stakeholders, such as
1 7 5.74 1.018
companies, universities, technical colleges, etc. are fomented.
Social Network sn2: Our bank branch is in touch with professionals and expert technicians. 3 7 5.67 0.931
sn3: Our bank branch encourages its employees to join networks made up of
2 7 5.52 1.009
people (such as customers and suppliers) from outside the organization.
tw1: In our bank branch, we have a team-based working environment. 2 7 6.13 0.760
Teamworking tw2: In our bank branch, we have team-based problem solving. 2 7 5.96 0.811
tw3: In our bank branch, we use team-based decision-making methods. 2 7 5.97 0.836
icl: Our bank branch has frequent communication within the organization. 4 7 6.24 0.752
ic2: Our bank branch has effective processes for communication among
1 7 5.94 0.823
departments.
ic3: Our bank branch has processes for two-way communication between
2 7 5.94 0.909
Internal Communication management and staff.
ic4: Our bank branch has processes supporting information flow within the
3 7 5.84 0.820
organization.
ic5: Our bank has processes for exchanging information and ideas within
4 7 5.88 0.852
our branch.
Branch Size (Persons) 6.0 45 14.78 5.075
Branch Age (Years) 2.0 62 21.31 9.799
The number of years the respondents have worked in the branch. 1.00 39 9.16 8.054




The data were collected from seven
banks in the proportion discussed in the
previous chapter, totaling 277 bank branches.
For data collection, questionnaires were distributed
to bank branches in the Bangkok area. The
main respondents were bank managers and
assistant bank managers, and in some cases the
managers assigned other staff to answer the
questionnaires. From the data collection, bank

managers and assistant managers of bank
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branches were the respondents to the question-
naires at 88.81% and others assigned by bank

managers were 11.19%.

Proposed Model

The proposed model of four factors
(information technology support, teamworking,
internal communication, and social network)

and knowledge application

KAP1
Knowledge
Application KAP2
KAP3

Figure 1 Proposed Model
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According to the objectives of this study,
the relationships between four factors or
constructs, including social network, information
technology support, teamworking, and internal
communication, and knowledge application

were shown in the figure above. All four factors

were hypothesized to have positive influence on
knowledge application. Additionally, the author
also tested whether the data fit well with the
proposed model and therefore structural equation
modeling was used to analyze to get the fit

indices.

Table 3 The Results of Proposed Model

Items Fit Indices Criteria
Comparative Fit Index (CFI) 0.931 >0.90
Normed Fit Index (NFI 0.939 >0.90
Non-Normed Fit Index (NNFI) 0.948 >0.90
Incremental Fit Index (IFT) 0.948 >0.90

Note: Chi-square = 569.664 based on 148 degrees of freedom

The fit statistics exceeded the criteria of 0.90. CFI, NFI, NNFI and IFI were higher than

0.90. Therefore, it can be concluded that the model fit well with the data. Therefore, further analysis

can be conducted.

Table 4 The Relation of Parameters and Parameter Estimates of Proposed Model

The Relation of Parameters Standardized Estimates
Information Technology Support > Knowledge Application A51*
(3.200)
Teamworking > Knowledge Application .239*
(4.786)
Social Network = Knowledge Application .308*
(6.380)
Internal Communication =2 Knowledge Application .340*
(4.904)

Note: * indicated statistical significance at .05 and t-values are shown in parentheses.



This model showed the effects of the
factors of information technology support (path
coefficient = .151 and t-value = 3.200), social
network (path coefficient = .308 and t-value =
6.380), teamworking (path coefficient = .239
and t-value = 4.786) and internal communication
(path coefficient = .340 and t-value = 4.904)
directly on knowledge application. This step
indicates clearly the effects of four factors on
knowledge application at the bivariate level
where internal communication and social
network have the highest effects on knowledge
application respectively. The goal of this model
is to study the direct impact of the four factors
and knowledge application.

The results of the study provided
answered to two objectives. Firstly, all four
factors had positive influence on knowledge
application, while the degrees of influence on
knowledge application were varied. Moreover,
the results also provided that internal communi-
cation, social network, teamworking, and
information technology support had statistically
significant influence on knowledge application
respectively and this finding showed that the

research met the second objective.
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Conclusions and Further Research

To conclude, with the purpose to study
how four factors, which were social network,
internal

communication, teamworking, and

information  technology support, affected
knowledge application, this paper had achieved
its objectives. The author had proposed two
objectives of the study and the conceptual
framework, followed by collecting and analyzing
data and discussing the research results. This
research has identified factors affecting knowledge
application. The findings of this study provided
that in order to achieve greater success in

knowledge application activities, organizations

have to focus on the effectiveness of these

factors, including information technology
support, social network, teamworking, and
internal  communication.  Moreover, the

influences of internal communication and social
network appeared to have higher impacts on
knowledge application of the organization. The
implications for bank branch managers and
other business practitioners are that the
importance of each resource or factor on
knowledge application is different. According to
the results, they should focus more on the activi-

ties to improve internal communication and

social network activities. For examples, bank
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managers can encourage and facilitate the flow

of information within the organizations.
Increasing the frequency of communication and
allowing two-way communication can lead to
more effective internal communications. In
addition, for improving social network, the
managers should try to find more ways to
increase the collaboration with external experts
and stakeholders. Additionally, supporting
employees to participate with external network,
especially with customers and suppliers can
improve the effective social network. All these

activities can be accomplished and then the

organizations can also improve knowledge
application. Therefore, Moreover, organizations
should focus more on these factors to improve
the long-term performance of managing
organizational knowledge. For the future studies,
researchers can extend the development of these
constructs for studying in the other dimensions
of knowledge application management research,
such as the concept of knowledge management
capabilities and the

relationship between

knowledge management capabilities and

organizational performance.
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Abstract

The research on: A Study of the advantages in the Competitiveness of the Tourism Industry between
Thailand and Vietnam” can be summarized that the tour operators had the overall opinion on the competitiveness
in tourism industry that Thailand was better than Vietnam. When headlines were considered, it was found that
the tour operators had the opinion towards competitiveness in tourism industry that Thailand was better than
Vietnam on the beauty of the tourist attractions of the nature type, historic sites, world’s heritage, security
service at the tourist attractions. Also was better in the hotel room quality, price of the hotels compared with
the room quality, security service of the hotels. As well as providing information on the tourist attractions and
hotels, development of the traveling roads, development of the train service, ports, and modernization of the
airports, electricity, tap water, telephone, the Internet quality, food quality and hygiene for the tourists. However,
it found the operators to have opinion on the competitiveness in the tourism of Thailand was better than Vietnam
in the convenience to enter the country, quality of the memorabilia, conservation of the environment,
promotion of investment in the tourism, price of fuel, and control of urban air pollution.

While the study on the competitiveness in the tourism industry of Thailand and Vietnam, using the
Travel & Tourism Competitiveness Index (TCCI) found Thailand had better overall capabilities than Vietnam
upon the consideration on the individual basis as follows:

1. Establishment of the structure in the tourism supervision found Thailand had better capability in the
competitiveness on the overall supervision than Vietnam, including the policy, rule, and regulation on the
environment, health, and hygiene. While on prioritization of tourism found Vietnam had better implementation
than Thailand on safety and security service.

2. On the economic conditions and infrastructures found Thailand had better competitive capabilities
in business environment and infrastructures than Vietnam, as well as the infrastructures on the air and land
transportation, tourism, communications and telecommunications. But it found Vietnam had a cheaper price in
this industry.

3. On the human resources in tourism, culture, and natural resources found Thailand to be more

competitive than Vietnam in all these stances, including human resources, and openness to tourism.

MAATY : ANNTINITONNNTUUITY

Keyword : Competitiveness
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Abstract

The objective of this research was to study the factors affecting customers’ service
using behavior and total satisfaction at Riverside Cruise Restaurant. The sample was 400
customers. Data was collected through questionnaires. Percentage, mean, standard
deviation, t-test, One-way ANOVA, Multiple Regression Analysis and Pearson product
moment correlation coefficient were applied as statistical analysis tools. Research findings
were as follows: The customers who were from different genders, ages, occupations,
monthly average incomes and member of Riverside Exclusive Card have affected on
customers’ behaviors. Value and lifestyle in each aspect; like excitement and outgoing could
forecast customers’ behaviors at a 0.01 statistically significant level. Regarding the attitude
towards service market mix factors in core benefit and promotion could forecast Total
satisfaction at a 0.01 statistically significant level. Perception of brand resonance in identity
and relationship and response could forecast Total satisfaction at a 0.0 1 statistically
significant level. Total satisfaction correlated with customers’ behaviors in travel for
relaxing and changing a dining atmosphere and pricing at 0.05 statistically significant level,
which was a low correlation in the same direction.  Total satisfaction correlation with
visiting frequency within 2 years at 0.01 statistically significant level, which were a low
correlation in the same direction. Customers’ behaviors could forecast customers’ behavioral
trend in opportunity of revisiting in recommending to others in average frequency of
opportunity of revisiting in 1 year and in average frequency of opportunity of revisiting in 5
years at a 0.0 1 statistically significant level. Total satisfaction could forecast customers’
behavioral trend in opportunity of revisiting in recommending to others in average frequency
of opportunity of revisiting in 1 year and in average frequency of opportunity of revisiting in

5 years at a 0.01 statistically significant level.
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1. Power Distance Index (PDI)

2. Individualism (IDV)
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Abstract
This paper synthesis from 2 research paper and 1 content in website of the wold

2

great specialist in global cross culture consumer analysis “ Hofstede's ” , First paper is
Hofstede's dimensions of culture in international marketing studies, Second paper is Les-
sons learned in cross-cultural research of Chinese and North American consum-
ers ( Doran,2007 ). and Third research is “ Dimensions of culture in international marketing
studies “ ( Soares et al ,2007 )

Objective of Paper

First objective : Cross culture Consumer analysis

Second objective : Cross culture Consumer analysis compare 2 culture between
western and eastern culture for international marketing plan

Conclusion, from Hofstede’s base theory in five dimension are apply to 3 re-
searcher ; Hofstede's , Doran. And Soares et al.

Result summary In cross culture consumer analysis are difference between western
and eastern consumer .Thus international marketing strategy for eastern consumers must
to use reference group and provide Information to exchange consumer behavior in group
for motivative target market and in marketing mix must to Innovativeness and develop Ser-

vice performance

o o W a a @ J T
ALY : Wﬂﬁﬂiihé}ﬂiiﬂﬂ%ﬂ\lﬁﬁluﬁiiﬂ naqmmmmmzmwﬂﬁzmﬂ

Keywords : Cross-Cultural - Consumer Behaviour , International Marketing Strategy
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Introduction

As the marketing world moves more
toward globalization, and as new markets are
opened up and developed, it becomes essential
to understand how consumer behaviors differs
from one culture to another.( Doran ,2002)

Hofstede's cultural dimensions Several
scholars discuss the choice of dimensions most

appropriate for conceptualizing and operational

culture (Bond, 1987; Clark, 1990; Dorfman and
Howell, 1988;Hofstede, 1984, 1991; Inkeles and
Levinson, 19 6 9 ; Keillorand Hult, 1999 ;
Schwartz, 1994; Smith et al., 1996; Steenkamp,
2001). However, Hofstede’s framework is the
most widely used international cultural frame-
work in psychology, sociology, marketing, or
management studies (Sondergaard, 19 9 4 ;

Steenkamp,2001).

" Culture is more often a source of conflict than of synergy.

Cultural differences are a nuisance at best and often a disaster."

Prof. Geert Hofstede,

First paper is Hofstede's dimensions of
culture in international marketing studies
Hofstede analyzed a large data base of employee
values scores collected by IBM between 1967
BC and 1973 BC covering more than 70 countries,
from which he first used the 40 largest only and
afterwards extended the analysis to 50 countries
and 3 regions. In the editions of GH's work since
2001, scores are listed for 74 countries and
regions, partly based on replications and
extensions of the IBM study on different

international populations. in 23 co

In 1984, 1991, 2001 bc Hofstede used
116,000 questionnaires from over 60,000 respondents
in seventy countries in his empirical study .He
created five dimensions, assigned indexes on
each to all nations, and linked the dimensions
with demographic, geographic, economic, and
political aspects of a society (Kale and Barnes,
1992), a feature unmatched by other frame-
works. It is the most comprehensive and robust
in terms of the number of national cultures sam-
ples (Smith et al., 1996). Moreover, the frame-
work is useful in formulating hypotheses for
studies. Conse-

comparative  cross-cultural



quently, Hofstede’s operational of cultures
(1984) is the norm used in international marketing
studies (Dawaret al., 1996; Engel et al., 1995,
Samiee and Jeong, 1994; Sivakumar and Nakata,

2001; Sondergaard, 1994).
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That Dimension, based on Confucian
dynamism, is Long-Term Orientation - LTO and
was applied to 23 countries.

These five Hofstede Dimensions can also
be found to correlate with other country and

cultural paradigms.

Hofstede five Dimensions

2. Individualism (IDV)

3. Masculinity (MAS)

1. Power Distance Index (PDI)

4. Uncertainty Avoidance Index (UAI)

5. Long-Term Orientation (LTO)

Five Hofstede Dimensions in Geert Hofstede research Global Perspective

Figure 1 world Average

FOI 1O MAS

World Awversge for Hofstede's Dimensions
L i K

Lol LTO
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Power Distance Index (PDI)

Power Distance Index that is the extent

to which the less powerful members of
organizations and institutions (like the family)
accept and expect that power is distributed
unequally. This represents inequality (more
versus less), but defined from below, not from
above. It suggests that a society's level of
inequality is endorsed by the followers as much
as by the leaders. Power and inequality, of
course, are extremely fundamental facts of any
society and anybody with some international

experience will be aware that 'all societies are

unequal, but some are more unequal than others'.

Individualism (IDV)

Individualism On the one side versus its
opposite, collectivism, that is the degree to
which individuals are integrated into groups. On
the individualist side we find societies in which
the ties between individuals are loose: everyone
is expected to look after him/herself and his/her
immediate family. On the collectivist side, we
find societies in which people from birth
onwards are integrated into strong, cohesive

in-groups, often extended families (with uncles,

aunts and grandparents) which continue
protecting them in exchange for unquestioning

loyalty.

The word 'collectivism' in this sense has
no political meaning: it refers to the group, not
to the state. Again, the issue addressed by this
dimension is an extremely fundamental one,

regarding all societies in the world.

Masculinity (MAS)

Masculinity Versus its opposite, feminin-
ity, refers to the distribution of roles between the
genders which is another fundamental issue for
any society to which a range of solutions are
found. The IBM studies revealed that (a)
women's values differ less among societies than
men's values; (b) men's values from one country
to another contain a dimension from very asser-
tive and competitive and maximally different
from women's values on the one side, to modest
and caring and similar to women's values on the
other. The assertive pole has been -called
'masculine’ and the modest, caring pole
'feminine'. The women in feminine countries

have the same modest, caring values as the men;

in the masculine countries they are somewhat



assertive and competitive, but not as much as
the men, so that these countries show a gap

between men's values and women's values.

Uncertainty Avoidance Index (UAI)

Uncertainty Avoidance Index Deals with

a society's tolerance for uncertainty and
ambiguity; it ultimately refers to man's search
for Truth. It indicates to what extent a culture
programs its members to feel either uncomfortable
or comfortable in unstructured situations.
Unstructured situations are novel, unknown,
surprising, different from usual. Uncertainty
avoiding cultures try to minimize the possibility
of such situations by strict laws and rules, safety
and security measures, and on the philosophical
and religious level by a belief in absolute Truth;
'there can only be one Truth and we have it'.
People in uncertainty avoiding countries are also
more emotional, and motivated by inner nervous
energy. The opposite type, uncertainty accepting
cultures, are more tolerant of opinions different

from what they are used to; they try to have as

few rules as possible, and on the philosophical
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and religious level they are relativist and allow
many currents to flow side by side. People
within these cultures are more phlegmatic and
contemplative,

and not expected by their

environment to express emotions.

Long-Term Orientation (LTO)

Long-Term Orientation versus short-term
orientation: this fifth dimension was found in a
study among students in 23 countries around the
world, using a questionnaire designed by
Chinese scholars It can be said to deal with
Virtue regardless of Truth. Values associated
with Long Term Orientation are thrift and
perseverance; values associated with Short Term
Orientation are respect for tradition, fulfilling
social obligations, and protecting one's 'face'.
Both the positively and the negatively rated
values of this dimension are found in the
teachings of Confucius, the most influential
Chinese philosopher who lived around 5 0 0
B.C.; however, the dimension also applies to

countries without a Confucian heritage.
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Compare Between western and Eastern culture

Figure 2 western culture

Figure 3 Eastern culture

United States

@200 SigmaTwo Gn:rupl- L0
FOI 1o MAS LAl LTO

Asizn Courtries

From Figure 2 western culture There are
only seven (7) countries in the Geert Hofstede
research that have Individualism (IDV) as their
highest Dimension: USA (91), Australia (90),
United Kingdom (89), Netherlands and Canada
(80), and Italy (76).

The high Individualism (IDV) ranking
for the United States indicates a society with a
more individualistic attitude and relatively loose
bonds with others. The populace is more
self-reliant and looks out for themselves and
their close family members.

The next highest Hofstede Dimension is
Masculinity (MAS) with a ranking of 62, com-
pared with a world average of 50. This indicates
the country experiences a higher degree of

gender differentiation of roles. The male

dominates a significant portion of the society
and power structure. This situation generates a
female population that becomes more assertive
and competitive, with women shifting toward
the male role model and away from their female
role.

The United States was included in the
group of countries that had the Long Term
Orientation (LTO) Dimension added. The LTO
is the lowest Dimension for the US at 29, com-
pared to the world average of 45. This low LTO
ranking is indicative of the societies' belief in
meeting its obligations and tends to reflect an
appreciation for cultural traditions.

The next lowest ranking Dimension for
the United States is Power Distance (PDI) at 40,

compared to the world Average of 55. This is




indicative of a greater equality between societal
levels, including government, organizations, and
even within families. This orientation reinforces
a cooperative interaction across power levels
and creates a more stable cultural environment.
The last Geert Hofstede Dimension for

the US is Uncertainty Avoidance (UAI), with a

Figure 4 China culture
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ranking of 46, compared to the world average of
64. A low ranking in the Uncertainty Avoidance
Dimension is indicative of a society that has
fewer rules and does not attempt to control all
outcomes and results. It also has a greater level
of tolerance for a variety of ideas, thoughts, and

beliefs.

Figure 5 China religion culture

FOI 1o MAS LAl LTO

Bthei st Crristian

Muslinn Other

Geert Hofstede analysis for China has
Long-term Orientation (LTO) the highest-
ranking factor (118), which is true for all Asian
cultures. This Dimension indicates a society's
time perspective and an attitude of persevering;
that is, overcoming obstacles with time, if not

with will and strength. (see Asian countries

graph below)

The Chinese rank lower than any other
Asian country in the Individualism (IDV)
ranking, at 20 compared to an average of 24.
This may be attributed, in part, to the high level
of emphasis on a Collectivist society by the
Communist rule, as compared to one of Individu-

alism.
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The low Individualism ranking is
manifest in a close and committed member
'group’, be that a family, extended family, or
extended relationships. Loyalty in a collectivist
culture is paramount. The society fosters strong
relationships where everyone takes responsibility
for fellow members of their group.

China’s religion is officially designated

as Atheist by the State, although the concepts

Figure 6 China culture

and teachings of the ancient Chinese philoso-
pher Confucius (500BC) are woven into the
society at large. Some religious practice is
acceptable in China; however, the government
sets rigid limits

Second paper is Lessons learned in
cross-cultural research of Chinese and North

American consumers (Doran,2007).

Figure 7 US culture

United States

FOI 10 MAS Ual LTO

FOI 10 MAS LAl LTO




Figure 8

China consumer decision process
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Figure 9

US consumer decision process\
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One of the most interesting contrasts
uncovered by the research is the difference
between Chinese and North Americans in their
perception of thrift (Doran, 1997b).

For the Chinese, buying a high-quality
product that will provide superior performance
over a long product life is considered thrifty.
Alternatively, most North Americans equated
thriftiness with cheap, easily replaced items.

Budgeting also shaped the search processes of

the two groups

For North Americans, budget decisions
are made at the beginning of the search, and
often become one of the heuristics commonly
used to limit the search But The Chinese, on the
other hand, followed a truncated search pattern
where the product was chosen, a budget set, and
then they saved for the product. When the
money had been saved, a follow-up search was
made since considerable time might have

passed .Time frame differences were also

pronounced. Time differences occurred in three
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distinct ways. First, North American and Chi-
nese consumers differed on the amount of time
they were willing to devote to searching.
Second, they differed on the length of time they
were willing to wait before buying a product,
and third, they differed on how one they
expected products to last. North Americans
clearly operated on a much shorter time frame,
and as a result, emphasized a viewpoint that one
respondent viewed as a ‘‘throw away society.”’
Chinese consumers took their time and generally
expected products to last. In spite of the more
developed North American market environment,
or perhaps because of it, Chinese consumers got
a great deal more enjoyment out of searching
and shopping than did the North Americans.
Most Chinese respondents, both men and
women, referred to ‘‘window shopping’ as a
preferred leisure activity. Relatively few North
Americans felt they really enjoyed shopping,
and the majority felt it was a chore. The greatest
reason for a decline in shopping enjoyment on
the part of North Americans was lack of time.
They also felt that the number of shopping
decisions to be made had increased to the point
where all decisions.

Third research is “ Dimensions of culture

in international marketing studies “ ( Soares et

al ,2007 ) : Research use cultural dimensions in
marketing studies Although Hofstede used a
work-related context and originally applied his
framework to human resources management, it
is being used increasingly in business and
marketing studies (Milner et al., 1993; Sonder-
gaard, 1994; Engel et al.,1995; Dawar et al.,
1996; Sivakumar and Nakata, 2001; Shamkar-
mahesh et al., 2003).These dimensions have
been used to compare cultures,

This research has confirmed the relevance
of these cultural dimensions for international
marketing and consumer behavior (Notably,
Collectivism influences innovativeness (Lynn
and Gelb, 1996; Steenkamp et al.,1999; Yaveroglu
and Donthu, 2002; Yeniyurt and Townsend,
2003; van Everdingen and Waarts, 2003), service
performance (Birgelen et al., 2002), and advertising
appeals (Albers-Miller andGelb, 1996). Uncer-
tainty avoidance impacts information exchange
behavior (Dawar et al., 1996), innovativeness
1996;

(Lynn andGelb, Steenkamp et al.,

1999;Yaveroglu  and  Donthu, 2002;van
Everdingen and Waarts, 2003; Yeniyurt and
Townsend,2003), and advertising appeals
(Albers-Miller and Gelb, 1996).Power distance
affects advertising appeals (Albers-Miller and

Gelb, 1996), information exchange behavior
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and Collins, 1998), innovation (van Everdingen

and Waarts, 2003), and service performance

2003; van Everdingen and Waarts, 2003), and  (Birgelen et al.,2002). Finally, long-term
service performance (Birgelen et al., 2002). orientation influences innovativeness (van
Masculinity impacts sex role portrays (Milner  Everdingen and Waarts, 2003).
Table 1 Impact of Hofstede's dimensions in international marketing and consumer behavior
Power Dis- Individualism (IDV) Masculinity Uncertainty Long Term
tance Index (MAS) Avoidance Index Orientation
UAI LTO
(PDID) (UAD (LTO)
Innovativeness YES YES YES YES YES
Service performance
YES YES YES NO NO
Advertising appeals
YES YES NO YES NO
Information exchange
behavior YES NO NO YES NO
Sex role portrays NO NO YES NO NO

Conclusion of this synthesis paper

From Hofstede's base theory in five
dimension are apply to 3 researcher ; Hofstede's,
Doran. And Soares et al.

Result summary In cross culture consumer
analysis are difference between western and
eastern consumer

Western consumers are higher Individu-
alism than eastern consumers but lower Power

Distance than eastern consumers

Thus international marketing strategy
for eastern consumers must to use reference
roup and provide Information to exchange
consumer behavior in group for motivative
target market and in marketing mix must to

Innovativeness and develop Service performance
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Abstract

Restriction of the use of Hazardous Substances : RoHS is the requirements of
2002/95/EC launched by EU, it is related to the use of hazardous substances in all electrical
and electronic appliances equipment which apply electric for operation such as television,
Microwave oven, radio etc., That means any parts used in these equipment ranging from print
circuit board, electronic parts shall follow the RoHS regulations which hazardous substances
shall not be exceed the specified limit at least 6 types ; Pb, Hg, Cd, Cr-VI, PBB (Poly-
Brominated Biphenol), PBDE (Poly-Brominted Diphenol Ether)
frdday : a13desim in3ealFliih Saansedind

Keywords : Restriction of Hazardous Substances, Electrical appliances, electronic appliances
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Abstract

The following paper is the text of a lecture written for the 2nd International conference of
the Buddhist Economics Research Platform to be held at Ubon Ratchathani University, Warin
Chamrab, Ubon Ratchathani Thailand April 9-11, 2009. The key theme of the paper is that the
transition towards a post-industrial economy, which is increasingly based on the creation of
non-material value, reconnects us in some ways to premodern conceptions of society and economics,
which may therefore inspire us for a critical examination of current economic and political
arrangements, which were inevitably based on the primacy of material production. The paper
brings a number of arguments, why such an examination of premodern conceptions of human life,

may be fruitful.

Md ey : 1ATHFNY, IMTHFINGT, MIANADBNINMIRU, MUFONNIINILT9

Keywords : Economics, Political Economy, Financial Meltdown, Political Alternatives.



I see the emergence of Buddhist Economics
as part of a broader canvass of initiatives, ways
of thinking, and social practices, that could be
broadly termed ‘neotraditional’. My aim in this
essay is to offer a hypothesis of why their
emergence is important, and what role they
could play in movements aimed at reforming

and transforming the current political economy.

The Main Argument : the common immateriality
of traditional and post-industrial eras

It is not difficult to argue that modern
industrial societies are dominated by a
‘materialist’ paradigm. What exists for modern
consciousness is material physical reality, what
matters in the economy is the production of
material products, and the pursuit of happiness
is in very strong ways related to the accumula-
tion of goods for consumption. For the current
elite, its powers derive essentially from the
accumulation of capital assets, whether these are
industrial or financial. Infinite material growth
is really the core mantra of capitalism, even if it
happens through the medium of money.

But this was not the case in traditional,
i.e. “pre-modern”, agriculture-based societies. In

such societies, people of course do have to eat

and to produce, and the possession of land and
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military force is crucial to obtain tribute from
the agricultural workers, but it cannot be said
that the aim is accumulation of assets. Feudal-
type societies (like the Thai “Sakdina” system)
are based on personal relations consisting of
mutual obligations. These are of course very
unequal in character, but are nevertheless very
removed from the impersonal and obligation-
less property forms that came with capitalism,
where there is little impediment for goods and
capital to move freely to whomever it is sold to.
In the more traditional societies that we
have in mind, both the elite and the mass body
of producers are united by a common immaterial
quest for salvation, and it is the institution that is
in charge of organizing that quest, like the
Catholic Church in the European Middle Ages
or the Buddhist Sangha in South-East Asia, that
is the determining organization for the social
reproduction of the system. Tribute flows up
from the farming population to the owning
class, but the owning class is engaged in a two-
fold pursuit: showing its status through festivi-
ties, where parts of the surplus is burned up; and
gifting to the religious institutions. It is only this
way that salvation/enlightenment, i.e. spiritual
value or merit in all its forms, can be obtained.

The more you give, the higher your spiritual
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status. Social status without spiritual status is
frowned upon by those type of societies. This is
why the religious institutions like the Church of
the Sangha end up so much land and property
themselves, as the gifting competition is relent-
less. At the same time, these institutions serve as
the welfare and social security mechanisms of
their day, by ensuring that a part of that flow
goes back to the poor and can be used in times
of social emergencies.

It is still a little bit harder to argue for
Asia, now in many parts engulfed in rapid
industrialization, than for the West, but the
current era, is undergoing a fundamental shift to
immateriality.

Here are just a few of the facts and argu-
ments to illustrate my point for a shift towards
once again a immaterial focus in our societies.

The cosmopolitan elite of capital has
already transformed itself for a long time
towards financial capital. In this form of
activity, financial assets are moved constantly
where returns are the highest, and this makes
industrial activity a secondary activity. If we
then look at the financial value of corporations,
only a fraction of it is determined by the material
assets of such corporation. The rest of the value,

usually called good will, is in fact determined by

the various immaterial assets of such a corporation,
it’s expertise and collective intelligence, it’s
brand capital, the trust in the present and the
future that it can generate. This argument is only
partially invalidated by the current financial
crisis, which shows that financial speculation
may not be the best way to value immaterial
capital, but does not mean that the only value
would be a products ‘materiality’.

For example, if we take the most prized
material goods, such as say Nike shoes, they
show a similar quality, i.e. only 5% of its sales
value is said to be determined by physical
production costs, all the rest is the value
imparted to it by the brand (both the cost to
create it, and the surplus value created by the
consumers themselves).

The shift towards such a immaterial
focus can also be shown sociologically, for
example through the work of Paul Ray on
cultural creatives, and of Ronald Inglehart ‘s
World Values Surveys on the profound shift to
postmaterial values and aspirations.

For populations who have lived for more
than one generation in broad material security,
the value system shifts again to the pursuit of
knowledge, cultural, intellectual and spiritual

experience. Not all of them, not all the time, but



more and more, and especially so for the cultural
elite of ‘cultural creatives’ or what Richard Florida
has called the Creative Class, which is also
responsible for key value creation in cognitive
capitalism.

One more economic argument could be
mentioned in the context of cognitive capitalism.
In this model of our economy, the current
dominant model as far as value creation is
concerned, the key surplus value is realized
through the protection of intellectual properties.
While Asia is still (mostly) engaged in producing
cheap industrial goods (though it is changing
fast), the dominant Western companies can sell
goods at over 100 to 1,000 times their production
value, through state and WTO enforced
intellectual rents. It is clearly the immaterial
value of such assets that generate the economic
streams, even though it requires creating
fictitious scarcities through the legal apparatus.

However, it must be said, and we will
develop that issue later, that this model is under-
mined through the emergence of distributed
infrastructures for the production, distribution
and consumption of immaterial and cultural
goods, which makes such fictitious scarcity un-
tenable in the long run. The immaterial value

creation is indeed already leaking out of the

market system.
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The Second Argumen t : the nature of post-
deconstructive trans-modernism

Industrial society, it’s particular mental
and cultural models, are clearly antagonistic to
tradition. The old structures must go: religion is
seen as superstition, community is seen as
repressive of individuality, and tradition is seen
as hampering the free progress of dynamic
individuals. This makes modernism a very con-
structive force, for all the new it is capable of
instituting in society, but also a very destructive
force, at war with thousands of years of
traditional  values, lifestyles and social
organization. It attempts to strip individuals of
holistic community, replacing it with disciplinary
institutions, and commodity-based relations.

Then comes postmodernism, the cultural
(but also structural as it is itself an expression of
capitalist re-organization) reaction against
modernity and modernism. Postmodernism is
above all a deconstructive movement. Against
all ‘reification’ and ‘essentialisation’, it relatives
everything. No thing, no individual stands alone,
we are all constituted of fragments that
themselves are part of infinite fields. Through
infinite play, the fragmented ‘dividual’ has at its

disposal infinite constitutive elements that can

be recombined in infinite ways. The positive
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side of it, is, that along with freeing us with

fictitious fixed frameworks of belief and
meaning, it also re-opens the gates of the past
and of tradition. Everything that is usable, is
re-usable, and the war against tradition ends, to
make place for pragmatic re-appropriation.

But as the very name indicates,
postmodernism can only be a first phase of
critique and reaction against modernity and
modernism, still very much beholden to it, if
only in its reactivity to all things modern. It is
deconstructive, a social regression of the ego
that must receive ultimate therapeutic meaning
if it is followed by a reconstructive phase. For
postmodernism to have any ultimate positive
must be

meaning, it followed by a

trans-formative, reconstructive phase. A

trans-modernism if you like, which goes
‘beyond’ modernity and modernism.

We will come back to that crucial issue :
what can follow post-modernism, and what
kind of attitude towards tradition might this

entail?

The Third Argument : the problematic
nature of tradition
Using or returning to a premodern

spiritual tradition for transmodern inspiration is

not a path that is without its problems or
dangers, it can very easily become a reactionary
pursuit, a fruitless attempt to go back to a golden
age that has only existed in the imagination.

The core problem is that spiritual
traditions all occurred within the context of
exploitative economic and political systems.
Though the exploitation was different, most
traditional spirituality and its institutions
developed in systems that were based on tribute,
slavery , or serfdom. These systems usually
combined a disenfranchised peasant population,
a warrior or other ruling class, in which the
traditional religious institution played a crucial
role for its social reproduction, and of course,
legitimation. Buddhism only became acceptable
to to the ‘mainstream’society of its time when it
accepted to exclude slaves. Despite its radical-
democratic potential, it became infused with the
feudal authority structure that mirrored the
society of which it was a part. These spiritualities
are therefore rife with patriarchy, sexism and
other profoundly unequal views and treatments
of human beings.

Though the

logic was profoundly

different from capitalism, these forms of
exploitation, and their justification by particular

religious or spiritual systems and institutions,



should prove to be unacceptable to (post/trans-
modern) consciousness.

Perhaps a symmetrical but equally prob-
lematic approach would be the pure eclecticism
that can be the result of postmodern
consciousness, in which isolated parts of any
tradition are simply borrowed and recombined
without any serious understanding of the
different frameworks.

Another problem we see is the following:
contemporary communication technologies, and
globalized trade and travel, and the unification
of the world under capitalism, have created the
promise for a great mixing of civilizations.
Though contact and interchange was always a
reality, it was slow, and the different civilisa-
tional spheres really did exist as separate
entities, which created profoundly different
cultural realities and collective psychologies. To
be a Christian or a Buddhist meant to have
profoundly different orientations towards life
and society (despite structural similarities in
religious or spiritual organization). But a
growing part of the human population, if not the
whole part, is now profoundly exposed to the
underlying values of the other civilisational

spheres. Thailand for example, is just as much,

if not more, beholden to global capitalist and
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consumerist values, which originated from a

different civilisational sphere. But Eastern

notions have similarly already profoundly
impacted western consciousness. In this context,
rootedness in one’s culture and spiritual
traditions can no longer be separated from a
global cosmopolitan approach and a continuous
dialogue with viewpoints and frameworks that
originate elsewhere. Increasingly global affinity
networks are becoming as important as local
associations in influencing individuals and their
identity-building.

With all this in mind, it would therefore
seem important to have some kind of
methodology, or methodologies, which can
allow some kind of critical and reconstructive

appropriation of earlier insights.

Fourth Argument : the road to differential
post-industrial development

I believe it would be fair to say that
contemporary capitalism is a machine to create
homogenity worldwide, and that this is not
necessarily an optimal thing. In its current
format -- which got a severe shock with the
current financial meltdown -- it combines

globalization, neoliberalism and financializa-

tion, with an enormous apparatus of coercion. It
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undermines the survivability of local agriculture
and creates an enormous flight to the cities; it
destroys long-standing social forms such as the
extended family, and severely undermines
traditional culture. Of course, I do not want to
imply that all change or transformation is
negative, but rather stress that it takes away the
freedom of many who would make different
choices, such as those who would want to stay
in a local village.

It is here that neotraditional approaches
offer real hope and potential. Instead of the
wholesale import of global habits and techno-
logies, for which the society has not been prepared
and which is experienced as an alien graft, it
offers an alternative road of choosing what to
accept and what to reject, and to craft a locally
adapted road to post-industrial development.

It reminds us of Gandhi’s concept of
Swadeshi which he combined with a preference
for appropriate technology. He rejected both
western high tech, which was not adapted to
local situations, but also

many rejected

unchanged local agragrian tradition and

technology, which was hardly evolving. Instead,

he advocated appropriate technology, an
intermediary level of technology which started
from the local situation, but took from modern
science and technology the necessary
knowledge to create new tools that were adapted
to the local situation, yet offered increases in
productivity.

I see neotraditional economics as a
similar approach, but not limited only as an
attitude to technology selection, but extended to
the totality of political and social choices. In this
way, in harmony with local values, those aspects
can be chosen, which increase the quality of
livelihoods, but do not radically subvert chosen
lifestyles and social forms. It represents a new
approach which combines the high tech of
globalized technical knowledge, with the high
touch elements of local culture. For example, it
becomes imaginable to conceive of local
villages, adapting localized and small-scale
manufacturing techniques based on the latest
advances in miniaturization and flexibilisation
of production technologies, but which are

globally connected with global knowledge

networks.



Fifth Argument : Adapting to Steady-State
Economies in the Age of the Endangered

Biosphere

The essence of capitalism is infinite
growth, making money with money and
increasing capital. It does not take any genius to
realize that an infinite growth system cannot
infinitely perdure in a limited physical
environment.

Today’s global system combines a vision
of pseudo-abundance, the mistaken vision that
nature can provide endless inputs and is an
infinite dump, with pseudo-scarcity, the
artificial creation of scarcities in the fields of
intellectual, cultural and scientific exchange,
through exaggerated and

ever increasing

intellectual property rights, which hamper
innovation and free cooperation.

To be sustainable, our emerging global
human civilization and political economy needs
to reverse those two principles. This means that
we first of all need a steady-state economy,
which can only grow to the degree it can recycle
its input back to nature, so as not to further
deplete the natural stock. And it requires a

liberalization of the sharing and exchange of

technical and scientific knowledge to global
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open innovation communities, so that the
collective intelligence of the whole of human-
kind can be directed to the solving of complex
problems.

The first transformation is closely
linked to our contemporary monetary system
and is linked with traditional conceptions of
wealth in static agricultural societies.

Let me explain.

Traditional religions associated with
agriculture-based societies and production
systems, outlawed or seriously limited interest.
There is a good reason for that: when someone
extends a loan with interest, that interest does
not exist, and the borrower has to find the
money somewhere else. In other words, to pay
back the interest, he has to impoverish
somebody else. This of course, would be
extremely socially destructive in a static society,
and therefore, it could not be allowed to happen,
which explains the religious injunction against
interest.

However, in modern capitalist societies,
a solution has been found: growth. As long as
the pie is growing, the extra money needed to

repay interest can be taken from the growing

pie. The problem however, is that such a
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monetary system requires growth, infinite
growth. Static businesses are an impossibility,
since that would mean they cannot pay back the
interest.

Now that we have reached the limits of
the biosphere, now that we need again a
steady-state economy, we need interest-free
monetary systems, and paradoxically, the
religious injunctions again make sense.

This is just one of the connections
between the transmodern challenges, and the
value of traditional, and religious systems rooted
in the premodern era, such as Buddhist Economics.

We could take many other examples: for
example, modern chemical agriculture destroys
the quality of the land, and depletes it, so that
here also, premodern traditional practices
become interesting again.

However, as we stated in the third
argument, and refined in the fourth argument:
since tradition is also problematic, it cannot be
simply copied, it can only be used in a critical
manner.

An example of such a critical approach is
the appropriate technology movement. In this
approach, it is recognized that traditional

technology as such is insufficient, that

hypermodern technology is often inappropriate

in more traditional settings, and that therefore,
an intermediate practice is needed, that is both
rooted in ‘tradition’, i.e. the reality of the local
situation, but also in modernity, the creative use
of technological solutions and reasoning, so as
the create a new type of ‘appropriate’ techno-
logical development.

Conclusion : Can the transmodern peer to
peer ethos be mixed with neotraditional
approaches?

My own philosophical, societal and
technical approach is called peer to peer theory.
It starts from the premise that many humans
want to be free to engage in actions and
relations around common value creation, and
become enabled and

that this desire has

empowered through the new affordances
generated by the global distributed (computer)
networks.

Thus we see the emergence of the
capability of the creation of common value,
through civil society based voluntary
formations, i.e. peer production, but also peer
governance, i.e. the ability to manage such
associations, and peer property, the ability to
common value

protect the from private

appropriation and subsequent enclosure.



These  approaches  have  become
hyperproductive, and outcompete traditional
for-profit and industrial era methodologies. It is
emerging in every social field, and has created
social

an emergent but already powerful

movement that coalesces around three
paradigms: 1) open and free content, software,
and designs, as the necessary input for free
collaboration; 2) participatory governance and
social design, which intends to lower the
threshold of participation in such projects
around the value of autonomy and diversity; and
3) commons-oriented output, which cannot be
appropriated but serves to regenerate a new
cycle of open and free input. Through this
‘circulation of the common’, a powerful
mechanism is created, that guarantees the social
reproduction and expansion of peer production.
As these communities, which are moving
from knowledge and free and open source
software to open design communities that can be
linked to distributed manufacturing, grow and
expand, we can see that they overturn both
modern and even postmodern sensibilities.
Hence, a new alliance becomes possible: that
between the most technologically advances open

design communities, with the majority of the

people that is still strongly linked to traditional
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practices. Through such an alliance, which

combines the traditional injunction for a
steady-state economy in harmony with natural
possibilities, a differentiated post-industrial
future can be created, which can bypass the
destructive practices of industrial-era modernism,
and can create an ‘appropriate technology’
future, whereby more traditional communities
can more freely decide what to adapt and what
to reject. While on the other hand, transmodern
open design communities can learn from the
wisdom of traditional approaches.

Such an alliance needs an ideological
vehicle, and I suggest that this is a road that
Buddhist Economics should take, lest it become

a reactionary force rooted in a unrealizable

utopian vision of the past.

Details about the Buddhist Economics confer-
ence :

The 2nd International conference of the
Buddhist Economics Research Platform has
been rescheduled to be held at Ubon
Ratchathani University, Warin Chamrab, Ubon
Ratchathani Thailand April 9-11, 2009.

The Buddhist Economics Research
Platform is a joint initiative of the Business

Ethics Center of the Corvinus University of
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Budapest and the East-West Research Institute  theory and practice and to spread ideas and
of the Budapest Buddhist University. The Plat-  working models of Buddhist Economics to the
form aims to connect people and institutes  general public. More info at http://

engaged in developing Buddhist economic = www.buddhist-economics.info/
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